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1. Basic Data Project Number: 52036-001
Project Name Telecommunications Sector Reform 

Program
Department/Division PARD/PATC

Country Palau, Republic of Executing Agency Ministry of Finance

Borrower Government of Palau

Country Economic Indicators https://www.adb.org/Documents/LinkedD
ocs/?id=52036-001-CEI

Portfolio at a Glance https://www.adb.org/Documents/LinkedD
ocs/?id=52036-001-PortAtaGlance

2. Sector Subsector(s)      ADB Financing ($ million)
Public sector management Public expenditure and fiscal management 10.00

Information and 
communication technology

ICT strategy and policy, and capacity development 10.00

Total 20.00

3. Operational Priorities Climate Change Information
Addressing remaining poverty and reducing inequalities

Accelerating progress in gender equality

Strengthening governance and institutional capacity

Climate Change impact on the 
Project

Low

Sustainable Development Goals Gender Equity and Mainstreaming
SDG 5.b
SDG 9.1
SDG 10.2

Some gender elements (SGE)

Poverty Targeting
General Intervention on Poverty

4. Risk Categorization: Low 
.

5. Safeguard Categorization Environment: C   Involuntary Resettlement: C   Indigenous Peoples: C
.

6. Financing

Modality and Sources Amount ($ million)

ADB 20.00
     Sovereign Program (Concessional Loan):  Ordinary capital resources 20.00

Cofinancing 0.00
     None 0.00

Counterpart 0.00
     None 0.00

Total 20.00

Currency of ADB Financing: US Dollar 



 

 

I. THE PROPOSAL 

1. The Government of Palau has requested financial assistance from the Asian 
Development Bank (ADB) for the Telecommunications Sector Reform Program.1 The program 
will promote access to quality and secure internet services at affordable prices in Palau through 
policy reforms in the information and communications technology (ICT) sector. It will build on the 
results of the ongoing submarine cable project, ADB’s first operation in the ICT sector in Palau.2 
 
2. A single-tranche stand-alone policy-based loan (PBL) from ADB’s ordinary capital 
resources, in concessional terms, is proposed to: (a) strengthen sectoral policies and institutions 
addressing quality, affordability, accessibility, and security of internet services; (b) promote 
market competition among retail internet service providers; and (c) improve access in rural 
areas. A PBL is suitable to support policy actions that facilitate and accelerate the government’s 
ongoing ICT sector reform program, with a program monitoring framework to continue ADB’s 
policy engagement. The program is consistent with ADB’s Strategy 2030 operational priority of 
strengthening governance and institutional capacity, particularly in small island developing 
states, by promoting greater use of ICT to improve public service delivery.3 
 

II. PROGRAM AND RATIONALE  

A. Background and Development Constraints 

3. Macroeconomic context. Palau comprises some 340 islands with a population of about 
18,400 (in 2018). Almost 80% of the population lives in Koror and Airai. Development grants 
under Palau’s Compact of Free Association with the United States, expected to expire in fiscal 
year (FY) 2024, contributed to a per capita gross domestic product (GDP) of $15,982 in FY2018, 
one of the highest in the Pacific. Palau depends critically on grants, which accounted for 18.1% 
of GDP and 42.8% of total revenue during FY2011–FY2018.4 Palau experiences significant 
economic losses from frequent natural hazards. Tourism contributes 45%–55% of annual GDP, 
but tourist arrivals can be particularly volatile in case of natural disasters and external downturns. 
 
4. Despite these challenges, Palau has largely maintained macroeconomic stability. 
Supported by reforms, the tax-to-GDP ratio rose to 19.1% in FY2011–FY2018, from 16.6% in 
FY2003–FY2010. Annual fiscal surpluses (including grants) averaged 3.0% in FY2011–FY2018, 
and helped build up cash and deposits to manage short-term revenue volatility, and reserves to 
strengthen medium-term fiscal resilience.5 External public debt, at 30.7% of GDP in FY2018, is 
considered sustainable over the medium term as the government pursues fiscal consolidation 
(footnote 4). Growth recovered from –3.7% in FY2017 (following droughts) to 0.5% in FY2018, 
and is projected at 3.0% in FY2019–FY2020 due to expanding tourism and construction. 

 
1  The proposed program is in ADB. 2018. Country Operations Business Plan: 11 Small Pacific Island Countries, 

2019–2021. Manila. It aligns with ADB. 2016. Pacific Approach, 2016–2020. Manila. An initial draft of the design 
and monitoring framework is in Appendix 1. Technical assistance is being provided under ADB. 2017. Pacific ICT 
Investment Planning and Capacity Development Facility-Phase 2. Manila (TA 0024-REG). 

2  ADB. 2015. Report and Recommendation of the President to the Board of Directors: Proposed Loans to the 
Republic of Palau: North Pacific Regional Connectivity Investment Project. Manila. 

3  ADB. 2018.Strategy 2030: Achieving a Prosperous, Inclusive, Resilient, and Sustainable Asia and the Pacific. 
Manila. 

4  International Monetary Fund. 2019. Republic of Palau—2018 Article IV Consultation. IMF Country Report No. 
19/43. Washington, DC. 

5  A General Fund Reserve was established in FY2014, following major typhoons in 2012 and 2013, as a source of 
post-disaster financing. The minimum annual allocation for the reserve is set at 2% of revenues from the preceding 
fiscal year. The Palau National Congress can allocate additional funds towards it. 
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5. The positive economic outlook is subject to substantial risks from Palau’s vulnerability to 
natural disasters and its reliance on tourism and grants.  The government seeks to further build 
up reserves for medium-term fiscal sustainability and maintain appropriate buffers to 
accommodate revenue volatility and exceptional expenditure related to natural disasters. 
 
6. Information and communications technology sector developments. Palau relied 
entirely on costly, limited satellite links for internet connectivity until 2017, when it inaugurated a 
high-speed internet fiber optic cable connection to the Southeast Asia–United States submarine 
cable network, linking Palau to the international cable hub in Guam, supported by ADB funding 
of $25 million (footnote 2). The Belau Submarine Cable Corporation (BSCC), a state-owned 
enterprise, owns and operates the submarine cable system, offering internet bandwidth to local 
retail service providers on a wholesale basis in an equitable and nondiscriminatory way. Limited 
satellite arrangements provide redundancy support during a cable service disruption. With the 
cable, supply has increased, and prices have declined significantly. In 2015, a 2 megabits per 
second (mbps) connection cost $1,000/month; in 2019, a 20 mbps connection is $120/month. 
Bandwidth availability rose from 300 megabytes in 2017 to 4,000 megabytes in 2019.  
 
7. Continuing challenges. In spite of impressive progress, internet prices in Palau remain 
high relative to standards of the United Nations Broadband Commission for Sustainable 
Development.6 Coverage has risen in Koror and Airai, but many remote rural islands have little 
or no coverage because the high cost of providing services deters private players from 
supplying these markets.7 Security of internet services is a growing concern, as highlighted by 
occasional events involving unauthorized access to private data. Redundancy support through 
satellite services does not guarantee uninterrupted connection in case of service outages. 
 
8. Modern and up-to-date sectoral policies are needed to address issues of affordability, 
access, quality, and security. After the Palau National ICT Policy was developed in 2013,  the 
sector underwent major changes, including submarine cable operation.8  The policy’s guiding 
principles and implementation arrangements need revamping to ensure that sectoral 
developments align with technological advances. Palau lacks an independent regulatory 
authority to oversee pricing and quality of ICT services and a comprehensive and coherent 
policy to address online safety and security.   
 
9. Insufficient market competition compounds these challenges. The Palau National 
Communications Corporation (PNCC), a parastatal enterprise established in 1982, dominates 
the retail market with a market share of more than 85%. The PNCC owns most of the major 
network infrastructure, including a fiber optic undersea transmission network connecting local 
networks throughout Palau.9 The smaller private retail service providers—chiefly Palau Telecom 
and Palau WiFi—do not have access to this network to expand their service outside Koror. The 
PNCC’s dominant market position allows it to set terms and conditions on interconnection, 
facility sharing, and pricing arrangements, which hinders open market competition.   
 
10. However, PNCC’s financial performance is constrained by a $39 million loan (with a 35-
year term and 4.9% interest rate) it took out with the United States Department of Agriculture’s 
Rural Utilities Service in 1992 to construct domestic network infrastructure. With annual 

 
6 The commission’s goal is for 1 gigabyte of data to be priced at 2% or less of average monthly income by 2025.  
7  In 2018, PNCC’s operating expenses for providing telephone service in rural areas (that is, areas other than Koror 

and Airai) was $2,407 per customer. The total operating deficit in these areas was estimated at $2.8 million. 
8  Republic of Palau. 2013. National Information Communication Technology Policy for the Republic of Palau. Koror. 
9 This includes a fiber optic ring around Babeldaob and a fiber optic link to Peleliu. 
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repayments of $2.3 million and unsubsidized universal service obligations (USO) in rural areas, 
PNCC struggles to generate a profit, impeding its ability to reduce prices and improve quality. 
 
B. Policy Reform and ADB’s Value Addition 

11. Government reforms. The government sees the potential for ICT to contribute to 
socioeconomic development and is undertaking important reforms. In 2017, the government’s  
Telecommunications Act established an ICT regulatory regime with a range of regulatory 
requirements for retail service providers, aimed at encouraging competition.10 The act elevated 
the Division of Communications to the Bureau of Communications, and granted regulatory 
jurisdiction and authority over intrastate operations of retail service providers. However, the 
regulator is not in place yet. The act provides that the Bureau of Communications will create a 
cybersecurity framework to keep pornographic and other harmful material out of the hands of 
minors and address national security concerns. Also, all retail service providers pay a USO levy 
of 15% of gross revenue, meant to enhance access in underserved areas. However, providers 
see this as burdensome, as it is above the normal corporate tax that they pay.  
 
12. Proposed program. The proposed PBL is aligned with the following overarching 
development objective: the quality of life for all citizens of Palau improved through effective use 
of ICT (footnote 8). The effect of the reforms will be to enhance the availability of quality and 
secure internet services at affordable prices in Palau. Indicative policy actions to be achieved by 
October 2019 will seek to address identified challenges in the following three reform areas.  

(i) Strengthening sectoral policies and institutions. The government will update 
the existing ICT policy (para. 8) to provide a sound basis for future reforms. The 
government will engage a regulator, so that the regulatory authority becomes an 
active institution. The government will establish a task force to develop a 
comprehensive and coherent policy to address cybersecurity issues, which will 
benefit women and children, among others, by addressing pornography concerns. 
Since Palau is vulnerable to service outages during failure of the lone cable 
system (para. 7), the government will articulate which institutions and services 
will have priority access to available limited bandwidth through the backup 
satellite in times of cable service disruption, taking into account the needs of 
women in developing the list of services. In order to reduce the financial burden, 
the Ministry of Finance (MOF) will agree to restructure PNCC’s debt (para. 10).  

(ii) Promoting market competition. Given BSCC’s market position, it is well placed 
to provide backbone services to retail service providers. Transferring the 
custodianship of PNCC’s fiber optic ring around Babeldaob to BSCC will benefit 
market competition, as other retail service providers will be able connect to it and 
reach more customers (para. 9). PNCC will transfer custodianship of the fiber 
optic ring to BSCC, which will provide access to retail service providers on a fair, 
transparent, and nondiscriminatory basis. Interconnection will encourage an open 
domestic market, whereby one retail service provider can connect its 
telecommunications network to another’s, so that customers on each network 
can communicate with each other. PNCC and Palau Telecom have entered into 
interconnection negotiations, and will conclude an interconnection agreement. 

(iii) Improving access in rural areas. The government will review the USO levy and 
adjust it as appropriate (para. 11). The government will approve a framework for 
public–private partnership models to attract private providers to enhance rural 

 
10  Republic of Palau. 2017. Telecommunications Regulatory Framework. RPPL 10–17. Koror. 
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connectivity, using proceeds of the USO levy as viability gap funding. To enable 
the public to take advantage of the internet, all retail providers will offer a basic 
and affordable package with access to selected education and health (and other 
relevant) websites, considering the special needs of women and rural areas. 
 

13. ADB’s value addition. ADB provided technical assistance (footnote 1) to identify and 
prioritize program reform actions in line with the government’s reform vision. Further support is 
ongoing to update the ICT policy, work out a custodianship arrangement for the fiber optic ring 
between BSCC and PNCC, review the USO levy, and assist on the public–private partnership 
framework for rural access. ADB will remain engaged through a program monitoring framework, 
under which ADB expects to help develop the cybersecurity policy in line with international best 
practice, possibly leading to cyber-legislation. 
 
14. Lessons learned. Lessons from ADB’s ongoing submarine cable project (footnote 2) 
suggest that, although the project successfully lowered prices and expanded access, Palau 
needs further policy reforms to reap and sustain the full benefits of effective ICT usage.11 The 
project paved the way for ADB policy engagement in the sector. Given the MOF’s past 
successful engagement on PBLs where it demonstrated convening power and capacity to push 
sectoral reforms, the MOF will lead program implementation.12   
 
C. Impacts of the Reform 

15. Stronger sectoral policies and institutions will create an enabling environment for 
improved ICT services that can lead to inclusive economic growth. Enhanced market 
competition will help reduce prices and allow retail service providers to enter rural underserved 
markets. Envisaged economic benefits include (i) improved efficiency and quality of services in 
an e-government regime; (ii) remote delivery of agricultural extension, education, health, and 
other public services; (iii) expansion of mobile banking; and (iv) further growth of tourism.  
 
D. Development Financing Needs and Budget Support 
 
16. The government’s budget financing needs are projected at $46.6 million in FY2019–
FY2020. The government has requested a loan of $20 million from ADB’s ordinary capital 
resources towards bridging this near-term financing gap, while helping to safeguard essential 
social and capital expenditures. Although other partners will also contribute development 
assistance, the government seeks to use any resulting surpluses to further build up reserves to 
ensure fiscal sustainability after FY2024 (paras. 3–5).13 The proposed ADB loan will thus also 
help address Palau’s medium-term fiscal risks and strengthen macroeconomic resilience.  
 
E. Implementation Arrangements 

17.  The MOF will be the executing agency, coordinating and monitoring program 

 
11 Fiji, Kiribati, and Samoa have taken steps to reform the ICT market and have benefited from increased competition.  
12 ADB. 2018. Report and Recommendation of the President to the Board of Directors: Proposed Loans to the 

Republic of Palau: Disaster Resilience Program. Manila; and ADB. 2010. Report and Recommendation of the 
President to the Board of Directors: Proposed Loans to the Republic of Palau: Water Sector Improvement 
Program. Manila. 

13 The Compact Trust Fund, with a current balance of about $300 million, will provide development financing after the 
expiration of the compact period. With maximum annual withdrawals set at $15 million, financing from the fund will 
be below current levels of compact grants, indicating a need to build reserves. The government aims to build up 
the General Fund Reserve (footnote 5), estimated at 5% of FY2018 GDP, to more than 10% of GDP by FY2024.  
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implementation. The implementing agencies will include ministries and agencies responsible for 
prior policy actions, including the Bureau of Communications, BSCC, and PNCC. The program 
will be implemented during January–December 2019. During loan effectivity, ADB will monitor 
implementation and provide continued support according to a program monitoring framework to 
be outlined in the program policy matrix. The proceeds of the PBL will be withdrawn in 
accordance with ADB’s Loan Disbursement Handbook (2017, as amended from time to time). 
 

III. DUE DILIGENCE REQUIRED 

18. Due diligence for the program will include an ICT sector assessment, a macroeconomic 
assessment, a risk assessment, and a summary poverty reduction and social strategy. An 
International Monetary Fund assessment letter has been requested. The program is proposed 
as category C for the environment, involuntary resettlement, and indigenous people. No 
physical or economic displacement is anticipated from the proposed prior policy actions.  
 
19. The program is proposed as some gender elements. All citizens of Palau will benefit 
equitably from improved quality, affordability, accessibility, and security. The proposed 
cybersecurity bill, the prioritized list of services for bandwidth access during service outages, 
and the basic package will specifically take into account women’s needs (para. 12).  
 

IV. PROCESSING PLAN 

A. Risk Categorization  

20. The project is categorized low risk because (i) the amount of the PBL ($20 million) does 
not exceed $50 million; (ii) the MOF has executed externally-financed operations (including ADB 
public sector management and ICT); (iii) the proposed safeguard categorization is other than A; 
and (iv) there is no significant integrity concern, climate risk, waiver of applicable policy, or high-
level technology. Since ADB has processed two PBLs in Palau (footnote 12) as well as a project 
in the ICT sector (footnote 2), close management scrutiny is not required.  
 
B. Resource Requirements 

21. About 5 person-months of ADB staff inputs are required to complete program processing.  
 
C. Processing Schedule 

Proposed Processing Schedule 
Milestones Expected Completion Date 

Concept approval 30 August 2019 
Loan fact-finding 1–4 October 2019 
Management review meeting 11 October 2019 
Loan negotiations 25 October 2019 
Board consideration 12 December 2019 
Loan effectiveness 24 January 2020 

      Source: Asian Development Bank. 
 

V. KEY ISSUES 

22. Country consultations will focus on progressing prior actions and finalizing a program 
monitoring framework for continued engagement with Palau on strengthening the ICT sector. 
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DESIGN AND MONITORING FRAMEWORK 

Country’s Overarching Development Objective: 

The quality of life for all citizens of Palau improved through effective use of ICT (2013 National ICT Policy)a 
 

Results Chain Performance Indicators with Targets 
and Baselines 

Data Sources and 
Reporting Mechanisms 

Risks 

Effect of the 
Reform 
 
Availability of 
quality and secure 
internet services at 
affordable prices 
enhanced 

 
By 2021: 
 
a.   Number of states without internet 

access falls by at least 1 
(2018 baseline: 3 of 16 states) 

 
b.  Retail price of fixed internet 

service for a 20 mbps            
connection decreases at least 
10%  
(2018 baseline: $120/month) 
 

c. Cybersecurity policy approved by 
the Cabinet 
(2018 baseline: not applicable) 
 

 
 
 
a. Certification by the 

MOF 
 
 
b. Internet service price 

list published by retail 
service providers 

 
 
 
c.  Cabinet approval 

 
 
 
Repeated or major 
external shocks (e.g., 
disasters or economic 
downturns) affect 
the economy (and 
particularly internet 
connectivity) adversely. 
 

Reform Areas  Indicative Policy Actionsb 
 
By October 2019: 
 

 
  

1. Sectoral policies 
and institutions  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2. Market 

competition 
 

1.1 Palau National ICT Policy 2013 
updated 
(2018 baseline: not applicable) 

 

1.1 Updated ICT Policy 
document from the 
MOF 

Staff constraints or 
shifting priorities delay 
the strategic planning 
and/or implementation 

of reform actions. 1.2 Regulator for ICT sector 
recruited 
(2018 baseline: not applicable) 

 

1.2 Certification by the 
MOF 

1.3 Restructuring plan for PNCC’s 
debt to RUS agreed  
(2018 baseline: not applicable) 
 

1.3 Certification by the 
MOF 

 
1.4 Cybersecurity taskforce 

established to develop 
cybersecurity policy, which will 
address women’s issues 
(2018 baseline: not applicable) 

 

1.4 Certification by the 
MOF, with 
composition and 
TOR of taskforce 

 
 

1.5 List of services and institutions to 
be prioritized for bandwidth in 
case of outages issued, with 
special attention to the needs of 
women  
(2018 baseline: not applicable) 
 

1.5 Certification by the 
MOF, with prioritized 
list of services and 
institutions 

 

 
2.1 Agreement transferring 

custodianship of PNCC’s fiber 
optic festoon ring to BSCC 
signed  
(2018 baseline: not applicable) 
 

2.1 Signed custodianship 
agreement 
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BSCC = Belau Submarine Cable Corporation, ICT = information and communications technology, mbps = megabits 
per second, MOF = Ministry of Finance, OCR = ordinary capital resources, PNCC = Palau National Communications 
Corporation, RUS = Rural Utilities Service, TOR = terms of reference, USO = universal service obligation.  
a Republic of Palau. 2013. National Information Communication Technology Policy for the Republic of Palau. 

Executive Order No. 351. Koror.  
b The policy actions (and the data sources and reporting mechanisms) listed are indicative, and will be further refined 

and revised during program processing and appraisal. Certification by the MOF may take the form of executive 
orders, formal communication from the MOF to ADB, or acceptable equivalent documentation.  

Source: Asian Development Bank. 
 
 
 
 

 

 

 

Results Chain Performance Indicators with 
Targets and Baselines 

Data Sources and 
Reporting Mechanisms 

Risks 

 
 
 
 
 

2.2 Interconnection agreement 
between PNCC and Palau 
Telecom signed  
(2018 baseline: not applicable) 

2.2 Signed 
interconnection 
agreement 

 
 

3. Access in rural 
areas 

3.1 Existing 15% USO levy 
restructured 
(2018 baseline: not applicable) 

 
3.2 Framework for public–private 

partnership models for rural 
access approved 
(2018 baseline: not applicable) 

 

3.1 Certification by the 
MOF 

 
 
 
3.2 Approval by the 

MOF, with framework 
document 

 

 

3.3 Basic affordable package to be 
provided by all retail service 
providers issued, with special 
attention to websites relevant for 
women  
(2018 baseline: not applicable) 

 

3.3 Certification by the 
MOF, with 
information on price 
and content of basic 
package 

 
 

 

Budget Support 

ADB: $20 million concessional OCR loan 
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PROBLEM TREE 
 

 
 

ICT = information and communications technology, PNCC = Palau National Communications Corporation. 
Source: Asian Development Bank.

Final effect

Telecom 

services are not 

regulated by 

authority

Services are 

vulnerable to 

cyber-attacks 

and hacking

PNCC lacks 

funds to 

enhance its 

efficiency

Competition 

among retail 

providers is 

weak

Inclusive growth is constrained

Direct effect

Core problem

Direct causes

ICT-enabled services are not 

adequately adopted and used

Sectoral policies and institutions to improve quality, access, 

security, and affordability are deficient or absent

High capital and recurring costs act as 

barriers to entry and operation 
Root causes

Rural areas   

are under-

served by retail 

providers

Quality and secure internet services are not available at affordable 

prices to all citizens 
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