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ECONOMIC AND FINANCIAL ANALYSIS  
 

A. Introduction 
 

1. The Asian Development Bank (ADB) approved the Republic of the Marshall Islands (RMI) 
Public Financial Management (PFM) Project (original project) in 2017.1 The $2.3 million original 
project, inclusive of Asian Development Fund (ADF) project grants and government contributions, 
supports strengthening the institutional capacity of the Ministry of Finance (MOF) to (i) prioritize 
and implement the PFM Reform Roadmap, and (ii) design and implement the reform of state-
owned enterprises (SOEs).2 In 2019, ADB approved additional financing of $500,000 in ADF 
grants and $50,000 in government contributions to scale up and consolidate activities under the 
original project and allow for further PFM and SOE reforms to be implemented.3 The proposed 
second additional financing allocates a further $2.0 million in ADF grants and $0.3 million in in-
kind government contributions to again scale up support, focusing on three specific reform 
components of the road map: (i) improving the management of nontax revenue, (ii) strengthening 
control over contingent liabilities, and (iii) introducing performance-based budgeting for local 
governments. Since the ongoing project involves the provision of advisory and capacity building 
services rather than any revenue-generating investment, standard cost–benefit and cash flow 
analyses are not applicable. Instead, the economic and financial analyses are conducted through 
a simplified quantitative approach for gauging the value for money of the various rounds of 
financing for the overall project.  
 
B. Rationale 

 
2. PFM and SOE operations in the RMI are among the weakest in the Pacific, likely resulting 
in substantial inefficiencies in public spending and service delivery. Government subsidies to the 
RMI’s SOEs averaged $10.8 million, equivalent to 5.4% of gross domestic product (GDP), from 
fiscal year (FY) 2012 (ended 30 September 2012) to FY2018, exceeding annual capital spending 
in each year of that period. This is also significantly higher than in comparable North Pacific 
economies—subsidies to SOEs averaged the equivalent of 0.2% of GDP in the Federated States 
of Micronesia, for example.4 Total subsidies to the RMI’s SOEs peaked at $15.5 million (7.3% of 
GDP) in FY2017, before easing slightly to $13.7 million (6.2% of GDP) in FY2018.  
 
3. On the revenue side, the RMI’s tax–GDP ratio of about 14.8% on average during FY2010–
FY2019 remains below the average of Pacific peers, clearly indicating room for improving tax 
policy and administration. After a structural shift to higher fishing license fees resulted in average 
collection of $20.6 million (10.0% of GDP) during FY2012–FY2019, from an average $1.6 million 
(1.1% of GDP) during FY2004–FY2011, it is imperative to strengthen the management of nontax 
revenues and ensure that additional resources are utilized efficiently. Sizable gains in spending 
efficiency appear to be achievable through targeted PFM and SOE management reforms, which 
will free up scarce fiscal resources. These resources can then be channeled toward more 
productive expenditures, including on essential social services such as health and education. 
 
4. To facilitate the implementation of the road map, the original project set up a Reform 
Coordination Unit (RCU) in MOF, which focuses on the core functions of public finance, financial 

 
1  ADB. Marshall Islands: Public Financial Management Project. 
2  Government of the Marshall Islands. 2014. Public Financial Management Reform Roadmap 2014–2016. Majuro. 
3  ADB. Marshall Islands: Public Financial Management Project (additional financing). 
4  There are no recorded subsidies to state-owned enterprises in Palau, but grants to extra-budgetary units have 

been rising and reached the equivalent of 4.6% of GDP in FY2019. 

http://www.adb.org/Documents/RRPs/?id=50295-003-2
https://www.adb.org/projects/50295-001/main
http://rmi-mof.com/wp-content/uploads/2017/02/RMI-PFM-Roadmap-Final.pdf
https://www.adb.org/projects/50295-002/main
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management, and human resources.5 Further, a reform expert was assigned to the newly 
established SOE monitoring unit in MOF to help (i) identify and cost the legitimate community 
service obligations (CSOs) of the country’s four largest SOEs, in particular; and streamline their 
subsidies to match public service delivery costs; and (ii) build capacity within the unit to monitor 
SOE performance and ensure value for money from the government’s fiscal support to SOEs.6 
 
5. In addition, and supported by the 2019 additional financing, the ongoing project drives the 
design and implementation of reforms to improve tax administration, since the RMI’s relatively 
low ratio can be attributed to inefficiencies in the tax system and to weak administration capacity.  
The RCU is reviewing and updating recommendations from a 2010 tax reform commission report 
for the phased implementation of reforms. Moreover, the RCU, under the supervision of MOF, 
has been upgrading the accounting systems to safeguard the integrity of financial data as the RMI 
moves to a modern financial management information system—including mapping the existing 
Chart of Accounts codes to the new system—and preparing an updated fiscal responsibility bill to 
strengthen the overall PFM legal and policy framework.7  
 
C. Proposed Second Additional Financing 
 
6. A 2017 progress report on the road map names the improvement of nontax revenue 
management as a priority.8 This is now more critical in view of the recent sharp increase in fishing 
license revenues, which contributed the most to a substantially stronger domestic resource 
mobilization (para. 3). In June 2019, the ongoing project completed a review of the RMI’s policies 
on nontax revenue and special revenue charges, for MOF's consideration. The proposed second 
additional financing for the project will help (i) formulate policies and operating guidelines for 
nontax revenues; (ii) develop databases and other systems to strengthen forecasting as inputs to 
the annual budget process; and (iii) advance the establishment of a nontax revenue unit in MOF, 
among other priority actions. All actions aim to ensure that additional revenues are utilized more 
efficiently, including by avoiding parallel increases in recurrent spending during windfall periods; 
this includes smoothing public expenditure to minimize volatility in year-by-year fiscal outcomes 
while also promoting intertemporal equity.  
 
7. The additional financing will also be used to strengthen the national government’s control 
over contingent liabilities by reviewing and refining relevant policies, such as those on loan 
guarantees to local governments and SOEs, and on the issuance of indemnities. In addition, it 
will be used to build the capacity of local governments for performance-based budgeting, such as 
aligning operational budgets with the RMI National Strategic Plan 2020–2030 and relevant sector 
plans, which will help improve subnational financial management.9 
 
  

 
5  The functions were selected based on discussions with the government and development partners. The World Bank 

is leading complementary work to upgrade the government’s outdated financial management information system, 
update related business processes, and build procurement capacity.  

6  The International Monetary Fund (IMF) welcomes the establishment of the SOE monitoring unit to clarify the CSOs 
of SOEs and facilitate the implementation of the SOE Act. IMF. 2018. Republic of the Marshall Islands 2018 Article 
IV Consultation Staff Report—Press Release; Staff Report; and Statement by the Executive Director for the Republic 
of Marshall Islands. IMF Country Report No. 18/270. Washington, DC.  

7  In 2018, the RMI secured financing from the World Bank for a new financial management information system that 
has the potential to significantly improve major government processes such as budgeting, procurement, performance 
monitoring, and reporting.   

8  Government of the Marshall Islands. 2017. Public Financial Management Reform Roadmap Progress Report II. 
Majuro.  

9  Government of the Marshall Islands. 2020. National Strategic Plan 2020–2030. Majuro. 

https://www.imf.org/en/Publications/CR/Issues/2018/09/10/Republic-of-the-Marshall-Islands-2018-Article-IV-Consultation-Press-Release-Staff-Report-and-46216
https://www.imf.org/en/Publications/CR/Issues/2018/09/10/Republic-of-the-Marshall-Islands-2018-Article-IV-Consultation-Press-Release-Staff-Report-and-46216
https://www.imf.org/en/Publications/CR/Issues/2018/09/10/Republic-of-the-Marshall-Islands-2018-Article-IV-Consultation-Press-Release-Staff-Report-and-46216
http://rmi-mof.com/wp-content/uploads/2018/03/Medium-Term-PFM-Reform-Roadmap-for-RMI-02172017-FINAL-1.pdf
https://www.rmieppso.org/eppso_files/nsp/NSP_2020_2030.pdf
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D. Estimates of Fiscal Space and Economic Benefits 
 
8. Ongoing project. The main direct benefits from the ongoing project derive from the 
effective use of fiscal space that will be generated from (i) a sustained reduction in SOE subsidies, 
when CSOs are fully identified, their costs determined, and inefficiencies eliminated; and (ii) a 
gradual rise in the RMI’s tax–GDP ratio thanks to reforms to tax policy and administration.10 It is, 
however, important to note that the increase in fiscal space is a financial benefit, while economic 
benefits are derived through a multiplier effect when the extra fiscal space will be used to expand 
investments. As a result of the proposed measures, the increase in fiscal space is estimated to 
be $4.4 million. This extra fiscal space would enable the government to prioritize expenditures 
and upscale investments, while economic benefits may arise mainly from more productive use of 
the increased fiscal space, e.g., through efficient, development-oriented public spending such as 
capital outlays or investments in education and health. Under very conservative assumptions, the 
economic benefits derived from multiplier effects on broader economic activity are estimated to 
be $2.2 million. The actual economic benefits would depend on the accuracy and magnitude of 
the rise in investments and economic activity, so these estimates of economic benefits are only 
for illustrative purposes. 
 
9. Second additional financing. As with the ongoing project, benefits from the proposed 
additional financing will come from the effective use of extra fiscal space. In this case, the 
increased fiscal space will be achieved through better control of recurrent spending (e.g., by 
avoiding inefficient spending hikes, particularly in purchasing goods and services) and through 
better management of nontax revenues (e.g., from fishing license fees). During FY2016–FY2018, 
public spending on goods and services increased to the equivalent of 15.9% of GDP, from 14.6% 
during FY2012–FY2015. This was partly enabled by a substantial increase in fishing license fee 
collections from 5.3% of GDP during FY2012–FY2015 to 15.1% of GDP during FY2016–FY2018. 
 
10. The increase in fiscal space that results from better control of spending on goods and 
services, underpinned by better management of nontax revenues, is then assumed to be 
channeled to more productive uses, such as freeing additional resources for essential government 
services like health and education, which should contribute to steady gains in labor productivity. 
More public resources can also be channeled to better fund the annual operation and 
maintenance of infrastructure assets, which will preserve and prolong their productivity-enhancing 
benefits. The analysis further assumes that 

(i) because of the reforms, the RMI’s recurrent spending on the purchase of goods 
and services gradually declines (beginning in FY2022) to the equivalent of 15.0% 
of GDP by FY2024, generating additional fiscal space equivalent to 0.9% of GDP 
by that year; and 

(ii) given the country’s high import dependence, the fiscal multiplier—even with a more 
efficient public expenditure mix resulting from the project—is relatively small at 
0.5.11 

 
11. Under these assumptions, the second additional financing’s financial benefits arising from 
extra fiscal space are estimated to total $4 million. As noted in para. 10, with a fiscal multiplier of 
0.5, the economic benefits derived from a rise in investments and economic activity are estimated 

 
10  ADB. Marshall Islands: Public Financial Management Project (additional financing).. 
11  ADB's analysis suggests that the fiscal multipliers for Pacific comparators are in the order of 0.9 for Fiji (which is 

less dependent on imports), and likely greater than 0.5 for a smaller economy (e.g., Tonga). ADB. 2009. Taking the 
Helm: A Policy Brief on a Response to the Global Economic Crisis. Manila.   

https://www.adb.org/projects/50295-002/main
https://www.adb.org/sites/default/files/publication/29481/taking-helm.pdf
https://www.adb.org/sites/default/files/publication/29481/taking-helm.pdf
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at about $2.0 million. They result from more productive use of the increased fiscal space through 
efficient and growth-enhancing public spending. 
 
12. Overall project. Taken together, the ongoing project and the proposed second additional 
financing are seen to generate a total extra fiscal space of about $8.5 million, while economic 
benefits arising mainly from the productive use of the extra fiscal space (derived from the multiplier 
effect on the broader economy) are estimated at about $4.3 million.   
 
13. Unquantified benefits. As noted in the economic and financial analyses for the ongoing 
project, the analysis excludes other efficiency gains from PFM improvements that are more 
difficult to quantify, such as improvements in the strategic allocation of scarce government 
resources by strengthening the links between multiyear sector plans and annual budgets. For 
example, PFM reforms will facilitate the formulation of a medium-term budget framework that will 
support better public investment planning. This also includes proposed support toward introducing 
performance-based budgeting that aligns local government budgets with the National Strategic 
Plan (footnote 9) and sector plans. Budget execution is also seen to improve, guided by more 
complete, granular, and up-to-date information on within-year progress of public spending in 
priority sectors.  
 
14. Further, fiscal discipline will also be promoted through improved internal controls, cash 
flow planning, and commitment controls, as well as by external audits and the wider availability of 
information on the state of public finances. Strengthening the control over contingent liabilities will 
help ensure that fiscal and debt sustainability risks are not further heightened, to avoid possible 
adverse impacts on the availability of resources in the future. PFM reforms can also be expected 
to further stimulate revenue mobilization with system and process improvements in areas such 
as taxpayer registration, tax administration and compliance, and broader revenue management. 
 
15. Through a combination of greater public revenue mobilization and expenditure efficiency 
gains, PFM reforms can help generate much-needed fiscal space that can be redirected to more 
productive uses. Such rebalancing will boost the economic stimulus derived from government 
expenditure and help raise the RMI’s overall growth prospects. The project is therefore considered 
an economically beneficial activity, particularly given potentially large longer-term spillover effects 
on broader economic growth and social welfare from improvements in revenue mobilization as 
well as the quality, efficiency, and composition of public expenditure. 
 
16. The sustainability of reform benefits will be ensured through the capacity building 
measures of the RCU as it works with staff from MOF and other relevant line agencies. Knowledge 
and skills transfer in crucial areas—e.g., CSO identification and cost estimation; medium-term 
budgeting; and maintaining the integrity of the Chart of Accounts—will be priorities. Should post-
project assessments conclude that follow-on capacity building activities will be necessary, these 
can be jointly supported by ADB and other development partners engaged in PFM reforms in the 
RMI. 
 
17. Concluding remarks. With the proposed second additional financing, the ongoing project 
is seen to continue to generate significant economic benefits, as demonstrated by the effective 
use of extra fiscal space that would become available. Given the conservative approach to 
measuring the project benefits, wherein substantial other benefit streams are left unquantified, 
and measures in place to ensure sustainability, the actual eventual economic benefits are likely 
to be much higher in the medium-to-long term. 


