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PSC Public Service Commission
PSE public sector enterprise
PSRP Public Sector Reform Program
RMI Republic of the Marshall Islands
SOE state-owned enterprise
SPC Secretariat of the Pacific Community
STD sexually transmitted disease
UNDP United Nations Development Programme
USDA United States Department of Agriculture
WUTMI Women United Together Marshall Islands
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Glossary of Marshallese Terms

alap clan or lineage head
bwij lineage, crowd, family, or tribe
irooj chief or king
jeramol poor or poverty
juumemmej “stand awake” or watchful vigilance
meto deep sea or ocean
mo restricted area
Nitijela Parliament
rijerbal worker or commoner
wato land tract

Source: Abo, Takaji et al. 1976. Marshallese-English Dictionary. Honolulu: University
of Hawaii Press.

Notes

The fiscal year (FY) of the Government ends on 31 September. FY before a
calendar year denotes the year in which the fiscal year ends.

In this report, “$” refers to US dollars.
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Foreword

Marshall Islanders refer to circumstances requiring concentration, alertness,
and a sense of responsibility for the welfare of others with the term juumemmej,
meaning “stand awake.” Traditionally, it described the duty of the helmsman
on a long ocean voyage, who had to keep a sharp eye on the rigging, as well as
on the stars, waves, and weather, while others slept in relative comfort. The
broader meaning of the term challenges the leaders of the Republic of the
Marshall Islands to demonstrate the same admirable qualities. Juumemmej
enjoins leaders to pilot the ship of state with concern and compassion for the
welfare of their compatriots, and with vigilance to safeguard for the nation a
prosperous and secure future.

This analysis is the result of collaboration among a number of consultants
with the Asian Development Bank (ADB) under the direction of Steve Pollard,
principal economist (poverty reduction), Pacific Department. The principal
authors, Satish Chand, Benjamin Graham, and Ellia Sablan-Zebedy, worked
alongside David Paul, Ben Chutaro, Charles Paul, and Emi Chutaro.

This report seeks to bring a better understanding of the economic and
social policy issues within the Republic of the Marshall Islands. Published
under the Pacific Studies Series, Juumemmej provides thought-provoking
reading that I trust will stimulate dialogue and cooperation on ways for moving
forward, and bring lessons for the Pacific as a whole.

Philip Erquiaga
Director General

Pacific Department
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Summary of Key Issues

The People’s Vision

The people of the Republic of the Marshall Islands (RMI) debated and
subsequently articulated a clear vision for their nation in 2001. This was the
result of an extensive consultative process during the second National
Economic and Social Summit (NESS). At the end of the NESS, the Cabinet
endorsed its recommendations and adopted a statement expressing the
national vision of the people

to become a country within an interdependent world, with an
enhanced socioeconomic self-reliance [and] an educated, healthy,
productive, law-abiding, and God-loving people, in which individual
freedom and fundamental human rights are protected, and culture
and traditions are respected, and development and environmental
sustainability are in harmony. (RMI Government 2001)

This report will address the issues in this vision statement. Those relating
to the social and economic welfare of the people, and to poverty in particular,
are enumerated below.

Key Social and Economic Issues

1.1.1.1.1. The status quo is unsustainable. The status quo is unsustainable. The status quo is unsustainable. The status quo is unsustainable. The status quo is unsustainable. General social and economic
conditions have steadily deteriorated, and it is becoming
increasingly clear that maintaining the status quo will only worsen
this situation.

2.2.2.2.2. PPPPPer capita income has fallen. er capita income has fallen. er capita income has fallen. er capita income has fallen. er capita income has fallen. Aggregate and per capita gross
domestic product (GDP) have grown very slowly since
independence, with real per capita growth averaging less than 1%
per annum. In the past decade, per capita income has fallen, and
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this decline, combined with poor basic services, has left the poor
in an increasingly precarious position (see chapter 2).

3.3.3.3.3. Inequality has intensified. Inequality has intensified. Inequality has intensified. Inequality has intensified. Inequality has intensified. The distribution of income has become
more unequal over time. Income disparities have increased
between islands and among residents of the same island. Aggregate
unemployment peaked at an estimated 34% in 2004 (see chapter
4). Outer-island communities as a group face worsening isolation
as shipping services deteriorate, depriving them of access to
markets and basic services.

4.4.4.4.4. PPPPPoverty has increased. overty has increased. overty has increased. overty has increased. overty has increased. The incidence of poverty, the principal focus
of this report, has increased in the outer islands as a whole, and
pockets of deep poverty have taken hold in the urban centers of
Majuro and Ebeye. An estimated 20% of the population lives on
less than $1 per day.

5.5.5.5.5. The public sector dominates the economyThe public sector dominates the economyThe public sector dominates the economyThe public sector dominates the economyThe public sector dominates the economy..... The public sector is
the major source of economic activity. In 2004, the government
sector including state-owned enterprises accounted for
approximately 40% of the GDP and some 41% of formal
employment. This is neither desirable nor sustainable given the
failed experiment with state-led development in the past and the
fiscal pressures of the future (see chapter 3).

6.6.6.6.6. PPPPPublic sector employment and compensation have grown.ublic sector employment and compensation have grown.ublic sector employment and compensation have grown.ublic sector employment and compensation have grown.ublic sector employment and compensation have grown. The
public sector has grown significantly since 2000, reversing most of
the downsizing that took place in the mid to late 1990s. The
national Government alone, excluding government agencies and
state-owned enterprises, has grown from 1,487 employees in 2000
to 1,776 in 2004. This has raised national Government payroll
expenditure by 53%, from $15.3 million in 2000 to $23.6 million
by 2004. The rate at which the public sector salaries bill is
expanding is unsustainable (see chapter 3).

7.7.7.7.7. RRRRReforms made in the 1990s are unraveling.eforms made in the 1990s are unraveling.eforms made in the 1990s are unraveling.eforms made in the 1990s are unraveling.eforms made in the 1990s are unraveling. The reduction-in-force
of the 1990s reduced annual wages paid by the national
Government by $1 million by 2000, but in 2004 the annual wage
bill had grown back over $8 million. This is one of several reforms
that have regressed only to leave a cost overhang on the budget, as
the RMI undertook the reforms with a loan of $12 million (see
chapter 3).
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8.8.8.8.8. RRRRReliance on the United States (US) remains high. eliance on the United States (US) remains high. eliance on the United States (US) remains high. eliance on the United States (US) remains high. eliance on the United States (US) remains high. A significant
proportion of the budget is externally funded. All but 2% of the
external funds are from the US. The trust fund established under
the Compact of Free Association between the RMI and US will
likely be unable to cover current budgetary outlays come 2023,
when annual grant transfers are scheduled to expire, despite the
desire of many Marshallese to achieve socioeconomic self-reliance.

9.9.9.9.9. PPPPPopulation growth and emigration remain highopulation growth and emigration remain highopulation growth and emigration remain highopulation growth and emigration remain highopulation growth and emigration remain high. The population
grew by an annual average of 1.5% in the inter-census period of
1988–1999. Without emigration to the US, which the Compact
freely allows, the population would have grown by an annual average
of 3.7%. The estimated population for 2005 stands at 56,417. As
some 43% of Marshallese are below 15 years of age, rapid population
growth is likely to continue (see chapter 4).

10.10.10.10.10. Urbanization and crowding have intensified.Urbanization and crowding have intensified.Urbanization and crowding have intensified.Urbanization and crowding have intensified.Urbanization and crowding have intensified. Overall population
density has increased by a factor of five over the past half a century.
Reversion to subsistence farming and fishing is therefore simply
not possible. The terrestrial environment of low-lying atolls is
fragile, a situation exacerbated by poor management of wastes.
The sea close to urban centers is increasingly polluted, with some
areas becoming unfit for recreation or as a source of seafood.
Environmental degradation affects the poor most directly and
inescapably. Population and environmental issues must be
addressed urgently if the RMI is to achieve sustainable
development (see chapters 4 and 5).

11.11.11.11.11. Access to the US and global economy is poorly eAccess to the US and global economy is poorly eAccess to the US and global economy is poorly eAccess to the US and global economy is poorly eAccess to the US and global economy is poorly exploited. xploited. xploited. xploited. xploited. The
RMI is a small, open economy that depends heavily on international
resources. While this exposes the economy to shocks from abroad,
it also provides opportunities for social and economic development.
The Compact allows Marshallese unlimited access to the US labor
market, which has provided employment and other opportunities
to those willing and able to make the journey. Such access can be
augmented through improved education and health services that
equip workers to take better advantage of opportunities offered
abroad. The RMI can gain far more than it currently does by
exporting workers to take up higher quality jobs and subsequently
providing higher remittances, and by tapping the skills and finances
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of the returnees. The policy interventions necessary to exploit
opportunities offered by an interdependent world are explored
throughout this report.

12.12.12.12.12. Current budgets should provide better services. Current budgets should provide better services. Current budgets should provide better services. Current budgets should provide better services. Current budgets should provide better services. Considerable
potential exists for improving the delivery of basic services with
existing budgetary resources. Performance-oriented budgeting,
introduced in 2002 under the amended Compact, provides one
lever to improve service delivery. But these and other measures
will be effective only if contractual performance conditions are
enforced. Past experience suggests that considerable effort will
need to be devoted to better monitoring and enforcement of
performance (see chapters 3 and 6).

13.13.13.13.13. Education outcomes frustrate high inputs. Education outcomes frustrate high inputs. Education outcomes frustrate high inputs. Education outcomes frustrate high inputs. Education outcomes frustrate high inputs. Recent analyses have
highlighted serious deficiencies in the public education system
that contribute to Marshallese students’ continued
underperformance and poor educational attainment. School
enrolment, completion, and testing trends have not improved
despite high investments in education (see chapter 6).

14.14.14.14.14. General health remains poorGeneral health remains poorGeneral health remains poorGeneral health remains poorGeneral health remains poor. . . . . Some improvements in health
management have been made, including reductions in the cost of
tertiary care and off-island referrals, but the incidence of diabetes,
hypertension, sexually transmitted diseases including human
immunodeficiency virus (HIV), and other conditions remain
disconcerting (see chapter 6). This is yet another situation that
cannot be left unchecked. Poor and worsening health conditions
often exacerbate poverty.

15.15.15.15.15. Social problems have intensifiedSocial problems have intensifiedSocial problems have intensifiedSocial problems have intensifiedSocial problems have intensified. Economic stagnation and rising
unemployment continue to worsen social stress, as manifested by
the high and growing incidence of violent crime, youth suicide, and
substance abuse. Detailed analyses and ensuing policy challenges
for social and population issues are presented in chapter 4.

16.16.16.16.16. Governance can be improved. Governance can be improved. Governance can be improved. Governance can be improved. Governance can be improved. Weak governance is pervasive
throughout the public sector, and this complaint was voiced
repeatedly during consultations for this report. The terms “good
governance,” “accountability,” and “transparency” are widely used,
yet a number of indicators point to the absence of these virtues in
practice. The Public Accounts Committee of the Nitijela
(parliament) has not met for at least several years. Many bills are
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still passed without public hearings or consultations, and the public
widely accepts that corruption and nepotism are alive and well.
Chapters 1 and 3 present some evidence of weak governance.

17.17.17.17.17. Management of abundant financial resources is weak.Management of abundant financial resources is weak.Management of abundant financial resources is weak.Management of abundant financial resources is weak.Management of abundant financial resources is weak. The RMI
has considerable resources at its disposal per capita relative to many
developing countries. Yet the RMI’s social and economic indicators
are fairly poor, especially compared to those of other Pacific nations.
High inputs resulting in low outputs and outcomes suggest that
inefficient management of resources is a key weakness in the RMI.
Chapter 6 highlights this issue with respect to basic education
and health services.

18.18.18.18.18. The private sector is weak. The private sector is weak. The private sector is weak. The private sector is weak. The private sector is weak. The immediate challenge is to promote
production growth that can provide employment opportunities for
the expanding population and the resources needed to support
improved delivery of basic services. State-led development has
not succeeded in improving the socioeconomic well-being of the
Marshallese. The state has played a large role in the economy, but
the private sector must play a greater role in commerce and job-
creation. Policies to encourage private enterprise are considered
in chapter 7.

19.19.19.19.19. PPPPPotential eotential eotential eotential eotential exists for increased production. xists for increased production. xists for increased production. xists for increased production. xists for increased production. Potential sources of GDP
growth include fisheries and other marine industries, niche tourism
and agriculture, support services, and handicrafts. The RMI has
the opportunity to implement significant policy actions to facilitate
the growth and development of these and other industries. The
key is to create an environment that allows entrepreneurs and
investors to identify and develop winning industries. Chapter 7
considers policy interventions to do this.

20.20.20.20.20. A clear opportunity eA clear opportunity eA clear opportunity eA clear opportunity eA clear opportunity exists to build on achievements. xists to build on achievements. xists to build on achievements. xists to build on achievements. xists to build on achievements. As highlighted
in chapter 1, the RMI has in recent years made some notable
achievements that deserve praise and should be further
encouraged. With its relative abundance of financial resources per
capita and support from its citizenry and many development
partners, the RMI has a clear opportunity to improve the social
and economic conditions of its people. This report considers
strategies to nurture the country’s human, physical, and financial
capital to achieve sustainable socioeconomic self-reliance.
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Chapter 1 Introduction     1

Introduction

1.1 Physical, Economic, and Historic Context

T he Republic of the Marshal Islands (RMI), comprising some 1,225
islands and islets grouped in 29 coral atolls, is located in the tropics of
the North Pacific Ocean. Some 56,000 Marshallese live on its 181
square kilometers (km2) of land, whose atolls boast 370 kilometers of

coastline. The exclusive economic zone of the RMI extends to some 2 million
km2. Traditionally, coastal fisheries and subsistence agriculture served as the
major sources of livelihood for most of the people. Such livelihoods are no longer
an option for the majority of the population following the RMI’s rapid population
growth over the past half century. Today, the highly urbanized Marshallese depend
on large financial transfers from abroad and imports, in particular imported food.
The potential of the natural environment to sustain the population has
meanwhile been diminished by contamination with solid and radioactive wastes
and overexploitation of marine resources both near and offshore.

The two major urban atolls, Majuro and Kwajalein, the latter of which
includes Ebeye Island, are home to two-thirds of the population. Population
densities in some of the urban settlements exceed 28,000 people/km2 (see box
2.1 on Jenrok village). The bulk of the population, particularly those in crowded
urban centers, depend on cash income and imports for sustenance. However,
employment opportunities are limited. The geographic isolation of the RMI
and its consequently high transportation and communications costs have severely

CHAPTER 1
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limited income growth. Not surprisingly, fewer than 1% of the RMI’s 9,161
wage-earners in 2004 worked in manufacturing.

Some recent research shows that isolation and small domestic markets
can make trade so costly to small economies as to be uneconomic (Winters
2005). However, studies across countries have failed to show that small countries
grow more slowly than their larger counterparts (Easterly and Kraay 2001).
Isolation and a small economy such as that of the RMI handicap trade in products
low in value for their volume, and policies that raise transportation and
communications costs exacerbate these handicaps.

In 2004 the public sector accounted for 41% of wage employment (see
table A1.3 in appendix 1), and national Government employees’ average annual
earnings of $13,275 was 154% higher than the average for the private sector (see
table A1.5).1 The relatively high public sector wages draw the best personnel
into the Government, which is the largest sector of the economy and sets wages
and employment conditions for the economy as a whole. However, poor
productivity in the public sector has been a drag on economic performance (see
chapter 2). External assistance funds most public sector outlays, with the bulk
of the recurrent budget being funded through the Compact of Free Association
with the United States (US). A brief historic review helps explain the bases for
such extensive foreign assistance.

The first Marshallese are thought to have reached the islands from
Southeast Asia on ocean-going canoes some 2,000 years ago. According to legend
supported by archaeological evidence, the settlers arrived in the northern part of
the group and slowly moved through the double chain of islands. The social
structure that developed over time was shaped to a large extent by the environment
and land-constraint in particular. Traditional authority was built around land,
with the community organized in bwij (lineage groups) under several alap (clan
leaders) and each household living on its own wato (cross-island strip), and each
wato typically offering the range of soil types and vegetation (ADB 2001).

Often-fierce competition for scarce land and coastal resources resulted in
the formation of a strongly hierarchical social structure. As the hereditary chief
of the bwij, the irooj held the right to adjudicate the use of land and coastal
resources, manage the resources of the community as a whole, and organize both
the defense of those resources and offensive operations to expand the resource
base. Despite the strongly hierarchical structure, anthropological evidence shows

1 Some caution must be exercised with these annual earnings comparisons. Average annual
earnings in the private sector may be lower because of part-time employment as well as
because some people earn less than the official minimum wage of $2 per hour, as the
Government sometimes exempts companies from paying it.
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relatively uniform material well-being in the community. That the irooj did not
personally accumulate wealth is interpreted as evidence of an egalitarian
redistribution system, possibly under the command of the irooj. Workers (rijerbal)
provided labor and constituted, along with the alap, the strength of the irooj,
thus forming the basis for mutual dependence. The land tenure system has
survived colonization and the modern era, with access and use rights to land still
held by the irooj and alap. However, poverty and governance have changed
considerably with the transition to a monetary economy.

The first outsiders to reach the Marshall Islands were Spanish navigators
searching for a westerly route to the Spice Islands (Malukus) in the 16th century.
Captain John William Marshall, a British sea captain, sailed through the atolls
in 1788 while en route from Australia to China and proclaimed them the Marshall
Islands.2 German trading companies began arriving in the1860s to establish a
base for copra production in the Ralik Islands, which stretch between Ujae and
Ebon atolls. The Germans worked with the irooj to acquire both land and labor
for copra production. A treaty of friendship was signed in 1875 between Imperial
Germany and all of the Ralik chiefs, which led to the establishment of a German
consulate on Jaluit. Germany bought the rest of the islands from Spain in 1885,
thus consolidating their claim on the entire Marshall Island group (Marshall
Islands Visitors Authority 2004). Copra became a dominant industry, a head tax
payable in copra was introduced, with the irooj responsible for collecting it and
receiving a share of it. This elevated the irooj to representative of the imperial
authority, which consolidated the powers of chiefs with the backing of a modern
state. The last point is important with regard to pressures for good governance,
as the irooj of the modern era draws legitimacy from both the modern state and
the alap and rijerbal.

Japan took over the islands when World War I broke out, remaining in
control from 1914 to 1944. The Japanese maintained the administrative setup
left behind by the displaced Germans, except that Tokyo-based trading
companies now ran the copra and trade store operations. Annual copra production
during the Japanese era reached 5,000 tons, and Japanese manufactured goods
were distributed throughout the colony aboard regular inter-island shipping (ADB
2001). The lead up to World War II saw Japan fortify the islands, building airfields
and supporting seaport infrastructure on Kwajalein, Wotje, Mili, and Maloelap,
from which they launched the Pacific War. The Americans captured Kwajalein
and Enewetak in January and February, respectively, of 1944, becoming another
colonial power until the country achieved independence in 1986.

2 http://www.janeresture.com/marshalls/marshalls.htm accessed 30 August 2005.
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The US administered RMI as part of the Trust Territories of the Pacific
Islands. Between 1946 and 1958, the US conducted some 67 nuclear tests in
Bikini and Enewetak atolls. People who were resettled from these and other atolls
for the tests receive compensation, and the RMI Government continues to seek
final reconciliation with the US for the tests. ADB notes that a “blend of ignorance,
negligence, and intent in the conduct of the tests exposed thousands of Marshallese
civilians and several hundred American servicemen to radiation” (ADB 2001).
These experiments left Bikini uninhabited, with its original residents resettled
on Kili Island, Ejit Island (in Majuro Atoll), and other areas. Residents of Rongelap
Atoll, which was exposed to fallout, were relocated and currently live on Mejatto
Island in Kwajalein Atoll, on Majuro, and in other areas. The health costs for those
affected by the nuclear testing are paid by a special health fund. The US has
maintained a military base in Kwajalein Atoll since the end of the war and, since
the 1960s, used it to test ballistic missiles. The US provides land-lease payments
to Kwajalein landowners through an agreement with the RMI Government, which
has an agreement with the landowners for the use of the atoll. The US provides
further direct budgetary support and permits access to special grants from the US
Government. These transfers from the US are the major source of foreign exchange
and have annually been well in excess of 50% of the gross domestic product (GDP).

The RMI’s relationship with the US continues under the Compact of Free
Association, which went into effect in 1986. Certain provisions of the Compact,
including economic assistance, expired in 2001 and have been subsequently
renegotiated for an additional 20 years commencing in May 2004 (see box 3.2 on
the amended Compact). An important aspect of the Compact is its provision
allowing Marshallese to live and work in the US with little restriction. An
estimated 15,000 Marshallese have taken advantage of this access, but
remittance flows have not been significant. In fact, some estimates see an outflow
of funds from the RMI to the US (see chapter 2, section 2.2). Likely reasons for
this anomaly are the poor economic and social conditions most Marshallese
migrants in the US face (see chapter 4). On the whole, migrants have held poorly
paid menial jobs and used their income to support a large, unemployed
Marshallese community in the US. Many migrant families live below the US
poverty line, which both explains the lack of remittance income to the RMI and
offers lessons about what could be done to take better advantage of this opportunity.

The RMI’s colonial history and rapid transition to a monetized economy
heavily dependent on aid, rent, and compensation have had significant socio-
psychological impacts. Many Marshallese who directly benefit from transfers have
become wealthy quickly. More broadly, transfers have fuelled a large public sector
and fostered a dependency mindset. Domestically, many Marshallese continue to
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expect Government handouts, and internationally the RMI as a nation continues
to rely heavily on and actively solicit transfers from the US and other countries.

This report argues that socioeconomic self-reliance can be achieved only by
changing this national mindset away from a handout mentality to a “help-out”
mentality. In a nutshell, helping out means the RMI provides high-quality basic
education and health services as the most sustainable way to help people pull
themselves up and out of poverty. As described in chapter 6, however, providing
even basic education and health services is a challenge.

1.2 Opportunities for Growth

Improvements in educational and health outcomes leading to improved skills
in the general population can improve Marshallese workers’ access to the US
labor market and significantly raise their incomes. Remittances will follow if
workers earn incomes well above their daily needs for food, housing, etc., and if
social contact is maintained with the homeland. The outflow of people, at least
those of working age, will also alleviate pressure on the local environment (see
chapter 5). Those most likely to take the maximum advantage of new
opportunities are skilled workers and youths, which may also reduce teenage
pregnancy and substance abuse.

Recurrent outlays for education and health are investments in the future
(see chapter 6) and effectively expand the intergenerational Compact Trust
Fund established under the amended Compact. This is particularly true if
educated and skilled Marshallese invest in educating their own children, which
is not an unrealistic assumption for many households. These investments are
not alternatives to supplementing the trust fund but complements to it. They
are a strategy that allows the people of the RMI to diversify their portfolios and
so minimize risk from shocks in the global capital market.

Expanding the domestic economy provides another means of diversifying
risks of future income variability. Opportunities for growth exist in the domestic
economy but only in the private sector. The poor performance of state-run
enterprises argues for a much larger, and possibly leading, economic role for the
private sector. Switching the roles of the private and public sectors would require
a major change in mindset in the RMI, from one where the state is seen as the
creator of wealth to one where wealth creation is left to private enterprise, with
state facilitation through the provision of hard and soft infrastructure and a
regulatory environment that encourages competition. These issues are covered
in chapter 7.
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1.3 Challenges of Poverty Reduction

A status quo characterized by a stagnant economy, falling per capita income,
rising population densities, and worsening income inequality does not augur
well for peace and prosperity in the RMI. Pockets of deep poverty are emerging
in a number of the remote communities as well as in the two urban centers of
Majuro and Ebeye (see box 2.1 on Jenrok village). The limited capacity of the
state to provide jobs for the rising number of job seekers each year with
diminishing budgetary resources means that growth will have to come from the
broader economy. The most serious problems of the poor include limited access
to income-earning opportunities. For those from the outer islands, isolation and
the high cost of transportation have been major barriers to income generation.
Copra, a major source of cash income for these communities, has been affected
by poor prices and high transportation costs. Many are switching from producing
copra to handicrafts, an option with considerable prospects for further growth
but also with sustainability issues. The urban poor have been handicapped by
their lack of skills and capital for generating income. While the RMI’s own
unskilled workers go unemployed, the country imports the professional staff and
tradespeople it needs. The challenge for policymakers is to provide the means
for unskilled workers to upgrade their skills and so be able to earn a living by
providing services that are in demand both at home and abroad.

Deteriorating social trends suggest that the status quo is not sustainable.
Teenage pregnancy rates are high, which risks leaving trapped in poverty an entire
generation of children born to poor, young, and often single parents. The growing
incidence of infectious and life-style diseases in the RMI in recent years is equally
alarming (see chapter 6). Sexually transmitted disease trends are disturbing, and
hard drugs are reaching the shores of several atolls more regularly, increasing the
risk of an HIV/AIDS outbreak. Crime rates are low but rising and, judging from the
experiences of other countries, will rise further with the arrival of hard drugs.

The physical environment is showing clear signs of increasing stress—
another sign that the status quo is not sustainable. The estimated population in
2000 of about 53,000 was nearly five times the figure for 1950. At the current
population growth rate, the RMI will have more than 100,000 people by 2050.
The land area for crops is limited, and many areas have been degraded in the last
half a century by nuclear testing, solid waste dumping, and over-exploitation of
coastal resources (see chapter 5). Rising population density has made subsistence
no longer an option for the majority of Marshallese. Those without jobs therefore
face a real risk of being left without the basic necessities of life.
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Poverty reduction is the principal focus of this report. ADB (2003) notes
that abject poverty, starvation, and destitution (jeramol) are not present in the
Marshall Islands. This may be true, but current trends in income growth and
distribution suggests that jeramol could already be a reality. In this report, a
household is considered in poverty if it is not able to meet the minimum standard
of living.3  What constitutes the minimum standard of living is debatable, but
recognizing poverty in reality is less problematic.4 ADB’s own poverty assessment
shows that some two-thirds of outer islanders have an income below $1 a day
(purchasing power parity, 1993 prices). Signs are clearly visible in a number of
urban settlements in Majuro of households living in extreme poverty, and the
rate of child adoption has risen, reportedly because families are unable to provide
for newborns. Jeramol may already be a reality for many families.

Many turn to their extended family and church for support. Declining per
capita income has increasingly strained traditional mechanisms for redistributing
wealth. Community obligations in the form of regular contributions to churches
and kinfolk are dragging families further into hardship and poverty. Anecdotal
evidence suggests that these strains are greatest in the run-up to major church
and traditional gatherings. Interviewees for this analysis repeatedly cited growing
pressure on household budgets from community obligations.

1.4 Link to Meto2000

This social and economic report builds upon the analysis presented in the last
economic report, Meto2000 (ADB 2001). Many of the issues raised then remain
relevant today, but priorities may have changed as a number of new issues,
including the amended Compact, have emerged. The current report differs from
Meto2000 primarily because it

(i) has a poverty focus with strong consideration of policies for reducing
poverty;

(ii) is less comprehensive, reflecting time and resource limitations;5 and
(iii) incorporates more direct input from local analysts.

3 This definition is consistent with that used by the World Bank in its 1990 World Development
Report.

4 Poverty is recognizable as “a situation in which a person or household lacks the resources
necessary to be able to consume a certain minimum basket of goods. The basket consists
either of food, clothing, housing, and other essentials (moderate poverty) or of food alone
(extreme poverty)” (www.agtrade.org/glossary_search.cfm). Poverty can also be described
in terms of access to basic services, an issue for many outer islands in the RMI.

5 This report was prepared over the course of 3 months in mid 2005.
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To better focus on poverty, the authors have deliberately chosen not to address
some issues.

1.5 Major Achievements to Date

Appendix 3 provides a comprehensive list of policy recommendations from
Meto2000 and their current status. Meto2000 identified six major goals
underpinned by 24 specific strategies. Researching the current report included
investigating the status of each of the 24 strategies and assigning one of three
assessments: no progress, some progress, or strong progress.6 As appendix 3
summarizes, 10 of the 24 strategies have shown no progress, 12 have shown some
progress, and two have shown strong progress.

The recommended strategy to restructure Compact payments to include a
trust fund has seen strong progress, albeit with some delays in the formal
investment of fund assets and doubts about the fund’s ability to provide adequate
resources to fully replace Compact transfers (see chapter 3). The second
recommended strategy that has seen strong progress is the reduction of tertiary
and off-island healthcare costs. The Ministry of Health has reduced tertiary and
off-island referrals by improving on-island capabilities with facilities and
specialists and by sending more referrals to lower-cost healthcare providers in
the Philippines instead of Hawaii (see chapter 6).

Strategies that have seen some progress include diversifying sources of
external assistance, improving some aspects of fiscal and economic management,
building financial reserves for future income, improving infrastructure, and
reviving the Environmental Protection Authority.

One particularly encouraging development since 2000 has been the
establishment of the Economic Policy, Planning, and Statistics Office (EPPSO),
as recommended in Meto2000. EPPSO’s role is to strengthen policy and planning
capabilities, including improved collection, analysis, and dissemination of data.
EPPSO has made strong progress in data collection and estimates, including
recent estimates on national accounts and formal labor cited in this analysis and
performance-oriented budgeting. Working closely with the Chief Secretary’s
Office, EPPSO has improved the policy advice provided to the Cabinet. As
discussed in chapter 3, EPPSO and the Chief Secretary’s Office provide critical
services on policy, planning, monitoring, and coordination throughout the

6 The authors arrived at ratings after investigating the status of each of the 24 strategic
recommendations and through consultative interviews.
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executive branch of the Government. This report strongly recommends that
more support and resources be put into EPPSO and the Chief Secretary’s Office
to build on their collective analytical capacity and encourage a more proactive
role in determining Government policies and articulating national priorities to
the public.

Above and beyond these specific accomplishments, the RMI has
maintained strong political and social stability. Moreover, the country’s
independent media—consisting of the major weekly newspaper, several new
private radio stations, one private television station, and one community
website—have strengthened public dialogue. This is reflected in the RMI’s
fairly high ranking in the area of voice and accountability in the World Bank’s
governance indicators index (see chapter 3). Stability and public dialogue are
important democratic foundations that must be maintained.

1.6 Key Issues to be Addressed

The need to establish national priorities that drive budgetaryThe need to establish national priorities that drive budgetaryThe need to establish national priorities that drive budgetaryThe need to establish national priorities that drive budgetaryThe need to establish national priorities that drive budgetary
allocations. allocations. allocations. allocations. allocations. EPPSO and the Chief Secretary’s Office should devise a working
development strategy that is prioritized and costed with clear intermediate
targets. This growth strategy could provide the basis for the national planning
process. Most national plans to date excel at consultation but fail on
implementation, and too many initiatives are poorly linked to the budget and
other national priorities. A coherent growth strategy could guide other Government
policies toward the ultimate goal of enhancing growth (see chapter 3 for
recommended strategies for reforming the public sector to improve policy,
planning, and coordination).

The areas of comparative advantage for the state. The areas of comparative advantage for the state. The areas of comparative advantage for the state. The areas of comparative advantage for the state. The areas of comparative advantage for the state. The public sector
has been engaged in activities ranging from basic healthcare and education
services to inter-island shipping and aviation. It is evident that the public sector
has neither the resources nor the capacity to provide all of the goods and services
that a modern economy demands. The proper public sector role is providing
public goods7 (for more on the effectiveness of the RMI public sector, see box
3.1). The departure from this basic principle in the RMI has been rationalized
on the grounds that private goods have to be provided by the public sector to fill

7 Public goods are those that the private sector will not provide, such as public education and
healthcare.
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the void left by the private sector. Private entrepreneurs have countered that
they are absent from sectors with public sector participation because it crowds
them out. A clear need exists for rationalizing public sector involvement in
commerce. As incumbency provides significant market power, there is a case for
light-handed regulation to encourage competition. However, competition can arise
only if the Government withdraws from an active role in supplying private goods.

WWWWWeak governance has hampered economic progress.eak governance has hampered economic progress.eak governance has hampered economic progress.eak governance has hampered economic progress.eak governance has hampered economic progress. Good governance,
transparency, and accountability are widely touted in the RMI, but weak
governance and clear mismanagement of public resources exists throughout the
government. The lack of good governance has directly hampered the efficient
use of the economy’s scarce resources. Transparency International’s 2004
assessment of the RMI states: “Inadequate planning, failures to meet budget
requirements, and lack of reporting of fiscal matters to the Nitijela (parliament)
have been widespread problems that have reached across both central
Government agencies and local government…. Decisions made by top-level
officials have contributed to the apparent fiscal mismanagement” (Transparency
International 2004). A clear example is that the Nitijela’s Public Accounts
Committee, established to ensure that public funds are properly and economically
spent and duly accounted for, as guided by audit reports and findings, has not
met for at least several years.

Transparency and basic dissemination of public information remains very
weak. Unlike most Pacific island governments, the RMI Government does not
have an official national website providing the public with such information as
the national budget, audit reports, and Government expenditures on travel and
vehicles. Moreover, acquiring hard copies of important Government documents,
including the budget bill, is very difficult. A central Government information
center or distribution point could improve this situation dramatically.

The transition to a modern state clearly has not been accompanied by a
notable strengthening in public demand for accountability and good governance.
Consultations for this report strongly suggest that the abuse of authority for
personal gain, or to the benefit of close kin, is common and goes unpunished.
Providing arms-length governance in a small economy characterized by personal
ties is difficult, but these problems could be minimized by providing more
timely, quantifiable, and easily interpretable information. Better dissemination
of such basic information as the number of HIV cases, the secondary school
enrolment rate, or the value of fiscal transfers to a public facility such as a school
or health clinic could help create demand for better governance. A periodic
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public report card with information and updates on governance issues would
help inform the citizenry.

1.7 Juumemmej 2005: The Value Added

This report endeavors to make the following original contributions:
(i) It has a strong focus on poverty and particularly on policies for poverty

reduction.
(ii) Sustainable development is viewed as the primary means of

achieving lasting poverty reduction.
(iii) Data on a number of variables of policy interest not published before

have been collected and published in this report.
(iv) It provides an overarching framework linking several studies,

including Meto2000 and Vision 2018.
(v) The amended Compact and its implications for fiscal sustainability

are analyzed.
(vi) The impacts of the physical and social environment on sustainable

development are analyzed.
(vii) Fifty-five concrete policy recommendations are made.

1.8 Over-Arching Policy Recommendations

(i) The RMI and its leaders must recognize that the status quo is not
sustainable. Poverty and hardship are on the rise, as are clear signs of
worsening social and environmental stress. Leaders must focus more
closely on, and attach greater urgency to, these serious national issues.

(ii) Strengthening independence and self-reliance can begin only with a
change of mindset from handouts to one of helping out. The people
and leaders of the RMI must break away from dependency psychology
and come to grips with the contemporary challenges of
modernization, globalization, and development. Social and economic
conditions will likely continue to stagnate unless this change in
mindset occurs.

(iii) A major part of this change in mindset entails changing how the
government’s role is perceived. The current perception of government
as the creator of wealth must give way to one where wealth creation
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is left to private enterprise facilitated by the state’s provision of
hard and soft infrastructure and a regulatory environment that
encourages competition.

(iv) To strengthen the Government’s priority setting and budget planning,
EPPSO and the Chief Secretary’s Office should craft and use a
medium-term development strategy that establishes a clear set of
national priorities that underpin the medium-term budget and
determine how resources are allocated.

(v) Access to timely and high-quality information for all stakeholders
has to be improved to create demand for better governance. The
Government can dramatically improve access to information by
establishing a national website and public information center. A
public information center can provide materials at cost, or this service
can be outsourced to a private vendor. Moreover, the Government
can improve demand for better service delivery by releasing
information on the value of resources transferred to each Government
agency, including to each healthcare center and school.

(vi) Churches and nongovernment organizations must better assess the
impact of their demands on family income and welfare with a view
to easing the obligations placed on households facing hardship.

(vii) Poverty reduction and development must be made a clear policy
responsibility of an existing Cabinet minister, either the minister of
internal affairs or the minister in assistance to the President.

(viii) Poor governance is a recurring concern throughout this report. Poor
access to and quality of public information are major constraints to
creating demand for better governance. Far better awareness of this
issue in the populace is needed. One way to improve awareness is
through the school curriculum, which could include more information
on basic governance issues, the roles and responsibilities of
community leaders, and the roles and rights of citizens.
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Social and
Economic Update

T his chapter provides a snapshot of current social and economic
conditions in the Republic of the Marshall Islands (RMI) and some
key social and economic variables in the recent past. The main points
include that

(i) the RMI’s social and economic conditions are poor compared to
neighboring countries;

(ii) worsening poverty on the bottom rungs of the socioeconomic ladder
will lead to a crisis if left unchecked;

(iii) the RMI has considerable resources at its disposal and so potential
to improve social and economic conditions; and

(iv) better management of available resources is required to translate
large funding inflows into more rapid social and economic progress.

Poor social conditions arise from the economic malaise that has prevailed
since independence. Improvement in these indicators therefore requires sustained
and sustainable economic growth. Policies to achieve this are enumerated at the
end of the chapter.

Facilitating mobility is the recurring policy theme of this chapter—mobility
out of poverty, from unemployment into work, from regions without jobs into
those with jobs, and of jobs to people as much as of people to jobs. The emphasis
for policy interventions is to enable workers to move into jobs, and for jobs to
move to people. Which element moves will depend on the specific economic

CHAPTER 2
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circumstance of the worker, region, and economic activity.1 Winners are not
selected but are allowed to select themselves in a competitive environment.

Poverty reduction is the principal focus of this report. While abject poverty,
starvation, and destitution (jeramol) are not present in the Marshall Islands, a
number of households are definitely slipping towards jeramol. Jeramol therefore
will be a reality in the near future if current social and economic trends are left
unchecked. In this report, a household is considered in poverty if its members
are unable to meet the minimum standard of living. What constitutes the
minimum standard of living is subjective, but visits to two settlements reveal
clear signs of households unable to meet their daily needs. An account of a visit
to Jenrok, an over-crowded village on Majuro Atoll where widespread poverty was
evident, is in box 2.1. Considerable evidence shows social stress building up in
urban settlements. Although the data are not entirely reliable, anecdotal evidence
strongly suggests that violent crime, youth suicide, and substance abuse are all
worsening in Ebeye and Majuro (see chapter 4). If left untended, Jenrok could be
a harbinger of what to expect for the two urban atolls as a whole.

2.1 Social Indicators of Development

Pacific developing member countries (PDMCs)2 of the Asian Development
Bank (ADB) have not yet compiled a comprehensive list of indicators on progress
made toward the Millennium Development Goals. The limited information
available on social conditions in the RMI is not favorable either compared to
other Pacific island countries and in terms of progress made since independence
in 1986. Table 2.1 provides some basic information for 2003. The comparator
nations are four Pacific island states—Kiribati, the Federated States of
Micronesia (FSM), Palau, and Samoa—and Maldives, another atoll state with
natural features similar to those of the RMI. The RMI has the smallest land
area in the group and a population density second only to Maldives. The average
life expectancy of 68 years in the RMI is comparable with those of the other
five countries. Infant mortality at 30 per 1,000 live births, according to the
Ministry of Health estimate for 2003, is the third worst. The FSM’s infant

1 Note that the poor are not lifted out of poverty, which creates dependency on social
welfare, but assisted to move out of poverty on their own volition, which is sustainable
poverty alleviation.

2 Cook Islands, Fiji Islands, Kiribati, Republic of the Marshall Islands, Federated States of
Micronesia, Nauru, Palau, Papua New Guinea, Samoa, Solomon Islands, Timor-Leste,
Tonga, Tuvalu, and Vanuatu.
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Table 2.1: Basic Indicators for RMI and Other Island Countries: 2003

Indicator RMI FSM Kiribati Maldives Palau Samoa

Land area (km2) 181 702 730 300 460 2,830
Population, total 54,493 124,560 96,377 293,080 20,000 178,000
Population aged 0–14

(% of total) 43 36 38 39 na 35
Population density

(people per km2) 301 177 132 977 43 63
Population growth

(annual %) 1.45 1.77 1.75 2.21 na 1.02
Fertility rate, total

(births per woman) 5.71 3.45 3.6 4 na 4
Life expectancy at birth,

total (years) 68 69 63 69 na 70
Mortality rate, infant

(per 1,000 live births) 30 19 49 55 23 19
Mortality rate, under-5

(per 1,000) 48 23 66 72 28 24
Immunization, tetanus

(% children ages
12–23 months) 68 92 99 98 99 94

Immunization, measles
(% children ages
12–23 months) 90 91 88 96 99 99

Aid (% of GNI) 41 44 22 3 20 12
Aid per capita

(current $) 1,076 923 191 61 na 186
GDP per capita

(constant 2000 $) 1,957 1,829 568 2,548 na 1,522
GNI per capita,

Atlas method
(current $) 2,710 2,070 860 2,350 6,500 1,440

DPT = diphtheria, pertussis, and tetanus immunization, FSM = Federated States of Micronesia, GDP
= gross domestic product, GNI = gross national income, km2 = square kilometers, na = not
available, Republic of the Marshall Islands, US = United States.

Notes: RMI population is an estimate for 2003, fertility and life expectancy are from the 1999 census,
and infant and child mortality are estimates for 2003 from the Ministry of Health.

Sources: RMI data from Economic Policy, Planning, and Statistics Office; others from US Census
Bureau International Database, ADB (2002), Central Intelligence Agency World Factbook (accessed
30 August 2005), and World Development Indicators database (accessed 30 August 2005).

mortality rate is one-third lower than RMI’s, and its child mortality rate is 50%
lower.

RMI-FSM comparisons are particularly informative because the two
countries share a number of common features: similar per capita income, colonial
history, and access to US funds via the Compact, as well as somewhat similar
geographic features in that both consist of many islands strewn across a very
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wide area. The large differences in survival rates for infants and children in these
two countries thus demand explanations. Starkly different immunization rates for
diphtheria, pertussis (whooping cough), tetanus, and measles potentially explain
the differences, but a detailed investigation is beyond the purview of this report.
Chapter 6 considers the broader challenges of improving health conditions for the
general population, including tackling high child and infant mortality rates.

Samoa, with a per capita gross national income little more than half of the
RMI’s, and aid receipts equal to only 6% of RMI’s, has far lower infant and child
mortality rates. This indicates that significant potential exists to improve the
well-being of the Marshallese.

Social conditions in the RMI have deteriorated. Pacific Human
Development Report, published by the United Nations Development Programme
(UNDP) in 1999 and drawing on data from 1998, ranked the RMI 8th among the
12 PDMCs. In the 4 years following the 1994 assessment, the RMI slipped from
5th place and ranked below (in descending order) Palau, Cook Islands, Fiji, Nauru,
Tonga, Samoa, and FSM (UNDP 1999).  UNDP reports that some 20% of the
population lived on less than $1/day in 2000 and that the prevalence of
underweight children below the age of 5 years had increased from 19% in 1991
to 27% in 1997. If not reversed, these trends will worsen poverty and social
conditions in the RMI.

The poor are not uniformly distributed across the RMI’s atolls and islands.
Drawing on census data for 1999, ADB (2002) reports that some two-thirds of
outer islanders had an income below $1/day (purchasing power parity, 1993
prices). However, the poor do not live only on the outer islands. Pockets of extreme
poverty exist in the two urban centers (see box 2.1). Poverty has likely worsened
since 1999, as per capita income has stagnated for the past 19 years (see section
2.2), while wealth distribution has become less equal. This observation is
consistent with anecdotal evidence of increasing hardship experienced in the
two urban centers.

The RMI’s atolls and islands show considerable variability in terms of
economic and social conditions (see table 2.2). Population, average household
size, average per capita income, and the prevalence of households with access to
improved sanitation and safe water on the 23 inhabited atolls and islands for
which the most recent census (1999) provides data is reported in figure 2.2.
Majuro accounts for 47% of the population; Kwajalein atoll, including Ebeye, for
another 21%; and the other 21 atolls for the remaining 32%. Economic activity
and access to basic services differs considerably between the urban and outer
atolls. Services dominate the economy of Majuro, the capital, and Ebeye, the
bedroom community for the military base on Kwajalein. The bulk of formal
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BoBoBoBoBox 2.1: Jenrok: Harbinger of the Fx 2.1: Jenrok: Harbinger of the Fx 2.1: Jenrok: Harbinger of the Fx 2.1: Jenrok: Harbinger of the Fx 2.1: Jenrok: Harbinger of the Future?uture?uture?uture?uture?

Jenrok is a densely populated village on Majuro Atoll. Some 80% of its residents

are from Mili and Arno atolls. The village covers 6.5 hectares, on which some 215

extended families live. Free space is limited, as residences occupy 95% of the

land. A sealed road runs through the village, carrying traffic and serving as a

playground for children. The main road and the lagoon bound the western end of

the village, and the Pacific Ocean the eastern end.

A walk through the village in August 2005 revealed most of its residents to

be young and most of the homes in a poor state of repair. Rust rendered most of

the fire hydrants inoperable, and septic tanks were located only meters from

groundwater wells. A number of graves were next to dwellings, and others on

the ocean side of the village had collapsed from erosion. Enclosures for pigs and

rubbish occupied the beach, where the corpse of  a large rat rotted. Wending

between houses, and sometimes jumping over little fences and ducking under

clothes hanging on the line, one could not help but notice the extremely chirpy

children and welcoming adults. At the same time, the crowded conditions made

the consequences of a fire or epidemic unthinkable. A local resident and colleague

pointed out that living conditions had deteriorated rapidly over the past year

following the closure of the tuna loining plant in Majuro, where most of the

village women had worked.

The village extends over five watos (tracts), each managed by its respective

alap (clan head), who reports in turn to the single irooj (chief). A councilman is

elected every 4 years to represent the residents on the Majuro Atoll Local

Government Council. A survey covering 195 of the 215 households found that

190 people emigrated to the US in 2003. The population of Jenrok was estimated

at 1,847, with the average household numbering nine members and a village

population density of 28,415 people per square kilometer. Some 65% of

residents were below 25 years of age.

Few homes were connected to all public utilities—the electricity, water,

sewerage, and telephone services provided by the city. According to the survey

team, Jenrok has the lowest rate of access to utilities on Majuro Atoll. Of the 215

households, 121 had electricity, and two-thirds of these were more than 90 days

delinquent on their bills. A number of electricity meters had been ripped from

walls, reportedly for nonpayment of bills, and some of the households borrowed

(continued)
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power from their neighbors. Access to water was even worse, with fewer than

half the households being connected to city water, and half of these at least 90

days behind in paying their bills. A number of households used tanks and drums

to collect rainwater, and some drew water from wells. A quarter of the households

did not have a toilet, and only five toilets in the whole village were connected to

the city sewerage system. The Environmental Protection Authority had found

severe contamination of wells in Jenrok and higher E. coli counts in adjacent

seawater than anywhere else along the shore of Majuro. In short, Jenrok is a

prime candidate for an outbreak of cholera, typhoid, diarrhea, and other diseases.

Most people in Jenrok live in poverty. With an unemployment rate of 47%, a

youth unemployment rate of 79%, an average wage of $2.57 per hour (for the

fewer than two in nine household members who work), poverty is the norm.

Some families must borrow to get by, and the Bank of Marshall Islands reports

Jenrok residents the most likely to default on loans.

Clear signs exist of rising social problems. Mothers give away their newborns

for adoption in the US, giving Jenrok the highest adoption rate in the RMI.

Violence, particularly domestic violence, and child malnutrition are on the rise.

Children miss school, and Jenrok has the highest youth suicide rate in the RMI.

Substance abuse and teenage pregnancy are trending up. Jenrok’s story is not

a happy one, but it offers several lessons for planners and policymakers. The

ways in which many urban areas are growing is unsustainable and may foster

poverty. If these trends go unchecked, many other urban areas could follow,

making Jenrok a harbinger of the future.

For further details, refer to Social and Economic Baseline Survey: Jenrok

Village, conducted in 2004 by the International Waters of the Pacific project and

the Office of Environmental Policy, Planning, and Coordination.

BoBoBoBoBox 2.1: Jenrok: Harbinger of the Fx 2.1: Jenrok: Harbinger of the Fx 2.1: Jenrok: Harbinger of the Fx 2.1: Jenrok: Harbinger of the Fx 2.1: Jenrok: Harbinger of the Future? uture? uture? uture? uture? (continued)

employment and the cash economy are on Majuro and Ebeye. The outer islands
rely principally on subsistence production, with the few formal jobs held by out-
posted public servants.

Access to basic sanitation and safe water is equally diverse across the 23
atolls. Kili has universal access to both because the inhabitants were displaced
from Bikini by nuclear testing and so receive compensation payments from the
US (see chapter 1). As a nation of low-lying atolls and islands, the RMI is
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deficient in water from natural springs. Most safe freshwater is gathered in
rainwater tanks. Larger islands have naturally developed freshwater lenses, but
the one on Majuro is nearly exhausted. Waste disposal further threatens to pollute
water lenses. The large variation in access to sanitation across the 23 atolls
suggests differences in the wealth of households. Not a single house on Lib has
access to improved sanitation, making its 147 residents the most socially and
economically disadvantaged by this important indicator (see chapter 4).

In terms of average per capita income, Kwajalein has the highest, with
Majuro coming a close second, while Lib’s $71 ranks the island last. Interpreting
these figures requires a number of qualifications. First, data on income do not
include subsistence production, which downwardly biases per capita consumption
on outer islands. Residents of Lib enjoy annual per capita consumption well
above their reported cash income because of subsistence production and the fact
that most own their homes and so pay no rent. Second, the average income of
$1,370 reported for the RMI is 68% of per capita income as reported in the
national accounts (see table A1.8 in appendix 1). Part of the difference is the
omission from national accounts of the value of home ownership and subsistence
production.3 Third, the census data are drawn from households and so are prone
to reporting and aggregation errors.

While average income across the atolls gives a picture of inter-atoll
differences, it says nothing about intra-atoll income distribution. For the nation
as a whole, 18 of the 34 households who reported income above $70,000 lived on
Majuro, and the remaining 16 lived on Ebeye, making these clearly the two richest
islands. Yet Majuro also housed 64 households out of 869 in the whole country that
reported incomes below $1,000. Majuro thus was home to 53% of RMI households
with an income above $70,000 and 7% of households with incomes below $1,000.
As income data does not take into account the value of subsistence production,
those of Majuro and Ebeye overstate household consumption on the two atolls
relative to outer atolls. Households with income below $1,000 on Majuro consume
much less than households with similar cash income on outer islands. Not only are
residents of outer islands able to supplement their income with fish caught in the
lagoons and garden produce, but prices are lower for traditional foods in the outer
atolls than in the urban ones. Beneficiaries of US compensation and rent for the
military base heighten income inequality across households and regions, with
some residents on Majuro benefiting from living in the seat of Government and
some on Kwajalein from housing the military base.

3 These two items together account for approximately half of the gap between the per capita
GDP reported in the national accounts and the income figures in table 2.2.
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Table 2.2: Economic and Social Indicators by Atoll: 1999

Average Average Access to Access to
  Household Annual Improved Safe
Atoll/Island Population Size Income Sanitation Water

($) (%) (%)

RMI 50,840 7.8 1,370 66 90
Ailinglaplap 1,959 8.3 221 17 99
Ailuk 513 5.8 165 16 59
Arno 2,069 8.5 264 37 98
Aur 537 6.2 494 42 52
Ebon 902 7.4 334 39 91
Enewetak 853 7.8 1,564 40 100
Jabat 95 6.3 259 13 100
Jaluit 1,669 7.2 672 31 99
Kili 774 8.0 1,149 100 100
Kwajalein 10,902 9.0 2,061 91 79
Lae 322 10.1 380 3 63
Lib 147 9.8 71 0 100
Likiep 527 6.4 644 10 95
Majuro 23,676 7.6 1,667 82 96
Maloelap 856 6.2 474 18 67
Mejit 416 6.9 438 60 98
Mili 1,032 7.6 367 9 87
Namdrik 772 6.5 405 15 93
Namu 903 7.1 220 3 86
Ujae 440 6.6 204 40 97
Utirik 433 6.7 537 11 68
Wotho 145 8.1 456 33 100
Wotje 866 8.0 419 37 65

RMI = Republic of the Marshall Islands.
Note: Improved sanitation includes a flush toilet inside or outside the dwelling or a water-sealed (no

flush) toilet inside the dwelling. Safe water includes public piped water inside or outside the
dwelling, rain catchment tanks or drums, and bottled water.

Source: RMI Census 1999, Economic Policy, Planning, and Statistics Office.

The RMI is highly and increasingly urbanized, with significant migration
from the outer islands into Majuro and Ebeye and to the US. Urban migration is
induced by uneven access to education and healthcare services, employment
opportunities, and other prospects. The high cost of migration and limited
availability of land for housing constrain the mobility of families from the poorest
atolls. Emigration to the US has been significant, with the number of Marshallese
living in the US estimated at 15,000, equal to nearly 30% of the RMI resident
population. But unlike several other labor-exporting countries, the RMI has not
benefited from remittances (see chapter 4).

The decline in copra production due to falling copra prices, deteriorating
inter-island shipping services, and other factors has increased pressure to migrate
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to the two urban atolls. Settlers generally move in with their extended family
before acquiring their own plot and consequently congregate on land controlled
by irooj, often living in extended family groups. These satellite communities of
outer islanders play host to short-term visitors from their home islands, their
households expanding during school holidays and festive seasons. The ensuing
over-crowding, with groups of youths bound and divided by regional loyalties, is
a recipe for trouble, especially when alcohol and drugs are present.

Social and environmental pressures from rising population densities are
building up on Majuro and Ebeye. Jenrok is an extreme case that offers several
lessons to policymakers.

2.2 Economic Update

The value of goods and services produced in the RMI in fiscal year (FY) 20044 was
$131 million, or 5.2% more than in 2003. As the RMI population is estimated to
grow on average 1.8% per year,5 inflation-adjusted per capita gross domestic product
(GDP) increased by 3.4% (see table A1.8). With an estimated 2004 population of
55,447, per capita GDP at 2004 prices was $2,362 (see table A1.9).

Figure 2.1 provides a breakdown of the GDP by sector. In 2004, the
government sector including public enterprises accounted for 41% of production.
Private enterprises including banks accounted for 35%, while households
accounted for 14%. As shown by figure 2.2, of the $18 million in household
output, subsistence production and the value of residential housing each
accounted for an estimated 41%, copra for 7%, handicrafts for 6%, and fishing for
4%. The share of subsistence production in total output has ranged from 39% in
1997 to 44% in 2002, but without a discernible pattern.

The paucity of data makes it hard to draw firm conclusions on long-term
trends in the GDP and national income. Figure 2.3 shows the per capita GDP at
2003 prices from 1981 to 2004. The RMI consumer price index (CPI) was used
as the deflator for 1996–2004, and the US CPI was used for the earlier period
because RMI inflation data for that period is unreasonably volatile. CPI inflation
in the RMI is reported to have fallen from 5.3% in 1984 to –0.2% the following
year, and an even larger jump of 7.3% is reported to have taken place between

4 October 2003–September 2004.
5 The net annual average population growth rate between the 1988 and 1999 censuses was

1.45%, and an estimated rate of 1.75% is used for the forward estimate from 1999 to 2004.
EPPSO and the Secretariat of the Pacific Community were to develop new population
projections in late 2005 and early 2006.
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Figure 2.1: Composition of GDP
by Institutional Sector: 2004
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1991 and 1992. The US CPI better reflects movements in the price of traded
commodities, as 60% of imports come from the US (RMI Government 2001).
Using the RMI CPI for the whole period would not alter the conclusions that
follow. Even adjusting for large jumps in RMI inflation, the RMI CPI closes in on
the US CPI by 1996. Comparisons of the per capita GDP using either of the two
deflators are similar from 1996.

Per capita GDP was somewhat volatile in the run up to independence,
fluctuating between $1,700 and $1,900. In 1986, the year of independence,
which saw the commencement of a new economic package under the Compact
of Free Association, the per capita GDP jumped to over $2,000, an increase of
20% from 1985. Growth was fairly steady to 1988, flat from 1989 to 1991, and
then strong from 1992 to 1995, when the per capita GDP peaked at $2,647.

Growth in the first decade of independence was therefore fairly steady,
with the per capita GDP expanding by 30% from 1986 to 1995, or 3% per
annum. This decade of growth reflected the front-loaded transfer of economic
assistance under the new Compact, which was structured in three 5-year blocks
from 1986 to 2001, with the bulk of the transfers received and spent during the
first two periods to 1995.

The per capita GDP saw a steady decline in the 6-year period to 2001,
falling by 20%. The slow recovery from 2001 to 2004 has been driven by higher
Government expenditure fuelled by Compact bump-up funds,6 the
commencement of transfers under the new Compact economic package in 2004
(see table 2.4), and increased financial assistance from Taipei,China.

The per capita GDP in 2004 ($2,340) was higher than in 1986 ($2,065)
but lower than the peak in 1995 ($2,647). The gain in per capita GDP since
independence has been very slow, averaging less than 1% per annum, and it has
shrunk in the past decade. Caution has to be exercised in interpreting these
numbers, but clearly the past 2 decades have seen little or no economic progress.

Given the large transfers to RMI from abroad, the gross national income
(GNI) provides a better measure of expenditures, including as it does net
factor income and transfers from abroad, as well as domestic production.
Transfers are particularly relevant to the RMI, as they include large payments
for labor and land used by the US on Kwajalein, fees collected from the ship

6 From 2001 to 2003, during negotiations with the US for a new Compact economic assistance
package, the RMI received annual assistance equivalent to the average payment during the
three 5-year periods of the first package. Because the assistance in the first 15 years was
front-loaded, the amounts received from 2001 to 2003 were higher than those received in
the last 5-year period. Moreover, in 2001, the RMI retired its debt on bonds issued in the
early years of the Compact, which further boosted available funds.
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registry and licensing foreign fishing vessels, and interest and dividend income
from abroad. Payments to workers at the Kwajalein military base in 2004
amounted to $18 million, base rents for another $9 million, and fishing licenses
and ship registrations for $1 million each. These four items together amounted
to 22% of GDP. Including these transfers yields a per capita GNI for FY2004
(in 2003 prices) of $2,667.7

Over the 7 years to 2004, the real per capita GNI has increased at an
annual average rate of 0.4%. At this rate, growth in the next decade will be only
4.1%, which is highly unlikely to translate into reduced poverty. Such a low rate
of income growth in an environment of rising income inequality will increase
both the number of people in poverty and its severity. Jeramol may already be a
reality for some, and it is a distinct worry for many more. Income redistribution
would offer little relief in a stagnant economy.

Sustained poverty alleviation requires much higher growth of per capita
GNI over the long term. Even under the most optimistic scenario of sustained
per capita GNI growth of 7% per annum, it will take a good 13 years for the RMI
to achieve the current per capita income of Palau ($6,500). The question remains
as to where this growth is most likely to come from. GNI growth can be achieved
either from higher GDP growth or a rise in net factor income and transfers from
abroad. Given the large public sector and that public enterprises as a group have
been losing money, GDP growth will have to come from private enterprise and
households. Policies to encourage private enterprise growth are addressed in
chapter 7. With regard to net factor income and transfers from abroad, the
amended Compact locks in rents for the military base and transfers to the budget.
Budgetary transfers are to cease in 2023 (see box 3.2), and base rental payments
can be extended to 2066, but the US has the option of terminating the
arrangement in 2030. The RMI’s fiscal position from 2023 onwards crucially
depends on how the transition to reduced transfers from the US is managed.

As Marshallese have free access to the US labor market, remittances have
the potential to provide substantial income. Among Pacific island nations, the
Fiji Islands earned $53 million, Samoa $58 million, and Tonga $65 in 2002, the
last year for which data are available (Connell and Brown, 2005). The RMI, in
contrast, has not yet benefited from remittances. In fact, a 2002 survey of 657
households on four atolls found about $30,000 in total remittances to all
households and nearly 10 times as much, or $282,000, sent overseas (EPPSO
2003a). The reason for this anomaly must be investigated with a view to

7 Preliminary EPPSO estimates for the per capita GNI are notably higher than World
Development Indicators estimates.

Juumemmej Mainboobeps.pmd 25/07/2006, 4:35 PM24



Chapter 2 Social and Economic Update     25

encouraging remittances from Marshallese working abroad. Free access to the
labor market of the richest economy on the globe, an education system that has
a lot in common with the US, and strong historical and cultural links with the
US provide significant potential for remittance flows to the RMI. The large
allocation of Compact funds to education provides the resources to upgrade the
skills of RMI workers and so allow them to take advantage of access to the US
and rise out of poverty.

2.3 Macroeconomic Setting

This section summarizes prevailing macroeconomic conditions and considers
those necessary to provide a stable investor climate. The overall budget has
recorded cash surpluses each year since 2001, as shown in table 2.6. Since 1996,
the RMI has had stable macroeconomic conditions including a low and stable
rate of inflation. Interest rates on domestic credit have been high but stable.
Deposit rates have remained low since 1999, such that interest rate margins
have remained stable at around 12%.

As the US dollar is the local currency, RMI policymakers cannot use
monetary policy or exchange or interest rates to stabilize the economy by altering
the value of the currency or restricting capital flows. The competitiveness of
domestic tradable sector is determined by the domestic inflation rate relative to
those of its major trading partners. Competitiveness declines when local inflation
exceeds that of the major trading partners, the US in particular. Inflation from
1997 to 2004 has been subdued. Annual changes in the CPI have ranged from a
high of 1.87% in 1999 to a contraction of 1.89% in 2003. RMI inflation has
exceeded that of the US only in 1998, when RMI inflation at 2.91% was 1.36
percentage points higher than the corresponding figure for the US.8

The 2004 balance of payments was estimated to be a deficit of $27.3
million because of a trade deficit of $51.1 million, a deficit of $4.1 million in
services (International Monetary Fund [IMF] 2004), and other capital outflows.
Regarding income, Compact grants amounted to $33.6 million, or more than
60% of the $54.6 million in official receipts, which came mainly from official
transfers, telecommunications and travel services, and income from Kwajalein
jobs and land rental and fishing and ship registration fees.

8 Increases in global oil prices in late 2004 and 2005 will likely raise inflation rates above
their average over the past few years.
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Gross official reserves of $8.4 million at the end of 2004 were sufficient to
cover 1.3 months of imports.9 Domestic price flexibility plays a crucial role in
the RMI maintaining competitiveness and thus in ensuring a stable balance of
payments. A fall in local prices during an adverse economic shock, for example,
improves competitiveness and reduces pressure on the external account.
Remittances from Marshallese workers in the US can potentially compensate
but have not been very effective to date.

Given the RMI Government’s inability to deploy a monetary policy, fiscal
policy has been the major tool for macroeconomic management. The public
sector, including public enterprises, accounted in 2004 for approximately 40%
of the GDP and an equivalent share of formal employment (see table A1.10).
Government expenditures in 2004 equaled approximately 90% of the GDP. The
dominant public sector has taken an active role in commerce, including in the
provision of utilities, inter-island shipping services, and aviation services.

The public sector, including public enterprises, attracts the most highly
skilled workers, thus depriving the private sector of this talent. The average
annual earnings of public enterprise employees in 2004 was $11,187, and average
earnings of RMI government employees was $13,275 (see table A1.5). These are
much higher than the average annual earnings of $4,865 for private enterprise
employees. The contribution of the public sector to the GDP could therefore be
inflated to the extent that wages paid in the sector are not justified by worker
productivity. While employees of public enterprises have on average enjoyed the
highest earnings, the enterprises themselves have suffered operating losses for 6

Table 2.3: Inflation, Lending, and Deposit Rates: 1999–2004

Fiscal Year Inflation Lending Deposits Margin

1999 1.87 20.50 5.00 15.50
2000 0.92 19.20 6.20 13.00
2001 1.84 16.50 4.10 12.40
2002 (forecast) 1.65 16.50 4.00 12.50
2003 (forecast) –1.89 16.10 3.90 12.20
2004 (forecast) 0.93 na na na

na = not available.
Notes: Inflation is the annual change in the consumer price index. Lending rate is

the average rate on consumer loans. Deposit rate is for 1-year time deposits.
Margin is the lending rate less the deposit rate.

Source: International Monetary Fund 2004.

9 Some caution must be exercised with these IMF balance of payments data as they are
estimates and forecasts and therefore subject to change. The RMI does not estimate its
balance of payments.
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of the 7 years since 1997 for which data is available. The contribution to the
GDP by the public sector is valued in the national accounts at the compensation
paid to workers, which may be over-valued as wages paid to public servants
include rents. If the average wage paid to public servants were the same as that
for private sector workers, the public sector contribution to the GDP would be
around 18%.

The annual budget in the RMI is prepared on a cash-flow basis with all
inflows, including grants, treated as income and outlays itemized as (i) general,
(ii) special, (iii) capital, or (iv) debt service. Much of both the recurrent (general
and special) and capital budgets have historically been funded from external
sources (see chapter 3). In FY2004, the Compact accounted for approximately
35% of recurrent funding, US federal grants for 11%, and Taipei,China for 9%—
foreign sources thus adding up to more than half of current revenues (see table
2.4). Large transfers from abroad provide substantial resources to the public
sector and have been responsible for the Government’s large presence in the
economy. The Government has discretion only over the general fund, both in
terms of expenditure and revenues. Income taxes, import duties, and gross revenue
tax are the main revenue sources for this fund. Taxes will gain prominence as the
Compact base grant is reduced over time due to an annual decrement of $0.5
million and partial adjustment for inflation on annual transfers. These
eventualities lend urgency to reforms to broaden the tax base and expand the
economy.

Table 2.4: Sources of Recurrent Government Revenue: FY2000–2004 ($)

Source 2000 2001 2002 2003 2004

Direct taxes 9,054,886 10,009,030 10,127,204 12,492,509 11,103,266
Indirect taxes 7,983,367 8,342,801 9,967,285 10,567,644 10,813,043
Other sources 33,978,657 39,958,322 40,528,751 40,968,953 47,309,928

Government
operations 171,293 166,480 558,049 182,595 255,809

Fees 4,571,261 2,862,623 4,879,017 2,567,968 2,013,000
Compact funding 8,071,900 8,059,100 13,409,667 13,470,667 24,392,524
US federal grants 8,271,795 7,414,327 8,490,645 10,319,492 7,317,503
Other grants 12,892,408 21,455,792 13,191,373 14,428,231 13,331,092

FY = fiscal year, US = United States.
Source: Economic Policy, Planning, and Statistics Office national account estimates.

Expenditure breakdown and Government priorities. Expenditure breakdown and Government priorities. Expenditure breakdown and Government priorities. Expenditure breakdown and Government priorities. Expenditure breakdown and Government priorities. The Medium
Term Budget and Investment Framework (MTBIF) sets the broad expenditure
priorities for the Government. Table 2.5 shows recurrent expenditure for FY2003
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and FY2004. The last row shows that total recurrent expenditures for 2004
amounted to nearly $50 million, or $8.5 million more than in 2003. The Ministry
of Education accounted for some 23% of the recurrent budget in 2003 and 27%
in 2004. The Ministry of Health came second, accounting for 17% of outlays in
2003 and 18% in 2004. The large outlays on education and health are to continue
according to the priorities of the amended Compact, which allocates 46% of its
grant of $40.6 million for 2006 to education. Another 31% is allocated to
infrastructure and 17% to health, making education, infrastructure, and health
the largest spending priorities.

Table 2.5: Recurrent Expenditure by Percentage of Total: FY2003–2004

Agency 2003 2004 Change

President and Cabinet 4.0 3.3 –0.6
Chief Secretary 0.9 1.0 0.1
Special Appropriations 13.7 11.8 –1.9
Council of Irooj 1.0 0.8 –0.2
Auditor General 0.1 1.1 1.0
Public Service Commission 1.0 0.9 –0.1
Judiciary 2.2 1.8 –0.4
Attorney General 2.0 1.7 –0.3
Ministry of Health 17.1 18.6 1.4
Environmental Protection Authority 0.5 0.9 0.3
Ministry of Education 22.6 27.3 4.7
Transportation and Communication 4.1 5.1 1.0
Research and Development 2.0 1.8 –0.2
Internal Affairs 6.0 4.9 –1.0
Justice 5.9 5.2 –0.7
Finance 3.7 3.3 –0.4
Foreign Affairs 6.0 5.0 –1.0
Public Works 3.5 2.5 –1.0
Nitijela 3.8 3.2 –0.6
Total Recurrent Expenditure ($) 41,238,000 49,695,861 8,457,861

FY = fiscal year.
Source: Economic Policy, Planning, and Statistics Office and Medium Term Budget and Investment

Framework.

The cash balance has been in surplus since 2001, as shown by table 2.6,
but this is unlikely to continue for long. In mid-2005, the RMI Ministry of
Finance announced that it anticipated a budgetary shortfall of some $2 million
come the end of the fiscal year. The increase in the cash surplus in 2002 was due
to a small rise in revenues and a large fall in expenditures over 2001. Expenditures
have increased since 2002 and were budgeted to surpass $108 million by 2005.
The RMI is peculiar among developing economies in that Government revenues
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and expenditures amount to more than 80% of the GDP in recent years, well
above the developing country norm of 30%. Overseas grants have amounted to
nearly 60% of GDP every year since independence, allowing the public sector to
dominate the economy.

Large foreign transfers demand superior economic management, as they
create three special challenges. First, the transitory components of the inflows
have to be managed so as not to create shortfalls when the support is withdrawn.
Second, large inflows raise people’s expectations regarding the level and quality
of public services, which have to be managed in the face of diminishing donor
assistance (see box 3.2 on the amended Compact). Third, large inflows raise the
price of non-traded goods including domestic wages, hurting competitiveness.
This erodes the competitiveness of tradable sectors of the economy,  adversely
affecting external accounts.

The expectation of substantial and sustained support from the US through
the Compact has favored consumption over investment. The Government issued
bonds in the early 1990s that were guaranteed by future inflows from the
Compact, in effect borrowing against future income. This is not necessarily a
bad strategy. Net worth can be raised through debt, provided that the borrowed
funds are invested to earn a rate of return higher than the interest paid. However,
the capital raised through bond sales does not appear to have delivered strong
returns. Furthermore, the Government provides guarantees to loans made by
public sector enterprises (PSEs) that it may have to honor given the PSEs’
continuing poor performance. Loans and the state’s contingent liabilities had,
by the late 1990s, led to an unsustainable debt position.

Table 2.6: Indicative MTBIF: FY2001–2008

Budget Budget
Total Total  Balance  Balance

Year Revenues  Expenditures ($) (% GDP)

2001 (Actual) 97,726,284 95,510,180 2,216,104 1.99
2002 (Actual) 99,816,272 83,931,488 15,884,784 13.39
2003 (Audited) 104,716,045 86,058,196 18,657,849 15.14
2004 (Audited) 108,404,296 88,896,369 19,507,927 14.90
2005 (Budgeted) 116,407,949 108,419,450 7,988,500
2006 (Projected) 120,050,004 111,799,234 8,250,771
2007 (Projected) 122,386,212 113,463,275 8,922,938
2008 (Projected) 124,751,419 115,167,747 9,583,672

MTBIF = Medium Term Budget and Investment Framework.
Note: These figures include capital funding in addition to the recurrent budget.
Source: Economic Policy, Planning, and Statistics Office and MTBIF as of August 2005.
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External debt for 2004 is estimated at $91.4 million, equal to 83% of the
GDP but an improvement over 1999, when the corresponding figure was $98
million, equal to 102% of the GDP (IMF 2004). The cost of servicing external
debt has fallen from 347% of the value of exports of goods and services in 1997 to
18% in 2004. In 2001, the Government liquidated the last of the bonds it issued
in the 1990s. The fall in debt servicing costs was achieved by switching away
from commercial loans, particularly from those with high servicing costs, to
concessional debt, principally from ADB. This has been a significant achievement
but is still a long way from achieving fiscal sustainability. Debt-servicing costs
are due to rise soon as the grace periods on a number of loans expire.

Table 2.7 provides details of the Government’s major liabilities, both direct
and contingent, as of September 2004. Some 68% is owed to ADB. EPPSO
describes debt service commitments as “high but manageable” provided that

Table 2.7: Direct and Contingent Government Liabilities as of September 2004
($)

Estimated
Outstanding

Loan Lender Year Principal

Ebeye Fisheries Loan ADB 1992 3,305,645
Emergency Rehabilitation Loan

(Typhoon Gay) ADB 1993 492,914
Basic Education Project Loan ADB 1993 7,724,070
Majuro Water Supply Project Loan No. 1 ADB 1993 707,976
Majuro Water Supply Project Loan No. 2 ADB 1995 8,303,958
Health and Population Project Loan ADB 1995 5,228,272
Public Sector Reform Program ADB 1997 11,290,181
Ebeye Health and Infrastructure ADB 1999 8,953,626
Skills Training and Vocational Education

Project Loan ADB 2001 4,230,647
Fiscal and Financial Management Program Loan ADB 2001 8,388,966
Fiscal and Financial Management Program Loan ADB 2001 4,000,000
Outer Islands Transport and Infrastructure Loan ADB 2003 2,624
Marshalls Energy Company (new powerplant loan) RUS 1997 9,781,020
National Telecommunications Authority Loan RUS 1989 16,294,760
People’s Republic of China Loan for

Garment Factory PRC 1991 1,900,000
Tobolar Bank Credit Line BMI 2003 650,000
Marshall Islands Ports Authority Notes Payable MIPA 1998 60,947
Marshall Islands Airport Authority Note Payable MIAA na 95,166
Total   91,410,772

ADB = Asian Development Bank, BMI = Bank of Marshall Islands, MIAA = Marshall Islands Airport
Authority, MIPA = Marshall Islands Ports Authority, na = not available, PRC = People’s Republic
of China, RUS = Russia.

Source: Economic Policy, Planning, and Statistics Office Policy Paper on Public Debt (2005)
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no further debt is taken on (EPPSO 2005). The RMI is therefore vulnerable to
fiscal stress compounded by exposure to exchange rate risk, an anticipated fall
in Government revenues, and the expiry of grace periods on a number of the
concessional loans. The ADB loans are denominated in special drawing rights,
with loan repayments projected to rise over the next 8 years. EPPSO forecasts
show loan repayments to the ADB increasing steadily from $1 million in 2005 to
$3.8 million by 2012. EPPSO forecasts that debt service payments as a share of
domestic revenues in the general fund will increase from 3.7% in 2005 to 8.2%
in 2011. The pressure on the general fund to find savings to accommodate this
growth will be magnified by the announced gradual decrement in the Compact
base grant of $0.5 million per year.

Macroeconomic stability in the RMI depends crucially on fiscal
sustainability. Bringing debt down to a comfortable level is critical to ensuring
that tax and interest rates remain low over the medium to long term. The
Government can reduce its exposure to exchange rate risk by having a larger
proportion of its debt denominated in US dollars. PSEs could be made to take
over full responsibility for servicing their loans and any associated risks of default.
As a rule, the Government should refrain from providing any further loan
guarantees for enterprises.

2.4 Employment

Growth in formal employment over the past 2 decades has been low, and
unemployment has risen with the rapid growth in the working-age population
(see chapter 4). The unemployment rate, defined as the percentage of the
workforce in search of employment and as reported in the 1999 census, is 31%.
In 2004, it was estimated to be around 34%. Youth unemployment among 15- to
24-year-olds is considerably higher, at nearly 63%. As workers are the major
endowment of the nation, the inability to provide productive employment is  a
major drag on the GDP. High youth unemployment has wider social ramifications
including drug abuse, crime, poor school attendance, and teenage pregnancy.
The village of Jenrok (described in box 2.1) provides a specific account of these
trends in an urban area. Poor employment prospects reduce demand for investment
in schooling, and unemployed youths tend to congregate and risk being drawn
into criminal activity. Children born to teenage single parents are at a high risk
of being locked in lifelong poverty. Parents’ willingness to offer their children for
adoption is an understandable but unfortunate consequence of the tough
economic situation. Poverty would be a lot worse if not for regular sharing of
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income within families, which anecdotal evidence suggests saves the poorest
from sinking deeper into poverty. Evidence also suggests that emigration to the
US spiked following retrenchment of public sector workers in the late 1990s.
The large payouts may have provided the retrenched workers with enough
liquidity to move abroad. These topics are taken up in chapter 4.

A strong dichotomy exists in the structure of employment between the
urban atolls and the rest of the country. Most of the employed on Majuro and
Ebeye are engaged in the formal cash economy. Given the high unemployment
rate, jobholders often support large families including several members without
jobs. The closure of the tuna loining plant on Majuro in 2004 saw some 600
workers lose their jobs.10 Most of these workers were women who remain
unemployed. The jobless have very limited ability to fall back on subsistence
agriculture for food, as land for gardening is limited and soils are poor.

Families on the outer islands are less vulnerable to the vagaries of the
formal cash economy. Most outer island residents have historically depended on
selling copra for their cash needs. Handicrafts, commercial fishing, pearls,
tourism, and aquarium fish have provided some cash income more recently,
particularly since copra prices hit historical lows and shipping services
deteriorated. In contrast to many Asian economies, informal employment plays
a minimal role in the RMI economy. The reasons for the absence of informal
economic activity could be explored with a view to boosting it.

Figure 2.4 shows employment by sector. The Government, including PSEs,
and the private sector each account for approximately half of formal employment
not counting 1,200 local jobs at the Kwajalein military base. Nongovernment
organizations (NGOs) provide about 400 jobs, and banks 130 jobs. The prospects
for growth in employment rest largely with the private sector, as the public
sector’s budgetary woes limit its potential for further job growth. The continued
dominance of the state in providing jobs and thus determining the employment
conditions in the broader economy may have impeded the growth of private
sector employment. Downsizing the public sector will increase unemployment
and worsen poverty in the short term. Employment conditions will need to be
relaxed to improve prospects for sustainable job growth in the private sector (see
tables A1.3–A1.7 for details on employment and wages).

An over-supply of unskilled workers in the RMI is mirrored by a persistent
shortage of skilled workers and professionals, long requiring the RMI to import
foreign workers to fill the void. The challenge for policymakers is to upgrade the
skills of the unemployed. Current high school graduates could be trained for

10 Figure 2.4 does not reflect this loss of private sector employment.
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professional positions. Achieving this would require an efficient education system.
The RMI does not run the risk of producing too many skilled workers and
professionals, as an educated and skilled workforce would be employable in the
US if the local market got saturated.

TTTTTaking Jobs to the Paking Jobs to the Paking Jobs to the Paking Jobs to the Paking Jobs to the People. eople. eople. eople. eople. Providing sustainable livelihoods to people
is a relatively straightforward question of moving people the jobs or jobs to people.
The discussion so far has emphasized the former, including upgrading the skills
of the workforce to take advantage of employment opportunities both in the
domestic economy and abroad. What about moving jobs to people? The small
and highly fragmented RMI market makes large-scale manufacturing
economically unviable, and the country’s geographic isolation makes the output
of labor-intensive manufacturing internationally uncompetitive. It is hard to
imagine RMI producing garments for the US market in competition with the
People’s Republic of China, for example. Opportunities for sustainable livelihoods
in remote communities would rely on high value-for-volume products. These
would be confined to niche products including boutique tourism. The RMI’s
colorful history, expansive ocean environment, and renowned game fishing and
diving spots provide opportunities. Better than suggesting a strategy of picking
industries for growth would be making the domestic environment more
competitive such that industries select themselves for growth. The best that
the public sector can do in this regard is create a business-friendly environment
and then get out of the way of private enterprise.

Fragmentation of the economy is exacerbated by poor inter-island shipping
services. The Government has rationalized public sector provision of shipping
to address this deficiency, but the strategy has not delivered on its good intentions.
While many public officials complain of the absence of private shippers, those in
the private sector suggest that their absence from inter-island shipping is due to
competition from Government boats. Both sides have a valid argument, but it is
clear that Government boats have persistently required subsidies to make up for
losses, and that private operators can succeed if allowed to start services. Several
private operators are successfully providing private shipping services to a number
of atolls and islands.

The late 1990s effort to contract out shipping services to private operators
as part of a reform program did not succeed, but it must be tried again. Private
operators cannot compete with Government ships that are underwritten by the
state. The best strategy would be for the Government to purchase services
competitively provided by private providers where private sector shippers
currently do not exist or are substandard. This strategy, and not the reversion to
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a Government-owned shipping corporation that the Government is attempting
now, is the only sustainable means of providing critical shipping services.

While 181 square kilometers is a severely limited land endowment, many
islands and watos could be put to better use. One alap from an outer island asked
about how she could use her wealth in the form of several highly attractive
islands to improve the living conditions for her people. This problem of idle
capital pervades the Pacific and much of the developing world (de Soto 2000).
Much of the population has access to some land but is often unable to make the
most productive use of this asset. Mobilizing land for productive use has to be
explored in further detail. The Land Registration Authority has made limited
progress in making land held under customary ownership available for
development by private enterprise, but a lot remains to be done. Irooj and alap
who want to see their land used more effectively for the benefit of their people
deserve a lot more from policymakers in the Government. Improvement requires
strengthening of the currently struggling voluntary land registry system,11

providing more public education on the benefits of such a system, and reducing
the cost of registration.

An uncompetitive transportation infrastructure combined with poor access
to land for development prevents the poor from moving out of poverty. Rising
population on a fixed area of land increases pressure on the natural environment
and thus for emigration, an option that the poorest lack, partly because of education
shortcomings. Those caught in the poverty trap suffer declining living standards.

Even for those with skills, emigration is difficult without cash to pay the
airfare or family members abroad to facilitate assimilation into a new environment.
Those who have moved to the US have required more funds than they remit.
This is likely because

(i) family support networks in the new home have nothing to remit
after supporting newcomers;

(ii) migrants have left with little desire to return and thus have little
incentive to remit money home; and

(iii) most of those that have left work in low-paying jobs that do not
provide sufficient savings for remittances (see chapter 4).

Marshallese get low-paying jobs because many if not most that emigrate
do so with few skills. Meanwhile, the poor investor climate at home and lack of

11 A national voluntary land registry system was established with ADB technical assistance in
2003. The primary aim of the system was to improve access to land for development by
local or foreign investors. By 2005, however, few land parcels had been registered, and
landowners were sceptical about the purpose and benefits of the system.
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BoBoBoBoBox 2.2: The Rx 2.2: The Rx 2.2: The Rx 2.2: The Rx 2.2: The Role of Wole of Wole of Wole of Wole of Women in Marshallese Developmentomen in Marshallese Developmentomen in Marshallese Developmentomen in Marshallese Developmentomen in Marshallese Development

Social and economic indicators show that hardship is increasing and that many

women are falling into poverty, robbing women of their opportunity to make

substantial contributions to the social, political, and economic life of their

communities. This is unfortunate in light of widespread evidence internationally

of women playing a significant role in accelerating the pace of development.

One of the factors responsible for the diminishing role of women in Marshallese

society has been their poor economic and political status, both constraints driven

to some degree by their lack of skills and education compared to men. Gross

enrolment rates are roughly equal between males and females, but female

dropout rates are significantly higher than male and rise steeply at the secondary

and tertiary levels. Many studies point to the high teenage pregnancy rate as

contributing to female delinquency and young women’s inability to complete

secondary or tertiary education.

Whatever the cause, low academic achievement leaves many young women

unemployed, dependent on handouts, or engaged in low-paying and sometimes

dangerous jobs. A number of young unemployed women in Majuro and Ebeye

engage in activities that pose a significant risk to their health and that of their

families. These include engaging in casual sex to obtain favors, prostitution,

substance abuse, and other criminal activities. Syphilis and other sexually

transmitted diseases are disturbingly common among young women aged

15–24. Regular visits by seamen pose a significant risk of an HIV/AIDS epidemic.

The deteriorating position of women in Marshallese society is robbing women of

the ability to contribute to poverty reduction. Legislative protection for victims of

domestic violence is limited, and existing laws are poorly enforced. Women who

experience violence and abuse disengage from society due to overwhelming

shame, anxiety, and depression, compounded by a lack of support from family

members and the judicial system. Moreover, the Westernization of Marshallese

society has eroded traditional social safeguards against such abuse.

Women are conspicuously absent from the legislature, with no more than one

woman at any given time holding a parliamentary seat in the Nitijela. Few currently

hold senior positions in the Government, though this situation has improved in

recent years, and none has been appointed to the Cabinet. Female participation is

notably lacking in local government. Several studies have shown high gender

discrepancy in the labor force, with women receiving less pay than men despite

comparable qualifications and occupations. Development initiatives that have

been insensitive to the gender disparities have compounded the problem.
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competitive shipping services in the RMI prevents jobs from moving to the
people, particularly those living on outer islands.

The current tax system is regressive and thus anti-poor. Employees earning
an annual income of $5,200–$10,400 pay a greater proportion of their income in
tax than those earning more than $26,000. Import duties of 5% on food are a
heavy tax on the urban poor, who spend 65–70% of their income on imported
food. These issues are taken up in chapters 3 and 7. The point to note here is
that tax reforms are necessary to broaden the revenue base for the general fund
and mitigate the regressive and anti-poor nature of the system.

2.5 Conclusions

Social conditions in the RMI compare unfavorably to those of similarly endowed
countries in the region. Moreover, conditions have worsened in relation to other
Pacific nations and to those prevailing in the RMI a decade ago. In 1994, the
RMI ranked 5th on the human development index among the 12 PDMCs but
slipped to 12th in 1998. Disconcerting evidence suggests that poverty is on the
rise, and such social problems as domestic violence, youth suicide, teenage
pregnancy, and drug abuse are worsening. Deteriorating social conditions are a
symptom of a stagnant economy with rising income inequality. While some
relief could be obtained through better policing and more active counseling,
reversing the deteriorating social trends necessitates addressing the causes of
economic malaise and concerted efforts to raise incomes. Prosperity is the basis
of long-term peace and social harmony.

The public sector has played a dominant role in the economy. Since
independence, Government expenditures have nearly equaled the GDP, and the
public sector has accounted for nearly half of formal employment. Large transfers
from abroad, from the US in particular, have funded a large Government and the
often highly inefficient public sector. The experiment with state-led
development has demonstrably failed. A stagnant economy, despite the large
transfers from abroad, and deteriorating social conditions are evidence of this.
The poor are caught in a trap with rising unemployment and the inability to
acquire the skills and cash needed to move up the social ladder. Family sharing
has helped the most disadvantaged, but this is not sustainable in a stagnant
economy with worsening inequality in income distribution.

Economic management in a state enjoying significant rent payments
through the Compact and donor support is difficult as the large public sector
raises the price of such non-traded goods as domestic wages, hindering
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international competitiveness. As the largest formal employer, the public sector
sets employment conditions for the rest of the economy. People’s expectations of
the Government have been raised over time by publicly funded provision of
basic services and private goods such as utilities and transportation services. In
the meantime, the discretionary funds available to the public sector have
diminished as debt-servicing obligations have increased and Compact funds are
tied down to specific sectors and are steadily declining.

The amended Compact earmarks the bulk of its expenditures for health
and education. The challenge for policymakers is to transform these recurrent
outlays into capital that provides an income stream sufficient to allow fiscal
independence when transfers from the US expire. Some 18 years remain for
transforming current outlays into the human and physical capital that can sustain
the population without support from abroad. A trust fund established as part of
the amended Compact would provide supplementary resources to the budget,
but this on its own is unlikely to be sufficient to fill the revenue shortfall created
by the expiry of the Compact economic package. Broadening the capital base
into physical, human, and financial capital also provides a diversified investment
portfolio for the general population.

This chapter has focused on facilitating mobility, especially helping the
poor move themselves out of their disadvantaged positions. Education and
upgrading skills can enhance the mobility of the poor into markets that then
provide sustainable livelihoods. Better education and skills give workers the
ability to move into better jobs, both within the domestic economy and abroad.
The RMI is not short of funds for education, health, and infrastructure, but the
challenge is to transform the inputs into the desired outputs.

Some room exists for facilitating the mobility of jobs toward people. This
is likely to be most beneficial to the poorest living on outer islands. Competitive
inter-island shipping services combined with making land available for
development will maximize the potential for investment in the outer islands.
The key challenge for policymakers is to facilitate the mobility of jobs to the
people as much as of people to jobs, and to mobilize underutilized land and
marine resources. Specific policy recommendations to help achieve these goals
are enumerated below.
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2.6 Policy Recommendations

2.1 RMI leaders and policymakers must realize that the social and
economic status of RMI is poor compared to neighboring countries
and is worsening, and that poor social conditions result largely from
long economic malaise.

2.2 RMI leaders must make economic growth and private sector job
creation policy priorities, as sustainable poverty reduction can be
achieved only through a sustained increase in per capita income.

2.3 As growth in output and employment will arise mainly from the
private sector, the climate for private investment must be improved
according to specific policy interventions enumerated in chapter 7.

2.4 Recent analyses by ADB, including the ADB-RMI Participatory
Poverty Assessment and the United Nations Development
Programme–commissioned Millennium Development Goals Report,
show that the Government must encourage more and better data
collection through surveys and better administrative records, and it
must use this information as the bases for formulating policies to
reduce poverty.

2.5 The public sector has a role in enabling resources to move into
productive use. Jobs can be moved to people in an investor-friendly
environment with efficient communications and transportation
systems. The unemployed can move into productive employment
through improved access to high-quality education and training
opportunities. Idle natural resources such as unused land can be moved
into productive use through ensuring tenure security for investors. In
a few cases, the public sector needs to get out of the way of the private
sector, with inter-island shipping serving as a good case in point.

2.6 With its fixed exchange rate and open capital account, the RMI
economy adjusts to short-term shocks by adjusting domestic prices
and the employment rate. Regulatory barriers to price and wage
adjustments must therefore be relaxed to allow smooth adjustment.

2.7 Better partnership is needed between the private and public sectors
for designing policies for job creation and economic growth. An
economic advisory group for the Cabinet should be formed as a matter
of urgency. The group can be made up of the banking commissioner
and one representative each from EPPSO, Chamber of Commerce,
Marshall Islands Visitors Authority, Environmental Protection
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Agency, and the NGO sector. The group could meet quarterly to
advise on the economy and social developments.

2.8 EPPSO should be given responsibility for annually compiling and
updating a comprehensive inventory of all Government debt including
contingent liabilities. This could be used by the Budget
Coordinating Committee to ensure that debt-servicing requirements
for all loans are reflected in the MTBIF.

2.9 In light of its large debt and worsening vulnerability to a fiscal crisis,
the Government should (i) reduce its exposure to exchange rate risk
by denominating all its debt in US dollars, (ii) reduce the risk of
being called upon to honor loan guarantees for PSEs by making them
assume full responsibility for servicing their loans and any associated
risks, (iii) refrain from providing any further loan guarantees to
enterprises, and (iv) pursue reforms to broaden the revenue base (see
chapter 3).
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The Role of the Public
Sector and Reforms

3.1 The Role of the Public Sector

What is the role of the public sector in development, and in
poverty reduction in particular? Which goods and services should
be provided by the public service? How can the delivery of
public services be improved?

These fundamental questions, asked in Meto2000 (ADB 2001) and reiterated
here, are ones that Marshallese have to address. People have to stop seeing the
Government of the Republic of the Marshall Islands (RMI) as the provider of jobs
and money and see it instead as a facilitator for income generation and overall
economic growth and development. This chapter focuses on the role of the public
sector in the contemporary RMI, its record on and rationale for public sector
reforms, and the need to act now to avert drastic and painful reforms later.

The role of the government in a modern market economy is to provide
public goods that the private sector will not provide for lack of motivating profit
potential. For example, the private sector has no reason to provide primary
education or basic healthcare, since doing so is unlikely to be profitable. As the
benefits of public goods pervade the whole community, the community itself
has reasons to fund their provision. However, public funding of public goods does
not necessarily mean direct public provision of the services. The Government

CHAPTER 3
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may provide health services to a small, remote community by either establishing
a Government health clinic or contracting this service from the private sector,
depending on which option is more cost effective.

Unwinding a large and unwieldy public sector is difficult after it has
established itself. The public sector plays the dominant role in the RMI economy,
accounting for over 40% of the gross domestic product (GDP) and a similar share
of formal employment. This has created high expectations of its role and
responsibilities, with most people viewing the public sector as the provider of
services and employment, creator of wealth, and generator of income growth.
This view is held by even some of the most educated Marshallese, including
senior public servants. The unfortunate reality is that the public sector cannot
live up to these expectations. Since independence, Government-led development
has failed. The reforms undertaken in the late 1990s were not a matter of choice
but the result of an impending fiscal crisis, one that will likely return if current
trends continue. A consensus is emerging that a large and expanding public
sector is neither sustainable nor the best means of poverty reduction.

The key messages of this chapter include the following:
(i) Public sector reforms initiated in the late 1990s are unraveling, but

the costs of undertaking them remain.
(ii) The poor productivity of public services will exacerbate poverty, as

the poor depend on them most.
(iii) Reforms must be reinstated to improve governance and reduce poverty.

3.2 RMI Reforms Performance

What has transpired in the public sector during the last decade, as described in
this and the next section, clearly testifies that confusion continues regarding
the role of Government and the rationale for public services. The unraveling of
reforms signals a possible revival of the fiscal crisis (see box 3.1).

The RMI completed in mid-2000 its Public Sector Reform Program
(PSRP), a $12 million initiative funded by the Asian Development Bank (ADB)
under a wider Policy Reform Program that aimed to ensure short-term economic
and fiscal stability and set the country on course for more sustainable long-term
growth. The most immediate and urgent goal of the PSRP was to help the
Government avert a looming financial and economic crisis largely brought on by
reduced payments from the US in connection with its Compact of Free
Association with the RMI (see box 3.2), coupled with new commitments to
repay debt from Government-issued bonds.
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BoBoBoBoBox 3.1 RMI Px 3.1 RMI Px 3.1 RMI Px 3.1 RMI Px 3.1 RMI Public Sector Rublic Sector Rublic Sector Rublic Sector Rublic Sector Reforms: Which Weforms: Which Weforms: Which Weforms: Which Weforms: Which Way Is Pay Is Pay Is Pay Is Pay Is Progress?rogress?rogress?rogress?rogress?

The strength and effectiveness of public services is often strongly influenced by the
scope or level of services, particularly in developing countries with limited resources
and development experience. An emerging rule of thumb is that, given the same
resources, governments that try to provide a wide range of services tend to perform
worse than those that concentrate on providing only a core set of services. In other
words, the more a government tries to do, the less effective it becomes. This is likely
true for the Republic of the Marshall Islands (RMI).

Scope versus strength provides a useful way of analyzing what has likely occurred
with RMI public sector reforms during the past decade, as illustrated below.

Scope and Strength in Public Sector Service Delivery

Source: Adapted from Fukuyama 2004.

The figure on the left shows the strength or efficiency of service delivery decreasing
as the scope increases. The figure on the right approximates the RMI’s intended, actual
and current reform paths. With the Policy Reform Program and the Public Sector
Reform Program, the RMI attempted to scale back on the scope of services by downsizing
and privatization, and thereby increase the strength and efficiency of services (moving
to the upper left as graphically displayed). However, the actual path was straight to the
left, with lower scope but same strength. Since the end of the reform programs in
around 2000, the Government has moved back towards its original position on the
scope axis and, as is widely accepted, has probably also moved down on the strength
axis, providing more scope but with some slippage in strength.

Pro-poor service delivery will likely require simultaneously scaling back the scope
of Government services, which may include contracting out certain services to
nongovernment organizations or the private sector, accompanied by real improvements
in the efficiency and strength of government service delivery. Conceptualizing public
sector reforms in terms of scope and strength raises again the key question stated at
the beginning of this chapter: What is the appropriate role of government? And which
way along this strength/scope frontier constitutes progress?
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Box 3.2 The Amended Compact and AccountabilityBox 3.2 The Amended Compact and AccountabilityBox 3.2 The Amended Compact and AccountabilityBox 3.2 The Amended Compact and AccountabilityBox 3.2 The Amended Compact and Accountability

The amended Compact of Free Association between the United States (US) and

the Republic of the Marshall Islands (RMI) came into force on 1 May 2004. The

amended Compact has significant changes in its economic provisions, including,

for example, new accountability measures to monitor the targeting and use of

funds.

Under the renewed agreement, the US will provide economic assistance to

the RMI for 20 years under the Base Grant Allocation Scheme. Annual budgetary

grants, amounting to about 35% of the gross domestic product in 2004, will

gradually decline in value until 2023, when grant support expires. A trust fund

has been established to minimize the revenue shock in 2023. The Amended

Military Use and Operating Rights Agreement between the US and RMI

governments provides for the use of Kwajalein Atoll as a US military base up to

2066 with an option to extend to 2086. However, Kwajalein landowners have not

approved US use of Kwajalein beyond 2016.

Under the Base Grant Allocation formula, funding commenced at $35.2

million, plus inflation, in fiscal year 2004 with a decrement of $0.5 million each

year thereafter. The assistance targets education, health, environment, private

sector development, public sector capacity building, and infrastructure

development. The RMI is to invest $30 million in the trust fund by 2006, and the

US is to make annual contributions starting at $7 million, with an annual increment

of $0.5 million.

Accountability was the underlying issue during renegotiations, with both

governments agreeing to more robust measures to ensure that the core sectors

were adequately funded. The new accountability measures require that plans,

strategies, budgets, project specifications, and performance standards be

prepared and followed. The RMI has agreed to (i) prepare regularly updated

strategic plans, (ii) present annual budgets detailing sector-specific expenditure

allocations, (iii) present performance measures on expenditures annually to the

US President, and (iv) prepare quarterly and annual financial reports and quarterly

grant performance reports. Annual performance reviews and grant approvals

are to be conducted by a joint economic management and finance committee

comprising three nominees of the US and two from the RMI. Under the agreed to

accountability principles, the US can withhold funds if the RMI Government

spends Compact funds on non-core sectors.
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Four main elements made up the PSRP:
(i) fiscal stabilization and the adoption of sound fiscal policies;
(ii) privatization of public enterprises;
(iii) public service reform, including a reduction-in-force program; and
(iv) measures to stimulate private sector development.

The corresponding outputs by which the success of the PSRP was to be
measured included (i) short-term stabilization of government finances, (ii) long-
term structural stability of Government finances, and (iii) the creation of an
improved environment for private sector growth.

With much difficulty and delay,1 the Government achieved several reforms
to reduce expenditures and raise revenues. The reduction-in-force program, the
most significant component to improve Government finances, reduced the
number of civil servants from 1,800 in 1997 to under 1,500 by mid-2000, the
target number being 1,484 employees (see figure 3.1). This steadily reduced
annual payroll expenditures from $16.4 million in 1997 to $15.4 million in
2000 (see figure 3.2). Expenditures were also reigned in by combining the
Ministry of Public Works with the Ministry of Resources and Development,
abolishing the Ministry of Social Services, imposing Government-wide wage
and hiring freezes, cutting ministerial operating expenditures, and reducing
subsidies to several state-owned enterprises.

On the revenue side, tax administration and collection were improved
substantially and quickly by hiring two Australian experts, increasing penalties
for duty evasion, and hiring an external tax auditor to assess tax revenue arrears
(ADB 2004a).

 Other policy actions included (i) reorganizing the revenue division, (ii)
abolishing the Marshall Islands Shipping Corporation and tendering domestic
shipping services to the private sector, (iii) appointing a new Board of Directors
for the Marshall Islands Social Security Administration, (iv) changing the
composition of the Board of Directors of Air Marshall Islands, and (v) establishing
the Marshall Islands Airports Authority.

These reforms brought balance to the Government’s current budget, thus
achieving the first major output of stabilizing short-term finances. However, the
PSRP had a number of significant and immediate negative impacts on social
welfare and quality of life, such as the discontinuation of the school lunch
program. Moreover, the PSRP did not appear to bring higher productivity and
efficiency in public service. The performance of the Ministries of Health and

1 The PSRP was initially planned for 26 months but lasted 38 months.
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Figure 3.1: National Government Employment: 1997–2004
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Figure 3.2: National Government Payroll: 1997–2004
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Education, the two largest in public service, did not improve markedly as a
result of the PSRP (see chapter 6). And the reforms did not significantly improve
the long-term stability of Government finances, nor did they create an improved
environment for private sector growth. The respite provided by the PSRP was
short and improved only the budgetary position of the state.

But perhaps the most significant weakness of the PSRP was its
unsustainability, as the RMI has since 2000 effectively reversed many of the
reforms, creating an uncertain fiscal outlook. Furthermore, these reversals clearly
indicate very limited local ownership of the PSRP and that the pressures that
caused the original problems remain today. During a 2004 evaluation, ADB
rated the PSRP loan as only partly successful (ADB 2004a)—an assessment
that, with the benefit of hindsight, may have been overly optimistic.

The fate of the reforms will remain unclear so long as the role and
responsibilities of the Government remain unexplained. The challenge for the
RMI today is to clearly articulate the role and responsibilities of the Government.
This challenge falls squarely on the leaders of the RMI. If they are determined
to maintain a large and growing Government that provides a wide range of
services, then even discussing reforms is pointless. They must recognize, however,
that the current path will only generate more problems and hurt efforts to alleviate
poverty and hardship in the RMI.

3.3 RMI Government: Back to the Future?

The story of the RMI public sector since 2000, and in particular of the national
Government, is a classic case of structural reforms gone wrong. It clearly
illustrates that sweeping reform programs can quickly unravel if they do not
enjoy real buy-in from stakeholders. The unraveling of the reforms is costly, as
they were funded with a loan of $12 million,2 and this investment has delivered
no return despite significant future cost to taxpayers, thus diminishing the net
worth of the state.

In terms of formal employment3 since 2000, the public sector, including
the national Government, Government agencies, public enterprises, and local
governments, has grown by 16.5%, from 3,258 to 3,795 employees. Whereas the
largest share of public sector growth has been in local governments, which grew

2 ADB Loan 1513: RMI Public Sector Reform Program.
3 These data include formally employed persons who received salaries and wages and were

registered in the Social Security system.
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by 22.2% over the period, the national Government was not far behind, adding
nearly 300 employees and growing by about 20% since 2000 (see figure 3.1 and
table A1.3 in appendix 1). This has occurred despite the Government’s official
wage and hiring freeze.4 The current rate of public sector employment growth
appeared on course to completely undo the downsizing of the late 1990s by the
end of 2005.

The public sector has consistently occupied about 40% of the labor market
since 2000 (see table A1.3 in appendix 1).

Growth in national Government employment is one consideration, its
composition is another. While the overall magnitude of growth is unsustainable,
some areas of growth such as education and health may be justified. As figure 3.2
shows, the fastest growing ministries since 2000 have been Transport and
Communication (675%), Finance (79%), Health (33%), and Justice (27%).
The consensus is that higher inputs in human resources have not been matched
by commensurate growth and improvement in services. Despite higher inputs
into the Ministry of Transport and Communication and several million dollars
spent on new vessels in recent years, inter-island shipping has faltered, with the
number of inter-island trips falling from 54 in 2002 to 24 in 2004, and some
atolls visited only once or twice annually.

Between 2000 and 2004, the Ministry of Education expanded by 42
employees and the Ministry of Health by 117 employees (see table 3.1).5 Some
of the new employees are classroom teachers and medical specialists, the latter
having directly improved on-island diagnostic capabilities and reduced off-island
referrals.

The public sector wage bill has raced ahead of growth in public sector
employment. From 2000 to 2004 the public sector annual payroll, including
national and local governments, agencies, and public enterprises, increased from
$32.5 million to $44.4, a jump of 36.4% (see table A1.4). The national
Government accounted for most of this, expanding its payroll by 53%, from
$15.4 to $23.6 million, after having reduced it by $1 million between 1997 and
2000 (see figure 3.2).6

4 Exemptions to this wage and hiring freeze policy are granted by the Cabinet.
5 In 2005 the Ministry of Education will take on another 200 or so employees from the Head

Start program discontinued under the amended Compact. The RMI will establish its own
kindergarten program using Compact Supplemental Education Grant funding.

6 Payroll data for the national Government are estimates based on social security filings and
lower than payroll reported by the Government’s audits, likely because of classification
differences (e.g., some agencies may be included in the audits).
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In 2004, the public sector accounted for 42% of employment and 54% of
the formal employment wage bill, up from 47% in 2000. Meanwhile the private
sector share shrank from 26% to 24%.

The Government’s wage bill grew more quickly than its staff numbers
because it increased its average compensation per employee from just under
$10,000 in 2000 to just under $12,000 in 2004, an increase 17.1% in 4 years (see
table A1.5). The national Government alone increased average salaries from just
over $10,000 to just over $13,000, a 28.2% increase (see figure 3.3).

No comprehensive analysis has been made of government-wide pay levels,
so it is not clear if all of the wage increases in the public sector have been justified.
However, recent analyses of pay levels in the Ministry of Education have
documented extraordinary and, in some cases, illegal pay increases (ADB 2005a).

The growth of non-wage and salary compensation in the public sector also
bears analysis. Whereas allowances to government employees fell from $775,380
to $678,921 between 2000 and 2004, leased housing expenditures have grown
markedly from $786,021 to $1,132,458.7 This has been caused, at least in part,
by increases in expatriate staff numbers in the Ministry of Health.

Table 3.1: Employment by Ministry: 1987–2004

Ministry 1987 1995 2000 2003 2004 Growth Growth
Since  Since
2000 1997

Education 576 733 667 700 709 6% 23%
Health 342 422 352 446 469 33% 37%
Justice 19 167 165 161 210 27% 1005%
Transport and
Communication 46 94 20 83 155 675% 237%

Public Worksa 185 180 112 107 -42%
Finance 57 72 53 99 95 79% 67%
Internal/
Social Affairsb 276 74 49 50 59 20% -79%

Foreign Affairs 16 39 28 31 31 11% 94%
Resources and
Developmenta 80 68 34 30 -56% -63%

a Public Works and Resources and Development consolidated in 1995 and deconsolidated in 2000.
b Social Services merged with Internal Affairs from 1995.
Notes: These data may be higher than Marshall Islands Social Security Administration estimates due

to turnover and the inclusion of some Government agencies. Data are preliminary and subject to
revision.

Sources: Meto2000 and the Ministry of Finance Payroll Division.

7 As reported by the Economic Policy, Planning, and Statistics Office, based on RMI audit
data.

Juumemmej Mainboobeps.pmd 25/07/2006, 4:35 PM49



50     JUUMEMMEJ: RMI SOCIAL AND ECONOMIC REPORT 2005

1997 1998 1999 2000 2001 2002 2003 2004
Fiscal Year

0

2,000

4,000

6,000

8,000

10,000

12,000

14,000

$'
00

0

28% growth9,091 9,366

10,337 10,353

11,426
12,014

11,324

13,275

Figure 3.3: National Government Average Annual Salary:
1997–2004

Notes: Data show gross salaries and wages divided by the total number of positions,
both full and part time. Data are preliminary and subject to revision.

Sources: Social Security and estimates of unreported payroll from the Economic Policy,
Planning, and Statistics Office.

A consequence of high public sector payroll growth, combined with stagnant
or falling private sector payroll growth, has been a growing wage premium paid to
public employees. The public-to-private wage premium,8 excluding Kwajalein,
has grown dramatically since 1997, from 48% to 123%. Even more startling is
that the national Government-to-private wage premium widened from 46% in
1997 to 154% in 2004.

Such high and growing wage premiums draw better-trained and higher-
skilled workers into public service, depriving the private sector of this talent. An
analysis of 1999 educational attainment levels among public and nonpublic
employees shows that 9.1% of public employees were college educated, but only
2% of nonpublic employees finished college (Graham 2002b). Unequal
competition for talent has undermined the competitiveness of private sector exports
and been a major constraint to the growth of tradable sectors of the economy.

The public sector continues to dominate economic activity. Its contribution
to the GDP grew by 36.7% from 2000 to 2004. This boosted the public sector’s
share of the GDP from 35.4% to 39.2% over the period (see figure 3.4 and table
A1.10). As the public sector’s presence in the GDP grew by nearly 11%, the
presence of the private sector fell by 7.6% and that of nonprofits and households

8 Calculated by dividing the annual average public wage by the annual average private wage.
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fell by 11.6%. Shrinkage of the private sector clearly indicates that reforms
intended to increase its contribution to the GDP were not properly implemented
or sustained.

Since 2000, the RMI has reversed a number of the organizational reforms
implemented or initiated in the late 1990s, some of them under the PSRP. The
Ministry of Public Works has been reestablished, and private contracts by which
maintenance and other services were outsourced have been discontinued.
Government shipping services, which for 2000–2003 were contracted out to
private operators, have been reassumed by the Ministry of Transportation and
Communication, reportedly due to disagreements between the Government
and private contractors. The Government recently passed a bill to establish a
Government shipping corporation with wide authority to conduct shipping and
any other activities necessary “for or conducive or incidental to the carrying out
of the objects of the corporation” (RMI Nitijela 2004b). This new Government
corporation is tax exempt and has a Government-dominated board. Meanwhile,
subsidies to some state-owned enterprises such as Air Marshall Islands have
continued, and a number of new Government agencies have been established.
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3.4 Larger and More Expensive … but More

Productive?

While the public sector has bounced back, little evidence exists (a few examples
aside) that there has been a corresponding upturn in the quality of public services.
Recent sectoral analyses of education, environment, transportation, and fiscal
administration support this conclusion,9 as do consultative interviews for this
report. The outcomes by which the services are measured, including basic health
and education delivery as outlined in chapter 6, have not displayed strong
improvement in recent years. In some cases the quality of services has diminished.

Personnel management is emerging as a key issue across the public sector.
Personnel expenditures, including salaries, allowances, benefits, and other
compensation, are the Government’s largest expense, making human resources
the most costly input for delivering public services. As figure 3.5 indicates,
national Government compensation to employees, including wages, allowances,
and other benefits, climbed steadily from 2001 to reach a record high of 42% of
total expenditures in 2004.

Higher inputs coupled with flat or diminishing outputs clearly indicate
weak efficiency and productivity in the public sector, and many stakeholders
have repeatedly pointed out deficiencies in managing human resources. A similar
view was expressed in Meto2000, which noted that the efficiency of public
service largely reflects the effectiveness of administration, which is primarily
the responsibility of the Public Service Commission (PSC). Just as the Ministry
of Finance is responsible for managing the Government’s fiscal assets, PSC has
constitutional responsibility for managing human resources, the Government’s
most costly and valuable asset. An effective PSC is critical for improving public
sector efficiency. Recent changes toward performance-oriented budgeting may
devolve some of the responsibility for achieving outcomes to the heads of various
Government agencies. But for performance budgeting to deliver, managers will
need greater flexibility in using resources. Also required is an effective monitoring
system with rewards for achieving contracted outputs and penalties for failure.
Ensuring compliance with regulations has been a perennial problem, however, so
senior managers, especially ministers and secretaries, must pay far more attention
to the performance of middle managers and line employees.

9 Refer to ADB 2004a, ADB 2005a, ADB 2005c, ADB 2005d, IMF 2004, and domestic
Government shipping data as shown in EPPSO 2005.
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A recent analysis of the performance of the Ministry of Education, the
largest ministry, revealed disturbing facts about how effectively PSC manages
education personnel (ADB 2005a). The study discovered petty but rampant
and longstanding abuse of PSC authority. The Ministry of Education is not an
outlier in this regard, and the findings point to a government-wide problem of
poor management and likely mismanagement.

Because many employees are hired, compensated, and promoted with little
or no regard for merit, and with nepotism apparently widespread, the delivery of
public services has become increasingly inefficient. This is likely a leading
cause of the longstanding poor performance of the public school system.

The personnel problem works against the interest of the poor in particular
and must be addressed urgently by the authorities, in particular by the Cabinet.

3.5 Some Achievements Have Been Made

There have been some notable improvements since 2000. One success story is
the management of the Ministry of Health. While indicators suggest that the
overall health of the Marshallese remains poor (see chapter 6), improved
management of the Ministry of Health has meant (i) better on-island healthcare
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with more specialists and diagnostic capability, (ii) higher patient coverage,
(iii) relatively effective management of outer-island healthcare centers, and
(iv) steady reductions  in the number and cost of off-island referrals. The Marshall
Island Social Security Administration (MISSA) is another recent success story
(see box 3.3). Reforms in MISSA since 2000 indicate that astute management
can rapidly turn around inefficient and unproductive public agencies. The
MISSA experience also demonstrates that capacity exists in the RMI to rescue
failing enterprises provided that there is determined leadership. The Marshall
Islands Ports Authority may be another success story in the making. Steady
progress has been made over the past 2 years in managing and upgrading its
facilities. Lastly, the recently established Economic Policy, Planning, and
Statistics Office (EPPSO) in the Office of the President has made significant
progress toward improving national statistics collection, performance monitoring
and reporting, and policy coordination.

3.6 Reform for Better Governance and

Poverty Reduction

The terms “good governance,” “transparency,” and “accountability” are
widely used in the RMI, and the value of these virtues is increasingly
acknowledged, but weakness prevails throughout the government. Governance
indicator indexes published by Transparency International and the World Bank10

suggest that governance remains fundamentally weak in the RMI (see chapter
1, section 1.6, and Transparency International 2004). The World Bank’s
governance index ranks the RMI highly, in the 86th percentile, on voice and
accountability but poorly on all other dimensions of governance. The RMI ranks
in the bottom half of the 209 countries surveyed for four of the six dimensions.
Under government effectiveness, the RMI ranked in the 37th percentile in 2004,
down from the 52nd percentile in 2002 (see table 3.2). On control of corruption,
the RMI continues to rank in the lowest quartile (see figure 3.6).

While these assessments have limitations, their conclusions parallel
anecdotal evidence of the quality of governance from many members of the
community. Many issues continue to concern the public. For example, it is still
common for the Nitijela to pass legislation of public interest without public

10 These are based on surveys of individuals or domestic firms with first-hand knowledge of
the governance situation, with the World Bank additionally considering the perceptions of
country analysts at major multilateral development agencies.
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hearings or discussions. The Marshall Islands Journal reported in April 2005
that, as is commonly known, a number of Nitijela members received payments
from foreign political interests, but this clear political bribery was dismissed by
top Government officials as a private matter that should not concern the
Government or the public. People widely accept that nepotism in the public
service is alive and well. A number of top Government officials, both elected and
not elected, actively engage in private business despite clear conflicts of interest.
In late 2005, most Nitijela members refused to strengthen the code of ethics,

Table 3.2: RMI Governance Indicators Rankings: 1996–2004

Dimension of Governance 1996 1998 2000 2002 2004

Voice and Accountability 86.4 89.5 89.5 87.4 86.4
Political Stability na na na na 66.5
Government Effectiveness na 25.7 20.4 52.2 36.5
Regulatory Quality na 18.5 20.9 23.0 29.1
Rule of Law na 42.7 33.7 53.1 49.8
Control of Corruption na 33.9 25.8   9.7 22.7

RMI = Republic of the Marshall Islands.
Source: Kaufmann, D., A. Kraay, and M. Mastruzzi. 2005. Governance Matters IV: Governance

Indicators for 1996–2004. World Bank Policy Research Working Paper Series No. 3630
(http://ssrn.com/abstract=718081).

5.4

17.7

22.7

25.1

31.5

37.4

47.8

54.2

56.7

59.1

0 10 20 30 40 50 60 70

Solomon
Islands

PNG

RMI

Tuvalu

Tonga

Vanuatu

FSM

Fiji Islands

Kiribati

Samoa

Percentile Rank 

FSM = Federated States of Micronesia, PNG = Papua New Guinea, RMI = Republic of
the Marshall Islands.

Source: Kaufmann, D., A. Kraay, and M. Mastruzzi. 2005. Governance Matters IV:
Governance Indicators for 1996–2004. World Bank Policy Research Working
Paper Series No. 3630 (http://ssrn.com/abstract=718081).

Figure 3.6: RMI Relative Ranking for Control of Corruption: 2004
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despite strong public support for it, as voiced numerous times in recent years,
including during both National Economic and Social Summit (NESS) events.
Many more examples of poor governance and questionable ethics exist.

Fundamentally weak governance will continue to hamper economic
progress and exacerbate many social problems. Effectively delivering public
services requires more than discussions and claims of good governance. It requires
commitment and action toward better governance.11 Improving governance will
be an ongoing process demanding perseverance and dedication.

Better governance for the RMI means several things. Perhaps most urgently,
it means stopping current unsustainable public sector expansion. Second, it
means changing the public sector to raise productivity and the quality of public
service. The poor are likely to be the major beneficiaries of these changes.

Better governance for the RMI means more prudent stewardship of public
resources, averting a growing short-term fiscal gap, and setting the stage for long-
term fiscal balance. While the current situation is manageable, expansion since
2000, coupled with steadily falling Compact revenues, creates uncertainty for
the short to medium term. Annual Compact transfer decrements and only a
partial inflation adjustment will place higher demands on the general fund to
meet the revenue shortfalls. These revenues, made up mostly by the
Government’s three largest sources of tax revenue (import, income, and gross
revenue taxes), will have to be increased (see chapter 2).

In its fiscal year 2006 budget statement, the Government said it will
attempt to balance its short- to medium-term fiscal situation by exercising
more control on expenditures and through tax reforms and improvements in
administration (RMI Government 2005b). This encouraging plan must be put
into action.

Over the long term, as the budget is weaned of Compact base grant
payments, the RMI must begin planning for the end of transfers from the US.
Many in the RMI place great confidence in the Compact trust fund, reassured
that its earnings will be adequate to replace Compact base grant transfers. This
is a misconception, as the fund is unlikely, under current conditions, to be large
enough by 2023 to generate earnings matching the real per capita value of base
grant transfers today. The end of Compact base grant payments will probably
leave a funding gap.

11 Many studies conducted by ADB, the World Bank, and other development institutions
show that improving governance is critical for improving development outcomes and poverty
reduction.
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Other key issues that affect the fiscal balance now and in the near future
include

(i) continued weaknesses in the administration and enforcement of tax
laws;

(ii) a narrow domestic revenue base with a regressive and highly distorting
tax system;

(iii) social and political pressure to continue expanding personnel
expenditures;

(iv) little progress on reforming and improving state-owned enterprises
(SOEs);

(v) continued pressure for subsidizing SOEs (see below);
(vi) proliferation of Government agencies that continue to draw on

general fund appropriations;
(vii) emerging debt commitments, primarily to ADB, that will place

higher burdens on the general fund;
(viii) some SOEs’ continued reliance on loan guarantees from the national

Government;
(ix) land-lease expenses exceeding the current $1 million per year because

of rapidly rising real estate market; and
(x) soft Compact decrements that may dampen the sense of urgency for

fiscal reform.

Subsidizing SOEs is an important fiscal issue that the RMI Government
has yet to tackle. Operating subsidies have fluctuated between $1 million and
$3.5 million since 1997 (see figure 3.7). While they have generally fallen, the
enacted budget for fiscal year 2006 lists approximately $2.4 million in proposed
subsidies, double the 2004 amount. Most disconcerting is that there is still no
comprehensive policy for reforming or privatizing SOEs.

In addition to controlling expenditures, better governance means improving
the quality of public services, especially for the poorest, who are directly affected
by the quality of basic public services. In the RMI, the inefficient public sector
hurts the economy and general populace, but it most directly and significantly
hurts those who need basic public services the most. Reforms must be pursued
not only to improve governance but also—and more importantly—to alleviate
hardship and provide better support for the most needy.
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Figure 3.7: Operating Subsidies to State-Owned Enterprises:
1997–2004 ($’000)

3.7 A New Opportunity for Reform

The push for better governance must take place sooner rather than later, and the
window of opportunity for reform is here. Public sector reform will always be
socially and economically painful, as were the reforms of the 1990s. But the RMI’s
current position is quite different from what it was in the late 1990s. A large
portion of budget resources is predictable for the next 18 years, some steps for
public sector strengthening are relatively clear and straightforward, and there is no
shortage of support from the RMI’s development partners. The RMI need not
pursue the same rapid and widespread public reforms that it faced in the 1990s.

Better governance and effective poverty reduction can be achieved only
through a new strategic, targeted, and stepwise reform program that is planned
and executed over the long term, championed by dedicated and visionary leadership,
and widely understood and supported by citizens and the RMI’s donors.

While some necessary reforms in the public sector are obvious, prioritizing
and sequencing them is more complicated. One possible means of
conceptualizing the reform process for the public sector executive branch is
provided in figure 3.8.

This simplified framework illustrates that the public sector can be
conceptualized as two major service areas: (i) core support services that overarch
and cut across the entire public sector and (ii) sector-specific or functional
services. The overarching core services include strategy, policy, planning,
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Figure 3.8: Conceptualizing Public Reform

coordination, and monitoring as undertaken by such entities as the Cabinet,
Chief Secretary’s Office, and EPPSO. A second layer of core services includes
fiscal and physical asset management, as undertaken by such entities as the
Ministry of Finance, Auditor General, and Ministry of Public Works. A third core
service area covers civil service and personnel management, as undertaken
primarily by the Public Service Commission. Under these cross-cutting core
services are sector-specific or functional services, as undertaken by the major
ministries, agencies, and other public entities.

Reforming the public sector should involve cross-cutting reforms to
strengthen the overarching service areas that support the entire public sector.
These should be undertaken simultaneously with sector-specific reforms to
improve performance in each of the ministries and other public entities. This
report recommends ongoing reforms across the top service areas along with
sequenced reforms along the bottom sectoral areas, beginning with the largest
and costliest ministries, education and health. The productivity of inputs into
these sectors is especially important given the size of the recurrent outlays and
the desire to rapidly expand the RMI’s stock of human capital.

Some reforms are already being undertaken at both the overarching and
sector-specific level. Performance-oriented budgeting is a cross-cutting measure
to improve performance in different ministries and entities. Some sector-specific
reform measures are ongoing in the Ministry of Health (reform of its referral

EPPSO = Economic Policy, Planning, and Statistics Office.
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Box 3.3 Social Security: A Case of Reform SuccessBox 3.3 Social Security: A Case of Reform SuccessBox 3.3 Social Security: A Case of Reform SuccessBox 3.3 Social Security: A Case of Reform SuccessBox 3.3 Social Security: A Case of Reform Success

The Marshall Islands Social Security Administration (MISSA) offers a good case

study of a successfully reformed public entity. Before 1999, MISSA was one of the

worst-run public entities in the Pacific. Corruption and mismanagement were

rampant, and no one was ever brought to account for misappropriated funds.

MISSA spent a record $1.5 million for administrative operations in 1999, much of

which was neither justified nor accounted for.

In January 2000, the Cabinet appointed a new board that appointed in turn

new management, which implemented wide-ranging reforms. The Government’s

decision to transfer the administration of the Health Fund to the Ministry of

Health enabled MISSA to concentrate solely on social security matters. In 3 years,

MISSA reduced its operating costs by 44%. This turnaround was the result of

several painful reform measures instituted by management with the backing of

the board. Actions undertaken included (i) tightening scrutiny of all expenditures;

(ii) streamlining salaries and wages, travel expenses, and fees, including the

elimination of sitting fees for the board; (iii) better enforcement of human resource

policies and the elimination of job duplication; (iv) better use of information

technology; and (v) streamlining consultancy services, with actuary services

contracted out on a 3-year basis instead of annually.

Moreover, the willingness of the board to adjust its investment strategy

resulted in favorable financial returns for the retirement fund.

These reforms have dramatically improved how the agency operates and

successfully reestablished the integrity of the RMI social security system. The

question is whether this turnaround can be replicated elsewhere in Government.

The key ingredients in MISSA’s success included political will to see change, a

board determined to implement a turnaround, compliant and responsive

management—and perhaps a bit of good luck.

program) and the Ministry of Finance (its adoption of new accounting systems
and recent efforts to improve its customs and taxation capacities).

While some area-specific reforms are already underway, a strong
recommendation is to develop a comprehensive reform framework to coordinate
the cross-cutting and sector-specific reforms. This framework will have to include
time and resource parameters and entity-by-entity plans that are cooperatively
derived, agreed, and implemented over the long term. The most critical factors
for success will be political leadership and buy-in.
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3.8 Policy Recommendations

3.1 The RMI Government should immediately enforce its official freeze
on wages and new hiring to contain fiscal expansion.

3.2 RMI Government leaders, led by the President and Cabinet, and
supported by the chief secretary, EPPSO, and development partners,
must focus on and recommit themselves to public sector reforms to
improve governance and access to basic services, promote growth,
and alleviate poverty.

3.3 The RMI leadership should collaboratively address the fundamental
question of the role of the public sector in the economy with a view
to implementing changes to achieve the espoused vision.

3.4 The Government should consider prioritizing reforms to the Public
Service Commission, covering the cross-cutting areas of civil service
and personnel management, and in the Ministries of Education and
Health. These reforms should include personnel and performance
audits.

3.5 The Government should continue performance-enhancing initiatives
such as performance-oriented budgeting to help personnel improve
their productivity.

3.6 The Government should consider consolidating its ministries and
agencies and immediately halt the proliferation of new stand-alone
agencies.

3.7 Senior Government managers, including Cabinet ministers, must
pay more attention to the performance, outputs, and efficiency of
public sector entities and their employees. In this connection, the
legislature’s Public Accounts Committee should immediately begin
carrying out its constitutionally mandated monitoring and
accountability roles.

3.8 The revenue base for the budget should be widened and collections
improved through tax policy reform and improved tax administration
and enforcement.

3.9 In connection with recommendation 3.8, the tax system should be
made pro-poor by mitigating its regressive components.

3.10 Executive policy, planning, and coordination should be further
improved by continuing to strengthen EPPSO and the Office of the
Chief Secretary.
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Population

T he population of the Republic of the Marshall Islands (RMI) was low
and grew slowly until the middle of the 20th century but has expanded
rapidly in the last half century, creating a population structure
dominated by youth (see figure 4.2). Increasing migration to Majuro

and Kwajalein atolls has made the vast majority of Marshallese urban. This
demographic trend has created several challenges, with population policy having
to catch up to fast-paced change. Lifestyle changes associated with urbanization
have created a new set of health and housing challenges for the Marshallese,
including the emergence of lifestyle and communicable diseases and urban
poverty. Meanwhile, economic stagnation has led to a large outflow of Marshallese
emigrants to the United States (US).

Still grappling with meeting demand for basic services such as education
and healthcare, the RMI must also contain emerging social problems from a
young and urbanized population. Developments on these fronts have not been
promising, with continuing economic stagnation perhaps the most significant
underlying cause. Playing catch up in a rapidly changing social environment
will become increasingly difficult unless the underlying economic factors are
well understood and addressed.

In 1993, the RMI government established its National Population Council,
which set a target rate of population growth to be achieved by 2005. In 1995,
then President Amata Kabua signed off on the RMI’s first official Population
and Development Policy. Establishing a council and policy on population matters
was the RMI’s first attempt to weave population and demographic planning
into an overarching economic planning process.

CHAPTER 4
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The RMI has met some of its population and demographic targets,
including those for reducing population growth and infant mortality and
increasing life expectancy (see table 4.1). But much room remains for improving
population and demographic planning and management. Moreover, familiarity
with stated demographic targets and such frameworks as the Millennium
Development Goals remains very low among the general public and the public
service, including among many high level public officials.

Table 4.1: Demographic Realities Versus Targets

 Actual Target Target Actual
1994– by by 2004–

Item 1995 2000 2005 2005 Notes to 2004–2005

Population 3.6 3.2 2.8 1.45 Intercensal
Growth Rate population growth

rate between 1988
and 1999

Total Fertility Rate 5.7 5.2 4.0 5.7 In 1999 census, was
7.2 in 1988 census

Infant Mortality Rate 63 50 38 30 Ministry of Health
estimate for 2003

Child Mortality Rate 80 64 48 48 In 1999 census; was
93 in 1988 census

Male Life Expectancy 61 66 66 In 1999 census; was
61 in 1988 census

Female Life Expectancy 64 69 69 In 1999 census; was
63 in 1988 census

Sources: Republic of the Marshall Islands Population and Development Policy; Economic Policy,
Planning, and Statistics Office.

4.1 Population Trends and Structure

The first official census, conducted by the Japanese in 1920, counted 9,693
people (see figure 4.1 and table A1.1 in appendix 1). By mid-century, the
population had reached nearly 11,000 despite the toll of hundreds of lives from
introduced diseases and World War II.

The population in 2005 approached 60,000. At its current estimated rate
of growth, the population will double in the 4 decades to 2045.1

The RMI has one of the highest total fertility rates and the highest teenage
fertility rate in the Pacific (see sections 4.4 and 4.7). While the median age

1 This estimate assumes a 1.75% net annual growth rate since the last census in 1999. The
1988 to 1999 intercensal net annual average growth rate was 1.45%.
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increased from 14.8 years old in 1980 to 17.8 in 1999, the RMI population
structure is still relatively young, as exhibited by its bottom-heavy population
pyramid (see figure 4.2). The RMI population shares this characteristic with
the neighboring Federated States of Micronesia and Solomon Islands but is
much younger than that of most other Pacific island countries.

The dependency ratio—defined as the number of people either younger
than 15 years of age or older than 65, and so assumed not to be in the workforce,
divided by the number of people in the workforce—stood at 0.82 in 1999, down
from 1.15 in 1988. Extended families and social networks have meant that
sharing is prevalent in the community, and most of those working and earning an
income support large families.

The average annual net population growth rate has fallen significantly
from an intercensal rate of 4.34% between 1980 and 1988 to 1.45% between
1988 and 1999. Out-migration, which intensified during the late 1990s, was
largely responsible for this slowdown, helped by a steady drop in fertility rates.

The population lives on 21 atolls and the four single islands of Kili, Mejit,
Lib, and Jabat, with nearly 70% living on Kwajalein and Majuro. Two of the 21
atolls, namely Bikini and Rongelap, have only seasonal resident workers, as both
were affected by nuclear testing in the 1940s and 1950s. High and growing
population densities and rapid urbanization mean that returning to subsistence
is not an option for a growing majority of Marshallese. This presents real policy
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challenges regarding social and environmental protection, food security, and
sustainable development.

Population growth across the atolls and islands varies widely. Majuro and
Kwajalein, the two urban centers, grew by a cumulative 20% and 17%,
respectively, between 1988 and 1999, while the populations of Ujae, Jaluit,
Namrik, Mejit, and Jabat shrank (see table A1.2). All other atolls averaged 20%
increases.

4.2 Demographic Transition

The RMI’s total fertility rate has fallen steadily in the past few decades, with
a particularly sharp decline during the last intercensal period of 1988–1999
from 7.23 children per woman to 5.71 (see figure 4.3). The stated target for
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Figure 4.2: Population Pyramid: 1999
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fertility by 2005, as set by the 1995 Population and Development Policy of
1995, was 4.0, but the absence of recent estimates makes it unclear whether
the RMI has met it.

The US Census Bureau estimates that, based on the past intercensal trend,
the target of 4.0 was met in 2004. While the RMI total fertility rate has steadily
fallen, the estimate of 4.0 for 2004 is among the highest in the Pacific (see
figure 4.4).

Moreover, age-specific fertility estimates by the US Census Bureau reveal
that the 20–24 age group has had the highest fertility rates in the RMI (see
figure 4.5).

The RMI has seen steady improvement in its infant mortality rate over
the past 15 years. Estimated for 2003 by the Ministry of Health at 30 out of
1,000 live births, this was a sharp improvement over 63 in 1995 and beats the
target set in 1995 by the Population and Development Policy. The child mortality
rate has also fallen, from 80 per 1,000 in 1995 to 48 in the 1999 census, just
meeting the stated 2005 target. Life expectancy as of 1999 was 65.72 for males
and 69.35 for females, substantially meeting the 2005 targets of 66 and 69.
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4.3 Labor Force Characteristics

The rapidly growing population has expanded numbers in the working age
population and labor force. The labor force tripled from 4,405 to 14,677 between
1980 and 1999 and was estimated in 2004 at 17,342 (see table A1.7). The
employed portion of the labor force has grown more slowly from 3,694 to 10,141
from 1980 to 1999. Employment growth between 1988 and 1999 was virtually
flat.2 This has created a sharp upward trajectory in the unemployment rate (see
table 4.2) from 12.5% in 1988 to 30.9% in 1999, a census year when formal
employment totaled 10,141. Unemployment is estimated to have climbed
further to nearly 34% in 2004, even after significant out-migration. The RMI
would have had to employ 11,982 people in 2004 to maintain the already dismal
1999 unemployment rate. This would have meant creating 1,841 new jobs since
1999 or about 370 new jobs a year. It has not happened. (see table A1.7 for
workforce data and 2004 unemployment rate assumptions and estimates).

Table 4.2: Labor Force Trends: 1980–1999

Category 1980 1988 1999

Labor force 4,405 11,488 14,677
Employed 3,694 10,056 10,141
Unemployment rate (%) 16.1 12.5 30.9

Note: The number of employed people in 1999 differs from Marshall
Islands Social Security Administration data because it includes workers
outside the system.

Source: Censuses of 1980, 1988, and 1999.

The RMI’s first 5-year economic development plan, developed in 1985,
focused heavily on creating productive employment as a key objective, saying,
“Current unemployment in the economy, especially in Majuro and Ebeye, is
high and underemployment is a serious problem elsewhere…as a result of rapid
population growth [and] a high and rising number of youthful workers will enter
the labor market….” (RMI 1985). This statement, sadly, is as true today as it
was 20 years ago.

Employment and income-earning opportunities on outer atolls arise only
from copra, fishing, handicrafts, aquaculture, small-scale tourism, and public
sector employment as teachers, health aides, and local government officials.

2 These employment data differ from figures used from Marshall Islands Social Security
Administration for formal employment, as they were collected through censuses and include
non-formal employment.
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While it is widely believed that strong potential exists for new marine-based
business development on the outer atolls, a study by the Asia Development
Bank (ADB) suggests that the state of existing marketing and transportation
systems, and the limited scale of production, leave most outer atolls at a
comparative disadvantage (ADB 2002b).

Of interest is the RMI’s labor force participation rate (LFPR) of 51.2% in
1999 and 54.1% in 1988, both figures lower than in most of its Pacific island
neighbors. This may be because some groups have special income, either
compensation for nuclear testing, whose recipients are mostly from Bikini,
Enewetak, Rongelap, and Utirik, or land-use compensation for Kwajalein
landowners. These individuals may hold out for a high reserve wage driven up by
their special, non-wage income. The low LFPR artificially depresses the
unemployment rate. If more people had been economically active in 1999, the
unemployment rate would have exceeded 30.9%.

Whereas in the 1999 census 10,141 people were determined to be employed,
only around 7,500 were registered as formal wage and salary recipients in the
social security system. This suggests that 2,600 unregistered workers, possibly
subsistence workers, were included in the census.

The only major new source of employment in the RMI in the past 5 years
was the tuna loining plant that opened on Majuro in 1999. At one point it
provided 600 jobs mostly to women, but it stopped operating in 2004, leaving
the workers without a secure source of income. The RMI public sector has been
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another major source of employment growth, particularly in the national
Government, which has added around 300 new positions since 2000, but this
growth is likely to taper off (see chapter 3).

4.4 Household Income, Distribution, and

Other Characteristics

Median household income in 1999 was $6,840, up from $3,366 in 1980. Incomes
vary widely across households, particularly between urban and rural areas. Median
household incomes are highest in the two urban atolls of Majuro and Kwajalein,
at $9,030 and $14,195 respectively, and the nuclear-affected atolls of Kili and
Enewetak, which have median household incomes of $8,114 and $10,750,
respectively. The low-income islands and atolls include Lib ($625), Ailuk ($637),
Ujae ($683), and Namu ($785). Poverty levels differ considerably across regions,
but for the nation as a whole some 20% of households are reported to have a cash
income of less than $1 per day (RMI Government 1999).

The RMI Gini coefficient on household income distribution in 1999 was
0.54, showing the RMI with one of the most unequal distributions of income in
the world.3 The RMI’s coefficient of 0.54 ratio is higher than that of most of its
neighbors, suggesting that the RMI’s income distribution is perhaps the most
unequal in the Pacific (see figure 4.7). While sharing among households may
mitigate inequality in the RMI, it is unclear to what extent this may be true.

The average number of individuals per household fell from 8.7 in 1988 to
7.8 in 1999,  still the highest in the Pacific islands. The most crowded households
are on Lae (10.1), Lib (9.8), Kwajalein (9.0), Kili (8.6), and Arno (8.5).

The 1999 census found 36% of dwellings needing major repairs. Whereas
the average quality of houses on Majuro and Kwajalein was higher than in the
rest of the nation, these atolls showed wide discrepancies in assets and basic
utilities between households that were well off and those less well off. A recent
analysis of Jenrok village on Majuro reveals some disturbing trends in housing
conditions there and in other urban areas (see box 2.1).

Several public initiatives by the RMI and US governments have provided
direct and targeted assistance to households in need of basic facilities. The US

3 The higher the Gini coefficient toward a maximum of 1.0, the higher the inequality of
income distribution. These data may not be strictly comparable due to differing data
collection methods.
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Department of Agriculture (USDA) rural development program, run through the
Marshall Islands Development Bank (MIDB), has provided loans and grants for
home improvements, including both repairs and modernization. Since 1990,
over 1,200 loans and 360 grants totaling $7.4 million have been provided under
this scheme (see table A1.14 in appendix 1). Nearly $1 million is distributed
annually for housing improvements. MIDB itself also provides small loans for
housing. In 2002 and 2003, 314 loans averaging almost $13,000 each totaled
just over $4 million.

The vast majority of USDA and MIDB housing loans and grants go to
households in urban areas, particularly on Majuro. For most rural areas, the only
direct public housing improvement assistance has been grant-funded solar energy
and rainwater-collecting equipment.

One bright spot is that access to safe freshwater is widespread. The 1999
census showed some 90% of households nationwide with access to safe water,
and the difference in access between the richest and poorest quintiles was less
than 2% (see figure 4.8). This suggests that there is fairly equitable access to
safe water, which includes public piped water inside or outside the dwelling,
rain catchment tanks or drums, and bottled water. Interestingly, low- and middle-
income households have equal or even greater access to safe water than households
in the highest income quintile. This may be partly due to the targeted distribution
of grant-funded water catchments to lower- and middle-income households.
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Figure 4.7: Gini Coefficients Showing Income Inequality:
1999–2000
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As of the end of 2003, the Economic Policy, Planning, and Statistics Office
(EPPSO) estimated that only 20–30 households on the outer islands did not
have water catchments. But whereas access to water is high, the Environmental
Protection Authority (EPA) and other organizations have raised concerns over
the quality and cleanliness of residential water sources. EPA tests on residential
water catchments show consistently high percentages of these and other sources
of water to be unsafe (see section 4.6), prompting EPA to enhance its public
awareness campaign for catchment maintenance and cleaning.

The 1999 census found 66% of the population had access to improved
sanitation, defined as a flush toilet inside or outside the dwelling or a water-
sealed (no flush) toilet inside the dwelling. However, the distribution of access
to improved sanitation is not as equitable as access to safe water. The distribution
by household income quintile, as shown in figure 4.9 varies widely, as over 90%
of the richest households have access but just 27% of the poorest households do.

4.5 Urban and International Migration

Majuro continues to receive high and increasing numbers of internal migrants
from the outer islands. Between 1988 and 1999, over 2,000 people migrated to
Majuro, according to 1999 census estimates, which are likely an undercount.
Some 18% of these migrants were from Kwajalein, the other urban center. Majuro
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has been losing people to other regions and overseas as well, but the number of
net migrants to Majuro during the 11-year period was over 1,000. The 1999 census
shows that only Majuro experienced a substantial gain in population from internal
migration. Surprisingly, migration to Kwajalein leveled off in the intercensal period,
with only 10 net migrants to Kwajalein between 1988 and 1999.

Majuro has also seen an influx of international migrants in recent years.
Most are Asian, particularly from the People’s Republic of China. A number of
these immigrants are reported to hold RMI passports purchased under the
Government’s citizenship investment scheme of the 1990s. As naturalized
Marshallese, they may engage in businesses generally reserved for locals. This
new wave of Asian immigrants has dramatically changed the face of Majuro and,
as would be expected, is creating some social and cultural tensions. Added
competition among retail outlets and the reported advantages the new enterprises
have put considerable pressure on long-established local businesses.

The RMI is increasingly urbanized as a result of internal migration, with
the portion of Marshallese living in the two urban centers increasing rapidly in
the last 100 years. The share of population living on Ebeye and Majuro has
doubled in the past 50 years, as the total population grew by a factor of five.
Rapid urbanization in a time of high population growth has put extreme pressure
on these two urban islands, with 68% of Marshallese living on them in 1999 (see
table A1.2 in appendix 1).

0

10

20

30

40

50

60

70

80

90

100

1st 2nd 3rd 4th 5th

Pe
rc

en
ta

ge

Quintile

26.8

59.1

75.6

87.5
90.3

Figure 4.9: Access to Improved Sanitation by Household Income
Quintile: 1999

Source: 1999 census and Economic Policy, Planning, and Statistics Office.

Juumemmej Mainboobeps.pmd 25/07/2006, 4:35 PM73



74     JUUMEMMEJ: RMI SOCIAL AND ECONOMIC REPORT 2005

While urbanization offers such advantages as economies of scale that help
both public service provision and private markets, the heavy concentration of
people on Majuro and Kwajalein atolls has brought overcrowding, pollution, urban
poverty, and other problems. The limited land area of the atolls and their fragile
ecosystems exacerbate these problems.

Out-migration to the US intensified in the mid-1990s, when Government
reforms precipitated widespread public sector layoffs. Today, Marshallese
communities with at least several thousand people exist in Hawaii, California,
and Arkansas.

Marshallese emigration to the US has resulted mainly from economic
factors and the freedom to live and work in the US provided by the Compact of
Free Association between the two countries. As labor demand in a strongly growing
US economy has pulled, excess labor supply in the stagnant RMI economy with
low wages and a poor record of expanding opportunities for employment has
pushed. The answer to the real question, why more people have not moved, may
be the high cost of emigration.

The former Office of Planning and Statistics estimated that 10,000
Marshallese emigrated to the US in the past decade, a figure approximating one-
sixth of the current RMI population. Recent data from the US Department of
Transportation shows this estimate to be fairly accurate. Between 1990 and
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2004, over 13,000 more people embarked on US airlines from the RMI than
disembarked (see figure 4.11).

Net outbound migration trends from Majuro parallel major economic and
social events. Emigration appears to have first spiked in 1997, when public
sector downsizing was taking place under the Public Sector Reform Program.
Those made jobless received severance packages of thousands of dollars and so
had both the means and the incentive to emigrate.

From 2000 to 2002, two significant events would have further encouraged
emigration. First, certain sections of the Compact were to expire in 2001, and
the fear was widespread that the US would restrict immigration, prompting a
rush for the gates before they closed. Second, the Nuclear Claims Tribunal made
during this period its highest ever payouts compensating personal injuries, in
late 2001 and the first half of 2002 disbursing over $16 million. Many of the
recipients reportedly migrated to the US almost immediately.

Whereas remittances from overseas migrants have become a common source
of funds for some Pacific islands, Marshallese remittances have been insignificant.
This is likely because few Marshallese migrants occupy highly skilled positions
and therefore cannot afford to send money home. Data from two censuses of
Marshallese in Hawaii in 1997 and 2003 show that, while migrants there have
steadily improved their economic and social conditions, they still fall below
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Figure 4.11: Net Outbound Air Passengers: 1990–2004a
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state averages for employment, income, and other factors (see table 4.3). For the
2,931 Marshallese living in Hawaii in 2003, a median household income of
$18,561 amounted to a per capita income of $4,537, well below the state average
of $30,001.

Table 4.3: Data on the Marshallese Community in Hawaii: 1997–2003

Item 1997 2003

Total population 2,472 2,931
Impact populationa 2,070 2,598
Impact population as percent of the total 83.7 88.6
Percent change 25.5

Impact population:
Households 432 490
People per household 4.8 5.3
Percent of households that own their home 13.7 4.5
Percent of households that rent 69.4 83.4
Percent of households that occupy their homes without
paying rent 16.9 12.1

Percent of households with telephones 55.3 69.5
Percent of households with televisions 75.2 84.2
Median age 20.0 22.5
Percent of people 5 years or older who speak English at home 17.8 6.8
Percent of people 25 years or older who are high school graduates 43.1 46.0
Percent of people 25 years or older who are college graduates 1.8 1.3
Labor force participation rate 29.9 32.9
Unemployment rate 28.0 12.2
Median household incomeb 10,725 18,561
Per capita income 2,977 4,537
Hawaii per capita income  na 30,001
Percent below the poverty linec 71.3 49.0

na = not available.
a Includes post-Compact migrants and their children.
b All income in current-year $, not adjusted for inflation.
c Poverty line determined using US Census Bureau definitions.
Source: 1997 and 2003 censuses of Micronesians in Hawaii.

Additional data from the US Census Bureau (2005) confirms the relatively
poor socioeconomic status of Marshallese residents of the US. Relative to other
Pacific islander migrant groups counted in the 2000 census, which included
Hawaiians, Samoans, Guamanians, Tongans, and Fijians, Marshallese had the

(i) lowest median age (19.1 years),
(ii) largest household size (5.4),
(iii) lowest English-speaking prevalence (41.4% did not speak English

at home),
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(iv) lowest educational attainment rate (only 5.1% of adults had earned
a bachelor degree or higher),

(v) lowest rate of participation in managerial, professional, and related
jobs (only 9.4% held management jobs), and

(vi) lowest median family income ($27,804 per annum).

All of these factors would limit their ability to remit funds to relatives in
the RMI.

4.6 High Population Densities Exacerbate Problems

The RMI has seen a sharp rise in population density, with its fast-growing
population on a limited land area of just 181 square kilometers (km2). Population
density was below 60 people per km2 through the first half of the 20th century
but has steadily risen over the past 50 years or so to nearly 300 in 1999 and an
estimated 312 in 2005 (see figure 4.12). This makes the RMI one of the most
densely populated countries in the world.
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Source: Censuses and the Economic Policy, Planning, and Statistics Office.

Population densities in the urban centers of Majuro and Ebeye show far
more dramatic increases (see figure 4.13). Majuro saw a doubling in population
density between 1980 and 1999, from just over 1,200 to over 2,400 people per
km2. Ebeye, reportedly the most densely populated island in the Pacific, saw its
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population density rise steadily from 17,000 to nearly 26,000 people per km2 in
the same 19-year period.

Coral atoll environments are vulnerable to damage from pollution and
environmental degradation. Several clear signs indicate RMI ecosystems are
being stressed beyond their regenerative capacities. Ebeye is almost entirely
occupied by one large, dense neighborhood of households averaging nine
inhabitants. A number of neighborhoods on Majuro, including Rita, Jenrok, Small
Island, Delap, and Rairok, are quickly becoming mini-Ebeyes in terms of both
village and household crowding. Such dense settlements are fertile environments
for the spread of communicable diseases and foster other social problems (see
box 2.1).

Water tests conducted by the EPA found water sources around Majuro to be
highly contaminated (see table 4.4). Water catchments used in homes have seen
steadily contamination, but in 2003 a third of tested home catchments were
still contaminated. Coastal waters near dense neighborhoods are contaminated.
Despite being the most developed atoll in the RMI, Majuro had 264 households
in 1999 without any type of toilet facilities, which directly contributed to fecal
bacteria contamination. Most of these households were in the most densely
populated villages of Rita, Delap, and Rairok.

Crowded neighborhoods exhibit worsening violence, substance abuse,
unemployment, and poverty. The quality of data on crime rates is problematic,
but considerable anecdotal evidence suggests that crime rates are rising,
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particularly in densely populated urban areas. The crimes include assault and
battery, drunk and disorderly conduct, and domestic abuse, particularly violence
against women.4

Many people who migrate from outer atolls into these crowded and polluted
urban areas see their quality of life deteriorate. Many reason that mobility, even
if costly in terms of quality of life, is necessary to improve their employment and
other prospects.

In the traditional land tenure system, responsibility for managing land
falls more on traditional leaders than on government planners. However, the
traditional system is clearly not coping with the unsustainable growth of some
neighborhoods, necessitating direct intervention by the local or national
government. At the least, dialogue between government leaders and traditional
elders should be established. During a 1999 forum between the Marshall Islands
Visitors Authority and several dozen Majuro alap, many of the traditional elders
voiced their concern over the absence of dialogue with the government on issues
of concern to them, including population, the environment, and land.

4 A recent survey conducted by Women United Together in the Marshall Islands on violence
against women concluded that domestic violence was rising and far more pervasive than
previously thought.

Table 4.4: Water Contamination: 1999–2003
(% of sources tested)

Source  1999 2000 2001 2002 2003

Catchments 78 44 85 43 33
Coastal 4 100 na na 40
City Water 8 4 4 13 19
Ice/Processed Water 18 57 40 4 5
Wells (Groundwater) 57 100 100 35 11
Restaurant Drinking Water 38 86 83 9 12

na = not available.
Source: Environmental Protection Authority and the Economic Policy, Planning, and Statistics Office.

4.7 Youth Issues

Youths aged 15–24 make up nearly a quarter of the population. In such a
young population, issues affecting youths, and often trapping them in poverty,
have quickly become central to Marshallese life. A recent nationwide analysis of
problems affecting RMI youths stated, “There is mounting public concern for
‘the lost generation’ and a strong desire to stop this downward spiral” (ADB
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2005e). The issues include teenage pregnancy, sexually transmitted diseases,
substance abuse, depression and suicide, school truancy and dropouts, and
unemployment. Underlying these concerns are the issues of lost cultural identity
and weak family and community support.

Youth unemployment estimates for the Pacific islands, based on the most
recent censuses and surveys, place the RMI at the top of the list, with an
unemployment rate of 62.6% (see figure 4.14).

High and potentially worsening unemployment among young people,
especially young mothers, does not bode well for peace, prosperity, or poverty
reduction in the RMI.

With assistance from ADB, the RMI recently embarked upon a Youth Social
Services Project (YSSP) that established a comprehensive national youth policy.
The aim of the YSSP is to help the RMI better secure the needs, welfare, and
future of younger people, particularly those out of school or suffering serious
social problems (ADB 2005e).

While many of these problems have intensified over time, resources and
services available to help address them from either international or domestic
sources have been inadequate. As a result, the YSSP put forth strong
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recommendations for better focus and coordination and an appeal for more public
resources devoted to assisting marginalized youths. These included the
recommendation that a central unit for youth affairs be established in the Office
of the President. As the costs of these recommendations have not yet been spelled
out in detail, their prospects for implementation are unclear.

The fiscal year (FY) 2006 budget appropriated $150,000 in new funding
for youth projects, and the National Training Council announced plans to
strengthen its youth-targeted training and other programs. However, it remains
to be seen if this sharper focus on youth issues will be institutionalized.

4.8 Gender Issues

The RMI is a matrilineal society wherein women have historically played an
important role in the social and economic well-being of their communities.
Women are considered the keepers of the family and serve as the all-important
conduits through whom land rights pass from one generation to the next. For
hundreds of years, women have learned, practiced, and taught many important
and specialized skills like traditional medicine and weaving, which have shaped
the culture and helped Marshallese survive.

In recent years, more women’s organizations have been formed, and more
women are taking up executive positions in the public and private sectors and in
nongovernment organizations (NGOs). Examples include the administrator of
the Marshall Islands Social Security Administration, the former secretary of
finance, and the new director of the National Training Council. Women are also
increasingly influencing politics and development, though much potential
remains for women to assume a larger role in development (see box 2.2).

However, a recent analysis shows that men continue to be better educated,
more likely to be employed, and better compensated than women (Graham
2005). Women remain highly underrepresented in politics, with only two ever
elected to the 33-member Nitijela, or parliament. In local government, the
percentage of female council members is low, with only 39 women holding local
council seats in 2003, compared to 366 men (EPPSO 2005b).

Female educational attainment is widely considered one of the best
predictors for future improvement in family health and has been a major factor
behind drops in fertility rates in the developing world. Over the past 30 years,
the percentage of women aged 25 and over who had completed primary education
rose from 15.6% to 82.0%, now nearly on par with the male completion rate of
87.0%. Secondary and tertiary completion rates for females still lag, with only
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33% having completed secondary education in 1999, compared to 44% of males.
Fewer than 2% of females finished 4-year college, or half of the 4% of males who
did so.

Table 4.5: Educational Attainment by Gender: 1967, 1980, and 1990 (%)

Item 1967 1980 1999

Percent of primary graduates    
Female 15.6 46.8 82.0
Male 28.2 63.5 87.0

Percent of secondary graduates
Female 5.0 15.9 33.2
Male 11.8 33.1 44.3

Percent of 2-year degree holders
Female 3.6 3.3 4.6
Male 7.1 10.8 9.6

Percent of 4-year degree holders or higher
Female 1.1 1.4 1.7
Male 1.9 3.6 3.7

Note: Data for people aged 25 and over.
Source: 1967, 1980 and 1999 censuses.

Lower educational attainment means lower employability and fewer income-
earning opportunities for women. Recent analyses of poor educational completion
rates among women listed the major causes as teenage pregnancy, families valuing
education for girls less than for boys and other cultural expectations, poverty, and
the lack of high-visibility female role models (Graham 2005).

4.9 Untapped Resources for Social Development?

While the RMI is a fairly homogenous society in terms of language, culture, and
ethnicity, social perceptions and behavior are influenced by a multitude of factors.
Several circles of opinion leaders hold sway over public opinion and social values.
While political leaders are probably the most visible leaders in Marshallese
society, traditional, religious, business, and civic leaders also command a great
deal of influence.

For any developing nation with limited resources and experience, effectively
addressing and tackling socioeconomic problems requires not only successful
teambuilding within circles of leadership, but also effective teambuilding across
social groups. Successful nation-building requires different teams of leaders

Juumemmej Mainboobeps.pmd 25/07/2006, 4:35 PM82



Chapter 4 Population     83

BoBoBoBoBox 4.1: Urban Yx 4.1: Urban Yx 4.1: Urban Yx 4.1: Urban Yx 4.1: Urban Youth in the RMI—No Child Louth in the RMI—No Child Louth in the RMI—No Child Louth in the RMI—No Child Louth in the RMI—No Child Left Behind?eft Behind?eft Behind?eft Behind?eft Behind?

The Republic of the Marshall Islands (RMI) recognizes education as the most

important pillar of national development and has made access to basic education

a fundamental right of all its citizens. The RMI Constitution states in its Bill of

Rights (Article II, Section 15): “The Government of the Marshall Islands recognizes

the right of the people to healthcare, education, and legal services and the

obligation to take every step reasonable and necessary to provide these services.”

Education is now compulsory for children aged 5–18, meaning that every child

must attend school at least until he or she completes high school.

However, over the past several decades, a disturbing trend has emerged as

an increasing number of school-age children do not attend school. A child who

does not attend school is often referred to in Marshallese as a “JS” for “jab

school,” meaning “no school.” The existence of the term suggests that non-

attendance has become common. Statistics from the past few censuses confirm

this, and the trend is especially alarming in the urban centers of Ebeye and

Majuro. In the 1999 census, of the 2,000 children between the ages of 6 and 14

not in school, over 1,300 of them lived on Ebeye (446) and Majuro (900).

Several factors may account for this disturbing trend. The first and most

obvious is the lack of classroom space. The RMI’s high and sustained fertility rate

was likely unanticipated in plans for developing school infrastructure, leaving

classroom space short in several urban schools. The handful of elementary schools

on Majuro and Ebeye may simply not have the space for the increasing number

of first graders coming up every year, just as the high schools do not have enough

room for entering freshmen.

High urban migration is another likely factor. Over the past several decades,

hundreds of families have relocated to Ebeye and Majuro. They often bring

children who may have trouble getting into already crowded schools—or have

never attended school before and are therefore unlikely to start.

Any child anywhere in the RMI who does not attend school will almost

certainly be disadvantaged. Children who grow up in Ebeye and Majuro and do

not attend school will be especially disadvantaged because they are unlikely to

learn any traditional skills. Having neither traditional nor modern skills increases

their risk of falling into poverty.
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working together toward common causes. Communication, collaboration, and
coordination among groups in the RMI is acknowledged to be weak where not
absent.

The RMI is a small nation with many complex issues that need to be
handled with diligence and care. Limited experience makes national teamwork
all the more difficult but still critical for developing national priorities and
strategies for poverty reduction and other agendas. The situation that has
prevailed to date is akin to many groups trying to paddle the same canoe in
different, even opposing, directions. Where the Government stands with respect
to collaboration with traditional and church elders is unclear. Ad hoc consultations
take place occasionally regarding social issues, but the various groups have on
several occasions seen each other as competitors for attention and resources. For
example, a senior Government official reportedly suggested that, with the recent
growth in the number and activities of NGOs, the Government itself should
perhaps consider establishing its own NGO.  Deficiencies in communication
and cooperation have to be addressed to realize such national goals as poverty
reduction. As of 2005, traditional, religious, business, and civil leaders remain
an underutilized resource by the Government for social development.

4.10 Policy Recommendations

4.1. The Cabinet should immediately reestablish the National
Population Council and revisit the 1995 Population and Development
Policy with a view to reviewing and updating its recommendations
and demographic targets, with consideration given to the targets
the Ministry of Finance outlined in its Vision 2018 (RMI
Government 2001).

4.2. The RMI Government, National Population Council, NGOs
(through the Marshall Islands Council of Nongovernment
Organizations), and EPPSO should push for better public and
government understanding of demographic and population issues,
including the RMI’s stated targets and the Millennium
Development Goals.

4.3. The Government must create a more conducive environment for
establishing and expanding NGOs, especially those whose focus
includes population and demographics and the concerns of women,
children, and youths.

4.4. The Ministry of Health must forge stronger partnerships with these
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NGOs to intensify family planning efforts, especially the drive to
reduce fertility rates among teens, and the infant mortality rate. It
must also tackle sexually transmitted diseases, especially among
teens, and suicide.

4.5. The Government must actively address the many pressing issues
affecting RMI youths, especially in urban areas. This should include
implementing the new youth policy and strengthening youth-
targeted education, sports, and cultural programs.

4.6. Through its ministries, agencies, and particularly EPPSO, the
Government should cooperate with NGOs, including Women United
Together Marshall Islands, Waan Aelon in Majel, and Youth to Youth
in Health, to strengthen their capacities to collect and analyze data.
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Environment

W ith its low-lying atolls and limited landmass, the Republic of
the Marshall Islands (RMI) is highly vulnerable to natural
disasters and human environmental abuse. Although an array
of comprehensive laws exist to protect and preserve the

environment, they have been ineffective at stopping environment degradation,
particularly in the urban centers. This is not an encouraging trend for the RMI,
especially as the poor depend the most on a healthy environment for food,
medicine, and materials for housing.

The Government increasingly recognizes the importance of integrating
environmental considerations in its development policies and facilitating the
regenerative capacity of the natural environment. Much more needs to be done,
however.

The three key messages of this chapter are as follows:
(i) Environment degradation harms the poor disproportionately by

depriving them of access to safe drinking water, food, and recreational
areas.

(ii) The sustainable development necessary for sustained income growth
depends critically on building the country’s physical capital, of which
the environment is a major component (see chapter 2). This is
particularly important in an atoll environment with a fragile
ecosystem that is barely able to cope with a rising population (see
chapter 4).

(iii) Policy has a role in protecting the environment from further
degradation and facilitating the regeneration of coastal ecosystems.

CHAPTER 5

Juumemmej Mainboobeps.pmd 25/07/2006, 4:35 PM86



Chapter 5 Environment     87

Policies include better land-use planning, zoning, and enforcement
of existing regulations pertaining to the environment. The Land
Use Planning, Zoning, and Building Code Act of 1987 provides the
legislative basis for better land management but has lacked
enforcement.

The RMI must seriously consider policy interventions to mitigate these
problems and encourage sustainable growth with a view to reducing poverty.

5.1 Environment and RMI’s Sustainable

Development

In the past, the atoll environment was the main factor that shaped the culture
and living conditions of the people. Today, the environment is continuingly
affected and shaped by people and development. Environmental considerations
must be integrated into future national development plans and strategies.

RMI development plans have only recently begun substantively
incorporating environmental concerns. Despite efforts to integrate environmental
considerations into national development planning processes, this has not
materialized. Meto2000 (ADB 2001) focused primarily on broad sectoral and
macroeconomic issues and did not include an in-depth analysis of environmental
issues.

In 2001, a national development plan was developed, and this policy
instrument guides sustainable development in the RMI. The Strategic
Development Plan for 2003–2018, also known as Vision 2018, developed national
priorities to address the 10 major challenges the nation had faced in the 15 years
since 1986. The national priorities formed an integrated set of policies aiming to
(i) foster sustainable macroeconomic and human resource development; (ii) guide
the development of productive sectors, outer islands, and science and technology;
and (ii) protect culture and traditions. The national priorities and strategies
addressed key cross-sectoral issues including two key environmental goals:

(i) developing, and enforcing compliance with, a regulatory system to
ensure that natural resources are used in a sustainable manner and

(ii) strengthening relevant institutions and improving mechanisms to
secure support from international and regional donors and
organizations.
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Vision 2018 was to be the core of a three-part report that should have
included master plans and action plans, but they were never completed.

In 2000, another national policy document, the RMI National Biodiversity
Strategy and Action Plan—an outcome of the Convention on Biological
Diversity—was prepared. It addressed biodiversity conservation and the
sustainable use of biological resources. The plan described the nation’s existing
and threatened biological resources, which are fundamental to many aspects of
Marshallese life: medicines and health, food and nutrition, energy, land use,
education, and employment. The plan presented an opportunity for the
Government to integrate principles of sustainable resource management and
biodiversity conservation into national development planning. Although the
plan was never implemented, its consultative process represented the first real
assessment of what the environment and biodiversity mean to the modern-day
RMI and its people.

The same year saw the RMI became party to the United Nations
Millennium Declaration, agreeing to focus greater attention and resources on
poverty reduction. One of the eight Millennium Development Goals is
environmental sustainability, including the integration of principles of
sustainable development in country policies and programs. The first Millennium
Development Goals national report recently concluded that sustainable
environmental development has not been adequately addressed in the country
(EPPSO 2005a).

The Government explicitly recognizes the importance of pursuing
sustainable development. It has written this into its recent plans and ratified and
complied with international environmental conventions. However, the country as
a whole has yet to fully integrate environmental considerations into its development
thinking. The first few critical steps have been taken, but more needs to be done
to ensure that the country progresses towards truly sustainable development.

5.2 Environmental Profile

Climate and vegetation. Climate and vegetation. Climate and vegetation. Climate and vegetation. Climate and vegetation. The RMI is in the humid tropics, with
temperatures ranging from 25 degrees Celsius in the evening to 32 degrees Celsius
at midday. Rainfall decreases from south to north, and the driest months are
January to March. Seasonal variation in rainfall and temperature are small.

Sandy, saline soil limits vegetation mostly to salt-tolerant species. Most of
the Marshall Islands lie under coconut trees, breadfruit, scrub or secondary forest,
saline flats, and mangrove or freshwater swamps. Some of the trees have important

Juumemmej Mainboobeps.pmd 25/07/2006, 4:35 PM88



Chapter 5 Environment     89

functions in the ecosystem. Pisonia grandis is an excellent salt spray protector,
its broad leaves shielding food crops. Other native trees such as the kiden or
heliotrope tree (Tournefortia argentea) and konnat or half-flower (Scaevola
taccada) are excellent wind buffers and soil-retainers, mitigating erosion
particularly along the coast. In the urban centers, most native trees including
mangroves have been cleared for buildings, piggeries, seawalls, land reclamation,
and dump sites. The destruction of native trees along the coast has worsened
coastal erosion and the loss of arable land (Vander Velde 1999).

Geography and land. Geography and land. Geography and land. Geography and land. Geography and land. The country is made up of two island chains, the
Ralik (Western) Chain and the Ratak (Eastern) Chain, encompassing 29 coral
atolls and five solitary coral islands (see chapter 1). Total dry land area is only 181
square kilometers (km2) reaching an elevation of about 3 meters above sea level.
An exclusive economic zone extends to 2 million km2. The dry land of the atolls is
100% biologically derived from coral and the remains of other organisms such as
mollusks and echinoderms. The atolls are classic Darwinian atolls, being rings of
coral islands built up atop submerged, ancient volcanoes (Vander Velde 1999).

Low-lying atolls typically have limited arable land and freshwater and are
suitable for growing few crops other than coconut (copra). Atoll soil is comprised
mostly of coral rubble, sand, and gravel and so is very poor in nutrients even after
being enriched over the years by animals and plants. Where there is substantial
rainfall, which in the RMI is mostly in the southern atolls, the soil is richer,
allowing various plant species to grow in abundance, including banana, root
crops, lime, pumpkin, breadfruit, and pandanus.

Natural groundwater is limited to wider land formations. On Majuro,
groundwater is drawn primarily from the Laura Lens, stored in a reservoir, and
piped to most homes on the island. Some outer islands tap into lenses of freshwater
and supplement them by constructing rain catchments.

Although current legislation such as the Environmental Protection Agency
Act, Marshall Islands Marine Resources Agency Act, and Historic Preservation
Office Act confer responsibilities to Government agencies and ministries to manage,
preserve, and conserve the nation’s natural resources and environment, irooj and
alap (chiefs and clan heads) still have exclusive rights to land, shores, and nearby
reefs, including all natural resources contained within. There is uneasy coexistence
regarding resource management between traditional landowners and managers,
on the one hand, and Government agencies and ministries on the other. This is
illustrated by the increasing number of citations issued to landowners and
managers who do not possess proper Environmental Protection Authority (EPA)
permits for extracting coral sand and gravel for home construction.
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BiodiversityBiodiversityBiodiversityBiodiversityBiodiversity. . . . . The people of the RMI have made some notable
improvements in protecting their country’s biodiversity. The RMI has ratified
three international conventions: the World Heritage Convention, Ramsar
Convention, and Convention on Biological Diversity. All three have similar goals
to preserve, protect, and conserve sites of significant biodiversity and cultural
value. Resources in such sites may be harvested but only within sustainable
limits. A significant obligation the RMI makes to all three conventions is to
develop management plans to ensure that the ecological character of the sites is
maintained and raise awareness of the importance of conserving the nation’s
heritage and environment.

Under the Ramsar Convention, the RMI designated its first wetland of
international importance, the Jaluit Atoll Conservation Area. A management
plan has been developed for Jaluit Atoll integrating modern marine sanctuaries,
protected mangrove areas, and traditional mo or restricted areas, as well as
developing such alternative income-generating activities as eco-tourism and
traditional handicrafts. The plan was developed with the help of some
international consultants and an intensive process of community engagement.
Many lessons can be learned from the process, which has received wide recognition
internationally and successfully attracted funding to help plan and establish
the Jaluit Atoll Conservation Area (Baker 2004). The management plan was
accepted by the Jaluit Atoll local government in 2002.

In late 2005, Alele Inc., under the Ministry of Internal Affairs, submitted
the RMI World Heritage Tentative List to the World Heritage Commission.
The selection of sites was based on their exceptional cultural and natural heritage
qualities such that they have outstanding universal value and as such are worthy
of special protection (World Heritage Center 2005).

Two of the four sites meet World Heritage natural heritage criteria, one
meets the cultural heritage criteria, and the remaining site meets both criteria.
The sites are

(i) Bikini Atoll, a combined cultural and natural site well known for
nuclear bomb tests in the 1950s and also for its highly diverse marine
species;

(ii) the Northern Atolls serial, including the atolls of Bikar, Bokak,
Ailinginae, Rongedrik, Taka, Jemo, and Erikub, which were selected
for their significant value as pantry sites and breeding grounds for
threatened species, such as the green and hawksbill turtle, as well as
for having significant sea bird rookeries (notable of Bikar and Bokak is
that they are the world’s only examples of semi-arid atoll ecosystems);
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(iii) Likiep village on Likiep Atoll, a cultural site chosen because of the
significant German influence on its people, landscape, and local
economy;  and

(iv) Mili Atoll, a natural site selected because of its highly diverse marine
species.

The implementation outcomes of the Convention on Biodiversity
Diversity were the development of two reports: The Marshall Islands—Living
Atolls Amidst the Living Sea (Global Environment Facility 2000), which
contains a comprehensive description of biodiversity in the RMI, and Capacity-
Building Needs Assessment for Biodiversity Conservation in the Marshall
Islands, Volume 1: Recommendations and Report (Baker 2004), which provides
an assessment of the institutional, organizational, and human resource capacity
of key Government agencies, ministries, and nongovernment organizations with
mandates to conserve, protect, and manage the country’s environmental resources.
A capacity-building needs assessment was undertaken in 2004, but the report
has not yet been released.

Sites protected under the Ramsar and World Heritage conventions address
the major threats to biodiversity in the Marshall Islands. These include the loss
of traditional subsistence crops, overfishing, illegal fishing, the loss of traditional
conservation practices, urban development, population growth, pollution,
climate change and sea level rise, and invasive species. The outcomes of
implementing the conventions, including the RMI World Heritage Tentative
List and the Jaluit Atoll Conservation project, offer assurance that threats to
biological resources in the Marshall Islands are being minimized.

Coastal fisheries. Coastal fisheries. Coastal fisheries. Coastal fisheries. Coastal fisheries. With the decline of copra production and trade in
recent years, many outer island communities have seen their incomes drop
dramatically. Increasingly, these communities look for other means of generating
income. Most seem to favor the development of coastal and in-shore fisheries
despite the possibility of other options such as aquaculture and eco-tourism.
Helping to make fisheries popular with communities is the Government’s heavy
promotion of coastal and oceanic fisheries (Baker 2004).

However, a growing threat of overexploiting in-shore fisheries places real
limitations on their commercial viability. Anecdotal evidence suggesting that
stocks of the target species of rabbitfish are declining around Arno has prompted
a stock assessment of this fish. In fact, little assessment has taken place to date
of the ability of coastal fisheries to support even a relatively small catch. To
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address overfishing, the Marshall Islands Marine Resources Authority (MIMRA)
has been involved in preparing coastal and marine resource plans. The
community-based fisheries program links MIMRA, Marshall Islands Visitors
Authority (MIVA), EPA, Ministry of Internal Affairs, and College of the Marshall
Islands. The aim of the program is to build the capacities of local governments
and councils to manage and conserve the marine resources and environment of
local communities within 8-kilometer zones around atolls. Traditional leaders
are also involved in the process, with the aim of raising awareness of the importance
of strengthening sustainable harvesting methods. MIMRA has also finished
developing a shark-management plan.

Oceanic fisheries. Oceanic fisheries. Oceanic fisheries. Oceanic fisheries. Oceanic fisheries. The RMI economy has benefited from tuna harvested
in the country’s exclusive economic zone. However, recent studies suggest that
certain tuna species are nearing over-exploitation. The RMI National Tuna
Fishery Status Report (Secretariat of the Pacific Community 2004) states that
big eye tuna stocks are under threat and that yellowfin stocks are at their limit
of exploitation. International organizations such as the Secretariat of the Pacific
Community (formerly the South Pacific Commission) and the Forum Fisheries
Agency are concerned at the intensity of fishing by so-called distant water fishing
nations, including the number of foreign vessels fishing in the Pacific, and the
amount of illegal and unreported fishing taking place, including unreported by-
catch. Solving this problem will require the effective participation of the RMI
in international and regional agreements and conventions, as well as
improvements in monitoring and enforcement capacity in the RMI. In this
regard, the RMI completed its tuna-management plan in 2004.

Natural disasters. Natural disasters. Natural disasters. Natural disasters. Natural disasters. The greatest disaster risk facing the RMI is tropical
storms and typhoons. The country borders the typhoon belt and experiences
storms from August through December. Tropical storms usually have maximum
sustained winds of 61–117 kilometers per hour, and typhoons have sustained
winds ranging of 120–320 kilometers per hour or more (South Pacific Disaster
Reduction Program 1997). In addition, storms bring heavy rains, flooding, and
storm surges.

Damage from storms includes lost subsistence food crops, contamination
of potable water supplies and associated diarrhea and conjunctivitis, and lost
homes. Debris and damage to roads, water catchments, utility distribution
systems, and other infrastructure also occur.

In May 2005, the Office of Disaster Management submitted the RMI’s
Standard Disaster Mitigation Plan for approval by the US Federal Emergency
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Management Administration with the aim of securing technical assistance and
funding following disasters. The plan addresses the need to strengthen and
improve emergency communication and early warning systems throughout the
nation. It notes that, while communication and early warning systems exist,
users need to be trained to maintain the equipment and ensure its proper
application. The plan also recognizes the need to raise awareness in communities
to help prepare for disasters and so minimize risks (ADB 2005c).

5.3 Environmental Institutions

EPA has made some significant improvements since 2000. A new general manager
appointed in early 2003 expanded EPA staff numbers to 16, including four
expatriate staffers. Early 2004 saw a new strategic development plan developed
to guide the prioritized activities over the 3–5 years beginning in 2005. This
was the first time a strategic plan was tailored in-house, the aim being to reflect
EPA’s core functions and its ability to implement activities. The plan not only
provided guidance in addressing national environmental priorities but also
improved and enhanced teamwork. EPA has expanded some of its work programs,
including an increased effort to test water sources.

Another change was the establishment in late 2003 of the Office of
Environmental Policy, Planning, and Coordination (OEPPC), which assumed
certain responsibilities of the EPA. The logic behind establishing OEPPC was
for it to concentrate primarily on implementing and administering the RMI’s
many multilateral environmental and related conventions and agreements,
allowing EPA to focus on its core programs. The transfer included the Climate
Change Convention and its programs, Biosafety Project, Biodiversity Convention
and Add On Project, and International Waters Program.

OEPPC provides policy advice to the Office of the President and relevant
Government agencies and ministries regarding all international environmental
conventions and their related programs and projects. The OEPPC management
and operations budget is derived from the general fund, with project and activity
funding coming mostly from international donors and conventions.

The amended Compact of Free Association between the RMI and the
United States (US) allocates substantial funding to EPA—approximately
$400,000 in fiscal year 2005—with the aim of (i) improving environmental
protection; (ii) establishing and managing conservation areas; (iii) planning,
designing, constructing, and operating environmental infrastructure; and (iv)
involving citizens in conserving their country’s natural resources. The budget
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increase in 2004 enabled EPA to purchase more water-testing equipment and
become more active on outer islands.

In addition to receiving increased funding, EPA now has to comply with
the Amended Compact Fiscal Procedures Agreement, which means it has to
eliminate short-term budgeting and ad hoc budget planning. EPA has moved
away from traditional line budgeting and has instituted performance-oriented
budgeting. These changes have improved reporting and accountability, helped
EPA measure progress, and aided future planning.

EPA is now in the process of developing its first coastal zone management
plan and revising its environmental impact assessment procedures.

5.4 Constraints to Sustainable Development

PPPPPopulation pressure and urban development. opulation pressure and urban development. opulation pressure and urban development. opulation pressure and urban development. opulation pressure and urban development. Since independence and
the signing of the Compact with the US, the RMI has experienced rapid
population growth causing rapid, high-density urban development, particularly
on Majuro and Ebeye, where most of the RMI population resides. Today, fewer
than one third of the population of the RMI lives on outer islands (see chapter
4). On Majuro Atoll, the most densely populated area is the Darrit Uliga Delap,
where the population density is 11,730 people per km2. Ebeye has a significantly
higher population density of 25,783 people per km2 (EPPSO 2003). Intensifying
population density and growing dependence on imports of canned and plastic-
packaged food have significantly affected the environment.

Rapid population growth and intensifying population density are major
concerns. On Majuro, a recent survey (International Waters of the Pacific and
RMI 2005a) revealed that severely densely populated Jenrok village has lost
almost all of its native trees, both inland and on the coast, allowing significant
coastal erosion. Water tests revealed high  E. coli content in wells and rainwater
catchments, which correlates with the high incidence of waterborne disease in
the village. Furthermore, coastal water tested high for pollution because of the
lack of toilet facilities in some homes and the presence of animal pens near the
shore. Finally, the survey recorded high volumes of solid waste creating an
unsanitary landscape that poses health risks to villagers (see box 2.1).

The lack of land-use planning, zoning, or effective building codes in urban
areas has aggravated environmental problems. On both Majuro and Ebeye, this
results in ad hoc and often conflicting use of land, and in polluting activities
being conducted where environmental impacts will be relatively high. One recent
case is a dry dock near the Uliga residential area on Majuro Atoll. Protests were
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lodged with EPA and the Nitijela (parliament) to relocate the dry dock to a more
appropriate site. In another case, the Marshall Energy Company blocked the
construction of a residence because the homeowners had built it enclosing a
functional electrical pole line with the intention of using it for structural support.
The lack of land-use planning, zoning, or effective building codes has impeded
environmental improvement and put enormous pressure on the environment. As
the Land Use Planning, Zoning, and Building Code Act of 1987 mandated that
each local government design and implement compliance, it is imperative that
capacity-building needs be assessed and addressed.

Another impediment to environmental improvement is the lack of
coordination between government agencies and ministries. An Asian
Development Bank (ABD) country environment analysis (ADB 2005c) describes
how the lack of coordination between key Government agencies and local
governments has led to ad hoc development. A coordinated approach is vital to
harmonize the goals of development with those of environmental improvement.

WWWWWater supplyater supplyater supplyater supplyater supply, management, and quality, management, and quality, management, and quality, management, and quality, management, and quality. . . . . In the RMI, the supply
and quality of water continue to be problematic. On Majuro and Ebeye atolls,
public water supply services are supplemented by rainwater capture and
groundwater. On outer islands, water is mainly secured from rainwater catchments
and wells.

Majuro Atoll currently has two main water sources. Rainwater is collected
from the 2.4-kilometer runway of the Amata Kabua International Airport, and
groundwater is tapped from the Laura Lens. The capacity of the reservoir is 136
million liters. The Laura Lens is capable of delivering 1.3–1.5 million liters of
water per day from six wells and is the only source of supply during extended
droughts like the one during the long El Niño of 1998. On Ebeye, freshwater is
collected from a catchment and supplemented by seawater desalinated by two
reverse osmosis units, each with a capacity of 380,000 liters per day (ADB 2005c).

Despite the Government’s attempt to address water supply problems, water
shortages continue throughout the nation. The Government secured funding
from the US Federal Emergency Management Administration for providing
household water catchments to residents of outer islands. In 2001–2002 the
program distributed 1,068 5,700-liter household water catchments. By 2003,
only 203 out of 2,352 homes on outer islands had not yet benefited from the
program. On Majuro Atoll, a grant from Japan was secured to construct an
additional 114 million-liter reservoir for the local water supply system.
Construction is expected to start in late 2006 on what promises to greatly improve
the security of water supply.
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While there has been general improvement in the quality and quantity of
water supply in the RMI, comparing water-testing records from 1995 and those
taken between 1999 and 2003 reveals increasing numbers of contaminated
water sources, particularly sources of drinking water (see chapter 4).

Widespread contamination of water sources correlates with the increasing
incidence of waterborne disease. Recent health data show that as many as 10%
of the population contract gastrointestinal diseases per year (EPPSO 2005b). It
is therefore important to design and implement a public awareness campaign to
inform the public on waterborne diseases and how to avoid them, and on the
importance of maintaining hygene in their surrounding environment.

Solid and hazardous wastes. Solid and hazardous wastes. Solid and hazardous wastes. Solid and hazardous wastes. Solid and hazardous wastes. In the past, when population density
was low, biodegradable waste could be left to decay on the ground near homes
without causing serious ecological problems. High birth rates and inward
migration from rural areas have brought high population densities on Majuro and
Ebeye, increasing demand for imported staple foods. These are usually canned
or packaged in plastic and other non-biodegradable materials, which creates a
waste-disposal problem, especially when combined with the habit of disposing
of waste indiscriminately. Including imported food packaging, households now
produce substantial volumes of both biodegradable and non-biodegradable solid
waste (ADB 2005c). On Majuro Atoll, about half a kilogram of waste is generated
daily for each resident, half of which is biodegradable (International Waters of
the Pacific and RMI 2005b).

In addition to solid wastes, hazardous wastes and imported toxic substances
are causes for concern. An increase in the number of registered motor vehicles on
Majuro from 1,307 in 1996 to 2,404 in 2004 (EPPSO 2005b) gives a fair idea of
how many more car batteries there are and the amount of battery acid regularly
discarded. Other hazardous wastes include imported high-voltage transformers
and batteries for electronics.

The past few years have seen some improvement in solid waste
management, particularly on Majuro Atoll. Management of solid waste is
fragmented, with the Majuro Atoll Local Government (MalGov) overseeing
collection, the Ministry of Public Works undertaking disposal and managing
dumpsites, and EPA serving as the regulatory agency also in charge of conducting
public awareness on solid waste issues. Despite insufficient waste collection
equipment such as trash bins and trucks, MalGov has been fairly efficient in
collecting solid wastes. This has been achieved by instituting two 24-hour
collection shifts to empty community bins on average twice per week—a great
improvement over previous weekly and bi-weekly collection frequencies. The
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Ministry of Public Works extended the dumpsite to include a concrete seawall
to retain trash at high tide. A fence encloses the site, effectively keeping waste
in and people out.

Another effort addressing solid waste management has been the
development of an interagency solid waste task force combining MalGov, the
Ministry of Public Works, MIMRA, MIVA, EPA, OEPPC, and the Chamber of
Commerce. Its responsibilities are to

(i) develop policies and strategies to help reduce the volume of waste
produced including designing and implementing public awareness
campaigns and recycling programs,

(ii) select and design new long-term landfills, and
(iii) advise the Cabinet on measures and methods to effectively reduce

wastes.

Unfortunately, the task force has been ineffective, partly due to limited
demand for its input from the most senior Government officials.

Legislation introduced in 2004 to establish the Marshall Islands Solid
Waste Management Authority, but not approved by the Nitijela, aimed to place
responsibility for managing solid waste solely on the new authority. The authority
would have worked with EPA on public awareness programs.

 Although the national and local governments have improved their efforts
to address the solid waste issue, problems persist regarding higher waste volumes
and issues associated with landfills. Pressing needs include introducing recycling
programs and developing better strategies for managing solid waste on future
landfill sites.

Coastal erosion and degradation. Coastal erosion and degradation. Coastal erosion and degradation. Coastal erosion and degradation. Coastal erosion and degradation. Among the natural factors and
human activities that contribute to coastal erosion are

(i) a rising sea level and associated high waves, storm surges, and
subsidence;

(ii) land reclamation;
(iii) inappropriately designed landfills and sea walls;
(iv) dredging and mining;
(v) channel blasting; and
(vi) clearance of plant cover.

Of greatest concern is the significant impact of coastal mining. A recent
study by the South Pacific Applied Geoscience Commission (1997) indicated
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that most of the ocean and lagoon shores of Majuro Atoll are eroding, with some
shorelines having retreated as far as 20 meters.

Intact coral reefs are well known to be ideal protectors of shorelines.
However, the increase in recent years of infrastructure development has been
accompanied by higher demand for sand and gravel. Mining of reef and lagoon
shores has accelerated erosion in many parts of Majuro Atoll. Of greatest concern
is that reefs and shoreline aggregates are not renewable and so mining these
resources is unsustainable.

The pollution of coastal waters is most serious in the urban centers and is
attributed to (i) runoff from landfills and graves, (ii) discharge from fishing
boats and other vessels, and (iii) animal pens. Coastal water testing off the
community of Jenrok in 2004 revealed high contamination, making it unsuitable
for recreation or harvesting seafood.

To address the problems of coastal erosion and degradation, EPA is
developing a coastal zone management plan framework. The first plan, for Majuro
Atoll, will be a model for other atoll plans. EPA also continues to build it capacity
in geographic information systems data management, which will facilitate the
development of the framework and Majuro Atoll plan (RMI Environmental
Protection Authority 2004c).

Global warming and rising sea level. Global warming and rising sea level. Global warming and rising sea level. Global warming and rising sea level. Global warming and rising sea level. A rise in sea level within the
predictions of the International Panel for Climate Change poses a real danger to
low-lying atolls. Changing weather patterns due to atmospheric warming have
already caused severe droughts and typhoons. A rising sea level contributes to
coastal flooding and greatly accelerates erosion. In addition, it could introduce
salinity in the fragile freshwater lenses that provide water for drinking and
agriculture. A change in sea temperature directly harms atoll and reef ecosystems.

ADB recently made a risk assessment for sea level rise in the RMI. Figure
5.1 shows daily mean values of the sea level at Majuro against the long-term
mean sea level. Considerable variability in sea level year-to-year fails to hide a
long-term trend toward a higher sea level. The rise is about 2 centimeters per
decade, slightly more than the global rate of sea level rise during the 20th century
of 0.9–1.8 centimeters per decade (ADB 2005c). The RMI needs to address how
it will potentially be affected by climate change and sea level rise.
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5.5 Policy Recommendations

5.1 The Government should integrate environmental considerations into
its ministerial and agency policies and plans.

5.2 Local governments should enhance their environmental focus and
capacity with assistance from EPA and the national Government.

5.3 The Government should revisit and implement where possible and
appropriate, in consultation with traditional leaders, the Land Use
Planning, Zoning, and Building Code Act of 1987.

5.4 EPA and local governments should develop basic recycling programs
for materials, biodegradable and not, to reduce solid waste production.

5.5 The Public Works Department and MalGov should immediately
develop and put into place an improved solid waste collection and
disposal system that minimizes health and environmental risks.

5.6 In consultation with local governments, EPA should design and
implement a water safety public awareness campaign that includes
a focus on maintaining environmental hygene around homes.

5.7 The Chief Secretary’s Office should review and strengthen
appropriate EPA legislation to ensure that the harvest of coral and
sand aggregates is sustainable.
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Figure 5.1: Mean Sea Level, Majuro Atoll: 1968–2005

Source: Asian Development Bank. 2005. Country Environmental Analysis of RMI. Manila.
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5.8 EPPSO and the Chief Secretary’s Office should ensure that EPA and
OEPPC do not duplicate environmental efforts.

5.9 The Cabinet should immediately begin researching, developing,
and seeking public consultation on a long-term plan to adapt to
climate change and sea level rise.
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Basic Services: Education
and Health

As the poor rely more heavily on publicly provided services than do the
rich, improving access to basic services directly contributes to poverty
reduction. These services include high-quality education and
healthcare. Access to these services is particularly problematic in a

country comprised of small communities spread over vast distances. Isolated
communities are especially disadvantaged during natural disasters as they are
the most difficult to reach, and the poor are particularly vulnerable to such
natural disasters as drought and destructive oceanic waves. The problems of
isolation and size faced by the Republic of the Marshall Islands (RMI) as a
whole are magnified several-fold for its small, far-flung communities.

An illustrative example is the fire in the supply room of Majuro Hospital in
mid- September 2005. Firefighters were able to contain the blaze within a couple
of hours, but a number of patients had to be evacuated, and stockpiles of medicines
were lost. The real problems began to emerge after the fire was put out, as
restocking the critically needed medicine proved to be difficult. Emergency
requests were placed to the Kwajalein base and Hawaii, but even after several
weeks only temporary stockpiles were on hand.

The ministries of health and education are large and complex organizations
with challenging operations. Planning, building, stocking, operating, and
maintaining a network of dozens of schools, hospitals, and health centers across
vast ocean distances with poor communications and transportation, staff with

CHAPTER 6
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limited capabilities, and weak community and family support severely
complicate the business of health and education delivery.

The RMI allocates more resources to education and health than do most
developing countries. Figure 6.1 shows total public expenditures in 2003 on
education and health in nine Pacific island countries. The RMI spent the
equivalent of 11% of its gross domestic product (GDP) on education and another
6% on health, more on both counts than any other country in the group. Despite
large inputs into these two sectors, indicators of educational and health outcomes
rank the RMI poorly among similar countries. School dropout rates are high,
with only three in 10 first graders making it to grade 12. Lifestyle diseases such
as diabetes are more prevalent than in most other Pacific island countries.

Recognizing the deteriorating trends, the authorities are increasing the
resources devoted to the two sectors and trying to adopt better tools to manage
them, such as performance-oriented budgeting. The real problem, however, seems
not to be a lack of inputs but of translating them into the intended outputs and
outcomes. The policy recommendations of this chapter focus on how productivity
in these two sectors could be improved. Poor productivity is not peculiar to
health and education but rather pervades the public service, making the lessons
from this chapter applicable to the public service as a whole.
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New Guinea, RMI = Republic of the Marshall Islands.

Source: International Monetary Fund 2004.
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Education and health are particularly important to the imperative of
building human capital. High-quality education empowers the poor to rise out
of poverty through employment, both at home and abroad (see chapter 2). Good
health improves both the quality of life and educational outcomes. A
malnourished child will not do well in school—or even attend school if the
family cannot meet its daily food needs. Meanwhile, girls’ educational
achievement has been found to be inversely related to their fertility and thus the
rate of population growth.1

The key messages may be summarized as follows:
(i) Improving education and health outcomes is of the highest priority

of the RMI.
(ii) Existing outputs and outcomes are not commensurate with the large

resources spent on the two sectors.
(iii) The poor productivity evident in education and healthcare provision

is pervasive across the public service.
(iv) The poor, especially those on outer islands, need better basic services

and some targeted direct support for poverty alleviation.

6.1 Education

The current system.The current system.The current system.The current system.The current system. The national education system, both public and
private, consists of pre-primary, primary, secondary, and tertiary levels, and
ancillary vocational, adult, and other special programs. Public pre-primary
education is offered through the recently established public kindergarten
program. This replaces the Head Start program of the United States (US), which
operated 49 centers throughout the country and enrolled 1,215 students. Private
pre-primary services are offered by 14 private elementary schools on Majuro and
Kwajalein that in the 2003–2004 school year had 173 students enrolled.

Public primary education is provided by 75 elementary schools with
enrolment of 8,171 in the 2003–2004 school year. Private primary education is
offered by 25 elementary schools with 2,783 students in the 2003–2004 school
year. Three of the four secondary schools (excluding Kwajalein High School on
Ebeye) had 1,452 students in the 2003–2004 school year, and another 13 private
high schools had 1,729 students. Tertiary education is offered at the College of
the Marshall Islands and the University of South Pacific satellite center. Ancillary

1 For an analysis on gender-related education issues, see chapter 4.
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public programs and entities include the National Vocational Training Institute,
the National Training Council, and the Scholarship Board.

Resource Inputs.Resource Inputs.Resource Inputs.Resource Inputs.Resource Inputs. The Ministry of Education (MOE) has historically
been one of the RMI’s costliest ministries, and in line with the amended Compact
of Free Association between the RMI and the US, and its sharper focus on
education and health, MOE’s operating expenditures have jumped from an average
of $7–9 million up to fiscal year (FY) 2003 to $17.6 million in FY2004, the first
year under the amended Compact, and a budgeted $22.6 million in FY2005 (see
figure 6.2). This increase in allocation to education is likely to continue for the
foreseeable future. A proposal for FY2006 has MOE receiving around $28 million
in operational funding and another $14 million for capital projects, giving the
ministry its largest ever budget. The $42 million includes funding for the former
US federal programs now absorbed by MOE (see table A1.15 in appendix 1) and
amounts to 29% of the total RMI budget of $146 million.

Figure 6.3 shows that recurrent operations financing for education depends
increasingly on external sources. Funding from the US through the Compact and
other mechanisms in 1999 stood at 68% of the total, with most of the balance
funded from RMI sources (31%). In 2006, US sources will fund fully 82%, and
funding from the RMI will fall significantly to just 18%.
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An analysis of MOE expenditures through the national finance system
reveals some interesting comparisons of where most of spending is targeted (see
figure 6.4). Between 1999 and 2003, 20–30% of expenditures went to tertiary
education, including the College of the Marshall Islands and the national
scholarship and other programs, while 30–40% went to secondary education,
and the remaining 40–50% to primary education.

FY2006 proposed

RMI
sources,
18%  

US
sources
82%,  

FY1999

Other, 1%

RMI
sources,
31%  

US
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68%,  

FY = fiscal year, RMI = Republic of the Marshall Islands, US = United States.
Source: Economic Policy, Planning, and Statistics Office.

Figure 6.3: Sources of Recurrent Financing for Education:
1999 and 2006 Budgets
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Half of education spending, and as much as 62%, has gone to non-primary
education. In fact, the RMI spends far more of available funds on non-primary
education than do most countries. Estimates place the RMI’s expenditure per
student for non-university tertiary education at 547% of per capita GDP,
compared to the average of 21% for members of the Organisation for Economic
Co-operation and Development (OECD). For secondary education, the RMI
spends an estimated 156% of per capita GDP, compared to 25% for OECD
countries and 21% for developing countries (World Bank 2005).

Awareness that primary education is very poor in the RMI has resulted in
a stated shift in focus and attention to improving basic education. But funding
allocations, in relative terms at least, have not followed the rhetoric. The 2006
education budget still shows roughly half of the $28 million operational budget
going to non-primary education. With some 11,000 enrolled primary students and
4,000 secondary and tertiary students, according to estimates for 2004, the RMI
spends roughly $1,300 per capita on primary education and $3,500 per capita on
secondary and tertiary education, a one-to-three ratio.2 The question is whether a
better return would result from greater per capita investment in primary education,
creating a more solid foundation on which to build human capital.

Outputs and outcomes. Outputs and outcomes. Outputs and outcomes. Outputs and outcomes. Outputs and outcomes. MOE was an early adopter of performance-
oriented budgeting in 2003 and is currently attempting to incorporate it into its
operations. Under performance-oriented budgeting, MOE has identified a number
of desired outcomes, each with a specific set of metrics and indicators. They are to

(i) improve early childhood enrolment,
(ii) provide a high-quality primary system,
(iii) promote better school attendance especially among primary-aged

children,
(iv) provide high-quality secondary education, and
(v) increase the success rate among college students.

Adopting performance-oriented budgeting is a step toward better overall
management, but institutionalizing it remains a challenge for MOE and the
other Government entities currently adopting it. Education data and trends
strongly suggest that the RMI has far to go to achieve most of these outcomes.

Despite high and rising inputs, educational outcomes in the RMI remain
miserably poor, both in absolute terms and relative to neighboring countries.

2 Part of expenditures on tertiary education come from specifically earmarked funding, such
as from the Compact, that usually cannot be redirected to primary or secondary education.
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The 2004 RMI Compact Report to the US branded trends in education as
“disastrous” (EPPSO 2005c).

School attendance in the RMI for children aged 6–14 has generally
worsened, falling from 87% in 1973 to 84% in 1999 (see figure 6.5). The 1999
figure means that just over 2,000 children who should have been in primary
school did not attend. The vast majority of these children, over 1,300 of them,
are on Majuro and Ebeye (see box 4.1 on urban youth).

Among those who attend primary school, only 80% reach eighth grade and
only 70–75% of these enter high school. Of those who enroll in high school, only
60% complete 12th grade. The result is that fewer than 30% of first grade
students end up graduating from high school 12 years later (World Bank 2005).

Poor educational outcomes are not new to the RMI. In the early 1970s, the
Congress of Micronesia at one point declared the RMI and Chuuk, in the
neighboring Federated States of Micronesia, “educational disaster areas.” A 1992
letter to the MOE from the South Pacific Board for Educational Assessment,
which administers the Pacific Islands Literacy Level (PILL) exam, stated,
“The Marshall Islands results are exceedingly poor; indeed they are the worst
from any of the 10 countries sampled.”

Table 6.1 shows that the RMI’s PILLs results have not significantly
improved. From 1994 to 2002, English and Marshallese literacy improved slightly
for both public and private schools, as the percentage of those considered “at
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risk” fell, but proficiency with numbers worsened, as 2002 saw 80% of public
students and half of private students considered at risk. The RMI’s PILLs
results are near the bottom in terms of regional performance. These results may
be optimistic as the RMI itself determines what exactly “at risk” means.

Table 6.1: RMI PILLs (Grade 4) Percentage at Risk: 1994–2002

Subject 1994 1995 1996 1997 1998 1999 2002

English 74 70 72 65 69 72 57
Marshallese 72 61 63 68 76 66 49
Numeracy 51 54 52 53 66 75 73

Source: Economic Policy, Planning, and Statistics Office 2005 statistical abstract.

Results from the national secondary school entrance exam show similarly
disturbing results. Just over half of eighth graders who took the exam in 2005
passed (see figure 6.6). That 55% was higher than in the 3 previous years is
misleading. The national weighted average in 2004 was just 33.3%, which means
that many students who passed the test and were admitted to high school scored
very poorly.3 Moreover, 20 of the 86 schools that administered the exam—or
nearly a quarter, including a few in the urban centers of Majuro and Ebeye—did
not have a single student pass.

3 The number deemed to pass is influenced by the number of spaces available to accommodate
entering freshmen in public high schools.
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Entrance exam results for the College of Marshall Islands and the University
of the South Pacific satellite school, the two tertiary institutions in the RMI,
also show poor results. The most recent exam scores for the college indicate that
fewer than 2% of all high school graduates are ready for college math, and fewer
than 8% are ready for college English (EPPSO 2005c). Figure 6.7 shows only half
of applicants to the university’s preliminary and foundation courses passed in
2004, reversing several years of steady improvement.
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USP = University of the South Pacific.
Source: Economic Policy, Planning, and Statistics Office 2005 statistical abstract.

The performance of the RMI Scholarship Program from 1986 to 2001
provides strong evidence that the tertiary performance of Marshallese students,
both in the RMI and abroad, has been persistently very weak. Of the 867 students
who received scholarship assistance during the period, only 292 successfully
completed their programs, a success rate of 33% (Graham 2002a). Not all of
these graduates, moreover, have returned home to work in the RMI as stipulated
in their scholarship contracts.

Clearly, basic education is floundering in the RMI today, providing a very
poor foundation for students to build on with higher learning. A long-term result of
this poor educational system is a poorly educated working population in the RMI.
Fewer than 40% of Marshallese adults aged 25 and over completed high school, a
figure lower than in most other US-affiliated island areas (see figure 6.8).

The percentage of adults who completed 4 years of college to earn a
bachelor’s degree, 2.7%, places the RMI at the bottom of its comparator group
(see figure 6.9). Such poor long-term educational outcomes have created a
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disadvantaged and poorly skilled workforce in the RMI. This has increased the
country’s reliance on imported skilled and semi-skilled labor. Moreover, this
longstanding situation means that most of the Marshallese who emigrated to
the US have not been able to fill high-paying jobs, limiting their ability to remit
funds back to the RMI (see chapter 4).

In summary, the RMI devotes significant and increasing public resources
to education, but the returns on these outlays have been very poor. The poor
quality of education has created a workforce ill-equipped to take advantage of
employment opportunities, both locally and abroad. The cost of providing
education per student is high, particularly compared to the cost in neighboring
countries. This needs explaining. Private schools generally perform better than
public schools.4 The differences in educational outputs from private and public
providers raise questions about whether the RMI could get better value for
money by outsourcing the delivery of this service. Could a voucher system, for
example, induce more private and competitive provision of primary and secondary
education? Should students with scholarships be allowed to choose to go either
to the College of the Marshall Islands or other institutions that offer the same
program? Finally, the mismatch in the RMI between skills supply and demand
calls for improved human resource planning.

6.2 Health

The current system. The current system. The current system. The current system. The current system. Healthcare is delivered in two main hospitals on
Majuro and Ebeye and 53 health centers, mostly on outer islands. Majuro Hospital
is the largest facility, with 97 beds and some specialist services in general
medicine; surgery; orthopedics; obstetrics and gynecology; pediatrics; ears, nose,
and throat; ophthalmology; and dentistry. The hospital is being extended with
funding from the Japanese Government. Ebeye Hospital, which has 43 beds,
was completed in 2002 with US and Asian Development Bank (ADB) assistance.
This hospital also has some specialist services in general medicine, surgery,
obstetrics and gynecology, and pediatrics. Health centers provide only primary
healthcare and are typically staffed by a trained health assistant.

4 The private school average test score on the high school entrance exam is notably higher
than the public school average, but this is due mostly to the strong performance of just two
private schools on Majuro. See ADB 2005a and World Bank 2005 for more data on public
versus private performance.
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Resource inputs.Resource inputs.Resource inputs.Resource inputs.Resource inputs. Like education, healthcare has enjoyed steadily
increasing financing driven by the amended Compact, which restored funding
growth in FY2004 to $13 million and provided a budgeted increase in FY2005 to
nearly $16 million (see figure 6.10). In FY2006, health is proposed to receive
$18 million, almost entirely for recurrent operations. This constitutes 12% of
the total RMI budget of $146 million (see table A1.16).
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Figure 6.10: Health Outlays in the Marshall Islands:
FY2001–2005

FY = fiscal year.
Note: FY2005 figures are budgeted; all others are actual.
Sources: Economic Policy, Planning, and Statistics Office and Medium Term Budget

Investment Framework June 2005.

Figure 6.11 shows that the RMI’s contribution to its own healthcare budget
is low and has declined recently, its share of the recurrent health budget falling
from 58% in FY1999 to 47% in the proposed FY2006 budget.

In terms of where funding is allocated, an analysis of health expenditures
through the finance system shows that, from 1999 to 2003, at least half of
expenditures went to tertiary care, which includes curative treatment and off-
island referrals. As with education, the RMI has started to focus on improving
primary healthcare. However, this 5-year trend illustrates that tertiary healthcare
consumes a growing majority of resources (figure 6.12).

More recent data suggests that the Ministry of Health (MOH) has taken
better control of the situation and made strong progress in reducing tertiary
expenditures, particularly for off-island referrals. Figure 6.13 shows that the
number of referrals fell from 120 in 2001 to 95 in 2004, slashing referral
expenditures from $6.5 million to $2.5 million. MOH was able to cut costs by
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improving on-island diagnostic capabilities, reducing politically inspired
referrals, and sending more patients to lower-cost healthcare providers in the
Philippines instead of to Hawaii. This has reduced the average referral cost
from $55,000 to $26,000. In the last few years, the RMI has also been able to
pay down outstanding debts to Hawaiian healthcare providers. However, in
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2004, the number of referrals reversed the 5-year declining trend, though the
cost was unchanged.

Outputs and outcomes. Outputs and outcomes. Outputs and outcomes. Outputs and outcomes. Outputs and outcomes. Like MOE, MOH has adopted performance-
oriented budgeting and has identified as its performance objectives improving
preventive and outer island healthcare, hospital services, management of referrals,
personnel and finance, and the timely generation of health data.

MOH’s 2004 budget reports and consultations for this ADB report suggest
that MOH continues to make modest progress. More resources are being budgeted
for preventive healthcare, including some reorganization of the primary
healthcare program. But how effective this increased effort will be is unclear, as
the benefits emerge in the long-term. The outer island healthcare system is
being managed effectively by and large, but some challenges remain. These
include logistical support complicated by transportation difficulties, staffing
because of a lack of available trainees, and with infrastructure and maintenance
needs (EPPSO 2005c). A recent analysis identified a need for more specialists
in the hospitals on both Majuro and Ebeye.

While funding continues to grow and managerial improvements have been
made, the bigger health picture remains poor. Some general health indicators
show progress since independence, but others remain troubling. The RMI’s first
5-year economic plan stated in 1986: “A rather disturbing development in recent
years is the increasing incidence of diseases related to nutritional imbalance,
particularly in the urban areas. Such diseases include hypertension, heart diseases,
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diabetes, and illnesses related to obesity” (RMI Government 1985). This
statement holds true today.

As described in chapter 4, the total fertility rate continues to fall but in
1999 was still high relative to other Pacific islands at 5.7 children per woman.
Urban fertility of 5.5 is lower than rural fertility of 6.3, but these high rates
continue to place challenges on population, education, and health planning.
Infant and child mortality rates have also fallen steadily over the past 15 years,
but these, too, are comparatively high for Pacific islands. The infant mortality
rate in outer atolls in 1999 stood at a very high 120 per 1,000 live births, while
the rate for the whole nation was 37. Life expectancy has also steadily improved,
estimated at 65.72 years for males and 69.35 for females.

Despite some progress on fertility, mortality and life expectancy, the RMI
has shown little progress on other major, longstanding health concerns. Diabetes
is a condition that has plagued generations of Marshallese. Figure 6.14 indicates
that the prevalence of diabetes may be increasing. With diabetes so widespread,
the cost of treatment (including amputations) continues to drive up overall
health costs.

Malnutrition is another condition that does not appear to be improving.
Malnutrition among young children aged 1–5 is especially disturbing. A recent
study revealed that 60% of children in this age group suffered vitamin A
deficiency, and 25% were iron deficient (World Bank 2005). One-third of children
had both conditions. This echoes an earlier survey in 1994 that showed 62% of
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Figure 6.14: Patients Admitted for Diabetes: 2001–2004

Source: Economic Policy, Planning, and Statistics Office 2005 statistical abstract.
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children under 5 years deficient in vitamin A (RMI Government and UNICEF
2003). No data are available to show if these conditions have improved
significantly in recent years.

Teenage pregnancy is yet another long-standing problem. High teenage
pregnancy rates are associated with the high prevalence of low-weight newborns.
Despite a slight downward trend in teenage fertility, the RMI’s estimated 2004
teen fertility rate of 90.6 makes it the highest in the Pacific (see figure 6.15).

In 2004, teenagers accounted for nearly one-fifth of all pregnancies (see
figure 6.16). This has direct ramifications on poverty, as young mothers often
lock themselves and their children into intergenerational hardship.

Immunization coverage is a growing concern. In 2004 it was reported that
immunization rates against measles, mumps, and rubella were extremely low
and that the situation had not improved notably since 2001. This suggests
serious weaknesses in follow-up and outreach services and programs. A measles
outbreak in 2003 points up the potential for future, more serious outbreaks
(EPPSO 2005c). An MOH immunization survey in 2001 concluded that
immunization rates had declined in every category except hepatitis B
immunization for newborns.

Another longstanding concern is high rates of sexually transmitted diseases
(STDs) and some notable increases in the number of HIV cases detected at
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hospitals. To date, 14 HIV cases have been confirmed in the RMI, two of which
have progressed to AIDS. Most victims are under 30, and an increasing number
are female. New cases of syphilis, gonorrhea, and chlamydia are also generally on
the rise, suggesting an overall increase in vulnerability to an HIV epidemic (see
figure 6.17).
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Figure 6.16: Teen Births as Percentage of Total Births:
1991–2004
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The high prevalence of STDs, coupled with high teenage pregnancy rates,
indicate that the use of condoms and other contraceptives is not improving,
especially among younger people. A related concern is that many STDs are
detected in later stages, showing that testing coverage has not improved.

Other infectious diseases lingering among the populace include
tuberculosis and leprosy.

The RMI continues to suffer one of the highest suicide rates in the world.
The rate of attempted and completed suicides has somewhat stabilized since
2001 but remains high.5 As table 6.2 indicates, between 30 and 60 attempted
and completed suicides occur each year. The recent introduction of youth-
targeted counseling services by one local nongovernment organization (NGO) is
a step toward dealing with this problem.

5 Official statistics may not be accurate as many attempted and completed suicides go
unreported.

Table 6.2: Attempted and Completed Suicides: 2001–2004

Suicides 2001 2002 2003 2004

Attempted Suicides 27 29 42 14
Completed Suicides 14 27 24 14
Total 41 56 66 28

Source: Economic Policy, Planning, and Statistics Office.

Considerable anecdotal evidence suggests the spread of substance abuse,
including the use of hard drugs and drug use among younger people.

The RMI faces a high incidence of cancer resulting from nuclear weapons
testing conducted by the US at Bikini and Enewetak atolls from 1946 to 1958. A
study comparing cancer prevalence during 1985–1999 found that the RMI had
the highest rate of breast and thyroid cancer among eight North Pacific
jurisdictions. Both cancers are acknowledged as radiogenic (Pacific Health
Digest 2004).

Furthermore, a report issued in 2004 by the US National Cancer Institute
estimated that 5,600 baseline cancers may be expected to occur in the 1954
Marshall Islands population of 14,000, and an additional excess of 532 cancers
result from past radiation exposure. More alarming for the future is the institute
finding that half of the baseline and radiation-related cancers had yet to develop
or be diagnosed as of 2004 (National Cancer Institute 2004).

In addition to cancer, various investigators over the past 20 years or longer
have found a high prevalence of benign thyroid nodules among people throughout
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the RMI.  In 1998, the US Centers for Disease Control and Prevention estimated
that 6.3 billion curies of radioactive iodine-131 had been released into the
atmosphere by nuclear testing in the RMI. This is more than 150 times the 40
million curies released by the Chernobyl nuclear reactor accident.  Iodine-131
is a radionuclide that concentrates in the thyroid and may cause damage to it,
including cancer.

6.3 Human Resource Management

Human resources are the most critical input in human development. The
process is cyclical: poorly performing education and healthcare systems do deep,
direct, and long-lasting damage to the human resources of the RMI, making
investments in education and health especially critical. Human resource
management is perhaps the most critical element in making these investments
effective.

Some marked differences exist in the management of human resources
between MOH and MOE, and they offer some lessons. In MOE, personnel
management is handled by the Public Service Commission (PSC), which prevents
MOE managers from controlling this most important input into education service
delivery. A recent analysis of personnel management in MOE reveals that PSC’s
management of education staff has largely been ineffective (ADB 2005a). This
is so despite ADB providing technical assistance to the PSC in 2002 and 2003
(see box 6.1). Little or no evidence exists that this assistance had any substantial
positive impact on public service management. The hiring, promotion, and
remuneration of public servants has deviated from the basic principles of
meritocracy. Recent test scores for MOE staff reveal that the vast majority of
teachers could not even pass a basic English literacy exam testing at an 8th
grade level for native English. Only 18% of teachers with an associate of arts (2
year) degree passed the exam. If this is the case for degree-holders, such distortions
likely pervade the public service and drag down productivity in the public sector.

Health staffing was also administered by PSC until 1999, when MOH,
frustrated with PSC, forced the Government to give it greater autonomy in
hiring and firing professional staff. While direct comparisons in management
effectiveness between health and education are problematic, at least part of
MOH’s better overall managerial effectiveness is widely attributed to its greater
control over human resources.
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Personnel and performance audits of MOE and MOH have recently been
discussed as potential starting points for improving human resource management,
and management in general, in these two critical sectors.

BoBoBoBoBox 6.1: High-Quality Education Only for the Px 6.1: High-Quality Education Only for the Px 6.1: High-Quality Education Only for the Px 6.1: High-Quality Education Only for the Px 6.1: High-Quality Education Only for the Privileged?rivileged?rivileged?rivileged?rivileged?

The delivery of public education in the Republic of the Marshal Islands (RMI) is

both inefficient and ineffective, as the country’s spending on education is

remarkably high and the results are remarkably low. With technical assistance

from Asian Development Bank, the Ministry of Education (MOE) recently

commissioned a review of the state of education as part of a pilot project in civil

service reform. This review is to feed into the formulation of a long-term strategy

to improve public service delivery in the RMI. It identified the main underlying

cause of poor educational outcomes in the RMI as the widespread and

longstanding abuse of the civil service personnel system. Although some

dedicated and competent public servants work in MOE, many others are

incompetent, unqualified, uncommitted, or all of the above.

Employment in the public education system has become a make-work scheme

that disregards the quality of services provided. Public service jobs are often

created or filled to serve political or family interests. Endemic corruption and

abuse of the personnel system has to be tackled before proceeding with strategic

planning, teacher training, or capacity building, which otherwise will be simple

window dressing and a further waste of resources. The underlying problems in

the personnel system have to be addressed if improvements in educational

outcomes are to be achieved.

Children, particularly from poorer households and on outer islands, pay the

price for mismanagement in education. While the richer households generally

send their children to better-run private schools, others must rely on public

schools.

The least the public sector can do is to provide the poor with high-quality

education to enable them to rise out of poverty.
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6.4 Policy Recommendations

6.1 Public sector reforms must start with the two most important and
costly ministries: education and health. The Cabinet should
prioritize and pursue aggressive performance-oriented reforms in these
sectors, including immediate personnel and performance audits.

6.2 The differences in educational outputs between private and NGO
providers and public providers illustrates the opportunities for more
outsourcing of the delivery of education and healthcare services.
Consideration should be given to increasing Government support to
nongovernment education and healthcare service providers with
demonstrated effectiveness, as well as to such innovative systems as
the use of vouchers, which would induce greater competition in the
provision of these services.

6.3 MOE and its agencies should expand education and training
opportunities to target the many youths, especially in urban centers,
who have fallen out of the formal education system.

6.4 The National Training Council should collect better labor market
data to better gauge current and future skills needs in the RMI and
possibly in the US. This should be looked at urgently as part of the
strategic plan for the education sector.

6.5 The education system should be increasingly geared to equipping
the workforce with skills for the job market of the future both in
RMI and abroad.

6.6 Students educated on the public purse who choose to work abroad
should be forced to reimburse the state for the cost of their education,
as is the current policy under the scholarship program.

6.7 MOH must continue to improve its preventative and outreach efforts
to improve overall health awareness and reduce tertiary expenditures.

6.8 MOH must adopt more aggressive and innovative approaches to
addressing longstanding and critical health issues, including
diabetes, STDs, and teenage pregnancy.

6.9 MOH and all NGOs addressing health issues must adopt more
targeted campaigns to directly address sources of health problems.
Fertility and infant mortality rates, for example, are notably higher
on outer atolls than in urban areas.
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Private Sector
Development

The private sector is the ultimate driver of economic growth and development.
A thriving private sector generates employment and income and is vital to reducing
poverty and hardship. Officially, this is well recognized in the Republic of the
Marshall Islands (RMI). In its many development plans and strategic documents,
the RMI has recognized private sector development as a critical component of
its economic development strategy. While the RMI has made some progress
toward improving the climate for private sector growth, the sector remains small,
slow-growing, poorly diversified, and heavily dependent on public expenditures.

The longstanding weakness of the private sector has contributed to the
pervasive mentality in Marshallese society that sees the Government’s role as
leading growth and driving the economy. This handout (versus help-out) mentality
is sometimes seen among private sector operators themselves. So, despite official
support for private sector development, the reality is that the public sector
continues to dominate both economically and in terms of social perceptions.
This effect is driven by both supply and demand, as Government leaders often
see their role as providing handouts, while many in the community expect hand-
outs. Changing this mindset, now an imperative given dwindling budgetary
resources, is overdue.

RMI leaders and the community must take heed that high, long-sustained,
and worsening unemployment, a clear symptom of a weak private sector, is a
dangerous condition that cannot be left unchecked. The status quo is socially
unsustainable and does not bode well for peace and prosperity in the RMI.

CHAPTER 7
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A weak private sector is also unsustainable with respect to the RMI’s
fiscal outlook. Transfers through the Compact of Free Association between the
RMI and the United States (US) are set to decline until 2023. This, coupled
with a fast-growing population, clearly points to the need for the RMI to rely on
more sustainable sources of prosperity. The only sustainable option is to expand
the private sector’s contribution to the national budget and the economy.

If the RMI desires sound economic growth—and development underpinned
by growth in private enterprise, employment, and income-earning
opportunities—its leaders must change course and transform rhetoric and dialogue
into action. In the past decade, copious analysis has been conducted into
constraints on, and opportunities for, private sector growth and development.
These recommendations lie mostly unread. The rhetoric is there, but few if any
of the recommendations have been implemented.

With sustained population growth, falling Compact payments, and rising
unemployment, private sector development is more critical now than ever before.
The key message of this chapter is that the resources for economic development,
growth, job creation, and poverty reduction will ultimately have to come from
the private sector, and the RMI should immediately address the many constraints
that hinder its growth.

7.1 Structure of the Formal Private Sector1

Of the 9,161 people formally employed in 2004, either full or part time,
just under 4,000, or about 42%, worked in the private sector (see table A1.3 in
appendix 1). The five largest private industries in terms of formal employment
in 2004 are shown in figure 7.1.

Wholesale and retail, historically the largest industry in the RMI, has
grown very slowly since 2000, by just 3% to 2004 (see table A1.6). This industry,
which has experienced intensifying competition with the emergence of Asian-
run shops, still employs the largest share of private employees, at 17%, or 1,545
of 9,161 employees.2

1 Data are not available on the structure of the private sector by gross industry revenues, so
this analysis is only by industry employment. The Economic Policy, Planning, and Statistics
Office aims to provide revenue data by industry in 2006.

2 Majuro has since 2000 seen a large influx of Asian migrants, mostly from the People’s
Republic of China and Taipei,China, many of whom hold Marshallese passports, and many
of whom have opened small retail and fast-food take-out operations.
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Figure 7.1: Top Six Private Industries by Employment: 2004

Notes: Data show the average number of people employed in each industry, either full
or part time. Industry totals may include employees from several semi-private
public enterprises. For example, employees of the national telecommunication
company will be captured in the transportation, storage, and communication
industry total. Data are preliminary and subject to revision.

Sources: Social Security and the Economic Policy, Planning, and Statistics Office estimate
of unreported employment.

The fishing industry, the second largest in terms of employment with 10%
of the total in 2004, or 912 employees, exploded by almost nine-fold in 2000
with the opening of a tuna loining plant and grew further by 91% from 2000 to
2004. However, the closure of the plant in 2004 means the fishing industry’s
share of employment will likely have fallen back to its 1% share, as it was in
1999. Meanwhile, over the past 7 years, the commercial catch in the RMI
exclusive economic zone has been on a strong downward trend, falling from over
86,000 metric tons in 1998 to just under 15,000 tons in 2004.

Transportation, storage, and communication is the third largest employer,
with 6% of employment, or 531 employees. Employment growth has been notable,
rising by 35% since 2000, with the addition of 139 new jobs. Most of this growth
is in taxi services, including the recent emergence of Chinese-owned taxi services
on Majuro.
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Figure 7.2: Fish Catch in the RMI Exclusive Economic Zone:
1998–2004

RMI = Republic of the Marshall Islands.
Source: Economic Policy, Planning, and Statistics Office estimate of unreported

employment  2005.

The construction industry, the second largest employer through the late
1990s, with nearly 700 employees in 1998, has shrunk to 499 jobs, or 5% of the
total, making it the fourth largest employer in the RMI today. New construction
spending under the amended Compact should bolster employment and growth
in this industry in the coming years.

Hotels and restaurants employ 263, about 3% of all employees, and this
industry has seen low growth since 2000. Growth in the tourism industry has
been slow, though the total number of visitors arriving at Majuro by air surpassed
7,000 for the first time in 2003 and did so again in 2004 (see table A1.17).
Holiday arrivals by air to Majuro have remained steady at between 1,300 to
1,400 since 2000, but visitor numbers arriving by sea have increased steadily
with more frequent cruise ship and private yacht traffic (complete datasets for
sea visitors are not available). Sport diving tourism has enjoyed some steady
growth in recent years (see box 7.1).
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BoBoBoBoBox 7.1 Vx 7.1 Vx 7.1 Vx 7.1 Vx 7.1 Visitors Aisitors Aisitors Aisitors Aisitors Authority and Tuthority and Tuthority and Tuthority and Tuthority and Tourism: Qualified Successes?ourism: Qualified Successes?ourism: Qualified Successes?ourism: Qualified Successes?ourism: Qualified Successes?

Tourism, a sector that integrates a range of economic activities, is regarded as

the world’s largest and fastest growing industry. Tourism is the largest sector of

international trade in services and employment, particularly in the Pacific, which

enjoys steady growth in international arrivals averaging 8% a year. The Pacific

earned nearly $39 billion in tourist revenues in 2004 and is projected to earn $80

billion in 2010.1

The RMI is well situated to capitalize on this growth, and real opportunities

exist to develop a tourism product mixing culture, diving, fishing, other marine

sports, and eco-tourism. Recognizing this opportunity, the Government and private

businesses formed, with Asian Development Bank assistance, the Marshall Islands

Visitors Authority (MIVA) in the late 1990s to catalyze tourism growth in the RMI.

The action manifested the Government’s recognition that the RMI needed to

take a more market- and business-oriented approach to tourism development.

MIVA is the first Government authority to have a board of directors dominated by

the private sector.

Tourist numbers in the RMI nevertheless continue to grow very slowly for

several reasons. First, persistent barriers to higher tourist arrivals include high

airfares, poor flight connections, and the lack of hotel and airport infrastructure.

The RMI has also been slow to implement policies to accelerate tourism growth

such as mobilizing land for developing tourism infrastructure, training a hospitality

workforce, reforming the financial sector to provide better business financing,

and supplying needed infrastructure upgrades such as to airport facilities. The

Government’s lack of commitment to tourism is reflected in its low and fluctuating

funding support to MIVA.

Today, the RMI remains a little-known destination in the major markets,

despite steady growth in some niche markets such as sports diving, cruise ship

visits, and private yacht tourism, for which MIVA can claim some credit. However,

potential for further growth remains largely untapped. MIVA’s board is responsive

to the demands of its stakeholders but is still only a qualified success.

1 World Tourism and Travel Council 2004.
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7.2 Revenue, Employment, Wage, and GDP Trends

Aggregate gross business revenue growth in the past five years has been modest.3

As figure 7.3 shows, between 2000 and 2004 revenue increased from $108 million
to $134 million, or by 24% in nominal terms, for an average annual increase of just
under 5%. After inflation, RMI growth has been flat or very low for the past 5 years.

Over the longer term, between 1993 and 2004, business gross revenues
grew by only $31 million, from $103 million to $134 million. This equates to
about 4% growth per annum, flat in real terms and a steep decline in real terms
per capita. Industry-by-industry trends have shifted, but the private sector has
not experienced significant revenue growth either short or long term.

Between 2000 and 2004, employment in the private sector grew by 21%,
adding roughly 650 jobs (see figure 7.4). While this may appear quite a healthy
and robust trend, almost all of this growth was attributed to the opening of the
tuna loining plant on Majuro in 1999, or fiscal year (FY) 2000, which at its peak

3 This consists of gross revenues for all businesses in all industries as determined by filings for
the gross revenue tax paid to the Ministry of Finance. These data are estimated by dividing
total business gross revenue tax filings each year divided by 0.03, as 3% is the prevailing tax
rate for revenue above $10,000.
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Figure 7.3: Business Gross Revenues: FY1993–2004

FY = fiscal year.
Note: This shows gross revenues for all businesses in all industries as determined by

tax filings for the gross revenue tax paid to the Ministry of Finance, estimated
by dividing total business gross revenue tax filings each year by 0.03, as 3% is
the prevailing tax rate for revenues above $10,000.

Sources: Ministry of Finance and Economic Policy, Planning, and Statistics Office.
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Figure 7.4: Private Sector Employment: FY1997–2004

FY = fiscal year.
Notes: Data show the average number of people employed in the private sector, either

full and part time. Data are preliminary and subject to revision.
Sources: Social Security and the Economic Policy, Planning, and Statistics Office estimate

of unreported employment.

employed over 600 people, mostly women. Most were paid below the minimum
wage of $2 per hour because the Government exempted the company from the
minimum wage law as well as offered several tax incentives (see table A1.3 in
appendix 1).

The plant closed in late 2004 due to financial problems, reversing the
steady upward trend in employment since 2000 and effectively eliminating all
of the growth in the preceding 5 years.

The private sector share of total formal employment, excluding
employment at the Kwajalein military base, has grown very slowly since 1997.
The tuna loining plant increased the private sector share of formal employment
to 42% in 2004 (see table A1.3) but the plant’s closure in 2004 is expected to
see this share fall back below 40%.

Gross wage and salary trends since 2000 have been heavily influenced by
the opening and closure of the tuna loining plant. Sharp growth in total salaries
and wages in 2000 fuelled an 11% increase to 2004 (see table A1.4), but now
salaries and wages will likely fall back toward their 2000 levels or even lower.

Even with the rise in total private sector salaries and wages since 2000, the
private sector’s share of aggregate salaries and wages has actually fallen. As
explained in the next section, this is likely due to the lower average compensation
that private workers earn relative to public workers. As discussed in chapter 3,
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Figure 7.5: Private Sector Salaries and Wages: FY1997–2004

FY = fiscal year.
Notes: Data show gross values of wages and salaries paid in the private sector. Data are

preliminary and subject to revision.
Sources: Social Security and the Economic Policy, Planning, and Statistics Office estimate

of unreported employment.

since 2000, the public sector has undergone very rapid employment and wage
growth, crowding out the private sector’s share of aggregate wages, which fell
from 28% in 1998 to 24% in 2004, and will fall in 2005 with the closure of the
tuna loining plant (see table A1.4).

Average annual salaries and wages have declined steadily since 1997, but
especially since 2000 (see figure 7.6 and table A1.5). Average annual salaries in
the private sector have fallen by 8% since 2000, partly because the loining plant
paid most of its staff less than the minimum wage. Some caution should be
exercised with average annual wage data as the downward trend may reflect the
addition of part-time workers in the private sector, as the annual average wage is
derived by dividing gross annual wages by the number of full- and part-time
employees.

As discussed in chapter 3, average private sector wages are low compared to
those of the public sector overall and of the national Government in particular,
and the premium paid to public workers is increasing. Another trend that warrants
some attention is the fall of average salaries of workers in private enterprises
excluding banks. These have fallen by over 10% since 2000 and stood at $4,865
in 2004, or just above the $4,160 that a full-time worker making minimum wage
earns in a year.
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of unreported employment.

In nominal terms, the private sector grew by 14% from 2000 to 2004 (see
table A1.10), much less than the public sector growth of nearly 40% in the same
period. As a share of the gross domestic product (GDP), the private sector share
shrank from 38% in 2000 to 35% in 2004, its presence in the GDP eroding by
approximately 8% (see figure 7.7) while the public sector presence grew by 11%.
The closure of the tuna loining plant in 2004 will lower the private sector’s share
of GDP even further.

7.3 There Can Be Growth

The private sector is clearly not thriving in terms of revenues, employment,
gross wages, or contribution to the GDP. This situation is symptomatic of several
factors. The structure of the economy, with most resources channeled from abroad
into the public sector, has meant Government expansion and inflated wages and
compensation. The private sector feeds off the resources that pass through the
public sector, mainly those redistributed through salaries and wages and other
major public expenditures, and so depends heavily on the stimulus provided by
the state budget. The relatively large wholesale, retail, and construction
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industries directly reflect this economic structure. But few other industries have
grown in the RMI since independence, and the country’s export industries clearly
have not seen any significant diversification or growth.

Development lessons from across the globe teach us that small developing
nations need not be resource rich to experience private sector and overall
economic growth. In fact, many resource-rich countries have performed poorly in
terms of development because of what some call the “resource curse.” Examples
of small, isolated, and resource-poor island countries that have seen steady
development progress include Bermuda, Maldives, Mauritius, and Norfolk Island.
These island countries’ development experience holds several policy lessons for
the RMI. The handicaps of small size and isolation can be overcome with
visionary leadership, a strong working relationship between the public and private
sector, an efficient public sector, and a business-friendly environment.
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Figure 7.7: Private Sector Share of GDP: FY1997–2004

FY = fiscal year, GDP = gross domestic product.
Source: Economic Policy, Planning, and Statistics Office  national account estimates as

of August 2005.
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7.4 The Constraints Are Clear

Many analyses of private sector development in the RMI have been undertaken
since the mid 1990s, clearly delineating the constraints to growth.4 Yet doing
business in the RMI remains difficult, suggesting that few constraints have
been adequately addressed.

One major constraint is the high cost of doing business in the RMI. A
private sector assessment in 2003 funded by the Asian Development Bank
concluded that the factors responsible include high utility and communication
costs, poor infrastructure, and steep import duties. The assessment found that
most of these costs arise from the state’s pervasive influence in the economy,
compounding already high costs arising from small size and remoteness
(Economic Research Institute 2003).

The assessment echoes a recent analysis of the RMI business environment
conducted by the World Bank, whose Doing Business database5 ranks the RMI
fifth of eight Pacific countries on the ease of doing business in 2005 (figure 7.8).
The RMI ranks 48 out of 155 countries ranked by indicators, with higher scores
indicating more difficult business environments. The RMI ranks especially poorly
on getting credit (95), enforcing contracts (135), and protecting investors (131).

In addition to the costly business environment, several other prominent
constraints have been identified over the years, including

(i) low rates of return on capital,
(ii) policy uncertainty with abrupt reversals,
(iii) underdeveloped financial markets,
(iv) poor infrastructure,
(v) concentrated economic power,
(vi) limited business-government consultation,
(vii) problems acquiring land for development,
(viii) outdated and ineffective commercial codes and other business-

related laws and regulations, and
(ix) crowding out by publicly funded and state-owned enterprises.

4 These include the RMI Private Sector Assessment (Enterprise Research Institute 2003), a
series of assessments by the RMI Policy Advisory Team in the 1990s, and other analyses.

5 www.doingbusiness.org
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7.5 Mobilizing Private Sector Growth

Mobilizing growth requires tackling these constraints. First and foremost, this
requires attentive leadership that understands and believes in the contribution
that private sector development can potentially make towards economic growth,
job and income creation, and poverty alleviation. Mobilizing growth also requires
changes in the way the RMI does business in general, which means reforms. As
concluded in chapter 3, a strategic approach is necessary to create a better
environment for private investment. Just as comprehensive reforms are needed
for public sector improvement, the RMI must also develop and implement
reforms that will create a better environment for private investment. Analyses
conducted in recent years leave no shortage of ideas on where to affect change.
What is needed now is renewed dedication to private sector development and
action on these recommendations.

One clear message from several studies is that the state is not providing,
and in some cases is directly undermining, the foundations of private enterprise
growth. Examples include the absence of an efficient and neutral tax regime,6

the state’s active participation in commerce, and unpredictable policy switches

6 For a recent analysis of taxation in the RMI, see ADB 2005d.
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7 In 2003 the RMI Government deposited $7 million in a 15-year low-interest account with
the Marshall Islands Development Bank, which then lent the money at below-market rates
to two struggling retailers (IMF 2004).

that dissuade long-term investment. The policy implications are clear. The
state has a role in helping the private sector to grow. The recent bailing out of
two financially troubled private enterprises using budgetary resources harms
private sector growth,7 as such assistance is discriminatory and encourages
demand for similar handouts by others. In summary, the role of the Government
is to create an enabling regulatory environment for private investment and then
get out of the way of private entrepreneurs’ endeavors to make money. Given the
small size of the RMI market, regulation is important, but the public sector
cannot impartially regulate business if it is running businesses itself.

Mobilizing private sector development will require several simultaneous
reform initiatives including

(i) rationalizing state involvement in the economy,
(ii) improving financing for growth and entrepreneurship,
(iii) setting regulations that provide policy certainty,
(iv) providing the necessary physical infrastructure to facilitate

commerce,
(v) strengthening institutions and improving access to land, and
(vi) lowering the costs of enforcing debt contracts.

The following policy recommendations spell out actions that are necessary
for the growth of private enterprise.

7.6 Policy Recommendations

7.1 The RMI and its leaders must recognize that the private sector is
the principal source of sustainable economic and job growth.

7.2 The RMI and its leaders must pay greater attention to improving
the policy environment for private enterprise and implement the
specific measures spelled out in several studies including the recently
completed private sector assessment funded by the Asian
Development Bank (ADB 2004c).

7.3 The Cabinet must act to improve the public-private partnership by
re-establishing the Private Sector Advisory Group, as recommended
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in both national economic and social summits, Meto2000, and
Vision 2018.

7.4 In collaboration with the private sector, the Cabinet should devise
and implement a medium-term program of reforms addressing the
rationalization and, where necessary, privatization of state-owned
enterprises, improving the legal framework for private sector
development, and improving taxation policy and administration.

7.5 The Chief Secretary’s Office and the Ministry of Finance should
reassess and, where possible, abolish direct and indirect subsidies to
state-owned enterprises to place them on an equal footing with
private firms.

7.6 The Government must improve the collateral framework for lending
to reduce the cost of credit to businesses.

7.7 The Government and, in particular, the Ministry of Finance must
improve tax administration and enforcement, in part by conducting
more tax audits, to level the playing field for private investors. At
the same time, the Government should work with the private sector
to create and progressively move toward a new tax regime for business
profits, rents, and interest.

7.8 The Government should better define service-delivery standards
where broader community interests are at stake. The private sector
could then be invited to provide services on a competitively neutral
basis and, where necessary, receive subsidies for providing services
to remote communities.

7.9 The Government must continue to improve and strengthen the
Marshall Islands Development Land Registry by reducing
registration costs, providing better public education on the
importance of voluntary land registration, and eliminating any
potential conflicts the registry has with other laws and regulations.
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Juumemmej and the
Leadership Imperative

8.1 The People Have Spoken

The Republic of the Marshall Islands (RMI) is a young and growing democracy
that is increasingly connected to an interdependent world and that continues to
strive towards socioeconomic self-reliance. As reflected in the Constitution and
the national vision statement, and as strongly voiced during two nationwide
economic and social summits, the Marshallese people desire self-reliance and
recognize that achieving this can come about only if they improve their education,
health, and productivity and collectively pursue development that is sustainable
and in harmony with their culture, traditions, and environment.

These were the challenges of nation building as foreseen by the RMI’s
founding fathers 2 decades ago, and they remain very real challenges for the
Marshallese today. But these challenges are not unique to the RMI. Across the
Pacific, island nations continue to struggle to improve livelihoods, provide high-
quality basic services, create employment, and protect their cultures and
environments. What sets the RMI apart from almost all of its neighbors—and
most developing nations, for that matter—is the abundance of financial resources
that it possesses, on a per capita basis, to meet some of these challenges.

The short history of the RMI already tells a clear and sobering story. The
primary issue is not the amount of resources, but overall governance and way in
which resources are managed. Effective governance and management are the

CHAPTER 8
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biggest challenges to achieving better economic and social progress and,
ultimately, attaining self-reliance.

The analyses in this report are premised on two key underlying arguments.
First and most urgently, the status quo is not sustainable. All the major indicators
suggest that the quality of life for most Marshallese is worsening. There are clear
signs of emerging social, environmental, and economic stresses, and the RMI
cannot continue on its current path without facing a future crisis. Maintaining
the status quo will only worsen conditions, especially poverty and hardship.
Second, the deteriorating social conditions are largely symptomatic of the
underlying, long-term economic malaise. Interwoven with this socioeconomic
relationship are the issues of negligent governance and poor basic human
development in terms of education and health.

Based on these underlying observations, this analysis presents the following
four broad recommendations on how to move forward:

As the status quo is not sustainable and conditions are worsening, a change
in tack is urgently needed. The RMI’s leaders in all sectors, but especially in the
national Government, must take a much closer look at exactly where they are
taking the country. The major social and economic indicators do not paint a very
positive picture for the RMI, and the trends simply cannot be ignored. The RMI
has resources and a current window of opportunity for action. Deferring needed
reforms may turn out to have costly economic and social outcomes.

Second, economic growth is the most effective basis for poverty reduction,
long-term peace, and harmony in the RMI. Improving people’s economic
conditions is the best way to improve social conditions and the quality of life for
the Marshallese. Private sector growth and job creation must be made a policy
priority. The major constraints to private sector development, as well as some
opportunities for enhancing growth, are fairly clear. Long overdue are attention
to these recommendations and action.

Third, improving economic conditions and reducing poverty requires
improvements to the quality and delivery of basic public services, namely primary
education and basic health. The introduction of performance-oriented budgeting
and more stringent monitoring and reporting requirements under the amended
Compact of Free Association between the RMI and the United States are a start.
But what is ultimately needed to improve overall public service delivery is a new
strategic, targeted, and stepwise reform program that is planned and executed
over the long term, championed by dedicated  leadership, and widely understood
and supported by the RMI citizenry and its donors.
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Fourth and last, mobilization as a concept is critical to the processes of
improving economic conditions, strengthening human development, and
reducing poverty. The Government of the RMI must facilitate mobilizing

(i) people into better-paying jobs through better education, improved
healthcare, and training;

(ii) jobs to people through an improved investor climate; and
(iii) idle national assets, especially land, toward more productive income

generation.

8.2 The Leadership Imperative

Meeting the challenges that face the RMI and its people half a decade into the
new millennium will be neither easy nor quick. The country’s abundance of
financial resources has been a mixed blessing, exposing the true challenge of
development to be not acquiring resources but using them effectively. Improving
the way the RMI manages its resources will require fundamental changes in the
way it does business and develops. Clearly, the approaches used to date are not
working and must change.

While change will always be difficult, one thing is certain: The key element
for change today is the same as it was when the Marshallese first opted to pursue
the path of independence and self-determination. This element is a visionary,
dedicated, and caring leadership; a leadership that fully recognizes and
understands the many challenges facing the nation and then rises to meet these
challenges.

Just as the RMI’s founding fathers took the helm on behalf of their people
to pursue independence and self-determination, so too must today’s leaders
take responsibility for improving the welfare of all Marshallese and mobilizing
the nation towards a better future. The opportunity has arrived to do this, to
take the next step, and to move beyond words to action. The time for juumemmej
is now.
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APPENDIX 1

Data Tables

Table A1.2: Majuro and Kwajalein Versus Outer Island Populations: 1935–1999
(% of total)

Year 1935 1958 1967 1973 1980 1988 1999

Majuro and Kwajalein 12.6 33.2 47.5 63.0 59.6 66.8 68.0
Outer Islands 87.4 66.8 52.5 37.0 40.4 33.2 32.0

Sources: Japanese administration censuses 1920-1935, United States Trust Territory censuses 1958–1980, Republic of the
Marshall Islands censuses 1988–1999.

Table A1.1: Population: 1920–2005

Year 1920 1925 1930 1935 1958 1967 1973 1980 1988 1999 2005a

Population     9,693     9,644   10,412   10,446   14,163   18,925   25,045   30,873   43,380   50,840   56,417

a 2005 estimated based on 1.75% annual growth rate from 1999.
Sources: Japanese administration censuses 1920-1935, United States Trust Territory censuses 1958–1980, Republic of the Marshall Islands censuses

1988–1999.
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Table A1.3: Employment by Institutional Sector: FY1997–2004

Entity 1997 1998 1999 2000 2001 2002 2003 2004 Change
2000–2004

Public Sector 3,408 3,233 3,168 3,258 3,374 3,714 3,780 3,795 16.5%
National Government 1,802 1,693 1,523 1,487 1,481 1,644 1,773 1,776 19.5%
Government Agencies 394 357 488 533 580 592 588 573 7.6%
Public Enterprises 693 680 599 623 661 793 706 693 11.3%
Local Governments 520 503 557 616 652 686 713 753 22.2%

Private Sector 2,719 2,917 2,872 3,199 3,566 3,786 3,836 3,854 20.5%
Private Enterprises 2,622 2,808 2,758 3,085 3,435 3,653 3,707 3,708 20.2%
Banks 96 109 114 114 132 133 129 146 28.0%

Kwajalein (US Base) 1,007 1,027 1,113 1,150 1,204 1,180 1,289 1,114 -3.1%
Non-profits and NGOs 362 364 373 384 395 394 370 384 0.1%
Foreign Embassies 11 11 13 13 15 13 14 14 7.7%

Total All Sectors 7,506 7,551 7,538 8,004 8,554 9,087 9,289 9,161 14.5%
Public Sector Share % 45% 43% 42% 41% 39% 41% 41% 41%
Private Sector Share % 36% 39% 38% 40% 42% 42% 41% 42%
Kwajalein Share % 13% 14% 15% 14% 14% 13% 14% 12%
Non-profits/NGOs Share % 5% 5% 5% 5% 5% 4% 4% 4%
Foreign Embassies Share % 0.1% 0.1% 0.2% 0.2% 0.2% 0.1% 0.1% 0.2%

FY = fiscal year, NGO = nongovernment organization, US = United States.
Notes: Data show the average number of people receiving wages or salaries during each quarter, either full or part time. Excludes Kwajalein Atoll local

government. Banks include Marshall Islands Development Bank and commercial banks.
Sources: Social Security and the Economic Policy, Planning, and Statistics Office estimate of unreported employment.
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Change
Entity 1997 1998 1999 2000 2001 2002 2003 2004 2000–2004

Public Sector 31,343 30,476 31,328 32,517 34,454 39,528 40,523 44,364 36.4%
National Government 16,379 15,854 15,746 15,390 16,917 19,747 20,081 23,577 53.2%
Government Agencies 4,016 4,231 5,723 6,380 6,459 7,078 7,625 7,468 17.1%
Public Enterprises 7,002 6,980 6,324 6,802 6,875 7,500 7,382 7,753 14.0%
Local Governments 3,945 3,412 3,535 3,946 4,203 5,203 5,435 5,566 41.1%

Private Sector 16,873 17,333 17,446 18,121 19,740 20,250 20,119 20,183 11.4%
Private Enterprises 15,620 15,842 16,043 16,755 18,219 18,479 18,187 18,038 7.7%
Banks 1,253 1,491 1,403 1,365 1,520 1,771 1,932 2,145 57.1%

Kwajalein (US Base) 12,130 12,585 14,284 16,016 16,826 15,995 16,071 15,927 -0.6%
Non-profits and NGOs 1,683 1,700 1,678 1,729 1,856 1,893 1,848 1,830 5.8%
Foreign Embassies 111 112 139 141 166 144 147 174 23.6%

Total All Sectors 62,141 62,207 64,875 68,523 73,042 77,810 78,708 82,477 20.4%
Public Sector Share% 50% 49% 48% 47% 47% 51% 51% 54%
Private Sector Share% 27% 28% 27% 26% 27% 26% 26% 24%
Kwajale in Share% 20% 20% 22% 23% 23% 21% 20% 19%
Non-profits/NGOs Share % 3% 3% 3% 3% 3% 2% 2% 2%
Foreign Embassies Share % 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2%

FY = fiscal year, NGO = nongovernment organization, US = United States.
Notes: Data show the average number of people receiving wages or salaries during each quarter, either full or part time. Excludes Kwajalein Atoll local

government. Banks include Marshall Islands Development Bank and commercial banks. Data are preliminary and subject to revision.
Sources: Social Security and the Economic Policy, Planning, and Statistics Office estimate of unreported employment.

Table A1.4: Salaries and Wages by Institutional Sector ($’000): FY1997–2004
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Change
Entity 1997 1998 1999 2000 2001 2002 2003 2004 2000–2004

Public Sector 9,196 9,428 9,890 9,980 10,212 10,643 10,720 11,689 17.1%
National Government 9,091 9,366 10,337 10,353 11,426 12,014 11,324 13,275 28.2%
Government Agencies 10,185 11,855 11,731 11,969 11,144 11,966 12,968 13,025 8.8%
Public Enterprises 10,109 10,262 10,557 10,920 10,395 9,464 10,454 11,187 2.4%
Local Governments 7,595 6,784 6,342 6,405 6,444 7,583 7,625 7,391 15.4%

Private Sector 6,206  5,941 6,075 5,664 5,535 5,348 5,245 5,237 -7.5%
Private Enterprises 5,957 5,641 5,817 5,431 5,305 5,059  4,907 4,865 -10.4%
Banks 13,007 13,678 12,309 11,950 11,534 13,290 14,933 14,666 22.7%

Kwajalein (US Base) 12,046 12,259 12,837 13,924 13,971 13,553 12,472 14,296 2.7%
Non-profits and NGOs 4,657 4,678 4,500 4,508 4,700 4,807 4,990 4,768 5.8%
Foreign Embassies 10,072 9,960 10,716 10,820 11,469 10,965 10,713 12,415 14.7%

All Sectors Average 8,278 8,238 8,607  8,561 8,539 8,563 8,474 9,003 5.2%
Public/Private Wage Premium 48% 59% 63% 76% 85% 99% 104% 123%
Natl Govt/Private Wage Premium 46% 58% 70% 83% 106% 125% 116% 154%

FY = fiscal year, NGO = nongovernment organization, US = United States.
Notes: Data show the average number of people receiving wages or salaries during each quarter, either full or part time. Excludes Kwajalein Atoll local

government. Banks include Marshall Islands Development Bank and commercial banks. Data are preliminary and subject to revision.
Sources: Social Security and the Economic Policy, Planning, and Statistics Office estimate of unreported employment.

Table A1.5: Average Annual Salaries and Wages by Institutional Sector: FY1997–2004
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Change
Description 1997 1998 1999 2000 2001 2002 2003 2004 2000–2004

Agriculture, Hunting, and Forestry 20 21 23 21 16 14 34 42 100%
Fishing 79 78 54 476 606 716 895 912 91%
Manufacturing 73 87 60 47 41 48 49 43 -10%
Electricity, Gas, and Water Supply 233 230 216 215 223 228 233 252 17%
Construction 499 692 673 506 545 608 536 499 -1%
Wholesale and Retail Trade and Repairs 1,423 1,405 1,425 1,500 1,668 1,652 1,551 1,545 3%
Hotels and Restaurants 234 237 234 256 296 418 322 263 3%
Transport, Storage, and  Communications 403 383 377 393 400 446 488 531 35%
Financial Intermediation 119 131 137 138 157 153 151 167 21%
Real Estate, Renting, and Businesss Activities 257 244 218 223 226 228 225 226 1%
Public Administration 2,445 2,327 2,174 2,195 2,220 2,417 2,586 2,630 20%
Education 481 418 548 587 631 651 610 599 2%
Health and Social Work 178 201 208 209 224 233 229 246 18%
Other Community, Social, and Personal Services 40 57 62 72 82 79 74 75 4%
Private Households with Employed Persons 5 4 4 3 3 4 4 4 42%
Extra-Territorial Organizations and Bodies 1,019 1,038 1,126 1,163 1,219 1,193 1,302 1,128
Total 7,506 7,551 7,538 8,004 8,554 9,087 9,289 9,161 14.5%

Wholesale/Retail/Repair Share 19% 19% 19% 19% 19% 18% 17% 17%
Fishing Share 1% 1% 1% 6% 7% 8% 10% 10%
Transport/Storage/Comm Share 5% 5% 5% 5% 5% 5% 5% 6%
Construction Share 7% 9% 9% 6% 6% 7% 6% 5%
Hotels and Restaurants Share 3% 3% 3% 3% 3% 5% 3% 3%
Electricity/Gas/Water Share 3% 3% 3% 3% 3% 3% 3% 3%

FY = fiscal year, NGO = nongovernment organization, US = United States.
Note: Data show the average number of people receiving wages or salaries during each quarter, either full or part time. Excludes Kwajalein Atoll local

government. Data are preliminary and subject to revision.
Sources: Social Security and the Economic Policy, Planning, and Statistics Office estimate of unreported employment.

Table A1.6: Employment by Industry (International Standard Industrial Classification): FY1997–2004
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Table A1.7: Labor Force Data: 1980, 1988, 1999, and 2004

Actual Actual Actual Estimate
Subject 1980 1988 1999 2004 Assumptions for 2004 Estimates

Working Age Population (ages 15+) 14,659 21,244 28,698 32,907 Projection by Secretariat of Pacific Community
Demography/Population Section

Labor Force Participation Rate (LFPR) 30.0% 54.1% 51.1% 52.7% Average of 1988 and 1999 LFPRs
Labor Force 4,405 11,488 14,677    17,342 Working Age X LFPR

Employed 3,694 10,056 10,141    11,514 Sum of estimates of formally and informally
employed

Formally Employed (MISSA) na na 7,538 8,561 9,161 formally employed (MISSA/EPPSO
estimate) minus 600 due to closure of tuna plant
in 2004

Informally Employed na na 2,603 2,952 Based on 1999 ratio of formal/informal of 2.9
Ratio of Formal/Informal na na 2.9 2.9 1999 ratio of formal/informal

Unemployed 711 1,432 4,536      5,828 Labor force minus employed
Unemployment Rate 16.1% 12.5% 30.9% 33.6% Unemployed/labor force

EPPSO = Economic Policy, Planning, and Statistics Office, MISSA = Marshall Islands Social Security Administration.
Notes: 1980, 1988, and 1999 data are actuals based on censuses. Caution should be exercised when using these estimates, as definitions used may not

correlate directly with those used in other countries.
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Table A1.8: Current and Real Per Capita GDP: 1981–2004

(2003 $)

Nominal GDP RMI US Real GDP Per Capita  GDP
Year  ($’000) Population Deflator Deflator ($2003) Change Source

1981 27,152 32,214 49.4 1,707 OPS
1982 30,564 33,613 49.8 52.4 1,734 1.6% OPS
1983 36,543 35,073 51.2 54.1 1,925 11.0% OPS
1984 39,515 36,596 53.9 56.4 1,913 -0.6% OPS
1985 38,408 38,185 53.8 58.5 1,721 -10.0% OPS
1986 49,008 39,844 56.1 59.6 2,065 20.0% OPS
1987 55,130 41,574 55.7 61.7 2,148 4.0% OPS
1988 61,874 43,380 57.2 64.3 2,219 3.3% OPS
1989 63,721 44,010 58.4 67.4 2,149 -3.2% OPS
1990 68,691 44,650 58.8 71.0 2,167 0.8% OPS
1991 72,219 45,299 61.1 74.0 2,154 -0.6% OPS
1992 79,709 45,957 67.4 76.3 2,274 5.6% OPS
1993 87,059 46,625 70.8 78.5 2,378 4.6% OPS
1994 94,596 47,302 74.8 80.6 2,482 4.4% OPS
1995 105,239 47,989 81.0 82.8 2,647 6.7% OPS
1996 97,036 48,687 88.8 85.3 2,338 -11.7% OPS
1997 101,687 49,394 93.1 87.3 2,212 -5.4% EPPSO
1998 101,218 50,112 95.8 88.6 2,109 -4.7% EPPSO
1999 101,809 50,840 97.6 90.6 2,053 -2.7% EPPSO
2000 106,264 51,730 98.5 93.6 2,086 1.6% EPPSO
2001 111,186 52,635 100.3 96.3 2,107 1.0% EPPSO
2002 118,588 53,556 101.9 97.8 2,172 3.1% EPPSO
2003 123,262 54,493 100.0 100.0 2,262 4.1% EPPSO
2004 130,941 55,447 100.9 102.3 2,340 3.4% EPPSO

EPPSO = Economic Policy, Planning, and Statistics Office, GDP = gross domestic product, OPS = Office of Planning and Statistics, RMI = Republic of the
Marshall Islands, US = United States.

Notes: See Appendix 4 for sources and methods information. Population projected from 2000 to 2004 based on 1.75% annual average growth from 1999
census. The RMI consumer price index was used as a deflator for 1997–2004, and the United States consumer price index was used for 1981–1996. For
1997 to 2004 data, see Appendix 4 for information on sources and methods.

Sources: Office of Planning and Statistics and preliminary Economic Policy, Planning, and Statistics Office national account estimates (1997–2004 subject to
revision).
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Table A1.9: RMI Nominal and Real Per Capita GDP: FY1997–2004

FY1997 FY1998 FY1999 FY2000 FY2001 FY2002 FY2003 FY2004

Nominal GDP (Gross, $’000) 101,687 101,218 101,809 106,264 111,186 118,588 123,262 130,941
Annual change -0.5% 0.6% 4.4% 4.6% 6.7% 3.9% 6.2%

Population 49,348 50,089 50,840 51,730 52,635 53,556 54,493 55,447
GDP per Capita ($) 2,061 2,021 2,003 2,054 2,112 2,214 2,262 2,362

Annual change -1.9% -0.9% 2.6% 2.8% 4.8% 2.2% 4.4%

Consumer Price Index
(March 2003 = 100) 94.5 97.3 99.1 100 101.9 103.5 101.6 102.5
Real GDP (1997 $’000) 101,687 98,356 97,113 100,441 103,197 108,275 114,708 120,730

Annual change -3.3% -1.3% 3.4% 2.7% 4.9% 5.9% 5.2%

Real GDP per Capita ($) 2,061 1,964 1,910 1,942 1,961 2,022 2,105 2,177
Annual change -4.7% -2.7% 1.6% 1.0% 3.1% 4.1% 3.4%

Memo Item: Labor Income from
Kwajalein Base and
Foreign Embassies 13,159 13,713 15,634 17,616 18,691 17,493 18,885 17,805

FY = fiscal year, GDP = gross domestic product, RMI = Republic of the Marshall Islands.
Note: See Appendix 4 for sources and methods information.
Source: Preliminary Economic Policy, Planning, and Statistics Office national account estimates (subject to revision).
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Table A1.10: GDP by Institutional Sector ($’000): FY1997–2004

Change
Entity 1997 1998 1999 2000 2001 2002 2003 2004 2000–2004

Public Sector  37,699  38,543 37,415  37,598 38,745 45,779  48,028 51,386 36.7%
Government  33,286 31,724 31,353 32,016 33,426 36,404 40,292 44,012 37.5%
Public Enterprise  4,413 6,819 6,062 5,582 5,319 9,375 7,737 7,374 32.1%

Private Sector 34,014  33,758  35,404 40,671  44,327  43,695  43,860  46,325 13.9%
Private Enterprise  30,472 29,865 31,029 35,497 38,716 37,776 37,546 39,528 11.4%
Finance (Banks) 3,542 3,893 4,375 5,175 5,612 5,919 6,315 6,797 31.4%

Non-profits and NGOs 1,753 1,801 1,815 1,844 1,971 2,037 2,005 1,960 6.3%
Households 17,211 15,738 16,408 16,578 16,979 16,984 17,437 18,111 9.2%

GDP at Factor Cost (Gross) 90,678 89,840 91,042 96,691 102,022 108,495 111,331 117,781
Indirect taxes less Subsidies 11,009 11,378 10,767 9,573 9,164 10,092 11,931 13,159
Nominal GDP at Market
Prices (Gross) 101,687 101,218 101,809 106,264 111,186 118,588 123,262 130,941

Public Sector Share % 37.1 38.1 36.8 35.4 34.8 38.6 39.0 39.2 10.9%
Private Sector Share % 33.4 33.4 34.8 38.3 39.9 36.8 35.6 35.4 -7.6%
Non-profits &
Households Share % 18.6 17.3 17.9 17.3 17.0 16.0 15.8 15.3 -11.6%

Indirect taxes less
Subsidies Share % 10.8 11.2 10.6 9.0 8.2 8.5 9.7 10.0 11.6%

FY = fiscal year, GDP = gross domestic product, NGO = nongovernment organization.
Notes: See Appendix 5 for sources and methods information. Banks include Marshall Islands Development Bank and commercial banks.
Source: Preliminary Economic Policy, Planning, and Statistics Office national account estimates (subject to revision).
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Table A1.11: RMI GDP by Income Component: FY1997–2004
($’000)

Item 1997 1998 1999 2000 2001 2002 2003 2004

Compensation of Employees 61,238 59,392 59,495 61,912 65,837 69,830 73,820 77,341
Operating Surplus
(Gross before Depreciation) 12,229 14,710 15,139 18,201 19,206 21,682 20,074 22,330

Household Mixed Income 3,684 2,540 2,773 2,915 2,689 2,280 2,941 3,224
Indirect Taxes Less Subsidies 11,009 11,378 10,767 9,573 9,164 10,092 11,931 13,159

Total Monetary 88,160 88,020 88,175 92,601 96,896 103,884 108,766 116,053
Percentage Monetary 86.7% 87.0% 86.6% 87.1% 87.1% 87.6% 88.2% 88.6%

Household Subsistence Allowance 6,662 6,750 7,027 6,878 7,259 7,431 7,236 7,432
Owner-Occupied Housing 6,865 6,449 6,608 6,785 7,031 7,272 7,260 7,456

Total Non-Monetary 13,527 13,199 13,635 13,664 14,290 14,704 14,496 14,887
Percentage Non-Monetary 13.3% 13.0% 13.4% 12.9% 12.9% 12.4% 11.8% 11.4%

Total 101,687 101,218 101,809 106,264 111,186 118,588 123,262 130,941

FY = fiscal year, GDP = gross domestic product, RMI = Republic of the Marshall Islands.
Note: See Appendix 4 for sources and methods information.
Source: Preliminary Economic Policy, Planning, and Statistics Office national account estimates (subject to revision).
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Table A1.12: RMI GDP by Institutional Sector and Income Component: FY1997–2004

($’000)

Item 1997 1998 1999 2000 2001 2002 2003 2004

Private Enterprise
Compensation of Employees 16,840 16,924 17,406 18,389 19,972 20,503 20,062 19,908
Operating Surplus (Gross) 13,632 12,941 13,623 17,108 18,744 17,273 17,483 19,620

Public Enterprise
Compensation of Employees 7,840 7,305 7,137 7,809 8,300 8,847 9,310 9,093
Operating Surplus (Gross) -3,427 -486 -1,075 -2,227 -2,980 528 -1,574 -1,719

Finance (Banks)
Compensation of Employees 1,519 1,639 1,784 1,854 2,168 2,039 2,150 2,368
Operating Surplus (Gross) 2,023 2,254 2,591 3,321 3,443 3,881 4,165 4,429

Government Compensation of Employees
RMI Government 22,041 20,736 19,204 19,446 20,779 23,523 26,842 30,385
Government Agencies 4,770 4,214 4,892 4,902 4,967 5,233 5,565 5,636
Local Government 6,475 6,774 7,257 7,667 7,679 7,648 7,885 7,991

NGO Compensation of employees 1,753 1,801 1,815 1,844 1,971 2,037 2,005 1,960
Households

Mixed Income
Copra Production 2,062 821 1,007 1,183 949 478 1,027 1,186
Fishing 523 556 571 556 556 576 617 660
Handicrafts 899 954 980 954 954 989 1,060 1,134
Other 200 209 216 222 230 238 237 244

Subsistence 6,662 6,750 7,027 6,878 7,259 7,431 7,236 7,432
Home Ownership 6,865 6,449 6,608 6,785 7,031 7,272 7,260 7,456

Indirect Taxes Less Subsidies
Import and Fuel Taxes 7,810 8,335 6,227 4,523 4,451 6,323 7,040 6,681
Other Indirect Taxes 2,756 2,701 2,549 3,461 3,892 3,645 3,528 4,133
Indirect Taxes (Local Government) 2,751 2,981 3,359 3,583 3,430 3,719 3,640 3,573
Less Subsidies -2,308 -2,639 -1,368 -1,993 -2,609 -3,594 -2,277 -1,227

Nominal GDP (Gross) 101,687 101,218 101,809 106,264 111,186 118,588 123,262 130,941
Annual Change -0.5% 0.6% 4.4% 4.6% 6.7% 3.9% 6.2%
Total 101,687 101,218 101,809 106,264 111,186 118,588 123,262 130,941

Note: See Appendix 4 for sources and methods information.
Source: Preliminary Economic Policy, Planning, and Statistics Office national account estimates (subject to revision).
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Table A1.13: Loans and Grants to Low-Income Families for Home Repair and/or Modernization: 1990–2004

Year Number of Beneficiaries Amount Advanced ($) Average Per Beneficiary ($)
Loans Grants Loan Grant Loan Grant

1990–1991 142 8 353,580 23,000 2,490 2,875
1991–1992 47 19 107,190 63,500 2,281 3,342
1992–1993 79 14 395,000 52,030 5,000 3,716
1993–1994 165 48 410,160 237,500 2,486 4,948
1994–1995 12 7 29,880 35,000 2,490 5,000
1995–1996 8 6 19,920 30,000 2,490 5,000
1996–1997 93 14 182,580 60,040 1,963 4,289
1997–1998 151 38 298,443 184,500 1,976 4,855
1998–1999 143 42 783,441 174,628 5,479 4,158
1999–2000 49 26 210,421 108,500 4,294 4,173
2000–2001 86 43 459,368 172,251 5,341 4,006
2001–2002 84 28 723,127 171,598 8,609 6,129
2002–2003 91 33 966,263 237,000 10,618 7,182
2003–2004 64 34 645,675 229,950 10,089 6,763
Grand Total 1,214 360 5,585,048 1,779,497 4,601 4,943

Note: Under United States Department of Agriculture Rural Development Loan and Grant Program.
Source: United States Department of Agriculture, Majuro Office.
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Table A1.14: International Airline Passenger Movements (Majuro/Kwajalein): 1990–2004

Atoll 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Kwajalein
Disembarkations 6,002 6,652 5,530 5,872 9,140 6,744 5,051 4,719 3,869 4,335 23,190 5,676 7,463 6,813 7,991
Embarkations 5,682 6,058 5,906 6,548 9,113 7,988 5,105 4,955 3,791 4,132 23,817 6,292 7,482 7,175 8,002

Majuro
Disembarkations 6,636 7,078 7,194 7,633 7,822 8,024 8,160 8,111 8,227 8,776 8,893 9,392 9,548 10,084 9,406
Embarkations 6,945 7,315 7,524 7,887 8,395 8,533 8,746 9,290 9,060 9,436 10,182 10,909 10,442 10,503 9,948

Kwajalein Net
Embarkations (320) (594) 376 676 (27) 1,244 54 236 (78) (203) 627 616 19 362 11

Majuro Net
Embarkations 309 237 330 254 573 509 586 1,179 833 660 1,289 1,517 894 419 542

RMI Net
Embarkations (11) (357) 706 930 546 1,753 640 1,415 755 457 1,916 2,133 913 781 55

Net Embarkations
1990 to 2004 13,130

Source: United States Department of Transportation, Bureau of Transportation Statistics, TranStats Database.
Notes: Data include international movements only; movements include travelers visiting the RMI, travelers in transit, and migrants.
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Table A1.15: Proposed Education Expenditures: FY2006 Budget
        ($)

Section  Amount

 General Fund Appropriations          4,931,208
College of the Marshall Islands          2,000,000
National Training Council               60,186
Scholarship Board               70,778
Education Administration             728,015
Ministry of Education Lease Housing             316,000
Development Staff             279,207
Policy and Planning/National Standards             216,895
Support Services               69,539
Food Services             426,224
Aid to Private Schools             343,710
Property Maintenance             420,654

Compact Designated Grants         18,202,443
College of the Marshall Islands (Compact Designated)          1,000,000
Scholarship Board             660,037
Scholarship Board (Ebeye Special Needs)             100,000
Curriculum/Elementary Institutional             373,738
Middle School             461,101
Elementary Education (Majuro)          1,269,737
Ebeye Special Needs             882,880
Ebeye Special Needs (Kindergarten)          1,000,000
Elementary Education (Outer Islands)          3,531,238
Vocational Education               74,145
Secondary Education (Marshall Islands High School)          1,053,450
Laura High School             328,517
Secondary Education (Junior High School)             482,085
Northern Island High School             462,453
Ebeye Special Needs (High School)             233,479
National Vocational Training Institute               21,223
Special Education Grant (SEG)          6,268,360
College of the Marshall Islands             101,847
National Training Council             687,300
Scholarship Board             386,347
National Vocational Training Institute             403,153
WorldTeach (SEG)             528,667
Kindergarten          1,765,000
Substitute Teacher               75,000
Adult Education             101,847
High School Arts Project               32,170
Textbooks Elementary             976,846
Textbooks Secondary             675,183
Contractual Services             120,000
Instructional Service Center               80,000
Food Program             200,000
School Enrichment Program             135,000

(continues on next page)
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Table A1.15: Proposed Education Expenditures: FY2006 Budget (continued)
        ($)

Section  Amount

Other Compact Funding         13,218,423
Jaluit High School Phase 11          1,571,250
Northern High School Phase 11          2,658,750
Laura High School Phase 11          1,255,500
Rairok Elementary School Phase 11          2,023,500
Ebeye High School Phase 11          2,544,028
Ministry of Education Infrastructure Maintenance Fund             365,395
Ebeye Elementary School Phase 11          1,800,000
Ebeye Elem School Bldg Phase 11 (Ebeye Special Needs)          1,000,000

Special Revenue Expenditure             112,000
Ministry of Education (National Training Council)             112,000

US Federal Grants          4,890,608
21 - EDUCATION          4,890,608

Taipei,China Funding          1,000,000
College of the Marshall Islands Capital Improvement
(memorandum of understanding)          1,000,000

FY2006 Proposed Education Expenditures         42,354,682
TOTAL FY2006 PROPOSED EXPENDITURES       146,357,862

 % Total FY06 Proposed for Education 29
 % from RMI Sources (General and Special Revenue Funds) 12
 % from US Sources 86
 % from Taipei,China 2
 % Operational 66
 % Capital 34

Operational         28,136,259
Capital         14,218,423

  

FY = fiscal year, RMI = Republic of the Marshall Islands, US = United States.
Source: FY2006 Budget Appropriation Schedule.
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Table A1.16: Proposed Health Expenditures: FY2006 Budget
        ($)

Section  Amount

General Fund Appropriations          3,426,378
Majuro Administration             466,264
Lease Housing             606,951
Health Planning and Statistics             145,549
Majuro Hospital Operation          1,238,236
Youth Adolescent Health               22,512
Population Activities and Family Planning               47,515
Human Services               66,686
Dental Services (Majuro)             332,665
Ebeye Hospital Services             500,000

Compact Designated Grants          6,682,741
Ministry of Health Electricity Bills             240,000
Lease Housing             353,799
Majuro Hospital          2,463,266
Preventive Services and Primary Healthcare (Majuro)               70,000
Public Health (Majuro)             426,105
Outer Islands Dispensary Services             835,080
Ebeye Special Needs (Health Administration)               38,443
Kwajalein Atoll Dispensaries               96,065
Preventive Services and Primary Healthcare (Ebeye)               90,051
Ebeye Public Health             122,467
Ebeye Dental Services             101,069
Ebeye Hospital             760,836
Ebeye Special Needs (Ebeye Hospital)          1,085,560

Other Compact Funding             277,256
Ministry of Health Infrastructure Maintenance Fund             277,256

Special Revenue Expenditure          5,000,000
Health Care Fund          5,000,000

US Federal Grants          2,631,298
20 - HEALTH          2,631,298

 FY2006 Proposed Health Expenditures         18,017,673
 TOTAL FY2006 PROPOSED EXPENDITURES       146,357,862

 % Total FY2006 Proposed for Health 12
 % from RMI Sources (General and Special Revenue Funds) 47
 % from US Sources 53

 FY = fiscal year, RMI = Republic of the Marshall Islands, US = United States.
Source: FY2006 Budget Appropriation Schedule.
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Table A1.17: Air Visitors to Majuro by Purpose of Visit: 1989–2004

  Visiting
Transit/ Holiday/ Friends/ Not Stated/

Year Total Stopover Business Vacation Relatives Others

2004           7,022           1,779           2,227           1,470             810              736
2003           7,195           1,988           2,245           1,380             769              813
2002           6,002              997           2,165           1,445             763              632
2001           5,444              676           1,892           1,483             662              731
2000           5,246              548           2,256           1,323             621              498
1999           4,622              556           2,047           1,093             462              464
1998           6,374           1,276           1,905              874             568           1,751
1997           6,254           1,806           2,499              862             630              457
1996           6,116           1,447           2,513           1,113             634              409
1995           5,426           1,493           2,029              679             778              447
1994           4,876              967           2,090              563             857              399
1993           5,024           1,193           1,889              760             705              477
1992           5,648           1,306           2,118              825             709              690
1991           5,872           1,633           2,271              947             606              415
1990           4,856  na  na  na  na  Na
1989           3,183           1,232           1,158              355             277              161

na = not available.
Source: Marshall Islands Visitors Authority.
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Individual Meetings
Person(s) Affiliation(s)
Robert Muller Chief Secretary
Carl Hacker EPPSO
Glenn McKinlay EPPSO/ADB consultant
Stephen Boland EPPSO/ADB consultant
Marie Maddison WUTMI/NTC/MICNGOs
Alfred Alfred, Jr. Banking Commissioner
Russel Edwards Ministry of Health
Fred Muller, Rebecca Lorennij,
Anel Philimon Ministry of Research and  Development
Glenn Joseph MIMRA
Jefferson Barton Ministry of Finance
Dolores deBrum Marshall Islands Visitors Authority
John Bungitak, Abraham Hicking Environmental Protection Authority
Amentha Matthew MIDLRA
Baron Bigler Marshall Islands Trust Company
Father Richard McAuliff Assumption Parish
Ben Chutaro, Tim O’Meara ADB consultants
Al Fowler United States Embassy/Department

of Interior
Grant Labaun G&L Enterprises
Mayor Riley Albertar MalGov
Mayor Eldon Note Kili, Bikini, and Ejit local government
Jerry Kramer Pacific International, Inc./Chamber

of Commerce
Carlos Domnick, Hirobo Obeketang Chamber of Commerce
Jack Niedenthal, Bill Weza Chamber of Commerce
Michael Jenkins Aelon Kein Technical Services
Wilfredo Candilas Tobolar
Dr. H.K. Balachandra Ministry of Health
Yumi Crisostomo OEPPC

Group Consultations and Presentations
HE President Kessai Note and members of the Cabinet
United States Ambassador and embassy staff
Youth to Youth in Health
Majuro Chamber of Commerce
Seventh Day Adventist High School
EZ Price Mart (staff and management)
Women United Together Marshall Islands
General public (two public presentations)

ADB = Asian Development Bank, EPPSO = Economic Policy, Planning, and Statistics Office,
MICNGOs = Marshall Islands Council of Non-governmental Organizations, MIDLRA = Marshall
Islands Development Land Registration Authority, MIMRA = Marshall Islands Marine Resources
Authority, NTC = National Training Council, OEPPC = Office of Environmental Policy, Planning
and Coordination, WUTMI = Women United Together Marshall Islands.

List of Meetings and Consultations

APPENDIX 2
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APPENDIX 3

Strategy 1: Change perceptions:
Clearly distinguish—in Government
budgets and policy statements,
Compact of Free Association
negotiations, and public information—
between development assistance
transfers under the Compact and
payments made for access to Kwajalein
or as compensation for nuclear test-
related damage and injuries.

Strategy 2: Restructure Compact
payments: Negotiate modifications to
the next phase of Compact funding to
channel into the intergenerational trust
fund sufficient funds over the next
decade to generate Compact-equivalent
income in perpetuity.

Strategy 3: Diversify sources of
external assistance: Integrate the
Republic of the Marshall Islands (RMI)
into regional and global networks of
small states, multilateral institutions,
and bilateral sources of assistance, to
dilute dependence on the US and
develop a more open international
outlook.

Strategy 4: Reform fiscal and
economic management: Enforce
collection of taxes due and tighten anti-
smuggling security; restructure tax rates
to reflect equity goals; upgrade

No progress. No formal effort has been
made in this area.

Strong progress. The Compact trust fund
is established, but the per capita value of
fund earnings by 2023 is unlikely to
match per capita value of current
Compact base grant transfers.

Some progress. The amended Compact
re-establishes US funding as dominant
source, but the RMI has increased its
reliance on other sources of assistance, in
particular Taipei,China.

Some progress. No major improvements
in tax collection, anti-smuggling
measures, or tax restructuring for better
equity. Smuggling is widely considered
worse now than ever. On the other hand,

Progress Report on Meto2000 Recommended

Goals and Strategies

Goals and Strategies Outcomes (as of mid 2005)

Goal 1: Increased self-reliance: Greatly reduce dependence on official development
assistance from the United States (US).

(continues on next page)
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budgeting, control, accounting systems,
and staffing to regional best practice
standards; establish an economic policy
and planning office; and institute
coordination of fiscal and economic
policy.

Strategy 5: Build financial reserves for
future income: Manage the budget to
maximize government savings into the
Marshall Islands Intergenerational Trust
Fund, and manage the fund for
maximum capital accumulation during
the coming Compact period.

some improvements have been made in
budgeting, control, and accounting
systems. The Economic Policy, Planning,
and Statistics Office (EPPSO) has been
established, and coordination of fiscal
and economic policy is currently being
improved.

Some progress. The Compact Trust Fund
is established, in place of the
Intergenerational Trust Fund, but savings
into it are not maximized, and investment
of trust fund assets has only recently
done. Fiscal expansion since 2000,
particularly in wages and salaries of
national Government employees, reduced
the resources that could otherwise have
been invested in the trust fund.

Goals and Strategies Outcomes (as of mid 2005)

Strategy 1: Promote private
enterprise: Encourage foreign and
domestic private investment in sectors
of comparative advantage by
facilitating land leasing, development
credit, business advisory services,
investment and business licensing, and
employment permits; abolishing the
statutory minimum wage; and raising
workforce skills to become regionally
competitive.

Strategy 2: Improve infrastructure:
Ensure regular and reliable outer island
shipping and air services, solar or diesel
power, potable water, and
telecommunications, all at regionally
competitive prices to users—including,

Goal 2: Renewed economic growth: Halt the decline in per capita GDP and re-establish
growth on a long-term, sustainable basis.

Some progress. The private sector
remains stagnant with no real progress on
promoting private enterprise since 2000.
Private sector employment is also
relatively flat, especially with the closure
of the tuna plant in 2004. Access to land
for development is slightly improved with
the establishment of the Marshall Islands
Development Land Registration Authority,
but progress and implementation is slow.
Development credit is still a weakness.
Access to business advisory services has
improved with establishment of the Small
Business Center under the Ministry of
Resources and Development. No solid
effort has been made to raise workforce
skills, though the National Training
Council is now attempting to address this
issue.

Some progress. Outer island shipping
services have worsened since 2000,
despite millions spent on new
Government vessels. Outer island air
services are the same, with Air Marshall
Islands continuing to rely heavily on a

(continues on next page)
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where necessary, transparent and
monitored subsidies to non-commercial
services.

Strategy 3: Redefine and strengthen
privatization: Strengthen the efficiency
and accountability of state-owned
enterprises, privatize them where
feasible and appropriate, and
transparently contract out and
supervise non-core functions of
government.

Strategy 4: Emigration: Encourage the
emigration of whole families equivalent
to the annual population increment,
currently 1,500–2,000 people, to take
up permanent residence overseas.

Government subsidy. Some expansion in
solar energy and the provision of water
catchments to outer atolls. No major
changes in the price competitiveness of
utilities aside from recent hike in fuel
prices due to global markets.

No progress. No progress on
privatization or on improving the
efficiency of state-owned enterprises.

Some progress. This has occurred on its
own, without a formal policy from the
Government.

Goals and Strategies Outcomes (as of mid 2005)

Strategy 1: Mobilize anti-poverty
forces: Bring together all concerned
with the equitable distribution of the
costs and benefits of the development
process to agree on the nature and
extent of poverty in the RMI, define
appropriate ways of alleviating and
eliminating it, and monitor and review
progress.

Strategy 2: Community action on
deprivation: Undertake coordinated
action among government, private,
formal, and informal institutions to
assist individuals and groups deprived of
normal access to food, shelter, personal
security, health, and education, and to
progressively eliminate the causes of
such deprivation.

Goal 3: Equitable distribution: Eliminate deprivation and poverty in the RMI.

Some progress. The nature and extent of
poverty in the RMI is better understood
with recent analyses by Asian
Development Bank (ADB), including its
participatory poverty assessment, EPPSO
(Millennium Development Goals analysis
and other work), Secretariat of Pacific
Community, and World Bank. Efforts are
underway to improve available data on
poverty, including a proposed household
survey in 2006 by EPPSO.

No progress. No such action has been
taken thus far, and no entity is clearly
responsible for such action at the
moment.

(continues on next page)
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Goals and Strategies Outcomes (as of mid 2005)

Strategy 3: Outer island development
program: Maintain reliable shipping
services through monitored contracts
with private operators; bring under
review the per capita distribution of,
and access to, land, marine resources,
economic and social services, and
infrastructure on the atolls other than
Majuro and Kwajalein; identify areas of
significantly below-average access and
inventory; and develop a practical
program for progressively reducing the
deficiencies as revenue and aid
resources permit.

Strategy 4: Redistribute the burden of
taxation: Enforce collection of all
existing taxes; revise the income tax
structure to exempt the lowest-paid
groups and increase the tax paid by
higher-income groups; and apply the
additional revenue to actions under
strategies 2 and 3 above.

No progress. Shipping services have
deteriorated since 2000. No renewed
effort to privatize shipping services. In
fact, a recent Government bill aims to
re-establish the Government shipping
company. No formal outer island
development program or plan has been
developed. The inventory of public
infrastructure, mostly health and
education facilities, was developed as
part of infrastructure survey in 2002–
2003, but there has been no
comprehensive assessment of services,
access, and resources available to each atoll.

No progress. Tax enforcement remains
weak, although more resources are
currently being channeled to improve
this. A recent attempt to restructure
wages and salary taxes to improve equity
and reduce the burden on lower-income
earners met resistance from both the
private sector and public officials.

Some progress. The Ministry of Health
has recognized the need to improve
awareness of preventative health
measures. However, health indicators
remain poor, with only some areas of
marked improvement.

Strong progress. The Ministry of Health
has taken action, improving on-shore
facilities and specialist staffing, and
reducing both the number and average
cost of off-shore referrals since 2000.

Some progress. Some expansion in
private health providers has occurred on
Majuro, with the addition of two private
clinics, one eye care specialist, and one

Goal 4: Improved public health: Substantially reduce the incidence of self-inflicted
lifestyle diseases and nutrition-related ill-health.

Strategy 1: Self-awareness: Through
community health councils and other
means, raise public awareness of the
nature and causes of health problems
and remedies available, and inculcate a
heightened sense of personal
responsibility for preventive healthcare,
diet, exercise, etc.

Strategy 2: Improve onshore
treatment facilities: Improve
diagnostic and treatment facilities in
the RMI to substantially reduce
expenditure on overseas referrals, and
release funds for preventive health
services.

Strategy 3: Align health funding with
strategic priorities: Promote the use of
private health schemes and services;
progressively reduce public funding and

(continues on next page)

Juumemme Ref appdx.pmd 25/07/2006, 1:01 PM165



166     JUUMEMMEJ: RMI SOCIAL AND ECONOMIC REPORT 2005

increase fees for costly curative services;
and increase allocations for preventive
healthcare.

dentist as of 2005. A shift in resource
allocation from curative to preventative
medicine has only recently been initiated.

No progress. Public-private
communication and dialogue remains
weak, and economic policy statements are
just recently implemented. No targeted
cost-reduction measures or consistent
mass publication of comparative social
and economic data aside from an annual
statistical abstract.

No progress. No formal effort to drive
down input costs. The hourly minimum
wage remains at $2. Wage inflation
appears strong in the public sector but
flat to negative in the private sector
(mostly due to the tuna loining plant and
its minimum wage exemption). No formal
effort to improve Government
procurement, aside from a strengthened
infrastructure-bidding system.

No progress. Teacher training and career
development efforts continue, but the
quality of the current teacher workforce is
very poor, as made evident by a recent
ADB education study. No formal effort to
establish community-based governance
arrangements, and benchmarking to
regional standards remains difficult.

Some progress. A recent effort through
the National Training Council seeks to
better assess skills supply and demand
and improve coordination and provision
of training services.

Goals and Strategies Outcomes (as of mid 2005)

Goal 5: International competitiveness: Drive down the cost of business to competitive
levels, and equip young Marshallese with internationally competitive skills and positive
attitudes toward work and society.

Strategy 1: Raise awareness of the
need and the scope for being
internationally competitive: Stress the
message through joint Government–
private sector statements and
workshops, economic policy statements
and budget speeches, targeted cost-
reduction measures, and periodic
publication of annotated comparative
(regional and international) social and
economic data.

Strategy 2: Drive down input costs to
competitive levels: Contain wage costs
and improve productivity; eliminate
unnecessary fees and charges; and
promote efficiency through competitive
Government procurement and lower-
cost import sourcing.

Strategy 3: Raise education
standards: Mobilize community
interest and resources through more
strongly community-based school-
governance arrangements; set output
benchmarks by reference to regional
standards; and invest in teacher
training and career development.

Strategy 4: Optimize the use of
training resources: Ensure coordinated
use of all available training resources to
raise vocational skills to externally
competitive levels.

(continues on next page)

Juumemme Ref appdx.pmd 25/07/2006, 1:01 PM166



Appendix 3     167

Strategy 1: Revival of the
Environmental Protection Authority
(EPA): Revive EPA and overhaul its
terms of reference, staffing, and
funding for effective operations.

Strategy 2: Implementation of a
National Environmental
Management Strategy (NEMS):
Update, publicize, and implement the
NEMS.

Strategy 3: Policy integration:
Integrate environmentally prudent
design and location standards into
Government policymaking procedures,
public investment decisions, and
issuing of permits for private sector
investment.

Strategy 4: Remedial measures:
Strengthen the motivation and increase
the resources of local governments
through national and local taxation and
grants to identify, clean up, and
maintain degraded beaches, dumps,
and other trouble spots with technical
assistance from the revived EPA.

Some progress. The EPA board was re-
established in 2001, and increased
funding has helped expand staff and
operations. A strategic plan was
developed in 2003. Activities have
expanded to outer islands, but more
strengthening and resources are needed.

Some progress. Some difficulty and delay
in implementing the new NEMS amid no
formal effort to do so.

No progress. EPA policies and regulations
are still largely ignored and weakly
enforced by both private and Government
entities. For example, the recently
proposed multi-million dollar, foreign-
invested dry dock project did not initially
follow standard environmental clearance
processes, despite its strong support from
and association with the Government.

No progress. No marked improvement of
local government capacity to improve
solid waste management, aside from
Majuro Atoll local government’s
continuing waste-collection services. No
marked improvements in clean up efforts,
recycling programs, or environmental
education.

Goals and Strategies Outcomes (as of mid 2005)

Goal 6: Environmental sustainability: Restore environmental equilibrium in the context
of a modernizing, urban economy.
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APPENDIX 4

 National Accounts Sources and Methods

The following information applies to tables A1.8 to A1.12.

National Accounts
The gross domestic product (GDP) is a measure of the economic

production in a country. GDP and related economic statistics are collectively
termed the national accounts and are guided by the international standard
System of National Accounts (SNA 93).

GDP estimates for the Republic of the Marshall Islands (RMI) have
been newly compiled with assistance provided under Asian Development Bank
technical assistance for strengthening the Economic Planning, Policy, and
Statistics Office (TA RMI-4199). These are the first GDP estimates for the
RMI to become available for some years.

These first estimates have been compiled by institutional sector mostly
using the income approach, with some sectors estimated using the production
approach. These approaches best suit the data sources that were most readily
available, mainly administrative records. SNA 93 standards have been followed
as closely as possible. The estimates are preliminary, and further work is
planned to improve and expand the estimates.

Some key features of the methodology are as follows:
(i) Public enterprise, central Government, and banking sector

estimates are based on audits, financial statements, and
information collected directly.

(ii) Social Security data (gross wages and salaries plus employer
contributions) are used to estimate compensation to employees
in all other employment sectors.

(iii) Private sector operating surplus is estimated at 15% of the business
gross revenue tax collected, a method that is subject to fluctuations
in the effectiveness of tax collection and uncertainties about under-
reporting and exemptions.

(iv) Most household income components are based on levels estimated
during the late 1990s or the 2001 Household Income and
Expenditure Survey, rated forward by population growth and the
consumer price index.
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(v) Foreign embassies and the Kwajalein military base are defined as
part of foreign economies, so wages and salaries earned in these
locations by Marshallese residents are not included in the RMI
GDP. This income is shown as a memo item outside of GDP.

(vi) Real GDP is estimated using the consumer price index for
deflation, not specific GDP deflators.

(vii) GDP per capita depends on population estimates which assume
net population growth rates of 1.75% per annum since the 1999
census.

Further details on the sources and methods are available in chapter 6 of
the RMI Statistical Yearbook 2004. Updates will be published on the Pacific
Regional Information System website (http://www.spc.int/prism/country/mh/
mh_index.html).
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