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 The wide-ranging expansionary fiscal and monetary measures 
taken by authorities worldwide appear to have succeeded. 
Growth forecasts for 2010 for advanced economies have been 
upgraded, and developing Asia has entered a V-shaped recovery. 
Authorities now face the challenge of shifting the focus of their 
macroeconomic policies from economic rebound to sustained 
recovery.  

 Building on the better prospects for the global economy, most 
Pacific Island economies are expected to perform slightly better 
in 2010 than in 2009. The Pacific Islands are expected to expand 
by 0.5% in 2010, after contracting by an estimated 1.4% in 
2009. Vanuatu is expected to remain the best-performing Pacific 
Island economy, bolstered by the benefits of its recent 
improvements to economic policy. Only the Fiji Islands and Palau 
are expected to contract in 2010, an improvement on the 
contraction of five Pacific Island economies in 2009.  

 Growth is expected to increase slightly in 2010 in resource-rich 
Papua New Guinea (PNG) and Timor-Leste. This will help lift the 
overall growth rate for the Pacific region (the Pacific Islands plus 
PNG and Timor-Leste) to 3.7% in 2010, up from 2.4% in 2009. 
Inflation is expected to remain relatively high in the Pacific 
region in 2010 at 5.4%.  

 As for the global economy, the risks in the Pacific are weighted 
to the downside. Many key economic indicators eased in late 
2009, warning of a potentially slow start to 2010.  

 As elsewhere, it is too early to consider the Pacific to have 
completed its response to the global economic crisis. The fragility 
of the world economy and the time it will take for households 
and businesses to return to normal suggest caution in relaxing 
policy efforts.  

 Many Pacific governments are still feeling the impact of the 
economic slowdown on their tax revenue. Fiscal pressures are 
particularly intense in the Fiji Islands, Kiribati, the Marshall 
Islands, Samoa, Solomon Islands, Tonga, and Tuvalu. 

 The budget areas typically most at risk during times of fiscal 
pressure are goods and services used in delivering essential 
services, and infrastructure investment and maintenance. The 
priority now is to avoid cuts to services, as such cuts would place 
additional pressure on vulnerable members of the community. 
There is some encouraging news on this front, with a number of 
governments budgeting for higher social sector spending in 
2010. Budget analysis finds that development partner support is 
needed to ensure the additional spending is achieved. 

 Analysis of Pacific labor markets suggests the 'working poor' are 
the most exposed to the effects of the global economic crisis. 
Starting from a position of vulnerability, their incomes are likely 
to have declined further wherever construction, manufacturing, 
retail, and wholesale activity have weakened. Low-income 
families dependent on overseas remittances are also likely to 
have been among those hit hardest by the global economic 
crisis. 
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Abbreviations 
$ US dollars, unless otherwise  

stated 
ABS Australian Bureau of  

Statistics 
ADB Asian Development Bank 
ADO Asian Development Outlook 
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 
NZL New Zealand 
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 forecasts 
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Note: Forecasts are for fiscal years. Regional averages of 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 PNG and Timor-Leste. 
Source: ADB estimates.  

Notes
This Pacific Economic 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 end of June for the Cook Islands, Nauru, Samoa, and 
Tonga (e.g., FY2010 is the year ended 30 June 2010); end of September 
in the Marshall Islands, the Federated States of Micronesia (FSM), and 
Palau; and calendar year elsewhere. 
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THE ECONOMIC SETTING 

Developments overseas 
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This section draws on the latest ADB Asia Economic Monitor
and latest IMF World Economic Outlook and updates. 
Lead author: Joel Hernandez. 

Global economy emerging from the downturn 

 Large and timely liquidity support, unprecedented 
monetary easing, and substantial fiscal stimulus have 
helped advanced economies begin to emerge from 
the economic downturn. Global financial markets 
have stabilized, credit has eased, stock markets are 
recovering, and public confidence in the financial 
system is gradually returning. 

 The International Monetary Fund (IMF) forecasts that 
advanced economies will grow by 1.3% in 2010 after 
contracting by 3.4% in 2009. 

 Leading indicators suggest the US economy will 
continue to recover in 2010. The eurozone is also 
entering a recovery phase. After a steep downturn, 
the Japanese economy is expected to post a modest 
recovery in 2010. 

 The improved external environment and swift policy 
responses helped developing Asia to weather the 
crisis. Early indicators show the region in a V-shaped 
recovery and leading the global rebound.  

 With global recovery now in sight, world trade is 
slowly picking up after the sharp drop in late 2008 
and early 2009. 

 Prospects for recovery, however, remain fragile and 
dependent upon management of the exit from 
expansionary macroeconomic policy. Households in 
many advanced economies are expected to try to 
rebuild savings. This could see private consumption, 
a key driver for tourism and remittances to the 
Pacific, recover slower than the overall economy. 

Inflation low, unemployment high 

 Despite the recent rise in oil and commodity prices, 
inflation is low globally. 

 The US lost over four million jobs in 2009. Around 
half of these job losses were in construction and 
manufacturing, industries that are particularly 
important to workers from the Pacific. It will take 
some time for jobs to be regained. In New Zealand, 
unemployment of Pacific Islanders is very high at 
14.0%. This is almost double the national average.  

 There has, however, been an easing in the pace of 
labor market decline in the US and Australia. US 
manufacturing overtime hours, a leading indicator of 
labor demand, rose from a year low of 2.6 hours in 
March to 3.4 hours per week by the end of 2009. In 
January 2010, the US unemployment rate eased 
slightly to 9.7%. 

 Nevertheless, the IMF expects US unemployment to 
remain high at 10.0% in 2010. Jobless rates in 2010 
are forecast to also be high in Australia (7.0%) and 
New Zealand (7.9%). 
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THE ECONOMIC SETTING 

A view from neighboring economies  
Commodity prices rising 

 After declining sharply following the onset of the 
global crisis, international commodity prices are 
gradually trending up. For 2010, the IMF has forecast 
a 14% increase in average commodity prices, coming 
from a 32% decline in 2009. Petroleum prices are 
expected to increase by about 24% to an average of 
$76.50 per barrel in 2010. 

 While the IMF projects that international food prices 
will rise by only 1.2% in 2010, delivered prices are 
likely to rise much more in the Pacific due to higher 
transport costs. Commodity price increases will 
reduce the real value of household incomes for net 
buyers of food, and hence their consumption. Remote 
areas are particularly exposed.  

Pacific demand for imports mixed 

 Non-fuel exports from Australia to the Pacific have 
held up for most of the year, driven primarily by 
sustained demand from PNG. Some slowdown is 
evident, however, in the Pacific's imports from New 
Zealand. Non-fuel exports from New Zealand to the 
Fiji Islands, Palau, and (more recently) the Cook 
Islands all dropped sharply in late 2009. This 
indicates some lingering weaknesses in these 
economies.  

 Coming from a sharp decline of almost 50% in late 
2008, the Fiji Islands' imports of motor vehicles from 
Japan showed some early signs of improving in late 
2009. Demand for cars remains weak in the Cook 
Islands, PNG, Solomon Islands, and Tonga.  

Tourism to slow in 2010 

 Australian tourism to the Pacific had been rising over 
the second half of 2009, but the growth had largely 
dissipated by the year’s end. The Fiji Islands retained 
a moderate rate of growth, but this was almost fully 
offset by a weakening in departures to other major 
Pacific destinations. The latest forecasts from 
Tourism Research Australia project growth of total 
outbound travel from Australia of 4.1% in 2010, 
down from 7.6% in 2009. Growth in Australian 
departures to the Fiji Islands is expected to moderate 
to 3.6% in 2010. 

 Departures from New Zealand to the Pacific rose 
slightly in 2009, with the growth achieved late in the 
year. This result was driven primarily by a rise in 
tourism to the Fiji Islands. The New Zealand Ministry 
of Tourism’s latest projections are for a 1.1% decline 
in New Zealand's outbound travel in 2010, with 
tourism activity projected to switch from international 
to domestic tourism. Departures to the Fiji Islands 
are forecast to be lower by about 4.3% in 2010, 
while no growth is forecast in tourism to the Cook 
Islands. 
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Lead author: Joel Hernandez. 
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Recent developments 

 The real value of net value-added tax was down by 
7.9% in the first nine months of 2009, compared to the 
same period in 2008.  

 Despite the high growth in tourism, the economy 
contracted by an estimated 0.1% in 2009. Special 
events provided a boost to tourism for much of the 
second half of the year. There was growth of 7.8% in 
arrivals from Australia and New Zealand in 2009 while 
arrivals from the Northern Hemisphere were down by 
2.2%. Overall, total arrivals grew by 6.7% in 2009.  

Outlook 

 Increased seat capacity on the Rarotonga to Los 
Angeles route and the expected commencement of a 
direct link to Sydney will be positives for tourism in 
2010. However, these routes are dependent on 
government subsidies. Because the provision of a 
subsidy means increased taxes, and higher taxes can 
impair an economy, the gains would be at the expense 
of other areas of the economy that are taxed to fund 
the subsidy.  

 ADB expects growth of 1.0% in 2010 as infrastructure 
activities financed by development partners stimulate 
the economy. Inflation is forecast to average 6.3% in 
2010, down slightly from the 7.4% recorded last year. 

Key issues 

 The fiscal deficit for FY2009 is estimated at 11% of 
GDP, a result of a large increase in capital expenditure. 
The expenditure offered little stimulus to aggregate 
demand or to the economy's productive capacity, as 
most funds were spent on the construction of sports 
facilities by overseas operators. A large budget deficit is 
also planned for FY2010, to be financed by loans that 
will increase government net debt to 25% of GDP. Care 
must be taken to ensure the new loans are spent on 
priority investment needs as set out in the 
Infrastructure Master Plan. 

 An attempt to replicate the Samoan model of public 
ownership of fuel farms ended in a NZ$1.75 million 
compensation payment by the government to fuel 
importers. This experience reiterated the importance of 
transparency and openness in government activities 
and demonstrated that government is poorly suited to 
engagement in business activities. 

 The Government has recently extended the practice of 
directly negotiating airline subsidies for the Rarotonga 
to Sydney route. The Economic Recovery Support 
Program adopted by the government in October 2009 
provides for the adoption of open, competitive 
processes for allocating any subsidies. Such processes 
offer better prospects for ensuring the best value for 
money from any essential subsidies. Lead authors: Emma Ferguson and Laisiasa Tora. 
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Recent developments 

 Government estimates show the economy 
contracted by 2.5% in 2009. This is a significantly 
worse outcome than previously forecast. The 
impacts of the January floods and the global 
economic recession substantially reduced revenues 
from exports, tourism, and remittances. Underlying 
structural constraints, which have long remained 
unresolved, also served to deepen the economic 
downturn.   

 All sectors performed poorly. Underperformance 
was pronounced in the sugar industry, where the 
failure of costly mill upgrades contributed to 
worsening performance. Sugar production is 
projected to have fallen by 11.2% in 2009 on a 
year-on-year basis, and was below target by 
31.0%.  

 Tourist arrivals are estimated to have fallen by 
4.0% from 2008 to 2009. While the financial 
impact of this decline was ameliorated by the 
currency devaluation in April 2009, tourism 
revenue is estimated to have declined by 6.0% in 
2009 due to aggressive price discounting. 

 Contractions were reported in wholesale and retail 
trade, agriculture and forestry, manufacturing, 
public administration and defense, education, and 
hotels and restaurants. However, the size of these 
contractions is uncertain due to a lack of data.  

 Exports declined by 17.6% on an annual basis in 
2009. Earnings from re-exports, sugar, other 
domestic exports, timber, and garments all 
declined. Timber exports dropped by 1.9% and 
garment exports by 1.3%. These declines more 
than offset increases in gold and fish export 
earnings.  

 Imports contracted by 19.0% in 2009 in nominal 
terms, with falls in most major categories including 
mineral fuels and manufactured goods.  

 Both imports and exports are expected to grow in 
2010, driven by improved global conditions. 
However, the scale will depend on a number of 
factors, including progress with structural reforms. 
ADB expects only modest growth in both imports 
and exports. 

 Government estimates show an increase in 
remittances in 2009 (albeit on the very low base of 
2008). Estimated remittance levels in 2009 are still 
around 15% below the trend set prior to 2006, 
despite the devaluation. 

 Foreign reserves were recorded at around $568 
million in late 2009, almost double that of 12 
months earlier. 
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 The improved foreign reserve position has resulted 
from reduced imports and $188 million in 
additional special drawing rights allocations by the 
IMF in August and September. The 20% 
devaluation in April 2009 increased the value of 
reserves in Fiji dollars, but had no immediate 
impact on the underlying value of the reserves 
(which is measured in foreign currency terms). 

 The net fiscal deficit was close to target in 2009 as 
a result of aggressive expenditure cuts, particularly 
in operating expenditures, and slow capital project 
implementation (which remains a problematic 
issue). In 2009, for example, only around 50% of 
the capital budget was spent.  

Outlook 

 ADB projects the economy will contract by a 
further 0.5% in 2010. The economy is held back by 
an expected absence of growth in tourism receipts 
(driven by a projected easing in Australian 
outbound travel to the Fiji Islands and a decline in 
New Zealand outbound travel) and the continued 
decline of the sugar industry.  

 Rising oil prices, slow progress in structural 
reforms (in particular, land tenure reforms), and 
constrained capital project implementation create 
risk for further drag to economic performance. 
Other key risk areas to monitor are rising levels of 
government debt and financial sector stability. 

Key issues 

 Restrictions on publicly available economic 
information, including budget data, are hampering 
the monitoring of economic conditions.  

 However, it is clear that a short-term fiscal 
consolidation is essential. It will be important to 
avoid achieving the consolidation by reducing the 
quality and implementation rate of the 
government's capital spending program. The 
capital program is essential to avoiding or 
minimizing a contraction in 2010. 

 Structural reforms set out in the 2010 budget need 
to be managed to minimize adverse impacts and to 
ensure sustainability. For example, civil service 
reforms are best undertaken in parallel with efforts 
to create private sector jobs, and any land reform 
needs stakeholder ownership. 

 Rising public debt is a concern. Public debt is 
estimated to have exceeded 50% of GDP in 2009 
and, along with rising government contingent 
liabilities, poses a threat to fiscal sustainability and 
medium-term growth.  

 Poverty is growing and only strong and sustained 
economic growth can turn this around.  Lead authors: Emma Ferguson and Laisiasa Tora. 
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Nauru 
 

 The economy is projected to have contracted by 
0.7% in 2009 as global demand weakened and 
affected the demand for seafarers, copra prices and 
returns on offshore investments held in the Revenue 
Equalization Reserve Fund (RERF). Expectations for 
2010 is more positive—growth of 0.8% is forecast—
as conditions in major source markets improve.  

 Unsustainable fiscal deficits in previous years have 
necessitated large drawdowns from the RERF. 
Coupled with the global decline in asset values, the 
RERF has dropped below the 1996 benchmark level 
of A$4,500, in real per capita terms. 

 Inflation moderated to 6.6% in 2009 (y-o-y) as fuel 
and food prices eased. 

 Latest ADB estimates, based on the 2010 budget 
released in November 2009, show a small budget 
surplus. However, this surplus is too small to offset 
the reduction in the market value of the RERF, and 
its real per capita value remains on a downward 
trend. 

 Often-discussed improvements to governance 
arrangements for RERF have not progressed. Putting 
these in place remains critical to improved medium-
term economic prospects. The issues are soon to be 
explored through an Australian-funded study of the 
RERF. 

Lead authors: Emma Ferguson and Laiassa Tora. 

Fiscal balance 
 (% GDP)  

0

3

6

9

2006 07 08 09e 10f

ADB estimate
IMF estimate

Note: Budget balance estimates treat Revenue Equalization 
Reserve Fund (RERF) income as a revenue item. 
Source: ADB estimates based on Kiribati 2010 Budget and 
IMF Article IV staff report on Kiribati. 
 

RERF closing balance 
(A$ per capita, real)  

0

2000

4000

6000

2006 07 08 09e 10f

Note: Per capita RERF balance deflated by CPI. 
Source: ADB estimates based on Kiribati 2010 Budget. 

Export values and prices 
(% of 2007 GDP and $ per ton, quarterly) 

0

100

200

300

400

500

Jun07 Dec Jun08 Dec Jun09 Dec

$

0

5

10

15

20

25

% 2007 
GDP

Rock phosphate prices (lhs)
Export to Australia, % of GDP (rhs)

Note: Exports mostly consist of phosphate. 
Sources: ABS and World Bank Pink sheets. 

Lead author: Milovan Lucich. 

 While the 2008 spike in world demand for phosphate 
had helped Nauru increase export prices and 
volumes, lower demand and port damage severely 
restricted phosphate exports in 2009. This 
turnaround put a brake on economic activity. 

 The economy did, however, receive a boost in 2009 
from Digicel’s introduction of mobile telephony 
services in the second half of the year. Within 2 
weeks of the service’s introduction, more than 40% 
of residents had a mobile phone, marking one of the 
fastest take up rates of telephony in the world. 

 No overall growth was expected in 2009, as the 
boost from the introduction of mobile telephony was 
offset by the fall in phosphate exports. Growth of 
2.0% is expected in 2010 following an anticipated 
recovery in phosphate demand, although the rate of 
growth will be restrained by poor infrastructure. In 
2011, 4.0% growth is projected as infrastructure 
repairs alleviate the constraints and exports rise. 

 Inflation fell sharply in the second half of the year as 
the lagged effects of fuel price changes passed 
through. Inflation is estimated to have been 2.2% in 
2009. Slightly higher inflation is projected for 2010 
and 2011 on the back of higher fuel prices. 

Lead authors: Emma Ferguson and Laiassa Tora. 
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Federated States of Micronesia 

 The economy is forecast to grow by about 0.5% in 
2010, following four consecutive years of contraction. 
Growth will be supported by large donor-funded 
infrastructure projects, notably in fisheries and 
transport. However, weak industry linkages and private 
sector participation mean these projects will have only 
a small effect on the local economy in the short term. 

 A new financial management information system and 
tighter controls helped rein in spending in 2009, and a 
small deficit was achieved. However, more work needs 
to be done to secure long-term fiscal sustainability. 
Delays in tax reform and an annual decline of $0.8 
million in grants under the Compact of Free Association 
with the US are making it difficult to achieve fiscal 
surpluses. Surpluses are necessary to build up the 
public trust fund to the target level before the compact 
expires in 2024. 

Marshall Islands 

 The IMF projects a gradual recovery over 2010, with 
growth expected to reach 0.5% for the year. Weak 
domestic demand is still evident from an easing in the 
growth of food imports from the US.  

 Annual fiscal surpluses of about 5.0% of GDP are 
required over the long term to build up the public trust 
fund as a replacement for Compact grants ending in 
2024. Achieving these surpluses would require large 
fiscal adjustments—notably reduced expenditures and 
increased revenue collections through a more efficient 
tax system. These required adjustments will constrain 
growth prospects for the medium term. 

Palau 

 Tourism is showing signs of a turnaround. Arrivals from 
Taipei,China increased sharply in September and 
October 2009 on a year-on-year basis.  

 Domestic demand remains subdued. The reduction in 
public infrastructure outlays from recent high levels has 
dampened economic activity. Consumption spending is 
low, as reflected in the declining value of monthly food 
imports from the US, and government revenues are 
falling. 

 The improvement in Asian economies is positive news 
for the tourism-dependent Palauan economy. The 
turnaround in Japan is particularly important as Japan 
is Palau's major market. 

 However, reductions in government spending are 
forecast to lead to an overall economic contraction of 
about 1.0% in 2010. The 2010 budget cuts spending by 
about 10.0% to initiate an adjustment to sustainable 
levels. Measures to streamline the public service are 
also underway to help stabilize the fiscal position over 
the longer term.  

FSM real GDP growth 
(annual % change) 

-4

-2

0

2

4

2005 06 07 08 09e 10f

FSM=Federated States of Micronesia 
Source: ADB estimates. 
 
RMI fiscal adjustment 
(fiscal balance, % of GDP) 

-3

0

3

6

2006 08 10 12 14 16 18 20 22 24

Annual f iscal surpluses 
required to offset expiring 
Compact grants.

 RMI=Republic of the Marshall Islands 
 Source: International Monetary Fund. 
 
Palau visitor arrivals 
(persons; y-o-y % change, monthly) 

-60

-30

0

30

60

90

Jun08 Oct Feb09 Jun Oct

Total arrivals
From Japan
From Taipei,China

Source: Palau Visitors Authority. 

Lead author: Rommel Rabanal. 
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Papua New Guinea 
Recent developments 

 ExxonMobil Corporation and its partners have agreed to 
proceed with the $16 billion liquefied natural gas (LNG) 
project, conditional on clinching further binding sales 
agreements. This would be the biggest resource 
development project ever undertaken in PNG and could 
grow to contribute as much as 20% of annual GDP once 
operational. 

 Merchandise exports declined by 26% in 2009 in 
nominal dollar terms. Lower export income in turn 
reduced government revenue and slowed private 
consumption. In real terms, government revenues were 
down by more than 20% in 2009.  

 Despite the lower revenue outturn, real public 
expenditure increased by 3% as the government drew 
down heavily on savings accumulated during the recent 
commodity boom. A near-balanced budget was 
anticipated for 2009, but the deficit-to-GDP ratio 
probably exceeded 10% after including off-budget trust 
fund account payments.  

 Net expenditure from trust funds in the 9 months to the 
end of September 2009 was equivalent to about 6% of 
GDP and represents almost two-thirds of total trust fund 
payments since 2005.  

 The surge in government consumption probably 
explains a significant pick-up in import demand since 
the second quarter of 2009. Real kina imports from 
Australia increased by more than 20% in the second 
half of 2009 compared with the same period in 2008. 

 In response to lower inflation, the Bank of PNG reduced 
its monetary policy indicator rate by 1 percentage point 
to 7.0% in December 2009. Inflation has since 
increased slightly to 5.7% in December 2009 (y–o- y). 
Year average inflation was 6.9% in 2009. 

Outlook 

 The government expects the benefits from the LNG 
project to begin to flow in 2010, and is now factoring 
the project into the macroeconomic framework of the 
national budget. Official forecasts are for economic 
growth of 8.0% in 2010 and 6.2% in 2011. 

 ADB growth projections are more cautious than official 
estimates. Project offtake deals, along with the 
outstanding financing, must be finalized and there are 
risks that construction works will take some time to 
ramp up, even if final go-aheads are secured very soon. 
Using its experience with similar LNG projects, ADB 
projects that the major impacts on GDP are likely to 
commence in 2011. The ADB growth projection is 5.5% 
in 2010 and 7.7% in 2011. Inflation is expected to trend 
up in 2010 to 7.1% and reach 7.7% in 2011. Both 
domestic and external factors will contribute to 
inflationary pressures. 
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Papua New Guinea 
 Key issues 

 The large fiscal stimulus of 2009 was unnecessary 
given solid private sector activity associated with the 
LNG project. The 10% budget deficit was also notable 
for being substantially above the maximum level of 
4% set under the medium-term fiscal strategy. 
Deviations from the medium-term fiscal strategy run 
the risk of undermining macroeconomic stability, and 
tighter fiscal discipline is now needed. 

 The 2010 budget will bring the deficit, inclusive of 
trust fund account movements, to under the 4% 
maximum. It is important that this planned fiscal 
consolidation is achieved. 

 The central bank needs to retain a forward looking 
perspective. It must continue to closely monitor the 
economy and be prepared to tighten monetary policy 
quickly should the economy overheat and inflation 
begin to rise. Recent minimum wage increases are an 
additional source of inflation risk that will need to be 
monitored during the year. 

 A recent erosion of transparency in financial reporting 
presents further key challenges for 2010. The current 
practice of reporting fiscal balances exclusive of trust 
fund movements hinders macroeconomic 
management by obscuring the government's 
contribution to aggregate demand. The situation 
could be quickly corrected by adopting international 
practice and reporting the fiscal balance inclusive of 
trust fund movements. 

 Addressing the lack of transparency and infrequent 
reporting on how trust fund monies are spent would 
also be constructive. Notably, this would assist efforts 
to monitor the alignment of government expenditure 
with development priorities. There is likely to have 
been slippage on this front in 2009, given the 
relaxation of constraints on trust fund drawdowns and 
the rapid pace at which these monies were spent. 

 A further issue is a lack of information on location and 
use of $1.1 billion in funds raised to help pay for the 
state's equity in the LNG project. In March 2009, the 
government issued a 5-year $1.1 billion 
exchangeable bond to the International Petroleum 
Investment Corporation. The bond was issued 
through its nominee, a subsidiary of the Independent 
Public Business Corporation, against the 
government's holdings of shares in Oil Search.  

 Establishing an offshore sovereign wealth fund for the 
management and maintenance of natural resource 
revenues would do much to enhance transparency 
and accountability. It would also help reduce the risk 
of macroeconomic instability. As shown by the recent 
experience, the domestic financial system is too 
shallow to absorb large inflows of mining and oil 
revenue. 
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Lead author: Dominic Mellor. 
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Samoa 
 
 

Recent developments 

 The government deepened the response to the 
September tsunami with release of a S$95 million 
($38 million) supplementary budget in December. 
S$78 million is to be spent on tsunami relief and 
associated expenditure, with an emphasis on the 
rehabilitation of infrastructure in tsunami-affected 
areas. Additional funds are also provided to support 
social services, including fast–tracking a targeted 
school fee relief scheme originally prepared as a 
response to the economic slowdown. The budget also 
provides for relief for affected businesses. Notably, a 
credit line is to be established for the reconstruction 
of tourist facilities, and additional support is available 
for agriculture and fishing. 

 Around 70% of the additional expenditure will be 
funded by grants, with only a slight increase in the 
budget deficit.  

 Tourist arrivals increased by 7.7% in the first 10 
months of 2009 with the share of "family and friends" 
rising. However, arrival growth is expected to 
moderate to 3.9% in 2010, with tourist receipts also 
expected to slow in the wake of the tsunami. A 
contributing factor is that many family reunion visits 
appear to have been brought forward in response to 
the tsunami, which will create a lull in visits next 
year. 

 Remittances had fallen by 18% in real terms in 
September 2009 (y-o-y). While the tsunami response 
is likely to temporarily buoy remittances, this is likely 
to be at the expense of remittances in 2010. High 
unemployment rates elsewhere means remittances 
are likely to take some time to rebuild.  

 Foreign exchange reserves remain at comfortable 
levels, assisted by $9.3 million in balance of 
payments support provided by the IMF.  

Outlook 

 Growth of 0.5% is expected in FY2010 on the back of 
post-tsunami rebuilding and reconstruction efforts, 
and should improve thereafter as economic conditions 
normalize. Inflation is projected to moderate slightly 
to around 7.0% in FY2010.  

Key issues 

 A series of highly expansionary budgets of close to 
10% of GDP are planned. These will need to be debt-
financed, and will raise public debt above the target 
level of 40% of GDP. While large deficits are 
necessary to fund reconstruction, the fiscal position 
will only be sustainable if the deficit is quickly reined 
in to around 3% of GDP. The supplementary budget 
acknowledged the issue, while foreshadowing that  
fiscal consolidation may not be achievable until 
FY2013. Lead authors: Emma Ferguson and Laisiasa Tora. 
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Solomon Islands 
 
 
 
 

Recent developments 

 The Solomon Islands economy has been among the 
most affected in the Pacific by the global economic 
crisis. The global economic crisis brought forward 
the sharp economic slowdown that was expected 
between 2009 and 2015 because of the end of 
natural forest logging. Preliminary estimates are of 
zero economic growth in 2009. 

 The value of goods and services exports fell sharply 
over 2009. This was driven by a decline in export 
volumes of logs (33%), copra (39%), and fish 
(25%) over the first 11 months of 2009 compared 
with the same period in 2008. However, palm oil 
export volumes continued to rise, while cocoa 
volumes were at around the same level as in 2008. 
The current account deficit is projected to have 
reached 11% of GDP in 2009 and to reach 18% of 
GDP in 2010.  

 Despite deterioration in the merchandise trade 
balance, foreign reserves are above the central 
bank’s comfort level. Boosted by an allocation of 
special drawing rights by the IMF and a one-off 
internal transaction by one of the commercial 
banks, reserves were 4.8 months of imports by the 
end of 2009.  

 Reflecting the weakening economy, net credit to the 
private sector has slowed markedly. As of mid-
February 2010, net credit to the private sector was 
down by 1.1% on a year-on-year basis, compared 
to a growth rate of 21.6% the same time last year. 

 Inflation has eased from its peak of 25% (y-o-y) in 
August 2008, averaging around 8.0% in 2009.  

Outlook 

 A number of positives for the economy are expected 
to result in growth for 2010, albeit at a low 2.0%. 
The improvement in international commodity prices 
is expected to produce a small recovery in export-
based agriculture in 2010, and a recent pick-up in 
building approvals points to a likely improvement in 
construction. The real value of government 
expenditure is expected to rise, helped by additional 
support from development partners, and this will lift 
aggregate demand. In addition, a lower rate of 
decline in logging will reduce the industry’s drag on 
the economy. Inflation is expected to remain 
relatively high in 2010 because of the recent 
increase in world oil prices and is forecast to 
average 7.0% in 2010 and 7.5% in 2011. 
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Solomon Islands 
 
 
 
 

Key issues 

 The 2010 Budget is based on a 10.0% real increase in 
revenue. This includes an assumed 6.3% increase in 
the real value of tax revenues, and a large increase in 
non-tax revenue as new penalties, fees and revenue-
saving administrative measures come into play. 
Additional budget support is also factored in, including 
a grant of SI$40 million (around $5 million) to be 
provided by ADB, and an additional SI$35 million 
(around $4.5 million) in sector budget support 
provided by Australia and New Zealand in January 
2010.  

 The expected increase in revenue allows for a 
substantial increase in the real value of government 
expenditure in 2010. Prudent use of the additional 
funds will be critical to helping the economy recover 
from the slowdown and begin a needed diversification 
away from dependence on logging and foreign aid.  

 A key concern is the need to reverse large cuts to 
both recurrent and development spending in 2009. 
The wage and salary bill is given priority, which rose 
by more than 5% over the year. In contrast, large 
cuts have been made to non-payroll items vital to the 
delivery of essential health and education services and 
infrastructure maintenance.  

 The 2010 Budget does make some progress in 
correcting for last year’s cuts. Priority will be given to 
funding for education (notably for implementation of 
the “fee free” policy for basic education), health, law 
and order, funding of the 2010 election (e.g., via 
funding for the Ministry of Home Affairs), and support 
for income-earning activities. The additional budget 
support has allowed for an increase in funding for 
non-payroll costs. The government's contribution to 
the development budget has also increased 
substantially.  

 Key risk factors in the 2010 budget will need to be 
monitored. First, there is potential for an over-
estimation of domestic revenue; the projected 
increase in revenue is at the upper end of plausible 
estimates for the latest GDP forecast. Second, there 
are specific risks on the expenditure side, including 
the need to fund yet-to-be determined increases in 
entitlements for members of Parliament for 2009 and 
2010, and the expenditure pressures that will arise 
from the 2010 national election. 

 Some early slippage is already evident. The 2010 
Budget provided for a 5.0% general increase in public 
service wage rates, but the independent Trade 
Disputes Panel issued a 7.5% pay raise in December, 
after the budget was tabled in Parliament. Tight 
expenditure management will be required if such a 
large pay increase is to be absorbed by the budget 
without compromising service delivery. 
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Timor-Leste 
 
 
 

Government expenditure 

0

300

600

900

2005 06 07 08 09e

U
S$

 m
illi

on

0

50

100

150

200

ratio to G
D

P (%
)

Donor-funded

Ow n-funded

Total expenditure
(ratio to GDP, rhs)

Note: GDP is exclusive of petroleum production 
Source: ADB staff estimates based on Government of Timor-
Leste. 2009. General Budget of the State and State Plan for 
2010. October. 
 
Indicators of aggregate demand 
(index: Jun 2007=100, quarterly) 

0

200

400

600

800

Sep07 Mar08 Sep08 Mar09 Sep09

Cell phone subscribers

Private electricity
consumption

Vehicle registrations

Source: Timor-Leste National Statistics Directorate quarterly 
statistical indicators, various quarters. 
 
Rate of budget execution 
(% of budget spent, end-of-period) 

0

20

40

60

80

100

FY2006/07 FY2007
(Transition

Period)

FY2008 FY2009   
(as of end-

Q3)

Note: Figure for FY2009 is the share of annual budget spent 
over the first three quarters of the year. 
Source: United Nations Integrated Mission in Timor-Leste. 
2009. Monthly Governance Report. December. 

Recent developments 

 2009 saw a continued surge in economic activity, 
driven by the flow through of the recent buildup in 
government expenditure. Rising aggregate demand 
is evident in rapid increases in a range of economic 
indicators, including vehicle registrations, cell phone 
subscriptions, and private electricity consumption. 
Economic growth is estimated to have increased 
5.0% in 2009 (excluding offshore petroleum 
production). 

 While aggregate demand was up overall in 2009, 
there was a significant softening within the year. As 
of December 2009, the real value of merchandise 
imports was down by 31.8% on a year-on-year 
basis (3-month moving average). For the entire 
year, the real value of merchandise imports rose by 
10.3% in 2009, well below the 32.7% increase of 
2008. 

 There was a sharp reversal in inflation over 2009, 
with prices falling on a year-on-year basis from May 
to November 2009. Annual average inflation was a 
low 0.1% in 2009. 

Outlook 

 The economic outlook remains highly dependent on 
the government budget. The 2010 budget provides 
for a 27.3% increase in self-funded government 
expenditure over the 2009 actual level. This is 
budgeted to more than offset an expected decline 
in donor-funded outlays, and result in a small 
overall increase in government expenditure.  

 As in earlier years, the own-funded part of the 
budget is unlikely to be fully spent. However, 
continued progress in building implementation 
capacity is expected to lift the rate of budget 
execution over the medium term. The actual level 
of own-funded government expenditure, which is 
the part of the budget most important to the local 
economy, is expected to rise and accelerate growth 
in non-petroleum GDP to 7.0% in 2010.  

 Inflation is expected to ease closer to regional 
comparators in 2010, and average 3.2% over the 
year. 

Key issue 

 Savings in the Petroleum Fund had reached $5.4 
billion by the end of 2009, around nine times the 
annual non-petroleum GDP. This provides a solid 
fiscal foundation for a much-needed acceleration of 
poverty reduction efforts. A key challenge is to 
ensure that the framework for using these financial 
resources allows for substantial, high-returning 
investments in physical and human capital, in an 
open and transparent manner.  

Lead authors: Rommel Rabanal and Craig Sugden.
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Tonga 
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Lead authors: Emma Ferguson and Laisiasa Tora. 

Recent developments 

 Tonga's economy contracted by 0.4% in FY2009 as 
the impact of the global economic crisis reduced the 
real value of remittances and household income. 
Drop-offs in bank lending and bank profits associated 
with past over-lending contributed to the downturn. 

 The overall weakness in the economy is evident in 
the decline in key economic indicators: electricity 
consumption, new registration of motor vehicles, and 
imports. Imports in nominal terms fell by 10% in the 
first half of 2009 compared with the same period in 
2008, with a more pronounced decline recorded in 
the imports of fuel, and machinery and transport 
equipment. 

 Remittances have remained weak into FY 2010. In 
real terms, remittances were down by almost 20% 
over calendar year 2009. 

 Tourist arrivals moderated in the first 9 months of 
2009 due to a sharp decline in visitors from New 
Zealand (which make up 35% of total tourist 
arrivals).  

 Inflation eased to 0.4% on a year-on-year basis by 
November. 

Outlook 

 Slight growth of 0.4% is expected in FY2010, assisted 
by the injection of US$10 million in budget support 
from an ADB economic recovery program and a small 
improvement in tourism. 

Key issues 

 The government collected T$55 million in revenue, 
exclusive of grants, over the first 6 months of 
FY2010. This is only a third of total collections 
projected for the year. The drop-off in revenue is 
placing considerable pressure on public programs. 
The government is committed to maintaining social 
expenditures, and has begun making spending cuts 
to relieve the fiscal pressure and minimize reductions 
in service delivery. Rigorous expenditure control and 
prioritization will be required, coupled with efforts to 
improve revenue enforcement and overcome the 
unexpectedly poor revenue performance.  

 Public debt levels were estimated at 31.3% of GDP in 
September 2009. This and other debt indicators are 
above threshold levels set by the IMF and World 
Bank. Further borrowing would add to the risk of debt 
distress, which is already high. This restricts the 
government's options for managing the rising fiscal 
deficit threatened by the revenue shortfall.  

 Ensuring that the loans secured for reconstruction are 
used to increase productive capacity of the economy 
will help ease the debt situation. Continuing public 
sector reform will also help by improving the 
economic capacity to service public debt. 
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Recent developments 

 Vanuatu is estimated to have grown by 3.8% in 
2009, an unprecedented 7th consecutive year of 
growth. This growth, however, was well down from 
the average 6.5% growth experienced in the 
previous 5 years. Growth in 2009 was driven mainly 
by tourism services and construction. Agriculture and 
retail were relatively weak. 

 Import demand weakened in 2009. This reflects 
weakness in the economy outside of the tourism and 
construction sectors, as well as the savings offered 
by lower oil prices. The current account deficit is 
estimated to have narrowed from 6.9% in 2008 to 
around 3.7% in 2009 due to higher tourism receipts.  

 The economy grew by around 1.5% in 2009, in line 
with the historical average—a noteworthy 
performance given the global slowdown. Growth was 
driven by public administration, health and education, 
and construction. ADB expects growth to be around 
1.6% in 2010. 

 Household dependence on declining remittance 
income from Tuvaluan seafarers is likely to have 
produced a fall in real income over the past 2 years. 
Although full data on the extent of job losses is 
unavailable, one agent alone reported a steady 
decline in the number of active seafarers to just 110 
in 2009, from a peak of 165 in 2001. 

 High fish license revenues in 2008 and 2009, along 
with donor contributions, provided relatively favorable 
fiscal outturns. A budget surplus, around 4.6% of 
GDP, is estimated for 2009.  

 In 2009, the Tuvalu Trust Fund market value was 
13.3% below its maintained value, which means 
there was no distribution to the 2009 budget. 
Distributions are unlikely for several years. 

 In 2010, revenue collections are forecast at A$24.9 
million, and the government's core expenditure 
program at A$32.5 million (an increase of 0.6% over 
the 2009 level). A budget deficit of A$7.6 million 
(excluding financing from the Consolidated 
Investment Fund) is anticipated. 

 The volatility of fish license revenue and the lack of 
control in big-ticket budget items, such as the 
scholarship and medical schemes, present underlying 
risks to the fiscal position. These must be addressed 
to ensure macroeconomic stability. 

The lead author of the section is… 
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Lead authors: Emma Ferguson and Laisiasa Tora. 
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 In 2009, revenue declined in real terms as value 
added tax and import duty collections slowed. 
Development spending also declined in real terms. 

 After averaging 5.8% in 2008, inflation moderated 
in the second half of 2009 to average 4.5% for the 
year. This was above the Reserve Bank of 
Vanuatu's target of under 4.0%.  

Outlook 

 Economic growth of 4.6% is expected to accelerate 
in 2010, driven by continued strength in tourism 
and construction. Agriculture and retail are 
expected to recover modestly. However, emerging 
capacity constraints in tourism are expected to see 
growth ease to 4% in 2011. 

 The current account deficit is expected to widen in 
2010 and 2011 as the recovery in domestic 
demand increases imports.  

 Inflation is expected to remain above target levels 
in 2010 and 2011, kept up by higher fuel prices. 

 The government has forecast a near-balanced 
budget for 2010, compared with the small 
surpluses it has run in recent years. Total 
recurrent revenue is forecast to increase by more 
than 12% in real terms. Donor budget support has 
also increased, allowing an almost 20% real 
increase in total spending including a doubling of 
development expenditures. These increases 
include a record number of spending proposals, 
such as the phased introduction of fee-free 
education.  

Key issues 

 The budget papers describe both the expenditure 
and revenue estimates as being at the "limits of 
the level consistent with fiscal prudence," given 
internal targets of balanced or surplus budgets. 

 Fiscal pressures may rise over the medium term as 
various free trade agreements come into force. 
This would place future expenditure increases in 
doubt, unless the government takes early action. 
Such action could include replacing import duties 
by excises which are not affected by trade 
agreements. In addition to providing revenue 
stability, this would have the benefit of lessening 
protection for local producers. 

 With public debt now below 20% of GDP and 
economic prospects firm, Vanuatu arguably now 
has the fiscal capacity to increase borrowing for 
investment in sound public projects. This would 
allow Vanuatu to accelerate its progress toward 
the Millennium Development Goals, progress that 
has tended to lag behind the recent gains in 
economic growth. 
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Impacts on informal sector workers 
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 The economic slowdown triggered by the global 
economic crisis has added to hardship in the Pacific. 
Broad estimates suggest an additional 50,000 Pacific 
Islanders will be living below the poverty line by the 
end of 2010 because of the global economic crisis 
(see ”Rising Hardship” in the November 2009 Pacific 
Economic Monitor). This section looks to better 
understand who these people are likely to be and 
when impacts are likely to end, via a study of 
employment and income data. 

 Most Pacific labor is engaged in subsistence and 
informal sector activities. The latest estimates show 
that 70% to 80% of the labor force in Kiribati, PNG, 
Solomon Islands, and Vanuatu is engaged in these 
activities (often described in population census and 
household surveys as wage and own-account work). 
The share is lower at higher incomes, reflecting the 
stronger formal economies at higher income levels. 
For example, the share of subsistence activities is 
almost zero in Palau, which is dominated by the 
formal sector.  

 Household income and expenditure surveys support 
the conventional view that those more dependent on 
subsistence activities are more likely to be 
vulnerable. That is, income from subsistence 
activities is more important to those in the lower 
income groups than to those in the higher income 
groups—the income from subsistence activities is 
equal to the estimated market value of their own 
consumption/production. This is despite the access to 
land and other resources enjoyed by those who earn 
subsistence income. 

 For example, households in the third lowest income 
decile in the FSM report that around 45% of their 
income is earned from their own production. In 
comparison, the highest income deciles report that 
only around 10% of their income is from their own 
consumption. 

 A subsistence worker is independent of market-based 
activities, so although they are often among the most 
vulnerable, they would not be directly affected by the 
economic slowdown. 

 However, with the monetization of economies, many 
areas that once were largely subsistence-based are 
now more diversified. Workers are earning cash and 
are well into the transition to the informal sector. 
Subsistence-based farmers are increasingly less 
common. It follows that the safeguards provided by 
traditional lifestyles is in decline.  

 Not surprisingly, household income and expenditure 
surveys show a high representation of those engaged 
in informal sector activities—such as those earning 
cash from agriculture, fishing, and small scale and 
home-based activities—among the lower income 
groups.  
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Impacts on informal sector workers 
 Samoa: Own produce consumed 
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This section prepared jointly by staff of ADB, Pacific 
Economic Management Technical Assistance project, 
and United Nations Development Programme. 

 There are exceptions to the observation that those in 
the informal sector are more likely to be among the 
vulnerable. For example, areas that grow export tree 
crops can be relatively high-income areas. The last 
PNG census found that households in relatively 
better-off districts are about as likely to be engaged 
in selling export tree crops as their counterparts in 
poorer areas.  

 Those that are close to major urban markets and can 
thus sell food may also not be vulnerable. While many 
people engaged in agriculture are vulnerable, some 
are not. 

 Nonetheless, it appears reasonable to conclude that 
the situation of many of those in the informal sector 
has deteriorated. The general decline in economic 
activity would have reduced the demand for many 
small scale activities, such as selling fish, meals, and 
betel nut by the roadside. Service providers, such as 
taxi and bus operators and small building contractors, 
likely would have faced lower demand as 
discretionary spending power eroded. Those doing 
casual work, either paid or provided on an in-kind 
basis, to supplement other sources of income have 
probably found it harder to secure work. These effects 
would have deepened existing vulnerability and 
placed more people at risk of becoming vulnerable. 

 A key concern is that these adverse impacts follow 
the very high inflation in 2008 and 2009 brought on 
by the surge in international commodity prices. The 
high inflation would have substantially reduced real 
incomes. It is unclear if coping mechanisms have 
enough reserve capacity left to handle the stress of 
additional shocks.  

 Those exporting tree crops have been affected by the 
fall in international prices for tree crops. As discussed 
in the next section, the combined effect of lower tree 
crop prices and high inflation probably mean many 
small holders are now worse off than they were 5 or 
so years ago. 

 It is difficult to quantify the depth and breadth of 
theses impacts on the informal sector, given the lack 
of up-to-date data. The shortage of information is a 
troublesome barrier to the formulation of a sound 
response to the economic slowdown.  

 It is important to keep in mind that the news is not all 
bad. Notably, there is considerable anecdotal 
evidence of an expansion in food gardens in many 
parts of the region as households switch consumption 
from imported to locally produced foods. This was 
triggered by the rapid rise in prices in 2008, but was 
given further impetus by the economic slowdown (in 
much the same way gardens expanded around Port 
Moresby in the 1990s as conditions worsened). This 
creates opportunities for some. So while the informal 
sector is likely to be weaker overall, some participants 
may be benefiting.  
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Kiribati: Household income distribution by source 
(% of total income) 
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Note: The 1st group is the lowest income group. 
Source: Kiribati Household Income and Expenditure Survey 2006. 
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 Household income distribution by source  
(% of total income) 
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Note: The vulnerable are those living below the national poverty lines. Those at-risk have incomes only just above the national poverty line. 
Sources: Samoa Household Income and Expenditure Survey 2002 and Tuvalu Household Income and Expenditure Survey 2005. 
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The exporting smallholder 
 

 
 

Lead authors: Dominic Mellor and Craig Sugden. 

 The global economic crisis offered one benefit—it 
relieved the pressure on international commodity 
prices. This in turn reduced inflationary pressures 
in the Pacific and halted the deterioration in 
spending power borne by net buyers of food—
notably urban dwellers with formal employment 
who no longer rely on their own food gardens.  

 But for many living in rural areas it meant a decline 
in income as prices for their agricultural 
commodities fell. While this was most pronounced 
in the agriculture-intensive Melanesian economies, 
it was also felt elsewhere. The extent of the decline 
is evident in the large drop in incomes from 
agricultural exports, which are mainly exports of 
tree crops.  

 The recent decline in prices followed a period of 
high international prices. It is possible that these 
good times meant some were well prepared to cope 
with the price drops. However, the global economic 
crisis has largely, if not completely, unwound the 
income gains that many agricultural exporters 
enjoyed from 2005 to early 2008.  

 This is shown by a recent study of PNG’s 
smallholders, which provided a longer term 
perspective on real incomes in the agriculture 
sector. The study analyzed detailed commodity and 
consumer price data between 1977 and 2009 
across the country’s key cash crop regions. The 
income gains from higher kina prices for 
agricultural commodities were compared with local 
price increases for consumer items. Calculations 
were made of the extra income from higher export 
prices less the extra cost of consumer items. 

 Producers of palm oil, coffee, cocoa, and copra 
were all found to be worse off by March 2009 
compared with late 2007. Importantly, palm oil 
producers still enjoyed the benefits of good income 
growth since the mid-1990s. But copra and cocoa 
producers were found to be no better off than they 
were 10 years ago, while coffee producers are 
substantially worse off. 

 So even though PNG is growing well overall, large 
population groups are facing extra stress because 
of recent global developments. This includes coffee 
growing areas of the highlands, and island and 
coastal areas that do not produce palm oil. Copra 
and cocoa producers elsewhere in the Pacific are 
probably also facing extra stress. As discussed 
previously, the impacts of lower revenue from tree 
crop exports are probably being felt across income 
groups, and not just among the vulnerable. 

 As a generalization, it is unlikely that other groups 
of workers would have borne such a large reversal 
of income.  
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Impacts on formal sector workers 
 
 Samoa: Contribution to real GDP 
growth 
(percentage points, quarter-on-quarter)  
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Sources: ADB estimates based on data from the Samoa 
Ministry of Finance. 
 
Cook Islands: Contribution to net 
value added tax growth 
(percentage points, quarter-on-quarter)  
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Source: ADB estimates based on Cook Islands Statistics 
Office. 2009. Quarterly Statistics Bulletin. September. 

Local employment 

 The effects of the global economic crisis on the formal 
sector are probably larger than those on the informal 
sector. Key concerns to workers and businesses in 
the formal sector are the decline in remittances and 
income from offshore investments, impacts on 
tourism, and the impact of fiscal correction required 
in response to weakening government revenue. The 
decline in world prices for agricultural products has 
also fed through to the formal sector. Jobs have been 
lost, hours worked have been reduced, wage growth 
has slowed, and many businesses have borne a fall in 
income. 

 While the ways the global economic crisis will impact 
the formal sector are readily identified, a shortage of 
data makes the breadth and depth of these impacts 
difficult to monitor. For example, only Samoa 
produces quarterly GDP data, and only Samoa and 
PNG produce sector employment data between major 
labor force surveys (and then with a lag of around 6 
months). The data gaps are not as severe as for the 
informal sector, but they are a barrier to the 
proactive management of Pacific economies.  

 A key insight is that some workers are, or are at risk 
of becoming, the “working poor.”  

 Those working in the formal sector tend to be better 
off. This can be seen from the higher share of income 
earned from wages and businesses in the higher 
income groups. This means that many of the impacts 
on the formal sector fall on those that are better able 
to cope with the shocks. 

 But not all formal sector workers enjoy relatively high 
incomes. This is reflected in the data from Solomon 
Islands, which is probably indicative of patterns 
across the region. While highly paid workers can be 
found in most industries in Solomon Islands, they are 
concentrated in the finance industry, transport, 
communications, and public administration. The key 
extractive industry (forestry) and real estate and 
business activities also are weighted toward higher 
income earners. Teachers and public servants make 
up much of the middle class of wage earners 
(although a sizeable number of education and health 
workers are also in lower income groups).  

 The lowest paid workers tend to work in agriculture, 
construction, trade, and some personal services. This 
reflects the presence of many low-skilled jobs in 
these industries. These industries also tend to have a 
“double peak”, a group of lower paid workers and a 
smaller group of higher paid workers (presumably the 
higher skilled professionals or managers).  
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Solomon Islands: Household income by industry of employment 
(% of total income, for those employed in the formal sector) 
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Note: The 1st group is the lowest income group. 
Source: Solomon Islands Household Income and Expenditure Survey 2006. 
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Impacts on formal sector workers 
 

Remittances in total income 
(% of total income, latest estimate) 
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 The lowest paid workers in these industries are the 
most likely to comprise the vulnerable wage and 
salary earners identified in the household surveys, 
(see the charts for Samoa and Tuvalu on page 22). 

 A second key insight is that industries that employ 
lower paid workers are among those most exposed 
to the impacts of the global economic crisis. 

 For example, much of Samoa's economic contraction 
in FY2009 was caused by a decline in manufacturing 
(largely a result of cutbacks at Yazaki Samoa). Tax 
data from the Cook Islands suggest the economic 
contraction there was felt mainly as a decline in 
wholesale and retail trade. These activities probably 
bore the brunt of the slowdown in tourism. 
Elsewhere in the region, these same activities would 
have been negatively affected by the decline in 
remittances.  

 The construction sector is also exposed to the 
easing of domestic and foreign private investment 
that is expected in a weakening economy. Some 
countries have planned to increase public 
investment to help offset a decline in private 
construction. However, with the possible exception 
of PNG, the increase in public investment is still in 
its infancy. 

Overseas employment 

 The reduction in international trade volumes arising 
from the global crisis weakened the demand for 
(and hence the income of) seafarers from the 
Pacific. This is particularly important to Kiribati and 
Tuvalu.  

 In Tuvalu, seafarers’ remittances form a significant 
portion of the incomes of poor households. Many of 
these lower income families are in the outer islands, 
where other forms of income (e.g., formal sector 
jobs) can be scarce. Therefore, the contraction in 
employment for seafarers tended to hit the most 
vulnerable members of the community hardest. In 
contrast, seafarers’ remittances in Kiribati appear to 
be skewed toward higher income households. 

 The global crisis also reduced other job opportunities 
overseas, both for temporary workers and families 
that have moved abroad. The adverse impact on 
remittances is clear; the latest estimates are for an 
annual decline of about 20% in real terms in Tonga 
and in Samoa.  

 Impacts are likely to have been relatively higher for 
lower income groups. Those who lost their jobs 
overseas are more likely to be in lower skilled work, 
and have lower income families at home. Because 
remittances tend to be a larger share of income for 
lower income groups, this suggests the vulnerable 
have been hardest-hit by the decline in remittances. 

This section prepared jointly by staff of ADB, the Pacific 
Economic Management Technical Assistance project  
and the United Nations Development Programme.
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Are females at higher risk? 
 

Sources of income of vulnerable 
households 
(% of total income, latest estimate)  
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 Economic impacts by gender are also potentially 
important. A key concern is whether the economic 
slowdown has affected female workers more than 
males. If so, the response to the global economic 
crisis should pay extra attention to the needs of 
women. Again, the likely impacts can only be 
inferred indirectly. The data point to effects on both 
women and men. 

 Women often carry a higher share of the burden of 
small-scale activities in the informal sector, such as 
tending family vegetable gardens, preparing food 
for sale, and selling at roadside shops, kiosks, and 
markets. This burden is likely to have risen, as the 
weakening in formal sector labor markets required 
people to find alternative sources of livelihood in the 
informal sector.  

 At the same time, men may be required to make a 
larger contribution through other activities. For 
example, men have undertaken more agricultural 
work, such as growing the root crops needed to 
replace imported staples that are no longer 
affordable. 

 Within the formal sector, women account for a 
larger share of manufacturing employment in 
Samoa and Tonga. The latest surveys reported that 
61% of working women in Tonga and 34% in 
Samoa have manufacturing jobs; these include 
small-scale production activities, many of which 
would be home-based. These women would have 
borne the brunt of cutbacks in manufacturing 
activity, notably at Yasaki's operations in Samoa.  

 Men account for a larger share of manufacturing 
workers in the Fiji Islands, where the region's 
manufacturing activity is concentrated. 
Construction, another industry highly exposed to 
the economic slowdown, is also male-dominated. 
Therefore, some of the impacts of the global 
economic crisis  may have affected male workers 
more than female workers.  

 Significantly, employment in the trade industry, 
comprising retail and wholesale trade, is reported as 
distributed fairly evenly among women and men. 

 Analysis of income sources for vulnerable 
households show a similar pattern across 
households headed by women and men. However, 
remittances appear to be more important to female-
headed households. This is expected, as many 
remittances are from absent male partners working 
overseas.  

 Where males employed overseas earn less income, 
the stress of coping with declining remittances 
would fall on the women at home. The stress is 
potentially even higher if men put out of work 
return home to unemployment. 

This section prepared jointly by staff of ADB, the Pacific 
Economic Management Technical Assistance project, 
and the United Nations Development Programme. 
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Employment by gender by industry 
(% share of employment)  
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Impacts on workers: key observations 
 
 There is little real-time data on the human impact of the global economic crisis. Indirect analysis is 

possible, however, by studying sources of income, the structure of labor markets, and changes in 
economic activity.  

 Support is found for the view that the global economic crisis has added to hardship in the Pacific. 
This is because those facing hardship are overrepresented in the areas of the economy hit hardest 
by the economic slowdown. This adds further weight to the case for reorienting public policy in the 
Pacific toward the needs of the vulnerable.  

 The working poor are probably the most exposed group. Starting from a position of vulnerability, 
their incomes are likely to have declined as construction, manufacturing, and retail and wholesale 
activity weakened.  

 Many countries face the problem of a decline in remittances from overseas. This is likely to have 
affected the vulnerable members of the community the most. 

 The global economic crisis follows the stress arising from high inflation in 2008 and 2009. While 
high inflation affected everyone, its consequences hit the vulnerable (such as the elderly, single-
parent households, and the urban unemployed) particularly hard. While these groups are not the 
most exposed to the global economic crisis itself, their needs are likely to remain high. 

 Public sectors have been relatively less affected than other parts of the economy. Public sector 
workers tend to be among the better paid, public sector employment cuts have been avoided to 
date, and a number of countries have provided pay increases (e.g., 10% in Tonga in 2009, and 
12.0% in Solomon Islands over 2009 and 2010). Although government workers have as a group 
been the least affected directly, they are bearing indirect effects. Anecdotal evidence indicates 
that those whose incomes have fallen are turning to family members with secure public sector 
jobs for financial help.  

 This leads to a key observation. Where remittances from overseas have fallen or other events 
have left a hole in household budgets, these income gaps are probably being partly filled by 
requests for additional domestic remittances from higher-income family and community members. 
In this way, the adverse impact of the economic slowdown is being shared across communities. 

An illustrative profile of vulnerability and exposure 
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                            Sources: ADB and United Nations Development Programme staff estimates. 
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 Preserving the delivery of basic social services is an 
important way governments can lessen the extra 
economic stress many people are now bearing. Yet 
service delivery faces a number of threats, 
including 

— a weakening in government revenue; 

— the residual effects of high inflation in 2008 and 
2009, including calls for cost-of-living 
adjustments to the pay rates of public servants; 

— the pressures of approaching national elections; 
and 

— in some cases, the diversion of public funds to 
seemingly low-value activities, such as subsidies 
for businesses and nonessential public 
investment.  

 How have governments managed these pressures? 
Have they successfully preserved the delivery of 
essential services and lessened the impacts of the 
global economic crisis? 

 One way to answer these questions is to examine 
the funding for essential services. Based on the 
study of a sample of Pacific economies, there is 
some encouraging news.  

 Of seven economies studied, four have budgeted 
for sizeable increases in the real value of health 
funding in 2010. Three others have budgeted for 
sizeable increases in the real value of education 
(excluding tertiary education) in 2010, while two 
others have budgeted to maintain funding at 2009 
levels. In most cases, the budgeted increase for 
2010 more than reverses any cuts made in 2009.  

 Of the seven economies studied, only the Marshall 
Islands is making large cuts to both health and 
education spending. This is linked to a long 
foreshadowed reduction in financial assistance from 
the US (that funds most social sector spending). 
There is also a sizable reduction in the real value of 
funding for Timor-Leste’s health sector in the 2-
year period from FY2009 to FY2010. 

 Four key qualifications need to be made to this 
generally encouraging assessment.  

 The first qualification is that only some of the 
countries in the study appear to have prioritized the 
social sectors.  In most cases, the budget share for 
social services is declining.  

 In Samoa, there is a good reason why the social 
sectors are receiving less of the budget. Samoa’s 
increase in capital expenditure—planned in 
response to the global economic crisis and now 
needed for tsunami reconstruction—accounts for 
part of the decline in spending on social services.  

Preserving social services 
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Preserving social services 
 However, the declining sector share elsewhere at a 

time when social stress is on the rise warrants 
close attention.  

 The second qualification is that the budget 
allocations for FY2010 may not be realized. 
Reasons for this include the following:  

— Tax collections are weak. Tonga, for example, is 
facing a very poor revenue performance for 
FY2010, and large overall spending cuts appear 
likely. 

— Budgets often overestimate donor funding in the 
upcoming year. This is important, as donors 
contribute a sizeable share of funding for social 
services—from 17% to 87% in the countries 
studied.  

 The third qualification is that the increases in 
social sector spending are largely attributable to 
increased funding from donors. If donor 
contributions were excluded, only PNG and Samoa 
would be reporting increases in funding for health 
and education from FY2008 to FY2010. The real 
value of the other governments’ own funding for 
social services is declining. 

 The Pacific has been fortunate that a number of 
donors had been planning to gear up their support 
for health and education even before the global 
economic crisis (e.g., the prioritization of the 
pursuit of the Millennium Development Goals by 
Australia). This meant that increased foreign aid 
started to flow through just as the need was rising. 
Donors have also helped by reacting quickly to the 
economic slowdown. Increases in health and 
education sector budget support to Solomon 
Islands by Australia and New Zealand, and support 
by these donors for a fee-free education policy in 
Samoa, are notable examples. Without this backup 
from donors, the delivery of social services would 
be at risk. 

 The fourth qualification is that quality matters,  
not just funding levels. Higher spending in social 
sectors does not necessarily translate into better 
results. For example, expanding funding for 
overseas medical treatment, rather than prioritizing 
spending on the delivery of primary health care 
services, is likely to decrease overall effectiveness 
even though health funding may increase. 
Similarly, large increases in overseas scholarships 
for a small number of students, or an emphasis on 
higher education rather than primary education, 
may be made at the expense of long term 
development outcomes. 

 In this respect, the split of budgets between payroll 
and other operating costs is an important 
dimension.  
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Preserving social services  
  Payroll increases are a common source of fiscal 

stress in the Pacific. A closely associated problem is 
a shortage of funds for the goods and services (e.g., 
medicines and teaching materials) needed by staff 
to perform their jobs properly. 

 An economist’s analysis of the situation would point 
to the potential budget consequences of imbalances 
in bargaining power. The relatively well educated 
and politically influential public service may gain 
more sway over the budget than the general 
population, who are the primary users of social 
services. Any such imbalance in power could see 
payroll expenses prioritized over other expenses. 

 The budget outcomes do indeed point to a 
preference for payroll costs in some countries 
during the FY2008 to FY2010 period. This can be 
seen by comparison of the dollars spent on non-
payroll operating costs for every dollar spent on the 
payroll. Only PNG (for education only) and Tonga 
plan to spend more on goods and services than on 
the payroll. This suggests they are prioritizing non-
payroll costs.  

 In contrast, in 2009, Solomon Islands made a 
10.0% cut to non-payroll expenditures, followed by 
a further 25.0% cut (which was relaxed late in the 
year). But public servants received a general wage 
increase of 4.5% over the same period. While the 
2010 budget largely corrected for the decline in 
goods and services spending, the likelihood of 
achieving the budget is weighted to the downside. A 
key factor here is that a further general pay 
increase of 7.5% is to be made in 2010, more than 
the budgeted increase of only 5.0%. 

 A focus on quality would allow more to be 
accomplished with existing budgets. Doing more is 
important to helping ease the stress from the global 
economic crisis even if budgets cannot be increased. 
Tonga, for example, has embarked on an ambitious 
set of reforms to improve the efficiency and equity 
of education spending (under the Tonga Education 
Sector Support Program supported by New Zealand 
and the World Bank). School grants are to be 
allocated according to a formula that reflects school 
size, location, remoteness, and a socioeconomic 
factor based on the household income earning index 
from the census. Given that the shortfall in 
standards occurs among the poorest schools, many 
of which are in the outer islands, these reforms are 
a major pro-poor initiative.  

 If the loss of recent gains in human development is 
to be minimized in 2010, it is important that both 
the level and quality of spending receive close 
attention during the year. 

Lead authors: Craig Sugden and Allison Woodruff. 
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Government expenditure on social services 

 

Sector Expenditure Development partner funds Government own-funds
FY2008 FY2009 FY2010 FY2008 FY2009 FY2010 FY2008 FY2009 FY2010
(million local currency units) (million local currency units) (million local currency units)

Health
Cook Islands (NZ$) 11.3        12.8        13.3        0.4           1.2           2.0           10.9        11.6        11.2        
Marshall Islands (US$) 22.4        22.9        20.9        19.3         19.9         17.9         3.1          3.1          3.1          
PNG (kina) 612.0      654.9      882.0      143.6       172.3       283.9       468.4      482.6      598.1      
Samoa (tala) 65.6        81.1        87.9        6.3           11.0         20.9         59.3        70.1        67.0        
Solomon Islands (SI$) 374.5      353.7      464.1      108.9       108.9       162.6       265.5      244.8      301.6      
Tonga (pa'anga) 24.8        25.1        35.2        1.0           5.7           12.1         23.7        19.4        23.1        
Timor-Leste ($) 50.0        46.0        47.0        25.4         21.6         23.9         24.5        24.4        23.1        

Education (non-tertiary)
Cook Islands (NZ$) 13.6        14.5        16.9        2.2           2.6           5.3           11.4        11.9        11.7        
Marshall Islands (US$) 30.2        29.1        28.3        26.0         24.9         24.4         4.2          4.1          4.0          
PNG (kina) 810.0      924.2      929.7      87.0         147.8       200.3       723.1      776.4      729.3      
Samoa (tala) 67.1        82.9        89.5        14.6         23.6         31.4         52.5        59.3        58.1        
Solomon Islands (SI$) 495.5      443.0      581.9      96.6         53.4         112.8       398.9      389.7      469.1      
Tonga (pa'anga) 24.8        34.2        36.9        3.0           10.7         10.5         21.7        23.6        26.4        
Timor-Leste ($) 60.5        71.1        77.4        24.7         28.1         29.5         35.9        43.0        47.9         

Expenditure on operating costs (Government-own funds) 

  

Sector Payroll costs Non-payroll operating costs $ spent on non-payroll operating
FY2008 FY2009 FY2010 FY2008 FY2009 FY2010 costs for every $ of payroll
(million local currency units) (million local currency units) FY2008 FY2009 FY2010

Health
Cook Islands (NZ$) … 7.2          7.6          … 3.0            2.5            … 0.44           0.35           
PNG (kina) 207.1      243.4      309.4      226.4        214.3        263.6        1.09           0.93           0.96           
Samoa (tala) 20.6        24.2        24.5        14.9          16.1          14.4          0.72           0.69           0.62           
Solomon Islands (SI$) 101.8      116.4      120.4      140.4        114.1        142.4        1.38           1.05           1.34           
Tonga (pa'anga) 11.6        13.1        13.7        7.3            11.1          14.5          0.63           0.88           1.16           
Timor-Leste ($) 5.9          8.2          10.4        18.7          14.6          10.7          3.19           1.98           1.22           

Education (non-tertiary)
Cook Islands (NZ$) … 8.6          8.6          … 1.3            1.0            … 0.16           0.13           
PNG (kina) 525.1      565.9      592.5      316.6        280.7        397.2        0.60           0.52           0.76           
Samoa (tala) 31.4        35.6        35.1        10.1          10.3          10.5          0.32           0.30           0.32           
Solomon Islands (SI$) 171.5      183.3      200.3      220.9        154.2        209.5        1.29           0.90           1.19           
Tonga (pa'anga) 18.4        18.2        20.1        6.3            13.0          14.5          0.34           0.74           0.79           
Timor-Leste ($) 21.0        32.3        34.9        14.9          9.6            10.9          0.71           0.33           0.37            

Key indicators 

 

Sector Total expenditure
FY2008 FY2009 FY2010 FY2009 FY2010 FY2009 FY2010

(US$ per head)
Health

Cook Islands 372 405 408 8.4 2.0 1.1 -4.3
Marshall Islands 424 428 386 -4.4 -9.9 -8.7 -1.4
PNG 35 36 47 1.4 25.8 -2.4 15.7
Samoa 137 168 182 19.2 6.2 13.9 -6.4
Solomon Islands 81 73 92 -11.7 23.5 -13.8 15.9
Tonga 128 129 181 -1.6 31.7 -20.8 11.9
Timor-Leste 46 41 41 -17.2 -4.6 -10.5 -11.7

Education (non-tertiary)
Cook Islands 447 459 520 2.3 14.7 -0.5 -3.4
Marshall Islands 571 543 522 -10.1 -3.8 -6.9 -5.9
PNG 46 51 50 8.1 -6.1 1.8 -12.3
Samoa 140 172 185 19.2 5.7 8.9 -4.0
Solomon Islands 107 91 115 -16.4 23.6 -8.7 13.3
Tonga 128 176 189 34.1 1.2 5.3 5.1
Timor-Leste 56 64 67 5.5 1.7 7.6 4.1

Total expenditure

(real annual % change)

Government-own funds

(real annual % change)

 
FY=fiscal year, …=not available, PNG=Papua New Guinea 
Note: Expenditure on tertiary education has been removed where readily identifiable, but some tertiary education costs may remain. FY 
is end of June in the Cook Islands, Samoa, and Tonga (e.g., FY2008 ends 30 June 2008); end of September in the Marshall Islands; and 
the calendar year in PNG, Solomon Islands and Timor-Leste. Estimated actuals are used for FY2008 and FY2009 where available. 
FY2010 data are budgeted amounts. Data for PNG excludes most expenditure financed from the drawdown of trust funds. 
Source: ADB estimates based on government budget documents. 
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Benchmarking service delivery 
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 Pacific countries have long recognized the 
importance of investing in health and education. 
This is reflected in the relatively high share of 
budgets allocated to these areas. For example, 
from 1997 to 2008, government expenditures on 
health and education averaged around 15% of 
GDP in the Pacific. This compared with an average 
of 8% across some of Asia’s major developing 
countries. Over the same period, Pacific countries 
allocated on average 32% of their budgets to the 
social sectors, compared with an average of 30% 
across some of Asia’s major developing countries. 

 But is the Pacific’s funding for health and 
education used efficiently? Expenditure levels and 
development conditions vary considerably across 
the region. Even with this diversity, however, 
there are objective ways to assess whether social 
sector services are being provided efficiently. 

 For example, simple cross-country comparisons of 
expenditure levels against some development 
indicators offers useful insights, as shown in the 
charts on the next page. There are some Pacific 
countries that have key development indicators 
comparable to those achieved in Asia for similar 
expenditure levels. This group includes the Fiji 
Islands (in relation to health), Tonga, and 
Vanuatu. This suggests these countries may be 
working reasonably efficiently. 

 But a number of other Pacific economies lack a 
favorable comparison. They tend to spend a lot 
more than Asian economies that are achieving 
comparable development indicators. These include 
the Cook Islands and the Marshall Islands (FSM 
would probably also fall into this group). While this 
result could be due to higher cost structures in the 
Pacific—a commonly cited constraint to 
development in the Pacific—the apparent ability of 
some Pacific economies to match Asian standards 
calls this explanation into question. 

 Much more can be done to benchmark service 
standards. For example, data envelopment 
analysis is a widely used technique that can help 
assesses the productive efficiency of government 
service delivery. In data envelopment analysis, 
benchmark operators are identified and the 
efficiency of other operators is examined relative 
to this benchmark. The assessment can control for 
important cross-country differences. This provides 
a guide to best practice models that can be 
studied with a view to adopting some of the better 
approaches elsewhere. Stochastic frontier analysis 
is another widely used benchmarking technique 
that may offer valuable insights to help raise 
service standards in the Pacific. Lead author: Craig Sugden. 
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Government expenditure versus key development indicators 
(latest available data) 
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Insights from Asia's Recovery 
 

 
 
 
 
 
 
 
 

A regional forum, “'Impact of the Global Economic and Financial Crisis,” was held at ADB 
headquarters on 14–15 January 2010. The forum brought together policy makers from throughout 
Asia to share experiences and identify positive solutions for a faster and sustained recovery. 

The forum highlighted how Asia has begun its emergence from the global downturn. However, it 
was noted there remains an underlying fragility to this recovery, with some countries still 
struggling. 

The forum participants discussed how the domestic and regional economies can rebalance growth 
for increased resilience. It was recognized that external demand for Asian goods and services, 
including tourism, may remain sluggish for quite some time, until advanced economies have fully 
recovered from the recession. Thus, Asian economies need to adjust. Building domestic and regional 
demand is essential to produce the high rates of growth needed over the long term to reduce 
poverty. 

The discussion reflected that that it is still too early to relax vigorous efforts to restore demand and 
stabilize financial systems. In particular, exit strategies for fiscal stimulus must be carefully timed. 
The recovery could falter if policy makers tighten too early. But tightening too late may lead to 
higher inflation and unsustainable fiscal deficits and large debts.  

There was consensus on the need to do more to mitigate the economic, financial, and social impacts 
of the crisis and to ensure a speedy recovery. It was recognized that no uniform policy can fit the 
needs of all countries. Each must tailor its response to the nature and intensity of the particular 
challenges it faces. The following key principles and common strategies were identified to guide the 
way: 

(i) Strengthening Recovery Efforts: There was overwhelming consensus on the need to 
maintain macroeconomic stability through well-orchestrated and effectively coordinated monetary, 
fiscal, and exchange rate policies. In particular, carefully designed and targeted fiscal programs to 
meet growth, human development, and sustainability objectives were recognized as being able to 
generate demand and protect vulnerable groups in the short run, while maintaining investments 
and progress on long-term development goals. Striking a balance between quick demand creation 
and long-term fiscal sustainability was identified as a key challenge. 

(ii) Ensuring Inclusive Growth: Developing Asian countries must protect and expand public 
expenditures in social sectors—particularly in education, health, and water supply and sanitation. 
This will help contain the adverse impact of the crisis on the poor and vulnerable, and build human 
capital for sustained and inclusive economic growth. Equally important, governments must help 
prevent millions of the vulnerable from sliding into poverty by building appropriate, effective, and 
sustainable social safety nets, including existing community-based mechanisms. The impact of the 
crisis on poverty should be carefully assessed and remedied through appropriate public action, so as 
to limit adverse effects on the progress toward achieving the Millennium Development Goals. It is 
also important to ensure that efforts toward meeting Millennium Development Goals and the 
development agenda are more broadly integrated into efforts to boost growth and rebuild the global 
economy. 

(iii) Open Regionalism: Developing Asian countries need to maintain their commitment to free 
trade and an open economy. While protectionist policies may bring short-run benefits, they also 
increase the risk of derailing the recovery and undermining longer-term growth prospects. 

(iv) Rebalancing Growth: The outward-oriented Asian growth model has brought tremendous 
benefits to the region in the past and can continue to do so in future. But the crisis has also 
provided an opportunity to rebalance the sources of Asia's growth. Asia must work toward greater 
diversification in trade—including the promotion of intraregional trade—and expanding domestic and 
regional demand. 

(v) Greater Regional Cooperation: To bolster economic resilience and reduce vulnerability to 
external shocks, Asia's policy makers need to develop policies that can help build domestic capacity 
and enhance regional cooperation. Achieving this will require removal of barriers to intraregional 
trade, particularly cross-border obstacles to trade; greater physical and cross border connectivity; 
and enhanced cooperation to institutionalize initiatives for easing intraregional trade.  
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Introduction 

The Pacific Economic Management Technical Assistance (PEM TA) project was established by 
ADB in 2009 (TA 7280-REG, subprogram 1). The project is designed to strengthen the capacity 
of Pacific developing member countries to manage for inclusive growth—specifically, through the 
use of improved economic management processes. 

This assistance will help develop existing economic management systems and processes and the 
individual capacity of the region's economic managers. The long-term objective is to improve 
economic management and economic policy design to bring about consistency with international 
good practices, taking into account regional and national circumstances. Innovative approaches 
will be applied to support economic management in the Pacific and thereby address current 
shortcomings in policy and institutional environments.   

The technical assistance project will comprise several components to be activated in response to 
demand from the Pacific. The first component will provide initial ADB support for a country-led 
response to the global financial and economic crisis. Under the first subproject of the PEM TA, a 
project team comprising a team leader, 5 lead advisers, 5 advisers, and 10 economic analysts 
will be established to provide advisory services to Pacific developing member countries to 
address the issues raised by the global economic crisis.  

Design and monitoring framework 

The intended impact of the PEM TA is the strengthened capacity of assisted countries to manage 
for inclusive economic growth. The intended outcome is the use of improved economic 
management processes. Outcome indicators are (i) the incorporation of higher-quality economic 
analysis and policy advice into decision making and public policy dialogue; (ii) at least one 
effective coalition for change comprising key stakeholders who are actively engaging in 
economic policy dialogue; (iii) the establishment of internally generated public discussion of 
economic management proposals; and (iv) periodic, independently prepared media articles on 
key economic management issues arising from the global financial and economic crisis. 

The planned outputs are (i) an expanded set of economic indicators, including lead indicators 
where feasible; (ii) economic review assessments on topical economic issues; and (iii) the 
provision of high-quality advice for the open and transparent formulation of economic policy. 

How the PEM TA operates 

The PEM TA project recognizes the importance of processes that allow sound economic analysis 
to be conveyed to key decision makers. This is built on a strong foundation of accurate economic 
data, a solid understanding of economic conditions and future prospects, and sound analytical 
capabilities. The project addresses these key pillars by providing advisory services at different 
levels, including ministerial, permanent secretary, central bank governor, and economic analyst 
level. It provides quick response, with semi-independent advisory service to key 
decision makers, while at the same maintaining confidentiality of advice and providing on-the-
job training for technical staff. 

A broad range of advisory services can be provided depending on the issues under 
consideration. Services could include confidential discussions with individual economic managers 
on key issues; providing comments on policy proposals; preparing and discussing policy briefs 
on specific issues; reviewing economic forecasting models and methodology and proposing 
enhancements; and providing briefings and workshops to the staff of economic agencies on 
topical issues.   

The PEM TA project team has also commenced work on developing a generic macroeconomic 
model that would form the basis for assisting staff of economic agencies in the Pacific to 
enhance economic forecasts and support budget preparation. 
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Coordination 

Implementation of the project is harmonized with the activities of other development partners. 
The PEM TA project team maintains close links with other donor agencies, such as the 
International Monetary Fund's Pacific Financial Technical Assistance Centre, in order to minimize 
duplication of activities. A TA steering committee has been formed, comprising representatives of 
ADB, the Pacific Financial Technical Assistance Centre, and the Pacific Islands Forum Secretariat.  

The PEM TA project is linked to ADB work programs through its regional missions in the Pacific. 
Furthermore, the lead advisers of the PEM TA are closely supported by a team of economic 
analysts based in ADB headquarters in Manila.  

Main users of the PEM TA 

In the first issue (May 2009) of the new ADB publication, the Pacific Economic Monitor, several 
countries were identified as being most vulnerable to the global crisis.  Following a regional 
meeting on responding to the global economic crisis held in June 2009 in Nadi, Fiji Islands, 
hosted by ADB and the Pacific Financial Technical Assistance Centre, the PEM TA project team 
initiated scoping missions to the Cook Islands, the Fiji Islands, Solomon Islands, and Tonga. 
Programs for the provision of advisory services were designed based on requests for support by 
the authorities. 

At the same time, the project team continues to monitor events and the economic performance 
of other Pacific developing member countries in terms of responding to the global crisis, and 
stands ready to offer its services to these countries as requested.  As of January 2010, the 
project team is preparing to engage other countries that had expressed interest in receiving 
advisory services from the project, including Vanuatu. 

PEM TA activities 

At the end of December 2009, the PEM TA project team had responded to 15 separate requests 
for advisory services from five countries: the Cook Islands, the Fiji Islands, Solomon Islands, 
Tonga and Tuvalu.   

The implementation of the project has progressed satisfactorily, given that the provision of 
advice to senior policymakers requires a period of developing confidence as well as a working 
relationship with the project team. Some members of the PEM TA project already have 
considerable experience in the Pacific economies, and this enabled the team to gain early 
traction with the authorities.   

The project team commenced operations at the beginning of June 2009. By the end of December 
2009 the team had spent 237 days in the field: 37 days allocated to the Cook Islands, 131 days 
to the Fiji Islands, 22 days to Solomon Islands, and 47 days to Tonga.  The team has advised 
ministers of finance, permanent secretaries and governors of central banks, and technical staff of 
the various economic agencies; provided written comments on policy issues; prepared and 
distributed policy briefs; provided advice on technical economic analysis; and conducted 
workshops for the staff of economic agencies on analytical issues. 

Indicative outcomes 

PEM TA inputs can already be discerned in economic policy decisions, published government 
reports and documents, and key policy outcomes approved by the governments involved. Many 
of the recommendations by the PEM TA project team have been adopted and implemented, and 
resulted in strengthened economic management. 
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 Future directions 

The initial outcomes of the PEM TA project are positive. However, much work still needs to be done, 
since enhancing the political economy framework and aligning management processes with international 
best practices must necessarily be an ongoing event. 

Some of the key challenges anticipated to be faced by the Pacific over the next 6 months include the 
need for budget support, addressing the needs of vulnerable groups that have been most exposed by 
the global crisis, and dealing with the impact of high prices that are likely to result as the world 
economy comes out of recession.  

It will assist the Pacific when a wider group of countries can use the resources of the PEM TA to address 
the challenges of the global crisis and its aftermath. Building effective relationships is important for 
strengthening economic management processes, enhancing the institutional setting, and bringing about 
changes that would remove some of the constraints to improved economic performance. This is a key 
contribution to improving the welfare of the people of the Pacific. 

 

 

 

This overview of the PEM 
TA project was prepared 
by the team leader, Mr. 
Siosiua Utoikamanu. He 
can be contacted at 
sutoikamanu.consultant@
adb.org 
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Non-fuel merchandise exports from Australia 
(A$; y-o-y % change, 3-month m.a.)  
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A$=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.)  

From New Zealand
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FSM=Federated States of Micronesia, m.a.=moving average, RMI=Republic of the Marshall Islands 
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.) 
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Source: Japan e-Stats website. 
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Departures from Australia to the Pacific 
(monthly)  
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e=estimate, f=forecast 
Sources: Australian Bureau of Statistics; outlook for major destinations are ADB estimates based on Tourism Research 
Australia. 2009. Tourism Forecasting Committee—Forecast 2009 Issue 2. December. 
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Departures from New Zealand to the Pacific 
(monthly)  
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e=estimate; f=forecast 
Source: New Zealand Ministry of Tourism; Outlook for major destinations are ADB estimates based on New Zealand Ministry 
of Tourism. 2009. New Zealand Tourism Forecasts 2009-2015, August.
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Latest Pacific Economic Updates 
GDP 

Growth Inflation
Credit 

Growtha
Trade 

Balance Import Cover
Fiscal 

Balance

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

Cook Islands 1.0 6.6 0.5 –5.2 - -11.0
(2009) (Sep-Q 2009) (2009f) (FY2009)

Fiji Islands -0.5 3.7 0.6 -10.2 3.5 –3.0
(2009) (Dec 2009) (Sep-Q 2008) (Jan 2010) (2009f)

FSM 0.5 9.7 - -51.8 3.8 3.0
(Jun-Q 2009) (2009f) (2008) (FY2009f)

Kiribati 0.8 6.6 - –57.6 - 1.7
(2009f) (2008) (2009)

Marshall Islands 0.5 5.6 - –46.9 - 3.8
(Mar-Q 2009) (2008) (FY2008)

Naurub 2.0 7.6 - - - 0.4
(Aug 2009) (FY2009f)

Palau -1.0 1.7 - - - –4.8
(Jun-Q 2009) (2008)

PNG 5.5 6.9 19.7 9.2 13.5 -6.9
(2009) (Oct 2009) (2009) (Sep 2009) (Sep 2009)

Samoac 0.5 0.3 4.9 -40.7 6.9 –5.5
(Sep 2009) (Aug 2009) (Oct 2009) (Sep 2009) (FY2009f)

Solomon Islands 2.0 2.0 -5.2 –28.1 5.0 –3.7
(Sep 2009) (Dec 2009) (2008) (Nov 2009) (2009f)

Timor-Lestec 7.0 0.1 -0.7 -54.0 - 90.1
(2009) (Dec 2009) (2008) (2009f)

Tonga 0.4 0.4 -1.7 –44.2 6.7 1.0
(Nov 2009) (Sep 2009) (2008) (Nov 2009) (FY2009f)

Tuvalu 1.6 3.8 - - - 4.6
(2009) (2009)

Vanuatu 4.6 4.5 27.3 –35.9 5.3 0.7
(2009) (Nov 2009) (2008) (Sep-Q 2009) (2009)  

FSM=Federated States of Micronesia, PNG=Papua New Guinea, Q=quarter 
aCredit growth refers to growth in total loans and advances to the private sector. 
bInflation for Nauru is on a year-to-date basis. 
cCredit growth includes loans and advances by commercial banks to both the public and private sectors. 
Notes: Period of latest data shown in brackets; import cover for PNG is months of non-mining and oil imports. 
Sources: ADB. 2009. Asian Development Outlook 2009 Update. 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. 
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