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EXECUTIVE SUMMARY 
 
This report details the findings of an evaluation of the Island Development Program (IDP) 

in Tuvalu. This was the first Asian Development Bank (ADB) program loan to Tuvalu. 
 
Tuvalu has a population of 9,520 (2002 census). It has a total land area of 26 square 

kilometers made up of nine coral atolls and reef islands. The small size of the islands is 
accentuated by the distance between them, with the country extending over 1.3 million square 
kilometers of the central Pacific Ocean. Of the total population, about 4,360 live on Funafuti 
Island, where the national capital is located. The traditional Tuvaluan social structure conforms 
to a pattern common throughout most of Polynesia, whereby chiefs’ families have significant 
input into the management of island affairs. Elected members from these families form the 
councils of elders (falekaupule). 

 
Even though outer island development has been one of the highest priorities of every 

government since independence from the United Kingdom in 1978, the performance of outer 
island development programs has rarely matched the policy rhetoric. Consequently, support 
was needed for the then-Government’s comprehensive reform agenda involving greater 
democratization of decision-making powers (devolution) and the decentralization of 
responsibilities to outer island communities. This provided the rationale for the Program.  
 

The $4 million program loan, approved in 1999, was designed to support the devolution 
process by setting up a trust fund specifically for the outer islands known as the Falekaupule 
Trust Fund (FTF). The concept underlying the FTF was to invest the proceeds of the ADB loan 
(and contributions from the Government and from island councils [kaupule]) in international 
capital markets, have the funds professionally managed, and use the revenue generated by the 
fund to finance development in the outer islands on a sustainable basis. The income from the 
FTF would provide a sustainable source of funds for island council budgets given the lack of 
income opportunities in the islands. Advisory technical assistance (TA) was also provided to 
help the central Government and the island communities build the necessary capacity to 
undertake detailed planning and implementation of the IDP. 
 

Tuvalu’s own efforts and achievements were a critical factor underlying the program’s 
design. Tuvalu had developed a reputation for strong fiscal management, and the Tuvalu Trust 
Fund (TTF) is often cited as a good and replicable model for small economies with physical and 
resource constraints such as Tuvalu. With the introduction of the Falekaupule Act to 
decentralize power, the creation of the FTF was both timely and relevant. The FTF was based 
on the successful TTF model and has a high level of community ownership, as demonstrated by 
island councils’ and the central Government’s contributions to the fund. The FTF has low 
transaction costs, is flexible, and is demand-driven. It channels resources to the islands for 
projects identified by the communities themselves according to established criteria for project 
eligibility. 
 

The FTF was seen by the Government as a mechanism for other financing agencies to 
provide additional financial and technical support for island development. If successful, the 
Government anticipated that other external funding agencies would contribute to the fund. In 
2003, the New Zealand Government began a program of annual contributions to the FTF, 
reflecting growing donor confidence in this island development modality.  
 

The FTF grew in size from $6.0 million in 2000 to $14.0 million in 2005. Distributions 
were impeded by the poor performance of global markets following the events of 11 September 
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2001. Nevertheless, total distribution to the island communities by the end of 2005 has 
amounted to a 95% return on their investment. 
 

The FTF’s future success is closely linked to the professional management of the fund 
and to the fairness of the distributions. Disagreement on the distribution formula has been 
considerable, mainly because the recommendation of the fund consultants was not 
implemented and the Government influenced the final formula incorporated into the FTF. A 
better result may have been achieved had ADB insisted on a fair and equitable distribution 
formula in the trust fund deed as the major conditionality for loan effectiveness.  
 

The majority of the money from the first distribution of the FTF went to worthwhile 
projects that benefited all community members. However, islands were somewhat reluctant to 
spend all the FTF resources, because prior to the capping of contributions, the distribution 
formula encouraged the reinvestment of funds in the FTF. A reluctance to spend all the FTF 
resources for projects that are not considered urgent has also been apparent, with donor 
funding being sought instead. 

 
Under the IDP, ADB provided institutional support to supplement ongoing United Nations 

Development Programme assistance to help the central Government and island communities 
build the necessary capacity to undertake detailed planning and implementation of the IDP. 
Implementation was initially impeded by a lack of staff, as key Ministry of Home Affairs and Rural 
Development department personnel were overseas for long-term training for most of the program 
period. Nevertheless, the IDP made significant progress, and at the time of the Performance 
Evaluation Mission most of the staffing issues had been resolved.  
 

Although progress was made on most components of the TA, the terms of reference 
were extremely broad, resulting in resources being stretched across many areas. Local 
perceptions of the success of the TA and the IDP depended on the successful establishment of 
the FTF, and hence the terms of reference should have been more focused on achieving this 
objective. In 2002, the Government requested a contract variation to help conduct workshops to 
increase understanding of the FTF and resolve issues regarding the fairness of FTF 
distributions. This change did not achieve its objectives. The issue of the distribution formula 
was not resolved until the 2005 Leaders’ Summit and evidence from a New Zealand training 
needs analysis mission in 2004. The Operations Evaluation Mission visit to the outer islands in 
2005 found that further training and workshops are required to improve understanding of the 
FTF in island communities. 
 
 The Project was rated as successful, bordering on highly successful. The objectives 
were well founded on national social and economic needs, the Government’s devolution policy, 
and ADB’s strategy for Tuvalu. 
 
 The Project is assessed as highly relevant. Establishment of the FTF is consistent with 
the Government’s IDP, which covered two key policy areas that were deemed essential: (i) 
decentralizing, and thereby enhancing, regional autonomy; and (ii) fostering an enabling 
environment for regional development. 
 

The Project is assessed as effective. The FTF has been set up and is owned by island 
communities, with the objective of providing funding for island development. 

 
The training component of the IDP was rated as less effective. While training of Ministry 

of Home Affairs and Rural Development staff has been effective, the training and 
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communications component for island council staff and for communities in general was 
ineffective. The main failures were not translating the Falekaupule Act and supporting 
documents into Tuvaluan and the ineffectiveness of the training of trainers approach for 
members of the councils of elders and the staff of island councils.  
 

The Project is assessed as efficient. The FTF follows sound investment and distribution 
principles similar to the TTF. As of November 2005, the FTF had made two distributions 
amounting to $2.0 million over 5 years or $400,000 per year. This equates to an annual return of 
$51,000 per island, and while not as high as the $67,500 anticipated by the Appraisal Mission, 
the figure is significantly higher than previous governments’ contributions to the islands under 
the old Technical and Capital Assistance Program. As stated in the project completion report, 
fewer and more focused loan conditions would have been preferable. 
 

The Project is assessed as most likely to be sustainable. Sustainability relates to the 
investment policies the FTF has adopted and to the development programs for the islands. As 
with the TTF, a key feature of the FTF is that the fund must be maintained in real terms. This 
ensures that the purchasing power of the distributions is sustainable, as the capital in the fund 
grows at least in line with inflation as measured by the Tuvalu consumer price index. If the 
market value of the fund drops below the maintained value, then no distributions are made. As 
Tuvaluans have experience with the TTF and generally understand the issue of maintaining the 
fund’s value in real terms, the FTF itself is regarded as most likely to be sustainable. 
Sustainability is also likely because the fund is managed by three separate professional fund 
managers and adequate governance and oversight arrangements are in place. 
 

The main lesson from the Project is that when dealing with a trust deed, getting it right 
the first time is important. The distribution formula issue gave rise to major problems between 
island communities because of last-minute changes to the deed formula.  
 

Other lessons emerged over the life of the IDP, including (i) translation of crucial 
documents is essential when dealing with the island communities, (ii) training should take place 
on the islands when island communities are the major stakeholders, (iii) TA and advice from 
external parties are essential for long-term success of the FTF, and (iv) tranche conditions 
should have been more tightly focused to address the program’s objectives. 

 
Two recommended follow-up actions concern the need for auditing distributions from the 

FTF and for monitoring the transfer of funds from the National Bank of Tuvalu to the fund’s 
managers. 
 
 
 
 
 
 

Bruce Murray 
Director General 
Operations Evaluation Department 
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I. INTRODUCTION 
 
A. Evaluation Purpose and Process 

 
1. The Island Development Program (IDP or the Program) in Tuvalu was selected as part 
of the annual random sample of completed projects postevaluated by the Operations Evaluation 
Department (OED) of the Asian Development Bank (ADB). The Operations Evaluation Mission 
(OEM) visited Tuvalu from 6–29 October 2005. By that time the Falekaupule Trust Fund (FTF) 
had been established for 5 years, which provided a sufficient basis for evaluating program 
performance. The evaluation report prepared by the mission used the OED’s then new draft 
Guidelines for the Preparation of Project Performance Evaluation Reports for Public Sector 
Operations,1 and as such, it incorporates revisions in the structure and rating system. 
 
2. The evaluation draws on a review of project documents and other relevant studies and 
on discussions with ADB staff; senior officials of the Tuvalu Ministry of Home Affairs and Rural 
Development (MHARD), which was the executing agency; and representatives of other 
government agencies, nongovernment agencies, and communities from the eight islands.2 It 
also incorporates the findings of the OEM’s field visits to five of the eight outer islands.  
 
3. A copy of the draft evaluation report was shared with the ADB departments and offices 
concerned and those of the Government, and their views have been incorporated and 
acknowledged where relevant. 
 
4. In 2003, the project completion report (PCR)3 rated the Project as successful.4 The PCR 
found that the IDP had been implemented as intended, its main objectives had been achieved, 
and all tranche conditions had been fulfilled on time. The PCR noted that the establishment of 
the FTF and its initial distributions provided development capital for island communities in line 
with the FTF’s goals and that this allowed islands to implement their own projects. The OEM 
generally supports these findings. 
 
5. The PCR stated that even though the original design did not address training and public 
relations adequately, revisions arising from the midterm review allowed the use of technical 
assistance (TA) resources for those activities. As a result, community education programs were 
conducted to increase understanding of the FTF and training was provided to help residents of 
the outer islands manage their funds more efficiently. However, recent reports by the Economic 
and Social Commission for Asia and the Pacific and the United Nations Development 
Programme (UNDP)5 and the New Zealand Agency for International Development (NZAid),6 as 
well as the findings of the OEM, indicate that the performance of the training component of the 
IDP was only partly satisfactory. 
 

                                                 
1 ADB. 2005. Guidelines for the Preparation of Project Performance Evaluation Reports for Public Sector Operations. 

Manila. Available: <http://www.adb.org/evaluation>. 
2 There are actually nine islands but one island is under the control of another. For administrative purposes, 

falekaupules, etc., there are only eight islands. 
3 ADB. 2003. Project Completion Report on the Island Development Project in Tuvalu. Manila (Loan 1693-TUV). The 

PCR mission was fielded in November 2001.  
4 ADB uses a four-category scale for rating project and/or program performance: highly successful, successful, partly 

successful, or unsuccessful.  
5 Economic and Social Commission for Asia and the Pacific. 2001. Project Evaluation Report, Strengthening Local 

Government in Tuvalu. Suva. (November).  
6 NZAid. 2004. Training Needs Analysis. Wellington. (May). 

http://www.adb.org/evaluation
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6. The PCR also found that a number of important lessons emerged over the life of the 
IDP, including (i) translation of crucial documents is essential when dealing with the island 
communities; (ii) training should take place on the islands when island communities are the 
major stakeholders; (iii) TA and advice from external parties are essential for long-term success 
of the FTF; and (iii) tranche conditions should have been more tightly focused to address the 
program’s objectives. The OEM concurs that these are important lessons. 
 
B. Expected Results 
 
7. The IDP was classified as an economic growth project. Its goals were to reduce poverty 
and improve the quality of life of Tuvalu’s disadvantaged population. It aimed to provide support 
for the Government’s comprehensive agenda of reforms focusing on the development of the 
outer islands. The objectives were to (i) support the process of decentralization, (ii) foster 
sustainable development finance for island communities, (iii) promote an improved enabling 
environment for the private sector, and (iv) provide capacity-building assistance for developing 
an effective institutional framework for island development. The Program had two components: 
(i) building the capacities of the Department of Rural Development of MHARD and of the island 
councils (the kaupule), and (ii) providing a contribution to the FTF to be used for community 
grants to support private sector development. 
 
8. Under the Program, support was provided to supplement the ongoing UNDP assistance 
to help the central Government and the island communities build the necessary capacity to 
undertake detailed planning and implementation of the Program. ADB’s $4.0 million contribution 
to the FTF was matched by a similar amount of Government counterpart funds.  
 
9. One third of the population of the outer islands were poor around the time of program 
formulation.7 Moreover, the outer islands are where the most vulnerable groups are 
concentrated: the old, the very young, and a high proportion of women. Overall, the Program 
was expected to benefit the poor. The percentage of the population in the lowest income 
quartile living in the outer islands was 84%.  
  
10. The report and recommendation of the President (RRP)8 stated that the main program 
outputs expected to have an impact on these most vulnerable groups were (i) annual 
distributions from the FTF that would accrue to the islands for investment in social and 
economic infrastructure, maintenance, and support services for directly productive activities by 
either groups or individuals; (ii) upgrading of the Tuvalu Maritime School; (iii) better interisland 
transportation; (iv) community fisheries centers; and (v) training and capacity building. The latter 
two components had little positive impact on the most vulnerable groups on the islands. The 
fisheries centers failed, as they were never economically viable, while the training of trainers 
approach, which was carried out on Funafuti, saw almost zero transfer of skills and knowledge 
to the outer islands.  
 
 
 
 
 

                                                 
7 Tuvalu Statistics Office. 1994. Tuvalu Household Income and Expenditure Survey, 1994. Funafuti.  
8 ADB. 1999. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 

Technical Assistance Grant to Tuvalu for the Island Development Program. Manila. 

 



3
 
 

                                                

II. DESIGN AND IMPLEMENTATION 
 
A.  Formulation 
 
11. Tuvalu became a member of ADB in 1983, and the IDP loan was ADB’s first to the 
country. Following a request to ADB in 1997 for assistance to examine the concept of 
establishing a self-sustaining trust fund dedicated to the goal of outer island development, ADB 
provided project preparatory TA, which prepared the program.9 In 1998, ADB provided a second 
project preparatory TA to “establish a policy-based trust fund for Tuvalu.”10 This TA, after 
looking at a number of options, including a direct investment in the Tuvalu Trust Fund (TTF),11 
concluded that a separate and parallel fund to the TTF was the best way to achieve the 
objective of supporting decentralization, because of outer islanders’ suspicion that a centrally 
managed fund might not deliver significant benefits to the outer islands. The TA provided 
guidelines for the FTF’s structure and governance, which were closely based on the highly 
successful TTF model. The key objectives were that the new fund should provide a sustainable 
source of revenue for island development with a strong sense of ownership by the communities 
themselves. A draft trust deed and legislation were prepared with ADB assistance and were 
finalized to the Government’s satisfaction during the course of appraisal. Details on the 
Falekaupule Act, the FTF trust fund deed, the FTF secretariat, the contributions, the fund’s 
investment performance, the distribution formula and actual distributions to date, the use of 
funds, and the reserve account are given in Appendix 1. 
 
12. Tuvalu’s own efforts and achievements were a critical factor underlying the program’s 
design. Tuvalu had developed a reputation for strong fiscal management. The TTF is often cited 
as a good and replicable model for small economies with physical and resource constraints 
such as Tuvalu. People from all nine islands of Tuvalu participated in designing the FTF. This 
fund has low transaction costs, is flexible, and is demand-driven. It channels resources to the 
islands for projects identified by the communities themselves according to established criteria 
for project eligibility. 
 
13. A further factor underlying the fund’s design is that rural communities in Tuvalu do not 
require large-scale capital investments or projects to support their development needs. Rather, 
they require a number of small facilities or investments that cut across their social and economic 
activities, and the communities are in a much better position to know what these are than the 
central Government. Because the projects would be more demand-driven than in the past, the 
expectation was that they would be more likely to be maintained. The FTF was seen as an ideal 
modality for delivering the required finance for islands to implement such projects. 
 
14. A key conclusion and lesson from ADB operations in the Pacific is that process itself is 
central to outcomes and that “how we do things is perhaps as important as what we do.”12 A 
consistent finding of evaluation is that ensuring widespread and appropriate participation in and 
ownership of development programs, especially reforms, is crucial to their success. Ownership 

 
9 ADB. 1997. Technical Assistance to Tuvalu to Establish an Investment Fund. Manila.  
10 ADB. 1998. Small-Scale Technical Assistance to Establish a Trust Fund for Island Development in Tuvalu. Manila 

(TA 3074-TUV, approved on 23 September 1998, for $150,000). 
11 The TTF was set up in 1987 to help Tuvalu finance chronic budget deficits, underpin economic development, and 

achieve greater financial autonomy. Initial funding of $14.0 million was financed by the governments of Australia, 
New Zealand, Tuvalu, and United Kingdom, and the fund at evaluation stands at approximately $70.0 million. The 
TTF is governed by an international agreement between the four countries, with each having a seat on the board. 
An advisory committee of international experts advises the board.  

12 ADB. 2000. A Pacific Strategy for the New Millennium. Manila. 
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of the FTF is strong as evidenced by the contributions that the island communities and the 
Government made from their own resources to match the ADB loan. Table A1.1 in Appendix 1 
outlines the contributions made by the various islands. 
 
15. A weakness in the program formulation relates to the tranche conditions. As outlined in 
the PCR, fewer and more verifiable conditions that were directly relevant to the loan’s 
objectives, the setting up of the FTF, and the building of capacity in MHARD would have 
brought more long-term benefits to the island communities.13

 
16. In formulating the project, ADB followed standard approaches to implementation 
arrangements, consulting services, and procurement.14

 
B. Rationale 
 
17. Outer island development has been one of the highest priorities of every government in 
Tuvalu since independence; however, the performance of outer island development programs 
has rarely matched the policy rhetoric. Substantial rural-urban income disparities have led to an 
unsustainable flow of people from the subsistence economies of the outer islands to the public 
sector-dominated cash economy of the main island, Funafuti. This has both retarded growth in 
the outer islands and overburdened the infrastructure and environment of Funafuti. Island 
development led by the private sector, including family- or community-based initiatives, is 
essential to place the country on a more sustainable growth path. 
 
18. Since 1995, the Government has been implementing a comprehensive reform agenda. 
The rationale for this was to improve efficiency and effectiveness through greater 
democratization of decision-making powers (devolution) and the decentralization of 
responsibilities to outer island communities, including the provision of services that had 
previously been provided by the central Government. The reforms covered the following: (i) 
reforming the public sector, including corporatizing and privatizing government businesses; (ii) 
reorienting the economy toward private sector-led growth; (iii) improving the economic 
infrastructure; (iv) devolving the responsibility for island development to local governments; (v) 
implementing an education for life program; and (vi) improving human settlements.  
 
19. The elements of the reform program were outlined as priority areas in the Government’s 
Medium-Term National Development Strategy 1995 to 1998 in August 1995. They were 
reiterated by the then new Government in April 1999, when more emphasis was given to 
education and health, good governance, and equitable income distribution among the islands. 
The Falekaupule Act, enacted in December 1997 and in effect as of January 1999, provided for 
the progressive repeal of the old Local Government Act, with the goal of devolving power and 
responsibility for regional and rural development to the local levels, that is, from the central 
Government to the traditional councils of elders supported by elected islands councils. 
 
20. The program loan supported devolution by setting up the FTF, which was intended 
primarily to increase island budgets given the lack of income opportunities in the islands and to 
provide councils of elders with a means of achieving financial self-reliance. The Program 
provided support for the priority areas of the comprehensive reform agenda most relevant to 
                                                 
13 For example, there were 12 second tranche conditions, 3 directly related to the FTF, while the remainder dealt with 

the Tuvalu Maritime Training School (3 conditions), interisland shipping (2 conditions), fishing centers (1 condition), 
the central Government’s budget (1 condition), and the central Government’s accounting practices (1 condition).  

14 The loan Fact-Finding Mission was from 11–29 May 1998 and the Appraisal Mission was from 17–26 February 
1999. ADB’s Board approved the Project on 13 July 1999. 
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island development (Appendix 2). The Program was targeted primarily to the rural communities 
of the outer islands, where incomes are far lower than in the capital, Funafuti. The whole 
country was expected to benefit from more balanced regional development, as the islands 
would become increasingly self-reliant and less dependant on the central Government for their 
economic development. 
 
21. At the time of appraisal, ADB’s operational strategy for Tuvalu, as outlined in the 
Strategy for the Pacific: Policies and Programs for Sustainable Growth, emphasized moving the 
country toward sustainable development and self-reliance.15 It also encouraged greater 
ownership of projects through the targeted use of domestic funds. The Pacific Strategy for the 
New Millennium (footnote 12) highlights the use of trust funds as an important tool for long-term 
sustainability in microstates. ADB’s latest strategy document, A Pacific Strategy for the Asian 
Development Bank 2005–2009, notes that “it is difficult to achieve significant impact without a 
medium- and long-term commitment to a manageable number of clearly defined objectives. 
ADB needs a more analytic approach with longer time frames in fewer areas.”16 The FTF fits 
this criterion, in that Tuvalu has been provided with a long–term, sustainable fund with the single 
objective of financing island development.  
 
C. Cost, Financing, and Executing Arrangements 
 
22. The total program cost was estimated at $9.0 million, to be financed by an Asian 
Development Fund loan of $4.0 million equivalent and a direct contribution by the Government 
and island communities to the FTF. The Ministry of Internal Affairs and Rural and Urban 
Development was the executing agency and also had overall responsibility for implementation.  
 
23. The name of the executing agency changed twice over the life of the loan. At the beginning, 
it was the Ministry of Internal Affairs and Rural and Urban Development. It then changed to the 
Ministry of Local Government, Women, and Youth, and finally to the Ministry of Home Affairs and 
Rural Development. Thus during implementation of the IDP, the ministry assumed responsibility for 
the Community Affairs Office, the Department of Women, and the Department of Youth. This 
development improved the IDP’s ability to reach out to such groups and spread its impact 
throughout communities.  
 
24. The PCR noted that implementation of the IDP was impeded by a lack of staff, because 
key MHARD employees were overseas on long-term training for most of the program period. Also 
the ministry lacked prestige, which made attracting and keeping high-caliber staff difficult. 
Nevertheless, the Program made significant progress. At the time of the OEM, the staffing issues 
had been mostly resolved, with only two posts in the Department of Rural Development being 
vacant. The critical one of these was the rural trainer, who was due to return from overseas study 
at the end of 2005. 
 
25. The FTF was seen by the Government as a mechanism for other financing agencies to 
provide additional financial and technical support for island development. The trust deed makes 
specific provision for third-party contributions and, if successful, the Government anticipated that 
other donors would contribute to the fund. In 2003, the New Zealand Government began a 
program of annual contributions to the FTF. 
 

 
15 Office of Pacific Operations. 1996. Strategy for the Pacific: Policies and Programs for Sustainable Growth. Manila: 

ADB. 
16 Office of Pacific Operations. 2004. A Pacific Strategy for the Asian Development Bank 2005–2009. Manila: ADB. 
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26. An advisory TA grant amounting to $600,000 was attached to the loan.17 The grant was 
to help the Government implement the IDP by (i) strengthening the capacity of central and local 
government officials in planning, implementing, administering, and managing development 
projects; and (ii) implementing reforms to support the development of the outer islands as 
described in the IDP loan program matrix. 
 
D. Procurement, Construction, and Scheduling 
 
27. No procurement or construction was associated with this program loan. At appraisal, it 
was envisaged that the Program would be implemented over 3 years, commencing in August 
1999 and being completed by July 2002. The Loan Agreement was signed on 6 September 
1999 and the loan became effective on 19 November 1999. The loan was to be disbursed to the 
Government in two tranches of $2.8 million and $1.2 million. The Government would match these 
funds dollar-for-dollar. The first tranche was released on 19 November 1999 and the second 
tranche on 19 July 2001. ADB had expected full disbursement of the loan by 30 November 2000, 
but the Government had requested an extension of the loan closing date until 30 June 2001, which 
ADB approved, because additional time was needed to establish the shipping corporation and 
improve the frequency of shipping services to the outer islands. The initial disbursement time frame 
was realistic, but confusion about the most appropriate form of corporatization of the shipping 
service caused delays.  
 
E. Design Changes 
 
28. No major changes in scope occurred during implementation. 
 
F. Outputs 
 
29. The IDP program matrix is summarized in Appendix 3, which provides a review of 
components as at project completion and as at the time of evaluation. Appendix 4 provides a list 
of projects funded by the FTF at evaluation. 
 
30. The aim of the IDP is island development through decentralization, and the FTF provides 
a sustainable source of revenue for achieving that aim. The main thrust of the IDP was to create 
an enabling environment and provide the necessary support services for regional development. 
The Program’s policy framework covered two key policy areas that were deemed essential, 
namely, (i) decentralizing, and thereby enhancing, regional autonomy; and (ii) fostering an 
enabling environment for regional development. 
 
31. The Falekaupule Act was implemented in 1999. A copy of the act was distributed to 
each council of elders with the expectation that copies would be made for wider distribution to 
the community, but this did not happen. The act was in English and was a bulky document, as 
was the accompanying primer of questions and answers about the act. The failure to translate 
the Falekaupule Act and its primer into the local language prior to workshops and training turned 
out to be a significant failure. 
 
32. Training for the act included a series of sessions with MHARD staff, high chiefs, island 
council presidents, staff of island councils, and selected community members. Training of 
trainers courses were also run for community groups. All training was held in Funafuti with the 

                                                 
17 ADB. 1999. Technical Assistance to Tuvalu for the Island Development Program Implementation. Manila (TA 3221-

TUV, approved on 13 July 1999, for $600,000). 
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expectation that participants would pass on this knowledge to the wider community when they 
returned home. This approach did not work and little transfer of knowledge took place back on 
the islands. 
 
33. The establishment of the legislative framework for the FTF was an early achievement of 
the IDP. The FTF Act and deed were conditions for the release of the first tranche of the loan. 
 
34. The Rural Development Department directly supports outer island councils and their 
staff. The island council allowances and five island council staff on each island are paid by 
MHARD by means of the Falekaupule Act grant. This has created some confusion about whom 
these staff report to. Capacity has also been an issue on the islands. The 2001 UNDP review 
(footnote 5) found that while island council secretaries are experienced civil servants, the lower 
ranks remain weak. In particular, the new task given to island councils of planning their capital 
development programs and budgeting scarce resources required support, but this was not 
available. 
 
35. Under the Falekaupule Act, MHARD’s role includes helping island councils prepare, 
review, and revise island development plans and monitor and evaluate projects. The rural 
development and capacity-building TA (footnote 8) assisted with producing island profiles and 
development plans. 
 
36. Most of the money from the first distribution has gone to worthwhile projects that benefit 
the community as a whole; however, islands were somewhat reluctant to spend all the FTF 
resources, because prior to the capping of contributions, the distribution formula encouraged the 
reinvestment of funds in the FTF. Rather, the islands sought donor funding for projects not 
considered urgent.  
 
37. As the project list in Appendix 4 indicates, the most common items of expenditure have 
been for staff housing, community water cisterns, preschool buildings, and fencing for piggeries. 
Despite some criticism of the funding of housing, the OEM considers this a communitywide and 
acceptable use of funds. Government staff include teachers, nurses, and others who are often 
not from the island where they work and the island councils are responsible for providing them 
with suitable housing. Therefore providing a reasonable level of housing is important to ensure 
that this facet of staff contracts does not affect their work. A problem was created by the island 
of Niutao funding the renovation of the pastor’s house, as this was not seen as a 
communitywide project. The island council in Funafuti also funded the renovation of a bar, and 
this too was criticized. At the same time, the island council in Funafuti has directed money 
specifically toward women’s projects, whereas the lack of direct funding was an issue for 
women on all other islands the OEM visited. 
 
38. The policy framework envisaged that the Government would continue with its policies of 
prudent macroeconomic management. At the time of appraisal, the Government was 
experiencing high fiscal deficits and large overdrafts with the National Bank of Tuvalu (NBT) in 
its island accounts, and it was funding these by drawing down on the Consolidated Investment 
Fund.18

 
39. At the time of project formulation, the interisland shipping service was unreliable. The 
only ship needed frequent repairs and was costly to maintain, and repeated service interruptions 
had a high cost in terms of exports to Funafuti and beyond. Using Japanese aid, the 

 
18 Originally referred to as the TTF “B” account. 
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Government was able to purchase a new vessel in 2002, which has doubled the number of 
sailings per month. The communities on the islands visited by the OEM were all appreciative of 
the increased services, but the general comment was that a more stable schedule would be 
helpful. Sailing dates are often changed at short notice, and this adversely affects any attempts 
to export. 
 
40. The Government has invested considerable resources into providing electricity to island 
communities. By December 2000, the Government had installed diesel generators on all the 
islands. Although the supply is sometimes rationed, all islands reported significant 
improvements in electricity supply and its reliability in recent years. 
 
41. The overseas remittances earned by seafarers are the most important income source for 
island communities. The Tuvalu Maritime Training Institute was created in 2002 when the old 
maritime school was corporatized. Although the Government supports the institution, a number 
of problems with this relationship have arisen in the past. A serious concern is the absence of a 
formal agreement with the Government for the latter to pay for students’ scholarships. The flow 
of funds from the Government is irregular, and during the OEM the institute was seriously 
underfunded, had a number of outstanding bills, and was in danger of closing until the cabinet 
allocated $112,000 to fund it for the remainder of 2005. 
 
42. ADB approved a loan for a new building and equipment to upgrade the Tuvalu Maritime 
Training Institute to bring it up to international standards.19 The loan agreement was signed in 
October 2002, but construction had not started at the time of the OEM.20 The institute is an 
important component of Tuvalu’s economy and the Government and donors should support its 
operation wherever practicable. 
 
43. One of the tranche conditions of the Program was that the Government would establish 
community fishing centers on four islands before the release of the first tranche and that centers 
would be operating on all eight islands by November 2000 before the release of the second 
tranche. The Government met these conditions, but at a price: it has been struggling to staff and 
provide maintenance for these operations and they have generally failed, with most now being 
closed. 
 
44. At the time of program formulation, there was considerable debate on a proposal to 
merge the NBT and the Development Bank of Tuvalu. The minister of finance decided that the 
NBT and the Development Bank have two different mandates and that no merger would take 
place. Currently, the Government is in negotiations with Australia and New Zealand Bank for a 
partial purchase of the NBT.  
 
G. Consultants 
 
45. ADB provided a TA (footnote 8) to implement the Program’s institutional development 
and capacity-building component. The TA was to involve 18 person-months of consulting 
services over a 36-month period, commencing immediately after the release of the first tranche 
of the loan. The consultant firm provided a rural development and capacity-building expert for a 
total of 18 months spread over 36 months, a rural trust fund specialist who provided technical 
                                                 
19 ADB. 2002. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 

Technical Assistance Grant to Tuvalu for the Maritime Training Project. Manila. 
20 The estimated cost of the Project rose from $2.3 million in 2002 to $4.3 million in 2004. ADB approved an 

additional loan in August 2004 to cover the effects of the rising Australian dollar and increased construction costs 
caused by a building boom in the region.  
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back-stopping, and a participatory monitoring and evaluation specialist to monitor changes in 
the islands and the impact of the IDP.  
 
46. The TA scope covered nine components, and thus required some focus and 
prioritization during TA implementation. In 2002, the Government requested a contract variation 
to help conduct workshops to increase understanding of the FTF and resolve issues regarding 
the fairness of FTF distributions. ADB approved this request, but this change did not achieve its 
objectives. The issue of the distribution formula was not resolved until the 2005 Leaders’ 
Summit and evidence from the New Zealand training needs analysis mission in 2004. The 
OEM’s visits to the outer islands in 2005 revealed that further training and workshops are 
required with regard to the FTF. 
 
47. A participatory monitoring and evaluation survey in 2001 collected baseline data to help 
measure the Program’s overall impact. A follow-up survey was undertaken in 2003. 
Unfortunately, the results of the latter survey could not be located at the time of evaluation. 
OEM discussions with MHARD staff revealed that the fieldwork for the survey was undertaken 
using local staff, but the final tabulations and reporting were done independently by the 
consultant. As a result, the local staff felt they had missed an opportunity to be involved in one 
of the most important aspects of the survey, the analysis and reporting. MHARD counterpart 
staff also disagreed with some of the conclusions in the final report and would have welcomed 
the opportunity to comment on a draft before it was finalized and presented to the Government.  
 
48. The PCR reported that even though progress was made on most components of the TA, 
the terms of reference were extremely broad, resulting in resources being stretched across 
many areas. Local perceptions of the success of the TA and the IDP depended on the 
successful establishment of the FTF, and hence the TA should have been more focused on 
achieving this objective. 
 
49. The TA’s performance was rated as successful. Despite its broad scope, significant 
progress was made in most components. However, the lack of a dedicated secretariat for the 
FTF meant that many of the duties that a secretariat would have performed fell by default on the 
TA-funded consultants. The TA completion report21 stated that the Government was satisfied 
with the quality and timeliness of the outputs delivered. It also stated that the budget provided 
for training was limited and that “capacity building in the islands was extremely time- and cost-
intensive, given the transport and communications difficulties.” The OEM noted that the TA 
budget was underspent by $142,000 (24%). The issue of the training budget could have been 
addressed at the time of the midterm review or during the subsequent amendment to the terms 
of reference in 2002. 
 
H. Loan Covenants 
 
50. A total of 32 tranche conditions were attached to this program loan. Of the 20 conditions for 
releasing the first tranche, the majority (11) related to implementing the Falekaupule Act and 
setting up the FTF, 4 related to MHARD’s operations, and the remaining 5 dealt with issues 
pertaining to the central Government’s budgets and investment. Of the 12 second tranche 
conditions, only 3 related to the FTF and the remaining 9 related to shipping, the maritime school, 
the central Government‘s budgeting, and so on, all well outside MHARD’s mandate.  
 

 
21 ADB. 2004. Technical Assistance Completion Report for the Island Development Program Implementation. Manila. 
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51. The OEM supports the PCR’s view that the loan conditions were too broad and that a 
number did not directly improve the lives of people in the outer islands. Examples cited were the 
need for the central Government to introduce an output budget, amend its accounting and 
payment procedures, and balance the budget. A smaller number of well-focused conditions 
would have been better overall.  
 
52. The PCR stated that the Government complied with all tranche conditions, although delays 
occurred in meeting second tranche conditions related to shipping services. The delays were due 
to the Government adopting a new method of corporatization that staff were initially unfamiliar with. 
Note that these delays were outside MHARD’s control.  
 
53. At the time of the OEM, the issue with the shipping corporation remained to be resolved. 
Legislation establishing the Shipping Corporation had not been tabled in parliament and 
Government shipping operations still appear as an activity in the Government’s annual budget. 
The second tranche of the loan was released even though this tranche condition had not been 
met. The PCR, in its update of the program matrix, states that establishment of the corporation 
is complete, but this does not seem to be the case. However, this noncompliance did not 
materially affect the Program’s success. Indeed, the OEM questions why this was a tranche 
condition in the first place.  
 
I. Policy Framework 
 
54. No significant changes in policies occurred during the implementation period. 
 

III. PERFORMANCE ASSESSMENT 
 
A. Overall Assessment 
 
55. The overall assessment of the Program is successful (footnote 3). The objectives were 
well founded on national social and economic needs, the Government’s devolution policy, and 
ADB’s strategy for Tuvalu. The Project is rated at the upper end of the range of the successful 
category, that is, approaching highly successful. 
 
56. To arrive at the overall assessment, the individual component ratings were aggregated 
using weightings developed by the OEM that assign 75% of the weight to the FTF and 25% to 
implementation of the IDP. These weightings reflect the relative importance of the component 
groupings to expected overall program outcomes, taking into account their share of program 
costs at appraisal and adjusted to recognize the emphasis that the RRP (footnote 8) attached to 
the supporting institutions and policy. Individual criterion ratings were in whole numbers from   
0–3 in increasing order of project performance.22 The overall assessment is summarized in 
Table 1.  
 

                                                 
22 For example, irrelevant (0), less relevant (1), relevant (2), and highly relevant (3).  
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Table 1: Overall Performance Assessment 
 

     

Criterion 
Weight 

(%) Assessment 
Rating 
Value 

Weighted 
Rating 

     
     

1. Relevance 20 Highly relevant 2.8 0.6 
2. Effectiveness 30 Effective 2.0 0.6 
3. Efficiency 30 Efficient 2.0 0.6 
4. Sustainability 20 Most likely 

sustainable 
2.8 0.6 

     
Overall Ratinga  Successful  2.4 
        

a Highly successful, > 2.7; Successful, 2.7<S<1.6; Partly Successful, 1.6<PS<0.8; Unsuccessful, <0.8. 
Note:  See Appendix 5. 

 
B. Relevance 
 
57. The Project is assessed as highly relevant. The rating takes into account (i) the 
relevance to the country’s priorities and to ADB’s country and sector strategies, (ii) the 
adequacy of the justifications for the respective interventions, and (iii) the extent to which the 
interventions were appropriately designed to achieve the intended outcomes and impacts. 
 
58. The FTF is fully consistent with the Government’s priorities at the time of appraisal and 
at evaluation. At appraisal, Tuvalu’s medium-term national development strategy as set out in 
1995 listed the devolution of responsibility for island development to local governments as a top 
priority for the Government. At appraisal, the institutional strengthening of MHARD and the 
capacity building of local governments components were relevant to the then recent introduction 
of the Falekaupule Act and the FTF. The Government released its 2005 Te Kakeega II (social 
and economic development plan), which emphasized the development of the outer islands and 
of councils of elders as a strategic results area:23 “The outer islands have always been regarded 
as the heart of the nation, however in the last decade the heart has become weaker as outer 
island populations have declined and production in the traditional subsistence economy has 
fallen; to counter this, the Falekaupule Trust Fund has been established.” Thus, the FTF 
remained highly relevant at the time of evaluation. 
 
59. With the introduction of the Falekaupule Act, the creation of the FTF was both timely and 
relevant. The FTF is based on the successful TTF model, and during the design phase, four 
options were considered in relation to determining the most effective and efficient way of 
delivering an additional source of revenue for the development of island communities. The 
preferred option was a fund parallel to the TTF, as this would most likely (i) increase the 
availability of funds for the islands, (ii) increase local participation in development decisions, (iii) 
increase ownership of island development, (iv) improve incentive structures, and (v) produce 
lower transaction costs (see also paras. 11 and 13). 
 
C. Effectiveness 
 
60. The Project is assessed as effective. The FTF has been set up, with the objective of 
providing funding for island development, and is owned by island communities. In assessing 
effectiveness, the evaluation considers whether intended outcomes were achieved or are likely 
                                                 
23 Government of Tuvalu. 2005. Te Kakeega II, National Strategies for Sustainable Development, 2005–2015. 

Funafuti.  
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to be. It also takes into account the influence of the implementation process on project 
outcomes, including the effect of delays in outcomes and implementation side effects.  
 
61. Although the Project is assessed as effective, problems arose with the implementation of 
the FTF deed. The appraisal mission emphasized the program matrix and the loan’s tranche 
conditions. As stated in the PCR, fewer and more focused loan conditions would have been 
better. 
 
62. The main thrust of the Program—the setting up of the FTF and its associated deed—
was changed a number of times before the actual signing of the deed. Getting the trust deed 
right the first time was important, especially in light of the unanimous agreement clause that 
requires agreement by all eight islands and approval from ADB for subsequent changes. 
 
63. The major issue related to the deed revolved around the distribution formula (Appendix 
1, paras. 24–33). The success of the FTF is closely linked to the perceived fairness of the 
distributions, and disagreement on the distribution formula has been considerable. This 
stemmed mainly from the failure to implement the recommendation of the FTF consultants. 
Instead, the Government politically influenced the final formula incorporated into the deed. A 
more effective result may have been achieved had ADB insisted on a fair and equitable 
distribution formula in the deed as the major condition for loan effectiveness. The 2005 Leaders’ 
Summit appears to have resolved this longstanding issue by reverting to the formula contained 
in the RRP (footnote 8). 
 
64. Another area where the operation of the FTF was not particularly effective during its first 
4 years was the FTF secretariat. Initially MHARD, which had little understanding of trust fund 
operations or financial market analysis, undertook this role. Thus it was relatively ineffective in 
translating quarterly fund managers’ reports and communicating these to the trustees (Appendix 
1, paras. 11–15). The PCR also noted this and other related technical issues and recommended 
that the FTF receive ongoing, annual TA. This issue was resolved in 2003, with NZAid 
contributing to the fund and providing technical support for project cycle and financial 
management training as a complementary package. The secretariat issue was resolved in 2004 
with the formalization of the TTF secretariat’s appointment to serve the FTF board. 
 
65. The funding of projects from the FTF is assessed as effective. Initially, due to the 
problems with the distribution formula, islands were somewhat reluctant to spend all the FTF 
resources (para. 36; Appendix 1, para. 41). Nevertheless, a considerable number of projects 
have been funded under the first distribution from the FTF (Appendix 4). Most projects are in 
line with the four purposes specified by the deed (Appendix 1, para. 9); however, few projects 
have been aimed at income-generating activities for the islands and no funding appears to have 
been used for the first purpose (local training). 
 
66. Another important issue raised by women’s and youth groups during the OEM’s visits to 
outer islands was the need to have a separate allocation on each island for women and youth. 
Both groups expressed a lack of understanding on how to prepare project proposals for possible 
funding and felt they had little say in which projects the FTF chooses to fund as communitywide 
projects for their islands. This issue relates somewhat to the decision-making structure of 
Tuvalu society. All decisions on project funding must be ratified by the councils of elders, who 
on each island are men over the age of 50.  
 
67. The training component of the IDP was rated as less effective. While the training of 
MHARD staff was effective once staffing numbers improved during implementation, the training 
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and communications component for island council staff and communities in general was rated 
as ineffective. Communications failed because the act and its supporting documents were not 
translated into Tuvaluan and the training of trainers approach did not work at the island level for 
members of the councils of elders and island councils or for communities in general. 
 
D. Efficiency 
 
68. The Project is assessed as efficient. The FTF follows sound investment and distribution 
principles similar to the TTF (Appendix 1, paras. 20–33). The trustees appointed professional 
fund managers to manage the trust’s assets in line with the fund’s investment strategy as well 
as an investment monitor to review the fund managers’ investment performance and report to 
the trustees. The FTF also seeks professional consulting advice from time to time in relation to 
the performance and continued suitability of externally appointed fund managers, the adequacy 
of the trust fund’s returns, and the continuing appropriateness of the investment policy. 
 
69. After good returns in the first year of investment, the fund was affected by weakened 
global markets compounded by the 11 September 2001 terrorist attacks on the United States. 
The FTF lost further value with the deterioration of financial markets until 30 September 2002. 
The TTF faced a similar problem in mid-1987, just before the October stock market crash, but 
over 15 years, the TTF’s returns have exceeded the expected real returns of 5% per year by 2% 
per year. The FTF is expected to have similar real returns in the medium to long term. 
 
70. The Appraisal Mission estimated that a likely annual yield of $540,000 and an average 
per island provision of $67,500 from the FTF would represent a 420% increase over the 
average distribution of the Technical and Capital Assistance Support Fund, which had been 
used to fund island development programs prior to the establishment of the FTF. The 1998 
provision of $125,000 under the Technical and Capital Assistance Support Fund yielded 
average assistance of $16,000 to each of the eight islands. 
 
71. In the absence of a distribution from the FTF, which had only recently been invested, the 
Government provided grants of $375,000 in 1999 and $375,000 in 2000. These grants were 
split evenly among the island communities, with each island receiving $95,000 over 2 years. 
 
72. At OEM, two FTF distributions of $0.6 million in 2001 and $1.4 million in 2005 have 
taken place, or a total of $2.0 million over 5 years or $400,000 per year. This equates to an 
annual return of $51,000 per island. While not as high as the Appraisal Mission had anticipated, 
this is significantly higher than previous Government contributions to the islands under the old 
Technical and Capital Assistance Support Fund. Expectations are that as with the TTF, returns 
over the medium to long term will result in the average annual return rising and smoothing out 
the unfortunate result of a zero return in years 2–4 of fund investment. 
 
73. When compared with the islands’ own contributions (Appendix 1, paras. 16–19), the 
return on investment is exceptionally good. The islands have all contributed $270,000 each to 
the FTF, whereas their return as of September 2005 has averaged $255,000, a return of 95% 
over the 5-year investment period. 
 
E. Sustainability 
 
74. The Project is assessed as most likely to be sustainable. Sustainability relates to the 
investment policies adopted by the FTF and to the development programs on the islands. As 
with the TTF, a key feature of the FTF is that the fund must be maintained in real terms. This 
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ensures that the purchasing power of the distributions is sustainable, as the capital in the fund 
grows at least in line with inflation as measured by the Tuvalu consumer price index. If the 
fund’s market value drops below the maintained value, then no distributions are made. As 
Tuvaluans have experience with the TTF and generally understand the issue of maintaining the 
value of the fund in real terms, the FTF is regarded as most likely to be sustainable. The fund’s 
legal framework, as well as the governance and management arrangements, coupled with the 
country’s proven track record with the TTF, suggest that the FTF will be sustainable. 
 
75. A further sustainability issue relates to the investment portfolio. There are no absolute 
guarantees of sustainability in investment and the possibility of complete collapse of financial 
markets always exists. The fund manager’s role is to diversify the portfolio of assets to ensure 
that capital is protected against market downturns. The FTF has already been tested in this 
regard with the downturn in financial markets following the events of September 11, which 
affected  the FTF after only 1 year of investment. However, no panic ensued, and subsequently 
no distribution took place from the FTF for 3 years, with the trustees not even considering a 
drawdown in the capital value. They have been prepared to wait for an upturn in financial 
markets and the prospect of distributions in future years. The only real response to this 
downturn in markets has been to change to a fund manager with a more risk-averse portfolio 
(Appendix 1, para. 23). 
 
76. Island development projects from FTF distributions are assessed as sustainable. The 
OEM visited five islands, and the projects funded under the FTF were generally well maintained. 
In particular, where projects related to staff housing or upgrading and/or maintenance of island 
buildings, such as hospital wards, considerable efforts are being made to maintain these 
facilities. Island council members and other islanders spoken to have indicated clearly that 
ownership at the island level rather than the central Government level is having a positive 
impact on the islands’ upkeep of project facilities. 
 

IV. OTHER ASSESSMENTS 
 
77. The Program has had no significant environmental impacts, but it has generated 
considerable sociocultural impacts as a result of island communities’ participation in the 
Program. As stated in the PCR, island communities were originally asked to contribute to the 
FTF to promote ownership. Instead, the contributions became a source of division between 
islands, because the distribution formula was seen to favor larger islands. The situation caused 
hardship as competition to raise funds created a burden on families. The issue was resolved by 
capping islands’ contributions, but could have been avoided if a fair and equitable formula had 
been included as a conditionality of the loan. 
 
78. One important issue raised by women’s and youth groups during the OEM’s visits to 
outer islands was the equity of distribution of FTF funds (para. 66). In 2004, the NZAid training 
needs analysis team found that “the FTF was not widely seen as a viable and accessible 
funding option for women or youth” (footnote 6). The OEM was also given this feedback during 
group discussions on the islands during the 2005 mission. However, all groups on the islands 
support the trust fund concept, which they perceive as the best way forward for island 
development. 
 
79. ADB’s performance was rated as satisfactory. Disbursements have been timely and 
responses to requests for funding have been satisfactory. The Appraisal Mission might have 
recognized the difficulties inherent in implementing the Falekaupule Act and ensured that 
training was undertaken on the islands rather than using a training of trainers approach, but this 
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would have involved the introduction of a new training program, whereas this component was 
aimed at complementing a training program that the UNDP was already undertaking. 
 
80. The OEM noted that the appraisal team did not visit the outer islands. Even though this 
did not have any material adverse impact on the Program’s design in this case, best practice for 
future projects aimed at developing outer island programs would be to visit the islands during 
the project processing stage. 
 
81. ADB undertook two reviews during the course of the Program: in March 2000 and 
September 2000. Neither of these missions visited the outer islands, and therefore did not 
address the developing issue of capacity building on the islands. The problems with the training 
of trainers approach could have been identified at this time, which would have allowed an 
informed decision on how to address the issue. As it was, the TA terms of reference were 
amended in 2002, but this did not ensure that any further training would be undertaken on the 
islands. The OEM noted the positive response from communities to its outer island visits and 
their genuine appreciation of the time spent and effort made. 
 
82. The Government’s performance was rated as satisfactory. The disbursement of the 
second tranche of the loan was delayed because of problems with registering the new shipping 
corporation. Even though the corporation was registered with the company’s office, the 
legislation for the corporation has never been drafted, and thus the corporation was never 
established. This condition was outside MHARD’s purview. All other tranche conditions were 
fulfilled. Some capacity constraints were experienced in the beginning in relation to the 
executing agency, with a number of crucial staff absent on overseas study. However, MHARD 
was more than 90% staffed by the completion of the Project. Issues with island councils’ staff 
numbers and with vacant staff posts on all the islands also arose early on, but these had 
generally been addressed by the end of the Program. 
 
83. In June 2005, NZAid paid $550,000 into the TTF secretariat’s operating account at the 
NBT. This money has not been transferred to the TTF Australian fund managers because of a 
Government liquidity crisis. The Government owes the NBT more than $2.3 million in overdrafts 
on its island accounts for 2005, and the secretary of finance has stopped the transfer of FTF 
funds to cover these overdrafts. Australia has also had its latest contribution to the fund held 
back by the secretary of finance until the Government’s fiscal position improves. This is of 
considerable concern and should be monitored closely by external funding agencies. 
 

V. ISSUES, LESSONS, AND FOLLOW-UP ACTIONS 
 
A. Issues 
 
84. The main issues arising from the evaluation concern governance and accountabilities. 
 
85. The Government’s historically tight fiscal management practices have been strained in 
recent years (Appendix 2, Table A2.1) as the TTF, like the FTF, has suffered from a slowdown 
in global markets, and thus has experienced limited distributions. As a result, the Government 
drew down significantly on its reserve or Consolidated Investment Fund account (Appendix 2, 
paras. 26–28). In 2004 and 2005, the transfer of $1.5 million of the FTF funds held at the NBT to 
the overseas fund managers encountered a considerable delay. This delay was mainly due to a 
liquidity crisis at the NBT caused by the Government running up large overdrafts on its island 
accounts. An agreement was made with the NBT to transfer these funds gradually over the next 
12 months. Similar instances of fund diversion have occurred in the TTF, and donors need to 
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monitor this closely to ensure that similar mismanagement of funds does not occur in the future, 
as this could have a direct bearing on the sustainability of the FTF. 
 
86. The OEM believes that the new FTF secretariat is working well as defined by the 
Falekaupule Act. However, there is an issue of accountabilities once the funds have been 
distributed to island councils. The role of monitoring is not specifically defined in the deed, and 
thus MHARD is limited in its effectiveness. The Government contributed 80% of the funds in the 
FTF in the form of the ADB loan and matching contributions, and yet it has limited authority to 
request information on islands’ project spending. The act and deed allow for financial auditing of 
the island councils’ annual accounts, but no allowance is made for project auditing. Discussions 
with the auditor general revealed that only three of the eight islands have submitted any annual 
financial statements since the enactment of the Falekaupule Act and that these islands only did 
so after a visit to the islands by the auditor general and MHARD staff made specifically to help 
them prepare these statements. 
 
87. The Government, throughout its period of recent budget difficulties, has maintained its 
commitment to provide funding to councils of elders. It has sustained the flow of funds from the 
central budget to the islands to ensure that services could continue, but unless councils of 
elders are able to keep financial records and achieve satisfactory standards of governance, for 
the Government to justify making continued payments becomes increasingly difficult. 
 
B. Lessons 
 
88. The PCR reported a number of important lessons from the IDP. First, translation of 
crucial documents is essential when dealing with the island communities. The PCR reports that 
budgets should be provided for translation through loans or TA and that allowances should be 
made for delays associated with translation. The OEM agrees. Beyond this, the OEM believes 
that training for outer islanders should take place on the islands and not in the capital. In the 
case of the Falekaupule Act, every island resident of Tuvalu has a stakeholding in its 
implementation, and therefore their understanding of the FTF act and deed is important. 
 
89. Second, TA and advice from external parties are essential to the long-term success of 
the FTF based on the lessons learned from the TTF. Capacity constraints are significant in 
microstates, so if ADB is to encourage and support the use of trust funds as a tool for 
development assistance, then it must bear in mind the need for ongoing support. Added to this 
is the need to have a dedicated secretariat rather than having Government employees perform 
secretariat functions on a part-time basis. The IDP was also somewhat hampered initially 
because of a lack of counterpart staff, but this issue has been resolved. 
 
90. Third, tranche conditions for loan release could be more tightly focused to address 
program objectives. Conditions such as improving the Government’s payment procedures, 
introducing output budgeting, and corporatizing the Tuvalu Maritime School were not directly 
relevant to the loan’s objectives. Fewer and more verifiable conditions that are directly related to 
loan objectives would bring more long-term benefits to the island communities. With something 
as important as a trust deed, getting it right the first time is vital. In addition, the issue of the 
distribution formula should not have been allowed to remain unresolved for so long. A fair and 
equitable distribution formula should have been imposed as a tranche condition, as this has 
been a major source of disagreement and tension among trustees. 
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C. Follow-Up Actions 
 
91. The recommendations for follow-up are presented in Table 2. 
 

Table 2: Recommendations for Follow-Up 
 

   

Action Responsibility Timeframe 
   

The Asian Development Bank 
should encourage the Government 
of Tuvalu to continue the program 
of auditing the accounts of island 
councils. 
 

Pacific Regional Department, auditor 
general, and Ministry of Home Affairs 
and Rural Development 

As soon as 
possible, with at 
least annual 
follow-ups 

The Asian Development Bank 
should monitor the transfer of 
councils of elders’ trust funds held 
by the National Bank of Tuvalu to 
the overseas fund managers to 
ensure that this takes place in a 
timely fashion and that funds are 
not diverted for other purposes. 

Pacific Regional Department, 
Ministry of Home Affairs and Rural 
Development, and Ministry of 
Finance 

As soon as 
possible, with at 
least annual 
follow-ups 
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FALEKAUPULE TRUST FUND 
 

A. Background 
 
1. The traditional Tuvaluan social structure conforms to a pattern common through most of 
Polynesia whereby members of chiefs’ families have significant input into the management of 
island affairs. Elected members from these families form the councils of elders (falekaupule). 
 
2. In the past, the Government’s top-down assistance to the islands has suffered from high 
costs, low efficiency, and distorted priorities. As a result, the central Government’s relationship 
with the islands’ traditional leadership deteriorated. To improve this situation, the Government 
decided to devolve power for local government to the islands’ traditional leadership and to make 
island councils (kaupule) responsible to them. Devolution has been initiated by the reform of 
local government legislation. 
 
B. Falekaupule Act 
 
3. After more than 3 years of consultations, workshops, and training involving island 
leaders and government employees, the Falekaupule Act was enacted in December 1997. The 
key provisions of the act enable greater participation by the islands in their development. The 
Falekaupule Act addresses issues of responsibility and accountability by making island councils 
responsible to councils of elders instead of to the central Government. 
 
4. The act is statutory recognition of the councils of elders as the primary institution for 
overseeing island affairs, with the island councils acting as their executive arm. The island 
councils are elected by registered voters and their committees, such as the island development 
committees, are the major avenue for community participation in decision making. 
 
5. The legislative framework for the Falekaupule Trust Fund (FTF) is also outlined in the 
Falekaupule Act. The operation of the FTF requires full community understanding of the 
Falekaupule Act and its supporting systems, particularly with regard to decision making. In 
2004, the United Nations Development Programme funded a study tour of all the islands to 
assess the implementation of the Falekaupule Act. The following four major concerns were 
raised during this consultation process: 
 

(i) the need to provide people with adequate information (in simple language) about 
the act’s contents and provisions;  

(ii) the need to translate the act into the Tuvaluan language so that people can 
better understand it;  

(iii) the need to distinguish the roles of and participation by the main development 
players (councils of elders, the council of elders assembly, island councils and 
their staff); and 

(iv) the need to amend certain provisions that were inconsistent with the act’s 
general principles and had caused disagreements and disparities, particularly 
between the island councils and councils of elders. 

 
6. As a result a number of amendments to the act were proposed, most of which were 
aimed at eliminating the limitations set on the councils of elders. These amendments were 
endorsed at the Leaders’ Summit in October 2005 and will be tabled at the next sitting of 
parliament. 
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C. Falekaupule Trust Fund Deed 
 
7. The prime minister and representatives of each of the eight councils of elders trustees 
signed the deed establishing the FTF in Funafuti in July 1999. The president of the trust is the 
minister responsible for island development. The councils of elders are fund trustees and 
appoint one board member to act on their behalf. Any decisions by the board must be 
unanimous. 
 
8. The main role of the FTF is to bolster island councils’ budgets given the lack of income 
opportunities in the islands and to provide councils of elders with a means to achieve financial 
self-reliance. Government grants to the island councils are therefore expected to be gradually 
phased out as the FTF consolidates its role in relation to the development of each island. 
 
9. The FTF deed specifies the following purposes for the fund:  
 

(i) assisting with the acquisition and development of skills and the development of 
self-reliance in the island communities by means of local training; 

(ii) enabling the communities to acquire, maintain, and improve their assets and 
resources to further education and self-reliance; 

(iii) funding community projects that improve the communities’ living conditions; and 
(iv) increasing the ability to generate revenues within the communities. 

 
10. The FTF is a community owned and managed funding mechanism. Community 
members are not only beneficiaries of the fund, but also have a role to play in ensuring that the 
funds are used in an equitable, transparent, and accountable way and to communities’ benefit. 
In 2004, the training needs analysis team of the New Zealand Agency for International 
Development found that “the FTF was not widely seen as a viable and accessible funding option 
for women or youth.”1 The OEM was also given this feedback during group discussions when it 
visited the islands during its 2005 mission. However, all groups on the islands support the trust 
fund concept and perceive it as the best way forward for island development. 
 
D. Falekaupule Trust Fund Secretariat 
 
11. The FTF secretariat role was initially performed by staff of the Ministry of Home Affairs 
and Rural Development, who had little experience with trust fund operations. This was not ideal, 
as the secretariat’s role was one of specialization and required a full-time commitment, which 
was not evident in this structure. By default, the Asian Development Bank’s (ADB’s) technical 
assistance associated with the FTF began to assume the day-to-day role of a secretariat. 
 
12. The Tuvalu Trust Fund (TTF) has an advisory committee consisting of specialist 
consultants who meet twice a year to provide objective advice to the board on the annual 
distribution and on fiscally responsible options for use of the funds. By contrast, the FTF was 
only being supported by Government staff on a part-time basis. 
 
13. At the November 2003 board meeting, the trustee for Nukufetau raised his concerns 
about not having regular updates on the performance of the FTF. He added that as a board 
member, he is accountable to his council of elders for all matters pertaining to the proper 
management of its interest in the FTF. This type of complaint was regularly made at board 
meetings during the first 4 years of the FTF’s operations. 

 
1 NZAid. 2004. Training Needs Analysis. (May). 
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14. At the end of 2003, an FTF adviser was recruited under New Zealand Agency for 
International Development assistance. In addition, the secretariat issue was finally resolved at 
the November 2004 board meeting with the formalization of the TTF secretariat’s appointment 
to serve the FTF board. Therefore, the same secretariat serves both boards. The intent was to 
allow staff of the Ministry of Home Affairs and Rural Development to concentrate on their core 
activities, while providing supervisory and monitoring roles on the secretariat’s activities.  
 
15. The trust deed requires the trust’s accounts to be audited annually and be tabled in 
parliament. KPMG (Fiji) is currently finalizing the audit of the 2003 accounts and these will be 
available by November 2005 and the secretariat is currently working on the 2004 annual report, 
which will be completed and ready for auditing before the end of 2005. The new FTF secretariat 
has worked hard to clear the backlog in this area. 
 
E. Contributions 
 
16. The fund was consolidated on 4 February 2000 and an amount of $6.0 million was 
invested in Australia. The $6.0 million consisted of the first tranche of the ADB loan, a small 
amount of island contributions, and the Government’s contributions matching these two sources 
of funds. At this time, the FTF was also granted an exemption from Australian taxes. 
 
17. The Government’s matching contributions have always been an issue in terms of their 
unfair impact on the shares of each trustee. It was noted at the June 2005 board meeting that in 
the beginning, some trustees borrowed money from organizations to push up their shares 
following the initial Government policy not to set a ceiling for the Government’s dollar-for-dollar 
matching commitments. The Leaders’ Forum in June 2002 agreed that the Government’s 
matching contributions would be capped at $195,000 per island and that contributions by each 
island would be capped at $270,000 (the amount that Niutao had reached by March 2002). 
Setting the ceiling at this level eliminated the competition among island communities to raise 
money. By the end of September 2005, all islands had contributed the maximum level of 
investment and the Government had met its commitment to match councils of elders’ 
contributions (Table A1.1). 
 

Table A1.1: Falekaupule Trust Fund Contributions as of September 2005 ($’000) 
 

 
Contributor 

Amount 

A. Government of Tuvalu  
 1. Asian Development Bank loan 4,884 
 2. Loan Counterpart Funds 4,888 
 3. Island Counterpart Funds 1,564 
  Subtotal 11,336 
  

B. Island Contributions 2,158 
C. New Zealand Government 714 
  Total 14,208 

Source: Falekaupule Trust Fund Secretariat, presentation to the 2005 Leaders’ Summit. 
 
18. The trust deed makes specific provision for third-party contributions. In 2003, the New 
Zealand Government began a program of annual contributions to the FTF. At OEM, the 
contributions have totaled $680,000 and these, along with support for project cycle and financial 
management training, are envisaged as a complementary package. The Australian Agency for 
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International Development has also expressed interest in contributing to the fund and is awaiting 
the outcome of its 2005 review of the TTF. 
 
19. In 2004 and 2005, a considerable delay occurred in the transfer of $1.5 million of the 
FTF funds held at the National Bank of Tuvalu (NBT) to the overseas fund managers. The 
secretariat explained that the delay was due mainly to a liquidity crisis at the NBT caused by the 
Government of Tuvalu running up large overdrafts on its island accounts. After negotiations 
between the secretariat and the manager of NBT, agreement was reached that the NBT would 
offer a competitive interest rate of 8% per year for the FTF funds with the NBT and that it would 
transfer the $1.5 million in installments over 1 year, with the first $1.0 million to be transferred in 
June 2005. At the time, the board noted that the NBT’s liquidity status could have affected the 
entire nation should the $1.5 million have been transferred immediately. 

 
F. Investment Performance 
 
20. The FTF follows investment and distribution principles similar to those of the TTF. The 
FTF’s investment objective is to maximize returns on medium-term investments subject to 
constraints aimed at containing fluctuations in returns over shorter periods. Out performance 
over shorter periods is sought relative to a notional return on a benchmark portfolio designed to 
reflect the risk profile used to guide the investment of the assets at the time.  
 
21. The trustees appointed three professional fund managers to manage the trust’s assets in 
line with the FTF’s investment strategy. The trustees appointed an investment monitor, Mercer 
Investment Consulting, to review the investment performance of the fund managers and to 
report to the trustees. From time to time, the trustees also seek professional consulting advice 
on the performance and continued suitability of externally appointed fund managers, the 
adequacy of trust fund returns, and the continuing suitability of the investment policy. 
 
22. After a good return in the first year of investment, the fund was affected by weakened 
global markets compounded by the terrorist attacks of 11 September 2001. The FTF lost further 
value with the deterioration of financial markets until 30 September 2002. The TTF had a similar 
problem in mid-1987, just before the October stock market crash, but over 15 years, the TTF 
returns have exceeded expected real returns of 5% per year by 2% per year. The FTF is 
expected to have similar real returns in the medium to long term. 
 
23. Watson Wyatt was appointed as the new fund manager in 2003 following the TTF 
board’s decision to appoint Watson Wyatt as the new TTF fund manager. Watson Wyatt 
subsequently presented a proposal for improving the efficiency of both the asset allocation and 
management structures. The net effect of the recommended changes to the fund’s investment 
structure is that the fund should have a greater chance of achieving its investment potential, and 
hence be better placed to support the board’s financial objectives. The proposed changes were 
not expected to significantly increase the returns generated by the fund, but to make the returns 
less volatile on an annual basis and thus more likely to make a payout every year. The 
proposed new investment structure was identical to that used by the TTF and the Tuvalu 
National Provident Fund. 
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G. Distribution Formula 
 
24. The idea of trust fund financing of government is eminently suitable for small, resource-
poor countries such as Tuvalu. However, the success of the FTF is closely linked to the fairness 
of distributions from the fund. 
 
25. There has been considerable disagreement among members of the FTF board on the 
way funds are distributed, with two islands receiving the lion’s share of the first distribution in 
2001. Five of seven islands complained that while they all signed the trust deed, the terms of 
the deed were repeatedly changed in the lead up to the signing and that they were rushed into 
signing the final deed. 
 
26. The formula originally recommended by the consultants and supported by government 
officials envisaged splitting the fund into two parts, one consisting of islands’ contributions and 
the dollar-for-dollar matching of these contributions and the other consisting of the ADB loan 
and the Government’s matching contribution. The idea was for the islands to get a full return on 
their contribution while the returns from the loan component would be distributed according to 
development criteria, because the loan was a national asset. The development criteria that were 
originally envisaged were 50% of the returns being evenly distributed among the eight islands 
and 50% according to population. The rationale was that each island has to meet certain basic 
needs (hence the even distribution) and that each island also had needs according to its 
population base (hence the split according to population). 
 
27. Under the deed as it stands, the calculation of the distribution among the islands is 
based only on contributions from each island plus the Government’s incentive contribution that 
matched these initial island contributions. This means that the distribution does not reflect the 
development needs of the island communities, but merely the amount of capital an island could 
raise. Residents of the smaller islands felt that the distribution had been unfairly politicized to 
benefit the larger, more powerful islands. If left unchanged, the larger islands would eventually 
dominate the fund, resulting in competition among islands to raise capital rather than to develop 
community assets. Last-minute changes to the formula also seem to be aimed at achieving 
more freedom in implementing the fund than is the case for the TTF. The TTF has strict rules 
and the board structure is such that aid agencies have the controlling vote. In particular, the 
concerns over the formula were that 
 

(i) the distribution formula does not support the goals of the FTF, as distributions 
from the fund should be based on the principles of island development; 

(ii) the islands should not compete to make additional contributions to the fund, 
therefore the trustees should reduce the incentive to make additional 
contributions; and  

(iii) the loan from ADB and the Government matching of the loan are national 
resources that should be shared according to national objectives for island 
development. 

 
28. The changes the Government made to the distribution formula handicapped the FTF 
from the beginning. So much ill-feeling was generated by this that obtaining any consensus on 
changes to the deed, let alone issues about how the funds should be used, was difficult. Most 
islands took an understandably narrow, self-interested view rather than adopting a national 
perspective. 
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29. The concerns about the distribution formula were so widespread that a commission of 
inquiry was held in 2001 to determine and lay out the facts about the initial raising of funds. The 
commission concluded that because of the inherently competitive nature of Tuvalu island 
communities when pitched against each other in island matters, one community losing face 
because it contributed less or benefited less from the fund could ignite bitter interisland rivalry. 
This unhealthy competitive spirit could force communities to contribute to the fund indefinitely 
from their meager resources, even if they faced severe economic hardships as a result 
(Commission of Inquiry, pp. 9–10). 
 
30. A change in the formula requires a change in the FTF deed, which requires unanimous 
agreement of the islands and confirmation by parliament. In 2000, the year the fund was 
actually consolidated, board members were already discussing the need to change the formula. 
This issue was raised in parliament, but parliament passed it back to the board to resolve. At the 
June 2001 meeting of the board of trustees, the board considered a position paper prepared by 
the ADB-funded Rural Development Trust Fund expert on Resolving the Distribution Formula 
Issue. However, the change of Government in December 2001 delayed getting an agreement in 
writing. 
 
31. After a series of island workshops and consultations followed by an island leaders’ 
summit in June 2002, the islands agreed to changes to the FTF deed. The formula remained the 
same, but the islands agreed to cap contributions by islands and the Government to even out 
FTF distributions. This, however, has resulted in disproportional benefits to the small islands, 
and as a result no payout has been made under these conditions. 
 
32. The formula was reviewed again during the 2005 leaders’ summit (attended by the 
OEM). Once again the topic was immensely controversial, and after considerable debate, the 
leaders resolved to revert to the formula contained in the report and recommendation of the 
President2 (50% island contributions, including the Government incentive; 25% equally 
distributed to the islands; and 25% based on population). The 2005 distribution is set to be paid 
out under these rules. 
 
33. A major issue with the disagreement about the FTF distribution may be that changing 
the deed requires unanimous agreement by trustees, and therefore resolving issues pertaining 
to the deed is not an easy process. Thus for the last 5 years board meetings have seen 
continuous debate on the issue, and although most islands have agreed to a change, 
consensus has not been reached and no changes have been made, even if the proposed 
changes make sense for the country as a whole.  
 
H. Distributions 
 
34. The key principles in setting the distributions of FTF money are fairness, transparency, 
and consistency. Following the end of each financial year, the FTF secretariat determines the 
amount available for distribution. According to the deed, the “distribution amount shall not be 
greater than the redemption value of the FTF at the end of the financial year, minus the real 
value of the Trust Fund calculated against the Tuvalu consumer price index” (the TTF uses the 
Australian consumer price index). The value is adjusted for any contributions made to the trust 
and the board then passes a resolution on the distribution. 
 

 
2 ADB. 1999. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 

Technical Assistance Grant to Tuvalu for the Island Development Program. Manila. 
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35. The Government provided grants of $375,000 in 1999 and $375,000 in 2000 in the 
absence of a distribution from the FTF, which had only recently been invested. Those grants 
were split evenly among the island communities, with each island receiving $94,000 over 2 
years. 
 
36. At its June 2001 meeting, the board calculated that as of 31 March 2001, the FTF had 
$612,000 available for distribution to the outer islands. The board decided to distribute $613,579 
to the island communities according to the distribution formula, leaving $19,000 for each island 
in a buffer account. As a result of the FTF’s poor performance in 2001, the June 2002 board 
meeting decided to distribute the reserve fund to help island communities fund their projects. 
Distributions in the first year represent a huge return of 60% for each contribution. On these 
results alone the FTF may be judged as successful and as meeting its objective of providing 
development finance to councils of elders. 
 
37. As of September 2005, the market value of the FTF was $17.9 million, including a 
balance of $1.0 million at the NBT. The maintained value at this time was $16.5 million, which 
has allowed for a distribution of $1.4 million to be included in the islands’ budgets for 2006. 
 
38. Table A1.2 summarizes distributions by island to date. As the table shows, when the 
distribution is compared with actual island contributions, the return on investment is 
exceptionally good. Islands have received an average return of $255,000, or 95% of their total 
contribution. Due to the nature of the first distribution, which saw payouts ranging from $27,000 
for two of the smallest islands up to $100,000 for the largest islands, three islands have already 
had a return on their capital of more than 100%. 
 

Table A1.2: Island Contributions and Distributions  
 

 
Island 

Contribution 
($’000s) 

Distribution 
($’000s) 

 
Percentage 

Funafuti 270 293 109 
Nanumea 270 256 95 
Nanumaga 270 231 86 
Niutao 270 283 105 
Nui 270 213 79 
Nukufetau 270 255 95 
Nukulaelae 270 198 74 
Vaitupu 270 315 117 
      Total 2,158 2,044 95 

Source: Falekaupule Trust Fund Secretariat, presentation to the 2005 Leaders’ Summit. 
 
I. Use of Funds 
 
39. The FTF is to be used to support high-priority, community-based projects. Its importance 
lies in its sustainability, reliability, and flexibility. Even if island communities make some 
unproductive investments in the initial years, through the process of learning by doing, future 
investments will not be jeopardized, as the FTF will maintain its real value. Each of Tuvalu’s 
eight islands includes the FTF distributions as development revenues in their annual budgets. 
The budget is approved by the council of elders assembly. 
 
40. Rural communities in Tuvalu do not require a few large-scale capital investments and/or 
projects to support their development needs. Rather, they require a number of small facilities 
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and/or investments that cut across their social and economic activities and they are in a much 
better position to know what these are than the central Government. Because the projects will 
be more demand-driven than in the past, they are also much more likely to be maintained. 
 
41. The majority of the money from the first distribution has gone to worthwhile projects 
(Appendix 4) that benefit the community as a whole; however, islands were somewhat reluctant 
to spend all the FTF resources because prior to the capping of contributions, the distribution 
formula encouraged the reinvestment of funds in the FTF. Islands have also been reluctant to 
spend all the FTF resources on projects not considered urgent, instead seeking external 
agencies’ funding for such projects. 
 
42. In 2002, the FTF board developed a negative list of expenditures that could not be made 
with fund proceeds because they did not reflect the FTF’s objectives. The objective was to 
restrict spending on consumption, religious activities, and any other activities not in line with the 
purposes specified in the FTF deed. The restrictions were intended to ensure that the benefits 
were available to all communities on an island; however, at its November 2003 meeting the 
board overturned its previous ruling and threw out the negative list.  
 
43. As the project list in Appendix 4 indicates, expenditures were most commonly made for 
staff housing, community water cisterns, preschool buildings, and fencing for piggeries. Despite 
some criticism of funding housing, this is deemed a communitywide and acceptable project. 
Government staff include teachers, nurses, and others who are often not from the island where 
they work, and the island councils have a responsibility to provide them with suitable housing. 
Providing a reasonable level of housing is therefore important to ensure that this facet of 
employees’ contracts does not affect their work on the island. A problem has been created by 
the island of Niutao funding the renovation of the pastor’s house, as this was not seen as a 
communitywide project. The Funafuti island council also funded the renovation of a bar, and this 
too was criticized. At the same time, Funafuti has directed money specifically for women’s 
projects, and a lack of direct funding was an issue for women on all other islands the OEM 
visited. 
 
J. Reserve Account 
 
44. The Department of Rural Development is responsible for maintaining a list of completed, 
current, and proposed projects, but this is currently not up-to-date in relation to proposed 
projects. This appears to be a result of no distributions for the last 3 years and the islands being 
unaware that a reasonable distribution from the FTF would be made in 2005, and thus that they 
would need to obtain project proposals from their communities. 
 
45. With the prospect of a significant distribution from the FTF to councils of elders budgets 
in 2006, the 2005 Leaders’ Summit considered the issue of reestablishing a buffer or reserve 
account. This would provide an opportunity for councils of elders to put funds aside in the event 
that the FTF does not provide a distribution in a future year. Currently, the FTF lacks a specific 
provision for establishing a reserve or buffer account, which is an important component of the 
TTF. 
 
46. Given its size (after only one distribution), in 2001, the reserve account was unable to 
serve the purpose of proving adequate funds to the island councils during a period of 4 years 
when the FTF’s market value was still under its maintained value. One could also argue that the 
absence of appropriate rules led to the reserve account being terminated prematurely. 
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47. Maintaining a reserve account could help to provide the councils of elders with sufficient 
funds when distributions from the fund are not available. The proposed reserve account could 
also supplement a distribution should the fund provide only a relatively small distribution. 
Moreover, when the fund distributes more than what the councils of elders require in any given 
year, the excess funds would be reserved for rainy days. The reserve account would also be 
held by the fund managers and would therefore be expected to produce a better return than 
what could be expected by individual islands investing unspent money in the NBT. Island 
leaders decided that each island would be responsible for managing its own reserve account if it 
wished to create one. 
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ISLAND DEVELOPMENT PROGRAM 
 
1. The main aim of the Island Development Program (IDP) was development through 
decentralization. The Falekaupule Trust Fund (FTF) provides a sustainable source of revenue to 
help achieve this aim. The main thrust of the IDP was to create an enabling environment and 
provide the necessary support services for regional development. 
 
2. In the past, island communities have been the recipients of aid with little real control over 
the process of development. The IDP was expected to greatly heighten island communities’ 
sense of ownership of development projects by means of the projected increase in the money 
available for capital projects and maintenance and the flexibility with which the islands could use 
the money for projects that responded to their most pressing needs. Because the projects would 
be determined by the island communities for the island communities, they would be much more 
likely to be maintained than projects that may have been suggested by nonislanders.  
 
3. The Program’s policy framework covered two key policy areas that were deemed 
essential for results: (i) decentralizing and enhancing regional autonomy, and (ii) fostering an 
enabling environment for regional development. 
 
A.  Decentralizing and Enhancing Island Communities’ Autonomy 
 

1. Improve Local Governance of Island Communities 
 
4. Implementation of the Falekaupule Act permitted a shift of responsibility for managing 
development programs in the outer islands from the central Government to local communities. 
The act gives more power to islanders to fulfill their needs and to make decisions themselves 
rather than continuing to rely on the central Government and funding agencies and makes local 
governments accountable. The improvement of local governance includes the following 
strategies: 
 

(i) public relations and training on implications of the Falekaupule Act, 
(ii) human resources development in support of the Falekaupule Act, 
(iii) implementation of legislation that gives increased autonomy to island 

communities, and 
(iv) ongoing implementation of the Falekaupule Act. 

 
5. The Falekaupule Act was implemented in 1999. A copy of the act was distributed to 
each council of elders (falekaupule) with the expectation that copies would be made for wider 
distribution to the community; however, this did not happen. The act was in English and was a 
bulky document, as was the accompanying primer of questions and answers about the act. 
  
6. The failure to translate the Falekaupule Act and its primer into the local language has 
turned out to be a significant failure. The complaint from all the islands has been about the 
conflict between the councils of elders and island councils (kaupule) on their powers, and hence 
on the way in which the two institutions should operate. The islands attribute the fault to a lack 
of understanding of the legislation and primer. A translation of these two vital documents would 
have contributed substantially to minimizing, if not preventing, confusion on the islands’ part. 
 
7. Efficient and effective local government requires a level of human resources capacity 
that matches the human resources capacity of the central Government. Training for the act 
included a series of sessions with Ministry of Home Affairs and Rural Development (MHARD) 
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staff, high chiefs, presidents of island councils, island council staff, and selected community 
members. Training of trainers courses were also run for community groups. All training was held 
in Funafuti with the expectation that participants would pass on this knowledge to the wider 
community when they returned home. Comprehensive staff guidelines and financial guidelines 
were also only produced in English. 
 
8. The 2001 United Nations Development Programme review1 stated that “with the benefit of 
hindsight, this can be seen as a very modest awareness program, given the significant 
organizational reforms and attitudinal changes required and the high level of human resources 
capacity needed to fully implement the Act.” The report questioned the quality of this training, 
the selection of participants, and the amount of transfer (if any) of information and knowledge 
from participants back to communities. 
 
9. Three years later, the training needs analysis team of the New Zealand Agency for 
International Development (NZAid)2 found that most councils of elders, island councils, and 
councils of elders assemblies were not clear about their roles and responsibilities under the act. 
Approximately 70% of island council members are also members of councils of elders, which 
further clouds the issue. Island councils are elected and members can serve a maximum of two 
4-year terms. They rely heavily on the knowledge of island secretaries. Even though island 
secretaries have remained relatively stable, a number of island council members have changed 
with recent elections (some islands have a policy of trying to share these roles among families). 
 
10. The training needs analysis team also found that “while awareness of the Fund may be 
high, this team noted a lack of knowledge about how the fund works and/or how community 
members could access it and influence the FTF decision making processes” (footnote 2). This 
situation had not changed by the time of the Operations Evaluation Mission’s (OEM’s) visits to 
outer islands in October 2005. It was a particularly important issue for women and youth, who all 
expressed the desire for a separate allocation from FTF funds for their groups. 
 
11. As a first tranche condition, following recommendations from the Pacific Operations 
Center of the Economic and Social Commission for Asia and the Pacific, the Ministry of Internal 
Affairs and Urban Development was restructured and became MHARD. The ministry now 
consists of Rural Development, Community Affairs, Women, Culture, and Youth departments. 
 
12. The Government’s role in the development of island communities is the responsibility 
of the Department of Rural Development. Under the Falekaupule Act, the department has six 
main functions: (i) formulate policies in accordance with the requirements of sectoral agencies; 
(ii) help island councils prepare, review, and revise island development plans; (iii) help island 
councils monitor and evaluate projects; (iv) strengthen local capability in development planning; 
(v) advise councils of elders on development management; and (vi) liaise with funding agencies 
on outer island projects. 
 
13. Early on during the project considerable staffing issues arose, with many staff being 
on overseas study leave (a common problem in Tuvalu), but these issues have since been 
resolved, with only one MHARD vacancy and two staff still on study leave. Capacity has also 
been an issue on the islands. The 2001 United Nations Development Programme review found 
that while the positions of island council secretary are filled by experienced civil servants, the 

                                                 
1 Economic and Social Commission for Asia and the Pacific. 2001. Project Evaluation Report, Strengthening Local 

Government in Tuvalu. Suva. (November). 
2 NZAid. 2004. Training Needs Analysis, 2004. Wellington. 
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lower ranks remain weak. In particular, the island councils’ new task of planning their capital 
development programs and budgeting scarce resources required support. The OEM found that 
some progress had been made in this area, and the proposed training by NZAid will directly 
address this issue over the next 3 years. 
 
14. One of the more important roles for MHARD arises at the time of annual budget 
preparation. At the beginning of each year, each island council sends in its proposed revenue 
budget to MHARD for approval of any by-laws that an island proposes to introduce for revenue 
raising. These need to be checked in relation to the Finance Act to ensure that they do not 
conflict with national revenue-raising efforts and with the Falekaupule Act and that island 
councils have the authority to raise the revenue items proposed. 
 

2. Deliver Sustainable Financial Resources to Support Enhanced Regional 
Autonomy 

 
15. Delivering a system to ensure that sustainable financial resources are available for 
enhanced regional autonomy requires action in the following four main areas: 
 

(i) preparing and updating summary island profiles and island development plans, 
(ii) introducing legislation for an investment fund (the FTF), 
(iii) implementing the legislation for the FTF, and 
(iv) having the Government provide adequate financial support for island 

development to complement resources generated by the FTF.  
 
16. The rural development and capacity-building technical assistance assisted with 
producing island profiles and development plans. The OEM requested copies of the latest 
profiles during the mission and found that those supplied needed updating to reflect the 2002 
population census and the 2003 participatory monitoring and evaluation survey. 
 
17. The establishment of the legislative framework for the FTF was an early achievement of 
the project. The FTF Act and deed were conditions for the release of the first tranche of the IDP 
loan. The conditions related to enactment of the legislation and execution of the trust deed, but 
did not extend to the content of these documents. In hindsight, stipulating a fair and equitable 
distribution formula as a conditionality of the loan would have been helpful. If the Asian 
Development Bank (ADB) had stipulated a formula or some rules governing the distribution of 
the ADB loan component of the fund, Tuvalu would have experienced considerably less 
frustration relating to this issue over the last 5 years. 
 
18. The Government made initial distributions to the islands of $375,000 in 1999 and 2000 
during the initial phases of the setting up of the fund. These amounts were distributed evenly 
across the islands.  
 
B.  Fostering an Enabling Environment for Island Communities’ Development 
 
19. Creating a macroeconomic framework that is conducive to island community 
development requires continuous sound fiscal management by the Government, attention to 
how interest rates affect private sector development, and continuation of public sector reform 
initiatives that have direct benefits for outer island communities. 
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1. Provide an Enabling Macroeconomic Policy Environment 
 
20. The FTF is part of a program that seeks to develop a system that facilitates development 
of the island communities. To ensure the success of the FTF, the Government has a role in 
creating and enhancing that environment. This role has two aspects, namely: 
 

(i) maintaining expenditure growth in line with sustainable revenue, and 
(ii) strengthening economic and financial management. 

 
21. The policy framework envisaged that the Government would continue with its policies of 
prudent macroeconomic management. At the time of appraisal, the Government was 
experiencing high fiscal deficits and large overdrafts with the National Bank of Tuvalu (NBT) in 
its island accounts and had to fund these by drawing down on the Consolidated Investment 
Fund (CIF). Table A2.1 shows fiscal performance during 1999 through 2005. 
 

Table A2.1: Fiscal Performance, 1999–2005 ($’000) 
 

        

Item 1999 2000 2001 2002 2003 2004 2005
        
        

A. Revenue and Grants   
1. Taxation 3,132 3,856 4,595 4,537 4,211 4,344 4,594 
2. Interest and Dividends 2,092 278 345 1,050 83 374 79 
3. Government Charges 9,478 28,217 12,002 23,835 5,658 6,790 5,173 
4. Grants — 527 1,065 818 5,272 3,956 3,514 
 Subtotal 14,702 32,879 18,006 30,239 15,224 15,464 13,360 
B. Expenditure        
1. Staff 4,328 5,789 5,713 6,484 7,348 7,180 7,522 
2. Other Recurrent 

Expenditure 
 

8,592 
 

17,603 
 

8,889 
 

9,652 
 

10,282 
 

8,654 
 

8,178 
3. Capital Expenditure 7,575 10,033 11,915 3,550 3,936 1,823 768 
 Subtotal 20,495 33,425 26,517 19,687 21,566 17,658 16,468 
        
Surplus/(Deficit) (5,793) (546) (8,511) 10,552 (6,342) (2,194) (3,108) 
Tuvalu Trust Fund  

Distribution 
 

1,995 
 

3,069 
 

4,571 
 

0 
 

0 
 

0 
 

966 
        

— = not available. 
Source: Tuvalu Trust Fund Advisory Committee. 2005. 2005 Annual Report. Funafuti. 

 
22. Although Tuvalu’s income has increased considerably over the last decade, only about 
40% of recurrent revenue—about $7 million to $8 million per year—is derived from 
fundamentally reliable sources of domestic revenues such as taxation and service charges. 
Licensing revenue from fisheries, use of the Internet extension dot.tv, and other similar sources 
are dependent on commercial contracts with variable returns or, in the case of the trust fund, its 
portfolio performance in the international capital markets in any given year. This situation adds 
unusual variability to budget forecasting and can lead to significant variations in revenue out-
turn. 
 
23. As Table A2.1 indicates, the Government charges revenue component fluctuates 
significantly from year to year. The advent of the dot.tv revenues allowed the Government to 
fund considerable island development in the early years of the IDP. Dot.tv revenues of $19.0 
million in 2000 and $16.0 million in 2002 were significant windfalls, but this revenue stream has 
now settled down at just over $2.0 million a year for the past 3 years. Between 1999 and 2002, 
fishing licenses earned Tuvalu an average of $7.5 million per year, with a decline to an average 
of $2.5 million per year in the last 3 years. The drop-off in both these revenue items has put 
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significant pressure on the budget at a time when no distributions from the Tuvalu Trust Fund 
(TTF) have taken place because of unfavorable international markets. 
 
24. The TTF’s performance is considered a replicable example of dealing with the needs of 
small island economies. The fund was established to enable Tuvalu to finance chronic budget 
deficits, underpin economic development, and achieve greater financial autonomy. Between 
1997 and 2001, the TTF’s average annual contribution to Government revenues was 20%. The 
TTF is considered the most successful public fund in the Pacific, and Tuvalu has gained a 
reputation as a model for the effective use of trust funds for economic development in a small 
state. 
 
25. The TTF is governed by the Agreement Concerning an International Trust Fund for 
Tuvalu ratified by the governments of Australia, New Zealand, Tuvalu, and United Kingdom in 
1987. Among other things, this international agreement has set up a management board and an 
advisory committee to monitor Tuvalu’s use of the income to be distributed. The advisory 
committee has been especially instrumental in bringing the management of the fund into the 
larger public financial and development management picture. 
 
26. The binary trust fund structure of the TTF is innovative and efficient. The capital of the 
TTF is held in the “A” account, which must be maintained in real terms before distributions can 
be made. Distributions, if any, are held in a buffer account, the CIF account, prior to being 
drawn down into the budget. Like the two management bodies, the two fund accounts work in 
conjunction to improve the overall efficiency of the fund.  
 
27. Drawdowns from the CIF amounted to $2.0 million in 2005 and the account balance 
stood at only $0.6 million as of 30 September 2005. The TTF board approved a distribution of 
$550,000 in 2004, but this has yet to be transferred to the CIF account. A distribution of $6.5 
million has been recommended for 2006, with a proposal of $2.6 million for budgetary support 
and the balance to the CIF to begin the process of restoring it to its recommended level (4-year 
buffer) and to pay back recently accrued overdrafts. 
 
28. In June 2005, NZAid paid $550,000 into the TTF secretariat’s operating account at 
the NBT. This money has not been transferred to the TTF Australian fund managers because of 
a Government liquidity crisis. The Government owes the NBT more than $2.3 million in 
overdrafts on its island accounts for 2005, and the secretary of finance has stopped the transfer 
of FTF funds to cover these overdrafts. Australia has also had its latest contribution to the fund 
held back by the minister of finance until the Government’s fiscal position improves. This 
situation is of considerable concern and should be monitored closely by donors. 
 

2. Enhance the Delivery of Key Public Sector Services for Regional 
Development 

 
29. The outer island communities and regional development agencies have a major stake in 
improved services, including the following: 
 

(i) increasing the allocation of national budget resources for island development, 
(ii) providing good quality and cost-effective interisland shipping services, and 
(iii) providing good quality and cost-effective power services. 

 
30. Direct and indirect transfers from the central Government’s budget for island 
development are shown in Table A2.2. This table indicates that the councils of elders are 
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responsible for managing considerable resources amounting to more than $2.0 million per year 
at current levels paid to them both directly and indirectly from the central Government’s budget. 
 

Table A2.2: Central Government Contributions to Island Development 
 
 
Fund 

 
Description 

Contribution in 
2005 ($) 

Tied Grants Essential expenditures on the islands, including land leases, school 
maintenance, dispensary maintenance 

85,000 

Block Grants For any purpose in the island councils’ budgets, technical and capital 
grants, and the island council support grant 

225,000 

Falekaupule Act 
Grants 

Funds managed by the central Government for services provided on 
each island by the council of elders and salaries and allowances for 
the island councils and their staff (secretary, treasurer, planner, 
community officer, and clerical worker) 

296,000 

Central Ministry 
Budgets 

Teachers, nurses, police officers, and agricultural and fisheries 
extension officers 

500,000 

Operating Subsidies Shipping and communication services as well as the operation of 
power generation facilities and fish marketing centers 

1,000,000 

Loan Servicing Annual Falekaupule Trust Fund loan debt-service payments (note 
these will increase to $112,000 in 2010) 

45,000 

Project Funding Development funds from donors and the Government's own budget 
are also available for use for island projects 

— 

— = not available. 
Source: Tuvalu Trust Fund Advisory Committee. 2005. 2005 Annual Report. Funafuti. 
 
31. The Rural Development Department directly supports outer island councils and their 
staff. The island council allowances and five island council staff on each island are paid by 
MHARD by means of the Falekaupule Act grant. This has created some conflict, with confusion 
about who these staff report to.  
 
32. Recently, the People’s Republic of China agreed to a 5-year program of outer island 
development, and this should ease the tension with councils of elders’ development budgets. 
The existing island council office buildings on most islands have insufficient space and are in a 
dilapidated state, and new offices will be constructed with this grant. This project will include 
upgraded telecommunications and internet cafes on each island. 
 
33. The OEM believes that the IDP’s strategy to increase allocations of the national budget 
to island development is somewhat contrary to the aim of the FTF, which is to replace 
Government funding for island development. In the long term, many of the allocations in Table 
A2.2 should cease. 
 
34. At the time of project formulation, the interisland shipping service was unreliable. The 
only ship needed frequent repairs and was costly to maintain, and repeated interruptions to 
service had a high cost in terms of exports to Funafuti and beyond. Using Japanese aid the 
Government was able to purchase a new vessel in 2002, and this has doubled the number of 
sailings per month. The communities on the islands visited by the OEM mission were all 
appreciative of the increased services, but the general comment was that a more stable 
schedule would be helpful. Sailing dates are often changed at short notice, and this has a 
significant impact on any attempts to export. 
 
35. The OEM believes that the program matrix contains two contradictory targets in this 
area: increasing the number of sailings of the interisland ferry and reducing the annual subsidy 
to shipping operations by 20%. Three issues are pertinent in this regard: (i) the islands of Tuvalu 
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cover a vast amount of ocean, (ii) the populations of islands are small, and (iii) the islands have 
no significant export products. Thus at this stage of Tuvalu’s development, providing a 
commercially viable shipping service is not possible, and neither is decreasing the subsidy at a 
time when voyages need to increase. Indeed, increasing the number of interisland vessels and 
service frequencies has led to substantially increased subsidies being required, and this service 
is unlikely to become commercially viable in the medium term; however, island development will 
not take place without it. The OEM sees the subsidization of this service as a long-term issue for 
the Government. 
 
36. The Government has invested considerable resources in providing electricity to island 
communities. By December 2000, it had installed new diesel generators on all the islands using 
its windfall revenues. However, the service is often rationed to peak periods as determined by 
island communities (normally because of diesel shortages resulting from shipping schedules). 
All islands reported significant improvements in the electricity supply and its reliability in recent 
years. 
 
37. The price of electricity is controlled by the cabinet, and the last price increase was in the 
early 1990s. As of November 2005, electricity is heavily subsidized with no increases to 
consumers as a result of recent rises in world oil prices. As with shipping services, the program 
matrix outlines the Government’s target of reducing the subsidy per kilowatt-hour by 50% by the 
end of 1999. OEM discussions with the Electricity Authority suggest that this has not been done 
and is probably not viable in the near future. It was particularly unrealistic at a time when the 
Government was installing new generators and connecting all households on the islands, which 
has resulted in a significant increase in the subsidy to households. The small number of 
households on each island, all with relatively low incomes, means that the Government needs to 
subsidize this service heavily, both now and in the foreseeable future. 
 
38. In 2006, the Government of Japan will fund a $9.0 million electricity project on Funafuti. 
The project will begin in early 2006 and includes generators and high-voltage cables, 
transformers and substations, buildings, and offices. 
 

3. Promote Business Development  
 

39. The promotion of business development includes the following: 
 

(i) enhancing incomes through increased maritime employment, 
(ii) providing community fishing centers on all the islands, 
(iii) continuing the contracting out of Government services, 
(iv) developing a code for accounting procedures and payment criteria, 
(v) strengthening business development advisory services on the outer islands, 
(vi) reorganizing microfinance institutions, 
(vii) enhancing the provision of sustainable microfinance, and 
(viii) mobilizing resources for business lending.  

 
40. The Tuvalu Maritime Training Institute was created in 2002 when the old maritime school 
was corporatized. The institute is based on Amatuku Island, a small island that is part of the 
main island atoll of Funafuti. The Institute has three expatriate workers whose wages are set at 
Tuvalu Government levels plus a subsidy paid by donors. The People’s Republic of China has 
agreed to fund the subsidy for the next 5 years ($200,000 per year), but funds for 2005 had not 
been paid to the institute at the time of the OEM. 
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41. Entry to the institute requires taking an entrance examination and all those who pass are 
accepted. The institute has three intakes per year (junior, intermediate, and senior), with 
approximately 60 trainees at any one time. The captain of the institute estimates that training a 
seafarer costs around $8,000 per head. The Government currently pays a scholarship to the 
institute of $5,500 each for those attending. The maintenance budget has suffered as a result of 
this deficit, with buildings and equipment becoming rundown. Recently, the Government has 
been considering introducing a system whereby once seafarers have graduated and are 
employed on overseas ships, they must then start repaying their scholarships. A further income 
stream is being developed because seafarers need to be recertified every 5 years and the 
institute is now charging for this service. This should generate around $50,000 per year. 
 
42. Even though the Government supports the institute, a number of problems with this 
relationship have arisen in the past. A serious concern for the institute is that it has no formal 
agreement with the Government to pay the scholarship fees. The flow of funds from the 
Government is not regular, and during the OEM mission the institute was seriously 
underfunded, with a number of outstanding bills (most notably for diesel fuel), and was in 
danger of closing until the cabinet allocated $112,000 to fund it for the remainder of 2005. 
 
43. ADB is supplying a loan for a new building and equipment to upgrade the institute to 
international standards. The loan agreement was signed in 2001, but construction has not yet 
started. The main issues have been the isolation of Tuvalu and the concomitant difficulty of 
attracting international tenders, the current building boom in Fiji, and the high inflation rates in 
Fiji that has been pushing up contractor costs. The institute is an extremely important 
component of Tuvalu’s economy, and the Government and donors should support its operation 
wherever practicable. 
 
44. One of the tranche conditions of the program loan was that community fishing centers 
(CFCs) would be established on four islands before the release of the first tranche and that 
CFCs would be operating on all eight islands by November 2000 before the release of the 
second tranche. The first three CFCs were funded by aid agencies and were meant to be pilot 
schemes. However, as a result of pressure from the islands, the remainder were completed by 
2001. All CFCs have experienced operational and financial crises in recent years, and the 
Government has been struggling to staff and provide maintenance for these operations. The 
economic rationale for these CFCs seems to have been flawed from the outset. The CFCs were 
to export their fish to Funafuti for sale either on the local market or export markets, but this 
approach had a number of problems: (i) Funafuti already had a healthy local fishing industry and 
market, (ii) no established link existed for exporting catches, and (iii) inter-island transport was 
too unreliable to send catches for export. The CFCs’ ownership was to be transferred to island 
councils once the CRCs were viable, but this has not happened, and the Government still funds 
their staff. Most CFCs are now used to store salted fish for islanders’ own consumption or for 
sale on the home island. 
 
45. Under the National Tuna Development Master Plan, the National Fishing Corporation of 
Tuvalu was to act as the national development agent for promoting the fishing industry within 
the private sector and was to provide an export outlet for the CFCs. However, this corporation, 
which is now closed, failed to gain any footing as an exporter after it had purchased two Korean 
boats that it fished locally and then tried to export the catch. The two boats were a poor 
purchase and required significant maintenance before they were able to go to sea and were 
never able to pay their own way. 
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46. A recent paper on Tuvalu’s borrowing capacity3 looked at the debt position of Tuvalu and 
the impact of recent loans. In 2004, the net value of Tuvalu’s debt was estimated at $14.0 
million or 65% of gross domestic product. Much of this debt is on concessional terms. The paper 
looked at the net present value of this debt and determined that the Government would need to 
have $6.0 million invested in the TTF if it wanted to be sure it could meet its existing and future 
debt obligations. The paper concluded that existing debt obligations are low relative to likely 
future revenue flows and concluded that the current level of debt is sustainable. 
 
47. At the time the IDP was formulated, considerable debate took place on the proposal to 
merge the profitable NBT and the failing Development Bank of Tuvalu (DBT). In the end, the 
minister of finance decided that the NBT and the DBT have two different mandates and that no 
merger would take place. Currently the Government is in negotiations with Australia and New 
Zealand Bank for the partial purchase of the NBT. 
 
48. In 1998, the DBT ceased lending because of a financial crisis and began to focus solely 
on collecting its outstanding loan portfolio. This situation continued until 2001, when lending was 
able to resume using the funds collected over the previous 3 years. In 2004, the European 
Investment Bank extended the DBT’s credit facility by a further $0.8 million. The first tranche of 
these funds arrived in September 2005. In addition, in 2004, following a management initiative, 
the DBT began offering savings facilities to the public and now has $70,000 on deposit. The 
DBT has an agent (cofinanced by the Tuvalu National Provident Fund) on each of the outer 
islands; however, lending is slow on the islands except for Vaitupu, where the DBT is financing 
a shopping center. It also sends loan officers to the outer islands to try to increase the number 
of accounts. 
 
49. Following the opening of the CFCs, the Government encouraged the DBT to lend money 
to fishermen to purchase boats and engines. However, as the fishing centers began to fail, so 
fishermen began to default on their loans, and the DBT has had to undertake a number of 
repossessions in recent years. The DBT board considered a recent proposal from the National 
Fishing Corporation for a joint venture, but the capital requirements were too large and without 
any real security, and the loan application was declined. 
 
50. The Tuvalu National Council of Women has extended its microcredit revolving fund to 
the outer islands. The island councils on each island operate island development revolving 
funds that provide small loans. On some islands, the FTF money has gone into the revolving 
fund for project lending. The NBT is also looking at the feasibility of a microfinance scheme, but 
to date this has not progressed far. 

 
 

 
3 South Pacific Subregional Office. 2004. Tuvalu’s Borrowing Capacity. Manila: ADB. 



 
36 STATUS OF POLICY MATRIX ACTIONS AT PROJECT COMPLETION AND EVALUATION 
 

Appendix 3   Policy Area Strategy 
Measures To Be 

Taken 
Measurable 

Indicators/Targets Target Date

 
Status as of 

July 2002 
(Project 

Completion) 

Status as of 
October 2005 

(Project 
Evaluation)  

1. Decentralizing 
and enhancing 
regional 
autonomy 

a. Improve local 
governance of 
island 
communities 

Undertake public 
relations and training 
on implications of the 
Falekaupule Act 

Primer and manuals on the 
Falekaupule Act published and 
in the hands of island leaders 
and communities 

First tranche 
condition 
(November 
1999) 

Completed Completed, but
subsequently found 
to be unsatisfactory; 
translation of 
documents is vital 

  

   Implementation task force to 
visit outer islands  and hold 
meetings in Funafuti 

First tranche 
condition 

Completed  Completed

   At least four workshops held for 
community leaders on by-law 
formulation and administration of 
Falekaupule Act provisions 

May 1999 Completed Completed 

   Develop human
resources in support 
of the Falekaupule 
Act  

 At least eight workshops held to 
train trainers of Government 
officials in implementation of the 
Falekaupule Act 

December 
1999 

Partially 
completed; one 
workshop on 
effective legislation 
not yet held 

Completed, but 
subsequently found 
to be unsatisfactory; 
the training of 
trainers approach 
proved to be 
ineffective 

   Outer island extension officers 
meet 70% of expected 
performance outputs 

 March 2000 Ongoing Ongoing 

   At least one workshop held and 
Falekaupule Act primer and 
manuals distributed to civil 
servants  

 First tranche 
condition 

Completed  Completed

    Organizational structure and
terms of reference revised for 
staff of the Ministry of Rural 
Affairs, Rural and Urban 
Development   

 First tranche 
condition 

Completed, the 
Economic and 
Social Commission 
for Asia and the 
Pacific’s Pacific 
Operations Center 
is preparing a new 

Ministry restructured 
in 2003 and renamed 
the Ministry of Home 
Affairs and Rural 
Development 
(MHARD) 

Continued on next page 
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Policy Area Strategy 
Measures To Be 

Taken 
Measurable 

Indicators/Targets Target Date 

 
Status as of 

July 2002 
(Project 

Completion) 

Status as of 
October 2005 

(Project 
Evaluation)  

corporate plan and 
structure; a delay 
occurred in 
receiving the new 
report 

   Staff resources of the Ministry of 
Rural Affairs, Rural and Urban 
Development increased by filling 
80% of staff vacancies 

First tranche 
condition 

Completed in 
1999; staffing 
levels have 
subsequently 
suffered because 
of the departure of 
staff for further 
studies  

90% of staff posts 
filled with two staff 
on study leave and 
one vacant post  

   At least 60% of island council 
posts filled in each island 

December 
1999 

Completed 88% filled, five staff 
on study leave 

   Instruction manuals for island 
council staff published and 
distributed 

December 
1999 

Completed; 
English copies 
distributed and 
awaiting translation 

Translation complete 

   At least three workshops held 
for staff of each island council 
on development planning, 
management, and budgeting 

March 2000 Partially completed; 
workshops on 
general 
administration and 
financial 
management 
completed 

Completed, but 
overall result rated 
as unsatisfactory by 
United Nations 
Development 
Programme review 

   Undertake initial
implementation of 
legislation giving 
increased autonomy 
to island 
communities 

 Falekaupule Act brought into 
force 

First tranche 
condition 

Completed Completed; 2005  
leaders’ summit 
proposed 
amendments to the 
act 

   Island council members elected 
on each island in accordance 
with provisions of the 

First tranche 
condition 

Completed  Completed;
subsequent round of 
elections (held every 

Continued on next page 
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Policy Area Strategy 
Measures To Be 

Taken 
Measurable 

Indicators/Targets Target Date 

 
Status as of 

July 2002 
(Project 

Completion) 

Status as of 
October 2005 

(Project 
Evaluation)  

Falekaupule Act 4 years) has also 
been held 

  Continue to  
implement  the 
Falekaupule Act  

All relevant by-laws relating to 
local government reviewed and 
revised as necessary 

March 2000 Completed Ongoing; MHARD 
must review each 
year’s island budgets 
to ensure that no by-
laws are broken  

 

   Falekaupule Act is fully 
implemented, including 
delegation of responsibility for 
making by-laws to councils of 
elders with subsequent 
validation by the attorney 
general 

Second 
tranche 
condition (July 
2001) 

Completed  Completed

   Island councils operating on 
each island 

Second 
tranche 
condition 

Completed  Completed

  b. Deliver
sustainable 
financial 
resources to 
support 
enhanced 
island 
autonomy 

 Prepare and update 
summary island 
profiles (SIPs) and 
island development 
plans 

SIPs completed for each island First tranche 
condition 

Completed, update 
awaiting census 
data; a follow-up  
participatory 
monitoring and 
evaluation survey 
will be used in new 
SIPs to be 
prepared in 2003 

Update still 
incomplete  

   Island development plans 
completed for each island and 
reflected in the national 
development strategy 

March 2000 Partially 
completed; islands 
are updating their 
draft island 
development 
programs 

Draft plans updated, 
but Tuvalu’s 
preference is for a 
national strategy, that 
is, what is proposed 
for one island is 
generally agreed for 
all islands 

Continued on next page 
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Policy Area Strategy 
Measures To Be 

Taken 
Measurable 

Indicators/Targets Target Date 

 
Status as of 

July 2002 
(Project 

Completion) 

Status as of 
October 2005 

(Project 
Evaluation)  

   Project profiles submitted to 
each council of elders 

First tranche 
condition 

Completed  Completed

  Enact legislation and 
execute trust deed to 
establish an 
investment fund for 
outer island 
development, the 
Falekaupule Trust 
Fund (FTF)  

 

 

Legislation to authorize and fund 
establishment of the FTF 
enacted 
 
Trust deed executed 

First tranche 
condition 
 
 
First tranche 
condition 

Completed 
 
 
 
Completed 

Completed 
 
 
 
Completed  

  Implement the FTF 
Act 

Island communities have 
pledged their initial contributions 
to the FTF 

First tranche 
condition 

Completed All islands have 
contributed to 
trustees’ agreed cap 
level  

   Provisions made for 
Government contribution to the 
FTF in the 1999 budget 

First tranche 
condition 

Completed Government has fully 
contributed to level 
of trustees’ ceiling  

   Nominees for the FTF 
secretariat and board of trustees 
identified 

First tranche 
condition 

Completed   Completed, but
secretariat was 
passed to MHARD 
and this was not 
satisfactory; joint full 
time secretariat now 
in place for the TTF 
and the FTF 

    Second Government
contribution to the FTF made 
according to  the agreed formula 

Second 
tranche 
condition 

Completed, the 
Government 
released $2.1 
million in matching 
funds for the Asian 
Development Bank 
second tranche; an 

Completed 

Continued on next page 
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Policy Area Strategy 
Measures To Be 

Taken 
Measurable 

Indicators/Targets Target Date 

 
Status as of 

July 2002 
(Project 

Completion) 

Status as of 
October 2005 

(Project 
Evaluation)  

additional amount 
of about $150,000 
has been allocated 
in the 2002 budget 
to match the 
remainder of the 
second tranche, 
allowing for 
foregone interest 

  Provide adequate
financial support for 
island development 
to complement 
resources generated 
by the FTF 

 Councils of elders revenue 
increases by at least the 
average expected FTF 
disbursement  

 

 
1999 and 2000 transfers to the 
budgets of councils of elders at 
least match 1998 transfers to 
local governments 

Second 
tranche 
condition 
 
 
Ongoing 
 

Completed 
 
 
 
 
Completed 

Completed 
 
 
 
 
Completed, 
contributions 
continue annually  

   Government provides interim 
grants for development 
spending by councils of elders in 
the 1999 budget 

First tranche 
condition 

Completed   Completed, the
Government 
contributed $500,000 
in 1999 and 2000 

2. Fostering an 
enabling 
environment for 
regional 
development  

a. Provide an 
enabling 
macro-
economic 
policy 
environment  

Maintain expenditure 
growth in line with 
sustainable revenue 

Recurrent revenues for 1999 
(including average Tuvalu Trust 
Fund earnings) match or exceed 
recurrent expenditures 

First tranche 
condition 

Completed  Completed

   Recurrent revenues for 2000 
(including average Tuvalu Trust 
Fund earnings) match or exceed 
recurrent expenditures 

First tranche 
condition 

Completed  Completed, deficits
in last 3 years 

     Implement TA 2628-
TUV: Strengthening 
Economic and 
Financial 

 Budget for 1999 uses an outputs 
format, with full allocation of 
costs up to 25% of outputs and 
key performance indicators for 

First tranche 
condition 

Completed Completed

Continued on next page 
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Policy Area Strategy 
Measures To Be 

Taken 
Measurable 

Indicators/Targets Target Date 

 
Status as of 

July 2002 
(Project 

Completion) 

Status as of 
October 2005 

(Project 
Evaluation)  

Management 
satisfactorily 

benchmarking results 

   Budget for 2000 uses an outputs 
format, with full allocation of 
costs up to 50% of outputs and 
key performance indicators; a  
systematic monitoring system is 
operational 

Second 
tranche 
condition 

Completed  Completed

 b. Enhance the
delivery of key 
public sector 
services for 
regional 
development 

  Increase resource 
allocation to the 
national budget for 
island development 

Annual public sector investment 
plan prepared and updated 

December 
1999 

Completed, 
included within 
annual budget 

Completed, public 
sector investment 
program included in 
the annual budget 

  Provide good quality 
and cost-effective 
services for 
interisland shipping 

Frequency of voyages increases 
to an average of one sailing 
every 2 weeks 

December 
1999 

Partially completed Completed, two 
vessels since 2003 

   Number of visits to the outer 
islands increases by an average 
of 25% 

Second 
tranche 
condition 

Completed  Completed

   Shipping corporation is 
established 

Second 
tranche 
condition 

Not completed   Not completed,
legislation not 
drafted 

   Annual subsidy to shipping 
operations reduced by 20% 

December 
1999 

To be verified; 
difficult to assess 
because the 
shipping 
operations are part 
of the Government 
budget and will be 
verified as part of 
the corporatization 
process 

Subsidy has 
increased as the 
consumer price 
index rises and a 
second ship has 
been operating 

Continued on next page 
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Policy Area Strategy 
Measures To Be 

Taken 
Measurable 

Indicators/Targets Target Date 

 
Status as of 

July 2002 
(Project 

Completion) 

Status as of 
October 2005 

(Project 
Evaluation)  

  Provide good quality 
and cost-effective 
electricity supply  

Rural electrification program 
formulated 

First tranche 
condition 

Electrification of all 
islands now 
complete 

Completed  

   Electricity supply increases by 
30% on the outer islands 

December 
1999 

Completed   Completed

   Subsidy per kilowatt-hour
reduced by 50% 

 December 
1999 

To be verified; lack 
of financial 
statements and 
other information 
for the Tuvalu 
Electricity 
Corporation  make 
assessment 
difficult 

Lack of financial 
statements and other 
information for the 
Tuvalu Electricity 
Corporation  make 
assessment difficult 

   Electricity reliability increased by 
15% and consumer costs 
reduced by 20% per kilowatt-
hour in outer islands 

December 
1999 

To be verified; lack 
of financial 
statements and 
other information 
for the Tuvalu 
Electricity 
Corporation make 
assessment 
difficult 

Lack of financial 
statements and other 
information for the 
Tuvalu Electricity 
Corporation make 
assessment difficult 

 c. Promote
business 
development  

 Enhance income 
through increased 
maritime 
employment 

Tuvalu progressively meets 
International Maritime 
Organization  STCW95 training 
standards and conventions 

Second 
tranche 
condition 

Completed; Tuvalu 
admitted to the 
International 
Maritime 
Organization 
STCW95 white list 
in December 2000 

Completed; however, 
letter in 2005 informs 
of imminent removal 
from the white list 
because of 
deteriorating facilities 

   Legislation for corporatization of 
Tuvalu Maritime School finalized 

Second 
tranche 
condition 

Completed  Completed

   Tuvalu Maritime Training 
Institute established pursuant to 

Second 
Tranche 

Completed  Completed

Continued on next page 
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Policy Area Strategy 
Measures To Be 

Taken 
Measurable 

Indicators/Targets Target Date 

 
Status as of 

July 2002 
(Project 

Completion) 

Status as of 
October 2005 

(Project 
Evaluation)  

statute  condition

   Complete retraining program 
provided for all current seafarers 
that require skills upgrading for 
continued employment on 
foreign ships 

December 
2000 

Yet to be identified Program underway 

    Provide community
fishing centers on all 
islands 

 Community fishing centers 
operating on at least four islands 

First tranche 
condition 

Completed Completed

   Community fishing centers 
operating on the eight main 
islands 

Second 
tranche 
condition 

Completed Most are now closed 

   Continue the
contracting out of 
Government services 

 Contracting out of public works 
expanded to plumbing, 
mechanics, and carpentry 

May 2000 To be verified Completed 

     Settle debt
repayments to 
private sector entities 
on time 

Code for accounting procedures 
and payment criteria approved 
and in force 

Second 
tranche 
condition 

Completed Completed  

   All domestic outstanding 
financial obligations incurred by 
the Government before the code 
became effective progressively 
settled 

December 
2000 

Ongoing, 
outstanding 
telephone bill still 
unresolved  

Ongoing, in last 3 
years Government 
has been accruing 
debts 

   Strengthen advisory
services for business 
development on 
outer islands 

 At least 25% of annual 
resources of the Business 
Advisory Unit employed on the 
outer islands 

December 
1999 

Yet to be 
determined 

Incomplete, little 
undertaken in outer 
islands 

   Reorganize
microfinance 
institutions 

Reviews and their action plans 
completed for the following 
microfinance institutions: 
Development Bank of Tuvalu 
and Island Development 
Revolving Fund 

December 
1999 

Under way Under way 

Continued on next page 
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y Area Strategy 
Measures To Be 

Taken 
Measurable 

Indicators/Targets Target Date 

 
Status as of 

July 2002 
(Project 

Completion) 

Status as of 
October 2005 

(Project 
Evaluation)  

   Microfinance delivered to outer 
islands in accordance with the 
action plan 

May 2000 Under way; credit 
scheme of the 
Tuvalu National 
Trust for Women is 
being extended to 
the outer islands 

Ongoing 

   Mobilize banking
services for business 
lending 

 Business lending facility in the 
outer islands enhanced 

December 
1999 

To be verified Ongoing, 
Development Bank 
of Tuvalu expanding 
in outer islands 

 

 

Polic

Source: ADB. 1999. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and Technical Assistance Grant to Tuvalu for 
the Island Development Program. Manila. 
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EXPENDITURES ON FALEKAUPULE TRUST FUND PROJECTS BY ISLAND 
($’000) 

 
   

Island Completed 
   
   

A. Funafuti 
 1. Council of Elders at Funafala  6.2 
 2. Building of Multipurpose Court 9.4 
 3. Purchase of Conservation Ecotourism Boat 8.0 
 4. Market Building Renovation 8.0 
 5. Lotokava Council of Elders Office Renovation  4.5 
 6. Island Council Waste Management Project  6.0 
 7. Destruction of Wild Dogs 1.6 
 8. Women’s Projects 4.5 
 9. Matag Gali Bar Upgrading 15.7 
 10. Mataniu Development Projects 7.5 
 11. Island Development Revolving Fund Projects 3.9 
 12. Tausoa Lima Kitchen 6.0 
   
B. Nanumea  
 1. Building and Renovation of Staff Housing  55.6 
 2. Hospital Ward Renovation 3.8 
 3. Installation of Fencing  3.5 
   
C. Nanumaga  
 1. Purchase of Water Tanks and Water Pumps 13.8 
 2. Construction of New Preschool  18.8 
   
D. Niutao  
 1. Building and Renovation of Staff Housing 72.0 
 2. Construction of Community Water Cistern 17.9 
 3. Preschool Renovation 14.0 
 4. Construction of Beach Ramp 7.5 
 5. Construction of Bathing Pond 3.1 
 6. Construction of Chicken Sheds 2.2 
 7. Road Maintenance 0.8 
 8. Construction of Pastor's House 20.5 
 9. Construction of Primary School Toilet Block 5.3 
 10. Purchase of Photocopier Machine 4.5 
   
E. Nui  
 1. Construction of Piggery 30.4 
 2. Building and Renovation of Staff Housing 7.1 
   
F. Nukufetau  
 1. Construction of Water Cistern 23.5 
 2. Construction of Pastor’s House 13.5 
 3. Purchase of Water Tanks 9.9 
 4. Purchase of Household Electrical Items 18.8 
 5. Building and Renovation of Staff Housing 35.7 
 6. Replanting of Funaota 6.3 

Continued on next page 
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Island Completed 
   

 7. Construction of Councils of Elders Fencing  2.6 
 8. Purchase of Electric Water Pump 1.9 
 9. Purchase of Office Equipment 3.8 
   
G. Nukulaelae  
 1. Building and Renovation of Staff Housing 30.1 
 2. Island Development Revolving Fund  3.0 
 3. Purchase of Electrical Equipment 6.6 
 4. Purchase of Office Equipment 3.8 
 5. Construction of Flush Toilets 15.0 
 6. Purchase of Garbage Bins 7.5 
   
H. Vaitupu  
 1. Construction of Community Water Cistern  30.9 
 2. Purchase of Island Council Office Equipment 4.0 
 3. Office Extension 15.0 
 4. Falekaupule Trust Fund Share 47.4 
 5. Seawall Maintenance 3.8 
 6. Dot.tv  22.6 
 7. Purchase of Lawnmower  1.5 
 8. Purchase of Tools and  Spare Parts 4.1 
   

Source: Falekaupule Trust Fund Secretariat. 
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PERFORMANCE ASSESSMENT
Loan 1693-TUV(SF): Island Development Program (IDP)

A.  Overall Assessment

Criterion Weight Assessment Rating Value Weighted Rating

Relevance 20% Highly Relevant 2.8 0.6
Effectiveness 30% Effective 2.0 0.6
Efficiency 30% Efficient 2.0 0.6
Sustainability 20% Most Likely 2.8 0.6

Overall Weighting 2.4

B.  Falekaupule Trust Fund

Criterion Weight Assessment Rating Value Weighted Rating

Relevance 20% Highly Relevant 3.0 0.6
Effectiveness 30% Effective 2.0 0.6
Efficiency 30% Efficient 2.0 0.6
Sustainability 20% Most Likely 3.0 0.6

Overall Weighting 2.4

C.  IDP Implementation

Criterion Weight Assessment Rating Value Weighted Rating

Relevance 20% Relevant 2.0 0.4
Effectiveness 30% Effective 2.0 0.6
Efficiency 30% Efficient 2.0 0.6
Sustainability 20% Sustainable 2.0 0.4

Overall Weighting 2.0



MANAGEMENT RESPONSE TO THE PROGRAM PERFORMANCE EVALUATION 
REPORT FOR THE ISLAND DEVELOPMENT PROGRAM IN TUVALU 

(Loan 1693-TUV[SF]) 
 
 
 

On 31 May 2006, the Director General, Operations Evaluation Department, received the 
following response from the Managing Director General on behalf of Management: 
 
 

1. Management finds OED’s Project Performance Evaluation Report (PPER) 
well prepared with comprehensive analysis of the project and its implementation. 
The lessons learned provide valuable guidance for designing future loan and 
technical assistance (TA) projects in Tuvalu and elsewhere in the Pacific. 
Management’s response focuses on the overall assessment and the lessons 
learned. ADB’s Pacific Department will pursue the follow-up actions as 
recommended.  
 
A.  Overall Assessment 
 
2. Tuvalu has been an ADB member since 1993, and the Island 
Development Program ($4 million in 1999) was ADB’s first loan to Tuvalu. We 
note that the PPER concludes that the Project was successful, bordering on 
highly successful, and that the Project was assessed as highly relevant, effective, 
efficient, and sustainable.  
 
3. In general, trust funds in the Pacific have supported the delivery of 
development outcomes. We note that the Falekaupule Trust Fund (FTF) and the 
larger Tuvalu Trust Fund (TTF) both offer opportunities for harmonization of aid 
through the trust fund instrument as well as through the associated TA provided 
for capacity building of the Kaupules, the island councils, improving their 
respective planning effectiveness and financial management. 
 
B. Lessons Learned 
 
4. We agree with the lessons learned and will incorporate these in ADB’s 
forward program.  
 

• Document Translation: We note that training of outer-islanders is best 
conducted in their specific localities using the local language. The 
Kaupules will receive further capacity building from UNDP in planning and 
management of the future FTF dividends. The need for reports and 
training materials, as well as other documentation, to be in the local 
language is also acknowledged.  

 
• Capacity Constraints: Capacity constraints affect operations across the 

public service, both in the island councils and central government. 
Development partners are focused on capacity building and will provide 
support to strengthening the basic functions of the Government. The 
Tuvalu’s National Strategy for Sustainable Development 2005–2015, Te 
Kakeega II, identified the outer-island and Falekaupule Development as 



among eight priority areas. At the recent development partners’ round 
table meeting (May 2006), the partners responded positively to the 
capacity building needs of the island councils. 

 
• Focused Tranche Conditions: The need for greater focus in the design 

of tranche conditions is noted. The need for improving up-front design of 
critical trust fund parameters, including the income distribution formula, is 
also acknowledged.    

 
C.  Suggested Follow-up Actions 
 
5. We agree with the two recommended follow-on actions. ADB has on 
several occasions raised, and will continue to raise, the need for the Government 
to respond to the qualifications and advice given in the annual auditors’ reports 
on the Government’s financial management. ADB has highlighted this issue 
during the periodic Country Performance Assessments for Tuvalu and through 
the development partners’ joint messages to the Government. With reference to 
the transfer of the elders’ funds back to the National Bank of Tuvalu, ADB will 
proceed, as suggested, with periodic policy dialogue and follow-up. 
 
D.  Conclusions 
 
6. We agree with the report’s conclusions that the trust fund modality 
provides a sustainable aid delivery mechanism for resource-poor microstates. 
Growing interest in the trust fund modality and particularly in the FTF was 
demonstrated in New Zealand’s contribution to the endowment. In addition, the 
Government is seeking to expand the use of such modalities to improve 
coordination, harmonization, and country ownership in project implementation. 
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