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I. PROGRAM DESCRIPTION 
 
A. Rationale 

 
1. Nauru, the world’s smallest island country, faces development challenges stemming from 
its small population, remoteness, narrow production base, high cost of public goods, and 
insufficient infrastructure. Its economy has benefited in recent years from the reopening of 
Australia’s Regional Processing Center (RPC) for asylum seekers (in 2012), liquidation of the 
Nauru Phosphate Royalties Trust, and growth in fishing license revenues. However, Nauru is still 
faced by high levels of debt and inadequate sources of government revenues, particularly for 
education and health services. The country’s main sources of revenue, the RPC, depends on 
support from the Government of Australia; and phosphate mining, which is a limited resource, 
remain uncertain and highly vulnerable to risks in the global economy and environment sphere.  
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2. A strong public financial management (PFM) system is crucial to ensuring that Nauru will 
be able to meet its fiscal needs, given its current capacity and resources to generate revenues. At 
appraisal, the country had narrow fiscal space, with tax-based revenues mainly depending on a 
small economic base and with no legislation authorizing the taxation of businesses or households. 
Consequently, with the limited financial resources at hand, the country is highly dependent on 
external assistance to meet its essential needs and reforms.1 The country’s PFM system was 
weak and had major shortcomings that included poor internal controls, inadequate regulatory 
framework for procurements, and unsustainable debt levels. The PFM system used was largely 
paper-based and relied on spreadsheets, which was inefficient and increased the risk of budget 
overspending. The government recognizes that the lack of credible and efficient PFM system is a 
hindrance to mobilizing and coordinating development partner financing. 
 
3. To address these shortcomings, the government formulated a PFM action plan, prepared 
under an Asian Development Bank (ADB) technical assistance (TA),2 to reform the PFM system. 
Subsequently, ADB approved the Public Financial Management Reform Program3 to support the 
government’s effort in strengthening its PFM system and to improve service delivery. The program 
was designed to assist the government improve its fiscal performance, strengthen the government 
and the performance of key state-owned enterprises (SOEs), and bolster the legal and policy 
framework for equitable access to social services. Reforms under the program were envisaged to 
improve the efficiency of public and financial management, leading to better delivery of services 
particularly health and education services, which would result in better development outcomes in 
Nauru.  
 
4. The program was categorized C for environment, involuntary resettlement, and 
indigenous peoples. No adverse environmental impact was identified and encountered during 
implementation.  

B. Expected Impact, Outcome, and Outputs 

5. The expected impact of the program was improved living standards of the population of 
Nauru. The intended outcome was an improved equitable social services delivered by the 
government to the population of Nauru. The outcome indicator was real budget allocation to 
recurrent expenditure on education and health increased by 5% by fiscal year (FY) 2014 from 
the 2011 baseline of A$3.05 million for health and A$2.6 million for education. 

6. The program’s three outputs and associated indicators, which were maintained 
throughout the project period, are tabulated below. 
 

Table 1: Program Outputs and Indicators 

Output Statements Indicators 

Output 1:  
Ministry of Finance improves 
public financial management 

(i) Overall improvement of procurement scores to B by 2014 (2011 
PEFA assessment baseline: D) 

(ii) 10% increase in tax collection by FY2014 (FY2011 baseline: 
A$19.0 million) 

(iii) 20% reduction in domestic debt by the end of FY2014 (FY2011 
baseline: A$480.7 million) 

                                                
1
  In 2011, domestic revenue accounted for only 42% of total expenditure. 

2
  ADB. 2008. Technical Assistance for Strengthening Public Financial Management in Pacific Developing Member 

Countries. Manila.  
3
  ADB. 2012. Report and Recommendation of the President on the Proposed Policy-Based Grant to Nauru for the 

Public Financial Management Reform Program. Manila.  
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Output Statements Indicators 

Output 2:  
Selected SOEs improve 
corporate governance and 
economic performance 

(i) 10% reduction in government subsidy to Nauru Utilities 
Corporation by 2014 (FY2012 baseline: A$3.3 million electricity 
subsidy) 

(ii) 10% increase in dividend payments by RONPHOS by FY2014 
(baseline: A$1.0 million) 

(iii) At least three SOE boards have at least one woman member 
each by August 2014 (2011 baseline: one SOE board with one 
woman member) 

Output 3: Government 
enhances legal and policy 
framework for equitable 
access to social services 

(i) 100% of Cabinet members approve the National Implementation 
Plan for United Nations CEDAW by December 2014 

(ii) 100% of Cabinet members approve the Nauru National 
Women’s Policy by December 2014 

CEDAW = Convention on the Elimination of All Forms of Discrimination Against Women, FY = fiscal year,  

PEFA = Public Expenditure and Financial Accountability, RONPHOS = Nauru Phosphate Corporation,  
SOE = state-owned enterprise. 
Source: ADB. 2016. Completion Report: Public Financial Management Reform Program in Nauru. Manila. 

 
C. Provision of Inputs  
 
7. On 9 August 2012, ADB approved a grant of $4 million to fund the program. The grant 
became effective on 27 September 2012 and was closed 21 November 2014. Nauru was at 
high risk of debt distress and was, therefore, eligible to receive 100% grant assistance.4 The 
size of the grant was based on the adjustment costs of the reforms, which included the  
(i) implementation of the financial management information system (FMIS), (ii) outsourcing of 
government procurement, (iii) more spending on health and education under new sector 
strategies, (iv) establishment of a revenue office, (v) cost of corporatizing the Nauru Utilities 
Authority (NUA), and (vi) establishment of a performance management system for key SOEs. 
The grant was disbursed in two tranches. The first tranche of $2 million was disbursed on 28 
September 2012. The second tranche of $2 million was disbursed on 11 July 2014 upon 
completion by the government of the required policy actions.  
 
8. The first tranche comprised 12 policy actions while the second tranche involved 15 
policy actions. All of the required policy actions were achieved. This validation summarizes 
below the associated policy actions for each output indicator. 
 

Table 2: Policy Matrix by Program Output Indicator 

Output Indicators 
Policy Actions for Tranche 1 

(2012) 
Policy Actions for Tranche 2 

(2014) 

Output 1.1: Overall 
improvement of 
procurement scores  

(1) FMIS operation commenced. 
(2) Procurement policy adopted. 
(3) Nauru Economic Infrastructure 

Strategy and Investment Plan 
(NEISIP) adopted. 

(4) Balance of payment statistics for 
2004–2009 published in the 
government’s website. 

(1)  FMIS used for budget compilation 
for FY2013.  

(2)  New procurement policy and 
guidelines implemented. 

(3)  Agreement with partners and other 
donors on funding priority 
investments under NEISIP. 

Output 1.2:  
10% increase in tax 
collection 

(5) Revenue office established. (4) Taxation policy framework that 
broadens Nauru’s tax base 
adopted. 

                                                
4
 During program preparation, Nauru’s external debt level was estimated at over 95% of gross domestic product.  
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Output Indicators 
Policy Actions for Tranche 1 

(2012) 
Policy Actions for Tranche 2 

(2014) 

Output 1.3:  
20% fall in domestic 
debt 

 (6) Debt management strategy    
reviewed and adopted. 

(5)  Agreement on the debt settlement 
for Bank of Nauru’s liquidation 
adopted. 

Output 2.1:  
10% reduction in 
government subsidy to 
NUC 

(7) Corporatization of NUC passed 
(Nauru Utilities Corporation Act 
2011). 

(6)  Performance-based management 
system for NUC adopted. 

Output 2.2:  
10% increase in 
dividend payment by 
RONPHOS 

(8) New corporate structure 
endorsed, selection of new 
RONPHOS CEO approved, and 
performance-based contract for 
RONPHOS CEO implemented. 

(7) RONPHOS Act to improve the 
separation of governance from 
management amended. 

Output 2.3:  
At least three SOE 
boards have at least 
one woman member 

 (8)  Appointment of at least one 
woman to at least three SOE 
Boards confirmed. 

Output 3.1:  
100% Cabinet 
members approve the 
National 
Implementation Plan for 
UN CEDAW 

(9) Ratification of the UN CEDAW 
signed 

(9)  Legal framework review for 
CEDAW   compliance completed. 

(10) National Implementation Plan for 
UN CEDAW endorsed by the 
Cabinet. 

Output 3.2:  
100% of Cabinet 
members approve the 
Nauru National 
Women’s Policy 

 (11) Sensitization of all national 
development committee members 
to gender-responsive budgeting 
through training and discussions. 

(12) The Cabinet has favorably 
decided on the Nauru National 
Women’s Policy. 

(13) The implementation of an 
education reentry program 
includes women empowerment 
aspects. 

Policy actions with 
unclear output 
indicators 

(10) Passage of Education Act 2011 
(11) New education strategic plan  

completed under the Australia–
Nauru Partnership for 
Development 

(12) New health strategic plan 
completed under the Australia–
Nauru Partnership for 
Development 

(14) Census and household income 
and expenditure surveys 
conducted. 

(15) Policy report on MDGs completed. 
 

FMIS = financial management information system, MDGs = Millennium Development Goals, NEISIP = Nauru 
Economic Infrastructure Strategy and Investment Plan, NUC = Nauru Utilities Corporation, RONPHOS CEO = Nauru 
Phosphate Corporation chief executive officer, SOE = state-owned enterprises, UN CEDAW = United Nations 
Convention on the Elimination of All Forms of Discrimination Against Women. 
Source: ADB. 2016. Completion Report: Public Financial Management Reform Program in Nauru. Manila. 
 

9. No TA project was attached to the program grant. Nonetheless, ADB supported Nauru’s 
PFM through five regional TAs and one TA specifically for the utilities sector. These TA activities 
directly provided capacity building of staff skills and knowledge particularly in the PFM process.5 

                                                
5
  ADB. 2008. Strengthening Governance and Accountability in Pacific Island Countries (Phase 2). Manila; ADB. 

2011. Technical Assistance Completion Report: Strengthening Governance and Accountability in Pacific Island 
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D. Implementation Arrangements  
 
10. The Ministry of Finance (MOF) was the executing agency and was responsible for the 
overall implementation of the program and in ensuring that the agreed policy actions were 
carried out. The Nauru Utilities Corporation (NUC), Nauru Phosphate Corporation (RONPHOS), 
the Ministry of Health and Medical Services, the Ministry of Education, and the Ministry of Home 
Affairs also implemented specific policy actions.  
 
11. Based on the program completion report (PCR), of the 14 covenants under the grant 
agreement, 11 were complied with and three were generally complied with. The covenants that 
were generally complied with pertained to the (i) submission to ADB of regular progress reports 
(complied but not strictly on semiannual), (ii) monitoring of program performance data by MOF 
(complied but completion report will only be prepared following the approval of the PCR), and 
(iii) conduct of a joint periodic review of macroeconomic and fiscal conditions (complied but not 
strictly done on a semiannual basis). No covenants were modified or waived.  

II. EVALUATION OF PERFORMANCE AND RATINGS 

A. Relevance of Design and Formulation 

12. The PCR rated the program relevant. The program was in line with government’s 2011 
PFM Action Plan,6 and supported the country’s National Sustainable Development Strategy 
2025, 7  which focused on fiscal responsibility, enhancing services, and generating multiple 
sources of revenue. It was also consistent with the ADB Strategy 2020 8  and the Pacific 
Approach, 2010–2014,9 which emphasized the importance of public sector management for 
good governance and the achievement of inclusive growth. The program was formulated to 
support a major reform effort to strengthen the PFM system and improve service delivery. 
Several ADB TA activities served as preparatory work for the formulation of the program 
(footnote 5).The most relevant achievements under the various TA activities were (i) the 
adoption of the PFM Action Plan by the government,10 (ii) the preparation of the NEISIP,11 and 
(iii) the reports on reforming the NUA and RONPHOS.12 
 
13. As indicated in the PCR, there was a significant change in Nauru’s economic situation 
that strengthened the relevance of the program. The reopening of the RPC for asylum seekers 
and an associated refugee resettlement program in cooperation with the Government of 
Australia provided substantial unanticipated windfall income to Nauru. This, along with windfall 
fisheries revenue, presented new challenges for effective fiscal management, highlighting 
further the importance of improving PFM. The policy actions, therefore, were critical measures 
toward broadening the revenue base, medium-term budgeting, and improving expenditure 
control and implementation. The policy actions to improve investment in health, education, and 

                                                                                                                                                       
Countries (Phase 2). Manila; ADB. 2009. Technical Assistance Report: Pacific Economy Management. Manila; 
ADB. 2011. Technical Assistance for the Pacific Financial Technical Assistance Center, 2011–2014. Manila. 

6
 ADB. 2011. Nauru: Public Finance Management Performance Report. Consultant’s report. Manila.  

7
 Government of Nauru. 2005. National Sustainable Development Strategy, 2005–2025 (revised 2009). Yaren. 

8
 ADB. 2008. Strategy 2020: The Long-Term Strategic Framework of the Asian Development Bank, 2008–2020. 

Manila. 
9
 ADB. 2009. ADB’s Pacific Approach, 2010–2014. Manila.  

10
 ADB. 2012. Nauru: Public Financial Management Reform Program. Manila.  

11
 ADB. 2011. Nauru Economic Infrastructure Strategy and Investment Plan. Consultant’s report. Manila.  

12
 ADB. 2009. Pacific Private Sector Development Initiative, Phase II (cofinanced by the Government of Australia). 
Manila. 
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infrastructure were likewise important steps in improving service delivery and sustaining 
economic growth. 
 
14. In assessing relevance, this validation examined the following: (i) the program’s 
alignment with country priorities and ADB’s country and sector strategies; (ii) relevance of 
program design; (iii) sector analysis, policy dialogue, and policy framework; (iv) policy-based 
loan modality; and (v) relevance of related TA projects. The program was well aligned with 
Nauru’s development priorities such that it sets out to address some key, long-standing fiscal, 
policy, and governance-related challenges in Nauru, in line with the country’s development 
strategy. The program also aligned well with the ADB country and sector strategy for Nauru, and 
to ADB’s broader strategic interests of strengthening governance and capacity—as a key driver 
of change. The program also reflects the fact that ADB is one of just a few development 
partners providing policy reform and capacity development support to Nauru over the past  
5 years, with ADB playing a leading donor coordination role in the country in recent years. 
 
15. On program design, this validation found several weaknesses. While the program’s 
intention to deliver improved equitable social services to the population of Nauru (outcome) can 
lead to improved living standards (impact), the linkage between the outputs and the intended 
outcome is weak. Improving procurement, increasing tax collection, reducing debt, cutting 
subsidies, and increasing dividend payments (among other output objectives) may altogether 
create more fiscal space, but achieving these outputs provides no assurance that the government 
would then be able to deliver improved and more equitable social services. Furthermore, the link 
between the outcome statement and the outcome indicators is weak. Increased allocation to 
education and health expenditures (the outcome indicator) does not guarantee that this will 
translate into more equitable and better quality services, since this outcome depends critically on 
other factors, such as the implementation capacity of government to target and deliver the actual 
services. 
 
16. While the policy matrix was comprehensive in putting in place the regulatory and 
institutional framework that will strengthen the enabling environment for reform, more specific and 
measurable outputs need to be targeted in a sequenced manner. This will ensure that revenues 
are mobilized and expenditure is rationalized and these are utilized for the equitable delivery of 
social services. No appropriate indicators were put in place to measure this. In the absence of 
outcome indicators that reflect the actual delivery of the targeted services of health and education, 
a more appropriate outcome would have been improved fiscal management or fiscal space 
created as a consequence of the PFM, SOE, and other reforms. 
 
17. It is also unclear how the program’s design was aligned with the sector results 
framework for public sector management for 2012–2014. Anchoring the program’s outcome 
statement to the sector outcomes (Table 3) would have resulted in a more logical design, with 
the objective of increasing fiscal space or strengthening fiscal management. Consequently, 
given the misalignment in the outcome statements, the sector framework and program’s 
outcome and output indicators were misaligned, somewhat weakening the relevance of the 
program’s targets to the program’s main objective of improved delivery of social services.  

 
Table 3: Sector Results Framework (Public Sector Management, 2012–2014) 

Sector Outcomes Outcome Indicators Sector Outputs Output Indicators 

Stronger public 
financial 
management 

Overall improvement 
of procurement scores 
to B by FY2014  

Procurement 
improved through 
centralization and 

100% of procurement 
handled by an 
independent third-
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Sector Outcomes Outcome Indicators Sector Outputs Output Indicators 

Validation: Program’s 
output 1 indicator 
 
20% reduction in 
domestic debt by the 
end of FY2014 
Validation:  
Program’s output 1 
indicator 

outsourcing to 
independent third-
party agency 
Revenue 
strengthened through 
establishment of 
revenue office and 
adoption of measure 
to broaden tax 

party agency 
 
 
10% increase in tax 
collection by FY2014 
Validation: Program’s 
output 1 indicator 

More rigorous 
corporate 
governance and 
economic 
performance of 
selected SOEs 
Validation: 
Program’s output 2 
statement 
 

10% reduction in 
government subsidy to 
NUC in FY2014  
Validation: Program’s 
output 2 indicator 
 
10% increase in 
dividend payments by 
RONPHOS by FY2014  
Validation: Program’s 
output 2 indicator 

SOE management 
improved through 
introduction of 
performance-based 
contracts 
 
NUC corporatized 

100% of senior 
management of NUC 
and RONPHOS on 
performance-based 
contracts 
 
100% of assets 
transferred from 
Nauru Utilities 
Authority to NUC 

FY = fiscal year, NUC = Nauru Utilities Corporation, RONPHOS = Nauru Phosphate Corporation, SOE = state-owned 

enterprises,  
Source: ADB. 2012. Report and Recommendation of the President on the Proposed Policy-Based Grant to Nauru for 
the Public Financial Management Reform Program. Manila.  
 

18. The program’s policy actions were complemented by parallel effort from the government, 
with technical support from ADB.13 This will establish a new Nauru trust fund that includes long-
term public saving to benefit future generations after phosphate resources have been 
exhausted, and given the uncertainty of the presence of the RPC and the refugee resettlement 
program of the Government of Australia. Although it is recognized that the Nauru trust fund is a 
significant step toward long-term public saving and fiscal sustainability, the program did not put 
in place any policy condition or specific PFM reforms that will ensure that the revenues 
generated contribute to the newly established Nauru trust fund. This was a missed opportunity. 
 
19. The sector results framework, policy matrix, and Development Policy Letter were generally 
well developed and demonstrated a good understanding of underlying issues and constraints. By 
all indications, the two-tranche program cluster modality worked well. The TA projects that 
complemented the program were generally relevant, particularly those related to the PSM, PFM, 
and the trust fund.  
 
20. While the design deficiencies of the program were significant, if all aspects of relevance 
were taken into account, this validation still considers the program and policy actions, in 
general, to be appropriate and relevant to addressing some of Nauru’s critical PSM and PFM 
challenges. The program is also relevant to ADB’s strategy for Nauru and is well developed in 
terms of sector analysis, the policy framework, and the choice of modality. On balance, the 
program is assessed relevant. 
 
 

                                                
13

 ADB. 2011. Technical Assistance Completion Report: Nauru Trust Fund. Manila.   
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B. Effectiveness in Achieving Program Outcomes and Outputs 

21. The PCR rated the program effective. The outcome indicator of a 5% increase in real 
budget allocation to the recurrent expenditures on education and health by FY2014 was 
exceeded. The actual increase in education expenditure was 148% while for health was 116%. 
It should be noted, however, that the overachievement of the targets can be largely attributed to 
the inflow of windfall revenue, which was subsequently directed toward increased spending in 
education and health. Moreover, the program achieved most of the intended output targets. 
 
22. Under output 1, the formulated public procurement policy allows the outsourcing of all 
government and SOE procurement and provides a new procurement policy and guidelines for 
contracting a procurement agency. The program supported procurement improvements that 
would likely improve Nauru’s Public Expenditure and Financial Accountability (PEFA) 
procurement score to B+, although this cannot be fully validated. The target of a 10% increase 
in tax collection by FY2014 was exceeded fivefold. This was achieved through the policy action 
that established a revenue office and adopted a taxation policy framework that broadened 
Nauru’s tax base by the introduction of an employment, services, and business taxes. Domestic 
debt was reduced by 24%, exceeding the target of 20%, by adopting an updated debt 
management strategy that helped reduce domestic debt. The strategy included a settlement 
plan agreement for the liquidation of the Bank of Nauru.14 

 
23. For output 2, the policy actions to introduce a performance-based management system 
to RONPHOS and NUC, and the 100% transfer of assets from NUA to NUC were achieved. The 
target of a 10% reduction in subsidy to NUC cannot be ascertained because official figures were 
not available, although the PCR stated that the government estimated a subsidy of $6.9 million 
by 2014—more than double the baseline (PCR, Appendix 1). Nonetheless, the policy actions to 
corporatize and legally separate NUC from the government, the adoption of a new corporate 
structure for RONPHOS, and improved separation of governance from management were 
achieved. The program-supported reforms contributed to the reduction of NUC’s financial losses 
from A$1.4 million in FY2013 to A$1.0 million in FY2014. Dividend payments by RONPHOS 
increased by 100%, exceeding by a wide margin the target of 10% increase by FY2014.  
Further, the target to have at least one woman member elected to at least three SOE boards 
was realized. In FY2014, five SOEs had at least one woman member on the board.  
 
24. Under output 3, the National Implementation Plan for UN CEDAW and the Nauru 
Women’s National Women’s Policy were both approved by 100% of the Cabinet members. The 
policy actions to enhance the policy framework for the education and health sectors were 
achieved. These included the passage of the Education Act in 2011, implementation of an 
education reentry program, adoption of a new education strategy plan, and adoption of a new 
health strategic plan. 
 
25. While this validation concurs with these achievements, a few critical issues warrant 
attention. First, the PCR provided little evidence that the outcome, as stated, was achieved, 
aside from indicating the increased allocations for education and health. This links back to the 
discussion on the relevance of the program design and the weak links between (i) the outputs 
and the outcome, and (ii) the outcome indicator and the outcome statement. While the 
achievement of fiscal outputs will have helped improve fiscal space and management, the basis 
                                                
14

 A large share of domestic debt reflected government liabilities related to the liquidation of the BON. In 1995, BON 
went bankrupt and ceased normal banking operations. The program required an agreement on BON liquidation to 
be reached.  
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for demonstrating achievement of the intended outcome as a result of the program is weak. As 
stated earlier, a more appropriate outcome would have been improved fiscal management or 
fiscal space created as a consequence of the PFM, SOE, and other reforms. 
 
26. Second, the PCR provided no analysis to demonstrate that achieving the outcome target 
of 5% increased expenditure on education and health and can be attributed to the program 
itself, setting aside the major windfall revenues. As a consequence, there is limited assurance 
that the outcome measures were achieved largely as a result of the program. The absence of a 
methodology to isolate the additional revenue from the windfall resources raises an attribution 
problem. The increase of 148% on education and 116% on health expenditures does not 
necessarily indicate efficient allocation of revenues, but rather, an indication of either an 
increase in the demand for service provisions for these sectors or overspending, which was 
actually identified as one of Nauru’s issues on PFM (para. 2). It is not clear, for example, 
whether the sharp increase in education and health spending came at the expense of other 
important allocations. 

 
27. Lastly, the increase of more than 100% of government subsidy to NUC, against a 10% 
reduction target, raises serious concerns over the effective achievement of the second output 
and whether weak SOE corporate governance and management remains.  
 
28. Taking these weaknesses into consideration, it is difficult to fully concur with and validate 
the PCR’s rating of effective. Nevertheless, on account of the fact that (i) outputs and their 
respective targets were substantially achieved, with only 1 output target missed; and (ii) all 27 
policy actions in tranche 1 and tranche 2 were achieved, this validation finds sufficient evidence 
to conclude that the program was effective in achieving its objectives of improving public sector 
management, specifically public financial management, in Nauru. This validation assesses the 
program effective. 
 
C. Efficiency of Resource Use in Achieving Outcomes and Outputs  
 
29. The PCR rated the program efficient. The required policy actions were achieved and the 
program was completed 2 months after the stipulated implementation period. There were delays 
in the required policy actions for tranche 2, mainly due to significant political changes and 
related disruptions. The parliamentary elections of June 2013 brought a new coalition 
government. Further, in July 2013, a riot and fire broke out at the RPC resulting in extensive 
damage to the facilities. The political changes and the impact of the RPC’s reopening proved to 
be major challenges to program implementation. As a result of the political developments, there 
were changes in government personnel, which disrupted the reform agenda and engagement 
with development partners, including ADB.  
 
30. For program loans, an efficiency assessment takes into account resource efficiency, 
process efficiency, and efficiency of supporting TA. Resource efficiency assesses, to the extent 
possible, how well resources were used to achieve intended outputs and outcomes. Process 
efficiency considers how the program was implemented at different stages and within planned 
timelines, including implementation of core program activities and components and policy 
actions. The efficiency of the supporting TA considers whether the project that was attached or 
complementary to the program was efficient.  

 
31. By all indications, the program resources were used efficiently to achieve the intended 
outputs. Based on the report and recommendation to the President and the PCR, program 
resources were used to cover adjustment costs, specifically in the (i) implementation of the 
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FMIS, (ii) outsourcing government procurement, (iii) more spending on health and education 
under new sector strategies, (iv) establishing a revenue office, (v) corporatizing NUA, and  
(vi) establishing a performance management system for SOEs. The government indicated that a 
portion of tranche 2 resources would be used to fund future social services delivery. On process 
efficiency, major activities and output components, and policy actions were achieved within 
reasonable time frames (with slight delay in tranche 2). No TA project was directly attached to 
the program, but the PCR provided descriptions of five TA-related projects, suggesting that 
these were helpful in supporting broader reform and capacity development efforts in Nauru. 
Altogether, the evidence suggests satisfactory efficiency in program implementation. This 
validation assesses the program efficient.   
 
D. Preliminary Assessment of Sustainability  
 
32. The PCR rated the program most likely sustainable. The entry of windfall revenues 
reinforced the importance of the public finance reform. The government’s commitment to 
reforms will ensure proper management and sustainability of funds. The government has begun 
the implementation of the tax policy reform framework, operationalized key FMIS functions, and 
started the process of medium-term budgeting. The NUC has increased its electricity tariffs 
toward economic cost, prepared a strategic plan, and implemented a performance-based 
management system. The National Women’s Policy has been implemented and additional 
measures were undertaken to address gender issues, such as establishing separate divisions 
for family services and child protection, and creating the Nauru Women’s Entrepreneurial 
Association. The new Nauru trust fund will provide the channel for long-term saving and 
investment of portions from windfall revenues. While reforms were indeed achieved under the 
grant, public sector capacity remains weak and reliant on external support for technical advice 
and senior management roles. This poses a continuous challenge in sustaining the PFM 
reforms.  
 
33. The sustainability of the program will depend critically on several key factors, such as 
the following: (i) strong, sustained, and stable political support; (ii) stable macroeconomic 
conditions; and (iii) continued strengthening in human and institutional capacity. While the PCR 
provides some credible arguments to prove that some achievements may be sustained over a 
meaningful time frame, it also acknowledges that there will be significant challenges and 
uncertainties, including possible shifts in the political and economic contexts, with some 
achievements requiring continued reforms. While fiscal performance has improved, significant 
challenges remain to be able to sustain the increase in revenues, diversify the economy, reduce 
public debt, and improve budget management.15 There are uncertainties in the future of the 
RPC and refugee resettlement program and the revenues derived from this. Revenues from 
fishing license can also be volatile in the short term. SOEs have improved in performance but 
subsidy is still an issue. The newly established Nauru trust fund was created to address these 
uncertainties; however, the program was not able to provide a concrete plan on how the PFM 
reforms under this program can ensure the sustainability of the trust fund. 
 
34. Despite the achievements, particularly in putting in place the regulatory and institutional 
framework, challenges remain in the public finance sector. Also, weak human resource and 
institutional capacity still persist, while specific policy actions and PFM reforms that will directly 
support the sustainability of the trust fund are lacking. All these raise questions on whether there 
will be long-term fiscal capacity to sustain budget allocations for social services, let alone raise 

                                                
15

  The country experienced a negative growth in 2015 due to damage to Nauru’s port caused by a cyclone. Growth 
for 2016 and 2017 are expected to rebound. 
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the quality of these services. Hence, this validation views the program less than likely 
sustainable.  
 
E. Institutional Development 
 
35. The PCR rated the program’s institutional development significant. The program 
introduced significant institutional reforms, including the (i) implementation of a new 
procurement policy, (ii) adoption of a tax policy framework, (iii) settlement plan agreement for 
the Bank of Nauru, (iv) corporatizing and legally separating NUC from the government and 
introducing a performance-based contracting scheme, (v) adoption of a new corporate structure 
for RONPHOS, and (vi) implementation of the National Women’s Policy. The validation viewss 
the institutional development of the program significant.  
 
F. Impact  
 
36. The PCR did not rate the impact of the program, but given that this was a policy-based 
intervention, most of its impacts were institutional (as discussed in the previous section). The 
program was, nonetheless, designed with the expectation that it would contribute to the impact 
of improved living standards, as measured in the design and monitoring framework (DMF) by an 
average real gross domestic product (GDP) growth of 4% in FY2015–FY2016 and an increase 
in expenditure share of the poorest 20% households to 8% in 2016. This validation is of the view 
that the target for GDP growth will likely not be achieved. Economic growth averaged 19.4% 
during FY2012–FY2014. However, GDP contracted by about 10% in FY2015 after the damage 
to the port’s mooring system, which was Nauru’s gateway for international cargo, causing 
phosphate exports to fall by two-thirds and disrupting imports of fuel and other supplies. For 
FY2016, ADB projects growth to increase to 3%16 as phosphate exports recover, but is still less 
than the average of 4% growth targeted in the DMF.  
 
37. Although confirmed in the PCR that census and household income and expenditure 
surveys were completed in 2014 (para. 8, item 15 under Tranche 2), the PCR mentioned that 
there was no available household survey data that can ascertain if the target was achieved. 
Hence, the expected impact on expenditure of the 20% poorest households as specified in the 
DMF is unknown. This validation is of the view that living standards measured by household 
expenditures is not an appropriate indicator for impact since the program focused primarily on 
PFM reforms and not on improving living standards. Given the disconnect in the results 
framework, greater fiscal space resulting from improved PFM as an outcome could have an 
impact on the country’s tax revenue growth and budget appropriation for social services delivery 
and on the Nauru trust fund, but again these are institutional impacts. In summary, beyond the 
institutional development impacts already attributed to the program, the program did not appear 
to have any additional, major, and direct impacts on broader development outcomes. The 
validation considers the impact of the program less than satisfactory.17 
 
 
 
 

                                                
16

 ADB. 2016. Asian Development Outlook 2016: Asia’s Potential Growth. Manila.  
17

 Beginning May 2016, IED adopts the ratings terminology of the April 2016 Guidelines for the Evaluation of Public 
Sector Operations on development impacts. In this terminology, a less than satisfactory rating coincides with the 
moderate rating that was used before. 
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III. OTHER PERFORMANCE ASSESSMENTS 
 

A. Performance of the Borrower and Executing Agency 
 

38. The PCR rated the performance of the executing agency satisfactory. MOF effectively 
administered and coordinated the program’s implementation and ensured that the agreed policy 
actions were carried out. MOF complied satisfactorily with the covenants of the grant agreement 
and coordinated closely with ADB in monitoring the performance of the program. The NUC, 
RONPHOS, Ministry of Health and Medical Services, Ministry of Education, and the Ministry of 
Home Affairs also implemented effectively the policy actions required from their agencies. The 
government demonstrated commitment to the reforms as shown in the achievements of the 
policy actions despite the disruptions caused by significant political changes and extensive 
damage to the RPC facilities. This validation also assesses the performance of the executing 
agency satisfactory.   
 

B. Performance of the Asian Development Bank  
 
39. The PCR assessed the performance of ADB satisfactory. ADB effectively engaged the 
government in the reform agenda and coordinated closely with development partners. The 
program design integrated the government’s reform efforts in the public sector and the TA 
activities supported the strengthening of the PFM. ADB worked closely with MOF in monitoring 
the program and in ensuring that all policy actions were achieved during a challenging time of 
changes in the political and economic context. This validation assesses the performance of ADB 
satisfactory. 
 

IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS 
 
A. Overall Assessment and Ratings 

 
40. The PCR rated the program successful. It indicated that the program integrated and 
supported a wide-ranging reform agenda relevant to the government’s priorities in the public 
sector. The program was implemented effectively and efficiently despite significant and 
challenging shifts in the political and economic environment. This validation rates the project 
relevant, effective, efficient, and less than likely sustainable. This results in an overall validation 
rating of successful.  
41.  

Table 4 : Overall Ratings 

Criteria PCR IED Review 
Reason for Disagreement  

and/or Comments 

Relevance Relevant Relevant  

Effectiveness in 

achieving outcome 

Effective Effective  

Efficiency in achieving 

outcome and outputs 

Efficient Efficient  

Preliminary 

assessment of 

sustainability 

Most likely 

sustainable 

Less than likely 

sustainable 

Remaining challenges in the public finance 
sector, the persisting weak human resource 
capacity, the lack of specific policy actions 
and PFM reforms to sustain the trust fund, 
on top of possible shifts in the political and 
economic environment render sustainability 
to be less than likely (paras. 32–34). 

Overall assessment Successful Successful  
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Criteria PCR IED Review 
Reason for Disagreement  

and/or Comments 

Institutional 

development 

Significant Significant  

Impact Not rated Less than 

Satisfactory 

 

Borrower and 

executing agency 

Satisfactory Satisfactory  

Performance of ADB Satisfactory Satisfactory  

Quality of PCR  Satisfactory Refer to para. 44. 
ADB= Asian Development Bank, IED = Independent Evaluation Department, PCR = program completion report,  
PFM = public financial management. 
Note: This report uses the ratings terminology of the April 2016 Guidelines for the Evaluation of Public Sector 
Operations. 
Source: ADB Independent Evaluation Department. 
 

B. Lessons 

42. The PCR identified four lessons. First, country ownership was a key success factor. The 
program was able to deliver its commitments despite the challenges encountered in the political 
and economic environment because the reforms were strongly aligned with the country’s strategic 
policy agenda. Second, the range of TA projects provided by ADB and other development 
partners provided a strong foundation for the program’s reform agenda. Third, strong coordination 
among development partners, notably the Government of Australia, was also a key success 
factor. Fourth, it is essential that ADB programs are as simple as possible in clarity of policy 
agenda and ease of administration to have tighter focus on the most important measures. This 
validation concurs with these lessons. Another lesson is to ensure that outcome and output 
indicators are appropriate, and that the methodology to monitor them are identified during 
program design to better capture the success of the program. Lastly, one of the objectives of the 
program was to be able to support the establishment of a new trust fund, aside from increasing 
budget allocation for education and health. Since the trust fund (in addition to any other 
contributions) will comprise savings from current revenues for future generations, the program, 
through policy actions or appropriation act, would have been an ideal means to ensure that 
revenues mobilized or expenditure rationalized as an effect of improved PFM system, will directly 
contribute to the trust fund.   
 
C. Recommendations for Follow-Up  
 
43. The recommendations presented in the PCR are sound. Achieving sustainable 
improvement in Nauru’s public finances, economy, and living standards requires ongoing 
reforms. Further support should focus on building the new Nauru trust fund, continued reforms 
on public finance including broadening the tax base, fully operationalizing the FMIS, moving 
toward medium-term budgeting, and governance and management reforms across SOEs. For 
future program grants, the PCR recommended the following: (i) reforms should have strong and 
broad ownership and based on robust technical assessment; (ii) close coordination by ADB with 
other development partners to complement development assistance efforts; and (iii) policy 
actions should focus on the most critical reforms. This validation concurs with these 
recommendations and adds that future assistance should continue to support fiscal 
consolidation and efforts to diversify Nauru’s economy. 
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V. OTHER CONSIDERATIONS AND FOLLOW-UP 
 
A. Monitoring and Evaluation Design, Implementation, and Utilization 

44. MOF monitored the program and ensured that all policy actions were carried out. 
Monitoring of the program was based on the policy matrix and the DMF. Achievements of some 
DMF indicators cannot be verified because of data unavailability (e.g., household expenditures, 
and official subsidy data). The design should have considered that the overall objective is directly 
link with the program deliverables. This will allow the design to identify indicators that can be 
easily verified by available official data.  

B. Comments on Project Completion Report Quality 

45. Overall, the quality of the report is satisfactory, but with some deficiencies. The report 
follows the ADB Project Administration instructions 6.07a.18 The presentation of the completed 
policy actions in Appendix 2 and the status of compliance with loan covenants in Appendix 3 
were informative. While Appendix 1 presented the actual achievements vis-à-vis the envisioned 
outcome and outputs at appraisal, the discussion on the output achievements was not sufficient 
to fully support the PCR rating. There is a lack of evidence on how the delivered outputs 
contributed to the achievement of the envisioned outcome. The overall quality of the evidence 
and analysis was acceptable, but a more detailed analysis on how the outputs achieved the 
outcome targets would have provided a more compelling case on the program’s fiscal effects 
and achievements. The PCR presented a detailed discussion on the lessons and 
recommendations (program-related and general) that are useful and appropriate. 
 
C. Data Sources for Validation 
 
46. The sources for this validation were the report and recommendation to the President; 
PCR; Nauru Country Operations Business Plan, 2012–2014; loan review mission reports; TA 
completion reports; and progress report on tranche releases.  
 
D. Recommendation for Independent Evaluation Department Follow-Up 
 
47. IED will be undertaking a major evaluation in 2017 on the policy-based lending 
operations of ADB. The Nauru Public Financial Management Reform Program and other policy-
based programs of a similar nature supported by ADB in the Pacific region in recent years 
should be included as case studies under the 2017 evaluation.  

                                                
18

 ADB. 2009. Project Completion Report for Sovereign Operations. Project Administration Instructions. PAI 6.07a. 
Manila.  
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