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EXECUTIVE SUMMARY 
 
Development Context During the past two decades, the development of the tourism and 

fisheries sectors, favorable external conditions, large inflows of 
concessional external aid, and generally prudent economic 
management contributed to a steady rise in the Maldives gross 
domestic product (GDP) to 7% per annum. As a result, the 
Maldives has some of the best economic, social, and health 
indicators in South Asia. Average per capita income is around 
$2,600; the adult literacy rate is 98%; average life expectancy is 
73 years; infant mortality is 21 per 1,000 live births; and maternal 
mortality is 141 per 100,000. The Maldives’ Human Development 
Index, at 0.75, is the highest in South Asia. 
 
The tsunami of 26 December 2004 inflicted severe economic 
losses on the Maldives, destroying nearly two-thirds of the 
country’s capital stock. After the tsunami, the Asian Development 
Bank (ADB), World Bank, and United Nations System fielded a 
joint needs-assessment mission, and a damage assessment was 
completed in February 2005. That assessment estimated total 
damage to be about $470 million, or close to 62% of GDP. 
External assistance was quick to arrive, and, after initial start-up 
delays, the Maldives began to repair and replace the infrastructure 
and livelihoods devastated by the tsunami. 
 
Two decades of rapid growth has come at a cost. Those residing 
in Malé and on the surrounding islands have done extremely well, 
but many on the more remote atolls have been left behind. 
Income disparities have widened, and opportunities for trained 
youth, women, and those on the more remote atolls to participate 
in the growth process are extremely limited. A failure to address 
regional disparities runs the risk of the Maldives’ evolving into two 
distinct societies—a richer, well-resourced center in Malé and a 
disadvantaged hinterland on the outer atolls. 
 

Government 
Development Strategy 

Capacity gaps (weak institutions and human resource 
deficiencies) have now become binding constraints to achieving 
national goals and objectives, as the Seventh National 
Development Plan (NDP) focuses on (i) accelerating tsunami 
reconstruction, (ii) strengthening capacities and building 
institutions for economic and political reform, (iii) managing an 
increasingly complex middle-income economy, and (iv) 
addressing regional inequality and meeting the employment and 
participation needs of many young people entering the labor 
market. An urgent need exists to build institutions appropriate for 
a society that is becoming more democratic, is setting priorities for 
a development process that is more sustainable, and wishes the 
private sector to play a greater role in employment and in sectors 
where state enterprises and the Government now dominate. 
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Asian Development Bank 
(ADB) Development 
Strategy 

ADB’s strategy for the CPS period (2007–2011) is fully aligned 
with the goals and objectives of the Seventh NDP and has been 
closely aligned with those of development partners. ADB’s 
assistance is focused on those areas in which it has a strong, 
proven performance record in the Maldives and for which the 
Government clearly wants ADB’s assistance.  
 
A sequenced approach to providing ADB support has been 
defined. During Phase I, a holistic set of capacity-development 
interventions will be supported. For this purpose, technical 
assistance (TA) loans will be provided to strengthen economic 
and financial management in areas such as internal audit 
capacity, tax administration, developing a multiyear fiscal 
framework, debt management, and strengthening project-
management capacities. Capacity-development support will also 
be provided for structuring public-private partnerships (PPPs) in 
transport, power, and other areas, including improving the 
enabling environment for small and medium-sized enterprises 
(SMEs) in the private sector. This will include support for 
developing marketing links and business services; establishing a 
credit information bureau; easing financial constraints, including 
access to credit; and providing assistance for privatizing state-
owned enterprises. While ADB will be prepared to respond quickly 
should circumstances dictate, a series of readiness filters will be 
applied to assess the feasibility of resuming support for new 
investment projects. These filters include (i) a reduction in the 
Government’s ratio of external debt to GDP, to be used as 
evidence of progress made in fiscal consolidation and sound debt 
management; (ii) an increase in the ratio of disbursements to 
outstanding commitments of ADB assistance; and (iii) progress 
made in developing a medium-term fiscal framework to ensure 
that new public investment is prioritized and can be realistically 
financed without undermining macroeconomic stability. 
 
Once readiness is secured, ADB’s second phase of assistance 
will include strategic support for investments and sector reform in 
transport, power, and SME development. In each of these sectors, 
ADB’s support will combine investment support with measures to 
foster PPPs and develop the capacities of core sector agencies. 
Projects supported in these areas will be planned in a 
participatory manner. A concerted effort will be made to keep 
designs simple and manageable, and to ensure that adequate 
arrangements have been made to utilize and sustain project 
assets after projects are completed. Given the Maldives’ 
graduation to the status of middle-income country in December 
2004 (the effectiveness of which was postponed to January 2011 
due to the tsunami), ADB will also explore the possibilities of 
undertaking nonsovereign operations.  
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Priority Sectors and 
Themes 

Sectors 
Energy; Industry and Trade; Law, Economic Management, and 
Public Policy; Transport and Communications. 
 
Themes 
Capacity Development, Environmental Sustainability, Gender and 
Development, Good Governance, Inclusive Social Development, 
Private Sector Development. 
 
Priority sectors and themes are discussed in detail in Appendix 6. 
 

Financing Envelope $16.0 million in Asian Development Fund (ADF) loans for capacity 
development in Phase I (2007–2008), $18.0 million in ADF loans 
for projects in Phase II (2009–2011), and $3 million in grant 
assistance envisaged for capacity development and project 
preparation. 
 

Partnership 
Arrangements 

ADB will continue to cooperate closely with other development 
partners active in the Maldives through regular consultations and 
cofinancing where appropriate. 
 

Risks and Mitigating 
Actions 

Key risks include (i) the lack of a process to set priorities and 
sequence initiatives, (ii) political change occurring so rapidly and 
on so many fronts that it could temporarily disrupt Government 
business, (iii) institutional weaknesses that could constrain the 
effective utilization of external assistance, and (iv) the 
Government’s fiscal discipline possibly weakening. ADB will 
mitigate these risks by adopting a phased approach to providing 
its assistance; investing directly to help develop capacity in project 
management, priority setting, fiscal management, and good 
governance in Phase I of the new country partnership strategy; 
and focusing on assistance to implement reforms for which 
political commitments have already been secured. 

 
 
 



 

 

I. DEVELOPMENT CONTEXT: CURRENT TRENDS, ISSUES, AND CONSTRAINTS 

1. The Republic of Maldives is made up of 1,190 islands in 20 atolls spread over 900 
kilometers in the Indian Ocean. The country’s population of approximately 321,000 people lives 
on 197 of these islands, 70% of which are inhabited by fewer than 1,000 people. The Maldives 
has a young population with a median age of 21 and 33% of the population between 18 and 35 
years of age. During the past two decades, the development of the tourism and fisheries 
sectors, favorable external conditions, large inflows of concessional external aid, and 
commitment to free trade and foreign investment have contributed to steady rise in the gross 
domestic product (GDP) to 7% per annum. As a result, the Maldives has some of the best 
economic, social, and health indicators in South Asia: average per capita income is around 
$2,600; the adult literacy rate is 98%; average life expectancy is 73 years; infant mortality is 21 
per 1,000 live births; and maternal mortality is 141 per 100,000. The Maldives’ Human 
Development Index, at 0.75, is the highest in South Asia.  
 
A. Economic Growth and Poverty Reduction 

2. Rapid economic growth allowed the Maldives to successfully address the nation’s first-
generation development challenges—which were to provide basic services and boost living 
standards—but it also masked the need to address longstanding structural constraints to broad-
based, sustainable socioeconomic development. These include the country's narrow economic 
base, a government dominated economy, low rate of participation in the labor force, stark 
inequality, weak public institutions, and lax fiscal policy. As the country approaches middle-
income status, it can no longer afford to neglect these accumulated constraints. First and 
foremost, the role of government in the development process needs to change from driving the 
machinery of economic growth to facilitating private initiative in an accountable and transparent 
manner. Second, existing institutional capacities need to be strengthened and new institutional 
capacities created—with some urgency—if the Maldives is to reform the state, provide an 
increasingly sophisticated array of public services, and respond to the nation’s policy and 
economic management challenges in a responsible manner.  
 
3. The small domestic market, a high degree of openness to trade and investment flows, 
and heavy dependence on tourism and fisheries make the Maldives very dependent on global 
markets. In 2004, tourism accounted for 33% of GDP, 28% of domestic revenues, and more 
than 90% of balance of payments service receipts. The sector contracted in 2005 due to 
damage caused by the tsunami of 26 December 2004 and fewer tourist arrivals, but by March 
2007 it had regained its pre-tsunami status. Reduced tourist arrivals contributed to a current 
account deficit of 36% of GDP in 2005. Despite the recovery of tourism receipts in 2006, higher 
reconstruction-related and petroleum imports increased the current account deficit to 42% of 
GDP in that year. Nevertheless, foreign exchange reserves reached $232 million at end-2006, 
or about 2.4 months of import cover, as a result of tsunami-related foreign grants and increased 
foreign borrowing.1 The fisheries sector, representing 6% of GDP, is also a key industry in terms 
of employment and exports. Fisheries export growth is constrained, however, by a limited 
product range and volatile world market prices. The fisheries sector has also regained its pre-
tsunami growth trajectory.  
 
4. The Maldives’ vulnerability to external shocks was exposed by the 2004 tsunami, which 
destroyed nearly two-thirds of the country’s capital stock. After the tsunami, the Asian 

                                                 
1 The Supplementary Appendixes on Sources of Growth and Borrowing Capacity Assessment provides more detailed 

discussion of macroeconomic developments. 
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Development Bank (ADB), World Bank, and United Nations (UN) System fielded a joint needs-
assessment mission, and a damage assessment was completed in February 2005. That 
assessment estimated total damage to be about $470 million, or close to 62% of GDP. External 
assistance was quick to arrive, and, after initial start-up delays, the Maldives has begun to repair 
and replace the infrastructure and livelihoods devastated by the tsunami (Box 1). Two and half 
years after the tsunami, the Maldives has made considerable progress, but it continues to face 
significant challenges in recovery and reconstruction. Recovery has been slowed by overly 
ambitious design standards, funding shortages, and—even more importantly—difficulties related 
to capacity constraints arising from insufficient labor, coordination bottlenecks among 
participating agencies, and shortages of construction materials. In addition, because of the 
enormous need for labor and materials, the recovery process experienced a dramatic cost 
increase of nearly 100% between 2005 and 2007.2    
 

 
Box 1:  From Reconstruction to Recovery:  Maldives’ Rapid Response to the Tsunami 

 
The tsunami traveled at over 700 kilometers per hour and reached the Maldives at 09:20 on 26 December 2004. 
Waves of 1–3 meters were reported in all parts of the country. More than 1,300 people were injured, 83 confirmed 
dead, and another 25 missing and feared dead. Unlike other countries affected by the tsunami, the Maldives 
experienced a disaster of national proportions. Thirty-nine islands were significantly damaged, and 14 islands were 
completely destroyed and evacuated. About 100,000 people, fully a third of the population, were severely affected 
by the loss of homes, livelihoods, and infrastructure. Housing was one of the worst-affected sectors, with over 
5,800 houses damaged and more than 3,000 destroyed. More than 12,500 people were displaced from their 
islands, and another 8,500 were temporarily relocated on their own islands. On many islands, flooding wiped out 
electricity infrastructure and destroyed communication links. The water supply was disrupted on about 15% of 
islands, and 18% had major damage to such essential infrastructure as the jetties and harbors.   
 
The government response to the tsunami was swift and well coordinated. The day the tsunami hit, a ministerial 
committee and task force was set up and made operational at the National Disaster Management Centre. 
Communications were restored and relief supplies dispatched to 11 atolls within 24 hours. The immediate relief 
effort was coordinated by the Ministry of Defense, while the Ministry of Finance and Treasury coordinated donor 
assistance. The Asian Development Bank (ADB), World Bank and United Nations System conducted a joint needs 
assessment within 2 weeks of the disaster to assess the damage and identify assistance requirements. Based on 
the assessment, the Government developed its National Reconstruction and Recovery Plan, released in March 
2005 and outlining 95 projects across 14 sectors. 
 
ADB has played a significant role in post-tsunami reconstruction with the Tsunami Emergency Assistance Project, 
utilizing grant funds of $20 million and loan savings of $1.8 million. The project addressed infrastructure 
rehabilitation and livelihood restoration needs in the transport (harbor), power, sanitation, agriculture, and fisheries 
sectors. A specific subproject, the Restoration of Livelihoods of the Tsunami-Affected Farmers Project, provided $1 
million in tools, supplies, working capital, and training and extension services to 390 farm households on the 26 
worst-affected islands, plus training in community development and management on each island to enable a 
community-based organization to run the project. 
 
Two years after the tsunami, the Maldives is well on the way to recovery. Tourism and fisheries—the two main 
drivers of the economy—have recovered to pre-tsunami levels; community livelihoods are being revitalized; and 
the economy is rebounding. Among the many achievements, thousands of homes and many key harbors have 
been repaired or rebuilt. Safe drinking water has been provided to dozens of islands through the installation of 
desalination plants, and improved sewerage systems are being constructed on several islands. The United Nations 
Development Programme (UNDP) estimates, however, that the Maldives continues to face a funding gap of about 
$70 million for the reconstruction of shelters, harbors, livelihoods, and water and sanitation because of high fuel 
and construction costs.  
 
Source: UNDP. 2006. Tsunami Recovery in the Maldives: 2004–2006. Malé. 

 
5. Following the tsunami, economic performance has been highly volatile. In 2005, public 
expenditures turned sharply expansionary, causing the fiscal deficit to widen to 11% of GDP 
                                                 
2 Ministry of Foreign Affairs. 2007. Tsunami Recovery and Reconstruction: Building Back Better. Malé.  
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(compared with 1.6% of GDP in 2004) and the balance of payments current account deficit to 
widen to 36% of GDP (compared with 17% in 2004), while the economy contracted by 4.5%. 
The expansionary fiscal stance pushed the ratio of external debt to GDP to 57% in 2005. In 
2006, GDP growth increased by an estimated 19% with a strong rebound in tourism, post-
tsunami reconstruction, and new resort construction.  
 
6. In the medium term, construction of some 46 new resorts is anticipated to drive growth 
to about 4%–6% per annum. However, the Government’s current expansionary spending 
policies, if not adjusted, threaten to undermine the solid economic foundations established by 
the Government prior to the tsunami. The budget for 2007, which equals approximately 90% of 
GDP and envisions a deficit equal to 27% of GDP, is not sustainable. The country will be 
challenged to finance and effectively implement a $1 billion budget in 2007. If a more 
sustainable spending level is established, the process of right-sizing government could enrich 
the country’s development efforts and give fresh momentum to its medium-term goal of reaching 
upper-middle-income status.  
 
7. Income Poverty. Despite the tsunami and the 2005 economic downturn, there is 
practically no abject poverty or severe malnutrition in the Maldives. According to the 2004 
Vulnerability and Poverty Assessment,3 poverty declined significantly between 1997 and 2005 in 
all regions of the country. Table 1 presents headcount ratios for the Maldives, Malé, and the 
atolls for the years 1997, 2004, and 2005 for four different poverty lines. It shows that income 
poverty is declining rapidly both in Malé and on the atolls. Poverty lines of $1 and $2 per person 
per day (in purchasing power parity terms) are widely used for international comparisons. Using 
the international poverty lines, the poverty incidence in the Maldives was 4% at $1 and 7% at 
$2, by far the lowest proportions in the South Asia region.4   
 

Table 1: Headcount Ratios According to Various Poverty Lines in Malé and on Atolls 
(1997–2005) 

 
Poverty  Maldives (%) Malé (%) Atolls (%) 
Line 1997 2004 2005 1997 2004 2005 1997 2004 2005 

Rf7.5 21 12 6 10 10 — 25 13 8 
Rf10 26 17 8 12 11 — 31 20 11 
Rf15 40 28 16 18 15 7 50 34 20 
Rf21 55 41 26 27 20 13 64 50 32 

“—“ = data not available. 
Source: Country Poverty Assessment in Supplementary Appendix 1A. 
 
8. Income Inequality. Income disparities between Malé and the atolls are large and 
growing. The Gini coefficients5 for the Maldives were 0.42 in 1997 and 0.41 in 2004, which are 
notably higher (i.e., worse) than those of neighboring countries: Bangladesh, 0.32; India, 0.33; 
Pakistan, 0.33; and Sri Lanka, 0.34. During the period 1997–2004, there was a decline in 
inequality within Malé, the atolls, and all regions. However, the same period saw an increase in 
inequality between Malé and the atolls. 
 
9. The Maldives has been quite effective in translating two decades of rapid economic 
growth into improved social development indicators. It is on track to achieve five out of seven 
Millennium Development Goals (MDGs)6 by 2015. The country shows no evidence of hunger, 
                                                 
3  These findings are confirmed by ADB’s Country Poverty Assessment in Supplementary Appendix 1A. 
4  UNDP. 2007. Maldives: Tsunami Recovery in the Maldives 2004–2006. Malé. 
5  No other decomposition indexes (such as the Theil Index) exist for tracking aspects of inequality in the Maldives. 
6  Appendix 1 (Table A1.1) summarizes the overall progress towards achieving the MDGs. 
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and less than 4% of the population lives on less than $1 a day. Primary education is practically 
universal, and literacy rates are close to 100% for those between 15 and 24 years of age. Rates 
of child and maternal mortality are declining rapidly both in Malé and on the atolls. The 
incidence of HIV/AIDS is very low, and malaria has been eradicated.  
 
10. The Tsunami and Poverty. Although people’s incomes initially fell after the tsunami, 
they recovered very quickly, bringing a significant reduction in poverty. Between June 2004 and 
June 2005, the proportion of the island population with an income of less than Rf15 per day 
declined from over 30% to around 20%. Moreover, after the tsunami, people from the worst-
affected islands perceived that education and health facilities had actually improved. For the 
displaced population, this was because they had moved to islands with facilities that were 
already better or upgraded to meet the needs of the expanded population. Overall, in June 
2005, household incomes for the tsunami-affected population were about 7% higher than in 
September 2004.7 
 
11. Characteristics of the Poor. In 2005, the poverty incidence, as measured by all 
national poverty lines, was highest in the two northern regions, North and Central North, and 
lowest in Malé and the southern region.8 The poor live in larger households than others and are 
more likely to have a higher proportion of women and people in bad health or with little 
education. Households are far more likely to be poor if headed by women. The poorest 
households tend to be those in which fewer household members are employed and that do not 
receive remittances from family members working in resorts or in Malé. The probability of 
belonging to the poorest strata is high for those engaged in agriculture, fishing, and local 
manufacturing, and low for those working in tourism, trade and transport, or government.9 
 
B. Political Environment 

12. The Maldives has a presidential system of government wherein the President heads the 
executive branch and appoints the cabinet; he is nominated to a five-year term by a secret ballot 
of the Majlis (parliament) and confirmed by national referendum. The unicameral Majlis 
comprises 50 members serving five-year terms. Of these, eight are appointed by the President, 
while the rest are elected directly by universal suffrage.  
 
13. The Maldives is in the midst of political transition. The incumbent administration has 
been in power since 1978. During its 29-year rule, it has provided strong leadership, continuity, 
and stability. However, the development of representative institutions is only a few years old. In 
2003, the administration announced political reforms that resulted by 2005 in the formation of 
the four political parties, now registered, which include the ruling Raiyythunge Party and the 
Maldivian Democratic Party, the main opposition in the Majlis (Parliament). In June 2006, the 
Government announced a roadmap for political reform, key components of which are (i) 
strengthening the system of governance in the Maldives, (ii) promoting and strengthening the 
protection of human rights, (iii) enhancing the independence of the judiciary, (iv) developing a 
multiparty political system, (v) strengthening the civil service, (vi) modernizing the electoral 
system, (vii) enhancing the role of the media, and (viii) strengthening key institutions. Elections 
are scheduled for mid-2008. The results of a referendum to decide on the form of government, 
held on 18 August 2007, indicate broad public support for continuation of a presidential form of 

                                                 
7  UNDP. 2007. Maldives: Tsunami Recovery in the Maldives.  Malé. 

    8  Poverty rates rise from 3% on southern atolls to 14% on northern atolls. 
9  Country Poverty Assessment in Supplementary Appendix 1A. 
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government. Moreover, a new constitution is being drafted and scheduled for approval before 
the next elections.  
 
C. Development Management Issues 

14. Chronic Capacity Constraints. Weak institutions and human resource deficiencies are 
a major constraint across the entire spectrum of the development process. A dearth of skilled 
and experienced staff, and the fragmented structure of government, hinder all aspects of 
development management. Public sector institutions face capacity constraints in almost all 
areas, with pay in the civil service lagging far behind that of the private sector and adjusted only 
irregularly, and secondary employment widespread to augment incomes. The chronic shortage 
of skilled technical and managerial staff is accentuated by the fragmentation of the public 
service into 21 small ministries and a growing number of statutory authorities. Currently there 
are 12 presidential authorities, and establishing a further eight is proposed under the Seventh 
National Development Plan (NDP). While heavy reliance on expatriate labor has allowed the 
Maldives to register high growth rates, the downside of this is that existing institutions do not 
have adequate capabilities to (i) identify emerging constraints, (ii) develop appropriate policy 
responses, or (iii) implement policy decisions in a sustainable manner. While the Civil Service 
Act of 2007 establishes a framework for professionalizing the Government, it does not define a 
program for staffing, building skills, or developing competent and responsive public sector 
organizations. 
 
15. Underdeveloped Formal Accountability Mechanisms. Little if any separation of the 
state and the government exists. Traditionally, Parliament has acted more as an extension of 
the Government rather than as a body holding it to account. The year 2007 is the first in which 
the annual budget and annual reports of ministries are being reviewed by committees of 
Parliament. Neither the conventions that surround these processes nor the research-analysis 
capability to support them have yet been developed. Consequently, there is little pressure to 
hold ministries accountable for outcomes, outputs, or even inputs. Widespread government 
ownership of commercial businesses and lack of transparency regarding pricing and operations 
reduce accountability. Prevalent conflict of interest is another apparent cause of poor 
accountability. In many sectors, most notably tourism, policy is formulated by officials with 
substantial personal ownership stakes. Historically, none of the key elements of an effective 
anticorruption strategy—political accountability, civil society participation, a competitive private 
sector, institutional restraints on power, or high-quality public management—have existed in the 
Maldives.10 The Government has, however, signaled its intention to develop improved 
accountability backed by independent institutions. Important legislation has been passed to 
encourage greater accountability, such as the Public Finance Act and revisions to the Maldives 
Monetary Authority (MMA) Act, Auditor General Act, and commercial legal code. Consistent with 
the Seventh NDP and the Roadmap for the Reform Agenda, several important pieces of new 
legislation are under review by the Attorney General’s Office and the Parliament.  
 
16. Civil Society. About 500 nongovernment organization (NGOs) are registered in the 
Maldives, most of them sports clubs, alumni associations of various schools, voluntary 
developmental organizations, and religious and cultural groups. The NGO Act of 2003 increased 
the legitimacy of nongovernment organizations and facilitated their access to formal credit. The 
Maldives NGO Federation registered in June 2006 and is expected to provide the unified voice 
required to foster NGOs’ more effective participation in the Maldives’ development. 
  

                                                 
10  The Anticorruption Board was established only in 1993. 
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17. Public sector financial management has deteriorated in recent years. Domestic 
expenditures in the Maldives were comparable with that of similar island economies prior to the 
2004 tsunami, but they have reached historic highs in the years following the natural disaster. 
While some increase in spending for reconstruction was warranted, the continuous increase in 
public consumption outlays and the widening of the fiscal deficit have become worrying. If public 
expenditures are not kept in line with a realistic revenue envelope, financing the fiscal deficit will 
pose a major challenge for the country. Financing a growing deficit is increasingly difficult 
because the tax base is narrow; public debt has risen rapidly over the last decade, especially 
since January 2005; and the domestic financial market is shallow. With the exception of one 
telecommunications entity, state-owned enterprises (SOEs) make little contribution to the 
budget. Setting priorities for public expenditures remains opaque, and no policy framework 
exists for restructuring, corporatizing, or eventually privatizing the 21 large SOEs. Moreover, 
continued subsidies for water and power services in relatively affluent Malé, combined with the 
high cost of providing social services on far-flung atolls and islands, continue to drain budgetary 
resources. Sharp increases in public spending from 2004 to 2006, and the widening fiscal 
deficit, came less from the implementation of tsunami relief than from increases in public sector 
wages, public employment, debt servicing costs, and SOE subsidies. A holistic and sequenced 
approach to fiscal reforms—including a defined timeframe for boosting government revenues, 
rationalizing SOEs, introducing performance-based public sector wage-setting arrangements, 
and prioritizing government expenditures—is essential.  
 
D. Gender and Development 

18. Maldivian women are among the most emancipated in South Asia and the Islamic world. 
School enrollment rates for girls and boys are almost the same, both of them close to universal 
for primary school and at about 70% at junior-secondary levels. Women are employed in the 
government and in manufacturing, and they account for 70% of those active in agriculture. The 
Maldives ranks second in the South Asia region, after Sri Lanka, on the United Nations Gender-
related Development Index. Despite these commendable accomplishments, a major concern is 
that few women participate in the labor market. The female employment-participation rate has 
declined from 60% in 1978 to 21% in 199511—from one of the highest in the region to one of the 
lowest in the world.12 Low female participation in the labor force is primarily because men are 
often engaged in activities that require them to be away for long periods at a time, obliging 
women to stay home and tend to the immediate needs of the family. Although the female 
participation rate increased to 37% in 2005, it is still a major cause for concern. Women make 
up only 5% of the employees in the tourism sector, which accounts for about a quarter of GDP. 
In addition to a simple lack of gainful employment opportunities for women on the atolls, women 
face legal obstacles to their participation in development with respect to property rights, 
inheritance, and the provision of legal evidence. Challenges also exist in women’s participation 
in decision making, with women under-represented in local and national governments, 
especially in policy making positions.  
 

                                                 
11 The benefits of rapid economic development from the 1970s onwards have been captured largely by men. The 

mechanization of the fishing industry, and fishermen’ sale of fish directly to factory ships and centralized industries, 
replaces women’s traditional processing of the catch. In the tourism industry, men provide the partnerships with 
foreign investors and have gained employment in the many new resorts.  

12 ADB. 2002. Poverty Reduction in the Maldives. Manila. 
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E. Private Sector 

19. Although the Maldives has one of the most liberal trade, labor, and investment regimes 
in South Asia,13 the Government plays a large role in the economy, indirectly limiting scope for 
private participation. Government ownership, whether full or partial, is still widespread in every 
sector of the economy except tourism. In 2005, the country’s 21 SOEs accounted for 36% of 
GDP, compared to 8% in member nations of the Organization for Economic Co-operation and 
Development. SOEs employ one-third of the workforce, making them the largest group of 
employers. In addition, civil service employment has increased fivefold in 20 years. Still other 
factors limit the private sector’s contribution to national development. Access to capital is 
constrained for three reasons: (i) the financial system in the Maldives is still shallow, (ii) the land 
regime does not permit readily transferable title for use as collateral, and (iii) information on 
creditor history is lacking. Access to markets is difficult on many of the atolls, resulting in high 
costs for inputs and very high transport costs. The legal framework is still rudimentary, with no 
adequate system of insolvency and bankruptcy, so winding up a business is expensive and 
prolonged. Another serious constraint is a shortage of skills. While access to primary education 
is essentially universal, secondary education coverage is far lower, and vocational and skills 
training is underdeveloped. A mismatch between what the education sector produces and what 
the labor market demands results in low rates of participation in the labor force (70% for men 
and 37% for women in 2005), high youth unemployment (22% for men and 41% for women in 
2005) and heavy reliance on migrant labor from overseas (around 45% of the workforce in the 
2006 Maldives population and housing census were expatriate).  
 
F. Environment  

20. Global warming and the associated sea level rise threaten the fragile ecosystems of the 
Maldives, where 80% of islands are less than 1 meter above mean sea level. Adapting to the 
likely consequences of climate change is a key challenge and development imperative for the 
Maldives. Moreover, two decades of rapid economic growth have incurred major environmental 
costs, including the depletion and pollution of groundwater resources, environmental decline 
caused by the inappropriate disposal of sewage and solid waste, and erosion of the coastline 
from excessive coral reef mining. Areas that continue to need attention include coastal zone 
management, biological diversity conservation, integrated reef resource management, solid 
waste and sewage management, pollution control and hazardous wastes management, and 
sustainable tourism development. The tsunami experience has underscored the urgent need for 
improved early warning and disaster-management capacity, particularly on the more remote and 
vulnerable atolls. Strategies and programs for climate adaptation need to be incorporated in the 
Government’s master plan for disaster preparedness and mitigation.   
 

II. THE GOVERNMENT’S DEVELOPMENT STRATEGY 

A. Development Goals and Strategy 
 
21. The Seventh NDP, which is the country’s National Poverty Reduction Strategy, is a 
medium-term plan with a timeframe of five years covering 2007–2011. The overriding objective 
of the Seventh NDP is to eliminate poverty and stark disparities between Malé and the outer 
atolls and so enhance the living standards of all Maldivians. It provides a platform for launching 
                                                 
13 During the past two decades, the Government has steadily improved the enabling environment for the private 

sector. For example, to reduce licensing costs, the Government’s foreign investment initiative of April 2007 
announced that investors in positive-list sectors would receive licenses to operate within 30 days.   
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the policy framework for the realization of the long-term goals of Vision 2020 (Box 2), the MDGs 
and the Government’s political reform agenda. To achieve its objectives, the Seventh NDP 
emphasizes eleven goals and has a series of performance targets for each that are to be 
achieved by 2011.  
 

 
Box 2: Vision 2020 

 
Vision 2020 calls for the following developments by 2020: 

• The Maldives should become one of the top-ranking middle-income nations. 
• The Maldives will continue to enjoy justice, equality, the rule of law, and peace and security under 

stable, democratic governance. 
• The Maldives will become a more urbanized and equitable society with equal employment opportunities 

for all. 
• The Maldives will have a more diversified economy with export-oriented trade in services and industrial 

development and will become a hub of regional free trade. 
• Gender equality will be achieved. 
• Good healthcare and 10 years of formal schooling will be available to all. 
• Protective measures will be taken to combat global threats to the environment. 

 
Source:  Vision 2020 was outlined by the President in his Independence Day address on 26 July 1999. 

 
22. The Seventh NDP envisions a sustainable development path anchored on four strategic 
clusters: (i) economic growth by diversifying the economic base and providing the enabling 
environment for private sector development and minimizing currently high unemployment; (ii) 
improved infrastructure development and environmental management by addressing issues of 
land and sea transportation, land-use planning, water resource management, regional 
development, and population and development consolidation on safer islands; (iii) improved 
social development by addressing issues of secondary and tertiary education, health, housing, 
gender, child protection, and family services; and (iv) good governance comprising the rule of 
law and access to justice, promoting democratization and political rights, enhancing 
transparency and accountability, and improving the efficiency of public administration.  
 
23. The Seventh NDP notes that population and development consolidation is essential 
because it is increasingly difficult to justify the high costs of providing and maintaining 
infrastructure and services for a highly dispersed population, and because the current 
distribution of population is not consistent with the promotion of development that is 
economically, socially, and environmentally sustainable.14 In 2002, the Government initiated a 
program providing incentives for voluntary migration to larger islands, with the long-term 
objective of reducing the number of inhabited islands and so achieving, by the sharing of 
facilities, economies of scale in the provision of services, reductions in the unit costs of services 
(particularly transport), and reduced isolation. The program is linked to the concept of safe 

                                                 
14 The current population consolidation policy is that any relocation should be voluntary and facilitated only when the 

whole community formally lodges a request to move. Another prerequisite is explicit agreement and cooperation 
between the relocating community and the potential host community. Each relocating family receives a new house 
(costing $42,500 in 2007) in exchange for their own house (if occupied) plus Rf50,000 ($3,891) as relocation 
compensation. The first island relocation took place in January 2005. Since then, three more island communities 
have been relocated. Five islands are now partly relocated, four communities are on their original islands awaiting 
housing construction elsewhere, and five more are anticipating relocation. Ministry of Planning and National 
Development. 2007. Population and Development Consolidation. Malé. 
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islands and the development of measures to mitigate ecological disasters and enable 
communities to sustain social and economic development in times of emergency and disaster.15 
 
24. The Seventh NDP will continue to support regional development through a framework 
that was initially implemented during the Sixth NDP, whereby the Government established two 
development regions, Northern and Southern. During the Seventh NDP period, the Government 
will establish three new development regions with emphasis on (i) land-use planning; (ii) 
economic development and poverty alleviation; (iii) infrastructure development; (iv) improving 
access and transport linkages; (v) water resource management; (vi) improving sanitation 
facilities; and (vii) solid waste management. 
 
25. Public investment is to remain high, both to sustain rapid growth and to accelerate the 
development of human resource and institutional capacity. A key strategic thrust of the Seventh 
NDP is to (i) target specific investments at both national and island levels to build capacity in 
public management, human resources, and infrastructure (hospitals, health centers, schools, 
harbors, etc); (ii) create a critical mass of doctors, teachers, community health workers, and 
social workers; and (iii) modernize and mainstream the information and communications 
technology (ICT) system in the country through training, technology transfer, and strategic 
public and private sector investment. A massive build-up of human resource capacity is thus a 
key strategic objective of the Seventh NDP. 
 
26. With respect to fostering greater private sector participation, the Seventh NDP envisages 
government and the private sector working as partners to (i) formalize the economy; (ii) improve 
corporate governance and transparency; (iii) promote responsible business practices; (iv) 
maximize the potential of public-private partnerships, with a view to increasing private 
investment in the national economy and to providing opportunities for small and medium-sized  
enterprises (SMEs) and small-scale entrepreneurs to participate in a more competitive 
environment; and (v) develop linkages within the domestic and international private sectors to 
share knowledge, expertise, resources, and technology. 
 
27. Strengthening good governance is a key thrust of the Seventh NDP. Enhancing trust and 
maintaining public confidence in the national leadership, the integrity of public policies, and the 
processes of government is a key principle of the Seventh NDP. Areas of focus include 
promoting the rule of law and access to justice, democratization and political rights, and human 
rights; enhancing transparency, accountability, and efficiency in public administration; and 
strengthening the Maldives’ participation and role in international relations.  
 
B. Resource Mobilization and Investment 

28. On a per capita basis, the Maldives is one of the highest aid recipients in the Asia-
Pacific, with grants and net lending inflows averaging close to $260 per capita during 2000–
2005. Aid inflows substantially increased following the tsunami, with the bulk of the growth in the 
form of reconstruction grants.  
 
29. Between 2000 and 2004, public investment averaged just more than Rf1.0 billon per 
year (12% of GDP), of which 81% was financed from domestic sources. Prior to the tsunami, 
grant inflows had been steadily decreasing in importance as financing sources. In 2000 and 
                                                 
15 A “safe island” is one with good coastal protection, elevated pubic buildings for vertical evacuation, emergency 

supplies, an appropriate harbor, and reliable communications systems. These islands should also serve their 
neighboring islands in the event of a disaster.  
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2001, grant inflows averaged 2.6% of GDP, before declining to just 0.7% of GDP in 2004. In 
2005, grant inflows rose sharply to 9% of GDP, with large inflows of tsunami relief and 
reconstruction support.  
 
30. Foreign grants (excluding tsunami assistance) averaged Rf132.6 million (4.1% of 
domestic revenues) per annum during the first half of this decade and are estimated at Rf105 
million (2.2% of domestic revenues) in 2006. Bilateral grants accounted for 78%, and 
multilaterals for 22%, of the above average. Japan and the United Nations Development 
Programme (UNDP) have been the leading providers of bilateral and multilateral non-tsunami 
grant assistance, respectively, in the current decade. Tsunami assistance totaled Rf793 million 
in 2005 (20.9% of domestic revenues) and is estimated at Rf1.620 million in 2006 (31.3% of 
domestic revenues), which represents an increase of 104% over 2004 grant levels.  
 
31. Foreign official loans averaged Rf457.5 million ($35.7 million, or 15% of domestic 
revenues) per annum during the first half of this decade, with the 2006 level estimated at 
Rf1,408.5 million ($110.0 million, or 26% of domestic revenues), representing an increase of 
208%. Multilateral financiers have accounted for the vast bulk (87%) of official loans between 
2000 and 2005. Due to tsunami reconstruction requirements, multilateral lending increased by 
212% from Rf390.1 million ($30.5 million) in 2005 to Rf1,220.9 million ($95.4 million) in 2006.  
 
32. The share of development grants in capital expenditure rose from the pre-tsunami level 
of 7.5% in 2004 to 73% in 2005.16 The corresponding ratios for foreign loans were 41% in 2004 
and 21% in 2005. Thus, 48.5% of capital expenditure was financed by foreign assistance in 
2004, and 94% in 2005. Once reconstruction efforts have been completed by 2008 or 2009, 
foreign assistance will drop to much lower levels. After 2010, the bulk of the foreign financing 
will be in the form of commercial loans. The generous foreign aid the country currently enjoys 
should therefore be viewed as a temporary phenomenon, with a limited lifespan of 3–4 years.  
 
33. In the past, as grant inflows declined in importance, the Maldives increasingly relied on 
borrowing from multilateral and private sources to finance its public investment program. 
External debt stood at $429.1 million (57.2% of GDP) in 2005, as against $289.5 million (41.8% 
of GDP) in 2003. Between 2000 and 2006, the ratio of external debt to GDP increased from 
33% to 65%. Debt service as a percentage of exports of good and services rose from 4.0% in 
2003 to 10.1% in 2005. Given the already high levels of public debt, the widening fiscal deficit, 
heavy dependence on external assistance, and an anticipated hardening of aid terms, the once 
manageable public debt burden is now becoming increasingly onerous.  
 
C. Role of External Assistance 

34. Tsunami relief marks an exceptional period in which the international community has 
mobilized substantial grant resources to finance a major relief and reconstruction effort. The 
vast majority of this is being provided to support livelihoods and reconstruct housing and other 
community assets destroyed by the tsunami, but some is also being provided to build ports, 
jetties, power stations, water supply facilities, and communications towers that are better and 
more environmentally secure than the infrastructure that was destroyed.  
 
35. The Maldives receives small amounts of bilateral grant assistance for specific 
development projects from a number of bilateral and multilateral sources, including, among 
others, several UN agencies and Canada, China, India, Japan, Netherlands, Qatar, United 

                                                 
16  Grants accounted for 0.7% of GDP in 2004, 8.6% of GDP in 2005, and 18.1% of GDP in 2006. 
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Kingdom, Saudi Arabia, Thailand, and European Community. Multilateral financing, which was 
of growing importance prior to the tsunami reconstruction years, is provided by ADB, Islamic 
Development Bank (IsDB), Netherlands/Internationale Nederlanden Group (ING) Bank, Kuwait 
Fund, OPEC Fund for International Development, Saudi Fund, and World Bank.  
 
36. Between 2000 and 2005, the largest bilateral lender was the Kuwait Fund, with a total 
debt (outstanding and disbursed) of Rf271.2 million ($21.2 million). Among the multilaterals, the 
largest was ADB, with total lending of Rf346.8 million ($27.1 million), followed by the 
International Development Agency with Rf255 million ($19.9 million) and IsDB with Rf250.1 
million ($19.5 million). In 2006, the largest lenders are ADB (Rf189.6 million), European 
Investment Bank (Rf186.2 million), Kuwait Fund (Rf164.8 million), and Bank of Ceylon (Rf163.7 
million).  
 
37. Of the Government’s planned capital investment program of 14–15% of GDP during the 
Seventh NDP period, less than a third is likely to be financed from external sources, given a 
declining pre-tsunami trend in grant assistance from traditional development partners. Public 
investment levels could, however, be financed far more effectively—i.e. without recourse to 
excessive domestic borrowing—if recurrent expenditures were curbed and efforts were made to 
widen the tax base and improve tax administration.   
 
D. Asian Development Bank’s Assessment of the Government’s Development 

Strategy 

38. The Seventh NDP acknowledges, and ADB concurs, that its primary challenge lies in 
financing and implementing the large number of proposed policy interventions. Although 
capacity constraints have frustrated the implementation of the Sixth NDP, the Seventh NDP 
includes a vast array of new policy interventions that should be implemented simultaneously 
and emphasizes the need to reach out to 197 island communities. Given that existing 
institutions face a dearth of capacity, the many newly created institutions and initiatives, 
although necessary, will be unable to deliver results if they do not have the requisite human 
resources to carry out their mandated tasks. Moreover, creating so many new institutions will 
require an increase in recurrent outlays, which are already high and require rationalization to 
finance priority public investment requirements. The Seventh NDP has not been fully costed, 
priorities need to be sharpened, and, most importantly, the country simply does not have the 
institutional capacity to effectively implement so many initiatives all at once. An urgent need 
therefore exists to move aggressively to build the institutional capacities required to identify 
those priority measures that can be implemented in the near to medium term, and to begin the 
long overdue process of reforming and professionalizing the Government. The Government’s 
framework for monitoring and evaluating the Seventh NDP is a good one, providing valuable 
opportunities during the annual budget process and the Seventh NDP midterm review to adjust 
strategies and sharpen priorities.  

 
39. Reducing inequality of opportunity is, quite appropriately, the key objective of the 
Seventh NDP. This implies according priority to those on the more remote atolls while defining 
the pace and extent of the population consolidation program. There appears, however, to be a 
large gap between the vast number of desired Seventh NDP poverty reduction interventions and 
the much smaller number that could be financed with a reasonable budget. Meanwhile, the 
costs of delivering public services is rising rapidly, as the development agenda extends well 
beyond delivering basic services, and as island communities demand ever more expensive 
infrastructure and services. In addition, the strategy of “building back better” after the tsunami 
has substantially boosted the cost of delivering basic infrastructure and public services. Public 
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debt is breaching sustainable levels, and restoring it to sustainable level would require a 
substantial improvement in tax collection, rapid economic growth, and expenditure restraint. 
With aid terms hardening, the Government may be tempted to resort to costly domestic 
borrowing to finance the ambitious Seventh NDP investment program, crowding out private 
initiative and threatening long-term fiscal stability. ADB and the Government recognize the need 
to strengthen the link between planning and public expenditure management, and to do this in a 
way that ensures macroeconomic stability and enhances investor confidence. The preparation 
of a medium-term fiscal framework will support the implementation of the Seventh NDP by 
ensuring that public investment is prioritized and consistent with financial stability and with the 
country’s capacity to absorb new public investment. This will also facilitate prioritized monitoring 
and evaluation of the Seventh NDP.  
 

III. ASIAN DEVELOPMENT BANK’S DEVELOPMENT EXPERIENCE 

A. Development Impact of Past Assistance  

40. Since 1981, ADB has provided 17 loan projects with a total approved amount of $101.3 
million.17 In terms of value, transport and communication was the largest sector, accounting for 
31% of total lending, followed by energy at 30%; education and multisector at 12% each; law, 
economic management, and public policy at 5%; water supply, sanitation, and solid waste 
management at 6%; and finance at 4.4%. As of 30 June 2007, eight loans were active, with a 
total net loan amount of $52.8 million, comprising two projects in transport and communications 
amounting to $16.6 million (31%), two projects in education amounting to $12.4 million (24%), 
two multisector projects amounting to $8.4 million (16%), one project in energy amounting to 
$9.5 million (18%), and one project in water supply, sanitation & waste management amounting 
to $5.9 million (11%). 
 
41. As of 30 June 2007, ADB had approved 56 technical assistance (TA) projects for the 
Maldives, of which 16 were project preparatory and 40 advisory (institutional strengthening and 
capacity development), with a total amount of $19.5 million. In terms of TA amount, assistance 
is greatest, at 50.1%, in law, economic management, and public policy with 6 projects, followed 
by industry and trade at 16.2%; transport and communications at 13.5%; water supply, 
sanitation, and waste management at 10.8%; and agriculture and education, each with one 
project, at 9.4%. As of 30 June 2007, there were eight TA projects in the active portfolio with a 
total amount of $3.1 million. Of these, two are project preparatory and six are advisory. 
 
42. ADB projects in the Maldives have generally met their development objectives. As of 30 
June 2007, of the seven closed loans for which completion reports have been prepared, three 
projects were rated as generally successful, three projects were rated successful, and only 
one18 was rated unsuccessful. For the 45 closed TA projects, a total of 18 TA completion reports 
were prepared, of which three were partly successful and the remaining 15 were all ranked as 
generally successful. ADB’s Operations Evaluation Department (OED) post-evaluated two 
projects in the Maldives from 1999 to 2006 which were both rated as successful (Table A1.9). 
 
43. ADB assistance has made important contributions to development progress in the 
Maldives. Assistance for economic infrastructure has helped to improve connectivity; access to 
                                                 
17 ADB. 2002. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

Republic of Maldives for Strengthening Public Accounting Systems Project. Manila. (Loan 1915, for $5 million, 
approved on 27 September 2002).  It did not become effective and was cancelled in October 2005.  

18 ADB. 1981. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 
Republic of Maldives for the Interisland Transport Project. Manila. 



13 

 

power, clean water, and sanitation; and modern telecommunications, thereby underpinning the 
development of modern enterprises, both in Malé and on the atolls. Support to the education 
sector has helped build human capital, while assistance provided to the banking system has 
helped improve the enterprise-enabling environment. Support for capacity development in core 
public services and the key sectors, while facing daunting skill shortages, has made progress, 
particularly in terms of improved planning and regulation in the areas of economic infrastructure, 
public investment, and education. Despite these advances, significant capacity constraints 
continue to hinder, across the board, effective management of the development process.   
 
44. A country strategy and program completion report (CSPCR)19 was undertaken to take 
stock of lessons from the period covered by the 1995 country operational strategy 1995–2000;20 
the country strategy and program 2000–2002 (CSP)21 and its subsequent updates. It finds that 
ADB assistance has become increasingly aligned to the national development plan’s policies 
and strategies. Project implementation, however, has been difficult due to limited absorption 
capacity and human resource capacity constraints. These have been exacerbated by weak 
internal coordination mechanisms among agencies of the Government, frequent changes in the 
structure and mandates of ministries, a legislative backlog in the Attorney General’s office, and 
weaknesses in the oversight capacities of the Ministry of Finance and Treasury (MOFT)—the 
Executing Agency (EA) of all ADB-assisted operations in the Maldives. All projects 
acknowledged the risk of skills shortage at the preparatory phase. However, measures 
undertaken to address this risk were insufficient to prevent delays in project implementation. In 
addition, project-specific risks not identified in the design have occurred in a number of ongoing 
projects. The CSPCR identifies a need to improve the capacity of Government to implement 
projects. It also points to the need to develop programs that are more amenable to timely 
implementation by (i) improving ownership of the lending and nonlending program and aligning 
it to an agreed strategic focus; (ii) improving project design by incorporating lessons identified 
from past implementation; and (iii) being selective in strategies and focusing future assistance 
on those areas where sufficient implementation capacity exists.    
 
45. ADB’s independent OED has validated the CSPCR and drawn a series of lessons 
regarding ADB assistance to the Maldives. It finds that there was a mismatch between the 1995 
country strategy and program delivery, while the degree of alignment of the 2002 CSP was 
significantly stronger. At the country level, the CSPs contributions to the Maldives’ development 
results, especially in terms of guiding the Government in developing its development plans and 
setting development paths, was found to be particularly useful. OED concluded that sector 
outcomes were effectively achieved in transport and energy, which accounted for about half of 
total ADB lending during the review period. However, inefficiencies were found in most of the 
ongoing projects and programs, mainly from implementation delays. OED recommends that (i) 
the assistance program to the Maldives be consolidated before additional lending is considered; 
(ii)  a more integrated and holistic cross-sectoral approach be adopted; (iii) ADB assess 
weaknesses in institutional capacity, strengthen human resource management systems, and 
consider the provision of TA loans to strengthen such deficiencies and build capacity; and (iv) 
ADB provide regular training of government agency staff on ADB procedures and portfolio 
management. Given weak implementation performance, OED suggested that the Government 
needed to establish a strong project management unit to manage ADB assistance programs. 22  
 

                                                 
19 Appendix 5. 
20 ADB. 1995. Country Operational Strategy Study. Manila.  
21 ADB. 2002. Country Strategy and Program (2002–2004). Manila. 
22 Appendix 4, Table A4.1. 
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B. Portfolio Performance and Status 

46. The Government’s capacity to absorb external assistance is limited. As a result, 
utilization of committed assistance is quite low and external assistance for tsunami rehabilitation 
placed further strains on the existing limited absorptive capacity. In the case of ADB, slow 
project implementation has meant that, in value terms, close to half of the cumulative 
contractual amount remained outstanding as of 30 June 2007 (Table 2). 
 

Table 2: Ongoing Operations 
(as of 30 June 2007, $ million) 

 

Project Title 
Net 

Loan 
Contract 
Awards Disbursed Undisbursed Uncommitteda 

  Amount [a] [b] [a – b]   
Postsecondary Education 
Development 6.50 6.30 5.80 0.50 0.06 
Regional Development  6.60 6.40 6.60         (0.20)           (0.04) 
Information Technology Development 11.20 9.50 3.40 6.10 1.76 
Outer Island Electrification (Sector) 9.50 8.70 3.70 5.00 0.75 
Employment Skills  6.00 1.30 0.90 0.40 4.73 
Tsunami Emergency Assistance  1.80 1.80 1.80 0.00 0.00 
Tsunami Emergency Assistance 
(Grant) 20.00 17.70 7.87 9.83 2.30 
Regional Development of 
Environmental Infrastructure and 
Management 5.90 1.40 0.60 0.80 4.52 
Domestic Maritime Transport 5.40 0.00 0.00 5.40 5.40 
Maldives Finance Leasing Company 4.50 0.00 0.00 4.50 4.50 

Total 77.40 53.10 30.67 32.33 23.97 
a  Figures may not add up to net loan amount as it excludes such items as interest and service charges (categories 

not included in contract awards). 
Source: Asian Development Bank estimates. 
 
47. The overall portfolio continues to show significant implementation delays and 
unsatisfactory performance with respect to contract awards and disbursements. In addition, 
there are issues related to the lack of qualified counterpart staff, inadequate compliance with 
loan covenants, restructuring of some implementation agencies (IAs), and delays in submitting 
audited financial statements. The contract award ratio, disbursement ratio, and imprest account 
utilization as measured by the turnover ratio compare unfavorably with ADB-wide averages.23 
Post-evaluation reports show similar findings.  
   
48. Capacity constraints and the inadequate qualifications of project management unit 
(PMU) and project implementation unit staff significantly undermine the timely implementation of 
the ADB-assisted operations in the Maldives. IA staff, among others, are not well versed in 
managing contractor performance, inadvertently contributing to project implementation delays. 
The high turnover of staff at the EA and IAs also contributes to delays in project implementation 
and adversely affects the transfer and retention of knowledge generated by advisory TAs. 
 

                                                 
23 In 2006, disbursements totaled $4.93 million, bringing cumulative disbursements to $62.18 million. The 

disbursement ratio was 16.8%, significantly lower than the ADB-wide average of 23.4%. 
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C. Conclusions and Lessons for the Country Partnership Strategy  

49. Over a period of nearly two decades, ADB assistance has made important contributions 
to economic development and poverty reduction in the Maldives. Increasingly, though, 
implementation capacity constraints hamper ADB’s ability to contribute to development results 
in a timely manner. The tsunami and the ensuing relief effort, while handled courageously, have 
placed a heavy burden on an already overstretched and fragmented civil service and the 
nascent domestic construction industry. Although the economy is recovering, the large backlog 
of unfinished development projects and reconstruction initiatives, and the large buildup of public 
debt especially in the last few years, requires that ADB support for new public investments be 
phased in gradually and judiciously. 
 
50. Aid could be used far more effectively in the Maldives if institutional capacity constraints 
were holistically addressed. While political stability and reliance on expatriate labor have 
contributed to rapid tourism-sector driven growth, it has also left the Maldives with an economy 
that generates a high degree of inequality, has a narrow and vulnerable growth base, and uses 
a top down system of decision-making that makes it difficult to set priorities, devise suitable 
policies, and implement decisions in a responsive and accountable manner. The authorities are 
well aware of this, and the Seventh NDP and the Roadmap for the Reform Agenda, signal 
fundamental changes to the way in which the Maldives is governed and in which opportunities 
are shared between Malé and the atolls. Broadening the focus of economic growth, ensuring a 
more equitable distribution of opportunities and employment, democratizing the political system, 
decentralizing authority, ensuring a greater role for the private sector, reforming the role of 
government, and professionalizing the civil service are major challenges that will require a 
paradigm shift in how the development process in the Maldives is managed. The Government 
has indicated to ADB its willingness to sequentially address these issues, starting first with 
developing capacities to address existing and emerging development challenges. 
 
51. ADB cannot work in all sectors and areas of the Maldives and expect to perform well, 
especially when faced with a wide-ranging reconstruction agenda, institutional capacity 
constraints, and demands for fundamental governance reform. First, priority needs to be 
accorded to ensuring that the ongoing portfolio is implemented well. Simultaneously, support is 
needed to build institutional capacity to set sustainable and inclusive economic policies, improve 
the planning and execution of public expenditures, and boost the transparency, accountability, 
and professionalism of the public service. The development agenda is demanding, and if ADB is 
to make a meaningful contribution, it must be in areas where (i) the Government is clearly 
demanding reform, (ii) ADB has core competence, and (iii) effective partnerships and synergies 
can be forged with other development assistance partners. Consideration should be given to 
resuming lending in key sectors once the reconstruction process nears completion, ADB’s 
ongoing assistance portfolio matures, and institutional capacity is built for using aid resources in 
a prioritized, efficient and effective manner. While it is recognized that institutional capacities 
cannot be fully developed quickly, it is however suggested, and agreed by the Government, that 
there be a pause in lending for new investments of at least 2 years. During this time, only 
capacity development and analytical work will be supported by ADB. Thereafter, lending to key 
sectors should be concentrated in a few sectors that are vital to the success of the Seventh 
NDP and reflect areas in which ADB has a strong track record and can provide long-term 
multilateral finance to augment productive assets while contributing to improved public policies 
and institutional capacities. 
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IV. ASIAN DEVELOPMENT BANK’S STRATEGY 

A. Summary of Key Development Challenges 

52. Small Island Economy. The Maldives faces many of the constraints typical to small 
island economies.24 These include remoteness, vulnerability to external shocks, a narrow 
economic base, restricted comparative advantages, small labor markets, a high degree of 
openness to international trade, and capacity constraints in both the public and the private 
sector. The Maldives also has a number of advantages, including a strong track record in 
tourism and fisheries, a relatively open labor market, political stability, and, until recently, 
generally prudent economic management, even though some longstanding structural issues 
remained unaddressed. Effective management of the economy will require building on past 
strengths, addressing longstanding structural issues, and tapping emerging opportunities while 
rising to meet the existing and emerging challenges and threats to progress (Box 3).  
 
53. Institutions in Transition. The Maldives is currently passing through a period of 
multidimensional transition. First is the transition from tsunami relief and recovery to 
rehabilitation. Second is a transition to a multiparty democracy and the first direct election of the 
President. Third is the transition from less-developed to middle-income country status. Fourth is 
a demographic transition characterized by falling population growth rates and a surge in the 
number of young people entering the labor market in the decade to come. The convergence and 
congruence of this multidimensional transition has severely stretched the existing thin 
institutional capacity of the Government to formulate appropriate policy responses to the 
increasingly challenging task of managing the economy. The transition has severely tested, and 
found wanting, the domestic contracting industry, where financial and technical capacities are 
stretched by the sheer volume of activity. It has brought to the fore perhaps the most 
fundamental challenge facing the Maldives: strengthening weak institutions and inadequate 
governance architecture. It points to the need to try to build institutions that can (i) respond to a 
society that is becoming more democratic, (ii) reengage in setting priorities and delivering more 
sustainable development, and (iii) nurture the private sector to play a greater role in employment 
and in sectors where state enterprises and the Government now dominate.  
 
54. Diversifying Sources of Growth. While options are limited, continuing to rely heavily 
on tourism and fisheries to drive the economy has certain risks. The first order development 
challenge is to diversify the growth sectors. To do this, the country needs to move up the value 
chain in both tourism and fisheries and so ensure that these two sectors remain globally 
competitive. The second order development challenge is to widen the economic base by 
creating greater scope for micro-enterprises and SMEs, and for private sector provision of 
infrastructure and other economic services. Ideally, these two processes should occur 
simultaneously so that the economy can eventually enter a more complex, multidimensional 
growth trajectory, with traditional and new areas of private sector development evolving in a web 
of spatially interconnected growth nodes that mutually reinforce and strengthen one another 
through sustained productivity growth.  
 
 
 
 
 
 
 

                                                 
24 World Bank. 2000. Small States Meeting Challenges in the Global Economy, Report of the Commonwealth 

Secretariat/World Bank Joint Taskforce on Small Economies. Washington, DC. 
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Box 3: Summary Analysis of Strengths, Weaknesses, Opportunities, and Threats 

 
1. Development strengths are 

• a vibrant and resilient private sector tourism industry, which, though limited to the sun-and-sand 
variety, is well known and well established; 

• a pristine environment (with the exception of Malé) and a rich endowment of marine products, 
especially yellow fin and skip-jack tuna; 

• universal primary education, nearly universal secondary education, and good English language 
skills;  

• generally prudent economic management up to end-2004; and 
• extremely low poverty incidence, good progress on the Millennium Development Goals, and a 

generally stable political environment.  
 

2. Development weaknesses are 
• an institutional deficit, with weak institutions across the entire spectrum of managing the 

development process and low absorptive capacity of external assistance; 
• a governance deficit primarily because of conflict of interest, a lack of independent institutions and 

opaque decision-making process; 
• a narrow economic base with an inelastic taxation system, large public sector, and misdirected 

economic subsidies;  
• large inequalities and inequities between Malé and the atolls, as well as a weak and inadequate 

local governance structure; and 
• the lack of tertiary education facilities, persistence of certain forms of gender bias, high youth 

unemployment, and heavy reliance on expatriate labor. 
 
3. Development opportunities are 

• strengthening institutions, governance, and economic management; 
• diversifying tourism beyond the sun-and-sand variety;  
• boosting private sector development and attracting more foreign direct investment; 
• greater integration with regional cooperation initiatives; and 
• further development and expansion of information and communications technology for e-

government and capturing a share of the back office outsourcing market. 
 
4. Development threats are 

• a rising sea level from global warming; 
• a lack of fiscal consolidation, continued reliance on a narrow revenue base, and inadequate 

ownership of the population and development consolidation program; 
• exacerbation of social tension from large social and economic inequities between Malé and outer 

atolls; 
• an increase in political tensions if the transition to multiparty democracy is perceived to be opaque 

or if freedom of assembly and speech are unduly restricted; and 
• economic policy remaining inadequate and large fiscal deficits continuing.  

  
Source: Based on the findings of various country partnership strategy assessments. 

 
55. Reducing regional disparities should be a key objective. The carrying capacity of 
Malé is stretched to its limits by overcrowding and excessive demand for basic infrastructure 
services such as water, electricity, schooling, and healthcare. Moreover, employment 
opportunities in the capital are becoming increasingly scarce as growth in the labor supply 
rapidly outstrips demand in both the formal and the informal sector. These problems will 
continue to worsen unless a conscious effort is made to reduce disparities in living standards 
and job opportunities between the capital and the outer atolls within a realistic timeframe. 
Regional disparities are exacerbated by access to economic opportunity being sharply 
differentiated by age and gender, level of education, and location (capital versus atoll).  
 
56. Climate Change. Global warming and the associated sea level rise threaten the fragile 
ecosystems of the Maldives, and the 2004 tsunami experience illustrates the tremendous 
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fragility and vulnerability of the Maldives to the natural environment. Until the tsunami, the 
Maldives had been relatively immune to large-scale crises wrought by natural hazards, as the 
cyclones that affect other parts of the Indian Ocean tend to bypass the Maldives. The tsunami 
engendered a greater awareness of the need for a more fully articulated system to manage 
crises and disasters, including the appropriate institutional framework for disaster risk 
management that would take into account emergencies both sudden and slowly emerging. 
While the National Adaptation  Programme  for  Action, adopted  in  January  2007, identifies 
the country’s most  urgent and immediate needs for adapting to climate change, as well as 
providing a framework for initiating disaster prevention and mitigation measures,25  it has yet to 
be costed or prioritized. 

 
57. Least-Developed Country (LDC) Graduation. With the Maldives having attained the 
status of middle-income country, it will soon cease to enjoy preferential market access for its 
exports or concessionary external financing of its development efforts. Due to the major 
economic setbacks caused by the tsunami, developed nations will continue to provide 
preferential treatment for exports and foreign aid until 2011. The country needs to make 
maximum use of this extended LDC graduation period to build capacities, strengthen fiscal 
policy, deepen financial markets, strengthen and diversity the economy, create an enabling 
environment for private sector development beyond the tourism and fisheries sectors, and adopt 
sustainable adaptation policies to meet the challenge of climate change.   
 
B. Focus of Country Partnership Strategy 

58. The proposed strategic thrust of the CPS recognizes that the Maldives is a country in 
transition, with an institutional framework requiring considerable strengthening and development 
to meet the second-generation development challenges26 included in the Seventh NDP. ADB’s 
strategies for the CPS period (2007–2011) are fully aligned with the goals and objectives of the 
Seventh NDP and have been closely harmonized with the World Bank and UN development 
agencies. ADB’s assistance is to focus on those areas in which ADB has a strong, proven 
performance record and for which the Government clearly demand’s ADB’s assistance. The 
strategies build on evaluation findings and lessons learned from past operations and are 
especially cognizant of the need to address the large volume of slow-disbursing assistance. As 
of 30 June 2007, some 50% of the committed funds remain undisbursed. The strategy is also 
mindful of the need to ensure that the Government does not accumulate external debt at an 
unsustainable pace in the run-up to LDC graduation.  
 
59. A sequenced approach to the provision of ADB support has been defined and agreed 
upon with the Government. During Phase I (2007–2008), ADB will concentrate on providing 
much-needed capacity-development assistance with the objective of helping the Government 
build institutional capacity to efficiently manage public expenditures and improve the enabling 
environment for private sector development, while helping to meet the demands that are likely to 
be generated by the envisaged creation of new institutions under the Government’s Roadmap 

                                                 
25 The following priorities have been identified in the National Adaptation Programme for Action: (i) protect critical 

infrastructure; (ii) protect human settlements; (iii) increase the resilience of the coral reef system; (iv) protect tourist 
resort beaches and tourism infrastructure; (iv) strengthen capacity for health services; (v) acquire technologies and 
appropriate tools to manage water resources; (iv) improve the resilience of  the fisheries sector; and (vi) strengthen 
agricultural production and increase food security.  

26 The first-generation development challenges that have been successfully addressed by the Maldives pertained to 
the provision of basic education, health, water supply, and sanitation and are reflected in successful attainment of 
many MDGs. The second-generation challenges relate to, among other things, a successful transition to middle-
income status and achieving the Government’s Vision 2020 goals.  
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for the Reform Agenda. A holistic set of capacity-development interventions will be supported 
with the focus on developing capacity in key institutions tasked with managing the development 
process. Support will be provided to strengthen economic and financial management in such 
areas as internal audit capacity, tax administration, developing a multiyear fiscal framework, 
debt management, and building professional project-management capacities in core ministries. 
Capacity-development support will also be provided for increasing the role of the private sector 
in the economy by structuring public-private partnerships and improving the enabling 
environment for SMEs. This will include support for developing marketing links and business 
services, addressing financial constraints including access to credit, establishing a credit 
information bureau, and assistance for privatizing SOEs. Front-loading analytical and capacity-
development assistance during Phase I will provide the Government a window of opportunity for 
(i) accelerating the implementation of ongoing ADB projects as well as projects of other 
development partners, (ii) preparing a multiyear fiscal framework, (iii) developing an action plan 
for its population and development consolidation program, (iv) preparing debt and fiscal 
management policies suitable for a middle-income country, and, above all, (v) developing much-
needed capacities for existing and new institutions envisaged to be created under the Maldives’ 
Roadmap for the Reform Agenda.  
 
60. A more strategic approach to infrastructure development will also be supported during 
the first phase of ADB assistance, providing the analytical foundation for a resumption of 
investment operations in the second phase. ADB will support the development of a transport 
sector master plan, including the identification of policy and financial gaps in the Seventh NDP 
transport sector roadmap. Support will also be provided to identify programs to enhance access 
to reliable energy supplies on the atolls, including the use of renewable energy.   
 
61. Caution will be exercised in developing new investment projects, given the 
Government’s limited capacity to absorb aid, the large volume of ongoing tsunami 
reconstruction activities and ADB development projects, and the deepening democratization 
process. The following readiness filters will be applied to assess the feasibility of resuming 
support for new investment projects: 

 (i) a reduction in the Government’s ratio of external debt to GDP, to be used as 
evidence of progress made in fiscal consolidation and sound debt management;  

(ii) an increase in the ratio of disbursements to outstanding commitments of ADB 
assistance; and 

(iii) progress made in developing a medium-term fiscal framework, to ensure that 
new public investment is prioritized and can be realistically financed without 
undermining macroeconomic stability. 

 
62. Progress will be monitored annually, and a full evaluation of the readiness filters will be 
done in 2009 before the proposed resumption of investment lending that year. Moreover, the 
focus on capacity development will not end with the resumption of project lending. 

 
63. Once readiness is secured, ADB’s second phase of assistance will include strategic 
support for investments and institutional development for 3 sectors: transport, power, and SME 
development. In each of these sectors, ADB will combine investment support with measures to 
improve sector policy and build the capacity of core sector agencies. ADB will facilitate private 
sector development in each of these sectors by promoting the use of public-private 
partnerships, encouraging joint ventures, and making available credit-enhancement 
instruments. Projects supported in these areas will be planned in a participatory manner. 
Concerted effort will be made to keep designs simple and manageable and to ensure that 
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adequate arrangements are made to utilize and sustain project assets after the projects are 
completed.        
 
64. The Maldives is extremely vulnerable to natural disasters and the adverse impacts of 
global climate change. ADB is cognizant of the country’s extreme vulnerability and would be 
prepared to respond quickly should emergency financing be required. Although linear 
progression from the first to the second phase of ADB assistance is envisaged, support will be 
provided in a manner that is sufficiently flexible and responsive to sudden changes in the 
development setting.  

 
65. ADB strategic support for the Maldives can be divided into three assistance pillars 
(Figure 1). Under the economic growth pillar, ADB will continue its support for outer island 
electrification and connectivity to the markets. Due emphasis will be given to environmental 
issues by exploring renewable energy alternatives applicable to the Maldives. Consistent with 
government strategy to develop private sector SMEs and restructure SOEs, support will be 
considered for developing viable SMEs on selected atolls with due consideration for alleviating 
existing constraints, which include the absence of a coordinated strategy and framework that 
links policies, laws, and institutional support to finance, skills, and markets. Efforts will be made 
to overcome barriers to private sector activity created by the existing significant presence of 
public sector and SOE participation in commercial activities.   
 
66. Under the inclusive social development pillar, ADB’s support for eco-friendly island 
electrification and SME development will have the indirect benefit of improving access to health 
and education facilities on selected islands. The ongoing ADB-assisted Regional Development 
Project II27 will be completed in 2009, and its focus on water supply, sanitation, and waste 
management will directly affect health outcomes. Moreover, with ADB’s continued engagement 
in the transport sector, the ensuing benefits from improved connectivity will enhance livelihood 
opportunities and improve access to basic health and education services.  
 
67. Strengthening governance is a crosscutting theme of the CPS. Under the good 
governance pillar, ADB, consistent with its Medium-term Strategy II, will accord priority to 
capacity development in public sector financial management through a limited number of 
interventions aiming to improve the transparency and effectiveness of the development 
management process, in addition to strengthening governance and enhancing the accountability 
of institutions in the sectors where ADB has lending operations. In particular, assistance will be 
provided to help the Government improve public expenditure management, revenue 
mobilization and debt management, and internal audit capacities. This will be complemented by 
measures aiming to improve project management capacities in the ministries responsible for 
implementing the bulk of the country’s public investment. Support in these areas will be pursued 
in close collaboration with the World Bank and other development partners. 
 
C. Assistance for the Strategic Priorities  

68. Public Sector Economic and Financial Management (Phases I and II). ADB support 
for public sector economic and financial management includes human resource and 
organizational capacity-development elements as well as analytical work for both Phase I and 
Phase II. ADB’s main focus will be in the areas of economic and financial management, building 

                                                 
27 ADB. 2005. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

Republic of the Maldives for the Regional Development Project Phase II: Environmental Infrastructure and 
Management. Manila. 
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on its core competence and drawing on lessons from past experience. ADB support for capacity 
development and reform in the area of public sector economic and financial management and 
for strengthening the capability of the ministries in project management will be provided in a 
holistic manner by addressing, simultaneously and in an integrated manner, key constraints to 
fiscal planning, forecasting, debt management, and auditing. The capacity-development 
approach will include assistance in developing capacity at the individual, organizational, and 
institutional level. Support for capacity development will cover technical and managerial capacity 
gaps. It will involve clear plans for transferring knowledge and skills and will be informed by 
careful and comprehensive needs assessment and a determination of the readiness of the 
agencies involved to undertake reform for capacity development. Capacities will be developed 
to prepare and operate a multiyear medium-term fiscal framework to guide public spending and 
ensure debt sustainability. Improved capacities for analyzing and making informed policy 
choices, linked to budgeting and planning processes, will also be supported. ADB will provide 
support to help restore a more sustainable fiscal policy. In particular, support will be provided to 
improve the Government’s internal audit capacity, strengthen revenue policy and tax 
administration, and enhance public debt management. ADB support for strengthening project 
management units will facilitate project and contract monitoring by ensuring that requisite 
procedures are followed in selecting contractors, establishing milestones for monitoring 
performance, and ensuring timely disbursements. This is in line with the Government’s policy to 
improve implementation capacities by establishing professional project management units in 4–
5 key Government implementing agencies. ADB support will facilitate the procurement of 
required project management personnel such as qualified accountants, planners, auditors, and 
engineers and so ensure that PIUs are staffed in accordance with agreed competencies. Project 
implementation is likely to show significant improvement as a result, with far more projects 
completed on schedule.  
 
69. Strengthening the Private Sector. Changing the role of Government from a provider of 
services to a facilitator of a growing role for private initiative in the economy will be another 
thrust of ADB’s support for good governance. To this end, capacity-development assistance will 
be provided for strengthening the enabling environment for the private sector, for structuring 
PPPs, as well as for using this modality in the power and transport sectors. This will be 
augmented with specific assistance for SME-related marketing links and business-development 
services, including examining issues of financial constraints and access to credit. In close 
collaboration with other development partners, capacity-development support will be provided 
for establishing a credit information bureau to help improve contract enforcement and reduce 
business transaction costs. Assistance will be provided in a holistic manner for privatizing and 
rationalizing SOEs, including recommendations for a labor adjustment program. This will not 
only strengthen the budget but also create opportunities for the more efficient delivery of 
services by the Maldivian private sector.  
 
70. Sector Focus to Achieve Results (Phase II). To maximize development impact, 
enhance operational efficiencies, and ensure results-oriented economies of scale, ADB will 
remain engaged in three sectors—i.e., transport, power, and industry (SME development)—
during Phase II of the CPS. As other development partners will provide assistance for 
education, ADB’s exit from this sector will not have any appreciable adverse consequences.28 
During this CPS and on completion of ongoing operations, ADB will exit regional development 

                                                 
28 The Government plans to enhance the responsiveness of the education system to the needs of the labor market by 

establishing a national apprenticeship scheme to train school leavers, and by establishing the Employment 
Services Centre in Malé, job centers on atolls, and job information kiosks in growth centers. 



22 

projects29 and such ad hoc operations as the existing ICT project. It is worth noting that, on 
completion of Regional Development Project II in 2009, ADB will have contributed to setting up 
such model development regions as the Southern Development Region, Northern Development 
Region, and Central Development Region. Looking ahead, further support in the areas of ICT 
can best be provided by the private sector. As noted above, the Maldives is vulnerable to 
climate change and sea level rise. In this context, climate adaptation will be appropriately 
considered in ADB’s future projects, in particular in such transport sector interventions as 
upgrades of jetties and local harbors.  
 
71. In the areas of transport and power, ADB has long been involved as the lead assistance 
partner,30 has developed sound working relationships with key executing agencies, and has a 
solid track record to build on. ADB can play an important role as a source of new sector 
knowledge and as a neutral broker to help introduce PPPs in these sectors, and it can help 
sector institutions adjust to a rapidly evolving governance setting.  
  
72. Transport. ADB assistance to the ports and shipping sector has removed bottlenecks 
that delayed the transshipment of goods between Malé and the islands. This has addressed 
isolation, one of the primary causes of poverty. ADB’s future support will help address policy 
and institutional gaps in the transport sector. ADB will provide selected support to upgrade 
transport infrastructure where market failure necessitates the continuation of public sector 
involvement, such as in upgrading high priority jetties and local harbors. ADB will also support 
PPPs in the development and operation of those maritime infrastructure facilities for which costs 
can be efficiently recovered. A combination of sector reform and selected infrastructure 
investment will enhance connectivity, reduce transportation costs, and improve the livelihood 
opportunities of people on the atolls. This will indirectly improve access to social services, 
including health and education, for outer atoll residents. Sector reforms will include assistance 
to foster multimodal transport planning and improve the sustainable management and utilization 
of sector assets, thus contributing to greater network efficiencies, lower transport costs, and 
more effective use of limited public investment resources. As a result, sector reform, followed by 
selected transport infrastructure investment, will significantly contribute to reducing regional 
disparities, widening employment opportunities, improving the quality of social services provided 
to women living on atolls, and would facilitate greater national cohesion and inclusive social 
development—two of the main priorities of the Seventh NDP.  

                                                 
29 Development of the three sectors supports regional development, obviating the need for new regional development 

projects. 
30 To date, ADB has provided assistance for five projects in the transport sector and four projects in the power sector.  

In addition, the ADB-assisted Tsunami Emergency Assistance Project has components in these two sectors. 
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Figure 1:  Country Partnership Strategy Strategic Framework 
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73. Power. Including power as an area for Phase II support recognizes that the availability 
of reliable and efficient power sources is a necessary condition for establishing private sector 
enterprises and high-quality social services on the atolls. ADB support in the power sector will 
build on a strong track record in broadening access to rural electrification to support regional 
equality and poverty reduction. The Outer Islands Electrification Project31 has improved the 
reliability, efficiency, and quality of electricity supply on the islands at reduced costs. Near 
universal electrification on inhabited islands resulting from ADB and other rural electrification 
projects has enabled communities to operate shore-based refrigeration and ice-making 
industries, as well as processing facilities that generate island-based employment. Rural 
electrification also relieves drudgery in the lives of island women through labor-saving electric 
household appliances. It replaces cooking with natural fuels, reducing the time consumed 
collecting firewood and alleviating smoke inhalation. A reliable electricity supply is an essential 
prerequisite for investment in small enterprises, especially those utilizing machinery such as 
sewing machines and technology such as computers. It facilitates better service provision in, for 
example, the health, education, and telecommunication sectors. Enhanced electricity supply 
improves students’ ability to study in the evening and facilitates family recreation, improving the 
quality of life for island populations and helping to stem migration to Malé. The next phase of 
ADB support for developing outer island power systems will place greater emphasis on (i) 
developing renewable energy sources, (ii) public-private participation in the provision and 
operation of island-based power systems, (iii) the sustainable operation and maintenance 
(O&M) of island power systems, (iv) energy conservation, and (v) improved sector regulatory 
capacity. Developing the Government’s capacity to regulate the sector, attract private 
investment, set suitable tariffs, and ensure that power is both affordable and sustainable is 
essential if rapidly growing demand is to be met effectively and efficiently.  
 
74. SME Development. ADB will focus primarily on improving the enabling environment for 
micro-enterprises and SMEs. In the first phase of the CPS, capacity-development support will 
develop the knowledge base, strategies, action plans and policies to support effective PPPs, 
overcome key financial market constraints, improve market links and business services, and 
rationalize SOEs in an orderly manner. In the second phase of the CPS, ADB will combine 
investment support and capacity-development assistance to help the Government establish 
business-development services and SME-financing instruments that are sustainable and 
enhance the private sector enabling environment, with particular reference to constraints faced 
by Maldivian micro-enterprises and SMEs.  
 
75. Private Sector Operations. The CPS envisages that the private sector will remain the 
engine of growth for the Maldivian economy. Given the Maldives’ graduation to the status of a 
middle-income country, and consistent with the request of the Government, the volume of 
ADB’s private sector operations in the Maldives is expected to be progressively enhanced for 
fostering PPPs and deepening financial markets under the umbrella of nonsovereign operations. 
ADB’s strategy for developing private sector operations will, by necessity, be opportunistic, but it 
is anticipated that, as Government capacities for facilitating PPPs expand under Phase I of the 
CPS, greater scope for foreign direct investment inflows, including those financed through 
nonsovereign ADB support, will be created. In addition, the credit enhancement products of 
ADB, including partial risk-guarantee and political risk-guarantee instruments, will contribute to 
attracting new sources of foreign direct investment and deepening the financial markets for 
domestic entrepreneurs.  

                                                 
31 ADB. 2001. Report and Recommendation of the President to the Board of the Directors on a Proposed Loan to the 

Republic of the Maldives for the Outer Islands Electrification (Sector) Project. Manila. 
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76. Gender Equality. ADB’s assistance will promote (i) equal capabilities in women, men, 
girls, and boys; (ii) equal access to resources and opportunities; and (iii) equality in decision 
making and rights. The strategic framework is consistent with the guarantees of equal treatment 
in the Constitution and laws of the Maldives and with the gender strategy of the Seventh NDP. 
Each new TA or loan project will include an analysis of opportunities to address barriers to 
women’s participation and opportunities to challenge restrictive social norms that favor men, 
particularly with regard to mobility and sex-stereotyped work. It is often through working on and 
with projects that women are able to overcome these barriers with some degree of public 
acceptance. While ADB’s assistance for gender equality will be mainstreamed in all relevant 
operations, ADB’s assistance to foster gender awareness and equality will be designed to be 
complementary to assistance provided by other development partners and stakeholders that 
support women-focused projects. ADB’s future operations will be in sectors where there is 
substantial scope to enable a more equitable distribution of the social and economic benefits of 
development. One such area is the development of SMEs. This offers opportunities to address 
directly the disadvantages women experience in terms of low labor force participation, which 
affect their ability to earn sustainable livelihoods, especially for the many households headed by 
women as a consequence of male migration. ADB will ensure that no gender-based 
discrimination occurs, be it access to credit, or participation in the decision-making work of 
island development committees that determine, among other matters, whether to accept a 
proposed power generation scheme. ADB will also continue to help core ministries adopt 
gender-mainstreaming techniques in the sectors in which it operates. 
 
77. Governance. An ambitious governance-reform agenda has been defined. What is 
needed at this stage is to identify and implement those reform measures that will have the 
greatest immediate payoff, while developing capacities to support further reform and to manage 
the economy effectively. In addition to strengthening governance and enhancing the 
accountability of institutions in the sectors where ADB has lending operations, ADB will support 
a number of interventions to improve the transparency and effectiveness of the development-
management process, in close collaboration with other development partners. Core governance 
interventions will aim to boost the Government’s capacity to manage the economy and reform 
the state, so that it can play more of an enabling role in socioeconomic development in the 
years to come. Support will be provided for improving processes for managing debt, audits, 
taxes and projects, with a focus on achieving consistency and coherence across the spectrum 
of development policymaking, planning, and managing public expenditure. Assistance will also 
be provided to strengthen the enabling environment for the private sector, for structuring 
PPPs—for SMEs, as well as using this modality in the power and transport sectors. Greater 
transparency in private business transactions will be encouraged by supporting the 
establishment of a credit information bureau. This will be augmented by specific assistance for 
SME-related marketing links and business-development services, including examining issues of 
financial constraints and access to credit. Assistance for privatizing SOEs will not only 
strengthen the national budget but also allow more efficient delivery of these services by the 
Maldivian private sector.  
  
78. Environmental Sustainability and Safeguards. Climate change, its risks, and the 
need to move forcefully toward an adaptation strategy will be key strategic priorities for ADB 
assistance. The tsunami of 2004 highlighted the Maldives’ vulnerability to natural disasters and 
focused attention on the imminent threats posed by climate change and rising sea levels. ADB 
will explicitly integrate adaptive measures for climate change into project designs and all its 
operations in the Maldives. In addition, working in close coordination with the Government and 
UN agencies, ADB will support building capacity in disaster management and climate change 
adaptation. Regional technical assistance on climate adaptation will be provided to help develop 
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strategies, action plans and early warning systems, as well as to foster a shared regional 
response to the challenges posed by global climate change. In other areas, ADB will adopt a 
selective approach and focus mainly on environmental issues specific to the sectors in which 
ADB is actively engaged and has the knowledge to be effective. For example, the proposed 
Outer Island Electrification Project will include a component on renewable energy. At the same 
time, policy dialogue will be undertaken to ensure that existing power stations, which currently 
use furnace oil, incorporate eco-friendly modifications. In addition, under the ongoing Regional 
Development II Project, which assists the provision of water supply and sanitation on selected 
islands, environmentally friendly designs will be pursued. Environmental and social safeguards 
will be applied, as required, from the early stages of the ADB project cycle. Assistance will be 
provided to build capacity for mainstreaming environmental safeguards into development 
projects and programs by (i) undertaking strategic environmental assessments for such 
important economic sectors as power and transport, (ii) including capacity development as an 
integral part of environmental management plans prepared for environmentally sensitive 
projects as required, and (iii) contributing to improved country safeguard systems. In addition, 
project designs will include, where applicable, assessments of capacities to comply with ADB 
social safeguard policies.  
 
79. Regional Cooperation. The Maldives has yet to play an active role in ADB-assisted 
regional cooperation initiatives. During the next CPS period, ADB will encourage greater 
integration and participation of the Maldives in regional cooperation initiatives including the 
South Asian Association for Regional Cooperation, South Asia Free Trade Agreement, and 
Association of Southeast Asian Nations, as well as in such cross-regional cooperation initiatives 
as the Brunei Darussalam-Indonesia-Malaysia-Philippines East Asia Growth Area. 
 
80. Improving the Implementation of ADB assistance. The 2006 Country Portfolio 
Review Mission developed an agreed action plan of measures to improve the implementation of 
the existing portfolio and of new operations. Key initiatives include the (i) regular review of 
portfolio performance, (ii) establishment of a central office in the Government as a focal point for 
monitoring ADB assistance, (iii) regular provision of training in managing ADB assistance for 
staff of implementing and executing agencies, and (iv) firm commitment of Government to 
maintain project staff in place throughout ADB projects. In addition, ADB provides ongoing 
capacity-development support to MOFT to monitor and assess the performance of all donor 
projects quarterly. Moreover, to strengthen capacity in the Government’s project implementation 
units, efforts will be made to ensure that future project designs are as simple as practical, and 
caution will be exercised before linking legislative or judicial reforms directly to project 
implementation. Readiness filters will be applied to new projects to ensure that strong 
ownership exists and that sufficient capacity has been developed to manage implementation 
efficiently and effectively.  
 
81. Cost-Sharing Arrangements. Until the introduction of the new cost-sharing policy, 
ADB's cost-sharing limit was set at 80% for loans and 85% for TA. During CPS consultations, 
the Government concurred with proposals to increase the cost-sharing ceiling to 99% and that 
ADB may finance all expenditures eligible for financing under ADB rules including recurrent 
costs, taxes, and duties, except for the use of government facilities and personnel. ADB's share 
in the cost of a specific project is likely to be below this ceiling, depending on considerations 
specific to the project and its sector. The ADB share is anticipated to average 85–90% portfolio-
wide for lending products. These proposals and other financing parameters, which are set out in 
Appendix 3, have been concurred by the Government. 
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D. External Funding Coordination and Partnership Arrangements  

82. Aid coordination has been less important in the Maldives than in other countries, as 
relatively few development partners provide assistance. A biannual UNDP-sponsored 
Roundtable was held in the past, which helped to disseminate information about the Maldives in 
the donor community. The tsunami relief experience has triggered a substantial increase in aid 
inflows and a considerable improvement in aid coordination efforts. Immediately after the 
tsunami, the Government of the Maldives managed relief operations promptly and effectively by 
establishing its National Disaster Management Centre. This fostered cooperation among all 
stakeholders in all areas, from planning and information sharing, to staffing, training, and 
logistical arrangements. The UNDP’s Aid Coordination Project, which was established following 
the tsunami, laid the groundwork for more effective management of Government funds. These 
arrangements have now been incorporated into UNDP’s governance program and will continue 
to be used to foster improved communication and greater transparency in the handling of 
external assistance. 
 
83. In 2006, the Government established its annual Development Partnership Forum. The 
2006 forum was used to apprise development partners of its strategy in selected areas including 
governance and democratization. The second Forum was held on 3 June 2007 and focused on 
strategies for overcoming climate change and promoting private investment. The Forum has 
provided an important opportunity for all development partners, civil society representatives, and 
the private sector, to discuss key development issues with senior Government officials in a frank 
and open atmosphere.   
 
84. This CPS has been prepared by the ADB country team and the Government in close 
consultation with the UN, World Bank, and other development partners. A development partner 
coordination matrix has been prepared to show how ADB, World Bank, and other development 
partners have positioned their assistance to complement one another, and to provide cohesive 
support to the Government, particularly in the challenging areas of policy reform and institutional 
capacity development. In addition, as part of the CPS preparations, the World Bank and ADB 
participated as observers in the April 2007 International Monetary Fund Article IV consultation 
with the Maldivian authorities. This has helped to ensure that multilateral development bank 
support for macro, structural, and sector assistance is consistent and complementary.  
 
85. The Government has embarked on a new strategy of engaging with its development 
partners. This strategy envisages that the development partners will specialize in providing 
assistance in certain sectors or thematic areas to reduce duplication and overlap and minimize 
transaction costs. While ADB will focus on capacity development in public sector financial 
management and support for transport, power, and SMEs, the World Bank, for example, will 
remain engaged in governance, tertiary education, fisheries, and environmental management. 
The UN system will remain involved in various aspects of governance (including assistance for 
the Human Rights Commission of Maldives), environmental management, and disaster 
management. IsDB will provide assistance for selected atoll infrastructure as well as for housing 
development. The Government of Japan has provided rehabilitation assistance for the port, 
harbor, sewerage, and housing sectors and is expected to remain engaged in these areas.  
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V. RISKS AND PERFORMANCE MONITORING AND EVALUATION 

A. Risks  

1. Generic Risks 
 
86. Small island economies are susceptible to uncontrollable shocks and external events. To 
help mitigate the possible damage arising from future environmental shocks, the Government is 
actively improving its disaster preparation and early warning systems with the assistance of a 
number of UN agencies. Within its UN mandate for early recovery, UNDP has been given 
primary responsibility for integrating vulnerability and risk reduction into all phases of recovery 
and development planning. This includes building local and national capacity to prepare for, 
mitigate, and respond to such threats.  
 
 2. Program Performance Risks 
 
87. Some risks to program performance fall more squarely under the Government’s control. 
The first of these is that the economic reform agenda is substantial, and the lack of a process to 
set priorities and sequence initiatives could undermine reform implementation. If reform 
commitments are not met, popular support for the reform process as a whole may wane. ADB 
support for institutional capacity development aims in part to help the Government improve its 
priority-setting capabilities in order to help keep the reform program on track. The proposed 
analytical work under Phase I would identify policy reform measures and highlight the downside 
risks if fiscal consolidation were ignored. Moreover, ongoing operations and advisory support 
will continue to provide support for key elements of the economic reform agenda. 
 
88. The second risk is that, as political change occurs rapidly on many fronts, it may 
temporarily disrupt how the Government does business. The new Constitution, other proposed 
legislation, and newly independent and strengthened institutions need time to develop operating 
practices and for these to be implemented and internalized. Strategically, ADB has sequenced 
its support to focus on capacity-development assistance in the first stage of this CPS, while 
democratic reforms are unfolding, and thereafter, in a second stage, to provide support for more 
complex investment lending operations.  
 
89. The third risk is that institutional weaknesses could constrain the effective utilization of 
increasingly scarce and costly foreign assistance. This includes a lack of a properly costed 
public investment program, limited statistical reporting systems to track progress in 
implementing new policies, weak development partner coordination mechanisms, and a legacy 
of slow implementation of external assistance. To help mitigate these risks, Phase I of the CPS 
will focus exclusively on capacity development and analytical work. To improve implementation, 
the Government will establish a number of fully staffed PMUs in the core ministries tasked with 
the responsibility for timely utilization of external assistance, including that provided by ADB. In 
addition, ADB project design will be simplified, more use will be made of PPPs, policy dialogue 
will focus on measures that can improve aid effectiveness, and implementation support will be 
designed into ADB projects.  
 
90. The fourth risk is that the Government’s resolve for fiscal discipline could erode, and, 
with public debt rising at an alarming rate and aid terms hardening, the public debt could 
become unmanageable. The CPS debt-sustainability analysis presented in Supplementary 
Appendix 1G suggests that the Maldives is at the brink of breaching sustainable levels and will 
certainly do so if fiscal consolidation is not pursued. To contribute to the Government’s program 
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of fiscal consolidation, the first phase of the CPS focuses on implementing ongoing operations, 
capacity development, and developing new knowledge products. Thereafter, ADB, in 
partnership with the Government, will ensure that the public debt does not breach prudent limits 
before resuming lending for public investment in the second phase of the five-year CPS. 
 
B. Results-Based Monitoring Process and Plan  

91. This CPS signals ADB’s intention to manage assistance activities to achieve high-
impact, sustainable development results. It will contribute to the Government’s MDG and sector-
specific commitments, as set out in the Seventh NDP, with specific goals, targets, and progress 
indicators for ADB assistance.  
 
92. A CPS results framework has been prepared for ADB assistance. This is designed to 
serve as a management tool for focusing ADB assistance on the delivery of results. The results 
framework will serve as a management tool for ADB and the Government in several respects: (i) 
progress made in achieving outcomes expected over the short to medium term will be carefully 
monitored throughout each year through ADB project and TA review missions and annual 
portfolio reviews; (ii) the program pipeline will be fully consistent with the achievement of 
targeted strategic results; and (iii) the results framework will provide a basis for evaluating the 
success of this CPS. The results framework also links ongoing operations to indicators of their 
key expected outcomes. This will be used to review and update operations during the CPS 
midterm review and the annual portfolio review. The results framework will be updated to ensure 
its continued relevance, in line with changes in the development setting and the management of 
the ongoing portfolio. Individual interventions will be closely aligned with CPS outcomes. Project 
and program monitoring frameworks will be linked, through sector road maps, to the delivery of 
desired CPS results. 

 
93. The Seventh NDP is the first 5-year plan in the Maldives designed to be results oriented, 
at both the sector and the national level. The monitoring department of the Ministry of Planning 
and National Development (MPND) will oversee the implementation of Seventh NDP and track 
the progress made in meeting its goals and results targets.  
  
94. For project monitoring, the MPND operates a quarterly project review system. The  
system suffers from a number of weaknesses: (i) some ministries and agencies fail to report or 
report very late; (ii) frequent changes of project managers and limited accounting abilities in 
many agencies contribute to a high rate of errors in the reports; (iii) reports focus primarily on 
disbursements and the delivery of inputs rather than outputs or likely outcomes; and (iv) large 
discrepancies exist between what is reported to MPND and the financial reports provided by 
MOFT. Improving project monitoring will require both capacity development in the line agencies 
and a tighter link between MOFT disbursements and project performance reporting. ADB will 
help the Government improve its project monitoring system by helping to strengthen the link 
between project reporting and fiscal planning, as part of proposed capacity-development 
support in fiscal policy, and will help develop capacity in selected ministries for improved project 
performance reporting, as part of the effort to strengthen project management capacity in core 
ministries.  
  
95. Sector and national monitoring efforts have improved considerably in recent years. The 
performance of the Seventh NDP will be monitored using a number of data sources, including (i) 
the regular annual performance monitoring of ministries, line agencies, and SOEs; (ii) an annual 
survey of large and small enterprise establishment that will provide the framework for an 
economic survey in 2007; (iii) the 2009 household income and expenditure survey, which will 
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include household vulnerability estimates; (iv) the 2010 population and housing census; and (v) 
national accounts and fiscal, balance of payments, and monetary statistics, which are prepared 
and updated regularly. The MPND has plans to issue a midterm review of the Seventh NDP in 
late 2009 or early 2010, using many of the development indicators drawn from the 2009 
household income and expenditure survey, and a final performance review in 2011. ADB will 
use existing sector and national data-collection and reporting systems to track progress made in 
delivering results in the CPS.  
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 Country Partnership Strategy Results Frameworka  
 

Country Development Goals Country Partnership Strategy (CPS) Outcomes 
Country-Level  

Outcomes 
Key 

Constraints 
CPS 

Outcomes 
Outcome 
Indicators 

Key Areas of ADB’s 
Intervention Risks 

 

Pillar 1: Economic Growth  
Promote enhanced economic activities outside of Malé by developing infrastructure facilities in various sectors, establishing SMEs on the atolls, facilitating private sector 
development beyond the tourism sector, and enhancing capacity across the entire process of managing development. 
 
 

A. Power Sector 
 

Reliable power supplies are 
required to broaden and 
diversify economic activities 
on the atolls.  
 
A specific Seventh NDP 
objective is to provide 12 
hours or more of electricity 
to 100% of the population. 
 

In the energy sector, key 
constraints include  
 
• heavy reliance on 

imported fuels, high 
costs, persistent 
subsidies in Malé, and 
inadequate supply on 
the outer islands; 

 
• over-reliance on 

imported petroleum, 
adversely affecting the 
trade balance; and 

 
• a weak sector-

regulatory regime 
characterized by a 
lack of an institutional 
framework to foster 
private participation 
and to properly 
regulate the sector. 

Improved quality and 
reliability of electricity 
supply on 10–20 outer 
islands by 2010 
 
Increased renewable 
energy share in the 
total energy mix from 
2% to 12% by 2011 
 
Improved institutional 
capacity for policy 
formation, sector 
regulation, and  project 
implementation  
 
 

Quality and reliability of 
electricity improved on 22 
islands by 2007 and on 
an additional 10–20 
islands by 2011 
 
Electricity supply on 
underserved islands to 
be increased from 6–8 
hours in 2006 to 24 
hours by 2011, including 
pilot trials of renewable 
energy generation 

 
Passing of uniform 
industry codes, 
standards, and relevant 
laws by 2011 
 

Existing Islands 
Electrification Project 
 
Proposed Islands 
Electrification Project 
(Phase II) to contain a 
renewable energy 
component with 
particular attention on 
how to augment diesel 
generators with solar or 
wind power hybrid 
technology 
 
Phase II TA to develop 
human resources of 
Maldives Energy 
Authority and island 
power suppliers 
 
TA for new codes and 
training staff to monitor 
adherence and 
implement codes 

The existing 
implementation capacity 
is insufficient and needs 
to be mitigated in Phase I 
by strengthening the 
project management unit 
and in Phase II by 
integrating capacity 
development into project 
design. 
 
Small size of outer island 
electric power schemes 
may not interest 
experienced international 
consultants, which needs 
to be mitigated by 
sufficient grouping of 
work and by enhancing 
local contractor capacity. 

 

B. SME Development 
 

Making Maldivian 
businesses more 
competitive by supporting 
small entrepreneurs is one 
of the key planks of the 
Seventh NDP. 
 
 

SMEs key constraints 
include lack of access to 
 
• information;  
 
• markets, including 

transport and logistics 
support;  

An integrated SME 
development model will 
be established and 
include (i) a network of 
business development 
service centers on 2–3 
atolls; (ii) innovative 
financing 
arrangements; and  

2–3 self-sustaining SME 
development centers 
operable by 2011 
 
Credit information bureau 
established and includes 
coverage of SMEs 
 
Innovative SME financing 

ADB analytical and 
capacity development 
support during Phase I to 
establish business 
development service 
centers and project 
support for SME 
development during 
Phase II  

The Seventh NDP gives 
political commitment to 
developing micro-
enterprises and SMEs, 
but legislative action may 
be difficult during a 
period of elections and 
constitutional change. 
Efforts will be made to 
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Country Development Goals Country Partnership Strategy (CPS) Outcomes 
Country-Level  

Outcomes 
Key 

Constraints 
CPS 

Outcomes 
Outcome 
Indicators 

Key Areas of ADB’s 
Intervention Risks 

 
• low cost finance; and 
 
• affordable business 

service advice and 
training.  

 

(iii) the introduction of a 
system of branding 
local products, hosting 
business fairs, and 
helping local 
businesses supply 
resort islands. 

modalities (guarantees, 
etc.) established on 2 
atolls and operated by 
2011 
 
Branding system 
introduced by 2010  

 foster stepwise reform 
within the existing 
regulatory framework to 
the greatest extent 
possible.  
 

 

C. Private Sector Development 
 

Private sector development 
is critical to achieving the 
levels of sustainable 
economic growth required to 
address the complex array 
of socioeconomic 
issues facing the Maldives. 

Key constraints to private 
sector development 
include  
 
• lack of access to 

finance,  
 
• the high cost of 

finance,  
 
• limited access to land, 

 
• lack of skilled labor, 

and  
 
• corruption. 

 
Subsidies and favored 
treatment of 21 SOEs tilt 
the playing field against 
the private sector. 

New financial leasing 
services established  
 
PPPs will be 
introduced and 
encouraged in all 
sectors of ADB 
involvement. 
  
First 2–3 SOEs 
privatized in a 
transparent, rules-
based manner;  
credit information 
bureau established and 
operable at MMA  

Financial leasing 
company in operation by 
2009  
 
First set of PPPs 
established in SMEs, 
transport, and power 
sectors by 2011 
 
NPH, MNSC, and MIFCO 
privatized by 2009; 
corporate governance 
guidelines developed by 
2010; SOE privatization 
list has at least an 
additional 3–5 SOEs for 
restructuring and 
eventual privatization by 
2011; credit information 
bureau operating by 
2008 or early 2009 

Maldives Leasing 
Development Company 
(MLDC) strengthened by 
possible equity 
participation; 
Other PSOD operations 
will be undertaken during 
CPS Phase II  
 
Phase I support for 
capacity development in 
public-private 
partnerships (power, 
transport, and SMEs).  
 
Phase II: Investment 
support for SME, power, 
and transport sectors. 

PPPs, if pursued in an ad 
hoc, opaque manner, 
could lead to inefficient 
outcomes and derail 
support for involving the 
private sector in the 
provision of infrastructure 
and other services. To 
help mitigate this risk, the 
focus of ADB support will 
be on helping 
government define and 
implement a framework 
for good practices for 
using PPPs.  

 

Pillar 2: Socially Inclusive Development  
Improve physical and economic access, develop multimodal infrastructure on identified high-priority atolls, facilitate employment, and foster national cohesion. 

 
 

Transport 
 

Improving access to 
essential social services by 
improving transport facilities 
and services is central to 
improving the quality of life 
of the poor and the 
vulnerable on the remote 
atolls of the Maldives. To 

In transport, key 
constraints include  
 
• congestion in Malé 

North Harbor, 
especially to service 
transport of people and 

Lower transport cost 
from the remote islands 
to Malé as a result of 
improvements in the 
overall transport 
network  
 
Well structured, 

Construction of quay wall 
and ancillary civil works, 
provision of cargo 
handling equipment, and 
construction of a 
temporary transit area for 
goods and passengers 
completed and 

Phase I analytical 
support for preparing a 
multimodal transport 
master plan 
 
Ongoing Domestic 
Maritime Transport 
Project 

Private sector financing 
to develop transport 
assets may be difficult to 
secure.  

 
 

Given high costs, a 
phased approach to 
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Country Development Goals Country Partnership Strategy (CPS) Outcomes 
Country-Level  

Outcomes 
Key 

Constraints 
CPS 

Outcomes 
Outcome 
Indicators 

Key Areas of ADB’s 
Intervention Risks 

this end, the Seventh NDP 
aims to promote socially 
inclusive development by 
developing access and 
harbors on all inhabited 
islands 
 
 

goods to and from the 
outer islands; 

 
• insufficient access and 

connectivity to outer 
islands to facilitate their 
development; 

 
• weak structural and 

operational institutions 
dealing with maritime 
transport sector; and 

 
• lack of asset 

management and 
adequate attention to 
O&M of the capital 
stock. 

organized, and capable 
central and outer island 
transport sector in 
which Government 
institutions operate as 
facilitators and 
enablers of the private 
sector, and in which 
public assets are 
managed and 
maintained in a more 
effective and 
sustainable manner  

operational by end 
February 2009  
 
Preparation of a 
multimodal transport 
master plan by 2010  
 
Identification of a set of 
priority harbors and 
jetties for upgrading 
under Phase II 
multimodal transport 
sector support by 2010.  
 
Launch of a system for 
maritime asset 
management and 
maintenance by 2011  

 
During CPS Phase II, a 
second phase of 
multimodal transport 
sector development 
project 
 

transport sector 
assistance is envisaged 
with development of a 
multimodal master plan 
and capacity 
development for PPPs 
taking place prior to new 
investment lending. This 
should provide sufficient 
time to secure political 
commitment to reform 
and for the population 
and development 
consolidation program to 
be defined more 
specifically.  

 

Pillar 3: Good Governance 
Improve economic management, transparency, and accountability.  
 
 
 

Public Sector Economic and Financial Management 
 

Fostering a more 
sustainable fiscal policy and 
transforming the government 
from provider of services into 
enabler of private initiative 
are central to the challenge 
of good governance.  
 
To these ends, specific 
Seventh NDP objectives 
include (i) ensuring fiscal 
responsibility by having a 
balanced budget by the end 
of 2011; (ii) reducing public 
borrowing to gradually 
reduce external debt to 
below 40% of GDP; (iii) 
promoting transparent, 
accountable, and efficient 

Key constraints include 
 
• weaknesses in fiscal 

management and the 
coordination of fiscal 
policy and planning, 
which have 
contributed to rapid 
growth in the public 
debt and high levels of 
deficit spending; 

 
• public expenditure 

controls are weak, 
revenues that regress, 
and weak 
accountability controls 
hamper efforts to 
prevent corruption 

Moderate-to-balanced 
fiscal stance 
 
Reduction in overall 
public debt and 
improved debt-
management 
capacities 
 
Budget formulation 
effectively anchored in 
MTFF 
 
Internal audit unit of 
MOFT operational  
 
Improved project 
management 
capabilities in core 

Primary budget deficit 
under 5% of GDP by 
2010 
 
 
Public debt-to-GDP 
below 50% by 2010 
 
 
MTFF established and 
used in budget 
formulation by 2009 
 
 
Pilot internal audits 
undertaken by 2009 
 
Core PMUs operational 
in 4–5 key ministries by 

ADB support through a 
TA loan for capacity 
development in economic 
and financial 
management (internal 
audit, tax administration, 
fiscal framework, debt 
management, and project 
management)   
 
Phase I TA support for 
strengthening the private 
sector through a review 
of SME constraints; 
support for PPPs; 
assistance in pilot 
privatizations of SOEs; 
and assistance to 
establish the credit 

Capacity development is 
affected by high staff 
turnover and a weak 
skills base. Mitigation 
measures will be 
incorporated from the 
start in the design of 
capacity-development 
interventions. 
 
Democratization and, in 
particular, the 
strengthening of party 
politics, parliamentary 
processes, and local 
governments may 
weaken resolve to 
restore fiscal stability and 
to strengthen expenditure 
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Country Development Goals Country Partnership Strategy (CPS) Outcomes 
Country-Level  

Outcomes 
Key 

Constraints 
CPS 

Outcomes 
Outcome 
Indicators 

Key Areas of ADB’s 
Intervention Risks 

public administration; and 
(iv) maximizing the potential 
of PPPs with a view to 
increasing private 
investment in the national 
economy.  
 

(budget execution is 
hindered  by poor 
project management 
and reporting 
practices); and 

 
• sector development in 

economic 
infrastructure that is 
constrained by lack of 
familiarity with the use 
of the PPP modality 
and weaknesses in 
investment planning, 
asset management 
capacities, and sector 
regulatory oversight. 

ministries established 
 
PPP needs assessed 
and pilot experiences 
reviewed 

2010 
 
 
 
PPP assessment 
undertaken by MOFT 
and MOED by 2009 
 
 

information bureau 
 
ADB capacity-
development support in 
transport for developing a 
master plan and asset-
management capacity 
and, in the power sector, 
to strengthen regulatory 
framework and facilitate 
PPPs. 

and borrowing controls. 
 
This will be the first time 
that the Government has 
borrowed for capacity 
development, which may 
add to the time required 
to process the operation. 

ADB = Asian Development Bank, GDP = gross domestic product, MIFCO = Maldives Industrial Fisheries Company Limited, MLDC = Maldives Leasing Development 
Company, MMA = Maldives Monetary Authority, MNSC = Maldives National Shipping Corporation, MOFT = Ministry of Finance and Treasury, MTC = Ministry of Transport 
and Communications, MTFF = medium-term fiscal framework, NDP = National Development Plan, NPH = Nasandhura Palace Hotel, O&M = operation and maintenance, 
PMU = project management unit, PPP = public-private partnership, PSOD = Private Sector Operations Department, SME = small and medium-sized enterprise, SOE = 
state-owned enterprise, TA = technical assistance.  
a This framework presents only a selected set of constraints, CPS outcomes and results tracking indicators.  For a more detailed set of CPS constraints, outcomes and 
intended results, see the sector roadmaps included in Appendix 6. 

Source: Asian Development Bank estimates.
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COUNTRY AND PORTFOLIO INDICATORS 
 

Table A1.1: Progress Toward the Millennium Development Goals and Targets 
 
Goals and Targets Country Status 
Goal 1: Eradicate Extreme Poverty and Hunger 
Target 1: Halve, between 1990 and 2015, the proportion 
of people whose income is less than $1 a day. 
 
 
 
 
Target 2: Halve, between 1990 and 2015, the proportion 
of people who suffer from hunger. 

 
On track: Under two minimum income standards, 
income poverty has been more than halved. 
                   1997            2005 
Rf10            26%            8% 
Rf15            40%            16% 
 
The proportion of underweight children was reduced 
from 52% in 1990 to 27% in 2004 and can achieve the 
target of 23-26% by 2015. 

Goal 2: Achieve Universal Primary Education 
Target 3: Ensure that, by 2015, children everywhere, boys 
and girls alike, will be able to complete a full course of 
primary schooling. 

 
On track: 100% net enrollment for both girls and boys. 
Literacy rate for the 15-24 age group was 100% in 
2000. 

Goal 3: Promote Gender Equality and Empower 
Women 
Target 4: Eliminate gender disparity in primary and 
secondary education, preferably by 2005, and in all levels 
of education no later than 2015. 

 
 
Needs strengthening: No gender disparity in primary 
and lower secondary education, but still a disparity in 
the upper secondary levels. 

Goal 4: Reduce Child Mortality 
Target 5: Reduce by two-thirds, between 1990 and 2015, 
the under-5 mortality rate. 

 
On track: Under-5 mortality, which was 48 per 1,000 
live births in 1990, was reduced to 21 per 1,000 in 
2003 and can reach 15 per 1,000 by 2015. No gender 
difference. 

Goal 5: Improve Maternal Health 
Target 6: Reduce by three-quarters, between 1990 and 
2015, the maternal mortality ratio. 

 
On track: The maternal mortality rate declined from 
500 per 100,000 live births in 1990 to 141 per 100,000 
in 2003. 

Goal 6: Combat HIV/AIDS, Malaria, and Other Diseases 
Target 7: Have halted by 2015, and begun to reverse, the 
spread of HIV/AIDS. 
 
 
Target 8: Have halted by 2015, and begun to reverse, the 
incidence of malaria and other major diseases. 

 
On track: Only 13 local cases of HIV reported in 1991–
2003, with 121 foreign cases reported during that time. 
Malaria was completely eradicated by 1984. 
 
Malaria is eradicated and all communicable diseases 
are under control. 

Goal 7: Ensure Environmental Sustainability 
Target 9: Integrate the principles of sustainable 
development into country policies and programs and 
reverse the loss of environmental resources. 
 
Target 10: Halve, by 2015, the proportion of people 
without sustainable access to safe drinking water. 
 
 
 
Target 11: By 2020, achieve a significant improvement in 
the lives of at least 100 million slum dwellers. 

 
Needs strengthening: Government of the Maldives has 
mainstreamed environmental sustainability as a 
priority. 
 
On track: 90% of the people on the atolls have access 
to rainwater, which is considered safe to drink. In 
Malé, 100% of the population has access to high-
quality, desalinated piped water.  
 
On track: Some 69% of the households had access to 
safe sanitation in 2000. 

HIV/AIDS = human immunodeficiency virus/acquired immunodeficiency syndrome, Rf = rufiyaa. 
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Table A1.2: Country Economic Indicators 
 

 Fiscal Year 
Item 2001 2002 2003 2004 2005 2006a 

A.  Income and Growth       
 1. Real GDP  (% growth) 3.5 6.5 8.5 9.5 (4.5) 19.1 
 2. Consumer Prices (%)  0.7 0.9 (2.9) 6.4 3.3 3.7 
       
B. Government Finance (Rf million)       
 1. Revenue and Grants 2,522.6 2,714.9 3,087.9 3,395.2 4,542.6 7,296.7 
 2. Expenditure and Net lending 2,885.9 3,117.3 3,388.2 3,565.3 5,739.9 8,144.4 

3. Overall Balance (363.3) (402.4) (300.3) (170.1) (1,197.3) (845.7) 
      % of GDP (4.7) (4.9) (3.4) (1.7) (10.9) (7.3) 
       

C. Money and Credit (Rf million)       
 1. Net Foreign Assets 1,153.0 1,662.9 2,613.4 3,366.6 1,787.7 941.6 
 2. Domestic Credit 3,089.9 3,445.7 3,246.6 4,282.8 6,904.9 9,180.8 
           Central Government (net) 1,078.6 1,133.9 911.8 499.5 953.0 423.1 
            Public Enterprises (net) 184.0 211.0 90.4 242.0 477.9 572.5 
            Private Sector (net) 1,827.2 2,100.8 2,244.4 3,541.3 5,474.3 8,185.2 

3.    Broad Money (M2) 3,324.7 3,966.4 4,543.7 6,026.9 6,685.0 8,063.3 
       
D. Tourism       
 1. Tourism Arrivals (‘000) 461.0 484.7 563.6 616.7 395.3 601.9 
 2. Bed Night Capacity (‘000) 6,015.1 5,886.9 6,091.9 6,083.2 5,093.0 5,897.0 
 3. Capacity Utilization Rate (%) 65.6 69.0 77.2 83.9 64.5 81.8 
       
E. Fish Production       
 1. Landings (‘000 tons) 125.0 160.2 152.2 156.0 182.9 181.0 
 2. Total Fish Exports (‘000 tons) 29.7 44.6 69.8 75.4 82.1 111.4 
 3. Total Fish Exports ($ million) 35.8 49.2 69.1 84.4 96.6 128.8 
       
F. Balance of Payments ($ million)       
 1. Exports (FOB) 110.2 132.3 152.0 181.0 162.0 225.2 
 2. Imports (FOB) (346.3) (344.7) (414.3) (567.3) (655.5) (815.3) 
 3. Trade Balance (236.0) (212.4) (262.3) (386.4) (493.5) (590.1) 
       % of GDP 37.6 33.1 38.0 48.3 65.3 65.1 
 4. Services (net) 207.0 216.3       272.7 306.7 163.9 240.0 
 5. Current Account Balance (58.7) (35.7) (31.8) (133.9) (330.0) (369.2) 
       % of GDP 9.4 5.6 4.6 16.7 35.8 40.7 
 6. Non-Monetary Capital (net) 37.3 75.5 106.1 192.7 261.0 237.5 
 7. Overall Balance (21.4) 39.8 74.3 58.8 (17.3) 45.1 
       
G. External Payments Indicators       
 1. Gross Official Reserves (including  
           gold, $ million) 

94.3 134.5 161.0 205.1 187.1 232.2 

       In months of current year’s imports of 
           goods 

2.9 4.1 4.1 3.8 3.0 2.4 

 2. External Debt ($ million) 209.8 259.0 280.9 331.8 433.0 592.3 
       % of GDP 33.4 40.4 40.8 41.5 56.6 65.3 
 3. Debt Service Ratio (% total exports) 4.3 4.3 3.7 4.1 6.5 8.8 
 4. Exchange Rate (Rf/$) 12.24 12.8 12.8 12.8 12.8 12.8 
       

( ) = negative, FOB = free on board, GDP = gross domestic product, M2 = total liquidity, Rf = rufiyaa. 
a  Estimates. 
Source: Ministry of Planning and National Development and Maldives Monetary Authority.  
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Table A1.3: Country Poverty and Social Indicators 
 
 Period 
Item 1990 1995 Latest Year 
A. Population Indicators       
 1. Total Population (million) 0.21  0.24  0.29 (2006) 
 2. Annual Population Growth Rate (% change) 3.43  2.73  1.69 (2006) 
       
B. Social Indicators       
 1. Total Fertility Rate (births/woman) —  5.40  4.00 (2005) 

2. Maternal Mortality Rate  
      (per 100,000 live births) 

2.00  1.00  141.00 (2005) 

3. Infant Mortality Rate  
      (below 1 year/1,000 live births) 

34.00  32.00  21.00 
 

(2005) 

 4. Life Expectancy at Birth (years) 65.00  70.00  —  
  a. Female 68.00  —  73.00 (2000) 

  b. Male 57.00  —  69.00 (2000) 

 5. Primary School Gross Enrollment (%) —  —  93.70 (2005) 
 6. Secondary School Gross Enrollment (%) —  —  55.60 (2000) 
 7. Child Malnutrition (% below age 5) 56.10 (1980-

1985) 
—  27.00 (2004) 

8.   Population Below Poverty Line (%) —  —  16.00a (2005) 
 9. Population with Access to Safe Water (%) 58.00 (1980-

1985) 
—  92.00 (2001) 

 10. Population with Access to Sanitation (%) —  —  69.3 (2001) 
 11. Public Education Expenditure (% of GDP) 4.00  4.70  8.20 (2005) 
 12. Human Development Index 0.49  —  0.75 (2004) 
           Rank 112/173  —  98/177 (2004) 
 13. Gender-Related Development Index —  —  0.73 (1999) 
       Rank  —  —  69/146 (1999) 
       
C. Poverty Indicators       
 1. Poverty Incidence —  —  16.00a (2005) 
 2. Percent of Poor to Total Population —  —  16.00a (2005) 
  a. Malé —  —  7.00 (2005) 
  b. Atolls —  —  20.00 (2005) 
 3. Poverty Gap —  —  0.03 (2005) 
 4. Poverty Severity Index —  —  —  
 5. Inequality (Gini Coefficient) —  0.42  0.41 (2005) 
 6. Human Poverty Index —  —  17.00 (2004) 
  Rank —  —  17/95 (2004) 

“—“ = not available, GDP = gross domestic product. 
a Based on Rf15 ($1.30 as of 1998) per day per person. 
Sources: Ministry of Planning and National Development. 1998. Vulnerability and Poverty Assessment. Malé; Ministry of 
Planning and National Development. 2001. Seventh National Development Plan. Malé; Ministry of Planning and 
National Development. 2001. 2004 Statistical Yearbook of Maldives. and 2006 Population Census, Malé; United 
Nations Development Programme. 2004. Human Development Report 2004. New York; and the Government of the 
Maldives. 
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Table A1.4: Country Environment Indicators 
 
Indicator 1990 Latest Year 
A. Energy Efficiency of Emissions   
 1. GDP/Unit of Energy Use (PPP$/kgoe) 3.50  4.40 (2005) 
 2. Traditional Fuel Use (% of total energy use) —  0.00 (2001) 
 3. Carbon Dioxide Emissions      
  a. Metric Tons —  —  
  b. Metric Tons per Capita 0.80  0.80 (2005) 
     
B. Water Pollution: Water and Sanitation     
 1. % Urban Population with Access to Safe Water —  98.00 (2004) 
 2. % Rural Population with Access to Safe Water —  76.00 (2004) 
 3. % Urban Population with Access to Sanitation —  100.00 (2004) 
     
C. Land Use and Deforestation     
 1. Forest Area (km2) —  10.00 (2005) 
 2. Average Annual Deforestation      
  a. Km2 —  0.00 (2000) 
  b. % Change —  0.00 (2000) 
 3. Rural Population Density (people/km2 of arable land) 1,646.00 (1997) 5,576.00 (2006) 
 4. Arable Land (% of total land) —  —  
 5. Permanent Cropland (% of total land) 26.80  30.20 (2001) 
     
D. Biodiversity and Protected Areas     
 1. Nationally Protected Area      
  a. Million Hectares —  —  
  b. % of Total Land —  10.00 (2005) 
 2. Mammals (number of threatened species) —  0.00 (2006) 
 3. Birds (number of threatened species) —  2.00 (2006) 
 4. Higher Plants (number of threatened species) —  —  
 5. Reptiles (number of threatened species) —  —  
 6. Amphibians (number of threatened species) —  —  
     
E. Urban Areas     
 1. Urban Population     
  a. Million 0.07 (2000) 0.10 (2006) 
  b. % of Total Population 27.42 (2000) 34.68 (2006) 
 2. Per Capita Water Use (liters/day) —  —  
 3. Wastewater Treated (%) —  —  
 4. Solid Waste Generated per Capita (kg/day) —  —  

GDP = gross domestic product, kg = kilogram, kgoe = kilograms of oil equivalent, km2 = square kilometer,  
PPP = purchasing power parity. 
Sources: Ministry of Environment, Energy and Water. 2001. State of Environment. Malé; Ministry of Planning and 
National Development. 2006. Population and Housing Census of Maldives. Malé; Ministry of Planning and National 
Development. 2004. Vulnerability and Poverty Assessment. Malé; United Nations Department of Economic and Social 
Affairs, Population Division. Population, Resources, Environment and Development Bank 4.0 Country Profiles. New 
York; World Bank. 2006. Little Green Data Book 2006. Washington, DC; World Bank. 2007. World Development 
Indicators Database. Washington, DC; World Health Organization. 2007. WHO Statistical Information System. 
Geneva. 
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Table A1.5: Development Coordination Matrixa 

 
 

Seventh National Development Plan 
Selected Sub-Objectives 

 

 

Asian Development Bank (ADB) 
 

Other Development  
Partners 

 

Pillar I: Maintain Economic Growth 
 

Economic Management and Public Policy Strengthen the ability of Government to manage 
the country’s economy and fiscal affairs. 
 
Areas: (i) Medium-term fiscal planning and 
management firmly entrenched as an integral 
part of budget-preparation process; (ii) strengthen 
Inland Revenue Department; (iii) improve debt 
management processes and procedures; (iv) 
strengthen internal audit; (v) assist establishment 
of credit information bureau; and (vi) strengthen 
project management and implementation. 

International Monetary Fund (IMF) will 
continue to work closely with the Maldives 
Monetary Authority (the central bank). 
 
World Bank shares an interest in this topic, 
and close coordination will be maintained to 
maximize synergies. 

Trade and Investment Reduce constraints to the creation and expansion 
of small and medium-sized enterprises (SMEs); 
increase access to finance for both small 
businesses and private borrowers. 
 
Areas: (i) Facilitate structuring of private sector 
micro-enterprises and SMEs on the outer atolls; 
(ii) facilitate business development services; (iii) 
facilitate financial access and marketing links; 
and (iv) assist with the privatization of state-
owned enterprises (SOEs). To deepen financial 
markets, Private Sector Operations Department 
(PSOD) has provided assistance to the Maldives 
Leasing Development Corporation in 2007, and a 
proposal to strengthen the mortgages market by 
providing support for the Housing Development 
Finance Corporation (HDFC) is being examined. 

United Nations Development Programme 
(UNDP), United Nations Children’s Fund 
(UNICEF), International Fund for 
Agricultural Development (IFAD), and Food 
and Agriculture Organization (FAO) propose 
to work on the atolls to promote job creation 
with a particular emphasis on creating 
opportunities for women and youth. 
 
ADB and World Bank are providing financing 
and credit for SOEs through their tsunami 
reconstruction activities. A World Bank mobile 
phone banking project is under preparation. 
 
International Finance Corporation (IFC) has 
provided loans for (i) the development of 
tourist resorts, (ii) equity participation and 
provision of technical assistance (TA) to 
leasing company, (iii) TA to Bank of Maldives, 
and (iv) TA to HDFC in preparation for possible 
privatization. 
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Seventh National Development Plan 
Selected Sub-Objectives 

 

 

Asian Development Bank (ADB) 
 

Other Development  
Partners 

Islamic Development Bank (IsDB). Trade 
financing facility to the Maldives Transport and 
Contracting Company (MTCC), Maldives 
Industrial Fisheries Company Limited 
(MIFCO), and State Trading Organization. 

Strengthen core industries in Fisheries and 
Agriculture 

 IFAD and FAO are likely to continue providing 
support for the fisheries sector for, among 
other things, developing additional regulatory 
capacity in the Ministry of Fisheries.  
 
World Bank and FAO are providing TA to help 
the Government prepare a new fisheries 
master plan. In addition, World Bank is 
considering continued TA and small loan to 
strengthen the regulatory activities of 
government for fisheries.  
 
IFAD has a continued interest in working in the 
agriculture sector, and FAO has been working 
with Government on the preparation of a 
master plan for the sector. 
 
Kuwait Fund for Development is likely to 
support a fisheries diversification project.  

Infrastructure Development Transport. Fill critical infrastructure gaps while 
encouraging the provision of cost-effective and 
efficient services. 
 
Areas: (i) Strengthen sector planning and policy; 
(ii) facilitate regularity of  selected interisland 
transport services in the private sector, and (iii) 
support quasi-public investments in selected and 
high-priority infrastructure such as upgrading 
local jetties and harbors to, among other things, 
improve connectivity, reduce travel costs and 
time, and link SMEs to markets. 

Kuwait Fund, Saudi Fund, IsDB, and 
Agence Francaise de Developpement all 
provide assistance for the construction or 
reconstruction of critical infrastructure including 
harbors, water and sewerage facilities, and 
communication systems. Their continued 
involvement in the future is likely. 
   
Japan Bank for International Cooperation 
(JBIC) is financing an integrated project on 
water, sewerage, and harbor development. 
 
 



 

        A
ppendix 1          41

 

 

Seventh National Development Plan 
Selected Sub-Objectives 

 

 

Asian Development Bank (ADB) 
 

Other Development  
Partners 

OPEC Fund for International Development. 
Airport upgrading, Phase IV Extension 
Word Bank has an ongoing TA activity to 
assist with the development of private sector 
options for managing the port of Malé. 

 Energy. Fill critical gaps in energy infrastructure 
while encouraging the provision of cost-effective 
and efficient services.  
 
Areas: (i) Strengthen sector planning, policy and 
regulatory framework; (ii) reform and privatize 
state electricity company (STELCO); (iii) increase 
use of renewable energy; (iv) expanding the 
coverage of power on selected, high-priority outer 
atolls. 

OPEC Fund for International Development. 
Atoll electrification 

 

Pillar II: Promote Social Inclusive Development 
 

Promote gender equality Areas: Crosscutting theme for all ADB operations United Nations Population Fund, United 
Nations Development Programme (UNDP), 
and United Nations Children’s Fund 
(UNICEF) will support a large number of 
activities to both raise the status of women and 
protect vulnerable families and individuals. 

Improve quality of social services in health 
and education 

 UNICEF and other UN agencies will continue 
to support improvements to the quality of 
primary education and also have some interest 
in secondary education.  
 
World Bank proposes a new investment 
project to support secondary and tertiary 
education.  
  
All UN agencies will devote substantial 
resources to strengthening social services that 
address the needs of vulnerable groups. In 
particular, UNICEF will focus a large part of its 
program on the needs of this group and, in 
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Seventh National Development Plan 
Selected Sub-Objectives 

 

 

Asian Development Bank (ADB) 
 

Other Development  
Partners 

particular, address the needs of recovering 
drug users. 
 
World Bank is currently preparing a pension 
reform project for approval in FY2008.  
 
UNICEF and World Health Organization 
(WHO) will continue to work with the Ministry 
of Health to strengthen the scope and quality 
of health services. 
 
World Bank has some existing activities as 
parts of ongoing projects. 

Management of the environment ADB is currently assisting the Government with 
the design and implementation of a variety of 
facilities as part of its regional development 
programs through the second Regional 
Development Project and tsunami reconstruction 
program. It also recently completed a TA program 
designed to raise environmental awareness at 
the island level. 

Many development partners, including UNDP, 
four Red Cross societies, the European 
Union (EU), and UNICEF, currently support 
activities in this area.  
 
UNDP will assist the Government with the 
development of guidelines at the national level 
and also work at the community level in this 
area. 
 
World Bank proposes a TA loan to support 
institutional development and basic data 
collection. It will continue to support the 
construction of environmental infrastructure 
through existing operations. 

Managing climate adaptation ADB has expressed interest in providing support 
in this area, through a RETA. Climate adaptation 
will be mainstreamed in the design of applicable 
ADB projects. 

UNDP will assist Government and 
communities with the development of disaster 
adaptation plans. 
 
ADB and United Nations Environment 
Programme (UNEP) are discussing 
collaboration under a forthcoming ADB 
regional TA. 
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Seventh National Development Plan 
Selected Sub-Objectives 

 

 

Asian Development Bank (ADB) 
 

Other Development  
Partners 

World Bank proposes to provide grants and 
possibly a TA loan to assist the Government 
with the development of institutions and basic 
data collection. 

 

Pillar III: Strengthen Governance and Public Administration 
 

Increased transparency and accountability 
of public institutions 

ADB assistance is under the framework of 
assistance for Economic Management and Public 
Policy.   
 
Areas: (i) Internal audit; (ii) tax administration; (iii) 
debt management; (iv) multiyear fiscal 
framework; (v) strengthening project 
management capacities; and (vi) credit 
information bureau. 

UNDP and other UN agencies propose to 
provide assistance to the Anti-Corruption 
Board, Public Complaints Bureau, and Audit 
Office.  
 
World Bank continues to manage an EU-
funded activity to develop and implement a 
public accounting system, as well as 
Institutional Development Fund grants for 
strengthening procurement capacity. 
 
With respect to the development of the media, 
assistance is being provided from a variety of 
regional and European governments.  

Public administration  UNDP and World Bank are interested in 
assisting the Government with civil service 
reforms, building on TA provided by ADB. 

Justice reform  UNDP, UNICEF, and other UN agencies will 
continue to help the Government harmonize 
the legal framework with international human 
rights obligations, as well as help increase 
access to justice for all and build the capacity 
of the justice system. 

Complete democratic reforms  EU, Government of India, and the 
Commonwealth currently assist with these 
reforms.  
 
UNDP is currently assisting the Government 
with the preparation of the Constitution and 
other legislation. 

a Bilateral assistance is listed in the sector and thematic areas where it is of particular importance. 
Source: Asian Development Bank.
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Table A1.6: Portfolio Indicators—Portfolio Amounts and Ratings 

(public sector loans,a as of 30 June 2007) 
 

 Ratingb 
 Net Loan 

Amount Total Highly 
Satisfactory Satisfactory 

Partly 
Satisfactory 

Unsatis- 
factory 

Potential 
Problemc At Riskd 

Sector $ million % No. % No. % No. % No. % No. % No. % No. (%) 
Education 12.4 23.5 2 25.0 0 0.0 2 100.0 0 0.0 0 0.0 0 0.0 0 0.0
Energy 9.5 17.9 1 12.5 0 0.0 0 0.0 1 100.0 0 0.0 0 0.0 1 100.0
Multisector  8.4 15.9 2 25.0 0 0.0 2 100.0 0 0.0 0 0.0 0 0.0 0 0.0
Transport and  
 Communications 

16.6 31.5 2 25.0 0 0.0 1 50.0 1 50.0 0 0.0 0 0.0 1 50.0

Water Supply, Sanitation, 
and Waste 
Management  

5.9 11.2 1 12.5 0 0.0 1 100.0 0 0.0 0 0.0 0 0.0 0 0.0

                 
 Total 52.8 100.0 8 100.0 0 0.0 6 75.0 2 25.0 0 0.0 0 0.0 2 25.0

  No. = number. 
   a   Refers to sovereign loans only. 
   b   One rating for implementation progress and development objectives, based on the lower rating of either. 
   c   Potential problem loans are satisfactory loans that have four or more risk factors associated with partly satisfactory or unsatisfactory performance. 
   d  A loan is "at risk" if it is rated as partly satisfactory, unsatisfactory, or a potential problem. 
  Source: Asian Development Bank estimates. 
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Table A1.7: Portfolio Indicators—Disbursements and Net Transfers of Resources 

(public sector loans,a as of 30 June 2007) 
 

Disbursements and Transfers OCR ADF Total 
Disbursementsa    
 Total Funds Available for Withdrawal ($ million) 0.0 47.4 47.4 
 Disbursed Amount ($ million, cumulative) 0.0 22.8 22.8 
 Percentage Disbursed (disbursed amount/total available) 0.0 48.0 48.0 
 Disbursements ($ million, latest year) 0.0 1.1 1.1 
 Disbursement Ratio (%)b 0.0 4.4 4.4 
Net Transfer of Resources ($ million)    
 2002 0.0 5.6 5.6 
 2003 0.0 3.9 3.9 
 2004 0.0 0.9 0.9 
 2005 0.0 3.7 3.7 
 2006 0.0 3.6 3.6 
 30 June 2007 0.0 0.5 0.5 
ADF = Asian Development Fund, OCR = ordinary capital resources. 
a Refers to sovereign loans only. 
b  Ratio of disbursements during the year over the undisbursed net loan balance at the beginning of the year less 

cancellations during the year. Effective loans during the year are added to the beginning balance of undisbursed 
loans. 

Source: Asian Development Bank estimates. 
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Table A1.8: Portfolio Implementation Status 
(public sector loans,a as of 30 June 2007) 

 
   Net Loan  

Amount 
Cumulative  

Disbursements 
Approval 

Date 
Effective 

Date 
Closing Date  

 Loan  OCR ADF OCR ADF   Original Revised Progress 
Sector No. Title ($ million) ($ million) ($ million) ($ million) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) (% complete) 
            
ED 1637 Postsecondary Education 

Development Project 
0.0 6.5 0.0 5.8 30 Sep 98 20 May 99 31 Jul 04 31 Jul 07 86.0 

MS 1695 Regional Development 
Project 

0.0 6.6 0.0 6.6 2 Sep 99 2 Mar 00 31 Dec 04 31 Dec 05 98.0 

TC 1882 Information Technology 
Development Project 

0.0 11.2 0.0 3.4 17 Dec 01 25 Jul 02 30 Jun 05 31 Dec 07 19.0 

EN 1887 Outer Islands 
Electrification Sector 
Project 

0.0 9.5 0.0 3.7 18 Dec 01 25 Jul 02 31 Dec 05 30 Jun 07 55.0 

ED 2028 Employment Skills 
Training Project 

0.0 6.0 0.0 0.9 2 Dec 03 6 Aug 04 31 Mar 09 — 15.0 

MS 2160 Tsunami Emergency 
Assistance Project 

0.0 1.8 0.0 1.8 31 Mar 05 23 May 05 30 Sep 07 30 Jun 08 55.0 

WS 2170 Regional Development 
Project Phase II 

0.0 5.9 0.0 0.6 28 Apr 05 20 Apr 05 31 Mar 11 — 2.0 

TC 2327 Domestic Maritime 
Transport Project 

0.0 5.4 0.0 0.0 24 Apr 07 — — — 2.0 

  Total 0.0 52.8 0.0 22.8      
ADF = Asian Development Fund; ED = education; EN = energy; MS = multisector; No. = number; OCR = ordinary capital resources; TC = transport and communications; 
WS = water supply, sanitation, and waste management. 
a   Refers to sovereign loans only. 
Source: Asian Development Bank estimates.  
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Table A1.9: Evaluation Rating by Sector, Public Sector Loans 

(1999–2006) 
 

 
Highly 

Successful Successful 
Partly 

Successful Unsuccessful No Rating Total 
Sector No. % No. % No. % No. % No. % No. % 
             
Energy  0 0.0 1 100.0 0 0.0 0 0.0 0 0.0 1 100.0 
Transport and Communications 0 0.0 1 100.0 0 0.0 0 0.0 0 0.0 1 100.0 
             
      Total 0 0.0 2 100.0 0 0.0 0 0.0 0 0.0 2 100.0 

  No. = number.  
  Sources: Asian Development Bank project performance evaluation reports. 
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COUNTRY PERFORMANCE ASSESSMENT RATINGSa 

 
 

Criteria 
 

Maldives 
 

South 
Asia 

Average of all 
ADF-Eligible 

DMCs 
    
Economic Management 4.2 3.9 4.0 
   Macro Management 4.5 4.3 4.2 
   Fiscal Policy 3.5 3.4 3.8 
   Debt Policy 4.5 4.0 4.0 
Structural Policies    4.0 3.7 3.5 
   Trade 4.0 3.8 3.8 
   Financial Sector 4.0 3.8 3.4 
   Business Regulatory Environment 4.0 3.7 3.2 
Social Inclusion/Equity    3.9 3.6 3.4 
   Gender Equality 4.0 3.5 3.5 
   Equality of Public Resource Use 4.0 3.8 3.6 
   Building Human Resources 4.0 3.8 3.5 
   Social Protection and Labor 3.5 3.4 3.2 
   Policies and Institutions for Environmental Sustainability 4.0 3.7 3.3 
Average for Policy and Institutional Setting (criteria above)  4.0 3.7 3.6 
Public Sector Management  3.7 3.5 3.3 
   Property Rights and Rule-based Governance 4.0 3.5 3.3 
   Budgetary and Financial Management 3.5 3.8 3.5 
   Revenue Mobilization 4.0 3.5 3.4 
   Public Administration 4.0 3.3 3.1 
   Transparency, Accountability, and Anticorruption 3.0 3.2 3.0 
 Portfolio Management 4.5 4.8 4.2 
    
Composite Country Performance Rating 15.4 14.0 12.4 

ADF = Asian Development Fund, DMC = developing member country. 
a For the period 1 January 2004 to 30 June 2005. 
Note: The composite country performance ranking is the total of the policy and institutional rating multiplied by the 
governance rating, multiplied by the portfolio rating. The detailed rating criteria are provided in ADB. 2004. Review of 
the ADB’s Policy on Performance-Based Allocation of ADF Resources. Manila. 
Source: Asian Development Bank estimates. 
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COUNTRY COST-SHARING ARRANGEMENTS AND  
OTHER FINANCING PARAMETERSa 

 

Item  Parameter Explanation 

Country cost-
sharing ceiling 
for loans, 2007–
2011 

Up to 99% 
 

This is an increase from 80% under the current CSP 
for loan-funded projects. The actual average financing 
share portfolio-wide, however, will be below 99% as 
revenue-generating projects will have a higher 
government financing ratio than community-
development projects. Easing the country cost-
sharing ceiling will contribute to reducing fiscal 
pressures, enable recurrent spending and 
domestically financed tsunami reconstruction priorities 
to be met, and help improve the structure of public 
debt by encouraging the Government to make full use 
of concessionary Asian Development Fund (ADF) 
assistance, as opposed to costlier suppliers’ credits or 
domestic borrowing. It will also encourage the 
Government to borrow ADF resources for thematic 
areas, such as capacity development, which are likely 
to have positive, long-term effects on the country’s 
ability to effectively address poverty and inequality. 
ADB’s financing share will be relatively higher for 
capacity development and small and medium-sized 
enterprise development projects, and lower for 
transportation and power sector projects, particularly 
those involving public-private partnerships (PPPs). 
This implies that the real share of ADB financing is 
not expected to reach 99%, but that a ceiling of 99% 
will be applied, given particularly the Maldives’ 
vulnerability to volatile climatic and external market 
circumstances. Barring unforeseen events, the 
estimated country cost share will be on the order of 
10-15% given the share of the expected program and 
project portfolio allocated to the revenue-generating 
transport and power sector projects.  

Country cost-
sharing ceiling 
for technical 
assistance (TA) 
and other grants 
2007–2011 

Up to 99% 
 

Current practice in the Maldives is that ADB meets all 
consulting costs and other external inputs, while the 
Government provides in-kind support in the form of 
counterpart staff, office accommodation, and facilities. 
The imputed cost of this assistance is estimated to be 
some 15% of the TA cost, and no change in this 
regard is envisaged. The Government does not 
normally make a separate budget (cash) contribution 
to TA. As the development agenda broadens to 
include state-owned enterprise reform, promotion of 
PPPs, and more sophisticated aspects of public 
sector economic management, the Government may 
need to rely more heavily on foreign sources of 
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Item  Parameter Explanation 

expertise. Increasing the country cost-sharing ceiling 
ratio to up to 99% for TA costs provides the flexibility 
to do so. However, the Government will continue to 
meet the imputed cost of its in-kind assistance.  

Cost-sharing 
ceiling for all 
sectors 
  

Up to 99% 

 
Generally, cost-sharing arrangements will be more 
favorable for projects with a strong capacity-
development orientation or a strong focus on outer 
island development, and less favorable for 
infrastructure investments where some measure of 
cost-recovery is feasible.  
 
Note: ADB will not finance in-kind support in the form 
of counterpart staff, office accommodations, or 
facilities.  

Recurrent cost 
financing 

No country limit 
other than the 
cost-sharing 

ceilings 
 

No change is proposed from current practice. ADB 
will continue to monitor the fiscal situation and its 
implications for recurrent cost requirements. ADB 
financing of recurrent costs is expected to remain 
within a modest range throughout this CPS period. 

Taxes and 
Duties  
 

None Taxes and duties are considered reasonable and 
nondiscriminatory. ADB may finance taxes and duties 
associated with project expenditures. For each 
project, ADB will examine whether taxes and duties 
constitute an excessively high share of project costs. 

ADB = Asian Development Bank, ADF = Asian Development Fund, CPS = country partnership strategy, PPP = 
public-private partnership, TA = technical assistance. 
a Approved by ADB Management on 4 September 2007. 
Source: Asian Development Bank estimates. 
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COUNTRY PARTNERSHIP STRATEGY AND PROGRAM FORMULATION 
 

A. Introduction 
 
1. Learning from the Past. Preparing the country partnership strategy (CPS) has been a 
detailed analytical and consultative process initiated in the first quarter of 2006. The first step in 
the process was to undertake a detailed self-evaluation of previous assistance to the Maldives 
by the Asian Development Bank (ADB) in the form of a country strategy and program 
completion report (CSPCR) (Appendix 5). In lieu of a country assistance program evaluation, 
ADB’s Operations Evaluation Department (OED) then validated the CSPCR. Lessons learned 
from the CPSCR and OED’s validation exercise have helped to identify strengths to build upon, 
and weaknesses to overcome in the new CPS. Table A4.1 describes the manner in which the 
CPS responds to the suggestions and recommendations of OED. 
 

Table A4.1: Findings of the Validation Report of the CSPCR and  
Proposed Country Partnership and Strategy Approach 

 
Validation Report of the CSPCR 

Recommendation 
Country Partnership Strategy (CPS) 

Approach 
A strong project management unit (PMU) in 
the executing agency that is equipped with 
adequate technical staff will improve project 
implementation. 

Government’s preference is to develop 
several strong PMUs in the key ministries, 
and ADB will provide support for this. This will 
reduce the risks arising from over-reliance on 
a single PMU. 

ADB needs to assess weaknesses in 
institutional capacity better, strengthen 
human resource capacity, and build capacity 
in agencies with which it works. A more 
flexible modality, such as a technical 
assistance (TA) loan, needs to be 
contemplated. ADB assistance for capacity 
development should be conditional on the 
Government appointing qualified staff in 
those institutions assisted by ADB TA. 

Agreed. Capacity development is the main 
priority of the first phase of CPS assistance. 
TA loans for capacity development are 
included in the CPS. Assistance for capacity 
development cannot be made conditional on 
appointments of qualified staff because it is 
the dearth of such staff that is often the cause 
of the capacity constraint. 

To achieve operational synergies, a more 
integrated approach based on common 
themes should be explored. 

Support for capacity development and private 
sector development, as two thematic 
initiatives, represents an innovative approach 
to programming assistance resources for the 
Maldives. 

ADB should assess the operational benefits 
and costs of maintaining a local office in the 
Maldives. 

Establishing a permanent field office in the 
Maldives is beyond the remit of a CPS. 
Resource allocation decisions are reviewed 
for the region as a whole. 

CPS = country partnership strategy, CSPCR = country strategy and program completion report, PMU = project 
management unit, TA = technical assistance. 
Source: ADB. 2007. Validation Report of the Maldives Country Strategy and Program Completion Report. Manila. 
 
2. Analytic Inputs. Detailed thematic studies commissioned for the CPS, whose findings 
are summarized in the Supplementary Appendix, included a (i) poverty assessment, (ii) 
governance assessment, (iii) gender assessment, (iv) study of sources of economic growth, and 
(v) borrowing capacity assessment. In addition, detailed sector strategies and roadmaps were 
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prepared for the following sectors: (i) energy; (ii) industry and trade (including private sector 
development); (iii) law, economic management, and public policy; and (iv) transport and 
communications. The CPS made extensive use of many government and donor-supported 
studies. Extensive use was made of the Seventh National Development Plan (NDP), the World 
Bank’s 2006 investment climate survey, entitled Maldives: Sustaining Growth and Improving the 
Investment Climate, was drawn on for the assessment of the private sector enabling 
environment, and numerous United Nations Development Programme (UNDP) reports, 
including the 2006 Common Country Assessment, United Nations Development Assistance 
Framework, and Tsunami Impact Assessments of 2005 and 2006, helped inform the preparation 
of the strategy.   
 
3. The Consultative Process. Extensive consultations were undertaken with key 
stakeholders in the Government, private sector, civil society, and development community, as 
part of the preparation of the thematic and sector studies, and thereafter as part of the 
preparation and validation of the CPS. Consultations took place both in Malé and on the more 
remote atolls. An extensive consultative process was employed to foster learning, help define 
appropriate strategies and build an informed consensus about a suitable future assistance role 
for ADB, and promote a spirit of transparency and broad-based partnership in the formulation of 
the CPS. The main findings of the consultative process are discussed below.  
 
4. Development Partner Coordination. The CPS was formulated in close coordination 
with other development partners. Although neither ADB nor the World Bank has a resident 
mission in the Maldives, an effort was made to ensure that there was a clear division of labor 
between the multilateral banks. In March 2007, a World Bank team visited ADB headquarters to 
discuss the Maldives development setting and exchange information on possible areas of future 
strategic support. ADB and the World Bank participated as observers in the May 2007 
International Monetary Fund (IMF) Article IV mission, to foster a common understanding of the 
macroeconomic setting and ensure consistency in the macroeconomic advice provided to the 
Government. ADB consulted extensively with UNDP, specialized UN agencies, and the other 
bilateral agencies represented in the Maldives. UNDP, having provided longstanding support in 
aid coordination, helped in identifying areas in which ADB support could complement assistance 
likely to be provided by other development partners in the future. Among the development 
partners, key concerns included the slow pace at which tsunami relief had been implemented 
and the deterioration in the Government’s fiscal stance. 
   
5. Guidance from the Board. The preparation of the CPS benefited from early guidance 
from ADB’s Board of Directors. The initiating paper for the CPS was presented to ADB’s Board 
on 9 April 2007. The Board members appreciated the strategic focus and the sequencing of the 
proposed strategy.  
 
B.  Consultations with the Government 
 
6. Extensive consultations were undertaken with Government ministries, agencies, and 
state-owned enterprises (SOEs) during a CPS consultation mission, an economic assessment 
mission, and the main CPS mission. These consultations focused on identifying the 
Government’s strategic priorities for ADB assistance aligned with the Seventh NDP. Also 
discussed were possible changes in the mode and sequencing of ADB assistance, in response 
to future strategic challenges and opportunities. The main strategies set forth in the CPS reflect 
agreements reached by ADB and the Government. In particular, the Government and ADB 
agreed that the Maldives was in a state of multiple transitions, and that it was necessary to 
develop institutional capacity as a foundation for transforming the role of Government, boosting 
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public investment efficiency, and preparing to meet the challenges of the decade to come. 
Front-loading of analytical and capacity-development assistance during the CPS period will 
provide a window of opportunity for the (i) implementation of ongoing ADB projects (including 
the 2007 Domestic Maritime Transport Project); (ii) preparation of a multiyear fiscal framework; 
(iii) elaboration of the population and development consolidation program into a more detailed 
action plan; (iv) preparation of policies for middle-income country status, and, above all, (v) 
development of much-needed capacities for existing institutions and new ones being created 
under the Maldives’ Roadmap for the Reform Agenda. 
 
7. In terms of its use of external assistance, the Government advised that it is moving away 
from stand-alone projects and shifting towards more programmatic modes of support. In this 
more thematic approach, each development partner assumes the major responsibility for a 
thematic area prioritized in the Seventh NDP. In this context, it was suggested that the current 
practice of annual programming for individual projects be replaced by an approach in which 
funding is committed with a longer planning horizon (with indicative annual phasing) for a single 
thematic area of high Government priority. This approach would yield economies of scale, 
maximize development impact, and yield a selective and highly focused program of assistance, 
partnership, and cooperation. 
 
8. ADB and the Government agreed that a stable macroeconomic policy stance is 
necessary to successfully cope with the transitional challenges and to ensure sustainable and 
equitable development. There are concerns, however, at the high expenditure-to-GDP ratio 
implicit in the 2007 budget approved by the Majlis (parliament). Government indicated that   
appropriate measures would be instituted to safeguard against the downside risks of an 
excessively expansionary fiscal policy. The Government has also requested a higher and 
deeper level of engagement through ADB’s private sector window. This approach to catalyzing 
private investment is fully consistent with the strategic priorities of ADB’s Medium-Term Strategy 
II.  
 
C. Consultations with Private Sector 
 
9. In-depth consultations were undertaken with representatives of the Maldives Association 
of Construction Industry, Maldives National Chamber of Commerce and Industry (MNCCI), and 
Maldives Association of Tourism and Industry. These consultations focused on identifying key 
constraints to future development, and on identifying and prioritizing areas for future ADB 
assistance. 
 
10. The private sector representatives concurred that capacity development is the most 
important challenge facing the Maldives. They emphasized that the private sector should be 
viewed as a key development partner by the Government, as well as by the development 
partners. MNCCI was of the view that  

(i) the pace of tsunami reconstruction has been slow, mainly due to weak 
institutional capacity, including in the private sector construction industry;  

(ii) while the Maldives has grown rapidly and joined the ranks of middle-income 
countries, it now faces a new set of challenges, especially with respect to skills 
and capacity development, and development partners should help the 
Government meet these challenges;  

(iii) the Government is placing a heavy emphasis on infrastructure development, but 
development partners should accord higher priority to capacity development in 
both the public and the private sector, and  
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(iv) while the bulk of the development partners-funded TA goes to the public sector, 
MNCCI also needs specialized TA to develop the capacity it requires to address 
a wide range of policy and regulatory issues.  

 
D. Consultation with Nongovernment Organizations and Civil Society 
 
11. Consultations were held with representatives of key civil society organizations, including 
representatives of the CARE Society, Maldives Island Development Association, and Society for 
Health Education. Civil society representatives were asked to identify key national priorities and, 
from their perspective, identify a suitable role for ADB in helping the Maldives reduce disparities.  
 
12. The nongovernment organization and civil society group was of the view that weak 
institutional capacity is a key binding constraint in the Maldives. They felt that there was a lack 
of proper government procedures and mechanisms for implementing projects. They would like 
to play a more constructive role in addressing institutional and regulatory issues. In this context, 
development partner assistance is required to improve the technical capabilities of 
nongovernment organizations. More generally, they suggested that capacity-development 
support should not be limited to the government but extend to civil society groups as well.  
 
13. Civil society groups have encouraged the Government to introduce local government 
elections and to replace appointed bodies with elected bodies, so that the “voice of the people” 
could be heard at the local level. They also feel that the Government needs to make a greater 
effort to improve the quality of basic education on the outer islands, as the gap between Malé 
and the rest of the country is widening in this regard. They note that the development of income-
generating activities is critical for creating gainful employment opportunities on the outer islands, 
and that a need exists for a more holistic approach to replace the ad hoc approach to small and 
medium-sized enterprise development. Several issues need to be addressed simultaneously, 
including skills development, technology transfer, access to credit, access to markets, and best 
practices. Access to markets is currently limited by the poor interisland transportation system. 
This is a serious constraint to the expansion of income-generating activities on the outer islands. 
Civil society groups also suggest that the population and development consolidation program 
needs to be developed in close consultation with local communities. Currently, however, a clear 
mechanism is lacking at the local level to involve island communities in planning and decision 
making. Existing regional and local administrative structures are inadequate to manage such a 
large, complex, and ambitious program. Community-based organizations could, for example, 
serve as bridges between communities and local government bodies. 
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COMPLETION REPORT FOR PREVIOUS COUNTRY PARTNERSHIP STRATEGY1 
 
A. Introduction 
 
1. The country strategy and program completion report (CSPCR) covers the period 1995–
2006. It encompasses the period of ADB’s country operational strategy (COS) 1995–2002 and 
country strategy and program (CSP) 2002–2004.  
 
2. The 1995 COS and 2002 CSP were implemented during a period of evolving political 
and social change. At that time, the Government’s development priorities shifted from a primary 
focus on fiscal management towards a focus on reducing poverty by addressing unequal 
development between Malé and the regional atolls. This shift has been broadly reflected in the 
1995 COS and 2002 CSP programs. 
 
3. Over the assessment period, ADB’s program with the Maldives became more complex, 
evolving from mainly the provision of infrastructure in Malé to a more challenging program of 
assistance focusing on poverty alleviation efforts on the outer atolls. Between 1995 and 2002, 
poverty reduction became the overarching goal of ADB assistance to the Maldives. The change 
in the program commenced during the implementation of the 1995–2002 COS and was 
continued as part of a Poverty Reduction Partnership Agreement signed with the Government in 
2002. This formed the underlying basis of the 2002 CSP.  
 
4. The CSPCR broadly examines how effective ADB has been in meeting the changing 
needs of the Maldives. In doing so, it first analyses the extent to which ADB’s program 
strategies, as manifested through the 1995 COS and 2002 CSP, were consistent with the 
national development priorities of the Maldives, as primarily manifested through the country’s 
national development plans (NDPs). It also analyses the operationalization of the 1995 COS 
and 2002 CSP, looking at both the effectiveness of development assistance per se and the 
extent to which the assistance was consistent with the strategies espoused in the 1995 COS; 
2002 CSP; and Fourth, Fifth and Sixth NDPs of the Maldives.    
 
B. Principal Findings 
 
5. In general, the strategies supported by ADB were relevant to the development 
challenges facing the Maldives. There was good alignment of the operational program both to 
the relevant NDP policies and to the strategies and activities of other development partners. 
However, operationalizing the 1995 COS program was difficult, particularly with regard to 
effectiveness in achieving desired objectives, sustainability of outcomes, and overall 
contribution to the Government’s ability to combat poverty and foster sustainable economic 
development. 
 
6. The 2002 CSP comprised strategies to facilitate economic growth and social 
development on the atolls and improve governance. It was consistent with ADB’s overarching 
poverty reduction goal and with the Maldives’ development challenges. While there was a 
higher degree of synchronization between the 2002 CSP strategy and the ensuing operational 
program, more attention could have been paid to lessons learned from the implementation of 
the previous 1995 COS. Again, ADB failed to be sufficiently selective.   
                                                 
1 This appendix summarizes the key findings, lessons, and recommendations of ADB. 2007. Country Strategy and 

Program Completion Report. Manila. A more thorough analysis is contained in the full completion report: ADB. 
2007. Country Strategy and Program Completion Report for the Maldives. Manila.  

 



56 Appendix 5 

 

7. The operational program of the 2002 CSP was, however, well aligned with its underlying 
strategy. With the exception of one program, the rest was fully consistent with the strategy. The 
program also demonstrated considerable flexibility and responsiveness with respect to tsunami 
assistance, which was not a part of the 2002 CSP or its subsequent updates. Project 
implementation remained difficult through this period, however, despite attempts to address 
some of the main constraints.  
 
8. In particular, and symptomatic of capacity constraints, a legislative backlog in the 
Attorney General’s office caused delays including cancellation of a project during the review 
period. Over the latter half of the 2002–2006 period, ADB intended to use its influence to 
encourage pro-poor policy reform. However, due to difficulties in engaging top leadership, pro-
poor policy reform has been slow. Given the centralized nature of decision making, a key lesson 
identified in the review is that ADB needs more sustained effort, in partnership with the relevant 
line ministries, to establish high-level contact with the President’s Office for projects involving 
significant policy reform. 
 
9. Similarly, a major constraint to implementation has been low absorption capacity and 
human resource capacity limitations within the Government. This has been a consistent 
limitation throughout the 1995 COS and 2002 CSP and indicates ongoing and unresolved 
limitation of the public sector to effectively utilize its external assistance.  
 
10. In addition, weaknesses in internal coordination between Government agencies 
exacerbated the situation. These weaknesses have been compounded by ministerial changes 
over the review periods that have negatively affected implementing agency arrangements.  
 
11. As a result of the aforementioned constraints, ADB-financed projects are being 
completed with an average delay of 2 years. These delays in project implementation are costly 
and may continue unless executing agency (EA) and implementing agency (IA) weaknesses are 
addressed in a systemic manner.  
 
12. In spite of the constraints cited above, project completion evaluation reports and post-
evaluation findings suggest that completed projects have been rated satisfactory (with the 
exception of one project rated unsuccessful) and the nonlending program has been relatively 
successful. 
 
13. The completion report finds ample evidence of good cooperation and development 
partner dialogue, with several instances of successful project cofinancing. ADB has also taken a 
proactive role in trying to improve donor coordination. However, no formal mechanism exists for 
donor coordination outside of the tsunami reconstruction efforts.2 Furthermore, the absence of 
resident missions for most development partners, combined with the Government’s lack of 
capacity to utilize aid resources in a coherent and timely manner, presents a risk for duplicated 
or contradictory donor interventions. 
 
C. Sector Level Findings 
 
14. The energy sector received 27% of the programmed assistance, making it the largest 
recipient of assistance over the course of the review period. However, ADB efforts to improve 
the sector regulatory framework were unsuccessful, and the complexity of providing power in 
the outer atolls and poor IA capability have seriously delayed project implementation. 
                                                 
2 The limited exception being the one-day Partnership Forum organized by the Government in 2006 and 2007. 
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15. The education sector received 22% of the programmed assistance and provides the 
most tangible example of impact on poverty reduction through social development and the 
provision of employment skills—particularly through postsecondary education programs and 
training programs offered on the atolls. The projects in the sector have taken longer than 
envisaged to complete but should provide sustainable benefits from their good integration into 
the education system.  
 
16. The effectiveness of ADB assistance in the area of good governance has been mixed. 
Planned improvements to the public accounting systems did not materialize, and a planned loan 
in this area had to be cancelled due to noncompliance with conditions of effectiveness. Capacity 
development in statistics has involved several interventions over a prolonged period. This has 
been successful and has resulted in improved statistical information. The Government’s audit 
capacity has been improved but will require further in-house training capacity to ensure that 
institutional capacities are sustained. Building capacity for development planning and 
management has not been effective and remains a continuing weakness in the Government. 
 
17. Multisector support in the form of loan and grant assistance has been provided for post-
tsunami reconstruction efforts. As with other areas, support has been characterized by slow 
start up. The scope of assistance has also been reduced by the Government selecting the most 
expensive reconstruction options. In the communication sector, a technically complex project to 
improve data interconnectivity and data access on the atolls has also suffered from a slow start-
up.   
 
18. In maritime transport, the program has been examining the facilitation of atoll transport 
as well as providing assistance for upgrading Malé North Harbour. In particular, it has engaged 
in the development of transport planning, encompassing policy, strategy, and a legal and 
regulatory framework for a nationwide integrated transport network. The Government now has 
useful information on future transport-planning activities along with improved knowledge that 
could inform future transport plans. 
 
19. All projects acknowledged the risk of a skills shortage at the preparatory phase. 
However, measures undertaken to address this risk were insufficient to prevent delays in project 
implementation. Project-specific risks that were not identified in the design have occurred in 
regional development, information and technology, and projects to improve outer island 
electricity supply.  
 
D. Meeting Future Challenges 
 
20. ADB assistance to the Maldives faces several challenges. These include  

(i) improving the capacity of the Government to implement projects;  
(ii) improving ownership of the program and aligning it to an agreed strategic focus;  
(iii) reducing the delays in document signing and project implementation;  
(iv) improving project design by incorporating lessons identified from past 

implementation; and  
(v) being selective in strategies and activities, based on experience and 

competence in implementation. 
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COMPLETION REPORT FOR PREVIOUS COUNTRY PARTNERSHIP STRATEGY 
 

 

Item 
 

 

Major Achievement 
 

Lessons and/or Recommendations 

Country Development Goals 
Diversify and expand the economy; 
increase role of the private sector; 
improve quality of social services and human 
development; 
pursue reform to enhance development; 
develop infrastructure; and 
foster participation and democratic reform. 

Strong progress made towards achieving 
country goals due primarily to 7% per annum 
average economic growth. Less progress 
made on reforms, both policy and governance, 
and on private sector participation, although 
national plans define an ambitious framework 
for doing so. Tsunami indused damage and 
expansionary fiscal policies tended to divert 
the reform agenda. 

Capacity in economic management needs to 
be developed to underpin sustainable progress 
towards country development goals. 

Expected CPS Outcomes 
Improved balance in the growth process 
through regional development, PSD, financial 
sector development, and ICT development.  
 
Improved social development through support 
for postsecondary education development. 
 
Better governance through improved access to 
ICT-based information and greater private 
sector role in the economy. 
 

Inequalities between Malé and the atolls have 
tended to widen, rather than diminish. Little 
progress has been made in improving the role 
of micro-enterprises and SMEs.  
 
 
 
 
The energy sector received 27% of 
programmed assistance. However, ADB efforts 
to improve the sector’s regulatory framework 
were unsuccessful due to capacity constraints. 
 
The education sector received 22% of the 
program and provides the most tangible 
example of impact on poverty reduction 
through social development and the provision 
of employment skills—particularly through 
postsecondary education programs and 
training programs offered in the atolls.  
 
Planned improvements to the public 
accounting systems did not materialize, and a 
planned loan in this area had to be cancelled 
due to noncompliance with conditions of 
effectiveness. Capacity development in 
statistics has involved several interventions 

More concentrated attention on improving the 
enabling environment for SMEs and for 
fostering private-public partnerships is 
warranted to address national inequalities and 
to foster greater private sector participation in 
the economy. 
 
 
The complexity of providing power on the outer 
atolls and poor IA capability has seriously 
delayed project implementation. 
 
 
Projects in the sector have taken longer to 
complete but should provide sustainable 
benefits from their good integration into the 
education system. 
 
 
 
 
Developing capacity for development planning 
and management has not been effective and is 
a continuing weakness in the Government. A 
more holistic approach to capacity 
development is required. 
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Item 
 

 

Major Achievement 
 

Lessons and/or Recommendations 

over a prolonged period. This has been 
successful and has resulted in improved 
statistical information. Building capacity for 
development planning and management has 
not been effective and is a continuing 
weakness in the Government. 
 
Multisector support in the form of loan and 
grant assistance has been provided for post-
tsunami reconstruction. In the communication 
sector, a technically complex project to 
improve data interconnectivity and data access 
on the atolls has also suffered from a slow 
start-up.   
 
In maritime transport, the program has been 
examining facilitation of atoll transport and 
provided assistance for the upgrading of Malé 
North Harbour.  

 
 
 
 
 
 
 
ADB responded in a timely manner to the 
tsunami disaster. The ability to achieve 
reconstruction aims has been frustrated by 
Government’s desire to “build back better” and 
by implementation capacity constraints. 
 
 
 
The existing projects have established the 
foundation for adopting a comprehensive 
multimodal approach to transport sector 
planning and development. 

CPS Implementation 
 

ADB-financed projects are being completed 
with an average delay of 2 years and continue 
to suffer from low disbursement rates. Low 
absorption capacity and human resource 
capacity limitations in the Government have 
been consistent limitations throughout the 
1995 COS and 2002 CSP. Weaknesses in 
internal coordination between Government 
agencies exacerbated the situation. 

These delays in project implementation are 
costly, and may continue unless executing and 
implementing agency weaknesses are 
systematically addressed. 

CSP = county strategy and program, ICT = information and communications technology, PSD = private sector development, SME = small and medium-sized 
enterprises. 
Source: ADB. 2007. Country Strategy and Program Completion Report. Manila. 
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COUNTRY SECTOR ROAD MAPS 
 
1. During the CPS period, the Asian Development Bank (ADB) will concentrate on the 
following priority sectors and crosscutting themes: 
 

A. Law, economic management, and public policy 
B. Industry and trade 
C.  Energy 
D. Transport and communications 

 
A. Law, Economic Management, and Public Policy1 

1. Key Issues in the Sector2  

2. Public sector financial management has a number of chronic structural flaws. The 
tax base is narrow, and public debt has been rising rapidly over the last decade, especially 
since January 2005. With the exception of one telecommunications entity, state-owned 
enterprises (SOEs) make little contribution to the budget; priority setting for public expenditures 
remains opaque; and no policy framework exists for restructuring, corporatizing, and eventually 
privatizing the 21 large SOEs. Moreover, continued subsidies for water and power services in 
relatively affluent Malé, combined with the high cost of providing increasingly sophisticated 
social services on far-flung atolls and islands, continues to drain budgetary resources. Sharp 
increases in public spending from 2005 to 2007, and the widening fiscal deficit, arose less from 
the implementation of tsunami relief than from increases in public sector wages, public 
employment, debt service costs and subsidies. A holistic and sequenced approach to fiscal 
reforms—including a defined timeframe for boosting government revenues, rationalizing SOEs, 
introducing performance-based public sector wage-setting arrangements, and prioritizing 
government expenditures—is essential.  
 
3. Fiscal Programming. Improved fiscal planning and better fiscal control mechanisms are 
required to ensure that Government spending is contained at a sustainable level. Public 
expenditures as a share of the gross domestic product (GDP) have increased from 32% in 1998 
to as high as 70.2% in 2006, reflecting a steady expansion in public employment and the 
provision of increasingly costly public services. The Government’s ability to secure a sustainable 
level of public spending is constrained by weaknesses in its capacity to undertake fiscal 
programming. The Macroeconomic Coordination Committee (MCC)—bringing together key 
departments of the Ministry of Finance and Treasury (MOFT), including public expenditure, 
revenue administration, and debt management, and the Maldives Monetary Authority (MMA)—
was established in 2006.  MCC has received some support from the World Bank and has begun 
to shift from the current budget-reporting system to one that is compatible with the IMF’s 
Government Financial Statistics system. However, the budgeting process suffers from a lack of 
a multiyear, programmatic orientation, and an improved link needs to be established between 
the planning and the budgeting processes.  At present, revenue is estimated for the forthcoming 
year, and, on the basis of these projections, an overall spending resource envelope is 
established for current and capital outlays. Under the budget call, spending units are asked to 
estimate their spending patterns based on simple accrual spending. These are then aggregated 
across departments and ministries, creating a total quantum. On the basis of an identified fiscal 
envelope, MOFT establishes spending ceilings that are adopted by individual ministries. Capital 

                                                 
1 Includes public sector economic and financial management. 
2 Includes issues related to the Government’s institutional arrangements and sector capacity.  
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spending is established according to externally funded development partners programs and a 
smaller domestically financed public sector investment program.   
 
4. The creation of MCC was an important step forward toward developing a more proactive 
and coordinated approach to macroeconomic management. While political considerations 
cannot be completely disregarded, budget programming must be anchored in a solid 
macroeconomic framework. Moreover, there is a need for a multiyear public expenditure 
framework consistent with macroeconomic stability and a suitable size of the public sector. This 
framework should explicitly include provision for government policies and establish clear 
linkages among public financing, programmatic priorities, and desired outcomes. Consequently, 
a medium-term expenditure framework is needed that would combine the top-down approach to 
securing fiscal-macro consistency with a bottom-up approach that links spending to policy 
priorities and the management of development results. 
 
5. Project Management. The Government’s ability to manage public investment projects 
suffers from severe capacity constraints arising largely from its inability to recruit and retain 
sufficient numbers of accountants, engineers, and other technical staff in the main ministries 
responsible for overseeing capital projects. This, combined with weaknesses in the domestic 
construction and consulting industries, has led to delays in project implementation and 
inefficiencies in the utilization of external assistance. For example, some 2 years after the 
tsunami, less than half of the funds committed for reconstruction have been disbursed, while 
substantial cost overruns have been registered in several areas in which reconstruction has 
taken place. In the past, the Government has established project management units (PMUs) for 
each major public investment project, but starting in the late 1990s, a sharp increase in the 
number of domestically funded public investment projects made this difficult to accomplish. 
Government’s new strategy is to develop a single, dedicated, fully-staffed PMU in each of the 
core Ministries responsible for the bulk of the public investment program. Technical specialists 
may be externally recruited to staff these PMUs. These PMUs would be responsible for the 
implementation, monitoring and supervision of all of the major public investment projects that 
are under the direction of the concerned Ministry.   
 
6. Revenue Mobilization. The Department of Inland Revenue (DIR) is responsible for 
revenue administration. This comprises both taxes, such as the bed-night tourism tax, and 
nontaxes, such as rental advance on the lease of resorts. The two most important sources of 
tax—import duties (responsible for 70%) and tourism tax (25%)—are collected not by DIR but 
by the Customs Department (duties) and the Ministry of Tourism and Civil Aviation (tourism). 
There are no corporate income or value-added taxes. The tourism tax is a flat $8 per bed night 
independent of the price of the room. These observations indicate a need to develop other 
sources of revenue. Moreover, if current trends toward increased trade liberalization continue, 
the country is unlikely to be able to rely on customs duties to the extent that it has in the past. A 
business profits tax proposal has been drafted and is under parliamentary review. Passage of 
the business tax would improve revenue mobilization while enhancing the fairness of the tax 
system. Implementation would, however, require a substantial strengthening of DIR, in terms of 
implementation procedures, staff numbers, and the ability to analyze and enforce a direct tax 
system. 
 
7. Internal Audit. The Government has initiated a program to modernize the public 
accounting system to enable it to improve financial management of the public sector, enhance 
public sector governance, and strengthen its accountability. Phase I was completed in 2002, 
with technical assistance (TA) provided under the Capacity Building of the Maldives Public 
Accounting System (PAS) Project financed by ADB. During the first phase, a detailed diagnostic 
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of existing systems and proposed reforms was undertaken and an implementation strategy 
prepared. With World Bank and European Union (EU) support, a new chart of public accounts 
has been improved, an audit law passed, and support provided to strengthen the external 
auditing capacities of the Auditor General. There remains, however, a need to strengthen 
internal audit capacities in the Finance Ministry and each of the line agencies. Enhancement of 
an internal audit and governance function is important for providing independent and objective 
opinion to the financial controllers; accounting officers; and Government officials in charge of 
risk management, control, and governance. This is accomplished by measuring and evaluating 
control and governance effectiveness in achieving the organization’s agreed objectives. 
Moreover, the internal audit function will provide an independent and objective consultancy 
service specifically to help line management improve the organization’s risk management, 
control, and governance. 
 
8. Public Debt Management. The ratio of public debt to GDP has doubled over the past 
decade and is approaching levels at which debt sustainability is a concern. The Department of 
Debt Management has received TA from ADB and other development partners. A debt-
management software system is in place and used to track public debt and monitor debt 
service. The degree to which public debt is actively managed is, however, quite limited. 
Reasons include limited capacity in the Government to (i) forecast the debt and debt-service 
consequences of alternative fiscal stances, (ii) identify options for improving the structure and 
composition of the public debt, and (iii) ensure that public borrowings are kept within the limits of 
fiscal sustainability. While externally financed public investment projects are carefully screened, 
the same cannot be said for domestically financed projects. Moreover, there are few actual 
controls on public borrowing beyond the limits imposed by the narrow domestic financial market. 
With aid terms hardening and the Government likely to rely more on commercial sources of 
financing in the future, improving management of the public debt is a high priority.  
 

2. Government’s Sector Policy and Planning Framework 

9. The Government of the Maldives’ Seventh National Development Plan (NDP) envisions 
a sustainable development path anchored on economic growth, social equity, environment 
protection, and good governance. To realize this vision, it identifies as Goal 3 developing a 
stronger and diversified economy, with associated performance targets including: (i) ensuring 
fiscal responsibility by having a balanced budget by 2010 and (ii) paying down debt to ensure 
that external debt remains below 40% of GDP.   
 
10. Strengthening project management is a crosscutting theme of the Seventh NDP. The 
Plan declares that “the immediate top priority of the Government of the Maldives is to ‘build back 
better’ following the 2004 December tsunami, the worst natural disaster ever to hit the Maldives. 
The tsunami recovery and reconstruction policies and strategies elaborated in the National 
Recovery and Reconstruction Plan (NRRP) are given priority in the Seventh NDP.” 
Strengthening project management capacities to implement the large volume of assistance 
committed for reconstruction, and to build the Government’s capacity to utilize public investment 
resources efficiently and effectively, is central to the Seventh NDP’s objective of strengthening 
human resources and capacities throughout the Government.  
 
11. In addition to strengthening project management capacities, the Government’s Seventh 
NDP economic development roadmap establishes an ambitious agenda for improving public 
sector economic and financial management. This includes a number of strategies such as (i) 
reforming the budget-preparation process by implementing a medium-term expenditure 
framework for the whole of government, establishing a multiyear rolling budgetary framework, 
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and submitting a draft fiscal accountability bill to Parliament; (ii) improving public financial 
administration by drafting and implementing new legislation on tax administration, business 
profits, public finance, and a public enterprise act; (iii) promoting voluntary compliance and 
rendering quality taxpayer service by automating DIR (including a comprehensive online 
taxpayer database),  training a number of employees in the field of tax policy planning, and 
developing a Maldives-wide internal revenue system. External debt management is to be 
strengthened to ensure economic stability by preparing a debt strategy and policy paper; 
conducting periodic debt-sustainability analyses, sensitivity analysis, and review of the debt 
portfolio; publishing the debt portfolio review; and strengthening staff capacities in debt 
management. Better accountability and transparency in public finance is to be achieved by 
establishing public sector accounting standards and improving the transparency and 
accountability of the audited public accounts provided to the Parliament.   
 

3. ADB Sector Experience  

12. In the area of good governance, ADB assistance was directed towards improving public 
sector management. Institutional strengthening strategies were put forward for key institutions 
managing revenues, statistics, debt management, regional development, project management, 
and the public service. A total of $2.637 million, or just over half of all TA support provided 
during the previous CSP, was in the area of improving public sector management. 
 
13. The achievement of assistance objectives in the area of good governance has been 
mixed. The improvements to the public accounting systems anticipated in Loan 1915 did not 
materialize, though ADB’s assistance did contribute to the passage of new legislation that 
established the framework for improvements in public accounts. Capacity development in 
statistics has involved several interventions over a prolonged period. This has been successful 
and resulted in improved statistical information. In the area of audit, improvement was obtained, 
but sustainability will require further improvements in in-house staffing and training capacity. 
Support for debt management has been generally successful in consolidating and 
computerizing the public debt, but was not successful in stemming rapid growth in the public 
debt burden. Building the capacity for development planning and fiscal management has not 
been fully effective and remains one of the overarching challenges to improved macroeconomic 
management.  
 

4. Role of Other Development Partners in the Sector 

14. A small number of development partners provide support to the Government for 
improved economic and financial management. The World Bank has provided capacity-
development support in the past to MCC on the fiscal framework and budget processes, and it 
supports measures aiming to improve the public procurement-and-tender system. In the area of 
debt management, the Commonwealth Secretariat has provided assistance by way of debt 
management software. The Government of Australia has provided assistance through mid-2007 
in managing the implementation of tsunami relief projects. The Government has also received 
grant funding from the EU, channeled through the World Bank as a trustee, to assist in the 
Relief and Rehabilitation Trust Fund that has been set up under the aegis of MOFT to 
transparently delineate and ensure the effective use of funds meant for the tsunami relief and 
reconstruction. This support is being used to automate and modernize the public accounting 
system. With the implementation of the system in 2008, the Government will have a centralized 
system and, for the first time, be in a position to prepare financial statements for the 
Government as a whole. 
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5. Intended Sector Outcomes and Key Outputs Supported by the Asian 
Development Bank, and Links to CPS Outcomes and Other Sectors and 
Themes 

15. A combination of weaknesses in fiscal management and a widening divide between the 
fiscal technocrats and politicians is at the root of progressively weak macroeconomic 
management. Public expenditure controls are limited, revenues are narrowly based and 
regressive, and weak controls on accountability hamper efforts to prevent corruption. Budget 
execution is hindered by poor project management and reporting.  
  
16. ADB support for public sector economic and financial management will include human 
resource and organizational capacity-development elements as well as analytical work that will 
be implemented in both Phase I (capacity development) and Phase II of the CPS. ADB’s main 
focus will be in the areas of economic and financial management, building on ADB’s core 
competence and drawing on past experience. Front-loading of analytical and capacity-
development assistance during the first phase of the CPS will provide to the Government a 
window of opportunity for (i) accelerating the implementation of ongoing ADB projects; (ii) 
preparing a multiyear fiscal framework; (iii) preparing debt and fiscal management policies 
suitable for a middle-income country, and above all, (iv) developing much-needed capacities in 
existing institutions and new ones envisaged under the Government’s roadmap for reform and 
the Seventh NDP.  
 
17. ADB support for capacity development and reform in the area of public sector economic 
and financial management will be provided in a holistic manner by simultaneously addressing 
key constraints to project management, fiscal budgeting and forecasting, debt management, 
and auditing. The capacity-development approach will include assistance aiming to develop 
capacities at the individual, organizational, and institutional level. It will involve clear plans for 
transferring knowledge and skills and will be informed by careful and comprehensive needs 
assessment and a determination of the readiness of the agencies involved to undertake reform 
associated with capacity development.  
 

6. Indicative Areas for Interventions 

18. Specific capacities will be enhanced in managing public investments in core ministries; 
preparing and operating a multiyear, medium-term fiscal framework; simulating public debt 
outcomes and so managing public debt more effectively; and analyzing and making informed 
policy choices linked to budgeting and planning processes. ADB will provide support to help 
restore a more sustainable fiscal policy. To these ends, support will be provided to strengthen 
the Government’s internal audit capacity, bolster tax administration, develop multi-year 
budgeting framework, and improve the management of the public debt.   
 

7. Monitoring Mechanism 

19. Capacity-development efforts require sustained support over an extended period of time. 
Results are often not immediately apparent and reflect both the contributions of specific 
programs of development partner assistance and the effects of evolving political, social, and 
economic conditions. Bearing in mind that the linkages between capacity development and 
macroeconomic outcomes are generally long term and difficult to isolate and attribute, some of 
the key milestones to guide efforts over the medium term will include 

 (i) a moderate-to-balanced fiscal stance; 
(ii) a reduction in overall public debt-to-GDP levels; 
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(iii) improved implementation of the public investment program; and 
(iv) improved oversight of public expenditures and reduced corruption risk from 

regular accounting, auditing, and reporting of public accounts. 
 
20. Capacity development should not be considered as an objective on its own but 
understood to support wider sector outcomes. Key sector outcomes that will be tracked as part 
of the CPS include (i) a budget formulation process that is effectively anchored in a medium-
term fiscal framework that builds on the foundations of improved revenue forecasts; (ii) a 
business profits tax that is effectively collected; (iii) improved debt-management policy, as 
reflected in tighter controls on public borrowing; (iv) the establishment of an internal audit 
function in the Government, including ultimately the commencement of actual audits and 
management reports; and (v) the establishment of fully staffed project management units in 
core line ministries that serve to improve implementation of ongoing and new public investment 
commitments  and accelerate implementation of aid provided for tsunami reconstruction.  
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8. Sector Results Framework 

Table A6.1: Sector Results Framework 
 

 

Relevant CPS Outcomes 
 

Sector-Level Outputs 

CPS Outcomes Relevant 
to the Sector 

Key Opportunities and 
Constraints 

 
Subsector Outcome/Key 

Sector Outputs 
 

Sector Milestone/Tracking 
Indicators/Interim Indicators 

ADB Assistance Risks 

Enhancing trust and 
maintaining public 
confidence in the national 
leadership, the integrity of 
public policies, and the 
processes of government is 
a key principle of the 
Seventh NDP. Reform of 
governance is 
one of the pillars of the 
Seventh NDP. Government 
decision making shall be 
subject to full public 
disclosure, and the 
Government should hold 
itself accountable to the 
people for its actions and 
operations 
 
A key strategy of the 
Seventh NDP will be to 
invest in building long-term 
capacity to deliver basic 
services to the entire 
population. Specific 
investments will be made at 
the national and island level 
to build capacity in public 
management, human 
resources, and 
infrastructure 
 

The Seventh NDP and the 
Government Roadmap for 
the Reform Agenda provide 
an ambitious agenda for 
reforming the role of the 
Government; restoring 
fiscal stability; and 
modernizing budgeting, 
fiscal planning, and debt 
and project management. 
Improved accountability 
measures, including 
strengthened accounting 
and audit management, are 
central to the success of 
the Seventh NDP and the 
roadmap for reform. The 
Government has either 
passed or has before 
Parliament the enabling 
legislation to empower the 
Government to undertake 
important development 
management reforms. 
 
However, weaknesses in 
fiscal management, and in 
the coordination of fiscal 
policy and planning, have 
contributed to rapid growth 
in the public debt and high 
levels of deficit spending. 
Moreover, public 

Moderate-to-balanced fiscal 
stance 
 
Reduction in overall public 
debt and improved debt-
management capacities 
 
Budget formulation 
effectively anchored in 
MTFF that builds on a 
medium-term expenditure 
framework (MTEF) 
 
Corporate income tax 
effectively collected 
 
Multi-tiered or ad valorem-
based tourism tax in place 
 
Internal audit unit of MOFT 
operational  
 
Improved project 
management capabilities in 
core ministries resulting 
from the establishment in 
them of fully staffed, 
funded, and professionally 
operated project 
management units (PMUs) 
 

Primary budget deficit under 5% 
of GDP 
 
Public debt to GDP below 50% 
by 2010 
 
MTEF established, initially on a 
pilot basis in a few ministries, 
and used in formulating the 2009 
budget 
 
Business profits tax adopted by 
2009 
 
Tourism bed-night tax reviewed 
and revised by 2010  
 
New public accounting 
framework established by 2009 
 
Pilot internal audits undertaken 
by 2009 
 
Core PMUs identified in 4–5 key 
ministries that have access to 
skilled staff and are able to 
manage several projects 
simultaneously by 2010 
 

Ongoing TA support 
(5 operations) in 
various aspects of 
public sector 
management 
 
ADB support through 
a TA loan for capacity 
development in 
economic and 
financial management 
(internal audit, tax 
administration, fiscal 
framework, debt 
management, and 
project management)  
 

Enabling policy 
legislation is required 
in several areas, 
particularly revenue 
mobilization, and may 
encounter resistance 
and delays. 
 
Capacity 
development is 
affected by high staff 
turnover and a weak 
skills base. Such 
factors will be 
incorporated, from the 
start, in the design of 
capacity development 
interventions. 
 
Democratization and, 
in particular, the 
strengthening of party 
politics, parliamentary 
processes, and local 
governments may 
weaken resolve to 
restore fiscal stability 
and to strengthen 
expenditure and 
borrowing controls. 
 
This will be the first 
time that Government 
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Relevant CPS Outcomes 
 

Sector-Level Outputs 

CPS Outcomes Relevant 
to the Sector 

Key Opportunities and 
Constraints 

 
Subsector Outcome/Key 

Sector Outputs 
 

Sector Milestone/Tracking 
Indicators/Interim Indicators 

ADB Assistance Risks 

expenditure controls are 
weak and revenues 
regressive, while weak  
controls on accountability 
hamper efforts to prevent 
corruption. Budget 
execution is hindered  by 
poor project management 
and reporting. 

has borrowed for 
capacity 
development, which 
may add to the time 
required to process 
the operation. 

ADB = Asian Development Bank, CPS = country partnership strategy, GDP = gross domestic product, MOFT = Ministry of Finance and Treasury, MTEF = medium-term 
expenditure framework, MTFF = medium-term fiscal framework, NDP = national development plan, PMU = project management unit, TA = technical assistance. 
Source: Asian Development Bank. 
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B. Industry and Trade3 

1. Key Issues in the Sector4  

21. The financial sector is very narrow and shallow. Although the Maldives has one of 
the most liberal trade, labor, and investment regimes in South Asia,5 the Government plays a 
large role in the economy, indirectly limiting scope for private participation. Particular attention 
needs to be accorded to enabling private sector activity for micro-enterprises and small and 
medium-sized enterprises (SMEs) on the outer atolls, to broaden participation in the growth 
process and stem widening national inequalities. Total assets in the banking sector amount to 
Rf9.1 billion ($710 million) in five banks: Bank of Maldives (BOM), State Bank of India, Habib 
Bank Limited, Bank of Ceylon, and Hong Kong Shanghai Banking Corporation. Among these, 
the bank with the largest physical presence in the Maldives, BOM, carries out limited 
development banking activities and is the only bank with a branch network, including 20 
branches and five mobile boat units for the outer atolls. BOM and State Bank of India account 
for more than 80% of the domestic credit market (Rf6.9 billion in 2005). The other banks are 
more specialized on international transfers and financing exports and imports. Nonbank 
financial institutions in the Maldives consist of (i) Allied Insurance Corporation, a local insurance 
company, and offices of two Sri Lankan insurance companies; (ii) Maldives Finance Leasing 
Company Pvt. Ltd.; and (iii) Housing Development Finance Corporation, a specialized housing 
finance institution. Micro, small, and medium-sized enterprises (MSMEs) face special 
challenges in tapping the existing financial institutions because  

(i) long queues mean routine bank operations often take several hours to complete;  
(ii) prospective entrepreneurs receive little support in completing loan applications; 
(iii) a lack of collateral severely limits loan amounts, while acceptable forms of 

collateral are limited to buildings and boats, excluding motor vehicles, enterprise 
inventory, and accounts receivable;  

(iv) collateral-free loans are limited to Rf15,000, an amount unchanged for the past 
decade;  

(v) the maximum maturity period of loans is only 3–4 years, which is often too short 
for major investments;  

(vi) almost no competition exists among financial service providers on the atolls; and  
(vii) BOM’s internal regulations limit enterprise financing to those companies that 

have been operating for at least 1–2 years, so excluding new MSMEs from 
access to credit.  

 
22. Credit Information. One of the key reasons that MSMEs have difficulties accessing 
institutional sources of credit is the absence of institutionally organized credit information. Lack 
of adequate information on credit reporting causes the financial institutions to be conservative in 
their lending decisions, charge high interest rates, and undertake lending based on collateral 
instead of cash flow. Currently, banks and other institutions that want credit information have to 
write to each of the banks and request that information be supplied voluntarily. In practice, 
banks are reluctant to offer competitors credit information. MMA has been mandated by the 
Government to establish a credit information bureau, envisioned as a separate business unit 
within the MMA that will be spun off as a separate legal entity after it matures. 
 
                                                 
3 Including small and medium-sized enterprise development. 
4 Including issues related to the Government’s institutional arrangements and sector capacity. 
5 During the past 2 decades, the Government has steadily improved the private sector-enabling environment. For 

example, to reduce licensing costs, the Government’s foreign investment initiative of April 2007 announced that 
investors in positive-list sectors would receive licenses to operate within 30 days.   
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23. Enterprise Regulations. The Maldives ranks fairly high in several areas of the 
regulatory environment affecting the convenience of doing business, but its comparative 
position has recently declined because of increased burdens in a number of areas that 
especially affect MSMEs. Downgrading has occurred in the ease of (i) employing workers, (ii) 
starting a business, (iii) protecting investors, (iv) enforcing contracts, (v) trading across borders, 
and (vi) closing a business. Moreover, considerable variation exists in the degree of confidence 
in the rule of law among businessmen. According to Investment Climate Assessment,6 only 
about 40% of entrepreneurs in manufacturing and tourism had confidence in the judicial 
system’s ability to enforce contractual rights in business disputes. Major problems remain in 
enforcing contracts and closing a business, and there are severe exit barriers.  
 
24. Business Skills. Most of the private businesses on the atolls are very small, often with 
three or fewer employees. The entrepreneurs running these businesses often have no formal 
training in business or business management. The market for business development services 
(BDS) is in its infancy, and the few such services that exist are provided by the public sector in 
Malé and consist of skills-related training courses that do not necessarily target entrepreneurial 
activity. BDS are needed for all MSMEs on outer atolls and islands beyond Malé, especially 
regarding (i) improved availability and access to information; (ii) access to markets, including 
transport and logistics support; (iii) access to low-cost finance; (iv) affordable technical 
consultancy and training; (v) basic management training; (vi) start-up training and consultancy; 
and (v) training in entrepreneurship. 
 
25. Access to markets is a particular constraint to MSME development because of the 
nation’s remoteness, small domestic markets (and smaller island markets), and diffused 
settlement. The consolidation over time of the population on fewer islands well served by 
maritime and civil aviation links is expected to markedly improve MSME access to markets. In 
the interim, market access can be improved by improving the quality of accessible market 
information. The information required can be of various types, such as technical information 
related to product specifications and government procedures, or information related to market 
channels, demand, or production techniques. The development of mobile phone networks and a 
nationwide internet backbone provide the foundation upon which a range of MSEM-relevant 
information services can be built.  
 
26. Tourist resorts offer an immediate and relatively underexploited opportunity for 
marketing a number of domestic products. Although the resorts have established supply 
contracts with traders for the bulk of their food and handicraft requirements, access to local 
products from neighboring islands could offer advantages in terms of lower costs, fresher 
products, and a perception of more environmentally friendly source markets. The potential for 
providing goods and services for the resort market has yet to be fully exploited for lack of 
knowledge, affordable transportation, and adequate infrastructure and institutions.  
 
27. Government ownership, whether full or partial, is still widespread in every sector of the 
economy except tourism. In 2005, the 21 SOEs accounted for 36% of GDP, compared to 8% in 
member nations of the Organisation for Economic Co-operation and Development. SOEs 
employ one-third of the workforce, making them the largest group of employers. The SOEs 
provide very little revenue to the budget. Moreover, over 90% of the dividends from SOEs are 
contributed by a single one, Dhiraagu Telecoms, with the rest paying either very little or no 
dividends at all. The SOEs have unfair advantages over the private sector. For example, until 
2005, SOEs paid land rent to the Government at a rate of Rf1 per square foot per month, 
                                                 
6 World Bank. 2007. Maldives: Sustaining Growth and Improving the Investment Climate. Washington, DC. 
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against Rf10–Rf15 collected by the Government from the private sector. The subsidy on this 
account is estimated to be around $10 million in 2005. Many SOEs require significant 
investment for modernization and to improve their balance sheets. Underperforming enterprises, 
such as the State Electric Company (STELCO), Maldives Industrial Fisheries Company Limited 
(MIFCO), and Maldives National Shipping Limited (MNSL), having accumulated losses on their 
balance sheets, would find it difficult to raise financing from commercial financiers. A well-
defined program of SOE reform is needed to level the playing field between the SOEs and the 
private sector; establish corporate governance regimes (and, in some instances, enterprise and 
financial restructuring) to ensure that SOEs operate as viable corporate entities; and divest in a 
transparent manner the commercial assets of SOEs that would be more effectively utilized 
under private ownership.   
 
28. Public-Private Partnerships. The Government has employed a variety of public-private 
partnerships in developing the tourism industry, and in providing water supply, sanitation, and 
telecommunication services in Malé. The Government’s ability to meet growing demand for 
infrastructure and increasingly sophisticated social and economic services is constrained, both 
financially and by limited institutional capacity. PPP is emerging as the preferred mode 
worldwide for financing infrastructure. PPPs enable governments to leverage resources to 
attract private sector investments in infrastructure. Attractive as PPPs are in general, the 
capacity to develop a PPP framework covering legal, regulatory, financing, and institutional 
aspects remains a constraint in most countries. Building a pipeline of PPP projects has also 
been a constraint. While most infrastructure projects have high economic justification, they are 
unable to meet the financial return threshold to readily attract private investment. This further 
accentuates, particularly in case of the Maldives, the difficulty of attracting the private sector 
investments to sparsely populated locations spread over significant distances, adding to 
service-delivery costs as well as to price and service quality differentials. Some countries have 
applied innovative ways of addressing these issues that approximate market mechanisms. 
 
29. Private Sector Organizations. The development of the private sector needs to rely on 
business member organizations rather than on the public sector. In the Maldives, however, such 
organizations exist only in capital city and are limited in their range of activities and services. 
The four main business member organizations (BMOs) are (i) the Maldives National Chamber of 
Commerce and Industry (MNCCI), the umbrella organization for the Women’s Entrepreneurs 
Council (WEC), which represents all sectors of business but is at the early stage of institutional 
development regarding coverage of atolls; (ii) Maldives Association of Tourism Industry, a well-
organized body representing the tourism sector; (iii) Fishermen’s Association of the Maldives, a 
voluntary organization whose activities are limited to Malé Atoll; and (iv) Maldives Association of 
Construction Industry, which represents the construction sector in the capital.  
 

2. Government’s Sector Policy and Planning Framework 

30. The Government has identified regional economic growth and diversification as a key 
objective of economic development in both the Sixth NDP for 2001–2005 and the Seventh NDP 
for 2006–2010. As part of the Seventh NDP, the Government is developing regional centers that 
are designed to have airports, ports, and other infrastructure facilities and will be complemented 
by focus islands on different atolls. The focus islands are to serve as growth centers, fostering 
MSMEs and creating employment and income-generation opportunities by concentrating 
development efforts and so providing a higher level of infrastructure. MSME development will 
play as a key role in enhancing local economic development and fostering more balanced 
economic opportunities across the atolls.  
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31. To foster greater private sector participation, the Seventh NDP envisages government 
and the private sector working as partners in (i) formalizing the economy; (ii) improving 
corporate governance and transparency; (iii) promoting responsible business practices; (iv) 
maximizing the potential of public-private partnerships, with a view to increasing private 
investment in the national economy and providing opportunities for MSMEs to participate in a 
more competitive environment; and (v) developing linkages within the domestic and 
international private sectors to share knowledge, expertise, resources, and technology. In 
addition, the Government has launched a privatization process focused initially on winding up a 
small number of nonviable state enterprises.   
 

3. ADB Sector Experience 

32. ADB Assistance. SME development is a new area of ADB operations for which results 
on the ground are not yet available. The operational strategy in the 2002 CSP was to focus on 
reviewing the existing policy framework and operational and legal environment in which SME 
development would occur. It was proposed that an action plan and investment strategy will 
result. A technical assistance approved in 20057 was the only investment in the sector during 
the 2002 CSP. This TA focused on supporting the development of SMEs on the atolls by 
developing new financing mechanisms, developing market accessibility plans, and establishing 
centers for entrepreneurial training.  
 

4. Role of Other Development Partners in the Sector 

33. Development Partners. The World Bank has been closely involved, through three 
projects, in modernizing the fishing fleet and, by upgrading the international airport, in 
supporting tourism development. The World Bank plans to provide support for the introduction 
of mobile phone banking services. The United Nations Development Programme (UNDP) 
provides considerable support to private sector development, specifically for MSMEs. In recent 
years, it has provided assistance for agricultural development and credit schemes on the outer 
atolls aimed at female entrepreneurs and for diversifying livelihood sources. The International 
Monetary Fund (IMF) is closely involved in the development of the financial sector, particularly 
with respect to developing the capacity of MMA in central banking and providing support for the 
introduction of new financial market instruments. The International Finance Corporation (IFC) 
has provided technical advice in the area of investment regulations and is assisting MMA in the 
design of the credit information bureau. IFC has projects in tourism, logistics, and the financial 
sector. Development partner experience in the sector to date is mixed; tourism and fisheries 
have seen considerable expansion in private investment, with both industries steadily 
modernized. In outer island micro-finance and SME development, efforts to establish viable 
business models have been frustrated by the severity of the structural and institutional 
constraints that these enterprises face.    
 

5. Intended Sector Outcomes and Key Outputs Supported by the Asian 
Development Bank, and Links to CPS Outcomes and Other Sectors and 
Themes 

34. The Seventh NDP emphasizes promoting competition, innovation, and PPP for enabling 
the private sector to play an increasing role in the socioeconomic development of the Maldives. 
Accordingly, the CPS for the Maldives 2007–2011 prioritizes, in consultation with the 

                                                 
7 ADB. 2005. Technical Assistance to the Maldives for Preparing the Small and Medium-sized Enterprise 

Development Project. Manila.  
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Government, support for private sector development. The CPS suggests a two-phased 
approach under which Phase I emphasizes capacity development and analytical support for 
innovative mechanisms. These will then be leveraged in Phase II for larger interventions from 
the sovereign and nonsovereign windows of ADB, as well as through ADB-led syndications and 
from the private sector, both national and international. 
 
35. The main focus of the proposed support is on PPPs and MSMEs8 in the Southern and 
Northern regions, covering a range of institutions. ADB’s assistance program in this sector will 
improve the enabling environment for MSME development by (i) developing the entrepreneurial 
climate and support services that will facilitate MSME investment; (ii) providing the necessary 
conditions for converting existing entrepreneurial potential into innovative and successful 
business activities; (iii) building the capacities of MSMEs to tap institutional sources of finance 
and access markets; and (iv) establishing broader regional centers for SME activities that are 
driven by growth nodes or networked clusters for supporting activities. Capacity-development 
support will also be provided for structuring public-private partnerships, including improving the 
enabling environment for SMEs. This will include support for developing marketing links and 
business services, addressing financial constraints including access to credit, establishing a 
credit information bureau, and assistance for privatizing SOEs. 
 

6. Indicative Areas for Interventions 

36. MSME Development. ADB will focus primarily on improving the enabling environment 
for MSMEs. In the first phase of the CPS, capacity-development support will aim to develop 
knowledge, strategies, action plans, and policies to support effective public-private partnerships 
and so overcome key financial market constraints, improve market links and business services, 
and rationalize SOEs in an orderly manner. In the second phase, ADB will provide a 
combination of investment support and capacity-development assistance to help the 
Government establish business development services and SME financing instruments, including 
credit-enhancement and risk-guarantee schemes, that are sustainable and serve to enhance 
the private sector-enabling environment, with particular reference to constraints faced by 
Maldivian MSMEs. ADB will provide technical and financial assistance to selected atolls on a 
pilot basis to develop an integrated set of business development services that are linked to 
markets and provide enhanced access to financial services. It is anticipated that ADB support 
will be focused on two regions: the Northern Development Region, covering three atolls, and the 
Southern Development Region, covering five atolls. The land areas of these two regions 
comprise 55% of the total land area of the country. ADB’s assistance will focus on these atolls in 
an effort to develop a critical mass of SMEs so that business development is both viable and 
sustainable. Support will be located in regions where business prospects are promising, related 
infrastructure exists or is being developed, and some leading SME activities exist to build upon. 
ADB will help the Government bolster human resource development by creating business 
development service centers that provide training programs in entrepreneurship, management, 
and technical skills for MSMEs and develop appropriate materials for such training, as well as 
help to identify commercial opportunities in specific sectors. ADB will help MSMEs improve their 
access to finance by drawing on innovative financing instruments (i.e., guarantees and leasing) 
and improving MSME capacity to tap existing sources of institutional finance. ADB will help the 
Government facilitate commercial activities on the atolls and strengthen MSME activities by 
improving the policy and regulatory environment. Examples of possible support are branding 

                                                 
8 This by no means suggests that large enterprises are excluded. Non-recourse and project finance support will 

enable such businesses to benefit from the assistance program. Resources at the disposal of such businesses 
provides access to services that are usually not available to SMEs, especially on atolls.  
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local products, hosting business fairs, and helping local businesses supply goods and services 
to resort islands.  
 
37. Credit Information Bureau. Working with the IFC, ADB will help the Government 
provide the necessary hardware, software, and technical services required to establish a credit 
information bureau. Once operating, the bureau will allow financial institutions and other 
companies to better manage customer risk and provide financial and other services to SMEs on 
the basis of expected cash flow and past credit performance.  

 
38. Privatization Support. In the first stage, ADB will assist the Government with a pilot 
privatization of three enterprises: Nasandhura Palace Hotel, Maldives National Shipping 
Corporation, and Maldives Industrial Fisheries Company. ADB will help the Government 
develop criteria and procedures for privatizing these three SOEs in a transparent, rules-based 
manner. ADB will also assist in the restructuring of STELCO as a prelude to future privatization. 
ADB’s holistic support will include recommendations for the design of a labor adjustment 
program to cushion the transient employment impact of SOE privatization. ADB will draw 
lessons from this experience, which will be used to guide future assistance in deepening and 
widening the scope for privatization of the SOE sector. 
 
39.    Private-Public Partnerships. Capacity-development assistance will be provided for 
strengthening the enabling environment for the private sector, for structuring PPPs, and for 
SMEs, as well as for the use of this modality in the power and transport sectors. International 
practice suggest the following for initiating the mainstreaming of PPPs:  

(i) As needed, a nodal, dedicated agency for developing and disseminating the PPP 
concept is established. These are cells or focal points in line ministries 
(depending on possibilities and potential) for facilitating the mainstreaming of 
PPPs. 

(ii) Governments have established PPP promotion funds, or viability gap funds, for 
encouraging PPP transactions. These support PPP projects to ensure their 
commercial viability, thus encouraging private sector interest in these projects.  

ADB will support capacity development in PPP through assistance in (i) developing guidelines 
and manuals for the PPP cell, (ii) developing regulatory and policy frameworks, (iii) establishing 
bid procedures for projects, (iv) facilitating environmental compliance, (v) capacity-development 
support for PPP cells, (vi) disseminating knowledge and awareness of international best 
practices, (vii) designing project development frameworks, (viii) institutionalizing the above,  (ix) 
developing vendors, and (x) conducting research and analysis. ADB project support for PPPs 
may emphasize sectors and infrastructure that require substantive investments that are unlikely 
to come from the private sector without Government intervention. Such projects could also 
provide opportunities for the private sector, including ADB’s private sector window for 
participation. 
 

7. Monitoring Mechanism 

40. The Government’s basic data systems for monitoring MSMEs are fragmentary and 
underdeveloped. The performance of the CPS in this sector will be tracked using sector 
performance data from established Government statistics and other information sources 
developed under ADB project assistance. Baseline indicators and a results-oriented project-
monitoring framework will be developed to enable regular monitoring of progress made in 
MSME development on the atolls where ADB support is provided. 
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8. Sector Results Framework 

Table A6.2: Sector Results Framework 
 

 
Relevant CPS Outcomes 

 
Sector-Level Outputs 

CPS Outcomes Relevant 
to the Sector 

Key Opportunities and 
Constraints 

 
Subsector Outcome/Key 

Sector Outputs 
 

Sector Milestone/Tracking 
Indicators/Interim Indicators 

 
ADB Assistance 

 
Risk 

I. MSME Development 
 
Reducing inequalities of 
opportunity by expanding 
income-generating 
activities on the atolls 
through MSME 
development: 
Make Maldivian businesses 
more competitive by 
supporting small 
entrepreneurs  
 

SMEs constrained by lack 
of  access to (i) information; 
(ii) markets, including 
transport and logistics 
support; (iii) low-cost 
finance; and (iv) affordable 
business service advice 
and training.  
 
Poor (but improving) 
contract enforcement 
impairs confidence in the 
legal system 
 
Financial system is shallow 
and hardly serves SMEs 
 

An integrated business-
development model will be 
established that is linked to 
the markets, has enhanced 
access to financial services, 
and includes (i) a network 
of two business 
development service 
centers, one in the Northern 
Development Region and 
the other in the Southern, 
that provide training 
programs in 
entrepreneurship, 
management, and technical 
skills for SMEs; 
(ii) innovative financing 
arrangements established 
for MSMEs using 
information on borrower 
history from the credit 
information bureau, linking 
SMEs to established 
lenders, and using 
alternative financial 
instruments such as credit-
guarantee schemes and 
other credit-enhancement 
instruments; 
iii) improved public-private 
partnerships in SME 
development through the 
introduction of branding 

2–3 self-sustaining SME 
business development centers 
operable by 2011 
 
Credit information bureau, 
including innovative SME-
financing modalities 
(guarantees, etc.), established 
and operated by 2011 
 
Branding system introduced by 
2010, annual business fairs 
conducted, and progressively 
increased supply of domestic 
agriculture and handicraft 
products for tourist resorts 

ADB analytical and 
capacity-development 
support during Phase 
I to establish 
business-
development service 
centers, followed by 
project support for 
SME development 
during Phase II.  

The Seventh NDP 
gives the political 
commitment to 
developing MSMEs, 
but legislative action 
may be difficult during 
a period of elections 
and constitutional 
change. Efforts will be 
made to operate 
within the existing 
regulatory framework 
to the greatest extent 
possible. 
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Relevant CPS Outcomes 

 
Sector-Level Outputs 

CPS Outcomes Relevant 
to the Sector 

Key Opportunities and 
Constraints 

 
Subsector Outcome/Key 

Sector Outputs 
 

Sector Milestone/Tracking 
Indicators/Interim Indicators 

 
ADB Assistance 

 
Risk 

local products, hosting 
business fairs, and helping 
local businesses supply 
resort islands. 

ADB = Asian Development Bank, CPS = country partnership strategy, MSMEs = micro, small, and medium-sized enterprises, SMEs = small and medium-sized enterprises, 
NDP = National Development Plan. 
Source: Asian Development Bank. 
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Table A6.3: Sector Results Framework 
 

 

Relevant CPS Outcomes 
 

Sector-Level Outputs 

CPS Outcomes Relevant 
to the Sector 

Key Opportunities and 
Constraints 

 
Subsector Outcome/Key 

Sector Outputs 
 

Sector Milestone/Tracking 
Indicators/Interim Indicators 

ADB Assistance Risk 

II. Private Sector 
Development  

Private sector development 
is critical to achieving the 
levels of sustainable 
economic growth required 
to address the complex 
array of socioeconomic 
issues facing the Maldives. 
Key strategies include 
• formalizing the economy, 
• improving corporate 

governance and 
transparency, 

• promoting responsible 
business practices, 

• environment protection, 
and 

• developing linkages with 
the domestic and 
international private 
sectors. 

 

Maximizing the potential of 
public-private partnerships, 
with a view to increasing 
private investment in the 
national economy and 
providing opportunities for 
MSMEs, is a key private 
sector development 
strategy. 

Main constraints include (i) 
limited access to finance, 
(ii) the high cost of finance, 
(iii) limited access to land, 
(iv) lack of skilled labor, and 
(v) corruption. 
 
Subsidies for, and favored 
treatment of, 21 SOEs tilt 
the playing field against the 
private sector. 
 
Private sector participation 
is hampered by the lack of 
a framework for PPPs and 
crowded-out by preferences 
accorded to SOEs, the lack 
of information on the 
creditworthiness of 
businesses and private 
individuals, and insufficient 
attention to the 
requirements of MSMEs. 
 
Sector development in 
economic infrastructure 
constrained by weaknesses 
in investment planning, 
asset management 
capacities, and sector 
regulatory oversight. 

New financial leasing 
services established. 
Other credit-enhancement 
products introduced. 
Innovative SME financing 
schemes introduced. 
Private-public partnerships 
introduced and encouraged 
in all sectors of ADB 
involvement.  
First 3 SOEs privatized in a 
transparent, rules-based 
manner. 
Additional SOEs identified 
for corporatization and/or 
eventual privatization. 
 
Good corporate 
governance system for 
SOEs introduced. 
 
Credit information bureau 
established and operable at 
MMA, which boosts 
business confidence. 
 
PPP needs assessed and 
pilot experiences reviewed. 
Standard procedures 
adopted for fostering PPPs 
in transport and power. 

Financial leasing company in 
operation by 2010 
 
Credit guarantee facilities 
introduced by 2008   
 
PPPs established  in SME, 
transport, and power sectors by 
2009–2011, respectively 
 
NPH, MNSC, and MIFCO 
privatized by 2009, or latest by 
end-June 2010 
 
Corporate governance 
guidelines developed by 2009 
 
SOE privatization list has at 
least an additional 3–5 SOEs for 
restructuring and eventual 
privatization by 2011 
 
Credit information bureau 
operating by 2008 or 2009 
 
Pilot PPPs in the power and 
transport sector by 2010 and 
2011, respectively 

Maldives Leasing 
Development 
Company (MLDC) in 
operation. 
Other Private Sector 
Operations 
Department 
Operations. 
Phase I TA support 
for strengthening the 
private sector through 
a review of SME 
constraints. 
Support for PPPs. 
Assistance in pilot 
privatizations of 
SOEs, and 
assistance to 
establish the credit 
information bureau. 
 
Phase I support for 
capacity development 
in public-private 
partnerships, SME 
development, and 
credit information 
bureau support. 
 
ADB Phase II 
investment support 
for SMEs, power, and 
transport 

With elections 
approaching, political 
willingness to pursue 
SOE reform may 
waiver. A gradual, 
stepwise approach is 
therefore being 
pursued. 
 
PPPs, if pursued in 
an ad hoc, non-
transparent manner, 
could have inefficient 
outcomes and derail 
support for involving 
the private sector in 
the provision of 
infrastructure and 
other services. To 
help mitigate this risk, 
the focus of ADB 
support will be on 
helping Government 
define and implement 
a framework for good 
practices for using 
PPPs, as well as 
adapting these to the 
specific requirements 
of the power, 
transport, and SME 
sectors. 

ADB = Asian Development Bank, CPS = country partnership strategy, MIFCO = Maldives Industrial Fisheries Company Limited, MLDC = Maldives Leasing Development 
Company, MMA = Maldives Monetary Authority, MNSC = Maldives National Shipping Corporation, MSMEs = micro, small, and medium-sized enterprises, NPH = Nasandhura 
Palace Hotel, PPP = public-private partnership, SME = small and medium-sized enterprise, SOE = state-owned enterprise, TA = technical assistance. 
Source: Asian Development Bank.
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C. Energy 

1. Key Issues in the Sector9 

41. Limited Indigenous Energy Resources. The Maldives experiences disproportionately 
high per capital energy use due to its unique geography and population scattered over 197 
inhabited islands. A reliable energy supply is essential for sustained improvements in household 
welfare, in the quality of social services, and as an input to businesses, such as micro-
enterprises, to create new income opportunities and generate economic growth. Improving 
infrastructure, particularly electricity supply, will help to achieve more balanced economic growth 
and equitable regional development, and thereby help to reduce poverty in the outer islands and 
also reduce the significant population pressure on Malé. The Maldives has no known indigenous 
petroleum, gas, or coal resources, and hydropower is not feasible due to its topography, as 
there are no lakes, rivers, or streams. Firewood and petroleum are the only commercial fuels, 
with firewood used for cooking in some 20% of the households. Displacing wood burning with 
electrical appliances can (i) divert time and effort spent collecting firewood (mostly done by 
women) to more productive use, (ii) eliminate poor indoor air quality from burning wood, which 
disproportionately effects women and children, and (iii) reverse firewood depletion and its 
environmental implications. The loss of tree cover has become serious, and the Government 
has attempted to restrict tree cutting and implement tree-planting requirements, though without 
success in enforcing the regulations properly, as much firewood is cut illegally. Other forms of 
indigenous energy, such as solar and biomass, constitute only 2% of total energy consumption. 
Solar energy is used in traditional ways, such as for drying fish and heating water, in some 
resorts. It is also harnessed for telecommunications and navigational aids in remote areas. 
 
42. Reliance on Imported Fuels. The lack of indigenous fuel sources causes heavy 
reliance on imported petroleum-based fuels and thus vulnerability to international price swings. 
Petroleum is imported as refined products by the State Trading Organization and a number of 
private entrepreneurs. Diesel accounts for 83% of petroleum-based fuel consumption, largely 
used to generate electricity in the capital and in over 1,000 electricity generators on the outer 
islands. Diesel is also widely used for transport and on fishing boats. Another 6% of the 
country’s petroleum-based fuel use is in the form of petrol, followed by jet fuel at 5%, kerosene 
at 2%, liquefied petroleum gas at 2%, and the rest miscellaneous. Petroleum product imports 
account for nearly a fifth of total imports. Rising world oil prices in recent years have had a 
major impact on the Maldives’ balance of payments.  
 
43. Very High Energy Costs. This reliance on imported petroleum products, coupled with 
rising world oil prices and a lack of alternate sources, contributes to a very high local cost of 
energy. The average rate for electricity in Malé is $0.23/kWh, while the prevailing rates in other 
developing countries in the region are typically in the range of $0.06–0.12/kWh. The wide 
dispersal of the population on the outer islands inevitably raises the cost of providing electrical 
services and thus exacerbates the problem. The outer islands have fewer customers to spread 
fixed costs across and generally suffer from lower efficiencies and economies of scale, and so 
higher operating costs. Rates are generally twice as high on the atolls as those paid by 
residential electricity consumers in Malé, where electricity is subsidized by the Government. 
Despite these high costs, it is expected that the country will continue to rely on imported 
petroleum fuel for power generation. 
 

                                                 
9 Including issues related to Government’s institutional arrangements and sector capacity. 
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44. Capacity Constraints in Malé. The Maldives has been very successful in the past in 
expanding electricity production to meet rapidly increasing demand while simultaneously 
increasing access to electricity across a thinly dispersed population. Looking ahead, however, 
capacity shortages are imminent, particularly in Malé, where electricity demand is growing 
rapidly at 11–12% per annum, no spare capacity exists, and STELCO is unable to increase 
tariffs sufficiently to cover costs, let alone invest in new capacity. 
 
45. Inadequate Supply on Outer Islands. The percentage of the population with access to 
electricity has rapidly grown over the last 15 years. In 1990, it was estimated that one-third of 
the nation's population had no access to electricity. Although access to electricity has improved 
considerably, electricity-supply systems on the outer islands are generally inadequate and 
unreliable. Currently, the efficiency and reliability of power-supply systems on most of the outer 
islands is low. It is difficult to bring commercial sources of energy in the form of more efficient 
grid power and fuels to many underserved outer island areas, where low-income groups are 
generally located. The volume of demand is too low to justify the logistical costs of bringing fuel 
on a commercial basis to these islands, and the affordability of these energy forms does not 
match the income levels of these households. 
 
46.  Institutional Constraints. Significant capacity improvement is needed in the Ministry of 
Environment, Energy, and Water (MEEW) and the sector regulatory entity, Maldives Electricity 
Authority (MEA),10 in terms of human resource development and promoting consistent policies. 
For example, the electricity tariff in Malé is low, as it is heavily subsidized, while the tariffs on the 
outer islands remain very high. There are no institutional mechanisms in place to reduce these 
distortions or incentives for investors to supply power to the outer islands. MEEW was given the 
energy portfolio in a Government reorganization in 2005, but it has no prior policymaking 
experience in the energy sector and currently lacks human resources not only for policymaking 
but also for its role as an implementing agency for power projects.  
 
47. STELCO. The current regulatory process involves detailed scrutiny of costs of the island 
development committees on smaller islands, but no formal regulatory mechanism exists to 
review the costs of the dominant utility, STELCO. STELCO operates more like a Government 
agency than as an autonomous corporation and lacks clear operational and financial targets. Its 
Board has neither the decision rights of a governing body nor the mix of skills required to be 
effective. STELCO’s financial performance has deteriorated significantly over the last 2 years; 
with negative free cash flows, the operating balance is inadequate to meet overhead costs or 
service debt. At the same time, significant new investments are required to meet growing 
demand, making a combination of tariff reform and financial restructuring inevitable.  
 

2. Government’s Sector Policy and Planning Framework 

48. The Government is committed to improving access to energy for all its citizens, and the 
Sixth NDP (2001–2005) indicated the need for a sound energy policy. New policies materialized 
in the Seventh NDP for the period 2006–2010 (developed with the assistance of ADB and 
UNDP), and the current proposed national energy plan seeks to ensure a continuous and 
economically viable diversity of energy supplies to sustain economic development without 
compromising the environment. The Seventh NDP includes energy sector policy measures to 
strengthen the institutional framework, provide affordable and reliable energy services, promote 
energy conservation, and enhance energy security.  

                                                 
10 The Maldives Electricity Bureau was transformed into MEA as the sector regulator. It is currently understaffed and 

not properly functioning. 
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49. Strengthen the institutional framework of the energy sector. This is to be 
accomplished by establishing the National Energy Agency, whose role will be promoting 
efficient and sustainable development of the energy sector. This strategy includes institutional 
strengthening of the Energy Section of MEEW, including training staff in energy economics and 
engineering. A key Government objective is to ensure the transparency of energy sector 
planning and operations. 
 
50. Provide affordable and reliable energy services to all. This is to be accomplished 
through further electrification projects targeting additional outer islands. This strategy includes 
completion of a study of the sustainable development of the electricity sector in the Maldives 
and the feasibility of establishing an electricity grid connecting the greater Malé region. 
 
51. Promote energy conservation and efficiency without lowering the quality of 
services provided. This policy requires that studies be conducted on national energy demand 
and supply management and on the feasibility of electricity co-generation. A second strategy is 
the development of power generation from solid waste by 2008, along with conducting a public 
awareness campaign to promote energy-efficient products and practices. The Government 
intends to include provisions in the proposed building code to achieve energy savings in all 
types of new buildings. The new building code will be administered by the Ministry of 
Construction and Public Infrastructure.  
 
52. Enhance national energy security including though the introduction of indigenous 
renewable energy sources. This policy will introduce sustainable alternative energy sources 
(biogas digesters, solar dryers, gasifiers) for domestic heating under the Renewable Energy 
Technology Development Project. This strategy includes an awareness campaign to promote 
alternative domestic energy sources. It will encourage the planting of suitable trees on islands 
for use as firewood and promote the use of indigenous energy resources through the (i) 
installation of a solar-diesel hybrid power system on Mandhoo Island, (ii) construction of two 
renewable-energy-powered buildings, and (iii) installation of wind and solar-diesel hybrid 
systems on Dhuvaafaru Island. While the aforementioned sector objectives of the Seventh NDP 
are laudable, little to no human resource capacity currently exists to meaningful fulfill these 
objectives. 
 

3. ADB Sector Experience 

53. ADB has been by far the main contributor to the power sector of the Maldives, having 
extended five loans totaling over $31 million and seven TA projects totaling $1.5 million since 
1984. In addition, there was a small grant earmarked to rehabilitate the power sector after the 
2004 tsunami. The earlier assistance was to increase electricity-generating capacity in Malé to 
service its rapidly growing electricity demands, as well as to strengthen the sector institutions. 
The earlier loans strengthened the capacity of the Maldives Electricity Board. When it was 
corporatized into STELCO,11 ADB assistance then strengthened its management and 
developed its human resources. The last of these loans having reached completion in 2005, 
ADB power sector assistance has been deemed successful, with electricity supply in Malé 
substantially improved.   
 

                                                 
11  Maldives Electricity Board was corporatized such that the most of it was transformed into STELCO. A small portion 

was transformed into Maldives Electricity Bureau, which later became MEA, the sector regulatory body. 
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54. In line with the objective of decentralizing economic activities away from Malé, ADB 
shifted its focus to rural electrification on the outer islands. The most recent loan,12 which is 
ongoing, is expanding and augmenting the power supply systems on about 20 outer islands. As 
expected, electrifying outer islands has proved more difficult than earlier efforts focused solely 
on Malé. The original intent was to cover 40 islands, but the rapid increase in world oil prices 
and other issues that surfaced during the feasibility studies have forced narrowing the scope to 
include fewer islands. The 2004 tsunami understandably contributed to an implementation 
delay. Other factors that have weakened project performance include capacity constraints in 
sector planning and policy-making in MEEW, the very small number of qualified contractors able 
to install power systems in the islands, and the limited progress made toward involving the 
private sector in the power sector. Also, as part of ADB's tsunami emergency assistance to the 
Maldives, ADB funded the rehabilitation of power supply systems on six islands. This assistance 
is ongoing. 
  

4. Role of Other Development Partners in the Sector 

55. The Japan International Cooperation Agency (JICA) has helped to provide electricity to 
some outer islands through its three-phase Atoll Island Electrification Project, which started in 
1993 and was completed in 2000. The Nordic Development Fund has supported the 
development of the power sector by cofinancing with ADB the Third Power System 
Development Project.13 JICA's experience with its Atoll Island Electrification Project was 
positive. The project improved the quality and reliability of power supply in the selected islands, 
promoted the establishment of industries such as small-scale garment factories, and improved 
the quality of life of island residents by, among other things, extending study hours for students 
at night, reducing the workload for women through the increased use of electrical appliances, 
and allowing more use of entertainment equipment. The power supply systems built under the 
project were evaluated as technically and financially sustainable. UNDP has begun exploring 
support for renewable energy in the Maldives. 
 

5. Intended Sector Outcomes and Key Outputs Supported by the Asian 
Development Bank, and Links to CPS Outcomes and Other Sectors and 
Themes 

56. ADB's sector strategy is to (i) strengthen sector institutions and entities through capacity 
development, (ii) encourage the use of renewable energy sources, and (iii) broaden access to 
reliable power supplies on the atolls. ADB's earlier projects have assisted Maldives Electricity 
Board, and then STELCO, with management strengthening and human resource development. 
The current focus should address capacity development in MEEW (the sector policymaking 
body), and MEA (the sector regulator) in the areas of recruiting and training qualified staff, and 
promoting sector expertise in energy sector policy, energy economics, and engineering. Human 
resource development in outer island utilities is also required. Specifically, capacity to establish, 
monitor, and enforce a uniform electricity code is essential. To foster PPPs in the sector, MEA 
needs to prepare standards and establish a process for issuing licenses to service providers. 
These service providers must receive proper training not only in the details of new codes but 
also to ensure their work meets the specified standards. Furthermore, MEA will need to hire and 
train inspectors to check the quality of power installations on the outer islands and enforce the 
new standards. 
                                                 
12 ADB. 2001. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

Republic of Maldives for the Outer Islands Electrification (Sector) Project. Manila. 
13 ADB. 1997. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

Republic of Maldives for the Third Power System Development Project. Manila. 
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6. Indicative Areas for Interventions 

57. To supplement the Government’s pro-poor growth initiatives on the outer islands and the 
stated objective of bringing reliable energy services to all, future projects will focus on further 
electrification of outer islands. As lack of implementation capacity has been an issue in the past, 
and STELCO has the best capacity to deliver reliable electricity services, it may be prudent to 
consider working with STELCO, as well as with the private sector and local cooperatives, to 
expand access to reliable power services on the atolls.   
 
58. ADB recognizes the Government's efforts and the need to develop environmentally 
sustainable energy resources in the Maldives. The significant increase in world oil prices 
highlights the importance of renewable energy and makes it more cost competitive than in the 
past. Future assistance can thus help diversify the electricity supply with alternatives and 
supplements to diesel-powered generator sets. Therefore, the proposed Islands Electrification 
Project Phase II would include a renewable energy component using solar or wind power. 
Future ADB assistance will also help promote environmentally sustainable renewable energy 
technologies by reviewing best practices from other countries and settings, removing barriers to 
the adoption of such technologies, and promoting energy efficiency in an attempt to reduce 
demand for petroleum-based fuels. 
 

7. Monitoring Mechanism 

59. Despite general success in the power sector, project experience has indicated a lack of 
capacity in MEEW as an implementing agency due to the scarcity of skilled and experienced 
staff. For the earlier projects focusing on Malé, delays in project implementation occurred 
primarily in the initial phases of appointing consultants and awarding contracts. To address this 
matter, it is essential to strengthen implementation capacity and provide long-term training for 
project staff in the relevant institutions and agencies. Also, projects broken up into distinct 
packages, with each awarded to a different consultant, ultimately proved unwieldy. Coordinating 
the contractors holding the separate packages took much time and effort and contributed to cost 
overruns. In the future, it may be more efficient to have fewer, pre-qualified contractors.  
 
60. Several implementation issues associated with the ongoing Outer Islands Electrification 
Project are important to note and should be addressed in any future assistance. The selection of 
islands for inclusion in the project has often been significantly delayed. It is thus suggested that 
the Government establish a streamlined and defined procedure for island selection for future 
projects. Project preparatory work can address this concern. In addition, large and experienced 
international contractors have not indicated an interest in these types of dispersed projects 
because the contracts are very small. Finally, qualified local contractors are lacking. Future 
projects should thus attempt to group project components into larger, single contracts and work 
to improve the capacity of local contractors. 
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8. Sector Results Framework 

Table A6.4: Sector Results Framework 
 

 

Relevant CPS Outcomes 
 

Sector-Level Outputs 

CPS Outcomes Relevant 
to the Sector 

Key Opportunities and 
Constraints 

 
Subsector Outcome/Key 

Sector Outputs 
 

Sector Milestone/Tracking 
Indicators/Interim Indicators 

ADB Assistance Risk 

Promote enhanced 
economic activities away 
from Malé for more 
balanced and equitable 
regional development. 
 
Reduce heavy reliance on 
imported petroleum-based 
fuel, which adversely 
impacts trade balance and 
foreign currency reserves. 
 

Lack of basic infrastructure 
on the outer islands 
hampers economic growth. 
 
 
 
Current lack of alternatives 
other than diesel 
generators 
 
Inadequate capacity for 
sector policy formulation, 
regulation and standards as 
well as project 
implementation 

Improved electricity supply 
on the outer islands 
 
 
 
 
Increase renewable energy 
share of total energy mix 
from 2% to 12% by 2011. 
 
 
 
 
 
 
 
Strengthen the legal 
framework for island 
electricity suppliers. 
 
Improve institutional 
capacity of MEEW for 
policy formulation, sector 
regulation, and project 
implementation. 
 

Quality and reliability improved 
on 22 islands by 2007, and on 
an additional 10–15 islands by 
2011 
 
 
Availability of supply on 
underserved islands to be 
increased from 6–8 hours to 24 
hours by 2011 
 
Assist sustainable and reliable 
electricity supply for an 
additional 10 inhabited islands 
by 2011 
 
Tracking by accounts and 
records for electricity supply 
operations 
 
Passing of uniform industry 
codes and standards and 
relevant laws by 2009 
 
Increased numbers of 
professional staff, preferably 
with prior energy policy and/or 
engineering experience, to be 
hired by 2009.  
 
Further monitoring by tracking 
the number of trained engineers 
and planners added to the staff 

Existing islands 
electrification project 
 
 
 
 
Proposed Islands 
Electrification Project 
(Phase II) to contain a 
renewable energy 
component, with 
particular attention to 
how to augment 
diesel generators with 
solar or wind power 
hybrid technology. 
 
Proposed Islands 
Electrification Project 
(Phase II) to contain a 
capacity  
development 
component 
 

Technical assistance 
for establishing codes 
and the training of 
staff to follow and 
implement codes, as 
well as staff to 
monitor adherence. 

Policy formulation 
and project 
implementation 
capacity of MEEW 
(Implementation 
Agency) is currently 
insufficient.  
 
To be mitigated by 
capacity development 
integrated into project 
design, and 
assistance for policy 
formulation. 
 
Small outer island 
electric power 
schemes may not 
interest experienced 
international 
consultants. To be 
mitigated by sufficient 
grouping of work and 
enhancing local 
contractor capacity. 

ADB = Asian Development Bank, CPS = country partnership strategy, MEA = Maldives Electricity Authority. MEEW = Ministry of Environment, Energy, and Water. 
Source: Asian Development Bank.
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D. Transport and Communications 

1. Key Issues in the Sector14   

61. The Maldives consists of 1,190 coral islands with a total land area of approximately 250 
square kilometers (km2). The population of 300,000 lives on 197 inhabited islands. The capital, 
Malé, home to more than 30% of the population, has a land area of only 2 km2.   
  
62. The geophysical setting of the Maldives creates a critical role for transport in ensuring 
access to economic and social development opportunities. Large distances—in combination 
with slow and extensive maritime transportation, variable demand, lack of economies of scale, 
limited economic activity on remote atolls to finance travel needs, and adverse seasonal 
weather conditions—result in high transport cost and limited transportation opportunities. While 
air transport is gradually developing, maritime transport remains the most important and cost-
effective transport mode in the country. 
  
63. The country’s underdeveloped transport network is a major constraint to its sustainable 
development. Almost half of the islands do not have proper access and harbor facilities; ferry 
services to the atolls are costly and irregular; transport safety procedures and practices are not 
well developed; the potential contribution of civil aviation to the domestic transport system has 
yet to be exploited; and investments in the sector have focused on aspects of the transport 
system, rather than on the overall network.  
 
64. Expansion of Civil Aviation Facilities. A major expansion of civil aviation facilities is 
anticipated. This will have a dramatic influence on the nation’s transport network. At present, 
Malé International Airport serves as the hub of the air transport network for both national and 
international flight services. In addition to the two international airports in Hulhule and Gan, 
there are three regional airports at Hanimaadhoo, Kaddhoo, and Kaadedhdhoo. The 
Government has decided to substantially expand the domestic airports by establishing 10 new 
ones to be utilized both by domestic air transportation services for the tourist resorts and by 
outer islands inhabitants. In selecting the location of these 10 new domestic airports, the 
Government is taking into account the (i) availability of land for the airport, (ii) potential of viable 
local business development, (iii) location of tourist resorts in the vicinity, and (iv) extent to which 
these regions can be used to inspire population consolidation. Five locations for new domestic 
airports have been identified by the Government: Farukolhu on Shaviyani Atoll, Thinadhoo on 
Gadhdhoo Atoll, Dhigurah on Gaafu Alif Atoll, Kudahuvadhoo on Dhaalu Atoll, and Thimarafushi 
on Thaa Atoll. These are to be developed using PPPs in which the private sector is provided 
either an island or a license for a hotel in exchange for their agreement to develop and operate 
a domestic airport to specifications set by the Government.   
 
65. Domestic air transport capacity will need to be substantially increased if the new network 
of civil aviation facilities is to be efficiently utilized. At present, the country has (i) two domestic 
airlines with a limited number of small aircraft and (ii) a sea plane operation managed by two 
separate private parties to cater for the needs of the tourist sector. 
 
66. Maritime Seaports and Harbors. An efficient maritime domestic transport network is 
critical for the holistic development of the nation. Malé Commercial Harbour (MCH) was the only 
international seaport until 2005, when two regional seaports, one in Khulhudhuffushi in the 
North (Haa-Daalu Atoll) and one in Hithadhoo (Laamu Atoll) in the South, were commissioned 

                                                 
14 Including issues related to Government’s institutional arrangements and sector capacity. 
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for international service. The Government is inviting foreign direct investment to substantially 
expand the MCH. The objective is to develop a world class port for facilitating regional trade and 
trans-shipment services. Negotiations are underway with potential foreign investors for 
upgrading the MCH. Malé North Harbour, which can accommodate vessels up to 15,000 gross 
weight tons and 10.5 meter draught, has 1.7 hectares of open storage (enough for up to 819 
loaded 20-foot equivalent unit [TEU] containers) and 0.3 hectares of closed storage area. 
Annual cargo throughput reached 1,234,700 tons of freight in 2004, which indicates severe 
congestion in the port. The congestion in the Malé North Harbour is a serious problem for ship 
operators, cargo handlers, and shop owners. The average time at harbor is 7 days for front-
loading cargo vessels and 17 days for side-loading. With the assistance of ADB, the 
Government is launching the Domestic Maritime Transport Project in 2007 to enhance the 
capacity of Malé North Harbour. This will be complemented by capacity-development activities 
in the domestic maritime transport sector to improve the planning and regulation of the maritime 
transport sector. Besides the commercial seaports, island harbors are being developed to 
improve access. From 1995 to 2005, harbor construction projects on 74 islands, channel 
deepening projects off 14 islands, and 8 land-reclamation projects were completed. Of the 197 
inhabited islands, some 105 have proper harbors and access facilities.  
 
67. Weak Operation and Maintenance. Maintenance of Government port, jetty, and 
breakwater facilities on the islands suffers from neglect. These assets fall under the domain of 
island development committees, which have neither the resources to maintain them nor the 
authority to levy fees for their upkeep. Once these facilities are damaged or destroyed, the 
central Government is called on to repair or replace them. An improved system of asset 
management and routine maintenance is required to avoid costly repairs and unnecessary 
replacement of maritime transport facilities on the atolls.  
 
68. Irregular Ferry Services. The market structure for domestic maritime transport services 
consists of a mix of public and private operations and ownership. Transport services are run on 
demand without a system of regular, scheduled passenger or cargo services—in particular 
between Malé and the outer atolls and among the latter. The current market structure for ferry 
services is dominated by private services (often informal and owner operated) and the Maldives 
Transport and Contracting Company (MTCC).15 Since independence, the Government has 
repeatedly signaled its desire to establish regular, scheduled inter-atoll ferry services. Past 
attempts by both foreign and domestic private companies to operate regular, scheduled ferry 
services have generally failed. In the 1980s, the Government introduced a publicly operated 
ferry service, but it too proved uneconomic to run and was soon discontinued. While there are a 
few privately provided ferry routes to Malé that have existed for some time, regular services 
generally tend to be fragile and short lived. MTCC, however, has developed ambitious plans for 
a phased rollout of an expanded intra and inter-atoll ferry service. 
 
69. Land transport in Malé has become an issue of major concern. The rapid increase 
in the number of passenger vehicles, especially motorcycles and motorcars, is a growing threat 
to passenger safety and the environment. The introduction of a good public transport system 
and greater use of renewable energy for vehicles have been identified as possible ways of 
addressing these problems. In Malé and on several other outer islands, roads have been paved 
and traffic lights installed for the safety of road users. However, the need still exists to improve 
road safety and ensure that safety considerations are incorporated in road engineering designs.  
 

                                                 
15 Some 52.5% of the shares in MTCC are held directly by the Government and another 7.5% by Government-

controlled companies, resulting in a total Government majority holding of 60%.  
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70. Sector Oversight. MTC plays key roles in sector policy formulation and regulation but is 
overstretched. Its ability to engage in multimodal sector planning is limited, and it has no 
experience in fostering PPPs. Licensing processes are considered cumbersome and time 
consuming. A previous review of the sector for ADB in 2005 recommended setting up a 
domestic maritime transport section in MTC to build more capability to fulfill its existing mandate 
to formulate transport policy, survey and register vessels, and regulate operational safety and 
passenger fares. However, this has not yet happened. 
 
71. Sector Planning. The transport sector has been developed in an ad-hoc manner, with 
facilities developed to overcome site-specific bottlenecks rather than in response to the needs of 
the transport network as a whole. A draft transport master plan was released in June 2005. 
Several developments in the sector since then include the proposed expansion of civil aviation 
facilities and the reconstruction of a number of jetties and harbors following the 2005 tsunami. 
An updated transport sector master plan is urgently required and should take into consideration 
multimodal transport options and possible linkages with the population and development 
consolidation program.  
 

2. Government’s Sector Policy and Planning Framework  

72. The Government’s Seventh NDP outlines a development path based on economic 
growth, social equity, poverty reduction, environmental protection, and good governance. It 
provides a policy framework for realizing the long-term goals of the President’s Vision 2020.16 
The plan, which is a continuation of the strategies and lessons from the implementation of the 
Sixth NDP, focuses on the creation of equitable opportunities and fairer distribution of income 
and wealth.  
 
73. The Seventh NDP recognizes the paramount importance of improving the transport 
system. It includes 12 policies with supporting sub-strategies in the form of a combined land and 
sea transport road map. The highest priority is accorded to improving Malé North Habour 
through the provision of loading and unloading areas and new berthing facilities. The road map 
includes (i) institutional changes to improve the overall management and efficiency of the 
transport sector, including strengthening MTC’s maritime transport functions; (ii) harmonizing 
harbor charges in Malé; (iii) developing the sector’s human resources through capacity 
development; (iv) improving safety measures, including marine navigation aids; and (v) 
enhancing harbor-management capacity in Malé.  
 
74. Policy making, planning, and regulatory responsibilities for domestic transport services 
are to remain with the MTC, while operational responsibilities for the sector will be allocated to 
the Ministry of Construction and Public Infrastructure. This is part of the Government’s long-term 
effort to separate maritime transport sector policy, planning, and regulatory functions from 
operational activities. Under the ADB-assisted Domestic Maritime Transport Project, support will 
be provided to MTC to (i) enhance current efforts to align MTC’s organizational structure to its 
sector mandate, particularly focusing on policy, planning, and regulatory functions regarding 
international and domestic transport infrastructure and domestic transport services, and (ii) 
capacity development in MTC in the areas of (a) strategic planning and policy analysis, (b) 
establishing harbor usage charges, (c) maritime safety regulations and vessel inspection and 
registration procedures, and (d) project performance and impact monitoring. Assistance for 
capacity development in the Ministry of Construction and Public Infrastructure is also planned, 
to enable it to manage, operate, and maintain maritime transport infrastructure in Malé in a 

                                                 
16  Vision 2020 was outlined by the President in his Independence Day address on 26 July 1999. 
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sustainable manner through improved harbor management and training in financial 
management.  
 

3. ADB Sector Experience 

75. ADB has provided four loans in the transport sector.17 The Interisland Transport 
Project,18 approved in 1981, aimed to introduce a reliable, publicly operated transportation 
service between Malé and atoll islands to improve the efficiency and safety of interisland 
transport.19 The development of MCH has been supported through two ADB loans: Malé Port 
Development Project,20 approved in 1988, and Second Malé Port Project,21 approved in 1993. 
Both loans included investment components to relieve congestion in MCH through infrastructure 
enhancements and institutional support to the Maldives Ports Authority. The fourth loan to the 
transport sector, the Multi-Project Loan,22 approved in 1984, included infrastructure investments 
to support the deepening of priority island harbors.  
 
76. In 2002, ADB provided TA for a transport master plan,23 whose objectives included the 
development of transport policies, strategies, regulations, investment programs, and activities in 
support of an integrated nationwide transport network. The December 2004 tsunami caused 
urgent reconsideration of nationwide infrastructure investment priorities. The draft final report 
submitted under TA was found to contain useful input for future transport planning activities and 
to have assisted in creating capacity necessary for the future preparation of master plans.  
 
77. A clear lesson from past assistance is that support for physical infrastructure 
investments needs to be complemented by institutional capacity-enhancement measures, and 
that both can succeed over time. The project-specific approach applied in the Malé Port 
Development Project, Second Malé Port Project, and Multisector Loan—focusing project scope 
on a very well-defined area of activity supported by advisory services for both design and 
institutional development purposes—has worked well. Project implementation in the sector, 
however, has been adversely affected by frequent reorganizations of the key implementing 
agency. In addition, assistance provided to prepare a transport master plan, with a focus on 
maritime transport, was not fully successful, focusing attention on the need to plan transport 
sector interventions on a multimodal basis, rather than by subsector.  
 

4. Role of Other Development Partners in the Sector 

78. The Government of Japan has provided substantial bilateral assistance for constructing 
breakwaters and seawalls around Malé. The Kuwait Fund for Arab Economic Development has 
supported the development of commercial ports through assistance to establish two regional 
                                                 
17  In addition, the Tsunami Emergency Assistance Project included a transport component of $2.90 million for the 

reconstruction of harbor infrastructure.  
18  ADB. 1981. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

Republic of the Maldives for the Interisland Transport Project. Manila. 
19 The Project was rated unsuccessful for a number of reasons, including (i) the lack of a regional development plan 

or interisland transport statistics; (ii) inadequate assessment of the informal sector; (iii) the lack of outer island 
harbor infrastructure; and (iv) low cargo collections—in addition to overpowered vessel engines, which resulted in 
unsustainable operating costs. 

20  ADB. 1988. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 
Technical Assistance Grant to the Republic of the Maldives for the Malé Port Development Project. Manila. 

21  ADB. 1993. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 
Technical Assistance Grant to the Republic of the Maldives for the Second Malé Port Project. Manila. 

22  ADB. 1984. Report and Recommendation of the President to the Board of Directors on a Proposed Multi-Project 
Loan and Technical Assistance Grant to the Republic of the Maldives. Manila. 

23  ADB. 2002. Technical Assistance to the Republic of the Maldives for the Transport Master Plan. Manila. 
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ports in HD. Kulhuduffushi and S. Hithadhoo. The World Bank is currently providing assistance 
though the Public-Private Infrastructure Advisory Facility to explore options for further 
development of MCH under a public-private partnership modality. Assistance for rehabilitation of 
maritime transport infrastructure damaged during the December 2004 tsunami has been 
provided, in particular through the Japan Bank for International Cooperation and UNDP.  
 

5. Intended Sector Outcomes and Key Outputs Supported by the Asian 
Development Bank, and Links to CPS Outcomes and Other Sectors and 
Themes 

79. ADB assistance to the ports and shipping sector has, among other achievements, 
removed bottlenecks that delayed the transshipment of goods between Malé and the islands. 
This has important implications for women’s and children’s health, as shortages of food, 
particularly fresh fruit and vegetables, have been linked to malnutrition in children and dietary 
deficiencies causing anemia in girls and women. It also addressed one of the primary causes of 
poverty: isolation. 
 
80. ADB’s future support will help address policy and institutional gaps in the transport 
sector. ADB will also provide selected support to upgrade transport infrastructure where market 
failure necessitates continuation of public sector involvement, such as in upgrading high-priority 
jetties and local harbors. ADB will support public-private partnerships in the development and 
operation of maritime infrastructure for which costs can be efficiently recovered. A combination 
of sector reform and selected infrastructure investment will aim to enhance connectivity, reduce 
transportation costs, and improve the livelihood opportunities of atoll residents. Indirectly, this 
will improve their access to social services, including health and education. Sector reforms will 
include assistance to foster multimodal transport planning and improve the sustainable 
management and utilization of sector assets, thus contributing to greater network efficiencies 
and more effective use of limited public investment resources. Sector reform, followed by 
selected transport infrastructure investment, will significantly contribute to reducing regional 
disparities and facilitating greater national cohesion and inclusive social development—two of 
the main priorities of the Seventh NDP.  
 
81. Building on earlier support for sector planning, ADB can further help the Government to 
prepare a transport master plan that takes into account new developments for improving outer 
islands’ maritime  and air connectivity. The new transport plan will take into consideration the  
transport policies included in the Seventh NDP and the new approach of the Government to 
using outer island domestic airports to serve both tourist resorts and outer islanders, as well as 
foster public-private partnership in delivering services.  
 

6. Indicative Areas for Interventions 

82. ADB will continue to support (i) the Government’s long-term sector objective of ensuring 
the separation of maritime transport sector policy, planning, and regulatory functions from 
operational activities; (ii) the ongoing realignment initiatives in MTC; and (iii) the strategic 
directions outlined in the Seventh NDP to introduce efficiency and sustainability targets to 
enhance public sector provision of domestic maritime transport infrastructure. These objectives 
will be supported under the ongoing Domestic Maritime Transport Project, as well as through 
follow-up capacity-development assistance provided under this CPS.  
 
83. ADB will help the Government identify and develop prioritized multimodal transport hubs. 
While ADB’s main focus is likely to be on the maritime transport network, this will be undertaken 



 Appendix 6  
 
88 

in a way that fosters the improved use of multimodal transport facilities, which could include 
assistance for other transport modes, depending on their feasibility. Prioritized transport hubs on 
the outer islands will be identified and improved to serve as transport nodes in connection with 
the growing network of domestic airports and the major international ports. Support may also be 
provided to improve land transportation to connect harbors and domestic airports with 
households on the outer islands. As transport assets increase, improvements in the capacity to 
manage, operate, and maintain harbors, jetties, and roadways will also be assessed and, as 
necessary, supported.  
 
84. Lack of access to finance has been identified as a major obstacle to increased private 
sector participation in the domestic maritime transport services sector. In line with the policy 
direction outlined in the Seventh NDP—to strengthen the role of the private sector in the 
provision of transport services—ADB is currently exploring numerous options for improving 
access to financing to private vessel owners.  
 

7. Monitoring Mechanism 

85. A comprehensive project performance monitoring system will be developed under the 
Domestic Maritime Transport Project. This will include the requirements for tracking project 
progress as well as providing data on socioeconomic and environmental impact indicators. In 
addition, support will be provided to improve the monitoring and evaluation of transport sector 
performance as a whole. 
 



  
 

 

A
ppendix 6          89

8. Sector Results Framework 

Table A6.5: Sector Results Framework 
 

 

Relevant CPS Outcomes 
 

Sector-Level Outputs 

CPS Outcomes Relevant 
to the Sector 

Key Opportunities and 
Constraints 

 

Subsector Outcome/Key 
Sector Outputs 

Sector Milestone/Tracking 
Indicators/Interim Indicators 

 
ADB Assistance 

 
Risk 

All policies, strategies, and 
targets in the Seventh NDP 
must improve the quality of 
life for people living in the 
Maldives, particularly the 
poor, disadvantaged, and 
vulnerable. Policies should 
lead to equitable 
opportunity and fairer 
distribution of income and 
wealth. 
 
Develop access and 
harbors on all inhabited 
islands. 
 
Make basic medicines 
available on all inhabited 
islands. 
 
Provide universal access to 
10 years of education. 
 
Substantially improved 
interisland transport 
networks for passengers 
and goods. 
 
Good access and 
connectivity to outer islands 
and between those islands 
with Malé 

Remoteness and a 
consequent lack of access 
to income-earning 
opportunities contributes to 
widening income disparity 
and youth unemployment 
and indirectly boosts the 
costs and hampers the 
delivery of good health and 
education services. Key 
constraints include 
• congestion in Malé North 

Harbour, especially 
affecting the transport of 
people and goods to and 
from the outer islands; 

• insufficient access and 
connectivity to outer 
islands to facilitate their 
development; 

• weak  structural and 
operational institutions 
supporting maritime 
transport; and 

• lacking asset 
management or adequate 
attention to O&M of the 
capital stock 

 

Many opportunities exist for 
PPP to expand transport 
nodes and improve O&M of 
sector assets 

Sector Outcomes 
A growing civil aviation, 
maritime, and land 
transport network that is 
accessible and reliable, as 
well as environmentally 
friendly and cost effective. 
Capable central and outer 
island transport sector in 
which Government 
institutions operate as a 
facilitator and enabler of the 
private sector, and in which 
public assets are managed 
and maintained in a more 
effective manner 
 
Key Outputs 
Around 3–4 harbors on 
prioritized and selected 
outer islands to support and 
improve livelihoods on the 
outer islands 
 
Indirectly, improvement of 
health and education 
services received by outer 
islanders  

New quay facilities in MCH 
operational by early 2009  
 
Preparation of a multimodal 
transport master plan by 2009 
 
Identification a small number of 
priority harbors and jetties to 
serve as hubs in the multimodal 
transport network and which will 
require upgrading under 
multimodal transport project by 
2010 
 
Launch of a system for 
registering maritime assets and 
financing their regular O&M by 
2009/2010 
 
Action plans for: 
• MTC’s maritime transport 

activities and introduction of 
harbor usage charges by 
2009; 

• changes to maritime safety, 
inspection, and registration 
rules and procedures by 
2008; and 

• improved financial 
management systems by 
2009. 

Domestic Maritime 
Transport Project: 
expansion of Malé 
North Harbour 
(Investment part) 
 
Phase I analytical 
support for 
preparation of a 
multimodal transport 
master plan 
 

Domestic Maritime 
Transport Project 
and, during Phase II, 
a multimodal 
transport sector 
project 
 

Substantial sector 
reform is required to 
foster public-private 
partnerships.  
  

Private sector 
financing to develop 
transport assets may 
be difficult to secure.  
 
It may be difficult to 
coordinate transport 
sector development 
initiatives with long-
term plans for 
population 
consolidation, as the 
latter priority has yet 
to be precisely 
articulated.  
 
 

 ADB = Asian Development Bank, CPS = country partnership strategy, MCH = Maldives Commercial Harbour, MTC = Ministry of Transport and Communications, NDP = National Development Plan, 
O&M = operation and maintenance, PPP = public-private partnership. 
Source: Asian Development Bank.
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INDICATIVE ROLLING COUNTRY OPERATIONS BUSINESS PLAN 
2007–2011 

 
 

I. INDICATIVE LENDING AND NONLENDING PROGRAM  

1. A total of $16.0 million in Asian Development Fund (ADF) loans for capacity 
development is programmed for Phase I (2007–2008) and $18.0 million in ADF loans for 
projects in Phase II (2009–2011). The allocations for the 2009–2011 period are indicative, 
hinging on the availability of ADF resources for that period and on the continued improvement in 
the Maldives’ annual country performance assessment rankings.  
 
2. For Phase I, the indicative financing of $16.0 million is derived from the performance-
based allocation resource requirements for the Maldives. 
 
3. In addition to lending of $16 million for capacity development during 2007–2008, ADB 
will provide grant assistance of $3 million. 
 
 

II. INDICATIVE INTERNAL RESOURCE REQUIREMENTS  

4. It is estimated that internal resource requirements will be unchanged. 
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Table A7.1: Indicative Assistance Pipeline for Lending Products, 2007–2011 
  

    Year of   
Sector Targeting   Project  Cost ($ million) 
Project/Program Classifi- Thematic  Preparatory  ADB  Co- 
Name cation Priority Division Assistance Total OCR ADF Total Gov’t. financing 
       Loans Grants    
            
2007–2008            
 Law, Economic Management,            
     and Public Policy            
             1. Strengthening Economic GI ECG SAGF NR 11.5 0.0 10.5 0.0 10.5 1.0 0.0 
                 and Financial            
                 Managementa            
   Subtotal     11.5 0.0 10.5 0.0 10.5 1.0 0.0 
            
 Industry and Trade            
  1. Support for Capacity GI ECG SAGF NR 5.8 0.0 5.5 0.0 5.5 0.3 0.0 
                 Development for Private            
                 Sector Development and            
                 Sector Reform in             
       Transport, Power, and            
                 Small and Medium            
                 Enterpriseb            
   Subtotal     5.8 0.0 5.5 0.0 5.5 0.3 0.0 
    Total     17.3 0.0 16.0 0.0 16.0 1.3 0.0 
            
2009            
 Industry and Trade            
  1. Small and Medium GI ECG SAGF 2007 6.9 0.0 6.0 0.0 6.0 0.9 0.0 
      Enterprise            
    Total     6.9 0.0 6.0 0.0 6.0 0.9 0.0 
            
2010            
 Energy            
  1. Power GI ECG/GOV SAEN 2009 7.2 0.0 6.0 0.0 6.0 1.2 0.0 
    Total     7.2 0.0 6.0 0.0 6.0 1.2 0.0 
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    Year of   
Sector Targeting   Project  Cost ($ million) 
Project/Program Classifi- Thematic  Preparatory  ADB  Co- 
Name cation Priority Division Assistance Total OCR ADF Total Gov’t. financing 
       Loans Grants    
            
2011            
 Transport and             
     Communications            
  1. Multimodal Transport GI ECG SATC 2010 7.2 0.0 6.0 0.0 6.0 1.2 0.0 
    Total     7.2 0.0 6.0 0.0 6.0 1.2 0.0 
            

ADB = Asian Development Bank, ADF = Asian Development Fund, ECG = sustainable economic growth, ID = institutional development, GI = general intervention, GOV = 
governance, Gov’t = Government, NR = not required, OCR = ordinary capital resources, SAEN = South Asia Energy Division, SAGF = South Asia Governance, Finance, and 
Trade Division.  
a  Project includes grant assistance of $1.0 million funded under the Technical Assistance Special Fund and technical assistance for internal audit for $500,000 funded under 

ADB. 2006. Technical Assistance for the Development Partnership Program for South Asia. (TA 6337-REG, approved on 18 August, financed under the Australia-ADB South 
Asia Development Partnership Facility). 

b  Inclusive of support for structuring public-private partnerships, business development services for small and medium enterprises, credit information bureau, and possibly 
Chamber of Commerce.  
Source: Asian Development Bank estimates.  
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Table A7.2: Indicative Assistance Pipeline for Nonlending Products and Services, 2007–2011 
 

   Sources of Funding  
   ADB Others  
Sector Responsible Assistance  Amount   Amount Total 
Assistance Name Division Type Source ($'000) Source ($'000) ($'000) 
        

2007        
 Law, Economic Management, and        
 Public Policy        
  1. Multisector Project Management SAGF ID TASF 1.0  0.0 1.0 
      and Implementation Supporta        
   Total    1.0  0.0 1.0 
          

2008        
 Multisector        
  1. Capacity Development I SAOC ID TASF 1.0  0.0 1.0 
   Total    1.0  0.0 1.0 
        

2009        
 Energy        
  1. Power SAEN PP TASF 0.5  0.0 0.5 
                Subtotal    0.5  0.0 0.5 
 Multisector        
  1. Capacity Development II SAOC ID TASF 0.5  0.0 0.5 
                Subtotal    0.5  0.0 0.5 
   Total    1.0  0.0 1.0 
        

2010        
 Transport and Communications        
  1. Multimodal Transport SATC PP TASF 0.5  0.0 0.5 
                Subtotal    0.5  0.0 0.5 
 Multisector        
  1. Capacity Development III SAOC ID TASF 0.5  0.0 0.5 
                Subtotal    0.5  0.0 0.5 
   Total    1.0  0.0 1.0 
        

2011        
 Multisector        
  1. Capacity Development IV SAOC ID TASF 1.0  0.0 1.0 
   Total    1.0  0.0 1.0 
          

ADB = Asian Development Bank, ID = institutional development, PP = project preparatory, SAEN = South Asia Energy Division, SAGF = South Asia 
Governance, Finance, and Trade Division, SAOC = South Asia Country Coordination and Regional Cooperation Division, SATC = South Asia Transport and 
Communications Division, TASF = Technical Assistance Special Fund, TBD = to be determined. 

                 a Piggy-backed to Strengthening Economic and Financial Management loan programmed in 2007.  
            Source: Asian Development Bank estimates. 
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A7.3: Summary Information on Proposed Indicative Lending  
Products and Services for 2007–20011 

 
Project Name Description 
Strengthening Economic 
and Financial Management 

Impact 
ADB will provide capacity-development support to strengthen public 
sector economic and financial management. This will include human 
resource and organizational capacity-development elements as well as 
analytical work that will be implemented in both Phase I (capacity 
development) and Phase II of the CPS. Front-loading of analytical and 
capacity-development assistance during the first phase of the CPS period 
will provide the Government a window of opportunity for (i) accelerating 
the implementation of ongoing ADB projects; (ii) preparing a multiyear 
fiscal framework; (iii) preparing debt and fiscal-management policies 
suitable for a middle-income country; and, above all, (iv) developing 
much-needed capacities for existing institutions as well as new ones 
being created under the Government’s roadmap for reform and the 
Seventh NDP.  
 
The Government’s ability to manage public investment projects suffers 
from severe capacity constraints arising largely from an inability to recruit 
and retain sufficient numbers of accountants, engineers, and other 
technical staff in the main ministries responsible for overseeing capital 
projects. This, combined with weaknesses in the domestic construction 
and consulting industries, has led to delays in project implementation and 
inefficiencies in the utilization of external assistance. For example, some 
2 years after the tsunami, less than half of the funds committed for 
reconstruction have been disbursed, while substantial cost overruns have 
been registered in several areas in which reconstruction has taken place. 
In line with the Government’s new strategy, ADB will provide assistance 
to develop a single, dedicated, fully staffed PMU in the core ministries 
responsible for the bulk of the public investment program. Specialists may 
be externally recruited to staff these PMUs, which will be responsible for 
implementing, monitoring, and supervising all major public investment 
projects that are under the direction of the ministry concerned.  
 
Major Components  
ADB support for capacity development and reform in the area of public 
sector economic and financial management will be provided in a holistic 
manner by simultaneously addressing key constraints to project 
management, fiscal budgeting and forecasting, debt management, and 
auditing. Specific capacities will be enhanced to manage public 
investments in core ministries, prepare and operate a multiyear, medium-
term fiscal framework, simulate public debt outcomes and manage public 
debt more effectively, and analyze and make informed policy choices 
linked to budgeting and planning processes. Support will be provided to 
strengthen the Government’s internal audit capacity, bolster tax 
administration, and improve the management of the public debt. 
 
Expected Outputs and Outcomes 
ADB will provide support for restoring a more sustainable fiscal policy, 
including outcomes and outputs such as an  improved fiscal balance, 
more sustainable levels of public debt, accelerated implementation of 
both ongoing and new public investment programs, greater accountability 
and transparency in the Government, and stronger linkage between 
government budgeting and planning efforts. 
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Project Name Description 
Support for capacity 
development for private 
sector development and 
sector reform in transport, 
power, and small and 
medium enterprise (SME) 
development 

Impact 
ADB will focus primarily on the development of an improved enabling 
environment for MSMEs. In the first phase of the CPS, capacity-
development support will aim to develop the knowledge base, strategies, 
action plans, and policies to (i) support effective public-private 
partnerships in the three sectors (transport, power and SMEs) for which 
ADB will provide investment support during Phase II of the CPS, (ii) 
overcome key financial market constraints (including through the 
establishment of a credit information bureau), (iii) improve market links 
and business services, and (iv) rationalize and/or privatize SOEs in an 
orderly manner. In the second phase of the CPS, ADB will provide a 
combination of program-financing support and capacity-development 
assistance to help the Government implement reforms aiming to enhance 
the private sector enabling environment, with particular reference to 
constraints faced by Maldivian MSMEs. 
 
Major Components  
The main focus of the proposed support is on PPPs and MSMEs in the 
Southern and Northern regions. This will be realized by (i) developing the 
entrepreneurial climate and support services that will facilitate MSME 
investment; (ii) providing the necessary conditions for converting existing 
entrepreneurial potential into innovative and successful business 
activities; (iii) building the capacities of MSMEs to tap institutional sources 
of finance and access markets; and (iv) establishing broader regional 
centers for SME activities that are driven by growth nodes or networked 
clusters for supporting activities. Capacity-development support will be 
provided for structuring public-private partnerships, including improving 
the enabling environment for SMEs. This will include support for 
developing marketing links and business services, addressing financial 
constraints (including access to credit), establishing a credit information 
bureau, and assistance in privatizing SOEs. The creation of a framework 
for fostering PPPs in the areas of transport, power, and SMEs will be 
accomplished, as will the development of a multimodal transport sector 
master plan.  
 
Expected Outputs and Outcomes 
ADB assistance will contribute to an improved enabling environment for 
MSME development by creating and strengthening key sector institutions. 
It will contribute to improved planning and management capacity in the 
energy and transport sectors and, through support for privatization and 
PPPs, help the Government become more of an enabler and less a direct 
provider of commercial services. 

ADB = Asian Development Bank, CPS = country partnership strategy, MSME = micro, small and medium enterprise, 
NDP = National Development Plan, PMU = project management unit, PPP = public private partnership, SME = small 
and medium enterprise, SOE = state-owned enterprise. 
Source: Asian Development Bank.  
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