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FOREWORD  

This report has been prepared to assist the government of the Republic of the Marshall 

Islands (RMI) and the U.S. Department of the Interior in fulfill ing their respective report-

ing obligations under the Compact of Free Association with the United States. In the case 

of the RMI, the nation is required, under Title One, Section 215, to report to the U.S. 

president on the use of sector grant assistance and on progress in meeting mutually 

agreed program and economic goals. Under Title One, Section 104.h, the president is re-

quired to submit a similar report to Congress concerning developments in the RMI. 

This report has been prepared under a grant from the Department of the Interior and is 

administered through the Graduate School. It is not intended to directly fulfill the report-

ing requirements of the two governments but rather to assess the RMIôs economic per-

formance and policy environment and to present a set of economic statistics. Much of the 

material will be directly relevant to the two reports. However, the reporting requirements 

of the two governments are different; thus, not all of the material will be relevant to both 

reports. 

This report contains three sections: (i) a description of economic developments in the 

RMI; (ii) a discussion of policy developments and issues; and (iii) a section on prospects 

over the medium term with economic projections. The descriptive section takes a stand-

ard macroeconomic approach and includes: economic growth and employment; monetary 

developments and prices; the external sector; and fiscal developments. Instead of a com-

prehensive policy review, the policy discussion addresses key topical areas. Discussion 

focuses on fiscal issues and policy, and public sector reform. The prospects section pro-

vides forecasts of gross domestic product (GDP) by industry over the medium term, de-

scribes the nationôs fiscal position under current policy conditions, and discusses the ex-

ternal and monetary accounts. 

This report and statistical appendix have been prepared by a team: Mark Sturton, who 

developed the economic report; and Glenn McKinlay, who jointly compiled the statistics 

with Sturton. Thanks go to: Chief Secretary Casten Nemra; Director Fred DeBrum, John 

Henry and the staff at the Economic Policy, Planning, and Statistics Office (EPPSO); and 

Geelong Bing of the Office of Compact Implementation. We are also grateful to Bruce 

Bilimon of the Ministry of Finance (MOF); Junior Patrick, the public auditor; and many 

other RMI businesspeople who all supported the preparation of the report and statistical 

appendix. 

This report is available online at http://econ.pitiviti.org. 

http://econ.pitiviti.org/
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I. BACKGROUND AND SUMMARY  

1. BACKGROUND  

This report has been prepared to assist both the RMI and U.S. governments in fulfilling 

their respective obligations under the Compact of Free Association with the United 

States. In the case of the RMI, the amended Compact states, under Title One, Section 

215, that: 

 

ñThe Government of the Republic of the Marshall Islands shall report annually to the 

President of the United States on the use of United States sector grant assistance and 

other assistance and progress in meeting mutually agreed program and economic 

goals. The Joint Economic Management and Financial Accountability Committee 

shall review and comment on the report and make appropriate recommendations 

based thereon.ò 

Similarly, the president is required to submit to Congress a report on economic develop-

ments in the RMI: 

(1) REPORT BY THE PRESIDENT. Not later than the end of the first full calendar 

year following enactment of this resolution, and not later than December 31 of each 

year thereafter, the President shall report to Congress regarding the Federated States 

of Micronesia and the Republic of the Marshall Islands, including but not limited toð 

(A) general social, political, and economic conditions, including estimates of 

economic growth, per capita income, and migration rates; 

(B) the use and effectiveness of United States financial, program, and tech-

nical assistance; 

(C) the status of economic policy reforms, including, but not limited to, pro-

gress toward establishing self-sufficient tax rates; 

(D) the status of the efforts to increase investment, including: the rate of infra-

structure investment of U.S. financial assistance under the U.S.-FSM Compact 

and the U.S.-RMI Compact; non-U.S. contributions to the trust funds; and the 

level of private investment; and 

(E) recommendations on ways to increase the effectiveness of United States 

assistance and to meet overall economic performance objectives, including, if ap-

propriate, recommendations to Congress to adjust the inflation rate or to adjust 

the contributions to the trust funds based on non-U.S. contributions. 

The report contains three main parts: (i) a review of economic developments; (ii) a sec-

tion on policy developments and issues; and (iii) a discussion of economic prospects over 

the medium term. While this report relates to FY2012, analysis of developments in that 

year alone would provide a limited and one-sided view. The approach has been rather to 
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review developments in a broader context over the amended Compact period so that a 

more informed assessment can be made. The review of economic developments follows a 

standard macroeconomic approach: growth and employment; monetary developments 

and prices; the balance of payments and external debt; and fiscal developments. 

The policy and issues part of the report covers selected topics and is not intended to re-

view the whole range of public and private sector policies. The first section discusses fis-

cal issues and trends in public sector payroll, external debt management, the operations of 

state owned enterprises (SOEs), and the viability of the Compact Trust Fund (CTF). The 

next section identifies appropriate considerations in the design of fiscal policy and im-

plementation. The third section follows up on recent reports, with discussion of progress 

on implementation of recent public sector reform initiatives: the Comprehensive Adjust-

ment Program (CAP); the efforts of the Tax and Revenue Reform and Modernization 

Commission (TRAM); the Asian Development Bank (ADB) Public Sector Program 

(PSP); and Public Expenditure and Financial Accountability (PEFA). 

The third part of the report features prospects for the RMI economy. The four major ac-

counts of an economic systemðGDP by industry, the fiscal account, the balance of pay-

ments, and the monetary accountðhave been projected over the medium term: FY2012 

to FY2015. The presentation of the four accounts provides an integrated macroeconomic 

framework. A baseline projection is made based on likely developments in the GDP by 

industry and in overall economic growth. Assuming no change in policy, the fiscal out-

come and external outlook are forecast, and the emerging picture of the banking sector is 

projected. While no policy scenarios are investigated, the framework indicates emerging 

problems that may occur with no change in policy direction. 

2. SUMMARY  

After a weak start in the first year of the amended Compact, when economic growth was 

stagnant, the next three years (FY2005-FY2007) saw positive growth, averaging 2.6 per-

cent, as the nation adjusted to improved provisions of the Compact. In FY2008-FY2009, 

growth turned negativeðas it did in many countries during this periodðwith the onset of 

the international recession. However, FY2010 turned out to be a particularly favorable 

year for the RMI, with strong economic growth of 5.6 percent, resulting from low infla-

tion and expansion in the fisheries sector. Economic performance in FY2011 was lacklus-

ter, while FY2012 recorded a positive and surprising growth rate of 3.2 percent, reflect-

ing increases in copra, fisheries and education. 

Employment data indicates that the economy has managed to generate a number of addi-

tional jobs, amounting to 0.6 percent per annum during the amended Compact. Both the 

private and public sectors have grown, despite declines at the Kwajalein military base. 

However, the generation of additional jobs has been insufficient to provide gainful em-

ployment opportunities for those seeking work, and outward migration remains substan-

tial, averaging 1.5 percent annually during the amended Compact period. 
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After a period of fiscal stagnation at the end of Compact I, the RMI experienced rapid 

public sector expansion at the start of the amended Compact through FY2007. Public ex-

penditures grew by an annual average rate of 10 percent between FY2004 and FY2007. 

Employment in the public sector rose by an annual average rate of 2.8 percent during the 

same period. The various forces that had permitted the rapid expansion came to a halt in 

FY2007, and the government was left in a stressed fiscal position, suffering from a cash 

flow shortage that required adjustment. During FY2008, adjustment was initiated, and the 

RMI achieved fiscal surpluses through FY2011, averaging 2 percent of GDP. However, 

this positive outcome masks underlying weaknesses: daily cash flow problems, delays in 

vendor payments, difficulties in maintaining debt service obligations to the ADB, and 

increasing use of the ROC project grant to fund operational expenditures. In FY2012 the 

fiscal position turned negative, as large subsidy payments to the ailing SOE sector were 

made. Going forward, debt service obligations, a tendency to continue to fund the SOEs 

and declines in real Compact flows will contribute to a tightening fiscal environment. 

The Trust Fund for the People of the RMI was created, according to the CTF Agreement 

preface, ñto contribute to the long-term budgetary self-reliance of the RMIé [and] to 

provide the Government of the RMI with an ongoing source of revenue after FY2023.ò 

The U.S. government has made it clear that the terms of the amended Compact do not 

make any guarantee, or even a commitment, that the CTF will sustainably achieve distri-

butions of a size required to maintain the real value of the annual sector grants after 

FY2023, as specified in the CTF Agreement, Article 16(7) (a) and (b). Therefore, it is 

imperative that the CTF Committee, together with the U.S. and RMI governments, fully 

understand the CTFôs performance and its likely abilityðor inabilityðto support a 

smooth transition to its distribution phase, which begins in FY2024. A recent awareness 

that a significant portion, roughly 25 percent, of RMIôs projected FY2023 sector grants 

will continue in accordance with the Agreement Regarding Military Use and Operating 

Rights will be an issue for future consideration, but the analysis within this report simply 

notes this fact without re-basing the CTF sufficiency estimate. 

This report, for the fourth year, presents a CTF sufficiency estimate. That estimate is de-

fined as: the size the CTF would need to achieve to support a smooth and sustainable 

transition from U.S.-appropriated annual grants to fully inflation-adjusted annual CTF 

distributions. The sufficiency estimate for the RMI CTF at the end of FY2023 is $745 

million. It is projected that the CTF would need to grow from the estimated value at June 

30, 2013, through the end of FY2023 at an annual rate of 8.8 percent to achieve the suffi-

ciency estimate. An alternative perspective is provided by projecting annual growth over 

the remaining period through FY2023 at 8.1 percent, which would result in a CTF value 

of $704 million, which is equivalent to 94 percent of the sufficiency estimate. Consistent 

with recommendations in recent CTF annual reports, the authors recommend that policy 

makers mobilize additional contributionsðfrom domestic and external sourcesðto the 

CTF to more reliably support the RMIôs long-term fiscal stability and economic security. 



xiv 

Cognizant of the economic and financial circumstances facing the nation in FY2008, the 

RMI leadership initiated a series of reforms. The Comprehensive Adjustment Program 

(CAP) Advisory Group, and the Tax and Revenue Reform and Modernization Commis-

sion (TRAM) were created, and the reports of both of these groups were endorsed by the 

Cabinet. A report on the SOE sector was initiated, and legislation is with the Nitijela. The 

ADB has supported these reform efforts through a Public Sector Program (PSP), which 

included a set of fiscal targets and resources for the Marshalls Energy Company (MEC) 

to refinance expensive commercial borrowing. An external debt management policy has 

been adopted, and legislation is also with the Nitijela. Finally, the World Bank has been 

encouraging reform in information and communication technologies (ICT), and a further 

set of legislation is under consideration. 

While there is no doubt that the refinancing of the MEC debt was a beneficial move, the 

fiscal targets of the ADB loan were not achieved. The CAP program has failed to gain 

any momentum. In addition, tax reform has remained under consideration for several 

years, and the outcome remains uncertain. Similarly, both the SOE and external debt leg-

islation appear to be on the back burner. The growth experienced in the economy during 

the amended Compact has been positive, averaging 1.5 percent, which is more than might 

have been expected. However, projections of the economy through the medium term sug-

gest that economic growth will decline to an average 1.1 percent, and the fiscal deficit 

sustained in FY2012 is likely to deteriorate. Recent cash infusions for budgetary support, 

provided by the World Bank and ADB, have, contrary to sensible intentions, enabled the 

RMI to continue the current policy regime without need for adjustment. 

However, the reduction in real transfers under the Compact, due to the decrement and 

lack of full inflation adjustment with no significant private sector development, imply 

that adjustment cannot continue to be staved off much longer. The Joint Economic Man-

agement and Financial Accountability Committee (JEMFAC) has called for the develop-

ment of long-term fiscal planning under its two resolutions (2009-1 and 2010-1) to ad-

dress precisely these issues. The RMI has yet to respond in any meaningful way. The 

challenge is not simply for the RMI to develop a fiscal plan but also to institutionalize 

and recognize the plan as something that the RMI requires to guide its own future. Donor 

support is needed but not for augmenting otherwise limited general fund resources to 

push back adjustment. Rather, donor support and resources are needed to encourage ra-

tional allocation of resources during the remainder of the amended Compact and to en-

sure there are sufficient funds in the CTF to provide security to the people of the RMI 

thereafter. 
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II.  REVIEW OF ECONOMIC DEVELOPMENTS  

A. Growth and Employment  

1. GROSS DOMESTIC PRODUCT , GROWTH AND STRUCTURAL CHANGE  

i Overall trends in economic activity 

 FY2004 marked the start of the amended Compact, and the RMI negotiated a fa-1.

vorable assistance package that increased funding by $10 million above the five-year pe-

riod of Compact I (FY1997-FY2001). However, the economy stagnated, primarily from 

the closure of the fish loining plant and capacity constraints in using additional fiscal re-

sources (Figure 1). 

 By FY2005 the substantial increase in Compact resources above those prevailing 2.

during Compact I had reached a peak. Greater capacity to use the available funds enabled 

the economy to expand. The private sector maintained economic activity, with additional 

investment demand arising from: the Compact infrastructure grant; the renovation of the 

Majuro airport; the construction of the international convention center, funded by the Re-

public of China (ROC); and the reconstruction of the Majuro fish loining plant under new 

ownership. GDP grew by 2.6, 1.9 and 3.2 percent in the three years from FY2005 to 

FY2007. 

 By FY2008 the economy had peaked, and GDP fell by 1.9 percent. The initial 3.

wave of Compact infrastructure construction projects had come to fruition, and further 

expansion in government was no longer possible, as expenditures hit their ceilings. 

FY2008 also saw the end of rapid expansion in the world economy, as fuel and food pric-

es reached record levels. Inflation in the RMI climbed to 15 percent, eroding domestic 

real incomes and reducing demand for local business. Compounding these problems, the 

MEC underwent a severe cash flow crisis when fuel prices soared, requiring substantial 

cash infusions from the 

government. These forc-

es prompted the RMI 

leadership to declare a 

first-ever ñstate of eco-

nomic emergencyò in 

late FY2008. 

 In FY2009, while 4.

inflation eased back to 

0.7 percent and reduced 

the erosion in household 

incomes, the same gen-

eral economic forces ex-

erted themselves, and  
Figure 1 RMI real GDP growth (percent) 

FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12

Real GDP -0.1% 2.6% 1.9% 3.8% -2.0% -1.8% 5.9% 0.6% 3.2%

-3.0%

-2.0%

-1.0%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%
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GDP fell again by a further 1.5 percent. 

 In FY2010 the RMI economy grew by 5.6 percentða surprise, given world eco-5.

nomic conditions. The main driving force was expansion in the fisheries sector, which 

contributed half of the overall growth, with increased output from the reopened loining 

plant and the addition of new purse seiners to the fishing fleet. Education and health ser-

vices also continued to expand throughout FY2010, producing a positive result with 

spillover to other sectors. Improved tax collections contributed to the growth as well, alt-

hough these gains were largely offset by increased subsidies to the SOE sector. 

 Economic performance in FY2011 was lackluster, while FY2012 recorded a posi-6.

tive and surprising growth rate of 3.2 percent. The major contributing factor was expan-

sion in the output of domestic purse seiners operated by Pan Pacific Foods, although op-

erations at the loining plant fell in each of the two years, held back by labor shortages. 

Copra production and coconut oil production were negative during FY2011, when world 

prices were high. However, they expanded in FY2012, contributing 0.5 percent of GDP 

growth, despite a return to low international prices. Construction activity fell in both 

years, reflecting weak demand for projects and ñbondingò issues with Compact infra-

structure projects. Education continued to be an expansionary force, especially at the Col-

lege of the Marshall Islands (CMI). Indirect taxes also contributed to the economic gains 

in FY2012, with strong growth in the volume of imports. 

ii  GDP by institutional sector 

 Figure 2 elaborates on the story, indicating the performance and contribution of 7.

the private and government sectors to the economy. The private sector has grown by an 

annual average of 1.4 percent since the start of the amended Compact, lower than the 

economy-wide average for GDP of 1.6 percent. Private sector performance has been 

mixed and generated 

from fisheries activity or 

from construction of in-

frastructure and building 

projects. (Discussion of 

private sector develop-

ments by industry is tak-

en up in the following 

section.) Growth in gov-

ernment services has av-

eraged 2.1 percent dur-

ing the amended Com-

pact and has exceeded 

the average rate for the 

private sector. Clearly, it 

has been the public sec-

tor that has been the en-

 
Figure 2 RMI real GDP by private and public sector, 

FY2000 prices (US$ millions) 

FY03 FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12

Private Enterprise 35.4 34.3 33.2 35.7 36.4 34.8 34.7 38.5 39.6 40.0

Government 47.4 48.5 50.9 52.1 53.3 53.0 52.3 54.0 55.4 57.3

GDP 120.0 120.0 122.1 124.7 128.9 126.9 126.3 132.8 134.6 138.1
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gine of growth in the economy, rather than the private sector. In the longer term these 

trends are not sustainable, and it is remarkable that the public sector has managed to out-

perform the private sector during the first nine years of the amended Compact. Policies to 

promote private sector growth have clearly failed, but they must become more effective if 

the RMI economy is to achieve sustained economic growth in the future. 

 The SOE sector is particularly significant in the RMI because of its large and fre-8.

quently negative impact on GDP growth. Figure 3 provides a snapshot of recent trends 

since the start of the amended Compact (value added is measured at producer prices less 

subsidies). The contribution of the SOE sector began to deteriorate in FY2003. Value 

added fell through FY2006 and reached a low in FY2008, primarily from poor perfor-

mance in the energy sector. The situation improved in FY2010 through FY2012 peaking 

in FY2011, largely as a result of regularizing the financial situation of the MEC. 

 With the deterioration in the financial viability of many SOEs, the need for gov-9.

ernment subsidy increased. From FY2003 to FY2006 the annual average level of gov-

ernment subsidy was $3.4 million. However, the level of subsidy increased to an average 

of $7.5 million per annum between FY2007 and FY2012. This jump was due to a variety 

of forces but was heavily influenced by the impact of high energy prices on the financial 

position of the MEC and the Kwajalein Atoll Joint Utility Resources (KAJUR). While 

Air Marshall Islands (AMI), the Majuro Water and Sewer Company (MWSC) and Tobo-

lar Copra Processing Authority have required continuing levels of subsidies, other SOEs 

are also now requiring subsidies. The creation of the Marshall Islands Shipping Corpora-

tion (MISC) in FY2007 has required an annual average subsidy of $1.1 million. The Na-

tional Telecom Authority (NTA) formally returned a positive operating profit, but since 

the installation of the fiber-optic connection, has required subsidy. The finances of the 

Marshall Islands Resort (MIR) have also deteriorated, requiring direct subsidy from the 

government in the last 

two years to maintain a 

positive cash flow. 

 The impact of the 10.

rising levels of subsidies 

provided to the SOEs 

continues to be a major 

policy issue. Moreover, 

it has threatened the fi-

nancial viability of the 

nation, as the govern-

ment is faced with a de-

cline in the real value of 

Compact grants. A spe-

cial section in the policy 

part of this review pro-

 
Figure 3 Public enterprises value added and subsidies 

(US$ millions)  

FY03 FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12

Value added 12.0 11.3 10.2 8.2 10.3 7.1 7.4 10.6 15.0 11.3

Subsidies 3.8 3.1 2.7 4.0 7.9 6.9 8.5 6.6 6.1 8.8
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vides continuing discussion of the SOE sector and the situation of selected enterprises. 

 For the government of the RMI, there have been two phases of growth: a first 11.

phase of rapid expansion, between FY2003 and FY2006, fueled by the infusion of funds 

from the amended Compact, when growth averaged 8 percent; and a second more or less 

stagnate period, as the provision of government services responded to reduced fiscal real-

ities. While the government of the RMI is the largest player in the public sector, govern-

ment agencies and institutions, including the College of the Marshall Islands (CMI) and 

local government, are also significant. Taken together, the two local governmentsð

Kwajalein Atoll Local Government (KALGOV) and Majuro Atoll Local Government 

(MALGOV)ðrepresented about 20 percent of the share of the national government in 

FY2012 (by value added). From FY2006 to FY2010, growth in local government was 

negative, reflecting the contraction in employment at the Kwajalein U.S military base, the 

cyclical downturn in the economy, and the impact of falling tax revenues. In the last two 

years, conditions at the two local governments have shown signs of improvement.  

 Government agencies are represented by the CMI and a set of other entities. The 12.

contribution of the CMI has grown significantly since FY2005. The contributions of oth-

er agencies declined sharply in FY2006, with the amalgamation of the former U.S. feder-

al program Head Start into the national government, and have remained largely stagnant 

since that time. Taking government as a whole (RMI government, agencies and local 

government), there have been three phases of growth: a first phase of rapid growth in the 

RMI government from FY2003-FY2006; a second phase of stagnation from FY2007-

FY2009, when all parts stagnated and coincided with the international financial crisis; 

and a third more recent phase since FY2010, resulting from growth in the CMI. 

 The household sector makes an important contribution to GDP, producing mixed 13.

incomes from copra, fishing and handicrafts. Nonmarketed production (subsistence) and 

home ownership are the main components and are estimated to increase in relation to 

population growth. 

iii  GDP by industry 

 Agriculture consists of two kinds: production for home consumption, with small 14.

sales to local markets; and, production of copra, which provides income to the outer at-

olls. Subsistence production is projected in proportion to population change. Copra pro-

duction expanded in the mid-2000s, with the improved shipping services and the newly 

created Marshall Islands Shipping Corporation (MISC), a state owned enterprise. Produc-

er prices of copra are set by Tobolar, another SOE, and was $240 a short ton between 

FY2003 and FY2006, and rose to $543 a ton in FY2012. World market prices for copra 

averaged $391 a ton between FY2003 and FY2006, and rose to $750 a ton in FY2010, 

peaked at $1,157 in FY2011, and dropped back to $741 in FY2012. Production, on the 

other hand, was at its lowest point for several years in FY2011, at 4,036 short tons, and 

rose to 6,295 tons in FY2012, the year after the prices peaked. Tobolar effectively stabi-
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lizes the price and receives an annual subsidy from the RMI government, which has aver-

aged more than $1 million since FY2007. 

 The fisheries sector in the RMI economy has been a strong driver of growth 15.

commensurate with the economyôs comparative advantage. However, growth has been 

erratic, reflecting the opening and closure of the PMOP loining plant in FY2003 and re-

placement with the Pan Pacific Foods (PPF) operation in FY2008. The PPF loining plant 

(considered as part of the fishingðnot manufacturingðsector) is operated at a loss, but 

this is offset by access to RMI fishing rights. PPF initiated fishing activities with the 

launching of a first purse seiner in 2010, and two more boats were commissioned in 

2011. In addition to the PPF operations, the sector consists of: the Marshall Islands Fish-

ing Venture (MIFV), a longline operation run by Luen Thai; four purse seiners operated 

by Koos; the Marshall Islands Fishing Company (MIFCO), a joint venture with one boat 

operated between Koos and the RMI government; and, finally, a new operator, the Cen-

tral Pacific Fisheries Company (CPFC), which established operations in 2011 with two 

seiners. It should be noted that the off-shore longline operations of MIFV, the seiners op-

erated by Koos, and MIFCO and CPFC are considered nonresident and are thus not part 

of GDP. 

 In addition to the tuna fishery, there are numerous small operators exporting 16.

aquatic fish and producing for home consumption in the outer atolls. There is a small 

commercial fishing market in Majuro. The impact of the recent developments, primarily 

with the reopening of the loining plant and the operation of new seiners by PPF, has been 

a dramatic rise in the contribution of commercial fisheries to the economy (see Figure 4). 

Value added has risen from an average level of $2.4 million from FY2005 to FY2008 to 

more than $10.1 million in FY2012 (FY2004 constant prices). 

 The manufacturing sector consists of a few small local activities producing for the 17.

local market and Tobolar, the copra processing plant. The contribution of general manu-

facturing to the domestic 

market is modest, and 

growth has reflected lo-

cal market conditions. 

Given the vertical inte-

gration between Tobolar 

and copra production, 

performance at Tobolar 

reflects that of copra 

production. The utilities 

sector comprises three 

SOEs: the Majuro Water 

and Sewer Company 

(MWSC), the Marshalls 

Energy Company 

 
Figure 4 Commercial fisheries contribution to GDP, 2004 

prices (US$ millions) 
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(MEC), and the Kwajalein Atoll Joint Utility Resources (KAJUR). While the MWSC has 

shown growth as the capital, Majuro, has expanded, production by the two utilities has 

declined due to increasing fuel costs and tariffs. Construction activity includes private 

business activities, operations of the Public Works Department (PWD) and home con-

struction. Private construction peaked in FY2006, reflecting large infrastructure and 

building projects, but it has declined since that time. In addition, private construction has 

been adversely affected by the decision to postpone Compact infrastructure grant projects 

due to ñbonding and procurement issues.ò The PWD was reinstated in FY2001, having 

been disbanded as part of the Public Sector Reform Program (PSRP), but its activities 

have diminished during the amended Compact. On the bright side, home building is esti-

mated to have grown in recent years. 

 The wholesale and retailing sector is dominated by retailing to households and has 18.

oscillated during the amended Compact era with no discernable trend. The MEC operates 

a fuel farm and sells fuel to fishing enterprises. Output tanked from FY2006 to FY2007, 

as the MEC underwent financial collapse, and has improved since, but it has yet to return 

to the levels of those at the start of the amended Compact. The private hotel and restau-

rant sector has suffered a prolonged decline, averaging 7.8 percent per annum since 

FY2003, despite the potential of the Marshall Islands as a tourist destination. The value 

added of the Marshall Islands Resort (MIR), an SOE, has trended up by 4.6 percent per 

annum since the start of the amended Compact, offsetting the decline in the rest of the 

industry. 

 The transport and communications sector contains a series of general private-19.

sector-operated services and several publicly owned operations. The latter include: the 

Marshall Islands Ports Authority (MIPA), the Marshall Islands Shipping Corporation 

(MISC), Air Marshall Islands (AMI), and the National Telecommunications Authority 

(NTA). Most transport and communications activitiesðprivate transport, MIPA and the 

NTAðhave stagnated or declined during the amended Compact period. The MISC 

commenced operations only recently, in FY2007, and output has declined since that time. 

In the case of AMI , output has declined since the start of the amended Compact. Combin-

ing the various components of the transport sector, a clear downward trend emerges. 

 Financial intermediation, primarily the banking sector, has grown strongly 20.

throughout the period by an annual average rate of 3.9 percent, as a result of increases in 

both the deposit basis and commercial credit. In FY2011 the banking sector declined, 

with large payouts to Kwajalein landowners and reductions in deposits and repayment of 

loans. Ownership of dwellings has risen during the FY2000s, reflecting increased home 

construction, while growth in business services has registered a small increase of 0.8 per-

cent since FY2003. While a relatively minor activity, private personal services have been 

very buoyant in recent years. 

 Earlier analysis indicated expansion in the public sector through FY2006, declines 21.

from FY2007 to FY2008 and the re-emergence of growth in FY2010 and FY2011. How-
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ever, this general trend masks a series of developments in the different components of 

government activities in administration, education and health. Administration of the na-

tional government has shown a general upward trend, averaging 2.4 percent per annum 

during the amended Compact. Both government agencies and local government have de-

clined during the period, by an annual average of 2.1 and 0.9 percent, respectively. Gen-

eral education has grown continuously through the amended Compact period, averaging 

2.4 percent per annum, reflecting the switch in Compact assistance to the sector-grant 

approach. The CMI, with its accreditation problems resolved, expanded rapidly during 

the period, while averaging 5 percent during the amended Compact. Health services also 

grew at the start of the amended Compact but reached a peak in FY2007. From FY2008 

to FY2009, health services declined, but performance has since improved and now sur-

passes the FY2007 level. Overall, health services have expanded by an average of 2.9 

percent during the amended Compact. 

 GDP also includes the receipt of indirect taxes and payment of subsidies to the 22.

SOE sector. Import taxes have been largely stagnant throughout the amended Compact, 

growing by an annual average of 0.6 percent below the rate of GDP growth. The sluggish 

performance reflects granting of concessions as well as reductions in the tax base. In 

FY2008 and FY2009, changes in import taxes led to a decline in indirect tax collection of 

3 percent and 11 percent, respectively. The MEC was exempted from import taxes on 

fuel resale to overseas shipping vessels, and certain food items were exempt because of 

large increases in world prices. In addition, the fuel import tax was switched from an ad 

valorem basis to a specific (or volume) basis. The gross receipts tax (GRT), which is not 

subject to the same forces, has grown by an average 3.8 percent per annum. Local gov-

ernment sales taxes mirror the trend in local government GDP: a declining trend of 1.5 

percent per annum during the period, as revenues from the Kwajalein military base have 

declined. Subsidies to the SOE sector took a dramatic jump from FY2007 through 

FY2010, with the onset of the MEC problems. The situation improved in FY2011, but the 

level of subsidies in constant prices in FY2012 is still above the level prevailing at the 

start of the amended Compact. 

 Finally, an adjustment is made to GDP for financial intermediation services indi-23.

rectly measured (FISIM), which is the difference between interest receipts and payments 

of the banking sector relating to productive activities. The trend has been an increasing 

negative amount, mirroring the growth in financial services. 

iv Structure of the RMI economy 

 Changes in the structure of the RMI economy from FY1997 to FY2012 are sum-24.

marized in Figure 5. Not surprisingly, given its rapid rates of growth, the governmentôs 

share has grown from 31.6 percent during the FY1997-FY1999 period to 33.7 percent 

from FY2010 to FY2012. In the case of the SOEs, the share of the sector has fallen from 

10.2 percent to 7.3 percent, reflecting the large increases in subsidies and negative impact 

on the sectorôs value added. As a result of the deteriorating position of the SOEs, the 

share of the public sector (including both government and SOEs) has declined slightly, 
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from 41.7 percent to 41 

percent. The private sec-

tor has increased its con-

tribution, reflecting the 

increasing importance of 

the fisheries sector, and 

is a step in the right di-

rection. However, the 

increase needs to be 

much larger if the sector 

is to break out of its de-

pendent status and as-

sume a more dynamic 

role as the engine of 

economic growth. The 

share of the household 

sector, which represents 

subsistence and home ownership, has increased slightly. With low rates of population 

growth (on which the household sector estimates are based), a decline might have been 

expected, as growth in the cash economy outstripped the growth in population. The fact 

that the share of the household sector has remained largely unchanged mirrors the rela-

tively low growth in the modern sector. The share of indirect taxes has fallen, reflecting 

recent discretionary reductions in tax rates and weak collection capacity. The finance (or 

commercial banking) sector has decreased its share slightly and represents 3.8 percent of 

GDP, while that of nongovernmental organizations (NGOs) has fallen marginally. 

2. POPULATION , INCOMES , D ISTRIBUTION AND POVERTY  

 Population in the RMI has historically grown at very high rates. From 1980 to 25.

1988, in the years leading up to Compact I, the annual average rate of growth was 4.3 

percent (Table 1). Population in Majuro grew at 6.6 percent, reflecting the emergence of 

a modern economy and the availability of jobs and public services, such as health and 

education. Population in Ebeye was slightly below the nationôs average. In the outer at-

olls (the ñotherò category), population was below average as a result of internal migra-

tion. This pattern changed radically between the next two census points in 1988 and 

1999. Population growth slowed significantly to 1.5 percent, a consequence of a reduc-

tion in fertility rates and the emergence of large out-migration to neighboring U.S. territo-

ries, Hawaii and the U.S. mainland under the migration provisions of the Compact. The 

results of the 2011 population census indicated that these trends continued, and overall 

population growth slowed to 0.4 percent. Growth in the Majuro population also slowed, 

while that in Ebeye was largely static, and figures from the outer atolls indicate the emer-

gence of depopulation. While overall population growth has been moderated by out-

migration, inward migration from Asia has been significant. 

 
Figure 5 Structure of the RMI economy by institutional 

sector  

Private
Enterprise

Public
Enterprise

Finance
(Banks)

Govermnt NGOs
House-

hlds
Indirect
taxes

FY97-FY99 26.7% 10.2% 4.0% 31.6% 1.7% 15.9% 12.2%

FY10-FY12 29.5% 7.3% 3.8% 33.7% 1.6% 16.1% 10.0%
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 Limited job opportunities and the depressed nature of the economy during the lat-26.

ter part of Compact I encouraged large-scale migration to seek employment opportunities 

and better rates of remuneration in the United States. Migration plays an equilibrating 

role: as incomes decline, outward migration compensates, improving the average income 

levels for those remaining. However, outward migration will have a distorting impact on 

the local economy, if it is achieved through a loss of economically active and skilled in-

dividuals. Such a loss of human capital would reduce the long-run productive potential of 

the economy. 

 Table 2 provides further information on current migration rates and net movement 27.

of passengers between the RMI and various U.S. destinations. Since the destination of 

nearly all flights originating within the RMI is a U.S. point of entry, the figures provide a 

very useful indicator of net migration. The table indicates the average rates of migration 

since 1990 in three groups: expansionary phase of Compact I, contractionary phase, and 

Compact II. The table confirms the reduction in population growth indicated by the cen-

sus data between 1990 and 2010, which is the result of increasing out-migration. The 

outward migration rate of 0.8 percent during the early Compact years accelerated to 2.4 

percent during the depressed era of Compact I and continued at the lower rate of 1.5 per-

Table 1 Population by major centers and population growth, 1967-2011 

 

Source: Census reports 

Total Majuro Ebeye Other Total Majuro Ebeye Other

1967 18,925 5,249 3,540 10,136 3.3% 4.9% 11.9% 0.8%

1973 25,045 10,290 5,123 9,632 4.8% 11.9% 6.4% -0.8%

1980 30,873 11,791 6,169 12,913 3.0% 2.0% 2.7% 4.3%

1988 43,380 19,664 8,324 15,392 4.3% 6.6% 3.8% 2.2%

1999 50,840 23,676 9,345 17,819 1.5% 1.7% 1.1% 1.3%

2011 53,158 27,797 9,614 15,747 0.4% 1.3% 0.2% -1.0%

Population Population Growth

Table 2 Net movement of air passengers between the RMI and U.S. ports of entry 
and percent population 

 
Source: U.S. Department of Transportation "TRANSTATS" database 
Notes: Population estimates based on average projected levels between census points. 
 Only includes air passengers to/from RMI and U.S. airports (Guam, Hawaii, Saipan). 
 Passengers to/from RMI and other countries (e.g., FSM) are excluded. 

Net 

Departures
Population

Net 

Migration

Net 

Departures
Population

Net 

Migration

Net 

Departures
Population

Net 

Migration

Kwajalein -25 8,775 -0.3% -211 9,335 -2.3% -65 9,546 -0.7%

Majuro -360 21,408 -1.7% -970 23,969 -4.0% -729 26,720 -2.7%

RMI -384 46,448 -0.8% -1,181 50,234 -2.4% -794 52,123 -1.5%

1990-1996 1997-2003 2004-2012
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cent during the improved period of Compact II. The table also implies that out-migration 

from Majuro has been more rapid than from Kwajalein. 

 Figure 6 indicates the changes in constant-price GDP and real GNDI per capita in 28.

2004 prices. The constant-price GDP estimates are derived from chaining the earlier GDP 

series with the current national accounts series. Real GNDI includes the primary and sec-

ondary incomes received and paid to the rest of the world. The major differences between 

the two measures are the compensation of Marshallese workers at the Kwajalein base, 

rent received by Kwajalein landowners, and the receipt of current transfers from the U.S. 

and other donors. (See ñBalance of Paymentsò for a list of primary and secondary income 

flows). The GNDI estimates begin in FY1997 and indicate the far higher level of dispos-

able incomes when the additional flows are taken into account. In FY2011, GNDI per 

capita was $4,152, which is 52 percent higher than the current price GDP per capita of 

$2,741.  

 Figure 6 provides a clear picture of the developments in average real incomes. 29.

The advent of the Compact marks a clear and significant improvement in GDP per capita 

during the run-up and early years of the Compact. Growth was boosted by the new re-

ceipts of Compact funds and the series of bond issues that enabled the nation to fast-track 

public expenditures (including embarking on a series of risky public projects and ven-

tures). However, the gamble on public sector involvement in productive activities did not 

pay off. The nation was forced into a difficult period of decline, as the economy adjusted 

to low levels of net aid transfers depleted by the need to repay the former extravagances. 

In 1999 matters improved, as fiscal stability was restored with new donor assistance, re-

payment of the debt, and a favorable financial outcome of the amended Compact negotia-

tions. Between FY1999 and FY2007, GDP per capita expanded by $500, an average rate 

of 2.5 percent in each year, but it failed to regain the level achieved in the mid-1990s. In 

FY2008 and FY2009, 

GDP per capita faltered 

and took a sharp down-

ward turn as the econo-

my went into recession, 

but by FY2012 it had 

regained the lost ground. 

 Figure 6 also in-30.

cludes the trend in GNDI 

per capita from FY1997. 

While the trend has the 

same broad features as 

that of the GDP series, 

there are notable differ-

ences. Between FY1999 

and FY2001 the level of 

 
Figure 6 GDP per capita, 1981-2012, constant prices 2000 
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grants rose rapidly, reflecting the initial receipt of grants from the ROC and finalization 

of the Compact I bond payments; real GNDI per capita rose by $662 or 19 percent in two 

years. However, from that point on real GNDI per capita has stagnated, reflecting rela-

tively constant levels of grant and Kwajalein receipts but an increasing level of dividend 

outflows from growth in fishing activity. The increase in GDP per capita has been offset 

by declining real primary and secondary incomes, resulting in a stagnant level of GNDI. 

 While this review is macroeconomic in nature, it is useful to comment on poverty 31.

and income distribution issues. Drawing on discussions raised in the ADBôs 2002 As-

sessment of Hardship and Poverty and its 2005 Social and Economic Report, and the re-

cently completed 2009 National Millennium Development Goals (MDG) Progress Re-

port, prepared by the United Nations Development Program (UNDP/EPPSO), it is noted 

that while abject poverty, starvation and destitution are not yet present in the RMI, there 

are clear signs that certain groups are facing increasing hardship. The RMI is demonstrat-

ing mixed progress on MDG1 (eradicate extreme poverty and hunger), and there are 

growing concerns over high unemployment, financial hardship (including declining real 

incomes coupled with large consumer debt), hunger and poor nutrition. 

 According to 2011 census data, 41 percent of outer-islanders have an income of 32.

less than $1 a day (in 2011 prices). Figure 7 provides an overview of average per-capita 

cash income in the various atolls of the RMI. The data exclude substance production and 

home ownership, which are usually included in the definition of income. In the outer is-

 
Figure 7 Average household income by island, 2011 prices in US$ (2011 census)   
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lands, subsistence production compensates for the lack of cash income, and the emerging 

picture of income distribution is thus more extreme than the reality on the ground. Eco-

nomic activity clearly differs between the urban centers of Majuro and Kwajaleinð

comprising the bulk of the nationôs cash economy and labor marketðand the outer atolls. 

Cash incomes in Majuro and Kwajalein are three times those of the outer atolls. Howev-

er, within the outer atolls, the cash incomes of the nuclear-affected communities of 

Enewetak and Kili are substantially above those in the other islands. In the non-nuclear-

affected islands, average per-capita incomes range from $104 a year on Lae to $758 on 

Maloelap. Clearly, the lack of income-earning opportunities has provided a strong incen-

tive to migrate to the two major urban atolls and, externally, to the U.S. 

3. EMPLOYMENT , EARNINGS AND WAGES 

i Employment 

 Recent trends in employment are reflected in Figure 8 and based on quarterly data 33.

collected by the Marshall Islands Social Security Administration (MISSA), adjusted by 

EPPSO. The figures are estimated from the returns submitted to MISSA by employers, 

and employment is measured by a count of individuals, regardless of how many hours 

each individual may have worked during the quarter. Two general trends are discernible 

from the data (Figure 8): the recent rise in public sector employment from FY2000 

though FY2007 and the subsequent plateau; and an upward trend in private sector em-

ployment but a downward shift in the curve in FY2005. 

 Developments in private sector employment in the first part of the 2000s were 34.

dominated by public-sector-led expansion in the economy, the opening of the PMOP fish 

loining plant in FY2000, and its subsequent closure in FY2004. In FY2005, employment 

in the private sector fell by 14 percent (571 employees), to a level of 3,636ðthe lowest 

since FY2000, when the PMOP plant first opened. However, in the subsequent period 

through FY2010, private sector employment continued to expand, despite the weak pri-

vate sector GDP. In FY2006 and FY2007, construction activity created strong additional 

demand for labor, and in 

FY2008, the fish loining 

plant reopened, creating 

new jobs in FY2009 and 

FY2010. In the next two 

fiscal years, reductions 

in construction output 

led to a 2 percent decline 

in private sector em-

ployment in FY2011, 

and a further contraction 

of 1 percent in FY2012. 

 
Figure 8 Employment in the private and public sectors 
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 From a declining level of employment in the late 1990s, public sector employ-35.

ment expanded strongly beginning in FY2000 and peaked in FY2007. Public sector em-

ployment (including public enterprises, agencies and local and central government) grew 

by 30 percent between FY1999 and FY2007, an annual average rate of 3.3 percent. Of 

the four components of the public sector, the RMI government, which represents about 

half of total public sector employment, was the dominant force in the expansion. Between 

FY2008 to FY2012, employment in the RMI government flattened out (see the policy 

issues section of this report). However, there was a strong rise in employment at the CMI, 

leading to an increase in public sector employment of 1.5 percent per annum between 

FY2009 and FY2012. 

 The result of these forces is that employment in the economy as a whole expanded 36.

strongly between FY1999 and FY2004, at an annual rate of 5 percent. In FY2005 the clo-

sure of the PMOP plant led to substantial layoffs. In FY2008 and FY2009, retrenchment 

in the U.S. military base at Kwajalein and declines in construction output offset the reo-

pening of the loining plant, and employment fell by 0.4 percent and 1.1 percent, respec-

tively. However, in FY2010, significant growth in employment at the plant compensated 

for the declines in the prior two years, despite continuing layoffs at Kwajalein and reduc-

tions in construction; overall employment growth expanded by 3.1 percent. In FY2011 

and FY2012 employment was largely stagnant, with further reductions in Kwajalein and 

construction being offset by growth in public administration and education. 

 Between FY1999 and FY2007, the creation of substantial new jobs in the public 37.

sector and growth in the private sector, despite the closure and reopening of the fish loin-

ing plant, provided additional employment to a large number of Marshallese. During the 

period employment grew by an annual average rate of 3.5 percent, and an additional 

2,526 jobs were created. However, since that time employment growth has stalled, and 

only 120 more jobs have been created. Public sector employment has peaked, as fiscal 

pressures have limited expansion. It is thus clear that future employment opportunities 

will require a switch in strategy, with greater reliance on the private sector to generate 

growth. 

 
Figure 9 Total employment in the RMI economy 
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 Figure 10 indi-38.

cates the structure of 

nongovernment em-

ployment, excluding 

public administration, 

education and health. 

The wholesale and retail 

trade sector (34 percent) 

employs the greatest 

number, with fishing-

related activities now 

making a relatively large 

contribution (19 per-

cent), since the reopen-

ing of the loining plant 

in 2008. Other activities, 

such as banks and real 

estate (7 percent), hotels and restaurants (4 percent), and construction (7 percent), provide 

much of the nationôs private sector employment. Manufacturing and agriculture (ñoth-

ersò) are insignificant employers. The Kwajalein U.S. base is included in the data set and 

represents a significant proportion of employment (14 percent). Employment at the base 

was projected to fall by 669 jobs out of a total of 1,239 in FY2006 because of advances in 

technology (such as the recently completed fiber-optic connection) that enable operations 

to be conducted from the U.S. mainland. However, current data indicates that the original 

anticipated reduction has been much less severe than expected, and jobs have actually 

fallen by only 349. 

ii  Wage rates 

 The data on nominal and real wage rates is derived from dividing the MISSA re-39.

ported earnings levels by employment numbers. Although this is not an exact estimate of 

wage rates, it should closely approximate the changes in wage levels. Figure 11 reveals a 

series of interesting trends. In the first part of the 2000s, public sector nominal wage rates 

rose rapidly, at an approximate annual average rate of 3.3 percent in the FY2000-FY2004 

period, reflecting the relative abundance of resources. In the FY2005-FY2012 period, as 

the fiscal situation tightened, public sector wages moderated and grew by 0.8 percent. For 

the private sector, the pattern is different. The PMOP plant depressed average rates when 

it began operation in FY2000, but wages continued to fall through FY2004, until the 

plant ceased operations and average wages rose in FY2005. During the later period, 

FY2005-FY2012, nominal wage rates have grown modestly by 1 percent per annum, de-

spite the reopening of the plant. 

 From Figure 11, it is easily seen that average public sector wages are significantly 40.

higher than those in the private sector. However, it is not possible to conclude that public 

sector wage rates for similar skills are higher than in the private sector. Nevertheless, it is 

 
Figure 10 Employment in the private sector by major indus-

trial sector, FY2012 

Fishing
18.7%

Utilities
5.4%

Construction
7.2%

Wholesale and 
Retail
33.5%

Hotels and 
Restaurants

4.2%

Banks and Real 
Estate
7.2%

Transport and 
Communications

10.4%

Kwajalein US 
Base
14.2%

Other
3.6%



 Economic Developments 15 

 

clear that the wage dif-

ference between the sec-

tors has widened signifi-

cantly. In FY2000 it was 

85 percent, but by 

FY2004, it had increased 

to 148 percent, though it 

fell back to 114 percent 

in FY2012. The widen-

ing disparity has encour-

aged a shift of resources 

(i.e. labor) to the public 

sector. Figure 11 also 

indicates that real wages 

largely held their value 

through FY2006. How-

ever, in FY2008 inflation 

increased rapidly, reflecting rising worldwide food and fuel prices, and significantly 

eroded real living standards. The average real wage fell by 13 percent in FY2008 and fell 

by 2.1 percent annually between FY2008 and FY2012. 

B. Monetary Developments and Prices 

1. PRICES 

 Figure 12 indicates the annual percent changes in the RMI consumer price index 41.

(CPI) since FY1990. It might be expected that inflation in the RMI would follow trends 

in the United States, given the close historical ties, although in recent times the emer-

gence of strong ties with 

the ROC has resulted in 

new sources of supply. 

Inflation in the RMI has 

mostly been moderate; 

however, in the mid-

1990s, rates were above 

U.S. norms. The early 

part of the 1990s was a 

period of rapid growth in 

GDP, and expansion in 

demand would likely 

have resulted in accel-

eration of inflation. In 

more recent times, from 

FY1999 to FY2004, the 

rate of inflation in the 

 
Figure 12 Change in CPI: RMI, FSM and U.S. (percent), 
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Figure 11 Nominal and real wages rates by major institu-

tional sectors 

4,000

5,000

6,000

7,000

8,000

9,000

10,000

11,000

12,000

13,000
W

a
g

e
 R

a
te

s
 $

's

Real Wages, 2000 prices Private Sector Public Sector



16 RMI Economic ReviewðFY2012 

 

RMI moderated significantly and fell below U.S. rates, despite the pickup in economic 

growth and additional demand in the economy. More recently, between FY2004 and 

FY2007, inflation in the RMI was very similar to inflation in the U.S.  In FY2008, the 

rate of inflation rose to 15 percent, reflecting very large increases in food and energy 

prices. In FY2009 and FY2010, inflation dropped back to 0.5 percent and 1.5 percent in 

the two periods, respectively, as prices moderated in the U.S. and the economy went into 

recession. However, in FY2011 and FY2012 inflation once again diverged from its U.S. 

equivalent and rose by an average annual rate of 5.5 and 4.3 percent, respectively, again 

reflecting world food and energy prices. In general, Marshallese prices mirror U.S. pric-

es, with differences reflecting the composition of the respective consumer baskets; the 

Marshall Islands CPI contains a higher proportion of food and fuel items. 

 From the first quarter of 2003, the EPPSO initiated a new CPI series based on the 42.

2002 Household Income and Expenditure Survey. Figure 13 indicates changes in the new 

index for selected commodity groups since the first quarter of 2008. Clearly, the most 

dominant price change has been in the housing and utilities section of the CPI, reflecting 

the impact of higher utility prices, which peaked at 62 percent in the third quarter of 

2008. The changing environment confronting the MEC required large changes in electric-

ity prices because of both a hike in world fuel prices and a need to charge prices more 

closely related to the basic costs of operations. The direct impact of higher fuel prices can 

be seen more clearly in transportation prices, which rose by 42 percent in the same quar-

ter. Meanwhile, the food section of the CPI, reflecting the increases in world food prices, 

rose by 31 percent. The combination of these forces caused the overall CPI to rise by 15 

percent in FY2008ðto rates not recorded in the RMI before. 

 In FY2009 food and fuel prices moderated significantly to levels below the 43.

FY2008 levels. In the third quarter of 2009, fuel prices had fallen by 31 percent and food 

prices by 7 percent. Dur-

ing FY2010 average 

price changes were gen-

erally less erratic, with 

food prices continuing to 

decline and transport 

prices rising modestly at 

1 percent. However, the 

housing and utility sec-

tors again returned to 

high rates of inflation, 

and prices climbed by 8 

percent, and the overall 

CPI rose by 1.8 percent. 

In FY2011 the same 

trends continued as utili-

ty prices soared by a fur-

 

Figure 13 Change in CPI by selected major commodity 
groups, FY2004-FY2012 

-40%

-20%

0%

20%

40%

60%

80%

CPI Food Housing and Utilities Transport



 Economic Developments 17 

 

ther 21 percent, reflecting current fuel prices and costs of electricity production. Food 

prices also increased significantly in FY2011, by 4.9 percent, and the overall CPI rose by 

5.4 percent. General trends in FY2012 were similar to those of FY2011, with inflation 

recording 4.3 percent, food prices increasing by 4.9 percent, and inflation in utility prices 

moderating significantly to 6 percent. 

2. M ONEY AND BANKING  

 With the adoption of U.S. currency in the RMI, macroeconomic policy and ad-44.

justment has been limited to fiscal policy. The use of a foreign currency is practiced in 

many other small island economies of the Pacific and has served the RMI well. While the 

range of macroeconomic policy options is limited, the use of U.S. currency has removed 

the potential to use inflationary monetary policy to adjust to changes and reductions in 

Compact funding. Consequently, the RMI has no means of adjustment to reduced levels 

of resource transfers, other than the more politically painful policy of directly cutting 

government expenditures, reducing public sector employment and wages, and increasing 

domestic revenues. Furthermore, the use of a foreign currency has removed exchange rate 

realignment, to encourage the export and traded goods sectors of the economy. At this 

stage of economic development in the RMI, with many underlying structural impedi-

ments, exchange rate adjustment without accompanying supporting policies would be 

unlikely to have encouraged a favorable supply response in traded-goods production. 

  The banking system in the RMI is regulated by the banking commissioner, whose 45.

role includes licensing of domestic and foreign banks, on- and off-site supervision of all 

commercial banks, and consumer protection. The Marshall Islands Development Bank 

(MIDB) does not currently come under the regulatory inspection of the banking commis-

sioner. Until December 2002, when the Bank of Hawaii withdrew from the market, there 

were two U.S. banks operating in the RMI. There is one locally owned bank, the Bank of 

the Marshall Islands. The remaining U.S. bank, the Bank of Guam, is a branch of its par-

ent registered in the U.S., comes under U.S. federal supervisory requirements, and is in-

sured by the Federal Deposit Insurance Corp. (FDIC). Although the financial system has 

provided satisfactory and secure banking services, the marketplace, because of its small 

size and lack of a well-developed supervisory capability, requires careful monitoring. 

 Since there is no independent monetary policy, domestic interest rates are closely 46.

aligned with those in the U.S. Deposit interest rates are broadly similar to those in the 

United States as well. In 2004 the three-month deposit was 1.3 percent (see Appendix, 

Table 6c). It strengthened slightly from FY2005 to FY2007 but fell back to 1.8 percent in 

FY2008, and it fell significantly in FY2012 to 0.9 percent. Lending rates, however, are 

generally higher, reflecting the additional risk, costs of doing business in the RMI and 

limited competition. Interest rates on consumer loans stood at 17.4 percent in FY2004, 

averaged 18.5 percent from FY2005 to FY2008 and dropped to 13.8 percent in FY2012. 

Lending rates for commercial borrowing are significantly lower than unsecured consumer 

rates, but they have followed a similar pattern, rising in the early part of the amended 

Compact and falling to 7.3 percent in FY2012. As in many developing countries, finan-



18 RMI Economic ReviewðFY2012 

 

cial intermediation is accompanied by a significant spread between lending and deposit 

rates. 

 Major trends in lending and deposits in the RMI banking sector during the 47.

amended Compact are shown in Figure 14 (see Appendix, Table 6). On the deposit side 

the first three years of the amended Compact saw little movement. However, growth 

emerged in FY2007, and deposits grew by 8 percent per annum in the FY2006-FY2010 

period. The deposit base contracted in FY2011 and fell significantly in FY2012 by 3.8 

and 13.4 percent, respectively, reflecting the payout of $29 million in rent owed to Kwa-

jalein landowners. After several years of dispute with the U.S., the landowners came to 

an agreement, and a large back load of prior yearsô Compact transfers was released. Part 

of the payment was used to finance consumption, and some was used to pay down exist-

ing debt. On the lending side a similar picture emerges. Commercial bank credit was 

stagnant at the start of the amended Compact, but it expanded between FY2006 and 

FY2010 at an annual average rate of 10 percent and then dropped back in FY2011 by 4.9 

percent, with the landowner settlement, and declined 1.3 percent in FY2012. 

 The difference between loans and deposits indicates the large level of liquidity in 48.

the RMI banking system. It is another example of a widely observed phenomenon in the 

Pacific Islands region: capital is not a factor of production in short supply. Reflecting the 

trends described above, the loans-to-deposit ratio was largely stagnant at 60 percent from 

FY2004 to FY2007 but increased during the FY2008-FY2011 period, averaging 67 per-

cent, and rose to 73.9 percent in FY2012. The large difference between the level of de-

posits and loans is invested offshore, and, mirroring the trends in deposits and domestic 

credit, the level of foreign assets rose from $51 million in FY2004 to $72 million in 

FY2011ðan annual average growth rate of 5 percent. In FY2012 the level of foreign as-

sets fell back to $62 mil-

lion. 

 Figure 15 indi-49.

cates the extension of 

credit to the private sec-

tor in the consumer and 

commercial markets dur-

ing the amended Com-

pact period. At the start 

of the period, lending 

opportunities for con-

sumer credit declined, 

but they generated an 

upward trend from 

FY2006, growing by an 

annual average of 6.8 

percent through FY2011 

 

Figure 14 Commercial bank loans and deposits (end of pe-
riod) 
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and dropping back by 4.3 

percent in FY2012. As 

pointed out in the recent 

International Monetary 

Fund (IMF) Article IV 

mission report, consumer 

lending as a percent of 

total compensation of 

employees is very high 

in the RMI (46 percent in 

FY2012). Deducting 

payments for taxes, so-

cial security, and health 

insurance, the ratio to 

household disposable 

income is even higher. 

While there may be some misclassification of consumer loans that may, in fact, be for 

business purposes, the figures indicate a high level of household indebtedness, which will 

not only place stress on household finances but also poses a threat to the banking system. 

 While growth in consumer credit has been buoyant during much of the amended 50.

Compact, lending to the commercial sector has been lackluster and reflects insufficient 

collateral, poor business management and the many impediments to lending. At the start 

of the amended Compact, lending to the commercial sector stood at a meager $4.9 mil-

lion. This rose through FY2009 to $16.9 million, but in FY2010 and FY2011 commercial 

credit eased back, which, in the later year, reflects pay down of debt out of the Kwajalein 

landowner settlement. In FY2012 commercial lending recovered, and an additional $1.3 

million of credit was created. In FY2012 the level of commercial credit represented 8.3 

percent of monetary GDP, indicating a very low level of financial intermediation by any 

standards. 

C. Balance of Payments and External Debt 

1. BALANCE OF PAYMENTS   

 The current account of the balance of payments (BoP) is presented in abbreviated 51.

form in Table 3 and in more detail in the statistical appendix. The trade account consists 

of imports and exports. Exports comprise three main items: fuel re-exports (MEC off-

shore fuel sales), fish and others (coconut products, and a few other small items). Up 

through FY2008, fuel represented 75 percent of total exports. In FY2009, with the reo-

pening of the fish loining plant and commissioning of a new purse seiner by PPF, fish 

exports rose to $2.8 million. By FY2012, with a full year of operation (two more seiners 

were commissioned during 2010), fish exports rose to $25.8 million. Estimates of imports 

are preferably based on a database compiled by the Customs Division by consignment. 

However, in some years when customs data collection is weak, estimates are based on 

 

Figure 15 Commercial bank credit by sector  
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duty collections divided by an estimate of the average tariff rate. In FY2011 and FY2012 

the estimates have been based on an edited version of the customs database. Import 

growth has been elastic during the amended Compact and grown by 5.8 percent in com-

parison with nominal GDP growth of 3.5 percent. Detailed trade data by commodity is 

not produced in the RMI and has been a major weakness in the nationôs statistical sys-

tems. The proposed tax reform initiative currently under consideration by the RMI, if im-

plemented, will include installation of new information technology systems, which 

should help remove this impediment. 

Table 3 Balance of payments, current account, FY2006-FY2012 (US$ millions)  

 
1/ Pelagic fishing vessels operated economically from abroad are treated as nonresident; 

thus, their sales are not included in exports in the main dataset. 
2/ Coverage of nuclear-related trust funds is incomplete. 
3/ Mainly households  

(US$ millions) FY06 FY07 FY08 FY09 FY10 FY11 FY12

Current account balance -6.2 -8.1 -5.3 -26.4 -46.9 -15.3 -13.9

Goods and services balance -101.6 -112.9 -109.2 -127.0 -142.1 -112.5 -114.6

Goods balance -64.1 -69.6 -69.8 -73.5 -100.8 -68.6 -66.5

Exports of goods 17.9 18.3 20.2 20.8 32.3 50.1 59.1

Fish 1/ 0.4 0.7 0.8 2.8 8.8 19.0 25.8

Other 17.5 17.6 19.4 17.9 23.5 31.1 33.3

Imports of goods f.o.b. 82.0 87.9 90.0 94.3 133.1 118.7 125.6

Services balance -37.5 -43.3 -39.5 -53.5 -41.3 -43.9 -48.1

Exports of services 10.2 10.0 10.2 10.6 12.1 13.0 13.1

Fish processing 2.3 2.3 3.0 3.3 3.7 4.2 4.3

Travel 3.1 2.9 2.7 2.9 3.5 3.9 3.7

Other 4.8 4.7 4.5 4.5 4.8 4.9 5.0

Imports of services 47.7 53.3 49.7 64.1 53.3 57.0 61.2

Transport 26.0 27.2 28.0 26.0 26.9 28.6 29.8

Freight and postal services 13.8 14.4 15.1 13.7 15.9 17.5 17.2

Passenger services 12.2 12.9 12.9 12.2 10.9 11.1 12.6

Construction services ~ ~ ~ 12.9 1.8 ~ ~

Other 21.7 26.0 21.6 25.2 24.6 28.4 31.4

Primary income balance 41.3 42.8 41.8 40.6 35.1 38.6 41.4

Primary income, inflows 55.7 56.5 54.8 52.9 51.7 55.8 60.1

Compensation of employees 23.3 22.3 19.9 20.1 19.1 18.9 18.5

Rent receipts for use of Kwajalein land 15.4 15.9 16.3 17.2 16.8 16.9 17.0

Ship registration fees 1.0 1.8 2.0 3.3 3.0 3.8 4.0

Fishing licence fees 3.1 1.9 2.6 3.0 3.5 5.3 9.6

Dividends and interest 2/ 11.9 14.0 13.2 8.5 8.0 9.8 9.4

Other 0.9 0.8 0.9 1.0 1.3 1.2 1.5

Primary income, outflows 14.4 13.7 12.9 12.3 16.6 17.2 18.7

Secondary income balance 54.1 61.9 62.1 60.0 60.1 58.6 59.3

Secondary income, inflows 57.8 65.8 66.2 64.5 65.4 64.6 65.6

Government grants 49.2 53.6 57.1 54.3 55.5 53.9 54.1

Compact current grants 26.0 28.0 30.3 34.3 32.3 30.9 31.7

Other budget and off-budget grants 23.2 25.6 26.8 20.0 23.2 23.0 22.5

College of Marshall Islands 2.9 3.3 3.2 3.9 4.4 4.6 5.5

Other 3/ 5.7 9.0 5.9 6.3 5.6 6.1 5.9

Secondary income, outflows 3/ 3.7 3.9 4.1 4.4 5.3 6.0 6.3
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 The service account on the receipt side comprises a series of small items: pro-52.

cessing and transshipment of fish owned by nonresidents; travel expenses of visitors to 

the RMI; and a group of other exports, including port facilities, telecommunications and 

others. In total, these flows were static during the initial period of the amended Compact 

but showed signs of growth between FY2010 to FY2011. On the payment side, the large  

figure for freight and postal services represents the adjustment made to imports for cost, 

insurance and freight (c.i.f.) to estimate imports on a free on board (f.o.b.) basis. Pay-

ments for passenger services represent payments for air travel; and construction services 

reflect payments for a new fiber-optic connection to the RMI. The remaining item, ñoth-

er,ò includes personal travel expenses overseas, business services, medical referrals and 

technical assistance. 

 On the primary income account, the two major items are the compensation of 53.

Marshallese workers on the Kwajalein U.S. military base and the receipts for rent under 

the Compact by the Kwajalein landowners. With the reduction of workers at the Kwaja-

lein base, earnings have declined since FY2006, but the impact has not been as adverse as 

initially feared. Fees collected from the ship registry are small but have grown since 

FY2006, reflecting changes in the terms of the contract with the company managing the 

registry. Fish licenses fees have grown rapidly in recent years, as a result of the imple-

mentation of the Partners to the Nauru Agreement (PNA) and operation of the Vessel 

Day Scheme (VDS). Dividends and interest are an important source of earnings and rep-

resent earnings from the nuclear-related trust funds. In FY2009 earnings fell, reflecting 

poor market returns in the U.S. as markets crashed. These remained low in FY2010, but 

performance improved in FY2011. On the payments side, dividends paid by foreign di-

rect investment (FDI) are the major component and have grown recently with the expan-

sion in fishing activity. Other payments of primary incomes are represented by interest 

payments on external debt and Compact rent payments to Kwajalein nonresident land-

owners living in the U.S. 

 The secondary income account provides a major source of revenue for the RMI. 54.

Budget grants include both the sizeable Compact grants and other transfers received from 

the ROC and U.S. federal programs. At the start of the amended Compact, grants showed 

an upward trend, reflecting the increase in the absorptive capacity of the RMI to imple-

ment the grants rather than any increase in available funds. Since FY2009 the level of 

Compact grants has fallen slightly. ñOtherò receipts include inward remittance flows to 

households, which is an important item but for which little reliable data exists. The CMI 

also receives relatively large transfers from U.S. federal Pell grants. Remittance outflows 

are mainly household transfers and are estimated to be larger than inward remittances of 

Marshallese living in the U.S. Included in outward transfers are payments not only from 

Marshallese families but also from the sizeable Chinese and other Asian communities 

living in the Marshall Islands. 

 The capital and finance accounts of the BoP are shown in Table 4. The capital ac-55.

count includes Compact capital grants, which reflect the use of the infrastructure sector 
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grant. In the early part of the amended Compact, capacity constraints limited the use of 

this grant, but these issues were quickly resolved. In FY2012, U.S. concerns over pro-

curement procedures limited implementation, and all new projects went on hold. ñOtherò 

capital grants include FAA grants to the Ports Authority for airport improvement. (Note 

that contributions to the Compact Trust Fund (CTF) have now been treated as nonresi-

dent and apart from an RMI transfer to the fund in FY2004, and additional contributions 

in FY2011 and FY2012 are no longer reflected in the balance of payments.) 

 In regard to the financing account, direct investment flows have generally been 56.

small. However, from FY2007 through FY2010, direct investment increased due to the 

reconstruction of the fish loining plant and investment in three purse seiners by PPF. 

Portfolio investment includes a series of important items. (Note that increases in assets 

are shown as negative in the BoP, while increases in liabilities are positive). First, the 

U.S. paid sizeable reparations and funds for relocation to the islanders of Bikini, 

Enewetak, Utrik and Rongelap atolls who were affected by the nuclear testing in the 

1950s. Table 4 indicates the sizeable recent drawdowns from these trust funds and raises 

the question of sustainability in the longer term. The Marshall Island Social Security 

Administration (MISSA) holds significant reserves for future pension payments. In most 

years there has been a buildup in funds, but in FY2008, a large positive item was record-

ed, reflecting drawdown of funds. In FY2011 a similar drawdown of less magnitude oc-

curred, indicating the financial weakness inherent in MISSA. Other investments include 

the RMI intergenerational trust fund that was established to temporarily park funds for 

eventual transfer to the CTF. After the CTF was established, this fund was dissolved in 

FY2007. The remaining major item on the finance account, ñother investment,ò repre-

sents changes in commercial bank foreign assets, which has generally shown a significant 

increase reflecting deposit growth. In FY2012, with the Kwajalein landowner rent pay-

Table 4 Balance of payments, capital account, FY2006-FY2012 (US$ millions)  

 
3/ Coverage of nuclear-related trust funds are incomplete.  

(US$ millions) FY06 FY07 FY08 FY09 FY10 FY11 FY12

Capital account balance 22.3 23.2 19.7 23.8 18.6 14.5 8.1

Capital inflows 24.8 23.2 19.7 23.8 18.6 15.8 9.1

National Gov't, Compact capital grants 9.5 16.6 11.3 13.2 13.3 12.0 5.4

Other capital grants to government 15.3 6.7 8.4 10.6 5.3 3.8 3.8

Capital outflows 2.5 0.0 0.0 0.0 0.0 1.2 1.0

Net lending/Borrowing (Curr + Cap) 16.1 15.1 14.3 -2.6 -28.3 -0.8 -5.8

Financial account balance 27.6 -0.1 22.5 30.7 35.2 25.4 15.7

Direct investment -1.1 7.0 5.7 14.6 38.0 4.8 3.4

Portfolio investment (increase in assets: -) 22.6 -2.0 17.6 12.0 10.1 14.7 6.8

Assets 22.7 -0.5 18.2 11.2 9.7 14.6 6.5

Local Government, Trust Funds 3/ 20.4 5.9 10.3 13.9 13.4 13.4 13.4

Social Security -3.8 -6.4 8.0 -2.8 -3.8 1.2 -6.9

Other investments 6.2 -0.0 -0.0 0.1 0.1 ~ ~

Liabilities -0.1 -1.5 -0.6 0.8 0.4 0.1 0.3

Other investment (increase in assets: -) 6.1 -5.1 -0.9 4.1 -12.9 5.8 5.4

Assets (bank deposits) -4.0 -3.2 3.6 -6.5 -8.2 -0.1 9.8

Liabilities (public sector loans) 10.1 -2.0 -4.5 10.6 -4.7 5.9 -4.4

Errors and omissions 43.8 15.0 36.8 28.1 6.9 24.6 9.9
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out, deposits as well as commercial bank foreign assets fell. Other investment liabilities 

reflect drawdowns and repayments on external debt. 

 The structure of the BoP is a large trade account deficit matched by substantial 57.

inflows on the primary and secondary income accounts. In essence, the level of imports 

and services consumed is matched by earnings of Marshallese workers at the Kwajalein 

U.S. base, rent of the base and current Compact transfers. The current account has rec-

orded deficits in each year of the amended Compact, averaging $15 million, and a sub-

stantial deficit was recorded in FY2009 and FY2010. In these two years, imports of in-

vestment goods and construction services significantly impacted the current account bal-

ance, but they were matched by FDI and external borrowing on the financing account. 

The capital account always makes a positive contribution, reflecting receipt of capital 

transfers (infrastructure and FAA grants) mainly from the U.S. The finance account also 

generated a positive flow in most years, mirroring the dominance of FDI and nuclear trust 

fund drawdown. Overall errors and omissions (the difference between net lending and the 

financing account) has averaged $21 million during the FY2004-FY2012 period, or 12 

percent of goods and services. Clearly, there is a consistent bias and error in the balance 

of payments of a non-negligible amount. Imports are most likely underestimated, but 

there are a variety of other flows that are not known with precision. 

2. GROSS NATIONAL INCOME  &  GROSS NATIONAL D ISPOSABLE INCOME   

 The availability of BoP estimates enables us to generate data for gross national 58.

income (GNI) and gross national disposable income (GNDI). In most countries economic 

analysis tends to focus on GDP, which is usually the most appropriate reflection of the 

economic circumstances of the country under investigation. However, in the RMI the 

large inflows of primary and secondary incomes from the rest of the world indicate that 

analysis should also feature changes in GNI and GNDI. In the RMI, GNI and GNDI were 

24 percent and 58 percent higher than GDP, respectively. While analysis of GNI and 

GNDI might be placed in the section on GDP, we thought it more appropriate to put it in 

the section following the analysis of the BoP, since the data to construct the additional 

series comes from the BoP. In terms of analyzing the results, it is useful to single out de-

velopments in constant price changes in primary and secondary incomes, which are pro-

vided in Figure 16. Both the primary and secondary incomes of the BoP have been de-

flated by a composite index of the CPI and GDP deflator. Figure 17 provides a descrip-

tion of the trends in GDP, GNI and GNDI from FY2004 through FY2012. 

 The main determinants of primary incomes are compensation of employees at the 59.

Kwajalein base, rent received by the Kwajalein landowners, earnings on portfolio in-

vestments, and interest and dividends paid on external debt and FDI. In FY2008 re-

trenchments were made at the base as the new fiber-optic cable was installed, and com-

pensation of employees has fallen through the remainder of the FY2008-FY2012 period. 

Land rent receipts of the Kwajalein landowners has risen in line with the two-thirds par-

tial inflation indexation of the amended Compact, but dividends earnings on investments 

have been weak, following the world recession in FY2008. On the payments side the rise 
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in fish exports has been 

matched by growing div-

idend payments on FDI. 

The overall impact of 

these forces has been 

that during the initial 

stages of the amended 

Compact, net nominal 

primary incomes grew 

up to FY2007, declined 

through FY2010 and 

then expanded in the last 

two years. In constant 

price terms this translates 

into a static impact on 

GNI in the initial period, 

a significant drop 

through FY2010, with stabilization from FY2011 to FY2012. 

 In the case of secondary incomes, the current price series is dominated by Com-60.

pact and other country grants. At the start of the amended Compact, grants rose strongly 

in nominal terms through FY2007, but thereafter they have held steady at about $60 mil-

lion per annum and display a stationary trend. Translating into constant prices, secondary 

incomes rose through FY2007 and subsequently declined. 

 During the amended Compact period, GDP averaged an annual rate of growth of 61.

1.5 percent. The impact of declining real primary incomes reduced this rate, and GNI 

grew by 0.8 percent per 

annum. The impact of a 

static level of secondary 

incomes between 

FY2003 and FY2012 

created a change in 

GNDI of much the same 

rate as in GNI, 0.7 per-

cent. Since Compact 

flows are only partially 

indexed to inflation, and 

other external sources 

are fixed in nominal 

terms, the existing drag 

on the economy of fall-

ing real primary and sec-

ondary incomes is likely 

 
Figure 17 GDP, GNI and GNDI, constant prices 2004 (US$ 
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to continue. In the case of the RMI, these forces underline the need to develop the private 

sector and real side of the economy to compensate.  

3. EXTERNAL DEBT AND INTERNATIONAL INVESTMENT POSITION  

i External debt 

 During Compact I, the government developed a substantial portfolio of loans from 62.

the Asian Development Bank (see Table 5). The RMI began borrowing from the ADB in 

1993 with the funding of the Fisheries Development Loan, which focused on fisheries 

development in Ebeye. Subsequent loans have included resources for water supply and 

social sector and transport projects, including reform program loans. In total the ADB has 

approved $86.2 million worth of loans since the RMI joined in 1991, including the PSP 

loan that was disbursed in October 2010 for refinancing MEC debt. After debt repayment 

and lack of full disbursement for some loans, outstanding ADB debt at the end of 

FY2012 was $62.2 million. All but $4 million of this outstanding amount is provided on 

highly concessional terms from the Asian Development Fund (ADF) resources of the 

ADB. These resources provide grace periods of eight to 10 years and full repayment of 

principal over 40 years (including grace periods) for older loans and 32 years for more 

recent loans. No interest is applied to the principal of these loans, although a ñservice 

chargeò of 1 percent to 1.5 percent is applied to the outstanding principal. New program 

loans, such as those through the PSP, now have a term of 24 years. The concessional na-

ture of the lending means that the ADF loans have a significant grant component when 

valued on a discounted cash flow basis. 

 Other major external debt commitments represent government guaranteed debt to 63.

the SOE sector and liabilities owed to the Rural Utilities Service (RUS), formerly known 

Table 5 External debt by loan, commitment date, original debt and outstanding principal 

 

Loan Lender Number Year
Original debt, 

$'000

Estimated 

outstanding 

principal 

September 

2012, $'000

Ebeye Fisheries Loan ADB 1102-MAR (SF) 1992 3,522 2,677

Emergency Rehabilitation Loan (Typhoon Gay) ADB 1218 MAR (SF) 1993 508 412

Basic Education Project Loan ADB 1249 MAR (SF) 1993 8,383 6,475

Majuro Water Supply Project Loan No. 1 ADB 1250 MAR (SF) 1993 765 592

Majuro Water Supply Project Loan No. 2 ADB 1389-RMI (SF) 1995 8,400 7,140

Health and Population Project Loan ADB 1316-RMI (SF) 1995 5,861 4,387

Public Sector Reform Program ADB 1513-RMI (SF) 1997 12,000 10,048

Ebeye Health and Infrastructure ADB 1694-RMI (SF) 1999 9,250 7,088

Skills Training and Vocational Education Project Loan ADB 1791-RMI (SF) 2001 7,600 4,205

Fiscal and Financial Management Program Loan ADB 1829-RMI (SF) 2001 8,000 6,816

Fiscal and Financial Management Program loan ADB 1828-RMI 2001 4,000 1,874

Outer-Islands Transport and Infrastructure Loan ADB 1948-RMI (SF) 2003 7,900 465

Public Sector Program ADB 2659-RMI (SF) 2010 9,980 9,980

Marshalls Energy Company - New Powerplant Loan RUS 1997 12,500 5,358

NTA Loan RUS 1989, 1993, 2009 41,300 28,102

MIDB ICBC Loan ICBC 2004 4,000 800

Total 143,969 96,420
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as the Rural Electrification Administration, for loans to the NTA and the MEC. In 1989 

the RMI guaranteed an $18.8 million loan for the NTA, which was extended by another 

$4 million in 1993, although the extension of the loan was not guaranteed by the RMI 

government. In 1997 the MEC secured an RUS loan for $12.5 million to finance the new 

power plant on Majuro. More recently, in FY2004, the government guaranteed a loan is-

sued by the International Bank of China to the MIDB. In 2009 the NTA again extended 

the RUS facility by a further $14.5 million to finance the fiber-optic link from Kwajalein 

to Majuro. In all cases of default by the SOEs, the RMI must meet debt service require-

ments. 

 Figure 18 shows the substantial size of the RMIôs external debt and the burden of 64.

the debt servicing from FY2004 to FY2012. In FY2004 the level of outstanding debt was 

$94 million (72 percent of GDP). External debt had risen to $100 million by FY2012, but 

as a percent of GDP, it had declined to 56 percent. Debt service, on the other hand, in-

creased from $4.3 million to $7.4 million or from 14 percent to 19 percent of general 

fund revenues. In FY2007 the sharp rise in debt service represents transactions relating to 

the MEC crisis and refinancing of an expensive Bank of Guam loan with concessional 

funds from the ADB. The RMI debt profile as a percent of GDP has improved signifi-

cantly during the amended Compact, as a result of restraint on new borrowing and growth 

in nominal GDP. However, the external debt service picture is different. While much debt 

is on concessional terms, there has been a substantial increase in debt service, as grace 

periods of prior loans have expired. Since external debt servicing is funded out of the 

governmentôs discretionary resources, there are significant implications for the RMIôs 

fiscal policy. This issue is taken up further in the policy issues part of this report. 

ii  International investment position 

 The RMI interna-65.

tional investment posi-

tion (IIP) is presented in 

Table 6. The data shows 

stock positions at the end 

of each year correspond-

ing to the financial ac-

count of the BoP. While 

no record of FDI is 

available, the table pro-

vides an important indi-

cation of the RMIôs port-

folio and other invest-

ments. The major ele-

ment of portfolio in-

vestment is the RMI nu-

clear-related trust funds 

 
Figure 18 RMI external debt and debt servicing, FY2002-

FY2012 

FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12

Outstanding 72% 67% 69% 66% 62% 70% 63% 59% 56%

Servicing 14% 14% 20% 49% 22% 21% 21% 14% 19%

10%

20%

30%

40%

50%

60%

0%

10%

20%

30%

40%

50%

60%

70%

80%

D
e

b
t 

S
e

rv
ic

in
g

  
%

 G
e

n
e

ra
l 

F
u

n
d

O
u

ts
ta

n
d

in
g

 D
e

b
t 

%
 G

D
P



 Economic Developments 27 

 

held by local governments. The effort to document the size and flows related to the nu-

clear funds is ongoing (data for FY2012 has not yet been updated), but the magnitude and 

impact of the funds on the economy is clear. The data shows a declining trend, with the 

exception of FY2007, reflecting market performance and drawdowns from the funds. The 

Social Security Administration is the other major holder of portfolio investments. Under 

the ñother investmentò category, the commercial banks hold significant foreign assets, 

representing that portion of bank deposits that are not loaned out in the RMI. These 

amounted to $62 million at the end of FY2012. Lastly, the external debt of the govern-

ment and public corporations represents the nationôs major external liabilities. 

D. Fiscal Developments 

1. FISCAL POLICY FRAMEWORK  

 The RMI and U.S. governmentsô adoption of the amended Compact, which be-66.

came effective in FY2004, initiated a new fiscal framework for the RMI. The structure 

entailed a series of sector grants earmarked for education, health, private sector develop-

ment, capacity building, infrastructure and the environment. The innovative element of 

the amended Compact was the introduction of a Trust Fund, which was designed to pro-

vide a yield sufficient to replace the annual grants after 20 years. Table 7 indicates the 

aggregate structure of the annual Compact grants and the contribution to the CTF. Each 

year, over a 20-year period, the U.S. will contribute $57 million to the RMI, partially ad-

justed for inflation. The inflation adjustment factor remains as in the original Compact. 

The annual sector grants start at $35 million in FY2004 but are to be annually reduced by 

Table 6 RMI international investment position, FY2006-FY2012 (US$ millions)  

 
1/ Coverage of local government trust funds is incomplete 
2/ At banks abroad 

(US$ millions) FY06 FY07 FY08 FY09 FY10 FY11 FY12

TOTAL STOCKS, NET 257.9 288.1 240.7 221.0 236.9 228.2 228.4

Direct investment, net n.a. n.a. n.a. n.a. n.a. n.a. n.a. 

Portfolio investment, net 303.5 329.4 281.1 265.8 269.0 267.7 274.2

Assets 307.2 331.6 282.7 268.2 271.8 270.6 277.4

Local Government, Trust Funds 1/ 258.5 282.6 242.3 225.3 225.2 225.2 225.2

Social security portfolio 41.4 47.8 39.8 42.6 46.5 45.3 52.2

Other 7.4 1.2 0.6 0.2 0.1 0.0 0.0

Liabilities 3.7 2.2 1.6 2.4 2.8 2.9 3.2

Other investment, net -45.7 -41.3 -40.4 -44.8 -32.1 -39.5 -45.8

Assets 57.6 60.7 57.1 63.6 71.8 71.9 62.1

Deposits, commercial banks 2/ 57.6 60.7 57.1 63.6 71.8 71.9 62.1

Liabilities, loans 103.3 102.0 97.5 108.4 103.9 111.4 107.9

Government 63.6 62.4 61.3 59.6 57.4 65.2 62.8

Public entities 39.6 39.6 36.2 48.9 46.5 46.2 45.1
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$0.5 million. The difference between the total contribution and the annual sector grant 

levels will be deposited in the CTF to accumulate over the 20-year Compact period. In 

addition to the sector grants and CTF, the U.S. will contribute $15 million a year, for 

Kwajalein impact, to the Kwajalein landowners. The U.S. agreed to contribute a further 

$5 million to the RMI in FY2014, $2 million of which would be added to the annual sec-

tor grants; the remaining $3 million would be used for Kwajalein impact. 

 In comparison with the original Compact, the new arrangement avoids the need 67.

for large fiscal adjustments every five years. However, in order to establish the viability 

of the CTF, the U.S. instigated the annual decrement. While avoiding large shocks to the 

system, the decrement will still require annual adjustment. Coupled with the lack of full 

inflation adjustment, the annual reduction in real resourcesðestimated to be approxi-

mately 2 percentðwill require active fiscal policy adjustments, unless the country can 

develop a policy regime that will attract and encourage private sector investment and 

economic growth sufficient to offset the decline. 

 A special condition agreed upon by both parties is that the RMI will devote be-68.

tween 30 percent and 50 percent of the total Compact sector grant specifically to infra-

structure. Of the infrastructure grant, 5 percent must be set aside for infrastructure 

maintenance, and the RMI must contribute an additional 5 percent out of local revenues. 

In general, the implementation of the sector grant approach of the amended Compact did 

not impose on the RMI any effective fiscal constraint or need for restructuring. At the 

outset there were sufficient general fund revenues to maintain operations without cutting 

back expenditures in non-Compact sectors. From FY2004 to FY2012, the use of the mi-

nor sector grants for private sector development, public sector capacity building and the 

environment was minimal.  

 In addition to the sector grants, CTF and Kwajalein impact, the amended Compact 69.

provides for the community needs of Kwajalein Atoll. Access to federal programs con-

tinues, with the exception of certain education programs, which were ñcashed outò and 

have been replaced through the Supplemental Education Grant (SEG). Finally, the im-

plementation of the amended Compact entails a whole new accountability regime that is 

specified in the fiscal procedures agreement (FPA). Taken as a whole, the new fiscal ar-

rangements of the amended Compact have had an important impact on the conduct of fis-

cal policy and management in the RMI. 

 In addition to the special relationship the RMI enjoys with the U.S., the RMI has 70.

also developed strong ties with the ROC. The ROC initially contributed $10 million to 

the RMI government, of which $4 million was transferred to the general fund and the re-

maining $6 million was available for special projects to be agreed upon between the par-

ties. As fiscal pressures have mounted, more of the project money has been used for gen-

eral activities, and, in effect, the project contribution now simply augments general fund 

revenues. Of special significance is the additional support provided by the ROC to the 

CTF. By way of a memorandum of understanding, the ROC has agreed to transfer $50 
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million to the RMI during the period of the amended Compact; $40 million of this will 

accumulate in the ñAò account and $10 million in the ñDò account. Funds in the A ac-

count may not be touched during the amended Compact period, while the RMI has the 

right to utilize the yield earned on the resources in the D fund once they have reached $10 

million. 

 Fiscal policy in the RMI is conducted under the constitutional requirement of a 71.

ñbalanced budget.ò This, of course, does not guarantee that the final outcome will also be 

balanced: either revenue may fall short, or expenditures may exceed budget estimates. 

The execution of the budget operations is performed through a series of separate funds, 

the most important being the general fund. Expenditures from this fund are largely unre-

stricted, but there is limited flexibility or authority to use monies from the other funds. 

Under Compact I, a major part of the external assistance provided revenue to the general 

fund and thus was unrestricted. Under the amended Compact and sector grant approach, 

however, all such receipts are earmarked for specific purposes and must be liquidated if 

they remain unused at the end of the financial year. This requirement effectively inhibits 

deficit spending under the sector grants. Fiscal policy in the macroeconomic sense is thus 

executed only through the general fund. The structure of the standard Government Fi-

nance Statistics (GFS), which aggregates across funds and focuses on ñabove-the-lineò 

revenues and expenditures and ñbelow-the-lineò financing, does not always highlight 

some of the additional constraints faced by fiscal policy makers. 

Table 7 U.S. annual Compact grants and contributions to the Trust Fund  

(US$ millions) 

 

Annual Sector 

Grants

Trust Fund 

Contribution

Kwajalein 

Impact

Total 

Contribution

FY04 35.0 7.0 15.0 57.0

FY05 34.5 7.5 15.0 57.0

FY06 34.0 8.0 15.0 57.0

FY07 33.5 8.5 15.0 57.0

FY08 33.0 9.0 15.0 57.0

FY09 32.5 9.5 15.0 57.0

FY10 32.0 10.0 15.0 57.0

FY11 31.5 10.5 15.0 57.0

FY12 31.0 11.0 15.0 57.0

FY13 30.5 11.5 15.0 57.0

FY14 32.0 12.0 18.0 62.0

FY15 31.5 12.5 18.0 62.0

FY16 31.0 13.0 18.0 62.0

FY17 30.5 13.5 18.0 62.0

FY18 30.0 14.0 18.0 62.0

FY19 29.5 14.5 18.0 62.0

FY20 29.0 15.0 18.0 62.0

FY21 28.5 15.5 18.0 62.0

FY22 28.0 16.0 18.0 62.0

FY23 27.5 16.5 18.0 62.0
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 Government in the RMI consists of: the national government; the urban local 72.

governments of Majuro Atoll Local Government (MALGOV) and Kwajalein Atoll Local 

Government (KALGOV); the nuclear-affected atoll local governments of Bikini, 

Ronelap, Enewetak and Utrik; and other smaller atoll local governments. At present, lo-

cal governments provide services such as administration, police and garbage collection. 

Under the constitution, powers to raise taxes rest with the national government, but local 

governments may raise taxes, provided the increase has been authorized by law. The Lo-

cal Government Act of 1989 provides the framework and limits the powers of local gov-

ernments to levy taxes in specified areasðnotably, sales taxes, licenses and other indirect 

taxes. 

 The RMI has had a good record of timeliness in the preparation and publication of 73.

the annual single audits. However, the FY2011 audit was delayed until 2013, and the 

FY2012 audit was one month late. In this part of the report, discussion will focus on fis-

cal developments during the FY2004-FY2012 period. Analysis of the emerging fiscal sit-

uation and the fiscal outlook will be undertaken in Part III, ñPolicy Issues.ò Table 9a in 

the statistical appendix shows fiscal performance on a consolidated basis, and the presen-

tation follows the standard GFS format. 

2. RECENT FISCAL PERFORMANCE  

 Fiscal Performance: In the FY2011 report the fiscal data was revised to conform 74.

to 2001 GFS standards; both above- and below-the-line estimates are available in the ap-

pendix. Figure 19 indicates recent trends in the fiscal position. Expenditures (including 

nonfinancial assets) grew strongly in the first three years of the amended Compact as a 

result of higher levels of funding and increased capacity utilization of the sector grantsð

the infrastructure grant, in particular. In FY2004 expenditures significantly exceeded rev-

enues, and the fiscal account recorded a deficit of $2.1 million, or 1.6 percent of GDP. In 

FY2005 expenditures 

spiked, reflecting the 

need to transfer $30 mil-

lion to the CTF and con-

tinued strong growth in 

other expenditures. (Fig-

ure 18 indicates the level 

of expenditures with and 

without the CTF contri-

bution.) However, reve-

nues also grew vigorous-

ly, and, after adjusting 

for the CTF contribution, 

a small deficit of 0.5 

percent of GDP was rec-

orded. In FY2006 and 

FY2007, the fiscal situa-

 
Figure 19 RMI consolidated revenues and expenditures, 

FY2004-FY2012 

FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12

Total Revenues 70.4 87.0 87.9 101.6 99.6 97.7 101.0 100.0 94.8

Total Expenditures 72.5 117.7 87.6 101.2 94.2 95.4 95.4 96.3 96.2

Exp adjusted for CTF 72.5 83.9 87.7
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tion remained tightened, but the government achieved small surpluses of 0.2 percent and 

0.3 percent of GDP, respectively. 

 By FY2008 the period of fiscal expansion had run its course, and a fiscal correc-75.

tion was required. Total expenditures contracted by $6.9 million, reflecting a significant 

drop-off in nonfinancial assets of $5.4 million. Revenues were also weak, declining by 

1.9 percent, due to the contracting economy and a failure to sustain the growth of earlier 

years. However, adjustment was achieved and an overall surplus of 3.5 percent of GDP 

was attained. In FY2009 revenues continued to weaken, but expense was held in check, 

although subsidies to SOEs grew strongly. While there was some expansion in nonfinan-

cial assets, overall the government ran a reduced surplus of 1.5 percent of GDP. In 

FY2010 the economy experienced robust growth, and all categories of revenues expand-

ed: taxes, nontax revenue and grants. While there was some growth in payroll and other 

expenses, subsidies were scaled back, and total expenses contracted. With little change in 

nonfinancial assets, a sizeable fiscal surplus of 3.6 percent of GDP was achieved. In 

FY2011 revenues declined due to lower grants levels, although tax revenues continued to 

grow. Current expenses expanded while compensation of employees was held in check. 

Overall, a surplus of 2.2 percent of GDP was attained through reductions on nonfinancial 

assets. In FY2012 revenues declined sharply due to a reduction in Compact sector capital 

grants, despite a small growth in taxes and other revenues. While all categories of ex-

pense grew, outlays on nonfinancial assets declined significantly with the hold placed on 

new projects. However, there was a small deficit of 0.8 percent of GDP, the first deficit 

since FY2005. 

 The apparently close proximity of revenues and expenditures and the ability to 76.

maintain a fiscal surplus averaging 0.9 percent of GDP during the amended Compact pe-

riod (excluding FY2005) provides a misleading impression of the fiscal situation in the 

RMI. The emerging crisis in FY2008, with the onset of the world recession and higher 

fuel prices, precipitated a financial crisis at the MEC, which in turn threatened the fiscal 

stability of the nation. The existence of a priority list of creditors, difficulties in maintain-

ing debt service obligations to the ADB, increasing use of the ROC project grant to fund 

operational expenditures, and finely balanced cash flow management all indicate a 

stressed fiscal position. The limited ability of the government to borrow to finance a defi-

cit, the fine balance between revenues and expenditures, and the high risk of insolvency 

in the SOE sector, all indicate that the RMI remains in a fragile fiscal position. 

 The Fiscal Structure: Table 8 provides a summary of the structure of the fiscal 77.

account. Grants as a percent of GDP stood at 33 percent of GDP in FY2004 and reflected 

weak absorptive capacity and an inability to fully utilize the resources available under the 

amended Compact. Of a total FY2004 budget ceiling of $35 million, the RMI was able to 

utilize only $20.5 million or 59 percent. Absorptive capacity limitations were slowly 

overcome during the next few years. By FY2007 capacity utilization stood at 108 per-

cent, indicating the use of carryover funds, as prior unspent resources were employed.  

As seen in Table 8, grants as percent of GDP rose from 33 percent in FY2004 to 46.4 
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percent in FY2007 and have slowly declined since that time, falling to 36 percent in 

FY2012, although the moratorium placed on capital grants in FY2012 artificially reduced 

grant levels. A similar trend is observed in terms of grants as a percent of total reve-

nuesðrising to a high in FY2007 and then falling back during the remainder of the 

amended Compact. With an increasing level of nominal GDP and stagnant level of Com-

pact transfers, after decrement and lack of full indexation, a declining trend can be antici-

pated in the future. Receipt of grants from other governments (mainly ROC) and federal 

programs has fluctuated during the amended Compact but has displayed a downward 

trend. 

 Tax revenues as a percent of GDP grew in the early part of the amended Compact, 78.

reaching a peak in FY2007, and since that time have displayed a gradually declining 

trend. This recent decrease reflects both discretionary changes in tax rates and the out-

moded tax regime and lack of tax buoyancy in the RMI. While tax effort is above that of 

the FSM, it is below that of the majority of other Pacific Island economies and below the 

rate prevailing in the United States. Public expenditure, including outlays on nonfinancial 

assets, has displayed a more stable pattern (FY2005 excepted) but also has shown a 

downward trend, reflecting the basic fiscal forces at work. In FY2012 total government 

expenditures fell to 58.5 percent of GDP, but this remains a very high level of govern-

ment involvement in the economy by normal economic measures. 

 Revenues: The tax regime in the RMI is based on a tax system inherited fromð79.

and largely unaltered sinceðTrust Territory days. The major source of tax revenue is a 

tax on wages, accounting for $11 million out of a total tax yield of $29 million in 

FY2012. The reduction in military presence on Kwajalein in FY2008 and reduction in 

Marshallese employees was expected to erode the tax base, and a $1.6 million reduction 

was projected. However, nominal income tax receipts have largely held their level during 

the amended Compact, and declining receipts from Kwajalein have been compensated by 

increases in general economic activity. Wage earners pay 8 percent of income, up to a 

threshold of $10,400, and above that, 12 percent. Those earning less than $5,200 have a 

tax-free threshold of $1,560. The gross receipts tax (GRT) is levied at 3 percent of busi-

ness turnover and is intended as a proxy income tax, although the incidence is compara-

ble to that of a sales tax. The tax suffers from the well-known cascading effect, such that 

each sale from one business to another multiplies the tax yield and distorts resource allo-

Table 8 Comparative analysis of fiscal structure, FY2004-FY2012 

 

FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12

Grants as % of GDP 33.4% 41.1% 40.5% 46.4% 44.4% 44.5% 43.4% 39.8% 36.0%

Grants as % of Total Revenue 62.3% 65.0% 66.1% 68.5% 68.0% 68.5% 67.5% 65.5% 62.5%

Tax Revenue as % of GDP 17.5% 18.3% 18.2% 19.2% 18.4% 18.3% 18.0% 17.6% 17.8%

Total Expenditure as % of GDP 55.2% 85.5% 61.0% 67.5% 61.7% 63.4% 60.7% 58.6% 58.5%

Current Balance as % of GDP 3.2% -14.0% 10.6% 13.1% 12.6% 12.3% 14.1% 10.2% 3.6%

Overall Balance as % of GDP -1.6% -22.3% 0.2% 0.3% 3.5% 1.5% 3.6% 2.2% -0.8%
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cation. Fish and fish products have been exempted from the GRT to enable the fishing 

sector to remain competitive in international markets. 

 Customs duties provide the second most significant category in terms of tax yield 80.

and displayed surprising buoyancy through FY2007 but have shown a declining trend 

since that time. Import duties collected $6.7 million in FY2004 and rose to $9.4 million 

in FY2007. They fell to $8.7 million in FY2008 and stood at $6.9 million in FY2012, as 

the economy suffered the effects of the world recession, and special exemptions and re-

ductions in taxes on basic items were granted. In FY2004 the general rate of import du-

ties was 8 percent, which has remained unchanged, although food items attract a lower 

rate, and there are wide ranges of exemptions for different categories of importers. In 

FY2005 new higher rates were imposed on ñsinò goods, with the additional revenues 

earmarked for the CMI. In 2008, in a response to the high inflation in fuel and food pric-

es, the government granted an import-duty exemption to the MEC for its imported diesel 

fuel (for generation and re-export) and to imports of basic food staples, such as rice and 

flour. Tax holidays continue to be granted by the Cabinet in special cases, including ex-

emptions on GRT for the existing fishing operations. To spur growth in exports and for-

eign exchange earnings, nations generally try to avoid taxing export-oriented business 

activities. This principle has not been adopted in the RMI, and several exporters, includ-

ing the MEC, still pay GRT on their export revenues. Finally, levies charged on the RMI 

ship registry provide the remaining significant source of tax revenue. In FY2004 these 

levies generated $1 million in revenue for the RMI. Recent fee changes negotiated with 

the responsible enterprise have enabled buoyancy from this source, which was responsi-

ble for $4 million in FY2012. 

 Of nontax revenues, fishing fees raised an average of $1.3 million during the 81.

FY2004-FY2009 period but have been a volatile source, depending on the location of the 

fishing stock. Since FY2010, with the implementation of the Vessel Day Scheme (VDS) 

under the Partners to the Nauru Agreement (PNA), fishing fees have been buoyant and 

rose to $4.1 million in FY2012. In addition to fishing fees, nontax revenues include a va-

riety of smaller items, such as earnings on investments, administrative fees and incidental 

sales. 

 Expenditures: The adoption of GFS 2001 for compilation of the fiscal accounts 82.

has enabled a more precise set of estimates. However, the lack of detail or adequate clas-

sification on the expenditure side in the audits creates a large area of unknown expense. 

For example, in FY2012 there were $5.7 million in the audit of ñotherò expenses and 

$17.6 million of ñgrants and subsidies.ò The use of the term ñgrants and subsidiesò in the 

audits does not conform to GFS terminology, and it is not possible to classify these items. 

However, general fund expenses are specified in more detail, and it was possible to clas-

sify $12.7 million of the $23.3 million in FY2012. This still leaves a very large amount of 

unidentified cost: $10.7 million in FY2012. Until more detailed work can be done at the 

Financial Management Information System (FMIS) level, analysis of expenditures will  
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remain weak. The following discussion provides a description of compensation of em-

ployees, use of goods and services, the unidentified component, and nonfinancial assets. 

 Outlays on payroll and goods and services are displayed in Figure 20. Both cate-83.

gories grew rapidly at the start of the amended Compact but have moderated in more re-

cent years. At the start of the amended Compact, the improved financial conditions and 

the removal of the fiscal discipline necessary at the end of Compact I enabled a surge in 

payroll. From FY2004 to FY2006, payroll increased by 6.7 percent per annum. However, 

since FY2006, as expenditures once again hit their ceilings, only modest growth in pay-

roll was possible, averaging 1 percent per annum between FY2006 and FY2012. The ap-

parent downturn in FY2007 reflects the creation of the Marshall Islands Shipping Corpo-

ration (MISC), whose function was previously executed through the Ministry of 

Transport and Communications (MOTC). Wages and other costs of the MOTC are thus 

now funded out of a subsidy to the MISC. Outlays on goods and services also expanded 

quickly at the start of the amended Compact, by an annual average of 7.6 percent during 

the FY2004-FY2007 period, but since that time they have moderated and grown by 0.5 

percent per annum. While holding payroll and cutting other costs may keep expenditures 

within budget, they may not be efficient measures if they undermine the ability to main-

tain proper levels of service due to inadequate supplies of goods and services. 

 Figure 21 provides a picture of the two other major items of expenditure: uniden-84.

tified costs and outlays on nonfinancial assets. There is no clear trend in the case of uni-

dentified costs; given the lack of definition, it is not possible to comment further. In the 

case of nonfinancial assets or fixed capital formation, capacity limitations held back ex-

penditures at the start of the amended Compact. As these were overcome, and the FAA-

funded airport renovation was undertaken, expenditures rose rapidly and peaked in 

FY2007. From FY2008 to FY2011, with the completion of the airport renovation and 

lower-level of use of the 

ROC-funded projects for 

investment purposes, 

outlays on fixed capital 

have remained more or 

less at the level of avail-

ability of the infrastruc-

ture sector grant. In 

FY2012 the moratorium 

on new infrastructure 

projects led to a substan-

tial reduction in public 

investment. 

 The level of cur-85.

rent subsidy to the public 

enterprise sector has in-

 
Figure 20 Expenditures on payroll and goods and services, 

FY2004-FY2011  

FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12

Wages and Salaries 31.9 34.9 36.3 35.9 36.7 37.0 37.6 37.7 38.6

Goods and Services 19.4 18.3 20.5 24.2 24.5 22.9 22.2 24.4 24.9

10.0

15.0

20.0

25.0

30.0

35.0

40.0

$
'm

il
li

o
n

s



 Economic Developments 35 

 

creased significantly dur-

ing the amended Com-

pact (see Figure 3). The 

level of subsidy averaged 

$3.3 million during the 

FY2004-FY2006 period 

and plateaued at an aver-

age of $7.5 million be-

tween FY2007 and 

FY2012. The level of 

subsidy now represents a 

substantial drain on the 

RMI governmentôs un-

committed resources, 

and the issue of SOE 

policy is taken up in fur-

ther detail in Part III. In-

terest payments have remained at low levels, despite increased external debt service. 

While interest charges on a fixed level of debt have grown modestly, principal repay-

ments have grown as debt has fallen due. 

Financing: The revisions to the GFS statistics now enable analysis of the financing of the 

RMI governmentôs fiscal operations, and data can be found in the statistical appendix. 

Analysis will focus on recent transactions during FY2011, when several large and im-

portant transactions occurred, and on developments in FY2012. On the domestic asset 

side, the government lent the proceeds of the ADB public sector loan ($9 million) to the 

MEC to refinance a former Bank of Guam loan. (Accumulation of assets is shown as a 

negative in the GFS.) This transaction was matched by an increase in foreign liabilities 

and incurrence of external debt from the ADB. In FY2011 the Kwajalein landowners 

came to an agreement with the U.S. on landowner rent payments. Previous Compact re-

ceipts under this item had been held by the RMI government in escrow until settlement 

with the U.S. was reached. During FY2011 there was a large payout to landowners, and 

this was represented by a decrease of $24 million in government foreign currency depos-

its and a matching reduction in liabilities recorded under domestic accounts payable. 

There were a number of other financial transactions in FY2011, but these were minor.  

In FY2012 financial transactions were much smaller and more normal. The major source 

of funds was a drawdown of foreign assets of $6.2 million. This was used to finance the 

deficit of $1.3 million, a buildup in foreign accounts receivable of $2.5 million, and re-

payment of foreign loans of $2.3 million. The remaining transactions, domestic accounts 

receivable and payable, made up the difference and largely offset each other. 

 

 
Figure 21 Expenditures on unidentified costs and non-

financial assets, FY2004-FY2012 

FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12

Unidentified 8.9 13.3 9.9 11.5 9.1 8.6 9.3 9.4 10.7

non-financial assets 6.3 11.5 14.9 19.3 13.9 16.2 16.5 13.1 7.3
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III.  POLICY ISSUES 

A. Fiscal Issues 

1. PUBLIC SECTOR PAYROLL  

 The RMI governmentôs payroll grew significantly at the end of Compact I, after 86.

the government paid off the ADB Public Sector Reform Program (PSRP) loan and made 

a reduction in force. Additional resources enabled civil servant payroll to return to its 

former levels and expand further with the new funds from the amended Compact and 

other sources. Figure 21 indicates recent trends in the number of civil servants and pay-

roll costs. The number of civil servants increased from 1,999 in FY2003 to 2,479 in 

FY2013, or at an annual rate of 2.4 percent. Payroll costs rose at an average rate of 2.9 

percent over the period but grew strongly in FY2013 by 7.4 percent. These trends have 

been influenced by a number of extraordinary items that require incorporation into the 

analysis. 

 A significant portion of the growth in the payroll cost and in employee numbers 87.

has been in the Ministry of Education (MOE). In FY2004 employment at the MOE was 

720 and had expanded to 1,162 by FY2012. More than 200 of these employees were 

hired in FY2006 to support the implementation of the SEG-funded kindergarten program, 

which replaced the former federally managed Head Start program. Once allowance is 

made for this anomaly, expansion in education payroll during the FY2004-FY2012 peri-

od was an extra 242 positions, or an annual average increase of 3.3 percent. Where re-

cruitment has taken place, it has supported delivery of frontline services, for example, 

with increases in teaching staff and elementary school services and support. 

 Substantial growth in payroll has come from outside the MOE. Employment in 88.

the Ministry of Health 

(MOH) increased by 54 

positions, from 480 in 

FY2004 to 533 in 

FY2013 (see Table 9). 

Significant staff increas-

es occurred in the Ma-

juro and Kwajalein hos-

pitals, suggesting a 

greater emphasis on cu-

rative care. The other 

ministry to grow signifi-

cantly during the amend-

ed Compact has been 

Internal Affairs, which 

has increased its staffing 
 

Figure 22 RMI government payroll cost and number of pub-
lic servants, FY2003-FY2013 

FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12 FY13

Public servants 1,999 2,151 2,202 2,363 2,400 2,346 2,388 2,389 2,415 2,479

Payroll cost $26.4 $27.4 $30.1 $29.9 $30.3 $30.6 $31.0 $31.5 $31.9 $34.3
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levels by 39 percent. The operations of the Ministry of Public Works (MOPW) were 

scaled back in the late 1990s, and the ministry had adopted a largely oversight and regu-

latory role. However, this policy was reversed, and during the amended Compact, the 

MOPW took on a more proactive role in outer-island project implementation and mainte-

nance. The Ministry of Transport and Communications (MOTC) was also scaled back in 

the late 1990s, with the intention of privatizing outer-islands shipping services. However, 

this policy was not successful, and the services were initially brought back into the public 

sector and later transferred to the newly formed Marshall Islands Shipping Corporation 

(MISC). 

 The overall trend in payroll, after allowing for the structural changes in the MOE 89.

and the MOTC, has been an addition of 369 jobs, or an annual rate of growth of 1.6 per-

cent. Much of this growth occurred in the early years of the amended Compact. Associat-

ed personnel expenditures, such as the governmentôs MISSA contributions and housing 

allowances for expatriate staff, are also significant. Housing allowances alone required a 

budget of $1.9 million in FY2012; nearly half was for the MOH, which has a large num-

ber of expatriate medical staff. While the number of public servants has increased signifi-

cantly, wage rates have also grown. Average public sector wages increased by 4.6 percent 

over the nine-year period, or at an annual average rate of 0.5 percent. 

 While analysis of payroll trends by department is important, it is also useful to 90.

assess the impact of the amended Compact sector grant approach. Table 10 represents 

public servant payroll by fund source during the amended Compact period. The table in-

dicates a 16 percent increase in general fund employees (134 employees). It also shows 

that the number of employees funded through the Compact sector grants has increased 

but only by 9.9 percent, after adjusting for the switch from Head Start to the SEG. While 

Table 9 RMI government number of public servants by department, FY2004-FY2013 

 
Note 1: Based on first two quarters of FY2013 

(US$ per annum) FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12 FY13

President & Cabinet 32,382 26,753 27,174 23,754 21,601 26,106 27,745 27,880 24,510 27,720

Chief Secretary Office 21,974 22,482 21,868 19,321 21,715 19,106 17,457 19,580 19,175 22,960

Special Appropriations 6,829 3,029

Council of Iroij 16,820 16,208 16,000 16,558 16,249 15,980 15,304 15,275 15,639 14,882

Nitijela 18,939 20,150 19,245 21,082 17,571 19,644 19,514 21,867 18,890 20,988

Auditor General 15,980 16,008 15,492 16,221 18,899 14,772 14,040 17,033 18,386 20,861

Foreign Affairs 22,959 22,368 22,756 22,877 22,463 22,213 23,603 23,209 23,132 24,295

Public Service Commission 25,441 24,878 24,289 23,178 23,089 22,405 23,154 23,268 23,267 22,578

Judiciary 18,530 14,762 13,233 14,351 15,625 14,744 13,444 12,765 13,524 12,120

Attorney General Office 18,164 18,959 18,615 18,467 19,065 18,749 19,067 21,347 21,353 22,429

Ministry of Education 11,136 10,018 10,162 10,172 10,176 10,386 10,502 10,657 10,810 11,070

Health & Environment 12,453 12,669 12,726 13,147 13,716 14,139 13,866 13,693 14,121 15,507

Transport & Communications 13,137 12,910 12,377 13,451 17,769 18,075 18,611 18,101 18,417 19,266

R & D 13,620 12,414 13,402 13,722 13,320 14,357 14,383 15,329 15,453 15,161

Internal Affairs 15,568 14,729 15,081 13,656 6,032 13,776 12,833 14,074 12,889 14,307

Justice 12,799 12,829 12,510 12,388 12,716 12,992 12,918 12,743 13,050 13,016

Finance 15,374 16,501 15,977 15,858 15,819 15,911 16,709 17,249 17,515 18,220

Public Works 11,872 11,587 12,123 12,414 12,810 12,832 12,321 12,443 13,087 13,730

EPA 13,749 15,210 14,955 14,866 15,946 15,488 16,280 16,666 15,870 15,800

Compact II Capital 41,537 34,150 32,775 32,102 30,424 26,405 26,786 20,226 23,487 22,798

Total 13,224 12,750 12,537 12,665 12,070 13,026 12,993 13,170 13,229 13,838
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not shown in the table, general fund wages have risen by 8.2 percent during the period, 

and health department wages by 25 percent. Average education sector wages have fallen 

by 0.6 percent, with various other offsetting changes occurring elsewhere. 

2. EXTERNAL DEBT M ANAGEMENT  

 External debt management in the medium term presents a major challenge. There 91.

are two major components of debt service: government debt on concessional terms to the 

ADB, and government guaranteed debt incurred by the SOE sector. Figure 23 indicates 

the projected trend in debt service for the two types. For government guaranteed debt, 

there is a projected decline from the current level of service of $3.6 million to $2.5 mil-

lion by FY2019, when the debt service schedule stabilizes. External debt of the SOEs is 

at higher interest rates and shorter terms and thus incurs a proportionately higher service 

commitment. Debt service of the NTA, MIDB and MEC in FY2013 are projected to be 

$2.8 million, $0.4 million and $4.3 million, respectively. The recent ADB PSP loan ena-

bled the MEC to refinance its costly loan from the Bank of Guam with concessionary fi-

nance. Further, the MEC 

was able in June 2012 to 

restructure its debt with 

the RUS and defer $2 

million of repayments by 

two years. As a result, its 

debt service level of $3.1 

million in FY2010 drops 

to $0.4 million in 

FY2013. However, MEC 

repayments rise to $1.44 

million in FY2015 but 

are fully repaid by the 

end of FY2019. 

 For debt to the 92.

ADB, the government 

 
Figure 23 RMI debt and debt servicing projections, FY2013-

FY2025 

FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25

Guaranteed debt 3.6 3.9 4.0 3.7 3.7 3.7 3.7 2.5 2.5 2.5 2.5 2.5 2.5

ADB debt 3.2 3.4 3.2 3.3 3.5 4.2 4.1 3.7 3.7 3.6 3.6 3.6 3.5
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Table 10 RMI government number of public servants by fund, FY2004-FY2013 

 
Note 1: Adjusted for switch in employment of 200 teachers from Head Start to the SEG in FY2006 

FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12 FY13 Change1 % Change1

General Fund 820 866 870 855 908 925 942 934 931 954 134 16.3%

Compact II 899 981 1,188 1,113 1,135 1,107 1,130 1,130 1,150 1,188 89 9.9%

Special Revenue 71 74 77 79 87 60 46 53 31 48 -23 -32.2%

Federal Grant 167 195 234 285 228 220 230 234 240 247 80 48.0%

ROC 36 33 30 27 38 28 26 26 27 21 -15 -41.1%

UNDP 1 2 3 5 5 7 9 8 13 10 9 ~

Total 1,994 2,151 2,402 2,363 2,341 2,346 2,381 2,385 2,392 2,468 274 13.8%
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will be required to set aside on average between $3.2 million and $4.2 million from the 

general fund for the next 15 years. This currently represents slightly less than 10 percent 

of the $38 million of general fund revenues. In previous years, nearly all of the RMI debt 

was in the grace-period era, and debt service obligations were not significant. However, 

in the last five years, principal repayments for many of the loans have fallen due, and 

debt service has contributed to significant fiscal pressure. The spike during the FY2018-

FY2019 period represents the first repayments of the public sector program, and the drop 

in FY2020 signifies completion of the Fiscal and Financial Management Program loan of 

2001. 

 In FY2006 the RMI government experienced its first problems in servicing ADB 93.

debt and defaulted on several loans. In FY2007 it remained in arrears, as service obliga-

tions rose to $2.2 million. By FY2008 the government placed ADB debt service higher 

on its payment priority schedule. It has made good on past delinquencies and is currently 

up to date with payments, although the requirement for periodically large payments con-

tinues to cause cash flow problems. The ADB debt service crisis has brought home the 

impact of a poorly managed external debt strategy. A well-articulated debt management 

strategy is needed to assist the RMI in determining the type of projects for which external 

loan finance is appropriate and the capacity to identify cases where there is potential for 

projects to cover service costs. While such a debt management strategy has been devel-

oped and adopted by the Cabinet, it has now been in the pipeline for more than a year and 

requires commitment by the Nitijela to enact the policy into law. 

3. PUBLIC ENTERPRISE ISSUES 

i Overview and update on SOE sector 

 The SOE sector, comprising a dozen public enterprises, continues to underper-94.

form and to impose significant risks and burdens on the fiscal system and economy. 

Transfers (current subsidies) to SOEs in FY2012 reached a record level of $8.8 million, 

up from the previous record in FY2009 of $8.5 million, representing nearly 23 percent of 

general fund revenues (see Table 9c of the statistical appendix). Adding capital transfers 

to current subsidies, FY2012 total transfers to the SOE sector were $11.2 million (nearly 

30 percent of general fund revenues), the bulk of which was made up of transfers to AMI  

($2.3 million), KAJUR ($2.9 million), the MEC ($2 million), the MISC ($1.4 million) 

and Tobolar ($1.4 million). Clearly, operation of the SOE sector places a significant cost 

on discretionary revenues, the burden being more than three times that of the external 

debt service. 

 The 2010 ADB Review of Public Enterprises and Options for Reform report for 95.

the RMI and the 2011 ADB regional Finding Balance report both highlight significant 

and sobering weaknesses in the RMIôs SOE governance and policy regimes, leading to 

weak SOE oversight and accountability, which have allowed continued poor performance 

on the part of the vast majority of the enterprises. Both reports strongly emphasize the 

need for reform. As stated in the 2010 review, ñtransferring significant public resources 
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to weakly performing public enterprises without any strong accountability requirements 

has sent a very clear message: performance really does not matter.ò 

 In FY2012 all major SOEs suffered net operating losses, with total losses in the 96.

sector reaching $14.7 million. Even the NTA, which has enjoyed many years of operating 

surpluses, saw an operating loss for the first time in FY2010, and an operating loss in 

FY2012 of $0.1 million. Figure 24 illustrates the average losses for the major SOEs dur-

ing the FY1999-FY2001 and FY2010-FY2012 periods. 

 Nevertheless, reforms to the MEC have been undertaken (see section on the MEC 97.

below), and the government has pledgedðand sought development partner support forð

reforms to other SOEs (Tobolar and AMI). SOE reform constituted a major component of 

the recently completed ADB-supported Public Sector Program (PSP). To signal its inten-

tion to strengthen governance of SOEs, the RMI Cabinet passed in 2010 a set of good 

practice principles which state that: 

¶ SOEs are to prepare business plans that disclose the strategic direction and per-

formance targets, and, after the Cabinet has approved them, they are to be public-

ly released. 

¶ The activities undertaken by SOEs are to be categorized as either essential or 

nonessential; the nonessential should then be sold or wound down. 

¶ The government will ensure that SOE boards are independent in operation and 

that they comprise members who are suitably qualified and experienced. 

¶ The government will also ensure that the senior management within the SOEs 

have suitable qualifications and experience. 

¶ SOEs will be required to align their prices and charges with the total cost of ser-

vice delivery, except 

where they are being 

funded by community 

service obligation (CSO) 

arrangements. 

¶ SOEs will be re-

quired to operate in ac-

cordance with sound fi-

nancial management 

principles. 

¶ The government 

has agreed to establish 

an SOE policy and SOE 

act to provide mecha-

nisms for the effective 

 
Figure 24 State owned enterprises, net operating profit 
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application of good practices. 

 According to the 2011 ADB Finding Balance report, ñWhile the foregoing are 98.

helpful and, if implemented, will provide useful guidance, the principles are too short on 

detail to be sufficient on their own. The government should adopt a more detailed SOE 

policy that could then be used to guide the development of an SOE Act.ò Moreover, it 

appears that despite the official adoption of these principles, not all of them have been 

implemented. For instance, the majority of SOEs have yet to develop and publicize busi-

ness plans. Also, alignment of prices and charges with total cost of service delivery re-

mains an area for improvement. 

 With ongoing technical support from the ADB, a new SOE policy was drafted and 99.

adopted by the Cabinet in late 2011. However, as in the case of the external debt man-

agement strategy, the new law was drafted sometime back and awaits passage into law by 

the Nitijela. These efforts notwithstanding, it is clear that significant technical and finan-

cial resources, political will and time will be necessary to see real changes in the govern-

ance and performance of SOEs in the RMI. 

ii  Reform update on the Marshalls Energy Company  

 The Marshalls Energy Company (MEC) reforms are guided by its Comprehensive 100.

Recovery Plan (CRP), which identifies major reform goals, objectives and actions for the 

FY2010-FY2012 period. The CRP sets out a number of reforms covering MEC govern-

ance, policy, performance and finances. The ADB PSP loan also included MEC policy 

actions and requirements. 

 A review of progress made against the CRP since 2010 shows a number of 101.

achievements. In 2011 the MEC adopted a new tariff template that has brought the costs 

and revenues of its electricity business into closer alignment. However, tariffs are not set 

to achieve full-cost recovery but rather to achieve cash flow balance. Tariffs are thus well 

below long-term financial viability, by an estimated 30 percent.  

 The retirement of the MECôs commercial debt with the Bank of Guam in early 102.

2011 (facilitated by the ADB PSP loan) has freed up some cash flow to the company. 

Part of this has been used to complete the refurbishing of one of its two large Deutz gen-

erators, thus improving the MECôs generational efficiency. The MEC has rolled out more 

than 2,500 prepay meters by mid-2013. In June of 2012 the MEC was able to negotiate a 

$2 million deferment of debt servicing costs for two years on the RUS loan ($5.4 million 

was outstanding at the end of FY2012). This restructuring will free up around $0.8 mil-

lion to the MEC in FY2013 and FY2014, although services costs will be greater in the 

outer years of the repayment schedule. It was also awarded a $2.3 million competitive 

grant to be allocated to refurbish the second Deutz generator, which is under way.  

 Other reforms and initiatives are in motion to help the MEC improve its financial 103.

and operational viability. These include technical assistance from the ADB for the explo-
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ration of a coconut oil and diesel blending pilot project, which, if successful, could result 

in significant cost savings for the company. The MEC has also retrofitted all Majuro pub-

lic streetlights to more efficient LED lights, which should reduce its nonrevenue genera-

tion ratio. Finally, the return of fuel purchases to a consignment basis has aided cash flow 

management. 

 As shown in Table 11, the MEC continues to run major operational losses in its 104.

electricity business. In FY2012, despite its revised tariff template, the MECôs utility op-

erating expenses exceeded revenues by more than $2.2 million (although the magnitude 

of losses has fallen during the five-year period). In its nonutility business and, in particu-

lar, its diesel fuel sale business, the MEC has seen a return of significant gross profits 

during the last four years, registering nearly $2 million in operating income in FY2012. 

 Nevertheless, the MEC remains in a precarious situation, especially with regard to 105.

its cash flow and short-term solvency position. As shown in Table 11, the MECôs cash 

ratio (the amount of cash on hand relative to current liabilities) has deteriorated signifi-

cantly in the past four years, such that the MEC had only 5 cents on hand for every $1 

owed for current liabilities (due within one year) at the end of FY2012. The utility has 

been forced to continue its reliance on short-term commercial borrowing and/or govern-

ment transfers (subsidies) to cover its obligations. As shown in the table, government 

transfers to the MEC were recorded at $1.6 million in FY2012. 

 The MECôs system losses remain high and are a key area for improvement. A 106.

technical survey conducted in 2010 quantified the MECôs system losses (technical and 

nontechnical) at well over 20 percent, an unacceptably high and inefficient level. The 

renovation of the two Deutz generators, however, will  assist in reducing system losses. 

Table 11 Marshalls Energy Company indicators, FY2007-FY2012 (US$ millions) 

 
(a) net of provision for doubtful accounts 
(b) net of allowance for uncollectable accounts 

FY2007 FY2008 FY2009 FY2010 FY2011 FY2012

Utility operations indicators

Utility operating revenues (a) 13.7 18.7 14.1 15.0 18.0 18.7

Utility operating expenses 17.5 21.7 16.3 17.9 20.3 20.9

Net operating income (loss) from utility operations -3.7 -3.0 -2.1 -2.9 -2.2 -2.2

Non-utility operations indicators

Non-utility revenues (fuel, propane, lubricants, other) 8.4 13.0 13.0 19.8 27.3 31.4

Non-utility expenses 7.5 13.0 11.9 18.5 25.8 29.6

Net operating income (loss) from non-utility operations 0.8 0.1 1.1 1.3 1.5 1.8

Total net operating income (loss) -2.9 -2.9 -1.1 -1.7 -0.8 -0.5

Other indicators

Transfers (current subsidies) 0.9 0.4 1.2 0.9 0.9 1.6

Cash ratio (cash to current liabilities) 45.0% 9.4% 9.4% 4.9% 2.6% 4.7%

Accounts receivable (b) 2.6 5.0 3.3 3.8 6.7 7.1
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 The MEC also continues to slack on its collections; accounts receivable balances 107.

are high and rising. The utility ended FY2010 with nearly $3.8 million in receivables, an 

amount which, as of the end of FY2012, had ballooned to around $7.1 millionðclearly 

an untenable situation for a company already strapped for cash. Conversion to prepay me-

ters will provide some relief, but more-aggressive collection practices are necessary to 

stem the rising tide of receivables. One of the MECôs most delinquent clients is another 

state owned enterprise, the Marshall Islands Resort, which systemically fails to pay its 

utility bills. By mid-2013 the MIR had unpaid bills amounting to $2.3 million. 

 In summary, while the MEC has made tangible progress in several areas, it re-108.

mains generally insolvent and will have to step up its efforts to realize the goals and ob-

jectives of its CRP. 

iii  Update on other public enterprises 

 Air Marshall Islands (AMI): AMI continues to run major operational losses, to-109.

taling an estimated $0.8 million and $1.7 million in FY2011 and FY2012, respectively. 

These shortfalls have necessitated continued government capital and operating subsidies, 

which totaled $1.9 million in FY2011 and $2.3 million in FY2012. A review of AMI in 

2010 documented major shortcomings in the companyôs performance and presented a set 

of policy reform options for government consideration (see AMI Financial Review and 

Reform Analysis, conducted as part of ADB TA-7336). A Chamber of Commerce public 

forum on AMI in April 2011 was followed up by a policy advisory letter from the Cham-

ber Executive Committee, which argued for more aggressive reforms by the RMI gov-

ernment. The letter called for, among other things, a new management team, an end to 

interference in the day-to-day operations of the airline and removal of all elected officials 

from the board.  

 In 2013 a business plan was prepared for the airline with the objective to operate 110.

on a commercial basis financed from internally generated resources. For a company that 

has negative equity of $1.3 million, accumulated losses of $6.5 million and $10 million in 

debt, this poses a significant challenge. The plan is based on six objectives: 

¶ Rebuild the financial base: sell the Dash 8 and replace it with a second Dornier 

228, capitalize existing government debt and repay MISSA debt. 

¶ Reverse loss making: focus on efficiency gains in operation; improve use of air-

craft; strengthen marketing efforts; increase fares; and stop flying uneconomic 

routes or requesting subsidies from the government to compensate for losses. 

¶ Restore reliability. 

¶ Renew operations: focus on human resource development and training, renew ac-

counting and billing systems, and improve institutional strength. 

¶ Restrict state subsidies: aid would support only noncommercial, viable routes. 

¶ Repair outer-island airstrips. 
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 AMI has been a company in crisis for many yearsðcontinually operating at a 111.

loss, with government support only on a crisis-management basis, with weak manage-

ment and government involvement in operations. Running an airline in an environment 

such as the Marshall Islands with a strong social objective to service the outer-atoll com-

munities is clearly no easy task. Other airlines in the Pacific region have achieved this 

objective, and there is no reason the Marshall Islands should not be able to do so as well. 

However, moving from an inefficient, dependent operation will require strong political 

commitment; something that has so far not been evident. 

 Kwajalein Atoll Joint Utility Resources (KAJUR): KAJUR, which provides 112.

power, water and sewer services on Ebeye, ran operating losses of $1.9 million and $3.2 

million in FY2011 and FY2012. Capital and operating subsidies to KAJUR in these years 

totaled $1.6 million and $2.8 million. A U.S. Army Corps of Engineers survey in 2010 

documented major problems in KAJURôs core operating systems. Since 2008 KAJUR 

has made significant investments in new generators, which have in turn stabilized the 

power supply on Ebeye. Nonetheless, KAJURôs system losses remain significant (at 

more than 20 percent), and its water and sewer systems and services remain very poor. 

An Australia-funded water and sanitation engineer is currently in-country to advise 

KAJUR (and MWSC) on necessary water/sanitation reforms. 

 Majuro Water and Sewer Company (MWSC): MWSC ran operational losses of 113.

$0.14 million and $0.41 million in FY2011 and FY2012, requiring subsidies of $0.14 

million and $0.37 million in these years. Like KAJUR, MWSC has seen steady deteriora-

tion in its operating assets, and its tariffs fall far short of covering its operating costs. 

With the guidance from the Australia-funded water and sanitation engineer, and with 

support from the ADB, MWSC will develop a medium-term reform plan. 

 The Marshall Islands Shipping Corporation (MISC): The MISC has significant-114.

ly improved the reliability of shipping services compared to the previous service run by 

the Ministry of Transport and Communicationôs Sea Transport Division. However, the 

MISC operates a fleet of dilapidated vessels, which are in desperate need of major over-

haul. The MISCôs operating losses totaled $1.5 million and $1.2 million in FY2011 and 

FY2012, requiring subsidies of $1.1 million and $1.4 million in each of the two years, 

respectively. An MISC landing craft sank on Jan. 1, 2011, reducing its fleet from four to 

three. Japan has agreed to finance two new vessels for the MISC (to be delivered in 

2013), but major reforms to the company will be necessary to ensure that these vessels 

are properly maintained and to improve the companyôs financial viability. The board and 

management of the MISC have agreed to work with the ADB to develop a medium-term 

strategic plan. 

 Tobolar: The Tobolar Copra Processing Plant has run operating losses averaging 115.

$0.8 million during the amended Compact and received subsidies from the government 

averaging $1.1 million during the same period. Operating income is variable depending 

on copra prices. In FY2011 a profit of $1.1 million was achieved, reflecting low produc-
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tion and high prices. However, in FY2012 the situation reversed, with increases in pro-

duction and weak prices; a $2.2 million loss was recorded. These subsidies have allowed 

Tobolar to continue its long-held practice of purchasing copra from outer-island farmers 

at prices above the world market. This arrangement is considered a social assistance pro-

gram, targeting low-income farmers, but a number of studies have characterized it as 

highly inefficient and unsustainable. A 2010 evaluation of Tobolarôs physical and opera-

tional capabilities documented major deterioration in the physical condition of its main 

plant facilities and called for major improvements in its maintenance, safety and person-

nel management. Responding to this assessment, the government made management 

changes in the company, including a new general manager and several new board mem-

bers. The new management has declared its intentions to reform and improve Tobolarôs 

operations, and the increase in net assets in FY2011 will help finance some improve-

ments and reforms. Support from the ADB should lead to the development of medium-

term reform and a strategic plan for Tobolar. 

 Marshall Islands National Telecommunications Authority (NTA): In FY2009 116.

the RMI installed a submarine fiber-optic cable linking Majuro to Guam. This venture 

was funded by extending the existing RUS loan of $12 million by an additional $18 mil-

lion (with a total outstanding debt of $29.2 million to the RUS at the end of FY2012). For 

an entity already operating on a tight cash flow basis in FY2008ðbefore the installation 

of the new fiber-optic cableðthe increased debt servicing costs pushed the NTA into a 

financial crisis. Coupled with a nonoperative billing system that crashed in late 2009, the 

NTA defaulted on its loan obligations without informing the government. During most of 

the 2000s, the NTA was the only SOE that recorded consistent operating profits, but in 

FY2010 it recorded its first operating loss of $0.093 million, followed by $0.53 million in 

FY2011 and $0.1 million in FY2012. In FY2010 it received a subsidy of $1 million, and 

although it received no subsidy in FY2011, a further $1 million was provided in loan 

funding from the national government. Again in FY2012 a subsidy of $0.6 million was 

received. While instigation of a new billing system and sale of existing but unused satel-

lite bandwidth to neighboring Pacific islands will improve cash flow, the underlying fi-

nances are not viable. 

 In early 2012 the government initiated a shake-up of the management of the NTA, 117.

revamped the board of directors and appointed a new general manager. These moves 

were instigated at the same time that the government was considering a World Bank initi-

ative to liberalize the RMI telecom sector and to open the NTA to competition. The 

World Bank program proposes a series of grants totaling $13 million of budgetary sup-

port in return for liberalization of the telecommunications sector. In order to qualify for 

the first tranche of $3 million, the government was required to: 

¶ adopt a new information and communications technology policy, 

¶ draft new telecommunications legislation for introduction to the Nitijela, and 

¶ publicly advertise the ongoing developments. 
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 The next stage of the ICT program is $1.2 million of TA to support the reforms. 118.

This includes assistance to establish a corporation to own and manage the fiber-optic ca-

ble and sell access to a new competitive and deregulated market. The TA will support 

guiding the development of a new regulatory framework and establishment of an inde-

pendent regulatory body. Institutional strengthening will be provided for the Ministry of 

Transport and Communications and for preparation of the NTA for competition. 

 The project clearly has significant challenges, which include: the cost of financing 119.

the existing RUS loan; the establishment of a sustainable, ongoing regulatory body; and 

the provision of services to remote areas of the RMI. Granted, the existing setup at the 

NTA is not financially viable, and services are poor. However, any reform efforts need to 

be well-developed and implemented in order to avoid the same fate as previous privatiza-

tion efforts sponsored by the ADB in the late 1990s. The ICT reforms are controversial, 

and passage by the Nitijela is uncertain. Release of further tranches of the $13 million 

grant will await the passage of the new laws. 

4. TRUST FUND V IABILITY ð M ONITORING  THE SUFFICIENCY OF THE TRUST 

FUND  

i Background 

 The establishment of the Trust Fund for the People of the RMI (CTF) was a major 120.

feature of the amended Compact. The Trust Fund was created, according to the preface of 

the CTF Agreement, ñto contribute to the long-term budgetary self-reliance of the RMIé 

[and] to provide the Government of the RMI with an ongoing source of revenue after 

FY2023.ò The design features of the Trust Fund related to distributions to the RMI from 

FY2024 and thereafter are specified in the CTF Agreement Article 16(7) (a) and (b). The 

explicit linkage of distributions to the fully inflation-adjusted value of the Compact annu-

al grant assistance provided in FY2023 has unsurprisingly created expectations within the 

RMI that such levels of support from the CTF may be forthcoming during the distribution 

phase. However, the U.S. government has made it clear that neither the terms of the 

amended Compact nor the terms of the CTF Agreement make any guarantee, or even a 

commitment, that the Trust Fund will be able to sustainably achieve distributions of any 

specific size. 

 A careful reading of the sections noted above supports the interpretation that the 121.

CTF Committee would view the explicit linkage to the real value of the FY2023 sector 

grant assistance as indicative of a maximum distribution level, rather than as a required or 

prescribed level that the RMI could reasonably demand. Speculation related to this matter 

would be best addressed well in advance of the onset of distributions from the CTF. In 

fact, CTF Agreement Article 15(1) states that the, ñé Committee shall establish and re-

vise from time to time, an investment and distribution policy consistent with [the] 

Agreementéò (emphasis added). To date, there has been no publicly released infor-

mation by the CTF Committee on efforts to focus on the distribution policy component of 

this requirement. 
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ii  Potential action to prepare for the distribution phase 

 Concern about potential CTF distribution levelsðwhich is already intenseðwill 122.

likely grow as time passes. As noted in previous reports, the CTF suffers from certain 

technical flaws, particularly with respect to the distribution phase after FY2023. Inargua-

bly, all parties would be best served if, over the long term, the real value of the CTF is 

protected, and robust mechanisms are utilized to attempt to ensure the stability of annual 

distributions from the CTF to the RMI. Unfortunately, as currently structured, only the 

nominal value of the Trust Fund is likely to be protected, while the stability of annual dis-

tributions will be at severe risk. Immense and repeated fiscal shocks are more likely to 

arise, due to the previously identified design flaws. Thus, it makes sense for the CTF 

Committee, in collaboration with the U.S. and RMI governments, to consider modifica-

tions to improve the specified buffer account and distribution rules. 

 At a minimum, the ñCò account could be more reliably functional if it were creat-123.

ed by fiat at the outset of FY2024. Subject to technical review, consideration should also 

be given to increasing the initial holding size of the ñCò account. In fulfillment of the 

CTF Committeeôs responsibility under Article 15(1) to establish a distribution policy, 

consideration could be given to the basic annual distribution rule. Currently, the rule pro-

vides no feedback mechanism to relate the annual distribution rate to the actual sizeðand 

therefore the sustainabilityðof the Trust Fund. 

iii  Performance of the CTF versus sufficiency estimates 

 This report, for the fourth year, presents a CTF sufficiency estimate and related 124.

analysis. That estimate is defined as: the size the CTF would need to achieve by the end 

of FY2023 in order to support a smooth and sustainable transition from U.S.-appropriated 

annual sector grants to fully inflation-adjusted annual CTF distributions to the RMI. The 

RMI began the amended Compact period with an annual direct grant of $35.2 million. 

That stream of direct grants is adjusted annually in two countervailing ways: annual grant 

levels are adjusted upward by the addition of two-thirds of inflation, and adjusted down-

ward by the subtraction of the so-called decrement of $500,000. The same $500,000 is an 

increment to the annual contributions from the U.S. to the CTF. 

 The sufficiency estimate is updated to reflect actual outcomes up to the present 125.

time, particularly with respect to the partial inflation adjustment that has been applied and 

projected, inflation going forward. This year the authors have switched from a standard 3 

percent value of future inflation to a linkage to U.S. Congressional Budget Office (CBO) 

published projections through FY2023. Using these lower inflation projections, the level 

of Compact sector grants in FY2023 is projected at $36.9 million. 

 A 3 percent full inflation factor from FY2024 forward is used. Thus, the estimate 126.

for a distribution in FY2024 that is consistent with CTF Agreement Article 16(7) (a) 

would be $38 million. However, $9.6 million of that $38 million in sector grants resulting 

from Compact sections 211(b) (1) and (2) is scheduled to continue beyond FY2023, in 



48 RMI Economic ReviewðFY2012 

 

accordance with the Agreement Regarding Military Use and Operating Rights.  Aware-

ness of this reality that 25 percent of the grant stream carries forward beyond FY2023 is 

just emerging. Since this reality was apparently not taken into consideration in establish-

ing the contributions to the CTF, the size of the annual decrement and other factors, this 

report continues to assess the viability of the CTF as if the entire FY2023 sector grant 

level is meant to be supported by subsequent CTF distributions. 

 It is assumed that the RMI investment strategy after FY2023 would need to pro-127.

vide for a prudent balance of risk while allowing for long-term growth. From FY2024 

onward, a balanced investment allocation is assumed, with 65 percent of assets in equi-

ties, with an assumed real rate of return of 6.5 percent annually, and 35 percent in fixed 

income, with an assumed real rate of return of 2.5 percent annually. The blended real rate 

of return for the distribution period is thus estimated at 5.1 percent. If inflation were to 

average 3 percent, a nominal rate of return of 8.1 percent would thus be required to 

achieve the historically derived 5.1 percent real return. All rates are assumed to be net of 

investment and management costs. 

 Using the above-detailed assumptions, the current sufficiency estimate for the 128.

RMI CTF at the end of FY2023 is $745 million. It is projected that the CTF would need 

to grow from the estimated value at June 30, 2013, through the end of FY2023 at an an-

nual rate of 8.8 percent to achieve the sufficiency estimate. Such a rate of growth is cer-

tainly achievable; however, considerable risk of a less favorable outcome persists. 

 The estimated value of the CTF as of June 30, 2013, remains below the level con-129.

sistent with smooth growth toward meeting the sufficiency estimate of $745 million at 

the outset of FY2024. In order to be precisely ñon-trackò to achieving that level as of 

June 30, 2013, the value would have had to have grown to approximately $213 million. 

However, the actual value of the CTF at that date is estimated at $194 million, as shown 

in Figure 25. To offset this trend to date, the investment return required for the remaining 

9.25 years of the accumulation period for the Trust Fund is estimated at an annual rate of 

return of 8.8 percent (see 

Figure 26). Achieving 

this ñcatch-upò rate of 

return is by no means 

assured.  

 An alternative 130.

perspective is provided 

by projecting annual 

growth during the period 

through FY2023 at 8.1 

percent. This would re-

sult in a CTF value of 

$704 million, which is 
 

Figure 25 Projected RMI Trust Fund value through FY2023 




























































