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SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT1 
 
Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities 
 
1. The core development problem of the Republic of the Marshall Islands (RMI) is the lack of 
sustainable economic growth. The RMI’s economy is dominated by a public sector with weak 
management capacity, heavy dependency on grants, and lack of medium- to longer-term 
economic development strategy. The Public Sector Program is supporting policy-based reform to 
rectify these problems. 
 
2. The following factors combine to create significant dependence on external funds and 
cause the economy to suffer low production, productivity, diversification, and connectivity: 

(i) inadequate investment in the productive economy and interisland connectivity; (ii) a weak 

private sector, largely due to lack of an enabling business environment; (iii) susceptibility to 
changes in the international economic environment and commodity prices; (iv) the poor financial 
condition of state-owned enterprises (SOEs), as well as weak management capacity and 
poor-quality assets; (v) a long-term revenue and expenditure imbalance; (vi) poor service 

delivery, especially in health and education; and (vii) inadequate long-term planning and 

budgeting and lack of a long-term investment framework. 
 
3. In public sector management, in particular, four sets of factors limit development: (i) weak 
revenue administration as manifest in structural and operational deficiencies in the tax system, 
causing low revenue collection; (ii) poor fiscal management due to capacity constraints and the 
weakness of the economic structure, which has led to unsustainable government expenditures 
and inefficient SOEs; (iii) poor public sector management emanating from capacity constraints, 
the poor state of physical assets, and unsatisfactory financial performance, which seriously 
stresses the economic and financial system of the country and compromises prospects of 
sustainable growth; and (iv) weak links between budget and planning, and inadequate policy and 
institutional reforms as a result of weak capacity; inadequate physical facilities; and legal, 
regulatory, and institutional gaps. This leaves a void in long-term planning, budgeting, and 
monitoring, culminating in weak macroeconomic management and longer-term economic and 
social vulnerability. 
 

a. Quality of Budgetary and Financial Management 
 
4. The general quality and comprehensiveness of the RMI budget has improved since 2009, 
after incorporating previously off-budget allocations into the main allocation process. The budget 
planning and approval process has improved, and the fiscal year (FY) 2011 and FY2012 budgets 
were being prepared largely in accordance with the set calendar and budget schedule, in part 
due to support from the Asian Development Bank (ADB). 
 
5. Nevertheless, clear weaknesses remain: the government still controls much of the 
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consultations with little advance notice to and input from the community, the budget classification 
system does not allow for very detailed forward analysis on expenditures, and the budget still 
does not explicitly include poverty reduction. The budget does not reflect a formal medium-term 
economic framework or strategy. A new national development plan is, however, due for 
preparation in late 2012 with support from the United Nations Development Programme (UNDP). 
 
6. The financial management information system that has been operating since 2004 has 
improved the overall effectiveness of budget management and implementation. Annual budget 
preparation in the RMI is on a cash basis. All inflows to the government budget accounts, 
including tax and nontax receipts, Compact and non-Compact grants, and proceeds from loans 

and asset sales, are treated as revenue items.
2
 Expenditure is itemized under various funds 

(general, special revenue, capital, and debt service), and then across ministries. 
 
7. The RMI still does not publish midyear budget status reports that would show proper 
implementation of the budget and allow monitoring by stakeholders. Expenditure deviations from 
the approved budget are commonplace, although in percentage terms they are not excessive 
(and are estimated to be less than 30% overall). Payment arrears are minimal; although this is 
largely because limited discretionary expenditure and a weak cash flow position have 
necessitated tighter cash management. 
 
8. While some clear progress has been made, maintaining aggregate fiscal control is still a 
key weakness that must be dealt with seriously and immediately by the government, especially 
given the revenue outlook. 
 

b. Quality of Public Administration 
 
9. Across the entire administration, policy consistency and coordination remain critically 
weak, which has led to weak implementation. Policy conflicts are common, leading to confusion 
in the public and within government agencies. Ministers and ministries tend to develop their own 
policies without coordinating with the chief secretary or cabinet. This stems largely from the lack 
of clear and coherent policy frameworks, both within most organizations and across the entire 
public sector. There is no comprehensive medium-term development framework or strategy. As 
a result, there is incongruence in the activities and planning horizons of the numerous 
government ministries, agencies, and other organizations. 
 
10. Policymaking and coordination in the cabinet remain weak. The RMI’s current national 
development plan, Vision 2018, was prepared in 2001 and has not maintained its relevance 
given the changing development needs of the RMI. 3  Vision 2018 spells out numerous 
aspirations for the future of the RMI and was meant to be the first of a three-part strategic 
development plan. However, the government never completed the other two parts (master plans 
and actions plans), and a national policy coordinating committee to be headed by the cabinet 
(with the chief secretary to oversee the implementation of Vision 2018 and its subsequent plans) 
never materialized. As mentioned above, a new national development plan will be prepared, and 
ADB has made available technical assistance (TA) to support the implementation and monitoring 
phase of the new plan once it is completed and endorsed by the cabinet.4 
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11. Administrative structures remain fragmented with some areas of clear overlap in 
responsibilities (for example, between the Environmental Protection Authority and the Office of 
Environmental Policy Planning and Coordination). Internal government processes remain 
time-consuming and inefficient, with multiple decision layers and signatures required for basic 
procurement and other processes. Very little reengineering of internal processes is taking place 
across the public service. 
 
12. As a result of all this, service delivery and operational efficiency remain fundamentally 
weak. Sector analyses have shown that, aside from a few cases of success, the areas of 
education, health, transportation, and other basic public services remain inefficient and poor. The 
Public Accounts Committee, whose responsibilities include reviewing the effectiveness and 
efficiency of public funds, has only recently become active. The Auditor-General’s Office, 
responsible for conducting performance and efficiency reviews, is scaling up its activities after 
the appointment of a new auditor-general in 2011. 
 
 2. Government’s Sector Strategy 
 
13. As indicated above, a long-term development vision for the country is contained in Vision 
2018, which sets out a strategic development framework (footnote 2). Vision 2018 was 
developed through an extensive consultative process starting with the RMI’s second national 
economic and social summit held in March–April 2001, followed by extended deliberations by 
various working committees established by the cabinet. It was originally envisaged that, following 
the adoption of Vision 2018, master plans would be developed in major policy sectors and, in 
addition, action plans of ministries and statutory agencies would be prepared to state the 
respective programs of action aimed at achieving the master plan targets.5 However, the 
proposed national development plan structure turned out to be overly ambitious, and only limited 
progress was made on the preparation of the master plans. Although the framework resulted 
from much consultation within the country, the government recognizes that the current practical 
value of Vision 2018 is limited, given that its focus is on a long “wish list” of aims rather than any 
link to the fiscal budget. Development partners widely share this assessment. 
 
14. The government has acknowledged the lack of an implementable plan or plans based on 
Vision 2018 for some time, and indeed moved to establish the National Development Plan 
Committee, chaired by the chief secretary. The committee has not been active, however, as it 
was waiting for support from the UNDP to help develop the plan. As a first step toward a new 
plan, and in response to the changing development environment, the government prepared a 

comprehensive draft concept paper that will be used as a guideline in preparing the new plan.
6
 

 
15. As a result of the ineffectiveness of Vision 2018, the government’s strategy for public 
sector management has, at best, remained at a high level of generality. It is thus fair to say that 
the public financial management strategy, in particular, has primarily been framed by the criteria 
and conditionality set in the policy matrix of the Public Sector Program. Discussions on public 
financial management reform between the government and ADB had been ongoing for some 
years, and began to take practical shape in 2008 with the preparation of the Public Sector 
Program. 

                                                 
5
 The following policy sectors were singled out for the development of master plans: human resources development, 
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16. Two key initiatives have also shaped government strategy in this area:
7
 

 
(i) The Tax and Revenue Reform and Modernization (TRAM) Working Group. The 
TRAM team developed a new tax policy guideline. The recommendations include 
replacing an array of existing taxes with a less complex regime that has higher revenue 
yield potential. The proposed new tax regime consists primarily of a consumption tax, an 
excise tax for certain goods (e.g., alcohol, fuel, and tobacco), a net profit tax for large 
corporate entities, and an amended personal income tax structure. The new regime is 
designed to be more equitable and simpler to administer. TRAM has also prioritized 
greater compliance through more rigorous administration and collection performance. 

 
(ii) The Comprehensive Adjustment Program (CAP) Working Group. The CAP team 
presented recommendations across several reform areas, including (i) freezing annual 

recurrent expenditure, (ii) reducing staffing in the civil service, (iii) reducing annual SOE 

subsidies, (iv) reducing the compensation to landowners for access to land for utility 
operations, and (v) reducing government expenditure on travel and housing benefits. 

 
17. The cabinet approved the recommendations of both working groups in October 2010. 
The implementation actions and benchmarks that were articulated in the policy matrix of the 
Public Sector Program were derived primarily from the conclusions and recommendations of the 
two working groups. 
 
 3. ADB Sector Experience and Assistance Program 
 
18. As indicated above, ADB has, since 2009, provided a focused technical program 
designed to facilitate achievement of the targets set in the policy matrix of the Public Sector 
Program.8 This ongoing support has helped the government tackle some of the most urgent 

public sector management issues; in particular, TA support has been provided to (i) improve 

fiscal responsibility, (ii) improve financial management, (iii) effect taxation reform, (iv) improve 

workforce planning and workforce productivity, and (v) reform SOEs. 
 
19. Tangible progress has been made, but weaknesses in the Ministry of Finance support 
systems combined with the reluctance of the cabinet to take “hard decisions” means that 
prospects for sustainability remain fragile, and so ADB, in conjunction with other development 
partners, must remain committed and proactively work with the government if the long-term goal 
of the RMI achieving fiscal sustainability is to be realized. 
 

                                                 
7
 RMI. 2009. Comprehensive Adjustment Program Advisory Group. Final Report. Majuro; RMI. 2010. A Holistic 

Approach to Reforming the Tax and Revenue System. Tax and Reform and Modernization Commission. Majuro. 
8 ADB. 2010. Republic of the Marshall Islands: Supporting Public Sector Program. Manila (TA 7578–RMI, approved 

on 17 August 2010, for $600,000; an additional $300,000 for TA 7578–RMI was approved on 6 June 2011); ADB. 
2010. Pacific Economic Management–Enhanced Economic Management (Subproject 2). Manila (TA 7681–REG, 
approved on 6 December 2010, for $1 million); and ADB. Pacific Private Sector Development Initiative Phase II. 
Manila (TA 7430–REG, approved on 10 December 2009, for $12 million). 
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Problem Tree for Public Sector Management 

 

Lack of unified tax 
administration and 

weak  weak capacity 

Inadequate  
medium-term 
budget and  
investment.  
framework  

Weak budget control and inefficient resource use 

Capacity constraint of  
state-owned 
enterprises 

Lack of action plan for  
Restructuring state- 
owned enterprises 

Lack of  
harmonization in  
tax collection  
process and  
information  
sharing 

Weak revenue  
base and low   
private sector  
participation 

Lack of  
performance 
based  
budgeting 

Unsustainable government expenditures and debt service burden and  
inefficient state-owned enterprises 

Lack of plan to  
reduce non-wage 
expenditures Poor financial state of  

state-owned 
enterprises 

Heavy grant dependence Large transfers to state- 
owned enterprises 

Weak macroeconomic management and increased longer-term 
 vulnerability of the economy and society of the RMI 

Lack of plan to eliminate  
subsidies to state-owned 
enterprises 

Lack of work  
force audits and  
adjustment plan 

Lack of situational  
audit of state-owned 
enterprises 

- Lack of integrated long-term development plan 
- Lack of long - term budget and investment framework 
- Weak link between annual budget and long-term goals and - 

objectives 
- Inadequate laws, regulations and procedures for harmonized  

fiscal and economic management 
- Weak budget monitoring 
- Weak public understanding of the need for reform 

Lack of  
integrated  
budget and  
accounting  
system 

Capacity constraint: policy, strategy skilled staff, database, inventory 

Lack of plan to  
reduce debt to  
sustainable levels 

Weak economic structure and  
poor macroeconomic indicators 

- Weak capacity of the Ministry of Finance and other key  
related agencies including the Public Service Commission 

- Lack of integration between Economic Policy, Planning and  
Statistics Office and the Ministry of Finance 

- 
- 

Lack of macroeconomic and internal audit units 
- Lack of communication strategy for reform 
- Lack of a comprehensive Fiscal Responsibility Act 

Lack of a plan for grant decreases under the Compact 

Weak management of  
state-owned 
enterprises 

The RMI government is not sustainable in the 
long-term once Compact grants end in fiscal year 2023 

 

High cost of transport and  
marketing 

Reduced access to social  
and economic services Low skill development 

Low level of new technology  
adoption and business  

opening 
Limited access to finance  

facilities Limited employment  
opportunity 

Income inequality and low  
household income 

Low level of  
commercialization and low  

competitive advantage 
Low level of human 

development and reduced  
labor productivity 

Low labor productivity 
Low level of factor      

productivity and low  
competitive advantage 

Reduced production and  
productivity and low level of  

commercialization 
High rate of unemployment  

and poverty 
High rate of poverty in outer islands and  

increased rural–urban migration 
  

Food insecurity      Income insecurity  Social and political  
vulnerability  

Low level of human 
development 

Core Problem 

Inadequate investment in  
productive economy and   
interisland connectivity Weak private sector  

Susceptibility to changes in  
international economic  

environment and commodity  
prices 

Poor asset and financial  
condition and management  

of SOEs 
Large share of wage bill in budget 

  and long-term revenue 
   expenditure imbalance 

Poor service  
delivery 

Inadequate long-term planning 
  and budget and investment  

framework 

Weak Link Between Budget and Planning and Inadequate  
Policy and Institutional Reforms  

Poor Public Administration Poor Fiscal Management  Weak Revenue  
Administration 

Poor physical state of  
state-owned 
enterprises 

Enhanced environmental 

stress 

Weak tax  
compliance and  
tax collection  

Inadequate tax 
laws and weak  
enforcement 

Lack of  
three-year 
rolling  
budget 

Lack of debt  
management 
strategy Unsustainable debt 

burden of state-owned 
enterprises 

Lack of debt  
management plan of  
state-owned 
enterprises 

Inadequate legal and  
regulatory framework of  
state-owned 
enterprises 

Impediments to  
commercially-based 
operations of state- 
owned enterprises 
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Sector Results Framework (Public Sector Management, 2013–2015) 
 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Outcomes with 
ADB Contribution 

Indicators with Targets 
and Baselines 

Outputs with ADB 
Contribution 

Indicators with 
Incremental Targets 

Planned and Ongoing 
ADB Interventions 

Main Outputs Expected 
from ADB Interventions 

More efficient 
macroeconomic and 
fiscal management 

Outcome: The 

government achieves 
fiscal sustainability. 
 
Indicator 1: Increase in 

fiscal surplus to about 
5% of GDP by FY2016, 
then maintenance of that 
surplus until FY2023. 
Baseline: 4.6% of GDP 
in FY2010.

a
 

Target: 5.0% of GDP by 
FY2016. 
Current value: 1.0% of 
GDP in FY2012 
(projected). 
 
Indicator 2: IMF 

assesses Compact trust 
fund as being on track to 
generate a revenue 
stream to replace the US 
Compact grants in 
FY2024. 
Baseline: $112.8 million 

in FY2010.
a
 

Target: $710.3 million in 
FY2023. 
Current value: 

$165.2 million in FY2012 
(projected). 

The government’s fiscal 
discipline improves 
over the medium term. 
 
The cabinet enforces 
restraint on recurrent 
expenditure. 
 
The Ministry of Finance 
increases tax revenue. 
 
Selected state-owned 
enterprises improve 
their performance. 

Ratio of current 
expenditure to GDP in 
FY2013 lower than the 
FY2011 ratio 
(Baseline: 51.6% of 
GDP in FY2011, 
estimated).

b 

 
Ratio of government 
debt to GDP in 
FY2013 lower than the 
FY2011 ratio 
(Baseline: 60.3% of 
GDP in FY2011, 
estimated).

b 

 
Ratio of tax revenue to 
GDP on track to reach 
16.2% in FY2015 
(Baseline: 14.3% of 
GDP in FY2011, 
estimated). 
 
Ratio of subsidies to 
GDP in FY2013 lower 
than the FY2011 ratio 
(Baseline: 3.0% of 
GDP in FY2011, 
estimated).

b
 

Planned key activity 
areas 

Loan RMI: Public Sector 
Program, subprogram 2 
(for $5.0 million). 

Pipeline projects with 
estimated amounts 

Enhancing Service 
Delivery in the Public 
Sector (for $0.5 million, 
included in COBP 
2012–2015 for 2013). 
 
Improving State-owned 
Enterprise Performance 
(for $0.3 million, 
included in COBP 
2012–2015 for 2014). 
 
Ongoing projects with 
approved amounts 

TA 7578-RMI: 
Supporting Public Sector 
Program (for $900,000).

c
 

Planned key activity 
areas 

The government’s fiscal 
discipline improves over 
the medium term. 
 
The cabinet enforces 
restraint on recurrent 
expenditure. 
 
The Ministry of Finance 
increases tax revenue. 
 
Selected state-owned 
enterprises improve their 
performance. 

Pipeline projects 

Enhancing service 
delivery in the public 
sector and improving 
state-owned enterprise 
performance 
 
Ongoing projects  

Supporting the 
achievement of outputs 
under the Public Sector 
Program 

ADB = Asian Development Bank, COBP = country operations business plan, FY = fiscal year, GDP = gross domestic product, IMF = International Monetary Fund, 
RMI = Republic of the Marshall Islands, TA = technical assistance. 
a
 Baseline year is 2010, being the year of the design of the public sector program. 

b 
A target of “lower than” has been applied to allow the government flexibility in the overall policy mix to achieve the outcome statement. 

c
 ADB. 2010. Republic of the Marshall Islands: Supporting Public Sector Program. Manila (TA 7578–RMI, approved on 17 August 2010, for $600,000; an 

additional $300,000 for TA 7578–RMI was approved on 6 June 2011). 
Source: Asian Development Bank. 


