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RISK ASSESSMENT AND RISK MANAGEMENT PLAN (SUMMARY)1 
 
A. Institutional Assessment 

1. The enactment of a new constitution and the election of a new President in 2008 marked 
the beginning of a new phase in the political and constitutional development of the Maldives. 
The new constitution led to the transition from a limited “guided democracy” to a full democracy, 
with separation of powers and functions based on a presidential system of government. Key 
recent developments include: 
 

(i) establishment of independent institutions such as the Anti-Corruption 
Commission, Auditor General, Civil Service Commission, Electoral Commission, 
Judicial Services Commission, Human Rights Commission, the Prosecutor 
General, along with an independent judiciary; 

(ii) development of growing independence of the judiciary and the Civil Service 
Commission from the executive, and the emerging role of an independent Auditor 
General;  

(iii) increased polarization of politics along party lines with opposing parties 
dominating the legislature and the executive, and an even split between parties 
in local elections; 

(iv) judicialisation of politics with disputes between the executive, the legislature, and 
the newly independent institutions increasingly resolved in the courts; and  

(v) increased number and reach of political advisors within the government in 
response to the growing gap between the civil service and the government. 

  
2. These constitutional and political developments have made economic management far 
more complicated. While the tax base has been significantly broadened, a credible plan is not in 
place to achieve a sustained reduction in spending. This places the Maldives Monetary 
Authority (MMA) in a difficult position as it balances the requirements to keep adequate liquidity 
in the banking system, defend a fixed exchange rate (until April 2011), and dampen inflationary 
pressures. Thus, an expansionary fiscal stance is fundamentally at odds with the imperatives of 
monetary and exchange rate policy. 

 
3. The Maldives has made good progress on a wide range of social indicators. Rapid 
economic development has led to impressive social development. Since the last poverty 
assessment in 2004, however, unemployment has increased sharply along with the continued 
population drift to Malé, the capital.   
 
4. Pressure on social cohesion from the unemployment can be expected to affect 
economic and fiscal adjustment. The traditional policy response, in the absence of social 
protection schemes, has been to use the public sector to soak up higher school dropouts who 
would otherwise be unemployed. In 2007, the public service employed about 30% of the 
workforce and public enterprises employed another third.  

 
5. Downsizing the public sector through a hiring freeze is the most obvious remedy to the 
fiscal imbalances. However, any significant downsizing will need to be complemented by 
structural reforms to improve the operation of the labor market. In particular, the labor market 
will need to better match school dropouts to jobs and make better, more selective use of 
expatriate remittance workers.  
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B. Public Financial Management 

6. An effective public financial management system needs to operate at three levels: (i) at 
the macro level of aggregate fiscal discipline, (ii) at the mid level to ensure that allocations 
match strategic priorities, and (iii) at the micro level to ensure that the systems are in place to 
allocate resources effectively.  

 
7. At the macro level of aggregate fiscal discipline, it is important that spending is 
affordable and sustainable over the medium term. The Maldives’ fiscal position is currently 
unsustainable and emergency support has been provided by the International Monetary Fund 
and the Asian Development Bank (ADB). The fiscal forecasts suggest the deficit will remain 
12.7% of GDP in 2011 and dip to 11.9% in 2012. The projected fall is based on (i) significant 
growth in real GDP as the sustained world economic recovery is reflected in increased tourist 
numbers; and (ii) significant increases in revenue to GDP, reflecting sustained economic growth 
and a broader tax base with the introduction of new taxes.  

 
8. At the mid level, revenue increases have been absorbed by a growing public sector. 
While there has been some reallocation across sectors, the growth in revenue and public debt 
has largely funded growth in public sector wages and employment. Better labor market 
structural policies are required to allow sustained employment growth in the private sector to 
absorb a larger cohort of school dropouts.  
 
9. At the micro level, the public expenditure and financial analysis undertaken by the 
International Monetary Fund2 identified a number of weaknesses in public financial 
management. Of the 29 areas examined, 1 received an A (highest score), 5 were given Bs 
(needs some improvement), 6 indicators scored Cs, and 17 received Ds (lowest score - 
significant reforms are needed).  
 
10. A number of developments are under way to address these deficiencies, such as the 
move to a treasury single account and the introduction of the public accounts system. Technical 
assistant attached to ADB-funded Economic Recovery Program3 includes support for (i) 
strengthening the administration of new taxes introduced under the program; (ii) developing the 
capacity of the Ministry of Finance and Trasury to implement new revenue measures, debt 
management, budget formulation, and expenditure rationalization; (iii) strengthening the 
MOFT’s internal audit unit; and (iv) providing support for project management. The main binding 
constraint on improving financial management is the shortage of skilled personnel to run the 
systems to the required professional standards. The key risk is that scarce resources are 
devoted to the introduction of the next development in financial management (such as improving 
internal audit, the introduction of program budgeting), diverting those resources from anchoring 
the new public accounts system. 

 
C. Public Procurement 

11. Public procurement has three key phases: (i) pre-tendering planning, (ii) the tender 
process, and (iii) post-tender contract management and contract implementation control and 
monitoring. In September 2010, the government promulgated new tender procedures that 
address the gap identified in previous reviews by providing for an independent administrative 
review of individual tenders. However, the court has ruled that the centralized tender board 
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procedure no longer applies to public enterprises. This omission exposes development partners 
to a potential fiduciary risk when a public enterprise is used as the implementing agency.  

 
12. For the post-tender phase, the government has moved to establish (i) a new Office of 
Programmes and Projects (OPP) within the Department of National Planning4 in order to 
centralize post-tender contract management and contract implementation control, and (ii) a new 
Central Procurement Office (CPO). By bringing a more professional approach to contract 
management and monitoring, the offices are expected to address the deficiencies in project 
execution that have been a feature of development projects in the Maldives. However, 
overlapping and conflicting mandates between the offices could pose a risk.  

 
13. Public procurement is a significant area of corruption risk. One risk is the bypassing of 
the formal tender process when allocating rights to state property (land leases, concessions, 
privatizations). Other risks include (i) limited competition (and high risk of collusion), (ii) weak of 
internal controls and the limits of the newly established anticorruption institutions, and (iii) 
slippage in project completions until the new OPP and CPO are established and functioning 
effectively.  

 
D. Anti-Corruption Commission 

14. The government has a range of policies to strengthen the Anti-Corruption Commission 
and adopt the United Nations convention against corruption. However, perceptions of corruption 
have deteriorated significantly. In 2010, the Transparency International index placed the 
Maldives at 2.3 (of 10), or 143rd in the world. This was a significant decline from a score of 3.3, 
or 84th, in 2007. This deterioration has been attributed to a number of factors: (i) the growth in 
transparency and accountability with the establishment of the independent institutions, which 
have brought corruption into the open; (ii) the tendency of a new government, which was 
elected with a mandate but was stymied by new constitutional arrangements, to bypass formal 
channels when the civil servants are perceived to be obstructive; and (iii) presidential influence, 
which had contained corruption under the previous government, has been eroded and the new 
independent institutions have yet to become credible enforcement bodies.  

 
15. For the six dimensions of anticorruption, recent key developments include:  
 

(i) Legislation and policy. An anticorruption law has been in place since 2000. 
Attempts to modernise the legislation to bring it into line with the United Nations 
convention are under way.  

(ii) Integrity institutions. The previous government established an anticorruption 
board in 1991, but it was widely regarded as ineffective. The new Anti-Corruption 
Commission was established under its own statute as part of the 2008 
constitutional changes. As the independent anticorruption institutions were 
established only recently, enforcement of the law is a problem. 

(iii) Rule of law. While the Maldives has no tradition of judicial independence and the 
law does not provide for constabulary independence, reports of police or judicial 
corruption are infrequent. The judiciary has played a key role in adjudicating in 
recent standoffs between the executive and the legislature, and is earning 
increasing respect for its independence.  

(iv) Administrative quality. In 2009, the World Bank ranked the Maldives 3.5 of 6.0 
on the quality of public administration, down from 4.0 in 2006. The Maldives has 
a truncated civil service career structure so it has been the practice to appoint 
technocratic staff to deputy minister or state minister level. With the change of 
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government, all those technocratic staff who had been appointed by the previous 
government were removed by the incoming government. A number of analysts 
suggested that this cleanout led to a significant decline in the skill level of a state 
in which skilled personnel was the binding constraint on performance. 

(v) Voice and accountability. Formal accountability mechanisms have been 
established on paper by the constitution, including the separation of powers, the 
strengthening of press freedom, and the introduction of local democratic 
governance. Once these mechanisms become fully effective, they will improve 
voice and accountability significantly. The big challenge is to build the capability 
of the individual institutions and for the new institutions to work effectively 
together.  

(vi) Public perception and participation. Civil society has been strengthened with 
some support from development partners. Maldivians widely believe that 
corruption is rife in their society. The closeness and smallness of Maldives 
society contribute to a willingness to tolerate corruption and a reluctance to take 
prosecutions. 

 
16. Civil service (with a few exceptions, such as Customs and Immigration) is largely free of 
petty bureaucratic corruption that is prevalent in countries with a similar Transparency 
International rating. Instead, the Maldives seem more susceptible to petty political corruption 
and grand corruption. Grand corruption arises from control over the resources of the state 
(resort islands, concessions, tenders, privatizations, potentially public–private partnerships) 
being allocated to preferred partners in return for party political contributions. This feeds petty 
political corruption, which is distributed through the political patronage system.  
 
E. Development Partner Support and ADB’s Role  

17. Development partners will need to focus on selective initiatives if assistance is to be 
effective. These need to address the immediate imperatives that affect the binding constraints 
on the development of the Maldives. Taking scarce policy capability and implementation 
resources away from the “critical few” initiatives will put the adjustment under way in the 
Maldives at risk. 

 
18. This assessment identified a number of political economy risks that could damage 
government effectiveness. Therefore, this risk assessment is in two parts: the first part reviews 
the political economy risks and constraints at the macro country-wide strategic level; the second 
part discusses the more technical constraints operating at the level of sectors, individual 
organizations, and programs.  
 
19. Political economy risks that are particularly relevant to ADB operations are (i) the risk to 
fiscal consolidation poised by poor labor market matching, (ii) the shortage of technical capacity 
and leadership talent because of the truncated career structure, and (iii) weaknesses in the 
coordination of development assistance. 

 
20. The key technical governance risks that could constrain development and should be a 
significant component of the country partnership strategy are (i) the procurement regulatory 
framework, which excludes public enterprises; (ii) the lack of integration of the new OPP and 
CPO; (iii) weak internal controls; (iv) lack of a medium-term fiscal anchor, (v) lack of a credible 
medium-term fiscal framework and systematic risk management; (vi) revenue foregone as state 
resources used for private and political purposes (public–private partnerships and privatization 
are prone to grand corruption); and (vii) weak administrative quality and capacity prone to 
informality by bypassing formal procedures and with a truncated career structure. 


