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Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities 
 
1. Geographic remoteness and dispersion, a narrow economic base, reliance on external 
earnings, and a small market naturally limit economic growth in Nauru and contribute to fiscal 
instability. Limited scope for economic diversification, private investment, and job creation means 
that high public spending drives growth. With no independent monetary and exchange rate 
policies as a result of Nauru’s adoption of the Australian dollar, the government is reliant on fiscal 
policy to manage the impact of shocks and stimulate inclusive growth. 
 
2. Nauru’s future growth strategy is set out in the National Sustainable Development 
Strategy (NSDS), 2005–2025, which was developed through an extensive consultative and 
participatory process with the various districts, business groups, and development partners.1 
The central message of the NSDS is “partnership for quality of life.” This vision is underpinned by 
five long-term goals: 

(i) Stable, trustworthy, fiscally responsible government. 
(ii) Provision of enhanced social, infrastructure, and utilities services. 
(iii) Development of an economy based on multiple sources of revenue. 
(iv) Rehabilitation of mined-out lands for livelihood sustainability. 
(v) Development of domestic food production. 

 
3. The Nauruan economy is dominated by the public sector. There is relatively minimal 
private sector activity. State-owned enterprises (SOEs) have monopolized activities related to 
the production and export of phosphate, which is the second major contributor to the country’s 
national income after foreign aid flows. The limited phosphate reserves force the government to 
tackle the core problem of lack of sustainable economic growth. In addition, the growth prospects 
of Pacific micro states such as Nauru may be limited even in the medium to long term. Much of 
the foreign aid to Nauru will increasingly be delivered through program-based approaches, which 
require good governance to underpin overall public sector management. 
 
4. Nauru’s government finances have improved considerably in recent years. Significant 
efforts have been made to strengthen public financial management (PFM) and to establish a 
mechanism for safeguarding fiscal sustainability in the form of the Nauru Intergenerational Trust 
Fund (NTF). The budget has benefited from large windfall revenues associated with the 
presence of the Regional Processing Centre and associated refugee resettlement program as 
well as a large increase in fisheries revenue. Thus far this revenue has been used to strengthen 
public finances through the paying down of public debt and setting aside funds for the NTF. To 
effectively tackle the core economic and development problem, the government has set its 
priority reform agenda under the NSDS, which focuses on strengthening public sector 
management. 
 
 2. Government’s Sector Strategy 
 
5. Nauru faces three key problems associated with public sector management: (i) weak 
PFM, (ii) inefficient delivery of utilities services, and (iii) ensuring future service delivery despite 
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dependence on a very limited set of highly uncertain income streams. These problems have 
contributed to a lack of sustainable economic growth. 
 
6. Public financial management. Nauru has an underdeveloped PFM system. In 2004, the 
government initiated reform measures by discontinuing unsatisfactory PFM practices and 
imposing fiscal restriction. Specific measures include the application of an effective expenditure 
control system resulting in the achievement of actual balanced overall budgets since fiscal year 
(FY)2007 and action to lower Nauru’s significant debt burden. Development partners such as the 
Asian Development Bank (ADB), the Government of Australia, and Pacific Financial and 
Technical Assistance Centre have contributed to comprehensive technical assistance in several 
PFM areas since FY2008. The overall performance of the government’s PFM has gradually 
improved. The government has implemented reform measures based on recommendations in 
the 2010 Public Expenditure and Financial Accountability assessment report. Subsequent to the 
PFM performance report, an action plan for PFM was completed in April 2011. The main purpose 
of the action plan, which prioritizes actions to be implemented during 2011–2015, is to work 
toward achieving a basic overall PFM system as soon as practically possible. The PFM 
performance report recommended that particular attention be given to improving budget 
credibility and execution and revenue management, and introducing multiyear budget forecasts 
that were closely linked to the NSDS. 
 
7. Utilities reform. The state-owned Nauru Utilities Corporation (NUC) owns and operates 
power generation and distribution, as well as water desalination and supply, serving Nauru’s 
approximately 10,000 inhabitants. Additionally, the NUC manages the procurement, storage, and 
distribution of imported petroleum fuels. The NUC was established in June 2011 by act of 
parliament on the basis of the Nauru Utilities Authority, inheriting its assets that were previously 
held by the Nauru Phosphate Corporation. The act establishes the corporation with its objectives 
of providing “reliable, affordable and sustainable energy, enabling the socio-economic 
development of Nauru.” Nauru’s current diesel generation equipment is unreliable and inefficient. 
The NUC’s older large generators are operating at far below their design output capacity and are 
nearing the end of their useful lives. The physical structure of the powerhouse is also in poor 
condition, which represents a vulnerability to Nauru’s supply security. While Nauru is virtually 
100% electrified, service reliability is extremely poor. Unscheduled and often prolonged 
interruptions are frequent.  
 
8. Ensuring future service delivery. Nauru faces a great challenge in delivering basic 
services to its citizens. The underdeveloped state of the PFM system is having a negative impact 
on strategic resource allocation and service delivery. Although the budget credibility indicator 
assessment results are relatively poor, the government has maintained sound fiscal discipline 
since FY2009 by applying strong cash and expenditure management. Direct subsidies to SOEs 
have ceased. Following the development of a debt management strategy in FY2008, the 
government is continuing negotiations to reduce its external debt burden while limiting the 
proportion of annual expenditure applied to debt repayment. Revenue constraints arising from 
the country’s narrow economic base and dependence on international market prices have the 
greatest impact on strategic resource allocation and service delivery, and have frequently 
constrained expenditure. 
 
 3. ADB Sector Experience and Assistance Program 
 
9. The government’s development policies are based on its NSDS, which seeks to create a 
better quality of life for all Nauruans through individual, community, business, and government 
partnerships. The major development challenges facing Nauru when the NSDS was prepared in 
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2005 remain today, i.e., (i) the role of the public sector, which still dominates Nauru's economy, 
must be reduced in favor of private sector growth, and its productivity increased if a more 
sustainable economic base is to be achieved; (ii) Nauru is dependent on a very limited set of 
highly uncertain income streams from the Regional Processing Centre, fisheries licenses, and 
phosphate, and this requires a specific policy response if it is to be properly managed and the 
potential for serious fiscal problems avoided; and (iii) the government must boost the country’s 
savings in preparation for the eventual cessation of phosphate mining in around 2030. 
 
10. The government was confronted with a very challenging economic and fiscal environment 
after poor economic and financial management practices in the 1980s and much of the 1990s 
had severely undermined the fiscal position and Nauru's economy. The current PFM reform 
strategies are based on a desire to avoid a repeat of those earlier practices and to focus on 
promoting fiscal sustainability. While significant progress has been made since 2004 in 
improving the quality of public sector management, and PFM in particular, a considerable 
number of outstanding issues need to be resolved to achieve a more satisfactory overall 
standard. A major improvement is also required in the financial performance and governance of 
Nauru’s major SOEs. The government is implementing a PFM action plan that follows on from 
the 2010 Public Expenditure and Financial Accountability report. 

 
11. A priority economic management reform agenda under the planned program is 
articulated in the NSDS and the PFM action plan. The design of the planned program also aims 
to improve the performance of the NUC to ensure improved delivery of power and water 
services. It is the establishment of the NTF, however, that is the centerpiece of this program. The 
government and ADB discussed and agreed on the policy actions to be implemented by the 
government over the program period as detailed in the policy matrix. To ensure sustainable 
reforms, the government needs to continue monitoring the reform progress and undertaking 
measures to achieve the annual milestones in FY2017. To help the government achieve the 
reform targets, ADB will continue to provide technical assistance (both under the country 
programming pipeline and regional projects) for policy advisory and capacity development 
purposes in areas related to PFM reform, economic management, and private sector 
development (including SOE reforms). 
 
 



4 

Problem Tree for Public Sector Management 
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Sector Results Framework (Public Sector Management, 2016–2018)  
 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Outcomes with  
ADB Contribution 

Indicators with 
Targets and 
Baselines 

Outputs with ADB 
Contribution 

Indicators with 
Incremental 

Targets 

Planned and 
Ongoing ADB 
Interventions 

Main Outputs 
Expected from ADB 

Interventions 

Sound macroeconomic 
management through 
improved public 
financial management, 
efficient service 
delivery by the NUC, 
and improved funding 
mechanism for future 
service delivery 

Government sets 
aside A$20 million 
during FY2015–
FY2016 
 
Nauru 
Intergenerational 
Trust Fund receives 
regular financial 
contributions from the 
government and other 
contributing partners 
until FY2033 
 
NUC operational costs 
funded through user 
fees at constant 
electricity prices  
 
Implement structural 
changes, promote 
innovation, and initiate 
economic reforms 
 
 

Improved PFM 
 
Efficient service 
delivery by NUC 
 
Improved funding 
mechanism for future 
service delivery 

The accounts 
payable and bank 
reconciliation 
functions of the 
financial 
management 
information system 
were made fully 
functional. 

A strategic 
maintenance plan 
for NUC assets was 
developed. 

The custodian bank 
and investment 
manager for the 
NTF will be 
selected. 

Planned target 
subsectors 

Public expenditure 
and fiscal 
management (70%) 
 
Reform of 
state-owned 
enterprises (30%) 
 
Pipeline projects 
with estimated 
amounts 

 
None 
 
Ongoing projects 
with approved 
amounts 

Fiscal Sustainability 
Reform Program ($2 
million) 
 
 

Planned target 
subsectors 

Improved 
macroeconomic 
management 

Improved public 
expenditure and fiscal 
management 
 
 

Pipeline projects  

 
Improved public 
expenditure and fiscal 
management 
 
 
Ongoing projects  

Improved public 
expenditure and fiscal 
management 
 

 

 

ADB = Asian Development Bank, GDP = gross domestic product, NUC = Nauru Utilities Corporation, PFM = public financial management.  
Source: Asian Development Bank. 

 


