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Pacific Islands Training Initiatives

APIPA

Association of Pacific Island
Public Auditors (annual

IGFOA conference + training) Economic Monitoring &

Analysis Program in FSM, RMI
SpIgEI i Isla_nd ) and Palau (+ Statistics)
Government Finance Officers

(2 meetings/year)

ELDP

Executive Leadership
Development Program for
emerging public sector leaders.

TRAINING

Customized classroom
training for insular
governments (on demand)
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Economic Monitoring & Analysis Program
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» Core program designed to meet Compact-related needs for
economic monitoring and analysis.

e FSM & RMI since FY07, Palau since FY12

* Full-time economist and nearly full-time statistician (Palau-
based)

« Economic statistics are adopted by all three governments as
their “official” statistics

« Economic data is peer-reviewed by the IMF and broadly utilized
by ADB, World Bank and other development partners.
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Economic Monitoring & Analysis Program

Annual Program Outputs

* Annual Economic Reviews & Briefs
 Statistical Yearbooks
 Economic Presentations to US & FAS

« Economic & Fiscal Advice, Forecasting, &
Periodic Reform Facilitation (on demand)

» Stochastic Modeling (Trust Funds, Social
Security Funds, Pension Funds)

 Financial Management Review and Risk
Analysis

» On-demand Economic Issue Papers
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Presentation Outline

1. Economic & Fiscal Trends
* Including comments on key economic and fiscal policy issues

2. FAS Fiscal Forecast through FY25
» With a basic, steady-state Compact renewal assumption

3. Economic & Fiscal Policy Assessment for each FAS
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Real GDP

» 2015 Prices

$400m
\/\/\ @D FSM0.2% avg
$300m =-.

h RMI 1.4% avg

() RoP-0.1%avg
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Real GDP Per Capita

» 2015 Prices

() RoP0.8% avg
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FSM Fiscal Performance

REVENUES j§ EXPENDITURES

(' FY20 $26m surplus 7.7% GDP )

$120m o o o o o o o o o o o o o o o o o
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RMI Fiscal Performance

REVENUES J EXPENDITURES

$200m /" Fiscal Surplus in FY20 $5.9m or

RMI FY20 Audit delayed \_2.4% of GDP as COVID grants build up{j
due to COVID

$160m
$120m

$80m

Fiscal surplus in FY21 falls to $1.9 million or 0.7% of GDP as COVID resources are drawn down

$40m o o o o
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Palau Fiscal Performance

REVENUES

$200m $35.8 million deficit or
15.6% of GDP in FY21

$34.1 million deficit or
13.3%of GDPinFY20 /~ 7

$14.2 million deficit or
P 4 5.6% of GDP in FY22

$40m O=©0==0=0==0=0==0-=0==0-=0=+==0=:©O==0=0==0-=0==0-=0=+0-=0 = 0= =0

R\ I~ S R A A R LS

H FAS Economic Performance and Policy Briefing &} www.econmap.org o

Tax Effort

» AS A PERCENT OF GDP

FSM FY18 massive increase in tax effort due to $84.5m collections from
the FSM domicle for major Japanese corporations
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External Debt

» AS A PERCENT OF GDP

O Fr22 82%
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ol FY21 22%
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20%

FSM Domestic Revenues

FSM STATES j FSM NATIONAL

Large increases in revenues from offshore domicile
for major Japanese corporations & PNA fishing fees

5120

( Stagdngnt local revenues )
received by state governments

O L — —
$34m
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Federated Republic Republic
States of of Marshall of Palau
Micronesia Islands

Economic & Fiscal Fiscal
Forecast through FY25
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FSM Natl Government Revenues and Expenditures

» ACTUAL & PROJECTED

Projections based on a favorable extension of the Compact at current levels of resource transfers REVENUES
$250m
$210m - .
Large increases in revenues from offshore
domicile for major Japanese corporations
$170m
Drop in FAA and Compact
infrastructure projects /
$130m ”
o o o o o o o o o o o o] o o o o
AR AR G N R S S R U (o

ECl  FAS Economic Performance and Policy Briefing £ www.econmap.org
Graduate School USA | PITI-VITI




RMI Government Revenues and Expenditures

» ACTUAL & PROJECTED

Projections based on a favorable extension of the Compact at current levels of resource transfers REVENUESH EXPENDITURES

$210m

From FY14 through FY19 Rapid Expansion
$170m in Expenditures Funded from Soverign Rents:
Fishing Fee Income and TCMI

$130m

COVID related grants are accumlated in FY20 and
FY21 and subsequently projected to be drawn
$90m down in FY22 and FY23 leading to fiscsal deficits

$50m o o o o o o o o o o [} o o o o o
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Palau Revenues and Expenditures

» ACTUAL & PROJECTED

Projections based on a favorable extension of the Compact at current levels of resource transfers REVENUES § EXPENDITURES
$180m

Palau ran si?nficant fiscal surpluses during
FY14-FY18: the tourism boom period

$120m

Large deficits are experienced during the
COVID years and initial years of recovery

o o

o
QO ®

o O o e} o (o} O o (o} e] o o]

o]
o® et ™ Q0® u® Q® s

E FAS Economic Performance and Policy Briefing & www.econmap.org o




x

Federated
States of
Micronesia

Republic
of Marshall
Islands

Republic
of Palau

Economic & Fiscal Policy

Assessm

N
Graduate Schoo

’\%‘ B

’\,
lusa

O
ECONOMIC MONITORING & ANALYSIS PROGRAM

nt for each FAS

FAS Pol

icy Assessments | FY19 and FY23

s

Aiscal policy
Fiscal balance
Public sector payroll
Tax reform

Excernal debt

Accountabilty (PEFA)

Long-term fiscal adjustment

pe x
Initial agjustment to Amended Compact aiaatin o

long-term fiscal frameworks prepared in

Size of public service reduced
held in check since FY2010; recent.
No progress after many years of §
repesled by FSM Congress

Sound exteral debt position
Reforms enacted with improved st
Full set of statistics available for e¢
data sharing need resolution

Assessment
Status/Description in 2019 019 2023
at State level
Assessment
Palau roiicy Areas Status/Description n 2019 o019 203
Fiscal policy
Fiscal balence Fragie, balanced since FY2010; large 3% of G 18

Audits currently "unqualified”
Internal assessment completed 1
to the states

ool

Medium-Term Budget Framework

underresourced; draft 2023 Actior}
Not currently adopted in the FSM

Weak an p
information;

state Owned Enterprises
Full cost recovery
SOE policy

Regulatory Environment
ol

Land Reform

c
with World Bank support

Low. 05 percent of GOP
Fisheries coporations either defur}
Utities operate on cash-flow basis
No FSM o state level SOE policy f
implemented, issues with PetroCol

Reforms in late 1990s; followed by,
level - not acted upon

Some progress, but considerably 1
World Bank survey places FsM 160

theopesh

Public sector payroll

Tax Reform
Exemal debt
Long-term fiscal adjustment

Social security
c

Size of public service has been reduced since|

rates +3.1% 02
Considered in 2014 not enacted
Sound external debt position

Fiscal strategy has been prepared and
Cof et 10 attain pet

RMI Policy Areas

Assessment

Status/Description in 2019 2019 2023

ofa
Interim reforms enacted and unfunde¢

il fund

Macroeconomic Monitoring

Public Financial Management
Public Expenditure & Financal
Accountabilty (PEFA)

100
Full set of Statistics available for econd

Assessment completed in 2013 and x|

Medium-Term Fiscal Framework

“unquaiified”

Strategic

performance management
Information Systems
State Owned Enterprises
Subsicies
Divestment
Full cost recovery

SOE policy
Regulatory Environment
0

Not currently adopted in the RoP.
in

Economic and Infrastructure Managent
prepared together with a set of budge|
Weak and no monitoring of outputs of

Fiscal balance

Long-term fiscal adjustment
Public sector payroll

Tax reform

External debt

Social security
Macroeconomic monitoring

Ccap ncial information only; in

1%of GDP
Limited public investment in economy
Utilties operate on cash-flow basis witl
depreciation; challenges to achieve of
SOE policy issued by President, but ne¢

Financial accountability

PEFA

National Strategic Plan
Medium-Term Fiscal Framework

Average fiscal suplus of 3.4 percent to GDP achieved since FY2014
CAP not implemented; DMP now inactive

Sharp increase at start of amended Compact; slippage after FY2016
No progress after many years of active consideration

External debt position fragile but improving 33% of GDP
55 reforms undertaken, but sustainability still at risk D
Full set of statistics available for economic

‘Accounting functions improving; capacity building initiated

Assessment undertaken in 2014, provides basis for ADB reforms
Completed May 2014 but provides little performance/monitoring criteria
New process being iniated with donor support cun

Information systems

FAS Economic Performance and Policy Briefing

Tourism Tourism Policy Framework prepared, & Subsidies
comprehenswe strategy
- Divestment
Doing business Survey World Bank survey places RoP 136tho|  Full cost recovery
SOE policy
FDI
Land reform

Doing Business Survey

budgets in some ts; no monitoring
Captures financial information only; legacy system under replacement

Subsidies + capital transfers 32% of general fund revenues; significant fiscal risk
No entities privatized

All SOEs operate below full cost recovery

Law passed; but board composition modified; SOE unit operational

No reforms undertaken, but FDI realized in fisheries sector
ADB TA executed; minor impact
World Bank survey places RMI 150th out of 190




Assessment

Public Expenditure & Financial

Accountability (PEFA)
Strategic Development Plan

Medium-Term Budget Framework

Performance management
Information systems

State Owned Enterprises
Subsidies

Divestment

Full cost recovery

SOE policy

Regulatory Environment
FDI

Land Reform
Doing Business Survey

Internal assessment completed late 2016 and road map outlined; planned roll-out

to the states
Completed at outset of amended Compact; monitoring and implementation

underresourced; draft 2023 Action Plan prepared but no longer active
Not currently adopted in the FSM

Weak and no monitoring of outputs or outcomes
Captures accounting information; weak tool for management; under replacement

with World Bank support

Low: 0.5 percent of GDP

Fisheries coporations either defunct or under private management/ownership
Utilties operate on cash-flow basis without setting aside funds for depreciation
No FSM or state level SOE policy framework: World Bank ICT reforms weakly

implemented, issues with PetroCorp investment strategy

Reforms in late 1990s; followed by reversals; legislation proposed at national
level - not acted upon

Some progress, but considerably more required

World Bank survey places FSM 160th out of 190

FSM Policy Areas Status/Description in 2019 2019 2023
Fiscal policy
Fiscal balance Stong perfromance at National Government; fragile balance at State level
Long-term fiscal adjustment Initial adjustment to Amended Compact achieved in Chuuk and Kosrae;
long-term fiscal frameworks prepared in all states but now inactive
Public sector payroll Size of public service reduced through amended Compact; wages grew at start but
held in check since FY2010; recent growth at National Government <==
Tax reform No progress after many years of active consideration; tax reform laws
repealed by FSM Congress
External debt Sound external debt position
Social security Reforms enacted with improved sustainability J
Macroeconomic Monitoring Full set of statistics available for economic performance assessment; issues with
data sharing need resolution
Public Financial Management
Financial accountability Audits currently "unqualified" <==




RMI Policy Areas

Status/Description in 2019

Assessment

2019

2023

Fiscal policy
Fiscal balance
Long-term fiscal adjustment
Public sector payroll
Tax reform

External debt
Social security

Macroeconomic monitoring
Public financial management
Financial accountability
PEFA
National Strategic Plan
Medium-Term Fiscal Framework
Performance management
Information systems
State-owned enterprises
Subsidies
Divestment
Full cost recovery
SOE policy
Regulatory environment
FDI
Land reform
Doing Business Survey

Average fiscal suplus of 3.4 percent to GDP achieved since FY2014
CAP not implemented; DMP now inactive

Sharp increase at start of amended Compact; slippage after FY2016
No progress after many years of active consideration

External debt position fragile but improving 33% of GDP
SS reforms undertaken, but sustainability still at risk
Full set of statistics available for economic performance assessment

Accounting functions improving; capacity building initiated

Assessment undertaken in 2014, provides basis for ADB reforms
Completed May 2014 but provides little performance/monitoring criteria
New process being iniated with donor support

Performance budgets in some departments; no monitoring

Captures financial information only; legacy system under replacement

Subsidies + capital transfers 32% of general fund revenues; significant fiscal risk
No entities privatized
All SOEs operate below full cost recovery

Law passed; but board composition modified; SOE unit operational

No reforms undertaken, but FDI realized in fisheries sector
ADB TA executed; minor impact

World Bank survey places RMI 150th out of 190
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Palau Policy Areas

Assessment
Status/Description in 2019 2019 2023

Fiscal policy
Fiscal balance
Public sector payroll

Tax Reform
External debt

Long-term fiscal adjustment

Social security

Civil service pension fund

Macroeconomic Monitoring
Public Financial Management

Public Expenditure & Financial

Accountability (PEFA)
Financial accountability

Medium-Term Fiscal Framework
Strategic Development Plan

Performance management
Information Systems

State Owned Enterprises
Subsidies

Divestment
Full cost recovery

SOE policy
Regulatory Environment
FDI

Tourism

Private sector regulatory environment

Doing business Survey

Fragile, balanced since FY2010; large 3% of GDP surplus in FY2016-2018

Size of public service has been reduced since FY2005 -0.5% per annum, wage
rates +3.1% pa

Considered in 2014 not enacted

Sound external debt position

Fiscal strategy has been prepared and additonal resources allocated to the
Cofa Trust Fund but is yet to attain perpetual status

Interim reforms enacted and unfunded liability reduced

CSPS projected to collapse within 10 years without reform
Full set of Statistics available for economic performance assessment

Assessment completed in 2013 and external assessment planned for the near-

<==
<==

<==

term
Audits currently "unqualified" <==
Not currently adopted in the RoP <==

In FY2008 the RoP completed a strategic development framework: Facility for
Economic and Infrastructure Management. A fiscal stragey has been

prepared together with a set of budget manuals
Weak and no monitoring of outputs or outcomes

Captures financial information only; in the process of replacement

1% of GDP J
Limited public investment in economy outside of utilities and telecom
Utilties operate on cash-flow basis without setting aside funds for

depreciation; challenges to achieve operating balance in water/sewer

SOE policy issued by President, but needs enactment into law

RoP operates a non transparent foreign investment board
Tourism Policy Framework prepared, but fails to fulfill need for a
comprehensive strategy

Recent changes to secure transactions law

World Bank survey places RoP 136th out of 190






