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STRATEGIC ANALYSIS FOR THE COUNTRY OPERATIONS BUSINESS PLAN 2014–2016 
 
I DEVELOPMENT TRENDS AND ISSUES 
 
A. Country Background 
 
1. The Republic of the Marshall Islands (RMI) consists of 29 low-lying atolls and five single 
islands spread across the western Pacific Ocean. The country gained independence in 1979, 
having been administered by the United States (US) as part of the Trust Territory of the Pacific 
Islands since 1947. The 2011 census recorded a total population of 53,158 persons, with 
approximately 74% of the population living on Majuro and Ebeye.1 The Asian Development 
Bank (ADB) has identified the RMI as a fragile situation since 2008 and it exhibits many of the 
constraints that underlie weak performance and fragility, including physical isolation, limited 
productive sectors, as well as weak public sector institutions and governance systems.2 
 
2. The RMI economy relies heavily on government expenditure and, in turn, on foreign 
grants, which fund more than two-thirds of government expenditure. Most foreign grants are 
provided by the US, mainly under the amended Compact of Free Association.3 
 
3. Growth over the medium term in the RMI is expected to stay low at around 1.5%, and 
revenues are projected to decline.4 Within this low-growth scenario, the RMI needs to adjust to 
the annual decline in US Compact grants, which will expire in fiscal year (FY) 2023. Of a 
$132 million annual budget in FY2012, about $101 million was funded by development partners, 
with $71 million of this representing Compact grants. The RMI and US governments are 
investing in a Compact trust fund that is intended to generate a revenue stream to replace 
Compact grants from FY2024. Contributions from the RMI government have fallen short 
because excessive recurrent expenditure and poor revenue performance prevented the 
generation of the required fiscal surpluses. Under current policies, there will be insufficient 
government assets in the Compact trust fund in 2023 to replace the expiring Compact grants. 
 
4. The RMI is on track to meeting the Millennium Development Goal (MDG) relating to 
reducing child mortality (goal 4) and improving maternal health (goal 5). It is also likely the RMI 
will achieve universal primary education (goal 2). Mixed progress is being made eradicating 
extreme poverty and hunger (goal 1), promoting gender equality and empowering women 
(goal 3), ensuring environmental sustainability (goal 7), and developing a global partnership for 
development (goal 8). The RMI is not on track to combating HIV/AIDS, malaria, and other 
diseases (goal 6), particularly as the RMI faces severe challenges in reducing the incidence of 
diabetes and tuberculosis. 
 
5. While the RMI is not on track to meeting the three targets under MDG1, the evidence 
suggests that the RMI does not yet have abject or extreme poverty, so the outcome remains 
mixed. However indicators related to income and employment suggest that general levels of 
poverty and hunger may be on the rise. The RMI is making decent progress in advancing 
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female education, employment, and other economic characteristics, but there remains much 
room for improvement, including in female political representation (MDG3). 
 
6. While the RMI is making progress towards environmental sustainability, severe threats 
are emerging from climate change and sea-level rise, and other serious challenges, such as 
improving sanitation and water quality, need to be addressed (MDG7). 
 
B. Highlights of Previous Asian Development Bank Country Strategy 
 
7. Following a long period of no lending, ADB resumed lending operations in 2010 and 
stepped-up its engagement with the country. Over 2010–2012 ADB’s operations primarily 
focused on supporting the government improve its fiscal sustainability through technical 
assistance and policy-based lending. 
 
8. The public sector program, approved by ADB in 2010, supported reforms towards the 
following key objectives: (i) improved fiscal discipline, including restraint on recurrent 
expenditure; (ii) improved tax revenue; (iii) improved performance of selected state-owned 
enterprises (SOE’s); and (iv) effective stakeholder participation in public sector reform. 
Subprogram 1, also approved in 2010 together with the overall program, began implementation 
of immediate reform priorities. 
 
9. In 2010, ADB approved a grant for improving energy supply for poor households, 
financed by the Japan Fund for Poverty Reduction (JFPR). The grant aims to improve 
livelihoods through increased access to power and income-generating opportunities for the 
poor. The grant is supporting the installation of prepayment meters for Marshall’s Energy 
Company (MEC) customers, and trailing a coconut oil-diesel blend to be used in a MEC 
generator. Also approved in 2010, with funding from JFPR, was a regional grant for social 
protection of the vulnerable in the Pacific. In the Marshall Islands, the grant is supporting a cash 
for work scheme by replanting coconut trees for employment stimulus, food security, and 
climate change. The grant also strengthened government capacity to identify the vulnerable 
population, through support for the 2011 Census. 
 
10. In 2012, two technical assistance projects were approved. The first for strengthening 
economic policy and planning will support the implementation of the government’s new national 
development plan, once it is finalized. The second, a regional technical assistance, with 
financing from JFPR will support the Marshall Islands initiate early grade learning assessment at 
selected primary schools. The objective is to assist RMI begin the process of systematically 
measuring how well children in the early grades of primary school are acquiring reading and 
mathematics skills, and ultimately spur more effective efforts to improve performance in these 
core learning areas. 
 
11. Also approved in 2012 was a loan for subprogram 2 of the public sector program which 
further broadens and deepens the reform initiatives began under subprogram 1. Subprogram 2 
supported the introduction of new legislation covering SOE’s, tax, and fiscal responsibility and 
debt management; the adoption and implementation of reform plans for selected SOE’s to 
improve their performance; the completion of a public sector workforce audit and planning 
exercise; and the achievement of various expenditure targets. Implementation support has 
been, and continues to be provided through technical assistance approved in 2010 for 
supporting the public sector program, in close coordination with other development partners. 
 



 

 

3 

12. The current Ebeye water and sanitation project, being financed by the Government of 
Australia but processed and implemented by ADB, represents ADB’s return to supporting large-
scale projects in the RMI, the last of which was approved in 2002. The success of this project is 
critical to ADB’s relationship with the country. 
 
II THE COUNTRY STRATEGIC PRIORITIES 
 
A. Developing the Asian Development Bank’s Country Strategic Priorities 
 
13. The RMI’s current national development plan, Vision 2018, notes the country’s vision is 
“to become a country within an inter-dependent world, with an enhanced socio-economic self-
reliance, an educated, healthy, productive, law-abiding and God-loving people in which 
individual freedom and fundamental human rights are protected and culture and traditions are 
respected and development and environmental sustainability are in harmony.” 5 
 
14. Vision 2018 was developed through an extensive consultative process starting with the 
RMI’s second national economic and social summit held in March and April 2001, followed by 
extended deliberations by various working committees established by the Cabinet. It was 
originally envisaged that following the adoption of Vision 2018, master plans would be 
developed in major policy sectors and in addition, action plans of ministries and statutory 
agencies would be prepared to state the respective programs of action aimed at achieving the 
master plan targets.6 However, the proposed national development plan structure turned out to 
be overly ambitious, and limited progress was made on the preparation of the master plans. 
 
15. While Vision 2018 remains the RMI’s current national development plan, it is 
acknowledged that it has not maintained its relevance given the changing development needs of 
the RMI. In May 2010, the government recognized the need to prepare a new national 
development plan. A national development plan working group was established and the 
Economic Policy, Planning and Statistics Office was tasked with leading the preparation of a 
new plan. Following delays in finalizing the 2011 Census data – a key input into the plan – it is 
now expected to be finalized in mid-2013, and ADB has approved technical assistance to help 
with its implementation and monitoring.7 
 
16. While the new national development plan will guide ADB’s future operations in RMI, the 
size of the resource envelope means that there is potential for one large project every two to 
three years. Furthermore, ADB’s forward pipeline needs to remain flexible to respond to 
opportunities as they arise, as was the case with the Ebeye water and sanitation project. 
 
17. Based on ADB’s existing operations and ongoing consultations with the government, 
development partners, and other stakeholders – and in the absence of a new national 
development plan – ADB’s support will likely be focused on the following areas over the next 
two to three years: 
 

                                                
5
 Republic of the Marshall Islands. 2001. The Strategic Development Plan Framework 2003–2018. Vision 2018. 

Majuro. 
6
 The following policy sectors were identified for the development of master plans: human resources development, 

outer islands development, culture and traditions, environment, resources and development, information 
technology, private sector development, infrastructure, and tourism. 
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 continuing to support economic and fiscal reform, in particular ensuring the gains made 
under the public sector program become integrated within existing government 
processes and are sustainable in the medium-term; 

 continuing to provide support to implement the fiscal management model in time for the 
fiscal year 2014 budget in conjunction with ADB’s Pacific Department economics team; 

 continuing to support the consultation process and subsequent introduction of the bills 
covering state-owned enterprise reform (with the support of ADB’s Private Sector 
Development Initiative) and fiscal responsibly and debt management (with the support of 
ADB’s Pacific Department economics team); 

 identifying opportunities to use grant funding to ensure the sustainability of ADB’s 
historical portfolio of projects; 

 supporting the preparation of the new national development plan and ensuring it is 
realistic given the RMI’s economic and fiscal situation; 

 undertaking diagnostic work to review options for simplifying company registration and 
the establishment of new businesses, with the support of ADB’s Private Sector 
Development Initiative; and 

 supporting TA for education sector strategic support and development which will include 
support to both basic education and technical vocational education and training 
subsectors. 

 
18. The US is the main development partner of RMI. The European Union (EU), Japan, 
Taipei,China, and more recently Australia, also provide grant assistance to the RMI. US 
Compact grants have been predominantly supporting the health and educations sectors. Japan 
also supports education (mainly primary education) and health; and also has projects in 
environmental protection, including waste management; mitigation of climate change issues, 
including the introduction of renewable energy; infrastructure development; and private sector 
development, predominately in fisheries and tourism. Taipei,China have been supporting the 
agriculture and fisheries sectors, as well as providing direct budget support. 
 
19. In December 2010, the government held its first development partners’ meeting since 
2004 with ADB; Australia; EU; the International Monetary Fund; Japan; Secretariat of the Pacific 
Community; Taipei,China; United Nations; US; and World Bank. The meeting gave the 
government a forum to present the public sector program and discuss the RMI’s reform and 
development progress and priorities, which included expenditure reforms, tax and revenue 
reforms, energy sector reforms, and SOE performance and reform needs. 8  A second 
development partners meeting is proposed for mid-2013. 
 
B. Implementation Issues 
 
20. The RMI is a challenging environment in which to achieve sustainable development 
outcomes, and projects up until 2002 had a mixed record of success. When ADB resumed 
lending operations in 2010 it acknowledged the need to place greater emphasis on 
strengthening ownership and continuity of its interventions. Towards this end it was agreed that 
ADB will place project-funded local coordinators into projects, and support development 
partners’ consultative group meetings in the RMI. 
 
21. ADB has also strengthened its in-country presence with the appointment of a local 
coordinator in 2012. The main role of the local coordinator is to facilitate the effective 
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RMI. 2010. Joint Communiqué, Republic of the Marshall Islands Development Partners Meeting Majuro, Republic 
of the Marshall Islands, 1–2 December 2010. Majuro. 
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partnership between RMI and ADB, as well as between ADB and its development partners. The 
role is currently funded under TA, and securing long-term funding for this position is important to 
the ongoing sustainability of ADB’s operations in RMI. 
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Data Tables 
 

Table 1: Millennium Development Goals 
 
Millennium Development Goal General 

Assessment in 2005 
General 

Assessment in 2009 

Goal 1: Eradicate Extreme 
Poverty and Hunger 

Off Track Mixed 

Goal 2: Achieve Universal 
Primary Education 

Off Track On Track 

Goal 3: Promote Gender Equality 
and Empower Women 

Mixed Mixed 

Goal 4: Reduce Child Mortality Mixed On Track 

Goal 5: Improve Maternal Health On Track On Track 

Goal 6: Combat HIV/AIDS, 
Malaria and Other Diseases 

Off Track Off Track 

Goal 7: Ensure Environmental 
Sustainability 

Off Track Mixed 

Goal 8: Develop a Global 
Partnership for Development 

Mixed Mixed 

Source: United Nations Development Program. 2010. Millennium Development Goals. Progress Report 2009. Majuro. 

 
 
 
 

Table 2: Human Development Indicators 
 

  

HDI value Life 
expectancy 

at birth 
(years) 

Mean 
years of 

schooling 
(years) 

Expected 
years of 

schooling 
(years) 

GNI per 
capita 

(constant 
2005 PPP 

$) 

GNI per 
capita 
rank 

minus HDI 
rank 

Non-
income HDI 

value 

 
2011 … 72.0 9.8 10.8 … … 0.752 

… = data not available, GNI = gross national income, HDI = human development index, PPP = purchasing power 
parity. 
Source: United Nations Development Program. Human Development Statistical Tables. 
http://hdr.undp.org/en/statistics/hdi/ (accessed 13 February 2012). 
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Table 3: Environment Country Performance Assessment Indicators 
 

 Scorea 

PART A: Assessment of Institutional Context   

Adequacy of Prioritization  1.67 

Quality and effectiveness of executing agency system  3.40 

Cross-sectoral coordination  1.50 

Public information and participation 3.33 

Subtotal 2.48 

PART B: Sector Specific Issues   

Air Pollution Management 1.58 

Solid and hazardous waste management 3.00 

Freshwater resources 3.00 

Marine and coastal resources management 3.00 

Ecosystem and biodiversity management 3.00 

Commercial natural resources management 2.01 

Subtotal 2.60 

Grand Total 2.55 
 

a
 Highest score for each category is 6.0. 

 Source: Asian Development Bank. 

 
  



 

 

8 

Table 4: 2012 Country Performance Assessment Ratingsa 
 

CRITERIA 
RMI Pacific Group 

A
b
 

Group 
B

c
 

     
A. Economic Management  2.7 3.3 4.1 4.4 

1. Macroeconomic Management 2.5 3.4 4.3 4.4 
2. Fiscal Policy 2.5 3.1 4.0 4.3 
3. Debt Policy 3.0 3.4 4.1 4.5 

B. Structural Policies 3.0 3.3 3.8 4.1 
4. Trade 3.5 4.0 4.3 4.1 
5. Financial Sector 3.0 3.0 3.4 4.0 
6. Business Regulatory Environment 2.5 2.8 3.6 4.2 

C. Policies for Social Inclusion/Equity 2.6 3.2 4.1 4.2 
7. Gender Equity 3.0 3.1 4.0 4.1 
8. Equity for Public Resource Use 2.0 3.3 4.3 4.5 
9. Building Human Resources 2.5 3.2 4.3 4.4 
10. Social Protection and Labor 3.0 3.1 3.9 4.1 
11. Policies and Institutions for Environmental 

Sustainability 
2.5 3.0 3.9 3.8 

D. Public Sector Management and Institutions 2.8 3.2 3.8 4.0 
12. Property Rights and Rules-based Governance 3.5 3.3 3.4 3.9 
13. Quality of Budgetary and Financial Management 3.0 3.3 3.9 4.4 
14. Efficiency of Revenue Mobilization 3.0 3.4 4.1 4.3 
15. Quality of Public Administration 2.0 3.0 4.0 3.9 
16. Transparency, Accountability and Corruption in 

the Public Sector 
2.5 3.1 3.5 3.5 

E. Portfolio Performance 3.5 3.5 3.3 3.3 
17. Portfolio Performance 3.5 3.5 3.3 3.3 

RMI = Republic of the Marshall Islands. 
a
 Highest score for each category is 6.0. 

b 
Group A countries are: Afghanistan, Bhutan, Cambodia, Kyrgyz Republic, Lap People’s Democratic Republic, 

Maldives, Nepal, and Tajikistan. 
c
 Group B countries are: Armenia, Bangladesh, Georgia, Mongolia, Pakistan, Sri Lanka, Uzbekistan, and Viet Nam. 

Source: Asian Development Bank. 
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Table 5: Country Economic Indicators 
 
 Fiscal Year 

Item 2008 2009 2010 2011
a
 2012

b
 

A. Income and Growth      
1. GDP per capita ($, current) 2,932 2,927 3,111 3,317 3,519 
2. GDP growth (%, constant prices) (1.9) (1.3) 5.2 5.0 5.4 

a. Agriculture 7.0 (3.5) (-5.8) … … 
b. Industry … … … … … 
c. Services … … … … … 

      
B. Saving and Investment (% of GDP, current prices)      

1. Gross domestic investment … … … … … 
2. Gross domestic saving … … … … … 

      
C. Money and Inflation (annual % change)   

1. Consumer price index 14.7 0.5 1.6 9.5 2.5 
2. Liquidity (M2) … … … … ... 

      
D. Government Finance (% of GDP)   

1. Revenue and grants 70.2 69.2 67.0 63.6 62.9 
2. Expenditure and onlending 66.4 67.8 62.4 62.1 61.9 
3. Overall fiscal surplus (deficit) 3.7 1.4 4.6 1.4 1.0 
      

E. Balance of Payments      
1. Merchandise trade balance (% of GDP) (45.7) (48.4) (57.3) (42.4) (55.2) 
2. Current account balance (% of GDP) (2.6) (17.4) (25.0) (12.6) (30.3) 
3. Merchandise export ($) growth (annual % change) 10.4 2.7 55.2 26.4 14.9 
4. Merchandise import ($) growth (annual % change) 2.4 4.5 33.4 (8.8) 29.8 

      
F. External Payments Indicators      

1. Gross official reserves (including gold, $ million in 
weeks of current year’s imports of goods) 

… … … … … 

2. External debt service (% of exports of goods and 
services) 

24.7 24.8 22.2 18.4 17.1 

3. External debt (% of GDP) 64.9 63.1 65.5 60.3 54.8 
      
G. Memorandum Items      

1. GDP ($ million, current prices) 152.6 151.6 162.9 173.7 184.3 
2. Exchange rate ($/$, average) 1.0 1.0 1.0 1.0 1.0 
3. Population (million) 0.05 0.05 0.05 0.05 0.05 

… = data not available, GDP = gross domestic product, M2 = a classification of money supply. 
a 

Estimated. 
b 

Projected. 
Sources: ADB. Asian Development Outlook 2012 database; International Monetary Fund. Republic of the Marshall 
Islands. 2011 Article IV Consultation Staff Report; and Pacific Islands Training Initiative. Republic of the Marshall 
Islands Fiscal Year 2010 Economic Review.  
 


