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1. The Republic of Marshall Islands (RMI) has made a strong economic recovery from 

the severe recession in FY2008–09. The economy grew by 5.2 percent in FY2010 and 

continued with estimated growth of 5 percent in FY2011, mainly driven by an expansion of 

fishery output and exports. Inflation increased following the significant rise in commodity prices 

in early 2011, but is estimated to have moderated gradually toward the year-end. The fiscal 

balance is estimated to have been in modest surplus of 1.4 percent of GDP in FY2011, down 

from 4.6 percent of GDP in FY2010. 

2. The robust growth is expected to continue in FY2012. IMF staff projects that the 

economy will grow at a rate of 5.4 percent supported by a further expansion in the fishery sector 

activities and public investment projects. The fiscal surplus is projected to further decline to 

1 percent of GDP, with a potential upside of higher fisheries revenue overshadowed by weak 

financial positions in the state-owned enterprises (SOEs) and limited budget planning. Risks to 

the economic outlook are on the downside. The economy could face stiff headwinds through 

weaker export and lower foreign direct investments if the global slowdown proves severe and 

prolonged. 

3. Over the medium term, growth is expected to stay low at around 1.5 percent with 

the growth in fisheries sector partly offset by the decline in Compact grants. Domestic 

price movements are projected to remain in the range of 1.5–2.0 percent, but could be subject 

to high volatility with fuel and food prices constituting nearly half of the CPI basket. The fiscal 

balance is expected to be modest at about 1 percent of GDP. Long-term risks include continued 

outward migration and shore erosion on local atolls from climate change. 

4. The external situation is expected to improve over the medium term. The widening 

of the current account deficit since FY2009 reflects temporary factors, such as increased imports 

under the Kwajalein land use agreements, new investments in the fisheries sector and the airport 

extension project. Once these temporary factors expire, the current account deficit beyond 

FY2013 is expected to decline to around 5 percent of GDP. Though external debt is relatively 

high at about $117 million (equivalent to about 67 percent of GDP) as of end-FY2011, it is 

mainly on concessional terms and is expected to decline. External debt service is expected to 

decline to 11.5 percent of GDP in FY2017, almost half of about 22 percent in FY2010. 

Policy Challenges 

5. Among the paramount challenges for the RMI are (i) achieving long-term 

budgetary self-reliance; (ii) building policy buffers and enhancing resilience to shocks; and 

(iii) making growth more sustainable and inclusive. A renewed Compact Agreement with the 

United States (Compact) provides a stream of stable, but declining grants primarily aimed at 

education, health, and infrastructure sectors. These grants have been a boon to social and 

economic growth, but have come at the expense of fostering economic dependence on foreign 

income. The economy is dominated by a large public sector supported by these grants and 

private businesses contribute little to growth. The global financial crisis has made it more 

difficult for the RMI to achieve long-term budgetary self-reliance. While the fiscal situation has 

improved in recent years, under current policies, the buildup in government assets in the 

Compact Trust Fund (CTF) is projected to fall short of the amount needed to compensate for the 
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expiry of Compact grants in FY2023 by as much as 8.5 percent of GDP. Meanwhile, the RMI 

government continues its efforts to tackle the long term challenge of climate change through 

promoting cooperation at regional fora such as the Pacific Islands Forum (PIF). 

6. Fiscal sustainability could be achieved by steadily increasing fiscal surpluses to 

about 5 percent of GDP by FY2016 through significant fiscal consolidation. This would 

involve targeted cuts in current expenditures including public sector payroll, subsidies to SOEs, 

and allowances to public officials, as well as swift implementation of the planned comprehensive 

tax reform to broaden the tax base and improve tax administration. It would be important to 

start implementing reforms early to create fiscal space and address possible setbacks. The 

authorities recognize the need for fiscal adjustment and are committed to introducing the tax 

reform legislation to Parliament in the August 2012 session. 

7. Securing fiscal sustainability requires tangible progress in structural reform. To 

offset the declines in Compact grants, the government should look to provide an enabling 

environment for private sector growth. Key obstacles include limited access to commercial 

lending, difficulties in securing land uses, aging infrastructure, and the large gap between public 

and private sector wages. The SOEs are economically significant with total assets of about 

76 percent of GDP, but their financial performance has been lackluster and progress in reform 

has been slow. While the approval of the new SOE policy by the Cabinet in April 2012 provides 

some encouragement, expediting the SOE reform with the assistance of the Asian Development 

Bank is a key priority. 

8. Strengthening the regulatory framework would contribute to stability in the 

financial sector. High household indebtedness and the absence of proper regulatory oversight 

on the Development Bank and other private lending institutions are major risks to the financial 

system. Once appropriate regulatory framework is in place, financial policy should strive to 

facilitate credit intermediation for viable businesses to support long-term growth. 

9. The last IMF Article IV consultation with the RMI was concluded on November 23, 

2011, following staff’s discussions with the authorities that ended on October 7. The next 

Article IV Consultation mission is expected in late 2013. The IMF provides technical assistance to 

the RMI mainly through the Pacific Financial Technical Assistance Center (PFTAC). Technical 

assistance by PFTAC in the areas of revenue administration, public financial management, and 

financial supervision is expected in the current fiscal year to end in April 2013. 
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Table 1. Marshall Islands: Basic Data, FY2007–12 1/ 

Nominal GDP for FY2010 (in millions of U.S. dollar): 162.94 

Population (2010): 52,371 

GDP per capita for FY2010 (in U.S. dollar): 3,111.16 

Quota: SDR 3.5 million 

     Est. Proj. 

 2007 2008 2009 2010 2011 2012 

Real sector       

Real GDP (percent change) 3.0 -1.9 -1.3 5.2 5.0 5.4 

Consumer prices (percent change) 2.6 14.7 0.5 1.6 9.5 -0.5 

Central government finances (in percent of GDP) 2/ 

Revenue and grants 72.3 70.2 69.2 67.0 63.6 62.9 

Total domestic revenue 25.8 25.6 25.0 24.7 24.1 22.9 

Grants 46.5 44.5 44.3 42.3 39.5 40.0 

Expenditure 72.0 66.4 67.8 62.4 62.1 61.9 

Current 54.9 54.3 56.7 51.7 51.6 49.0 

Capital 17.2 12.1 11.2 10.7 10.5 12.9 

Overall balance 0.2 3.7 1.4 4.6 1.4 1.0 

Commercial banks (in millions of US$) 
      

Foreign assets 60.7 57.1 63.6 71.8 74.1 ... 

Private sector claims 49.9 58.2 62.0 63.3 61.9 ... 

Total deposits 85.5 89.0 93.3 102.1 102.6 ... 

One-year time deposit rate (in percent) 4.1 3.6 6.0 3.5 3.5 ... 

Average consumer loan rate (in percent) 18.5 18.5 13.9 14.0 14.2 ... 

Balance of payments (in millions of US$) 

Trade balance -69.6 -69.8 -73.3 -93.3 -73.7 -101.8 

Net services -39.0 -39.5 -54.0 -42.8 -45.6 -48.1 

Net income 43.1 43.2 40.8 34.5 41.7 30.2 

Unrequited transfers (private and official) 62.0 62.2 60.2 60.9 55.8 63.7 

Current account including official current transfers 4/ -3.5 -3.9 -26.4 -40.7 -21.8 -55.9 

(In percent of GDP) -2.4 -2.6 -17.4 -25.0 -12.6 -30.3 

Current account excluding budget grants 4/ -57.3 -61.2 -80.8 -96.9 -77.0 -119.0 

(In percent of GDP) -38.3 -40.1 -53.3 -59.4 -44.3 -64.6 

External debt (in millions of US$; end of period) 5/ 99.1 94.6 106.8 113.4 117.0 110.5 

(In percent of GDP) 66.2 62.0 70.4 69.6 67.4 60.0 

External debt service (in millions of US$) 16.8 7.5 7.8 9.7 9.7 10.1 

(In percent of exports of goods and services) 59.4 24.7 24.8 22.2 18.4 17.1 

Exchange rate 

Real Effective Exchange Rate (2000 =100) 96.5 102.7 104.5 101.8 101.2 ... 

Memorandum Item:       

Compact Trust Fund (in millions of US$; end of period) 85.7 75.7 90.9 112.8 142.8 165.2 

Nominal GDP (in millions of US$) 149.7 152.6 151.6 162.9 173.7 184.3 

Sources: RMI authorities and Fund staff estimates. 

1/ Fiscal year ending September 30 unless otherwise stated. 

2/ The central government finance numbers do not not include the first tranche disbursement of $9.5 million in early 

FY2011 and a projected second tranche disbursement of the new ADB loan to the Marshalls Energy Company. 
3/ The payments by the government to MEC will be recorded as subsidy to public enterprises of $8.5 million and 

increase of gross borrowing of $9.5 million in FY2011. The second tranche of $5 million is expected to be in 

FY2013. 4/ Official transfers include current transfers but exclude capital transfers and Trust Fund contributions. 

5/ Includes government and government-guaranteed debts. 
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Table 2. Marshall Islands: Medium-term Scenario, FY2007–16 1/ 

 
 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

     Est.  Projections   

Real sector 
          

Real GDP (percent change) 3.0 -1.9 -1.3 5.2 5.0 5.4 2.6 0.6 1.4 1.6 

Consumer prices (percent change) 2.6 14.7 0.5 1.6 9.5 -0.5 1.5 1.7 1.9 2.0 

Central government finance (in percent of GDP) 2/ 

Revenue and grants 72.3 70.2 69.2 67.0 63.6 62.9 60.9 59.1 58.5 58.0 

Total domestic revenue 25.8 25.6 25.0 24.7 24.1 22.9 22.8 23.0 23.1 23.1 

Grants 46.5 44.5 44.3 42.3 39.5 40.0 38.2 36.1 35.4 34.9 

Expenditure 72.0 66.4 67.8 62.4 62.1 61.9 60.4 58.4 57.7 56.9 

Current 54.9 54.3 56.7 51.7 51.6 49.0 48.4 48.6 48.1 47.6 

Capital 17.2 12.1 11.2 10.7 10.5 12.9 12.0 9.8 9.6 9.3 

Overall balance 0.2 3.7 1.4 4.6 1.4 1.0 0.5 
0.7 0.8 

1.0 

Compact Trust Fund (in millions of US$; end of period) 85.7 75.7 90.9 112.8 142.8 165.2 190.7 218.3 248.2 280.5 

Balance of payments (in millions of US$) 

Trade balance -69.6 -69.8 -73.3 -93.3 -73.7 -101.8 -81.3 -57.0 -59.2 -57.7 

Net services -39.0 -39.5 -54.0 -42.8 -45.6 -48.1 -48.1 -45.7 -46.3 -46.4 

Net income 43.1 43.2 40.8 34.5 41.7 30.2 28.7 31.9 33.1 33.3 

Unrerequited transfers (private and official) 62.0 62.2 60.2 60.9 55.8 63.7 62.1 60.2 60.7 61.4 

Current account including official current transfers 3/ -3.5 -3.9 -26.4 -40.7 -21.8 -55.9 -38.6 -10.6 -11.6 -9.4 

(In percent of GDP) -2.4 -2.6 -17.4 -25.0 -12.6 -30.3 -20.2 -5.5 -5.9 -4.7 

Current account excluding budget grants 3/ -57.3 -61.2 -80.8 -96.9 -77.0 -119.0 -100.0 -70.2 -71.7 -70.1 

(In percent of GDP) -38.3 -40.1 -53.3 -59.4 -44.3 -64.6 -52.5 -36.3 -36.4 -34.8 

External debt (in millions of US$; end of period) 4/ 99.1 94.6 106.8 113.4 117.0 110.5 108.7 102.1 96.2 90.0 

(In percent of GDP) 66.2 62.0 70.4 69.6 67.4 60.0 57.0 52.9 48.8 44.7 

External debt service (in millions of US$) 16.8 7.5 7.8 9.7 9.7 10.1 10.0 9.1 8.2 8.3 

(In percent of exports of goods and services) 59.4 24.7 24.8 22.2 18.4 17.1 15.2 13.4 11.9 11.5  
Sources: RMI authorities and Fund staff estimates. 

1/ Fiscal year ending September 30. 

2/ The central government finance numbers do not not include the first tranche disbursement of $9.5 million in early FY2011 and a projected second tranche 

disbursement of the new AsDB loan to the Marshalls Energy Company. 

3/ Budget grants are official current transfers which exclude capital transfers and Trust Fund contributions. 

4/ Government and government-guaranteed debt only. 


