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Sector Road Map 
 

1. Sector Performance, Problems, and Opportunities 

1. Tuvalu relies heavily on its public sector as the driver of growth, however the sector is 
inefficient and unwieldy. Tuvalu is in a unique situation whereby external earnings are twice its 
gross domestic product (GDP), leaving the country open to global forces. Since 2008 Tuvalu has 
experienced a decline in key offshore revenues because (i) earnings from fish licenses have 
declined significantly due to low catch in its exclusive economic zone as a result of climatic 
conditions, (ii) the returns on its “.tv” domain name have fallen, and (iii) returns from the Tuvalu 
Trust Fund (TTF) have fallen below their targeted level. More recently, the value of external 
earnings denominated in United States dollars have declined significantly because of exchange 
rate movements. 
 
2. The public sector, including the health and education subsectors, employs around one- 
tenth of the country’s population. Fiscal deficits have been persistent even in good economic 
times. These have generally been closed through donor support and with disbursements from 
the country’s budget support fund, the Consolidated Investment Fund (CIF), which is within the 
government’s consolidated fund. The CIF also serves as a repository for windfall revenues, such 
as those generated from the lease of the use of the .tv internet domain and from fishing license 
fees, and acts as a revenue stability mechanism. Withdrawals from the CIF are used to fund the 
recurrent budget as well as capital reinvestments. 
 
3. Tuvalu’s future growth strategy is set out in the government’s National Strategy for 
Sustainable Development, 2005–2015, which was developed through an extensive consultative 
and participatory process with the various island councils, civil society organizations, the private 
sector, and development partners. This national plan sets eight strategic priorities, including 
promotion of good governance, macroeconomic growth and stability, employment, and private 
sector development. The expected outcomes are more employment opportunities, higher 
economic growth, better health care, better education, better basic infrastructure, and continued 
social stability. 
 

a. Public Sector Management 

4. The principal structural weaknesses in the way of better public sector management are (i) 
a large public sector with low productivity and poor customer service; (ii) pervasive government 
ownership of public enterprises, most of which make losses and require fiscal concessions 
and/or subsidies; and (iii) an often weak fiscal situation. 
 
5. According to the International Monetary Fund, the public sector accounted for 93.3% of 
the Tuvalu economy in 2011.2 Official government statistics show that public administration is 
the biggest single component of economic output and accounted for 17% of GDP on average 
during 2004–2009. This large government role in a micro economy such as Tuvalu’s means that 
poor fiscal management has significant opportunity costs that impede development and growth. 
 

                                                 
1  Based on ADB. 2012. Tuvalu: 2012 Country Performance Assessment. Manila; International Monetary Fund. 2012. 

Tuvalu: 2012 Article IV Consultation. Staff report. Washington, DC. 
2 International Monetary Fund (IMF). 2012. Tuvalu: 2012 Article IV Consultation. Staff report. Washington, DC 
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b. Revenue Management 

6. A key government public sector management challenge is the high volatility of the 
country’s external revenues. During 2008–2010, annual external revenues ranged from A$10 
million to A$7.8 million. External revenues are also hard to forecast because payment for fishing 
licenses—one of the largest and most variable items—comes very late in the financial year and 
is complicated by a range of external factors such as climatic conditions. This requires the 
government to decide on expenditures well before it can be certain what funding will be available 
from this source. The length and the severity of low revenue periods are also difficult to forecast 
because they depend on a range of factors outside Tuvalu’s control. Volatility in the United 
States (US) dollar–Australian dollar exchange rate adds to the uncertainty, given that payment 
for fishing licenses and government income from the use of Tuvalu’s top-level internet 
domain, .tv, are mostly denominated in US currency. These factors have all contributed to the 
emergence of the government’s current fiscal difficulties. 
 
7. Tuvalu faces another revenue constraint due to its participation in the Pacific Island 
Countries Trade Agreement, which became effective in May 2008. The agreement requires that 
duties on imports from other Pacific countries be reduced over a 10-year period. In an attempt to 
offset this loss in revenue, the government imposed the Tuvalu Consumption Tax (TCT) in 2010 
but collections from the 3% TCT did not meet expectations due to a high level of noncompliance. 
The government increased the TCT to 4% in its 2012 budget. 
 
8. To bolster its revenues, the government signed two joint ventures in 2011 with Asian 
fishing companies. These have yet to produce significant revenue but Tuvalu’s share of the A$20 
million in market rate debt of these ventures could represent a contingent liability equivalent to 
28% of GDP. In all, despite higher donor financing, the CIF, which is used to supplement 
revenues and reduce deficits in the government’s annual budgets,  fell to only 11% of GDP, or 
A$3.1 million, by end of 2011. A large fiscal expansion during 2009–2010, now slowly being 
unwound, has nearly exhausted available financing buffers. 
 
9. Public enterprise reform offers opportunities for Tuvalu to reduce expenditures and 
mobilize additional revenue. ADB has supported the government’s reform program to strengthen 
the monitoring and performance of eight government-owned enterprises.3 The aim was to have 
these public enterprises operate as commercial businesses.4 The government adopted the new 
Public Enterprises Act in 2010, established a public enterprise reform and monitoring unit within 
the Ministry of Finance and Economic Development, and started removing civil servants from the 
boards of these operations. The government approved in October 2012 a management contract 
for the government-owned Vaiaku Lagi Hotel and the merger of one other public enterprise, the 
Tuvalu Philatelic Bureau, with two retail operations within the government, that is, the Tuvalu 
Post Office, and the Tuvalu Travel Office. 
 
10. Revenue reforms may help improve the government’s fiscal position in the long term but 
cannot provide much support in 2012. Licensing revenues for the .tv domain will rise in 2013 
under a new regime but, like most of the government’s fishing license revenues, these are 
denominated in the US dollar, which remains generally weaker against the Australian dollar than 
it was in 2010. The TCT’s contribution to government revenue should rise after the tax increases 

                                                 
3 ADB. 2009. Report and Recommendation of the President to the Board of Directors: Proposed Program Grant to 

Tuvalu for the Improved Financial Management Program. Manila. 
4 ADB. 2009. Technical Assistance to Tuvalu for Capacity Development for Public Financial Management. Manila  

(TA 7161-TUV). 
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from 4% to 7% (although this increase has been postponed from 2012 to 2013). Compliance by 
private companies has improved but compliance by the government’s public enterprises remains 
poor. The government states that it will improve TCT compliance to 75% of eligible taxpayers, 
including all of the public enterprises, and has planned a further rate increase to 10% in 2015. A 
new objective-based investment strategy for the TTF is intended to allow more flexibility in 
achieving target returns with less volatility, with additional oversight to ensure investments do not 
present undue risks. 
 

c. Expenditure Management 

11. Government expenditures grew during 2000–2005 as offshore revenue rose. Much of the 
extra spending went to one-off items such as an outer islands electrification project (2000), the 
sealing of the road network on Funafuti (2002), and grants to the Falekaupule Trust Fund. Some 
of the additional expenditure items were recurrent in nature or incurred some level of recurrent 
costs. These proved difficult to reduce as the government’s revenue position weakened, which 
resulted in considerable fiscal pressure. For 2005-2008, government expenditures averaged 
80% of GDP while grants and revenue averaged 71%. By 2010, expenditures had risen to 104% 
of GDP, with revenue remaining at 74%. The result was that the reserves in the CIF fell from 
34% of GDP in 2009 to 21% in 2010. 
 
12. High staff costs remain a key source of fiscal pressure in the medium term. These now 
account for 40% of on-budget spending, well up from 24% in 1996. In 1994, a public sector 
reform program, which included proposed downsizing of the civil service, became a core 
component of the government’s national plan. However, by 2005, the number of established 
posts for civil servants had grown by 37% above the 1994 level, although the population had 
risen by less than 10%. Average rates of pay also increased substantially during the period. Staff 
costs rose from 27.6% of GDP in 2008 to 33.7% of GDP to 2011 and are an ongoing source of 
fiscal pressure. 
 
13. The government’s National Strategy for Sustainable Development, 2005–2015 identifies 
basic education, health care, and vocational education as key expenditure priorities.5 These 
items receive a very low share of the budget and are largely supported through external 
contributions. Shifting funds to these priorities requires that resources be diverted from other 
areas. 
 
14. The government has taken important measures to control spending but difficult choices 
remain. Much of the jump in government spending in 2009 and 2010 went to new scholarships 
for Tuvalu citizens studying abroad and payments for medical services in Fiji conducted under 
the Tuvalu Medical Treatment Scheme. Despite large unspent balances in the Falekaupule Trust 
Fund that pools funds for such projects, central government spending on capital programs in the 
outer islands also grew. Some reforms have been made to the medical treatment scheme. This 
has included the elimination of free travel for caretakers, a reduction of housing allowances and 
the hiring of a surgeon in Tuvalu. A committee of doctors has been established to approve 
referrals. This is a crucial step toward reducing the cost of the scheme and securing donor 
support for severe medical cases. The government will approve no new scholarships in 2012 but 
ongoing costs for previous scholarship grants remain high. Capital expenditure is budgeted to fall 
from 13.3% of GDP in 2011 to 5.9% of GDP in 2012, close to pre-2008 crisis levels, and is 
expected to remain low. 

                                                 
5 Government of Tuvalu. 2005. Te Kakeega II, 2005–2015. Funafuti. 
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d. Other Public Sector Challenges 

15. Despite improvements in the quality of financial management, the fiscal position remains 
difficult to track. Changes in the net cash position (which equals the fiscal balance) are not 
reported publicly and are obscured by the government’s use of multiple sources of cash. Gaining 
a clear interpretation of the government’s fiscal management is complicated by the presence of a 
range of estimates of expenditure and revenue and the budget balance. The budget papers 
themselves present more than one estimate of some of the key aggregates (e.g., recurrent 
expenditure and the wage and salary bill). The historical data presented in the budget papers 
has differed significantly from that presented in the audited accounts. This situation appears to 
result from the use of multiple accounting systems to prepare the budget as well as from a 
general weakness in the accounting systems. 
 

e. Government’s Sector Strategy 

16. To address all these challenges and insulate its fiscal position from revenue volatility and 
global shocks, the government developed a medium-term fiscal framework in June 2012 in 
consultation with the International Monetary Fund. The framework is aimed at maintaining fiscal 
sustainability. It is based on the government’s multiyear Policy Reform Matrix (PRM), which was 
prepared in March 2012 in collaboration with the Asian Development Bank (ADB), the 
governments of Australia and New Zealand, and the World Bank. The PRM covers four main 
areas: governance, social development, education and human resources, and macroeconomic 
growth and stability. 
 
17. The PRM explicitly targets a sustainable budget framework, which will be accomplished 
by strengthening fiscal controls, making budgeting and budget execution more effective, 
improving service delivery, protecting essential social services, reforming the government’s public 
enterprises, and increasing revenue mobilization. Implementation of the PRM will help ease fiscal 
constraints by boosting economic growth, improving tax collections, reducing nonpriority 
expenditure, and unlocking additional budget support. 
 

f. ADB Sector Experience and Assistance Program 

18. The goal of ADB’s Pacific Approach 2010–2014 is for sustained, resilient, and improved 
standards of living.6 This aligns with the aim of Tuvalu’s National Strategy to achieve a healthier, 
more educated, peaceful, and prosperous nation. ADB’s country operations business plan shares 
this focus and aims to (i) continue ADB’s emphasis on inclusive growth, (ii) further strengthen 
knowledge solutions, (iii) address emerging needs within the broad contours of ADB’s Strategy 
2020, and (iv) actively leverage resources through cofinancing. The Pacific Approach serves as 
the country partnership strategy for Tuvalu. 
 
19. The Pacific Approach recognizes strengthened public sector management and an 
improved private sector environment as key drivers of change. ADB interventions will strengthen 
budget management to improve the formulation, allocation, and utilization of the Government of 
Tuvalu’s scarce resources, as well as improve public expenditure management, which is critical to 
restoring fiscal sustainability and stimulating economic growth. Furthermore, to ensure ADB’s 
investments are demand-driven and sustainable, the policy focus of ADB’s pipeline program will 
be anchored to the PRM. 

                                                 
6 ADB. 2009. Pacific Approach, 2010–2014. Manila. 
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public enterprises 
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sector and most public 
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processes hinder operational 
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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 
Improved fiscal 
management capacity 

Structural changes 
implemented, 
innovation promoted, 
and economic reforms 
initiated 
 

 

Assistance toward 
strengthening public 
expenditure and fiscal 
management 
 
Support for public 
enterprise reform, 
privatization, and 
improved corporate 
governance 
 

Structural changes 
implemented, 
innovation promoted, 
and economic reforms 
initiated 
 
Private sector share of 
GDP increased by 
50% by 2015 
 
Subsidies to public 
enterprises not 
exceeding 5% of GDP  
 
Recurrent 
expenditures not 
exceeding recurrent 
revenue plus 
sustainable TTF 
distribution 
 
Target minimum 
balance in 
consolidated 
investment fund not 
less than 16% of 
maintained value of 
TTF 
 
External debt not 
exceeding 60% of 
GDP 

Planned key activity 
areas 
$5.90 million for 
2008–2012, 100% 
of the total Country 
Partnership Strategy 
envelope 
 
Pipeline projects 
with estimated 
amounts 
Program for 
Strengthening Public 
Financial 
Management ($2.35 
million) in 2012 
 
Second Strengthened 
Public Financial 
Management Program 
($1.25 million) in 2014 
 
Ongoing projects 
with approved 
amounts 
Institutional 
Strengthening of 
MFED CDTA 
($300,000) 

Increased capacity in 
fiscal management 
 
 
Planned key activity 
areas 
Pipeline projects  
PFM and PE reform 

 
 
 
 
Ongoing projects  
Improved PFM and PE 
reform 

ADB = Asian Development Bank, CDTA = capacity development technical assistance, GDP = gross domestic product, MFED = Ministry of Finance and Economic 
Development, PE = public enterprise, PFM = public financial management, TTF = Tuvalu Trust Fund. 
Source: ADB estimates. 
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