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Highlights 

 Recent developments. The Pacific Island economies have benefited 
from the gradual recovery in the world economy and the firm 
Australian economy. Overall, remittances showed an upturn in recent 
months after a marked decline over the early part of the year. There 
has also been an overall increase in tourism and in the prices of 

some key commodities. Even with these positives, the growth 
outlook for the Pacific Islands continues to be held back by 
weaknesses elsewhere.  

 Fiscal conditions. Fiscal policy remains expansionary in much of the 
Pacific (the Pacific Islands and Papua New Guinea and Timor-Leste). 
In Kiribati, Papua New Guinea, Tonga, and Tuvalu, this is mainly 
because the weakening in the global economy has reduced 

government revenue, and expenditure is yet to be restrained to fit 
the new conditions.  

 In the Cook Islands and the Fiji Islands, the expansionary fiscal 
stance is, in part, because the government is subsidizing key 
industries. The Cook Islands is also still scaling-up public investment 
to rehabilitate infrastructure and lessen the impact of the global 

economic crisis. 

 In Samoa, the dual need to rebuild tsunami affected areas and to 
counter the effects of the global economic crisis have kept 
government expenditure and the budget deficit at high levels.  

 In Timor-Leste, the budget remains in surplus, but the surplus is 
narrowing quickly in the face of rapid expenditure growth. 

 Other economies have adopted a more conservative fiscal stance. A 

concerted effort to restrain government expenditure has been 
successful in keeping the budget in balance in Solomon Islands. The 
Republic of the Marshall Islands has also made progress in correcting 
long-standing fiscal problems. Budgets are near-balance in Nauru 
and Vanuatu. 

 Fiscal conditions in the Fiji Islands, Kiribati, Tonga, and Tuvalu are of 
most concern. The fiscal position in these economies will be difficult 

to sustain. Efforts have been made recently in these economies, with 
the support of development partners, to correct the situation. Extra 
effort is now an imperative. 

 Economic and fiscal management. The recent experience of Kiribati 

and Tonga in improving budget performance is explored in this issue 
of the Monitor. The key insights from their experience are the 

importance of political commitment, and the potential for good gains 
through organizational reform and making better use of existing 
processes and tools. The recent experience of Solomon Islands 
provides a further insight into the potential benefit of improved 
coordination between the Government and development partners. 

 This issue provides the presentation to the 2010 Forum Economic 
Ministers’ Meeting on actions that can be taken to expand the 

Pacific’s economic base. The issue also contains a special article by 
Standard & Poor’s. The article provides an independent assessment 
of the credit quality of three Pacific economies: the Cook Islands, the 
Fiji Islands, and Papua New Guinea. 

mailto:pacmonitor@adb.org
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Abbreviations 

$ US dollars, unless otherwise  

stated 

ABS Australian Bureau of  

Statistics 
ADB Asian Development Bank 

A$ Australian dollar 

b budget 

CPI consumer price index 

e estimate 

f forecast 

fas free along side 

fob free on board 

FSM Federated States of Micronesia 

FY fiscal year 
GDP gross domestic product 

IMF  International Monetary Fund 

lhs left hand scale 

LNG liquefied natural gas 

m.a. moving average 

MTDP Medium-Term Development Plan 

NZL New Zealand 

PEM    Pacific Economic Management 

PNG Papua New Guinea 
rhs     right hand scale 

RMI    Republic of the Marshall Islands 

US United States 

y-o-y year-on-year 

Latest Asian Development Bank projections 
 

Real GDP growth 

 
Inflation 

 
Note: Projections are as at August 2010 and refer to fiscal years. Regional averages of gross 
domestic product (GDP) growth and inflation are computed using weights derived from levels of 

gross national income in current US dollars following the World Bank Atlas method. Averages for 
the Pacific islands exclude Papua New Guinea and Timor-Leste. 
Source: ADB estimates.  
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Notes 
This Monitor uses year-on-year percentage changes and 3-month moving 
averages. The use of year-on-year percentage changes reduces the 
impact of seasonality. The use of 3-month moving averages reduces the 
impact of volatility in monthly data.  

Fiscal years are the end of June for the Cook Islands, Nauru, Samoa, and 
Tonga (e.g., FY2010 is the year ended 30 June 2010); the end of 
September in the Marshall Islands, the Federated States of Micronesia 
(FSM), and Palau; and the end of December elsewhere. 

© 2010 Asian Development Bank 

 

All rights reserved. Published 2010. 

Printed in the Philippines. 

Publication Stock No: RPS090535 
 

Cataloging-In-Publication Data 

Asian Development Bank. 

Pacific Economic Monitor, December 

2010. Mandaluyong City, Philippines: 

Asian Development Bank, 2010. 

 

This edition of the Monitor was prepared 

by Elbe Aguba, Robert Boumphrey, 

Guida Correia Freitas, Joel Hernandez, 
Malie Lototele, Milovan Lucich, Dominic 

Mellor, Adolf Moises Nicolas, Rommel 

Rabanal, Craig Sugden, Laisiasa Tora, 

and Emma Veve of the Pacific 

Department.  

 

The views expressed in this publication 

are those of the authors and do not 

necessarily reflect the views and policies 
of the Asian Development Bank (ADB) 

or its Board of Governors or the 

governments they represent. 

 

ADB does not guarantee the accuracy of 

the data included in this publication and 

accepts no responsibility for any 

consequence of their use. 

 

By making any designation of or 
reference to a particular territory or 

geographic area, or by using the term 

―country‖ in this document, ADB does 

not intend to make any judgements as 

to the legal or other status of any 

territory or area. 

 

ADB encourages printing or copying 

information exclusively for personal and 
noncommercial use with proper 

acknowledgement of ADB. Users are 

restricted from reselling, redistributing, 

or creating derivative works for 

commercial purposes without the 

express, written consent of ADB. 



 

 3 

THE ECONOMIC SETTING 

Developments overseas 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Real GDP growth 
(%, annual) 

 
    e=estimate, f=forecast 

Sources: ADB. Special Note: Strength of Recovery in 2010 is 
Exceeding Expectations. (December). Manila; and IMF. 
2010. World Economic Outlook. Washington D.C. (October). 

 

Unemployment in key economies 

(% of labor force, quarterly) 

 
Sources: ABS, Reserve Bank of New Zealand, and US 
Bureau of Labor Statistics. 

 

Pacific islanders in New Zealand 

(quarterly) 

 
Source: Statistics New Zealand. 
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This section draws on ADB. 2010. Special Note: Strength of 
Recovery in 2010 is Exceeding Expectations. Manila. 
(December); and IMF. 2010. World Economic Outlook. 
Washington D.C. (October). 
Lead author: PEM Research Team 

Global recovery continues 

 The global economy is continuing to recover. However, 
the pace of recovery remains uneven with growth 
slowing in some countries during mid-2010. The 
International Monetary Fund (IMF) forecasts the world 
economy will expand by 4.8% in 2010, up from the 
4.2% projected earlier. Asia continues at the forefront 
of the recovery. The Asian Development Bank expects 

developing Asia to expand by 8.6% in 2010. 

 For advanced countries, the IMF forecasts 2.7% 
growth in 2010, and a 2.2% expansion by 2011. The 
United States (US) is expected to grow this year by 
2.6% before slowing to 2.3% in 2011. To help 

stimulate their respective economies, central banks in 

most advanced countries have maintained an 
expansionary monetary stance. In some cases, this 
has been implemented through unconventional 
monetary policies such as quantitative easing and 
large-scale asset purchases. 

 Australia and New Zealand, on the other hand, have 
been resilient, shored up by stronger trade demand 

from Asia, particularly the People’s Republic of China, 
and strengthened commodity markets. IMF expects 
both countries to expand by 3.0% in 2010 before 
picking up to 3.5% in Australia and 3.2% in New 
Zealand in 2011. The Reserve Bank of Australia 
increased the cash rate to 4.75% in November, after it 
was held steady for 6 months, reflecting a 

strengthening economy and a risk of rising inflation in 
the medium-term. 

 Risks to the recovery remain high. Concerns about 
large sovereign debts in the eurozone and a need for 
fiscal tightening could hamper global growth. 
Meanwhile, persistently high unemployment and 

declining fiscal stimulus could bear down on growth in 
Australia, New Zealand, and the US. These factors 
could, in turn, affect the Pacific via trade, remittances 
and tourism. 

Unemployment still high 

 In Australia, the unemployment rate remained 
unchanged at 5.2% in the third quarter of 2010 
compared with the previous quarter. The US 

unemployment rate fell slightly during the same period 
but remained high at 9.6%.  

 The unemployment rate in New Zealand declined to 

6.4% in the third quarter from 6.9% in the previous 
quarter. Although volatility in the data hinders 
interpretation, parallel increases in employment (1.8% 
y-o-y) and the number of hours worked (3.0% y-o-y) 
in the third quarter suggest that labor conditions could 
be improving. Among Pacific workers, the 

unemployment rate appears to have passed the peak 
and fell to 13.5% in the third quarter. 
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THE ECONOMIC SETTING 

A view from neighboring economies  
Commodity prices generally up  

 As the recovery continues, inflation is generally on the 
uptrend but remains within manageable levels. 

 ADB forecasts inflation in developing Asia to be 4.1% 

in 2010 from the 1.5% recorded in 2009. In Australia, 
the IMF expects inflation to be about 3% this year 
from 1.8% posted in 2009. Inflation in New Zealand 
will average around 2.5% in 2010, up from 2.1% in 
2009.  

 Increased economic activity is reflected in rising prices 

of some key commodities. 

Overall import demand continues to firm 

 Non-fuel imports from Australia by Pacific countries 
continue to rise, growing at a monthly average rate of 

8.6% (y-o-y) for the first 9 months of the year. 
Demand from PNG and Solomon Islands remained 
strong while demand from the Fiji Islands, Kiribati, 
and Nauru declined. 

 Non-fuel imports from New Zealand continue to pick 
up, posting a monthly average growth rate of 5.2% 
(y-o-y) for the first 9 months of the year. Demand 

from PNG and Samoa shows strong recovery while 
demand from the Cook Islands, the Fiji Islands, and 
Tonga remains weak. 

 Imports of motor vehicles from Japan remain firm for 

most Pacific economies with the Fiji Islands and Papua 
New Guinea posting solid recovery. Demand for 

imported vehicles from Japan were, however, down in 
the Cook Islands and Tonga in the first 9 months of 
the year. 

Rising number of tourists to the Pacific 

 Australian tourism to the Pacific posted a 21.7% 
increase overall in the first 9 months of the year, 
compared with the same period a year ago. The Fiji 
Islands captured most of the additional departures to 
the region. The Fiji Islands’ growth was, as expected, 
in part at the expense of other regional destinations. 
Australian tourists to other destinations (e.g. Samoa, 

Tonga, and Vanuatu) were down for the first 9 months 
of the year. The Cook Islands bucked the trend of 

other Pacific destinations, helped by the trial of a 
direct Sydney-Rarotonga flight.  

 New Zealand tourism to the Pacific grew 6.6% in the 
first 9 months of the year with Samoa (12.8%) 
growing above the average. However, tourist arrivals 

to Fiji Islands and Vanuatu declined in the September 
quarter of 2010. 

 Japanese tourism to Oceania and northern Pacific was 
up by 10.8% in the first 7 months of the year. There 
was a more than 20.0% increase in Japanese 
departures to New Zealand, which serves as a 

gateway to the South Pacific. 

Key commodity prices 
(Index: Jan 2005=100) 

 
Source: IMF International Financial Statistics. 

 

 

Non-fuel exports to the Pacific 
(value; y-o-y % change, monthly) 

 
Sources: ABS and Statistics New Zealand. 

 
 

Departures for the Pacific 
(y-o-y % change, monthly) 

 
Sources: ABS and New Zealand Ministry of Tourism. 
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ECONOMIC CONDITIONS 

  

Cook Islands 
Budget position 

(% of GDP) 

 
e=estimate, f=forecast 
Source: Cook Islands Pre-election Economic and Fiscal 

Update. 
 

 
Visitor arrivals 

(y-o-y % change, 3-month m.a.) 

 
Source: Cook Islands Statistics Office. 

 

 

Key indicators 

(NZ$ million, quarterly) 

 
lhs= left hand scale, rhs = right hand scale, VAT= value-

added tax 
Source: Cook Islands Statistics Office. 
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Budget Performance FY2010 

 Government revenue performed strongly in FY2010, 
exceeding estimates by 4.3% (an increase of NZ$4.1 
million over NZ$96 million originally projected), due 
to better-than-expected receipts from company 

taxes, and fishing license fines.  

 Government expenditure was 9.6% above the original 
budget (from NZ$93.1 million to NZ$102.7 million), 
as the result of a supplementary appropriation to 
cover cyclone recovery expenses, litigation expenses, 
and rising subsidies for Air New Zealand flights. 

 Consequently, a budget deficit of NZ$2.7 million was 

recorded (compared with the NZ$2.9 million surplus 
originally budgeted). 

Budget FY2011 

 The FY2011 budget projects an operating surplus of 

$0.6 million for FY2011. This is against a backdrop of 
a more positive outlook for tourism, which is 
projected in the budget to increase by 2.0% and to 
help raise revenue collections by 1.7%. A planned 
reduction in overall expenditure (by 1.5%) compared 
with FY2010 will also improve the overall budget 

outcome. 
 

 Projected total government debt is reduced from 
NZ$145.6 million to NZ$114.8 million (around 34% of 
GDP) due to the government’s decision not to take up 

the NZ$37.5 million loan from China Eximbank for the 
construction of a ringed water supply main around 

Rarotonga. 

Recent Developments 

 Tourist arrivals are recovering, increasing by 0.8% in 
the first 7 months of the year compared with the 

same period in 2009, supported by the gradual 
recovery of the New Zealand economy, and the 
introduction of a direct Sydney-Rarotonga flight. The 
government has allocated NZ$2.5 million in the 
FY2011 budget to fund potential losses over the 3-
month trial run of this flight.  

 A concern facing the tourism sector is the likelihood 

that arrivals from the northern hemisphere will 

remain sluggish, due to the slow recovery in the US 
and European economies. An additional concern is 
that tourism revenues have been undermined by 
aggressive price discounting, in an effort to boost 
arrival numbers. 

 Key indicators have improved; export performance 
and taxation receipts rose by 21.8% and 7.7%, 
respectively, in the six months to June 2010, 
compared with the same period a year ago. 

 Inflation remained low at 0.1% (y-o-y) in the June 
quarter of 2010 but is expected to be higher in the 
remainder of 2010 because of fuel price increases. 

Lead author: Laisiasa Tora 
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Fiji Islands 
 
  Real GDP 

(% change, annual) 

 
   e=estimate, f=forecast 

Source: Reserve Bank of Fiji.  
 

 

Net budget position 
(% of GDP) 

 
   e=estimate, f=government forecast 

Sources: Reserve Bank of Fiji Quarterly Reviews and the 
2011 National Budget. 

 

 

Resident departures to Fiji Islands 
(y-o-y % change; monthly) 

 Sources: ABS and New Zealand Ministry of Tourism. 
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Budget 2011 

 The 2011 budget released on 26 November is framed 
in the context of the government’s expectation of an 
improving economy GDP growth of 1.3% (versus 

ADB’s 0.5% forecast) and inflation of 3.0% are 
forecasts for 2011. Revenue estimates are up about 
16% on 2010 actual, while expenditure is up 14.4%. 

This gives a deficit of 3.5% of GDP. Budget financing 
will be constrained as domestic funding sources look to 
lift rates and/or reduce sovereign exposure. 

 The revenue growth is substantially driven by a rise in 
the value-added tax rate from 12.5% to 15.0% and 

also supported by the implementation of a 10.0% 
capital gains tax and government assumption of rising 
airport departure tax earnings. There are also several 
duty increases aimed at protecting domestic industries 

(vegetables, fruit juices, canned fish and bottled water) 
and a general assumption of growth across revenue 
categories, apart from fees, and charges. 

 In a controversial move, the water resources tax was 
split into two tiers, with the top tier (of 15 cents/liter, 
against an unchanged bottom tier of 11 cents/liter) 

targeting those who extract over 3.5 million 
liters/month. Only one company, Fiji Water Ltd, 
extracts such volumes. In response, Fiji Water 
announced on 29 November the closure of its plant. 
The plant was then reopened on 1 December. 

 Planned capital expenditure is 37.0% above the 2010 
actual level, and comprises about 28% of planned total 

expenditure. This is largely for operating transfers to 
the Fiji Sugar Corporation. Personnel expenditure is 
budgeted to fall, and comprises around 41% of 
operating expenses in 2011. 

 Government debt has reached 57.7% of GDP, or 
91.2% inclusive of government-guaranteed debt. 
Further debt is expected to be taken on from China 

Eximbank in 2011. The expected shift of Fiji Sugar 
Corporation debt onto government books is a salient 
reminder of the risks posed by contingent liabilities.  

 Lower-than-expected growth will mean projected 
revenue will not be met and expenditure cuts will be 

needed to meet the 3.5% deficit target. It should be 

noted that 2010 growth was downgraded in November 
from an expected 1.8% to just 0.1%, and that global 
growth is projected to be lower in 2011 than 2010. 

 Government intends to fully rollover the $150 million 
global bonds due in  September 2011.  The 
government had been negotiating a standby 
arrangement  with  the IMF  to  address  the  balance 

of payments  implications  of the   bond   repayment.  
The  government,  however, decided the IMF’s 
assistance  would   be   unnecessary,  ostensibly  due 
to    the   resurgence   in   foreign   exchange  reserves 
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Fiji Islands 

Merchandise export growth 
(value; y-o-y % change, quarterly) 

 
e=estimate 

Source: Fiji Islands Bureau of Statistics. 

 
 

Foreign reserves 

(months of import cover, quarterly) 

 
Source: Reserve Bank of Fiji.  
 
 

Key indicators 

(y-o-y % change, monthly) 

 
Source: Reserve Bank of Fiji.  
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(now 4 months of import cover). It should be noted 
that reserves are being held up by restrictions on the 

repatriation of profits, albeit somewhat relaxed over 
the year. 

 While choosing not to enter into a standby 
arrangement with the IMF at this time, some IMF-
recommended actions are being taken—in particular, 
actions to raise revenue and loosen exchange controls. 
However, the deficit target is higher than the IMF 

would likely have recommended, price controls and 
discretionary tax exemptions have not been removed, 
and it is unclear how funds earlier set aside for the 
partial repayment of the global bond will be used. The 

deficit level, and the increasing level of debt would 
likely have made concluding a standby arrangement 
difficult. 

Recent Developments 

 The estimated 2010 budget outturn highlights that tight 
controls on operational expenditure kept the budget 

deficit to 3.6% GDP, marginally above the 3.5% 
estimate. The revised budget estimates had decreased 
capital expenditure, and this revised estimate was met.  

 Tourist arrivals to the Fiji Islands grew by 21.6% in the 
first half of 2010 as compared with the same period in 
2009. This reflected recovery from the devastating 
floods of January 2009. However, heavy discounting is 

continuing. The growth in gross tourism earnings is 

only keeping pace with tourist arrivals (growing by 
26.9% and 25.4%, respectively, in the first quarter of 
2010), despite the earnings boost provided by the 20% 
devaluation of the Fijian dollar in April 2009. 

 Export earnings rebounded by 23.5% (US dollar value) 
in the first half of 2010, compared with the same 

period a year ago. Higher receipts were earned from 
mineral water, fish, lumber, and gold, in part on the 
back of the increase in competitiveness provided by the 
last year’s devaluation of the Fijian dollar. The import 
bill slightly fell by 0.2% for the same period. 

 Remittances grew 14.0% (US dollar value) from 

January to May compared with the same period a year 
ago. This, together with increased bank lending for 
consumption purposes, is likely to have boosted 

consumer spending. 

Key Issues 

 The Fiji Islands is trapped on a low growth path. 
Increasing private sector investment provides a way 
out. Yet the country is ranked 62nd in World Bank’s 
Cost of Doing Business 2011, and has shown minimal 
movement in indicators since 2004. Specific 
government actions perceived negatively by the private 

sector include localization of media ownership through 
the media decree, price controls, and actions in relation 
to Fiji Water.  

 

Lead author: Emma Veve 
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Kiribati 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
Nauru 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 After several months delay, the national budget for 
FY2011 was ratified in early November. This comes 
after the end of a long-standing political stalemate 
and introduction in mid-2010 of a national state of 

emergency (that has since been lifted).  

 The FY2011 budget continues the recent trend of 
near balanced budgets. The FY2011 budget is 
estimated to generate total revenue of A$28.9 
million (including general budget support) and total 
expenditure of A$29.0 million. This results in a 
small projected deficit of A$56,937, to be financed 

by a small drawdown on cash reserves. Cash 
reserves of A$843,063 are projected by the end of 
FY2011. 

 Damage to port equipment continues to constrain 

exports of phosphate, the primary source of 
overseas income for the economy. Phosphate 
exports to Australia were nil for 2009, and exports 

remained suspended over the first half of 2010. 

 Following a sharp decline from late 2009 to early 
2010, the value of imports from Australia has 
increased in recent months. 

 Avoiding a return to the recent political instability 
will be important to achieving economic recovery. 

Exports to Australia 
(% of 2007 GDP and $ per ton, quarterly) 

 
lhs= left hand scale, rhs = right hand scale 

Note: Exports consist mostly of phosphate. 
Sources: ABS and World Bank Pink Sheets. 
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Lead author: Milovan Lucich 

 

Major government revenue items 
(actual as % of target, annual) 

 
p= preliminary (as at September 2010) 

Source: Kiribati Ministry of Finance and Economic 
Development.  
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Lead author: Malie Lototele 

 Revenue performance was flat over the seven 

months to July 2010, with the continued decline in 
seafarers’ remittances impacting customs duty 
collections (which represents around 26% of total 
revenue). Total expenditure increased over the same 
period due to the recent supplementary 
appropriation to fund cost-of-living adjustments and 

land rents; the revised outturn of A$89.8 million 
represents around 3% increase over budget. The 
budget deficit is expected to increase to A$21 million 
by year-end from the A$18.9 million budgeted; or 
about 14% of GDP. 

 The 2011 budget is being prepared against a 

backdrop of uncertain global conditions, weak 

domestic demand, poorly performing public 
enterprises, and significant pressure on expenditure 
programs in critical sectors. Moreover, drawdowns 
from Kiribati’s sovereign wealth fund, to fund the 
budget deficit, are expected to be maintained at 
around A$15 million annually over the medium term. 
The high drawdowns are of concern given the recent 
poor returns from the fund. 
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Northern Pacific States 

 

 

 

 

 

 

Federated States of Micronesia 

 The national government’s FY2011 budget includes 
expenditure of $39 million, which is 10.7% higher 
than the previous year’s appropriation (but 2.8% 
lower if all supplemental funding over FY2010 is taken 

into account). About $32 million will be financed from 
domestic revenue, with much of the balance to be 
funded from the grants under the amended Compact 
of Free Association. 

 The consolidated fiscal situation has improved since 
2009, as state governments stepped up revenue 

collection and cut expenditure, more than offsetting a 

decline in Compact-related grants. Fiscal conditions 
are likely to be restrained by weak economic 
recovery, and much remains to be done to prepare for 
the eventual expiry of Compact grants. 

Marshall Islands 

 The budget for FY2011 cuts spending by about 5% 
from the FY2010 level to $130 million. This initiated 
the fiscal adjustment necessary to build up the public 
trust fund, in preparation for the end of Compact 
grants from the US in 2024. Reforms aimed at 

stimulating private sector activity and increasing the 
efficiency of state-owned enterprises are also 
underway to boost economic performance.  

 Recent data show subdued spending on food imported 
from the US, although large purchases of machinery 

and transport equipment lifted non-food imports over 
May-August 2010. 

Palau 

 A $56 million budget for FY2011 was signed into law 
in early October. This represents a 4.3% increase in 

appropriations from the FY2010 budget, which had 
cut spending by 10% over the year. 

 Disagreement over several contentious issues 
resulted in some delay in finalizing the FY2011 
budget. Key issues were: a 10% cut in state grants; 
retroactive reprogramming of FY2010 funds; repeal of 
a law that requires the reporting of expenditure of 

funds from outside sources; exemption of the 
Compact Review Office from competitive procurement 

requirements; and the use of Protected Area Network 
funds. These provisions were all eventually adopted. 

 A recent agreement, based on a review of the 
Compact of Free Association, provides for substantial 
new financial assistance from the US. This includes 

the creation of an Infrastructure Maintenance Fund 
and a Fiscal Consolidation Fund in further preparation 
for the expiration of the Compact in 2024. 

 The recent recovery in visitor arrivals, particularly 
from high-spending markets such as Japan, bodes 
well for the economy. 

FSM imports from the US 
($; y-o-y % change, 3-month m.a.) 

 
Source: US Census Bureau. 
 
 

RMI imports from the US 
($; y-o-y % change, 3-month m.a.) 

 

 
 RMI=Republic of the Marshall Islands, lhs= left hand scale, 

rhs = right hand scale 
 Source: US Census Bureau. 
 
 

Palau visitor arrivals 
(y-o-y % change, monthly) 

 
  Source: Palau Visitors Authority. 
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Lead author: PEM Research Team 
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Samoa 
 
 
 
 

Real GDP and manufacturing growth 
(y-o-y % change, quarterly) 

  
lhs= left hand scale, rhs = right hand scale 

Source: Samoa Department of Statistics. 
 

 
Remittances  

(tala, y-o-y % change, 3-month m.a.) 

 
Source: Central Bank of Samoa. 

 

 

Tourism 

(y-o-y % change, 3-month m.a.) 

 
Source: Central Bank of Samoa. 
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Budget Performance FY2010 

 The FY2010 budget outturn recorded a deficit of 8.1% 
of GDP, the third deficit year in a row. The dual need 

to counter the impacts of the global economic crisis 
and to implement an extensive post-tsunami 
reconstruction program drove the exceptionally 
expansionary budget. 

 The increase in expenditure was largely funded by 
grants and borrowing. External debt levels have 
spiked to about 43%, exceeding the government’s 

40.0% ceiling.  

 Against initial expectations of 0.5% growth, Samoa 

posted no growth in FY2010. Growth in construction, 
manufacturing, transport and communications, and  
utilities has been offset by marked decline in 
agriculture, hotel and restaurant services, and trade.  

Budget FY2011 

 Parliament approved the FY2011 budget in July 2010. 
Continued high expenditure levels reflect ongoing 
reconstruction activities and granting of a public 

sector cost of living salary adjustment. While 
economic recovery is expected to support revenue 
growth, a substantial deficit is expected (9% GDP). 

 The government intends to run deficits of over 8% of 
GDP through FY2013. This will underpin economic 
growth over the period. Such an expansionary stance 

holds risks—debt levels are already high, adjusting to 

an external shock would be difficult, and parallel 
structural reforms are needed for the potential 
benefits of public investments to be realized. 

Recent Developments 

 Samoa’s economy has now recorded 3 consecutive 
quarters of growth (from December quarter of 2009 
to June quarter of 2010), buoyed by high government 
expenditure and a rebounding manufacturing sector. 
The construction sector grew by 3.3% in the June 
quarter of 2010 and is expected to expand further on 

the back of post-tsunami reconstruction.  

 These growth areas balance the weak performance in 
tourism. Tourist arrivals were down by 2.1% and 

tourism receipts fell by 6.1% in the first 9 months of 
2010 compared with the same period a year ago. This 
is of concern as the government’s fiscal strategy 
assumed increased tourism earnings. 

 Though private remittances declined by as much as 
5.7% in the first 9 months of 2010, the downward 
trend appears to have bottomed out. 

Key Issues 

 The planned 4 years of substantial deficit will pose 
challenges in terms of achieving a sustainable 
economic growth path and public debt levels. 

Lead author: Emma Veve 
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Solomon Islands

Production of key commodities 

(% change, September 2010 year-to-
date) 

 
Source: Central Bank of Solomon Islands. 

 
 

Logging volume 

(y-o-y % change, 3-month m.a.) 

 
Source: Central Bank of Solomon Islands. 

 

 
Building activity  

(quarterly) 

 
lhs= left hand scale, rhs = right hand scale 
Note: Building permits are lagged by 3 quarters. 

Sources: ABS and Central Bank of Solomon Islands. 
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Budget Performance 2010 

 The Solomon Islands government invoked an 
advance supply bill provision to authorize the 
financing of 2011's first 4 month's budgetary 
requirements, pending the tabling in Parliament of 
the full 2011 budget by end-March 2011.   

 The current fiscal situation remains tight. The 
government recorded a deficit for October year-to-
date of SI$33.9 million (0.5% of GDP). Revenue 
collection was SI$1,380.4 million (21.7% of GDP) 
against year-to-date expenditure of SI$1,389.8 
million (21.8% of GDP). Customs and internal 

revenue continue to meet budget revenue targets 

but other ministries’ revenue collection is lower 
than estimated. 

 Payroll expenditure year-to-date for October was 
SI$21.4 million (0.3% of GDP) over budget. The 
overall payroll budget has been increased by 
SI$81 million (1.3% of GDP) from the 
supplementary budget mainly to cover the full 

year impact of the 7.5% cost of living adjustment 
awarded at the beginning of the year. Other 
expenditure, however, was SI$100.6 million (1.6% 
of GDP) below budget and development 
expenditure was SI$85.3 million (1.3% of GDP) 
below budget. 

 Timely disbursement of €15 million in budget 

support from the European Commission will be 
required for the government to fully fund its 
budgeted expenditure and meet the fiscal targets 
of the program with the IMF. 

Recent Developments 

 Recent data indicate that a return to growth in 
2010 is on track, and there is some upside 
potential in support of the forecast of 3.5% GDP 
growth for the year. Production of major 
commodities was up in the first 9 months of 2010 

compared with the same period in 2009. Log 
volumes increased by about 24% over the same 
period, reflecting strong demand from Asian trade 
partners (that also helped lift international log 

prices). Production of cocoa, palm oil and fish was 
also up. As external demand continues to 
strengthen, robust increases in these commodities 

are expected to shore up economic growth. 
Logging output is still expected to decline in the 
medium-term. 

 Indicators for building activity suggest improved 
prospects in the construction sector. Demand for 
cement imports appears to have rebounded from a 

slump in 2009. The number of building permits is 
also up compared with the previous 2 years. 
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Solomon Islands 
Domestic credit and inflation 

(y-o-y % change, monthly) 

 
Source: Central Bank of Solomon Islands. 
 

ADB Solomon Islands Business 
Expectations Survey 

(share of responses) 
 

Were sales over the last three months up 
on the same period last year?  

 
 

 
Do you expect sales to improve over the 
next three months?  
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 Economic activity in the short term will also be 
boosted by investments in the mining and 
telecommunication industries.  

 The Gold Ridge mine is set to recommence 
production in 2011. While redevelopment of the 

mine would increase inflows of capital, the high 
import component of the investment will result in 
only a low direct impact on overall growth. 

 Trends in domestic credit are showing signs of 
reversing the lackluster performance seen since 
the latter part of 2009. Notably, credit to the 
private sector grew about 2% in July and August 

after several months of decline. 

 Inflation remains low and stable averaging 1.5% in 
the last 12 months to June. Inflation is expected to 
pick up in the second half of the year on the back 
of higher fuel and food prices. 

 Despite increased export receipts, the merchandise 

trade deficit widened to SI$133.6 million in 
September, as imports increased much faster than 
exports. Imports grew substantially to SI$299.9 
million owing to large payments for mineral fuels 
and rice. The current account remained in deficit. 
Foreign exchange reserves have nonetheless 
increased. By end-September 2010, reserves were 

sufficient to meet about 7 months of imports, well 
above the central banks’ target. 

 The ADB Business Expectations Survey data show 
a general improvement in business conditions in 
the September quarter, indicating that the 
recovery is broadening. A much higher proportion 
of respondents (74%) reported that sales in the 

September quarter 2010 were higher than in the 
same period in 2009. This compares with a figure 
of 28% in the June quarter. Respondents attributed 
much of the recovery to improved political 
certainty following the completion of the national 
election. 

 A similar proportion of respondents expected 
conditions to improve further in the following 
quarter. In the September quarter survey, 48% of 

respondents said they expected business 
conditions to improve over the next 3 months, 
compared with 56% in the June quarter survey. 

 However, 78% of respondents in the September 

quarter survey expect business to be better overall 
in 2010 compared with 2009. Only 61% of 
respondents in the June quarter survey said yes to 
the same question. 
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Solomon Islands 
 
 
 
 
 

 

 

 

 

 

 

Tonga 

Revenue performance 
(pa’anga million; annual) 

 
Source: Tonga Ministry of Finance and National Planning. 
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Budget Performance FY2010 

 Government revenue was less than 80% of 
estimates in FY2010 (136.9 pa’anga million rather 
than the estimated 172.2 pa’anga million), and 4% 
lower than the FY2009 outturn. The shortfall was a 
result of the global economic downturn which 
dampened economic activity, and was also due to a 

reduction in corporate tax receipts following 
significant losses in the banking sector (owing to 
the sharp increase in non-performing loans). 

 Strict measures were implemented in FY2010 to 
keep the deficit to a manageable level. These 
included reductions in non-wage operating costs 

(which were already squeezed), and further 

reductions in government-funded capital spending. 

 A budget deficit of 1.0% of GDP was posted. This 
achievement, however, was largely the result of a 
9.5 pa’anga million in budget support. In the 
absence of budget support, the deficit would have 
been much larger at around 2.3% of GDP, even 

with the expenditure adjustments. 

Do you expect your business in 2010 to 
be better than 2009?  

Sources: ADB Business Expectations Survey (June and 
September 2010). 
 

0%

25%

50%

75%

100%

No Yes Other

Jun 2010 quarter Sep 2010 quarter

Key Issues 

 State-owned enterprises continue to be a significant 
drag on the economy. In FY2008, the most recent 
year for which financial statements are available, 6 
out of the 13 state-owned enterprises were 
technically insolvent and many were failing to meet 
service delivery targets in key infrastructure sectors 
such as power, water, telecommunications and 

transport. The Solomon Islands’ state-owned 
enterprises still account for nearly a quarter of the 
country’s total fixed assets, but they generate 
negative value added. Estimates suggest this could 
be reducing economic growth by as much as 1 to 2 

percentage points per year. From 2002 to 2009, the 

average return on equity of state-owned enterprise’ 
portfolios was -13.9% despite receiving highly 
subsidized debt. Even with recent progress in 
restructuring Soltai, one of the country’s largest 
state-owned enterprises, and the 2009 privatization 
of Home Finance Limited, much more needs to be 
done to restructure the portfolio and place the 

state-owned enterprises on a fully commercial and 
accountable footing. 

Lead author: Milovan Lucich 
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Tonga 
 Public debt has increased sharply—from 32.2% of 

GDP in FY2009 to 41.0% of GDP in FY2010—
following two loans from China Eximbank (that 
funded largely off-budget expenditure). The latest 
IMF-World Bank Debt Sustainability Assessment 
concluded that Tonga is now at high risk of debt 
distress. 

Budget FY2011 

 Non-grant revenue is not expected to rebound given 
the slow pace of recovery, and rising unemployment, 

in most of Tonga’s major markets. Consequently, the 
non-grant revenue projection for FY2011, of 132 

pa’anga million, is 3.6% below the FY2010 outturn. 

 However, budgeted expenditure has increased by 
14.9% to 205.6 pa’anga million (from 179.9 pa’anga 
million in FY2010) based primarily on commitments 
for budget support. 

 Tonga, therefore, finds itself in a medium-term 
position where its expenditure plans will not be 
matched by its recurrent revenue. Unless fiscal 
adjustments are made, it will be very difficult for 
Tonga to fund its expenditure programs over the 
medium term. Additional debt will be needed to fund 
looming deficits. This, in turn, will increase debt 

servicing costs and further reduce the funds 
available for already constrained recurrent 

expenditure. 

 The fiscal pressures will, in turn, undermine 
achievement of long-term social and development 
objectives.  

 Budget support—in the form of general and project-
specific grants—could potentially help alleviate the 
fiscal situation. To have a sustainable impact, any 
budget support would, however, need to be 
accompanied by fiscal adjustment. 

Recent Developments 

 The economy contracted by 1.2% in FY2010 due to 
domestic banking consolidation, delays in major 
construction works, and weaker remittance and 
tourist receipts. However, the performance of key 

indicators such as remittances, tourism receipts and 

private sector credit show some improvement in 
September.  

 Remittances increased by 12.9% in September 
compared with the same period a year ago, as did 
tourism receipts by 1.6%. Private sector credit 
continued to fall although the pace of decline 

softened by the third quarter. In September, credit 
to the private sector fell by 12.5% as loans to 
businesses declined by 20.6%. 

 

Government expenditure  

(pa’anga million; annual) 

 
b=budget 
Source: Tonga Ministry of Finance and National Planning. 
 

 

Private sector credit 
(y-o-y % change, monthly) 

 
Source: National Reserve Bank of Tonga. 
 

 

Monetary indicators 
(y-o-y % change, monthly) 

 
Source: National Reserve Bank of Tonga. 
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Lead author: Laisiasa Tora 
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Tuvalu 
 
 
 

 

 

 

 

 

 
 
 

 
 
 
 
 

Vanuatu 
 
 
 
 

Key indicators 

(y-o-y % change, quarterly) 

 
 Source: Reserve Bank of Vanuatu. 
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Recent Developments 

 The government has revised its GDP projection for 

2010 downward, from 4.1% to 3.6%, due to a decline 
in tourist arrivals and delays in several construction 
projects. The government maintained its growth 
forecast for the agricultural sector at 4.0%, buoyed 
by higher prices for copra, coconut oil, and beef. 

 Indicators highlight the weakening in domestic 
demand. There has been a marked slowdown of 
private sector credit growth, which is now well below 
its peak in the December quarter of 2008. Import 
growth is also low, at only 0.9% in the June quarter 
of 2010 (on a year-on-year basis). 

Budget Performance 2010 

 The newly elected government is facing a financial 
crisis. Fiscal performance has worsened significantly 
over the first 9 months of 2010 mainly due to poor 

fiscal management, and weak demand for seafarers, 
which has resulted in a steady decline in remittances. 

 Government revenue is expected to fall by 3.0% to 
A$24.2 million in 2010, despite an expected 16.3% 
increase in fishing licenses. Government expenditure 
is expected to increase by 9.3% to A$37.6 million, 
mainly due to the substantial increases in Special 

Development Expenditure and expenditure on the 

Tuvalu Medical Treatment Scheme. A budget deficit of 
A$11.5 million is expected—an increase of 48.9% 
from the original budget deficit of A$7.7 million. 

Budget 2011 

 The 2011 budget is being prepared with recognition 
that: (i) there will be no distributions from the Tuvalu 
Trust Fund over the next 2 years; and (ii) financing 
for future budget deficits will be very difficult given 
the low balance of the Consolidated Investment Fund 

(a result of large drawdowns for the 2010 budget). 

 The government recognizes the need to strengthen 
fiscal management, and continue public sector 
reforms, particularly for public enterprises, to free up 
fiscal space. 

Recent Developments 

 Seafarers’ remittances fell by about 46% in the March 
quarter compared with the same period last year. 

 Tuvalu’s inflation rate normally tracks Australia’s. 
However, since the June quarter of 2008, the Tuvalu 
and Australian inflation rates have diverged 

significantly. Inflation remains low at -2.5% (y-o-y) in 
the September quarter 2010.  

The lead author of the section is… 

 

Budget balance 
(% of GDP, annual) 

 
f = forecast 
Source: Tuvalu Ministry of Finance. 

 
 

Government budget 
(A$ million, annual) 

 
Note: Outturn data for  2010 refer to projected values. 

Source: Tuvalu Ministry of Finance. 
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Lead author: Malie Lototele 
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Vanuatu 
 
 
 
 
 
 

 Tourist arrivals in the first 7 months of 2010 were 
6.2% below the level of the same period in 2009. 
Tourist arrivals from the main market, Australia, 
declined by around 15% over the period. This offsets 
the small increase (1.9%) in arrivals from New 
Zealand. Tourism has been a key driver of growth in 
Vanuatu, accounting for around 20% of economic 

activity, and the slowdown in tourism has contributed 
significantly to the country’s overall modest economic 
growth in 2010. 

 Inflation remains benign. Annual inflation as 
measured by the consumer price index slowed to 
1.1% in the June quarter on a year-on-year basis. 

April, May and June all recorded seasonally-adjusted 
month-on-month declines in the price level. This 
moderation in inflation was largely due to the effect 
of lower fuel prices. Higher fuel and food prices are 
expected to lead to some acceleration in inflation in 
the last quarter of 2010.  

 Tax revenue was down by 2.2% in the first 6 months 

of 2010 compared with the same period a year ago. 
Value-added tax collections and import duties both 
declined. Total expenditure rose by 31.1% during the 
same period, following the passage of an 
expansionary supplementary budget. Most of these 
increases were in development expenditures which 
grew by 83.4% in the first 6 months of the year. 

However, the government still posted a small budget 

surplus, equivalent to 0.1% of GDP, in the first half of 
2010. 

Key Issues 

 A key impediment to private sector development in 
Vanuatu is the outdated company law. Over the past 
3 years, there has been significant work and 
consultation carried out with an aim to drafting a new 
Companies Bill that would better serve the needs of 
the private sector. The Vanuatu Financial Services 

Commission has managed the project and 2 new bills 
have now been finalized. The new Companies Bill and 
the Companies Insolvency and Receiverships Bill are 
now awaiting introduction to Parliament. Their timely 
passage and implementation would considerably 
improve the business enabling environment. The new 

company law will improve compliance and disclosure, 

and significantly reduce the time needed to 
incorporate companies and the costs associated with 
maintaining companies. As soon as the new acts are 
passed, the design and installation of a new company 
registry will commence. This will further improve the 
company law environment and make it much easier 

for users to do business with the Financial Services 
Commission. 

Monetary indicators 

(y-o-y % change, quarterly) 

 
M2=broad money 
Source: Reserve Bank of Vanuatu. 
 
 

Visitor arrivals 
(y-o-y % change, 3-month m.a.) 

 
Source: Vanuatu National Statistics Office. 

 
 

 

Imports 

(value, y-o-y % change, quarterly) 

 
Sources: ABS and Reserve Bank of Vanuatu. 
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Lead author: Milovan Lucich 

 



ECONOMIC CONDITIONS 
 

 17 

Papua New Guinea 

Lead author: Dominic Mellor 

Agricultural and mineral exports 
($ million; quarterly) 

 
f=forecast 
Sources: Bank of PNG and the 2011 National Budget. 

 
Revenue forecasts 

(kina million, in 2010 prices; annual) 

 
MTDP =Medium-Term Development Plan. 
e=estimate, f=forecast 

Source: ADB estimates using data from MTDP 2011-2015, 
and 2011 National Budget. 

 
Historic budget revenue forecasts 

(outturn-to-budget ratio; annual)  

 
  e=estimate 

Source: ADB estimates using PNG budget documents, 2003 
to 2010. 
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Budget 2011 

 The $3.5 billion national budget for 2011 is the largest 
ever for PNG, with record levels of development 
funding allocated to education, health and 
infrastructure. The government expects to generate 
sufficient revenues to ensure a balanced budget. 

 If well implemented, a robust budget that prioritizes 

social development is positive for PNG. There are, 
however, risks in the economic assumptions underlying 
the budget framework. In particular, large 
discrepancies in revenue forecasts contained in the 
Medium-Term Development Plan (MTDP) 2011-2015 
and the national budget may create funding 

expectations that will test fiscal discipline. 

 Also, the government’s historic tendency to vastly 
under-forecast mineral revenues is potentially diverting 
resources away from under-funded social sector 
recurrent expenditure towards discretionary capital 
spending in supplementary budgets. 

Analysis 

 The construction phase of the PNG liquefied natural gas 
(LNG) project will boost economic growth over the 
short term. However, falling exports are likely to slow 
growth as 2015 approaches. Crude oil production will 

decline as oil fields mature, gold production will slow 
and copper production will halt by 2014 as the Ok Tedi 
mine approaches closure. The earliest the LNG project 

will begin exporting is 2015, while government revenue 
and dividends will not be significant until 2018. These 
timelines may be further delayed due to ongoing land 
access and compensation issues. 

 Against a backdrop of diminishing mineral and oil 
exports, the budget’s revenue forecasts are prudent; 
the budget assumes revenues decline by 7% in real 
terms between 2010 and 2015. In contrast, 
development plans outlined in the MTDP are based on 
expectations that revenue will increase by 57%. 

 This wide divergence between the revenue forecasts of 
the 2011 budget and the MTDP will need to be 
reconciled. Government agencies are currently aligning 
their corporate plans to the MTDP. This may create 

funding expectations that will be difficult to reverse, 
especially as 2012 is an election year. A test of the 
government’s fiscal discipline is looming. 

 The differences in non-revenue forecasts can be partly 
explained by the MTDP’s more optimistic GDP growth 
outlook. However, the absence of reliable data on the 
non-mineral sector makes it impossible to verify the 
accuracy of GDP estimates in budget documents. The 
latest national accounts from the National Statistical 
Office are for 2006. More recent GDP estimates have 

been prepared by the Department of Treasury  and  
Finance  using   industrial   categories. ADB  staff  have 
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Papua New Guinea 

Contribution to real growth 
(% points; annual) 

 
cons.=consumption, e=estimate, inv.=investment, f=forecast 
Sources: ADB estimates and PNG Department of Treasury. 

 
Central government expenditure 

(% of GDP; annual) 

 
   e=estimate, f=forecast 

Sources: ADB estimates and PNG Department of Treasury. 

 
Fiscal balance 

(% of GDP; quarterly) 

 
f=forecast 
a Also, superannuation payments made prior to 2009 are 

adjusted for as a provision against a future public liability. 
Sources: ADB estimates and PNG Department of Treasury. 
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assessed the plausibility of these estimates by 
constructing an expenditure-side GDP series using 
government expenditures and net export data. If the 
estimate of overall GDP in 2010 is accurate, then 
large trust fund withdrawals, coupled with a widening 

trade deficit would imply a very large contribution to 
growth from private consumption and investment. 
This contribution would be much higher than in 
previous years. The same is true for 2011. 

 There is an unavoidable conflict of interest when 
central government agencies responsible for budget 
planning also estimate GDP. Aside from a tendency to 

inflate non-mineral revenue forecasts, there are also 

financing risks, as higher GDP estimates allow for 
greater borrowing. The updated debt strategy allows 
for public debt levels of up to 30% of GDP. 

 Historically, mineral revenue outturns have tended to 
exceed budget targets because commodity prices 

have been vastly under-forecasted. This generates 
large windfall revenues that have been directed 
towards discretionary capital spending in 
supplementary budgets. More realistic commodity 
assumptions, while still erring on the side of 
prudence, would have increased resource flows to 
under-funded social sector recurrent expenditures. 

 Irrespective of GDP estimates, there is strong 
evidence that the domestic economy is operating at 

near capacity in selected sectors, particularly 
construction and transportation. To maximize the 
efficacy of public spending, the government should 
consider prioritizing only essential capital works 
projects until the construction phase of the LNG 

project starts to wind down in 2013. 

 After breaching the medium-term fiscal strategy in 
2009—when trust fund withdrawals were 11% of 
GDP, above the 4% limit—the government is likely to 
adhere to the strategy in 2010 in part because trust 
funds have been largely depleted. However, if 

recovering commodity prices replenish the trust 
funds, then compliance with the strategy will be 
critical. More transparency on how trust fund monies 
are used, would allow for verification of the degree to 
which spending is aligned with development priorities. 

 The official fiscal budget is balanced for 2010. In 
accordance with international standards, the fiscal 

balance, adjusted mainly for trust fund spending, is a 
slight deficit of 0.5% of GDP in 2010 (8.1% deficit in 
2009). The non-mineral deficit is 7.5% of GDP. 

 The fact that the budget has set aside funds to fully 
fund superannuation liabilities as legislated, and to 
partially meet existing arrears is a positive 
development. Commitments were also made toward 

LNG project-related liabilities in the 2010  
supplementary   budget.   Given   the  uncertainty  on 
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Papua New Guinea 

Government expenditure 
(by functional classification; annual) 

 
e=estimate, f=forecast, lhs=left hand scale, rhs=right hand  

scale 
Sources: ADB estimates using PNG budget documents, 2002 

to 2010. 

 

Contribution to CPI inflation 
(% points; quarterly) 

 
Sources: National Statistical Office and ADB estimates. 

 
Contribution to money supply growth 

(% points; monthly) 

 
lhs=left hand scale, rhs=right hand scale 
Source: Bank of PNG. 
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commodity prices and volumes, there remains a risk 
that public liabilities may increase. The non-mineral 
deficit needs to be contained until LNG project 
revenues are realized. 

 The MTDP commits the government to spending a 
significant portion of public resources on priority 
areas. These include education and health, each of 

which received 9% of 2011 budget and recurrent 
appropriations, and infrastructure, which received 
5%. Although the size of the core budget has 
increased in the last decade, the percentage of 
spending on education is only slightly higher than in 
2002, after several years of decline. Percentage 

spending on infrastructure has declined and has been 
very volatile due to fluctuating rates of drawdown on 
appropriated funds. 

 Official inflation remained unexpectedly low, at 5.6% 
by the end of September 2010. Despite capacity 
constraints in the construction and transportation 
sectors, surging rental property prices, shortages in 

skilled labor, and considerable trust fund withdrawals, 
the expected pickup in inflation has yet to materialize. 
This is partly because of technical flaws in the 
consumer price index, which excludes rental pricing. 
It is also possible that trust fund withdrawals have yet 
to be fully expended. 

 Growing liquidity will fuel inflation. The sizable 

development budget, and the potential lagged impact 

of trust fund withdrawals ahead of the 2012 elections, 
will increase liquidity. Historically, inflation has been 
imported. As such, the central bank has tended to 
focus on exchange rate stability, accumulating foreign 
reserves as a buffer. This increases the contribution of 

net foreign assets to money supply. The central bank 
needs to balance increasing foreign reserve levels 
against the cost of sterilizing the liquidity this 
accumulation creates. 

Key Issues 

 The near-term challenge is to contain inflation in a 
supply-constrained economy. There is a fiscal need to 
prioritize essential capital works until the LNG project 
construction phases out, while the central bank must 

guard against the liquidity impact of large net foreign 
asset accumulation. 

 Inconsistencies in revenue forecasts between the 
annual budget and the MTDP need to be reconciled. 
The medium-term macroeconomic framework should 
consider the risk that public liabilities may build up 
until LNG project revenues are realized. 

 The capacities of the National Statistical Office and 

the Bank of PNG to produce independent GDP 
estimates are important to allow for scrutiny of 
revenue forecasts underpinning the budget, and 
assessment of public sector borrowing capacity. 

Lead author: Dominic Mellor 
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Timor-Leste 

Key fiscal aggregates 

(ratio to non-oil, non-UN GDP, annual) 

 
b=budget, e=estimate, UN=United Nations 
Source: Timor-Leste Ministry of Finance. 

 
Government expenditure 

($ million, annual) 

 
b=budget, est. =estimate 

Source: Timor-Leste Ministry of Finance. 
 

 

Trend in merchandise imports 

(y-o-y % change, 3-month m.a.) 

 
Source: Timor-Leste National Directorate of Statistics. 
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Budget Performance 2010 

 The recent improvement in budget execution rates 
has been sustained over 2010. As of mid-November 
2010, 75.6% of the 2010 budget had been spent or 
committed; a total of $633.8 million in self-funded 
expenditure. Allowing for the usual end-of-year surge 
in capital expenditure, the budget execution rate is 

likely to get close to 2009’s 89.0%, that saw self-
funded expenditure reach $605.3 million. 

 Revenue has exceeded expectations in 2010, and is 
projected to reach $2,111.0 million. Most of this is 
mainly from higher-than-expected petroleum prices. 

Budget 2011 

 The draft 2011 budget was tabled for Parliamentary 
debate in mid-November 2010. The budget set out 
the next steps in an infrastructure-focused fiscal 
expansion designed to fast-track development. 

 The draft 2011 budget proposes to lift self-funded 
expenditure to $985.0 million, up on the $837.9 
million of the 2010 budget. The budget for wages 
and salaries is up (mainly because of 
reclassifications), while the budget for goods and 
services, minor capital and transfers is down slightly. 
The budget for major capital and development 

expenditure is up overall, from $253.7 million in 
2010 to $434.1 million. Development partner 

activities are expected to fund a further $195 million 
in government expenditure. 

 The draft budget presents a range of new initiatives 
to assist the implementation of the soon-to-be-
completed Strategic Development Plan 2011-2030. 

This includes the establishment of an Infrastructure 
Fund (with a budget of $317.3 million in 2011, and 
$2,852.6 million over the next 5 years) and a Human 
Capital Development Fund (with a budget of $25.0 
million in 2011). Both funds are to be overseen by a 
Board comprising the Prime Minister and relevant 

Ministers. 

 A National Development Agency is also to be 
established in 2011, as a precursor to an Economic 
Planning and Implementation Agency. The National 

Development Agency is to play a key role in 
supervising and monitoring public investment 
projects, assisted by the engagement of external 

experts. 

Recent Developments 

 Economic activity has remained strong in 2010, and 
the economy is on-track to achieving a further year 

of high growth. Demand indicators point to a 
strengthening within the year. This is in line with the 
surge in government expenditure over the second 
half of the year, made possible by the highly 
expansionary mid-year revisions to the budget. 

Lead author: Craig Sugden 
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Economic coordination in Solomon Islands 
The Solomon Islands economy was significantly 
affected by the global economic crisis of 2008-
2009, which exacerbated the already anticipated 
structural slowdown in logging. After growing at 

an average annual rate of close to 7% from 2003 
to 2008, real economic growth in 2009 was close 
to zero.  The lack of growth put further pressure 
on the Solomon Islands government’s fiscal 
position. 

 
Recognizing the severity of the challenges the 
Solomon Islands faced, in March 2009, the 
government established the Core Economic 

Working Group, comprising central government 
agencies, the central bank, and key development 

partners. The government members of the 
working group include the Ministry of Finance and 
Treasury, Ministry of Development Planning and 
Aid Coordination, the Central Bank of Solomon 
Islands, and the Prime Minister’s office. The 
development partner members are the ADB, the 
Australian High Commission, the European Union, 

the New Zealand High Commission, the Regional 
Assistance Mission to Solomon Islands, and the 
World Bank. The working group’s purpose is to 
improve coordination and dialogue between the 
government and development partners to meet 
the economic and fiscal challenges facing the 
country. 

 
The working group’s leadership comprises 
representatives from the Ministry of Finance and 
Treasury: the minister is the chair, the permanent 
secretary chairs the technical  subcommittee, and 
the Financial Economic Development Unit serves 

as secretariat. The government articulates its 
economic and public financial management 
reform plans through the working group, which 
informs the dialogue between the government 
and development partners regarding the provision 
of budget support and associated technical 
assistance. 

 
A broad-ranging reform agenda was articulated in 
the government’s 2009 Economic and Financial 

Reform Priorities matrix, which focuses on (i) 
stabilizing the fiscal position; (ii) strengthening 
public reform priorities, with emphasis on efforts 
to stabilize the fiscal position; (iii) strengthening 

public financial management; (iv) promoting 
priority structural reforms; and (v) giving priority 
to the needs of the most vulnerable members of 
the community. The 2010 Economic and Financial 
Reform Priorities matrix continues these key 
themes. 

Lead author: Milovan Lucich 
 

Based on the timely accomplishment of the 2009 
reform priorities, the Core Economic Working Group 
development partners have to date provided the 
equivalent of $9.0 million in funds to Solomon 
Islands for FY2010. The New Zealand Aid Program 

provided about $1.1 million in sector-specific grants 
in January 2010, with AusAID providing another 
$2.8 million. ADB provided a general budget 
support grant of $5 million in April 2010 (as part of 
the Economic Recovery Support Program, Phase 1). 

 
In June 2010, the executive board of the 
International Monetary Fund also approved an 

arrangement under the Standby Credit Facility for 
Solomon Islands to support the government’s 
priority economic reforms. The European Union is 
expected to provide an additional budget support 

grant of €15.2 million during the remainder of 
2010, subject to: (i) achievement of the 2010 
Economic  and  Financial  Reform  Priorities; (ii) 
satisfactory implementation of the IMF Standby 
Agreement; and (iii) satisfactory progress in the 
preparation of the new 5-year development plan— 

the National Strategic Plan. 
 
A recent government–donor review found that the 
Core Economic Working Group is successfully 
achieving its intended purpose. It is providing 
improved information to the government on 

progress across its overall reform agenda, and is 

enabling the government to have a coordinated 
discussion with development partners on how they 
can best support the country’s economic and 
financial reform priorities. The working group meets 
quarterly to discuss budget support issues and 
reform priorities.  
 

Members of the working group spoke of the value 
of the mechanism: it has enabled increased donor 
support through the national budget, provided 
greater predictability of donor funding, helped 
advance progress on the government’s reform 
priorities, promoted the alignment of support from 

development partners with the Solomon Islands’ 

overall reform priorities, and fostered honest 
dialogue to promote accountability among its 
members. Members also commented on the level of 
trust that exists within the group, enabling candid 
conversations among partners. 
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Strengthening budget management 
Introduction 
 
The effectiveness of service delivery in many 
Pacific island economies is impeded by weak 

budget management systems. A number of on-
going ADB technical assistance projects aim to 
address some of these weaknesses. Technical 
assistance projects currently being implemented 
in the Cook Islands, Kiribati, Tonga, and Tuvalu 
are intended to address identified weaknesses 
in national budget management processes and 

to build local capacity to ensure sustainability of 
reforms. 

 
In addition, five ADB economic recovery support 
programs were approved in 2009–2010 to help 

the Cook Islands, the Marshall Islands, Samoa, 
Solomon Islands, and Tonga cope with the 
impacts of the global economic crisis. Through 
in-depth macroeconomic and fiscal analysis, 
these programs broadened country and 
development partner understanding of the 

economic impacts of the global economic crisis 
on these Pacific island countries, and the extent 
to which people’s livelihoods were affected. This 
understanding helped the design of country-
tailored policy actions to strengthen fiscal 
management in the face of sharply falling 

revenues and increased pressure on 

expenditure programs. 

 
ADB Economic Recovery Support Programs 

 
        Source: ADB. 

 
Strengthening Budget Management 
 
Good budget management is important for the 

attainment of macroeconomic stability and the 
creation of a conducive environment for the 
optimal use of a country’s productive 

resources—its land, labor, and capital. It also 
directly impacts poverty reduction by 
contributing towards improved efficacy of public 
service delivery. Conversely, poor budget 
management  imposes  a growth penalty on the  
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economy. It increases vulnerability to 

macroeconomic and fiscal shocks, and can have 
adverse impacts on wider socioeconomic stability. 
Strengthening management of national budgets is 
therefore a key priority area for Pacific island 
countries that ADB is committed to supporting. 
 

Food and fuel price increases in 2008, followed by 
the global economic crisis, were practical reminders 
of the need for strengthened budget management. In 
2009, the sharp declines in revenue—in Tonga’s 

case, by around 5% of GDP—and widening fiscal 

deficits put increased pressure on government 
expenditure programs (in particular, non-wages 
operating expenditures, which were already 

squeezed). Policymakers need to better understand 
how the budget—as the main policy instrument of 

government—can allow preparation for, and response 

to, such shocks. 
 
To assess the extent to which budget management 
can be improved, budget practitioners should ask 
questions across three areas: 

 
 Organization: How well are existing 

organizational arrangements working? What can 
be done about the lack of specific competencies 

in the ministry? Do staff have a clear career 
path? Are there specific training programs to 
develop staff capacity? What can be done to 

retain organizational expertise and experience? 
 

 Strategic Alignment: How strong is the 
budget–planning link? Have the medium-term 

fiscal impacts of policy decisions been 
systematically assessed? Have financial 
constraints, including the performance of 
previous years’ budgets, been built into the 
budget formulation process? Are the proposed 
allocations consistent with policy priorities and 
resource availability? 

 Budget Implementation and Monitoring: Are 
line ministries accountable for their program 
implementation? Have clear indications of the 
resources available been made to ministries as 
early as possible in the budget preparation 
process? Are budget controls being applied? Are 

feedback mechanisms between line ministries 
and the Ministry of Finance adequate? Are the 
intended outcomes being monitored and 
achieved?  
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Strengthening budget management 

The interdependence of the various stages of the 
budget cycle implies that weaknesses, or stalled 
progress, at one stage can adversely affect the 
whole budget process. Iterative efforts must be 
concerted and made on all fronts if improvements 
are to be realized. 

Budget Management in Kiribati and Tonga— 

Good Practices 
 

Both Kiribati and Tonga have committed 
substantial national and development partner 

resources to strengthening budget management.  
 
In Kiribati’s case, this is evidenced by the 

preparation of an overarching public financial 
management reform plan based on the 2010 
public expenditure and accountability assessment, 
as well as the use of a medium-term fiscal 
framework to underpin the preparation of the 
2011 national budget. 
 

In Tonga, public expenditure and accountability 
assessments in 2007 and 2010 and ongoing 
efforts to strengthen the budget–planning link 
(through the corporate planning and medium-
term budgeting processes) demonstrate its 
commitment to continued improvement.  

 
Lessons learned from measures adopted in these 
countries to strengthen budget management 
performance provide a number of good practice 
examples. These can be summarized as follows: 

Organization 

Structural factors (e.g., high staff turnover, 
transfer or promotion to other ministries) have 
weakened organizational capacity and experience 
across the range of budget management 
functions. 

 
In Kiribati, initial steps were taken to form a 
budget team, drawing from the various units 
within the National Economic Planning Office (Aid 

Administration, Policy Analysis, Investment and 
Budget), to oversee the preparation of the annual 
budget, and to collaboratively address 

weaknesses in data, information, and analysis. 
 
In Tonga, the government established or 
reactivated several technical and peer review 
groups to pool limited expertise, improve cross-
fertilization of ideas and sharing of experiences, 

and raise the level of analytical rigor. One such 
example is the Macroeconomic Technical 
Committee,  composed  of  representatives   from  
 

relevant government agencies and the National 

Reserve Bank of Tonga, which monitors 
macroeconomic developments and prepares 
macroeconomic forecasts. The formalization of the 
Macroeconomic Technical Committee’s functions 
through a specific Terms of Reference document, 
and the recording of decisions made at its 
meetings, has the added benefit of making its 

work more systematic and transparent. Regular, 
informal meetings of government financial 
managers allow for brainstorming of practical 
solutions for improved financial tracking and 
recording. 

Strategic Alignment 

Links between the national development plan and 
the annual budget remain tentative, and 
ownership of the corporate planning process is  
weak, resulting in ad hoc allocation of funds and 

placing further pressure on budgets that are 
already tightly constrained. 
 
In Kiribati, the implementation of a medium-term 
fiscal framework has strengthened the planning–
budget link. The new recurrent budget format, for 
example, places more emphasis on funding 

programs and activities that have a clear and 
measurable link to annual ministry operational 

plans, sector plans (where available), and the 
Kiribati Development Plan. 
 
In Tonga, a number of measures have been 
implemented or are planned. These include the 

establishment of a task force to oversee the 
development of a public financial management 
reform plan (to build on the findings from the 
2007 and 2010 public expenditure and 
accountability assessments); the preparation of 
the FY2010 and FY2011 budgets using forward 

estimates (as a first step toward strategic 
alignment of resources); the establishment of a 
government debt policy (which includes processes 
and responsibilities for the analysis and approval 
of proposed new guarantees and debt); and the 

use of financial ratios for capital expenditure and 
maintenance, personnel costs, and other operating 

costs. 

Budget Implementation and Monitoring 

Expenditure management is poor, resulting in 
control of the budget resting on short-term cash 

availability, rather than systematic cash flow 
forecasts, and inaccurate spending on budget 
priorities, particularly capital and social 
expenditure. This results in, among other things, 
significant variation between actual and budgeted 
figures. 
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Strengthening budget management 

In both countries, measures to address identified 
weaknesses in expenditure management are an 

ongoing effort and remain a significant challenge. 
In Kiribati, weaknesses in expenditure 
management are being resolved through short-
term training and technical assistance support to 
improve the financial management information 
system. In Tonga, measures include regular 
reporting of public debt status, monthly bank 

reconciliations, regular cash flow management 
reports and advice to management, daily cash 
position reviews (against daily budget ceilings for 

line ministries), and improved recording of 
development partner-assisted projects. 

Lessons 

What lessons can budget practitioners take from 
Kiribati and Tonga to help strengthen their own 
budget management? 
 

 Political commitment is key. Weaknesses in 
strategic alignment depend in large part on 
political commitment—that is, high-level 
ownership and support for change, as well as 
the existence of appropriate incentives and 
enforcement of penalties for noncompliance. In 
Kiribati, reforms in budget management have 

progressed ahead of expectations due to the 

explicit support of a reform-minded 
government. 

 
 Measures to strengthen budget 

management don’t need to be resource 
intensive. A review of the organizational 

arrangements to rationalize roles and 
functions—essentially making clear the lines of 
accountability, and minimizing the overlaps in 
the distribution of responsibility—can result in 
significant improvements if coordination and 
cohesion in decision making are reinforced. 

This process can also be undertaken without 
significant outlays of funds or personnel. In 
Tonga, a review of the budget preparation 
process identified bottlenecks in the various 

communication and decision-making channels 
and weaknesses in existing organizational 
arrangements, which provided a good 

understanding of where improvements could 
be made to make the preparation of successive 
budgets more efficient and effective. 
 
 

 Ask “can we do better with existing 
processes and tools?” Minor adjustments 
to existing processes or tools could yield 
significant benefits in terms of improved 
communication, quicker decision making, and 
more rigorous analysis. Both countries have 
emphasized the avoidance of wholesale 

changes or introducing new models. In 
Kiribati, for example, it was found that 
several modules within the attaché’s financial 
management information system had been 
underutilized; if used correctly, this existing 

resource could result in more regular and 
accurate management reports. In Tonga, 

minor adjustments were made to the criteria 
for evaluating expenditure bids from 
ministries to provide decision makers with a 
more rigorous means of prioritization. 

Looking Forward 

Significant levels of national and development 
partner resources have been used to strengthen 
budget management in Kiribati and Tonga. 
However, weaknesses remain that will continue 
to undermine budget credibility and threaten 

fiscal stability over the medium term. Regional 
experience has shown that a public financial 
management reform plan that draws from past 

lessons, builds on the public expenditure and 
accountability assessments and other analytical 
work, has the highest level of commitment, and 
contains broad actions and performance 

measures will ensure a more cohesive, 
coordinated, and sustainable approach to 
strengthening budget management. Both Kiribati 
and Tonga are committed to the development of 
such a plan, which will allow better coordination 
of development partner support to meet high-
priority needs. This approach is also consistent 

with the Pacific Financial Technical Assistance 
Centre roadmap for strengthening public 
financial management in the region, which was 
endorsed by the 2010 Forum Economic 
Ministers’ Meeting held recently in Niue. 
 

Lead author: Laisiasa Tora 
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Expanding the economic base 
 

The following is based on the presentation made 
by Savenaca Narube and Siosiua Utoikamanu of 
the Pacific Economic Management Technical 
Assistance to the 2010 Forum Economic Ministers’ 
Meeting held at Alofi, Niue on 27–28 October 2010. 
 
Key Message 
 
Expanding the economic base can double growth 
and help cushion the impact of global 
development in the Forum island countries. The 
key to cushioning impact of the global economic 

crisis is sustainable economic growth. Growth 
should be the outcome of socially responsible 
economic policy, i.e., with distributive effect to 
ensure vulnerable groups also benefit. Doubling 
economic growth is possible not only for the 
region but also for individual countries. 
 

It Can Be Done 
 
The Pacific has underperformed as a region for 
some time. This underperformance has been 

persistent and the Pacific is falling behind other 
regions such as Asia. At the same time, the 
impact of the global crisis continues to persist; 
growth prospects are still fragile, with downside 

risks from global uncertainty. While the shaky 
global outlook is not of the Forum island 

countries’ making, they are affected 
nevertheless. 
 
We propose that the Forum island countries must 
aspire to double economic growth as a region as 
well as individually. Obviously some countries are 
better placed than others to achieve this. 

However, we believe that it can be done. As we 
know, the Forum island countries have success 
stories of their own to show the way. Some of 
these success stories are Papua New Guinea, 
Samoa, and Vanuatu. 
 
We propose that it is feasible to double growth 

with a combination of the appropriate enabling 
climate, sound decision making, more effective 
policy implementation, and support from 
development partners. Conversely it is equally 
important to avoid making decisions that create 
obstacles to growth. 

 
These are things which can be done. 

 

We Know What to Do… 
 
Our basic premise is that the Forum island 
countries already know what to do. The policies 
that have been endorsed by the Forum Economic 
Ministers’ Meeting over the years are sound. For 

example, a close reading of the agenda papers 
for this year’s meeting indicates how knowledge 
is being transferred to the Forum island 
countries. These countries know their handicaps 
only too well. Some are endowed handicaps that 
cannot be changed, but others are self inflicted or 

manmade and can be avoided. The Forum island 

countries are thoroughly analyzed and 
researched. Donors and other multilateral 
agencies have prepared numerous reports and 
studies about the economies of the region and 
individual countries. We know what we need to 
do to expand the base and to grow the economy. 

 

…But Why Are We Not Doing It? 
 
The first reason for countries not being able to do 

what needs to be done is poor implementation, 
which is due to lack of technical capacity. Lack of 
capacity and appropriate technical skills in policy 
design and management is often a key constraint 
at most levels of government. Development 

partners are investing in capacity building, but 
progress has been slow; for example, staff often 

leave after becoming qualified. Building capacity 
is a long-term effort and development partners 
need to take this reality into account in setting 
country strategies. 
 
Another factor is political will, which is often 

complicated by inflexible cultural demands that 
limit a country’s capacity to innovate and adapt 
to a changing environment. Leadership is 
essential to motivate change and to change 
mentalities. Broadening the ownership of national 
policies through wide consultation will help 
generate inclusion. Election cycles are also a key 

determining factor. 

 
We find that there is often a need to link technical 
support to the decision-making level. Often there 

is a disconnect between technical capacity and 
political demands. At the end of the day, sound 
technical advice should be implemented. Decision 
makers also need support. 
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Expanding the economic base 

 

Innovate Delivery of Public Services 
 
The process of providing better public services 
will expand the economic base. This can be 
done through regional and subregional 
arrangements. Many of the Forum island 
countries have limited land area and few 

resource endowments. Ways to broaden the 
economic base are therefore not always 
readily apparent in some. However, changing 
the policy approach can create opportunities to 

overcome such limitations. 
 
We propose that the key focus should be to 

change mind sets to focus on service delivery 
outcomes rather than persisting with the 
central government and state-owned 
enterprises as the sole provider of services 
and we need to think more innovatively on 
how we can provide better services. Issues of 

national ownership versus service delivery 
need to be determined at an early stage. 
 
We propose a framework in which regional and 
subregional arrangements can include 
outsourcing to a more efficient provider in 
another country or having a subregional 

organization that provides common services to 
the islands. The provider of the services does 
not have to be within the country. This model 
of service delivery enables the Forum island 
countries to reduce the handicap of economies 
of scale and is being currently carried in a 
wide variety of sectors including infrastructure 

development, utilities, shipping services, 
information technology services, audit, and 
others. 
 

Improve Performance of State-Owned 

Enterprises 
 

We propose that better performance and 
services of state-owned enterprises will 

expand the economic base and enhance 
economic growth. If we take a hypothetical  
example and assume that all state-owned 
enterprises stop making losses, we are quite 
certain that the balance sheets of many Forum 

island countries would look quite different and 
growth prospects  would improve  markedly. It 

is a fact that all these countries, regardless of 
size, have a relatively large state-owned 
enterprise sector. Some have loss-making state-
owned enterprises, which puts a serious strain on 
government budgets and is constraining the 
country from expanding the base. 

 
In our view, implementing state-owned 
enterprise reforms to reduce losses should 
improve budget positions and create cushions for 
the government to redirect resources to key 

social areas. These actions will also expand the 

economic base. Opening up sectors to 
appropriately regulated competition will create 
growth potential; examples are tourism, 
telecommunications, airlines water, power, and 
commodities such as sugar. 
 
The focus for policymakers should be on service 

delivery in the most cost-effective mode, 
whether the service provider is national, 
subregional, or regional. One of the keys is to 
innovate by identifying services that may not be 
obvious for outsourcing. 
 

Strengthen Areas of Comparative 

Advantages 
 
We propose that the key issue for policy makers 
is to create an enabling environment for the 
private sector to create added value while 
avoiding choosing winners. 
 

We recommend that all economic sectors should 
be considered where the potential of comparative 
advantage has not been fully explored (such as 
domestic agriculture) within a framework of open 
competition. For example, the past poor 
performance of agriculture exports should not be 
a reason to downgrade its contribution. This 

could have been the outcome of poor policy 
design and implementation.  
 

Land and sea resources are often the only 
natural endowments on which Forum island 
countries have to depend. Attracting private 

sector involvement in commercial agriculture and 
fishing will maximize the value added and 
improve capacity to satisfy local demand. This 
will improve food security and support price 
stability. 
 



 

 27 

ECONOMIC POLICY AND MANAGEMENT 

  

Expanding the economic base 

The provision of better services and better-
performing state-owned enterprises will help 

spawn new sectors. The sectors that we have 
identified above are based on natural 
endowments. 
 
Tourism is another sector of comparative 
advantage where Forum island countries should 
seek to innovate and create win-win synergies. 

There is a danger that intense price competition 
between these countries could result in a race to 
the bottom. Instead, they should be able to 

innovate on regional marketing strategies to 
grow the market and avoid the harmful effects 
of competition. 
 

Forum island countries should also develop new 
service industries, such as back office services 
and call centers, to utilize the latest 
developments in technology to overcome the 
handicaps imposed by location. 
 

Create Synergies between Private Sector 
and State-Owned Enterprises 
 
We propose that Forum island countries  should 
design enabling frameworks that will encourage 
regional integration led by the private sector and 

state-owned enterprises. We note that country-
specific circumstances will determine the 

appropriate approach. 
 
We propose that state-owned enterprises should 
join the private sector in seeking synergies 
within and across countries. The state-owned 
enterprise sector is often large even in countries 

that have small private sectors.  
 
The private sector and state-owned enterprises 
should lead integration based on commercial 
principles. This will create better opportunity for 
sustainability. The government should design a 
framework for such integration to happen. 

 
Amalgamating supply will apply for exports and 
imports. For example, amalgamating supplies 
will ease scale limitations such as through 
subregional arrangements on the bulk purchase 

of fuels. 
 
We also note that integrated marketing is more 
effective. Integrated marketing should be 
pursued not only in tourism but also in 
commodities, such as coconut products. 

 
 

Similarly, standardization of rules and regulations 

will ease the cost of doing business in the region. 
We note that the possibility of having shared 
regulators is being investigated, which in principle 
is likely to result in cost savings and enhanced 
services. 

 
Innovate on Coordination 
 
We propose that Forum island countries should 

consider improving the coordination process. This 
can be done by introducing innovative practices. 

One example is the enhancements to be gained by 
sharing information widely. 
 
Secondly, much is to be gained by listening closely 

to the private sector on its needs. This should be 
done while setting firm limits on the role of the 
government. 
 
Many Forum island countries have set up effective 
consultative and coordination structures and have 
innovated on coordination between development 

partners. While policy coordination structures have 
been established in many of these countries, most 
are not effective. They need innovative thinking to 
improve effectiveness. Coordination not only 
applies across agencies but also within the 

government. Too often, government agencies do 
not communicate effectively with each other and 

this needs to be addressed. Development partners’ 
coordination among themselves is also important 
to avoid imposing undue pressures on these 
countries’ meager resources. 
 

Expect to Do More as a Region and Subregion 
 
We propose that Forum island countries should 
look regionally and subregionally to solve shared 
and common problems. 

 
We also propose that they should look to the 
region’s trading partners in order to make use of 

their knowledge and experience. 
 
We are of the view that Forum island countries can 
learn from the examples of regional cooperation in 

the Caribbean and Asia. 
 
We feel that given the sizes of Forum island 
countries, regional and subregional approaches will 
provide opportunities to expand the economic 
base. 
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Expanding the economic base 

 
 
 
 
 
 
 
 
 
 
 

Commit to Short-Term Actions 
 

We propose that there are benefits from 
committing to short-term actions aimed at 
developing clear plans to deliver better public 
services and improve state-owned enterprise 
performance. 
 
We also suggest that Forum island countries 

ought to consider (i) fast tracking policy 
implementation, (ii) deepening high level 
consultations with the private sector and 

community, (iii) redesigning coordination 
structures, and (iv) revisiting coordination 
arrangements with development partners. 

 
We note that the consultation structures are 
already in place. However, these need to be 
translated to actual decision making. 
Coordination with development partners could 
include sharing the same policy matrix with each 
partner while still retaining their priorities. 

Coordination could also include the Forum 
secretariat, with policies from the Forum 
Economic Ministers Meeting being integrated into 
the development partners’ matrix. 

Commence Medium-Term Actions 
 

In the long run, clear vision and leadership are 
keys to economic growth. Having a clear vision 
of the role of the government is a key factor. 
Clear and transparent principles of government-
led interventions are needed. 
 
Changing mindsets is not easy but it is 

necessary. It will lift the barriers, including 
cultural barriers, to  achieving the aspirations of 
the people.  

 
Forum island countries must also remove the 
barriers to policy implementation. They must set 

up the enabling regional and subregional 
frameworks for synergies between the private 
sector and state-owned enterprises, and set up 
information systems for the private sector. 
 
 

Lead authors: Savenaca Narube and Siosiua Utoikamanu  
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Sovereign Credit Ratings 

A sovereign credit rating can play a useful role in 
enabling governments to access capital markets 
by providing an efficient, widely recognized 
measure of credit risk for investors in cross-
border debt securities. Ratings present an 
independent view of the credit quality of 
sovereign entities both domestically and from an 

international perspective and by doing so provide 
a benchmark for public sector borrowers as they 
access capital markets. 
 
Sovereigns in the region may also obtain a rating 

as a means to enhance the potential for foreign 

direct investment and to promote improved 
financial transparency.  Much of this is driven by 
the increasing trend toward economic and 
financial reform.  The utility of credit ratings in 
this regard is evidenced by the wide variety of 
credit counterparties, including multilateral 
lending institutions and foreign direct investors 

that pay attention to credit opinions and the 
economic, financial and political analysis 
embodied in credit rating reports. 
 

Improving growth prospects, but a mixed 
outlook for credit quality 

Our views on the credit fundamentals of the rated 

emerging Pacific sovereigns—the Cook Islands, 
the Fiji Islands, and Papua New Guinea (PNG)—
have remained largely intact through the 2008–
2009 global recession and financial crisis. 
 

Apart from revising the Cook Islands outlook to 
negative, we haven't changed any ratings or 
outlooks on the emerging Pacific sovereigns 
during this time. For all, growth in 2010 is turning 
out to be better than what we expected, helped 
by a pickup in tourist arrivals and in PNG’s case a 

solid recovery in commodity prices.  Soundly 
performing and largely quarantined financial 
systems have helped to mitigate some of the risks 
associated with external imbalances—particularly 
in Fiji Islands—and are now providing support 
during the recovery phase. 

Challenges remain, however. For all three, political 
constraints and narrowly structured economies 
remain a concern and significant infrastructure 
shortcomings are impeding investment and 
weighing  on  prospects  for  improved growth and 
credit quality. In the Cook Islands,  projected 

government debt forecasts have been trimmed 
back, but the negative outlook continues to reflect 
the possibility of a further relaxation in fiscal 
discipline at a time when the government’s fiscal 
profile remains vulnerable to subdued activity in 
the tourism sector. 

 

 
 
Papua New Guinea’s minerals sector and 
liquified natural gas (LNG) project are set to 

boost growth 

PNG depends heavily on the resources sector, and 
fiscal and external balances are exposed to 

commodity-price shocks. We view its policy 
environment as being constrained by a 

fragmented political structure and governance 
deficiencies that can lead to slippages in 
implementing macroeconomic and fiscal 
frameworks, while infrastructure shortcomings and 
security risks impair investment in non-mining 

sectors. That said, its fiscal position and insulated 
financial system have left PNG well placed to 
respond to external shocks, and there is strong 
potential for the minerals and allied sectors to 
boost economic growth and opportunities. 

 
PNG's economy in 2009 expanded on the back of 
high public spending and strong performance in 
non-mining sectors (related to the construction of 
an LNG operation and buoyant communication and 

retail sectors). In 2010, GDP growth will be 

boosted  by  the  mineral sector strengthening and 

Foreign Currency Rating*

Cook Islands BB/Negative/B

Fiji Islands B-/Stable/C

Papua New Guinea B+/Stable/B
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the direct and indirect effects of LNG-related 
construction and public spending. 
 
PNG’s budget deficit was 7.7% of GDP in 2009, 

with windfall revenues accumulated from the 
resources  boom  substantially  drawn  down  from 
off-balance-sheet trust accounts. This added to 
inflation pressures and resulted in significant 
issuance of bank bills by the central bank to 
preserve adequate liquidity. While the government 
has borrowed $1.1 billion (12% of GDP) 

commercially off-budget to fund its equity in the 
large LNG project—and assuming our base case for 

the fiscal and external accounts holds—we expect 
it to be able to carry such debt at current rating 
levels so long as the project comes on line as 
planned.  
 
PNG's external position remains sound, with net 
external debt of 2% of current account receipts 
estimated for 2009 and 1.6% for 2010, versus a 
net debt position of 22.9% of current account 
receipts in 2005. Furthermore, the significant 
foreign direct investment flows associated with the 

minerals sector have supported the accumulation 
of reserves to around 3.4 months of current 
account payments, versus 2.4 months in 2005. 

 
However, political and institutional settings and 
infrastructure shortcomings remain a weakness in 

earmarking gains from the minerals sector to raise 
the prospects of the largely disenfranchised 

population. The ratings could be lowered if slowing 
global economic conditions softened demand and 
prices for PNG's minerals exports and, in turn, 
weakened its external position and government 
finances. Any failure in progress of the LNG project 

would present a credit risk due to the liabilities 
associated with the commercial borrowings to fund 
the government's equity interest and completion 
guarantees to the creditor and landowners. That 
said, the LNG project stands to benefit PNG's credit 
standing, but for the ratings to be raised the 

project would need to be close to producing 
revenue (current estimate is 2014).  
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Source: National statistical offices, and Standard & 
Poor's estimates.

Fiji Islands’ tourism industry is full of potential, 
but its political settings constrain investor and 

donor support 

The Fiji Islands’ political situation weighs on its  

economic growth and external position,  as does  its  
narrow  economic  base.  But  its  tourism  and allied 
industries have a lot of potential as political friction 
subsides. We estimate the Fiji Islands' economy as 
having contracted by 2.2% in 2009 due to weakened 
global economic conditions dampening tourism, 
exports, and workers' remittances, and floods 

damaging crops. Improving conditions in source 
tourism markets and flood-related recovery and 

rebuilding are expected to lead to GDP growth of 
1.8% in 2010 and 2.0% in 2011. Risks to this 
outlook include the durability of global recovery and 
related vulnerability to commodity price movements, 

the risk of natural disasters, as well as delays in 
reforms to the civil service, public enterprises, and 
land-lease system. 
 
The government is targeting a fiscal deficit of 3.5% 
of GDP in 2010, reflecting an expected fall in 
revenues of 5.6% and more spending on health, 

education, tourism promotion, poverty assistance, 
and rural development. The Fiji Islands' foreign 
exchange reserves have stabilized at about $590 
million compared with $240 million in early 2009 

reflecting stronger tourism and higher remittances, 
plus the residual effects of the 20% depreciation of 
the Fijian dollar in April 2009. 

 
The country's external debt is low, as the bulk of the 
Fiji Islands' deficits are funded through domestic 
borrowings from the Fiji National Provident Fund. 
That said, further and off-budget external borrowings 
for infrastructure are envisaged. 

 
The delay in the return to democratic rule in the Fiji 
Islands does not itself affect the rating since it does 
not necessarily represent a further deterioration in 
the Fiji Islands' political climate. However, in our 
opinion, the abrogation of the Constitution, 
weakened institutional transparency and 

independence, and emergency decrees that weigh on 
civilian and media freedoms weaken prospects for 
investment and a re-engagement of support from 
donors—both needed to achieve sustainable growth 
and reduce the Fiji Islands’ reliance on tourism. 
 
A fuller recovery in the tourism sector in 2010 should 

underpin further improvement in the Fiji Islands' 
external position. The rating could be lowered if 
political pressures intensify, or if public finances and  
external  imbalances  worsen,  which  would lead to 
sharply  lower reserves. We believe that  the  official   
estimates of reserves are robust and the  estimate of  
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 the current account deficit is exaggerated. If these 
assessments prove incorrect, the rating would 
likely be lowered. An upgrade would depend on 
the government's success in reducing tension 
internally and with aid donors, while at the same 
time boosting investment opportunities and the 
external position. 

The Cook Island’s debt burden and political 
stability is a concern, but strengthening 

tourist should boost growth 

Our negative outlook on the Cook Islands’ ratings 

reflects our concern that the relaxation in fiscal 

discipline of the past few years will continue under 
the new government headed by Henry Puna.  
There is a risk that the advances in fiscal 
consolidation and debt reduction could be 
suddenly reversed and the Cook Islands’ rising 
public sector external debt becomes a burden. Its 

economy has a narrow focus and is beset by 
infrastructure shortcomings that impair 
investment in the key tourism sector. That said, 
the Cook Islands enjoys a supportive relationship 
and monetary union with highly rated New 
Zealand. 

 
The Cook Islands’ source tourism markets 

weakened in fiscal 2009, dampening its tourism, 
retail, and construction sectors and resulting in a 
0.3% contraction in GDP growth. In 2010, 
however, we expect flat growth as rising visitor 

arrivals offset weak growth in retailing and 
aquiculture. The introduction of additional flights 
will also likely help growth in 2011, bringing GDP 

to about 1.0% and 1.5% in 2011 and 2012, 
respectively. 
 
The  estimated   government   deficit   of  10.4% 
of  GDP   in   2010   reflects   significant   planned 
infrastructure spending to relieve constraints that 

hamper  further  development  and growth of  the 
tourism sector. While the Cook Islands' gross 
external debt is projected to rise sharply to 22.4%  
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Source: National statistical offices, and Standard & 
Poor's estimates.

of GDP in 2010, it is lower than the 36.4% 
anticipated last year, reflecting the deferral of 

NZ$37.5 million in borrowings to fund water and 
road upgrades. The new debt is mostly 
concessionary and earmarked to fund much-
needed infrastructure projects. The Cook Islands 
also has a very high income level for its rating 
category; at an estimated $14,850 per capita in 
fiscal 2010, it is nearly five times the 'BB' median 

of $3,850. 
 
The political situation in the Cook Islands remains 
challenging. The recent election of the Cook 

Islands Party to government, and lack of clarity 
over the appointment of the key financial secretary 
role, adds considerable uncertainty to the fiscal 

and economic management of the country.  The 
political framework historically has been 
fragmented and remains susceptible to policy 
shifts driven by populist sentiment. This has 
hampered development and reform efforts. 
 

 
 
While the previous government decided against 
further borrowings for water and road upgrades, 
the negative outlook reflects still-rising projected 
government debt and the possibility of further 

relaxation in fiscal discipline under the new 
government at a time when its fiscal profile 
remains vulnerable to weak tourism. While the 

projected debt levels can be accommodated at the 
'BB' ratings level, there is a heightened risk that 
further borrowings or the use of reserves for 
recurrent expenditure or more "nation-building" 

projects could rapidly lead to a higher debt profile. 
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views and policies of the Asian Development Bank (ADB) or its 
Board of Governors or the governments they represent. ADB does 
not guarantee the accuracy of the data included in this publication 
and accepts no responsibility for any consequence of their use. 
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Non-fuel merchandise exports from Australia 

(A$; y-o-y % change, 3-month m.a.)  

 
A$=Australian dollars 
Source: Australian Bureau of Statistics. 

 
Non-fuel merchandise exports from New Zealand and the United States 

(y-o-y % change, 3-month m.a.)  

 
FSM=Federated States of Micronesia, fas=free alongside, fob=free on board, m.a.=moving average, NZ$=New 
Zealand dollar, RMI=Republic of the Marshall Islands, US=United States 
Note: The Cook Islands–Fiji Islands shipping route was lost during 2009 and into 2010, with only the New Zealand route remaining. 

Sources: Statistics New Zealand and US Census Bureau. 
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Motor vehicle imports from Japan 

(number; y-o-y % change, 3-month m.a.) 

 
Source: Japan e-Stats website. 
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Departures from Australia to the Pacific 

(monthly)  

 
Source: Australian Bureau of Statistics. 
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Departures from New Zealand to the Pacific 

(monthly) 

 
Source: New Zealand Ministry of Tourism.
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Latest Economic Updates 

  
--- = not available, e=estimate, f=forecast, FSM=Federated States of Micronesia, GDP=gross domestic product, 
PNG=Papua New Guinea, p=preliminary, Q=quarter, y-o-y=year on year 
aCredit growth refers to growth in total loans and advances to the private sector. 
bInflation for Nauru is on a year-to-date basis. 
Notes: Period of latest data shown in brackets; import cover for PNG is months of non-mining and oil imports. 
Sources: ADB. 2010. Asian Development Outlook 2010. Manila; and statistical releases of the region’s central 
banks, finance ministries and treasuries, and statistical bureaus. 

 

Key data sources: 

Data used in the Pacific Economic Monitor are in the ADB PacMonitor database, available in 

spreadsheet form at www.adb.org/pacmonitor. 

 

GDP 

Growth Inflation

Credit 

Growtha

Trade 

Balance

Import 

Cover

Fiscal 

Balance

(%, 2010) (%, y-o-y) (%) (% of GDP) (months) (% of GDP)

Cook Islands 0.5 0.1 -2.5 -92.7 --- -11.7

(Jun-Q 2010) (Jun 2010) (2009e) (FY2009)

Fiji Islands -0.5 1.6 1.5 -27.3 3.8 -6.3

(Oct 2010) (Jun 2010) (2009e) (Sep 2010) (2009e)

FSM 0.5 7.7 12.6 -46.2 3.8 1.6

(FY2009) (Dec 2009) (2009e) (2008) (2009e)

Kiribati 0.5 6.6 --- -57.6 --- 1.7

(2009f) (2008) (2009)

Marshall Islands 0.5 5.6 6.5 -46.5 --- -1.8

(Mar-Q 2009) (FY2009) (FY2009e) (FY2009)

Nauru
b

0.0 7.6 --- --- --- 0.4

(Aug 2009) (FY2009)

Palau 0.5 2.5 --- -43.3 --- -2.9

(Jun-Q 2010) (FY2009e) (FY2009e)

PNG 5.5 5.6 17.8 -1.8 10.9 -4.0

(Sep-Q 2010) (Aug 2010) (Jun 2010) (Jun 2010) (Sep 2010)

Samoa 0.0 1.2 2.5 -34.7 8.1 -3.8

(Aug 2010) (Sep 2010) (2009) (Sep 2010) (FY2009p)

Solomon Islands 3.5 1.2 1.8 -10.5 7.4 0.1

(May 2010) (Aug 2010) (2009) (Sep 2010) (2009)

Timor-Leste 10.1 7.4 2.8 -44.6 --- 101.4

(Sep 2010) (Oct 2010) (2009) (2009e)

Tonga -1.2 5.1 -15.5 -47.9 7.1 3.7

(Jul 2010) (Jun 2010) (2009) (Jun 2010) (FY2009e)

Tuvalu 1.6 -2.5 --- --- --- -0.3

(Sep-Q 2010) (2009)

Vanuatu 4.0 2.7 13.4 -30.7 6.9 0.1

(Jun-Q 2010) (Jun 2010) (2009) (Jun 2010) (2009e)
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