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Jerome L. McElroyPand Kimberly J. Medek®

Abstract. After a review of the small island economy
literature, this study compares the average pedoom of 16
Caribbean versus 15 mainly Pacific islands witre¢hfrom
the Indian Ocean. Mean difference analysis is eyguo
across 22 socio-economic and demographic varialitesults
confirm previous research. The Caribbean outperdothe
Pacific with higher per capita GDP and life expactaand
lower infant mortality and fertility. Different rgration
experiences discriminate the more dynamic Caribbean
characterized by heavy immigration from the reldiv
stagnant Pacific marked by chronic emigration. e Three
determinants offered to account for these diffeesniovolve
significant Caribbean advantages: (1) geograplogiprity to
the major global markets, (2) early post-war depelent of
international tourism and offshore banking, and g3pnger
and more intense period of colonisation that eaoly
established basic infrastructure and market irigiits.
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Introduction

Two recenBank of Valletta Review articles on small islands less than three
million in population revealed useful insights absmall island behaviour.
For example, in their study of 35 Caribbean andfieaslands, McElroy
and Sandborn (2005) found that the politicallyleffed island microstates,
located primarily in the Caribbean, were signifitanmore affluent,
socially progressive and demographically maturen thiaeir sovereign
counterparts, located predominantly in the Paciffuch evidence
supported the former's persistent propensity to aiempolitically
dependent. In a related study, Mitchell and Mcl(@011) uncovered
similar results comparing 14 mainly Caribbean idarcharacterized by
extensive immigration with 26 islands (mainly Pecdnd Indian) typified
by chronic emigration. The former were signifidgrnore affluent than
the latter.

In another recent study, McElroy and Parry (201xangined 39 small
islands less than three million in population tted@ine the characteristics
of small island tourist economies, the so-calle@ESl (McElroy, 2006).
The sample included 19 Caribbean and 20 Pacificasiates. They found
that successful SITEs tended to be geographiclafedo their main tourist
origin markets in North America and Europe, poditig affiliated, and
relatively uncrowded. These results complementetieeaesearch (Parry
and McElroy, 2009) that emphasized two further @ssalequate levels of
modernisation, as measured by relatively high kwelper capita income,
and sufficient tourism infrastructure. McElroy aRdrry also found that
Caribbean islands were on average significantlyerreffluent than their
Pacific counterparts and that much of the diffeeeseemed to be due to a
greater level of tourism development in the former.

Scope

This previous research has focused on the politstatus, migration
patterns and tourism development in small islandsilew treating
interregional Caribbean/Pacific differences onlggentially. The present
study directly examines the socio-economic and dgaphic differences
between Caribbean and Pacific island microstateplaimmg a very
homogeneous sample of uniformly small islands aefinby both
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population size and area. In addition, the papahér discusses some of
the fundamental forces behind the differences ueremi

The study contains four sections. The first rewdhe recent literature on
tropical island economies. The second presentmtthodology involving
the description of some two dozen variables andstiection of islands.
The third reveals the results of the mean diffeeeaicalysis and discusses
the underlying determinants. Finally, the conausisummarizes the
findings and offers suggestions for further researc

Literature

Small island developing states (SIDS), such as ethfimind in the
Caribbean and Pacific, make up a distinct clustér nicrostates
characterized among other things by their extensiugnerability to
environmental and economic shocks. In the firsec#éoth island regions
are susceptible to climate change and the vagafiesought, flooding,
landslides, hurricanes, earthquakes and tsunarpizd&yi, 2012). Because
of ice sheet break up in Greenland and Antartio#) bceanic regions are
particularly vulnerable to sea level rise from glblwarming because
population settlements and productive activity lagated in the low-lying
areas of the coastal zone. In the atoll regiont@fPacific, “several SIDS
are expected to lose significant portions of tieird due to sea level rise,
including Tuvalu, Tonga, Kiribati, Marshall Islandand] Tokelau . . ."
(Kelman and West, 2009: 3). Some authors argue Garibbean is the
most vulnerable region to natural disasters on aball scale” (Santos-
Paulino, 2011: 10) because of the heavy spatiatestmation of capital
cities and tourism infrastructure along the shoeeli However,
international organisations suggest the Pacifimgge vulnerable (World
Bank, 2000). Both regions are threatened by resfrdction from coral
bleaching and exposure to damaging waves and s#érwntrusion of the
freshwater lens.

In the economic sphere, small islands are vulnerdddcause of their
import dependence, export concentration and intepsaness. The high
degree of export specialisation, because of snaatlestic markets, makes
these price-taking microstates susceptible to dargagrice, cost and
revenue swings in a global economy where most @fittportant factors

and institutions that circumscribe their viabilityare established
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externally. As a result, GDP growth for both island groups sitiee 1970s
has been marked by “extreme volatility” (Chowdhw2908: 4) with terms
of trade shocks larger in the Pacific than in therilidbean. Moreover,
according to Gibson and Nero (2008), Pacific islestdtes in recent
decades grew more slowly than any other regiohdénvtorld. In addition,
in selected islands across both oceanic basingriyorates are relatively
high, in some cases approaching 20 percent (Neu@é, 2009), but a
more serious problem in the Pacific given the negicontinued reliance
on subsistence agriculture and increasing urbaal/fianbalances (Yari,
2003).

Likewise these small islands have difficulty acligva smooth trajectory
of economic growth and expansion because they shaldstory of
commodity booms and collapses in colonial staplesdugar and bananas
in the Caribbean and timber/minerals in the Pacifidevertheless, over
time many have developed coping strategies of negoromic resilience.
However, these economic fluctuations have also bessociated with
cycles of environmental damage (Bass and DalaltGhay1995). In
addition, island macroeconomic policy has beenttaimed in at least two
fundamental ways. First, monetary policy is prdicgt since the domestic
monetary supply is a positive function of the lew&krade, and monetary
flexibility is further limited by insular fixed eXxmange rate regimes.
Second, fiscal policy, the main economic driveisoatends to operate
procyclically since revenues depend in great partrade taxes and aid
flows (Chowdhury, 2008). Much recent researchfbassed on improving
the insular capacity to deal with natural and eooiccshocks and mitigate
their impacts through building up resilience amdogal institutions and
fostering social cohesion and good governance (Bliget al., 2009).

SIDS have been able to supplement their limiteduess by penetrating
the overseas hinterland through migration and &idde and other
metropolitan concessions, and foreign direct inmesit (FDI). Aid and
remittances dominate in the Pacific while FDI isreaignificant in the
Caribbean (Santos-Paulimbal., 2010). In accessing the hinterland, small
islands have carved out three distinct developrpatits. In the first case,
the propensity to migrate and remit wages homehisdsrically become so
endemic that “the life courses of island peopleéhhmwesent and absent, are
embedded in international or transnational diasgoréConnell and
Conway, 2000: 52). In both island regions, remites have made
4



substantial contributions to basic needs and, tesaer extent, capital
formation. Their importance has grown with theargt¢c post-Soviet decline
in aid; and they remain more important in the Raaifhere the classic
MIRAB economies still predominate (Bertram and @iy 2007). In the
second case, many small particularly subnationknds jurisdictions
(SNIJs) have become adept at manipulating theirapelitan economic
linkages for local benefit: to establish exportqassing zones, tax havens,
and offshore banking centres—Baldacchino’s (200R0PIT strategy.
Thirdly, especially in the Caribbean, the inflowfofeign hotel investment
and aid-financed transport infrastructure has eckatany successful small
island tourist economies (SITEs) (McElroy, 2006pwered by the most
durable post-war growth engine in the global econothe demand for
leisure.

Finally, in terms of political economy, the twodsd regions “share a
common feature of their international relations dodeign policy-the
overarching presence of a regional hegemon whdas self-appointed
‘policeman’ . . .” (Thorburn, 2007: 241)-the US ihe Caribbean and
traditionally Australia in the Pacific, althoughethinfluence of China is
rapidly increasing. As a result, insular foreignlipo and international
relations are significantly influenced by thesegéar more powerful actors
(Hey, 2003). In the past both hegemons have pblice island regions to
forestall Soviet infiltration. In the present theoncerns differ somewnhat.
For example, the US focus on its “soft underbell/an attempt to curb
drug trafficking, money laundering, and illegal ingmation. In the Pacific,
besides drug trafficking, Australia is concernethwhe spread of internal
volatility and the harbouring of terrorists in fag states. Both hegemons
have also encouraged neoliberal economic reforntis eiffering results.
The Caribbean remains more dependent on tourisne vitwe Pacific is
more reliant on aid and remittances.

Despite the impact of hegemon influence on theiticporoom to
manoeuvre, and despite the many natural and econamistraints
enumerated above, both island regions in the laarter century have
recorded substantial progress in living standalife, expectancy and
demographic maturity (McElroy and Parry, 2012),utpo the interregional
gains have been uneven as the following analygjgesis.



M ethodology

To compare the socio-economic and demographic rdiffees between
Caribbean and Pacific islands, profiles were coletdd for each grouping.
The study focused on islands with less than onkomiln population and
5,000 kni in total land area. This very small target waesem for three
reasons: (1) to keep roughly in line with receteriiture (Easterly and
Kraay, 2000; McElroy, 2006; McElroy and Pearce, &0McElroy and
Parry, 2012); (2) to develop a very homogeneougbaboth in population
and area; and (3) to focus on the very smallestamst vulnerable islands.
Thirty-one islands met the two criteria and werassified in their
respective groups. The sixteen selected Caribb&and jurisdictions
were: Anguilla, Antigua/Barbuda, Aruba, Barbadostigh Virgin Islands,
Cayman Islands, Dominica, Grenada, MontserraKi8t/Nevis, St. Lucia,
St. Marten, St. Vincent/Grenadines, Turks/Caicabthe American Virgin
Islands. Twelve island jurisdictions were selectedm the Pacific:
American Samoa, Cook Islands, French Polynesia, mGuHiribati,
Marshall Islands, Niue, Northern Marianas, Palaam&a, Tonga and
Tuvalu. To balance the samples, three Indian Orand states similar in
size and development level were added to the BagiGiuping: Comoros,
Maldives and Seychelles.

Two distinct profiles were created using 22 vamiabfrom the World
Factbook (CIA, 2012) and three indicators from theompendium of
Tourism Satistics (WTO, 2011). Six variables were used to measure
economic differences: per capita GDP, the unempémtmate, the shares
of agriculture, industry and services in GDP, aadd| area as a general
indicator of resource availability. Thirteen vdnlies were used to measure
socio-demographic behaviour: population size, paiah distribution
between 0-14, 15-64 and 65+ year's cohorts, medig®, population
growth, the crude birth, death, and net migratetes, the total fertility and
infant mortality rates, and life expectancy aneérlicy. Three indicators
were selected to measure the level of tourism patat. Visitor spending
per island resident was chosen to measure ovaratiomic impact. The
total number of hotel rooms was selected to loosegsure environmental
impact. The ratio of total visitors, stopover ammue-day, to the resident
population was chosen as a crude indicator of $ouis social impact.
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Finally, the profiles were constructed using medifference analysis and,
according to previous research, it was assumedttieaCaribbean islands
would outperform their Pacific/Indian counterparts.

Results

Table 1 presents results of the analysis includbagibbean and Pacific
(including Indian) means across the 19 socio-ecéni@nd demographic
variables and the three tourism indicators.

Table 1
Comparison of Caribbean and Pacific Island Characteristics

. Caribbean Pacific
Variable Mean Mean P-value
Total Area (km?) 437 928 0.154
Population 83,950 153,949 0.206
Percent Population 0-14 yrs 22.38 29.66 0.002**
Percent Population 15-64 yrs. 68.50 64.86 0.043*
Percent Population 65+ yrs. 8.96 5.47 0.001**
Median Age 33.49 26.23 0.000**
Population Growth Rate 1.04 0.39 0.164
Crude Birth Rate 13.59 19.10 0.060
Crude Death Rate 6.57 4.89 0.169
Net Migration Rate 3.40 -8.10 0.008**
Infant Mortality Rate 10.52 20.70 0.050*
Life Expectancy at Birth 76.97 72.48 0.007**
Total Fertility Rate 1.79 2.67 0.001**
Literacy Rate 95.55 92.90 0.426
Per Capita GDP (US$) 21,947 9,093 0.013*
Unemployment Rate 10.49 13.70 0.353
Percent Agriculture/ GDP 3.90 15.30 0.009**
Percent Industry /GDP 13.50 18.69 0.313
Percent Services/ GDP 72.70 66.0 0.157
Visitor Spending/Population (US$) 5,146 2,881 0.134
Total Visitors/Population 11.85 2.49 0.002**
Total Hotel Rooms 3,749 2,683 0.374




*Statistically significant at the 0.05 level.
**Statistically significant at the 0.01 level.

With one exception, the mean differences are iriipothesized direction,
and for roughly half of the 22 variables the diffieces are statistically
significant. This suggests that the profiles deaty distinct clusters and
at different levels of development. On the onedhdine Pacific islands are
on average roughly twice as large as the Cariblgeaump both in area and
population even in this relatively homogeneous damgf very small
islands. However, the differences are not staéifl}i significant. On the
other hand, despite the Pacific’s greater resoavedability, the Caribbean
records higher average population densities, 192ugel65 residents per
km? and these higher labour/land ratios suggestaat ledirectly a higher
level of potential productivity. In fact this isdéhcase for the Caribbean
dominates economically. For example, average paitac&aribbean GDP
is roughly 2.5 times higher than the average Rafifjure, i.e. $21,947
versus $9,093. In addition, unemployment is load the distribution of
GDP suggests the Caribbean has made further psogresstructuring the
post-war economy away from income inelastic colloagaicultural staples
towards income elastic international services {gmarand banking) and
manufacturing.

The socio-demographic indicators parallel the difiig economic fortunes
of the two island groups. For example, average migiration in the
Caribbean is 3.4persons per thousand populatisusean average of -8.1
persons per thousand in the Pacific. This indicatee former are
dynamically developing immigrant societies impagtiabour to service the
labour-intensive demands of tourism, offshore bagkand in some cases
export manufacturing while the latter are stagmdnbnic labour exporters.
As a result, these differing migration experienbase produced a humber
of different demographic impacts. First, as expectaverage annual
population growth in the Caribbean (1.04%) outpapesvth in the Pacific
(0.39%). Second, the age structure between thegtoups is statistically
distinct. Because of the influx of working-age ods to the Caribbean and
emigration of the same from the Pacific, the petags of the population
15-64 years old is significantly higher in the @agan (68.7%) than in the
Pacific (64.9%). In addition, the average populatiof the former is
significantly older as reflected in two ways: a tieg average median
age—33.5 versus 26.2 years—and a higher perceafagghorts 65+ years:
8.96 versus 5.47 percent. This last result mapddy due to increasing
8



permanent residency among the immigrants as welh@gasing North
American and British retirees to the American andidgh Virgin Islands,
Barbados, Bermuda and other popular Caribbean kaven

Along with these economic and demographic impaitts, findings also
suggest differing progress in the demographic ttiansas well as on social
and health advancement. To illustrate, the rateabfiral increase (crude
birth minus crude death rates) in the Caribbeamnages roughly 7 persons
(13.5 births minus 6.5 deaths) per thousand pdpulatvhile the Pacific
average is approximately 14 (19 births minus 5Baber thousand. The
higher level of demographic maturity in the Caridibes further evidenced
by the statistically significant lower total feityl rate of 1.79 average births
per woman of child-bearing age against an averageef of 2.68 for the
Pacific. In addition, the former microstates baasery low average infant
mortality rate (10.5), roughly half the averageele(20.7) of the Pacific.
Finally, the Caribbean islands exhibit a signifitarhigher average life
expectancy of 77 years versus 73 for their Pacdimnterparts. The former
also record higher literacy rates than the latteugh the difference is not
significant. Nevertheless, these data indicat¢ @aibbean nationals on
average tend to enjoy better health and educatmp@brtunities than their
Pacific neighbours.

Finally, the level of tourism penetration discrimias somewhat between
the two island groups. First, in terms of econompact, per resident
visitor spending in the Caribbean averages $5,tdéghly 80 percent
higher than the Pacific average of $2,881, althotnghdifference is not
statistically significant due in part to the snmlbsample sizes of the island
groupings. This spending advantage is largely wu¢he fact that the
Caribbean is considered the most tourism-dependgion in the world.
The visitor industry is estimated to account for getcent of Caribbean
GDP, 15 and 12 percent of exports and investmesgecively, and 12
percent of total employment (WTTC, 2012a). Secdnderms of social
impact, visitor densities are significantly higlerthe Caribbean. The ratio
of total visitors for the Caribbean, stopover amg-tfippers combined, to
the resident island population averages 11.9 vedis for Pacific
microstates. Although a very crude measure, ttie saggests visitors are
markedly more visible in the Caribbean than inBaeific. Third, in terms
of environmental impact, the average number of Ihot®ems in the
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Caribbean (3,749) is substantially higher than Baeific level (2,683),
indicating tourism facilities are much more a pafrthe insular landscape
in the former than in the latter group.

Deter minants

A number of factors have been suggested to exptam superior
performance of the Caribbean over Pacific micrestat Three are
discussed here. The first is the Caribbean’s edirrgrsification of the
colonial island economy. In the 1950s and 196@s,region hitched its
fortunes to the economic juggernaut of the post-gimbal economy,
international tourism, growing annually at a sustdi 4-5 percent clip.
According to the World Travel and Tourism CoundD{2b), tourism in
2011 accounted for roughly nine percent of worldFG&nhd employment
and between 4-5 percent of total exports and dafotanation. There
followed in the 1970s and 1980s the growth of Gaén offshore banking,
tax havens and export manufacturing enclaves (Baldao, 2010).
According to Hezel (2012), the late advent of th&€E and PROFIT
strategies in the Pacific partly explains that ea{ relatively poor
showing.

A second and more important factor is the greateggaphic remoteness of
Pacific island states and territories. Not onky g#irey more distant than the
Caribbean from world markets, they are also maagrfrented and distant
from one another (Thorburn, 2007). According tot¥8a(2009), based on
population and income weighted distance measuhesaverage Pacific
island is the 197 most remote in the world while the average Caswiobe
island is only the 100 most remote. The same result emerges using
airfares as a measure of economic distance (W201€8, 8-9). On average,
travelling from a Caribbean island to any of thneain metropolitan hubs
with strong Caribbean links (Miami, New York andridmon) costs US$545

A similar trip from the Pacific islands to Aucklan&ydney and San
Francisco costs an average of US$1,289. By thiasare, the Pacific
islands are more than twice as remote as Caribibkzanus.

Gibson and Nero (2008) suggest excessive distamglesyexpensive
transport, energy and intermediate input costs; thede barriers partly
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explain why Pacific economies are less open toetrdthn Caribbean
economies, are less accessible for tourists andstowlevelopment, and
tend to grow more slowly. In addition to remotesjesrmstrong and Read
(2006) argue Pacific islands are likely to be maemehipelagic and
mountainous than other small island states. Suobrgphical handicaps—
in contrast to the locational advantages of thabbagan, i.e. proximity to
both North American and European tourist origin keés—go far in

explaining differential economic performance.

A number of authors have attempted to tie differlenviels of modern
economic performance to different historical exgece in general and
different degrees of colonial experience in patéicu For example, Feyrer
and Sacerdote (2006) find that the number of yepent as a colony is
strongly positively associated with modern levefsper capita GDP in
islands, and negatively associated with infant edityt rates. They also
suggest that post-war development is linked to miotense colonial
settlement with the Caribbean islands penetratedieeaand more
extensively than the Pacific and Indian Ocean ddan They argue as
evidence that some islands (Barbados, Bonaire,Gurdcao) have over
400 years of colonial history. In a similar vefrairbairn and Worrell
(1996) believe Caribbean islands had the histoadabntage of an earlier
start on the Pacific in resource mobilisation amfdaistructure development
because of their longer era of colonialism. Otlerge estimated that the
commercial head start fostered by colonialism sgaiMie emergence of
market-conducive institutions favourable to ecorogrowth (Acemogluet
al., 2001). Although further empirical research is naated, the effect of
different insular colonial experiences on differemodern levels of
economic performance and modernisation seems plausi

Conclusion

This study has reviewed the literature on smalandl economies as
background for comparing 31 small—less than ondianipopulation and
5,000 kni area—Caribbean and Pacific islands. Two subsampkre
developed including 16 Caribbean islands and 1simd&acific islands.
Two distinct profiles were constructed using meadlifference analysis
employing 22 socio-economic and demographic vasgmblResults

confirmed the conclusion of recent literature ttet Caribbean is more
11



economically and socially advanced that the Pacifind more

demographically mature. For example, despite ttedatively small size,
Caribbean microstates boast significantly higher qapita GDP and life
expectancy and significantly lower fertility andant mortality than their
Pacific/Indian counterparts. The variable thatt loiscriminates the two
groups is average net migration, that is substfaitienigration for the

more dynamic Caribbean to service the labour-imtensglemands of
international tourism, offshore banking and, toeaskr extent, export
manufacturing in contrast to substantial emigration the less affluent
MIRAB-type Pacific islands.

Three major determinants were suggested to exghim differential

microstate performance. These included, in ordemportance, three
major advantages of the Caribbean over the Padiy: geographical
proximity to global markets; (2) the early post-wdevelopment of
international tourism and then offshore banking argdort manufacturing,
and (3) a long and intense experience of colowisatvhen the physical
infrastructure and commercial institutions wereabkshed to germinate
early on the seeds of a functioning market econofyture research would
involve expanding the sample size to include adadgfinition of “small

island,” and further empirical confirmation of tlileree determinants, in
particular the role of colonialism in fostering nesd socio-economic
performance.
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