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Chapter 10

Island Political Economy
Geoff Bertram & Bernard Poirine

Introduction
In this chapter we build on the observation that island economies, and 

especially small ones (population below one million), exhibit a remarkably 
wide range of economic structures built on a correspondingly wide range 
of development strategies. Common elements of “islandness” may serve 
to define island economies as a general class, but there clearly exist several 
distinct “species” within that class, and a corresponding menu of strategic 
options open to islander communities in relation to the terms of their 
incorporation into the global economy. 

The chapter has two important messages. First, there is no unique 
path to development. Second, in small economies, the social capital 
and “institutions” emphasized in the recent development literature 
(Hall & Jones, 1999; Acemoglu et al., 2002; Rodrik et al., 2004) have 
to be understood as incorporating the ability to achieve and sustain 
community-wide strategic consensus around a particular development 
specialization, along with sufficient flexibility to switch to alternatives as 
and when the field of external opportunities changes. 

We begin by asking what threshold size defines “small” island 
economies, and why smallness and islandness go together in the modern 
world. We then review the process of specialization into divergent 
economic “species” and present a taxonomy built around the available 
balance of payments statistics. Along the way we review the recent use 
of concepts such as “vulnerability”, “resilience”, and “sustainability” in 
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the context of small islands. The major economic issues of migration, 
and the economic interaction between the migrant diasporas and their 
home communities, are treated only briefly in this chapter, since they 
are covered elsewhere in this volume.

Size, Strategies and Sustainability

Size and Islandness
Any study of island economies confronts immediately the difficulty 

of securing meaningfully representative statistical data. Many islands 
lie at or beyond the outer limit of coverage for the major international 
statistical yearbooks. The vast majority of the world’s inhabited islands are 
statistically-invisible geographical units within larger countries. Indonesia, 
for example, contains over 18,000 islands, of which around 6,000 are 
inhabited. Of that country’s population of somewhere between 200 and 
250 million, the great majority are on four large islands, leaving the 
remainder of the archipelago with an average population of around 5,000 
per island. Similarly, the Philippines comprises over 7,000 islands with 
the great bulk of the population on the two largest and the remainder 
averaging less than 5,000 per island. 

Arguably, any comprehensive statistical review of the world’s small 
island economies would be dominated by units within these two 
archipelagos. This chapter, however, excludes them, because statistics at 
individual-island level are not readily available, and data at national level 
reveal merely the economic characteristics of large countries in general. 

The economies analysed here are that subset of island economic units 
that is visible to cross-country research. As a general rule, “visibility” 
means appearing under a separate listing in the CIA World Factbook 
(Central Intelligence Agency, 2006).

The Factbook is a modern almanac, whose compilers select places and 
topics for inclusion on the basis of informal, subjective, strategically-
driven criteria which transcend the constraints of conventional statistical 
reportage. Its mandate is to provide information on territorial locales of 
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potential interest to the US military and intelligence community, and its 
selection criteria are unencumbered by category limitations such as human 
occupation, sovereign statehood, minimum size thresholds, availability of 
reliable data, or membership of international agencies. The inclusion of 
a large number of non-sovereign jurisdictional units makes the Factbook 
especially suitable as the basis for this chapter’s sample of economies.

The 2005 Factbook lists data for 237 locales, of which roughly one 
third (81 entities) are islands in the sense of having a boundary that 
consists entirely of marine coastline. (Enclaves which display many 
“island” characteristics but which have a land border with a contiguous 
neighbouring territory – Hong Kong, Ireland, East Timor, Brunei, and 
Macau, to name five in the CIA set - are here excluded.) Islands which 
have been physically connected to an adjacent mainland by causeways 
or bridges, such as Singapore, here retain island status.

Eight of these island nations (Indonesia, Japan, Philippines, Taiwan, 
Australia, Sri Lanka, Madagascar, and Cuba) are large countries with 
populations over ten million, and another three (Dominican Republic, 
Haiti, and Papua New Guinea) are medium-sized countries between 
five and ten million. Scanning the list, it is apparent that the fact of 
being islands is not the major defining characteristic of the large-country 
economies apart from Cuba, whose geo-strategic survival as an anti-US 
bastion in the Caribbean has relied upon its islandness (an advantage 
conspicuously not shared by Sandinista Nicaragua in the 1980s). In the 
medium size range of 5-10 million, island geography is more significant, 
but again not fundamental. These eleven large and medium sized island 
nations are not clearly set apart, by their islandness, from the other 102 
Factbook entities in the same population size range. 

Below a population size of five million, there is a striking correlation 
between diminishing size and the salience of island entities. Table 1 
shows the proportion of Factbook territorial entities that are islands 
at progressively smaller sizes, and Figure 1 plots the pattern. Below a 
population size of one million, islands are the dominant form of entity 
found in the Factbook. In the population range below 100,000 population, 
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Figure 1: Prevalence of Islands at Various Population Sizes

only two types of entity are found: islands, and six European enclave 
microstates (Andorra, Lichtenstein, Monaco, San Marino, Gibraltar, 
and the Vatican). 

Table 1: Size and Islandness of CIA Factbook Entities

Population
Number

of entities
Number 
of islands

Island %

Over 50 million 23 3 13
10-50 million 56 5 9
5-10 million 34 3 9
4-5m 11 3 27
3-4m 10 1 10
2-3m 12 1 8
1-2m 10 2 20
0.5-1m 10 6 60
0.1-0.5m 30 22 73
50,000-100,000 14 13 93
10,000-50,000 15 11 73
<10,000 12 11 92

Total 237 81 34
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As already noted, inclusion in Table 1 requires separable jurisdictional 
and/or economic visibility. Of the 70 island entities below 5 million 
population included in Table 1, 63 are “small” in the sense of having 
populations under one million. (A number of these entities comprise 
several individual islands, but are here treated as single economic units.) 
Jurisdictionally they are diverse, ranging from sovereign independent 
nations to sub-national jurisdictions within larger polities.

Constraints, Endowments and Development Strategies: 
Specialization and ‘Speciation’

The small land area of most island units compels the persistence of 
social, political and economic units at a size below the normal threshold 
level for modern states and economies. Very small economic and political 
units, which on continents would have the status of provinces or local 
regions, take on a different character when bounded by sea. Islands are 
physically accessible only by marine or air transport; they are therefore 
relatively expensive to invade, occupy, and integrate with neighbouring 
territories to form larger units. The political economy of nation-building 
has left islands, along with a few European microstates, as the remnant 
stock of economies still operating at pre-modern scale with fewer than 
100,000 inhabitants. Survival of separate small-island jurisdictions reflects 
the political-economic consequences of being entirely surrounded by 
sea.

Islands are, in other words, the most common laboratory setting 
for the very small economy as an ideal-type. The crucial endowment 
of island economies in the modern world is their isolation, from which 
flow scale and scope constraints on their economic structure. The 
network economies and strategic exposure to land transport which bind 
continental communities into large population units are truncated by 
the constraint of the sea. 

The smaller and more isolated the economy, the greater the need to 
be open to the world market, and to specialize in a narrow set of income-
generating activities in that market. Openness and hyper-specialization 
follow from the absence of economies of scale, from the lack of a varied 
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pool of mineral and energy resources to draw from, from the lack of 
positive externalities associated with the geographical proximity of clients 
and providers (too many holes in the input-output matrix), and from the 
fact that sophisticated consumers want to choose from a wide variety of 
goods not made locally. 

The more external resources can be drawn in, the higher the per capita 
income that can be sustained, because the small island economy’s import 
capacity is the key constraint on its sustainable material standard of living; 
see Figure 2. The central strategic choice is not between an outward-
oriented development strategy and some inward-directed alternative. It 
is “what to export”: more generally, how to secure foreign exchange to 
sustain imports. “In a small economy, the constraint imposed on growth 
by the external sector is a continuing phenomenon” (Demas, 1965: 48; 
see also Hein, 1988: 35).

Figure 2: Relationship between Total Imports and Income, Log Scales
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The constraints of small size and geographical separateness are 
sometimes presumed to render islands particularly economically 
“vulnerable” (Briguglio, 1995; Streeten, 1993) but this normative 
categorization is both conceptually and empirically unsatisfactory. 
Conceptually, there are advantages as well as disadvantages of smallness 
and isolation. Empirically, on balance island economies appear quite 
robust in a globalizing world. Briguglio’s “vulnerability index” is positively, 
not negatively, related to per capita income – the more “vulnerable” the 
economy, the higher its per capita income (Armstrong & Read, 2002a). 
Proponents of the vulnerability hypothesis have implicitly conceded the 
point by introducing a countervailing concept of “resilience”, placed 
in a contradictory dialectical relationship to vulnerability to produce 
indeterminacy of outcomes (Briguglio et al., 2005). 

The resulting vulnerability-versus-resilience paradigm remains flawed 
in its reliance on the proposition that vulnerability is exogenously-imposed 
whereas resilience is endogenously created as a response. A review of the 
components of the two indices reveals that exogenous and endogenous 
elements are found on both sides of the supposed dialectic. The image 
of vulnerability may be instrumentally useful in the rhetoric of political 
lobbying and aid justification, but lacks solid roots in economic reality.

While the vulnerability/resilience dichotomy gives no analytical 
leverage, the concept of speciation goes to the heart of the economic 
and geopolitical dynamics of island development. Below a size threshold 
somewhere around the one-million population mark, economies 
(including landlocked ones such as the Vatican as well as islands) tend 
to exhibit extreme specialization into one or two globally-linked leading 
sectors which, once selected, determine the character of the economy as 
a whole. The selection process obeys not so much the orthodox theory 
of comparative advantage (in which an economy responds in passive 
fashion to exogenous relative-price signals) as a strategic game-theoretic 
process of self-selective hyper-specialization, here labeled “speciation” to 
reflect the way in which the structure of the entire economy is adapted to 
achieve opportunistic colonization of niches of opportunity in the global 
system. “Speciation” refers to the sort of specialization in which an entire 



330 331

A World of Islands: An Island Studies Reader Island Political Economy

community takes advantage of a niche of evolutionary opportunity by 
adopting a particular economic “personality” with its own distinctive set 
of institutions, policy imperatives, and mutual understandings amongst 
the participating population. Economic speciation involves a conscious 
or quasi-conscious collective decision by the islander community to 
embrace the economic phenomenon of crowding-out, with “Dutch 
Disease” treated as an evolutionary opportunity rather than a threat 
(Matsen & Torvik, 2006). 

 
Most islands – especially those with well-established links to 

metropolitan patron economies (Bertram, 2004; Bertram & Karagedikli, 
2004) - enjoy external opportunities which are specific to the particular 
facts of each island’s history as well as to the identity of its patron. In 
the era of decolonization in the late twentieth century, for example, 
Britain took a fundamentally different approach to its island territories 
than did France and Portugal; the USA was different again (Hintjens & 
Newitt, 1992). The fact that modern island economic structures are path-
dependent (Hampton & Christensen, 2002: 1668-1669) - outcomes of 
specific historical paths, not necessarily able to be imitated or reproduced 
by others, and commonly representing the accumulation over time of a 
cumulative series of collective strategic choices by the home community 
as a whole - renders problematic any uni-dimensional conception of what 
“economic development” means in an island context (Bertram, 1986; 
Baldacchino, 1993). 

 
In treating the economic structure of small islands as a matter of 

strategic behavioural adaptation within the constraints of smallness, 
isolation and history, rather than of passive competitive response to 
exogenously-set world market prices, we are implicitly rejecting the idea 
that there is any simple direct relationship between country size and 
market power in the global arena. International economics distinguishes 
between “large” countries which carry sufficient weight in global markets 
to operate as price-makers, and “small” economies which are price-takers. 
But the tendency for market power to fall with population size does not 
extend down to the smallest size categories. At the very small end of the 
size spectrum, the strategic behaviour that is intrinsic to speciation creates 
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and reproduces its own form of market power. Many of the market niches 
occupied by small islands have been endogenously created in the process 
of speciation, and market power in those niches is one outcome of that 
process once a niche has been successfully occupied. This is not to say that 
all attempts at speciation are successful: consider, for example, Vanuatu’s 
attempt in the 1990s to become an offshore financial centre.  

Sustainability and Ability to Mutate: Two Examples
A key requirement for sustainability in a situation of hyper-

specialization is flexibility and rapid response capability. Retention of 
the ability to mutate, to undertake a rapid shift to a different “species” 
in response to shifts in external opportunities, remains a crucial reserve 
asset in the small island’s portfolio of social capital. The greater this 
evolutionary flexibility, the more extreme can speciation become without 
endangering the long-run survival chances of the home economy. Cases 
do emerge from time to time of small islands caught in development 
culs-de-sac, generally due either to failure to establish sufficient internal 
social cohesion to coordinate economic activity around a newly-
selected strategic node - for example, the stalemate currently apparent 
in the Solomon Islands - or to situations where attractive transition 
opportunities are blocked by externally-imposed constraints - for example, 
the intervention since 1999 of the OECD’s Financial Action task Force 
to restrict the emergence of unregulated offshore financial centres 
(Hampton & Christensen, 2002; Financial Action Task Force, 2005a; 
2005b) and the blockage of all except one of the emigration pathways 
out of Kiribati in the quarter-century following independence in 1979, 
which left seafarers as the only outwardly-mobile group in the labour 
force (Borovnik, 2006). 

Two examples of transition from one strategic niche to another - 
offshore finance in the Cayman Islands, and outsourcing of US garment 
manufacturing to the Northern Marianas - will illustrate what we have 
in mind. 

Caymans: from MIRAB to Offshore Bank
The Cayman Islands are today one of the world’s major financial 
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centres and tax havens. According to Suss et al. (2002), in 2001 the 
islands, with a population of about 44,000, were home to 49,456 
international business companies, 450 offshore banks, 51 banks with 
offshore affiliations, 502 offshore (captive) insurance companies, 25,000 
trust companies, 190 gaming corporations, and 2,298 mutual funds. 
(Similar orders of magnitude appear in Hampton & Christensen, 2002: 
1659). Around US$750 billion was under management by Cayman 
Island financial institutions. Annual fees paid to the Cayman Islands 
Government by financial institutions came to US$134 million in 2000, to 
which can be added perhaps another US$100 million in fees and profits 
that would have accrued to the private sector, and tourism expenditure 
(largely by finance-centre customers) of US$500-600 million annually. 
Aid flows and migrant remittances are zero, and merchandise exports 
account for not more than US$3 million p.a. The islands’ annual import 
bill of around US$780 million is thus entirely funded by the offshore 
finance sector and its tourism appendage. 

Strategic opportunity for the Cayman Islands arose from a royal 
charter, dating from the 1790s, which granted the islanders perennial 
exemption from tax so long as the islands remained governed by the 
British Crown (Brittain-Catlin, 2005: 14). The charter was converted 
into a market niche by three events during the decolonization period: 
separation of the islands from the colony of Jamaica (then moving to 
independence) in 1959; subsequent entrenchment of Crown Colony 
status in the 1960s; and the expiry of pre-existing tax treaties with the 
USA in the late 1960s, which opened the Cayman Islands up as a tax 
haven for US corporations from medical insurers to Enron.

In the mid-1960s the islands had only a single bank, no telephones, 
and a population of 8,000 (Brittain-Catlin, 2005: 7). For the preceding 
half-century, a MIRAB (migrant-remittances and aid-funded bureaucracy; 
Bertram and Watters, 1985) structure had prevailed, with cash incomes 
sustained by remittances from seafarers. In 1937, half of the working-age 
male population was employed in international shipping, and the main 
post-war employer until the 1960s was a supertanker operator (Brittain-
Catlin, 2005: 17). 
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The transition from migrant-remittance economy to offshore 
financial powerhouse took only about a decade. The accountancy, legal 
and business skills required to negotiate financial deals and fine-tune 
Cayman law to the needs of finance capital were acquired or hired, 
infrastructure investment completed, and an international reputation 
for confidentiality and security built up at breakneck pace, even though 
the new strategic direction was one which had been unforeseen ten 
years earlier. Dislocation there certainly was, but the Cayman Islands 
successfully made the transition from one of the poorest to one of the 
three richest Caribbean island communities (along with Bermuda and 
the British Virgin Islands). Subsequently, the islands were among the 
most diplomatically successful offshore financial centres in confronting 
and adjusting to the OECD’s drive to clamp down on rogue tax-haven 
and money laundering jurisdictions. In 2000, the Caymans secured early 
exemption from the Financial Action Task Force’s list of “non-cooperating 
jurisdictions” (Christensen & Hampton, 2002: 1670 note 9), by June 
2001 they were fully “delisted”, and from June 2002 they were no longer 
subject to FATF monitoring (Financial Action Task Force, 2005: 31).

Northern Marianas
The Northern Marianas are a Commonwealth of the USA. In pre-1945 

Japanese colonial times the islands were an agricultural export economy. 
Following the Second World War they became a US military base, then 
from the 1970s a tourist destination for Japanese holidaymakers. Tourism, 
however, peaked in 1996 and thereafter declined as Japanese recession 
and the Asian economic crisis took hold.

The US Office of Insular Affairs (2006) records that Garments 
produced or substantially transformed in the CNMI enter into the United 
States customs territory free of quotas and duties. Under the Covenant, 
imports into the U.S. from the CNMI receive the same treatment as 
imports from Guam; however, the CNMI was able to develop a garment 
assembly industry because it is not subject to U.S. immigration laws, 
as is Guam. Garment shipments to the United States increased from 
under US$200 million in 1990 to over US$1 billion in each of 1998 
and 1999. 
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The competitiveness of light manufactured exports from the Marianas 
rested upon the availability of a low-wage immigrant workforce, recruited 
mainly from the Philippines and China, and concentrated on the main 
island of Saipan, where the locally-born population is easily outnumbered 
by migrant workers. The jurisdictional niche that has enabled the CNMI 
to become a manufacture exporter is highly specific and a product of the 
negotiations leading to commonwealth status: the treaty-based absence of 
visa requirements for migrant workers to enter from Asia, combined with 
duty-free onward access to the US market for manufactured goods (but 
not migrant workers). (Migrant remittances flow out from the Marianas 
towards the source countries in East Asia.)

The above two cases epitomize the close interaction of external 
opportunity and local strategic response that drives both the initial 
process of speciation and subsequent mutation as the external field of 
opportunities shifts. There are numerous other island-specific stories 
of transition across the range of sustainable equilibrium states. French 
Polynesia is in the process of adjusting to the end of French nuclear testing 
in 1996. The Comoros moved between 1975 and 2005 from export 
economy to MIRAB. São Tomé and Principe is making the transition 
to an oil economy. In the mid-1980s the Cook Islands was one of the 
originally-identified MIRAB economies, with imports of US$19 million 
funded by remittances and aid of US$10 million p.a., commodity exports 
of US$3.6 million and philatelic and tourism earnings of US$6 million 
(Bertram, 1986: 815 Table 4, converted at US$0.70=NZ$1). The Cook 
Islands diaspora in New Zealand had grown from under 1,000 in 1951 to 
14,000 by 1981, approaching parity with the home-resident population. 
By 1996 there were 47,000 Cook Islanders in New Zealand, compared 
with about 20,000 home residents. Following a financial crisis in the 
mid 1990s (arising partly from a failed attempt to move into offshore 
finance), aid from New Zealand dropped by about half between 1995 
and 2002, while at the same time tourism earnings roughly doubled and 
remittances stagnated, then fell away. By 2003 tourism earnings had 
reached US$64 million compared with imports of US$65 million, aid 
of US$6 million, and remittances of only US$1.5 million. The Cook 
Islands had made a full transition out of MIRAB status; Milne (2005: 
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20 Table 13) estimates that the tourist industry now employs 30% of 
the Cook Islands labour force. 

 
A central component of the social capital of islander communities 

is therefore their flexibility and adjustment capacity. In practice the 
“sustainability” of island economies has very little to do with self-
sufficiency or environmental protection, with which it is often equated. 
The basic sustainability requirement is the social capital – people 
(including diasporas), institutions, and mutual understandings 
(Baldacchino, 2005) – that underpins effective collective response to 
strategic opportunities, and adaptability in the global arena.

Welfare-maximizing Choice of Development Strategy
Imagine a small island community with a social planner empowered 

to make a strategic choice amongst alternative “development” options 
and to choose the option that offers the best payoff in terms of highest 
material living standard for least sacrifice of non-material values, subject 
to the particular constraints of the island’s resource endowment, political 
situation, geographic location and past history.

The planner seeks to maximize welfare W in three dimensions: 
material standard of living, here measured by per capita consumption 
c; individual quality of life, here modelled as “leisure” n, which implies 
minimization of the effort expended to secure the income to finance 
consumption; and the collectively-experienced non-material quality of 
community life captured here as “social capital” s, comprising more or 
less intangible aspects of community well-being such as social cohesion, 
cultural integrity, legitimacy of political institutions, a sense of self-worth 
and collective autonomy, and sustainable management of key natural 
resources. In practice this will tend to be measured by community 
perceptions; for empirical purposes it may be captured by objective 
analogues such as statistics of educational attainment, crime, suicide, 
mental illness, nutritional health status and so on.
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To see how this model is interpreted, consider the four points A, B, 
C and D in Figure 3. The W curves form the social indifference map: all 
points along a given W curve are equally preferred by the community. 
Points A and B have the same level of material consumption per head, 
but B is preferred to A because it offers more leisure (less effort) and/or 
greater preservation and enhancement of social capital. Point A could, 
for example, represent an island with a labour-intensive export sector 
that has corrosive effects on the local environment and culture – Nauru 
in the phosphate era (McDaniel & Gowdy, 1999; 2000). Point B could 

Figure 3: A simplified version of the welfare function

Thus the social welfare function is: . The economic 
problem is to secure maximum welfare from strategic deployment of 
the island community’s endowment of people, culture, jurisdictional 
status, geographical location, natural resources, and global brand image 
(reputation), subject to the constraints of external markets and politics. 
To draw the multifaceted welfare function in two dimensions, we reduce 
it to two arguments: material consumption c, and non-material quality 
of life (n+s). 

+ + +
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represent a situation with a large military enclave which sustains high 
expenditures but has only limited impacts on local culture and labour 
utilization – French Polynesia in the nuclear testing era.

A is preferred to C because it offers higher consumption with the 
same non-material quality of life. C is a situation with a low material 
living standard and severely depleted social capital; an example could be 
the Comoros.

D is preferred to A despite a lower material standard of living, because 
the higher level of leisure and/or social capital outweighs the lower level 
of material consumption. An example of a thriving traditional society 
and culture, sustained at a modest material living standard by aid from 
a metropolitan power, could be Tokelau.

However B would be preferred to D: the higher consumption level 
would more than outweigh the relatively slight sacrifice of non-material 
values involved in a switch from D to B. The indifference curve W

3
 

maps the threshold of willingness, starting from D, to trade off non-
material in exchange for material elements of welfare. Point B lies above 
this threshold.

Figure 3 is drawn (and has been discussed above) as though all island 
communities bring to bear the same attitudes and tastes when evaluating 
the trade-off between material and non-material welfare. In fact, the 
shape and slope of the welfare contours will differ from community to 
community. Some will exhibit steep slopes of the curves, reflecting a high 
valuation placed on the preservation of traditional culture and society, 
and reluctance to sacrifice those values in pursuit of material pleasures. 
Others will be more relaxed about the loss of social capital, and happy to 
sacrifice non-material goods in exchange for income and consumption; 
here the indifference curves will have a shallow slope. Hence differing 
cultural attitudes towards social capital and work ethics can translate to 
radically different strategic choices amongst options once those options 
have been identified as feasible.
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Taxonomy: Classifying Economic Species

The Data
In this section we use balance-of-payments data to identify and 

rank different types (species) of island economies. The rationale is that 
the territorial border is the place where each island economy’s strategic 
orientation can most readily be observed, described and measured. 

A previous effort at classification (Bertram, 2006, Figure 1) resulted 
in a threefold model comprising MIRABs led by migrant remittances 
and aid-funded bureaucracy; PROFITs organized around jurisdictional 
autonomy and the “political economy of success” (Baldacchino, 2006); 
and small island tourist destinations, SITEs (McElroy, 2006). The present 
chapter works with a broader classification, built around the variety of 
ways to secure the material consumption shown on the vertical axis of 
Figure 3. In Appendix 1 are assembled balance of payments data for 69 
island economies (including the large islands Cuba, Madagascar and Sri 
Lanka), largely but not entirely coinciding with the islands covered by 
Table 1 (Hawaii has been added; the Channel Islands and Isle of Man have 
been dropped). The table format follows that used in Bertram (1986: 815 
Table 4), being constructed around the issue of funding imports of goods 
and services, which we here treat as the central constraint on achievement 
of a high material standard of living. The data set excludes island or 
archipelagic economies with more than 20 million population.

The first column of Appendix 1 shows per capita total imports of 
goods and services, and the subsequent six columns show the sources of 
the funding to sustain those imports. The final columns show population, 
income per head, life expectancy, and a crude welfare index to be discussed 
below. Figures are annual averages for the period 1999-2003 wherever 
possible, or else the nearest available equivalent. 

Wherever possible, balance of payments data are from International 
Monetary Fund statistics and Staff Country Reports, and population and 
income are from the World Bank’s World Development Indicators, with 
income measured as Gross National Income. For island economies not 
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covered by those sources, country-specific data has been used as available, 
much of it (particularly GDP per capita) from the CIA World Factbook 
and the United Nations Human Development Report. Figures for tourist 
expenditure and aid flows are not clearly identified in the IMF statistics, 
and have been extracted mainly from the UN Statistical Yearbook (United 
Nations, 2005: 730-746 Table 74 and 811-826 Table 79), supplemented 
by island-specific data from various sources. In the case of the French 
overseas territories and departments, the aid estimates correspond either 
to the official budget deficit of the territorial unit (in the case of the 
DOMTOMs) or (in the cases of French Polynesia and New Caledonia) 
to the sum of official transfers and net salaries paid from abroad, as 
recorded in the Bank of France’s balance-of-payments statistics for the 
overseas departments (Banque de France, 2004a; 2004b).

For each economy, once account has been taken of recorded exports, 
tourism, remittances and aid, a residual is calculated to bring total credits 
to 100% of total imports. The interpretation of this residual item will 
vary from case to case. 

A negative residual in Appendix 1 indicates an outflow of funds 
either on capital account (debt repayment, overseas investment by 
island residents) or on income account (repatriation of profits, outflow 
of remittances). Niue and Tokelau both appear to have their large aid 
inflows largely returned as transfers back to New Zealand. The Northern 
Marianas exhibit large (unrecorded) remittance outflows from migrant 
workers employed in manufacturing establishments on Saipan, and 
probably also large repatriation of profits. Turks and Caicos, Guam and 
Hawaii have substantial overseas ownership in their tourism sectors with 
profits repatriated out. The Falklands, Madagascar, Papua New Guinea, 
Trinidad and Tobago, and US Virgin Islands are export economies from 
which profits are repatriated to some extent.

A positive residual in Appendix 1 indicates some major additional 
source of funding for imports, whether capital inflow or current 
transactions of some sort. The latter is the main explanation for the 
positive residual in the offshore financial havens – Antigua and Barbuda, 
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the Bahamas, Bermuda, British Virgin Islands, Cayman Islands, Cyprus, 
Grenada, St Kitts and Nevis, St Lucia, and Vanuatu. In Kiribati substantial 
import funding comes from a “revenue equalization reserve fund” (RERF) 
established to sustain government spending following the exhaustion of 
phosphate reserves. Other positive residuals appear to be attributable to 
capital inflow or under-recording of at least one of the five separately-
identified funding flows. 

Remittances in particular are difficult to track accurately. In their 
recent detailed study of Tuvalu, Boland and Dollery (2005: 32-33) 
estimate that counting remittances sent in the form of goods (“non-
commercial imports”) would add 5-10% to recorded money transfers 
(probably more, given under-reporting of valuations), in addition to 
which substantial transfers in cash go unrecorded in official statistics. This 
suggests that probably at least half of the Tuvalu residual item represents 
unrecorded migrant remittances.

Merchandise Exports as a Leading Sector
Immediately apparent in Appendix 1 is the familiar stylized fact that 

only a few small island economies fund their import requirements from 
merchandise (goods) export earnings. Of 55 island economies below 
one million population in Appendix 1, only twelve have earnings from 
the export of goods sufficient to cover more than 50% of total imports, 
and only sixteen more than 40%. Of the five French overseas island 
departments (Guadeloupe, Martinique, Reunion, Mayotte and St-
Pierre-et-Miquelon) none have coverage rates (“taux de couverture”) of 
imports by commodity exports above 20%, and only Martinique scores 
above 10% (IEDOM, 2006). Four very small island economies in the 
Pacific (Niue, Tokelau, Tuvalu and Wallis & Futuna) have effectively no 
commodity exports at all.

The situation is reversed for larger economies. Of the fourteen 
economies in Appendix 1 with over one million population, only five 
(Canary Islands, Cuba, Haiti, Jamaica and Hawaii) have coverage rates 
below 50%, while six are over 75%. 
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A statistical test shows no significant relationship between per capita 
income and the ratio of import coverage by merchandise exports.

Table 3 extracts from Appendix 1 the data for the twelve small and 
nine large island economies with merchandise exports contributing more 
than half the cost of funding total imports.

Figure 4 portrays the import-funding mix for the 21 economies in 
Table 3. In addition to export earnings, Aruba also has significant tourism, 
as do the Northern Marianas (which exhibit also a large negative residual, 
representing mainly outward migrant remittances and repatriated profits 
from manufacturing as well as tourism). Greenland benefits from a 
large official aid inflow from Denmark (and again a negative residual 
indicating outflow of funds, including investment abroad). Madagascar 
and the Solomon Islands also have aid flows in the range of 40-50% of 
import finance. Sri Lanka and the Dominican Republic have substantial 
remittance inflows, and Bahrain has a large outflow of remittances from 
migrant workers there.

Figure 4: Import Funding Sources for 21 Merchandise Exporters
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Tourism as Leading Sector
A conspicuous foreign-exchange earner in a number of small island 

economies is tourism - one of the fastest-growing sectors of the global 
economy, for which the island characteristics of isolation and small size 
are assets rather than liabilities. Fifteen of the 55 small economies in 
Appendix 1 derive more than 50% of their import funding from tourism. 
In two of these (Northern Marianas and Niue) tourism comes second to 
one of the other funding sources (manufactured exports in the Marianas; 
aid in Niue), and in several Caribbean cases (especially the Cayman 
Islands) tourism earnings represent the visible face of offshore finance. In 
a number of other island economies tourism is likely to be a key future 
growth pole (McElroy, 2006).

Figure 5 plots the import-funding mix for the economies with over 
50% of imports funded from tourism in Table 4, excluding Niue (which 
is better classified as an aid-led case).

Figure 5: Import Funding Sources for 15 Tourism Destinations
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Imports 
of goods 

and 
services 

per capita, 
US$m

% of total imports of goods and services

Popul-
ation 000

Per 
capita 

income 
US$

Merch-
andise 

exports Tourism
Remitt-
ances Aid Residual

        

Population over 1 million

         

Hawaii 11,878 10.5 67.0 0.0 0.0 22 1,263 40,000

Canary Islands 8,380 20.5 56.6 0.0 0.0 23.0 1,694 16,566

         

Population less than 1 million

         

Turks and 
Caicos Islands 4,214 7.7 332.1 0.0 6.5 -246.3 21 11,500

Guam 4,493 7.7 254.6 0.0 0.0 -162.3 167 15,000

Northern 
Marianas 8,551 127.3 99.5 0.0 7.1 -133.9 77 12,500

Cook Islands 2,765 11.2 75.4 2.2 8.4 2.9 21 5,000

Cayman 
Islands 17,773 0.4 74.6 0.0 -0.3 25.2 44 32,300

Niue 735 0.0 62.6 0.0 347.6 -310.3 2 3,600

Bahamas, The 8,792 15.3 60.6 -2.8 0.2 26.7 319 15,100

Saint Lucia 2,693 11.3 57.2 0.4 4.6 26.6 164 4,180

British Virgin 
Islands 24,531 4.7 56.1 0.0 0.6 38.7 23 38,500

Antigua and 
Barbuda 6,337 8.4 55.5 2.4 1.8 31.9 80 9,480

Palau 5,956 12.5 54.9 0.0 26.6 6.0 20 6,870

Anguilla 8,368 3.4 51.6 5.3 4.4 35.3 13 7,500

Maldives 2,087 17.7 50.7 -7.0 3.7 34.8 321 2,410

         

Borderline:         

Barbados 5,539 49.0 47.3 5.9 0.3 -2.5 269 17,000

 

Table 4: Economies with Tourism Earnings over 50% of Imports
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Aid and Remittances
Remittances and aid are the twin props of the MIRAB model (Bertram 

& Watters, 1985). Figure 6 indicates that, across the 68 island economies 
in Appendix 1, there is an overall tendency for the more MIRAB-type 
economies to be at the low-income end of the scale, but that within 
the group of economies with more than 50% of imports funded from 
these sources, the per capita income range is very great, from Sao Tome 
and Principe’s US$390 to Greenland’s US$20,000. A number of the 
economies plotted in Figure 6, identified with the three-letter codes 
assigned in Appendix 1, are examples of the phenomenon of geo-strategic 
rent (large aid inflows related either to the ongoing interest of large 
metropolitan powers in maintaining footholds in these locations, or to 
residual aid obligations negotiated in the process of pullback from geo-
strategic positions). This is the situation with, for example, Micronesia 
and the Marshall Islands vis-à-vis the USA, and with Tokelau and Niue 
vis-à-vis New Zealand.

Figure 6: Aid and Remittances: Combined Share plotted against Income per Capita: Log 
Scales, 68 Economies 
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Twenty-one of the 68 island economies in Appendix 1 derive more 
than 50% of their import funding from one or both of aid and remittances, 
and one other (Cape Verde) comes close enough to warrant inclusion 
in this group. Table 5 arrays the data for these 22 cases, subdivided 
between six full MIRAB economies where migrant remittances and aid 
combine as dominant funding sources, and sixteen aid-reliant economies 
in which recorded migrant remittances play no significant role, in several 
cases because aid funding is at a level sufficient to pre-empt remittances 
by sustaining home-island incomes at a level close enough to migrants’ 
incomes in their host economies to remove the differential that is one of 
the principal drivers of remittances.

The ability to secure high levels of aid flows per capita is an important 
attribute of island economies, related directly to their twin characteristics 
of small size and isolation by sea. Small islands receive on average nine 
times as much aid per capita as other less developed countries, even 
though their per capita GDP is much higher on average. Islanders attract 
far more diplomatic attention per capita, and command more United 
Nations votes per capita, than the remainder of the world community. 
There are 191 seats in the General Assembly, of which 31 are held by 
island states up to the population size of Jamaica (2.7 million). (The 
number rises to 35 if we include Singapore, Papua New Guinea, Haiti 
and the Dominican Republic.) These 31 island states hold one UN seat 
for each 707,000 population. The remaining 160 UN member states 
hold one seat for each 38.2 million of population. In terms of diplomatic 
weight, each inhabitant of an island-state UN member is equivalent to 
54 people in the rest of the world. 

Small islands have a comparative advantage in the production and 
exportation of strategic services because, in the geopolitical calculations 
of powerful industrial states, they represent potential military outposts 
as well as potential allies to gain political influence in international 
organizations. French Polynesia’s importance to the French nuclear 
testing program resembles the situation of the Marshall Islands, Palau, 
and the Federated States of Micronesia, where for several decades nuclear 
tests and strategic anti-missile tests were carried out by the USA. It is 
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more cost effective, from a big industrialized country’s point of view, to 
invest in a military agreement to dispose of exclusive rights to use the 
land and airspace of the strategically located small island, than to invest 
in expensive aircraft carriers for the same purpose.

As Baldacchino has emphasized (2006a), a key determinant of the 
extent to which particular islander communities have been successful in 
securing preferential access to aid, migration outlets, and competitive 
advantages in hosting various specialized economic activities such 
as tourism and offshore finance, is the extent to which a degree of 
jurisdictional autonomy is combined with durable ties to larger political 
hosts. Table 6, from Poirine (1999), shows bilateral aid flows to various 
sets of islands, and compares these with developing economies in 
general.

Source: Poirine (1999: 843, Table 1)

Aid Per Capita (US$) % of GDP

Independent islands with a 
population of more than 1 
million: 

19 2.3% 

Independent islands with a 
population of less than 1 million: 

87 1.7%

Independent Pacific islands 102 10.1%

Island territories or associated 
states

3,099 32.3%

Pacific Island territories or 
associated states

3,147 26.3%

French overseas territories and 
departments

3,542 39.2%

All Pacific Islands 504 20.5%

All developing countries 10

Table 6: Aid to Small Islands in the 1990s

Not only do islands receive more aid on average than non island 
countries, but (consistent with the geo-strategic discussion above) non-
sovereign islands receive 36 times more bilateral aid (US$3,099) than 
comparable independent island states (US$87). Figure 7 shows that per 
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capita aid is inversely related to population in independent states, but not 
much related to population in non-sovereign island jurisdictions.

Figure 7: Bilateral Aid Per Capita and Population for Small Islands

Source: Poirine (1999: 844).

In Table 5, Greenland exhibits a strong export share alongside its 
aid inflow, and in Madagascar aid is actually overshadowed by exports. 
Several of the small aid-led economies – Tokelau, Niue, Greenland, 
São Tomé & Principe, and Dominica – have large negative residuals, 
indicative of remittance and/or profit outflows, and consistent with the 
absence of remittance inflows to these economies at the prevailing levels 
of aid, even though most of them have substantial emigrant diasporas. 
Niue’s and Tokelau’s negative residuals are best interpreted as unrecorded 
reverse remittance flows to migrant diasporas in the metropolis (New 
Zealand). 
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Remittance-led Economies
Remittances have recently come to the forefront of the international 

statistical agenda (World Bank, 2003, Chapter 7). By 2005 migrant 
workers’ remittances had risen to become the biggest and fastest-growing 
single category of international financial flows, easily outstripping official 
development aid. The estimated worldwide stock of migrants rose from 
79 million in 1960 to 191 million in 2005 (United Nations, 2006), and 
remittances had reached an estimated US$233 billion annually by 2003 
(World Bank, 2006: 3). Of this global total, Appendix 1 indicates that 
roughly US$5 billion is officially-measured flows into island economies 
from their migrant diasporas, and roughly US$3 billion is remittance 
outflows from a number of islands, especially Bahrain (outflow US$1.8 
billion). 

The informal character of most remittance flows, besides putting 
them into the same economic arena as terrorist funding and criminal 
money-laundering (FATF, 2005a) means that to a considerable extent 
they have been unmeasured, or inadequately measured, by the existing 
international statistical reporting system.

Many islands receive significant amounts of remittances from 
diasporas of emigrants. In some cases, the diaspora outnumbers the 
resident population, as in the Cook Islands, Wallis and Futuna, Cape 
Verde, and the Azores. Remittances represent 25% of GDP in Samoa 
(Chamon, 2005; Muliaina, 2006). Many islands exhibit a very high rate 
of emigration of skilled labour: 36 to 80% among people with tertiary 
education (Docquier & Marfouk, 2004). 

Figure 8 plots the import-funding mix for the six, fully-articulated 
MIRAB cases in Table 5.

An example of recent transition into MIRAB status is the Union 
of the Comoros, three islands (Grande Comore, Anjouan and Moheli) 
in the Mozambique Channel, with a population of about 600,000. 
Population growth is high (2.7%) and the islands are one of the world’s 
poorest countries. At independence from France in 1975, the Comoros 
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were a plantation economy with high population density, severe erosion 
problems in peasant agricultural zones, and most land in the hands 
either of old-established Arab families or colonial company owners 
(Newitt, 1992: 77-78). 40% of the islands’ foodstuffs were imported. 
Population pressure had already led to migration in search of employment 
in Madagascar, Zanzibar, South Africa or France, which “provided a relief 
for over-population and led to a flow of remittances which were of great 
assistance to the economy” (ibid.: 79). 

Comoran migrants were driven out of Madagascar in 1976. The 
arrival of these 17,000 refugees was followed by a volcanic eruption in 
1977; French and South African mercenaries seized power in 1978 and 
held it through the 1980s, and the following two decades were marked 
by political instability, falling per-capita income, and collapsing export 
performance through the 1990s. From US$27.6 million in 1990, export 
earnings had fallen to US$6.3 million by 1996 and US$5.9 million by 
1998, as a political crisis over the attempted secession of the island of 
Anjouan disrupted the economy. Official aid grants helped keep the 

Figure 8: Import Funding Sources for Six Remittance-Aid Economies
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economy and government afloat in the 1980s and early 1990s, at which 
time remittances were only a minor part of the balance of payments; but 
aid flows fell away during the mid-late 1990s and a remarkable burst 
of remittances suddenly filled the yawning gap from 1996 on. “Private 
transfers” were about US$5 million per year in the mid 1990s; by 2001 
they were over US$14 million per year (Da Cruz et al., 2004: 4 Figure 
4).

Fiscal retrenchment, falling aid grants, and an ongoing decline in per 
capita income and stagnation of export volumes effectively “crowded-
in” private remittances, more as a village-level survival strategy than as 
a positive development option. An upturn in prices for the three export 
crops raised export earnings briefly again in the early 2000s, but prices 
collapsed again in 2004-05, leaving remittances the leading source of 
foreign-exchange income (IMF African Department, 2005: 22). The 
2004 balance of payments statistics (Van Den Boogaerde et al., 2005: 
32) show imports of goods and services at US$40 million, exports at 
US$5.8 million, tourism receipts at US$7 million, and ‘private transfers’ 
(one component of remittances) US$14 million.

Puig (2004: 59) remarks that “the Comoros ranks high in international 
comparisons of remittances. It is in the top fifteen countries in terms 
of remittances received per capita, and in the top four in terms of 
remittances in relation to GDP, exports, and growth of remittances”. By 
2003, according to Da Cruz et al. (2004), “an estimated 20-25% of the 
people of Comorian origin live abroad, i.e. some 150,000 to 200,000 
people, of which between 85,000 and 150,000 are living in metropolitan 
France, many with French citizenship. This diaspora maintains strong 
ties to the Comoros and remits over CF16 billion (over US$ 36 million) 
annually, in addition to US$ 15-20 million in goods transfers. By 2003, 
remittances stood well over 21⁄2 times the level of merchandise exports, 
and approximately 12% of GDP”.

The 2004 World Bank study concluded that “remittances define the 
economy and society of Comoros. They are sustaining consumption levels 
which have been above 100% of GDP from the mid-nineties onwards. 
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Remittances also play a crucial role in the balance of payments, enabling 
Comoros to run a high trade deficit. With this high level of remittances, 
the incentive to invest in the local economy, or to work and produce in the 
Comoros, is limited. Families focus their wealth accumulation strategies 
on facilitating out-migration of family members with the expectation of 
transfers in return” (Da Cruz et al., 2004: 12).

An implication of the Comoros example is that on the downside, the 
migration option provides the most fundamental safety net for an island 
economy – ultimate protection against being driven below the subsistence 
threshold in the face of the most severe negative shocks. In the cases 
of Samoa and Tonga, in contrast, migration appears to be motivated 
more by a quest for upward mobility, launching from a well-established 
subsistence home base.

A full discussion of the motivations of migrants and the drivers of 
remittance flows is beyond the scope of this chapter (see Amueda-Dorantes 
et al., 2005, Grieco, 2003, LaPointe, 2004; Poirine, 1997; 2006). At a 
minimum it is clear that a variety of separate sets of motivations operate 
simultaneously, often in contradictory ways. Docquier and Marfouk’s 
(2004: 32 Table 3) data on skill levels of migrants seems to suggest a 
very high migration propensity amongst skilled workers: 82.5% of the 
total stock of island-born skilled workers in Jamaica, 81.6% in Haiti, 
78.4% in Trinidad and Tobago, 74.2% in Tonga, 71.8% in St Kitts and 
Nevis, 70.9% in Antigua and Barbuda, 69.1% in Cape Verde, and 66.6% 
in Samoa. Given the higher rewards to skill available to emigrants and 
the widespread practice of sharing those rewards via remittances, this 
so-called brain drain is probably rational not only individually but also 
collectively.

The controversial issue of remittance sustainability versus remittance 
fatigue remains an active research frontier. Multiple motivations interact 
with widely-varying case-specific factors such as relative incomes in host 
and home economies, relative growth rates, and demographic patterns. 
The outcome is remittance fatigue in some cases, sustainability and 
growth in others. A priori speculation based on individualist assumptions 
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makes for poor economic theory, and recent work has begun to tease out 
systematically the elements for an economic theory of remittances (for a 
bibliography, see Bertram, 2005).

Geo-strategic and Other Aid-led Economies
There are a group of island economies, dominated by French territories 

and departments but including Greenland (linked to Denmark) which 
sustain quite high per capita incomes, and associated imports of goods 
and services, on the basis of aid transfers which reflect directly the geo-
strategic interests of the metropolitan partner. To this group should be 
added Tokelau and Niue, which receive high levels of aid per capita but 
are recorded as low-income economies on the basis of their very limited 
onshore productive activity. The Tokelauan and Niuean communities 
taken as a whole (including migrants) have better living standards than 
the GDP data in Table 5 would suggest.  These two economies have been 
excluded from Figure 9 to render the remainder legible, given that aid is 
674% of imports for Tokelau and 348% for Niue.

The “geo-strategic rent” economies are here distinguished from the 
other MIRAB economies. Haiti, Tonga, Samoa, Comoros, Tuvalu, Cape 
Verde, Micronesia, Dominica, the Marshall Islands, and São Tomé & 
Principe are typical members of the latter group, all with per capita 
incomes below US$5,000. Their future prospects vary enormously 
depending on particular strategic factors applying to particular islands. 
São Tomé and Principe is in transition to becoming an oil export economy, 
on the basis of large offshore oil deposits which are to be divided between 
the islands and neighbouring Nigeria. The former US Trust Territories 
in the Pacific are faced with sinking caps on their aid flows from the 
US Government and few prospects of new non-MIRAB revenues, but 
large-scale migration to the USA remains an option, as does a potentially 
massive increase in geo-strategic aid from Japan and/or China as those 
Asian powers seek to extend their influence in the Pacific. Dominica is one 
of the least-developed tourist destinations in the Caribbean as measured 
by its Tourism Penetration Index, but has one of the fastest-expanding 
tourist sectors (McElroy, 2006, Tables 2 & 3). Any attempt to generalize 
about development potential, in short, is fraught with danger.
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Other
In Table 7 appear data for five island economies in which the “residual” 

item is the leading source of import funding (here using a threshold of 
more than 45% of import funding rather than the 50% criterion used 
thus far), and ten which have no sector accounting for more than 50% 
of total import funding. Seven of these fourteen economies, plotted in 
Figure 10, are offshore financial centres with associated tourism sectors. 
Bermuda, Netherlands Antilles and Cyprus are high-income economies. 
St Kitts and Nevis, St Vincent and the Grenadines, and Grenada, are 
less successful examples of this strategy, and Vanuatu is the low-income 
outcome of a largely unsuccessful attempt to colonize a niche in global 
finance. 

Figure 11 plots the other eight economies from Table 7. Five of 
these combine exports with tourism as leading sectors (with remittances 
also important in Cuba and Jamaica); two combine exports and aid. 
The last case, Kiribati, is an extremely poor country reliant upon a 

Figure 9: Import Funding Sources for 15 Aid-Led Economies (Niue and Tokelau Excluded)
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limited flow of rental income from a trust fund set up at the time of 
decolonization. The absence of other major sources of foreign-currency 
funding confronts Kiribati with a tight constraint on its import capacity 
and hence its ability to raise incomes domestically. Aid and remittances 
from temporary-migrant seafarers are a significant additional source of 
income, but Kiribati remains firmly at the bottom of the income ranking 
in Table 7.

The Development Ladder
Bearing in mind inter-country differences in the shape of the social 

welfare function drawn in Figure 3, one can think of a “ladder” of strategic 
specialization options in terms of expected levels of combined material 
and non-material societal welfare, to provide a conceptual framework 
for classifying island economic species.

Figure 10: Import Funding from Offshore Finance Plus Tourism
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Figure 11: Remaining Cases 

Figure 12 arrays our 68 island economies in two dimensions. Along 
the horizontal axis are listed nine “species”, distinguished according to 
their import-funding strategies. Up the vertical axis appears a rough first 
approximation to a welfare index, constructed from two of the dimensions 
used by the United Nations in its Human Development Index: per capita 
GDP, and life expectancy at birth. (Literacy and school enrolment, 
the other components of the HDI, were not collated for the full set 
of economies covered here.) The index adopts the UN methodology 
(UNDP, 2005: 341), calculating a welfare index using the logarithm of 
each country’s GDP per capita relative to the minimum and maximum 
values in the sample, and adding this to an index of relative life expectancy, 
to obtain a composite index. Life expectancy admittedly is a poor proxy 
for the non-material factors represented in Figure 3, and development 
of an improved welfare index deserves further research.

The combination of offshore finance and high-quality tourism stands 
out as the strategy of the most successful island economies, but not as a 
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guarantee of success – Vanuatu conspicuously ranks in the lowest half-
dozen economies of the entire sample despite adoption of this orientation. 
(Vanuatu’s per capita GDP is only US$1,390 compared with Bermuda’s 
US$69,900.) At the other end of the scale, the non-geo-strategic-rent 

Figure 12: Welfare Levels and Economic Strategies for 68 Island Economies

Source: Appendix 1

MIRAB and low-income members of the primary export group (several 
of which are quasi-autarkic) occupy the lower rungs of the ladder. MIRAB 
status has here been separated from the group of economies sustained 
by geo-strategically-motivated aid flows. All of the latter are currently or 
recently dependent territories linked to France, the USA, New Zealand, 
Denmark and the UK. 

A feature of Figure 12 is the wide range of options open to island 
economies, amongst which conventional export-led development is 
included but is by no means dominant. The strategic orientations in the 
chart by no means exhaust the list, and one or two of the classifications 
undertaken reflect the need to compress what might have been a still 
more detailed picture. 

TUV



362 363

A World of Islands: An Island Studies Reader Island Political Economy

Income per 
capita
 US$

Income/life 
expectancy index

High-value exports 17,859 1.6181

Primary exports plus geo-
strategic rent/aid 16,925 1.4787

High-impact tourism 33,629 1.7470

Moderate impact tourism 12,968 1.4136

Offshore finance plus tourism 15,604 1.3812

Aid economies: geo-strategic 
rent 8,631 1.3504

Tourism plus Exports 3,750 1.2607

Primary exports with aid and/or 
remittances 1,120 0.6628

MIRABs 552 0.1728

Table 8: Average Income Indicators for the Nine Groups in Figure 12

Kiribati, for example, with its heavy balance-of-payments dependence 
upon rental income from its Revenue Equalization Reserve Fund, has 
been left in the “MIRAB” group to which it was originally assigned 
in Bertram and Watters (1985) but in fact provides the template for a 
possible future group of island economies living off overseas investment 
incomes – a pure rentier category whose emergence relies upon the 
accumulation of financial assets by islander communities (and which 
probably already exists to some extent with the relevant flows disguised as 
remittances). Nauru appears under “high-value exports” only because its 
1980s strategy of building up a reserve fund and making a post-export-
economy transition to rentier status collapsed due to poor investment 
decisions and misappropriation of funds during the 1990s, and because 
the data which underpin Figure 12 marginally pre-date the exhaustion of 
phosphate reserves. Nauru is now effectively bankrupt (Connell, 2006) 
and sliding into pure aid dependence, which implies reclassification to the 
MIRAB group (a geo-strategic opportunity to provide refugee internment 
services for Australia has been exploited in recent years and may serve 
to underpin future aid).
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In an abstract sense, it is possible to sketch out a rough preference 
order amongst the speciation strategies analysed in this chapter (see Table 
8). The general goal is to secure the best results for the least effort, with 
a long-run eye on the importance of sustaining the islands’ social and 
natural capital. In each case there will be particular constraints of location, 
climate, resource endowment, and history to be borne in mind.

• Pure rent-led:
o The oil-economy model: natural-resource rents from 

exports of oil, phosphate, fish produces and other primary 
commodities, where it is possible to have the enclave 
operated by outside capital and labour while retaining 
the rents for the islander community;

o Military or strategic rent, involving the profitable export 
of invisible services: military bases, nuclear testing, 
future strategic interest, diplomatic services (votes at 
the UN assembly or on the International Whaling 
Commission);

o Rents derived from constitutional rights negotiated 
by non-sovereign territories with their metropolitan 
partner

• Service exports: high-quality tourism and/or financial services, 
which require more effort than pure rent, but yield generally 
higher reward for effort than the production for export of 
either primary or manufactured goods;

• High-return export production, requiring deployment of both 
local labour and capital and high levels of technology and 
human capital; 

• High-economic-return migration, involving the relocation of 
high-skilled individuals overseas into high paying professional 
and business opportunities, and subsequent accumulation of 
financial wealth in the host economy to provide a long-run 
basis for rent transfers back to the home island;

• Moderate-impact tourism and/or services exports, representing 
a fallback option for islands which lack the crucial endowments 
needed for the high-impact versions;



364 365

A World of Islands: An Island Studies Reader Island Political Economy

• Manufactured export production, possibly with special legal 
status for key firms along the lines of Mauritius’ export 
processing zone (Lall & Wignaraja, 1998; McDonald & 
Yao, 2003; Subramanian & Roy, 2001; Treeboohun, 2004);

• Primary commodity exports, combined as possible with 
securing aid support for living standards;

• Labour exports of migrants seeking regular wage and salary 
employment in host economies and sending remittances back 
to an extent dictated by factors such as income relativities, 
relative opportunities for investment in the host and home 
economies, and the extent of need in the home community;

• Autarky or near autarky, with as much aid as possible.

If rent is available in sufficiently high amounts per capita, there 
is no need for other resources, and the Dutch Disease which keeps 
the economy from diversifying into other exports is not necessarily 
unwelcome. Traditional exports of primary products can be allowed to 
dwindle; tourism can stagnate, and only if rent ceases – for example, when 
military bases shut down - will the economy need to turn to another 
specialization. Dutch Disease then cures itself by the economic feedback 
effects of the military’s departure.

Tourism is the easiest and highest-yielding fallback from rentier status 
– examples are Hawaii, Guam, and the Northern Marianas in the 1980s. 
It requires more effort than rent receipt but often pays higher wages and 
yields higher per capita income than the export of goods, either primary 
or manufactured. 

Success with manufactured goods exports in small locations often 
requires competitiveness to be ensured by low wages or special skills 
ring-fenced into export processing zones. Primary exports require more 
effort again. 

International mobility of professionals and the business elite is an 
established reality of the modern world in which islanders participate 
along with their peers. Participation in the global arena sharply raises the 



364 365

A World of Islands: An Island Studies Reader Island Political Economy

pay-offs to education and saving by islanders. It is therefore important 
not to limit any analysis of “development” achievement to those who 
remain, but to keep a clear focus on the quality of life achieved by the 
islander community as a whole, including the diaspora. (The use of GNI 
and GDP statistics in the present chapter unfortunately has precisely this 
effect of confining the analysis to only a subset of the full economic and 
social unit that is an island economy.)

Below the professional and business level, simple labour migration 
can be either an upward-mobility opportunity or the last resort for very 
small and isolated islands with no other option (too remote, dull or 
ill-equipped for tourism, no high-value natural resource, too far from 
markets for manufactured exports). The fundamental requirement is 
access to a higher-wage labour market, whether through formal or 
informal channels. Securing such migration outlets is a central strategic 
concern for policymakers in many islands; visas may well be more valued 
than either aid or trade. However, the life chances of migrants in their 
destination economies depend upon the wage levels they are able to 
access. Upwardly-mobile migrants starting with good education and 
health status are likely to do best, while last-resort migrants from poor 
island economies tend to accumulate at the bottom of the host economy’s 
labour pool.

Autarky or near-autarky is the worst fate, to be avoided if at all 
possible unless emigration is blocked or restricted. The lowest material 
(and often also non-material) standards of living coincide with higher 
levels of autarky: Haiti, Solomon Islands, Vanuatu, parts of Papua New 
Guinea. The only comparative advantage that could make autarky an 
even marginally attractive strategy would be to gain eligibility for aid 
from NGOs and international aid agencies. But no island community 
with the other options open would rationally choose to go it alone. Island 
economies are, as an ideal-type, open as well as small. Large population 
is generally a handicap, along with limited migration outlets and lack of 
trading opportunities.
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Conclusion
Flexible specialization is the key attribute of island economies (Bennell 

& Oxenham, 1983; Schmitz, 1989), and is more easily achieved the 
smaller is the population involved and the greater the degree of cultural 
and social cohesion within that population. Small island economies are 
best thought of as entrepreneurs in the spirit of Marshall (1890), actively 
engaged in seeking out opportunity and deploying their scarce resources 
to maximize rents and quasi-rents from the exploitation of any market 
niches they can find and develop. The common tendency of observers 
to treat island economies as though they are marginal or unemployed 
workers and beneficiaries in the world economy is not only demeaning to 
islanders but profoundly misleading as the basis for economic theorising 
about their development potential.

A strategic, game-theoretic conceptualization brings into focus the 
active role played by island actors in securing their economic place in the 
world. The statistical record shows a low incidence of poverty; genuinely 
destitute island economies are few, and those which do exist are mostly 
searching out dynamic escape paths. Fiscal management is generally solid, 
and democratic institutions are more secure and widely encountered than 
in continental comparators. Health status and literacy – two indicators 
of human welfare not analysed in this chapter but implicit in Figure 3 
– are generally good, endowing islander migrants with a well-grounded 
start towards employment and success in large host economies. Resilience 
and adaptability are long-established traits nurtured by the conditions 
of island life, and the application of these to the economic problem of 
securing material and non-material welfare in the twenty-first century 
global economy gives ample cause for optimism about the future of 
island economies.
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