
Second Additional Financing of Public Financial Management Project (RMI RRP 50295-003)  

SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT 
 
A. Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities 
 
1. Reform context. A differentiated approach to supporting public sector reforms is needed 
in small island developing states that are constrained by thin capacities for effective governance, 
such as the Republic of the Marshall Islands (RMI).1 For public sector management projects, this 
involves (i) long-term capacity building and supplementation strategies to facilitate the design, 
prioritization, implementation, monitoring and evaluation, and refinement of reforms; (ii) broad-
based engagement while building capacity for deeper reforms; and (iii) integration with related 
country activities supported by the Asian Development Bank (ADB) and other development 
partners to reinforce results achievement and sustain the reform momentum. 
 
2. Pre-pandemic fiscal management. Domestic resource mobilization in the RMI was 
boosted by the full implementation in 2012 of a regional vessel day scheme in the exclusive 
economic zones of the Parties to the Nauru Agreement (PNA). The RMI collected fishing license 
fees averaging $20.6 million or 10.0% of gross domestic product (GDP) from fiscal year (FY) 2012 
to FY2019, from an average $1.6 million (1.1% of GDP) during FY2004–FY2011. This structural 
shift to higher revenues from fishing licenses highlights a clear need for stronger management of 
nontax revenues to ensure that additional resources are utilized efficiently. The RMI's tax–GDP 
ratio of about 14.8% on average during FY2010–FY2019 remains below the average achieved 
by Pacific peers, indicating clear room for improving tax policy and administration. On the 
expenditure side, the RMI made progress in controlling the public sector wage bill, which fell from 
23.0% of GDP during FY2005–FY2014 to an average 21.7% of GDP during FY2015–FY2019. 
However, subsidies to state-owned enterprises (SOEs) averaged $10.8 million (5.4% of GDP) 
during FY2012–FY2018, exceeding annual capital spending in each year of that period. 
Supported by strong fisheries performance, the RMI achieved annual fiscal surpluses averaging 
3.6% of GDP from FY2014 to FY2018, in preparation for the scheduled expiration of the economic 
provisions of the RMI’s Compact of Free Association with the United States (US) after FY2023. 
Further, the RMI’s Compact Trust Fund increased from $240.1 million in FY2014 to $518.6 million 
by August 2020. Trends before the onset of the coronavirus disease (COVID-19) pandemic 
indicate that the trust fund will likely reach a level that can generate sufficient annual investment 
earnings to offset expiring Compact grants after FY2023, subject to market volatilities.2 Although 
the RMI’s fiscal position weakened in FY2019 to a deficit equivalent to about 2.3% of GDP 
because of transfers to copra producers and the social security fund, the pre-COVID-19 budget 
for FY2020 targeted more than halving the deficit to quickly contain fiscal pressures. 
 
3. COVID-19 impacts. Strict travel restrictions and quarantine requirements at the onset of 
the COVID-19 pandemic severely damaged economic activity, translating into adverse impacts 
on the RMI’s fiscal accounts. Tax collections are estimated to have declined by 4.1% in nominal 
terms in FY2020, when subdued business activity—particularly in the domestic fisheries 
(including fish transshipment and tuna loining), in hotels and restaurants, and in wholesale and 

 
1  This summary is based on ADB. 2020. Marshall Islands: Health Expenditure and Livelihoods Support Program. 

Manila; ADB. 2016. Finding Balance 2016: Benchmarking the Performance of State-Owned Enterprises in Island 
Countries. Manila; and Republic of the Marshall Islands: 2012. Public Financial Management Performance Report 
and Performance Indicators (Final Report). Majuro. 

2  In August 2019, the US announced the start of negotiations to extend the Compact, although any grants associated 
with this remain subject to negotiation. 

http://www.adb.org/Documents/RRPs/?id=50295-003-2
https://www.adb.org/projects/54358-001/main
https://www.adb.org/sites/default/files/publication/192946/finding-balance-2016-soe.pdf
https://www.adb.org/sites/default/files/publication/192946/finding-balance-2016-soe.pdf
https://www.pefa.org/sites/pefa/files/assessments/reports/MH-Oct12-PFMPR-Public.pdf
https://www.pefa.org/sites/pefa/files/assessments/reports/MH-Oct12-PFMPR-Public.pdf
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retail trade—resulted in a substantial shortfall in gross revenue taxes.3 Although fishing license 
revenues remained broadly stable at about $30 million in FY2020, these are projected to decline 
by up to $4 million in FY2021 as prolonged travel restrictions may weaken demand for vessel 
days. On the expenditure side, additional spending requirements of $45.8 million (21.0% of 
GDP)—as provided for in the RMI Coronavirus Preparedness and Response Plan, not only to 
support the health sector but also to assist affected businesses and vulnerable households—
contributed to financing needs equivalent to 4.9% of GDP in FY2020 and a projected gap of 15.4% 
of GDP in FY2021. The national COVID-19 vaccination program, underway since January 2021 
with support from the US, is seen to facilitate a return of economic growth by FY2022.4 Although 
an economic recovery is expected to translate into a narrowing of the government’s financing 
needs in FY2022, a gap equivalent to about 3.8% of GDP is projected to remain, to be filled by 
grant assistance from the RMI’s development partners.    
 
4. Public financial management. The 2012 public expenditure and financial accountability 
(PEFA) assessment (the latest available) highlighted significant weaknesses in the public financial 
management (PFM) framework of the RMI (Table 1).5 An overarching weakness relates to weak 
links between multiyear development planning and annual budgeting, where budget shares do 
not necessarily reflect the government priorities set out in sector strategies. Further, the absence 
of a medium-term budget framework also contributes to weak public investment planning. In 
addition, frequent budget reallocations further de-link policy priorities from sector allocations. 
Annual budgets are also not comprehensive—significant portions of government spending are 
not reflected in budget documents, such as expenditures from extra-budgetary funds (e.g., the 
Marshall Islands Social Security Administration and the Marshall Islands Health Fund). 
Weaknesses in internal controls, cash flow planning, and commitment controls generate constant 
pressure to keep spending within budgeted allocations. Accounting and reporting limitations 
hamper the effective monitoring of in-year budget execution progress. Although the Public 
Accounts Committee provides some external scrutiny and audit—including through public 
hearings on audit reports—follow-up actions on specific audit findings remain limited. 6 
Weaknesses in tax administration and management also persist. 
 

Table 1: Key Public Financial Management Challenges in the Marshall Islands 
 Aggregate fiscal discipline Strategic resource 

allocation  
Efficient service delivery 

Budget credibility Weak expenditure controls 
undermine budget credibility 
and fiscal discipline. Lack of 
information on expenditure 
arrears.  

Budgets are not executed 
as planned across line 
ministries, undermining 
strategic resource 
allocation.  

In-year changes to the 
budget are frequent and 
could potentially 
undermine spending 
efficiency.  

Comprehensiveness 
and transparency 

Budget documents are not 
comprehensive; significant 
operations are unreported. 
Oversight of potential fiscal 
risks from public enterprises 
and subnational governments 
is limited. 

Off-budget government 
spending (e.g., on social 
security) is significant. 

Limited availability of 
fiscal information to the 
public weakens the ability 
of stakeholders to verify if 
resources are being used 
efficiently.  
 

 
3 Graduate School USA. 2020. Assessing the Impact of COVID-19 on the Marshall Islands Economy. Economic 

Monitoring and Analysis Program (EconMAP) Technical Note. Honolulu. 
4 The Vaccine Tracking System of the US Centers for Disease Control indicates that, as of 22 March 2021, the RMI 

had received 35,000 doses of vaccine, and about 22.8% of the population is already fully vaccinated. 
5  Republic of the Marshall Islands. 2012. Public Financial Management Performance Report and Performance 

Indicators (Final Report). Majuro. 
6 The US Government Accountability Office conducts periodic reviews of the use and accountability of funds received 

through the Compact of Free Association. A 2013 report found that the RMI faces persistent challenges in 
accountability and noncompliance with US program requirements (e.g., accounting for equipment).   

https://www.pitiviti.org/storage/files/econmap/Assessing%20the%20Impact%20of%20COVID-19%20on%20the%20Republic%20of%20the%20Marshall%20Islands.pdf
https://www.pefa.org/sites/pefa/files/assessments/reports/MH-Oct12-PFMPR-Public.pdf
https://www.pefa.org/sites/pefa/files/assessments/reports/MH-Oct12-PFMPR-Public.pdf
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 Aggregate fiscal discipline Strategic resource 
allocation  

Efficient service delivery 

Policy-based 
budgeting 

Underlying fiscal policy 
objectives and 
macroeconomic assumptions 
are not explicit in the budget 
documents.  

Weak links between the 
planning and budgeting 
processes (i.e., allocating 
resources to achieve 
government priorities as 
set out in costed and 
agreed sector expenditure 
strategies)  

Limited policy information 
reduces the legislature’s 
ability to review budgetary 
decisions. Lack of a 
medium-term budget 
contributes to weak 
planning, particularly for 
public investment. 

Predictability and 
control in budget 
execution 

Weaknesses in internal 
controls, cash flow planning, 
and commitment controls 
result in constant pressure to 
keep spending within 
budgeted allocations. 

Frequent budget 
reallocations weaken links 
between policies and 
planned inter-sector 
budgetary allocations. 

Weaknesses in internal 
controls, cash flow 
planning, and commitment 
controls result in constant 
pressure to keep 
spending within budgeted 
allocations. 

Accounting, 
recording, reporting  

Lack of systematic information on in-year budget execution reports 

Effective external 
scrutiny and audit 

Limited role for the legislature 
in examining fiscal policy prior 
to budget appropriations 
 

Limited scrutiny of the link 
between government 
policies and budgetary 
allocations 

Follow-up action to 
address audit findings is 
weak.  
 

Source: Republic of the Marshall Islands. 2012. Public Financial Management Performance Report and Performance 
Indicators (Final Report). Majuro. 

 
5. State-owned enterprises. The performance of SOEs in the RMI is weak, even in 
comparison with other Pacific economies. The country's 11 active SOEs operate not only in the 
usual sectors (e.g., utilities, transport, and telecommunications) but also in hotel administration 
and copra production. Based on latest available data, they own about 17%–20% of the total capital 
stock in the RMI economy but contribute only about 5.3% to GDP as of 2014.7 SOEs in the RMI 
provide a range of public services with non-commercial objectives, while receiving significant 
government transfers and accessing discounted debt to fund community service obligations 
(CSOs). On average, government subsidies to SOEs during FY2004–FY2018 were the equivalent 
of 4.6% of GDP. During this period, the recipients of the largest government subsidies were: (i) 
Kwajalein Atoll Joint Utility Resources, which provides power, water, and sewerage services in 
Ebeye (the second-largest population center in the RMI); (ii) Tobolar, which processes copra, 
mostly from outer-island communities; (iii) Marshall Islands Shipping Corporation; (iv) Air Marshall 
Islands; and (v) Marshalls Energy Company (Figure). 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. High annual fiscal contributions pose a significant burden that drain resources away 
from essential social services, including health and education.  
 
6. Reducing the fiscal burden from SOE operations is critical for achieving broader PFM 
reforms, but this process should proceed while safeguarding the sustainable delivery of CSOs. 
An important first step involves a detailed estimation of the legitimate costs of delivering CSOs as 
mandated for respective SOEs. The precise assessment of CSO costs will help identify, and 
eventually phase out, the portion of annual subsidies that effectively only finance lingering SOE 
inefficiencies. 
 

 
7 This translates into a contribution of about 0.27%–0.31% to GDP for every 1% share of total fixed capital owned by 

SOEs in the RMI. By contrast, SOEs in Kiribati—the best performer in the sample—contribute 0.67% to GDP per 1% 
share in total fixed capital. ADB. 2016. Finding Balance 2016: Benchmarking the Performance of State-Owned 
Enterprises in Island Countries. Manila. 

https://www.adb.org/sites/default/files/publication/192946/finding-balance-2016-soe.pdf
https://www.adb.org/sites/default/files/publication/192946/finding-balance-2016-soe.pdf
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AMI = Air Marshall Islands, FY = fiscal year, KAJUR = Kwajalein Atoll Joint Utility Resources, MEC = Marshalls Energy 
Company, MISC = Marshall Islands Shipping Corporation 
Note: ‘Others’ include the Majuro Atoll Waste Company, Majuro Water and Sewer Company, Marshall Islands Port 
Authority, Marshall Islands Postal Service, Marshall Islands Resort, and National Telecommunications Authority. 
Source: Graduate School USA. 2019. Republic of the Marshall Islands FY2018 Economic Review. Honolulu.  

  
 2. Government’s Sector Strategy 
 
7. Reform road map. Guided by the 2012 PEFA results, the government developed the 
PFM Reform Roadmap 2014–2016, which consists of 30 reform components, including measures 
to strengthen coordination and oversight, and build capacity.8 The road map emphasizes the 
need to (i) coordinate development partner assistance for PFM reforms; (ii) improve accounting 
and reporting practices; (iii) clarify the budgetary framework; (iv) strengthen procurement; 
(v) enhance the management of human resources, including payroll systems; (vi) promote sound 
fiscal management, including of tax and nontax revenue, debt, and contingent liabilities; and 
(vii) monitor SOEs. It was endorsed by the cabinet in December 2015. A PFM Reform Steering 
Committee, chaired by the Chief Secretary, was established in March 2016 to provide high-level 
management. The Ministry of Finance (MOF) is the lead coordinating agency for the 
implementation of the road map. 
 
8. The road map lacks systematic prioritization, and the implementation is hampered by high 
staff turnover and stretched capacities that limit progress. To better operationalize the road map 
through prioritization and updates of key components, a Reform Coordination Unit (RCU) was set 
up under the ongoing ADB project to help build and supplement MOF's capacities. Also, there is 
insufficient understanding of the financial management information system, except among staff 
who are well trained in information and communication technology but may lack the 
complementary financial knowledge to generate usable reports. Coordination between internal 
government agencies on PFM issues is weak. Agencies outside MOF lack full understanding of 
their financial reporting responsibilities and are therefore often unable to comply with core 
financial regulations. Likewise, there is room for improving development partner coordination to 
better support the PFM reforms. 
 
9. State-Owned Enterprises Act. In October 2015, the RMI adopted the SOE Act to 
strengthen corporate governance and the monitoring of SOEs. Formulated with support from 
ADB's Private Sector Development Initiative, the act provides for the commercialization of SOEs 

 
8  Government of the Marshall Islands. 2014. Public Financial Management Reform Roadmap 2014–2016. Majuro. 
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while establishing a sound corporate governance framework.9 However, this was subsequently 
weakened by a 2016 amendment that allows elected officials to remain on SOE boards. The 
Private Sector Development Initiative supports the implementation of the SOE Act, with a focus 
on improving transparency, accountability, and financial disclosure. Although MOF is responsible 
for the implementation, capacity constraints and weak understanding of its SOE monitoring role 
have limited the achievement of results. ADB's ongoing Public Financial Management Project 
helped set up an SOE monitoring unit in MOF to centralize the responsibilities for enforcing fiscal 
discipline. The subsequent creation of an assistant secretary position to oversee the unit further 
strengthens the government’s SOE monitoring capacity. 
 
B. Major Development Partners: Strategic Foci and Key Activities 

 
10. Under the Compact of Free Association, the RMI receives regular budget support grants 
from the US, equivalent to about 15.8% of annual GDP during FY2014–FY2018, primarily to fund 
education and health services, plus another 5.3% of GDP through federal programs (e.g., Federal 
Aviation Authority, postal and weather services). Further, current grants from Taipei,China 
amount to about 2.8% of annual GDP. The RMI also receives capital grants, equivalent to 6.4% 
of GDP—about 2.7% from the US and 3.7% from Taipei,China—to finance infrastructure 
development. 
 
11. Given the annual decline in Compact grants toward their scheduled expiration in FY2023, 
development partners are focusing on public sector reforms to help the RMI achieve longer-term 
economic and fiscal sustainability (Table 2). Several development partners support PFM and 
related reforms, mostly by aligning their efforts with the RMI PFM Reform Roadmap 2014–2016 
(footnote 8). ADB’s ongoing Public Financial Management Project is providing long-term capacity 
supplementation through the RCU and the SOE monitoring unit in MOF.10 The RCU helped 
update the PFM Reform Roadmap and formulate a complementary action plan that prioritizes and 
sequences the reforms. It also assists reforms to strengthen the PFM policy and legal framework, 
procurement management, and asset management, and to improve the budgeting framework, 
cash management, and aid coordination. Finally, it strengthened the oversight of SOEs, and is 
defining and costing legitimate CSOs to reduce inefficient subsidies.  
 

Table 2: Major Development Partners  

Development Partner   Project Name Duration 
Amount 

($ million) 

Public Sector Management 

ADB  Public Financial Management Project 2017–2020 2.5 

IMF  Regional: Pacific Financial Technical Assistance Centre, 
Phase V (funded by ADB, Australia, New Zealand, European 
Union, and Republic of Korea) 

2011–2022 25.1 

United States  Compact of Free Association II 2004–2023 1,500.0 

World Bank  Improving Public Financial Management Information Systems 2018–2022 9.5 

… = data not available, ADB = Asian Development Bank, IMF = International Monetary Fund. 
Source: Asian Development Bank. 

 
12. The International Monetary Fund has provided technical assistance for fiscal management, 
banking legislation and supervision, and economic statistics through the Pacific Financial 
Technical Assistance Centre (PFTAC) since 2005. The PFTAC experts continue to provide 

 
9  ADB. Regional: Pacific Private Sector Development Initiative, Phase IV. 
10  ADB. Marshall Islands: Public Financial Management Project; and ADB. Marshall Islands: Public Financial 

Management Project (additional financing).   

https://www.adb.org/projects/53072-001/main
https://www.adb.org/projects/50295-001/main
https://www.adb.org/projects/50295-002/main
https://www.adb.org/projects/50295-002/main
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support for budget preparation and analysis through periodic visits to the RMI. The World Bank 
approved a $9.5 million PFM project grant in 2018 to help update the financial management 
information system, among others, with complementary measures to build capacity. 
 
C. Institutional Arrangements and Processes for Development Coordination  
 
13. Development assistance is coordinated through bilateral and multilateral consultations, 
often directly with line ministries. MOF's Division of International Development Assistance 
manages development partner activities (technical and financial assistance) and Compact 
expenditures. ADB consults with other development partners on the preparation of the country 
operations business plan, and on the design and implementation of program, project, and 
technical assistance initiatives. It strengthened its in-country presence with the inauguration of 
the RMI Pacific Country Office in 2020, which allows for even more responsive support through 
more regular and closer dialogue with all stakeholders. ADB is working closely with development 
partners, be it through regular consultations with the World Bank on their parallel projects to 
address PFM issues; periodic discussions with the PFTAC; or regular contacts between the two 
Majuro-based ADB staff and other partners. However, government-led coordination mechanisms 
are not well developed, reflecting the thin resources for coordination in the small government 
administration. The RCU (para. 8) is helping improve the coordination of reforms. 
 
D. ADB Experience and Assistance Program 
 
14. A key priority of ADB's Pacific Approach 2021–2025, which serves as the country 
partnership strategy for the RMI, is improving PFM to better prepare for and respond to shocks, 
and to build resilience.11  The proposed second additional financing for the Public Financial 
Management Project is included in ADB’s pipeline for 2021.12 ADB’s approach to engaging in 
fragile and conflict-affected situations, including the RMI, also recognizes the importance of 
institutional strengthening and capacity building.13 
 
15. The current efforts build on previous ADB support to the RMI to advance PFM and SOE 
reforms. The two subprograms (2010 and 2012) of the Public Sector Program helped the country 
adopt and implement reform plans to improve the performance of selected SOEs, complete a 
public sector workforce audit and planning exercise, and achieve specific expenditure targets.14  
In 2012, ADB also provided technical assistance to support the implementation of the 
government’s national development plan,15 while its regional technical assistance helped the 
country improve SOEs' governance and formulate an SOE policy and legislation, develop a fiscal 
management model, and periodically clear audit backlogs.16  

 
11 ADB. 2021. Pacific Approach, 2021–2025. Manila. 
12 ADB. 2020. Country Operations Business Plan: Eleven Small Pacific Island Countries, 2021–2023. Manila. 
13 ADB. 2013. Operational Plan for Enhancing ADB’s Effectiveness in Fragile and Conflict-Affected Situations. Manila.  
14 ADB. Marshall Islands: Public Sector Program–Subprogram 1; and ADB. Marshall Islands: Public Sector Program–

Subprogram 2. 
15 ADB. Marshall Islands: Strengthening Economic Policy and Planning: Supporting the Implementation of the National 

Development Plan, 2012-2015. 
16 ADB. Regional: Pacific Economic Management-Enhanced Economic Management (Subproject 2); and footnote 9. 

https://www.adb.org/documents/pacific-approach-2021-2025
https://www.adb.org/sites/default/files/institutional-document/663861/cobp-pic11-2021-2023.pdf
https://www.adb.org/sites/default/files/institutional-document/33825/files/operational-plan-fcas.pdf
https://www.adb.org/projects/43321-013/main
https://www.adb.org/projects/43321-023/main
https://www.adb.org/projects/43321-023/main
https://www.adb.org/projects/45403-001/main
https://www.adb.org/projects/45403-001/main
https://www.adb.org/projects/43045-032/main#project-overview
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Problem Tree for Public Sector Management 
 

Final effects 
 Weak allocative efficiency slows progress 

toward inclusive and sustainable growth 
     Heavy dependence on external assistance 

for fiscal sustainability and service delivery 
 

       

                         

        Fragility        

                     
                         

Direct effects 

 Incomplete 
frameworks for 

efficient 
management of 
tax and nontax 

revenue 

 Limited control 
over contingent 
liabilities from 

the social 
security fund 
and SOEs   

 Weaknesses in 
financial 

management, 
including by 

local 
governments 

 Limited links and 
consultation 

between 
planning and 

budgeting 
agencies 

 Large fiscal 
transfers to 

support poorly  
performing  

and inefficient 
SOEs 

 

      

      

      

      

                         
                         

Core problem 
     SIGNIFICANT WEAKNESSES IN  

PUBLIC FINANCIAL MANAGEMENT  

     

          

                         
                         

Root causes 

 Low institutional 
capacity to implement 

PFM Reform 
Roadmap 

   Lack of reform coordination 
among external partners and 

internal agencies 

   Low institutional 
capacity to implement 

SOE reforms 

 

        

        

                         
                         

Sub-causes 

High turnover 
and low morale 
among working 

staff 

 Lack of 
functional 

qualifications 
among staff 

  Multiple 
responsibilities 
stretch senior 
staff capacity 

  Insufficient 
understanding of 
SOE monitoring 

role in MOF 

 Inability to cost 
community 

service 
obligations 

      

      

                   

    Outdated and complicated 
FMIS systems, and lack of 
user support and training 

   Insufficient understanding of 
reporting requirements 
among SOE managers 

    

           

           
  = To be improved with proposed Asian Development Bank funds.         

FMIS = financial management and information system; MOF = Ministry of Finance; PFM = public financial management, SOE = state-owned enterprise. 
Source: Asian Development Bank.   


