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Brief Definition

National Export Strategy outlines the actions
undertaken by the national government to achieve
sustainable growth by enhancing the competitive-
ness of the trade sector.

National trade policy refers to policies
governing the buying and selling of goods, mainly
from the international markets.

Introduction

Most people would agree that international trade
is beneficial to the world economy. There are
groups of individuals who argue that international
trade has adverse implications on the world econ-
omy. Over the last century, numerous theories

have been developed to examine why countries
engage in international trade and the implications
of international trade on the world economy
(Krugman et al. 2020). The traditional trade theo-
ries assume that markets are perfectly competi-
tive, with constant returns to scale and
homogenous goods. The new international trade
theory has challenged these assumptions
(Krugman et al. 2020). This essay aims to discuss
the new theory of international trade and its impli-
cations for designing and implementing trade pol-
icy in Fiji and Samoa.

New Theory of International Trade

To begin with, the new theory of international
trade assumes that markets are characterized by
imperfect competition, increasing returns to scale,
and product differentiation (Gounder 2020). The
theory of imperfect competition acts as the pri-
mary basis for explaining the dynamics of the
market structures moderating the exchange of
goods and services in the modern economy
(Krugman et al. 2020). In contrast to the argu-
ments of the traditional trade theories, the new
theory of international trade emphasizes that per-
fect competition is not likely to exist in the mod-
ern markets as aggressive competition would
drive down prices of goods to marginal cost.

Unfortunately, firms that are not able to recover
their losses are pushed out of the market. Eventu-
ally, this process will continue until the market
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reaches an imperfectly competitive equilibrium.
Fiji’s pharmaceutical sector is a critical case that
can explain how powerful big players in the mar-
ket are driving out small players to cut competi-
tion from the market. According to Kumar (2020),
most of the pharmacies in Fiji are owned by two
powerful businesses, and these powerful players
are driving out competition from the pharmaceu-
tical market. This new article also emphasizes that
pharmacies are not adhering to the Pharmacy Pro-
fession Act. The Fiji Pharmaceutical Society Pres-
ident, Reenal Chand, emphasized that a
noncompetitive pharmaceutical market in Fiji
will have adverse implications on consumer sov-
ereignty and freedom of choice. The Pharmacy
Profession Act 2011 specifies that a registered
pharmacist should not own more than two sepa-
rate pharmacies in Fiji to protect consumers. Indi-
viduals who do not comply with the Pharmacy
Profession Act of 2011 will be convicted with a
maximum penalty of $20,000 (Kumar 2020). One
of the advantages of the new trade theories is that
it incorporates two additional characteristics of
the firms present in the real world. These assump-
tions are (1) product differentiation in most sec-
tors and (2) variability in performance measures
across firms. Fiji produces a range of products
ranging from cosmetics, bottled water, clothing,
gems, and beverages. The product differentiation
level that may exist across these product ranges
can be low to very high (Krugman et al. 2020).

Furthermore, the new theory of international
trade offers several reasons that explain why gov-
ernment intervention may be beneficial for the
economy. The modern world is characterized by
second-grade optimum, which explains the rea-
sons for government intervention to correct poor
market results. According to Burnete (2007), free
trade benefits should not be generalized as gov-
ernment intervention is necessary to correct the
distortions that may arise from free trade.

Strategic Trade Policy of Fiji and Samoa

Furthermore, the Ministry of Industry, Trade, and
Tourism (MIIT) is primarily responsible for the
formulation and implementation of Fiji’s strategic

trade policy. Importantly, the MIIT consults
government and nongovernment agencies to for-
mulate and implement Fiji’s strategic trade policy
(World Trade Organisation 2016). Holistically,
there are many trade policy strategies that are
simultaneously implemented to protect domestic
producers and enhance the international competi-
tiveness of Fiji’s export sector. To ensure that
there is no duplication of the strategic trade policy
efforts, the MIIT has to consult all the respective
ministries to formulate strategic trade policies that
create value for all sectors. Currently, two main
strategic trade policy documents act as the guide-
line for the implementation of the trade policy
instruments. These are the Fijian Trade Policy
Framework (FTPF) and National Export Strategy
(NES) (World Trade Organisation 2016).

Similarly, the Ministry of Foreign Affairs and
Trade (MFAT) of Samoa is responsible for devel-
oping strategic trade policies. Currently, the
responsibility for trade negotiations has been del-
egated to theMinistry of Commerce, Industry, and
Labour (MCIL), with the National Working Com-
mittee (NWC) of Samoa meeting four times per
year to discuss the trade arrangements. Two main
policy documents guide the strategic trade poli-
cies of Samoa, and these are the Strategy for the
Development of Samoa (SDS) and Trade, Com-
merce and Manufacturing Sector Plan (TCMSP)
(World Trade Organisation 2019).

National Export Strategy (NES) of Fiji and
Strategy for the Development of Samoa (SDS)
Moreover, the NES of Fiji focuses on the diversi-
fication of Fiji’s export sector in six priority areas,
namely, (1) mineral water, (2) agro-business,
(3) forestry, (4) audiovisual, (5) information com-
puter technology, and (6) fisheries. It provides
financial support to the exporters to procure
value-adding machinery and equipment. The
MIIT has clearly outlined that proposals from
the exporters wishing to diversify their business
in the six priority areas will be evaluated and
accepted for funding (Ministry of Industry and
Trade 2014). Table 1 shows that the total value
of projects approved under the NES was FJ$2.2
million in 2015, FJ$1.075 million in 2016, and
FJ$1.6 million in 2017.
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Similarly, the SDS for Samoa covers several
priority areas, and increasing Samoan exports is
one of the key outcomes of priority areas on
economic development. The Samoa government
recognizes that foreign trade provides income-
generating opportunities for the locals. It is a
way of providing long-term sustainability to
local livelihoods. There are many schemes and
programs developed by the Samoan government
to support the local businesses. These are the
Samoan Agriculture Competitive Enhancement
Program and Samoan Agribusiness Programs
(Government of Samoa 2016).

Fijian Trade Policy Framework (FTPF) and
Samoan Trade, Commerce, and
Manufacturing Sector Plan (STCMSP)
Furthermore, the FTPF was launched in July 2015
to enhance Fiji’s trade performance by aligning
the trade policy to ten guiding principles. These
guiding principles are (1) generation of employ-
ment opportunities, (2) adherence to national pol-
icies, (3) a proactive approach to economic
development, (4) enhancing the standard of living
for Fijians, (5) creating a conducive environment
for private sector performance, (6) export diversi-
fication, (7) achieving a sound balance of payment
position, (8) promoting international competitive-
ness of the export sector, (9) strengthening human
capital and technical skills, and (10) environmen-
tal protection. Precisely, the trade policy instru-
ments form an integral part of FTPF, and these
instruments are antidumping, safeguards,
countervailing measures, tariffs, export taxes,
import permits, and duty suspension scheme
(Ministry of Industry, Trade, and Tourism 2015a,
b, c).

Similarly, the Samoan Trade, Commerce, and
Manufacturing Sector Plan (STCMSP) plays a
critical role in driving Samoa’s trade reforms.
Initially, the STCMSP 2012–2016 provided vari-
ous strategies undertaken by the Samoan govern-
ment to diversify the production base. The
contemporary STCMSP 2017–2021 provides
strategies for improving Samoa’s export perfor-
mance by facilitating private and public partner-
ships. It specifically emphasizes reducing tariffs
and the implementation of special economic
zones (SEZs) to increase labor productivity and
strengthen Samoa’s export sector.

Opportunities of the New Theory of
International Trade on Strategic Trade
Policy

Undoubtedly, the Pacific Island countries are
members of the small, vulnerable economies
(SVE) groups, whereby trade remains an impor-
tant component of achieving sustainable eco-
nomic growth. Fiji and Samoa’s strategic trade
policy documents have emphasized the numerous
opportunities that trade offers to domestic firms.

First, the strategic trade policy aims at
supporting the most efficient branches of the
economy. The new theory of international trade
postulates that the benefits from free trade should
not be generalized as there can be possibilities of
distortions resulting from free trade (Krugman
1987; Maha et al. 2012). The government can
quickly intervene by using strategic trade policy
instruments and policies to address these distor-
tions. Undoubtedly, this provides numerous
opportunities for trade policy formulation and
implementation (Krugman 1987; Maha et al.
2012). The NES and SDS of Fiji and Samoa
focus on key priority areas that act as the back-
bone of Fiji’s and Samoa’s economy. As Fiji and
Samoa’s firms engage in international trade, their
interaction with customers and suppliers from the
international markets helps them learn and
enhance their key capabilities and competencies
in production. The governments of these countries
can intervene with trade policy instruments to
protect local companies and promote trade

Strategic Trade Policymaking, Table 1 Value of pro-
jects approved under NES

Year Value ($)

2017 1,600,000

2016 1,075,118

2015 2,200,000

Source: Ministry of Industry, Trade, and Tourism (2015a,
b, c, 2016, 2017)
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(Krugman 1987). Consequently, this increases the
total factor productivity needed to help Fiji and
Samoa realize their growth aspirations. Table 2
shows that the number of project proposals
approved decreased from 19 in 2015 to 11 in
2011. Government assistance under the NES is
provided only for mineral water, fisheries prod-
ucts, agro-business, and forestry.

Second, the new international trade theory is
based on the assumption of product differentia-
tion, which explains how firms gain competitive
advantage by changing the product’s tangible and
intangible attributes to make the products look
superior compared to the competing products
(Krugman 1987; Maha et al. 2012). This assump-
tion of the new theory of international trade helps
the policymakers identify the specific priority
areas that Fiji and Samoa should focus on to
help domestic firms differentiate their products
and improve efficiency and competitiveness in
the international markets. The NES of Fiji focused
on sustainable development of Fiji’s export sector
by encouraging value addition and diversification
in six product sectors (garments, mineral water,
agro-business, forestry, marine products, and
sugar) and seven service sectors (education and
training, labor mobility, tourism, information
computer technology, health services, financial
services, and audiovisual). These are the sectors
with a high potential for value-adding and
improving the product and service quality via
differentiation. Figure 1 shows Fiji’s government
grants to the National Export Strategy over the last
5 years maximized for the budget period
2018–2019 but significantly decreased for the
budget period 2019–2020.

Similarly, the government of Samoa has
implemented the Samoan Agriculture Competi-
tiveness Enhancement Project to support 18,000

rural households by increasing the production of
agricultural products to diversify the export base
of Samoa (The World Bank 2012). This project is
part of SDS to reduce Samoa’s vulnerability to the
oil price and global food shocks. This project’s
three essential components are livestock produc-
tion and marketing, fruit and vegetable produc-
tion, marketing, and institutional strengthening.
This project is financed by an IDA Specific Invest-
ment Credit of US$8million and an additional
US$5million by the World Bank (The World
Bank 2012). The project’s main focus under the
SDS is to differentiate Samoan-grown agriculture
products via high-quality value-adding.

Third, the new theory of international trade
assumes that markets are imperfectly competitive,
and firms’ pricing policies are interdependent,
whereby firms consider the responses from con-
sumers and competitors before designing compet-
itive strategies (Krugman 1987;Maha et al. 2012).
This assumption of the new theory of international
trade facilitates the design and implementation of
strategic trade policy. It helps the policymakers
use trade policy instruments to make the domestic
exports more competitive in the international mar-
kets. The governments of Fiji have been
supporting agriculture exports by providing sub-
sidies for the production of agriculture commod-
ities. Specifically, Fiji’s government has been
providing subsidies to the sugarcane farmers for
fertilizers and weedicides. Figure 2 shows that
Fiji’s government has been consistently providing
fertilizer subsidies to the sugarcane farmers, but
weedicide subsidies have significantly declined
from the year 2018 to 2020.

In comparison with Fiji, Samoa is far behind in
providing export support and promotion activities
to boost the trade sector’s competitiveness. At the
moment, Samoa is preparing the Export

Strategic Trade Policymaking, Table 2 National export strategy grant requests and project approvals

Year Number of companies requested grants Number of proposals approved

2017 26 11

2016 N/A 11

2015 53 19

Source: Ministry of Industry, Trade, and Tourism (2015a, b, c, 2016, 2017)

4 Strategic Trade Policymaking



Development Scheme, which aims to develop
high-quality value-added products for exports.
This scheme also intends to offer credit guarantees
to local exporters. Samoa’s agriculture exports are
substantially liberalized with no export subsidy
support to the domestic farmers.

In addition, Fiji provides several export assis-
tance and promotion schemes to boost the com-
petitiveness of the export sector. The Short-Term

Export Profit Deduction Scheme exempts income
tax from the exported goods and services’ net
share. Exporters from Fiji have benefitted exten-
sively from Export Finance Facility (EFF), Import
Substitution Facility (ESF), Duty Suspension
Scheme (DSS), and Tax-Free Region Incentives
(World Trade Organization 2016).
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Challenges of the New Theory of
International Trade on Strategic Trade
Policy

The PICs are small island economies that are
constrained by its population, landmass, availabil-
ity of natural resources, and international trade
share. These countries face unique socioeconomic
and environmental vulnerabilities that are not
faced by large developed and developing coun-
tries. Fiji and Samoa are not an exception to this
(World Customs Organization 2020). Specifically,
some of the constraints that inhibit Fiji’s and
Samoa’s export capabilities are high communica-
tion costs, poor institutional environment, vulner-
ability to natural disasters, remoteness, and lack of
connectedness to the global supply chains
(Gounder and Prasad 2011). As a result of this,
Fiji and Samoa are heavily reliant on imports, and
their domestic markets are too small to provide
significant economies of scale (World Customs
Organization 2020).

Furthermore, there are numerous challenges
that the new theory of international trade imposes
on strategic trade policy formulation and imple-
mentation of Fiji and Samoa. First, increasing
returns to scale cannot be achieved by exports
from Fiji and Samoa as it is difficult for domestic
exports to compete with high-quality exports from
influential players in the global market. This
imposes a major challenge for the trade policy
formulation and implementation as export support
schemes and programs may not boost the local
exports’ quality to a level that may enable local
products to achieve economies of scale (Bureau of
Statistics 2020). Figure 3 shows that Fiji’s major

exports are mineral water, gold, garments, and
sugar. The exports of mineral water have been
consistently increasing from the year 2015 to
2019, but the exports of gold, sugar, and garments
are declining (Bureau of Statistics 2020). Fiji
Water is the world’s premium water. Fiji Water
Bottling company can easily maximize its share of
the international market. However, poor infra-
structure quality and technical expertise inhibit
Fiji Water from economies of scale.

Similarly, the major export items of Samoa are
cocoa, kava, copra, beef, timber, copra, and coco-
nut oil. However, it would be difficult for Samoa
to achieve economies of scale in these product
categories as it cannot compete with Indonesia,
India, China, Australia, New Zealand, Brazil, and
the United States in the export market of these
commodities (Common Wealth Network 2020).

Second, the presence of imperfect competition
imposes data challenges and empirical difficulties
to formulate and implement strategic trade poli-
cies. Trade policymakers and economists do not
have trustful models, and these models are subject
to criticisms (Krugman 1987; Maha et al. 2012).
In reality, firms in the imperfect competitive mar-
kets make decisions whereby their goals and
objectives may be hidden from the policymakers.
This lack of information on firms’ behavior
imposes major challenges on the design and
implementation of sustainable trade policies. For
example, Fiji’s government is prioritizing the
export growth of specific sectors by financing
tangible and intangible assets that are used
directly for export purposes. The Export Credit
Facility is only provided to businesses in key
priority areas, such as mineral water, marine,
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forestry, agribusiness, audiovisual, and informa-
tion computer technology (FDB 2020). These
projects are approved based on a criterion that
excludes the financing of traditional exports of
molasses, green logs, sawn timber, and sugar.
The assessment committee approves funding
based on the information provided by businesses
on their company. These companies may have
ancillary goals that do not fit the criteria of the
Export Credit Facility financing. However, their
projects may be approved as these ancillary goals
are not to be disclosed to the assessment commit-
tee members (Krugman 1987; Maha et al. 2012).
Winners are producers in the key priority areas,
and losers are producers outside the key priority
areas.

Third, trade policymaking and implementation
can lead to retaliation risk and commercial wars,
and government intervention can be hijacked by
certain interests. For instance, the imposition of
tariffs, import permits, antidumping measures,
and safeguard measures by the Fiji government
can lead to retaliation from countries affected by
this trade policy (Ministry of Industry, Trade, and
Tourism 2015a, b, c).

Fourth, the government budget for the small
island economies is limited and is subject to sig-
nificant constraints that inhibit their ability to sup-
port all the sectors in the economy (Krugman
1987; Maha et al. 2012). It is difficult for small
island economies to protect all its sectors by using
interventionist policies. Any government inter-
vention will lead to misallocation of resources,
and these interventions are usually harmful. Lim-
ited financial budget imposes major challenges in
designing and implementing trade policies. For
example, the Samoan Agriculture Competitive-
ness Enhancement Project has limited funding to
support only 18,000 households. The marine and
fisheries products have greater export potential,
but a high level of disparity is noticed in the
Samoan government’s funding for the fisheries
and agriculture sector. The winners are house-
holds supported by the Samoan Agriculture Com-
petitiveness Enhancement Project, and losers are

the households who did not get an opportunity to
be part of this project. This shows the existence of
welfare disparities within and across different
industries within the same economy (Krugman
1987; Maha et al. 2012).

Conclusion

To conclude, the new theory of international trade
has challenged the traditional role of the govern-
ment. Most adherents of the new theory of inter-
national trade consider that the government
should support those industries that have positive
externalities and change the profits between
national and foreign companies (Krugman 1987;
Krugman et al. 2020). Undeniably, the govern-
ment’s role is significant in boosting the compet-
itiveness of the small island economies as these
economies face numerous resource challenges
that are not faced by large developed and devel-
oping countries. Therefore, the government’s role
in the small island economies is to intervene by
using the strategic trade policies to transform Fiji
and Samoa into an internationally competitive
export-led growth-oriented economy. Fiji govern-
ment is using antidumping measures, safeguards,
countervailing measures, tariffs, export taxes,
import permits, and duty suspension scheme as
trade policy instruments, while Samoa is focusing
on reducing trade barriers and liberalizing trade.
Using the strategic trade policy tools to provide a
competitive advantage to the domestic companies
is a challenging task as empirical difficulties and
lack of data availability imply that the use of the
strategic trade policy tools will not achieve the
desired results.
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