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Foreword

In 2025, Caritas and the Catholic Church, joined by hundreds of thousands of people around the world,
sought the cancellation or restructuring of billions of dollars of unjust debt through the Turn Debt into Hope
Campaign. Our goal was to free up financing to address the real needs of people throughout the world —
such as adequate education, good health services, safe access to nutritious food and clean water, and — most
importantly for us in the Pacific - to support climate resilience and adaptation grounded in local participation
and confrol, including recompense or recognition for irreversible loss and damage.

Those dreams for widespread debt cancellation were not realised. Instead, we seem to be travelling through
more furbulent waters brought on by complex and intertwined issues, such as a conflict-induced energy crisis,
geopolitical manouevring within and outside our region, dramatic cuts in development aid, and lukewarm
responses fo dramatic new evidence of human-induced climate changes.

This report highlights how some Pacific nations are faring in response to those challenges — through the lens
of debt in relation to increased climate challenges. It raises the alarm in the huge gap between adaptation
needs in the Pacific, and the lack of commitment by richer countries that have historically profited from fossil
fuel use. We as Caritas are pleased to collaborate with Jubilee Australia and Misereor to continue to read
the ‘signs of the times' on how these intertwined challenges threaten the small yet strong people of Oceania,
and recommend ways forward.

Though the Jubilee Year may be over, Caritas joins with all people of good will throughout the world to contin-
ue fo seek Jubilee justice’, that all may be liberated from the bonds of debt, and find true freedom in the lands

and Ocean that God has gifted to all, so that all may live in dignity.

Malo ‘aupito

Cardinal Soane Mdfi

Bishop of Tonga and Niue
President, Caritas Oceania
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Executive Summary

This is the third in a series of reports about the challenges facing Pacific Island Countries (PICs) through the ‘twin storms’ of runaway
climate change and rising debt risks.

Some of the impacts PICs are already experiencing include more intense cyclones and tropical storms that destroy land and in-
frastructure, rising sea levels, saltwater intrusion, and storm surges that displace people and threaten homes, livelihoods and food
security. At the same time, warming and acidifying oceans are affecting ocean biodiversity, putting marine ecosystems and fishing
revenues at risk. To adapt to these challenges, PICs need fair and adequate finance.

This report builds especially on the 2024 Weathering the Storm report, which examined the debt situations of seven PICs: Fiji,
Kiribati, Samoa, Solomon Islands, Tonga, Tuvalu and Vanuatu. That report found debt servicing in several of these countries ap-
proaching alarming levels.

In the two years since, global frade and supply chain disruptions, persistent inflation, and a new conflict-induced oil crisis have
impacted the economic prospects of many nations, including Pacific Island states. Moreover, a significant El Nifio weather cycle
is underway and impacting the Pacific, as forecasts predict the strongest such event on record. This, together with cuts to official
development assistance (ODA) will add further stress to the region.

This report begins with a snapshot update for three of the seven countries featured in Weathering the Storm: Fiji, Tonga and Samoa.

Of these three, Fiji appears to be the most affected by the global shocks of the last two years. In 2024, Fiji's debt-to-GDP rafio was
already in the high 7Os but was projected to be trending down. It is now expected to increase and potentially breach Q0 per cent.
In the meantime, Fiji has very high debt service as a proportion of government revenue of 22 per cent: well over the threshold for
sustainability which means it may significantly impact government service delivery.

Tonga has used the last two years to make large repayments on a bilateral loan to China, bringing its debt-to-GDP down to 23 per
cent from the high 30s of two years ago. While this is welcome, there are still several more years of high annual payments ahead
while the China Exim loan is paid off. Itis unclear what impact such large debt payments are having on government services. Ton-
ga faces challenges in the medium term: its annual climate adaptation finance needs are estimated at 25 per cent of GDP; while
grant aid makes up almost half of government revenues.

Samoa's situation is similar to Tonga's in many ways. Its debt-to-GDP has been managed downwards in recent years: it has high
needs for climate adaptation, and it is also reliant on foreign grants for a quarter of its government revenues. This makes both coun-
fries vulnerable fo future debt problems, should significant new grant-based climate finance not be forthcoming, as both countries
would need to borrow or remain unprepared for the impacts of a warming world.

Nominal  Public Debt Debt-to-GDp DebfService  External/ e o 0 Estimated
Country 0 to Revenue Domestic n Annual Adap-
GDP Stock Ratio . X Debt Distress .
Ratio Ratio tation Needs
i o i 82.1% 22.1% 35/65 iedkrete 14% of GDP
Tonga m]|\7T3£P mig\?éP 23% 13% 71/29 High 25% of GDP
Seien N o 19.5% 9.6% 100,/0 Moderate |  20% of GDP
145,601 66,216 o o ) 9
PNG mil PGK mil PGK 45.5% 13% 53/47 High 3% of GDP

This report provides a more in-depth look at Papua New Guinea (PNG), the Pacific’s largest and most resource-dependent
economy. Here, debt-to-GDP rose to over 50 per cent in the early 2020s (now sitting at 48.4 per cent), a rise of some 20 per
cent over the last 12 years. The report has tracked this rise to the poor return PNG is receiving from resource rents, meaning that
expenditure has outpaced revenues and borrowing has filled the difference. PNG is now under an International Monetary Fund
(IMF) program and, like Fiji, spends more on debt service than on health or education.

Additional finance is needed to help Pacific nations better adapt to a world with warming weather, to support recovery inifiatives
for climate related loss and damage, and to decarbonise Pacific energy systems.
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The greatest needs for climate finance are for adaptation. New analysis estimates that USD$3.3 billion is needed annually for
PICs. Estimates for loss and damage and mitigation are less precise but are in the realm of USD$0.5-1 billion for loss and damage
and under half a billion USD for decarbonisation.

Vanuatu, Tonga, and Fiji have the highest need for loss and damage finance. An IMF working paper has estimated the annual
finance gap for adaptation financing at USD$2.2-2 4 billion. There are no estimates for the gap for loss and damage and energy
decarbonisation.

While the scale of climate finance needs for adaptation, especially, has been exposed through recent research to have been
significantly underestimated, more work needs to be done to accurately re-estimate mitigation and loss and damage needs.

An adequate response to this reality will require all donors to step up, especially those who specialise in grant financing. Bilateral
aid is sfill the largest source of climate finance in the region, and Australia is sill the largest bilateral donor. Multilateral Develop-
ment Banks (MDBs) are the second largest source, while dedicated climate funds, especially the Global Climate Fund and the
Global Environment Facility, contribute the least. There are calls for this to change, especially with demands for donors to capitalise
the Adaptation Fund, the Fund for Responding to Loss and Damage (FRLD), and the Pacific nation-led Pacific Resilience Facility.
Grant-based bilateral climate finance should also be increased.

There are many reasons why donors should act: it will aid development in the region; some of the costs of inaction will likely re-
bound on them, and, of course, morally, there is the argument from an ecological justice perspective. But action should not be
seen as a choice bestowed by benevolent nations: donor countries have an obligation to act consistent with legally binding
commitments they made when signing on to the 2015 Paris Climate Agreement. This legal obligation was reinforced by the 2025
International Court of Justice Advisory Opinion (ICJAQ) on climate change responsibilities of developed countries.

Recommendations
On climate finance:

* Donors to ensure that adaptation and loss-and-damage finance is provided solely as grants.

* Collective climate finance (mostly as grants) from all donors (bilateral, multilateral and specialty climate funds) to Pacific
Island Countries to be at levels required to address need, and in line with the New Collective Quantified Goal (NCQG) of
USD$300 billion a year agreed at COP29 of the UNFCCC. Current levels of climate finance need to triple to be in line with
the COP29 pledge.

* Individual countries’ provision of climate finance, from all sources (public and private) to be consistent with their global

responsibility for causing climate change. Within the region, Australia and New Zealand as developed nations that have

benefited most from fossil fuel use, need to step up their climate finance commitments — while maintaining their grant-based
aid emphasis.

Donor countries to bring the Pacific Resilience Facility up to its USD$500 million capitalisation target as soon as possible.

Donors to fully capitalise the Adaptation Fund and Fund for Responding fo Loss and Damage.

The Green Climate Fund should speed up the processes for accreditation to the Fund.

Strengthen regional and domestic capacity, through greater South-South cooperation and financial support for communi-

ty-level projects.

On debt:

* Debt cancellation for unpayable or unjust external debts. For example, ensuring that no climate-vulnerable country paying
more than 10 per cent of government revenue to service external sovereign debt.

* The World Bank and IMF to radically reform debt sustainability analyses: build climate vulnerability into debt sustainability
analyses; extend debt relief initiatives to climate-vulnerable middle-income Pacific states like Fiji and Papua New Guinea; rule
out de facto bailouts that leave Pacific people paying through austerity; and to replenish the IMF’s Catastrophe Containment
and Relief Trust for cyclone-hit states.

*  Reform the use of Debt Sustainability Analyses to ensure appropriate investment in climate responses, inclusive public services
and protection of human rights to support sustainable development.

* Automatic debt service cancellation for at least five years for any country experiencing a major climate-related disaster.

On the global debt system:

* Introduce a robust and fair UN Framework Convention on Sovereign Debt.

* Infroduce a Big Polluters Pay-style tax to support new and additional climate finance.

* Take legislative action in London and New York, which govern most of the international debt system, to require private credi-
fors fo join debt restructuring processes.

* Hold public debt and climate audits in every country.

* Provide for greater Pacific voice and vote in international funding institutions such as the World Bank.
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Glossary

Adaptation finance
Climate mitigation
Climate adaptation

Concessional loan
Debt distress

Debt-to-GDP

Debt service
Debt-service-to-revenue ratio
Debt stock

Domestic debt

External debt

Government revenue
Loss and damage

Loss and damage finance

Nationally Determined
Contributions (NDCs)

Nominal GDP

Non-resource GDP per capita
Public debt

Principal

Finance that helps countries to better to withstand the impacts of climate change

Action faken fo limif climate change, such as reducing greenhouse gas emissions or removing emissions
from the atmosphere

Action taken to respond to, prepare for or build resilience to the impact of climate change

A loan provided below market rates, usually by international financial institutions to developing
countries

A situation in which a country or business is struggling to meet its debt obligations, facing a significant
risk of default.

The standard measure of the size of a country’s debt, given as a proportion of the size of its economy

(GDP)

The amount of money paid by a country in a given year o its creditors
The level of annual debt service relative o revenue the government makes

The fotal amount of debts of a government
The value of government bonds or securities held by residents of the country
Debt owed by a country fo other countries and multilateral development insfitutions

The total amount of income that a government collects in a year

Unavoidable and irreversible negative impacts of climate change, both economic and non-economic
losses, such as loss of lives, land, species and ecosystems

Payments fo countries for climate impacts that communities are unable to adapt fo

A mechanism established under the 2015 Paris Climate Agreement in which countries show their
commitment to reduce national emissions and adapt to the impacts of climate change.

The fotal value of all goods and services produced in an economy in a given period of fime.

A country’s fotal GDP. less the monetary output of its natural resources sector, divided by the total
population.

The total amount of money owed by a government to individuals, businesses, other governments, and
foreign countries

The non-interest component of a debt obligation

Acronyms and Abbreviations

ADB Asian Development Bank MDB

AIFFP Australian Infrastructure Finance Facility for the Pacific NCQG

Multilateral Development Bank

New Collective Quantified Goal on Climate Finance

AlIB Asian Infrastructure Investment Bank NDC Nationally Determined Contribution
CcoP Conference of the Parties ODA Official Development Assistance
DSA Debt Sustainability Analysis OECD Organisation for Economic Cooperation and

Development

FRLD Fund for Responding to Loss and Damage PIC Pacific Island Counry

GCF Green Climate Fund PIFS Pacific Islands Forum Secretariat

et Gross Domesic Product PRF Pacific Resilience Facility

GEF Global Environment Facility sIDS Sl Hlermdl Devellosing Siafas

ICJAO  Infernational Court of Justice Advisory Opinion UNDP United Nations Development Programme

It The International Monetary Fund UNFCCC  United Nations Framework on Climate Change
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I. Introduction

Rising sea levels mean that people living in the village of Eita, South Tarawa in Kiribati experience ankle- or knee-deep flooding every high tide. Living with
this daily disruption, many people just get on with their chores, such as looking after children or preparing dinner. Credit: Caritas Aotearoa New Zealand.

This is the third in a series of reports about the challenges facing the Pacific given the ‘twin storms’ of runaway climate change
and rising debt risks. Pacific Island Countries contribute minimally to global greenhouse gas emissions but are among those most
exposed to climate change. This high vulnerability is particularly evident in low-lying Pacific countries such as Tuvalu, Kiribati, and
the Marshall Islands, which have high levels of climate exposure, but will significantly impact larger Pacific nations as well. The
climate challenges include infensified tropical storms and cyclones destroying land and infrastructure, sea level rise, salinisation,
storm surges forcing internal migration and destroying food security and livelihoods, and warming and acidifying oceans affecting
ocean biodiversity and fishing revenues. All of this is unfolding in the context of ongoing economic and development challenges.
%hifef among these challenges is the worsening debit situation that many Pacific countries face and others are projected to face in
the tuture.

Our first report, Twin Clouds on the Horizon (2022), established the connections between climate finance and debt challenges
facing the region by looking at ways in which natural disasters worsen debit situations for Small Island Developing States. It noted
that the Pacific debt situation was worsening due to increasing natural disasters, a tendency of governments to turn to loans as
development grant pledges decreased, and a contraction in economic activity and government revenues during the COVID-19
pandemic that forced many Pacific nations to borrow fo stay afloat. The report also looked af the mechanisms that do exist for
getting climate finance to the Pacific and incorporated views from civil society about how these mechanisms could be improved.

Two years later, a second report, Weathering the Storm (2024), took a deeper look af the issues raised in Twin Clouds on the
Horizon. It examined the debt situations of seven Pacific Island Countries: Fiji, Kiribati, Samoa, Solomon Islands, Tonga, Tuvalu
and Vanuaty, finding high debt servicing in several of these countries approaching alarming levels. Drawing on new estimates for
climate finance needs and IMF and World Bank debt projections into the coming decades, it argued that unless donors signifi-

8 Turbulent Waters: Navigating Debt and Climate Vulnerabilifies in the Pacific

cantly increase grant-based climate finance into the Pacific, most Pacific countries would soon be in the impossible position of
either choosing to compromise on implementing climate resilience policies, or o take on crippling debt levels that would hamper
future development.

Both reports talked about the vicious circle linking debt and climate crises, as climate change-related impacts forced vulnerable
countries fo borrow more, thus increasing public debt. Higher debts then make it harder for countries to support important welfare,
health, education and climate resilience programs. Recent research by ActionAid has found that 3.5 per cent of climate-vulner-
able countries are in or at risk of debt distress. The most climate-vulnerable countries are using nearly two-thirds of their national
revenues fo pay debfs.'

In the second half of 2026, global shocks have brought these ongoing concerns even further into focus. Global economic infla-
fion and trade wars have disrupted supply chains, aid budgets have been cut while military spending skyrockets, and a new war
in the Middle East has caused a large spike in global oil prices.? The latter has hit hard in a region dependent on the import of
Middle East oil for 80 per cent of its energy needs and where countries already spend large amounts of government revenue on
oil imports.?

The first sections of this report will delve into the impacts of these changes across a range of key countries. Short snapshots in Part
Il will update the situation for three of the seven case study countries from Weathering the Storm: Fiji, Tonga and Samoa. Part |l
provides an in-depth examination of the debt situation for Papua New Guinea, the Pacific’s largest economy, not one of the seven
cases studied in the 2024 report.

In the meantime, the reality of climate change in the Pacific and the insufficiency of the global response become ever clearer.
New research, for example, highlights the impact of climate change on the Pacific tuna cafch, on which so many nations rely for
export revenues.* At the same time, more detailed estimates of the climate adaptation needs of Pacific Island Countries have been
released. Part IV of this report builds on these new estimates and connects them back to concerns raised in the Twin Clouds report
on how to make climate finance work better for the Pacific.

The increase in adaptation needs stems largely from improved understanding and measurement of adaptation needs, rather than
a sudden change in Pacific realities. What is becoming increasingly clear is that the scale of climate finance needs for adaptation
has been significantly underestimated. Much more work also needs to be done to estimate accurately mitigation and loss and
damage needs given the adaptation research suggests that the science, financing architecture and international response have
been sluggish and lagging significantly behind the reality Pacific communities are already experiencing.

This report comes at an important moment when the choices we make today will have an enormous impact on the task of building
a resilient and dynamic Pacific region facing such serious and unrelenting threats. The paper concludes with reflections and rec-
ommendations, which incorporate and extend recommendations from the previous two reports.

Box 1.1: Report Methodology

The methodology for this report is straightforward. For each of the four country case studies, data on GDP, revenue,
expenditure, debt stocks, debt service, and other types of expenditure were collected, generally from the most recent
Budget Papers published by the relevant Ministry of Finance. Calculations using the above data were made on a
spreadsheet where the item being analysed (e.g. debt service-to-revenue ratfio) was not presented as a stand-alone
item in the Budget Papers.

For more detail on the strengths and weaknesses of the different indicators of measuring debt, the relevance of domes-
fic vs external debt, and a discussion of the significance of who the main creditors are, see section 1.2 of Weathering
the Storm. As with that report, we would emphasise the importance of the annual debt-to-revenue ratio as being more
revealing about the burdens facing any particular country than the total debt-to-GDP ratio. Once again, we have iden-
tified 15 per cent of government revenue as the threshold for indicating countries whose debt payments are bordering
on unsustainable (the rationale for the 15 per cent level is also given in section 1.2 of Weathering the Storm).

When comparisons are made with IMF/World Bank projections, data was drawn from the most recent Debt Sustaina-
bility Analysis (DSA) for the relevant country.

The estimates on the needs for adaptation financing and the amount of adaptation finance received were drawn from

an IMF working paper by Fabien Gonguet, Xuehui Han, Choonsung Lim, To-Nhu Dao & Saraf Nawar entitled 'Climate
Finance and Adaptation Needs in Pacific Island Countries,” published in 2026.
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Local community members celebrate installation of a new water system for Navunibitu, Ra Province, Fiji. Credit: Caritas Fiji.
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II: Country Updates

2.1 Fiji Update

Nominal Public Debt Debt Service  External/ . Estimated
GDP Stock DeRlLt;i?-(g;)P to Revenue Domestic DIZI\)I: RDlisslr(r‘e):s Annual Adap-
(million FJ§)  (million FJ$) ° (%) Ratio tation Needs
June 2024 13,033 10,309 /9.1 176 36/64 Moderate
14% of GDP
June 2026 14,056 11,538 82.1 22.1 35/65 Moderate

Sources: Ministry of Finance, Supplement to the 2026-2027 Budget Address, 53, 57: Ministry of Finance, Budget Estimates 2026-2027, 346, 352; Gonguet et. al,, 12.

Two years ago in 2024, in our last analysis, Fiji's debt was projected to be a concerning 78 per cent of GDP (since revised to 79.1
per cent). It had been worse, reaching 91 percent during the pandemic, after a swift rise from a mere 44 per cent in 2017. Fijian
authorities were confident in a continued decline, predicting that it would dip below 70 per cent within 10 years (i.e. by 2034). The
IMF/World Bank predicted a similar decline but also warned that the external debt trajectory was vulnerable to macroeconomic
shocks, either foreign or domestic.”

Since June 2024, however, matters have not gone as hoped, and debt-to-GDP has started to rise again. This seems to be due to @
multitude of factors, including escalating global political tensions, ongoing disruptions to global supply chains, and persistent glob-
al inflation. The fuel crisis, precipitated by the United States-Iran conflict and the impact on global oil supplies, has worsened the
shock. Higher global energy prices mean that Fiji pays more for fuel and experiences higher freight costs and increased produc-
fion expenses, pushing up budget expenditure. Revenues have been impacted just as much, with higher energy costs, economic
uncerfainty and cost of living pressures overseas impacting revenues from Fiji's international tourism visitors.?

The drop in economic growth and accompanying fall in government revenue, and increase in government expenditure, has seen
higher than expected fiscal deficits over the last two years. Fiji's debt-to-GDP ratio is projected to exceed 84 per cent at the end
of the current financial year as growth is not expected to return to the 3 per cent baseline until 20287 According fo the Finance
Minister, the increased government expenditure (FJD$200 million in the coming financial year) is deliberately counter-cyclical in
nature, to help soften the blow of the economic headwinds and subsequent economic contraction (countercyclical measures are
those that increase government spending or reduce taxes in downturns).® The medium-term impacts of all this are that the optimisfic
projections by Fiji that its debt-to-GDP will be falling below 70 per cent by 2033 have been jettisoned. Instead, debt-to-GDP is
expected, on the ‘baseline’ scenario, to rise to back over 90 per cent by 2029 and only drop back into the 80s by 2033 (see
Figure 2.1).

Figure 2.1: Changing Government Debt-to-GDP Projections
100
90

80 /

70

60
% 50
40
30

20

2024/5 2025/6 2026/7 2027/8 2028/9 2029/30 2030/31 2031/32 2032/33

= 2026/ 27 Budget Projections = 2024/25 Budget Projections

Source: Ministry of Finance, 2026,/27 Budget Estimates, 146, 166, 346, 352.
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High debt-to-GDP is one thing, but what sort of pressure is this putting on the annual budget and the Fijian Government's ability to
deliver services to the people? Looking at Figure 2.2, it is clear that Fiji's annual debt service is not only consistently above the 15
per cent threshold we adopted in the previous report, but also higher than spending on each of health and education services. (It
should be noted that, in contrast to the previous report, we are including in debt service calculations not only payments on inferest,
but also payments to refinance principal debt payments).?

The IMF and World Bank projections of Fiji's debt over the long term appear more optimistic than those of the government; for
example, the baseline scenario in the recent Debt Sustainability Analysis for Fiji has debt-to-GDP peaking at 83 per cent in 2027
and falling to 75 per cent by 2031. This may be because it expects the government to be more effective at cutting expenditure
and raising revenue than it believes it can be. It should also be noted that the IMF modelled another scenario whereby spending
on required climate change adaptation would see Fiji's debt-to-GDP trending in the other direction, and heading towards 90 per
cent by 2050.%° Our earlier report Weathering the Storm noted that the World Bank and the Fijian government estimated in their
2021 Climate Vulnerability Assessment that Fiji would need to spend FID$9.27 billion over ten years (or 7 per cent of GDP per
year which is about half of more recent estimates - see below) in order to build in climate resilience. It does not seem, though, that
Fiii has been in a position to make much progress fowards this urgent task.

Figure 2.2: Annual Expenditure on Debt Service vs on Health and on Education

25.0
20.0 /\_—-
15.0
%

10.0

5.0

0.0

2024/ 5 2025/ 6 2026/7 2027/8 2028/ 9
== Debt Service === Health Spending == Education Spending

Source: IMF Article IV Consultation for Fiji, June 2026, 29, 42.

Climate Finance Needs

Fiji's finance needs for adaptation have been estimated at USD$857 million annually. At around 14 per cent of GDP. this puts it
well below the regional average of 23 per cent."" However, because of the size of its economy, Fiji is second-highest in the region
in terms of annual climate finance needs by absolute value. Fiji, moreover, faces three further challenges when it comes to climate
finance. First, it has the largest of all the Pacific countries in terms of the percentage of adaptation finance coming as loans (35
per cent). Given Fiji's precarious debit situation, this is a major worry. Secondly, Fiji has one of the lowest rates of coverage of
adaptation finance in the region—only 14 per cent of needed funds has been pledged annually, and only 11 per cent disbursed
annually, in recent years. One of the important needs for Fijian development generally, but also related to climate adaptation, is
the challenge of providing clean drinking water to communities in rural Fiji—see Box 2.1 below. Third, Fiji is one of the countries that
sifs in the cyclone and tropical storm paths, suffering an annual loss of over 2 per cent of GDP to natural disasters, the fourth highest
in the region. Countries such as Fiji, which suffer a greater amount of climate-related impacts than the average Pacific country, will
therefore require a greater amount of loss and damage funding than the average for the region.”? A summary of Fiji's needs for
adaptation finance is given below in Table 2.1

eoey

Table 2.1: Fiji’s Estimated Adaptation Needs vs What it Receives

Annual Adaptation Needs Estimate (USD) $857 million
Annual Adaptation Needs Estimate (% GDP, 2024) 14%
Adaptation-related Commitments in 2023 (USD) $0.75 billion
Grant/Loan Percentage 65/35%
Disbursement Ratio 83% Source: Fabien Gonguet, Xuehui Han,
Choonsung Lim, To-Nhu Dao & Saraf
Nawar, ‘Climate Finance and Adaptation

Needs in Pacific Island Countries,” IMF
Working Papers 2026, 083, 11-12, 21.

Coverage (Commitment) 14%

Coverage (Disbursement) n%
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Box 2.1: Providing clean water to rural communities in Fiji

Pushing a 10,200 litre water tank up a 70-metre slope for its installation at Burelevu, Kadavu. Credit: Caritas Fiji.

Rural Fijians face major challenges to access safely managed drinking water. Although basic drinking water services
reach over 95 per cent of Fiji's population, only 27 per cent of rural people have reliable, safe water at home, despite
access to clean drinking water being a basic human right. Ongoing government initiatives to meet rural water needs
are often delayed by other development and debt servicing priorities.

Many rural communities depend on rainwater harvesting, wells, or small-scale water systems, which are vulnerable
fo contamination and climate impacts such as extreme weather and sea-level rise. Limited sanitation infrastructure also
increases the risk of waterborne diseases, including typhoid, diarrhoea, and other faecal-oral illnesses.

Caritas Fiji has supported rural parish communities to construct water systems to access consistent, clean drinking water,
through funding by Catholic Relief Services (CRS). Of six completed water projects, a recent water and sanitafion pro-
ject was implemented in Nasalia and Burelevu Villages, maritime communities located on Kadavu Island in southern
Fi.

Caritas Fiji used a community-led consultation process and social analysis method to assess local needs. Water was
identified as the top priority. Nasalia Village has 22 households, while Burelevu has 25. The project took three weeks to
complete, with the worksite located 300 metres inland and accessed on foot each day. Women and youth supported
meal preparation, while village men constructed the water systems.

On 25 June 2026, the two villages gained access to safe, clean, and reliable drinking water. With clean water now
available, both villages plan to develop community projects, including a kindergarten, a youth and women'’s centre,
and a community hall to double as an evacuation centre during disasters.

Caritas Fiji plans to construct another eight projects in rural settings with boarding schools, while waiting for the govern-
ment to implement a rural water master plan.

Fiji summary

Fiji's debt-to-GDP ratio has increased since June 2024, despite earlier expectations from the Government and IMF/
World Bank that it would decline. The ratio is expected to remain elevated in the medium term, reflecting pressures from
geopolitical tensions, supply-chain disruptions, inflation and the fuel crisis, before declining again into the 80s in the
longer term. Fiji's climate finance needs are above the regional average for loss and damage, but lower than the aver-
age for adaptation; particularly, Fiji has the highest proportion of loan-based finance but one of the lowest coverage of
adaptation needs in the region covered by donors. More accessible finance for climate resilience measures, such as
clean rural water infrastructure supported by Caritas, should be provided to enable more projects to reach vulnerable
communities in Fiji.

U A A a
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2.2 Tonga Update

Public Debt . .
Debt Service  External/ . Estimated
P T oot SRS QRO wemko oS,
TOPS) TOPS) (%) Ratio tation Needs
June 2024 1334 443 38 N/A 87/13 High
25% of GDP
June 2026 1735 397 23 13 71/29 High

Sources: Ministry of Finance, 2025,/6 Budget Statement, 5, 75, 78; 2026,/7 Budget Statement, 16, 24, 30, 52; Gonguet et. al., 12.

Our previous report, Weathering the Storm, noted Tonga's debt level at TOP$495 million (June 2023), or 38 per cent of GDP. The
government projected this falling significantly in subsequent years, whereas the IMF and World Bank projected a steep rise with
debt-to-GDP approaching 70 per cent by 2027, As it happens, the government has been able to pay down the debit significant-
ly: debt levels in June were TOP$397 or 23 per cent of GDP, and debt-to-GDP is projected to continue decreasing—see Figure
2.3 below. The decrease in both debt stock and debt-to-GDP has mostly been due to large payments of the China Exim loan,
which financed the rebuilding of the Nuku'alofa central business district after the 2006 pro-democracy riots. The loan payments
were deferred and started in 2024 and are expected to continue until the end of the decade as a debt of TOP$ 107 million is sfill
outstanding.™ On top of this, the government has been very disciplined in resisting taking on significant new external loans in the
meantime, a central pillar of its debt management strategy. Tonga’s GDP growth has been steady, over recent years, but the fuel
crisis saw lower growth in the 2025 /26 financial year and it may fall significantly in the coming financial year. Domestic debt in
June 2026 was TOP$89.7 million, 29 per cent of total debt, rising from 13 per cent two years ago.”

The repayments of the China Exim loan have not been without a cost to the budget. Looking at financial years 2025-2027, debt
service has been around the TOP$70 million mark, or between /-8 per cent of fotal government revenues. Tonga separates ifs
revenues and its expenditure into two categories: a recurrent budget funded by revenues collected by the government, and a
development budget funded by aid donors. Tonga’s dependence on foreign aid means that the development budget revenue
is around half the total budget revenue. Thus, the debt service-to-revenue ratio is much higher, at around 12-15 per cent, if only
recurrent revenues are considered (i.e. excluding revenues from the development budget). (Figure 2.4 shows Tonga’s annual debt
service-to-revenue ratios for both total revenues and recurrent revenues.)

The continued influx of foreign aid, Tonga's status as a country that is eligible for grant aid from major donors rather than conces-
sional loans, and the Government's commitment to reducing debt have allowed it to improve its debt situation in recent years. It is
important to emphasise that ifs foreign aid dependence leaves Tonga vulnerable to the goodwill of other countries for continued
delivery of social services, development of its economy, adaptation to climate impacts and transitioning to a renewables-based
economy.

Figure 2.3: Tonga’s Total Debt and Debt-to-GDP
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Participants at a Caritas Tonga training day for its Save, Reduce, Rebuild programme for disaster risk reduction November 2025. A partnership 2024 2025 2026 2027
with both Caritas Australia and Caritas Aotearoa New Zealand, supported by funding from the Australian and New Zealand Governments.
Credit: Caritas Tonga. Total Debt Stock s Debt-to-GDP

Source: Ministry of Finance, 2025/6 Budget Statement, 5, 78; 2026,/7 Budget Statement, 24, 52.
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Figure 2.4: Debt Service as a Percentage of Government Revenues
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Source: Ministry of Finance, 2025/6 Budget Statement, 5, 78; 2026,/7 Budget Statement, 24, 52.

Climate Finance Needs

Tonga's estimated annual finance needs are around 25 per cent of GDP. Itis currently receiving 49 per cent of this in pledges and
only 38 per cent in actual disbursements (see Table 2.2). On top of this, Tonga will need a very large amount of loss and damage
funding, estimated at about 10 per cent of GDP, or almost half the estimated annual adaptation needs.'® Tonga receives over 90
per cent of its adaptation finance in the form of grants. Although Tonga’s medium term debt situation appears under control, debt
servicing is sfill high for the next few years. If growth falters, for example due to a prolonged energy crisis, debt-to-GDP may not
fall as much as the authorities hope. Moreover, without significantly more loan-free climate finance coming soon, there is every
indication that debt-to-GDP and debt service will rise again; if not, Tonga will not be well suited to adapt to the warming world.

Table 2.2: Tonga’s Estimated Adaptation Needs vs What it Receives

Annual Adaptation Needs Estimate (% GDP, 2024) Approx 25%
Adaptation-related Commitments in 2023 (USD) $0.36 billion
Grant/Loan Percentage Over 90% grants

Disbursement Ratio 81%

Coverage (Commitment) 49%

Coverage (Disbursement) 38%

Source: Fabien Gonguet, Xuehui Han, Choonsung Lim, To-Nhu Dao & Saraf Nawar, ‘Climate Finance and Adaptation Needs in Pacific Island Countries,” IMF Working
Papers 2026, 083, 11-12, 21.

Tonga summary

Although the IMF/World Bank projected a steep rise in Tonga's debt-to-GDP ratio to around 70 per cent by 2027 it is
clear that debt stock is reducing and debt-to-GDP is subsequently falling; government projections indicate that the ratio
has declined since 2024 from 38 per cent to 23 per cent and it may even continue declining in subsequent years. This
is partly due to the repayments of the China Exim Bank loan and the government’s decision not to take on new signifi-
cant external borrowing. Grant aid provides an important source of government income, accounting for around half of

total revenue, which means that Tonga heavily relies on external support. Meanwhile, annual debt servicing is high and
expected to remain relatively high for the next few years. Tonga faces substantial climate finance needs, particularly for
loss and damage, while around 90% of adaptation finance is provided as grants. Maintaining grant-based finance
will therefore remain important.

AVAVAVAVAVAVAVAVAVAVAVAVAVAVAVAVA
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Fallen palms at Tafatafa Beach, Samoa. Credit: Karen Anaya.
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2.3 Samoa Update

Nominal Public Debt Estimated

Debt Service  External/

Debt-to-GDP IMF Risk of

GDP Stock s to Revenue Domestic . Annual Adap-
(million tala) (million tala) Ratio (%) (%) Ratio Debt Distress tation Needs
June 2024 2551 853 334 12.9 100/0 High
20% of GDP
June 2026 3772 699.5 19.5 Q.6 100/0 Moderate

Sources: Minisiry of Finance, Fiscal Strategy 2024,/25 Main Estimates; Fiscal Strategy: Main Estimates 2026,/7, 6, 18; Gonguet et. al., 12.

At the time of writing the previous report, Samoa's debt was trending downwards from over 40 per cent of GDP in 2022." This
frend has continued as Samoa has so far managed to weather the oil crisis and global uncertainty of the last few years while sfill
maintaining healthy GDP growth and strong growth in non-aid revenue collection. It has also managed to pay down a good
proportion of its debt stock. Debt-to-GDP was 19.6 per cent by June 2026, according fo the recent budget address (see Figure
2.5). In the infervening period, the IMF downgraded Samoa’s risk of debt distress from high to moderate.

Debt service-to-revenue, which was approaching the 15 per cent threshold in 2023, has reduced towards the 10 per cent mark,
on the back of strong revenue growth (see Figure 2.6). Like Tonga, Samoa is sfill heavily reliant on foreign aid to make ends meet,
although not fo the same extent—but this will also be something to watch for Samoa in the long term, as the same potential vulner-
abilities apply.

Figure 2.5: Total Debt and Debt-to-GDP

Figure 2.6: Debt Service as a Percentage of Government Revenues
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Source: Government of Samoa, Fiscal Strategy: Main Estimates 2026,/7, 6, 18-19.

Climate Finance Needs

Samoa is only receiving one quarter of the adaptation finance it needs, which is approximately 20 per cent of GDP in 2024
prices. It has received almost the entirety of its adaptation finance in grants; this must continue for Samoa to avoid debt stocks and
debt service rising again, but it must happen in concert with a significant increase in climate finance (See Table 2.3).

Table 2.3: Samoa’s Estimated Adaptation Needs vs What it Receives
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Source: Government of Samoa, Fiscal Strategy: Main Estimates 2026,/7, 6, 18-19.
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Total Debt Stock

m Debt-to-GDP

Annual Adaptation Needs Estimate (% GDP, 2024) Approx 20%
Adaptation-related Commitments in 2023 (USD) $57 million
Grant/Loan Percentage Over 95% grants
Disbursement Ratio 80%
Coverage (Commitment) 31%
Coverage (Disbursement) 25%

Source: Fabien Gonguet, Xuehui Han, Choonsung Lim, To-Nhu Dao & Saraf Nawar, ‘Climate Finance and Adaptation Needs in Pacific Island Countries,” IMF Working

Papers 2026, 083, 11-12, 21.
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El Nifo highlights water insecurity for family living with disability

Credit: Caritas Samoa

This year's El Nifio weather pattern, bringing dry weather to much of the Pacific, has highlighted the crifical role of secure
water supply, especially for the region’s most vulnerable people.

In Samoa, Poasa™ lives with paralysis and depends on his wife for daily personal care. He lives with his wife and three
daughters, in circumstances made increasingly difficult by unreliable water access, inadequate sanitation, food insecurity,
limited income, and the absence of appropriate facilities for a person with a disability.

Reliable access to water every day is essential for Poasa’s personal care, bathing, cleaning, drinking and hygiene. It is
equally critical for the health, privacy and hygiene needs of his wife and daughters. However, during El Nifio conditions,
the community water supply can be cut or reduced two to three times per week.

At these times, when water is unavailable, Poasa’s wife and older daughters must walk an estimated 400 metres to collect
water from another family. This is physically demanding, time-consuming and emotionally uncomfortable - repeatedly
asking the same household for assistance. Hygiene buckets are used to transport and store drinking water, which is not a
safe, sufficient or sustainable solution for this household.

Though the family has a 2,500-litre rainwater tank, it is leaking, resulting in much of the harvested rainwater being lost. Its
current condition seriously limits the household’s ability to store water and cope with the effects of climate change.

Water insecurity also threatens the family’s food and livelihood resilience. Poasa’s wife maintains small patches of various
vegetables to support household food security and provide a possible source of income. But without dependable water,
this important household coping strategy is also at risk.

Poasa's story illustrates the plight of about 44 per cent of rural Samoans, who do not have access to safely managed
drinking water services (WHO /UNICEF Joint Monitoring Programme, 2024)."®

However, Caritas Samoa is working to bring more safe water and sanitation faciliies to families and schools across Sa-
moa, in partnership with Caritas Australia. Last year saw the installation of 5,000-litre rainwater harvesting tanks for 30
households in Savai'i and Upolu, while four schools in Upolu received 10,000-litre water tanks to provide safe drinking
water for students and staff.

It is a measure of what can be done when the will and the funds are there. The Samoan government and non-government
agencies could do a lot more if less was spent on debt servicing, and more on grant-based climate finance, to address
the basic needs of ordinary Samoans, especially those facing special difficulties such as Poasa.

*Name changed to protect identity

Samoa summary

Samoa's debt-to-GDP ratio has been declining, supported by its management of the oil crisis, healthy GDP growth,
increased non-aid revenue, and debt repayments. However, Samoa remains heavily reliant on external support. Main-
taining access to grant-based finance will be important to avoid increases in debt as climate-finance needs grow, with
estimated adaptation needs reaching around 20 per cent of GDP. Many families are facing the growing impacts of
global warming, especially those associated with El Nifo. With less pressure from debt servicing and greater access fo
grant-based funding, more adaptation financing, for example for clean water initiatives, could reach more vulnerable
communities, helping them meet the most basic needs and strengthen resilience across Samoa.
Women paddle traditional canoes along the Sepik River, East Sepik Province, PNG, reflecting the river's importance to daily

‘A‘A‘A“‘A‘A‘A‘A‘A“‘ ‘A“‘A‘A‘A“ life, transport and livelihoods in local communities. Credit: Caritas Papua New Guinea.
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I11. Case Study: Papua New Guinea

Nominal Public Debt
GDP Stock

Estimated
Annual Adap-
tation Needs

Debt Service ~ External/
to Revenue Domestic
(%) Ratio

IMF Risk of
Debt Distress

Debt-to-GDP
Ratio (%)

(million PGK) (million PGK)

2026 FY 145,601 66,216 45.5 13 53/47 High 3% of GDP

Sources: Ministry of finance, 2026 National Budget, Volume I: Economic and Development Policies, 3, 84, Gonguet et. al., 12.

3.1 Overview

Papua New Guinea (PNG) is the largest country in Melanesia, with a population of well over eight million people comprising
around 800 different language groups. Although generally considered to be part of the family of Pacific Island states, it is in many
respects an outlier. Itis a huge country geographically, occupying half of the island of New Guinea and many smaller and larger
islands fo the east; it also shares with West Papua the third-largest contiguous rainforest on earth. It is believed to be one of five
areas in the world where agriculture developed autonomously, and as in the rest of Melanesio, the majority of the population relies
on customary land ownership for local food and energy production.

PNG was an Australian protectorate for much of the twentieth century, gaining its independence in 1975. It is rich in timber,
minerals (copper, gold, nickel/cobalt) and hydrocarbons (especially gas). At the time of independence, a debate raged about
whether to pursue an accelerated capitalist growth path that welcomed exploitation of these natural resources, foreign investment
and openness fo the world economy, or a more ‘people-centred approach’ based on small-scale production, local markets and
the village economy. PNG chose the former path, starting with the exploitation of its mineral resources through large-scale mining
projects followed by the pursuit of industrial-scale logging. Foreign multinational companies from Malaysia control the timber
sector, while the mining and petfroleum sectors are dominated by companies from Australia, the US, Canada and China. Minerals
and petroleum products earn 80 per cent of export revenues. In the non-minerals sector, timber, oil palm and marine products are
the three largest export commodities by value; in the mid-1970s, they were cocoq, coffee and copra.

The outcome of this choice is a mixed story. PNG has seen huge increases in its GDP, but large population growth and inflation
have meant that real GDP per capita has grown much more slowly. 'Non-resource GDP per capita’ which is a proxy for living
standards (since most of the economic growth from mining and gas remains offshore), only increased by about 0.4 per cent be-
tween 1983 and the late 2010s. When inflation is factored in, some analysts argue that PNG's living standards could be said to
have declined over that period." Since independence, life expectancy and access to education have both improved, but across
many human development indicators (access to health services, clean water and sanitation, child malnutrition), PNG has either
stagnated or declined and lags behind most other Pacific Island states. Some of this can be understood as the result of geograph-
ical challenges (a remote population and rugged terrain); but inefficiencies, corruption, government waste, and the diminishing
returns of an outward-facing development model may also be factors here.?°

3.2 Papua New Guinea’s Debt Situation

At the end of 2025, PNG's total debt stock was projected to be 62.6 billion PNG Kina (PGK], which is a debt-to-GDP ratio of
48.4 per cent. At the beginning of the 2010s, PNG's debt-to-GDP rafio was around the quite manageable level of 30 per cent. In
the intervening period, as Figure 3.1 shows, PNG's nominal GDP has almost fripled, from just of 40 billion Kina to over 140 billion
Kina. Despite this GDP growth, however, PNG's debt stock has increased even faster—almost eight-fold.

Figure 3.1: GDP, Debt Stock and Debt-to-GDP Ratio
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There are two reasons why debt stock increased so dramatically over this period. First, from around 2013, a gap opened up
between government expenditure and government revenue (see Figure 3.2 below). As Howes et. al. noted, this is not the first
time this has happened. However, in earlier years, PNG was receiving larger amounts of grant aid which helped it weather these
moments.?" On this occasion, a major Liquified Natural Gas project and an export boom that accompanied it saw a significant
increase in government expenditure; unfortunately, the project did not generate the government revenue to match the excitement.??
Persistent fiscal deficits of around 4-5 per cent of GDP every year were filled by borrowing from both multilateral bodies (primarily
the World Bank and ADB) and bilateral creditors such as Australia. It resulted in PNG's debt-to-GDP rising fo over 40 per cent by
2019. The second reason was the COVID-19 pandemic, which saw GDP stagnate in 2020 and again in 2022, further reducing
government revenue and requiring even more borrowing (new borrowing was 8.9 per cent of GDP in 2020). By 2022, debt-
to-GDP was over 50 per cent. The IMF became involved, and PNG signed an Extended Credit Facility and an Extended Fund
Facility with the IMF in March 2023. In exchange for this help, PNG is expected to implement certain economic policy obligations
around revenue collection, expenditure, credit and inflation management, among others.”®

Figure 3.2 Government Revenue vs Expenditure (Billions PGK)
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The increase in debt stock was greater proportionately for foreign lenders than for domestic lenders. In 2013, PNG's domestic
creditors held around three quarters of its government debt and foreign creditors around a quarter.?* As multilateral and bilateral
creditors stepped in to come to PNG's aid with (mostly concessional) loans, by 2024 around half of PNG's debt was held by
foreign cre)ditors/ especially the ADB, the IMF, Australia and China. Domestic debt was mostly in treasury bills and bonds (see
Figure 3.3).

Figure 3.3: PNG’s Creditors (2024)
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As discussed in Weathering the Storm, there are limitations in the amount of information that the debt-to-GDP measurement can
reveal, especially on the actual impacts on the population. A better measure is the ratio of debt service-to-government revenue for
a given year. The threshold we have used is 15 per cent—anything above this threshold is concerning. PNG budget documents
show the debt-to-revenue ratio rising above the threshold in 2019, peaking at 18 per centin 2022, then falling to stabilise at 14 per
cent, where it is now. The PNG finance ministry projects that the figure will fall to 13 per centin 2026 and keep falling to under 10
per cent by 2030 (see Figure 3.4). In contrast, the recent debt sustainability analysis produced by the IMF/World Bank forecasts
the debt service-to-revenue ratio rising to around 23 per cent by 2028 and, under its baseline scenario, not dropping below 15
per cent until 2031.%

The reasons for the discrepancy between the PNG budget papers’ projections and the DSA projections are unclear, but one
possibility is that the PNG budget papers may be including debt service on interest only, not principal, whereas the DSA may be
including both interest and principal. Either way, these are consistently high debt payments for PNG.

Figure 3.4: Annual Debt Service to Government Revenue Ratio
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Over the medium term, the government hopes, according to ifs recent budget papers, o bring its debt-to-GDP ratio back down to
the safer 30 per cent range by 2030 (see Figure 3.5). It intends to do this by increasing revenue raising and fightening spending
such that it will bring its fiscal deficits down to zero by 2027 and then move into fiscal surpluses after that. It should be noted that
these budget projections were completed at the end of 2025, before the fuel crisis and other economic headwinds of 2026; they
might therefore be considered overly optimistic.?¢ The DSA, under its baseline scenario, shows a more gradual decline (see Figure

3.5).
Figure 3.5: Medium-term Debt-to-GDP Projections
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3.3 Papua New Guinea’s Climate Finance Needs

At 2.8 per cent of 2024 GDP, PNG's annual adaptation needs are relatively small compared to the Pacific average of 23 per
cent. Nevertheless, PNG is such a huge economy by Pacific standards that the annual adaptation needs estimate of USD$868
million is still the largest in absolute terms, slightly larger than Fiji's. Almost half of these funds (45 per cent) have been committed
and 38 per cent has been received (see Table 3.1). As we have seen, PNG's debt service as a proportion of revenues is quite
high, meaning that if new grant financing is not forthcoming, PNG will need new loans, this time to address climate resilience. This
will worsen its debt position, causing both debt-to-GDP and debt service-to-revenue fo rise again.

Table 3.1: PNG’s Estimated Adaptation Needs vs What it Receives

Annual Adaptation Needs Estimate (USD) $868 million
Annual Adaptation Needs Estimate (% GDP, 2024) 2.8
Adaptation-related Commitments in 2023 (USD) $2.15 billion
Grant/Loan Percentage 81,/19%
Disbursement Ratio 83%

Coverage (Commitment) 46%

Coverage (Disbursement) 38%

Source: Fabien Gonguet, Xuehui Han, Choonsung Lim, To-Nhu Dao & Saraf Nawar, ‘Climate Finance and Adaptation Needs in Pacific Island Countries,” IMF
Working Papers 2026, 083, 11-12, 21.

Papua New Guinea summary

Although for most Papua New Guineans the informal economy has the largest impact on their livelihoods, PNG's formal
economy has expanded rapidly, with GDP more than fripling alongside accelerated growth over the past 20 years. Pub-
lic debt has increased even faster, with the debt stock rising around eightfold. The debt-to-GDP ratio reached about 50%
in 2025, compared with around 30% in the 2010s. The increase in debit reflects persistent fiscal deficits, pandemic-related
pressures, and less revenue than expected from large resource projects including for liquefied natural gas. Although debt
service-to-government revenue has stabilised below the threshold at around 14%, projections differ, with government

estimates indicating a continued decline while IMF/World Bank projections show an increase until around 2028 before
declining. PNG's estimated climate-finance needs are relatively modest at around 2.8% of GDP. compared with the
regional average at 23%. However, given the size of its economy, PNG has the largest climate-finance requirement in
absolute terms among Pacific countries. Given its high debt-servicing burden, access to grant-based finance will therefore
be important to avoid placing further pressure on public debt.
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IV. Climate Finance in the Pacific: State of Play

4.1. New Estimates for the Climate Finance Gap

Weathering the Storm estimated the climate finance needs for PICs at around USD$ 1.5 billion per year (60 per cent for adapta-
fion, 25 per cent for mitigation and 15 per cent for loss and damage). With climate finance flows in the Pacific believed to have
been between USD$200-600 million annually, the gap was around USD$1 billion or slightly more.?” New analysis now availa-
ble suggests these figures to be underestimates.

Adaptation

Adaptation is the largest and most important destination for Pacific climate finance, and the area for which the best data is availa-
ble. A detailed 2026 IMF study, based on a more complex methodology, puts the average annual financing needs for adaptation
for Pacific Island Countries at USD$3.3 billion (at 2024 prices). This is 22.5 per cent of the region’s GDP. The actual amounts
needed per country vary as a proportion of GDP—the low-lying atoll countries have the greatest needs as a proportion of GDP,
but as small nations, the amounts are relatively small. The two largest Pacific Island Countries require the largest absolute amounts,
but as a proportion of GDP, their requirements are less. Thus, PNG's annual requirement is large (USD$868 million), but only 2.8
per cent of its GDP. Fiji oo requires a substantial annual amount (USD$857 million) but only 14 per cent of GDP. We can compare
this to the Marshall Islands, Tuvalu, Kiribati and Micronesia, all of which are estimated to need over 30 per cent of GDP in annual
adaptation finance (over 40 per cent for the Marshall Islands).?®

The IMF study distinguished between activities aimed at addressing physical risks (coastal erosion and coastal protection, inunda-
tion and flood mitigation, storm mitigation, protecting and reclaiming land, internal migration, etc.) and those addressing second
order risks (climate impacts on agriculture, tourism, biosecurity, ocean and marine protection, wetland conservation, health servic-
es and social profections, etc.). Addressing physical risks took the larger share of expected resources (13.1 per cent of regional
GDP) whereas addressing second order risks would need 9.4 per cent of GDP. Another pertinent aspect of the study was the time
horizon. The three atoll countries (Kiribati, Tuvalu and the Republic of the Marshall Islands) are all expected to have significant
adaptation needs post 2070, as adaptation needs were based on a 2-metre sea level rise existing well into the 22nd century. At

the other end of the scale, PNG was not expected to need financial support for its climate adaptation programs for more than a
decade.”

How much of the estimated USD$3.3 billion are PICs actually receiving? The IMF study estimated, using OECD-DAC data, that
the sum total from all the agencies that disburse adaptation funds to the Pacific is USD$ 1.1 billion (averaged across 2021-2023).

This is only 33 per cent of the tofal need, representing a finance gap of USD$2.2 billion, or 67 per cent. When it came to funds
actually disbursed, this fell to USD$0.9 billion, or just over a quarter of the need (see Figure 4.1).

Figure 4.1: The Adaptation Finance Gap for PICs
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Source: Fabien Gonguet, Xuehui Han, Choonsung Lim, To-Nhu Dao & Saraf Nawar, ‘Climate Finance and Adaptation Needs in Pacific Island Countries,” IMF Working Papers
2026, 083, 27.
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Although 33 per cent is a regional average, the percentage of needs pledged actually varies a lot from country to country 'varies
a lot from country to country. Fiji (14 per cent) and the Solomon Islands (23 per cent] are receiving well short of what they are
calculated to need, whereas Tonga (49 per cent) and Vanuatu and PNG (both 46 per cent) are doing better.®

It is noteworthy that the study finds a higher amount of adaptation finance has been going to the Pacific than previous studies.
Nevertheless, because it estimates a much larger amount needed than previous studies, it sfill reveals a significant (and growing)
climate finance gap. The findings of the study have been endorsed by the UNDP Pacific in its recent report on the topic.®' The size
of the finance gap is in the same ballpark as that estimated by the Pacific Islands Forum Secretariat (PIFS).*

Mitigation

One limitation of the Gonguet study is that it does not include estimates for mitigation and loss and damage, which are the other
two aspects of climate finance, although for the Pacific region, finance for adaptation is believed to require the lion's share. Mit-
igation is a somewhat misleading term for Pacific Island Countries, given the tiny proportion their emissions make to the global
problem (0.23 per cent annually]—but what it means for the Pacific is the fransition from a fossil fuel-reliant energy system to one
based on renewables. Oil currently represents 80 per cent of the region'’s fotal energy supply, and fossil fuels account for 40 per
cent of ifs electricity generation (a larger percentage for most Pacific countries, given the two largest economies, PNG and Fiji,
have well-developed hydropower resources).*®

Many Pacific Island leaders, including the President of Palau, would like to see the Pacific make an agenda-setting statement and
be the first region in the world that has moved to a 100 per cent renewable energy system.** Quite a few Pacific Island Counfries
have adopted ambitious goals for the reduction of carbon emissions in their Nationally Determined Confributions.®® If the focus
were to be on decarbonising the energy sector, one estimate puts the fotal cost (not the annual cost) for eight Pacific Island Coun-
fries, including PNG and Fiji, the two largest economies, at between USD$691 million and $1 billion.*¢ This suggests that the costs
for turning the entire region to 100 per cent renewables for electricity generation could be as low as USD$ 100 million a year. This
is likely to be an underestimate; moreover, the electricity sector is only the second-largest cause of carbon emissions in the region
both historically and presently, the largest being land use change and forestry. It seems, therefore, that the effort to estimate the total
annual mitigation costs for the Pacific has yet to be attempted, but these costs would likely come in far lower than the USD$3.3
billion a year for adaptation costs, and would probably be under half a billion USD annually.

While mitigation is important, in the past, the weighting of financing going fo mitigation as opposed to adaptation in the Pacific has
been out of proportion fo the need; between 2014-2019, only 44 per cent of financing was exclusively for adaptation; a further
29 per cent was for projects combining adaptation and mitigation. This is overly weighted towards mitigation projects, which
probably are more likely to be ‘bankable’ i.e. served by loans rather than grants, and therefore more attractive to investors.””

Loss and Damage

More work is also needed fo estimate climate finance for loss and damage caused by climate change-induced weather events
(such as storms, floods and droughts). Damage wrought by recent fropical cyclones to Pacific Island nations” GDP has been huge:

20 per cent of Fijian GDP (Winston, 2016), 60 per cent of Vanuatu's GDP (Harold, 2020) and 38 per cent of Tonga’s GDP (Gita,
2018). Weathering the Storm reported that Vanuatu has estimated annual loss and damage costs at USD$ 1777 million.

Some attempts have been made fo estimate average annual loss and damage costs. For instance, a study by the Overseas De-
velopment Institute (ODI) across all 39 Small Island Developing States (SIDS) estimated direct economic losses for SIDS due to
climate change at USD$1.7 billion, or 0.8 per cent of GDP per year across all 39 SIDS. However, there is reason fo consider
this study as an underestimate, as it did not include indirect economic costs in its methodology. The study itself acknowledged that
direct costs are easier fo measure but represent only a portion of the economic costs.*® Another IMF working paper used nightlight
safellite data fo estimate that natural disasters cause an annual growth loss of 1.4 per cent of GDP for Pacific Island Countries—
there is variability here, as Vanuatu and Tonga have suffered average annual growth losses at 12 and 10 per cent respectively.”
The same IMF working paper also found that the impacts are even more harmful in the medium term: fiscal balances deferiorate
by around 3 per cent of GDP for three years following a severe disaster, while public debt increases by approximately 5.1 per-
centage points of GDP five years after the disaster.*

Table 4.1: Estimated Annual Climate Finance Needs for Pacific by Category

Category Annual Estimate Based on
Aletation 3 3 billon IMF Working Paper by Fabien Gonguet and

co-authors
N I Extrapolating f fimate of decar-
Renewable Energy Transition (‘mitigation’) Under 0.5 billion X rggriszflil% ;C())r:Tse(s\/linler;rigo(r?Cveor?ZT OTTC”
Extrapolating from IMF Working Paper by
Lloss and Damage 0.5 - 1 billion Choonsung Lim & Yue Zhou and from Vanu-

atu's NDC estimates
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Consideration must also be given to non-economic loss and damages (NELDs), such as loss of cultural heritage, Indigenous
knowledge, access to ancestral sites, loss of life and health, and damage to biodiversity and ecosystems. While NELDs cannot be
quantified easily in monetary terms, responding fo them does have a cost, and requires funding, such as for restoration of sacred
sites, preservation of cultural artefacts, psychosocial support, and other matters.*!

Much more work needs to be done to quantify total finance needs for climate-related loss and damage. The IMF Working Paper
postulates that, based on the geographical location and severity to date of extreme weather events, Vanuatu, Tonga and Tuvalu
would potentially have a strong claim receive the lion’s share of loss and damage funding going into the Pacific, but this could be
debated. Taking Vanuatu's estimate of USD$ 177 million as a starting point, the average annual needs for Pacific Island Countries
would probably fall somewhere between half a billion and one billion USD.

4.2 The Challenge: Scaling Up While Avoiding the Pitfalls

Sources and Modes of Climate Finance

Climate finance for adaptation and mitigation can be divided info three categories: bilateral, multilateral and specialty climate
funds. Interestingly, according to recent IMF data for 2011-2023, 60 per cent of adaptation finance comes from bilateral sources.
This is largely because the four largest economies in the region (PNG, Fiji, Vanuatu and Solomon Islands) all receive most of their
adaptation-related development funding from bilateral sources.*?

Bilateral Finance: Australia remains the largest provider of climate finance to the region, as well as being the largest bilateral
aid donor generally. The EU, Japan and New Zealand also contribute. Australia will give around AUD$2.2 billion of aid to the
Pacific in 2026,/27, just over 40 per cent of its annual aid budget.*® The Lowy Institute estimates that around $80 million a year of
this goes to adaptation-related infrastructure.* But the amount of Australian bilateral climate finance is larger than this: in 2023,
the UNDP reported that Australia gave USD$500 million to the Pacific, much larger than the next largest climate finance donor,
which was Japan.*® Australia’s program was traditionally all grant-based, butin 2019, it created the AIFFP (Australian Infrastructure
Finance Facility for the Pacific), which includes a concessional loan component.

In the context of bilateral aid generally, Lowy Institute data reveals that Australia remains by far the largest donor to the region (over
USD$1.5 billion in 2024), followed by New Zealand, the US and then China. China in the 2010s gave an average of USD$400
billion per year in aid (mostly in loans). In the 2020s, however, it gave much less (between USD$200-300 million annually),
although it now gives the majority of its aid as granfs, not loans.“®

Multilateral Development Banks (MDBs) make up 27 per cent of the climate finance going info the Pacific (for 2011-2023).
Just over two-thirds comes from the World Bank, and most of the rest from the Asian Development Bank (ADB). For some countries
(Federated States of Micronesia, the Republic of the Marshall Islands, Tuvalu and Tonga), the MDBs have been the largest source
of funding. Both the World Bank and the ADB rate countries according fo their economic situation; the ratings determine whether
they are eligible for grants (for only the most vulnerable and debt-distressed), a combination of grants and concessional loans,
or less concessional loans. Most Pacific Island nations receive over Q0 per cent of climate finance in grants while the four largest
economies are the exceptions, shown in Table 4.2 below. One weakness of the MDBs, at least for climate finance, is the lack of
flexibility that they have in providing grants to more than just a few countries.

Climate Funds: Finally, specialty funds have been set up at different historical moments to provide money exclusively for climate
or environmental purposes. These climate funds have only contributed 13 per cent of the total adaptation funding into the region.
Of these, the Green Climate Fund (GCF, established 2010) has given the most, followed by the Global Environment Facility (GEF,
established 1991). Most of the GEF projects have been capital-intensive infrastructure projects, and every Pacific country has at
least one GEF project (there were 16 projects in 2022).* Finally, there is the Adaptation Fund (established 2001}, which is the only
one of the large Climate Funds that deals exclusively in grants (the GCF and the GEF can offer concessional loans, equity, etc.). All
three of these funds are likely to remain important fo help meet climate finance targets. The Adaptation Fund is particularly important
because, as we have seen, the needs for adaptation are so great, and much climate finance globally has been for mitigation (this
is less true in the Pacific). The Adaptation Fund needs more contributions.

Finally, there is the new Fund for Responding to Loss and Damage (FRLD). Loss and damage have gained much more attention at
recent climate COPs. Although the fund has received USD$2.8 billion in requests from 119 countries, pledges are only USD$822
million, of which USD$485 million has been paid in.*®

Challenge 1: Increasing the Commitments

Meeting a finance gap as large as the one for the Pacific is likely to need stepping up of aid confributions from many sources,
especially from donors such as Australia and New Zealand. These can increase their bilateral contributions; equally they can and
should increase their contributions fo the key climate funds, especially the Adaptation Fund and the FRLD, and the Pacific Resilience
Facility (see Box 4.1 below). At COP29 in 2024, governments agreed to friple their climate finance contributions to Global South
countries to USD$300 million per year through a New Collective Quantified Finance Goal (NCQG).

ActionAid Australia, a gender rights development organisation, has argued that for Australia to reach its allocated portion of this
amount, it should increase its climate finance contribution to AUD$ 11 billion per year over the next five years, a tripling of its current
level, and a doubling of the size of the aid program in general.*?
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Countries providing finance for adaptation and loss and damage should not be understood to be acting out of graciousness or
generosity, nor should their commitments to increase financing for adaptation be viewed solely as a domestic policy choice. The
2025 International Court of Justice Advisory Opinion (ICJAOQ) on climate change says developed countries such as Australia and
New Zealand, particularly through their ratification of the Paris Agreement, have binding legal obligations to provide adaptation
financing at levels commensurate with meeting this threat.*® According to the Pacific Islands Climate Action Network, these legal
obligations would also apply fo loss and damage finance.”!

How could a country like Australia achieve such an ambitious aime One way, suggested by the Lowy Institute, would be to reduce
the large amounts of the budget going to technical assistance (in reality, this pays for the salaries of home country consultants)
and increase the amount going to climate-related infrastructure. This focus on infrastructure is the specific argument made by the
Lowy Insfitute, however in principle, money redirected from the technical assistance budget could go to fund any climate-related
programs, not just those concerning infrastructure.®

The easiest way fo increase Australia’s climate finance to the Pacific would simply be to eliminate or reduce Australia’s fossil fuel
subsidies. Recent research by the Australia Institute has found that between 2020-2025, Australia’s fossil fuel subsidies totalled
AUD$ 1 billion, dwarfing both Australia’s aid to the Pacific over that time (AUD$ 11 billion) and Australia’s climate finance to the
region (AUD$1.3 billion) >

Another way to achieve this would be to intfroduce a tax on those entities that have caused the problems i.e. large carbon polluters,
a solution proposed by the Make Big Polluters Pay campaign. This solution has the benefit of being consistent with the principle of
ecological debt, in which those countries and corporations responsible for environmental pollution (in this case, carbon pollution)
should bear the financial costs of helping those countries most affected by that pollution.

Challenge 2: Improving Access

As Twin Clouds noted and as the UNDP has more recently confirmed, access to international climate funds is challenging. As
of early 2026, only three national and three regional entities in the Pacific had direct access to the Green Climate Fund (GCF),
meaning that most PICs do not have an accredited national entity. The accreditation process can also be lengthy. For example, the
Fiji Development Bank and the Cook Islands Ministry of Finance and Economic Management (MFEM] reportedly took between
2 to 4 years to establish direct-access accreditation.® It is partly because of dissatisfaction with the challenges associated with
accessing financing through these mechanisms, and the relatively low percentage of climate finance coming to the Pacific through
them, that the Pacific Islands Forum Leaders established the Pacific Resilience Facility (PRF) (see Box 4.1).

The PRF will fill an important niche, but given the scale of its capitalisation, there are strong reasons to assume that the bulk of the
vast Pacific climate finance needs will continue to be met—at least in the short-to-medium term—by traditional mechanisms such as
bilateral aid and the global climate funds. These mechanisms not only need to be scaled up, their accessibility and appropriate-
ness for the Pacific context should be examined.

As the UNIDP has recently reflected:

There is growing recognition that addressing the Pacific’s climate adaption challenge will require more than
simply mobilising additional finance. It will require financing approaches that are longer-term, more inte-
grated, grant focused, and better able to operate across communities, institutions and sectors. In practice,
this means moving beyond isolated projects towards more programmatic approaches that align climate fi-
nance with national systems, regional priorities and community realities.>

Box 4.1: The Pacific Resilience Facility

The Pacific Resilience Facility (PRF) is a Pacific-owned and led climate resilience facility. First proposed before the
pandemic, the PRF was formally endorsed in 2025 and is due fo start disbursing community grants in 2027, lts first
three-year capitalisation target is USD$500 million, ten per cent of which would be invested and 90 per cent of which
would be disbursed by 2030. If the $500 million capitalisation target is met (at the time of writing it has yet to raise half
the target), it would be disbursing just over USD$ 100 million per year. The PRF is authorised to make disbursements for
loss and damage as well as adaptation purposes.
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A rainbow near Solosolo, Samoa. Credit: Karen Anaya.

Challenge 3: Avoiding Setting Debt Traps

Most Pacific nations receive the vast majority of their climate finance in grants. This is especially the case for adaptation financing,
where only four nations receive more than 10 per cent of their finance as loans. Nevertheless, Fiji, Solomon Islands, Vanuatu and
PNG are exceptions, as Table 4.2 below details: the inadequacy of climate financing leaves these countries most at risk of exac-
erbating debt distress, but the reality is that given how great the sums are that are needed, all Pacific countries are potentially at risk
of falling info climate debt traps. There is no justification for adaptation financing as loans: countries should not have to bear any
of the costs (even deferred costs) for adapting themselves to an environmental crisis that was not of their making. Moreover, as we
have seen, these countries are already facing, or could face in the future, dangerously high debt repayments. Climate finance,
whether via bilateral mechanisms, MDBs or climate funds should be henceforth given exclusively as grants.

Table 4.2: Pacific Countries Receiving More than 10 Per Cent of Adaptation Finance as
Loans

Percetage f Aot Rected bGP Rt
Fii 35% 82.1% (2026)
Solomon Islands 24% 29.0% (2026)
Vanuatu 23% 41.0% (20206)
Papua New Guinea 19% 48.4% (2025)

Source: Government of Vanuatu Fiscal Strategy Report 2026; Solomon Islands Final Budget Outcome June 2026.

30 Turbulent Waters: Navigating Debt and Climate Vulnerabilifies in the Pacific

Ben Vereti presents the yagona (kava root) in a sevusevu ceremony at Tutu Rural Training Centre, Taveuni Island, Fiji. Production of the

tradiional yagona crop is threatened in parts of Fiji due to more exireme weather events and salinisation of soil from sea level rise.

Credit: Caritas Aotearoa New Zealand.
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V. Conclusion and Recommendations

The purpose of this report has been to further explore the relationship between the climate crisis, the need for more climate financ-
ing fo address it, and the reality of worsening debt situations in Pacific countries. It has updated the two previous studies in the areq,
Twin Clouds on the Horizon (2022) and Weathering the Storm (2024), in the light of challenging global developments in the last
couple of years where geopolitical uncertainty, great power conflict, increased inflation and an oil price shock have put pressure
on many Pacific nations.

This reality has been most deeply felt in Fiji, where debt-to GDP has worsened from 79.1 per cent to 82.1 per cent in the last two
years, and where a hoped-for decline in future trends two years ago instead has debt-to-GDP projected to rise to over 90 per
cent in the coming years. Meanwhile, better data in the Fiji budget papers suggests that Fiji now clearly spends more on annual
debt servicing than on each of health and education services.

This report was also able to look deeply into the debt situation of PNG, the Pacific’s largest and most resource dependent econo-
my. The story here is of debt-to-GDP rising in the early 2020s to over 50 per cent (at the end of 2025 dipping o 48.4 per cent),
a rise of some 20 per cent over the last dozen years. The report has tracked this rise to the poor refurn PNG s receiving from
resource renfs, meaning that expenditure has outpaced revenues and borrowing has filled the difference. PNG is now under an
IMF program and, like Fiji, spends more on debt service than on health or education.

The report has also explored developments in both Tonga and Samoa over the last couple of years. Responsible management
of their debt has seen both countries significantly reduce their debt-to-GDP in the last few years, both of which were high, partly
through a defermination in both cases to resist as much as possible taking on new loans. Both nations remain aid dependent,
however, especially Tonga, such that not only does their ability to supply government services depend on grant aid from outside
donors, it is such aid that makes their debt obligations manageable. This points to a deeper challenge for many of the smaller Po-
cific states whose abilities o raise revenues (as well as make export earnings) sfill leaves them vulnerable, a vulnerability that will
become more acute in a world where climate impacts are increasing.

Additional finance is needed to help Pacific nations better adapt to a world with warming weather, to support recovery inifiatives
for climate related loss and damage, and to decarbonise Pacific energy systems. This report also benefitted from new data
which has allowed for a deeper and more developed position in these three key areas.

The greatest needs for climate finance in the Pacific are in adaptation, where an estimated USD $3.3 billion is needed annually.
Estimates for loss and damage and mitigation are less precise, but are in the realm of USD$0.5-1 billion for loss and damage
and under half a billion USD for decarbonisation. Vanuatu, Tonga, and Fiji have the highest need for loss and damage finance. An
IMF working paper has estimated the annual finance gap for adaptation financing at between USD$2.2 and 2.4 billion. There
are no esfimates for the finance gap for loss and damage and energy decarbonisation. This would put the overall finance gap
at somewhere between USD$3-4 billion, but we know that almost no funds have yet been received for loss and damage as yet.

What is becoming increasingly clear is that the scale of climate finance needs for adaptation, especially, has been significantly
underestimated, while much more work needs to be done to accurately estimate mitigation and loss and damage needs. This
shows that the science, financing architecture and international response have been lagging significantly behind the reality Pacific
communities are already experiencing when it comes to climate impacts.

An adequate response fo this reality will require all donors to step up—but especially those who specialise in grant financing.
Bilateral aid is sfill the largest source of climate finance in the region, and Australia is still the largest bilateral donor. Multilateral
Development Banks (MDBs) are the second largest source of climate finance, and climate funds, especially the Global Climate
Fund and the Global Environmental Facility, at the moment, contribute the least. There are calls for this to change, especially with
demands for donors to capitalise the Adaptation Fund, the FRLD, and the Pacific nation-led Pacific Resilience Facility. Bilateral
climate finance should also be increased.

The 2025 Infernational Court of Justice Advisory Opinion makes clear that donors, whether increasing climate finance bilaterally
or through capitalisation of these funds, are not simply making a choice to be generous or magnanimous. Rather, they have an ob-
ligation to act consistent with legally binding commitments they made when signing on to the 2015 Paris Climate Agreement.

Building on the work of our previous two reports, the urgency has never been greater for donor nations to commit to help Pacific
nations weather climate change and decarbonise in a way that does not make them more vulnerable to debt stress. The reasons
for acting are many. First, the development benefits to Pacific Island Countries are clear: less climate impacts on the pop-
ulation, a fransition to renewables that will make them less dependent on costly imports, and an economic path that avoids future
debt fraps. Second, there are pragmatic arguments for donor countries fo step up and find the money, not least of which is
that it will be a great refurn on investment: the Pacific countries as healthy and flourishing development partners. Another pragmatic
incentive for donor nations in the region is that better climate adaptation will mean less climate-related migration, which in large
numbers could be destabilising for the region. Finally, and most importantly, there is the moral argument: Pacific nations did not
cause this problem, industrialised nafions and fossil fuel corporations did, by pursuing a carbon emissions-heavy model that they
persisted with, knowing that, at least for the last forty years, it was contributing to a warming world with unknown consequences -
now looming as catastrophic for the most vulnerable Pacific nations and communities.
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This report makes the following recommendations, in line with earlier recommendations in Caritas/Jubilee Aus-
tralia debt and climate reports, The Jubilee Report (2025)°¢ commissioned by Pope Francis, and ActionAid’s latest
report, Debt Fuels the Climate Crisis: How the Finance Flows>”:

On climate finance:

* Donors to ensure that adaptation and loss-and-damage finance is provided solely as grants.

» Collective climate finance (mostly as grants) from all donors (bilateral, multilateral and specialty climate funds) to Pacific
Island Countries to be at levels required to address need, and in line with the New Collective Quantified Goal (NCQG) of
USD$300 billion a year agreed at COP29 of the UNFCCC. Current levels of climate finance need to triple to be in line with
the COP29 pledge.

* Individual countries’ provision of climate finance, from all sources (public and private) to be consistent with their global
responsibility for causing climate change. Within the region, Australio and New Zealand as developed nations that have
benefited most from fossil fuel use, need to step up their climate finance commitments — while maintaining their grant-based
aid emphasis.

* Donor countries fo bring the Pacific Resilience Facility up to its USD$500 million capitalisation target as soon as possible.

* Donors to fully capitalise the Adaptation Fund and Fund for Responding to Loss and Damage.

* The Green Climate Fund should speed up the processes for accreditation to the Fund.

* Strengthen regional and domestic capacity, through greater South-South cooperation and financial support for communi-
ty-level projects.

On debt:

* Debt cancellation for unpayable or unjust external debts. For example, ensuring that no climate-vulnerable country paying
more than 10 per cent of government revenue fo service exfernal sovereign debt.

* The World Bank and IMF to radically reform debt sustainability analyses: build climate vulnerability into debt sustainability
analyses; extend debt relief initiatives to climate-vulnerable middle-income Pacific states like Fiji and Papua New Guinea; rule
out de facto bailouts that leave Pacific people paying through austerity; and to replenish the IMF's Catastrophe Containment
and Relief Trust for cyclone-hit stafes.

* Reform the use of debt sustainability analyses to ensure appropriate investment in climate responses, inclusive public services
and protection of human rights fo support sustainable development.

* Automatic debt service cancellation for at least five years for any country experiencing a major climate-related disaster.

On the global debt system:
* Introduce a robust and fair UN Framework Convention on Sovereign Debt.
* Infroduce a Big Polluters Pay-style tax to support new and additional climate finance.

* Take legislative action in London and New York, which govern most of the international debt system, to require private credi-
fors to join debt restructuring processes.

* Hold public debt and climate audits in every country.

* Provide for greater Pacific voice and vote in international funding institutions such as the World Bank.
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