
Addressing rural poverty in the Pacific 
and South-East Asia Regions 

A discussion paper 

July 2005 



Rural Poverty in SE Asia – Pacific  2 

Addressing rural poverty in the Pacific and South-East Asia Regions 
 

Table of Contents 
 

Preface and Acknowledgements 4 
 
Executive Summary and Recommendations 5 
 
1. Rural demographics and poverty in the Pacific and S.E. Asia 12 
 
2.  Rural development: Key to poverty reduction 18 

2.1  Why rural development?  
2.2  The fall (and rise?) of agriculture and rural development: some myths and realities 
2.3  Agriculture, economic growth and poverty reduction 

 
3.  A framework for rural development 22 

3.1  A simple framework  
3.2 Optimum conditions for improving rural livelihoods 
3.3  Livelihood options 
3.4  Strengthening capabilities of rural people 
3.5  Providing a supportive enabling environment for rural livelihoods 

 
4. Improving agricultural production and management of natural assets 27 

4.1 Agricultural production in the Pacific 
4.1.1  Farming systems 
4.1.2 Major food crops 
4.1.3 Plantation and Cash crops 

4.2 Agricultural production in S.E. Asia 
4.3 Agriculture research, technology and extension 
4.4 Sustainable management of natural resources 
 4..4.1 Land ownership, land tenure and land use 

4.4.2 Water 
4.4.3 Fisheries 
4.4.4 Forestry 
4.4.5 Community management of natural resources 

 
5. Non-farm livelihood options for the rural poor 41 

5.1  Rural enterprise development: 
5.2 Financial services 

5.2.1 Microfinance in S.E. Asia 
5.2.2 Microfinance in Pacific Island Countries 

5.3 Migration and remittances 
5.3.1 Internal and international migration 
5.3.2 Remittances 

 
6. People-centred approach to poverty reduction  49 

6.1  Social capital and civil society  
6.2 Building the human capital of the poor 

 6.2.1 Reaching remote communities 
6.2.2 Effective participation for women 
6.2.3 Community partnerships 

6.3  Information and communications  
 
7. Risks and vulnerabilities 55 
 7.1 Health 
 7.2 Environment 
 7.3 Economic risks 
 7.4 Political risks 
 7.5 Corruption 



Rural Poverty in SE Asia – Pacific  3 

 7.6 Vulnerability for small island states 
 

 
8.  Supporting an enabling environment for rural livelihoods 60 

8.1 Governance 
8.1.1 Good governance, economic growth and development 
8.1.2 Governance in SE Asia and the Pacific 

8.2 Providing effective public services 
8.3 Enabling international trade 
8.4 Globalisation and the rural poor 

 
9. Supporting rural development: conclusions and recommendations 69 
 
10.  Bibliography 73 
 
11.  Appendix:  Microfinance in Pacific 
      Appendix 2 Microfinance in S.E. Asia 
 
 
 
List of Tables 
 
1  Rural-Urban demographics and poverty incidence in the Pacific 12 
2  Papua New Guinea: The rural-urban gap 13 
3  Selected poverty indicators: Pacific 14 
4  Rural-Urban demographics and poverty incidence in S.E. Asia 16 
5  Significance of agriculture in selected countries of the Pacific and S.E. Asia 21 
6  Sweet potato production in the Pacific 29 
7  Water resources inventory Asia and the Pacific 36 
8  Some of the largest microfinance providers in Asia in 2002 43 
9  Ranking of Pacific countries in the 20 largest recipients of remittances (1990-2003 average) 46 
10  Economic vulnerability index for Least Developed Countries in S.E. Asia and the Pacific 54 
 
 
List of Figures 
 
1  Government expenditure on agriculture: selected countries 18 
2  The building blocks of rural growth and poverty reduction 23 
3  Total forest area Pacific and South East Asia 38 
4  Indonesia: Percent of rural household incomes by source 41 
5 National and household risk 56 
6  South East Asia governance 64 
7  Pacific governance 64 
 
 
List of Boxes 
 
1  Signs of renewed commitment to rural development 19 
2  Generic constraints to agricultural production in the Pacific region 27 
3  The Tongan Squash Pumpkin Market 31 
4  Community based conservation in Uafato village, Samoa 40 
5  Using ICT for agricultural research and extension in remote Indonesia 54 
6  Governance and growth in Fiji 62 
7  How poor governance affects the poor of Cambodia 64 



Rural Poverty in SE Asia – Pacific  4 

 
Preface and Acknowledgements 
 
The objective of this paper is to stimulate discussion on how to promote greater integration of the 
rural poor into the benefits of growth and development. The primary geographic area of focus is 
the Pacific sub-region (including PNG and Timor Leste1), drawing also on examples of rural 
poverty reduction in South East Asian countries (emphasizing Vietnam, Cambodia, Laos, 
Myanmar, Indonesia, and the Philippines). These regions, and particularly the rather specific 
circumstances of the Pacific, are relatively under-represented in many existing analyses of rural 
poverty internationally.    
 
By far the majority of the poor in both regions live in rural areas.  Furthermore, almost all 
countries that have made significant progress in reducing poverty have done so from a base of 
increasing productivity in the agricultural sector.  Substantial changes in the context in which rural 
people live - including the effects of globalisation and technological change, environmental 
change, and migration (both international and rural-urban) – may also suggest the need for a re-
examination of some of the basic assumptions surrounding rural development.  
 
Despite the concentration of poverty in rural areas, interest and investment in agriculture and rural 
economic development, both from national budgets and external flows (including aid) has declined 
in recent decades.  In the last few years there has been a revival of interest in rural development in 
some donor countries and international agencies. While there is much material to build on from 
these efforts, the emphasis has tended to be on regions other than those covered here.   
 
Rural development is a very broad topic, and this discussion paper does not attempt to address all 
the issues in depth.  This preliminary analysis draws on existing secondary materials and reviews, 
in addition to three informal workshops that were attended by development practitioners in 
Brisbane, Canberra and Melbourne. In the longer term it is intended to develop a more focused 
process of action research and discussion to explore further in particular areas of priority, and to 
engage more directly with researchers in the region itself. 
 
Preparation of this paper has been a joint effort with a high level of voluntary contribution.  The 
principle coordinator of the project has been Paul Greener, with significant written inputs provided 
by Russell Rollason, John Wightman and Patrick Kilby, as well as FDC staff and interns Fikreth 
Shuaib, Jacqui Elliot and Ross Westoby.  Russell Rollason also undertook a major editorial job to 
tie together the disparate inputs.  The work would not have been possible without the generous 
financial support of the International Fund for Agricultural Development. 

 
1 Many international agencies, including the ADB, IFAD and UNDP include Timor-Leste in the Pacific 
subregion, with which it shares some characteristics.  For this reason, this paper follows this convention for 
statistical purposes, while also recognising the country’s strong geographical and cultural links with S.E. 
Asia. 
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Executive Summary and Recommendations 
 
The objective of this paper is to stimulate discussion on how to promote greater integration of the 
rural poor into the benefits of growth and development in the Pacific sub-region and in the 
countries of South East Asia. These regions, and particularly the rather specific circumstances of 
the Pacific, are relatively under-represented in many existing analyses of rural poverty 
internationally.    
 
Three quarters of the world’s poorest people live and work in rural areas, mainly in the Asia and 
Pacific regions.  Some 800 million people in these regions are estimated to consume less than one 
US dollar a day and are therefore in ‘dollar poverty’.  Achieving the Millennium Development 
Goal to halve the number of people living in poverty will require a special focus on reducing rural 
poverty.   
 
Focussing poverty reduction efforts on where the poor are 
 
The two sub-regions are very different from each other, as well as being internally diverse.  There 
have been significant reductions in poverty in East and South East Asia in the past two decades, 
and rapid urbanisation has led to a significant drop in the proportion of the population living in 
rural areas in several countries.  Nevertheless, the absolute number of people living in rural areas 
has remained roughly the same over this period, and rural areas remain the home to some three 
quarters of the poor – with particular concentrations in areas remote from capital cities, and in 
resource-poor upland areas with high proportions of indigenous people.  In Indochina and 
Myanmar, rural populations have continued to grow, and, in Indochina, more than 9 out of 10 of 
the poor are rural dwellers.   
 
In the Pacific, poverty is even more heavily concentrated in rural areas, which are the home to 
nearly 90% percent of the poor taken across the region as a whole.  Despite a common perception 
to the contrary, rates of urbanisation have been relatively modest, and the rural population of the 
Melanesian countries of Papua New Guinea, Solomon Islands and Vanuatu has grown by 40 % in 
the period 1990-2003.  These countries also have the greatest concentrations of the poor in rural 
areas.   
 
Poverty is concentrated along two dimensions: geographic and social.  In the Asia and Pacific 
regions, the most vulnerable people are: women, often part of female headed households; the 
landless, marginal or tenant farmers; indigenous peoples and internally displaced people; and 
pastoralists and coastal fishermen. Women commonly have fewer opportunities than men, 
including unequal opportunities for access to education, employment and asset ownership.  In 
places where women enjoy a measure of power under a matrilineal social structure, lack of gender 
analysis can see women disadvantaged by the introduction of farm machines that change the 
division of labour or the introduction of land titles that do not recognise traditional female 
ownership of land.  If the rights and opportunities for women in rural development are not 
adequately addressed, development interventions may exacerbate poverty, have limited impact or 
simply be unsustainable. 
 
Greater emphasis needs to be given to targeted support to rural growth in those areas with the 
highest numbers and concentrations of rural poor – i.e. Melanesia, Timor Leste, Indochina, 
Myanmar and the remote hill country and outer islands of Indonesia and the Philippines.  Support 
should include special programs to assist the most vulnerable people in the most marginal areas, 
incorporating effective gender analysis in the design stage and subsequent monitoring of 
development interventions. 
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Renewed focus on investment in agriculture and rural economic development 
 
Agriculture remains the main source of livelihood for the majority of people in rural areas and 
particularly for the poor. Agricultural growth has underpinned the success of almost all countries 
in the region that have undergone significant economic growth and poverty reduction.  Despite 
ongoing urban migration, the majority of new jobs for the rapidly growing labour force will have 
to be found in rural areas for the foreseeable future in most countries in the Pacific, and many 
countries in SE Asia.     
 
Regrettably, interest and investment in agriculture and rural economic development, both from 
national budgets and external flows (including aid) has declined sharply in recent decades.  
Bilateral aid for agriculture to the Pacific has declined by a third over the past decade and in S.E. 
Asia it has halved over the same period.  This fall in priority for agriculture has been reflected in 
governments’ expenditure on agriculture, which in many countries of the region has fallen to less 
than half the level in the 1980s.    
 
Factors contributing to this decline include: a perception that past rural development efforts have 
had low levels of success; a re-focusing of aid investments on central government institutions, 
macro-level economic adjustment and governance issues; and the current view of the appropriate 
role of the state that discourages direct government involvement in private enterprise.  However 
there have been substantial advances in rural development methodologies, and there is sufficient 
evidence of market failure in the remote rural areas of the Pacific and of S.E. Asia to suggest that 
more direct public involvement in “priming the pump” for rural economic growth is justified in 
some cases.  Recent indications of a revival in interest in agriculture and rural development in 
some donor countries are most welcome and will hopefully lead to a more concerted and 
integrated effort in partnership with the poor to improve livelihoods in rural areas.   
 
A renewed commitment to, and investment in, agricultural growth is critical to reducing poverty 
and improving employment prospects in rural areas of the region.  Increased aid targeted at 
improving the productivity of smallholder agriculture, and broadening options for non-farm rural 
enterprises for poor people and regions must be a priority in working to achieve the Millennium 
Development Goal commitment to halve poverty by 2015. 
 
A holistic approach to rural development that focuses on people themselves 
 
This paper offers a simple conceptual framework for assessing rural development.  It advocates an 
approach that starts with the perspective of rural people themselves - not governments, countries, 
“economies”, or sectors – and which builds on existing positives.  The framework suggests that a 
poor household in a rural community requires a combination of three broad and overlapping 
elements to achieve an improvement in its livelihood:  access to livelihood opportunities for 
increasing its assets and income; the capability to take advantage of these opportunities; and a 
supportive environment beyond the community that enables the first two to flourish.  All three of 
these elements are needed in parallel.  Approaches that focus on only one have generally had 
disappointing results in reducing rural poverty, and the most promising options for improving the 
income and livelihood options for poor rural households occur in the intersections between these 
three elements.   
 
Operating in the areas of overlap is beyond the mandate and competence of any one sector of 
society, and implies the need for effective partnerships between government, the private sector, 
civil society and individual communities – i.e. a “whole-of-state” approach that goes beyond 
central government institutions and includes business, private citizens and their institutions. 
 
A holistic, integrated, people-centred approach to rural development is recommended based on 
partnerships that maximise the complementary competencies of the public sector, private 
enterprise and civil society. 
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Improving agricultural productivity 
 
Agriculture in S.E. Asia differs significantly from that in the Pacific but there is much that can be 
drawn from Asian experience that applies too in the Pacific region.  Common to both regions is the 
dominance of smallholders in agriculture and the pressure that rising populations place on 
smallholder productivity and natural resources.   
 

----in the Pacific 
Physical isolation, poor infrastructure and high exchange rates limit the comparative advantage of 
much of the Pacific in the production of export crops.  Despite its mixed performance, the export 
sector has traditionally been the main focus of attention by governments, donors and investors.  
Major export crops include palm oil, sugar (Fiji), cocoa, coffee, vanilla and coconuts from estates 
and smallholder operations.  Palm oil exports have increased rapidly over recent years and the 
future looks promising, but this not the case for Fiji’s major export, sugar, which is facing a 
competitive international market and the prospect of a sharp price fall down to the international 
price level.  A decline in world prices has also affected exports of copra, coffee and cocoa.  While 
commercial agriculture for export is unlikely to contribute much more to economic growth and 
poverty reduction in most Pacific countries than it currently does, several crops that are primarily 
grown by smallholders – such as coffee, vanilla and coconut - retain significant promise for raising 
incomes of rural households, provided the current quality constraints can be addressed. Schemes to 
export high value tropical horticulture products by air to international markets have been proposed, 
but limited work has been undertaken on the products and developing the markets. 
 
It is recommended that assistance be provided to improve productivity of smallholder coffee and 
vanilla and other smallholder promising cash crops.  Opportunities to strengthen research and 
extension in tropical agriculture should be explored, including opportunities to increase exports of 
vegetables and other tropical horticultural products. 
 
The domestic food production sector has been more robust.  Production of food crops such as 
sweet potato, taro, cassava, yams, bananas and vegetables has kept pace with population growth 
across the Pacific.  These are smallholder crops with significant local trade through local markets.  
The domestic vegetable market shows promising growth but smallholders face familiar problems 
such as poor access to markets, inefficient marketing systems, lack of capacity and trust between 
the actors in the production and marketing chain and poor handling techniques.   
 
The potential for growth in the Pacific, especially in the Melanesian countries and Timor Leste, 
appears to lie in the smallholder production of fresh food for consumption and domestic sale.  A 
focus on assisting smallholder agriculture is recommended with increased investment in research 
and extension on these crops.  Major pest and disease problems in food crops – particularly taro – 
should be a priority. 
 

---in South East Asia 
The Green Revolution in the 1970s and 1980s increased production of rice and, to a lesser extent 
maize, in many Asian countries, notably Philippines, Myanmar and Indonesia.  Malaysia 
successfully increased yields through new varieties in smallholder tree crops, such as rubber.  In 
Vietnam, new varieties were introduced in the 1980s after substantial land reform beginning 30 
years earlier.  Thailand increased production mainly though opening up new agricultural areas.   
 
By the 1990s, cereal yields in many regions of Asia were stagnating or falling due to exhaustion of 
micronutrients, low-level pest build-up and falling water tables.  Many farmers began to shift away 
form food production to higher value crops.  Investment in research and extension to raise the 
productivity of rainfed and upland agriculture remains a priority.  Significantly, employment in 
agriculture in S.E. Asia has declined over the past three decades, yet agricultural incomes have not 
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fallen, pointing to the importance of non-farm activities in the rural economy.  The non-farm 
sector is discussed in more detail below. 
 
Sustainable management of natural resources 
 
The livelihoods of the rural poor depend to a high degree on the sound management of the natural 
resources under their control - including land, water, forests, and fisheries – which helps diversify 
sources of food and income.  Involvement of the poor is essential to achieving sustainable natural 
resource management, especially for forests and water.  Experience in forest management 
programs has shown that participation by local people, who often possess abundant site-specific 
information, is a mandatory precondition for success.  A community forestry approach that 
involves strategies to increase the food and livelihood security of smallholder families and 
communities living in or near the forests is an important element in rural development strategies 
in those areas where large numbers of people still depend on forest products for support.  This 
includes much of Melanesia, and the more remote hill country of S.E. Asia. 
 
In many parts of the region water is increasingly a scarce and valuable resource.  Improvements in 
water resource management will require a coordinated effort across many sectors including 
watershed management, reduction in deforestation rates, raising public awareness of wise water 
use and management, controls over agriculture activities and improvements in waste disposal.  In 
S.E. Asia, competition over use of water resources is increasing between the states dependent on 
the Mekong River waters, and management water resources is a key development determinant for 
the Mekong region.   
 
For the people of the Pacific, conserving and sustainably managing coastal and ocean water 
resources that they rely on for their subsistence and livelihoods is critical.  Fishing, both coastal 
artisanal fisheries and, increasingly offshore fishing for tuna, is a major element of the livelihoods 
of many of the poor in the region. 
 
Land is the most productive asset, and the backbone of economic sustenance for the rural poor of 
Asia-Pacific.  Land ownership and land tenure varies significantly across the region, although 
landlessness is less common than in many other regions.  Key issues relate to land tenure (defined 
as the rules of possession, use and transfer of land).  
 
Asia is home to the majority of the world’s 250 million Indigenous people, mainly living in 
marginal agricultural lands in mountainous regions.  Small land holdings are also common 
throughout Asia, making issues of land ownership and land tenure critical issues for development.  
In the Philippines, community engagement in sustainable land use has been achieved through the 
formation of local “landcare” groups, drawing on experience form Australia. 
 
In the Pacific, the vast majority of land is under customary ownership, under a wide diversity of 
local customary laws.   Debate over the impact of customary land title on development has 
recently re-emerged in the Pacific.  However, crop productivity has expanded in several countries, 
notably Papua New Guinea, under customary tenure –  in many cases outstripping that on privately 
owned land.  This suggests that customary land tenure may not be the block to development that 
its critics assert.  However, its is accepted that there is an urgent need for a clear understanding of 
the land rights of rural communities in the countries of the region, and for a legal framework that 
is consistent with increased investment for rural production.   
 
Assisting Pacific states to establish workable legal frameworks for customary land that help 
stimulate investment, building on successful experiments to date, should be given greater priority.  
Participatory techniques, such as the “landcare’ approach and water partnerships show promise 
as effective and viable approaches to managing natural resources.  More effort is needed to 
identify and trial appropriate models for community management of natural resources. 
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Non-farm livelihood options for the poor 
 
Across the region, the non-farm sector has grown in importance as source of employment and 
income for the rural poor, and more attention is being paid to strengthening the non-farm sector as 
a key element of poverty reduction.   In the Pacific, the majority of the population depends on 
rural-based activities for their livelihoods but there is little data to indicate the contribution of the 
non-farm sector to incomes.  However, a major challenge facing Pacific countries is providing 
satisfactory employment and livelihood opportunities for a rapidly increasing labour force.  Youth 
unemployment is a particular problem, with attendant social and economic consequences.  Formal 
paid jobs occupy only a fifth of the labour force in most Pacific Island states and recent growth of 
the labour force has greatly outstripped the number of new jobs in the formal sector – which are 
primarily in the public sector.  It follows that most of the new entrants to the labour force have had 
to be absorbed into the informal economy and into agriculture, and this will continue to be the case 
for at least the medium term.   
 
There is a need for increased funding for research and investment in non-farm activities, 
especially  to strengthen employment in micro and small enterprises, increase the availability of 
microfinance, strengthen non-financial support services and improve mechanisms for remittances 
of migrant workers.  
 
Microfinance:  Financial and non-financial services must be tailored to meet the constraints and 
difficulties encountered by medium and small enterprises in each location.  Providing access to 
such services will require action by a range of stakeholders including government, donors, NGOs 
and local service providers. 
 
There are several very large microfinance institutions in S.E. Asia, especially in Indonesia and the 
Philippines, and the services provided are generally rated as highly cost efficient.  By contrast, 
microfinance has not been successfully established on a significant scale in the Pacific.  The 
establishment of sustainable microfinance in the Pacific faces a number of barriers, including the 
low population base and dispersed nature of the Pacific countries, which makes it extremely 
difficult to achieve economies of scale.  These problems are exacerbated by the fact that the most 
disadvantaged and vulnerable people tend to be concentrated on the outer islands or in the more 
isolated areas of the main islands.  But microfinance has only recently been introduced into the 
Pacific and there are promising pilots. 
 
More effort is needed to identify appropriate Pacific models capable of increasing the outreach of 
financial services and to increase the skills of Pacific Islanders to manage microfinance.   
 
Migration and remittances:  Migration from rural areas in search of employment and remittance 
of earnings back to rural areas is a major source of income in rural areas throughout the region.  
The number of nationals from S.E. Asia living abroad is far higher than from the Pacific, but the 
importance of remittances to the home economy is higher in Pacific, accounting for more than a 
fifth of the nation’s GDP in some states.  Remittances have become more important than aid as a 
source of finance but little is known about their impact on rural poverty.   Given the scale and 
importance of remittances to many countries in the Asia-Pacific region, it is strongly 
recommended: 
 
that research  be undertaken to identify and trial adequate and safe formal channels for the 
transfer of remittance funds.  Research is also needed to enhance the development impact of 
remittances. 
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Strengthening human and social capital 
 
At the heart of reducing rural poverty is assisting poor people to strengthen their own capabilities, 
to seize opportunities and to actively participate in their community and the decisions that affect 
their lives and livelihoods.  A starting point is strengthening the human capital of the poor through 
improved and relevant education, improved health, and access to basic needs such as water and 
transport.  But the poor live in a community of networks and social organisation and this social 
capital must also be harnessed to improve access to the wider civil society, and to increase 
participation in planning and decision making.   
 
The strength of civil society varies across the Asia Pacific region.  In the former centrally-planned 
economies of Indochina, the formation of civil society organisations has been constrained, 
although party structures such as women’s or labour organisations have fulfilled some of the same 
roles.  On the other hand, in the Philippines there are very extensive civil society organisations and 
organisational networks.  In the Pacific, informal kinship networks are the major element of social 
capital holding society together, and churches also play a significant role.   
 
Building on existing social structures and the linkages between the formal and informal 
institutions already present in communities may be the most productive approach to promote 
forms of social capital conducive to strengthening civil society, social accountability and 
representative governance that can respond to poverty. 
 
Development interventions should start from the principle of recognising the unique assets and 
capabilities of the poor as well as recognising their networks and organisations (social capital) 
and ensuring their effective participation in development decision-making. 
 
Living in rural or remote areas is an added factor in social exclusion.  A strong urban bias in public 
investment in human capital - in health, education, employment, or other support services - is 
common in the region, and particularly in the Pacific.  This is despite the fact that human capital 
investments made in rural areas have been shown to deliver the greatest impact and highest 
returns. 
 
Using information and communication technologies to enable development in remote rural 
areas 

For the poor of S.E. Asia and the Pacific, remoteness is major barrier to effective participation and 
to accessing knowledge.  New and traditional information and communication technologies (ICT) 
– including the internet, mobile telecommunication, radio and the print media - offer cost effective 
alternatives for communication with people in remote areas.  ICT for development (ICT4D) cuts 
across all sectors of development including agriculture, commerce, education, environment, and 
governance.  To achieve the best possible development outcomes from the opportunities that ICTs 
present, it is important to bring together ICT and development sector practitioners to explore 
needs, challenges and opportunities. 
 
In remote rural areas of the Pacific and S.E. Asia, communications are extremely difficult.  In the 
Pacific, ICT is being increasingly used in the health sector (e.g. for data collection, research, 
promotion, health education and knowledge centers), flexible distance learning, e-governance and 
in other fields – including agricultural extension and marketing. Multi-media CD-based health 
training (focusing on infection prevention and control) has been successfully used in the Pacific. 
In S.E. Asia, ICT is being used to explore new means of communication between agricultural 
research scientists and as an extension tool for farmers. 
 
The opportunities afforded by recent developments in ICT offer great potential for the people of 
remote regions in the Pacific in particular. This study recommends the development, trialling and 
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scaling-up of multi-purpose telecentres and ICT based agricultural extension programs in the 
Pacific in cooperation with agricultural research organisations. 
 
Managing global risks 
 
The S.E. Asia Pacific region not only faces many challenges in reducing rural poverty but also 
many risks, both internal and external.  One of the major risks facing the region is the alarming 
rate of the spread of HIV which has already infected more than 7.4 million people.  Agricultural 
workers are particularly vulnerable because of the labour intensive nature of the work.  Climate 
change due to global warming also poses a particular threat to many low-lying Pacific Islands.   
 
Predictions of a rising sea level due to global warming threaten the very existence of several 
Pacific Island states.  It remains critically important for the international community to implement 
international climate change conventions. 
 
Several Pacific Island countries face high levels of risk and vulnerability, including remoteness, 
smallness, economic dependence and high external focus (especially in regard to markets for their 
products).  The additional barriers to participation by Pacific Island states in the international 
economy underline the importance of strengthening domestic food production and protection of 
natural resources. 
 
Creating an enabling environment 
 
While risks can be minimised, the primary responsibility to plan, manage risk and ensure good 
governance rests with the various national governments.  The governments of the region also have 
the responsibility for creating an enabling environment for rural development and economic 
growth through providing essential public services and suitable policies to encourage the private 
sector, protect the physical environment and keep open opportunities for international trade.   
 
Creating a policy environment for smallholders and private sector driven growth in rural areas is 
necessary, but probably not sufficient in most of the Pacific and in the “pockets of poverty” that 
exist in several of the more remote and resource-poor areas of S.E. Asia.   
 
In these areas a degree of direct public sector involvement to “prime the pump” of smallholder 
agriculture development may be needed. 
 
For the governments of small Pacific Island states, the capacity to undertake the tasks is severely 
hampered by insufficient public funds.  Throughout the region, a more accountable tax system 
with improved efficiency is essential.  The limited capacity of central government in many 
countries in the region further emphasises the importance of targeting assistance to improving 
rural agriculture both to reduce poverty and to provide a foundation for economic growth and 
development. 
 
Throughout the region, a more accountable tax system with improved efficiency is essential.  The 
limited capacity of central government in many countries in the region further emphasises the 
importance of targeting assistance to improving rural agriculture both to reduce poverty and to 
provide a foundation for economic growth and development.   
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1.  Rural demographics and poverty in the Pacific and SE Asia . 
 
Although there are some exceptions, it is clear that a majority of the population in the Pacific and 
South East Asia – and an even larger majority of the poor – continue to live in rural areas, despite 
ongoing and significant urbanisation.  However, there are important variations in the rural 
demographics, both between the Pacific and S.E. Asia taken as a whole, and within sub-regions of 
both.  Tables 1 and 2 provide an overview of the demographics of poverty in the rural areas of the 
Pacific and South East Asia. 
 
Table 1.  Rural-Urban Demographics and Poverty Incidence in the Pacific 
 
Country Population 

(,000) 
  

2003 

% of pop. 
Rural   

 
2003 

Total rural 
population 

(,000) 
 2003 

Est. % of 
pop. below 

poverty line 
(rural)  

most recent 

Total no. 
of rural 

poor  
(,000) 

Est. % of 
pop. below 

poverty line 
(urban) 

most recent 

Total no. 
of urban 

poor 
(,000) 

Est. % of 
poor living 

in rural 
areas 

Ave 
annual    

% urban 
growth 

%  
increase 

in rural 
pop. 1990-

2003 

Total 
increase in 

rural pop. 
(,000) 1990-

2003 
Pacific            
PNG 5,620 87% 4,878 41.3%* 2,015 16.1%* 119 94% 2.2 41% 1,413 
Timor Leste 768 92% 710 46.0%* 326 26.0%* 15 96% 0.1 4% 27 
Solomon Is 504 84% 421 40.0%*** 168 25.0%*** 21 89% 42 54% 148 
Fiji 832 48% 402 22.4%* 90 27.6%* 119 43% 2.9 -7% -29 
Vanuatu 208 78% 162 40.0%*** 65 25,0%*** 11 85% 4.2 35% 42 
Samoa 179 78% 139 17.9%* 25 23.3%* 9 73% 1.3 10% 13 
FSM 108 71% 76 32.9%* 25 29.5%* 9 73% 1.9 6% 4 
Tonga 101 67% 68 22.8%* 15 23.6%* 8 66% 1.2 2% 1 
Kiribati 89 53% 47 50.0%* 23 51.0%* 21 52% 4.1 -1% 0 
Others (1) 121 30% 37 20.0%*** 6 20.0%*** 11 35% 2.4 20% 3 
            
Total Pacific 8,530 81% 6,939 39,8% 2,759 21.6% 344 89% 2.4 30% 1,630 
  of which:            
    Melanesia 
excl. Fiji 

6,332 86% 5,461 41,2% 2,248 17.4% 152 94% 2.5 42% 1,603 

     Polynesia 
& Micronesia 

591 62% 366 26,0% 95 26.1% 59 62% 2.1 7% 23 

(1) Includes Cook Is, Marshall Is., Tuvalu, Nauru, Palau 
Sources:  ADB Key Indicators 2004 

* ADB (2004) Hardship and Poverty in the Pacific.   
*** Author´s estimate.   

 
1.1 Rural demographics and poverty in the Pacific 
 
In terms of numbers of people, Table 1 makes it clear that the Pacific – taken in aggregate - 
remains overwhelmingly rural.  Over 80% of the region’s population of 8.6 million lived in rural 
areas in 2003, a figure that has not changed significantly since 1990.  Poverty is even more 
concentrated in rural areas.  Although reliable data on the rural/urban breakdown of poverty is 
weak in most countries of the region, it can be estimated that nearly 90% of the poor in the Pacific 
live in rural areas.  
 
Contrary to a common perception2, the rate of migration of people to urban areas has been 
relatively modest in most of the Pacific.  Annual urban growth has averaged 2.4% for the region, 

 
2 For example, a recent ADB publication states:  “It is, however, increasingly difficult to implement rural 
agricultural programs <in the Pacific> as populations there are declining”.  (ADB (2004) Hardship and 
Poverty in the Pacific, page vii).  The same publication also refers to “The gradual depopulation of many 
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well below the S.E. Asian average of 4.3%, and lower than the rate of urbanization for developing 
countries as a whole.  This reflects, in part, the lack of economic opportunities that have been 
generated in urban areas as well as the isolation of many of the rural areas and outer islands from 
the capital cities or main islands.  When combined with rapid rates of population growth – at least 
in the Melanesian countries – this modest rate of migration to urban areas has had the consequence 
of significant increases in rural populations.  The rural population of the three Melanesian 
countries of PNG, Solomon Islands and Vanuatu has grown by over 40% - or 1.6 million people – 
in the period 1990-2003.  Given that these three countries combined have an urban population of 
less than a million, it is clear that the majority of the increase in the labour force implied by these 
figures has had to be – and will continue to have to be – absorbed into the rural economy. 
 
The region is heterogenous, however, and a sub-regional breakdown gives a more nuanced picture: 
 
 Melanesia: The three western Melanesian countries of PNG, Solomon Islands and Vanuatu share 
characteristics of low per capita incomes, declining social indicators - which place them at the 
bottom of the Pacific table on composite measures such as the HDI and HPI - and high population 
growth rates. They have also suffered strong contraction in their economies in recent years, as well 
as varying degrees of political and social instability (which has had particularly serious 
consequences in the Solomon Islands). While urban poverty is becoming increasingly visible, 
poverty in these countries remains overwhelmingly rural. Over 90% of the poor live in rural areas 
and there are large discrepancies in most social indicators between urban and rural areas. 
Nevertheless, these countries have comparatively large and diverse land resources that might 
suggest future potential.   
 
Although statistics are weak, it is almost certain that rural poverty has increased sharply in recent 
years as a result of contracting economies.  A recent World Bank report on poverty in PNG (World 
Bank 2004c) has estimated that the number of people living below the poverty line in that country 
has almost doubled from 1.7 million in 1996 to 3.2 million in 2005, and the headcount index has 
increased from 37.5 to 53.8 over that period.  Almost all of the increase in the number of poor has 
been in rural areas.  The same report noted that the gap between urban and rural areas – already 
wide in 1996 as shown by the household survey (see figures in Table 1) – appears to have widened 
in the last decade (Table 2).  Although reliable statistics for Solomon Islands are even less 
available than for PNG, it seems likely that a similar trend has taken place there.   
 
Table 2.  Papua New Guinea:  The rural-urban gap 
 
Indicator Year Rural Urban Rural/urban 

Ratio: 1980 
Rural/urban 
Ratio: 2000 

Incidence of poverty (%) 1996 41.3 16.1 - - 
Median years of schooling 1996 0 6.3 - - 
% of houses with electricity 1996 32.4 69.7 - - 
Child mortality rate (per ,000) 2000 28 7 1.84 4.00 
Health staff per 100,000 pop. 2000 166 574   
Source:  World Bank (2004c) p. 13 
 
Conditions in Fiji Islands are something of an exception within Melanesia. It is the most 
diversified country of the region in terms of its economy as well as the ethnic background of its 
population. It is also one of the wealthiest and most urbanised, although inequality is high and 
there are significant pockets of hardship in both rural and urban areas. Approximately 25% of the 
population was assessed as living below the poverty line in the mid-1990s (Govt. of Fiji 1997), 
roughly equally divided between urban and rural areas.  Issues relating to ownership of land are 
particularly significant, and Fiji is also facing a difficult transition away from dependence on the 

 
rural areas ….” (p. 73).  Though true in some relatively small areas, these statements do not seem to be 
supported by the facts for most of the Pacific. 
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sugar industry.  Against the trend for the region as a whole, there has been moderate depopulation 
in rural areas as the sugar industry has declined. 
 
Table 3. Selected Poverty Indicators: Pacific 
 

Country Pacific HDI 
1999 (a) 

Global 
HDI Rank 
2004 (c) 

HPI 1999 
(a) 

% 
children 
<5 under 
weight (a) 

GDP per 
capita ((2002 
(1995 prices) 
 (d) 

GDP/cap 
Ave annual 

Growth 
1995-02 (b) 

% access 
to safe 
water 

% access 
to sanit-

ation 

% population 
below basic 

needs poverty 
line (d) 

Cook Islands 0.822 - 6.1 10 4,891 6.3 95 98 12.0 
Fiji Islands 0.667 81 8.5 8 2,736 1.3 77 85 25.5 
FSM 0.569 - 26.7 15 1,675 -0.7 44 51 27.9 
Kiribati 0.515 - 12.6 13 682 2.9 76 46 50.0 
PNG 0.314 133 52.2 29 879 -3.2 24 25 37.5 
Marshall Islands 0.563 - 19.5 17 1,604 -4.8 82 77 20.0 
Samoa 0.590 75 8.6 17 1,501 3.4 97 22 20.3 
Solomon Islands 0.371 124 49.1 21 534 -4.9 64 16 na 
Tonga 0.647 63 5.9 2 1,749 1.6 95 85 22.3 
Vanuatu 0.425 129 46.6 23 1,176 -1.7 87 91 40.0 

Sources: a) UNDP (1999) Human Development Report for the Pacific; b) ADB Pacific Strategy 2005-09; c) UNDP 
Human Development Report 2004, d) ADB: Hardship and Poverty in the Pacific, 2004 
 
Taken together, the four Melanesian countries, together with Timor Leste, contain nearly 95% of 
the rural population of the Pacific, 97% of the rural poor and some 98% of the land area.  
Consequently the main focus of rural development in the region could justifiably be on these 
countries. 
 
Polynesia and Micronesia: The countries of Micronesia, comprising Kiribati, FSM, Marshall 
Islands and Palau, contain a large number of small atolls and islands spread over a wide area of 
ocean, with limited land resources but abundant marine resources. Population densities are 
comparatively high - putting pressure on resources - urbanisation has been significant, and 
remoteness from domestic and international markets affects much of the population. These 
countries rate at a moderate level on the composite indicators of poverty, but are highly vulnerable 
to economic shocks or climatic events. There are large discrepancies between conditions on the 
main (“urbanised”) islands as against those in the outer islands.  
 
The Polynesian countries of Samoa, Tonga, the Cook Islands and Tuvalu share some of the 
characteristics of Micronesia, with mostly small populations, fairly high population densities, and 
issues relating to service provision in remote outer islands. Migration – particularly to New 
Zealand and Australia – and remittances have been important in most of these countries. On the 
whole they have social indicators that are better than most in the Pacific, and poverty in these 
countries is generally characterised as “poverty of opportunity” rather than absolute poverty. 
Recent economic performance, with the exception of Tonga, has been comparatively good. 
 
Timor Lest: Timor Leste (East Timor) is one of the poorest nations in Asia, with approximately 
40% of the population living on less than US 55 cents per day and ranking 158 out of 177 
countries for the Global Human Development Index (UNDP, 2004).  Whilst this represents an 
improvement from previous years, the world’s newest nation is still faced with various challenges.   
 
Timor Leste gained a vote for independence in 1999, after a troubled history of violence and 
political turbulence prior to and during Indonesian rule.  In recognition of the challenges faced by 
this emerging nation, there has been a considerable amount of support awarded to assist with 
reconstruction and long-term development. 
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The country is overwhelmingly rural, with 93% of the population, and more than 95% of the poor, 
living in rural areas. 60% of the rural population lives below the poverty line, as compared to 24% 
in urban areas (UN, 2000).  Agriculture is the economic mainstay of Timor Leste, with 
approximately 75 percent of the population being employed in the sector (coffee, rice, maize, 
sandalwood and vanilla) which contributes approximately 25 percent to the country’s GDP 
(DFAT, 2004).   
 
Other key vulnerability factors for Timor Leste include: 
 Weak infrastructure for transport and communications; 
 Rapid population growth with the highest recorded fertility rate in the world (8.3 children 

per woman).  Such growth makes it difficult to maintain minimum standards for nutrition 
and the provision of basic services. 

 Thousands of outstanding land claims due to conflicting interpretations of ownership 
(based on traditional Timorese boundaries, history of Portuguese ownership and 
Indonesian law); 

 Labour shortage and unskilled labour force (57% illiteracy due to limited education and 
training opportunities); 

 Subsistence nature of most farming (versus an export oriented approach), does not auger 
well for integration into global markets; 

 Poorly organised domestic markets where farmers are not getting a fair price (Jolliffe, 
2002); 

 Coffee smuggling - Cross border (Indonesia/East Timor) coffee smuggling is an emerging 
problem, with an estimated 40% of 2003’s crop being smuggled to Indonesia and passed 
off as Javanese coffee (Kenny Lay, Timorcorp).  This is done due to the cheaper cost of 
processing coffee in Indonesia (Dodd, 2003); 

 Natural disasters are common – floods and landslides from November to April as well as 
local tsunamis due to seismic activity (most recent tsunami in 1995) causing damage to 
houses and crops, exacerbating outbreaks of diseases etc. (UNDP BCPR, 2004). 

 
1.2 Rural demographics and poverty in South-East Asia 

 
In South East Asia the proportion of people living in rural areas has fallen from 70% to 58% in the 
period 1990-2003 as a consequence of rapid urbanization and structural change to the economy, 
combined with modest rates of overall population growth.  In terms of absolute numbers, rural 
populations have remained more or less stable at around 300 million, growing by only 3% (or 
about 10 million people) over the period.  However this masks significant sub-regional 
differences, with continuing rapid growth of rural populations in Indochina and Myanmar 
compensating for stable, or declining, rural populations in the other countries. The overall rate of 
urbanization, at around 4.3% annually, is well above the average for the East Asia and Pacific 
region (at 3.3%) (ADB 2004a). 
 
In all countries of the region, there are large discrepancies in indicators of poverty and wellbeing 
between urban and rural areas.3  Consequently, some three quarters of the poor in the region are 
rural, and in Indochina, more than 90% of those below the poverty line live in rural areas.  Several 
countries in the region have been among the developing world’s most prominent success stories in 
reducing poverty levels, both in urban and rural areas.  In Indonesia, the poverty incidence fell 
from 40% in 1976 to 18% in 1996.  Since then it rose sharply during the financial crisis of 1997/98 
before returning to 18% in 2002 (Timmer 2005).  Poverty in Indonesia over the past two decades 
has fallen in both urban and rural areas.  More recently, Vietnam has repeated this dramatic fall in 
poverty, with the proportion living in poverty falling from 58% in 1993 to 29% in 2002.  Most of 

 
3 It is acknowledged that there are many different ways of measuring poverty, and that international 
comparisons are consequently difficult.  Without entering into a long discussion of these difficulties, it is 
still proposed that the broad patterns described in this section hold true for most forms of poverty. 
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the countries in the region (with the exception of Myanmar, East Timor and possibly Laos and 
Cambodia) seem well on track to achieve MDG 1 of halving absolute poverty by 2015.  
 
Table 4.  Rural-Urban Demographics and Poverty Incidence in S.E. Asia 
  
Country Population 

(,000) 
  

2003 

% of pop. 
Rural   

 
2003 

Total rural 
population 

(,000) 
 2003 

Est. % of 
pop. below 

poverty line 
(rural)  

most recent 

Total no. 
of rural 

poor  
(,000) 

Est. % of 
pop. below 

poverty line 
(urban) 

most recent 

Total no. 
of urban 

poor 
(,000) 

Est. % of 
poor living 

in rural 
areas 

Ave 
annual    

% urban 
growth 

%  
increase 

in rural 
pop. 1990-

2003 

Total 
increase 

in rural 
pop. (,000) 
1990-2003 

S.E. Asia            
Indonesia 215,000 54% 116,960 23.2%** 27,135 7.6%** 7,451 78% 4.6 -6% -7,544 
Vietnam 80,900 74% 60,109 35.6% 21,399 6.6% 1,372 94% 3.5 14% 7,507 
Philippines 81,100 39% 31,629 47.4% 14,992 20.4% 10,092 60% 3.9 1% 397 
Myanmar 53,200 71% 37,559 22.4% 8,413 23.9% 3,738 69% 2.9 22% 6,796 
Thailand 64,000 68% 43,584 12.6% 5,492 4.0% 817 87% 5.3 -4% -1,781 
Cambodia 13,800 81% 11,233 40.1% 4,505 18.2% 467 91% 6.1 49% 3,717 
Laos 5,700 79% 4,520 41.0% 1,853 26.9% 317 85% 4.8 30% 1,052 
Malaysia 25,000 36% 9,025 12.4% 1,119 3.4% 543 67% 4.4 -1% -61 
            
Total SE Asia 538,700 58% 314,619 27.0% 84,907 11.1% 24,798 77% 4.3 3% 10,082 
  of which:            
   Indochina 100,400 76% 75,862 36.6% 27,756 8.8% 2,157 93% 3.8 19% 12,275 
   Rest of SEA 438,300 54% 238,757 23.9% 57,151 11.3% 22,641 72% 4.3 -1% -2,193 
Sources:  ADB Key Indicators 2004 

**  Timmer P. (2004) “Operationalising Pro-poor Growth: A country case study on Indonesia”. 
 
Nevertheless, over one hundred million people in South East Asia still live below the poverty line, 
and three quarters of these live in rural areas.  Furthermore, the positive trends in aggregated 
national statistics mask significant intra-country differences. The problem of relying on aggregate 
national statistics is well illustrated by the case of Timor Leste.  Timor Leste was a part of 
Indonesia during the period of its most dramatic reduction of poverty.  However, on becoming the 
world’s newest country in 2002, it also instantly became the region’s poorest on most indicators.  
For the residents of Timor Leste, of course, little changed in a material sense – their ongoing 
poverty was masked by the favourable performance of Indonesia as a whole, and came fully to 
international attention only when the country became an independent nation state.  The same 
would be true of many other areas within South-East Asia.  A number of the provinces of eastern 
Indonesia, the hill country of northern and central Vietnam, and the island of Mindanao in the 
Philippines would all similarly be considered among the world’s poorest countries were they to 
suddenly to become independent states.   
 
Such areas are characterised by isolation in both physical and informational terms, relatively low 
land potentials and poor linkages with public and commercial services.  Poverty in S.E. Asia has a 
strong geographical dimension, linked to the extent to which areas are connected – both physically 
and in terms of information – with the national and international economies. These pockets of 
disadvantage within the region have clearly not benefited fully from the substantial growth that the 
region has experienced. The outstanding question, therefore, is whether “more of the same” will be 
adequate to lift these remaining areas on the back of ongoing national growth, or whether a more 
targeted approach to disadvantaged rural areas may be necessary.   
 



Rural Poverty in SE Asia – Pacific  17 

2. Rural Development: Key to poverty reduction 
 
2.1. Why rural development?  
 
In summary, the arguments for supporting an increased focus on rural growth and agriculture in 
the Pacific and in South East Asia are: 
 
i. The large majority of poor people in both regions live in rural areas – combining the facts 

that in both the Pacific and S.E. Asia a majority of people live in rural areas, and that rural 
areas are more disadvantaged than urban areas on almost all of the normal indicators of 
poverty. 

 
ii. Agriculture is the main source of livelihood for the majority of people in rural areas and 

particularly for the rural poor.  Despite ongoing urban migration, the majority of new jobs 
for the rapidly increasing labour force will have to be found in rural areas for the foreseeable 
future in most countries of the Pacific and for many countries and provinces in S.E. Asia. 
Most of these jobs will be related to agriculture and will be in the informal sector.  This is 
particularly true of the Pacific, with its small and slow-growing formal, urban sector.   

 
iii. Agricultural growth has underpinned the success of almost all countries in the region (and 

elsewhere) that have undergone significant economic growth and poverty reduction.  
Improvements in agricultural productivity can be particularly pro-poor – i.e. agricultural 
productivity growth contributes both to overall economic growth and to differentially greater 
participation of the poor in this growth.  Growth in agricultural productivity also provides 
indirect benefits to the poor beyond the rural areas through reducing the cost of food.  
Countries of the Pacific have yet to realise these benefits to a significant degree.  In S.E. 
Asia, many countries have made significant progress, but there remain significant 
geographical areas that have been by-passed. 

 
iv. Interest and investment in agriculture and rural development has declined in recent decades 

(see section 2.2).  It could be argued that the pendulum has swung too far away from direct 
stimulation of rural growth in favour of approaches that aim at “fixing the centre” (Sugden 
and Tevi 2004). 

 
2.2. The fall (and rise?) of agriculture and rural development: some myths and realities 
 
The last several decades have been marked by a waning of interest in agriculture and rural 
development in the international development community.  For example, World Bank lending to 
agriculture fell from more than 30% of its portfolio in the early 1980s to less than 8% in 2002 
(World Bank 2002).  For OECD bilateral donors, the proportion of aid to agriculture fell from 
12.1% in 1982/83 to 3.7% in 2002/03 (OECD 2004a).  In proportional terms, bilateral aid to 
agriculture in the Pacific in 2003 – at 4.8% of the total technical cooperation to the region – was 
less than a third of that a decade previously (15.2%), while in East Asia it halved over this period 
from 11.6% in 1993 to 5.8% in 2003 (DAC Online 2004). Levels of government expenditure on 
agriculture have generally declined in most countries of both S.E. Asia and the Pacific over the last 
two decades (see Figure 1 below), many to less than half of their previous level.    
 
In the Pacific, where government budgets are significantly underwritten by foreign aid, the 
proportion of government expenditure on agriculture has typically been lower than those of S.E. 
Asia, despite there being in this region a higher proportion of people who live in rural areas and 
that depend on agriculture for their livelihoods (see tables 2 and 3), and despite the fact that 
several of the countries of the region place agriculture and rural development at the top of their 
stated poverty reduction strategies.  Coupled with the fact that recurrent budgets – mainly for 
salaries – have not declined proportionally, the result has been a sharp constriction on 
development budgets in the sector. 
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Figure 1. Government expenditure on agriculture: selected countries
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Source:  ADB Key Indicators 2004 
 
 
The decline of agriculture and rural development is linked to a number of perceptions: 
 
• It’s too hard. During the 1970s and 1980s, in the era of large, public-sector integrated area 

development projects, many agriculture and rural development projects and programs were 
perceived to have failed.  Rural development began to be seen as overly complex and difficult 
to implement, and poor success rates in rural development projects undermined the case for 
further spending in view of other, competing, priorities. In spite of considerable progress in the 
methodology, and success, of rural development efforts internationally since this time, this 
view still persists, particularly in the Pacific4. 

 
• It’s too invisible. In the 1980s, macro-economic crises focused attention toward macro-

economic stabilization and adjustment.   During this process, individual projects – and even 
sector support – lost emphasis in all sectors, including in agriculture and rural development.  
More recently, in the Pacific region in particular, governance crises and law and order 
concerns have resulted in a substantial shift in focus toward these issues by major donors, 
again crowding out other priorities, while in S.E. Asia the concern for development efforts that 
complement international security concerns has risen sharply.  Arguably, one might further 
argue that during this period of differing emphases, there has been a decline in the number of 
trained agriculturalists or rural development specialists in many of the international agencies, 
further re-enforcing the macro and urban emphases.  Government and donor decision makers 
live in cities and rarely visit poor rural areas. 

 
• It’s too slow.  By its nature, rural development is an incremental process with no proven 

“silver bullets”.  It requires a relatively long-term commitment to a specific geographical area, 
which is not consistent with short-term program cycles and the pressure for quick results that 
are common in public sector agencies.  

 

 
4 See, for example, pages 70-74 of ADB(2004) which appear to endorse most of the perceived negatives 
outlined in these dot points. 
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• Rural areas are not dynamic. Almost all countries, as they have developed, have undergone 
urbanisation and the decline of the agricultural sector as a proportion of the GDP – implying a 
slower growth rate in agriculture than in manufacturing and services.  This has led some to 
assume that agriculture is therefore a less dynamic sector and consequently less worthy of 
investment (ADB 2004b) – despite the strong theoretical and empirical evidence to the 
contrary (see section 2.3).  Reduction in the significance of agriculture in the economy is a 
normal part of the structural change that accompanies development, and is not a sign of 
agriculture failing.  In the experience of East and South-East Asia (and in almost all other 
countries that have experienced major progress in reducing poverty), rapid growth in 
manufacturing and services, with concomitant urban migration, has almost always been built 
on a base of strong initial increases agricultural productivity.  In several of the larger countries 
of the Pacific, this process of structural change has barely begun – indeed, the agricultural 
sector in PNG accounted for a greater proportion of GDP in 2003 than it did in 1990 (see 
Table 4).  

 
• Addressing rural poverty is about providing social services. In the 1990s, increasing emphasis 

on poverty targets, including the preparation of Poverty Reduction Strategy Papers and 
increasing focus on achievement of the Millennium Development Goals has helped raise the 
profile of the rural areas as the home of most of the poor. Ironically however, because most of 
the readily measurable MDG indicators are social, this process may also be encouraging an 
overemphasis on the provision of unaffordable social services – and neglect of support to 
stimulating economic growth in rural areas (the so-called “Tanzania error”). This paper does 
not argue against the obvious importance of investing in human capital in rural areas (see 
Chapter 6).  However it does question whether the pendulum has swung too far away from 
direct support to rural economic growth. 

 
• It falls outside the direct responsibility of the public sector. Current views of the appropriate 

role of the state discourage direct government involvement in private enterprise – and 
agriculture and rural enterprise are essentially seen to fall in this category. This view has 
tended to reinforce the emphases on social service provision, governance and public sector 
reform, on the assumption that the creation of a favourable enabling environment for rural 
investment will be enough to stimulate a private sector response (including by farmers).  
However there is sufficient evidence of market failure in the remote rural areas of the Pacific 
and of S.E. Asia to suggest that more direct public involvement in “priming the pump” for 
rural economic growth is justified in some cases (Dorward et al 2004).  It may be less justified 
in peri-urban or favoured agricultural areas, where private sector incentives are higher. 

 
Taken together these perceptions have discouraged action by governments and public sector 
development agencies in directly addressing issues of rural growth.  In the past few years, there 
has been a revival in interest by several international agencies, and some developing country 
governments, in the importance of rural development and agricultural growth. This shift is driven 
primarily by the realization of the importance of the sector to pro-poor growth and poverty 
reduction, as well as by recognition that there has been considerable innovation and success in the 
delivery of rural development initiatives.  
 
 
 
 
 
 
 
 
 
 
 

Box1  Signs of renewed commitment to rural development: 
World Bank (2005) p. vi.  “The potential and the urgency for securing agriculture’s prominence in the 
development agenda have never been greater” 
 
Asian Development Bank (ADB 2004c)  “…sustained economic growth in rural areas is likely to have 
a much higher impact on job creation than equivalent urban growth.  This fact, along with the 
generally low levels of investment in rural development, provides a compelling reason for ADB to 
reverse its recent drift away from the rural sector” (although this re-orientation appears to be largely 
absent from the recent ADB regional strategy for the Pacific). 
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The World Bank, IFAD and the EU have recently published new rural development and 
agricultural strategies, and DFID has initiated an in-depth process of consultation on the issue of 
agriculture and rural development. Since publication of the World Bank’s new strategy in rural 
development (World Bank 2002) in 2002, lending to the sector has increased from $5 billion to $7 
billion in 2004 (World Bank 2004a).  
 
2.3.  Agriculture, economic growth and poverty reduction 
 
Despite the decline in interest in agriculture by development agencies, the important role of 
agriculture in economic growth and poverty reduction has long been recognised.  For example, 
Lipton (Lipton 2004) notes that “…except in a tiny number of …(states)…almost all examples 
since 1700 of mass dollar-poverty reduction start with rises in income due to higher productivity 
in small family farms.”  He goes on to provide strong arguments why the alternatives to this 
approach – such as pursuing industrialization first, support to rural non-farm growth, and support 
large-scale commercial farming – “are not credible”.  Recent research shows that a one percent 
increase in agricultural yields reduces the percentage of people living on less than one dollar a day 
by around one percent (DFID 2003). 
 
The South East Asian region, more than anywhere else, provides dramatic evidence of the role of 
agricultural growth in poverty reduction.  Indonesia and Vietnam, together with China, are 
frequently quoted as examples of the “shining stars” in recent performance in poverty reduction.  
Several recent studies in the region, including Indonesia, China, Vietnam, Thailand, the 
Philippines and Malaysia (eg Warr 2001, Timmer 2003, Ravallion and Chen 2004, ILO 2003) 
confirm the following broad conclusions with regard to the success of these countries in reducing 
poverty: 
 
• Economic growth is essential:  The region as a whole has experienced strong economic growth 

over a sustained period of time. Clearly, sustained levels of per-capita growth of the overall 
economy is necessary to make a significant impact on poverty, including rural poverty. 

 
• Poverty is reduced in particular when there is strong participation of the poor, and 

particularly the rural poor, in economic growth.  Growth in S.E. Asia has been markedly more 
“pro-poor” than in most other regions. For example the poverty elasticity of growth (i.e. the 
relationship between income growth of the poor relative to average income growth) in South 
East Asia as a whole this has averaged 1.0 (i.e. the poor have benefited proportionally from 
growth) compared with 0.73 for all developing countries and 0.49 for Africa.  Both Indonesia 
from the mid 1970s to the mid 1990s, and Vietnam from 1993-2002 have had poverty 
elasticities substantially higher than unity (1.75 and 1.28 respectively) implying that the poor 
have benefited more than the average population from economic growth. 

 
• The agricultural sector plays a central role.  Agriculture affects both overall economic growth 

and the extent to which this growth is pro-poor. Countries with high “pro-poor” growth 
performance (e.g. Indonesia, Vietnam, China) have undergone particularly rapid growth in 
agricultural productivity, and have pursued policies and investment decisions that aimed to 
improve the “connectedness” of rural areas with the national economy. This also applies to 
provinces and regions within these countries. 

 
Studies of the sectoral disaggregation of sources of poverty reduction, both at a country level 
and at provincial level within countries, have shown that agricultural growth has contributed 
much more strongly to poverty reduction than growth in manufacturing and services.  This has 
even been so where manufacturing has taken over as the main driver for national economic 
growth.  For example, in Indonesia for the period 1980-1995, a provincial disaggregation of 
poverty reduction noted that roughly two-thirds of the reduction in poverty observed during 
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this period (which was the period of fastest growth in manufactured exports) was actually due 
to growth in agricultural output at the provincial level (Timmer 2004).   
 
“This result is surprising.  Most observers felt that agriculture’s key role had been played in 
the previous two decades and that the “engine of growth and poverty alleviation” had passed 
to manufacturing…  The manufacturing export boom had a direct impact on only a handful of 
provinces…all of them on Java.  At the local level, it is likely that the direct impact on poverty 
continued to come via the local agricultural economy” (Timmer2004) (author’s emphasis). 
 
The impact of the growth of agricultural productivity on pro-poor growth also appears to be 
related to existing distribution of income and assets, and the degree to which the poor connect 
to the growth process in the first place.  In settings of relative equality (particularly in relation 
to access to land) agricultural productivity growth contributes strongly to poverty reduction – 
and this has largely been the case in the success stories of East Asia.  Where this condition 
does not apply, the relationship is much weaker (and can even be negative). 

 
Table 5.  Significance of agriculture in selected countries of the Pacific and S.E. Asia 
 

Country Agriculture as % 
GDP 
2003 

Agriculture as % 
GDP 
1990 

%of labour force 
employed in 
agriculture 

female  

%of labour force 
employed in 
agriculture 

male 
Cambodia  37.2 55.6 70 70 (2002) 
Indonesia  16.6 19.4 43 43 (2000) 
Laos  48.6 61.2 81 75 (1990) 
Myanmar 57.2 57.3 Na na 
Philippines  14.4 21.9 25 45 (2002) 
Thailand  9.8 12.5 44 48 (2002) 
Viet Nam  21.8 38.7 73 69 (1990) 
     
Fiji Islands 15.7 * 22.2 28 47 (2000) 
Papua New Guinea  33.1 29.0 84 71 (2000) 
Samoa 13.7 23.0 67 73 (2000) 
Solomon Islands  20.5 * 45.5 51 44 (1990) 
Timor Leste 27.1 na 93 76 (1990) 
Tonga  30.2 34.7 93 76 (1990) 
Vanuatu 15.6 20.7 80 69 (2000) 
 
 (Source: ADB Key indicators 2004 except * source ADB (2004) Hardship and Poverty in the Pacific) 
 
Performance of agriculture in the Pacific has been less strong than in S.E. Asia, and arguably has 
not had the same impact on either economic growth or poverty reduction.   However, there 
remains substantial untapped potential in the sector.  A very large proportion of the population are 
engaged in some form of agriculture or food production - even those living in urban areas.  
Further, access to productive land (except in the small atoll countries) is widespread and 
comparatively equitably distributed.  And, although the higher-profile export-crop sector has had 
mixed fortunes in recent decades, food production for both consumption and sale appears to have 
been robust.  While agriculture is unlikely to become a “silver bullet” that drives widespread, 
export-led growth in the Pacific, this paper argues that the fundamental linkage between poverty 
reduction and improved agricultural productivity holds true equally in this region as it does in Asia 
and elsewhere. Substantial impact on poverty in the Pacific, with consequent improvements in 
social and economic stability, is unlikely to be achieved without broad-based economic growth in 
rural areas, and this is most likely to come from improving the productivity of smallholder 
agriculture, starting with food crops, which have been largely neglected. 
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3.  A framework for rural development 
 
3.1. A simple framework  
 
Rural development is a very broad topic.   This section presents a framework to help simplify the 
analysis of the many issues involved in the context of the two regions under consideration.  Two 
important features of the framework reflect the basic philosophy of the approach to rural 
development that this paper advocates: 
 

1. Start with the perspective of people - not governments, countries, “economies”, or 
sectors:  The framework takes as its initial perspective the position of rural people 
themselves, their households and communities.  For it is people that move into and out of 
poverty, and, taken together, it is the impact on people that is the yardstick against which 
the effectiveness of rural development policy and practice must be measured. Having the 
perspective of individuals and their communities as a starting point has a number of 
implications:   

• Firstly, it implies a primary emphasis on the local geographical context in which 
people live, rather than on political boundaries.   

• Secondly it requires balancing the emphasis on national government policy and 
institutions with other important institutions of society of which people are a part 
– including the private sector, civil society and local government.   

• Thirdly, it implies a holistic sectoral view, reflecting the range of interests that an 
individual or household must balance. 

 
2. Build on existing positives:  The framework emphasises as a starting point the assets and 

capabilities that the rural poor possess or can get access to - and the opportunities they 
have to improve their situation. This contrasts with a common tendency to either dwell 
overly on definitions of poverty and elaboration of the problems it causes, or to highlight 
one or two prominent constraints facing the rural poor (such as land registration or 
literacy) in the hope that fixing these will provide a “silver bullet” to fix poverty.  It also 
gives particular weight to the importance of economic growth and income-earning 
opportunities in rural areas. 

 
Figure 2 provides a simple framework outlining the range of factors that influence the situation of 
the rural poor. The framework suggests that a poor household in a rural community requires a 
combination of three broad elements to achieve an improvement in its livelihood: 
 

• Access to livelihood opportunities for sustainably increasing their assets and incomes 
 
• The capability to take advantage of these opportunities; and 

 
• A supportive environment beyond the community that enables the first two to flourish 

 
The first two of these relate to the individual situation of a rural person and their community, and 
in a sense are the most fundamental.  If either one of these is seriously constrained, it is hard to see 
how significant progress can be made.  The third refers to the world beyond the immediate control 
of that person or community.  This “enabling environment” has a major influence in either 
constraining or building the first two elements – but it is important to see its role as catalytic, and 
not an end in itself. People can and do survive, and occasionally prosper, in the absence of a 
supportive enabling environment.   
 
The three elements are clearly inter-related – if any one of the three elements is weak, the resulting 
impact on poverty will be very much reduced.  The three elements also overlap, and it is in the 
areas of overlap that perhaps lie the most promising areas for leverage by external interventions.  
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Operating in the areas of overlap is beyond the mandate and competence of any one sector of 
society, and implies the need for effective partnerships between government, the private sector, 
civil society and individual communities. 
 
These three major elements are depicted by the three overlapping circles in Figure 2.  The specific 
aspects of each of these elements that are of particular importance are context specific and vary 
substantially across the region.  The main components of these three elements are summarised 
discussed in the following chapters.  Chapter 4 and 5 discuss agriculture and non-farm livelihood 
options for the poor; Chapters 6 and 7 discuss community level capacity building, looking at a 
people centred approach to development and examining the risks and vulnerabilities facing the 
poor; and Chapter 8 discuses the support needed to establish and enabling environment for rural 
livelihood. 
 

Figure 2: The building blocks of rural growth and poverty reduction 
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3.2  Optimum conditions for improving rural livelihoods 
 
Many of the most promising potential interventions in support of rural development lie in the areas 
of overlap between the circles, where there is maximum opportunity for leverage and linkages, for 
example: 
 

• Linking institutions at the community level with the formal institutions of the state.  This 
includes decentralised governance processes and community engagement in governance; 
strengthening capacity of citizens to provide “bottom-up” pressure on their public 
institutions to provide effective services, and strengthening links between community level 
institutions and service providers (including NGOs) 

 
• Taking advantage of technological advances that reduce the transaction costs of 

information exchange to improve the quality, affordability and transparency of 
information in remote rural areas. 

 
• Strengthening commercial linkages at all stages of the value chain to include farmers and 

their organization, traders, agricultural enterprises and agribusiness 
 
• Support to sustainable increases in the availability of inputs of importance to the economic 

livelihoods of the rural poor, and effective extension of technical knowledge of relevance 
to this group.   This includes extending the network of commercial intermediaries and 
finance providers, provision of information and technical support to farmers and rural 
entrepreneurs, and investment in relevant agricultural research and extension. 

 
• There are substantial feedback loops between the bottom two circles.  Experience has 

shown that for increases in social and human capacity – including provision of social 
services – to be sustainable, there must be parallel increases in income and economic 
opportunity.  At the same time, maintenance and sustainability of new assets depends 
critically on community ownership and institutional capacity, and the extent to which the 
fruits of development are equitably spread relates to levels of social capital.  “People-
centred” and participatory approaches to rural development have tried to work at both 
ends. 

 
• In the Pacific in particular, the issue of communal land ownership and land use is 

particularly critical, and land is an economic asset that also relates centrally to the cultural 
and social capital of the region.  Realising the potential of this asset, the use of which is 
relatively well distributed in the region, is crucial to growth.   

 
3.3 Livelihood options 
 
Farmers and rural communities can take advantage of livelihood opportunities that fall into two 
categories: those based on agriculture and natural resources, and those related to non-farm 
enterprise or employment opportunities. 
 
3.3.1. “On-farm” opportunities:  Increasing long-term assets and income earning opportunities 
based on agriculture and natural resources.  These build on the productive fixed assets that are 
most frequently available to rural people – land, water, forest or marine resources.  These 
essentially comprise: 

 
• Increasing productivity of food crops, cash crops and livestock 
 
• Increasing potential income returns from cash crops through opportunities for marketing 

and value-adding 
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• Increasing opportunities and wages for agricultural labour 
 
• Building availability and access to natural assets, including sustainable management of 

common property resources and addressing land ownership and land tenure issues. 
 

• Diversification of income sources from agriculture based on the above 
 

As noted in section 2.3, increased agricultural productivity has been shown to be a major factor in 
the positive performance of poverty reduction in much of South East Asia.  Improving agricultural 
production is discussed further in chapter 4. 

 
3.3.2 “Non-farm” opportunities:  Increasing non-agricultural income earning opportunities, that 
build on other assets that rural communities may possess – including labour, financial and physical 
assets.   
 
Opportunities essentially comprise: 
 

• Creation of small rural enterprises, often – though not necessarily – linked to the 
agricultural value chain. 

  
• Local employment, either in the formal or informal sector, as employees in the public 

sector or private enterprise. 
 

• Employment elsewhere – implying temporary or permanent migration either within 
the country (for example to urban areas) or internationally – and remittance of some 
this income back to the rural area 

  
Non-farm income is significant component of rural livelihoods in both S.E. Asia and the Pacific, 
serving both to increase overall incomes, and to provide greater diversity – and therefore economic 
resilience – to rural households.  The options and opportunities for improving non-farm income 
are examined in Chapter 5. 
 
3.4  Strengthening capabilities of rural people 
 
The capability of rural people to take advantage of economic opportunities is most often associated 
with human capital – and more specifically to the provision of better education services and 
attainment of basic literacy.  The strength of human capital is also related to access to the specific 
skills, experience and motivations required by productive livelihood activities that are locally 
available.  This implies that it is more than access to schooling that is important, but also the 
quality and appropriateness of what is taught.  Education systems in the Pacific, for example, are 
primarily oriented toward public sector employment, and are not well suited to providing both the 
tools and motivation to earn a living in the informal, agricultural sector on which most people 
depend.   
 
Further, the availability of healthy labour is important to a household’s ability to undertake 
productive activities, and the disability or death of a key household member is one of the more 
common reasons for a household above the poverty line to descend below it.  Per-capita costs of 
providing education and health services in remote rural areas are higher than in urban areas, and 
this is particularly so in parts of the Pacific where populations are small and widely disbursed, and 
transport costs are high.  Expenditure on such services is not a good indicator of effectiveness.  In 
PNG for example, education investment is double the developing country average, but 
performance still remains poor on educational indicators.  Rather than focusing on social 
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infrastructure in rural areas, a stronger focus on broader human development using the 
communities’ own resources may be a more appropriate approach (Kilby 2004c). 
 
The concept of capability is broader and more nuanced than human capital alone and the broader 
issues of social capital, civil society and the role of information and communication processes are 
examined in more detail in Chapter 6. 
 
3.5  Providing a supportive enabling environment for rural livelihoods 
 
In the S.E. Asia pacific region, there is a wide variety of circumstances that influence the 
livelihood options and capacities of the rural poor.  Aspects of this environment that broaden 
livelihood options and capacity include: 
 
i. A supportive public sector and public services, including: 

• Effective governance and institutions that are relevant to the rural population, including 
maintenance of the rule of law 

• Public policies that effectively support, or at least do not disadvantage, agriculture and 
other aspects of the rural economy 

• Provision of effective public services that are accessible and relevant to poor rural 
communities, including: 

− Social services such as health and education 
− Essential public infrastructure - including transport, power, water and 

telecommunications - that promotes rural economic growth.   
 

Unsurprisingly, it is these issues that tend to absorb the large majority of the attention of 
national governments and their international donor partners, given that they are seen as 
primarily the responsibility of the public sector.  However, this paper argues that effective 
rural development requires a holistic vision based on the perspectives of the rural poor 
themselves.  External interventions need to ensure a balance between the options available to 
the poor, their capacity to take up these options and by the way the environment enables or 
hinders such choices and opportunities.   

 
ii. Effective private sector and market institutions in rural areas that serve the interests of the 

poor.  This includes the provision of financial services, input supply and marketing, agro-
processing, transport services and other rural business.  Although the private sector on its 
own has proven to be a powerful driver of rural growth and poverty reduction, particularly in 
relatively favoured and densely populated rural areas, there is also substantial evidence of 
market failure in poorer and more remote areas.  In such areas it may not be sufficient to 
simply improve the enabling conditions for private investment, and public subsidies can be 
justified to “kick start” the rural economy (Dorward et al 2004) 

 
Beyond the local context, the effects of globalisation are increasingly a major consideration, 
even in remote rural areas.  Linked to this, agricultural trade and trade reform are perhaps 
one of the most important issues at a global level in addressing rural poverty. 

 
iii. A biophysical environment that can continue to support rural livelihoods on a sustainable 

basis. 
 
All of these issues are discussed briefly in Chapter 8, although a detailed treatment of each would 
be beyond the scope of this paper. 
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4.  Improving agriculture productivity and management of natural 
resources 
 
Three quarters of the world’s poor people live in rural areas, and a majority of these are in the Asia 
Pacific region.  Reducing poverty requires development policies and programs to focus on rural 
development with the priority of improving agricultural productivity for poorer households on 
small holdings in less favoured areas.  The agricultural sector also contributes significantly to the 
gross domestic product (GDP) in most countries in the SE Asia Pacific Region and improving 
agricultural productivity is important to the overall performance of the economy in many 
countries. 
 
IFAD research and field experience (IFAD 2002) has revealed that poverty is concentrated along 
two dimensions: geographical and social.  Some people and places are more vulnerable to poverty 
than others.  In rural Asia and the Pacific region, the most vulnerable people are: 

• women, often part of female headed households; 
• the landless, or marginal farmers or tenants; 
• Indigenous peoples, internally displaced and other socially excluded people; 
• pastoralists and coastal fishermen. 

 
The poorest places in the region are resource-limited, for example: 

• mountains or hilly areas; 
• marginal and degraded lands; 
• rainfed cropping areas; 
• many more remote coastal areas. 

 
For the rural poor, natural resource management is also a critical issue because they either live in a 
resource rich environment threatened by exploitation or live in marginal or degraded lands in need 
of protection or rehabilitation.   
 
This chapter looks at the issues of improving agricultural productivity for the rural poor and the 
challenges of effective participation by the rural poor in the management of their natural resources. 
 
4.1  Agricultural production in the Pacific 
 
The Pacific Islands present a wide diversity of agricultural environments - from the fragile soils of 
coral atolls, to the deep and fertile soils characteristic of areas of recent volcanic activity. Despite 
this, the farming systems display a remarkable degree of uniformity across the whole region in the 
terms of the crops grown: 
 

• Food crops: Taro, coconut, banana, sweet potato, yams, cassava, and vegetables in 
plantation and small-scale operations; 

• Cash crops: Sugar (Fiji), palm oil (PNG and Solomon Islands) primarily in plantations 
and cocoa, coffee, vanilla, and coconuts in estates and smallholder operations. 

 
4.1.1  Farming systems  
 
The farming systems of the Pacific have developed under the same guiding forces that characterize 
agriculture and horticulture throughout the developing world – i.e. the need to provide food for 
families from the immediate surroundings of a home-site.  Home gardens provide fruit (e.g. 
papaya, banana, and breadfruit), root crops (taro, sweet potato, yams, and cassava), vegetables 
(tomatoes, cucurbits, plantain, and egg fruit), the multifunctional coconut, betel nut, vines, kava, 
medicinal herbs and spices.  Pigs and chickens form part of the home enterprise.  In Papua New 
Guinea, the significant gains in food production over the past 130 years, and particularly since 
1940, has been because of the widespread adoption of recently introduced crops, including sweet 
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potato, cassava, maize and new banana varieties (Bourke 2005), together with domestically 
developed methods of agricultural intensification.   
 
Primary produce is supplemented and partially replaced by fish and shellfish in coastal areas and 
small islands.  Agricultural produce for selling is grown further away from the house with cash 
crops – cocoa, coffee, and rubber – commonly grown in contiguous small-holdings (family plots). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In the countries of Melanesia (especially PNG, Solomon Islands, Vanuatu), in areas where 
population densities are low, land is community managed by a system of shifting cultivation – 
slash and burn – operating over a 3-4 year cycle.   
 
This kind of agriculture is labour intensive and relies upon hand held implements. Stable land-use 
agreements or conventions within the community are a prerequisite. Shifting cultivation can only 
function sustainably within the bounds of a location specific equation combining: 

• Availability of land to provide perhaps four forest regeneration periods per 3-4 year 
cr\opping cycle; 

• The functionality of local landownership conventions; 
• Availability of fit labour, both men and women, for forest clearing and farm/garden 

maintenance; and 
• The inherent fertility of the soil. 
 

As population increases and/or young males migrate, or if an outside agency destabilizes the 
community and its land ownership patterns, this equation loses balance and there is a move to 
permanent agricultural systems. Locally developed intensive agriculture systems or western style, 
high input agriculture, are increasingly the norm for production systems on many islands. 
However, doubts remain about the sustainability of an approach using high-yielding varieties 
because of input supply problems and the recognition that farm chemicals can have a deleterious 
effect on the land, fish and coral. 
 
Traditionally, female family members managed the domestic food supply. Women sold excess 
production in informal market and men handled land clearing and the management and marketing 

Box 2 
Generic constraints to agricultural production in the Pacific Region 

 
• The climatic characteristics of equatorial zones; specifically,  

o high variability in the weather including floods, drought, and cyclones; 
o seismic activity (volcanoes, earthquakes and tsunamis), and 
o rising sea-levels, reflecting global warming   

• Production and productivity challenged by pressure to grow more to feed a growing population. 
This can result in a breakdown of sustainability practices (such as rotation and composting) 
developed over generations, and contested land ownership. 

• Land and waterway degradation caused by the effects of deforestation and over-farming on 
fragile soils; 

• Limited research and extension services due to under-investment in human resources and 
facilities; 

• Weakening of the workforce by disease: notably HIV/AIDS; 
• Limited access to inexpensive inputs that could boost productivity; 
• Failure by the education system to inspire a commitment to maintain the health of the land and to 

 agriculture as a livelihood; 
• Unequal access to media for information, and a lack of local language ‘extension’ material to 

provide solutions to rural problems; 
• National administrations that have given low priority to investment in agricultural development. 
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of cash crops.  Data from the 1996 Papua New Guinea household survey showed that 84 percent of 
the food energy consumed by rural people was grown in PNG.  For all PNG, urban and rural, 80 
percent of the food energy comes from PNG grown foods.  Subsistence food production has in 
broad terms kept pace with population growth in the Pacific region and in Papua New Guinea, and 
the biggest gains in agriculture over the past decade or so have been in domestic food production 
(Bourke 2005).  This robust performance suggests that this sub sector may be a sensible place to 
start in national rural development strategies. 
 
4.1.2  Major Food Crops    
 
Root and tuber crops are prominent in Pacific Island agriculture, reflecting the high energy content 
of the harvested product and the ability of these crops to grow or survive with too much or too 
little water and in soils that can be nutritionally depleted. 
 
 Taro (coco yam)  

Taro is the most important staple food of the people of the Pacific Islands, excluding the PNG 
highlands.  Taro also has a high cultural value as a customary food gift of choice and is held in 
much esteem as a food product in the Pacific island countries.  Taro grows well in conditions of 
high rainfall and in most soil types, particularly if enriched with organic matter.  It is very much a 
small-holder crop for domestic consumption in most Pacific Islands, with kitchen or community 
gardens being the major source of domestic production.  It is also a significant commodity in intra-
regional trade. 
 
Unfortunately, the future of this staple crop is threatened by a group of scarabaeid beetles – the 
taro beetles. Adult beetles damage the taro corms and create entry points for secondary pests and 
diseases. Heavy infestations make the crop unsuitable for human consumption, while slight 
infestations considerably reduce the value of the crop on domestic markets.  Decreased 
productivity due to taro beetles results in gardens being abandoned and new areas of forest being 
cleared for taro production.  Taro export is banned from countries or islands with beetle 
infestations but for beetle free islands taro exports have increased substantially in the past 15-20 
years.  The taro beetle is a significant constraint to progress and cooperation within the Pacific 
Region especially in the light of the current emphasis on trade following the ratification of a 
Pacific Free Trade Area agreement.  
 
 Sweet potato 

The Pacific, especially Papua New Guinea, relies on sweet potato as a staple almost to the same 
extent as taro. Production and productivity levels are stable or increasing.  (Table 7).  
 
Table 6. Sweet potato production in the Pacific Region 
 

Sweet potato: production 
000 tonnes 

1994 1995 1996 2001 2002 2003 

Fiji  4 4 8 5 6 6 
Papua New Guinea  450 460 450 490 520 520 
Solomon Islands  65 68 70 80 82 83 
Tonga  6  5 5 6 6 6 
New Zealand  26 26 27 16 16 16 

 
Other important root crops include cassava, yams, sago, and potato, in addition to banana and 
vegetables 
 



Rural Poverty in SE Asia – Pacific  30 

 Rice 
Fiji Indians first introduced Rice into the Pacific region in the 1880s. The cultivated area, 
productivity and production are low.  In Papua New Guinea, rice has gained in popularity and 
considerable effort is being put into the dry rice planting.  
 
 Pulses and legumes 

An unusual feature of the Pacific is that pulses and other legumes do not feature large in the 
Pacific statistics, presumably because fish, pigs and poultry provide protein. Solomon Islanders 
grow pigeonpea, and other minor legumes for dry harvest and there is a small annual production in 
Papua New Guinea.   
 
In Fiji, pulses of South Asian origin, including mung bean, cowpea, urd bean and pigeonpea, are 
grown for or by the Fijian Indians for local consumption.  However, these are crops of trade and 
there is opportunity to export excess production, within the region or to South Asia.  Fresh 
harvested pulses are highly marketable internationally. The Fijian Government recognizes that 
pulses are a possible substitute for sugar cane. 
 
Peanuts are another legume crop with potential in the Pacific. Small areas are grown in Fiji, Papua 
New Guinea, Tonga and Vanuatu.  Cultivation can be problematical and research is underway into 
yield and economic viability of peanut production in Papua New Guinea and Australia using 
integrated management and modelling approaches.   
 
4.1.3  Plantation and cash crops 
 
 Sugarcane (Fiji) 

Sugar production is one of the most important sectors of the Fijian economy. Sugarcane covers 
50% of the country's agricultural land. Sugar production directly employs 13% of the workforce 
and provides indirect employment for an additional 13% (est.). It accounts for about 35% of 
agricultural GDP and 8% of total national GDP, is the country's second biggest earner of foreign 
exchange. 
 
However, the sugar sector is currently facing a period of crisis that could have a major negative 
effect on both the macro-economic stability and the poverty status of the country as a whole. Fiji 
Sugar Corporation (FSC), the mainly Government owned entity that owns the country's four sugar 
mills, is insolvent and requires a substantial investment simply to continue operating. The country 
is facing the prospect of selling sugar at (the lower) world market prices within 6 years.  

The challenges facing the country under these circumstances are manifold. They include the need 
to transform the sugar sector to improve production efficiency, while providing fruitful alternative 
livelihoods to experienced farmers leaving the sector. The exploration and development of 
alternative livelihoods, both within and outside the agriculture sector, will be provide a critical 
safety net to the economy as a whole should the sugar sector decline in productivity and 
importance.  

 Coffee 
Coffee (mainly Arabica) production in Papua New Guinea has been declining steadily for some 
years, with a corresponding drop in the number of plantations (from 77 in 1980 to 23 in 2004).  
Small holders now produce 85 percent of the production, which generally is of lower quality than 
plantation coffee.  The world price of coffee has been very poor in recent years, reducing the 
income of the smallholder producers.  Coffee also grows in Cook Islands, Fiji, French Polynesia, 
Samoa, Tonga, New Caledonia and Vanuatu.  They remain important cash crops to smallholder 
farmers and have a significant part to play in village economies. 
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 Cocoa 
Cocoa also is grown mainly by smallholders, with the plantation sector responsible for only 14 
percent of production in PNG.  Smallholder production has increased at a faster rate in the 1990s 
that the plantations but low productivity by smallholders remains a constraint to the development 
of  the industry.  Cocoa also grows well in the Solomon Islands, Vanuatu and in Samoa. The small 
Fijian industry has fallen away since 1999. 
 
 Vanilla 

Vanilla production in Papua New Guinea has boomed over the past 6 years due to a collapse in 
production in Madagascar and consequent high world prices.  PNG is now the second largest 
vanilla producer in the world, with production of 200 tonne in 2003. Vanilla exports now represent 
about 9 percent of PNG agricultural exports.  Grown by villagers, the rapid increase in production 
has shown the capacity of villagers to respond to economic opportunities. The main constraint 
facing the industry is the poor quality of village produced vanilla and falling world prices as other 
nations start producing vanilla. 
 
 Palm Oil 

Oil palm production has increased rapidly in recent years in Papua New Guinea.   Solomon Islands 
has also been a significant producer and production in both countries is from both estates and 
smallholder plots.  Palm Oil production now represents about one third of PNG agricultural 
exports, exceeding exports of coffee for the first time in 2000.  Five companies in four PNG 
provinces refine palm oil and a number of products are sold on the PNG domestic market (Bourke 
2005). 
 
 Coconut 

The coconut palm, symbol of the Pacific nations, is multifunctional in village life having a role to 
play in house and boat construction, and as a source of food and income. It is perhaps the most 
widely distributed harvested plant in the Pacific, and is of differential importance in small island 
and coral atolls.  The main source of income is the dried ‘meat’ of the seed, copra. Coconut 
production in the Pacific is widespread and has remained constant over the past ten years. The 
current very poor world price for copra has seen exports crash to the level of the 1940s (Bourke 
2005).   
 
 Horticulture 

A wide range of vegetable crops are grown for household consumption and local trade.  Trade in 
vegetables, other food crops and locally consumed cash crops such as betel nut has remained 
robust, even in those countries – such as PNG and the Solomon Islands - in which the rural 
economy has contracted.  Boosting this local trade, both within rural areas and to cities, is 
consequently a promising development strategy. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The improvement of economic and effective air-freight could open up the possibility of the Pacific 
Nations exploiting the international demand for tropical flowers and fruit. The Pacific Nations are 

Box 3:   The Tongan Squash Pumpkin Market 
 
For the people of Tonga almost thirty percentage of their GDP comes from agriculture. 
A large proportion of this GDP is obtained from export earnings generated from the 
production of squash pumpkins. This transition to the production of squash pumpkin 
has taken place over the last decade as the Tongan people saw the comparative 
advantage they had. Higher worldwide demand for squash pumpkin meant that prices 
have climbed. Rural Tongans saw the opportunity to make more money and moved 
into production. They replaced traditional crops such as banana and copra with the 
squash pumpkin. Most of this pumpkin is exported to Japan and has provided 
sustainable livelihoods for the rural poor (Tupou 2000). This serves to illustrate the 
advantages to the rural poor that can be generated through the globalisation of 
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‘close’ to the markets in Japan, Singapore, and West Coast America. Islands that can make a 
success of this proximity to major markets would exploit the stable, tropical environment 
permitting continuity of supply, as well as a large labour force with modest wage expectations.  
Upland areas possess the potential for unique niche markets to evolve whereby particular product 
and service markets are tapped into. Markets that exist in Southeast Asia include high-value 
agricultural products.  Off-season vegetables, seeds and fruit have traditionally held a comparative 
advantage for upland rural poor.  
 
The development of a horticultural export industry however will face the same constraints that that 
have hindered the development of the domestic vegetable market, viz: 
 Inefficient marketing system, in particular insufficient intermediate traders; 
 Lack of trust between the actors in the production and marketing chain; 
 Inadequate maintenance of transport infrastructure, in particular roads and bridges; 
 Inadequate information on current market demand, optimum handling techniques, and 

production techniques; 
 Security problems in the PNG highlands and Port Moresby. 
 

Without improvements in basic infrastructure and marketing services by central and local 
governments, rural farmers are unlikely to be able to take advantage of new opportunities to 
diversify their crops and develop new produce lines for export. 
 
4.2 Agricultural production in South East Asia 
 
The Green Revolution in the 1970s and 1980s increased production of three cereal crops – wheat, 
rice and maize – in many countries of Asia.  Food output and total agricultural output per capita 
increased leading to a substantial decline in the proportion of the population dependent on 
agriculture for at least part of their income (Booth 2004).  The seed-fertilizer technology of the 
Green Revolution had a phenomenal impact on increasing food production and averting food 
shortages in Asia (IFAD 2002). 
 
While production across the region increased, the picture varied considerably between countries.  
The Philippines adopted the new rice varieties the earliest and experienced rapid growth that 
slowed once farmers in well irrigated areas had adopted the latest technology.  However, in 
Thailand the increased production reflected expansion of the area under cultivation and the falling 
production reflects the lack of available arable land.  New varieties have not produced the increase 
in yields experienced in other countries (Booth 2004).  Most other S.E. Asian countries have been 
successful in disseminating the yield-increasing technologies in smallholder agriculture.  Burma 
increased production significantly in the 1975-85 due manly to higher yields per hectare while 
Malaysia successfully increased yields through new varieties in smallholder tree crops such as 
rubber.  In Indonesia, the adoption of new rice and corn varieties led to rapid growth in output but 
again output growth slowed when farmers in more favorable environments has achieved their 
maximum yields (Booth ibid). 
 
In Vietnam, dissemination of new rice varieties only occurred in the 1980s following substantial 
land reform in the North from 1953 to 1956 and in the South in the early 1970s.  In the 1990s 
agricultural production in Vietnam grew faster than any other S.E. Asia country (Booth 2004).  
Across the region, agriculture has been typically based on small holding except in former colonies 
where large agricultural estates were established under colonial control.  In some countries, these 
estates have been abolished through land reform while in others, such as the Philippines, large 
estates account for up to 20 percent of agricultural lands. 
 
By the 1990s, however, cereal yields were stagnating or falling in many areas due to micronutrient 
exhaustion, low-level pest build-up, and falling water tables (IFAD 2002).  Many farmers had also 
begun to shift away from food production to higher value crops.  If food grain prices rise, the poor 
may be disadvantaged as many supplement their own production with purchases from the market.  
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Of greater concern to the poor is the depletion of water resources, especially the growing threat 
from less stable rainfall and higher evaporation in the wake of global warming (IFAD 2002).  With 
many of the rural poor living in marginal and degraded lands and rain-fed cropping areas, 
agricultural research on drought tolerant food crop varieties is an increasing priority. 
 
4.3  Agricultural research, technology and extension 
 
Agriculture is the lifeblood for the majority of Pacific Islanders and improving agricultural 
productivity is key to improving the social and economic well being of the rural poor.  
Introduction of new crop varieties has been beneficial in the Pacific but agricultural research and 
extension are weak.    
 
In Papua New Guinea, for example, gains in food production over the past 130 years, and 
particularly since 1940, has been made because of the widespread adoption of recently introduced 
crops, including sweet potato, cassava and new banana varieties.  It is not only that newly adopted 
crops are more productive than those they displace, but also they allow a marked intensification of 
the local agricultural system (Bourke 2005).  If agricultural production is to improve further in the 
Pacific, renewed effort will be needed in agricultural research and extension. 
 
Major problems appear to be: 

• Insufficient researchers to review and test new concepts, inputs and germplasm in local 
conditions. 

• Insufficient extension officers with the skills to introduce new technology or germplasm to 
the larger and outlying islands according to the needs of the communities and the 
agronomic characteristics of the islands. 

• Insufficient funds to staff research and extension cadres and to provide infrastructure. 
• Over-challenged training institutes for scientists and extension workers. 
• Contemporary modalities of extension have had insufficient impact on the Region. 

 
The lack of focus on tropical agriculture in the universities of Australia and New Zealand, the 
primary training grounds for students from the Pacific, has been identified as a major reason there 
are so few graduates returning to the region to contribute to improved agricultural productivity.  
One proposal mooted is the establishment of a multi-campus institute of tropical agriculture (ITA) 
spanning centres in the Pacific nations, Australia and New Zealand to increase the number of 
graduates and post graduate students with knowledge and experience in tropical agriculture. 
 
Revitalising agricultural extension services in the Pacific is an urgent challenge.  Traditional 
extension approaches have been unsuccessful and more participatory approaches commonly used 
in Asia may well provide appropriate models or the Pacific.  The use of information and 
communication technology to improve communications with remote areas and to reduce the cost 
of research and extension is also being explored (see Box 5). 
 
In southern India, a Participatory Technology Development based on a cadre of well-trained and 
well-motivated staff has been successfully applied.  In Australia and New Zealand, a less 
structured participatory approach, Landcare, has been widely adopted with considerable support 
from farmers.  Landcare has also proved to be popular since its introduction into the Philippines 
with over 250 groups now established in the rural areas.  The features and benefits of the Landcare 
program include: 

• Involvement of grassroots farmers and the broad community, involving ‘true’ partnerships 
with mutual respect; 

• Funding support from a variety of sources; 
• Local farmer and community ownership; 
• Focused primarily on groups, not individuals; 
• Requires skilled facilitators; 
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• Strengthens the ethic of volunteerism; 
• Balance between process and content, flexible and open with few boundaries, focus on 

easily adoptable technologies initially; 
• Integrated across the various capital needs of the community so able to respond to broad 

improvement across a number of capital assets; 
• A ‘branded’ program conveys professionalism, experience, reliability that engages and 

motivates people to get involved and participate. 
 
Special effort is needed to develop extension programs targeted to women who in many cases are 
the primary agricultural workers but may miss out on training opportunities because they are not 
land owners.  
 
4.4  Sustainable management of natural resources 
 
Protecting and managing natural resources, including land, water, forests, fisheries and mineral 
deposits, for current and future use is a cornerstone for sustainable development.  For the rural 
poor, natural resource management (NRM) is particularly important due to their high reliance on 
natural resources for their livelihoods.   
 
With such a large proportion of the South East Asia and Pacific population engaged in subsistence 
and agricultural activity, the management of natural resources for both household and commercial 
production is critically important.  The side-by-side existence of traditional communal society and 
the global market economy leads to consideration of management at a community level as well as 
an individual/household level. 
 
Natural resource management is important for the following reasons: 

 Natural resources provide cash income to pay for school fees and medical expenses so 
a lack of other opportunities (to diversify income) will increase the vulnerability of the 
rural poor.  Also, it may place further pressure on existing resources when 
extraction/use is intensified in order to improve margins 
 Due to the largely subsistence nature of the rural poor, effective NRM is critical for 

food security and nutrition 
 Inefficient farming methods and extraction techniques raises intergenerational equity 

issues and concerns for future viability and use of the resource 
 Health and safety implications from inefficient techniques 
 Empowerment issues and the human right to be involved in decision making 
 Education and awareness of appropriate techniques and practices 

 
4.4.1  Land ownership, land tenure and land use 
 
Land is the backbone of economic sustenance for the people of Asia-Pacific.  The great majority of 
Pacific Islanders live in relatively small and isolated coastal or rural village communities and 
remain closely reliant on their natural resources for subsistence and economic development 
(Hunnam, 2002: 1).  Traditional practices of farming, fishing and resource extraction have been 
adequate to avoid stress on the natural ecosystems.  In rural areas, the rights of those enjoying the 
use of land will have an impact on the welfare of the rural population, the amount of output 
obtained, the level of investment undertaken, the scope of rural-urban migration, and the 
emergence of a vibrant non-farm economy (ADB 2004c).   
 
Land ownership and land tenure varies significantly across the SE Asia Pacific region, although 
landlessness is far less common than in many other regions.  The issue of land tenure (defined as 
the rules of possession, use and conveyancing of land) has implications for access to resources for 
the rural poor.  
 



Rural Poverty in SE Asia – Pacific  35 

South East Asia 
About 70% of the world’s more than 250 million Indigenous peoples live in Asia (Singh and Jabbi 
1996), including ‘hill tribes’ in Thailand, ‘ethnic minorities’ in Vietnam, and ‘cultural 
communities’ in the Philippines.  Commonly these Indigenous people are amongst the poorest of 
rural communities and live in marginal agricultural lands.  For women, lack of access to land is a 
key factor contributing to their increasing poverty throughout the region. 
 
Small land holdings are common throughout most of South East Asia.  In the countries that 
experienced colonial control, large agricultural estates owned by either local or foreign capitalists 
emerged in large numbers in the late nineteenth and early twentieth century (Booth 2004).  
Thailand is the exception with 95 percent of holdings being under 9.6 hectares in 1993.  In 
Indonesia, the great majority of operated farm holdings are quite small, while colonialism in The 
Philippines resulted in significant land holdings by expatriate land owners and large numbers of 
tenant farmers (Booth 2004).  Land reform in North Vietnam from 1953 to 1956 and in the South 
in the 1960s followed by the formation of agricultural cooperatives had a significant impact on 
agricultural production.  After 1986, economic restructuring saw a return to ‘household 
responsibility’ for production in Vietnam (Booth 2004). 
 
Pacific 
In the Pacific, the vast majority – over 90 percent – of land is owned by persons entitled to hold it 
under their respective customary laws (ADB 2004c).  Land in the Pacific plays a somewhat 
different role in the lives of the people than that found in other cultures.  Land is inalienable - it 
cannot be transferred – and has functions of power and status, spirituality and cultural identity.  
Customary-ownership is “a traditional system in which land is owned by the whole community but 
individuals have precisely defined rights of use” (Mohhamed & Clark, 1996). 
 
The lack of economic growth and growing poverty in the Pacific region has re-ignited debate 
about the impact of customary land holding on economic development.  Critics suggest that 
“communal ownership has not permitted any country to develop” and “underlies the struggle over 
benefits from mineral rights and the depredations of timber exporters” (Gosarevski et al 2004).  
Across Melanesia, tenure to land is group based, and individuals have rights to land as a result of 
their membership by birth into a group.  Land use on the other hand is largely in the hands of 
individuals – members of the group, their spouses, siblings, children or other close of kin 
(Fingleton 2004).   
 
Protagonists in the debate appear to agree that the way forward is for land registration for both 
group and individuals titles and for a system of land registration that has the support of landowners  
(Gosarevski et al 2004).  The 1973 PNG Commission of Inquiry into Land Matters recommended 
that customary land registration should only be used where there was clear demand and real need 
for it, and that group titles should be registered in the first instance, with groups being able to grant 
registrable occupation rights to group members and leases to non-members.  These subsidiary 
rights could be transferred, inherited and, with certain restrictions, used as security for loans.  
Whilst the principles were established in this ‘home grown’ report, the momentum for 
implementation has been lost in subsequent political turmoil. 
 
The fact that all subsistence farming and most cash cropping in Papua New Guinea is carried out 
under customary tenure and much land in industrial countries is held outside freehold ownership 
and managed by leasing, shows that the current system of land tenure is not the block to 
development suggested.  What is needed is a system that unlocks the value of land while 
preserving its associated traditional values.  A clear understanding of the land rights for rural 
communities in the countries of the region and a legal framework for secured lending that allows 
customary land to be used as collateral are needed and more work on these challenges is urgent. 
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Increasing population combined with globalisation and economic development pressures have led 
to unsustainable land use.  Clearing for urban development (houses and buildings) as well as 
agriculture are the main agents of land use change in South East Asia and the Pacific.   
 
The Global Assessment of Soil Degradation (GLASOD) estimates that approximately 13% of the 
land in Asia and Pacific is degraded with most of this occurring in Asia.  For the Pacific, large 
scale clearing of forested land for agriculture has led to “a decline in soil structure and fertility and 
where invasive species are the predominant land cover in many islands” (UNEP ROAP, 2002:73) 
 
Protecting soils from erosion and land from unsustainable exploitation is the face of increasing 
population, changing weather patterns and declining agricultural productivity are major challenges 
in the battle to overcome rural poverty. 
 
4.4.2  Water 
The combined factors of population growth, urbanisation, industrialisation and economic 
development have led to increasing competing uses of water throughout the developing world. 
(World Water Council, 2001:1). 
 
Some of the main water issues for South East Asia and the Pacific include: 

 Intrusion of saltwater in lower deltas (eg. Myanmar and Vietnam); 
 Failure to develop adequate Operation and Maintenance (O&M) mechanisms; 
 Water fees which do not necessarily reflect the costs of O&M (Thailand and Laos); 
 Inefficient irrigation systems  
 Groundwater exploitation in urban areas of Thailand; 
 Privatisation of water markets and the subsequent transition (Vanuatu, Nauru, Guam, 

Marshall Islands, Federated States of Micronesia and Fiji) (FAO, 1999) 
 
Table 7 below shows statistics associated with water resources in Asia and the Pacific.  Based on 
the water stress benchmark (1,000 m3 per capita) used by the World Bank (Gardner-Outlaw & 
Engelman, 1993),  South East Asia and Pacific Nations do not generally experience problems 
associated with water scarcity however, this is an increasing concern for competing water use 
sectors in Vietnam, Thailand and Myanmar. 
 

Table 7: Water Resources Inventory Asia and Pacific  
 Natural 

Renewable Water 
Resources  

Dependency 
Ratio* 

Per cent  

Annual Water Withdrawls 

Per Capita 
(m3 per person) 

Per Capita 
(m3) 

% of Total Sectoral Share 
Agriculture Domestic Industry 

Cambodia 34, 561 74 60 0 94 5 1 
Indonesia 13,046 0 407 3 93 6 1 
Laos PDR 60,318 43 259 0 82 8 10 
Myanmar 21,358 16 103 0 90 7 3 
Thailand 6, 371 49 605 10 91 5 4 
Vietnam 11,109 58 822 7 87 4 10 
Fiji 32,330 0 42 0 60 20 20 
PNG 159,171 0 29 0 49 29 22 
Solomon 
Islands 93,405 0 - - 40 40 20 

World - - 650 - 71 9 20 
* That proportion of the total renewable water resource originating from outside the country 

Source: FAO, 1999 
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The dependency ratios in the table above demonstrate the phenomenon faced by countries such as 
Mynamar and the “four riparian countries of the lower Mekong basin of Cambodia, Thailand, 
Vietnam and Laos PDR”(FAO, 2004).  Having a shared water basin not only makes the 
computation of water resources very complex, but also makes way for allocation and equity issues. 
 
The Pacific Islands experiences similar issues arising from inadequate operation and maintenance 
such as ageing infrastructure, lack of trained personnel resulting in water supply and sanitation 
problems.  Major water issues in the Pacific include: 

• Droughts in atoll nations and leeward side of larger islands, usually due to 
insufficient holding capacity of islands (eg. Vanuatu – 1978 and 1983; Samoa - 
1971 and 1989; Fii - 1987 and 1989; PNG - 1997 and 1998).  This is exacerbated 
by the islands’ small size with limited catchment areas for rainfall and surface 
storage; 

• Saltwater intrusion  (eg. low lying atolls such as Kiribati).  Limited data on 
resource availability and the impact of various activities on these resources; 

• Policy and legislation is not always in place to support the appropriate 
management of water; 

• Access to water with some remote villages forced to walk/travel kilometres per 
day in order to access water for drinking and cooking (UNESCAP, 2000). 

 
According to UNESCAP (2000) improvements in water resource management will require a 
coordinated effort across many sectors including water shed management, reductions in 
deforestation rates, raising public awareness of wise water use and management, controls over 
agriculture activities and improvements in waste disposal, especially sewerage disposal.   
 
4.4.3  Fisheries 
Whilst marine commercial fisheries and aquaculture play an important role in South East Asia and 
the Pacific, it is coastal fisheries that impact most on the rural poor.  Given that the primary source 
of protein is fish, adequate management of coastal fisheries is critical.    
 
Fish consumption is understandably high in the Pacific with most fish consumed caught close to 
shore.  For the Pacific, it is estimated that 80% of the coastal fishery production do not enter the 
cash economy (FAO, 1997).  This natural resource is threatened on islands where disturbance to 
the land by logging, plantation and tourism development, and mineral exploitation causes silting of 
rivers and then of reef ecosystems. Destruction of coral reefs removes a valuable food source but 
also exposes the land on which coastal communities live to severe wave action. Island 
communities are virtually excluded from the profits and other benefits to be accrued from off-
shore pelagic fishing. Licencing agreements with deep sea fishing nations are currently under 
negotiation. 
 
For South East Asia, fisheries resources face “unprecedented levels of threat”” from human 
activities.  Population pressures, land use changes, tourism, exploitation for consumption and cash 
income have led to stress on the local fisheries resources.  It is acknowledged that “most coastal 
marine fish stocks in the sub-region have been almost fully exploited” (FAO1, 1999) in sharp 
contrast to the Pacific. 
 
4.4.4  Forestry 
The State of the World’s Forests recognises the role of forests in alleviating poverty for the rural 
poor acting as a safety net and filling gaps by providing a source of petty cash and also in the 
longer term by functioning as a source of savings, investment, accumulation, asset building and 
permanent increases in income and welfare (FAO, 2003). 
 
Forestry is a major cause of political tension in PNG, Vanuatu, Fiji and Solomon Islands.  A 
complex web of intertwined issues including land ownership and corruption at high levels bedevils 
progress towards a sustainable resolution. 
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Figure 3 below provides an indication of the rate of loss of forests from the regional perspective.  
As shown, the Pacific has cleared 3.5% of its 1990 forested area while South East Asia has cleared 
10% of 1990 levels.   
 

Figure 3: Total Forest Area Pacific and South East Asia (1990-2000) 
 

Country 
Total Land 
Area (km2)* 

Proportion of 
Land Area 
covered by 

Forest (2000) 
Total Forest 
Area 2000 

% of forest 
area lost 

1990-2000 

Average 
annual rate of 
deforestation 

South East Asia 
Indonesia 1,826,440 58.0 1,059,335 11.2% 1.2 
Myanmar 676,580 52.3 353,851 13.0% 1.4 
Malaysia 328,550 58.7 192,859 11.2% 1.2 
Thailand 511,770 28.9 147,902 6.7% 0.7 
Lao PDR 230,800 54.4 125,555 3.9% 0.4 
VietNam 325,360 30.2 98,259 -5.1% -0.5 
Cambodia 176,520 52.9 93,379 5.8% 0.6 
Philippines 298,170 19.4 57,845 13.0% 1.4 
            
Total SEA 4,374,873 48.7 2,129,007 10.0%   
            
Pacific 
Papua New Guinea 452,860 67.6 306,133 3.9% 0.4 
Solomon Islands 27,540 88.8 24,456 -2.0% -0.2 
Fiji Islands 18,270 44.6 8,148 2.0% 0.2 
Timor-Leste 14,870 34.3 5,100 5.8% 0.6 
Vanuatu 12,200 36.7 4,477 -2.0% -0.1 
Samoa 2,934 37.2 1,091 18.8% 2.1 
Others 2,929 36.9 1,081 7.2% na 
            
Total Pacific exc. TL 531,603 65.9 350,488 3.5%   

 
Source: Asian Development Bank (2004), *CIA Factbook (2004) 
 
Forests are critical to the livelihoods of poor people across South East Asia.  In the Greater 
Mekong sub-region, for example, most of the region’s 80 million poor live in rural areas, often in 
or near forests, with some of the poorest belonging to ethnic minorities in remote upland areas.  
For theses people forests function as both a safety net and an essential source of daily income and 
food.  Many rural communities in Laos derive all their food except rice from the forests. 
These communities are highly vulnerable to, and threatened by, deforestation which has been 
accelerating with more than 1.1 million hectares of forestland lost annually (ADB 2003c). 
 
For poor rural communities dependent of forests, management of upland and forest development is 
critical if they are not to be pushed deeper into poverty.  The resources of the forest are being 
exploited and must be exploited if poverty is to be reduced but the communities who depend on 
these resources must be partners in their development.   
 
Harvesting forests is not the only option for income.  Under the Clean Development Mechanism of 
the Kyoto Protocol, forests can make a significant contribution to carbon sequestration and earn 
income for the communities responsible for planting and managing the forests (ADB 2003c).  
Development of these alternative income generating mechanisms are still being explored. 
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4.4.5  Community management of natural resources 
 
Over recent years there has been a growing trend to managing natural resources using a ‘people 
centred participatory approach’.  The reasons for this include: 
 

 A crisis in governance (increasing distrust and failure of past policies and programs) 
combined with a human rights perspective that individuals should be able to 
participate; 
 Failure of conventional development approaches – specifically, the “blueprint 

approach”, which proved to be ineffective in promoting sustainable development 
(Pimbert, 2004:5); 
 More critical perspectives on the role of science and professional expertise such as the 

value of formal science is recognised but so is the importance of citizen’s perspectives 
as alternative ways of framing issues and setting agendas for research (Pimbert, 
2004:7); 
 Long term uncertainty and complexity of natural systems has led to values and interests 

being placed on an equal footing in terms of importance to decision making. 
 
Competition for water resources, for example, has led to greater regional cooperation in managing 
the use of water through the formation of Regional Water Partnerships.  Formed by a network of 
governments, NGOs, donor agencies and other stakeholders, the Water Partnerships have “been 
active in developing and influencing sustainable water management policies at national and 
regional levels”(GWP, 2004).  Strategies include promotion of the principles of integrated water 
management, the creation of national policies and frameworks and regional integration and 
cooperation.   
 
Across the Pacific, one program aimed at addressing water issues is the International Waters 
Programme (IWP).  This 5 year, $US12.5 million project, funded by the Global Environment 
Facility, through the UNDP is being undertaken in 14 Pacific Island Countries and has been 
implemented by the South Pacific Regional Environment Programme (SPREP) and country 
governments. 
 
The overall objective of the IWP is to conserve and sustainably manage coastal and ocean water 
resources in the Pacific region. This is particularly important in a context where people rely on the 
ocean for their subsistence and livelihoods.  
 
Recognising the importance of forests as a source of income for rural poor communities is the 
basis for the growing emphasis on community management of forestry resources.  Successful and 
failed forest management programs have shown that participation by local people, who often 
possess abundant site specific information, is not an option but a mandatory precondition for 
success (ADB 2001).  Community forestry involves strategies to increase the food and livelihood 
security of smallholder families and communities living in or near the forests.  Community 
forestry could involve the use and sale of non-wood forest products or in some cases the 
commercial harvesting of timber and non-wood forest products (ADB 2003c). 
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Box 4:           Community based conservation in Uafato village, Samoa 
  
Between 1992 and 2001, the South Pacific Biodiversity Conservation Programme (SPBCP) was carried out in 
12 Pacific Island Nations.  The programme was financed by the Global Environment Facility and the 
Australian Agency for International Development and implemented by United Nations Development 
Programme and the South Pacific Regional Environment Programme.  The project took a community based 
conservation approach and recognised the socio economic component of community based biodiversity 
management as an “effective lasting approach to poverty avoidance and alleviation” (Baines et al, 2002:4).   
 
In Samoa, the small village of Uafato was chosen for the project. Uafato is nestled at the edge of the beautiful 
Fagaloa Bay.  Surrounding the village is one of the country’s largest remaining intact stands of native forest in 
the country (1300 hectares) and houses the largest stand of the native Ifelele tree, which is the timber used for 
traditional woodcrafts.  This land is under customary tenure.  The people of Uafato had traditionally relied on 
the sale of forest products (carvings) and woven mats from pandanus trees as a source of income.  But a 1991 
cyclone which devastated the village and the continuos felling of Ifelele timber created pressure on the 
Uafato’s resources.  Further, the geographical isolation (poor road infrastructure and high travel times) has 
created problems of access to markets for the sale of goods.  
 
The SPBCP assisted with creating a conservation area for the forest (with a selective logging regime) and also 
the establishment of an eco-tourism venture.  Women’s groups also became involved in building fences to 
deter pigs from damaging pandanus palms (which provided a major resource for weaving). Replanting and 
rehabilitation activities were also undertaken. 
 
A review of the SPBCP highlighted several lessons learned, which can be passed on for future rural 
development and NRM projects:  

- Reject a ‘blanket’ regional approach when implementing regional programs due (mainly) to the 
complexities of different resource tenure arrangements within each country 

- Make use of all available resources such as rural development expertise given that practical, on-
ground experience was critical in understanding the various complexities 
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5.  Non-farm livelihood options for the rural poor 
 
Agriculture, especially in poor rural areas, is unable to provide sufficient work and adequate 
income for the growing rural population in land scarce Asian developing countries.  Consequently, 
the non-farm sector has grown in importance as a source of employment and income for the rural 
poor and more attention is being paid to strengthening the non-farm sector as a key element of 
poverty reduction.  In reducing rural poverty, the contributions from the farm and non-farm sectors 
are both critical to success.   
 
Strengthening the rural non-farm sector is important for the rural poor for two main reasons: 
 The direct agricultural income of the poor is not enough to sustain their livelihood, either 

because of landlessness or because of insufficient owned or tenanted land. 
 Wage employment in agriculture is highly seasonal, so that the poor value non-farm 

sources as a source of income and as employment supplementation.  As most rural non-
farm activities require little capital and generate more employment per unit of capital, they 
are quite suited to a poor household’s requirements (IFAD 2002) 

 
Non-farm activities linked to the service demands of successful farmers, such as construction, 
trade and transport, have a better chance of reducing poverty because the services feed off the 
increased income generated by the improved farm production and help create an environment for 
continuing growth (IFAD 2002).  The alternative low investment manufacturing and services 
(including weaving, pottery, food preparation and processing, domestic and personal services and 
unskilled non-farm wage labouring, are linked to poverty and should not be neglected (IFAD 
2002) 
 
South East Asia 
In South East Asia over the past three decades, there has also been a rapid decline in the 
agricultural sector’s contribution to the GDP and as a source of employment.  Yet, the evidence 
indicates agricultural household incomes have not fallen sharply, due largely to the growth in 
incomes from non-farm and non-agricultural activities (Booth 2004).  The importance of the non-
farm sector as a source of employment and income for the rural poor is reflected in the fact that the 
rural non-farm economy accounts for 20 to 50 percent of total rural employment (ADB 2000a).   
 
Diversification of household income has been an important factor in the decline of rural poverty in 
Indonesia and Thailand, and to a lesser extent the Philippines (Booth 2004).  In both absolute and 
relative terms, non-farm incomes are higher for relatively wealthy rural households than they are 
for poorer ones.   
 
Figure 4.  Indonesia: Percent of rural household incomes by source  
      (Derived from Booth 2004) 
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In Indonesia, for example, the poorest half of rural households obtained more than 70% of their 
incomes from on-farm sources (including farm labour), while the wealthiest 20% received less 
than half  (see figure 3) – possibly because farmers with more surplus agricultural income are able 
to invest more in the capital and education required.  Rapid rates of agricultural growth are linked 
to even more rapid increases in non-agricultural income (for example in Taiwan) (Booth 2004). 
 
Pacific 
In the Pacific, the majority of the population depends on rural-based activities for their livelihoods 
but there is little data to indicate the contribution of the non-farm sector to incomes.  The private 
sector in the Pacific is poorly developed with few large businesses except for a small number of 
natural resource companies that operate in Papua New Guinea and other island economies (ADB 
2004c).  Non-farm employment in largely to be found in the large informal retailing and services 
economy, but the scale is not known. 
 
A major challenge facing Pacific countries is providing satisfactory employment and livelihood 
opportunities for a rapidly increasing population labour force.  Youth unemployment is a 
particular problem, with attendant social and economic consequences.  The number of people 
looking for employment has been driven by high rates of population growth (particularly in 
Melanesia), a change in the age structure which has produced a demographic “bulge” of 
adolescents and young adults in some countries, and a growing need for cash incomes.  Formal 
paid jobs occupy around one fifth of the labour force in most PICs and in all countries, the growth 
of the labour force over the past two decades has substantially outstripped the number of new jobs 
in the formal sector – which were primarily provided by the public sector.  It follows that most of 
the new entrants have had to be absorbed into the informal economy and into agriculture, and this 
will continue to be the case for at least the medium term. 
 
5.1  Rural enterprise development 
 
Major components of the non-farm sector are Government financed public works and micro and 
small scale enterprises (MSE) engaged in manufacturing, trade, marketing and the provision of 
services.  If micro and small rural enterprise are to make a similar contribution to rural 
development as improved agriculture, a good understating is needed of the constraints facing rural 
enterprises and the kind of assistance necessary to overcome the constraints.  
 
The development of non-farm employment through micro and small enterprises requires support in 
a range of financial and non-financial services including improving access to financial services, 
entrepreneurship training, business management, access to cost effective technologies, business 
planning and market services.  The financial and non-financial services must be tailored to meet 
the constraints and difficulties encountered by medium and small enterprises in each location.  
Providing access to such services will require action by a range of stakeholders including 
government, donors, NGOs and local service providers (IFAD 2003). 
 
Governments have an important contribution to make in promoting the non-farm sector through 
creating an enabling environment by investing in improved transport and communication 
infrastructure and through specific policies to address the needs of individual non-farm sector 
enterprises.  Policy reforms that assist small and micro enterprises include: 
 liberalisation and streamlining of export and import regulations to lower barriers for small 

participants; 
 privatisation and regulation of monopolies to create opportunities for new entrants; 
 reform of banking regulations to encourage banks to compete and seek new markets; 
 reform of property rights and collateral regulations that impair the ability of small firms to 

receive loans (IFAD 2002). 
 
Providing access to appropriate financial services including microfinance for non-farm 
employment in micro and small enterprises in the Pacific and S.E. Asia is the focus of section 5.2. 
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Some of the largest microfinance providers in Asia in 
2002  (membership) 

Bank Rakyat Indonesia* Indonesia 27,045,000  
NABARD India  7,837,000  
BAAC Thailand  5,205,340  
BRAC** Bangladesh  3,410,000  
Grameen Bank Bangladesh  2,483,000  
ASA Bangladesh  2,136,000  
Proshika** Bangladesh  1,669,000  
BDB* Indonesia  405,000  
SEEDS*  Sri Lanka  260,000  
AKRSP / First 
Microfinance Bank** 

Pakistan 160,000 

SHARE India  125,000  
* data 2001 Source: Mixmaket, CASHPOR and organisations’ web sites.  

  ** data 2000   

 
Migration in order to find employment and remittance of income back to the rural areas is also a 
significant strategy in some countries.  This includes both internal and international migration.   
Internal migration includes that to urban areas (as in much of S.E. Asia), to jobs in “enclave” 
developments in rural areas (such as mines in PNG or tourism in Fiji), or to more favourable 
agricultural areas.  International migration and remittances are very significant in several countries 
of the region and further details on the scale and importance of remittances is examined in more 
detail in section 5.3.    
 
5.2 Financial services  
 
Microfinance describes “the provision of a broad range of financial services such as: deposits, 
loans, payment services, money transfers, insurance to poor and low-income households and their 
microenterprises”(ADB:2004) 
 
Broadly, there are three types of microfinance provider: 

• formal institutions and include organisations such as rural banks and cooperatives; 
• semiformal institutions include non-government organisations; 
• informal sources predominately at the village level, moneylenders and 

shopkeepers, family & friends. (ADB (2004) 
 
Institutional microfinance includes microfinance services provided by both formal and semiformal 
institutions. Microfinance institutions are organisations whose major activities is the provision of 
microfinance services. 
 
 
5.2.1 Microfinance in S.E. Asia 
 
South Asia, seen as the birthplace of modern microfinance, houses the largest microfinance 
institutions in the world, in terms of outreach, and also in terms of poverty focus and sizes of loan 
portfolios (See table 9 ).  

Table 8 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Despite this history, M-CRIL, the leading microfinance rating agency in the region, reports (Sinha, 
2002) poor performance of rated MFIs in the region. Approximately 20% of the rated 
organisations have achieved the highest rating grades, while rated organisations are generally far 
behind international standards described in the microbanking bulletin - MBB (Mix, 2002). For 
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example, the rated organisations disclose an average portfolio at risk (PAR)5 of 15%, instead of 
2% in the MBB, and a negative return on assets (unadjusted) of –4.8% versus 1.5% in the MBB.  
However, M-CRIL note that MFIs rated in the region, especially in India and Nepal are relatively 
young and therefore still subsidy-dependent.  
 
It is also important to compare these results with the information reported in the issue number 8 of 
the MBB of November 2002 (Mix, 2002), which states that financially self-sufficient MFIs in Asia 
were the most profitable among the reporting organisations, with an average Adjusted Return on 
Assets (AROA) of 6.1%. There is a valuable diversity of actors in the region, where large and 
prosperous organisations serve as example for nascent, financially weak organisations with a 
strong potential for growth. Recent benchmark surveys have demonstrated that Asia-based 
organisations operate under lower cost structures, and are generally more cost-efficient than 
elsewhere.  See Appendix 2 for a detailed description of microfinance in S.E. Asia countries. 
 
5.2.2 Microfinance in Pacific Island Countries 
 
The last two decades have seen numerous attempts made at replicating microfinance models in 
Pacific Island Countries (PICs). The methods used to transfer microfinance models from Asia, 
such as the Grameen bank’s model, has often ignored the specific challenges facing PICs, issues 
such as low population densities and geographical isolation from major economic markets. These 
and other cultural and demographic issues rally against microfinance being successful in the 
region. 
 
The demand for microfinance in developing countries in the Pacific is different to the demand in 
other countries. The population relies on agriculture, fishing and forestry industries for income. 
The population is sparse and remote, which places a limit on income that can be generated from 
microenterprises.  
 
In Pacific developing countries the most common reasons for wanting access to cash are to meet 
emergencies, for schooling, to meet traditional and religious obligations and for other basic 
necessities.  Cash is rarely demanded for starting a micro-enterprise or income earning activity, as 
is commonly the case in many developing countries outside the Pacific. (Liew 1997)  Thus there is 
limited demand for traditional microfinance activities.   
 
Papua New Guinea’s traditional economy featured a low level equilibrium of subsistence 
agriculture production, founded primarily on tubers as the staple crop. The people had relatively 
abundant land resources and employed comparatively simple techniques of production requiring 
minimal capital accumulation or investment. (2000:219 ADB Case Studies).  The majority of 
transactions occurred between family members. Credit and debt were couched in terms of the 
obligation one had to their family and not “impersonal, contractual relationships of the kind 
entered into by bankers (Conroy 2000:219).  Further trade with the ‘outside world’ was simply 
non-existent until more recent times.  Even into the 1950s, in much of the interior, patterns of 
internal trade reflected local resource endowments and were conducted largely by barter (Conroy 
2000:219). 
 

As Conroy (2000:219) identifies: 

Any judgment of the slow progress of financial sector development in PNG must take 
account of:  

o The relatively short history of the country’s contact with the international 
economy;  

o The absence of any monetary system in the traditional economy;  

 
5 PAR > 60 days 
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o The still uncompleted process of monetizing subsistence economic activities on 
which a majority of the population continues to depend. 

 
Numerous microfinance experiments undertaken in recent years in the Pacific have either 
struggled to maintain acceptance or simply fallen by the wayside. There are no sustained 
microfinance success stories in the developing countries of the South Pacific, and indeed the 
relevance of microfinance to the development challenges of the Pacific islands countries has been 
seriously questioned. Donaghue (2004:56) 
 
The Grameen Bank model has adapted so perfectly in Asia because the reliance on seasonal rice 
crops has meant that to survive, it is necessary to engage in market-orientated activities, which is a 
primary factor in determining the success of microenterprises. In subsistence based economies, 
such as those in the Pacific, households can generally produce enough food to survive, and have 
had no historical need to engage in market orientated activities. (Gregory 1999)  Subsistence 
farming cultures require differing microfinance models to meet their needs. 
 
McGuire, an advocate for microfinance models such as Grameen concludes microfinance has a 
potentially important role to play in Pacific Island Countries, both in encouraging cash-generating 
activities in the informal sector of the economy and in poverty alleviation (McGuire, 1997:6).  

There are a number of barriers to sustainable microfinance in the Pacific.  Not least of these is the 
low population base and dispersed nature of the PICs, which makes it extremely difficult to 
achieve economies of scale.  These problems are exacerbated by the fact that the most 
disadvantaged and vulnerable people tend to be concentrated on the outer islands or in the more 
isolated areas of the main islands (McGuire 1997:3). 

Other observers believe the Grameen Bank system of microfinance has the potential to be 
successful in the Pacific, however poor management, a lack of training for borrowers, the high cost 
of service delivery and lack of appropriate bookkeeping all impede any chance of success. 
(Kavanamur 1999) 
 
5.3  Migration and Remittances 
 
The growth of the global market economy has resulted in rapid change in the location of 
employment opportunities.  Increasingly, the poor have been forced to move across the country or 
across the world in search of jobs.  In the South East Asia and the Pacific region, migration in 
search of work and a livelihood has increased substantially. 
 
5.3.1  Internal and International Migration 
 
With the concentration of employment and other services (particularly educational) in the urban 
areas of Pacific Island Countries, rural to urban migration has been widespread in the Pacific.  In 
the squatters settlements of Port Vila in Vanuatu, around 7% of the families moved there for a 
better educational prospects for their children (Connell 2002) and in PNG, there is increasing 
movement of people to urban areas because of rural impoverishment (Connell 1997). 
 
In SE Asia, the number of nationals living abroad is far higher than in the Pacific.  The Philippines 
is the largest exporter of labour in the region, with over 4.1 million abroad and an estimated 
800,000 migrating annually.  (Bagasao, 2003).  Indonesia and Thailand also have large numbers 
working abroad, 2.4 million and 1.6 million respectively. (IOM, 2005) 
 
In the mid 1990s, around 400,000 people of Pacific ethnicity lived abroad.  Most migration in the 
Pacific stems from the Polynesian countries of Tonga and Samoa with significant migration of 
Indo-Fijians in recent times.  One-third of Samoans and one-quarter of Tongans live outside of 
Samoa and Tonga respectively (Skeldon, 1992). 
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5.3.2  Remittances 
 
Remittances from migrant workers have became an important source of external finance for many 
developing countries including those of South East Asia and the Pacific region (GDF, 2003).  
Formal remittance flows are estimated to be at US$72.3 billion per annum, becoming the second 
largest source of external finance for the sending countries, much higher than total official aid 
flows (GDF, 2003).  Of the twenty largest recipient countries of remittances in 2001, two Asian 
countries are listed; Philippines is listed at third with total remittance flows of $6,366 million and 
Thailand at eighteenth with remittances totalling $1,300 million (IMF 2002). 
 
The significance of remittances to Pacific Island Countries (PICs) has increased significantly over 
recent years.  In Fiji, remittances were recorded at around US$25million in 1999, which increased 
to US$125million in 2002 contribution 12.9%. to the GDP (Fiji Today, 06/10/2003).   For the 
PICs, migration and remittances have the greatest relative impact on societies and economies in 
the region (Skeldon (1992). 
 
Table 9   
Twenty largest recipients of remittances as a percentage of GDP (1990-2003 average) 
 
Rank Country Percentage of GDP 
2 Tonga 24 
4  Samoa 21 
7  Kiribati 18 
17 Vanuatu 9 

 Source: IMF World Economic Outlook, 2005. 
 
These figures do not include remittance transfers through informal channels (eg. hand-carriers, 
friends or relatives,) or in-kind remittances such as consumer goods.  In the Philippines, the 
‘money courier industry’ is quite often used to channel informal remittances (Abella, 1989).If 
informal remittances are included, the figure could be as high as US$100 and US$200 billion per 
annum (Sander, 2003). In another study, this informal component has been estimated to range 
between 10 to 50 percent in most countries (Puri and Ritzema, 1999). 
 
The informal system often provides an essential service where there are gaps in the formal 
systems, particularly in rural and remote areas. Informal systems are also increasingly used 
because it is the most straight forward (no paperwork), faster (1-3 days) and no transaction costs 
(Sander, 2003).  
 
The significance of informal transfer in the remittance-dependent countries of the Pacific has been 
highlighted by Brown (1995). For instance, ‘personal baggage’ for the transfer of remittances is 
widespread in the Pacific  (Brown, 1995).  In the case of Tonga and Samoa, remittances are 
equally important for both rural and urban households, with the rural areas showing marginally 
higher dependence (Brown, 1995).   
 
Official statistics commonly exclude domestic and intra-regional remittance flows which are 
generally much harder to measure. Nevertheless, one study notes that in Vietnam, 7 out of 8 
transactions received were from domestic remittances but they only constituted 50 percent of the 
volume (Sander, 2003).  As illegal migration from developing countries has increased, mostly 
from rural areas, remittance flows have increasingly been through informal channels (Puri and 
Ritzema, 1999).   
 
Maximising the development impact 
 
Remittance income appears to be quite heavily skewed in favour of relatively wealthy and urban 
households, reflecting the better financial infrastructure available in these areas.  A study in 
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Kiribati and Tuvalu notes that seafarers remittances create a major dependency among relatives 
with primary expenditure on daily consumption (Clark, 2004).   
 
Evidence on the development impact of remittances in developing countries suggests however, 
that: 

• Unlike other external financial flows, remittances a stable source of foreign exchange 
which is less prone to shocks in the environment (Ratha, 2003); 

• At the household level, remittances augment households incomes which can lift the 
household of out poverty (Ratha, 2003); 

• At the national level, remittances increase a developing country’s foreign exchange 
reserves (Ratha, 2003); 

• Remittances have been shown to be utilized for both consumption and investment needs in 
developing countries (Ratha, 2003); 

• Some preliminary studies have already shown the links between remittances and poverty 
reduction in developing countries.  Findings revealed that on average a 10 percent increase 
in international migrants from a country’s population can lead to a 1.2 percent to 1.6 
percent decline in poverty. (Adams and Page, 2003). 

• The development impacts of remittances in the Pacific have been raised by a number of 
authors such as Brown and Connell (1995) and Appleyard and Stahl (1995).   

 
Research on the impact of remittances on poverty is still at an early stage, but there may be 
significant potential to increase the poverty impact in rural areas through improved understanding 
of the mechanisms involved and strengthened financial infrastructure (including microfinance 
institutions) to support resource transfers to the rural poor. 

 
Improving the mechanisms for remittance flows 
 
In the Pacific, the financial infrastructure is at an early stage and in rural areas there is little or no  
infrastructure. Therefore, much of the remittance flows have been through informal channels such 
as ‘bag carriers’ and in-kind contributions.  
 
The financial infrastructure and outreach is relatively well developed in South East Asia as 
compared to the Pacific. Therefore, most remittances flows have been through official channels 
like banks, credit unions and microfinance institutions (MFI's).  
 
To date, most government approaches towards maximizing the development impact of remittances 
has been at the national level. For instance in the Philippines, these include legislative reforms 
granting incentives such as investment options, purchases of land, tax breaks etc (Bagasao, 2003). 
Governments of Thailand and Vietnam are also actively engaged in attracting remittances to their 
countries through the provision of incentives (Sander, 2003).  For instance, Bank of Thailand 
advises on investment opportunities for return migrants while the Philippines government has 
introduced pension plans and business ventures (Sander, 2003).  
 
In the Philippines, the country’s largest mobile phone company has introduced a text based 
remittance service to cater for some 8 million Filipinos working abroad. In the Philippines, some 
30% of the population of 84million owns a cellphone (IHT, 9/9/2004). This service provides a fast 
and effective solution for the transfer of remittances to a significant proportion of remittance 
receiving households.  
 
With estimates of remittance flows being as high as $93 billion, far exceeding ODA flows ($58 
billion) and debt flows ($44 billion) and increasing annually, remittances are an increasingly 
important resource for developing countries and deserve greater attention by development experts.  
Remittance flows have positive and negative consequences. On the down side, increased hard 
currency flows can result in exchange rate appreciation, inflation and higher interest rates.  But on 
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the positive side, such flows are stable, create no liability as in the case of debt, increase 
consumption and investment, and are often used for health care and education, thus having a direct 
development impact on the recipient. 
 
If more of the remittance flow passed through formal channels, it could create a source of capital 
for investment activities, which can lower the cost of capital and increase the savings rate in a 
country.  Considering the scale and importance of remittance flows, especially in the Pacific, 
urgent work is needed to improve the channels for remittances, reduce transaction costs, introduce 
new technologies that make remitting funds easier, and establishing new institutions to manage the 
flows.  Microfinance institutions could well develop appropriate mechanisms because of their 
links to remote areas.  It is an area where Governments have a role to play in creating an enabling 
environment.  Further work is also needed on the development impact of remittance flows and 
how the development impact in rural areas could be enhanced  
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6.  People centred approach to poverty reduction  
 
Central to overcoming poverty is involving poor people in the processes of development so that 
they share in the benefits of growth and development.  Encouraging the active participation of the 
poor and marginalised in development has many facets.  As discussed in Chapter 1, women, the 
landless and marginal farmers, Indigenous people, pastoralists and costal fishermen are more 
vulnerable to poverty that others.  Overcoming discrimination is an important step to empowering 
poor people to participate but so too is assisting the poor to increase their skills and knowledge 
(their human capital).  Strengthening the networks and the organisations of the poor (their social 
capital) is also an important step to empowering poor people to participate in civil society and 
influence the decisions and processes that affect their lives.  Government has a critical role in 
creating the environment that allows people to learn, work with others and participate in decision-
making and development. 
 
This Chapter argues the case for a people centred approach to rural development.  But the ability 
of rural communities, and of individuals within these communities, to realise the full potential of 
the opportunities available to them is also a function of a number of other variables and 
characteristics, including the social capital, information and communication, social exclusion and 
vulnerability to risk.  Thus we begin by looking at how the poor engage with society and the 
informal and formal structures in society that enable or hinder participation of the poor.  The 
importance of building human capital in rural areas is discussed and the opportunity for 
community partnerships as a new mechanism for delivery of services is offered.  Finally, the role 
of information and communication in opening the doors for participation is discussed.  Issues of 
risk and vulnerability are the focus of Chapter 7. 
 
6.1   Social capital and civil society 

Social capital and civil society are becoming common elements in any discussion of good 
governance, poverty alleviation, and rural development.  The role of citizens and the communities 
to which they belong is now part of almost any process to address the social problems of rapidly 
changing societies, including those in the rural areas of S.E. Asia and the Pacific Islands.   

Social capital is generally used to describe the underlying social relationships from which 
societies’ institutional arrangements emerge; and civil society refers to the non-governmental 
social institutions (NGOs, religious groups, trade unions, civic associations, business groups, etc) 
that mediate between the citizenry and the state (Van Rooy 1998).   
 
Building the capacity of community-level institutions that allow people and communities to take 
collective action on their own behalf through agreeing on priorities, undertaking planning and 
making decisions to effectively manage common assets and economic activities for the benefit of 
the community as a whole to has proven to be a valuable component of effective rural 
development.6 
 
Quality, rather than just quantity, of social capital is important, and in particular the balance 
between inward-looking and conservative elements that place a high value on local solidarity, and 
forms that are more outward looking and accepting of new ideas and risk.  The tribal and 
indigenous societies that are found in much of the Pacific and the more remote uplands of S.E. 
Asia are examples of the former, while the trading networks among Chinese minorities and others 
are examples of the latter. In general, both of these forms are important.  It is common in the 
Pacific in particular for commentators on development to cite the strong social obligations of clan 
relationships (notably the Melanesian wontok systems) as an impediment to development.  The 
challenge for rural poverty is to capitalise on, rather than replace, the existing, strong, social 

 
6 Examples include the self-help group movements in India; village organizations of the “rural support 
program” model in Pakistan, water user groups and watershed associations in many countries. 
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capital on these strong family and clan bonds.  This is a particularly vexed issue in the context of 
land ownership and use (see section 4.3.1 

 
In the context of social capital, civil society institutions help broker the relationship between 
citizens and the institutions of the state and private sector, and to promote “downward 
accountability”.  In the rural areas of S.E. Asia and the Pacific, there is considerable variation in 
the strength of civil society.  The history of Confucianism and centrally planned economies of the 
Mekong region, for example, has constrained the formation of formal civil society institutions, 
although party structures such as women’s or labour unions have fulfilled some of the same roles.  
By contrast, the Philippines has developed a rich tradition of independent civil society 
organisations.  In the Pacific, civil society institutions have been growing in influence, but are still 
weak relative to those of south Asia or much of S.E. Asia. 
 

A key challenge to effective a poverty reduction strategies in S.E Asia and the Pacific is fostering 
the networking elements of social capital in the context of strong familial and clan bonds. In many 
cases, family and clan groups are suspicious and hostile to external influences, impeding social 
development and constraining the types of civil society organisations that can flourish (Reilly and 
Phillpot, 2002).  In the Pacific, informal kinship networks are the major element of social capital 
holding the society together.  However, it provides an inadequate basis for formal institutions as 
these networks can also be inhibitors to the development of institutions, or at worse, be in conflict 
with them (Dhesi 2000). 
 
Building on existing social structures and the linkages between the formal and informal 
institutions already present in Asia-Pacific communities may be the most productive approach to 
establishing forms of social capital that are conducive to strengthening civil society and 
representative governance that can respond to poverty. 
 
In the Pacific this may be through the existing, well respected strong Church networks that to a 
large extent have the legitimacy to cut across and build links across clan structures.  In Vietnam 
and Laos the ruling party structures such a women’s’ unions and labour unions are often used in 
poverty alleviation and rural development processes.   
 
A common approach to build links within existing social structures has been to fund NGOs to 
undertake community development work in the form of the provision of services.  This has a 
weakness in that the NGO may not be able to forge the community bonds necessary for social 
capital development but rather simply become a channel for resources.   
 
The self-help group approach, strong in India and also in the Philippines, whereby groups of the 
poor, often women, come together as a savings groups has been effective in strengthening 
solidarity bonds and legitimacy amongst the poor.  So much so, that they are able to engage 
strongly in local level social and politic life (Kelly et al2004).  Existing civil society institutions 
including religious groups or NGOs usually facilitate these self-help processes but in some cases 
government departments or instrumentalities can play a role.  ).  The substantial experience in 
social organization in rural development in South Asia and elsewhere has yet to be translated on a 
large scale to rural development efforts in the Pacific. 
 
The self-help approach builds legitimacy and empowers the participants to take on more civil 
society functions.  An integral part of this approach is the ‘downward accountability’ to the 
members of the group and the role of the facilitating agent such as NGOs in ensuring there is 
strong local participation in the process. (Kilby 2004).   
 
6.2  Building the human capital of the poor: priority for women 

Building human capital is an important step towards ensuring strong sustainable and equitable 
growth to reduce poverty in rural areas.  Investing in service delivery systems – education, health, 
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water and sanitation – helps build human capital, lay the foundations for skilled and productive 
populations and ensure the poor can expand their range of choices, improve productivity and 
participate more fully in society (AusAID 2004b).   

Exclusion from the benefits of economic growth and participation in society commonly reflects 
discrimination on the basis of gender or poverty, although increasingly ethnicity, religion, and 
language are also emerging as major causes of discrimination. Women suffer more severe poverty 
and face greater hardship in lifting themselves (and their children) out of the trap of poverty. 
Women have unequal opportunities for access to education, employment and asset ownership.  
Without education, women enter a vicious cycle marked by few opportunities for employment, 
early marriage, poor child health care, limited knowledge of contraception use, and high fertility 
(IFAD 2002). 

The policy choices in dealing with human capital and social exclusion are complex and are more 
than merely investments in a particular sector such as health or education.  Demers (2003) 
identifies a hierarchy of objectives for effective inclusive processes.  These are: having social 
cohesion as the overarching goal; social inclusion as an objective that includes civic, political, 
cultural, and economic participation; and poverty reduction as an underlying objective.   

Living in rural or remote areas is an added factor in social exclusion.  A strong urban bias in public 
investment in human capital, whether that is in health, education, employment, or other support 
services is all too common.  The urban bias is compounded by the fact human capital investments 
made in rural areas deliver the greatest impact and highest returns (Timmer 2003 

Decentralisation as generally practiced has not been successful because the same inefficient and 
sometimes corrupt processes are replicated at local level.  But this does not mean that 
decentralised processes should not be pursued. 

A new approach to decentralisation may be to look at traditional village councils.  In Samoa, the 
village council system elects a chief who has no local bureaucracy, little if any taxing and 
spending authority, but has responsibility for village by-laws, order in the village, and liaison 
between the government, and the community on Government policy and the like (Schoeffel, 
2003).   

This approach to decentralisation puts in place a mechanism for ‘downward’ accountability of 
public services, without the disadvantages of rent seeking and inequitable outcomes when 
spending and taxing powers are decentralised.  The involvement or re-emergence of traditional 
systems such as village councils, which serve as a liaison and accountability mechanism for local 
government, is one way of focussing services efficiently into rural areas. 

6.2.1  Reaching remote areas 

For rural development in South East Asia and the Pacific, the per capita cost of providing services 
to remote rural areas is higher than the more settled areas.  In the Pacific the problem is even 
greater, as the cost of transport in either the rugged terrain of PNG or the dispersed islands of some 
Pacific states makes the per capita cost of providing even the most basic education amongst the 
highest in the world.  The per capita figures for the amount spent on education in these contexts do 
not provide any indication of the quality of education, or a valid argument not to provide further 
support.  For example, in Papua New Guinea education investment is double the developing 
country average but performance still remains poor (Gibson and Fatai n.d), and is among the 
lowest in the world (UNDP 2004). 

Because of limited capacity to further increase resource flows to basic services in remote areas, a 
stronger focus on broader human development using the communities own resources is a more 
appropriate approach.   

If human capital is to be developed in a systematic and equitable way then affirmative action 
processes are required to bring marginalised groups in, whether they are remote communities, 
women, tribal people, ethnic or religious minorities, or remote communities  It is the process of 
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exclusion and the lack of focussed programs, which lead to poor development outcomes and 
endemic poverty (Shafie and Kilby 2003).   

Undertaking affirmative action programs is not easy: as powerful interests in communities may 
resist these programs and try to secure the benefits for themselves.  Overcoming social exclusion 
also requires time to strengthen local capabilities to self-manage programs.   For programs 
focussing on the marginalised to succeed, an approach is required that recognises both the time 
required to achieve change, and the level of flexibility needed to ensure these affirmative action 
programs can succeed (Kilby 2004b).  In practice this would require a commitment to an area well 
beyond the normal project time frame of three to five years.  Commitments of a decade or more, 
together with a focussed affirmative action program that includes not only women, but also other 
key minorities or groups of marginalized people may be needed to affect lasting change. 

A more sophisticated approach to decentralisation that goes beyond mere political decentralisation 
to lower levels of government, will require a focus on the community and community partnership 
in the delivery of key services.  It will require an approach that builds social capital and social 
cohesion by including the marginalised into these processes through affirmative action policies to 
ensure equity of access for women and ethnic minorities. 

 
6.2 2  Effective participation for women  
 
In most developing countries women play an important role in agriculture, contributing to food 
security.  However, a number of studies by FAO have shown that women in agriculture have been 
the last to benefit from economic growth and development (Madeley 2002).  Despite increasing 
their role in agriculture, the feminisation of agriculture, women have not benefited and gender bias 
has remained strong in rural areas.  Factors contributing to the rising poverty of women include 
insecure land tenure, weak access to basic social needs like health and education, and the effects of 
various forms of discrimination against women (IFAD 2002).   
 
Women commonly do not have land rights.  Their access to land is primarily through their 
relationship with a man, generally as a wife.  For example, a case study in a village in northern 
Thailand revealed that although 95 percent of women worked on the land with men, only 25% of 
women had land rights in contrast to the fact that 50 percent of the men had land rights (PAN AP 
2002).  Although women participate in agriculture their lack of assets limits their access to other 
productive resources. The fact that agricultural land remains mainly in the names of men 
constrains women’s ability to make investments or to use it as collateral for loans (IFAD 2002). 
 
Gender inequality also leaves women far more likely than men to be illiterate, a further barrier to 
lifting themselves out of poverty.  The exclusion of women from education has severs effects on 
their ability to participate as income earning processes.  Lack of land ownership can further 
exacerbate lack of learning opportunities for women.  Because women in agriculture are usually 
seen as workers not owners of the land, training is targeted to the men although it may well be the 
women who have the primary responsibility for the farm production and consequently the men 
must pass on the learning. 
 
In the South East Asia-Pacific region, gender inequalities exacerbate the effects of poverty, with 
females being forced to stay home as the primary carers, sometimes forgo education and thus limit 
their long term income earning capacity. 
 
The Gender Related Development Index (GDI) aims to capture the inequalities in achievement 
between men and women and is a key indicator of the United Nations Human Development Index.   
The GDI incorporates life expectancy, literacy and enrolment in education as well as earned 
income as a measure of standard of living.  As can be seen from the table below, the greater the 
disparity between men and women, the lower the index.   
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Table 5:  Gender Related Development Index 
Country GDI Value GDI  Rank* 
Thailand 0.766 61 
Philippines 0.751 66 
Fiji 0.747 69 
Viet Nam 0.689 87 
Indonesia 0.685 90 
Cambodia 0.557 105 
Papua New Guinea 0.536 106 
Laos (People’s Dem Rep) 0.528 107 

*Out of 144 countries Source:  UNDP Human Development Report (2004) 
 

 
Programs to strengthen the capabilities of the rural poor must take into account the current status 
of women’s role in agriculture and gender discrimination.  Increasing the capabilities of the rural 
poor must start with increasing the opportunities and developing the capacity rural women. 

6.2.3  Community Partnerships 

Community partnerships can also be an effective mechanism for the delivery of services.  A 
simple example of this is the role of parent teacher associations in school management, school 
maintenance and teacher support in poor remote communities across SE Asia and the Pacific.  
Similarly, water management committees found across Asia are a good example of farmer groups 
taking responsibility for operating and managing water distribution and providing low level 
maintenance of small and medium scale irrigation systems. (Uphoff 1992).  Self-help groups 
found in South Asia and Philippines are yet another way in which communities take a greater role 
in local level service delivery.   

Community control could be extended beyond the traditional areas of school and water 
management, into other areas such as infrastructure maintenance, and public health.  The issue is 
how to put sufficient incentive structures in place so it is worth the community’s investment of 
time, and in some cases money, to manage these processes.  The other benefit that follows is that 
the mere act of participation in these groups is an empowering process for the poor and 
marginalised (Kilby 2004b).   

NGOs have commonly played an important role in these processes but they need not be the only 
players.  Government departments have facilitated these processes and the religious bodies 
likewise can have a role.  The approach to delivery is usually situation specific; if there are NGOs 
in an area, they may be used but if there are not, other options include using enthusiastic 
government officials or encouraging the local church, temple or mosque to be involved. 

6.3  Information and Communication  

Information and communication is critical for effective poverty reduction in rural areas.  New 
technology has had a major impact on developed and urban societies, but has yet to fully realise its 
potential in improving the lives of the rural poor of the region.  ICT for development (ICT4D) cuts 
across all sectors of development including agriculture, commerce, education, environment, and 
governance.  To achieve the best possible development outcomes from the opportunities that ICTs 
present, it is important to bring together ICT and development sector practitioners to explore 
needs, challenges and opportunities. 

In some places such as remote mountainous rural areas of the Pacific and SE Asia and the 
dispersed island states in the Pacific communications are extremely difficult.  In the Pacific, ICT is 
being increasingly used in regional health for data collection, public health promotion activities, 
medical education initiatives, health-related knowledge centers (i.e. web sites and e-mail lists), 
national medical education systems in Fiji, national health systems of Fiji and Samoa, national 
health research in Fiji, and flexible distance learning by extension in the Solomon Islands.  Multi-
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media CD-based health training (focusing on infection prevention and control) has been 
successfully used in the Pacific. 

In S.E. Asia, ICT is being used to explore new means of communication between agricultural 
research scientists and as an extension tool for farmers. See Box 5.   

In some circumstances, ICT can itself marginalise the poor even further by widening the gap 
between rich and poor thereby increasing the marginalisation of many communities (Madon, 
1997).    

 

 
In the remote areas of S.E. Asia, the mountains of PNG, Western Indonesia and Mekong, and the 
islands of the Pacific, ICT offers access into remote areas either land or sea transport is very 
expensive.  The potential for ICTs to help overcome isolation is particularly relevant, although 
small populations and high unit costs will need to be overcome.  There is, however, some promise.  
Innovative use of HF radio, for example, has enabled rural people in remote areas of the Solomon 
Islands to use email7, and recently a network of telecentre providers in the Pacific has been formed 
(FDC 2004).  The implication for the promotion of information and communications in poverty 
alleviation is less about the technology and technology transfer, than what works in local contexts 
Ensuring people in remote areas, often largely information technology illiterate, have the skills to 
access the technology is equally critical. 
 

 
7 People First Network. www.peoplefirst.net.sb 

Box  5 
Using ICT for agricultural research and extension in remote Indonesia 

 
CSIRO Sustainable Ecosystems together with the Australian Centre for International Agricultural Research 
(ACIAR) are developing the potential of Information and Communication Technology (ICT) to help 
Australian and Indonesian researchers to work more effectively together.  Their initial focus is on Sulawesi 
and Lombok in Southern Indonesia. 
 
Increasing security concerns and the emergence of SARS and ‘Asian Bird Flu’ have resulted in travel 
restrictions, and limited CSIRO's ability to operate in many countries.  Additionally, collaboration on 
international research projects is expensive in both time and resources as many interactions involve 
international travel and face-to-face meetings.  The Internet provides the opportunity to substantially reduce 
the transaction costs of interactions between researchers at different locations, and between researchers and 
their clients, and also to enhance the timeliness, flexibility and effectiveness of such interactions.  
Evaluation of Internet-based video conferencing and collaboration applied within Australia has 
demonstrated a preference by researchers and their clients for telecollaboration once certain technical and 
knowledge constraints are overcome. 
 
Investment in low-cost, low bandwidth, PC-based Internet video-conferencing and application sharing 
provides exciting possibilities for connecting scientists in developing and developed countries.  The 
technology exists to allow researchers in Australia and elsewhere around the world to communicate in real-
time, sharing applications and communicating via video and audio connections from their own computers.  
Discussions on research plans or complex data sets can be had by sharing spreadsheets (or any application), 
with control over the commonly viewed application passed between participants as necessary. This is all 
achieved using low cost, off-the-shelf PCs connected to the Internet.  The need for travel is undoubtedly 
lessened.  The support for remote researchers and their clients is enhanced. 
 
Preliminary results from research in Indonesia are already changing the way scientists work together.  
Mobile phone based SMS has replaced email as the primary form of communication between Australian 
and Indonesian researchers- due to it's low cost, high accessibility and robust operation in remote areas.  
Researchers in Lombok (a small island near Bali) are using SMS to communicated with local farmers: often 
answering up to 5 farmer originated questions a day.  SMS is used by researchers to order library reprints, 
order fertiliser and grain, and to share research data. 
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Recent discussions in the Pacific identified the restrictive ICT policy and regulatory environments 
in some countries as serious barriers impeding the application of ICT to achieve human 
development outcomes.  There is concern that opportunities are being lost because of policy and 
regulatory constraints that prevent ICT being applied more fully to the achievement of 
development outcomes, including health outcomes, for the peoples of the Pacific.  
 

The introduction of ICT into poor communities can also have implications for the government 
apart from the cost of installation.  ICT can increase the demands from poor communities for 
accountability and transparent governance.  ICT can contribute significantly to strengthening civil 
society and be a powerful tool for building social capital.   

The demands that civil society place on governments to be more accountable and transparent  and 
to create an enabling environment for effective participation are the focus of the next Chapter. 
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7.  Risk and vulnerability 
 
Vulnerability can be defined as the susceptibility of an individual or group to the adverse 
consequences of risk factors.  The capacity of the rural poor to take advantage of livelihood 
options will in part be determined by their levels of vulnerability and resilience (their ability to 
withstand risks to which they are exposed).  Many risk factors are themselves external to the 
household – including political and security risks; economic shocks, environmental risks and 
health risks – and could equally easily be considered as elements of the “enabling environment” 
described in the next section.  Others, notably including poor health, disability or death of a family 
member, are internal. 
 
The capacity of the rural poor to take advantage of options will in part be determined by their 
vulnerability as well as their resilience or ability to withstand the various risks to which they are 
exposed.   
 
Risk is the likelihood of occurrence of shocks and stresses which can be either external or internal 
(DFID,2004).  That is, risks range from external shocks that will affect the nation as a whole to 
internal shocks that will create effects at the rural household level.  The extent of impact that a risk 
event will have on the rural poor depends on the vulnerability of the affected individuals, the 
magnitude and length of the event and the resilience of the individuals affected to withstand the 
risk.   
 
The United Nations Economic Vulnerability Index is a composite index consisting of five equally 
weighted components falling into the broader themes of (i) Structural Handicaps (ii) Magnitude of 
External Shocks and (iii) Exposure to External Shocks. This index is used as a criterion for entry 
as a Least Developed Country (LLDC) category that includes the following countries from S.E. 
Asia and the Pacific: 

 
Table 11:  Economic Vulnerability Index   

for Least Developed Countries in SE Asia-Pacific 
 

Cambodia 49.7 
Kiribati 64.8 
Laos 43.9 
Myanmar 45.4 
Samoa 40.9 
Solomon Islands 46.7 
Timor Leste n/a 
Tuvalu 70.3 
Vanuatu 44.5 

Source: UNESCAP, 2004 
 
 
A country is subject to endogenous (generated within country) and exogenous (coming from 
outside the country) shocks.  The magnitude of the shock usually impacts on the country as a 
whole but may also lead to lasting and intense effects on the rural poor.   
 
The following graphic is an illustration of the various risks with a few examples outlining their 
impact on the nation or individual household.  
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Figure 5:  National and Household Risk 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Charles et al, 1997; FDC, 2004 
 

Communities in S.E. Asia and the Pacific face increasing vulnerability because of a number of 
risks: 

 health, through HIV/AIDS, and exotic diseases like SARS and bird flu;  

 environmental, through global climate change and the consequent increased frequency of 
catastrophic events;  

 economic, due to an increase in the depth of poverty, leaving the very poor more 
vulnerable to economic shocks; 

 political instability, with the rise of more extreme religious and political groups across the 
region, and a general poor level of governance in many of the region’s states.   

The poor generally bear the brunt of increased risks for the simple reasons that they do not have 
the necessary reserves of assets and savings or the range of options to cope that the non-poor may 
have. It is the also the more marginalised groups of poor that bear the worst of these shocks and 
suffer more grave outcomes from hazard events (Yodmani 2001).   

 
Managing risk is essential to securing livelihoods.  Risks often cannot be removed, but can be 
ameliorated by interventions aimed at local level to secure livelihoods, remove or smooth income 
fluctuations, and to extend the outreach of information – including early warning systems. 

 

 

 

NATIONAL/EXTERNAL 
 

• Political Unrest (Eg. Fiji Coup, 2000)  
• Environmental (Eg. Taro Blight in Samoa, 

1993) 
• World Markets (Eg. Coffee Prices and 

 Vietnam, 2000) 
• Economic (Eg. Money laundering in Cook 

Islands, mid 90’s) 

HOUSEHOLD/INTERNAL 
 

• Illness or Death of Family Member or 
Village Leader (refer Box: Samoa and 
Fa’alavalavae Tradition) 

• Unemployment 
• Family member living abroad becomes 

unable to remit 
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7.1  Health Risks 

In the last few years, health risks in S.E. Asia have increased dramatically.  HIV is spreading at an 
alarming rate in the Asia-Pacific region where 60 percent of the world’s population live.  One 
million people were newly infected with HIV in the region in 2003 – one fifth of all new infections 
globally.  This brings the total living with HIV/AIDS in the region to 7.4 million.  It is predicted 
that the region will account for 40 percent of all new infection by 2010 (AusAID 2004).  
Cambodia has the highest adult prevalence rate in Asia, followed by Thailand and Myanmar while 
the rate in Papua New Guinea is second in the region to that in Cambodia (UNAIDS 2004). PNG 
reports the highest rate of HIV infection rate in the Pacific with over 50,000 people estimated to be 
living with HIV/AIDS.  The economic and social impact of AIDS in PNG could be devastating.  It 
is estimated that if present trends continue, the labour force could be reduced by as much as 37.5 
percent by 2020 and GDP could decline by up to 7.5 percent, compared to the baseline prediction 
in the absence of HIV/AIDS (CIE 2002). 
 
Agriculture sector workers, the producers of cash crops are often the first affected by HIV/AIDS 
due to the labour intensive nature of production.  In rural areas, vulnerability is worsened due to 
fewer testing and surveillance facilities and poor health infrastructure and delivery (UNAIDS, 
2004)  Women and girls suffer the additional burden of being unable to access to services due to 
cultural traditions and social structures.  Farmers may be forced to migrate in search of alternative 
work (sale of labour for construction in cities, mining, fishing crews etc) and remit to the rural 
household.  If HIV/AIDS is contracted in the city, remittances home may be substituted for 
medical expenses or worse, halt completely thus pushing the rural household into further poverty. 

 

In addition to HIV/AIDS, there are the new exotic diseases that have entered the environment and 
can flare up in dramatic ways such as the Asian bird flu virus which reached crisis proportions in 
Thailand in 2004, and SARS that rapidly spread across Asia in 2003.  In addition the general 
decline in public health expenditure for many poor countries also means that the established 
diseases such as malaria and the like will continue to be a real threat. 
 

7.2  Environmental Risks 

The environmental risks are well documented ranging from the threats to low lying Island states as 
a consequence of rising seal levels; to increased extreme weather events whether they be droughts, 
cyclones, or flooding due to climate change and global warming.   Many countries in the Asia 
Pacific region lay in active geo-tectonic zones and face high risk of earthquake or volcanic 
activity.   

In addition, there are the more direct human dimensions to environmental risks, including resource 
misuse such as uncontrollable and unsustainable logging (MCED, 2000), large dam development, 
and rapid urbanisation.  For the Pacific, the Marshall Islands, Kiribati and Tuvalu have been 
classified as the countries at highest risk from rising sea levels (Charles et al, 1997).  Some of the 
risks are intractable (at least in the short to medium term) such as those associated with global 
warming, but their effects can be mitigated with good planning and policy.   

The risks ensuing from human interventions can be dealt with more directly, the problem is that 
the actual level of risk is sometimes not full understood.  The scale of urbanisation in the Pacific 
Island states is a case in point: here the environmental and social risk associated with this 
processes are not being sufficiently addressed.  It not only means better planning, but more 
importantly it requires capacity building to reduce the risk of social vulnerabilities associated with 
urbanisation (Cocklin and Keen 2000).    
 

7.3  Economic Risks 

The changes brought about by globalisation brings its own set of risks that can affect whole 
countries, such as occurred during the Asian economic crisis, or affect specific communities; such 
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as the downturn in tourism as a result of terrorist attacks; or specific sectors that might be affected 
by the reduction of tariffs or bilateral trade agreements.  The poor are most affected by these 
changes simply because they, have the most insecure employment, and so are the first to be 
affected with adverse changes in economic fortunes.  
 

7.4  Political risk 

The rise of political and religious extremism in various parts of the S.E. Asia, but less so in the 
Pacific, is one of the key risks contributing to economic and political instability in the region..  In 
confronting these risk, there is a need to address the underlying causes that motivates 
sympayhisers to join these groups, and the tacit if not active support that various communities may 
give to the extremist groups.  Increasing community participation in governance and local level 
political accountability can lead to a greater level of trust in the political processes and a decrease 
in support for the more extreme groups and the solutions they offer. 
 
7.5  Corruption 
Corruption is a systemic problem in South East Asia and the Pacific.  The problem of corruption is 
that it places a high cost on governance. Scarce economic and social resources are lost in 
corruptive activities, which could otherwise be used in servicing poor people’s needs (Weatherbee 
2004: 183). 
 
Corruption not only diverts money away from spending on services to the rural poor but it also 
places enormous stains on individual’s livelihoods. In many countries bribery is the means to 
achieve many tasks and is so entrenched that services are only delivered when addition bribery 
money is transferred to a government official. Essentially corruption diverts money from the poor 
to the rich (Siwatibau 1997 cited in Crocombe 2001: 512). 
 
The international corruption-fighting non-government organisation, Transparency International, 
developed the Corruption Perception Index as a measure to rank countries on their perceived level 
of public sector corruption.  It is a composite index, drawing on numerous surveys to determine 
the level of corruption that exists among public officials and politicians. Issues that are looked for 
include the misuse of public power for private benefit, bribe-taking by public officials. Of the 146 
countries ranked in Transparency International’s 2004 Corruption Perception Index, Myanmar 
ranks the lowest at equal 142nd, Indonesia is a close second at 133, Vietnam and the Philippines 
both rank at equal 102 and Thailand rates the highest at equal 64th.  Papua New Guinea ranks the 
same as Vietnam and the Philippines at equal 102nd (TI 2004).  
 
What has become clear in South East Asia is that civil society is playing an increasing important 
role in curtailing corruption. This is particularly true in the political sphere where civil society is 
placing pressure on leaders to deliver on what they promise. 
 
Similar trends are emerging in the Pacific whereby communities are beginning to want more 
accountability and transparency of their government. Civil society through NGOs and the media 
are placing pressure on governments to prove how they are spending the countries money.  The 
evolution of a more professional media sector has resulted in increased government accountability 
and transparency (AusAID 2002).  Governments are beginning to respond to people’s calls and in 
Papua New Guinea for example prosecutions are occurring in the anti-fraud squad (AusAID 
2003). 
 
7.6  Vulnerability in the Pacific 
 
Many analyses of poverty in the Pacific emphasise vulnerability as a major characteristic.  High 
levels of risk and vulnerability are a feature of people’s lives in most small island states. 
Contributing factors include narrow economic bases that are vulnerable to external economic 
shocks, lack of economic diversity, and exposure to natural disasters and climate change. 
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Traditional attitudes, production and social systems have consequently evolved with a high 
premium on risk mitigation. Work by the Commonwealth Consultative Group on Small Island 
States has attempted to measure vulnerability of countries. All of the Pacific Island Countries, 
except PNG, are classified in the highest quintile of vulnerability (Commonwealth Secretariat 
1999) Adjusting these countries’ GDP/capita by their vulnerability index drops their GDP/capita 
ranking by 30-60 places. Only PNG, with its larger resources and more diversified economy, ranks 
in the middle quintile of these indices – although it too has endured a number of serious and costly 
natural disasters in the last 10 years.   
 
Several Pacific Island Nations, along with countries in S.E. Asia (East Timor) and the Caribbean 
have been classified as Small Island Developing States (SIDS).  Small Island Developing States 
face particular risks, including:   
 
Smallness 
Small populations generally results in a small tax base and limited government revenue to supply 
the same institutions that larger country counterparts can maintain at a lower cost (i.e. smaller 
economies cannot capture the economies of scale that larger ones can).   This effectively ‘keeps 
small economies small’ thus creating challenges for growth and the development of domestic 
markets and production. 
 
High external focus 
The concept of smallness is closely linked to the fact that small states place a high focus on 
external markets, due to limited industrial production in-country.  This leads to high import to 
export ratios and limited skills base of the local population.   
 
Small producers are very vulnerable to external events thus leaving small nations with a greatly 
reduced degree of economic sovereignty and limited capacity to control domestic economic 
variables’ (Charles et al, 1997).  Many small countries commonly experience a loss of talented 
young people or a ‘brain drain’ with skilled or educated workers seek better opportunities abroad 
(Asian Development Bank, 2004). 
 
Dependence 
Many small states are dependent on Official Development Assistance (ODA) to finance their 
development program, recover from shocks or even finance recurrent government expenditures 
(Asian Development Bank, 2004).   There is a lack of data for most South East Asian and Pacific 
countries, with regards to dependency ratios however total aid flows in East Asia and the Pacific 
are trending downwards with a decrease from 16 to 13 percent of the world’s total from 1997 – 
2002.  Nevertheless most Pacific Island nations still fall into the top 100 countries of economic aid 
per capita, due mainly to their small populations.  
 
Many Pacific Island Nations exhibit a high reliance on remittances (from family members working 
abroad). (See section 5.3.2)  
 
Conclusion 
There is a clear link between rural poverty and the vulnerability and risk factors that exacerbate the 
marginalisation of poor people in the region. 
 
For the Pacific, the effect of smallness, a high external focus as well as dependence on overseas 
aid, will create challenges for the rural poor to diversify their income and productive capacity and 
integrate into global markets.   
 
South East Asia and the Pacific must also cope with the effects of globalisation, address gender 
inequalities and cope with threatening health crises such as HIV/AIDS.  For the region, access to 
health and education services, particularly in isolated areas, will increase the vulnerability of 
individuals if left unchecked.   
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Accounting for risk and vulnerability factors is being increasingly integrated into government, 
NGO and donor policy as a standard component of sustainable development.  This is in keeping 
with the recognition that if the rural poor are to cope in an environment where risks (both internal 
and external) occur, it is optimal to work towards reducing their vulnerability (to the extent that is 
possible).    
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8.  Supporting an enabling environment 
 
Rural poverty cannot be addressed in isolation from the political, economic, environmental, social, 
cultural and spiritual values, structures and systems that set the context in each country.  If rural 
poverty is to be reduced, all the various factors need to create an environment that supports the 
poor in their initiatives to overcome poverty and enable their effective participation in 
development.  The key aspects of this environment that broaden livelihood options and capability 
are: 

i.  A supportive public sector and public services, including: 
• Effective governance and institutions that are relevant to the rural population, including 

maintenance of the rule of law 
• Public policies that effectively support, or at least do not disadvantage, rural livelihoods 

and the rural economy 
• Provision of effective public services that are accessible and relevant to poor rural 

communities, including: 
− Social services such as health and education 
− Essential public infrastructure, including transport, power, water and 

telecommunications, that promotes rural economic growth.   
 

ii.  The diversity and strength of the private sector and of commercial activity in rural areas, 
particularly including the degree of outreach of agricultural markets and trade, agribusiness, 
and financial services into areas where the rural poor live. 
 
iii.  A sustainable biophysical environment – particularly including soil, water, forests and 
marine environments – that can continue to support the livelihoods of populations in future 
generations. 
 
iv.  Benefits from globalisation and trade that exceed the costs to the rural poor.  Agricultural 
trade issues are of particular importance. 

 
8.1  Governance 
Governance can be broadly defined as the traditions and institutions by which authority in a 
country is exercised (Kaufmann et al 1999).  Governance is far reaching and has multiple layers in 
the international, national, regional and local spheres and for it to be considered good it should be:  

• Transparent - free flow of information is guaranteed: processes and institutions are 
directly accessible to those concerned; 

• Accountable - decision makers in government, the private sector and civil society 
organisations are accountable to the public, as well as institutional stakeholders; 

• Participatory - differing interests are mediated and broad consensus is reached on 
political, social and economic priorities;  

• Based on the Rule of Law - legal frameworks are fair and enforced impartially; 
• Efficient and Effective - processes and institutions produce outcomes that meet needs 

whilst making the best use of resources.  
(UNDP 1998 cited in Gonzalez and Mendoza 2002: 142-143) 

 
Governance is about the management of society and the role of governments is but one part of the 
process. Governance therefore essentially becomes a three-tiered equation, made up of the public 
sector, the private sector and civil society (Huffer and So’s 2000: 2).  In recent years governments 
are becoming less important in managing society. Businesses are becoming a larger play and civil 
society - made up of churches; unions, media, universities and NGOs are beginning to play a 
pivotal role (Crocombe 2001: 543).  
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8.1.1  Good governance, economic growth and development  
Good governance is important for economic development and tends to be conducive to increased 
foreign direct investment (FDI). Good governance is also a pre-requisite for a healthily functioning 
market (OECD 2002: 5; Kevleers 2004: 3). Similarly it is one of a number of determinants for 
Foreign Direct Investment along with market size, the overall business environment and 
infrastructure (OECD 2002:2).  Good governance is important because it reduces risk and 
vulnerability for firms wishing to invest and consequently improves the likelihood of economic 
growth and FDI, which is a catalyst for development and poverty reduction through job creation 
and more government revenue that can be invested into the poor (OECD 2002: 1).   
 
Public sector economists argue that one of the conditions of sustained economic growth is good 
governance and consequently improved governance enhances growth, which ultimately alleviates 
poverty. The view that good governance helps relieve poverty is central to several donor strategies 
(including World Bank, ADB, and AusAID) (Bhatta 2002: 2). Recent evidence suggests that there 
is a strong causal relationship between better governance and higher development outcomes such 
as higher per capita incomes, lower infant mortality and higher literacy (Kaufmann et al 1999: 1).  
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
It is, however, clear that poor governance has a deleterious effect on the poor by both direct and 
indirect means, including:  

• Weakening the economy as a whole which affects everyone including the poor; 
• Frightening off foreign investment thereby slowing the economy; 
• Diverting funds from the provision of services and infrastructure for the poor 
• Forcing a direct burden on livelihoods through extortion by officials; 
• Excluding the poor from decisions which affect them and the country as a whole. 

 (ADB 2000) 
 
 
 
 

Box 6. Governance and growth in Fiji  
 
One just has to look at Fiji to see the impact that deteriorating governance has on a 
countries economy. The graph below shows a significant decline in real GDP growth 
during a period where there was severe political unrest in Fiji. Many industries, 
particularly tourism were affected during this crisis, which had a detrimental impact on 
many poor peoples livelihoods (AusAID 2003: 9).  
 

 

 

 

(DFAT 2004) 
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8.1.2  Governance in South East Asia and the Pacific 
 
The most comprehensive assessment of the quality of governance in the S.E. Asia Pacific region is 
that undertaken by the World Bank.  Performance is assessed against six aggregate governance 
indicators. 
Voice and Accountability 
-Captures the process by which a government authority is selected and replaced, includes 
consideration of the political process, civil liberties, political rights and the independence of the 
media; 
Political Stability and Absence of Violence 
-Involves measuring the likelihood that a government will be overthrown or destabilised by violent 
or other unconstitutional means; 
Government Effectiveness 
-Assesses the quality of bureaucracy, the competence of civil servants, the independence of the 
civil service from political pressure, and the credibility of the government’s commitment to 
policies; 
Regulatory Quality 
-Measures whether policies are unfriendly to the market, including examination of price controls 
or excessive regulation; 
Rule of Law 
-Determines whether a country has established fair and predictable rules, which allow for 
economic and social interactions; 
Control of Corruption’ 
Concentrates on the effectiveness of action to stamp out corruptive activity of businesses and 
political institutions. 

(Kaufmann et al. 2004: 1-4) 
 
Using these assessments, the following two graphs illustrate the quality of governance for a 
number of South East Asia and Pacific countries. From graph 1 it can be seen that the South East 
Asian countries of Vietnam, Thailand and the Philippines have relatively high levels of 
governance as compared to Myanmar, Indonesia and Laos. Similarly the countries of Kiribati and 
Samoa have higher levels of governance than Papua New Guinea and Tonga. (World Banka 2004).  
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Figure 7 
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(World Bank, 2004) 

In the Pacific, the issues of good governance and reform of public institutions have dominated 
thinking in the international development community in recent years.  Promotion of good 
governance is one of the major pillars of nearly all donor programs in the region.  However, the 
differential impact of governance and public services on the rural poor is not always analysed or 
adequately built in to the policy making process.  It will take some years before the impact of the 
governance focus on rural poverty becomes clearer.  However, some early signs seem to indicate 
that a tendency to focus at the central government level, and the absence of more direct stimulation 
of rural growth, or explicit linkages with the lives of the rural poor, may have undermined the 
impact of governance and structural reforms on economic growth and poverty reduction.8 
 
8.2 Providing effective  public services 
 
Efficient and extensive service delivery of education; healthcare, road maintenance, water and 
sanitation are lifeblood for the rural poor. These services empower rural people to live healthy 
lives and access opportunities to support their livelihoods. But in both the Pacific and South East 
Asia poor service delivery to the rural poor is a major issue, because: 
 Very little of government budgets are spent on poor peoples service delivery; 
 Lack of access to the rural poor makes service delivery difficult and costly; 
 Money allocated often doesn’t reach frontline services; and   
 Service providers themselves are often weak, and/or corrupt  

(Devarajan and Reinikka 2003: 46) 
 
In South East Asia many countries spend an insufficient percentage of their annual budget on 
essential services.  Indonesia, Myanmar, Cambodia and Laos spend less than four percent of their 
GDP on essential services. (Gonzalez and Mendoza 2002: 172-173). 
 
In Cambodia defence expenditure drained scarce resources away from social services. This is 
similarly the case in Myanmar and Laos where defence expenditure and budget deficits combine to 

 
8 For example, Sugden and Tevi 2004 in discussing the impact of Vanuatu’s Comprehensive Reform 
Programme on income growth conclude: “It appears that higher priority needs to be placed on directly 
meeting the needs of the rural population given the low returns so far from a ‘fix the centre first’ approach. 
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place enormous strains on the social sector.  Indonesia has had difficulty raising adequate funds for 
basic services. The Philippines and Vietnam fair and Thailand tops the bunch with six percent of 
GDP spent alone on public health (Gonzalez and Mendoza 2002: 173-174). 
 
 

 

 

 

 

 

 

 

 

 

 

 
Failure to prioritise funds for service delivery is not the only problem undermining poverty 
reduction efforts in the region.  Expenditure of available funds tends to be directed towards the 
richest quintile of the population. In many South East Asian Countries, a higher percent of the 
budget is spent on education and healthcare for the richest segment of the population than on the 
poorest (Devarajan and Reinikka 2002: 49).   
 
In Papua New Guinea, for example, further agricultural development is limited by the following 
constraints, several of which reflect inadequate government services: 
 An inefficient marketing system; 
 Lack of trust between the actors in the production and marketing chain; 
 Inadequate maintenance of transport infrastructure, in particular roads and bridges; 
 Security problems in the Highlands, Lae and Port Moresby; 
 Inadequate information on current market demands, optimum handling and production  

 
Constraints like these are common to other Pacific Islands where Governments have insufficient 
public funds to maintain the infrastructure of the country. 
 
One of the major opportunities for improving governance in South East Asia and the Pacific is 
reform of the tax system. A more accountable tax system with improved efficiency is essential. 
This would allow for greater mobility of governments to address the deficiencies in service 
provision.  (Gonzalez and Mendoza 2002: 211).    
 
Inefficient government revenue collection is also a major issue that plagues many South East 
Asian and Pacific countries. Dampened government revenue diminishes the ability of governments 
to spend on education, healthcare and infrastructure.  
 
Collecting taxes is not an easy task anywhere, however in the Pacific, taxing of companies and 
individuals becomes even more difficult.  Two major issues emerge in the Pacific context. Firstly, 
taxing is a problem because everyone knows everyone and also so many people are related to one 
another. The second problem is that the quality of civil servants and efficiency of auditors, judicial 
personnel and ombudsmen is often limited. This results in much government revenue escaping. In 
the Solomon Islands alone only thirty-five of the eight hundred and fifty registered companies paid 
taxes in the early 1990s (Crocombe 2001: 552).     

Box7.            How poor governance affects the poor of Cambodia 
Lack of good governance is seen as a roadblock to fighting poverty in Cambodia (KC 2002: 23). Issues 
where poor governance is impacting on the poor include:  

o Poor being excluded from decision-making and accessing government information, which can 
result in conflict between locals and the authorities (KC 2002: 23). 

o Poor are often not consulted and informed about the law and their rights. The rural poor can 
therefore be discriminated against due to the lack of information. Additional barriers such as 
language difficulty and also the lack of officials visiting remote areas can also be a hindrance 
(KC 2002: 23).  

o Corruption by public servants and others cripples the poor and in addition strips the 
government of funding which can be used to fight poverty. “More than 80 percent of 
Cambodians believe that bribery is the normal way of doing business in sectors such as 
education, healthcare, traffic and judiciary (National Survey on Public Attitudes towards 
corruption, CSD 1998 cited in KC 2002: 24).” 

o Corruption robs the rural poor and the country as a whole of valuable assets such as timber, 
rubber and fish stocks. It was estimated in 1995 that corruption primarily of these products 
cost Cambodia US$100 million a year (CSD 1996 cited in KC 2002: 26). 
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In South East Asia and the Pacific, there is an urgent need for more a fairer tax system as well as 
more efficient and accountable revenue collection and tax management (Gonzalez and Mendoza 
2002: 211).  
 
8.3  Enabling trade 
 
For the rural poor, dependent as they are on agricultural trade for their income, the enabling 
environment is increasingly set in the global market place, far away from their farm and their 
influence.  The major determinant of their prospects is the decline in international agricultural 
trade which now accounts for less than 9 percent of total trade, about half the level that it was in 
1980. Despite this fall in proportion of total trade, agricultural trade has been increasing in real 
terms throughout the nineties (Watkins 2002: 4). Agricultural exports are now growing faster than 
world agricultural output, which illustrates the globalising nature of agricultural trade (Killick 
2001: 156).   
 
The rural poor are usually highly reliant on incomes generated from agriculture and/or they must 
spend a large proportion of income on food. In both incidences fluctuations in food prices are of 
great significance. Agricultural trade policies determine these prices and they evolve in Southeast 
Asia and the Pacific at two levels, these are at a: 

 Global level. World market prices for agricultural products are largely determined by 
the United States, the European Union and Japan. These countries broad protectionist 
policies directly impinge on the rural poor.  

 Domestic level. At an individual country level, domestic agricultural products typically 
fight with imports and so adopt protectionist policies.  

 
Non-liberalised and protected agricultural markets both domestically and globally are in many 
respects hurting the rural poor. Both developed and developing nations hold onto these policies. 
The potential benefit of full or partial agricultural liberalisation to Southeast Asia and the Pacific 
could be significant. Two studies by Binswangar and Lutz (2000 cited in McCullock et al 2002: 
181) and Anderson et al (1999 cited in McCullock et al 2002: 181) found that up to US$20 billion 
a year could be gained by developing countries if full liberalisation of the agricultural sector 
occurred and that US$15 billion could be achieved if there was forty percent liberalisation. There 
is some uncertainty about these figures however they still suggest that there are potentially large 
returns available by changing and evolving agricultural trade policies (McCullock et al 2002: 181).  
 
Enormous domestic subsides that developed countries support their farmers with and the trade 
barriers they create such as high tariffs and non-tariff barriers are placing enormous strains on 
developing countries. Subsides of the EU, the USA and other countries undermine the ability of 
developing countries to compete in the global markets.  Protectionism by the OECD countries is 
resulting in very limited agricultural trade liberalisation (Killick 2001: 174). The issue is so severe 
that trade barriers are 129% for sugar in the United States and 162% for grains in the EU 
(McCullock et al 2002: 198). This limits the ability of developing countries to tap into the OECD 
markets. In some cases, deepening rural poverty is resulting (Oxfam 2000: 1).     
 
One of the worrying occurrences in global trade is that the ‘poor peoples’ export crops prices are 
declining over time. Of eighteen major exporting commodities such as coffee, tea and sugar, prices 
have been dropping in real terms since the eighties. This has had enormous detrimental affects on 
people ultimately resulting in rising poverty. One just has to look at coffee to see the affect that 
declining commodity prices has on the rural poor. With coffee prices now approximately twenty-
five percent of the price it was in the 1960s, many coffee-producing communities are struggling to 
survive. In Vietnam, for example, slumps in world coffee prices are resulting in deteriorating 
health, literacy and employment statistics of the rural poor (Watkins 2002: 4).  Similarly, Papua 
New Guinea has suffered because of the slump in the world price of coffee. 
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Declining agricultural commodity prices not only directly affect the rural poor by reducing income 
generation but they also result in other indirect affects. Rural farmers are pressured into trying to 
produce more just to remain afloat. This is often unsustainable and can have detrimental 
environmental affects. For the country as a whole and for individuals, in order to retain a fixed 
import capacity, a greater amount of an export crop needs to be exported. This is referred to as 
declining terms of trade. Many Southeast Asia and Pacific countries are experiencing this very 
phenomenon (Watkins 2002: 4). 
 
As agricultural trade becomes more globalised new pressures have emerged for developing 
country producers. Particularly significant has been the market entry restrictions that have been 
imposed by the largest trading blocs on rural products (Gudgeon 2001: 5) Lack of technologies 
and market information has made it increasingly difficult for the rural poor to meet the quality 
specification standards that are being imposed on them by global markets (Killick 2001: 159). The 
giant supermarket purchasing policies are also another huge barrier for the rural poor to enter the 
markets. These barriers include; homogenous products, health and safety standards, short delivery 
periods, delayed payments for products and short-term contrasts (Watkins 2002: 7).  
 
8.4  Globalisation and the rural poor 
 
Globalisation and economic liberalisation have played a crucial role in economic development and 
poverty reduction in South East Asia over the past few decades.  Globalisation can foster increased 
linkages between countries, expanded trade, and increased financial and information flows. (IFAD, 
2002).  But globalisation also entails risks, including worsening inequality, as many poor people 
and remote regions are left behind. (ADB 2000) 
 
The potential benefits of increased trade and market reforms may not flow through to the poor 
without an adequate and appropriate regulatory framework. Unless the poor can influence public 
expenditure, the elite may well capture the benefits of new found economic growth.  (IFAD, 2002) 
 
Players in the global market are typically concerned with short-term profits and globalisation 
encourages specialisation and niche markets (IFAD 2002: 138-139). Essentially through 
globalisation rural farmers are being forced into ‘putting all their eggs into one basket’ adding to 
their vulnerability (Killick 2001: 165).  In addition to this, globalisation often involves the 
intensification of resource-use. This can occur at the expense of environmental and socio-
economic factors, as has been amply illustrated by the unbridled extraction of timber from native 
forests in Indonesia and Papua New Guinea  (IFAD 2002: 138-139).   
 
For the Pacific, remoteness and distance from international markets present additional barriers to 
effective participation in the global economy.  Barriers include: 
• The cost of freighting goods to overseas markets (shipping/air) is an additional burden 

over and above the cost of transporting goods to domestic markets. This is exacerbated in 
rural areas where infrastructure services may be inadequate.  A higher price leads to 
decreased competitiveness of the product. 

• Reduced bargaining power of small/remote countries (usually with limited produce) to 
negotiate shipping routes with major shipping lines. 

• High travel times having implications for quality control (eg. maintaining cold chains for 
the transport of tuna from Samoa and Tonga to their key markets). 

• Limited access to overseas markets also raises the costs of imports which effectively acts 
as a tax to consumers, limits their demand and may impinge on productivity/efficiency 
gains if the goods are to be used for income earning activities. 

• This may also result in limited product diversification leading to greater income volatility 
because fluctuations in world prices of the dominant product or services occupies a greater 
share of GDP than in a diversified economy (Asian Development Bank, 33; 2004).   
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Farrington et al (2000) argue that the problem with past “policies towards agriculture, rural 
development and extension have focused exclusively on increased productivity of land, as opposed 
to enhancing labour productivity, employment creation and vulnerability reduction”.  Further, one 
of the key problems is the breakdown (or lack) of markets that allow the rural poor to engage in 
productive activity.   
 
The very real barriers faced by Pacific Island countries to beneficial participation in the global 
economy adds weight to the case for a stronger focus on improving smallholder agriculture in the 
region and community management of natural resources, especially fisheries and forestry.  The 
benefits from the exploitation of the region’s natural resources are critical to the future well being 
of all Pacific Islanders and they need to be involved in the decisions that affect their future.  These 
critical decisions cannot be left to distant boardrooms. 
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9.  Supporting rural development: conclusion and recommendations 
 
Over 800 million of the world’s poorest people live and work in rural areas in the Asia-Pacific 
region.  Rural development is the key to reducing poverty in the region.  The countries of Asia that 
have experienced significant economic growth and reduction in poverty over the past few decades 
have done so from the base of improving agricultural productivity.  Yet, despite the concentration 
of poverty in rural areas, interest and investment in agriculture and rural development, both form 
national budgets and external flows, including aid, has declined in recent years. 
 
If the goal of halving absolute poverty by 2015 as defined in the Millennium Development Goals 
is to be achieved, there must be a renewed effort both in the Pacific and S.E. Asia to stimulate 
rural growth by improving the productivity of smallholder agriculture, and broadening options for 
non-farm rural enterprises.  As this study reveals, a holistic, integrated, people centred approach 
to rural development and natural resource management that is location specific is urgently needed. 
 
The rapid gains in agricultural productivity in Asia in the 1970s and 80s and the consequent fall in 
rural poverty have not been sustained in the 1990s with widening of the gap between rural and 
urban areas.  While in much of the Pacific, rural areas have been neglected with the result that 
poverty has increased in rural areas and the economies of the region have stagnated.  The context 
and experiences in each region differ and so too will the responses.  However, the fundamental 
linkage between poverty reduction and improved agricultural productivity holds true equally in 
this Pacific as it does in Asia and elsewhere, and there are opportunities for the experiences of S.E. 
Asia to be shared with the people of the Pacific and vice versa.  Mechanisms to share experience 
and learnings should be strengthened. 
 
In repose to the complex challenges of rural development, this paper offer a simple framework 
based on the two principles: start with the perspective of the people, not governments, countries, 
economies or sectors; and build on the existing assets and capabilities of the poor.  A holistic, 
integrated, people-centred approach to rural development is recommended based on the potential 
for leverage and linkages in the areas of overlap between the intersecting circles of livelihood 
options, community capacity and the opportunities offered by an enabling environment. 
 
In the Pacific, some 90 percent of the poor live in rural areas and are largely reliant on the 
agricultural sector for their livelihoods.  Rural populations, especially in Melanesia, are continuing 
to grow rapidly, yet rural-urban migration in most of the Pacific, contrary to common perception, 
has been relatively modest in recent decades.  Consequently, the large majority of new entrants 
into the labour force will need to be absorbed into the rural, informal economy for the foreseeable 
future.   
 
Physical isolation, poor infrastructure and high exchange rates limit the comparative advantage of 
much of the Pacific in the production of export crops, and it is perhaps fair to say that commercial 
agriculture for export is unlikely to contribute much more to economic growth and poverty 
reduction in most Pacific countries than it currently does.  Despite its mixed performance, the 
export sector has traditionally been the main focus of attention by governments, donors and 
investors.  However, the domestic food production sector has been more robust.  The potential for 
growth in the Pacific, especially in the Melanesian countries and Timor Leste, appears to lie in the 
smallholder production of fresh food for consumption and domestic sale.   
 
A focus on assisting smallholder agriculture is recommended with increased investment in 
agriculture research and extension on the crops and horticultural varieties of smallholder.  
Opportunities to strengthen research and extension in tropical agriculture should be explored, 
including exploring opportunities to increase exports of vegetables and tropical fruits. 
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Employment in agriculture in S.E. Asia has declined significantly over the past three decades, yet 
agricultural incomes have not fallen pointing to the importance of non-farm activities in the rural 
economy.  The non-farm sector has grown in importance as source of employment and income for 
the rural poor, particularly in S.E. Asia but also for many of the smaller more remote Pacific 
Islands.  More research and investment in non-farm activities especially programs to strengthen 
micro and small enterprises, increase the availability of microfinance and improve the 
mechanisms for remittances of migrant workers are strongly recommended. 
 
The development of non-farm employment through micro and small enterprises requires support in 
a range of financial and non-financial services including improving access to financial services, 
entrepreneurship training, business management, access to cost effective technologies, business 
planning and market services.  The financial and non-financial services must be tailored to meet 
the constraints and difficulties encountered by medium and small enterprises in each location.  
Providing access to such services will require action by a range of stakeholders including 
government, donors, NGOs and local service providers. 
 
The establishment of sustainable microfinance in the Pacific faces a number of barriers.  Not least 
of these is the low population base and dispersed nature of the Pacific countries, which makes it 
extremely difficult to achieve economies of scale.  These problems are exacerbated by the fact that 
the most disadvantaged and vulnerable people tend to be concentrated on the outer islands or in the 
more isolated areas of the main islands.  But microfinance has only recently been introduced into 
the Pacific and more effort is needed to identify appropriate Pacific models and to increase the 
skills of Pacific Islanders to manage microfinance.   
 
Migration from rural areas in search of employment and remittance of earnings back to rural areas 
has become a major source of income in rural areas throughout the region.  The number of 
nationals from S.E. Asia living abroad is far higher than from the Pacific, but the importance of 
remittances to the home economy is far higher in Pacific, where is some states more than a fifth of 
the nation’s GDP comes from remittances.  Remittances have become more important that aid as a 
source of income but little is known about the impact on rural poverty.  This paper recommends 
further research to identify and trial adequate and safe formal channels for the transfer of 
remittance funds back home.  The remittance of funds could well become the core function of a 
Pacific model microfinance mechanism. 
 
Continued international effort to strengthen human capital through improved education, health and 
access to basis needs such as water, sanitation and transport are critical to the improvement of the 
livelihood of the poor.  However, the impact and sustainability of such efforts may well be 
determined by how effectively the poor participate in the development process and share in the 
decisions that will affect their lives and livelihoods.  Development interventions should start from 
the principle of recognising the unique assets and capabilities of the poor as well as recognising 
their networks and organisations (social capital) and ensuring their effective participation in 
development decision-making are critical to success. 
 
One sector in which the involvement of the poor is essential is natural resource management, 
especially forests and water in the S.E. Asia – Pacific region.  Successful and failed forest 
management programs have shown that participation by local people, who often possess abundant 
site specific information, is not an option but a mandatory precondition for success.  This study 
recommends a community forestry approach that involves strategies to increase the food and 
livelihood security of smallholder families and communities living in or near the forests.  
Throughout the region water is increasingly a valuable resource that needs managing and in many 
cases protection form land clearing and pollution. For the people of the Pacific, conserving and 
sustainably managing coastal and ocean water resources that they rely on for their subsistence and 
livelihoods is critical.  Participatory techniques, such as the “landcare’ approach and water 
partnerships are recommended as the most effective and viable approaches to managing natural 
resources. 
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For the poor of S.E. Asia and the Pacific, remoteness is major barrier to effective participation and 
to accessing knowledge.  New Information and Communication technologies (ICT) offer cost 
effective alternatives for communication with people in remote areas.  ICT are assisting in 
improving access to medical advice and treatment in remote Pacific Islands.  ICT technologies 
should be applied to the challenge of improving agricultural extension in remote rural areas in the 
region.  This study recommends development and piloting of ICT based agricultural extension 
programs in the Pacific in cooperation with agricultural research organisations experienced in 
the Pacific. 
 
The S.E. Asia Pacific region not only faces many challenges in reducing rural poverty but also 
many risks, both internal and external.  One of the major risks facing the region is the alarming 
rate of the spread of HIV which has already infected more than 7.4 million people.  Agricultural 
workers are particularly vulnerable because of the labour intensive nature of the work.  Climate 
change due to global warming also poses a particular threat to many low-lying Pacific Islands, 
some of which are threatened with disappearing beneath the rising sea level.  This reality 
emphasises the critical importance for the international community to implement international 
climate change conventions. 
 
 
The governments of the region have the primary responsibility for creating an enabling 
environment for development and economic growth through providing essential public services 
and appropriate policies to encourage the private sector, protect the physical environment and keep 
open the opportunities for international trade in the global market.  Improving the enabling 
environment for smallholders and private sector driven growth in rural areas is necessary, but 
probably not sufficient in most of the Pacific and in the “pockets of poverty” that exist in several 
of the more remote and resource-poor areas of S.E. Asia.  In these areas a degree of direct public 
sector involvement to “prime the pump” of smallholder agriculture development may be needed. 
 
 
For the governments of small Pacific Island states, the capacity to undertake the tasks is severely 
hampered by insufficient public funds.  Throughout the region, a more accountable tax system 
with improved efficiency is essential.  The limited capacity of central government in many 
countries in the region further emphasises the importance of targeting assistance to improving 
rural agriculture both to reduce poverty and to provide a foundation for economic growth and 
development.   
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Annex 1:    Microfinance in Seven Pacific Island Countries 
 
Fiji  
 
For the majority of the poor in Fiji it is difficult to access the formal banking sector due to the 
minimum deposit requirements of the major commercial banks and their limited network in outer 
islands. 
 
Further, the high cost of service delivery to the rural and outer island areas hinders the expansion 
of microfinance; This is highlighted as a significant constraint towards building microfinance 
through other parts of the Pacific as well. 
 
However, saving is not an unknown concept, provided there is proper motivation and a convenient 
mechanism to save small amounts on a regular basis. There is an existence of small village-based 
informal credit and savings schemes that supports this notion. This is however, plagued by poor 
performance.  
 
There has been a number of stilted microfinance experiments in Fiji. These experiments have 
predominately been Grameen replications which have relied heavily upon funding from the Fiji 
government and donor agencies. This funding is usually short term, 3 to 4 years, and covers only a 
tiny proportion of the running costs.  More often than not, the project has failed to due a lack of 
longer term viability for both borrowers and staff members.  
 
In 1999 The Fiji government established the National Microfinance Unit (NMFU) within the 
Ministry of Commerce . It is a microfinance capital grant financing unit and provided funding to 
partner NGOs, the Fiji Council of Social Services (FCOSS) and AGLOW, both using a solidarity 
group methodology inspired by the Grameen Bank. In 2001, the NMFU started to directly 
implement an individual lending program.  
 
However, this initiative has faced implementation difficulties and low repayment. The Fiji 
government was also involved in the management of the Women’s Social and Economic 
Development Programme (WOSED) also a Grameen Bank replication.  Established in 1993, 
WOSED represented an attempt to spread microfinance into rural areas. 
 
The UNDP has implemented a regional support program, providing assistance to microfinance 
schemes in Fiji, such as the Anandpur Microcredit Project. It has evolved into an integrated 
program, the Pacific Sustainable Livelihoods Programme, which focus on savings mobilisation 
and institutional capacity building. Both the UNDP and NMFU have also supported the SEED 
(Social and Economic Equity for the Disadvantaged) Foundation, which also used a Grameen 
Bank methodology. 
 
Kiribati 
 
There is a growing need for microfinance to support the large informal sector cash earning 
activities in Kiribati as most people borrow from friends or relatives for the purposes of meeting 
religious, traditional, personal or family obligations.   
 
In the semi-formal sector, village banks and credit unions provide microfinance services to both 
rural and urban areas. In pursuant of its development policy, the government launched the village 
bank program in 1995 in order to promote community empowerment. The village bank scheme 
covers 23 out of the 24 inhabited islands. (ADB2001:18). Members can access loans depending on 
availability of funds. Revolving fund schemes have been developed by the government, through 
the creation of village banks, which became the main source of credit in rural areas, but were 
barred from collecting savings. The program has received support from the UNDP Pacific regional 
program.  
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The Kiribati Credit Union League (KCUL) is the apex body of the credit unions funded by the 
UNDP. In 2000 KCUL reported overseeing 84 active credit unions with 2,300 members. 
 
Papua New Guinea 
 
The network of branches and agencies of commercial banks in the formal sector is declining in 
PNG due to mainly high costs, repayment risks and law and order concerns. These constraints 
have also limited the development of formal and informal financial services in rural areas. 
 
Traditional finance schemes ‘Wantok’ (network of friends and family) and ‘Wok Meri’ (Women’s 
group) self help groups, pool savings and lend to members for business and emergency purposes. 
 
Microfinance activities by most of the NGOs are limited to extending credit. The main 
microfinance program in PNG, the Liklik Dinau Abitore Trust (LLDAT), a Grameen Bank 
replication, has faced loan repayment problems but had some success in collecting savings. It 
targeted disadvantaged women and solidarity groups and guaranteed loans of its members with 
compulsory savings.  LLDAT was extremly dependant upon government and donor funds and by 
no means reached operational self-sufficiency.  
 
Putim na Kisim, a network of rural savings and loan cells operating under the auspices of the 
Lutheran Development Service of the Evangelical Lutheran Church of PNG, has incorporated in 
its structure and systems the wisdom of indigenous forms of savings and loans. Putim na Kisim 
has 1200 members which is approximately 3600 individuals and it is rising. The central bank of 
PNG, the PNG Federation of Savings and Loans Societies, the Hans Siedel Foundation, and the 
Credit Union Foundation of Australia implements this program. 
 
The PNG government’s Department of Home Affairs Women’s Credit Project had coordinated 
revolving fund schemes operated by women associations in the Western Islands region. Despite 
some success, the scheme has faced difficulties in recovering loan payments.  
 
In 2001, ADB and the PNG government launched a US$20 million Microfinance and Employment 
project consisting of three components. a Microfinance Competence Centre to provide training and 
capacity building to a network of microfinance providers, a series of pilot projects to test savings 
and loans methodologies, and a refinancing facility to provide funding to MFIs.  
 
In the conflict-affected area of Bougainville, the Bougainville Microfinance Scheme (BMFS) is 
supported by Australian Volunteers International and Credit Union Foundation Australia, with 
funding support from AusAID. It is built on a three-tier structure, with at the base village banks 
operated by local communities, financial intermediaries at district level, and a peak organisation, 
Bougainville Haus Moni in charge of institutional development and growth of the two tiers. The 
BMFS reported 14,000 members in June 2002.  
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Samoa 
 
Traditional source of finance is called ‘fa’asamoa’, type of safety net to protect members of an 
extended network of family and friends. Transition to a market economy, rising unemployment 
and growth in informal sector activities have resulted in an increasing need for microfinance in 
Samoa. There have been several stilted microfinance experiments based upon the Grameen bank 
model, for example Women in Business Foundation (WIBF) with limited success. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Solomon Islands 
 
Problems of law and order impede the success microfinance in the Solomon Islands. ‘Wantok’ has 
traditionally been the main source of credit in the informal sector. Other self help groups exist in 
the form of community housing, loan schemes and savings clubs in villages.   

The Papua New Guinea Sustainable Development Program. 

 
The Papua New Guinea Sustainable Development Program (PNG SDP) has been operating in 
Western Province since September 2002 and provides the following services:  

• Group loans – these are intended to channel micro-credit to start-up businesses, and are 
made to borrowers gathered in self-selected groups of about 10-20 members. 

• Business loans are of larger size and provided to individual entrepreneurs who have 
established businesses. Most loans have been less than 5,00 Kina, but some have been 
larger, and may be at least partially secured. 

• In both cases, some training is provided to loan recipients.  At a minimum, this involves 
training in the rules and procedures of the scheme 

• Finally, savings services have been provided as an agency for commercial bank 
operating in PNG. 

 
Group loans constitute the majority of the loans outstanding (about 80%), but only a little over 
half of the value.  Savers outnumber borrowers by more than 10 to 1. 
 

South Pacific Business Development Foundation (SPBD), Samoa 
 

The South Pacific Business Development Foundation (SPBD), a Grameen Bank replication, 
started operations in January 2000, serving 2,000 clients. 
 
The SPBD is an independent, non for profit, charitable microfinance institution. 
According to the organisations founder and principal financial sponsor SPBD has worked with 
over 2,600 poor families and has distributed over $1.1 million in unsecured credit, mostly to 
women. (Casagrande 2004:30). 
 
Prior to 2000, there had been two well-funded microenterprise initiatives and failures in Samoa 
and well over a dozen failures across the region. Many academics believed these failures were 
due to the very small size of the national economies and to a non-business oriented, traditional 
communal culture, which undermined capitalistic solutions. I believed that the previous failures 
were largely driven by weak management practices and decided to embark on SPBD despite 
lack of support from the major development players in the region (UNDP, South Pacific 
Commission, NZAID, AusAID, Asian Development Bank). Several of these organizations had 
already suffered from failed microfinance initiatives in the region and were reluctant to support 
yet another. (Casagrandes 2004:30-31) 
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The Solomon Islands Microfinance Scheme for Women (SIMIWODS) operated by YWCA hs 
operated successfully. 
 
The UNDP regional pacific program has provided support to the Solomon Islands Microcredit 
Scheme for Women (SIMIWODS). This modified Grameen Bank replication has been 
implemented by the Kiribati Ministry of Women, providing assistance to local NGOs, the Young 
Women Christian Association (YWCA) being the first to partner with the project. SIMIWODS has 
had success in mobilising savings and keeping loan repayment high. Moreover, in 2000 the 
Solomon Islands Credit Union League covered 45 credit unions, and 23 savings clubs. The Rural 
Financial Services Project (RFSP) was supporting most of its microfinance services in rural 
communities. 
 
Tonga 
 
The history and experience of microfinance intuitions in Tonga is relatively unknown and is 
restricted to two examples, Langafonua Women’s Revolving Fund and Tonga National Youth 
Credit Scheme. 
 
Credit is in much demand in Tonga, particularly for traditional, family, and religious purposes. 
Traditional saving clubs form the informal financial system in Tonga. There are about 300 such 
schemes and they collect savings of members and deposit in the bank. They are conveniently 
located, have low operating costs and provide quick and simple service to its members. As the 
members know each other, repayment rates are high. Traditional items are also accepted as 
collateral. 
 
NGOs are not involved in microfinance activities except Langafonua Women’s Revolving Fund 
which caters to creditworthy women’s groups in Tongatapu in order to help women make 
traditional handicrafts.  Another effort was implementation of the Tonga National Youth Credit 
Scheme as a pilot project to increase participation of youth in income generating activities. It 
provided business training and unsecured loans for micro-enterprises. 
 
Vanuatu 
 
There are a number of community credit schemes, saving clubs, and other NGO sponsored 
mechanisms, of limited scale, with weak structure and programs. 
 
Relative success has occurred however through the Vanuatu Women’s Development Scheme 
(VANWODS) a Grameen Bank replication.  
 
 
 
 
 
 
 
 
 
 
 
 
 

Vanuatu Women’s Development Scheme - VANWOODS  
 
Relative success has occurred through the Vanuatu Women’s Development Scheme (VANWODS), 
a replication of the Grameen Bank that is financed by UNDP and implemented through the 
Department of Women’s Affairs (McGuire 2000: 6). The program has expanded rapidly since 
commencing in 1997. VANWOODS focuses on women from low income households but does not 
target the very poor in Vanuatu. It has a voluntary and compulsory savings loan scheme. Overall, 
the scheme has demonstrated savings mobilisation and overall good consistent repayment rates. 
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Appendix 2:  Microfinance sector in selected South East Asian countries 
 
 

There is a vast diversity of models and levels of development of microfinance in East Asia. Large scale, 
viable models were 
developed by formal 
financing institutions as 
showcases in Indonesia and 
Thailand. On the other hand, 
NGOs have a strong presence 
in the Philippines and 
Cambodia, while in China 
and Vietnam central 
government programs and 
associated NGOs have 
developed new initiatives.  
 
Indonesia shows an 
impressive poverty outreach 
of regulated financial 
institutions in rural areas. 
The Bank Rakyat Indonesia 
Unit system is considered 
one of the most successful 
microfinance providers in the 
world, serving 27 million 

savers and 2.7 million borrowers at the end of 2001, with a 45% growth of outreach over the period 
1997-2001. Even if the BRI Unit program does not reach the poorest to the extent demonstrated by the 
Grameen Bank, Robinson (2001) shows that in 1995, both organisations displayed a similar average loan 
balance as a share of GNP per capita (around 60%). Other major microfinance actors are the 2,144 rural 
banks (BPR and BKD) collectively serving 4.1 million people as of June 2002 (Bank Indonesia, 2002), 
village cooperatives (KUD) and the Bank Dagang Bali, a private bank serving 405,000 clients. During 
the Asian financial crisis (1997-98), the microfinance operations of regulated financial institutions 
continued to grow and didn’t suffer while corporate banking institutions were forced to close down, 
merge or to be restructured. Robinson (2001) reports that the amount of savings deposits, in local 
currency terms, doubled in BRI-Unit during the crisis, while its loan portfolio remained almost 
unaffected. 

 
The microfinance sector in the Philippines has developed well in recent years, fuelled by a supportive 
legislative environment set by the Central Bank of the Philippines (Bangko Sentral ng Pilipinas –BSP-), 
which only allows microfinance-dedicated branches to be set up by commercial banks. The sector also 
benefits from the existence of self-regulatory bodies such as the Microfinance Standards Coalition, and a 
wide diversity of actors, including numerous NGOs mostly modelled on the Grameen Bank, rural and 
thrift banks, and co-operatives (Conroy, 2002).  The 1997-2002 period saw the creation of microfinance 
banks. In 1997, the NGO CARD, a successful Grameen replication, created the CARD bank, now 
serving 80,000 people. In 2001, The Opportunity Microfinance Bank (OMB) was established as the first 
microfinance thrift bank in the Philippines, formed by the APPEND network of NGOs, which also 
continued their own operations in parallel (the largest being KMBI, ASKI, and TSKI). Providing finance 
to the sector, PCFC acts as a commercial wholesale lender to microfinance programmes. 

 
The context for microfinance in Cambodia is quite different, with higher poverty figures and a post-
conflict economy along with damaged physical and human infrastructure. Because of the low 
development of the formal commercial system, especially in rural areas, and a conducive regulatory 
environment, MFIs play a major role in the financial system, reaching an estimated 15% (CGAP, 2002) 
of rural households. Three licensed MFIs are financially supported by the Rural Development Bank, a 
wholesale institution established in 1998 and financed by the ADB. The Association of Cambodian 
Local Economic Development Agencies (ACLEDA) which started its operations in January 1993 with 
the support of the UNDP and the ILO, was transformed into a licensed bank in 2000, and is now serving 
60,000 clients. EMT, supported by GRET, became a major player serving a lower-end clientele of 
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70,000 clients while developing innovative microinsurance products. It is likely that competition will 
increase among MFIs in the future, in a relatively limited market.  

 
In Vietnam, microfinance activities are dominated by the government subsidised schemes implemented 
by the Vietnam Bank for Agriculture and Rural Development (VBARD), the Vietnam Bank for the Poor 
(VBP) and the multitude of People’s Credit Funds (PCFs). The PCFs are savings and credit cooperatives 
operating at the communal level (Conroy, 2002) and have been developed with the assistance of the 
Canadian cooperative organisation, Development International Desjardins. The Vietnam Women’s 
Union has millions of members and uses savings and credit group methodology to some degree. Other 
Grameen replications have developed over the years, such as the CEP Fund, which recorded a strong 
growth of its client base and sustainability ratios. 
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