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EXECUTIVE SUMMARY

1. Despite an often unfavorable external environment, and a lack of
practically any domestic resources to speak of, the economic performance of
the Maldives in the 1980s has been among the higtest recorded by developing
countries. Growth has been fueled by an expansion in tourism and fisheries,
both internationally competitive sectors. However, it is the quality of
economic management which has been, and will continue to be, the single most
important determinant of growth in the Maldives.

Economic _and Social Background

2. The Maldives is an Indian Ocean archipelago of an estimated 1,200
small coral islands, of which about 200 are inhabited. Most of the islands
are small, few with a land area in excess of one sq. km., and are low-lying,
with an average elevation of 1.6 m above mean sea level. The total land area
of the islands is 298 sq km, only 10 percent of which is suitable for
agriculture. The Exclusive Economic Zone of the Maldives consists of some
900,000 sq km, more than 3000 times the land area.

3. The total population of the Maldives was 213,215 in 1990, and it has
increased at a rate of 3.4 percent per annum in recent years. Per capita
incomes in the Maldives are estimated at approximately US$600 per annum,
ranking it amongst the poorer of the small island economies. Despite
smallness, remoteness, and the lack of natural resources, the Maldives has
performed exceptionally well in the 1980s and in many ways has proven to be a
model of development management for other small island economies.

4, Since the mid-1970s, the economy has grown in excess of 10 percent
per annum, driven largely by growth in tourism and commercial fisheries, which
taken together account for about cne-third of gross domestic oroduct. Other
agricultural activities, which include subsistence fishing and fruit and
vegetable production, account for 13 percent of GDP. Other important sectors
of the economy include wholesale and retail trade, and manufacturing, the
latter dominated by a nascent garment industry. Manufacturing and
construction together account for 15 percent of GDP and wholesaling and
transport for 22 percent; government administration represents a modest 8
percent of GDP. Factors underlying the strong growth performance include: a
generally sound macroeconomic environment; an outward oriented development
strategy designed to exploit the country’s natural endowment; judicious public
interventions to harness private initiative; a pragmatic approach to setting
priorities and the formation of capable institutions to undertake and manage

development activities.

5. The strong performance of the economy has been matched by
improvements in the well-being and welfare of the nation's population. GNP
per capita has increased at a rate of 7 percent per annum over the past
decade, one of the highest in the developing world. Infant mortality has veen
slashed from 121 per thousand in 1977 to 34 in 199C while the crude death rate
fell from 18 percent to 7 percent over the same period. Daily per capita
calorie intake and protein supply have increased substantially, access to
potable water supply and sanitation facilities have doubled, child
immunization is now universal, and some debilitating diseases such as malaria
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have beun eradicated., Primary school enrollment has increased from 26 percent
in 1977 o 90 percent at present, and secondary enrollment from 2 percent to
21 percent over the same period. Woiren are active in the labor force,
including accounting for 30 percent of the civil service, but have so far
played a limited role in the thriving tourism industry.

6. The one negative aspect of rapid econoumic growth has been
overcrowding in Male, the capital island. Around 26 percent of the country'’s
ponulation now live in Male, and congestion is severe with a popu.ation

dew. 'ty of 35,000 persons per sq km and 14 persons per dwelling.

7. Rapid economic growth has created a situation of effective zero
unemployment in the Maldives despite a high rate of population growth.
Indeed, because of a perennial labor shortage, excess uemand for labor is met
by expatriate labor, which grew from 4 percent of the labor force in 1985 to
over 15 percent in 1990, The majority of the expatriate labor comes from
neighboring countries, although, in tourism, some expatriate labor comes from
Europe. The tightening of the labor market has led to rising wage costs, and
contributed to an inflation rate near 10 percent per annum in recent years.

Recent Economic Develcpments

8. Following the emergence of large domestic and external imbalances in
the early 1980s, the authorities implemented a strong stabilization program
during 1984-88, involving a substantial tightening of monetary and fiscal
policies and a large devaluation of the 1 fiyaa in 1987. 1In response to the
adjustment measures and the continuati~- of a favorable external environment,
the overall fiscal position and the external current account began improving
in 1985, with both shifting into surplus during 1987-88; gross international
reserves rose significantly from a low of some US$5 million in 1985 to US$22

million by end-1988,

9, Having achieved successful stabilization, the authorities initiated
a program of economic liberalization in 1989. Import quotas were lifted at
the beginning of the year; subsequently, exports of dried and salted fish were
opened to the private sector and a revised law on direct foreign investment
was approved to encourage inflows of private foreign capital. The private
sector was permitted to play a greater role in import trade, which previously
had been the exclusive domain of the State Trading Organization. In August
1989, sectoral limits on commercial bank lending were abolished, although
controls on interest rates, through ceilings on commercial loan rates, were
retained. Finally, at the beginning of 1990, import duties on a broad range

of items were reduced.

10. GDP growth reached 15 percent in 1990, propelled by record levels of
tourist arrivals and fish catch. Tourist arrivals rose from 159,000 in 1983
to 195,000 in 1990; total fish catch rose from 71,000 metric tons in 1989 to

76,000 metric tons in 1990.

11. The strong external demand from tourism and fish exports was
reinforced by the easing of monetary and fiscal policies. Following two years
of surpluses, the budget recorded a deficit of 3.5 percent of GDP in 1989; the
deficit rose to 14 percent of GDP in 1990. The widening of the deficit was
largely due to an increase in current expenditures, including extraordinary
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outlays for the twenty-fifth anniversairy of Independence and the South Asian
regional summit, increased outlays for security and a 40 percent increase in
civil servant wages.

12. Monetary policy was relaxed in August 1989 in conjunction with the
removal of sectoral credit limits. Domestic credit subsequently expanded
rapidly, largely to finance buoyant import trade and tourist resort
construction. The credit expansion was financed in part by foreign borrowing
of commercial banks. A further acceleration in growth of credit to the
private sector and the large financing need of the public sector sustained the
high growth rate of domestic credit through the third quarter of 1990.

13. The resulting expansion of domestic demand led to a sharp surge in
imports and the erosion of the current account surplus despite strong growth
in exports and tourist earnings as well as a further increase in external
grar’ ;s. This, in turn, resulted in a decline in reserves, with import
coverage of gross reserves falling to 2.5 months compared with a peak level of
3.2 months in 1988. Although some of the large development projects have
necessitated external borrowing, and a consequent increase in external debt,
the debt service is moderate and has actually improved in recent years,
falling to 5 percent in 1990,

14. Maldives was bufetted by major external shocks in the first half of
1991. The Gulf War led to a major decline in tourist receipts in the first
half of the year and also adversely affected the petroleum import bill as well
as shipping and remittance receipts. A second shock came from severe storms
which swept the country in May, damaging or destroying dwellings, boat yards,
tree crops and public infrastructure, and reducing the fish catch. These
costs were partly mitigated by prompt assistance from the international
community.

15, Growth recovered in the second half of 1991, led by tourism and is
expected to approach 5 percent for the year as a whole. However, the
combination of strong growth together with the legacy of expansionary monetary
and fiscal policies resulted in an increase in inflationary pressures and
continued weakening of the external position. The measures announced in
August-September 1990 to tighten monetary policy were successful in curbing
credit growth to the private sector and reducing the demand for imports.
However, money supply continued to expand at a brisk pace and domestic
borrowing by the Government remained large during the first half of 1991,
thereby fueling domestic demand. Recognizing the need to restore financial
stability, the Government has moved to adopt a more restrictive fiscal and
monetary stance, primarily through curbing fiscal expenditure and
substantially reducing the level of domestic borrowing by the Government.

16. Locking ahead to 1992, continued efforts will be required to contain
strong domestic demand pressures. Near-term macroesconomic policy measures
that should be considered include removal of temporary cash margin
requirements on letters of credit, abolition of interest rates cellings,
setting commercial bank reserve currency requirement in currency of deposit,
application of commercial interest rates to public sector borrowing, continued
restraint on fiscal expenditures and a broadening of the tax effort. These
measures would help restore financial stability and improve the functioning of

macroeconomic management.
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Development Strategy and Prospects

17. The Maldives has established a successful record during the 1980s,
but the challenges of economic development will be even greater In the years
to come. The nation will be competing in a highly competitive world economy
and the focus of government interventions will need to shift to indirect
controls as the private sector assumes a greater role in commercial
activities. This points to the need for continued skillful economic
management to meet the development challenges of the 1990s. Looking ahead,
the Maldives faces three key medium- and longer-term development challenges:

. continue to raise living standards and provide employment for a
rapidly growing labor force;

. ensure broad-based participation in the growth process,
particularly of poorer income groups outside Male; and

. improve access to social services at all levels.

18. The Third National Development Plan for 1991-93 (which is currently
under preparation) and the documents prepared for the 1991 Roundtable meeting
respond to these challenges. Fisheries and tourism are expected to continue
to be the leading sectors of the economy. Prospects for major diversification
into agricultural or industrial activities remain limited, yet options for
efficient diversification of products and markets, within tourism and
fisheries, remain strong.

19, Although no major shift is foreseen in the basic growth strategy,
there are a number of ways in which the development setting in the 1990s will
be different from the past. First, there is an opportunity and need for the
private sector to play a greater role in the economy. As a result of
development over the past decade, and the stimulus provided by recent
deregulation measures, the private sector is now more vigorous and capable of
assuming an enhanced role in all spheres of economic activity. Increases in
the number, scale and complexity of needed investments in tourism, fisheries
and services dictuate a high degree of private sector participation. At the
same time, the Government will be under increasing financial and institutional
pressures to maintain, upgrade and expand infrastructure and social services
suggesting that it should focus its role in these areas and on creating a
sound policy environment.

20, Other factors also suggest shifts in approach compared to the past.
For example, while the concentration of economic activity around Male has
resulted in economies of agglomeration, growing congestion pressures and the
need to ensure participation in economic growth will necescitate a more
regionally-balanced approach to development. Second, population growth and
development will put increasing pressures on the fragile natural resource
base, requiring more careful environmental management. Finally, while
external assistance will continue to play an important role in supporting the
country’s development efforts, the limited prospects for increase in such
assistance and large financing needs imply a greater need to mobilize domestic

resources.




21, To meet its development objectives in thils setting, the Govermment
will need to:

. preserve macroeconomic stability and competitiveness, and take
further steps to improve domestic resource mobilization;

. promote the role of the private sector by further developing the
incentive, regulatory and institutional framework, and with a
special emphasis on environmental protection;

. expa:.d public investment in infrastructure and basic services,
particularly in the outer atolls; and,

. upgrade and expand education, health and family planning services.

A Policy Agenda for the 1990s
Macroeconomic Management

22. Sound macroeconomic management is an essential element in a policy
framework to support private sector development. For the Maldives, this would
imply that the fiscal deficit should be narrowed substantially in the coming
years, with strong efforts made to ansure a better balance between domestic
revenues and outlays. On the expenditure side, this will require careful
prioritization of the public investment program and considerable restraint in
current expenditures. In t2rms of revenues, efforts will be needed to widen
the tax base, increase cost recovery measures and raise user charges for
pubiic goods and services. Monetary policy should operate in closer harmony
with fiscal policy, and should not bear an excessive share of the
stabilization burden. To contain short-run monetary expansion, the
stabilization measures suggested above should be implemented at an early date.
The early removal of interest rate ceilings will also facilitate the needed
expansion of credit to the private sector. In the medium-term, introduction
of new treasury debt instruments would allow for a more market-oriented
management of liquidity. Concurrently, continued efforts should be made to
retain competitiveness through flexible management of the exchange rate. Over
time, further build-up of foreign exchange reserves is warranted to cushion
the economy from external events.

ablin oli Framework for P ate Sector Development

23. The private sector will play a leading role in the economic
development in the 1990s. The policy environment in the Maldives has
generally been favorable to, and successful in, promoting the private sector,
while recent deregulation measures have provided a further stimulus in this
regard. To build on this past record, and create an even more efficient,
competitive and adaptive private secter, the Govermment needs to address
remaining shortcomings in the incentive and regulatory framework, develop laws
and institutions to support a market-oriented economy and pursue policies to
develop further the potential in tourism, fisheries and atoll activities.

24, Incentive Policies. The incentives framework is a key determinant
of profitability and efficiency of the private sector. The main policy goal
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in this regard is further trade policy reform through import deregulation and
tariff reform. To promote competitive access to world markets, the remaining
import controls should be abolished, State Trading Organization (STO) export
monopolies eliminated and access to storage capacity broadened. At the same
time, a tariff reform program needs to be put in place that would reduce
tariff levels, narrow bands, eliminate duty concessions and exemptions and
shift towards standardized trade nomenclature.

25, Regulatory Framewoxrk. Although Maldives does not have the kind of
formal restrictions on private investment and activity found in many
developing countries, some deficiencies in the regulatory framework act as
impediments to entry and competition. Land regulations are important in this
regard, with the Government retaining ownership of all land in the country.
Land lease arrangements should be rationalized by pricing land on a more
competitive basis (e.g. more uniform pricing of tourist resorts and higher
urban land rents), by providing land leases on a longer-term period, by
altering lease conditions to provide for private transfer of lease-hold and by
reviewing public lease conditions to ensure that the lease-hold serves as
adequate collateral for mortgages.

26. Foreign investment will continue to mcke an important contribution,
in terms of investment finance, marketing access and technical skills, for the
decade to come. Further modification of the foreign investment law, to bring
it up to international standards, wculd also help clarify Government'’s
generally favorable regulatory stance to the foreign private sector. The
Government should also consider eliminating differential export taxes on
foreign investment in trading activicies.

27. Legal and Accountancy Development. As the private sector assumes a
leading role in commercial activities, the public sector will be called upon

to strengthen the institutional framework that regulates orderly market
conduct. High on the priority list will be the development of a modern
commercial legal system. International experience suggests that a commercial
code, banking and financial instruments laws, business entities and operations
laws and dispute resolution arrangements are needed at an early stage.
Furthermore, it may be preferable to develop packages of commercial laws,
based on existing international standards, rather than single pieces of legal
legislation, to ensure consistency and to provide an internationally accepted
framework. In line with the development of the legal system, efforts should

also be made to encourage development of acccuntancy standards and practices.

28. Environmental Management. Institutional development is also neesded
in the area of environmental preservation. MHore so than in many other
nations, the careful management of natural resources is vital to the continued
success of the Maldivian eccnomy. In the near-term, efforts should be made to
halt the use of coral mining for construction purposes and to reduce the
dumping of garbage into the sea around Male and into the waters located near
the tourist resorts. Vigorous implementation of the environmental action plan
will ensure that the regulatory and enforcement capacity for sound
environmental management iz put into place.

29. Financial Sector Development. The existing financial system in the
Maldives is thin, focused on financing trade and working capital and located
only in Male. Efforts to broaden access, and encourage greater competition
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amongst financial institutions is a high priority. In this regard, the
development of the Atolls credit schemes, the introduction of a postal savings
bank, and the possible development of a privately capitalised development
finance institution (focused on new tourlism developments) should be
considered. On the resource side, interest rate controls should be removed to
ensure that savers are adequately compensated and thereby induced to make
greater use of the financial system.

30. rishexies Sector Policies. The more general policies noted above
will have to be complemented by more specific sectoral measures. In the
fisheries sector, expansion of processing capacity, through development of new
freezing plants will allew the nation to increase output, exports and incomes
in the near terw. Over the long-term, a greater degree of competitiveness
will be required in order to sustain growth in fisheries output and incomes.
This, in turn, will require a development strategy focused on increased
private sector participation in processing and marketing. Key elements of
such a strategy would include the diminution of public sector involvement in
collecting, processing, and exporting activities, the application of a more
market-based pricing and incentives system, ana the development of a
regulatory and fiscal framework which reinforces competitive forces while also
ensuring that the sub-sector contributes to national revenues. Greater
private sector participation in fish processing activities should be
encouraged by opening this sector up to foreign investment (as discussed
above), by sale of selected STO processing assets and by remuval of export
restrictions on canned and frozen tuna products. As the private sector
becomes more active in tuna, and the market deepens, the need for fixed
Government prices diminishes. Given certain scale economies and spatial
monopsonies, to ensure competition, the Government should, if necessary, set
(and revise regularly) a floor price, based on world market prices.

31. Over the long-term, development in the fisheries sector will require
- greater understanding of the carrying capacity of the natural resource.
Increasing productivity, essential to raising incomes, will requi:e
investments in new collection facilities and possibly new generations of
fishing vessels. 1In addition, options for diversification into reef fisheries
and exotic tuna products for the east-Asian market should be actively
explored, although in this area, regulatory attention is required to ensure
sustainable resource management.

32. Tourism Sector Policies. The other main engine of growtk in the
economy, tourism, shows every sign of continued strong growth, both in
traditional European markets and in the rapidly expanding Asian source
markets. The key policy issue in tourism development is the question of
opening new areas of the nation for tourism after the present phase of
development is completed, by 1993 or 1994. After the development of the Ari
atoll is completed, it will be necessary to develop a new arez such as the
Addu atoll. To open a new frontier to tourism will require, as first steps,
international access (through airport facilities) and telecommunications
facilities. Feasibility work for tourism development in the Addu atoll should
be put on a fast track. Investments in commercial and productive
infrastructure (e.g. electrification) should, as in the case in Male, be
provided by commercial operators.
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33, At the same time, the importance of good international access
(provided by a number of well-known carriers) to the health of the tourist
industry and to the health of the economy as a whole should not be
underestimated. In this regard, a high price aviation fuel policy will
discourage international carriers from serving the Maldives. In the long-
term, the tourism industry promises to be a major contributor to Government
revenues primarily through land lease payments. Growth in direct taxes from
the tourist resorts would be more than enough to vffset any revenue losses
arising from more competitive pricing of aviacion fuel.

34. Atoll Activities. In the atolls where agriculture and handicrafts
are important activities, the key constraints are market access and finance.
In agriculture, a combination of improved extension and better pest management
will help raise productivity. During the 1980s, a number of projects aimed at
transferring technology were undertaken in these atolls and their poor
performance record suggests that market access and finance are needed to
ensure that adoption of new technologies lead to sustained income growth. In
the 1990s, initial efforts should focus on improving market access, by a
combination of deepeming harbors and construction of jetties/simple ports. As
noted earlier, broader access to financial markets, through mobile credit
operations of the Bank of Maldives and through the proposed establishment of a
postal bank system, skould be encouraged.

The Evolving Role of the Public Sector

35, In the decade to come, the public sector will continue to play a
very important role in the growth process, but increasingly less so in
directly productive activities. Instead, the focus of public sector activity
would need to shift to providing economic infrastructure and social services,
developing an enabling policy framework to promoting private sector
development, and mobilizing domestic and external resources needed to finance

growth,

36. Economic Infrastructure. As in the 1980s, the public sector will
continue to play a very important role in the provision of essential

infrastructure. However, with increasingly tight financial and staffing
constraints and high unit costs of building and maintaining infrastructure in
the outer atolls, the Government will need to: (i) set clear priorities on
infrastructure development that takes into account availability of financing,
recurrent expenditure implications and the capacity to implement and operate
the new facilities; (ii) address cost recovery issues at an early phase of
project development; and (iii) consider commercialization and private
participation in the provision of services and construction of infrastructure,
wherever feasible.

37. With regard to sectoral investments, urban development is urgently
needed to relieve overcrowding in Male through development of Vilingilli
island. 1In transport, future investment priorities would include upgrading
the Male port, upgrading the Male airport, deepening reef basins and harbors
(on a cost-sharing basis) in many of the islands and putting into place a
regular inter-insular shipping service. The latter should be privately
operated, although public support may be required initially. In
telecommunications, continued capacity expansion is required, particularly in
those islands that presently lack access and in areas slated for new tourism
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development. Special attention should be provided to emergirg technological
developments in formulating a strategy for telecommunications expansion. In
the energy sector, further investments will be required to increase generating
capacity in Male., Outside of Male, and outside of the tourist resort islands
(in which private investment can provide electricity capacity), there is a
need for turn-key type packages to provide local communities with the
technology and start-up resources needed to gain access to electricity, while
ensuring that the power capacity will be self-financing cver the leng run,

38, Civil Service Reform. As the role of the Government in the economy
evolves, the civil service system will need to change accordingly. all
indications point to the need for a smaller, but better yualified civil
service. This implies slower growth in numbers of civil servants, more
regular salary reviews, broader pay scales and, gradually over time, an
increasing number of full-time government posts to meet the needs of a
professional civil service.

39, Public Enterprise Reform. Improving public enterprise performance
will reduce the financing burden on the public sector, increase output and
provide additional opportunities for private sector investment. While
strategies for public enterprise reform will differ by enterprise, the general
approach would involve a mixture of commercialization, privatization and
orderly dissolution. For the largest parastatal, the State Trading
Organization, a break-up of the company into more manageable parts (fisheries
operations, trading, financial services) is advised. Turthermore, as the
private sector demonstrates a growing capacity to manage international trading
and fish exporting, the STO should gradually withdraw from these areas and
concentrate on activities that the private sector is unable to provide. By
comparison, the Maldives Transport and Contracting Company is already
operating in areas that directly compete with the private sector, and is
unable to do so profitably. Consideration should be given to private
ownership and management of this firm.

40. Resource Mobilization. Financing economic development in the 1990s
promises to be difficult as the unit costs of investments rise, as recurrent
costs associated with past investments accumulate and as opportunities for
accessing low cost external financing become more limited. Meeting this
financing challenge will require: (i) restraint on current expenditures; (ii)
greater emphasis on cost recovery in financing both infrastructure and social
services; and (iii) a substantial broadening of the tax base.

41. As a growing share of income flows to the private sector, efficient
tax instruments will need to be devised to finance essential Government
services. The two traditional sources of fiscal revenues--import duties and
public enterprise dividends--hold limited prospects for growth as tariff rates
are reduced and as public enterprises play a smaller role. Recognizing
limited institutional capacity to administer tax systems, the Government needs
to introduce a phased program of tax reform that could include an urban
property tax, a broad-based sales tax, a flat-rate corporate tax (applied to
large entities) and a flat-rate income tax. At the same time, regularization
of the pricing of tourist estate lands will be expected to make a major
contribution to no.i-tax revenue growth.
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Human Resource Development

42, The Maldives has a proven track record in providing essential social
services to the great bulk of the population. The main strategic
considerations that will govern human resource development in the 1990s are:

. labor force demand will remain buoyant particularly in the private
sector and less so in the public sector;

. while labor force supply, particularly of secondary school
graduates, is expected to rise sharply, there will continue to be a
need for expatriate labor in both the unskilled and highly-skilled
segment of the work force;

. rapid population growth will necessitate continued expansion of
preventative and primary health care, and primary education
programs;

. at the same time, given rising income levels, the main focus of

social service investments in the next decade will be in upgrading
services and expanding the provision of curative health servicas,
secondary education and vocational training;

. prospects for growth in the relative share of public expenditures
for social services are limited; at best outlays will track overall
expenditure growth; and,

. given financing and manpower constraints, efficient and sustainable
provision of social services will require setting reasonable
coverage targets, a high degree of cost-recovery and accelerated
training of service providers.

43, Education. Careful prioritization of education expenditures will be
required in light of rapidly rising service demand, limited teacher supply and
expenditure constraints. In particular, it will be difficult to meet the
objective of universal education to the grade 7 level by the year 2000.

Rather than expand coverage too rapidly, emphasis should be placed on quality
upgrading, through teacher training and curriculum development, which, in
turn, would require the consolidation of educational service institutions. l
Over the long-term, to encourage broad-based regional participation in
secondary education, development of boarding facilities at a regional
institutions is recommended. To encourage efficient use of limited education
resources, a higher level of cost-recovery should be considered based on a mix
of fees, student loans and community finance. Expanding vocationel training
at the secondary and post-school levels is a priority; this would require
increased enrollments in vocational training centers and greater participation
of the private sector in the provision of such training.

44, Health Services. Considerable progress has been - .gistered in
reducing communicable, tropical diseases, but more remains to be done. The
provision of primary health care services, especially mother and child health
programs, need to be improved in the atolls through increasing the supply of
trained health workers and drugs, improving transport facilities and
decentralizing administrative responsibility to local levels. As the disease
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profile shifts, demand for tertiary health care services will rise,.
Development of the new hospital in Male will lead to a three-fold increase in
curative service capacity. However, the staffing, financing and operations
and maintenance requirements for the hospital are sil formidable challenges
that have still to be addressed. These issues also will have to be resoclved
for the four proposed regicnal hospitals. It is clear, however, that a
greater degree of cost-recovery, both for hospital-based medical services, and
for medicines, will be needed. In the medium-term, a major effort also will
be needed to increase the supply of doctors and trained nurses through
overseas training.

45. Water Supply. Provision of potable water supplies is a problem,
particularly in Male where the aquifer level is at a dangerously low level,
despite the development of desalination plants. The supply gap for fresh
water in Male (currently about 10 percent of potential demand is met) is so
large as to call for concerted action to increase supply (through offshore
storage tanks) and to Iintroduce user charge measures to price water according
to its scarcity value,

46, Population. With improvements in mortality and morbidity, and
continued high fertility levels, the population growth rate increased from 3.1
percent in 1980 to 3.4 percent at the end of the decade. Such exceptionally
rapld population growth leads to a considerable burden on families and the
Government to provide for the needs of the young and the aged. The Government
hag recently put much greater emphasis on ¢hild spacing programs. Urgent
efforts are required to: (i) increase contraceptive availability and
awareness; (ii1) allow private sector provision of contraceptives; and (iii)
integrate population topics into mass media and education curriculum.

47. Women in Development. The role of women in the growth process
should be enhanced, particularly as household demands diminish with slower

population growth. In the atolls, promotion of handicraft development
promises tce expand female employment opportunities. In tourism, new resort
developments should provide adequate residential facilities to .accommodate
female employees and/or working families. In the civil service, promotion of
qualified women, of which there is an ample supply, into the higher ranks of
public responsibility, would have an important positive effect on gender
attitudes and awareness,

The Prospects for Sustained Growth in the 1990s,

48, The outlook for growth in the Maldives’ major external markets is
optimistic for the 1990s. Following a recovery in 1991, real output in the
major industrial countries is projected to accelerate slowly over the next few
years, recording growth during the remainder of this decade, that is virtually
identical to the 1980s. During the middle years of cthe decade growth would be
particularly strong in Europe (which is the Maldives’' major market for
tourism), having been stimulated by German unification and the creation of a
single market in the European Community. In the Maldives' developing-country
markets of East Asia, prospects are also favorable, with growth during the
1990s expected to average only a little below the rapid rates of expansion
witnessed during the past two decades. The main indicators for inflation
point towards moderation in the coming years, with an modest improvement in
store for the Maldives’ external terms of trade.
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49, The Outlook and Policies. Following a year of slow growth in 1991,
the short-term outlook for the Maldives' economy is dominated by a tourism-led

recovery and retrenchment in government. expenditures, which taken together set
the stage for a return to the robust growth of earlier years. After
increasing by about 5 percent in 1991, real GDP would rebound by 8 percent in
1992 before slowing a little to 7 percent in 1993. Regarding fiscal policy,
measures on the side of both revenue and spending are expected to narrow the
overall deficit from 14 percent of GDP in 1990 to just over 5 percent by 1993,

50. Over the medium-term, real growth would continue strong, in the
range of 6 - 8 percent per annum, led by rapid--albeit decelerating--growth in
tourism. Fisheries would slow markedly, to about 5 percent per annum from
almost 10 percent in the 1980s. Slowing growth over the medium-term would be
moderated somewhat by government administration and agriculture; the
government sector would pick-up after the current period of fiscal
consolidation while agriculcure would recover slowly from destruction caused
by the severe storm of May 30 while making inroads into the resort community
as a local supplier of fresh fruits.

51. Looking past the current period of fiscal retrenchment, fiscal
management would stress a strong domestic resource mobilization effort to
offset declining foreign grants and to address demands for increased current
and capital expendicures. The overall fiscal balance should be set on a path
that is covered by inflows of foreign assistance (grants and concessional
loans) plus a relatively small allowance for domestic financing. On this
basis, the overall fiscal deficit would increase slowly over the medium-term,
from just over 5 percent of GDP in 1994 to just under 7 percent by the year
2000, reflecting rising disbursements of foreign assistance.

52. The balance of payments would exhibit a pattern of sustained sizable
surpluses over the next decade. There would be strong external demand for
Maldivian exports and tourism services. The capital account is forecast to
return to a sizable surplus in the 1990s, mainly on the strength of
substantially larger private capital inflows. External debt obligations of
the Maldives, which are currently at low levels by international standards,
are not expected to become a source of pressure on the fiscal or external
accounts.

53. External Financing. The external financing needs of the Maldives are
expected to rise only slowly over the early years of the 1990s, reflecting the
tourism-led nature of the recovery in 1991-93 and the success of the
stabilization effort. During the second half of the decade, the financing
requirement would widen significantly, to an average of almost US$45 million
per year compared with just over US$20 million in the first half of the 1990s.
Substantially higher private capital inflows, and rising official
disbursements will be needed to meet this requirement.

54. Based on the prospects for continued strong economic performance and
on the strength of domestic policies, Maldives needs--and is fully deserving
of--strong external support. Efforts should be made to explore all possible
opportunities to mobilize external assistance for the Maldives. Or the part
of the Government, this would require clear prioritization of the public
investment program, concerted attempts to make frequent contact and coordinate
activities with the donor community and development of a portfolio of large,
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well-defined investment projects suitable for cofinancing. The Maldives has
an admirable record of effective utilization of foreign assistance in the
past, and all indications suggest that future support will be used in an
equally efficient manner. In light of the nation’s important financing need,
the Government’'s commitment to broad-based development and policy reform,
strong support of the donor community is fully warranted.

55. Reform Priorities. The development agenda portrayed above is
necessarily broad and comprehensive. Some areas will require especial
emphasis in the near medium-term. In the near-term, restoration of financial
stabilaty, to be accomplished primarily through expenditure restraint, is a
very high priority. Over time, as budgetary pressures mount, efforts will be
needed to broaden the domestic resource mobilization effort and to shift a
greater share of the economic activity to the private sector. The latter,
however. will require improvements in the enabling environment for private
sector development, with particular emphasis on tariff reform, commercial law
development, and deepening of the financial sector and improved environmental

management.

56. Two areas of future private sector activity, in tourism and
fisheries, merit special attention. Both sectors could very well reach limits
to growth in 3-5 years unless: (i) private sector investment in land-based
tuna collection/export facilities is encouraged; and (ii) a new region of the
country is opened-up (with transport and communications facilities) for
expansion of resort investments. Immediate action is required to ensure a
smooth pattern of growth in both these lead sectors.

57. Continued emphasis on human resource development--with a greater
weight of services devoted to primary education and basic health care--remains
the highest development priority for the public sector. To deal with strong
growth in demand for high cost services (tertiary health care and secondary
education) on the one hand, and rapid expansion in population on the other,
human resource development services will come under considerable budgetary
pressure. In this environment, key initiatives would include: (i) a much
greater role for family planning services; (ii) continued focusing of health
services; and (iii) rapid deployment of a wide range of cost-recovery
mechanisms for the more high-cost social services.



Chaptey 1. RUVIEW OF RECENT FCONOMIC DEVELOPMENTS

A, Introductiion

1.1 The Maldives' economy ls one of the great developmental successes of
the past two decades. Desplte remotentss, a physically tiny land mass and
limited natural resources, real growth has averaged approximately 10 percent
per annum; inflation has been kept In check; unemployment is virtually non-
existent; social Indicators arc superlor to other countries in similar
situations; and occasional bouts of external imbalance have been overcome by
the firm implementation of macroeconomic policy adjustments. In many ways,
the Maldives has become a model of developmental success for other small
island economies (see Table 1.1).

1.2 Three main elements underlie the Maldives' success as a model for
development. First, the Government has put in place a supportive policy
framework founded upon financial stability, international competitiveness and
sound macroeconomic management. Second, the Government has been able to set
its investment priorities well, following an osutward-looking strategy that
emphasizes specialization in a few key sectors--with considerable
diversification within these sectors--and strong private sector leadership in
the most dynamic sector, tourism. Third, the authorities have succeeded in
creating effective public sector institutions that have stressed
infrastructural development and social service delivery; those Institutions
have also been prepared to operate as joint ventures with the private sector
and, when necessary, to withdraw from unsuccessful endeavors,

1.3 Building upon its successes, the Government faces the challenge of
adapting these elements of its developmental strategy so as to sustain the
pace of development in the Maldives. While tourism and fisheries will
continue to lead the growth process, the high cost and managerial complexity
of the next generation of investment calls for a greater reliance on private
investment to sustain high rates of growth and development. This, in turn,
will require changes in the economic role of the public and private sectors,

1.4 This report lays out a policy agenda that 1s intended to facilitate
the Government's task in this regard. After reviewing recent economic
developments in the remainder of this Chapter, the report turns in Chsapter II
to establishing a growth strategy for the 1390s. In this context, special
emphasis is devoted to maintaining a sound macroeconomic framework and to
shifting the emphasis of development away from public institutions--which in
some cases are becoming a hinderance to sustaining the pace of progress--and
towards greater development of the private sector. Chapter II also discusses
key sectoral issues, with particular attention paid to the all-important
fisheries and tourism sectors., Chapter III turns to human resource
development, with separate discussions of policies related to education and
health. The report concludes with Chapter IV, which presents the medium-term
outlook based upon implementation of the policy agenda presented elsewhere in
the report; the Chapter also provides a discussion of issues related to the
Maldives’ external financing requirements in the 1990s.




Table 1.1: GROWTH AND SOCIAL INDICATORS: INTERNATIONAL COMPARISON, 1984-91
(Annual % change at constant prices)

Infant Overall
1984-89 1990 1991 Mortality Rate Literacy Rate
Est. (per 1000) (% of pop.)/a
GDP: Maldives 9.8 15.1 4.7 34.0 96.0
Primary sector 6.4 9.9 2.7
Of which: Fisheries 9.3 11.2 3.0
Secondary sector 10.2 17.5 7.4
Tertiary sector 11.6 16.9 5.0
Of which: Tourism 12.9 20.7 4.0
GDP: Other countries
Mauritius 7.5 6.6 21.7 83.0
Singapore 5.9 8.3 7.0 86.0
Tonga 2.7 2.5 23.4
Barbados 2.5 /b . 15.8 ..
Fiji 1.8 3.9 19.7 86.0
East Asia 7.9 6.7 58.1 /fc 61.0 /fc
South Asia 5.1 4.2
[a Age 15+,
/b 1980-1990,
/e All Asia,

Source: Data provided by the Maldivian authorities, International Financial
Statistics, Social Indicators .f Development and Bank staff
estimates.

B. Qutput, Employment and Inflation
1.5 Economic Structure and Performance. The real sector of the Maldives

economy is characterized by a high degree of openness and a few leading,
outward-oriented sectors that have served as a strong engine of econonmic
growth in the past several years. The most important of these sectors is
tourism, which directly accounts for almost 20 percent of GDP (see Figure
1.1), almost half of foreign exchange earnings, and roughly a quarter of
government revenues. Moreover, the sector provides employment for some 7000
persons (of whom one-third are expatriates), equivalent to one-eighth of the
labor force. Expansion of tourism in the Maldives has been among the most
rapid in the world (see Table 1.2), drawing mainly upon the European market
and projecting an image that emphasizes affordable vacations on secluded,
tropical islands. Details of this sector, including a discussion of policy
issues and the role of the govermment, are presented in Chapter II.



Table 1.2: COMPARATIVE TOURISM: 1981-1988
(Number of Arrivals from Abroad, in 000s)

% Change
Country 1981 1988 per annum
Maldives 60 156 14.6
Larger Countries
Turkey 1052 3715 19.8
Australia 937 2249 13.3
Portugal 3021 6624 11.9
Thailand 1979 4231 11.5
Kenya 373 677 8.9
Tunisia 2151 3468 7.1
Smaller Countries
Hong Kong 1999 5589 15.8
St. Marten 190 480 14.2
Antigua/Barbuda 85 187 11.9
St. Kitts/Nevis 35 70 10.4
Mauritius 131 240 9.0
Dominican Republic 613 1116 8.9
St. Vincent/Grenadines 40 64 6.9
Source: Yearbook of Tourism Statistics, various issues.
1.6 As discussed in more detail in Chapter II, fisheries has also grown

rapidly during the past decade. In 1990, it contributed more than 15 percent
of GDP, more than half of merchandise exports and provided jobs for roughly
one-fifth of the labor force. In the extreme north and south of the country,
fishing is the dominant--and sometimes only--economic activity.
Traditionally, the most important catch has been tuna, which is exported in
canned or frozen form, mainly to Thailand, Japan and the United Kingdom. In
recent years, there has also been rapid growth in other types of marine
exports, most notably exotic seafoods (sea cucumbers and shark products) for
consumption in Asia. Despite some concern regarding the sustainability of
harvesting levels of some of the exotic marine exports, Maldivian fishing
operations follow environmentally sound procedures, and are among the most
efficient in the world.

1.7 The other main sectors of the economy include distribution
(wholesale and retail trade), agriculture, construction, transportation and
government administration. Traditionally, distribution has been dominated by
the State Trading Organization (STO), particularly as regards buying,
warehousing and distributing a major share of imports, including essential
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foods and petroleum products. However, during the recent slowdown in economic
activity STO has withdrawn from much of {ts wholesalc and retail activities,
opening the way for private traders who have successfully established
thenselves in thls s-.ctor of the economy. There is limited scope for
agriculture in the Mrldives, owing to poor soil and a lack of cultivable land.
Nevertheless, several treecrops are grown in quantity (coconuts, bananas,
papayas, mangos and breadfruits) and bananas have made important inreads Iinto
supplying the resort community; less than 5 percent of the labor force, mainly
women, 1s engaged in agriculture. Manufacturing, most notably garment
factories in the southern islands, has Increased in importance in recent years
and now employs around 15 percent of the labor force; other operations in this
sector include a tuna canning plant, a soft-drink bottling plant, a boat-
building industry and enterprises producing construction materials The
transportation sector is dominated by public enterprises--MNSML (. tional
ship company), Air Maldives, the Department of Post and Telecommuni_ations and
MTCC (a national transport and contracting company); the private sector mainly
provides local and inter-island transport for goods and passengers. MNSML has
been significantly down-sized in recent years while telecommunications and
MTCC services are provided on a joint venture basis.

1.8 Economic Growth. For the past decade and a half, the Maldives
economy has recorded a xemarkable pace of economic growth, with GDP increasing
by some 10 percent per annum since Independence in the mid-1970s. Led by two
main sectors--fisheries and tourism, the nation has achieved output gains that
are well in excess of virtually all other economies (see Figure 1.2). 1In
1990, GDP is estimated to have increased by an exceptional 15 percent, owing
to rapld expansion in all major sectors of the economy (see Table 1.1). 1In
that year, fiscal policy was significantly expansionary, contributing to
demand pressures in transportation, tourism, mining and construction, which
all grew in excess of 19 percent in real terms; no major sector of the economy
expanded by less than 5 percent in 1990.

1.9 In 1991, the Maldives economy 1s expected to slow, reflecting the
high rate of expansion in the previous year as well as adverse developments at
home and abroad early in the year. Tourist arrivals were hard-hit by the
combination of slow growth in Europe ar.und year-end ]/ and the great
reluctance of tourists to travel abroad during the Gulf War. In the first
months of the year, tourist arrivals turned sharply downward, dropping by

9 percent in the first three months of 1991 relative to the same period in the
previous year. At the same time, agricultural production (primarily tree
crops such as banana, mango, coconut, breadfruit and papaya in the southern
islands) was adversely affected by a severe wind storm that struck the islands
on May 30; the storm also interrupted fishing and transportation activity for
a few days and destroyed several boats. In addition, the failure of a large
international bank (BCCI), which operates a branch in the Maldives, is

1/ Despite some diversification in recent years, Europe (principally
Germany, Italy and the United Kingdom) still accounts fcr more than
three-quarters of tourist arrivals into the Maldives; South Asia accounts
for another 12 percent while Japan represents another 8 percent (Appendix

Table 1.2).
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expected to have a disruptive infiuence on financial intermediation. Policy
actions also contributed to the slowdown in growth, witih both monetary and
fiscal policy adopting an appropriately restrictive stance to maintain
financial stability (see Section C below).

1.10 By mid-1991, the economy had regained much of the momentum of
earlier years. Tourist arrivals rebounded strongly around the middle of the
year and by late July bookings were heavy for the remainder of the year.
Also, generous amounts of foreign assistance came promptly to the assistance
of those parts of the country that were worst-affected by the wind storm
mentioned above.

1.11 For 1991 as a whole, real GDP is expected to increase by just under
5 percent, with the primary sector increasing by less than 3 percent and
tourism expanding by 4 percent. Spillover effects from these two sectors--
which taken together account for more than 40 percent of GDP--as well as the
priicy actions noted above, would cause growth in all other sectors of the
economy to drop below the exceptionally high growth rates recorded in 1990.

1.12 Labor Force and Employment. Only limited data are available on
employrent and the labor force in the Maldives. Census data indicate that
between 1985 and 1990 total labor force rose by approximately 1.5 percent per
annum, despite rapid population growth of 3.4 percent annually (see Appendix
Table I.3).2/ Fisheries is the most important single activity for the
Maldivian labor force; in 1990 it accounted for 20 percent of the local labor
force, down from almost 25 percent in 1985, reflecting a shift ir the
fisheries sector towards increased mechanization. The share of the labor
force engaged in agriculture and manufacturing also dropped significantly
between 1985 and 1990; by contrast, the share of tourism doubled, from 5 to
10 percent, indicative of the strong expansion in this economic sector during
the past several years.

1.13 Total employment is estimated to have grown by around 3 percent per
annum between the census years 1985 and 1990 (see Appendix Table 1.3). The
construction industry was a leader In this respect, with job creation
expanding at an average annual rate in excess of 4 percent. Employment in the
fisheries sector declined during the second half of the 1980s, at 1.5 percent
per year, reflecting the adoption of more capital intensive methods of
operation. Employment in other sectors taken as a whole rose at an average
annual pace of 2.5 percent, indicative of rapid economy-wide productivity
gains in this period.

2/ This divergence is accounted for by two factors: first, the demographic
structure of the population is heavily weighted towards youth (45 percent
of the population is below 15 years of age and the median age of the
population is 16), suggesting that the bulk of the population growth has
occurred outside the population of labor force age; and second, there was
a sharp decline in labor force participation rates of both males and
females between the census years 1985 and 1990.
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1.14 There ir virtually no open unemploymout. in the Maldives. For
several yoars there has been an on-going shortage of labor in the country and

gecond jobs. To meet the labor shortage, the Government has followed a
liberal policy towards expatriate labor, which rose from & percent of the
labor force in 1985 to more than 15 percent in 1990. Most foreign workers in
the Maldives come from Sr] Lanka, Bangladesh and India for use in the private
gector, especially tourism (sce Appendlx Table 1.4).

1.15 Prices and Wages. Desplte rapid economlc growth and a tight
domestic labor market, official statistics indicate that inflation has been
reasonably well contained in recent years.3/ From 1985-90, consumex prices
rose by roughly 8.5 percent per annum, pushed up by the declining nominal
value of the rufiyaa, which fell by approximately one-third during this
period, and by rapidly rising rents, brought on by overcrowding in the capital
(see Table 1.3). Inflation in 1990 was moderated by a substantial decline in
clothing prices which reflected movements in export prices for garments
manufactured in the Maldives. On the basis of preliminary data for the first
half of the year, inflation is expected to accelerate in 1991, probably into
double digits for the year as a whole. This outcome would incorporate the
effects of a large salary increase paid to public employees late in 1990, an
8 percent drop in the value of the rufiyaa through mid-year and a continued
climb in rents in Male.&/

1.16 In tandem with strong growth in output and economy-wide
productivity, there has bezn a substantial rise in real wages in the Maldives
in recent years. Average wages paid in tourist resorts rose by approximately
15 percent annually from 1985-90, a little faster than those paid in garment
factories while wages in the fisheries industry have tended to lag somewhat
behind other major categories in the private sector. In the public sector,

3/ The official consumer price index suffers from several shortcomings that
may understate inflation in the Maldives. For example, it is constructed
using a weighting scheme base upon 1981 consumption patterns, which have
become out-dated by the rapid output and income growth of the past
decade, Also, month-to-month movements in some components of the CPI
have exhibjted considerable volatility, suggesting substantial sampling
error. Greater priority should be attached to the collection and
processing of these data; a similar effort in the area of the national
accounts would alsoc be helpful.

4/ No officiel data exist for the GDP deflator. However, on the basis of
estimated declines in the country's external terms of trade, the GDP
deflator would have increased by somewhat less than the CPI in recent
years. Bank staff have estimated an average annual Increase of 6 percent
for the GDP deflator from 1985-91, compared with 9 percent for the CPI.




Tabla 1.3: CONSUMER PRICE TNDEX, 1985-91
(annual ¢ cheange)

Welghts 1985.89 1990 1991

Est,

Consumeyr price index 100.0 8.9 7.4 11.5

By commodit roup.

yFood Y BOUP 57 .4 7.4 9.3
Clothing 8.0 9.7 -11.2
Rent 1.6 26.1 24.3
Household equipment 17.0 9.6 3.0
Transportation 2.6 2.2 0.3
Tobacco & bevera§es 4. L 4.1 6.0
Health & persona 2.5 10.8 9.8
Recreation & education 6.5 5.0 -0.8

Source: Data provided by the Maldivian authoritles and Bank staff estimate.

wages tend to be lower than in the private sector.3/ However, they were
increased by an average of some 40 percent in September 1990, the first
increase since 1988. The September 1990 increase ranged from 25 to 75 percent
with the largest increases concentrated in the lower-paid grades.

1.17 Despite the real wage increuses of recent years, wage levels in the
Maldives still compare favorably to countries in similar circumstances (see
Table 1.4). 1In 1990, wages in the Maldives' garment industry were
considerably below other small island economies in the Pacific and the
Caritbean, and not far above remuneration in comparable industries in South
East Asia.

Table 1.4: UNSKILLED WAGE RATES IN MANUFACTURING
A Comparative Perspective, 1990

Country Eagg Rate G Ca
($/day) 335

Maldives 4.8 628
Fiji 5.2 1,910
Mauritius 8.0 1,900
Indonesia 2.3 440
Thailand 3.8 1,050
Grenada 7.9 1,370
St. Kittg/Nevis 8.6 2,790
Korea 15.8 4,943

Source: “"Fiji: Incentive Poliicles for Growth", World Bank
and staff estimates.

5/ It should be noted that public sector employees tend to work less than a
full day in the Maldives. Typical office hours are from 8:30 AM to 1:30
PM, and as noted earlier, many civil servants hold a second job in the
private sector.
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C. Fiscal and Monetary Developments
1.18 Review of Macroeconomic Policies. Since Independence in the mid-

1970s, the Maldives has established a track record of sound macro-economic
management., which has contributed in a substantial way to the country'’s rapid
economic growth and strong external position. A major test in this regard
came with the emergence in the early 1980s of unsustainable domestic and
external imbalances. In response, the Government implemented a strong program
of stabilization in 1984-88, which included a tightening of fiscal and
monetary policies and a 25 percent devaluation of the exchange rate in 1987.
As a consequence, the fiscal position moved into surplus in 1987-88; net
domestic assets of the banking system contracted by over 25 percent from
1985-88; and, the overall balance of payments moved into surplus in 1985 and
continued to improve through 1988,

1.19 Shortly after the 1984-88 period of stabilization, policies adopted
a strongly expansionary stance. After shifting from a surplus equivalent to

3 1/2 percent of GDP in 1988 to a deficit of the same size in 1989, the
overall fiscal deficit widened to 14 percent of GDP in 1990, mainly on account
of rapidly expanding current expenditures in the face of stagnant revenues and
grants. Monetary policy contributed to the expansionary thrust during much of
this period by a relaxation of policy during the second half of 1989, which
encouraged rapid expansion in commercial bank credit to the private sector.
The adverse effects of these expansionary policies quickly became apparent in
the value of the rufiyaa, which declined by more than 6 percent vis-a-vis the
US dollar during the twelve months ending June 1990. Concerned by the
depreciating exchange rate and emerging developments in the Gulf, the Maldives
Monetary Authority (MMA) abruptly tightened policy in August 1990 and
followed-up with further measures effective January 1, 1991.

1.20 Notwithstanding tighter monetary policy, fiscal policy remained
expansionary through early 1991. 1In late 1990, a budget was approved that
anticipated an unchanged overall balance, financed by continued large
borrowings from the Monetary Authority. Such large borrowings did indeed
eventuate through the first quarter of 1991, However, in early 1991 the
authorities took steps to bring government expenditures under firmer control,
directing line ministries to sharply curtail spending on a number of low-
priority items, such as travel, telecommunications, entertainment and energy.
As of mid-1991, it appeared that these steps were beginning to yield tangible
results; credit expansion from the MMA to the Government had slowed markedly,
and there were signs that further expansion would be well-contained.

1.21 The near-term challenge will be to ensure that the stance of fiscal
policy is brought into step with that of monetary policy. During the final
months of 1990 and the early months of 1991, a great deal of the burden of
adjustment was being borne by monetary policy, which has resulted in
inflationary expansion of domestic credit to the Government and a crowding out
of borrowing by the private sector. In this context the budget for 1992
figures prominently. It will be important for the Government to prepare a
budget that adjusts both expenditures and revenues so as to set the deficit on
a medium-term path that implies negligible net domestic financing of the
budget deficit. While ambitious, such a target for the budget deficit would
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take full recognition of the financial needs of emerging private secter while
demonstrating the Government's commitment to the containment of domestic
inflationary pressures.

1.22 Fiscal Revenues and Grarts. Following several years of rapid
expansion that averaged 30 percent annually, total revenues and grants barely
increased in 1990 and are expected to rise by less than 20 percent in 1991.
This volatile pattern is largely attributable to fluctuations in grants, which
dropped sharply in 1990 following completion of a school and a breakwater
project, which had been financed by the Japanese Government. Grants will
increase considerably in 1991 with construction of the Centre for Social
Education, which is also largely financed by the Japanese Government.

1.23 Tax and non-tax revenues are estimated to have slowed markedly in
both 1990 and 1991. Import duties, which account for over half of total tax
revenues, increased by less than 6 percent in 1990 and appear likely to
increase by only slightly more in 1991. The slow growth in customs duties in
1990 is partly due to reform of the tariff structure undertaken in early 1990,
when the Government significantly reduced import duties on a broad range of
consumer products, machine tools and spare parts; duties on rice, wheat flour
and sugar were abolished; and the duty on cement was lowered from 20 to

15 percent.6/ Revenues from tourism taxes, which helped to sustain revenues
in 1990, are expected to increase by only 4 percent in 1991, reflecting the
slow pace of tourist arrivals noted earlier. Despite an increase in the bank
profit tax from 20 to 25 percent, revenues from this source are expected to
decline in 1991 reflecting tight monetary conditions and a reduced volume of
bank lending. On the side of non-tax revenues, there would be sharply lower
growth in 1991 owing mainly to a decline in profits of the State Trading
Organization,

1.24 Fiscal Expenditures. Current and capital expenditures have
increased rapidly in recent years, with both components rising from around
15 percent of GDP in 1985 to more than 30 percent in 1990 (see Table 1.5).
After rising at an average annual rate in excess of 20 percent per year
between 1985 and 1989, current expenditures soared in 1990, by more than

40 percent, out-stripping budgeted outlays by some Rf.50 million. This rapid
expansion in 1990 stemmed in part from special factors, namely the Twenty-
fifth Anniversary of Independence and the November 1990 South Asian Regional
Summit; taken together, these extraordinary outlays accounted for roughly
Rf.30 million or approximately 10 percent of current expenditures in 1989.
However, the rapid expansion of current expenditures in 1990 also reflected
factors that permanently boosted expenditures, most notably a salary increase
of roughly 40 percent for civil servants with effect from September 1,

1990.7/

The duty on cement was reduced alsu for environmental reasons, to
conserve island reef coral which is commonly used as a building material.

Q‘

1/ As noted earlier, the salary increase, which ranged from 25-75 percent,
was the first since 1988. It was intended to stem the drain of skilled
personnel from the public service.
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) 3+ MALDIVES: GSUMMARY OF CENTRAL GOVERNMENT FINANCE

1985 1986 1987 1988 1989 1990 1993
Budget Est. Budget Fst,

(Annual percentage change)

Totnl xavenue and grants 2.3 81.3 &4, 4 18,2 35.9 6.2 1.7 19.3 19.8
Total revenue 22.8 19.0 47.4 15.9 27.6 17.2 15.9 6.5 6.7
Tax revenue 27.6 5.1 54.9 26.8 29.9 13.4 10.5 2.8 6.5
Nontax revenue 17.5 23.8 39.1 2.2 24,2 23.2 26,6 1.8 7.1
Grants =76, 4 696.4 35.4 13.2 63.6 -29.5 ~35.2 79.1 78.8
Expenditure and net lending 0.0 56.3 14.6 13.9 56.3 20.8 23.5 8.9 8.4
Current expenditure 17.5 14.9 27.3 19.3 32.5 25.9 42.8 16.5 12.1
Capital expenditure and
net lending ~-18.2 113.5 4.3 8.5 ) 82.0 16.8 8.3 21.3 4.5
(In percent of GDP)
Total revenue and grants 29.0 39.5 48.8 47.0 57.0 50.5 49,2 50.4 50.4
Total revenue 27.6 29.6 37.3 36.1 41.1 41.0 40.5 37.0 37.1
Tax revenue 15.1 i5.6 20.7 21.9 25.4 24.5 23.9 21.1 21.8
Nontax revenue 12.5 13.9 16.6 14.2 15.7 16.4 16.6 15.9 15.3
Grants 1.4 9.9 11.5 10.8 15.8 9.5 8.7 13.4 13.4
Expenditure and net lending 33.6 46.5 45,7 43.4 60.6 62.2 63.6 64.8 59.1
Current expenditure 20.1 20.8 22.7 22.6 26.7 28.6 32.4 32.4 31.2
Capital expenditure and
net lending 13.4 25.8 23.0 20.8 33.9 33.6 31.2 32.4 27.9
Overall balance 4.5 ~-7.1 3.1 3.5 -3.6 -11.8 -1l4.4 ~146.4 -8.6
Domestic financing 5.0 0.0 ~-8.1 -3,7 ~4.2 7.8 5.6 5.4 2.8
Ext.finance/Capital exp.(X) 37.0 68.8 68.6 72.7 67.3 56.7 58.6 78.3 75.2
Source: Data provided by the Maldivian asuthorities and Bank staff astimates.
1.25 Cavital expenditures exhibit substantial year-to-year volatility in

the Maldives, as such expenditures depend to a great extent upon the timing of
a few large projects. In 1990 the pace of capital spending slowed markedly,
reflecting the completion of two large projects--a breakwater and a primary
school, both in Male. Nevertheless, gcapital spending was sustained at a high
level relative to GDP owing to continued implementation of other projects in
the areas of health, transportation and electrigity, as well as the launching
of a regional airport project.

1.26 In 1991, fiscal expenditures are expected to slow from the rapid
pace of the previous year. Despite the large pay increase granted late in
1990, current expenditures would increase by only 12 percent in 1991 owing
principally to cutbacks in new hiring of civil servants and to the impact of
the expenditure control measures announced earlier this year (see para. 1.20
above). This outcome, together with some under-spending on the side of
capital spending, would result in total fiscal expenditures being contained
well within the budgeted amount for 1991.

1.27 Budget Financing. As part of the Government's 1984-88 program of
stabilization, the overall fiscal balance recorded a surplus equivalent to

more than 3 percent of GDP in 1987 and 1988. Foreign financing--largely in
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the form of grants oy borrowings on highly concessional terms--was substituted
for domestic debt, which fell by some 15 percent of GDP between 1985 and 1989.
As fiscal policy shifted to an expansionary stance in 1989 and 1990,
disbursements of foreign assistance increased markedly, but were insufficient
to close the rapidly widening fiscal deficit. Conseyaently, the Government
relled on significant amounte of domestic financing in 1990, when the Maldives
Monetary Authority provided the Government with financing equivalent to about
5 percent of GDP; a similar amount was budgeted for 1991, However, as
described above, total expenditures are expected to be contained well within
budgeted amounts for 1991 while total revenue and grants would be in line with
the amounts foreseen in the budget. In the face of continued high levels of
donor financing, there would be an appreciable drop-off in domestic financing
needs, to nearly 3 percent of GDP in 1991.

1.28 Monetary Developments. The aim of monetary policy in the Maldives
is to ensure the availability of sufficient liquidity to accommodate economic
growth at a pace consistent with price and balance of payments targets. To
achieve this aim, the Maldives Monetary Authority relies upon minimum reserve
requirements and credit/deposit ratios;8/ also, the MMA sets interest rate
ceilings on commercial bank loans in local currency, specified in terms of a
spread relative to New York prime. The Monetary Authority also supervises
banking and financial institutions and manages the dally setting of the
exchange rate, which as a matter cf policy, is determined by the demand for
and the supply of foreign exchange. This approach to the conduct of mcnetary
policy has generally served the Maldives well, In the past several years,
inflation has been kept reasonably under control, official international
reserves have expanded rapidly and the external competitiveness of the economy
has been maintained.

1.29 Monetary policy was relaxed in August 1989,9/ to finance new

tourist facilities and buoyant import trade in the wake of the 1lifting of
import quotas earlier that year. As a consequence, bank credit to the private
sector increased strongly during the subsequent 12 months, by more than

45 percent during the year ended June 1990. During the same period, central
bank credit expanded rapidly to finance the widening fiscal deficit, although
this was partly offset by lower credit to the public enterprises. To rein in
this growth in credit and to contain pressure on the exchange rate, the MMA
tightened policy in August 1990 and followed-up with additional measures early

8/ Sectoral credit limits were withdrawn in August 1989.

9/ In Avgust 1989, reserve requirements were reduced from 35 percent to 25
percent of total deposits, sectoral credit limits were withdrawn, and the
ceiling on Interest rates was lowered from 5 percentage points above New
“‘¢il. prime to 3.5 percentage points.
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in 1991.10/ Credit expansion responded promptly; commercial bank credit to
the private sector--especially for import financing--fell sharply in the
fourth quarter of 1990 before declining further in the first half of 1991,
During the 12 months ending in June 1991, commercial bank credit to the
private sector rose by only 4 percent while bank advances to non-financial
public enterprises (the great bulk of which is accounted for by the State
Trading Organization) dropped by almost 45 percent., On the liabilities side
of the monetary accounts, the growth rate of broad money has mirrored the
shifts in the stance of policy in recent years. Measured on a 12-month basis,
the growth of broadly defined money supply picked up noticeably after the
easing of monetary policy in mid-1989, reaching a peak of nearly 30 percent in
March 1990 compared with 17 percent during the four preceding years.

Following the tightening of policy that began in August 1990, the growth rate
of broad money fell back to a little less than 20 percent during the year
ending June 1991 (see Table 1.6), however narrow money grew by mnore than 30
percent while net Government borrowing (reflecting continued expansionary
fiscal policy) continued to absorb nearly two-thirds of liquidity in the
domestic banking system.

Table 1.6: MONETARY AND PRICE DCVELOPMENTS, 1986-91
(12-month percentage change)

1986 1987 1988 1989 1990 1991
June
Broad Money 23.3 11.8 15.8 18.2 16.4 18.8
Domestic Credit -1.3 -8.3 -15.3 28.8 24 .4 3.3
0f which: Public -1.2 -13.7 -25.2 46 .7 19.6 2.7
Private -1.4 -0.5 -2.9 11.5 30.6 4.0

Deposit Rates /a 9-11 5.5-7 5.5-7 5-7.5 3-7 3-6.5/¢
Consumer Price Index /b 9.1 11.7 10.4 4.6 7.4 11.5

/a On 6 month to 1 year deposits; in percent.
/b Period averages.
/e March 1991.

Source: Maldives Mouetary Authority and staff estimates,

10/ 1In August 1990, the MMA announced an increase in the minimum reserve
requirement of commercial banks from 25 percent to 30 percent on all
deposits. Also, e cash margin requirement of 50 percent was introduced
against the issuance of letters of credit for private sector imports
valued at $15,000 or sbove. In January 1991, the maximum credit/deposit
ratio for bank credit in rufiyaa was lowered from 70 percent to 60
percent.
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1.30 Interest rates in the Maldives are net highly responsive to shifts
in the stance of monetary policy. As noted earlier, lending rates are subject
to a ceiling that is linked to New York prime and there is only a small thin
inter-bank market that operates among the four commercial banks.ll/ During
the past several years, there have been only minor variations in deposit rates
(see Appendix Table III.2 and preceding tabulation), which tend to be
substantially negative in real terms.

D. External Sector and the Bslance of Payments

1.31 Following several years of external imbalance in the early 1980s,
the Maldives pursued a successful stabilization program that led to several
years of robust surpluses in its overall balance of payments, which widened to
almost US$16 million in 1988. This impressive performance, which led to a
five-fold increase in official reserves between 1985 and 1989, stemmed from
rapid expansion of tourism receipts and fish exports; large inflows of
official bilateral transfers; and, in most years, sizable private capital
inflows. However, as noted earlier, there was a significant relaxation of
policies in 1989-90 that was accompanied by a weakening of the external
accounts: merchandise imports and travel payments expanded rapidly;
merchandise export growth slowed; and, private capital shifted to net
outflows., This weakening pattern continued in 1991 as a result of falling
tourist arrivals in the first half of the year, declining fish prices and
continued large outflows of private capital (including errors and omissions).

1.32 Current Account and Merchandise Trade. During the past several
years, the structure of the Maldives’ current account has been characterized
by a large and growing deficit on merchandise trade--in part because of on-
going deterjoration in the nation’s external terms of trade--which has been
offset by substantial surpluses on the services account and on unrequited
transfers (see Table 1.7). After shifting to surpluses of roughly 5 percent
of GDP in 1988 and 1989 in response to the mid-80s stabilization program, the
external current account of Maldives narrowed noticeably in 1990, to a surplus
of 0.3 percent of GDP. 1In 1991, slower growth in imports, brought on by
markedly lower growth in GDP, is estimated to have reversed the previous
year'’s deterioration in the current account, pushing the surplus back to
around 6 percent of GDP.

1.33 These movements in the current account in 1990 and 1991 are mainly
accounted for by swings in key components of the merchandise trade account. In
1990, there was a particularly large deterioration in the terms of

trade 12/ (see Appendix Table IV.2) and virtual stagnation of export

11/ Prior to mid-1991, there were five commercial banks operating in the
Maldives: one joint venture between the Government and a financial
institution in Bangladesh; local branches of three commercial banks with
head offices in neighboring countries; and, a branch of the Bank for
Credit and Commerce International, which closed in July 1991.

12/ The export price for garments and exotic marine products dropped in the
fare of sharply higher import prices for petroleum, intermediate and
capital goods.
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Tahle 1.7: SUMMARY BALANCE OF PAYMENTE

Z}n millions of U.5. dollars)

1985 1986 1987 1988 1989 1990 1991
ast.,
Trade balance ~30.2 -36.6 ~30.3 -3B.¢4 -50.9 -58.9 -64.6
Exporta, £.0.b 25.5 26.9 34.9 44.6 51.3 58.1 6.1
Importas, f.0.b. 55.7 63.6 74.1 83.0 i02.2 117.0 125.7
Services (net) 26.6 26.1 29.9 33.2 40.0 49.4 57.1
Unrequited transfers, net -0.8 9.9 8.5 10.9 16.4 9.9 15,7
Current account balance -4 .6 0.7 -0.9 5.7 5.5 0.6 8.2
Nonmonetary capital, nec 5.3 3.8 11.4 10.1 ~9.7 1.1 -4.,9
Overall balance 0.7 3.1 10.5 15.8 ~4.2 1.5 3.3
Memorandum items:
Current account balance/
GDP (percent) -5.5 ~0.7 -1.0 5.4 4.8 0.3 5.9
Gross off reserves 4.6 6.9 8.2 21.8 24,4 24,7 25.2
(in months of imports) 1.0 1.3 1.3 3.2 2.9 2.5 2.4

volumes of fish, compared with increases of almost 20 percent per annum in the
preceding three years. The total value of merchandise exports in 1990 was
sustained by spectacular expansions in the volume of exports of garments and
of exotic marine products (52 and 90 percent respectively), most notably sea
cucumbers, dry shark fins and shark liver oil.

1.34 In 1991, the merchandise trade deficit is estimated to continue
widening, but at a pace appreciably slower than in the previous two years.
Merchandise imports would rise by only 7 percent in 1991 compared with more
than 20 percent in the preceding two years, owing to lower economic growth in
1991, the August 1990 margin requirement against letters of credit for imports
and falling petroleum prices. Total merchandise exports would increase by
roughly 5 percent in 1991 (versus an average of 14 percent in 1989 and 1990)
due to continued expansion of garments for export; exports of fish are
expected to barely increase in 1991, reflecting & slightly larger catch that
is almost fully offset by lower export prices.

1.35 Services and Transfers. The services account of the Maldives
balance of payments 1s dominated by tourist-related items (which account for
more than 85 percent of gross receipts), investment income payments and
freight and insurance (which contribute almost 85 percent of gross payments).
Historically, the balance on the services account has been in large surplus
owing to the importance of tourism in the Maldives' economy (see Table 1.8).

1.36 After wldening gradually between 1986 and 1988, the surplus on
services account expanded rapidly in 1989 and 1990, before moderating somewhat
in 1991, mainly in reflection of trends in tourism receipts. During the past
decade, tourism receipts have increased nearly 30 percent per year, with the
exception of a period of civil unrest in a neighboring country (1986) and the
year of an attempted coup in the Maldives (1988). Also, as noted earlier,
tourist arrivals turned downward in the first half of 1991, owing to a global
aversion to international travel during the Gulf War; ncvertheless, a strong
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rebound occurred by mid-1991 and tourism receipts arc expected to rise by some
11 percent for the year. Tourism payments have also increased rapidly in
recent years, by approximately 35 percent per annum since 1985. Such rapid
growth is indicative of the pace at which incomes are expanding in the
Maldives, driving up the demand for business, vacation and pilgrimage (the
Hadj) trips abroad.

Table 1.8: MALDIVES: SERVICES AGCCOUNT

(In millions of US dollars)

1985 1986 1987 1988 1989 1990 1991

Total services (net) 26.4 26.1 29.9 33.2 40.0 49 .4 57.1
Receiptg 66.9 66.8 75.7 85.9 99,3 118.6 130.9
Transportation 23.9 21.1 25.9 28.9 29.5 32.3 36.0
Travel 37.7 40.7 44 4 50.4 66.2 81.5 90.5
Investment income 0.3 0.4 0.3 0.8 2.4 3.0 2.3
Govermment, n.i.e. 5.0 4.6 5.1 3.2 0.3 0.3 0.3
Payments 40.5 60.7 45.8 52.7 59.3 69.2 73.8
Freight and insurance 3.4 2.1 4.1 14.3 18.3 20.7 21.8
Other transportation 14.3 13.6 15.3 13.8 9.7 10.4 11.4
Travel 5.3 8.0 9.8 11.7 19.4 24 .4 26.4
Investment income 13.5 13.4 11.3 10.7 11.0 12.8 13.3
Government, n.i.e. 3.3 3.2 3.4 1.2 0.9 0.9 1.0
Other 0.7 0.4 1.9 1.0 0.0 0.0 0.0
Travel, net 32.4 32.7 34.6 38.7 46.9 57.1 64.1
1.37 Payments on investment income 13/ comprise remittances of profits

abroad as well as interest payments on both official and private debt. Total
payments of investment income declined appreciably between 1986 and 1988 (see
preceding tabulation), mainly reflecting financisl difficulties in the
garments industry. However, there was a recovery in 1990 stemming from
stronger actlvity in the tourism and banking sectors, and a further Increase
is expected in 1991, Interest payments have been stable at a relatively low
level in recent years malnly on account of the Maldives modest level o.
external debt and the policy of relying on concesslional external assistance.

1.38 With regard to the tramsportation account, payments for freight and
insurance have increased rapidly in recent years, roughly in line with the

13/ Receipts of investment income largely comprise earnings on the nation's
official foreign exchange reserves. These have increased at a healthy
pace in recent years, mainly reflecting the rapid accumulation of
official reserves at the MMA.
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expansion of merchandise imports noted above. On the side of receipts, the
national shipping operation, MNSML, has tended to contribute a small net inflow,
following success in downsizing operations while maintaining the operation’s
profitability. Other, tourist-related receipts on the transportation account
(jet fuel sales and airport fees) have also increased at a strong pace during the
second half of the 1980s, owing to more frequent international flights to Male.

1.39 The balance on transfers has been in large surplus (of approximately
US$10 million) in the past several years, due to substantial official grants--
particularly from bilateral sources, mainly Japan. Official transfers increased
rapidly after 1986, peaking at some US$18 million in 1989 with construction of
the Male breakwater and a primary school project; they are expected to pick up
again in 1991 with on-going activity at an Indian-financed hospital and the
start-up of a new port project and a new center for social education. Net
private transfers, which have historically recorded a deficit of around US$1 1/2
million per annum, represents the difference between remittances abroad by some
10000 expatriate workers in the Maldives and repatriation of earnings by 4000 or
more Maldivians working abroad, mainly on foreign shipping lines. 1In 1991,
inward private remittances are expected to be particularly small owing to
disruptions to shipping during the Gulf War.

1.40 Capital Account and International Reserves. The (non-monetary) capital

account of the Maldives' balance of payments comprises medium- and long-term
public sector loans and private capital, including errors and omissions. There
are no identified flows on foreign direct investment (which are known to have
been of considerable magnitude in the tourism sector), and there have been no
medium-term loans from financial markets since 1986, although there has been some
recourse to suppliers' credits in recent years.

1.41 After averaging net inflows of around US$8 million per year from 1985
to 1988, non-monetary capital shifted to a net outflow in 1989 and has tended to
remain in deficit since then (Table 1.7). This pattern has been largely
accounted for by movements in private capital (including errors and omissions),
which recorded net inflows of approximately US$10 million from 1985-88 before
shifting to net outflows of a similar magnitude in more recent years. These net
outflows may have reflected the easing of monetary policy in 1990 and uncertainty
surrounding the effects of the Gulf War on the Maldivian economy in 1991. On the
side of official capital, small net outflows had been recorded for several years
prior to 1990 when there was a shift to net inflows of roughly USS$10 million, as
disbursements for project financing picked-up, especially for those financed by
the Asian Development Bank and the International Development Association.

1.42 Gross official reserves of the MMA experienced a spectacular expansion
between 1985 and 1989, rising from US$4 1/2 million (equivalent to one month of
import cover) to US$24 1/2 million (covering almost 3 months of imports) mainly
on the strength of a jump of US$13 1/2 million during 1988. Since the end of
1989, reserves have flattened out, reflecting the weakness, noted earlier, in the
overall balance of payments. By the end of 1991, reserves are expected to amount
to some US$25 million, equivalent to approximately 2' months of imports.

1.43 Exchange Rate Developments. Following several years of stability vis-
a-vis the US dollar, the rufiyaa was devalued in March 1987 by 25 percent
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(relative to the US dollar) as part of the mid-80s stabilization program that
included a shift to a managed floating rate system (see Figure 1.3).
Subsequently, the nominal effective value of the rufiyaas appreciated
significantly, by about 20 percent, through early 1989 at which time weakness in
the balance of payments began to set in. Between March 1989 and August 1990, the
nominal effective value of the rufiyaa drifted downwards, for a cumulative
decline of more than 15 percent, as the authorities sought to protect the lovel
of their official reserves by minimizing intervention in the exchange market in
the face of the weakening balance of payments situation. The autherities’
strategy of allowing the nominal value of the rufiyaa to drift downwards in the
past two years has served as an effective device to protect the Maldives'’
international competitive position. After appreciating by some 35 percent during
the two years following the devaluation of March 1987, the real effective value
of the rufivaa depreciated through early 1991 roughly in line with the decline in
the nominal rate, just noted (see Figure 1.3).14/ By early 1991, the

competitive position of the Maldives was virtually unchanged from immediately
after the 1987 devaluation. However, since January 1991 both the nominal and
real effective rates of the rufiyaa have appreciated markedly, by some 8 and

20 percent, respectively. A continuation of these movements of the past several
months would quickly erode the competitive gains achieved by the 1987 devaluation
and undermine the prospects for strong, export-led growth over the medium-term.

1.44 External Debt. Judged on the basis of the standard debt indicators,
the Maldives' does not carry a heavy external debt burden, owing in large part to
a significant improvement in debt management and capacity during the second half
of the 1980s (Appendix Table IV.6). Following & restructuring of the debt the
state shipping company in 1985, public external (medium- and long-term) debt held
steady for several years at around US$60 million before rising to US$66 million
by the end of 1990, owing mainly to increased disbursements of concessional loans
from multilateral agencies. Measured in relation to GDP (measured in US
dollars), total debt has tended to decline in recent years, from just over

85 percent in 1987 (when the rufiyaa was devalued by 25 percent), to a little
more than 60 percent in 1990. During the second half of the 1980s, debt service
has tended to decline in both absolute terms and relative to exports of goods and
services reflecting the trend in debt outstanding as well as the highly
concessional nature of most of the Maldives’ debt. By 1990, the Maldives' debt
service ratio was down to less than 5 percent of exports of goods and services,
which is exceptionally low by recent international standards.

14/ References to the value of the real effecuive exchange rate should be
treated with caution, owing to known shortcomings in the monthly data for
the consumer price index. See footnote 3 in this Chapter.
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Figure 1.3: INDICATORS OF THE RUFIYAA EXCHANGE
RATE, 1985-91
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Chapter T1. POLICY ADJUSTMENTS TO_SUPPORT GROWITL

A, Introduction

2.1 The growth momentum of the 19808 and early 1990s shows strong signs
of continuing in the decade to come, The "carry-forwvard" effects of rapld
growth In investment, trade and output will propel the Maldives forward on a
growth path which promises higher incomes and living standards for the great
majority of the population.

2.2 Unlike the 1980s, the growth process begins from a higher level of
Incomes, with higher expectations and a rapildly growing population of school
graduates eager to partilcipate in the process of economic development. With
little in the way of natural resources, the key to success in the next decade
lies in continued sound economic management.

2.3 There are two key policy lessons from the nation's strong
performance over the past decade. The first is that growth will hinge upon
continued provision of goods and services to highly competitive world markets.
Attempts to Impede free trade quickly erode competitiveness and lessen the
economy's ability to react te new and emerging world market opportunities. In
the 1980s, the Maldives demonstrated that a small, remote, island nation can
achlieve a high degree of competitiveness in world markets, and that such
competitiveness carries in its wake a surge of investment, trade and growth.
For the 1990s, an_outward oriented growth strategy, bullding upon expansion
prospects in the two key productive sectors, tourlsm and fisheries, offers
continued high returns.

2.4 While world markets provide the Maldives with abundant
opportunities, there are also risks. The shipping industry, for example, had
been the mainstay of the economy in the 1960s but was, to a considerable
degree, displaced by evolving regional trade policies in the 1970s. Tourism
has proven vulnerable to domestic political unrest, to unrest in neighboring
Sri Lanka and, most recently, to the Gulf war. However, a second important
lesson of the 19808 is that the risks associated with a narrow economic base
can be offget by policies which promote efficient diversification. 1In fact,
policies which promote growth and reduce risk--through efficient
diversification--have proven to be highly complementary.

2.5 The broadening of the tuna market (from dependence on exports of
dried fish to a mix of dried, frozen and canred products) and the outreach
efforts made in tourism to capture a greater share of Asian viasitors, are
examples of such diversification that have been instrumental in reducing
export volatility and increasing earnings. Such efforts are best undertaken
by businesses able to identify risks, seek market-based solutions and act
quickly to exploit diversification opportunities. Providing the private
sector with the flexlbility to seek efficient means of diversifying economic
activity will continue to be an important focus of development strategy for
the 1990s.
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2.6 Looking ahead, fisheries and tourism will continue to remain the key
sources of growth in the 1990s. However, the nature of investments required
to harness coming growth opportunities in these two sectors will differ
markedly from those of the past two cdecades., In fisheries, major investments
are required in processing capacity; new generations of fishing vessels need
to be developed; and markets for exotic fish products tapped. In tourism,
there will be an era of quality upgrading, marked by improvements in existing
resorts and by expansion into altogether undeveloped regions.l/ Both the

scale and complexity of the new investments are considerably greater than in
the 1980s. Implementing such a program would exceed the limited financial and
administrative resources of the public sector. This constellation of changing
investment opportunities and requirements calls into question a growth
strategy predicated on public sector leadership in the commercial sectors of
the economy. 1In the 1990s, it will increasingly be the private sector that
will be better placed--in terms of skills, maragement capacity and access to
markets and financing--to take advantage of emerging investment opportunities.

2.7 In the 1980s, the task of meeting expectations fell largely to the
public sector, as the private sector was small, under-capitalized and
hamstrung by a lack of supportive Infrastructure and a skilled workforce.

This situation has now changed. The private sector--in tourism, commerce,
fisheries, industry, finance and small-scale agriculture--is larger, better
capitalized, has better access to infrastructure and a skilled labor force and
most importantly, has proven itself capable of competing effectively on world
markets,

2.8 In the 1990s, it will be the private sector that will play a lead
role in generating growth, incomes and employment opportunities. As in the
1980s, the Government will continue to play an important role in providing
economic infrastructure and soclal services. Moreover, the degree to which
the private sector can realize its growth potential will depend largely on the
Government's ability to forge a policy framework conducive to efficient
activity. Finally, the Government will continue to play a central role in
mobilizing resources required to finance new developments. Providing economic
infrastructure and social services, developing sn enabling policy framework to
underpin efficient private activity and mobilizing domestic and international

resources needed to finance growth have evolved as the main policy challenges
for the Govermment in the 1990s.

2.9 A shift in strategy from a public to a private-sector led phase of
growth will hinge very much on the reaction of the private sector to the
Government's policy framework. An enabling policy framework for private
sector development will require a combination of macroeconomic policies that
result in financial stability and competitiveness together with microeconomic
policies that promote efficient resource allocation. Of the latter, a high
priority would be attached to removal of policy-induced restraints to trade,

1/ The Maldives will continue to remain particularly vulnerable to external
shocks, given the concentration of activities in two sectors. Strategies
for offsetting the risks of a narrow economic base are discussed in

Chapter 4.
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entry and operation of enterprises, and to access and pricing of productive
resources. The second implication of the shift in growth strategy is a need
to refocus public sector activities away from commercial operations towards
provision of essential infrastructure, environmental protection and delivery
of essential social services.

Macroeconomic Management

2.10 In the 1990s, the Maldivian economy will continue to depend on the
world economy to fuel growth. Instability in the world economy will be
reflected in the domestic economy through changes in prices, demand for
foreign services and investment flows. In an increasingly deregulated
environment, external instability will be quickly transmitted to the domestic
economy --the buffer created by direct Government involvement in commercial
activities will be significantly reduced. For the private sector, a gtable
financial system and economy-wide competitiveness are prerequisites to
sustained growth in investment and efficient use of domestic resources. This,
in turn, calls for the shaping of fiscal and monetary policy into a
macroeconomic framework supportive of:

o financial stability;

o a fiscal and monetary stance that accommodates private sector
activity; and

o competitiveness with respect to world markets.

2.11 Fiscal policy is the key macroeconomic instrument for ensuring that
the economy follows a sustainable growth path. In the near-term, the main
fiscal challenge for the authorities will be to control expenditures,
principally by the preparation of a budget for 1992 that narrows the overall
fiscal deficit in line with a significant reduction in net domestic financing.
Having re-asserted fiscal restraint with the 1992 budget, the longer-term
objective in this area should be to align expenditures and revenues consistent
with the availability of external financing so as to rely on a negligible
amount of net domestic financing of the budget deficit. Attainment of this
objective is likely to entail action of several related policy fronts:

(1) mobilization of maximum possible concessional financing from the donor
community; (i1i) prioritization and re-phasing of the overly-ambitious 1991-93
public investment program; (iii) careful scheduling of public sector
investments, especially by mobilization of co-financing of large projects by
donors; (iv) restraint in the growth of current expenditures relative to GDP;
and (iv) a significantly greater domestic resource mobilization effort, mainly
to raise the domestic financing component of capital expenditures so as to
compensate for likely shortfalls in external finance.

2.12 Monetary and Exchange Rate Policies. An appropriate macroeconomic

framework requires that domestic financial and exchange rate policies be
implemented with a great deal of consistency so as to forestall inflationary
pressures and to maintain international competitiveness. Measures proposed by
the Maldives Monetary Authority to restore near-term financial stability
include removal of the temporary cash-balance requirement for letters of
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eradit, interest rate decontrol, charging market interost rates for publie
enterprise loana and accepting statuory reserves In the currency of deposit.
In light of the deoteriorating financial situation, such measures warrant
Immediate adoption and implomentation, At the same time, exchange yate
adjustment provides only a verv limited means of accommodating excessively
expanslionary monetary and fiscal policies. The linkage between monetary and
exchange rate polleles is partlcularly tight In countries, such as the
Maldives, that maintain an open exchange system, relativel free of external
payments restrictions. Under the Maldives' managed floating exchange rate
syastem, domastic disequilibria would be quickly transmitted thx:.gh capital
movements into precsura on the external reserves position,

2.13 The Meldives has generally managed the exchange rate with a view
towards maintaining competitiveness in world markets. In particular, labor
markets in the Maldives are relatively free of rigidities that tend to de-link
wages and productivity, and the authorities have demonstrated cheir
willingness to use flexibility in the setting of the nominal exchange rate.
For the future it would be appropriate to at least maintain existing
competitivenass through flexible exchange rate management founded on regular
monitoring of movements in the Maldives' prices and costs, relative to trading
partners and the country's main competitors.z/

2.14 Certain structural changes in the Maldive's financial system would
facilitate better implementation of monetary policy. First, removal of the
cellings on lending rates would provide lenders with the flexibility to charge
a rate that compensates for default risk; decontrol of rates would also serve
to ralse deposit rates (which are currently negative in real terms), generate
more domestlc savings and stem capital outflows. Second, the Maldives'
financial system needs to develop 1n several directions: the Monetary
Authority needs more effective Instruments to implement monetary policy;
reserve requirements are extremely high at present (30 percent as of August
1990), adding significantly to the cost of mediation; an interbank market
needs to be developed to reduce banks' excess reserves; and, banks are being
forced to carry undue exchange risk as a result of a requirement that reserves
be held in rufiyaa against foreign currency deposits.

2.15 Interest Rate Controls. Since 1988 interest rate ceilings have been
get on loans at New York Prime plus 3-5 percent. Such ceilings do not provide
sufficient cover for inflation and exchange rate risk. The inability to fully
cover lending costs is reflected in low deposit rates. Depositors are pald a
rate of interest below the rate of inflation, reducing incentives for domestic
financialization of savings. Tt is both the depositors, in terms of negative
savings vates, and borrowers, in terms of reduced eccess to credit, who are
penalized by the interest rate ceilings. Such ceilings should be removed, and
a policy of promoting competition us<d to ensure that banking spreads are kept
in a reasonable range.

2/ 1t would also be helpful 1f greater re=sources could be provided for the
regular collection of data that are of great value in monitoring on-going
developments in this area, most notably the Maldives' consumer price
index.
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2.16 Adjustment to Unexpected Shocks, The Maldives' experience of thao
past several years has demonstrated the vulnerability of the economy to a wide
variety of shocks. In many respects, the Covernment has done much to provide
a cushion against exposure in this area.3/ However, more can be done in

this regard.

2.17 A country's first line of defense against external shocks 1s the
stock of official international reserves. Despite increasing six-fold between
1985 and 1989, officilal reserves have not kept pace with the country's
increasing exposure in recent years as evidenced by a decline in import cover
from 3.2 months In 1988 to 2.5 months in 1990. A reserve cushion of this size
is thin, particularly for an economy with a narrow export base. A high
priority should he accorded to a greater build-up in reserves over the medium-

term as opportunities arise.

2.18 In recognition of the lack of diversification options open to the
Maldives, and to the vulnerability of the nation to world economic shocks, it
may be prudent for Government to consider establishment of a stabilization
fund to be used expressly to offset severe economic shocks. Such a
stabilization Fund could be held offshore--in which case it would serve as a
hedge against fluctuations in tax revenues generated by external shocks--or 1t
could be held in the domestic banking system as a cushion against unexpected
downturns in domestically-generated revenue. In either case, the Fund would
accumulate during years of exceptionally strong fiscal revenues, and drawdowns
would be subject to transparent rules that would limit the Government's
discretion in the rate of use of the accumulated balances. The existence of
such a Fund would provide a disciplinary mechanism to set aside windfall
revenues, thereby going beyond the use of normal government accounts in the
banking system, which generally serve only as working balances, e.en during
cyclical upswings. While costly in terms of immediately foregone
opportunities for government expenditure, such & Fund would provide the nation
with an income-generating asset that diversifies the economy away from its
presently high dependence on two main sources of growth.

B. An Epabling Policy Framewoxrk for Private Sector Development

2.19 A credible, supportive policy framework has an important influence
on investment and allocation decisions of the private sector. While sound
macroeconomic management is essential, other policies which have an important
bearing on private sector development operate more directly on the micro-, or
structural foundations of the economy. These policles, which are discussed in
the balance of this chapter, can be grouped into those that affect the overall
and sectoral investment environment, and those that more broadly define the

3/ For example, there has been a well-conceived effort to diversify the
country's tourism markets in recent years, and the prompt actions by the
Government--as well as the response by donors--following the storm of May
1991, indicate that the country is well-equipped to react to natural

disasters.
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institutional nexus within which private investors operate. Of the former,
key areas for reform in the Maldives include trade policies and investment
regulations, as well as policies specifically designed to affect developments
in fisheries, tourism and atoll activities. To provide a set of practices and
institutions more supportive of private sector development, key areas for
reform include development of the corporate legal framework, environmental
preservation and public enterprise reform.

Incentives Framework for Private Investment

(a) Trade Policy

2.20 The free flow of goods and services is essential to the efficient
operation of the Maldivian economy. The Maldives exhibits a high degree of
dependence on international trade and services flows which together is
equivalent to 265 percent of GDP.

2.21 Quantitative Controls: 1In 1986, strict juantitative controls were
placed on imports through an import lizensing sy« :em. Import restrictions
were eliminated in 1989, although a general trade licensing system remains in
place. Due to scale economies and control of storage facilities, the State
Trading Organization (STO) retains a near-monopoly on the import of aviation
fuel and government office supplies. Although STO has reduced its role in the
import trade since 1990, (as a result of its large stock-holding capacity) STO
holds a near monopoly in the import of basic foodstuffs, medicines and

fisherman's supplies.

2.22 Private sector trade in basic food staples (rice, flour, and sugar)
are allowed, but must be sold at prices no higher than those charged by
ST0.4/ Private sector exports are allowed for all goods except frozen tuna,
which account for over half of total exports and are a monopoly of STO.

2.23 Femoval of quantitative restrictions has resulted in a significant
increase in the volume of merchandise imports, which increased from

US$84 million in 1988 to US$113 million in 1990. More importantly, during the
post-deregulation period, the private sector has demonstrated an ability to
ensure an adequate supply of imports, at a lower price than that charged by

STO.

2.24 Further efforts to reduce quantitative restrictions to international
trade will lower costs and improve the availability of goods in the
marketplace. Over the medium-term, the Government's role in international
trade should be shifted to: (i) regulating trade volumes and prices for goods
that are natural monopolies (e.g. aviation fuel); (ii) ensuring the
availability of essential commodities to the more remote atolls; and

(iii) retaining some capacity to engage in merchandise t ade to offset
tendencies in the market towards artificial scarcities and non-competitive

4/ The STO price is defined to be the cost of imports plus freight to
different locations. This price is generally well in excess of that
prevailing in the private market.
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pricing. For the Government to play more of a regulatory and residual supply
role in international trade, the following series of reforms would be
required: (i) the storage capacity of STO gradually shifted to private control
through rental or sale arrangements; (ii) export licensing and quality
certification procedures established for canned and frozen tuna; and

(iii) export restrictions on tuna products abolished,.

2.25 Tariffs: As a result of trade deregulation, the principal means
used by Govermment to influence trade flows are tariffs on imports.5/ The
tariff code is embodied in a law on importation and exportation which
categorizes commodities (according to Maldivian category descriptions) into
four general categories, which are then subdivided into 14 different duty
classes. The functional tariff classes are defined as follows:

. essential goods (e.g., medicines, textbooks, fuels, with duty
classes of 0, 5, 10 and 20 percent);

. investment goods (e.g. cement and building supplies, with duty
classes of 10, 15 and 20 percent);

. consumption goods (e.g., canned foods, sewing machines, with duty
classes of 25, 30 and 35 percent); and

. protected market and luxury goods (e.g., with pepper, betal nut,
canned fish, and coconut oil in the former, and with televisions and
automobiles in the latter, with duty classes of 50 percent,

75 percent, 100 percent and 200 percent).

Exemptions are provided from import duties for: (i) personal use items;

(i1) goods used in Government projects; (iii) Government office supplies;
(iv) capital goods imported, for a pre-determined number of years, for all
registered investments; (v) consumer goods sold to non-residents in duty-free
stores; (vi) imports of raw materials for export-oriented manufactures; (vii)
goods imported for the sole purpose of re-export; and (viii) diplomatic
imports. In addition, a new program was introduced in 1991 for “duty-free"
imports of goods for tourists in exchange for a royalty paid on total hotel

turnover.

2.26 Import duties provide an important source of Government revenues,
amounting to Rf.162 million in 1990, or 28 percent of total Government
revenues. More than half of all imports into the country are under duty-free
programs of one form or another. As a result, while the average import-
weighted tariff rate is 27.5 percent, the effective import-duty rate is only

14 percent.

5/ Only a small number of goods are subject to export duties ranging from 3
to 5 percent. This would include, for example, handicrafts and textiles.
Total revenue collections from exports were less than Rf 2 million in
1990. Re-exports, which constitute a modest share of trade in the

Maldives, are free of import and export duties,
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2.27 The existing import duty system suffers {rom a number of
doficiencles. It is excessively complex; certain commodities are not gazetted
and do not fall clearly within any category; average tariff rates are high
because of the great number of exemptions; o high degree of variation cxiats
botween tariff classes, and there is a high degree of reliance on legislative
diseretion in setting tariff rates and granting exceptions. As a result, the
exinting structure of tariffs Introduces a number of administrative
distortions into the structure of consumption and production. While certaln
distortions may be well-advised (such as high import taxes on automobiles to
reduce urban congestion, or luxury goods to enhance vertical equity), others
may have severe unintended consequences.f/ Furthermore, the many
poosibilities for import duty exemptions encourages rent-seeking behavior and
results in a highly personalized system of trade preference. Finally, the
combinatlion of a liberalized trade cnvironment, high and varied import duties
and hundreds of small ports scattered throughout the nation, provides strong
incentives for smuggling and under-valuation of imports.

2.28 Import duties will continue to be an important fiscal policy
Instrument ror some years to come. With this in mind, the tariff reform
strategy should focus on: (i) a reduction in exemptions, beginning with an
elimination of the personal exemption allowance; (ii) use of the harmonizcd
syatem to document imports; (111) substantial reduction in the number of
tariff classes, eventually to 2 or 3 (with a zero rate; a standard rate and a
luxury rate); (1v) the use of domestic prices for price checking purposes; and
(v) elimination of high protective duties and reducing average levels of
protection on domestically produced goods. The indirect tax base should
gradually be shifted to the use of a broad-based sales tax on both imports and
domestically produced goods, to ensure neutral tax treatment across sectors.

(b) Enterprise Regulation

2.29 There are relatively few formal barriers to exit, entry or operation
of an enterprise in the Maldives.]/ Certain regulations, or Government
practices, do, however, limit entry or discourage efficient private sector
operations,

2.30 Lapd: The Government is the sole owner of all land in the Maldives
and allocates it, under long-term leasehold arrangements to Maldivians,

&/ There are two clear examples of sub-optimal use of import duties. The
first 1s the levying of import dutles on all forms of construction
materials which encourages the continued mining of coral for local
construction purposes, despite regulations prohibiting such use. The
second are import taxes on aviation fuel, which raise the cost of
providing refueling services to international airlines and discourage
long-haul airlines from providing services to the Maldives.

1/ There are clearly areas where firms are under-regulated, such as in the
areas of waste disposal and hendling of hazardous materials. These are
areas In which the Govermment is precently formulating more effective
regulations, under the unmbrella of the covironmental actien plen,
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foreigners and jolnt-ventures for prescribed uses (ie. agriculture,
residential and tourism) for a limited duration. Land may not be traunsfoerred
freely between tenants but must be returned to the Government for approved
transfers. Lease prices differ depending on the land classification. Only a
nominal rent is charged for residential and agricultural land, while rents for
tourist facilities vary considerably, are ad;usted every five years and,
constitute an important source (Rf. 52 million in 1990 or almost 10 percent of
all) of revenue for the Government. Resort lease rates range from a few
hundred dollars per month to several thousand dollars, depending on the size
of the island and the vintage of the leasc.

2.31 Thanke to low population densities (outside of Male) and an
abundance of uninhabited islands, access to land for an adequate period of
time has not proven to be a problem.8/ For investors in the tourism sector,
however, the standard Goveirnment land lease provides inadequate security for
use as collateral to obtain investment finance and with periodic (each §
years) price revision by administrative decree introduces considerable
uncertainty. Greater efficiencies could be gained by: (i) reducing the number
and scope of foreclosure clauses in the standard tourism lease;

(1i) standardizing and regularizing the lease rental arrangements for all
tourism islands; and (iii) relaxing restrictions on transfer of title. Over
the next decade, a number of tourist resort land leases will expire and there
will be a need to assign new leases to start-up resorts. It will be important
for the Government to take a pre-emptive approach towards renewing old land
leases to ensure that the existing owners have an incentive to reinvest
tourism proceeds. It will also become increasingly important, as the cost and
complexity of new projects increases, for land leases to be of sufficiently
long length and with adequate security/flexibility of title to attract
qualified domestic and interxrnational investment.

2.32 Forelgn investment plays an important role in the Maldivian economy,
providing investment finance, market access and skills that would otherwise be
vnavailable in the domestic market. Although precise estimates are not
available, net foreign private capital inflows probably averaged more than 10
percent of GDP in the second half of the 1980s.9/ Foreign investors may
establish 100 percent foreign-owned corporations or joint-ventures, are not
subject to corporate or direct income taxes, may utilize expatriate workers,
may freely repatriate profits and dividends and are not explicitly restricted
from operating in any sector of the economy. Fully-foreign owned and joint-
venture operations are licensed by the Ministry of Trade and Industry, except

8/ 1In 1990, the length of leases provided for tourism islands was extended
from 15 to 21 years, and older leases were converted to the longer lease

period.

9/ Private capital foreign inflows are computed as a residual item in the
balance of payments accounts. This residual would also include all other
errors and omissions in the capitel account and, hence, would be subject
to a high degree of error. Even so, those knowledgeable in the tourism
Industry estimate that a net inflow of foreign private investment of
US$10-USS15 million would be approximately correct.
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in the case of tourism ventures which are licensed by the Ministry of Tourism.
Foreign investments are eligible for duty concessions during the construction
phase of operations and, in certain cases (e.g., textiles) are provided duty-
free access to raw materials.

2.33 A differential set of export duties (for foreign investors and
joint-venture operations) effectively precludes operation by foreign
enterprises in trading activities. For pure trading activities, both foreign
investors and joint ventures are subject to the following export taxes:

dried skipjack 15%
fresh fish 20%
salted fish 20%
other seafood 20%
coconut palm produce 15%
other resource-based 15%
goods

Such taxes are not applied to Maldivian enterprises and are designed, in
theory, to discourage foreign investment in already well-established trading
sectors of the economy. Since domestic enterprises are now well-established
in these sectors, consideration should be given to abolition of differential
export taxes for different classes of enterprises.

2.34 In an effort to attract more foreign investors, in 1989 the
Government promulgated Law No. 25/79 on Foreign Investments. However, rather
than serve as transparent guidelines for all foreign investment, the Law
simply codifies prevailing practices of approving all investments on a case-
by-case basis and reserves the right for Government seizure, if necessary.
Further amendments to the Foreign Investment Law should attempt to inject
greater clarity and specificity to sectoral access restrictions (on a negative
list basis), capitalization requirements, repatriation privileges and winding-
up procedures. In accordance with developments in the legal system and
accountancy profession (see below), reporting and registration requirements
should also be specified in the Foreign Investment Law.

2.35 Financial Market Development, The domestic financial market in the

Maldives is thin and is dominated by South Asian state commercial banks. The
ratio of broad money to GDP, a common measure of financialization, stood at
only 45 percent at the end of 1990. Banking services are very limited and are
concentrated in Male. The banks are active primarily in mobilizing savings and
providing short-term, workiig capital credit (84 percent of total lending) for

tourism and trade.

2.36 The banking sector consists of the Maldives Monetary Authority and
five commercial banks: the Bank of Maldives, and local branches of the State
Bank of India, Habib Bank, the Bank of Csylon, and the Bank for Credit and
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Commerce International.l0/ Commercial banks accept deposits and provide
loans in both locel and foreign currencies. In 1990, total domestic credit
was equivalent to Rf.553 million, of which 54 percent was absorbed by the
central government and the parastatal corporations.

2.37 Financial Market Access. The principle constraint to financing
further private investment in the Maldives is a lack of access to domestic
sources of finance. The existing commercial banks are individually too small
to handle major projects and, as a result of a lack of competition, tend to
focus operations on lower-risk, trading activities. Outside of Male, access
to any sort of financial institution is very limited. In both tourism and
fisheries, there will te a demand for investment finance to upgrade existing
hotels, broaden resort development, adopt a new generation of fishing vessels
and expand fish processing capacity. To increase competitive forces, it may
well be advisable to proceed with development of a domestic, development bank,
Experience from other countries suggests that such banks can only work well
when they are privately owned and operated, and follow sound commercial
banking practices. Careful scrutiny of existing proposals to establish a new
DFC is needed. For the atolls, a strategy of broadening financial market
access would be the development of a network of postal banks, as proposed by
the Ministry of Post and Telecommunications and deepening the regional
services provided by the Bank of Maldives. Such banks would initially opervate
a narrow range of deposit taking and payment clearance services.

2.38 Certain policies affect operations of private enterprises in
particular sectors of the economy. There are sets of policies which have an
important impact on output, incomes and performance in fisheries, tourism and
atoll -based activities.

(¢) Sectoral Policy: Fisheries

2.39 The fisheries sector has grown rapidly during the past decade, with
output increasing from 35,000 mt in 1980 to 76,000 mt in 1990, Fish
consumption in the Maldives is one of the highest in the world, at around 90
kilograms per capita per annum. Nevertheless, approximately three-quarters of
the skipjack tuna catch is exported, 63 percent in canned and frozen form, and
the balance as traditional salted and dried skipjack. The Maldives accounts
for 4 percent of world production of skipjack tuna, and just under 2 percent
of total world tuna supply.ll/

2.40 During the past decade, the industry has been transformed from
dependence on exports of salted and dried tuna (and reef fish) to a mixture of
exports of frozen, canned and dried fish. Secondly, since 1984, 1,600 of a

10/ The BCCI branch in the Maldives closed in July of 1991. It is estimated
that approximately US$3 million in Maldivian deposits have been lost due
to the worldwide failure of the bank.

11/ This section draws heavily from the Asian Development Bank, Maldives

Fisheries Sector Strategy Study, Interim Report, July 1991 and World
Bank, Third Fisheries Project, Staff Appraisal Report, 1991.
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total of 1,900 traditional pole and line fishing vessels (dhonis) have been
mechanized. This has resulted in a reduction in the labor force employed in
fisheries, but an increase in incomes due to productivity gains. Between 1983
and 1989, the annual tuna catch per fisherman rose from 1.4 tons to 3.1 toms.
As a result, despite sluggish price developments, gross earnings (per
fisherman) increased by 13 percent per annum.

Taeble 2.1: FISHERIES STATISTICS

1980 1990
Production ('000 tons) 34.6 76.3
Tuna 30.4 73.3
Other Fish 4,2 3.0
No. of Vessels (dhoni) 2,119 1,931
No. Mechanized 805 1,611
Share of Catch by Mechanized Boats (%) 78 97
No. of Fisherman 24,330 20,987
Domestic Consumption ('000 tons)
Total 12.8 18.2
Per capita (kg/annum) 83.6 85.0
Exports
Total ('000 tons) 21.8 50.6
Frozen Skipjack 14.0 17.0
Dried Skipjack 3.3 4.5
Canned Tuna ('000 cases) 0 619
Salted Reef Fish 4.5 .8
Maldives Exports as %
of World Skipjack Trade: 5.7 4.2

Source: Ministry of Fisheries and Agriculture, and Asian Development Bank,
aldiv isheries Sect trate Study, draft report, July 1991.

2.41 Tuna Resources: Maldives' tuna fishing is unique in the region; it
is totally artisanal, continuing a tradition first documented 600 years ago.
By contrast, most tuna fishing by other Indian Ocean countries is

predominantly industrial and has only been developed over the past 25 years.

2.42 The reefs and islands of Maldives act as shelters for many types of
fish, which attract oceanic tuna. The limited assessments of Indian Ocean
tuna stocks and the analysis of catch records indicate that skipjack resources
may yleld well over 350,000 tons on a sustainable basis, while current catches
are about 200,000 tons. Improved data collection is required to provide a
better estimate of the sustainable catch level. 1In the past, excessive
private sector exploitation of beche-de-mer, giant clam, black coral and
turtle has caused a near depletion of these resources. The fragility of reef-
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resources underscores the need for regulatory measurcs to ensurc sustainable
levels of fishing activity.

2,43 Fishing Operations. Traditional all-purpose boats usced by fishermen in
Maldives, dhonis, are among the most cost-effective tuna fishing vessels in the
world. The reglstered flshing fleet consists of two types: about 3,700 small
craft, mostly used for reef fishing inside atolls and for transport, and about
1,900 mas dhonig up to 15 meters in length, mostly motorized (more than 1,650)
and engagad Iin pole-and-line fishing for tuna and occasional reef fishing.

2.44 ¥ishing in Maldives is traditionally limited to ouc-day tyips.

Catch rates per boat trip vary from area to area and depend not only on
weather and fish resources but also on the fishermen's ability to sell the
fish. Catches could be easily increased in some of these areas if facilities
for collection and processing of fresh tuna were improved and fuel was readily
available. 1In areas where "mother vessels" operate, production is often
constrained by the limited operational freezing and cold storage capacities of
these vessels and the lack of adequate fish collection capacity from nearby
fishing grounds.

2.45 Fuel Supply: Improvements in fuel availability to fisherman will
also be necessary to ensure a high degree of utilization of new storage and
processing capacity. Better fuel distribution systems would involve:

(1) price decontrol, which would induce greater private participation;

(i1) abolition of the small subsidies pald on fuel for fisherman, which
discourages use of existing fuel depots and (iii) broadening the network of
fuel storage depots.

2.46 Future Processing Requirements: Fisheries output and exports are

principally constrained by a lack of sufficlent processing and collection
facilities, and by a lack of facilitles for providing fuel to the fisherman.

In the near-term, the envisioned expansion of freezing facilities in the South,
and the replacement of high-cost freezing supplies with land-based collection
centers, is expected to relieve the short-term processing constraint. Such
investments, however, are expected to accommodate an Increase in output of
approximately 5-6 thousand metric tons over the next two to three years.
Further increases in export capacity will require investment in freezing and
collection capacity in other parts of the nation, replacement of the aging
freezing vessels with land-based freezing/collection facilities and improvement
in operations of the tuna canning plant.l2/ Such further investments in

12/ The State Trading Organization (STO) operates 10 mother vessels that can
receive and freeze fish, and a land-based cannery at Felivaru, Three
mother vessels, each with substantial freezing and holding capacity, are
more than 20 years old, and their costs are relatively high, at about
US$225-275/ton. Four vessels are converted fishing vessels between 10 and
20 years old and their operating costs are very high at US$300-350/ton.
Only three mother vessels are in reasonable condition, although their
freezing capacity is also less than what is needed. In contrast, freezing
costs are around US$120-140/ton at the land-based Felivaru freezing plant.
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land-based collection and exporting facilities will likely exceed the public
sector's capacity to finance them. To maintain the fisheries growth momentum,
the private sector should be encouraged to invest in new freezing facilities by
removing licensing restrictions on the export of frozen tuna.

2.47 Administrative Pricing. Collection, canning and exporting of fresh,
frozen and canned tuna has been a monopoly of STO. For dried tuna (Maldive
fish) and reef fish, marketing is done by the private sector and prices are
competitively determined. STO procures tuna at uniform-prices (for large and
small fish) set by the Government. During the past five years, the real price
for tuna paid to the fisherman has declined, despite a doubling, between 1985
and 1990, in the export price (Table 2.2).13/ Furthermore, price

adjustment have been administratively determined, erratic and not clearly
linked to changes in world market prices or processing costs.

Table 2.2: SKIPJACK PRICE DEVELOPMENT, 1985-1990

STO Price for STO Frozen Tuna

Year Fresh Skipjack over 2 kg. Real Price Export Price
(Rf/kg) (1985 Rf/Kg) (US$/mt)
1985 1.80 1.80 520
1986 1.95 1.76 630
1987 1.95 1.61 890
1988 1.95 1.46 1,134
1989 1.95 1.39 908
1990 2.00 1.28 983
Source: Ministry of Fisheries and Agriculture, and State Trading
Organization.

2.48 Given the tendency of the tuna market towards natural, local

oligopolies, some measure of price regulation would be in order. The existing
administered price system could be improved by: (i) regularizing the price
review process (e.g. a biannual base); and (ii) establishing a transparent
price formula, that links domestic prices with trend-world market prices and
provides for a reasonable return on processing costs. The "official" price
could then serve as a floor price with the private trade free to purchase,
process and export at a higher price. By encouraging greater competition in
collection, marketing and exporting of fresh, while at the same time
maintaining a residual position in the market, the Government could encourage
both increased returns to the primary producers and greater efficiencies in

processing and handling.

13/ Despite falling output prices, incomes of tuna fisherman have continued
to rise due to increases in productivity.




2.43 Technology and Productivity. Mechanization of the Dhoni fleec,
together with the expanslon of storage and processing facilities, has proven
successful in increasing productivity of the traditional fishing industry.
Looking ahead to the next decade, with stable real prices, further gains in
productivity will be necessary in order to raise incomes in the fisheries
sector. With practically all of the existing dhopis already mechanized, this
raises the question of what new techmnologies can be advanced to continue to
improve productivity in the sector,

2.50 While purse seine "drift-net” fishing would be an alternative, it is
not clear that this would be of any lower cost than the existing pole-and-line
technology. Furthermore, adoption or encouragement of such technologies would
be highly capital intensive, potentially displace existing fishermen and

damage the nation's reputation for producing "dolphin friendly” tuna products.

2.51 Productivity Growth. At present, the cost of production of tuna in
the Maldives is amongst the lowest in the world. Furthermore, existing
information suggests that considerable scope remains for expanding output
before the nation would reach a sustainable level of natural resource

use.l4/ Therefore, technologies geared to increasing the catch-per-boat
would not, in general, endanger supply for the industry as a whole.
Prototypes of new generations of pole-and-line fishing vessels, which have
some on-board storage capacity and a greater range, have been developed.
Given the profitability of investment in new vessels, it would be advisable
for the Government (STO) to halt the subsidization of boats produced at the
Alifushi shipyard. Public support should, however, be provided to an
identification of appropriate boat technologies that would increase the range
and storage capacity of the fleet.

2.52 In the processing sector, experience to date with the use of canning
technologies has been discouraging, particularly so in comparison with
freezing. Economies of scale, in the use of tin-plate, electricity and
management, together with lower labor costs, would convey considerable
advantages to Thailand in the tuna canning industry. While possibilities may
exist to lower costs in the existing canning factory, further investment in
canning capacity does not appear to be warranted.

2,53 During the 1980s, diversification of the tuna export mix was an
important strategy for increasing output and stabilizing incomes. In the
1990s, there appears to be a similar potential in the largely under-utilized
exploitation of reef fisheries. To date, a small amount of lobster has been
produced for the domestic tourism industry. Considerable scope for expansion
exists because of strong excess domestic demand and little adoption of
existing technologies to date. A future strategy for encouraging private
investment in reef fisheries would involve: (i) an active extension outreach
program by the Ministry of Fisheries and Agriculture; (ii) encouragement of

14/ The sustainable yield from tuna depends very much on actions undertaken
by fleets of other nations, operating in the waters from which the tuna
migrate. Better assessment of sustainable yield levels will be necessary
for planning future sectoral development.
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forelyn Javestweny i the weetor; and (113) development of qualiity coneroel
standards cud icovinge poocedmers for reef fich.,  luproved quality conicol
standards would ot: o he twpoyvant if the Maldives were to brealk inio ()
Japancsce sashime, Foicunabueihi and arabushi market.

(d)  Sectoral Polboov, Tow ism
2.54 Tewrism bove inpiment . The Maldives has astuirely developed the
potential for tourism oiiwvred by the coral islands and the surrounding mr i
environment., Jts particolay agsets include unpolluted beaches, unique

opportun]iies for diving and snorkeling among spectacular coral and mari.e
life, cleav agua-Lluc lagoon waters and a desert island atmosphere. Diving
the past 20 vears tourism has grown at a rapid pace, from some 1,100 vigiters
in 1972 to 195,000 in 1990. Over the same period the number o! resorts
increased from 2 to 64, while bed capacity grew from 280 to some 7,800,

During the 1980s, growih averaged 16 percent per annum, as against an increare
in global international arrivals of under 4 percent a vear and above the

9.3 percent per annum average increase recorded in East Asia and the Pacii:c
the fastest growing region in the world.1l5/ In the mid 1980s, tourism
established itself as the lead sector of the economy. The sector currently
accounts fov about 18 of GDP and more than 60 percent of foreign exchange
earnings; and Governmecnt revenues directly derived from tourlsm represent move
than a quarter of total revenues.

2.55 In the past five years about three-quarters of all tourists came
from Western Europe, 20 percent from Asia and the remainder from other parts
of the World. The msjority of tourists arrive in groups arranged by travel
agents/tour operators; irelatively few tourists arrive entirely independently.
Most visitors ccme for either one or two weeks with the average duration of
stay now around 9 days, compared to about seven days In the early 1970s.

2.56 Ags the tolal number of visitors increased, the seasonal fluctuations
in arrivals tended to become less pronounced. In the late 1970s and early
19808 the period December-March had very high seasonal peaks but these had
largely disappeared by the late 1980s. The moderation of seasonal fluctuations
has resulted In higher bed occupancy rates, from some 44 percent in the early
1980s to some 59 pevcent by the late 1980s,

2.57 Goveyxpment Policies. The remarksble growth performance of the
industry can largely be attributed to the pragmatic approaches and policies
followed by the Government. The key characteristic of Government policles is
the heavy vellance placed on the private sector for the development of the
industyry while assigning to itself a role of providing general support to
private initiatives. At present, more than 80 percent of the resort lslands,
which by law remain in the public domain, are leased to the private sector.
All vesorte are managed by the private sector and about 60 percent of the
management companies are Maldivians. Resort development companies, which
originally started with modest investments, have mobilized most of the capital

1S/ Filgures based on <the UNDP/WIO, Iouxism Sector Review, December 1990.
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necessary towards successive upgrading and expansion phascs. Reteined
earnings have been an important source of capital.

2.58 Governmnent's view ot its own role in touriam development has
evolved over time from a velative.y liberal laisser-{aire stence to a more
active one of providing guldance and direction. The role of support is
exercised through several activitles and policies. First, regarding basic
infrastructure and international communications, Govervment has limited 1its
responsibility to providing the basic international airport facilities
necessary to fly in with modern wide-bodled aircraft the increasingly large
numbers of tourists and to improving civil aviation access with existing and
potential markets. Telecommunications have been contracted out to a
public/private joint venture while in all other matters (e.g. utilities, waste
disposal) the resort islands are fully self-supporting.

2.59 Second, a hasic regulatory framework has gradually been developed
aimed at setting minimum requirements for entry into the industry and for
addressing a number of key concerns such as adequate Maldivian participation
in the industry, the safeguarding of socio-cultural values and the protection
of the physical environment.

2.60 Third, regarding provision of finance, Government has limited itself
to maintaining a l.beral regime for foreign investment which has permitted
investors to mobilize investment funds abroad. The role of the commercial
banks established in the country has focussed on providing working capital,
and tourism's share of commercial bank loans and advances has ranged between
30 and 60 percent. Long term finance has not been available from domestic
banking sources and Governument hac not provided any finance on concessional
terms or Intervened in the market to achieve this objective. The Government
recognizes that the lack of flexible long term finance is posing a constraint
to the growth of the industry.

2.61 Tourism makes a very substantial contribution to the Maldivian
economy. Foreign exchange earnings increased from US$45 million in 1985 to
US$85.5 million in 1989, Tourism accounts for about 18 percent of GDP
(slmilar to Fiji's 11 percent and Barbados' 24 percent but lower than in
Bermuda‘s 61 percent and the Bahamas' 64 percent), provides employment to
nearly 7,000 workers (of which one-third are expatriates). Employees remit a
iarge part of their earnings to thelr families in thelr islands of origin.
The annual transfer to households in the atolls can be estimated to be on the
order of Rf.55 million or more than US$5 million per annum, According to a
1987 ESCAP study on the economic impact of tourism, the import content of
tourlsm vas estimated at 38 percent and the tetal contribution to GDP from
each dollar earned was estimated at 44 percent.

2.62 Tourism contributes to government revenue through taxes and charges
levied both directly and indirectly on tourists. The bednight tax - US$6
since November 1988 - yields the highest direct revenues (some US$1L0 million
in 1990). Next in importance is the lease income from resorts (some US$3.7
million in 1989). On the islands that were developed at an early rtage, the
leases only yleld some US$60-70 per bed per year while for new resorts leases
in recent years have been set at around US$2,000 pexr bed per vear, Zollowing a
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bidding process. 1In addition, revenues also accrue indirectly in the form of
duties paid on imports consumed by tourists (which can be estime~!ed at some
USS$S million in 1990). For 1990 total Government revenue from tourism can
therefore be estimated at some US$19 million.

Table 2,3: TOURISM STATISTICS, 1980 AND 1990

Item 1981 1990
Tourist Arrivals (*000) 43.7 195.2
by Destination (%)
Germany 25.4 21.4
Italy 16.5 20.4
United Kingdom 3.8 11.6
Other Europe 27.0 24.5
Japan 1.9 7.1
Sri Lanka 3.3 4.2
India 16.8 3.8
Other Asia 1.6 3.9
America and Oceania 3.0 3.0
Seasonality Ratio /a 1.9 1.3
Average Stay Duration (nights) 7.4 8.6
Annual Bed Occupancy Rate (%) 45 .4 65.8
Accommodation Capacity-T»>tal (beds) 3,915 8,710
Resorts/Hotels (beds) 3,394 7,787
Guest Houses/Vessels (beds) 521 923
No. of Resorts 37 59
Total Tourist Expenditure ($US mill) 15 81
per Arrival (US$) 300 422
per Night (US$) 41 49

/a2 The seasonality ratio is defined as the highest monthly arrival divided by
the average monthly arrival.

Source: Ministry of Tourism and Maldives Association of Tourism Industry.
2.63 Demand Prospects: In the 1980s, tourism was the fastest growing

industry in the world and growth in demand in the Asia-Pacific region was the

fastest in the world tourism market.l6/ At present, the Maldives accounts

for somewhat less than 4 percent of total visitor arrivals in the Asia-Pacifiec
region. For the peak periods of the year (November to March), demand is well

16/ Tourism receipts for the Maldives are only 3 percent of the total for the
Asia-Paclific region.
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in excess of the country's supply capacity. During the off-season (June to
September) demand is relatively strong from the rapidly growing Asian market.
Prospects for demand growth remain strong thanks to: (i) the very small share
of the total Asian market presently held by the Maldives; (ii) a substantial
number of repeat visitors; (iii) improved recognition of the Maldives in
destination markets; (iv) improved, regular air-links with a number of
European markets; (v) untapped potential in parts of northern Europe; and (vi)
largely untapped potential in South and East-Asian source markets.

2.64 The Asian markets provide the greatest source of potential growth
for the Maldives, with marketing efforts now focusing on the Hong Kong, Taiwan
and Japanese markets.l7/ Growth in the number of Asian visitors will help
improve the seasonal flow of tourists, and hence increase year-round capacity
utilization.

2.65 Worldwide, the tourism industry suffers from volatility in demand
and Maldives is no exception. 1In 1983, 1986, 1989 and 1991, growth in tourism
demand in the Maldives slowed due to, respectively, recession in Europe,
ethnic strife in Sri Lanka, an attempted domestic coup and the Gulf crisis.
With the exception of the cyclic downturn in Europe, none of the other events
could have been anticipated or countered by the Maldivian tourism industry.

2.66 A number of policy measures can, however, be undertaken to offset
the risks of vclatile tourism demand. The first is continued diversification
of source markets, with efforts to mobilize investment finance and marketing
outreach focused on the Asia-Pacific market. The second is to broaden the
tourism market to provide more emphasis on business travel. This would
require construction of conference facilities on the larger resorts, and
focusing part of the marketing effort on the conference market.l18/

2.67 Supply Prospects. The existing supply of quality resort rooms is
approximately 8,000. Plans exist to add an additional 2,500 rooms and upg--ade
some 2,000 rooms by 1993, leading to a total capacity of 10,500 resort-
quality rooms at an estimated cost (between 1989 and 1992) of approximately
US$100 million.19/ The Male airport is being upgraded to meet the safety
conditions necessary to handle more wide body jets. By 1993, when the airport

17/ Double-digit growth in Asian tourist demand is expected to continue
throughout the next decade. Although shopping and golf are typically the
two attractions most desired by Asian tourists, the Maldives 'niche' in
the market appears to be in providing an affordable, stress-free and
congestion-free waterside environment.

18/ Small conference facilities exist in two of the resorts and plans exist
for development of such facilities in a number of other resorts.

19/ Cost estimates for the 25 resorts being upgraded and expanded were
provided by the Maldives Association of Tourist Industries. More than
one-third of the total costs are for the development of resorts in the
Ari zone, the most expensive of which, at US$28 million, are the
estimated development costs of Huvahandhu/Vilamandhu.
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is upgraded and the additional room capacity instaliea, there is expected to
be approximately 25 percent more visitors and a 40 percent increase in tourism
earnings--the higher earnings reflecting quality upgrading and an increase in

occupancy rates.

2.68 After 1993, options to expand room capacity within a reasonable (3
hour speedboat ride) proximity of the Male International airport will be
nearly exhausted. For growth in tourism to continue, investments in the Ari
atoll will need to be completed and thereafter new regions will have to be

developed.

2.69 At present, Gan is envisioned as a possibie site for future tourism
development. Gan has both an airport and a golf course left behind by the
British Royal Air Force. It is in the southern part of the nation (the Addu
atoll) which has relatively less employment opportunities and social
facilities than the central and northern atolls. This region is an important
source of migratory labor for the existing tourism industry and has adequate
electricity generating capacity and a network of causeways linking several of

the islands.

2.70 For investment in tourist facilities in regions to proceed,
adequate air links and telecommunication facilities would need to be provided.
In light of the importance of maintaining the momentum of tourism growth in
the nation, a high priority in public investment planning should be accorded
to: (i) regional airport upgrading; and (ii) providing telecommunications
links with the possibility of extending hookups to the other main centers in
the Addu atoll. An assessment of the technical and financial feasibility of
alternative investment options for the Addu atoll is urgently required.

2.71 The ready access to the Maldives provided by many international
carriers, most notable of which is Singapore International Airlines, conveys
benefits well in excess of the landing fees and other charges levied by
Government. The ready availability of aviation fuel, at a competitive price,
is one determinant of the degree to which international carxiers will choose
to break long-haul journeys in the Maldives. With the new generations of
wide-body jets providing the technical capacity to overfly South Asia on the
Europe-to-Asia route, it is increasingly important that tax policy does not
create unwarranted disincentives to airlines that wish to refuel in the
Maldives. At present, a 10 percent import duty, plus handling charges by STO
and the airport authority and storage charges are levied on imported aviation
fuel. These together with small volumes provided, ralses the costs some

25 percent to 50 percent above those prevailing in competitor nations. In
most nations aviation fuel (by international treaty) is treated as a re-
exported ¢ ~"aadity, and 1s exempt from import duties and taxes of any kind.
Serious considc.ation should be given to: (i) removal of the import tax on
aviation fuel; (ii) private sub-contracting of aviation fuel supply and
uanagement activities, with frequent price monitoring and contract tendering
used to ensure a competitive supply price.20/

20/ Such contracts would also include provisions for honoring existing long-
term commicmente to International carriers as presently exist.
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2.72 Tourism Taxation and Usexr Fees. The tourism industry is an
important provider of governmment revenues directly, through lease payments on
resort islands, a (specific) turnover tax on hotel stays, landing fees and a
departure tax. Indirectly, a significant share of import duties stem from
those levied on goods used in the construction of resorts and those consumed
by tourists, as well as duties on aviation fuel imports. Various studies have
estimated the total tax incidence to be on the order of 30 to 35 percent of
gross receipts. While not extraordinarily high by international standards,
the effective tax rate is considerably higher than in the fisheries sector or
in urban commerce and finance. Continued surveillance of the effective tax
rate in the tourism sector is needed to ensure that the industry is able to
maintain a competitive position in world markets.

2.73 Still, tourism is likely to become an increasingly important source
of govermment revenues. Assuming that it will be possible to increase the
average government revenue per tourist bednight from US$2.5 to US$6 by the
year 2001, total government revenues would amount to US$20 million from this
item alone and to US$45 million from all sources combined. Furthermore, if by
then the lease income from all resorts would have been raised to the level
obtained under recent lease agreement, i.e. on the order of US$2,000 per bed
per year, the revenues from this item alone would increase from an estimated
US$4 million at present to US$32 million by 2001. Total revenue from all
sources combined would be US$70 million,.

(e) Sectoral Policy: Atoll Activities

2.74 Approximately one-third of the population resides on more
disadvantaged islands which have little fisheries or tourism related
activities. OQOut-migration, reliance on remittances, together with "home-
garden” agriculture and development of fisheries provides a possible means of
support to this population. Considevsble efforts have been made to transform
traditional agriculture, modernize artisanal fisherles and re-introduce
handicrafts production on the more remote islands. These efforts have tended
to be frustrated by a lack of regular market access to Male and, consequently,
by the high costs and irregular supply of raw materials.

2.75 Agriculture is of considerable importance in many remote islands.
The sector is dominated by production of fruits and vegetebles; contributes
approximately 10 percent of GDP; has recorded a strong growth performance in
the 1980s, and provides the main source of incomes to about one-quarter of the
population. Although land resources are limited, the agricultural sector
exhibits considerable potential for growth in fruits and vegetables to supply
both domestic demand and the tourist market, together with provision of
industrial crops for fuel and fiber needs, To realize this potential,
improvements in market access is a high priority. 1In addition, efforts are
needed to increase the number and specialized qualifications of the extension
service personnel, to introduce integrated pest management programs, to
provide a more 'market-oriented' system of agricultural land leases and to
improve the statistical reporting system.

2.76 Efforts to improve incomes in remote islands have been more
successful when simple ports/jetties (or port deepening works) have been
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provided to otherwise hard-to-reach islands. This has opened the possibility
of more regular contact between the remote islands and Male and, in some
instances, has led to direct product supply links to resort islands (e.g. for
horticultural produce). Future efforts to improve incomes in the more remote
islands should focus first and foremost on provision of simple port (or better
port/jetty access) facilities to accommodate inter-island shipping.

Institutional Development

(a) The Legal Framework

2.77 A good legal system provides confidence to the private investor.
The legal framework provides a basis for the orderly execution of
transactions; a well-designed and widely understood legal system lowers
transaction costs and reduces risks associated with commercial dealings. In
the Maldives, the commercial legal system is still in the very early stages
of development. This impedes formation of institutions complementary to
private sector development (e.g. accountancy, financial markets), raises
uncertainties (particularly in the mind of outside investors) regarding the
sanctity and enforceability of contracts, and limits the Government's options
for raising revenue (e.g. lack of legal accounts).2l/

2.78 In the past, the lack of a legal framework was of less significance
because transactions were smaller and the Government played a large role in
all commercial sectors of the economy. As the Government's role in the
commercial sector recedes, and as the private sector undertakes more large-
scale projects, the absence of a commercial legal framework becomes an
increasingly serious impediment to investment and private sector activity. 1In
recognition of the need to modernize the legal framework, the Government has
promulgated a Decree on Limited Liability Companies, a Foreign Investment Law
and a Contracts Law.

2.79 Further development of a commercial legal framework should receive a
high priority. To meet the needs of the growing corporate sector
(particularly for resort development), legal framework development is required
in banking (central and commercial), financial institutions, financial
instruments, real estate, torts, taxation, business entities, agencies,
formation, bankruptcy, anti-trust and dispute resolution. Both a uniform
commercial code and the statutory basis for regulating activities in the

21/ The Government has made efforts to bypass the lack of a commercial legal
framework by allowing offshore jurisdiction for dispute resolution in
resort development contracts invelving foreign parties.
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aforementioned areas are required.22/ In developing and promulgating
commercial laws it is important to consider both the domestic enforcement
capacity (which will initially be limited) and, as an open-economy, the need
to provide a legal system familiar to outside investors.

2.80 Existing procedures used to develop and promulgate new commercial
laws have been time-consuming and have resulted in frequent amendment and
revisions. It may be more expeditious to develop a series of laws (e.g. a
broad-based commercial code) for parliamentary consideration rather proceeding
with one law at a time,

2.81 Accountancy. Development of standard, uniform means of accounting
provide investors with an objective standard for judging the financial
viability of going concerns. And, in so doing, provides a framework for
broadening ownership of larger entities (private companies, parastatal
corporations). Efforts should be made, in conjunction with the development of
the corporate legal framework, to adopt internationally recognized accounting
standards. Licensing procedures should be developed for domestic accountants
and firms larger than a certain size (e.z. turnover of US$1l million) should be
required to maintain certified accounts. At the same time, training in
bookkeeping and the use of micro-computer based accounting packages should be
integrated into the secondary school curriculum and efforts advanced to
increase the numbers of Maldivian students provided overseas accountancy
training.

(b) Environmental Preservation

2.82 As a nation built upon fragile coral atolls, dependant for economic
survival on the resources of the sea and the splendor of its natural beauty,
environmental preservation is crucial to the sustainability of practically
all economic activities. Improving management of natural resources requires,
inter alia, a mixture of near-term regulatory interventions and strengthening
of existing institutions.23/

2.83 The human induced damage to coral reefs and associated marine life
has become an issue of increasing concern. The extent of the loss of
biodiversity is not known. Coral mining to provide building materials not
only destroys marine life, but also reduces the coastline protection against
both normal and storm tide and wave induced erosion. bdand dredging for land
reclamation or construction materials results in suspension of particulate

22/ One of the handicaps associated with a shallow backlog of common law
experience is that there are few precedents upon which to base legal
opinion. It may be worthwhile for the Maldives to adapt to local
conditions the restatements of various forms of civil law, published by
the American Law Institute of the United States. Such restatements
codify a considerably longer history of common law jurisprudence than
would be otherwise available to the judicial system of the Maldives.

23/ This section draws heavily on J. Pernetta, Environmental Management and
Planning in the Republic of the Maldives, CSIRO, March 1990.
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matter which can smother nearby corals. Solid waste smothers corals and
pollutes the Male reef. Discharge of raw sewage introduces nutrients which
lead to the growth of algae adversely affecting coral communities.

2.84 There are several naturally occurring problems affecting coral reef
growth and regeneration rates, which are of concern with the framework of
overall wise management of the Maldivian reef systems, as well as potential
impacts resulting from global climatic change. Coral bleaching and subsequent
mortality is associated with thermal stress in corals, many of which are
currently growing at their upper temperature limits. The crown of thorns, a
natural predator of corals, has undergone explosive population growth. The
Male and Hulule reefs have substantial cracks of unknown cause.

2.85 There are several othey forms of marine peollution. Sewerage
contaminates coastal waters with coliform bacteria causing human health
problems. O0il transport leaves tarballs near the northern shipping lanes and
was the source of one oil spill accident in the harbour. The effect of
hydrocarbons from increased motorization of the fishing fleet has not been

assessed,

2.86 Intervention Priorities. Coral mining for the domestic construction
industry continues to be a major threat to the sustainability of reefs and
coastal aquatic life, while increasing the vulnerability of heavily-mined
islands to climatic disturbances. In certain areas (e.g. Male island) and in
certain sub-sectors, mining of coral for construction purposes (e.g. new
resorts) is banned, yet enforcement continues to be weak. Although coral
mining for construction purposes is a traditional industry, the pace of
development has dictated a demand for construction materials that well
outstrips the pace of sustainable management of coral resources.
Consequently, an effective ban should be placei on the use of coral for
residential or commercial construction purpose:, and stiff penalties imposed
for such violation.24/ Such measures should be complemented by a reduction
in import dutles on building materials.

2.87 Second, the dumping of garbage into the Male bay, by tourist
resorts, boats and Male-based businesses is damaging the water quality and
jeopardizing the attractiveness of the near-by resort areas. A combination of
improved sanitation facilities in the capital, strict enforcement of penalties
for dumping in the bay, together with mandatory adoption of approved sewage
treatment/incineration facilities by the resorts is needed to combat this
immediate pollution problem,

2.88 Over the longer-term, Increasing economic activity in the Male atoll
while broadening the focus to include other regional centers of growth is
bound to strain the nation's fragile natural resources. As part of the
Environmental Action Plan, tabled at the Colombo donor meeting in 1989, the
Government has lald out a comprehensive program of environmental studies,

24/ The Government could play an important role in this by banning the use of
coral for bullding property owned or leesed by the Government and or any
of it's assoclated agencies.
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repgulatory development and training, designed to upgrade the institutional
capacity to plan and manage cconomic activities in harmony with the natural
environment . Developing such cepacity will take time, and further financing
is required for selected portions of the program of activities which are vo be
conducted during the next five to ten years.25/

C. Evolving Role of the Public Sector

2.89 In the 19%0s, the public sector will continue to play a ieading role
in the Maldivian economy, not as an active participant in the provision of
goods and services in the marketplace, but as regulators molding a policy
framework to enable efficient private sector development and as the providers
of essential infrastructure and human resource development services
complementary to growth.26/ This evolving, supportive public sector role
implies continued emphasis on the selection and provision of economic
infrastructure, a restructuring of the civil service to meet changing needs
and a diminution in the role and operations of the public enterprises.

Infrastructure Provision

2,90 The provision of economic infrastructure, principally in the areas
of transport and telecommunications, will remain a major thrust of Government
policy in the 1990s. At the same time as new investment is proceeding, the
1990s will herald the need for greater attention to relieving overcrowding in

Male.

2.91 Urban Development. With less than 2 square kilometers of living
space, overcrowding and congestion in Male has become a serious concern. The
population in Male in 1990 was 52,000 compared to 45,800 in 1985, for an
annual growth rate of 4.1 percent. There are, in addition, nearly 3,000
foreigners residing in Male, approximately half of the total working in the
nation. There are a total of 4,000 housing plots in Male and an average of 1&
persons per dwelling. The trend in Male is to build multi-story facilities,
however a shortage of potable water supplies (see Chapter 4) imposes an
effective celiling on the carrying capacity of the island.

25/ 1In addition, efforts have been made to foster envivommental awareaess by
developing primary school curriculum materials ow the environment and by
integrating the use of such materials Into the existing school system,

26/ Human resource development strategies will be discussed in more detail in
Chapter 4.
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2.92 Vilingilli, a neighboring island, has been selected to accommodate
the population overflow from Male.27/ To develop Vilingili, initial
investments by the Government in a port, an extension of the electricity grid
and telecommunications hook-up would be required. Thereafter, residential and
commercial development should be done on a lease or sale basis by the private
sector, with the proceeds from the land leases used to recover costs of the
initial infrastructure development. In addition, as the number of inhabitants
in Vilingilli increases, social services will likewise need to be provided.
While costs of urban settlement on Vilingilli are likely to be high, it is
important to focus administrative resources on one major settlement project at
a time, with a view towards full cost recovery through an appropriate (market-
mirroring) tariff setting policy on urban land use.

2,93 Regional Development: In addition to developing Vilingilli to
absorb the spillover from Male, efforts will be required to broaden regional
growth opportunities. The Government's strategy, which is to develop a small
number of regional growth centers, appears to be sound. Successful
implementation of this strategy would hinge on identification cof economically
viable development opportunities and the provision of essential infrastructure
to improve access and communication.

2.94 Iransport. The structure of Maldives' transport sector has been
patterned by the small size and dispersed location of the coral islands. For
domestic communications inter-island sea transport is the dominant mode. For
international goods transport, both shipping and aviation play an important
role, while for international passenger transport, aviation is practically the
only mode.

2.95 Inter-island transport of passengers and goods goes largely by sea
and is faced with numerous constraints which cause considerable increases in
costs. Costs are adversely affected not only by the scattered location of the
islands, but also by the small quantities to be transported, the reefs
surrounding the islands which cannot be crossed by larger more economical
vessels, and the high incidence of strong currents. All these factors require
that compromises be made in vessel design with the end result that transport
costs are higher and hence become a serious impediment to development,

2.96 The majin petwork of inter-island transport consists of a radial
pattern linking the 18 outer atolls to Male. Atoll exports to Male are
principally unprocessed, low value and bulky goods such as sand and coconut
destined for use in the capital. Atoll imports consist mainly of high-value
basic foodstuffs, consumer goods and petroleum. Traditionally, transport was
by sailing boats but their mechanization has resulted in a marked improvement
in inter-island transport services and sailing vessels are gradually

27/ In Male, residential land rents are close to US$1000 per square meter per
annum. As Government owned property is leased &t only a nominal rate for
urban dwelling (US$10 to US$30 per square meter per annum), the bulk of
the rental gains accrue to private parties. In ceveloping Vilingilli, it
will be important for the Government to price urban land appropriately to
obtain revenues for recovering the costs of infrastructure development.
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disappearing. However, becausce of the constraints under which inter-island
transport is operating, the quality of service to and from the outer atolls
remains poor.

2.97 Lack of a regular source of inter-insular transport is a major
constraint to development of economic activities, other than fishing, outside
of Male. At present, practically all inter-insular shipping capacity (and

85 percent of international capacity) is in the private sector. There are

strong positive externalities associated with regularizing shipping services
to a small set of potential growth centers. Rather than provide this service
directly, it may be appropriate for the Government to tender licenses for
inter-insular shipping; the proceeds would be used to offset the costs of
temporary support for service to those growth centers that are deemned to
require regularly-scheduled services, but which would otherwise be
unprofitable.

2.98 The civil aviation sector has come to play an increasingly important
role Iin Maldives not only on account of tourism, but also for international
and domestic communications. The remarkable increase in tourist arrivals at
Male airport in recent years is matched by the rate of increase in other
traffic, though from a much lower base. The Male airport on Hulule island
near the capital Male, is the most important facility and represents the
largest single investment in the country. In addition there are three regional
airports. The airport at Gan on the extreme southern Addu Atoll makes use of
military facilities vacated by the U.K. in 1976. A second regional airport
about midway between Gan and Male opened at the end of 1986 while a third in
the north was opened in 1990. The investment in these airports and in two new
regional aircraft has improved communications with the concerned atolls
considerably. The future development strategy in civil aviation should aim
for efficient operation of the existing facilities, while providing broader
access to air-transport links through a carefully phased expansion program.
The Government's policy of maintaining a very small domestic airline has
served the nation well--further fleet expansion does not appear to be
warranted in the near-term. With respect to airport capacity expansion,
highest priority has already been attached to upgrading of the Mali airport.
In the future, priority should be given to airport-upgrading to serve
increased tourist flows.

2.99 International Maritime Transport. The country's main port at Male
offers lighterage facilities for ocean-going vessels. The facilities, which
come under the Maldives Ports Authority (a parastatal enterprise) are being
upgraded and improved to cope with rapidly increasing traffic. Cost recovery
is not a main objective for the port and this aspect should receive greater
attention in the future. Stevedoring operations are carried out by Maldives
Transport and Contracting Company (MTCC), which is 40 percent privately owned,
and by private operators.

2.100 Growth of traffic in recent years had led to a need to expand
capacity of the Male port. 1In the atolls, shallow harbor entrances and reef
basins inhibit movement of goods. Presently, the Government is implementing a
program of deepening reef entrances and harbor basins in 60 islands. Under
this program, the island residents provide retaining walls while dredging and
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construction work is funded by the Government. In Male, a second phase of the
port development project is being financed by the Asian Development Bank, OPEC
and UNCDF. This project is designed to increase docking and storage capacity
and reduce loading delay times from a 4-day average to a matter of hours,

2.101 Regular, world-class, telecommunications services are essential if
the Maldives is to develop further in tourism and ancillary services. Between
1988 and 1990 a digital electronic excharge was completed, providing 10,000
direct exchange lines and replacing the previous electro-mechanical exchange
of 3,000 lines. In addition to upgradirg capacities in Male,
telecommunication services were extended to seven atolls, south of Male.
Furthermore, radio-telephone hookups were provided to Mahibadhoo (a northern
Atoll) and the central Alifu atoll. Plans exist for extension of the nation's
telecommunications link to the far north and far south over the next decade.
Since 1988, telecommunications services have been operated by a joint venture
with Cable and Wireless, which has a ten year license to operate and maintain
all national and international telecommunications.

2.102 Further extension of the telecommunications network is essential,
particularly in light of excess demand in Male and the need to open new Atolls
as centers for growth. While telecommunication operations are now largely in
private hands, the Government should continue to play a leading role in
regulating phone tariffs, securing funding and planning to assist the industry
expand telecommunications access. In the more remote islands, solar-powered,
radio phones would be the best option at present. However, in areas targeted
for future growth as tourism/services centers (such as Gan), satellite-
supported technologies may be more cost-effective and should be explored.

2,103 In the energy sub-gector, the Maldives Electricity Board (MEB) has
six power stations with a total installed capacity of 12 MVA, of which nearly
8 MVA is in Male and 3 is in Gan. Factories and tourist resorts maintain
their own generators, as do some 87 private individuals residing outside the
reach of the MEB grid. 1In Male, electricity demand has been growing by 20
percent per annum over the last five years and the MEB has been forced to
resort to rationing to meet peak-hour load demands.

2.104 Future energy capaclty, operated by the MEB, will be required in
major growth centers. At present, the Asian Development Bank is supporting
the provision of a new power system in Male, which will approximately double
exlsting transmission capacity. In addition, the Government has identified 14
islands to be electrified during the period 1990 to 1993. For these islands,
it is not clear that there is adequate demand to meet the costs associated
with provision of publicly supported electrical generation facilities. Some
measure of technical support to private provision of generating capacity may
be a more appropriate Iinvestment strategy for such islands. This would
involve provision of a technology package (e.g. small scale generators) which
could be installed (and costs recovered) by the Government but would then be
operated and maintained privately by the inhabitants of the concerned island.
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Civil Service Reform

2.105 During the 1980s, the ranks of the civil service swelled rapidly as
labor-intensive social services, new infrastructure projects and commercial
activities of the Government expanded. By 1990, the number of civil servants
reached just over 10,000 of whom 60 percent were working in the capital city;
the total wage bill reached Rf.145 willion or 19 percent of total government
expenditures and net lending. During the 1980s, the numhers of civil scrvants
increased by 5 percent per annum, and was equivalent, by the cud of the
decade, to nearly one-fifth of the total labor force.28/

2.106 For most of the past two decades, the civil service offered
guaranteed employment to secondary school leavers and graduates (the latter
being obliged/bonded to serve in Government).28/ Salaries paid to civil
servants were fixed and held below private sector levels for long periods of
ti e, To offset the lower salaries, civil servants were encouraged to devote
half of their working time to the private sector.

2.107 As the role of the public sector becomes less commercial, less staff
will be required in line agencies and in the parastatal enterprises. While
staffing needs will continue to increase, most notably in education and
health, the greatest need will be for staff with higher technical skills,
rather than unskilled laborers and administrators. This points to the need
for a considerasble slowdown in the growth in numbers in the civil service,
recruitment of a greater number of more specialized and skilled personnel, and
a falling number of unskilled or semi-skilled workers in public service.
Furthermore, with the number of secondary school graduates expected to rise
rapidly in the 1990s, the Government can no longer provide guaranteed
employment to all school leavers nor is there any reason (with a growing
supply to select from) to oblige secondary school graduates to join the civil
service., Likewlse, for students sent under official scholarships for training
abroad, it would be preferable to introduce an option for repavment of the
scholarship costs, rather than rely on the use of a bonding system for an
extended period of time.30/

28/ After the aborted coup in 1989, the number of personnel in the National
Security Service was doubled to about 1500 persons.

29/ As a result of a shortage of trained personnel, combired with a rapid
expansion in the functions and services of the Government, the majority
of public sector posts were provided to students who did not complete
secondary schooling. There remains a need for in-service training to
bring many of these individuals up to the skill level required for their

existing posts.

30/ Perverse incentives are created by the use of the bonding system.
Officials may be sent for overseas training simply to eunsure that they
will continue to remain in public service, rather than to augment gaps in

skills needed for a particular task.
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2.108 The civil service salary structure and review process should provide
incentives necessary to recruit and retain staff needed as demands on the
public sector change. The granting of far higher salaries to civil servants
posted in the capital city rather than in the Atolls encourages rapid migration
to the capital. This gap should be narrowed over time. Second, the narrow
band between salaries of civil servants of different ranks discourages skilled
individuals from joining the Govermnment. A broader range in civil service
salaries is needed to ensure that the Government can continue to attract
qualified personnel to technical and senior administrative positions. Third,
after being held constant for two years, civil service salaries were increased
by an average of some 40 percent in late 1990.31/ This allowed the civil
service to regain a measure of competitiveness, particularly for unskilled
labor, However, the lack of a regular civil service salary review adds to
fiscal uncertainty and, in an inflationary environment, can lead to a rapid
erosion in the competitiveness of Government in retaining civil servants.
Although the aggregate size of the civil service wage bill will continue to be
a very important for macroeconomic management, annual review and revision of
salaries would ensure that the competitiveness of the Government is not eroded.

2.109 The policy of encouraging civil servants, at practically all levels,
to work half-time in the private sector has enabled the civil service to retain
many highly skilled, entrepreneurial staff. At the same time, this policy has
injected a remarkable measure of practical understanding of the needs and
practices of the private sector into policy making. However, such a policy has
not been without its costs in terms of the difficulties associated with
avoiding conflicting responsibilities. As the public sector assumes more of a
regulatory role in the 1990s, and as the activities of the private sector
multiply, it will be important to have a sufficient number of public sector
officials "on-duty"” to provide essential services and backstop the regulatory
system. It will also become increasingly iwportant to minimize opportunities
for conflict-of-interest. A rapid transition to a separation between the civil
service and the private sector is not advised. Rather, a more gradual
transition, in which certain posts in each Ministry are designated (and
compensated) as full-time, and others as half-time would be more appropriate.

Public Enterprise Reform

2.110 Public enterprises play an important role in the Maldivian economy.
In addition to providing utility services, nine public enterprises hold a
dominant position in transport, communications, tuna processing and in

31/ 1In 1990, the numbers of civil servants fell by nearly 8 percent as the
Government was unable to recruit unskilled laborers to work in the civil
service. At the beginning of 1990, there was a twofold gap between
private and public sector salaries for unskilled laborers. The wage
increase was designed to halt the erosion of the Government's competi-
tiveness in the labor market, particularly at the unskilled worker level.
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exporting, warehousing and trade in essential items.32/ The public sector
is also actively engaged in banking, insurance, resort operation, wholesaling
and a host of other operations. The largest of the parastatal corporations is
the State Trading Organization, with an annual turnover of Rf.920 million.

2.111 At present, all of the state enterprises are making a profit, and
some, such as the STO, provide an important contribution (Rf.35 million in
1990) to Government revenues in profit transfers. Profit transfers from the
enterprises have been on a rising trend and in 1990 accounted for about one-
fifth of total government revenues.33/ Recognizing that greater

efficiencies could be gained by commercializing parastatal enterprises, the
Government has partly privatized the Maldives Transport and Contracting
Company (to 23,000 local investors), the Telecommunications Company (to a
joint venture with Cable and Wireless) and the Maldives Inflight Catering
Service (with SATS Catering). In addition, to encourage financial discipline,
the Government requires that the parastatal enterprises obtain permission from
the Ministry of Finance for any borrowing, both domestic or foreign, in excess
of an amount agreed at the beginnir 1 of the year. This helps to discourage
the public enterprises from using preferential access to the domestic
financial market to offset poor financial performance. Despite efforts to
impose a hard-budget constraint, and inject a measure of commercialization
into the management of the parastatal enterprises, problems do remain. Many of
the parastatal enterprises operate with a confusing mix of social and private-
profit objectives; most suffer from over-employment; have non-transparent
accounting and management responsibility systems; and have little actual
autonomy in making important decisions.

2.112 Looking to the future, the need for further reform of the parastatal
enterprises continues. As private sector activities expand, there will be
less of a need for large-scale Government involvement in commercial
activities. The Government will continue to play an important role, however,
in ensuring that there is competition in the markets, but this may be
accomplished more through regulatory and residual-market activities, rather
than through direct, regular commercial involvement. To make this transition,
it will be necessary to: (i) institute those changes necessary to enable more
competitive operations by the parastatals; (ii) gradually inject a greater
measure of private operation and management irto those firms for which public
sector management and operation is no longer necessary.

32/ The nine public enterprises are the State Trading Organization, Maldives
Transport and Contracting Company, Maldives National Shipping and
Management Company, Air Maldives, Maldives Inflight Catering Company,
Maldives Electricity Board, Maldives Port Authority, Dhivehi Raajjeyge
Gulhun (telecoms) and the Bank of Maldives.

33/ The STO is the largest of the parastatal corporations. 1It's principal
activities are operating the tuna cannery, procuring and exporting canned
and frozen tuna, and buying and distributing imports of essential goods
and petroleum products. In addition, the STO own shares in local garment
firms, in an insurance company and in the Bank of Maldives.
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2.113 No single approach js appropriate for reforming the operations of
the public enterprises. In the absence of a domestic capital market, it will
be difficult to transfer ownership to a broad spectrum of the population. For
some of the enterprises, private placements would be a possibility, but this
would offen times mean foreign ownership and operation. Moreover, in the
absence of a domestic cerporate tax system, privatization could result in
revenue Josses.34/ All of this voints to a graduated approach to public
enterprisc reform, invelving a mixture of commercialization, divestiture and
orderly winding-up where needed.

2.114 The Govermnment has taken important measures to scale back public
enterprise activity. Notable in this regard has been the liberalization of
Maldive fish exports and the reduction in STO trading activity In 1990,
Looking ahead, for 870, the scope and sweep of operations has become greater
than can be efificlently managed under one organization. The fisheries
activities, for example, could be more efficiently managed in a single
corporate entity.35/ Likewise, trading operations could be spun off, part

of the warehouse assets sold and the balance operated under lease arrangements
with the private snctor. As for STO's passive investments in banking,
insurance and garments, these could be transferred to central government
management. Dividing STO into more manageable units, while divesting those
activities more apvropriately located in the private sector, would have the
advantage of: (1) increasing management control over a major corporate entity;
(1i) focusing STO activities in the small gcale fisheries area; and (1{i)
shifting the trading activitles from active involvement to more of a trade-
service wholesaling role.

2.115 With total sales of Rf.21 million in 1987, the Maldives Transport
and Contracting Company (MTCC) ranks as the second largest parastatal entity.
The main responsibilities of the MTCC include importing and supplying building
materials, construction, repalring engines and operating sea and land
transport services. Due to competition from the piivate sector and an aging
equipment stock, the financial performance of the MTCC (excluding front-office
trading activities) has been poor. In recent years, the MITCC has sold part of
its international fleet to the Ports Authority and has scaled back its
construction and engine repair activities. The MICC is operating in areas
vhere the private sector is elready actively engaged, and in many instances is
providing social (outer island shipping) rather thea commercial services.
Trading operations of the MTCC will likely come under increasing pressure from
the private sector as private storage capacity increases. Over time, the more

34/ Revenue losses would not necessarily occur if the assets were sold for
the net present value of expected future income flows (profit payments)
to the Government.

35/ The Felivaru tuna processing plant has been losing money since it was
established and is responsible for an overall loss on STO's fisheries
operations. 1f fisheries activities were contained in a separate
corporate entity, management would be forced to either improve or
eliminate operations in the canning factory.
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uneconomic services provided by MITCC should be wound up, and the company
should be placed under private ownership and management .

Financing Public Sector Activity

2.116 Despite an increase in private sector activity, government
expenditure requirements are projected to remain in the range of 30 to 40
percent of GDP for the balance of the 1990s. While concessionary sources of
financing may provide 5 to 10 percent of GDP, domestic sources, tax and non-
tax revenues would be expected to provide between 20 to 3C percent of GDP in
public savings.

2.117 Tax reform is the natural outcome of an evolutionary process in
which tie private sector plays an increasingly dominant vole in growth and
development. As high import tariff rates are reduced, compensating sources of
revenue will be required. As public enterprises play a smaller-and-smaller
role In the aconomy, the possibility of generating large non-tax revenues from
the stats enterptrises will diminish. In other words, as a growing share of
income 1y generated in the private sector, the Govermment will need to develop
tay instruments te mobilize resources to finance the domestic component oI
public expenditures. Such new tax initiatives should take into account
limited administrative capabilities; howaver, the absence of such capabllities
should ret itself slow progress towards a more broad-based and efficient tax
svstem

2.112 Tu 1490, rhe total tav effort provided only 24 percent of GDP in
revenue>, vivl seeily 7/ pexrcent provided by non-tax transfers and 9 percent
previded by exterunal gran%s. v iax revenues, customs duties dominate, while

in von-tax revenues. i« xl leusa. . ransfers from STO and landing fees are the
wost important £€da.c¢2. «f revinue, Over the next decade, the Government's tax
reform objer . ivos will he teo <hgnp._the revenue mix by: (i) broadening the tax
base - oy Lare boveeey anl narlcontal equity; and (ii) reducing distortions
introduced by difierenrix’ turatine of domestic and imported goods, different
types or juportea Lraoduicts, ¢lZ€ci. nt classes of domestic investors and
diffetent «riiors of be sconry.

2.11y Ty Redorr. ¢ faCice.: taxation, the focus of reform efforts
should be o <+ i[%¢ from € uigh avir :e of dependence on customs duties to the
gradual e cf e domentic anrler tey, Initially, & sales tax could be applied
at the whe! v¢ld €iixe, .m tonfue i ion with the lowering of customs duties and
the abolivio ¢! duty exsrp ecs. As administrative capabilities improve, the
sales taa ¢ 1 be seneralirzed wi then applied more broadly, in a value-added
type of arrax 1 .

2.120 Rerorml: . crrens oexes will be more difficult, and will require
advances in the legsl ¥ erwnc and in domestic accountancy skills. However,
as private Sectst corperre eu- vities increase, it would be appropriate to
introduce both a corpcrct® y:-4. %3 tax and a perscnal income tax. Initially,
such taxeg ceould be de¢. vre. v v, dmize administiative collection costs,
while gradually buil®'«: o ¢ v.d base of filers. A high cutoff for
inclusion could be est. if:stier * shelter the poor (and reducc collection
costs) and a system of presumptive payments and self-reporting used to build-
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up a potential audit trail. A low flat-rate tax (5 percent of reported
profits and income) would further ensure compliance and minimize
administrative costs. Gradually, as the Govermment's capabilities to
administer direct taxes improve, it would be possible to bring the tax rates
to levels more in keeping with those prevailing in competitor nations. This
would also provide the possibility to shift the system cf licenses and fees,
which now provide an important source of non-tax revenue, onto a corporate
profits and personal income tax base.

2.121 Cost Recovery. Improvements in the tax system will take time to
complete, However, the nature of the public investment requirement for the
1990s is such that considerable emphasis will have to be given to systems of
user-financed cost recovery for provision, operation and maintenance of
essential infrastructure and services. In telecommunications and energy,
existing cost recovery systems should be sufficient to recover public outlays.
For new urban developments, setting urban-property tariffs to levels more
closely resembling those prevailing in the market will be necessary 1if costs
are to be recovered. OUne alternative for recovering costs of municipal
services would be the creation of a municipal tax. This would provide an
indirect means of recovering water use and other urban changes that, for
technical reasons, are difficult to collect directly. In the social sectors,
as discussed in Chapter 4, a high degree of community participation in
financing, together with full-cost user financing (student loan schemes) for
tertiary schooling and an increasing number of medical products and procedures
is needed.
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Chapter I1I. HUMAN RESOURCE DEVELOPMENT

A. The Role of Human Resource Development

3.1 Human resource development has been an important contributor to
rapid economic growth in the Maldives. It is also central to improving the
welfare of the low income population and to encouraging broad-scale
participation in the growth process. During the past decade, considerable
progress has been made in providing essential social services to the great
bulk of the population. During the next decade, the principal challenge will
be to provide essential social services to a rapidly expanding population
while improving quality to meet changing needs.

3.2 Investment in education and health care has an important effect on
labor force productivity. Preparing the labor force to meet the challenge of
highly competitive world markets is crucial to the success and sustainability
of the growth process. As noted in Chapter 2, the pattern of growth in the
Maldives will continue to be outward oriented and centered on fisheries,
tourism and ancillary services. To leap the divide between primary sector
jobs and high-productivity tertiary sector activity requires a skilled,
healthy and competitive labor force.

3.3 Human resource development also plays an important role in
increasing labor force mobility, and hence widening opportunities for
participation in the growth process. Efficient provision of social services
provides the skills needed to support the transition from low productivity
employment in remote Atolls to more dynamic development in regional growth
centers.

B. Human Resource Development in the 1980s

3.4 A decade ago, policy makers in the Maldives faced a very poor and
rapidly growing, young population, with average annual incomes barely
exceeding US$100 per capita, a high incidence of infant mortality and
morbidity, widespread lack of access to potable water supplies, low literacy
rates and practically no internal capacity for secondary or post secondary
education. Basic social services were predominantly provided by private
health care workers and religious institutions, using traditional techniques.
While a start had been made at developing e primary health care and public
education system in the 1970s, ccrerage remained skewed towards service
provision in the capital city and even then was grossly inadequate.

3.5 The Government response was to devote increasing resources to an
ambitious program of primary health care, sanitation and public education,
while at the same time encouraging the use of expatriate labor to meet the
imnediate excess demand for labor. From 1985 to 1990, the number of
expatriates employed in the Maldives increased four-fold from 2,100 to 8,700,
or from 6 percent to 15 percent of the labor force. To accelerate development
of a skilled domestic labor force, an aggressive program of human resource
development was mounted. Government education expenditures increased from 7
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percent in 1979 to 17 percent in 1989 of total government spending. Over that
same period, health and sanitation expenditures increased from 6 to 18
percent of total public outlays.

3.6 Although centrally administered, particular care was taken in the
design of the primary health care and education systems to involve and
integrate the activities of traditional health care and education providers.

A network of primary health care centers was established and 322 out of a
total of 557 traditional mid-wives (foolhamas) were trained in diarrheal
control, vaccination and ~ther primary health care techniques. The network of
primary schools was expanded, a unified curriculum developed for the parochial
schools and efforts made to introduce new subjects, such as environmental
science, commerce and fisheries management at the primary school level, to
meet emerging local concerns and conditions.

3.7 The results of a decade of rapid expansion in public investment in
human resource development are impressive (See Table 3.1). Basic literacy in
the local language (Dhivehi) has been achieved; primary school coverage is in
excess of 90 percent, for both the male and female population; and the supply
of students with secondary and tertiary training has increased exponentially
from a very small base. In the health sector, infant mortality rates have
declined, the prevalence of communicable, tropical diseases has been sharply
reversed and more than half of the population has been provided access to
safe, potable water supplies. In terms of literacy, infant mortality and
access to electricity and clean water, the Maldives' social indicators are
significantly better than those of other low income Asian nations and are
amongst the highest of the low income developing countries worldwide.

3.8 These remarkable achievements in imprcving social indicators, which
oc..urred in the space of a decade, were made possible by a combination of

(i) effective prioritization of social service resources towards primary
education, sanitation and preventative health care; and (ii) steady growth in
resources provided for social services, as a result of rapid economic growth,
prudent use of external assistance and the unwavering emphasis placed by
Government on human resource development as a long-term development strategy.

C. Human Resource Development: Agenda for the 1990s

3.9 Looking ahead, human resource development priorities will need to be
revised in rhe light of changing demographic and labor market conditions,
progress registered to date in health, education and sanitation, and the
prospect of rising costs and impending limits to social service expenditure
growth. Provision of social services will continue to be constrained by a
shortage of trained personnel and by the vast distances, irregular transport
and communication barriers.

3.10 Demographic Qutlook. The 1990 census showed that the population of
the country stood at 213,215. The current annual rate of growth is about

3.4 perceni, a vise fxom a 3.2 percent annual growth rate between the census
of 1966, 1977 and 1985. This is an extremely high growth rate and, if
sustained, it means that the population will double its current figure in 20
years. If rhe crude death rate, given as 8.0 per 1000 persons in 1986,
continues to decline and the fertility rate is sustained in its current range
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Table 3.1: TRENDS IN SOCIAL INDICATORS, 1977-1990

Social Indicator 1977 1990 Low-Income
Asia
Life expectancy at birth (yrs) 46 64 62
Crude birth rate (per 000) b4 43 30
Crude death rate (per 000) 17 7 10
Infant mortality rate (per 000) 120 34/a 161
Population with ac:ess to health services (%)
Total 40 61 75/b

Male 100 100

Atoll 24 48
Population with access to safe water (%)

Total 7 64 57/b
Population per physician (000) 16 7 1
Population per nurse (000) 20 2 2
Population per hospital bed (000) 4 2 1
Population growth rate (%) 3.1 3.4 2.0
Adult literacy rate 81 95 60
Primary school enrollment 27 90 104

(% of 5-14 age group)
Secondary school enrollment 2 21 37

(% of age group)

Households with electricity (%)

Total 10 69 45/¢
Male 60 94
Atolls 2 63
/a An estimate based on a comparison of the 1980 and 1990 census would place
the infant mortality at a substantially higher level.
/b Refers to the most recent estimate for India,
Jc Refers to the most recent estlumate for Malaysia. All other values for

low-income Asia are most recent estimates provided in World Bank, Social
Indicators of Development, 1990.

Source: Ministry of Planning and the Environment, and World Bank, Social
Indicators of Development, 1990.

of 6.5-7.0 percent, then the annual population growth rate will rise even
further.

3.11 The age distribution shows a population which is very young, with
46.8 percent of the total under 15 years of age. Based on the 1990 census
results, life expectancy is about 58 years. The Infant Mortality Rate (IMR)
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is subject to uncertainty. Vital registration records suggest a figure of 34
per 1000 live births,l/ while that derived from the 1990 census is higher.

The fall in infant mortality has been the principle contributor to the decline
in aggrepate mortality levels and, combined with a very high fertility rate to
the skewing of the population profile towards the very young (47 percent of
the total population below 15 years of age with only 15 percent between 6 and
10 years old). This results in an extremely high dependency ratio of

1.02,2/ implying a considerable burden on households and the government to
meet the needs of the very young and the elderly. The most important effect
of a young, rapidly rising population, is on demand for social services. If
unchecked, population growth over the next decade, will result in a near-
doubling in demand for primary education and health care.

3.12 Labor Force Outlook. 1In the 1980s, the labor force was
characterized by an excess demand for both skilled and unskilled labor, with
an increasing reliance on the use of expatriate labor. Total employment is
estimated at about 65,000 persons, of which nearly 8,700 are expatriates. Of
the expatriate work force, approximately half wvork for the Government and
public enterprises, with tae balance concentrated in tourism and garment
manufacture. The vast majurity (87 percent) of all expatriate workers
originate in South Asia, and provide both unskilled and skilled services. A
smaller number (12 percent) of the expatriate laborers are of European origin,
provide skilled services, and are employed principally in the tourist industry
and public service.

3.13 Tight domestic labor market conditions are the result of a number of
factors including: (i) a lack of trained/skilled personnel; (ii) the high
reserve wage for formal sector employment resulting from the relatively good
returns afforded in fisheries and agriculture; (iii) the high costs, both real
and psychic, associated with migrating to Male or residing apart from one'’s
family; (iv) strong international demand for Maldivians to participate in
shipping; and (v) attitudinal barriers which hinder wider participation of
women in the labor force.

3.14 The use of expatriate labor has been a key 'safety-valve’ for the
Maldives economy. The level of expatriate labor use is high for two reasons:
a lack of skilled labor and unwillingness to compete with low-wage (South
Asian) labor. Prospects for substitution of unskilled labor are limited and
any measures to limit use of expatriate labor may adversely affect
competitiveness. The more important challenge, however, will be to provide
skills to a growing population of school leavers.

Indirect estimates are used to derive the census values.

g

2/ The dependency ratio is defined as the ratio of the young (0-14 years
old) and elderly (over 64 years) population to the adult (15-64)
population. Average dependency ratio's for Asia are .6. For developed
economies, dependency ratios are on the order of .3 to .5. In the
Maldives, 47 percant of the total population are below 15 years of age
and 3 percent are above 65 years of age.
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3.15 While increasing use of expatriate labor has allowed the Maldives to
meet rising manpower demands and maintain competitiveness, this has not been
without costs. The estimated transfer payment abroad associated with
employing 8,700 expatriate workers in 1990, is likely to be on the order of
US$5-10 million, or nearly 4-7 percent of national product.3/

3.16 Trying to substitute domestic for foreign factors in the presence of
a severe skills shortfall has not been easy. The domestic labor force is
subject to a high degree of turnover and employment of under-qualified
individuals.4/ This in turn increases costs associated with identifying,
training and familiarizing the work force,.

3.17 For much of the 1980s, the demand for labor by the public service
grew at over 5 percent per annum. As noted in chapter 2, public service
employment expanded to just over 11,000 persons in 1990, or nearly 20 percent
of the total workforce. In addition, the public service provided a means of
guaranteed employment for all secondary and post-secondary school leavers,
through a scheme which bonded students to public service for a defined period

of time.5/

3.18 In the 1990s, labor force demand is expected to incresase by
approximately 5-6 percent per annum, leading to the creation of nearly 40,000
man-years of labor demand over the next decade. The highest rates of growth
are expected to be registered in the services sector, particularly in tourism,
commerce and construction. In contrast to the 1980s experience, the bulk of
growth in labor force demand is expected to take place in the private sector,
with the public sector playing an important role only through further
expansion in employment of primary health care and education staff.

3.19 Labor force growth over the coming decade is expected to be
sufficient to meet rising domestic labor demand. The number of students
graduating from secondary and post-secondary educational institutions is
expected to rise rapidly, from just over 300 per annum in 1990 to more than
1200 per annum by 1993, The main challenge, however, will be to equip these
students with the skills needed to compete in the market place. For this,
vocational training programs which involve the private sector (see 3.34)
become very important. This will provide a pool of new labor force entrants
in the skilled and semi-skilled segments of the work force. Gaps, however,
will persist in both the unskilled and skilled segments of the labor force.

3/ This is based on the assumption that 80 percent of the expatriate
workforce is unskilled or semi-skilled and transfers an average of US$300
per annum in remittances and that the 20 percent, or skilled workforce,
transfers an average of $2000 per annum in remittances to the home

country.

For example, it is estimated that nearly fifty percent of all primary
school teachers have had no formal training.

g

5/ The bonding scheme has been relaxed in 1991 for all those except students
on post-secondary level training financed by the Government.
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To maintain competitiveness, it would be prudent to continue to maintain a
flexible policy towards the use of expatriate labor.

3.20 Budgetary Considerations. For much of the 1980s, public
expenditures on education, health care and sanitation grew at a rapid pace.
This reflected an increase in both public investment and in current outlays.
In 1990, total social service spending was equivalent to 35 percent of total
public expenditures or 16 percent of gross domestic product. Compared to
other developing nations, the share of public expenditures allocated to social
services is very high. Faced with increasing requirements for public
investment in economic infrastructure and maintenance of existing assets, it
is difficult to envision further growth in the share of public expenditures
allocated to the social sectors.

3.21 During the next decade, it will be difficult to increase public
expenditures on health, education and sanitation any faster than the rate of
growth in Government revenues. This would imply, however, real growth in the
range of 3-5 percent per annum in social sector spending in the coming decade.

3.22 At the same time, unit costs of social service delivery are expected
to rise much more rapidly as the focus shifts from provision of preventive to
curative health care and from primary to secondary and post-secondary
education. The spectra of a slowdown in resource growth and rapidly rising
costs implies a need to prioritize expenditures and to design appropriate
financing mechanisms for the more high-cost services.

3.23 Efficiency in Service Delivery. Setting realistic coverage and
service delivery targets, within the context of reasoned development
priorities, will be the main means of accommodating budgetary restrictions.
Increasing the efficiency of social services is another strategy to offset
budgetary limitations, increased service demand and rising unit costs. This
can be achieved by: (1) gradually decentralizing administrative
responsibilities for primary health care and education programs from Male to
atoll-based administrators; (ii) increasing the domestic supply of doctors,
nurses, teachers and other technical personnel who are now recruited in large
numbers from abroad; (iii) institute cost-recovery on a selective basis for
existing, discretionary education and health-care programs (e.g. for publicly
provided drugs, technical education courses and curative medical services);
and (iv) improve management of existing programs (one example would be better
stocking programs for medical! and educacional supplies).

3.24 Coverage Targets. Setting appropriate priorities, particularly with
respect to the degree of secondary and tertiary service coverage, will be
critical to making effective use of limited social service resources. During
the past decade, the Government has been successful in extending primary
schooling, preventative and primary health care and sanitation services to the
bulk of the population. Maintaining widespread access to essential social
services will remain the highest priority in the social sectors but will
become a major challenge in light of rapid population growth, shortages of
trained staff and budgetary constraints.

3.25 While universal access to primary health care, sanitation and
primary education services is advisable because of the welfare improvements
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and positive externalities generated, the same cannot be said for the full
range of higher education and curative health care services. Such services
are considerably more expensive to provide and require complex systems of
management and administration.

3.26 International cxperience provides some indication of the degree of
higher-order service provlsion that the Maldives might reasonably expect to
provide in the coming decade (See Table 3.2). As these figures indicate, the
Maldives would require about six times as many doctors, three times as many
nurses, twice the hospital bed capacity and just under three times the
secondary school throughput to be at a level of higher-order soclal service
provision on par with the middle income Asian devcloping nations, This would
represent a dramatic Increase in soclal service capacity, yet is far below
that targetted by Government. More detailed observations on sectoral
priorities and programs is provided below.

Table 3.2: SECONDARY EDUCATION AND CURATIVE HEALTH CARE:
ASIAN MIDDLE INCOME NORMS AND THE MALDIVIAN GAP

% Difference

Coverage Ratio Middle Income Asia from Maldives
Population per physician 1,020 624
Population per nurse 601 299
Population per hospital bed 1,551 98
Secondary Education (% of age group) 57 271

Source: World Bank, Social Indicators of Development, 1990 and Ministry of
Planning and the Environment, Government of the Maldives.

D. Strategic Priorities in Education

3,27 Both formal and non-formal education in Maldives have made
remarkable strides in the last decade:

° the percentage of children aged 6-14 enrolled in grades 1-5 has
increased from 27 percent to 90 percent;

o secondary age level enrollments increased from 2 percent to
21 percent; and

e total enrollment in government schools has grown 20-folc,
nevertheless, private schools and community-supported schocls
account for 11 percent and 47 percent of total enrollments. These
proportions are unique to Maldives, reflecting a higher than usual
involvement of family and community in educatlon,
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Problems, however, remain in quality and strength of the national teaching
force, in a burgeoning secondary school enrollment which demands massive
capital and human investment, and in training an ever increasing number of
school leavers for a limited skilled and trained workforce. Government
priorities rightly focus on quality improvement in teacher education, regional
expansion of secondary schooling, and refinement of curricula and materials

for both formal and non-formal learning.

3.28 Education Expenditures. The allocation of resources to education in
the Maldives compares favorably with neighboring countries. During the period
1979-89, the share of education 'n total government expenditure increased
dramatically from 6.7 percent to 17 percent. Education's share of government
recurrent expenditure increased as well, from 10 percent in 1979 to 18 percent
in 1989. The distribution of the Ministry of Education's (MOE) recurrent
expenditures between sub-sectors in 1986 was: administration 17 percent,
primary 26 percent, secondary 38 percent, vocational training 9 percent,
teacher training and curriculum development 7 percent and maintenance

3 percent. It is notable that salaries and allowances account for only 65
percent of recurrent expenses, leaving 35 percent for textbooks and other

materials.

3.29 Constraints. Despite rapid growth in teacher training, the
education system continues to be constrained by a shortage of trained
personnel. Doubling the number of primary teacher trainees and introducing
lower secondary teacher training would provide the Government with the
opportunity to substitute skilled Maldivians for the existing 450 expatriate
teachers. Secondary education continues to expand dramatically, yet is
plagued by high repetition and poor quality, particularly in the english
language area. Examination results at the "A" level are dropping despite the
doubling of students taking such exams. The dearth of computer and commercial
studies accentuates the problems of trying to make schooling relevant to
workforce needs. Many of the newer educational institutions, designed to fill
specialized skill-gaps, are under-staffed, under-equipped and lack proper
boarding facilities for students from distant atolls.

3.30 Demands. Over the next decade, it is estimated that the number of
students requiring primary schooling will increase from 37,000 (per year) to
at least 56,000. At the same time, the potential pool of secondary and
vocational school candidates will witness explosive growth, increasing from
approximately 7,000 in 1990 to nearly 35,000 in the year 2000. Existing
capacity for secondary and vocational school students is below 1,000 at

present.6/

3.31 Strategic Priorities. The main stated objectives of the Government
are: (i) to provide universal basic education (grades 1-5 level) by the year
1995; (ii) to provide universal extended basic education (grades 6-7 level by
the year 2000); (iii) to make education more relevant to the local

6/ For primary training alone, the MOE estimates that a capital investment
on the order of US$40 million will be required to provide additional
classrooms, and an additional US$8 million per annum will be required to
meet additional recurrent costs.
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environment; (iv) to improve education quality; and (v) to increase trained
manpower for national development. Key strategic initiatives include:

o to provide universal basic education, double shifts will be
continued, more classrooms constructed, more teachers trained, early
childhood care and education extended and non-formal training
programs sustained;

° to provide universal education to grade 7, the MOE plans to
decentralize in-service teacher training and build more classrooms
in Atoll Education Centers (AECs) and Atoll Primary Schools(APSs) so
that all Atolls may offer grades 1-7;

° to make education more relevant, the MOE envisions the design of a
fully integrated curriculum, with particular emphasis on work-
oriented skills and environmental awareness;

. to increase trained manpower for development, the Government plans
to increase the capacity of preservice and inservice teacher
training, expand vocational and technical training, decentralize
educational management, expand and diversify secondary education and
non-formal education in the Atolls, strengthen career development
and vocational counselling and maximize overseas education and
training opportunities; and,

® to upgrade quality, the MOE strategy focuses on upgrading key staff,
reducing unit costs, strengthening media productions, encouraging
more innovative teaching methods, conducting surveys and research,
and improving management and supervision.

3.32 While the objectives and strategies are sound, they imply a rapid
increase in the scope, cost and level of complexity of education services
provided. As noted above, financial support for education in the Maldives has
increased rapidly in the 1980s--it will be difficult to sustain such growth.
Furthermore, the existing education system suffers from a lack of trained
personnel and complementary inputs, leading to a widespread reliance on high-
cost expatriate teachers and under-utilized facilities. Both the budget and
the human resource constraint may necessitate a reduction in the rate of
service expansion, and in the context of slower growth, a reordering of
investment priorities.

3.33 Education Targets. Meeting primary education enrollment targets
will be difficult to achieve. In 1989, the net enrollment ratio (ages 6-10)
was only 67 percent in schools outside Male, with wide variations among the
atolls. Considerable late-age entry, poor teaching and high (average

18 percent) repetition rates across all grades promote a misleading gross
enrollment ratio of 98 percent. Nevertheless, about 20 percent of the age-
group (about 6,000 children) do not attend school. To accommodate these
children would require at least another 300 teachers and more classrooms--such
an increase in teachers cannot be accommodated with the existing teacher
training facility. To provide universal education to the grade 7 level would
mean about 80,000 students in school by the year 2000 or one third more than
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in 1990. Meeting the primary education challenge may well require greater
emphasis on upgrading private providers of education services. In addition to
expanding access, MOE should focus attention on the need to improve the

quality of teaching,

3.34 Quality improvement is the biggest stumbling block to continued
development of the education system. Improving education quality requires
both time and financial commitment. Foremost is the need to train more
teachers to higher levels, especially in the English language as the official
medium of instruction. This, in turn, requires a more capable group of
teacher educators, curriculum developers, head teachers, supervisors and
administrators. Quality improvement also requires consolidation of the EDC,
specilalized educational institutes and existing training centers to ensure
that adequate staff and equipment exist to meet curriculum development and

teacher training needs.

3.35 Vocational Training. Over 5,200 youths in each age-year (grades 8-
10) of the population are eligible for school or employment annually. With
the Government no longer guaranteeing employment to secondary school leavers,
increasing private sector employment and greater unemployment can be expected,
About 20 percent of the workforce (20,000 persons by year 2000) are expected
to require administrative, vocational or technical skills in the 1990s, but
the school system does not equip them with such skills. Insufficient
attention has been given to developing courses in commerce, secretarial
skills, computers and basic accounting at secondary level or as post-school
training opportunities. Current specialized training institutes can only
absorb about 550 enrollees annually from those leaving grades 9 and 10, and
the standards for entry are increasing. Formal vocational training is
extremely expensive, yet skilled trades are in demand. Increasing enrollments
in the vocational training centers may only be a partial answer. Links with
private enterprises through apprenticeships or sandwich courses, re-designing
curricula on a modular format over shorter periods, linking skills training
with entrepreneurial training and marketing skills, and substituting local
tools for expensive fixed equipment in vocational institutes are all avenues

worth explo.ing.

3.3 Financing Equitable Growth. Increased provision of secondary,

specialized and post-secondary education services in the 1990s will lead to a
considerable increase in unit training costs. To contain expenditure growth,
cost-recovery systems for secondary and post-secondary education should be
considered, based on a mix of initial fees, student loans and community
finance. Second, the spread of secondary and vocational training facilities
should be limited to & small set of atolls, which would then serve as focal
points for future economic development activities. Finally, to ensure a
greater measure of regional equity in the allocation of secondary schooling
and vocational training opportunities, boarding facilities should be provided
(again, on a cost-recovery basis) as part of the package of regionally-based,
secondary education.

E. Strategic Priorities in Healthcsare and Sanitation

3.37 Health Status. There have been notable gains in health status over
the past decade. Much of the priority during this period has been given to
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extending immunization coverage, improving diarrhea control and case
management and reducing communicable diseases. These efforts have led to a
changed and more complex health profile. Children and communicable diseases
still dominate the nation’s health profile but increasingly, social and
behaviorally determined health problems are emerging and will increase and
complicate demands on the health services. The changing characteristics of
the epidemiological pattern requires detailed study. Reducing infant and
child deaths further will also become more difficult as the proportion of
those deaths not due to readily preventable causes increases.

3.38 Success in achleving universal childhood immunizatlion (UCL) coverage
in 1989, ahead of schedule, had twin o igins; first, the effective
mobilization of centrally based teams visiting the atolls quarterly and,
second, a policy decision reached In concert with the Ministry of Education,
to make full immunization a requirement of school entrance.

3.39 Although still a major cause of child morbidity and mortality, there
has been a steady decline in the prevelence of diarrhes and in the case
fatality rate. The completion of the sewerage disposal system in Male in
1988, improved sources of drinking water throughout the country and improved
case management through widespread use of oral rehydration have contributed to
this important trend. Instead of diarrhea, acute respiratory disease (ARI) is
now the main cauge of death among children under 5 years of age and the
leading reason for visits by children to health facilitiles in the atolls,

3.40 Progress has been made against other communicable diseases. There
has been no indigenous case of malaria over the past eight years and
anopheline mosquitos appear to have largely disappeared, Other mosquito borne
diseases show mired trends. Dengue fever appears to be the rise while
filariasis has declined. Improvement in health conditions and health service
access has been uneven, with Male residents enjoying considerably better
services than those in the atolls. In the atolls, infant mortality
(particularly for those in the first month of life) is more than 10 times
higher than that in Male due to poor delivery conditions, low birth weight,
congenital anomalies, respiratory infections and, for the older babies,
malnutrition. Key health problems remaining include acute respiratory
illnesses, diarrhea and pregnancy complications.

3.41 The main objective of the Government in the health sector is the
provision of adequate and equitable distribution of essential health services
to all Maldivians by the year 2000. For the next decade, the focus will be on
improving efficiency and service quality by upgrading regional hospitals,
easing transport constraints for medical workers, strengthening specialist
services in the Male hospital, increasing the training of CHWs, FHWs and mid-
wives, developlug island-based delivery homes, and oroadening the scope of the

mother and child-care program.l/

3.42 Health FExpenditures. Improvements in health conditions can be
traced to the sustained commitment of a sizable share of public resources to

1/ Republic of Maldives, 4 DS txs , and St
Prepared for the Roundtable Meeting, New York October 1991
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preventative health care interventions. Public expenditures on health and
sanitation inacreased from Rf.1l million in 1985 to Rf.140 million in 1990, of
which Rf.99 million was allocated for water and sanitation.8/ As a share of
total government expenditures, the health sector has averaged 5-6 percent of
totael government expenditures (and net lending). Major increases have been
registered in terms of outlays on preventative care in water and sanitation,
with expenditures rising from less than 1 percent of government spending in
1985 to 12 percent in 1990. In 1990, public investment accounted for Rf.101
amillion of total health spending, of which nearly all was for new water supply
and sanitation projects.

3.43 The Healthcare System consists of the 95-bed hospital in Male and
thvee regional hospitals with a total capacity of 43 beds; a network of 23
Atoll Health Centers (AHCs) (at least one per atoll) staffed by 50 community
health workers (CHWs), who supervise a network of 180 family healtn workers
and 550 midwives or foolhama. The principal focus on the health system is on
the provision of primary health care and mother-and-child services including
immunization, diarrhoeal disease control and nutritional surveillance.

3.44 Center. At the apex of the health care delivery system is the
Central Hospital in Male. Built about 25 years ago with about 45 beds, it now
has 95 beds. Maintenance of both facilities and equipment is inadequate,
partly due to budgetary problems. The staff includes 31 doctors, of which
only 10 are Maldivian. There is an acute shortage of staff nurses all of whom
are trained outside the country. The hospital h.s a bed occupancy rate of
about 65 percent, which considering this is the only functioning hospital in
the country is not particularly high. With a limited capacity to undertake
more advanced procedures, those that can afford to do so seek medical services
in India or Singapore. Some very modest charges are made at the hospital
depending, to some extent, whether the patient is residing in Male or not. An
example is the 3 rufiyah a day charge for inpatient crare in the ccmmon ward.

3.45 Financed by the Government of India, a new 200 bed hospital is under
construction at Male and is due for completion in September 1992. The Indian
Government will staff the hospital for 5 years, although some national staff
will also be assigned. It is intended to maintain the Central Hospital at a
45 bed level for obstetrics/gynecology, ophthalmology and dentistry once the
new hospital opens, so there will be a 250 percent increase in the
availability of beds at Male in 1992. As the costs per patient treated in the
existing Male hospital are approximately 20 times that of a patient treated in
one of the regional health posts, the expansion of Male-based tertiary
services could lead to a considerable drain on health sector financial

8/ There was very little spending on water and sanitation projects before
1985. In 1987, outlays on water and sanitation incrcased to Rf. 19
million; in 1988 to Rf.32 million; in 1989 to Rf. 19.9 million and in
1990 to Rf.99 million.
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rosources. 9/ To ensuve effective use and sustainable operation of the

Ghand’ hospital +the following measures should be adopted: (1) the cost-
recovery syst.» tor medicines, treatments and specialist services should be

i omediately rev..ed with a movement towards full user finance; (ii) a
maragement and s affing plan for the hospital developed; and (iii) as part of
tre management y ‘an, an estimate made of recurrent cost requirements and
vinancing strate; y for the new hospital, at various levels of capacity
utilization,

3.46 Regior .1 Hospitals. Part of the decentralization strategy of MOHW
is to create fou: regional hospitals. At present, the regional hospitals are
staffed with a s.ngle expatriate doctor and support staff and function as a
larger health ce :ter. The intent is to develop these district hospitals as
regional centers and upgrade their facilities to be able to conduct basic
surgical servicer. If the plan to develop these regional hospitals goes
ahead, it is expscted that the demand for beds at Male may diminish. A
critical review ..f the needs and development of hospitals through the country
is urgently indicated.

3.47 Peripheral Health Services. The backbone of the health services for
the scattered islands are 23 Atoll Health Centers (AKC), staffed by a single
community health worker (CHW), who is a paid Government worker. It is planned
to improve or replace older AHCs and increase the staff to two CHWs. Family
Health Workers (FdW) serve the atolls and work from the island administracor's
office. Also located at island level are traditional birth attendants, called
foolhamas. Foolhamas may be either traditional (usually older women) or
trained (a mixture of trained traditional foolhamas and newly trained
foolhamas). About 50 percent of all deliveries are conducted by untrained

foolhamas.

3.48 Due to costs and availability, transport poses a significant problem
for the administration and management of rural health services, affecting
supplies, staff, and supervision. While some health centers have boats, most
do not. Trunsport difficulties become particularly severe during health
emergencies. Transport strategies (including the handling of emergencies) for
rural health services would benefit from a comprehensive review.

3.49 Other factors hinder further progress towards improving health
conditions, particularly in the Atolls. The first is a severe shortage of
trained professionals and the second is an inadequate supply and poor delivery
system for drugs. The labor problem results from the small numbers with
tertiary training nationwide as well as the relatively low salaries paid for
Atoll based health workers. Inadequacy of the drug supply can be traced to:
(i) the Maldive's dependence on international aid agencies for the project-
related provision of many essential drugs; (iil) the State Trading
Organizations near-monopoly position in drug importing; and (iii) irregular

9/ The comparison of the regional hospitals with the new Male hospital needs
to be qualified by noting that the regional hospitals are, at present,
performing more of a health center function than a multi-service hospital

operation.
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transport and diiiscult comrunication between the islands and the Atoll-base
ChHWs .

3.50 Decentializing resronsibility for the administration of key public
health programs from Mele to the Atolls, and from the Atolls to the islauds
will help improve efiycicucy in health cervice delivery. Greater control over
budgetary resources, together with provision of complementary equipment should
reduce administrative delays and enable the Atoll population to make better
use of exlsting health centers. Decentralization of administrative
responsibilities should also help sustain supply of pharmaceutical products,
as the island population often have knowledge of and access to dhonis (small
boats) travelling to the capital of which central government officials are
unaware.

3.51 Treining. Lwproving the supply of skilled health profestionals,
threugh overseas tertilJary training, is essential to meet rising demands for
health gervices uver the uext decade. The country is woefully short of
national medical doctors aud nurses but, with planned training programs, this
will be slowly ovexcome.

3.52 Populstion. The very high population growth rate and fertility rate
places gevere stroalns on the natlion’s abllity to provide social services and
generate productive employment opportunities. In contrast te practically
every developing eceonomy, the population growth rate increased from 3.0 to 3.4
percent per anmua during the 1980s in the Maldives. The costs of high
population growth will be far more severe than in the past as & result of
congestion in Male, limited supplles of potable water on many lslends and, in
general, rapidly approaching ecological limits to the carrying capacicy of
many of the Atolls. lowering the populatior growth rate (through child
gpacing programs) is one of the highest priorities, on both economic and
environmental grounds, for the decade to come.

3.53 Family Plaming activities have been conducted through MOHW's Child
Spacing Program. Accessibility to and acceptance of family planning has been
low. Where contraceptives have been made available there is evidence of
demand but only married couples are eligible to receive them. It is estimated
that the current contraceptive prevalence rate is about 7 percent. Qutlets in
the atolls have been limited by political and religious opposition to FHUs
providing contraceptives. The concern expressed by the President and Minister
of Atoll Administration during the National Conference on the Maldivian Child
(July 8-11, 1991) over rapid population growth was swiftly followed by &
decision of MOHW to supply FHWs with contraceptives (initially pills and
condoms) .

3.54 A start has been made on developing a more effective program but,
clearly, there is much to accomplish before family planning becomes more
widely accepted and used. Kev programmatic steps would include:

(1) continued, high-level pol-ical support for "child spacing" programs;

(11) increased provision of contraceptive supplies to the island health posts;
(111) decentralization of contraceptive provision authority from the Atoll to
the island level of the health system; (iv) decontrol of the domestic
marketing of condoms to enable private participation in distribution; and

(v) integration of population topics into the regular mass media programs.
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3.55 Sanitation. Potable water is the most scarce resource on nany of
the islands, and particularly so in Male. Considerable progress has been
registered {n the past decade in supplying potable weter and sewage
fucilitlies. But there are formlidable problems shead. With the steady
intrusion of salinity into the fresh water meniscus, only sbout 25 percent of
Male's ground water remains fresh and this proportion will diminish., So
shallow wells as the source of water have gradually had to be abandoued. The
Wecer and Sanitation Authority (WSA), with forelgn assistance, has embarked on
the development of de-salination plants and three are now opervational. Water
is provided to the community through standpipes rather than house connections,
in an attempt to limit demand. However demand and expectations are rising for
good quality water, not only for cooking and drinking but alsc washing and
bathing. The current output of the desalination plants is 1000 cu/m per day,
thile to meet popular expectations for a more bountiful water supply, it is
estimated that 10,000 cu/m per day would be required. Until this supply gap
is closed, it is difficult to envisage the completion of longer term plans to
make metered house connections.l0/ Rain water is used extensively end is
blended with the desalination water, and construction of private tanks for
rain water collection is also encouraged. Credit has been made available to
enable Individuals to construct private tanks and, as a result, about 1000
tanks have been built. The completion of a water borne sewage disposal
system 11/ in 1988 was an additional demand on Male's water supply.

Options for the future are under consideration including a scheme to collect
rain water in nearby lagoons and pipe it to Male. This rould entajl a major
englneering operation whose technical feasibility needs exploring.

F. Women in Development

3.56 Improvements in social service delivery have had a major effect on
the well-being of women. A lower incidence of infant mortality, a decline in
the incidence of contaglous diseases, ready provision of potable water,
lmproved provision of maternal and child care services and widespread
provision of elementary education services have considerably reduced demands
on women in the household, particularly in the Atolls. Over the next decade,
with improvements in child spacing, there will be reduced demand for child-
rearing services in the household and greater opportunities for women to
participate in income generating activities. At the sume time, a widening of
secondary and post-secondary educational services will provide an increasing
number of women with the skills needed to penetrate the skilled scgment of the

work force,

3.57 Atoll-hased Employment. Employment opportuniiics for women in the
Atolls have been reduced as & result of the adoption cf canning end freezing

10/ Commercial concerns have metered connections and are charged 50 Rf per
cublc meter of water. The cost of de-salination plani water 1s 30 KE per

cubic meter.

1l/ Household charges based on the number of toilet scots are made: 15
Rf/month for 1 seat; 25 Rf/month for two sests; and &0 NfZmoanthi for three
seats, The rate c¢f non-payment is 18 percemnt, o source of conceyn fox
the authorities.
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technologies in the fish processing industry. The partial elimination of the
fish drying/salting industry has resulted in a loss of employment
opportunities for approximately 10,000 Atoli-based women. Simultaneously,
employment opportunities for women in agriculture have increased, as marketing
channels between Male and the other Atolls improve.

3.58 While high-value, home-garden agriculture will continue to be the
chief source of Atoll-based employment for women, alternative sources of
employment need to be encouraged for women resident in traditional fishing
villages. Promotion of handicraft production, for sale to tourists and for
export, is one possible means of stimulating employment for women in the
Atolls. However, for handicrafts to become a dynamic sub-sector, improvements
are required in quality control and marketing, including design, credit and

procurement .12/

3.59 Tourism. By international standards, participation of women in the
tourism industry is extremely low. This can be traced to the prevailing
policy of providing tourists access to othirwise uninhabited °"slands. As the
tourist industry embarks on a new phase of investment in the South, it may be
worthwhile to support provision of accommodations suitable for both men and
women on the tourist islands and to establish residential communities for
Maldivians within close commuting distance from tourist islands.

3.60 Public Service. The public service can play an important role in
changing attitudes by demonstrating the capability of women to hold important
positions of public responsibility. Women are generally well-educated and are
well represented (30 percent of total staff) at the lower levels of the civil
service. There are, however, very few women in the senior ranks of the
Government. Improving the share of women in senior level Government posts
would help to change traditional attitudes regarding women'’s role in society.
This would require both the political commitment to change as well as a
special effort to provide female secondary school graduates with tertiary
training opportunities.

12/ The Maldives does have a long-established tradition of handicraft
production in the Atolls based on the use of local hardwoods and products
of the sea. Historically, men have been the main producers of local
crafts although in recent times, with buoyant employment opportunities
elsewhere, women have begun to become more involved in handicraft
production.
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Chapter IV: PROSPECTS FOR SUSTAINED GROWTH

A. Introduction

4.1 This Chapter presents the medium-term outlook for the Maldives
economy, on the basis of firm implementation of the policy agenda laid out in
the first chapters of this report. The Chapter begins with a brief review of
the outlook for the international environment, which is found to be quite
conducive to continued strong growth in the Maldives. Against this backdrop,
macro2conomic projections are presented through the end cf the coming decade
together with a discussion that focusses initially on near-term prospects,
followed by the medium-term outlook for growth, inflation and the fiscal and
external accounts. The concluding Section of this Chapter reviews the
Maldives'’' external financing needs through the 1990s, and provides a brief
discussion of a strategy for mobilizing greater official assistance.

B. The External Environment for Growth in the 1990s

4.2 The Maldives’ strategy of export-oriented growth has yielded
impressive results during the past decade. At the came time, however, such a
strategy has increased the dependence of the nation on international ecozomic
developments. Consequently, economic prospects abroad have now btecome among
the key determinants of future opportunities for growth in the Maldives; while
world economic conditions are rarely eswmenable to acc.irate forecasts, an
appraisal of international market prospects is an essential element in
developing a macroeconomic strategy for future growth.

4.3 The shorxt-term outlook is dominated by the prospects for recovery
from che 1990-91 recession in the industriai countries, wliich comprise the
Maldives’' major external market. Although thers remains considerable
uncertainty about the likely robustness of the rec -ery, especially in the
United States, there now seems to be little doubt t.uat a racovery is underway.
For 1991 taken as a whole, growth will be low for the group of largest
industrial countries (the G-5); the latest ferecast estimates growth of 1.5
percent in 1991, compared with 2.8 percent in 1990 and 3 percent per annum
during the preceding de.ade (see Table 4.1)., By 1992, faster growth would
have taken hold in virtually al’l the G-5 countries with a relatively strong
performance in those countries where the recession was deepest, that is, the
United States and the United Kingdom. By contrast, grewth in Japan, which was
fairly well sustained during the 1991 slowdown, would pick-up only a little in
the coming year.

4.4 From a medium-term perspective, there is good reason to be fairly
optimistic about growth in the Maldives' industrial-country markets. Real
output in the G-5 countries would accelerate a little further over the medium-
term, to an avernuge a little over 3 percent per annum between 1992 and 1996,
before slowing slightly in the remainder of the decade, a performance that
would be virtually identical to the average of growth in the 1980s. Growth
(especially during the middle years of the decade) would be particularly
strong by historical standards in the European countries, stimulated by German
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Table 4,11 MALDIVES: INTERNATYIONAL ECONOMIC INDICATORS
(Aversge annual peroentage ohange)

s s i xEe - e~ 4 a7

1980-90 1690 1991 1992 1992-96 1996-2000

Industrial scountries ODP /a 3.0 2.7 1.5 2.8 3.1 3.0

0f which: Japan 4.2 5.6 3.7 3.9 3.5 3.9
East Aslan daveloping countrlies [b 7.2 o e .. 6.7 6.7
Inflation iun industrial ocountries Jjo 5.0 9.6 8.8 1.0 2.8 4.3
Price of manufactures [c 3.6 5.9 5.0 1.8 3.7 4.8
Putroleum prices [d 30.3/e 21.2 17.8 17.3 20.8 27.4
Food commodity prices -3.4 -7.6 «1.9 5.4 4,2 6.3
LIBOR (6-months USS, in %) 10.0 B.& 7.0 7.9 7.1 7.7

ia WHelghted avarage for G-5 countries.
[b 1965-89 and 1990-2000.

le in US dollars.

4 1In US dollars per barrel.

[s 1580.

Source. Global Econemic Preapects and the Naveloping Countries, May 1991; World Bank.

unification and the ~reatlion of a single market in the European Communicy. In
the case of Japen, real output would accelerate more slowly, returning to
rates of growth comparable to those of the 1980s only towards the end of the

decade.

4.5 The Maldives has developed sizable markets among the developing
countries of East Aalsg, which has been the world's strongest growth area
duriug the past twenty-five years. Although a mild slowdown appears to be in
store, growth prospects fov East Asia continue to be auspicious, with average
annual growth of 6.7 percent foreseen for the 1990s, versus 7.2 percent since
the mid-1960s.

4.6 Or. tha side of inflation, price increases (measured in US dollars)
are expected tc be very woderate during the coming few years, mainly on the
tasis of the substantial zeal appreciation of the US dollar in 1990-91,
particularly vis-a-vis European currencies (see preceding tabulation). After
rising by 5-6 percent in 1990-91, the unit price of manufactures (which serves
as a proxy for the price of most of the Maldives' imports in the medium-term
projections) would increase by about 2 percent in 1992 before accelerating
slowly over ihe medium-term to an average of a little more than 4 percent
annually. After declining in 1991 and 1992, petroleum prices, which directly
affect about one-sixth of the Maldives' total imports, would increase relative
to the unit price for manufactures by around 2 percent per annum over the

medium- term,

4.7 In contrast with many primery commodities, the price of the
Maldives’ major export, fish, has been reasonably well sustained in recent

years. After a healthy rise in excess of 7 percent in 1990, fish prices are
expected to decline a little in 1991 before increasing in line with other
world food commodity prices through the remainder of the decade. Over the
medium term, fish prices would rise relative to the price of manufactures,
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implying an improvement in the meln components of the Maldives' external terms
of trade.

4.8 n d_Pro tg. Globally, the outleook for external
agslstance to developing economles appears less favorable in the 1990s than
was the case for the past two decades. A slowdown in growth in the developed
market economies, increased resource requirements in Eastern Europe and
persistent fiscal imbalances in some of the major industrial nations
foreshadow a slowdown in the growth of official development assistance. 1In
the 1990s, private rources of finance will assume a greater role in meeting
the external financing requirements of developing nations. Unlike the 1970s,
external financing is less likely to be in the form of debt finance, and more
likely to be in the form of equity investment. There are three important
implications of the progressive switch in resource availability from
concessionary to private sources, and within private sources, from loan to
equity finance: (i) given tight aid budgets, aid-granting countries are likely
to stress effectiveness of aid and the importance of sound domestic policies;
(i1) private external finance will flow principally to the private sector; and
(11i1) the greatest potential for mobilizing private external finance is
through direct foreign investment.

4.9 Taken as a whole, these external indicators give reason to be
optimistic regarding the medium-term outlook for the Maldives’ economy.
However, the speclal circumstances of the Maldives also carries a substantial
element of risk over the medium-term. As amply demonstrated by the economic
experience of the Maldives since Independence, robust growth in the industrial
world does not guarantee a favorable economic climate in the Maldives. The
country is highly vulnerable to regional economic and political shocks as well
as natural disasters that are inherently unforecastable; nevertheless, it is
known--with a high degree of probability--that such events will occur,
generating domestic economic volatility and disrupting the best economic
planning. A strategy for financial management in such circumstances was

sketched out in Chapter 11, above.

C. Near-Term Prospects

4,10 Economic Recovery. By the middle of 1991, the short-term outlook
for the Maldives' economy was dominated by a tourism-led recovery and by
retrenchment in government expenditures, which taken together appeared to have
set the stage for a return to the robust growth of earlier years. After
rising by 5 percent in 1991, real GDP would rebound by a healthy 8 percent in
1992 before slowing a little to 7 percent in 1993.

4.11 Concerning the short-term outlook for inflation, consumer prices

seem likely to decelerate appreciably in the up-coming years, from a peak of
approximately 11 percent in 1991 to 8 percent in 1992 before slowing further
the following year. This outcome is largely predicated upon price movements
abroad as well as markedly lower domestic financing of the fiscal deficit in

the coming two years.
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Table 4.2: SHORT-TERM ECONOMIC OUTLOOK, 1991-93:
SELECTED INDICATORS
Estimate Projected
1991 1992 1993

National Income (% change, real terms)

Gross domestic product 4.7 8.2 7.5
Primary sector 2.7 5.1 4.9
Secondary sector 7.4 8.4 8.2
Tertiary sector 5.0 9.4 8.5

Prices (% change)

Consumer price index 11.5 8.5 7.5

Terms of trade -0.6 2.7 1.6

Public Finance /a (Rf. million)

Total revenue 724 887 961
Domestic revenue 533 675 787

Total expenditure 849 1,013 1,068
Capital 401 503 491
Current 448 510 577

Overall balance -124 -127 -107
(% of GDP) -8.6 -7.5 -5.4

Balance of payments/reserves (US$ million)

Exports, f.o.b. 61 68 74

Imports, c.i.f. 148 164 184

Current account surplus 8.2 7.5 0.8

(% of GDP) 5.9 4.8 0.1

Change in reserves 0.5 4.0 5.0

Gross reserves 25.2 29.2 34.2
(in months of imports) 2.4 2.5 2.6

External debt service ratio /b 4.7 4.2 4.0

/a8 Central Government fiscal operations.
/b Percent of exports of goods and services.

Source: Data provided by Maldivian authorities and staff estimates.

4.12 Re-asserting Fiscal Discipline. During the coming two years,

developments in the area of fiscal policy will be dominated by the need for
the Government to follow-up on the expenditure restraint initiated in early
1991. Policy actions are anticipated on the sides of both revenue and
expenditures, with a view to holding the overall fiscal balance to a level
that can be financed by foreign assistance (grants plus disbursements on
concessional loans) with an additional allowance for net domestic financing in
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an amount that does not pose an inflationary threat to the economy. More
specifically, the near-term outlook for the fiscal accounts is for a
significant reduction in the overall deficit from 14 percent of GDP in 1990,
to 8 percent in 1991 followed by a further narrowing to about 5 percent by
1993, In the face of sharply lower grants and accompanying declines in
capital expenditures, the narrowing of the deficit wculd be achieved mainly on
the basis of greater tax effort in 1992 and a cyclical recovery in non-tax
revenues; current expenditures would rise only moderately in real terms,
resulting in a drop measured in relation to GDP, from a peak of 32 percent in
1990 to just over 29 percent in 1993.

4,13 On the side of financing of the deficit, substantially lower credit
from_the Monetary Authority would account for the most significant part of the
reduced levels of financing. Net domestic financing would fall from some
Rf.70 million (6 percent of GDP) in 1990 to Rf.1C million (0.5 percent of GDP)
in both 1992 and 1993. External financing--being restricted to amounts likely
to be available as grants or on concessional terms--is projected to be
equivalent to 5 percent of GDP in 1993, compared with an exceptionally high
peak of nearly 7 percent in 1990.

4.14 Preserving External Balance. After weakening noticeably in 1990 and
early 1991, some improvement--albeit small--seems to be in store for the
Maldives' external accounts for 1991 as a whole. The improving trend would
continue through the end of 1993, by which time gross reserves would represent
the equivalent of just over 2.5 months of imports, a little above the level

recorded at end-1990.

4.15 After improving appreciably in 1991, the current account of the
balance of payments would deteriorate a little in 1992 before narrowing
markedly in 1993 (see Table 4.2), Merchandise imports, which were depressed
in 1991 as a result of the restrictive stance of financial policies, would
mainly account for this deteriorating pattern in the current account; imports
of goods would surge in 1992-93 owing to large IDA loan disbursements for the
Male airport upgrading and the general upturn in overall activity that, taken
together, more than offset declines in petroleum prices in 1992 and continued
restrictive financial policies. The impact of this surge in imports on the
current account would be partly offset by an expansion of merchandise exports
and by a continued widening of the surplus on services, the latter deriving
principally from the rebound of tourism. The terms of trade would improve a
little in both 1992 and 1993, marking the first such improvements since the

early 1980s.

D. Medium-Term Outlook and Policies

4.16 Based upon the external environment described above and provided the
Maldivian authorities are successful in firmly implementing the policy agenda
outlined in this report, there are excellent medium-term prospects for
continuing the Maldives' track record of external financial stability combined
with strong, sustained real growth.
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4.17 Growth Prospects. During the coming decade, real GDP would passg
through two distinctly different phases: the coming half of the decade
(roughly 1992-1995), which ig characterized by recovery in tourism and
fisherles; and, the remoinder of the 1990s, which feetures a slowdown in those
pame sectors (see Table 4.3). The first phage is a reflection of increased
use of existing capacity, in tourism, fisheries and ancillary services, as
well as implementation cf investment projects for which plans are already well
advenced, The slowdown in the latter part of the 1990s does not represent a
long-term structural break in the output potential of the economy; rather, it
is an indication of a period of transition while the next generation of major
investments is put in place to carry the Maldives through to another plateau
of high growth. 1t is also intended to strike a balance between downside
risks and the Maldives' potential for achieving another extended period of

exceptionally stre..g growth.

Table 4.3: SUMMARY OF OUTPUT AND INFLATION, 1992-2000
(In % per annum)

1992-1995 1995-2000

Real GDP 7.6 6.8

Primary 4.8 4.3

Of which: Fisheries 5.8 4.5

Secondary 8.8 8.2

Tertiary 8.5 7.3

Of which: Tourism 9.7 7.7

CPI 6.6 4.3
Source: Staff estimates.

4.18 During the first of these two phases, xeal growth would average more
|

than 7 percent per annum, which would be an appreciable decline from the

10 percent averaged in the preceding half-decade. Tourism would lead the
economy, recording an average of almost 10 percent annually, mainly reflecting
recovery from the slump of 1991 and successful development of the Ari atoll.

Fisheries would contribute to the recovery in 1992, but would average just

under 6 percent for the period as a whole. Construction would accelerate

during most of this period as weakness in government capltal spending would be ‘
more than fully offset by private sector activity. More generally, government
spending would be a drag on economic activity due to fiscal retrenchment, as

would agriculture, which would recover only slowly from the storm of May 30.

Other sectors of the economy would tend to follow the general pattern of

growth that continues to be strong, but somewhat below the rapid pace of the

second half of the 1980s.
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4.19 In the second phase (which approximately covers the second half of
the decade), real growth would come dowm to about 7 percent annually. Tourism
and fisheries would both slow a little, to 8 and 5 percent per year,
respectively; lower growth in tourism would stem from the higher costs of
developing the more isolated atolls, while the slowdown in fisheries would
reflect the decreasing returns available to mechanizing the Maldives' fishing
fleet. The agriculture and government sectors would both accelerate somewhat;
following a slow recovery from the May 30 storm, the agricultural sector would
settle down to real growth a little in excess of population growth, reflecting
successful penetration into the resort community, especially as a local
supplier of fresh fruits. The government sector would accelerate through the
mid-1990s as the period of fiscal retrenchment ends, settling down to real
growth a little below the rest of real GDF,

4,20 Flecal Masnagement. Looking beyond the current perioed of fiscal
retrenchment, the Maldivian authorities are expected to come under heavy
pressure to Iincrease both current and capital expenditures. As described in
Chapter 111, current expenditures will be pushed upwards by the changing
demograpt ic structure of the population of the Maldives, especially in the
areag of education and delivery of health services. 1In addition, as evidenced
by the Public Investment Plan for 1921.93, improved delivery of certain high
priority public services--namely, education, health, and physical
infrastructure is needed to underpin growth.l/

4.21 To clese this gap that will be opened-up, on the one hand, by
declining official assistance and, on the other hand, by strong pressures to
increase current and capital expenditures, the Maldivian authorities are
expected to hold down current expenditure while significantly increasing the
domestic tax effort. In addition, this report adopts a relatively sanguine
approach to the availability of external financing (see the discussion in
Section E below). On this basis, the overall fiscal balance is set on a
declining path that is determined by e relatively small amount of domestic
financing (roughly 0.5 percent of GDP) and likely smounts of concessional
external financing, buttressed by a significantly stronger tax effort.

4,22 Following the period of fiscal consolidation in 1991-92, the overall
balance would decline from 8 percent of GDP in 1992 to 5 percent in 1994
before rising to 7 percent by the year 2000. T» achieve this result in the
face of declining grants (measured in relation to GDP), significant sctions
will be needed on both the revenue and expenditure side of the fiscal
accounts, Total revenues (tax and nontax) need to rise at an early stage in
these projectlons to consolidate the stabilization effort; a rise of nearly 3
percentage points of GDP is assumed for 1992, followed by an on-going effort
on the side of tax revenues over the medium-term that ralses such revenues by
a further half percentage pcint of GDP, Non-tax revenues would be roughly
unchanged over the medium-term, reflecting measures to increase revenue

1/ It should alsc be noted that many of these high priority public services,
which involve large capital expernditures initially, will also entail
substantial current expenditures over the longer term, for example, the
maintenance of hospitals and other types of health care services.
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collection that are roughly offset by the withdrawal of the public sector from
the provision of those services that can be better provided by the private
sector., On the side of expenditure, the growth in current expenditure would
need to be restrained relative to GDP;2/ these projections assume that
current expenditures will decline by 3 percentage points of GDP, to less than
27 percent of GDP by the year 2000. By way of comparison, before the 1989-91
burst in government spending, current expenditures amounted to approximately
22 percent of GDP, Capital expenditures would fall relative to GDP in 1993
(when there is a sharp decline in foreign grants), but rise perceptibly
through the remainder of the decade, mainly owiag to greater domestic
financing of capital projects.

4.23 Savings and Investment. Continued high rates of savings and
investment will lay the foundation for growth in the 1990s. While the
aggregate levels of savings and investment will remain very much the same
throughout the decade, three very important changes in composition will occur.
The first is that private direct investment, reflecting an improved policy
environment, is expected to increase significantly in relation to total
investment. Of this, roughly US$10 million per year would come from foreign
sources, principally in the tourism sector. Second, public sector investment
is projected to slow in the mid-1990s, after the bunching of projects in the
early 1990s and then pick up in the latter half of the 1990s as major new
investments are required. Third, domestic sources of financing will become
increasingly important, as growth in external concessionary finance tapers
off. This implies that the public sector must make a major effort to mobilize
domestic revenues in order to finance continued high rates of public
investment. This effort (discussed in Chapter II) will be aimed primarily at
changing the composition of public savings, from heavy reliance on customs
duties and public enterprise dividends, to a more broadly based system of
direct and indirect taxes on income and wealth.

4,24 Balance of Payments. The medium-term outlook for the balance of

payments is for a sustained period of sizable overall surpluses (see Table
4.4). The improvement will be based upon strong external demand for Maldivian

exports and tourist services as well as firm implementation of the policy
agenda outlined elsewhere in this report. Underlaying this improvement is a
widening merchandise trade deficit that is partly offset by growing surpluses
on services and transfers; the capital account would return to a sizable
surplus early in the 1990s, mainly in reflection of substantially larger
private capital inflows.

4.25 After slumping in 1991, merchandise exports are forecast to recover
in 1992 before settling down to steady growth of around 5 percent per annum in
real terms over the medium-term, a pace that implies a rising market share for
all the Maldives’' major exports (Table 4.5). In the case of fish, which will
continue to account for the bulk of exports, exports measured in constant
prices would expand by a little less than 7 percent annually during the next

2/ It should be noted that such restraint still allows significant room for
real expansion of current expenditures, owing to the rapid growth (around
7 percent per annum) in real GDP.
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Jable 4.4: SUMMARY BALANCE OF PAYMENTS
{In millions of U.S. doliars)

1991 1992 1993 1995 1997 2000

1~ade balance «64.6 -7.7 -82.3 -111.5 -144.2 -206.0
Exports, f.o.b 61.1 67.5 T4.1 89.6 110.2 150.4
Imports, f.o.b. 125.7 139.2 156.3 201.1 254.4 356.4
Services (net) 57.1 65.6 71.9 90.6 113.8 171.0
Unrequited transfers, net 15.7 13.6 10.4 12.2 13.1 14.8
Current account balance 8.2 7.5 0.1 -8.7 -16.3 -20.2
Nonmonetary capital, net -4.9 -1.5 6.9 17.7 25.3 33.2
Overall balance 3.3 6.0 7.0 9.0 9.0 13.0

Memorandum items:
Current account balance/
GDP (percent) 5.9 .
Gross off reserves 25.2 29.
(in months of imports) 2.4
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Source: Staff estimates.

five years before slowing to 5 percent by the end of the decade. While these
rates of growth are significantly slower than those recorded in the second
half of the 1980s, they would stlll represent significant continued
penetration into world tuna markets, occasioned by the competitive price and
quality of the Maldivian catch. It would also reflect eased constraints on
freezing and refrigeration capacity, which begin to come on-stream by the mid-
1990s. Garment exports would grow much slower during the 1990s than the 1980s
(roughly 4 percent versus some 20 percent annually), reflecting the early
stage of development of industry last decade, producing for the North American
and Western European markets and exploiting the Maldives'’ not havirg a MFA
quota in these markets. Also, no further expansion in capacity is currently
planned for this sector. "Other" exports, which are mainly exotic marine
products destined for the Asian market, would increase at a healthy pace
during the 1990s., but much more slowly than during the previous decade owing
mainly to concerns about the sustainability of current levels of harvesting of
sea cucumbers (which represented almost three-quarters of the total value of
other exports in 1990). In sharp contrast to the declines of the 1980s, the
Maldives’' terms of trade would improve slowly during the coming decade, as
export prices for fish are expected to rise a little faster than the unit
value for manufactures.

4.26 After a year of slow growth in 1991, merchandise imports would
rebound in 1992 and continue to increase at a robust--albeit decelerating--
pace through the end of the decade (see preceding tabulation). Total imports
would rise by 8 percent per year during the first half of the 1990s before
slowing to 7 percent by the end of the decade. By way of comparison, imports
rose by around 12 percent annually during the last half of the 1980s, which
includes a two-year period at the end of the decade when import quotas were
gradually eliminated. The pace of import growth reflects the narrow
industrial base of the Maldives economy, which results in a high import
content of economic growth; as overall output growth comes down a little over
the medium term, the growth rate of imports falls, in step.
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Table 4.5: PROJECTED GROWTH IN MERCHANDISE TRADE AND THE TERMS OF TRADE, 1991-2000

Estimate Projected Estimate Projected
1990 1991 1994 2000 1985-90 1991-93 1994-2000
(In millions of US dollars) (Real Growth Rates, in % p.a.)
Exports, f.o.k. /a 52 56 72 138 i5.6 3.0 5.1
Fish 33 3% 47 95 1.1 5.8 5.7
Garments 14 16 19 KDY 18.7 4.2 4.3
Othex 5 5 6 12 58.2 5.1 6.8
Imposts, o.4.£. 138 148 208 419 11.8 7.9 7.8
Consumer Goods 74 78 110 213 16.0 6.8 7.3
Petzoleum Products 22 20 28 63 21.3 8.7 7.7
Intermediate CGoods 8 ] 13 27 6.9 9.8 8.3
Capital Goods 34 39 57 116 16.2 10.1 8.3
Zozme of Txade (1983=100)
Expozt Unit Valus 110 112 124 173 1.8 3.3 5.3
Import Unit Value 134 187 148 192 6.0 2.1 6.4
Terms of Trade 82 81 84 90 -5.9 1.2 6.9

la Exocludes re-exports.

Sourcat Data provided by Maldivian suthorities and staff estimates.

4.27 The surplus on services would progressively widen during the coming
decade, owing mainly to continued solid expansion of tourist receipts, which
would rise in nominal terms by an average of some 12 percent per year during
the 1990s (Table 4.6). Underlaying this expansion of nominal tourism
receipts, is foreign (G-5) inflation of about 4 percent per year and real
growth, which as noted above in the discussion of output growth, decelerates
noticeably during the second half of the decade, from around 10 percent per
vear in 1992-94 to 7 percent in the final years of the decade. On the
payments side of the services accounts, there is rapid expansion in freight
and insurance--in line with growth of merchandise imports--as well as in
travel payments, indicative of rapid income growth in the Maldives.

4,28 On the transfers account, officisl transfers ars expected to rise
gradually in nominal terms during this decade, following a sharp drop in 1993
that will mark completion of the new India-financed hosnital in Male.
Bilateral grants would pick-up after 1993, reflecting success in the strategy,
outlined in the following Section, to mobilize greater assistance.
M--1tilateral grants, which currently account for less than one-sixth of

.. ficlal transfers, would rise in real terms through most of the decade,
representing a substantial effort on the part of those donors to raise their
level of assistance. Net outflows of bilateral transfers would narrow slowly
during the coming decade, indicative of the Govermment’s success in their
training program aimed at Increasing the supply of well-qualified lccal staff,
especially for work in tourist resorts.

4,29 The gcapital account of the balance of payments would shift from
small net outflows around the beginning of the 1990s, to net inflows early in
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Table 4.6: MALDIVES: BALANCE OF PAYMENTS SERVICES ACCOUNT
(In millions of US dollars)

1991 1992 1993 1995 1997 2000

Total services (net) 57.1 65.6 72.0 90.6 114.8 171.0
Receipts 130.9 47,6 162.6 202.6 269.7 349.8
Tranaportation 36.0 39.3 42.2 50.9 61.0 82.5
Travel 90.5 102.4 113.3 143.2 178.4 253.1
Investment income 2.3 2.7 3.0 3.6 6.9 7.6
Government, n.i,e, 0.3 1.3 2.4 e.7 KR 3.9
Other 1.7 1.7 1.8 2.0 2.3 2.9
Peyments 73.8 81.8 90.6 1M1.7 134.9 178.7
freight and insurance 21.8 26.8 27.5 35.5 44,9 62.9
Other transportation 1.6 11.5 11.5 12.6 13.2 15.1
Travel 26.4 29.7 33.6 42.1 51.0 67.5
Investment income 13.3 14.9 16.7 20.2 23.8 30.6
Government, n.i.e. 1.0 1.1 1.2 1.6 1.9 2.5
Travel, net 64.1 7e.T 79.7 101.0 127.64 185.6

Source: Date provided by the Maldiviaen Authorities.

the decade which widen substantially over the course of the remainder of the
1990s (see Table 4.4). Net disbursements from official creditors which had
been negative during the second half of the 1980s, would widen markedly from
about US$5 million in 1991 to around US$2C million by the year 2000, mainly in
reflection of greater borrowings from the World Bank (IDA) and the Asian
Development Bank. Private cupital (including errors and omissions) would
swing to a net inflow before the middle of the decade, and widen to some
US$10 million per year, implying substantial inflows of foreign direct
investment. Gross official international reserves would rise steadily
throughout the decade, by about US$6 million per year. This would be
sufficient to raise import cover from less than 2.5 months in 1991 to just
under 3 months before the middle of the decade, and stay roughly unchanged
through the year 2J00.

4.30 External Debt Management. External debt obligations are unlikely to
become a source of pressure on either the balance of payments or the fiscal
accounts. Such a situation is to the great advantage of the Maldives and
should be carefully guarded. More specifically, the Government should
maintain its twin objectives of minimizing commercial borrowing and mobilizing
larger amounts of financing from official souvrces. Indeed, as discussed in
the following Section, the operative constraint in this regard is likely to be
the lending constraints of the official sources, rather than the repavment
capacity of the country itself. If the strategy outlined below is followed,
the Maldives’ external debt situation would continue to improve over the
medium-term, with total debt rising slowly, to around 75 percent of GDP
(compared with 62 percent ‘n 1990) and with debt service continuing to drop-
off in relation to export- of goods and services; by the end of the decade,
the debt service ratio would be down to 3 percent, compared with 5 percent in
1990 (see Table 4.7).
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Table 4.7: MALDIVES: EXTERNAL DEBT

1991 1992 1993 1995 1997 2000
DOD (US$ million) 89.9 104.0 117.0 148.4 186.3 263.3
DOD/GDP (%) 64.2 65.9 65.6 66.4 68.8 73.5
Public (MLT) 52.8 54,5 54.4 54.8 57.0 62.0
Short-term Debt 11.4 11.4 11.2 11.6 11.8 11.4
Debt Service
(US$ million) 9.1 9.0 9.5 10.4 11.8 14.5
Amorvization 5.5 5.0 5.0 4.8 5.0 5.4
Interest 3.6 4.0 4.5 5.6 6.8 9.1
Debt Service/Exports
X) 4.7 46,2 4.0 3.6 3.3 2.9
Amortization 2.9 2.3 2.1 1.6 1.4 1.1
Interest 1.9 1.9 1.9 1.9 1.9 1.8

Source: Staff estimates.

E. External Financing Requirement

4.31 A summary of the Maldives'’ external financing requirements from
1991-2000 is provided in the following tabulation. The gross external
financing requirement would rise only a little from just under US$21 million
per year in the past five years to US$22 million in the first half of the
1990s, reflecting the strong recovery in tourism in 1991-93 and the success of
the stabilization program, which restrains expansion imports during the early
years of the 1990s. However, as the decade progresses, these effects wear
off, causing the external financing requirement to widen significantly, to
almost US$45 million per year in the second half of the decade.

4.32 No difficulty is envisaged in meeting these wider financing
requirements, if the developmental strategy outlined in this report is
followed. During the first half of the decade, official sources of financing
would provide the bulk of financing needs; there would be a sizable rise in
official grants (concentrated in 1991-92) and increased disbursements of
official medium- and long-term loans that compare very favorably with
disbursements in the second half of the 1980s. By the middle of the coming
decade, policies to encourage private sector development are expected to have
taken hold, leading to a shift away from public to private financing. Private
capital flows would shift from an average net outflow of some US$5 million per
year in the first half of the 1990s, to an average net inflow of US$8 million
in the second half, accounting for almost two-thirds of the wider financing
requirement. Official grants would remain virtually unchanged during the
second half of the 1990s while increased disbursements of official public
loans would account for the remainder of the increased financing requirement.

4.33 A broad strategy needs to be developed in order to achieve the
doubling of disbursements of official assistance that is envisaged between the
second half of the 1980s and the second half of the 1990s. On the side of
implementation capacity, the Maldives has already demonstrated its ability to
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Table 4.8: MALDIVES: EXTERNAL FINANCING REQUIREMENTS AND SOURCES, 1991-2000
(In millions of US dollars, per annum)

Projections
1986-1990 1991-1995 1996-2000
Requirements 20.7 21.5 43.6
Merchandise imports 88.0 159.8 288.4
Merchandise exports -43.2 -74.5 -123.7
Principal repayments 7.2 5.1 5.2
Interest payments 3.3 4.5 7.5
Other service payments 50.2 87.2 142.0
Service receipts -89.3 -164.8 -283.6
Reserve increase 4.4 4.1 7.8
Sources 20.7 21.5 43.6
Private remittances -0.8 -2.5 -1.9
Official grants 11.9 15.2 15.6
Public loan disbursements 7.3 14.1 21.9
Other capital (net) 1/ 2.2 -5.2 8.0

1/ Includes foreign direct investment, short-term capital and errors and
omissions.

Source: Data supplied by the Maldivian authorities and World Bank staff
estimates.

absorb substantially larger amounts of official financing--official
disbur.ements (grants and loans)--which are expected to average almost

US$30 million per year from 1990-93. However, these amounts were used mainly
to finance large, one-off projects (such as the new hospital in Male, the
breakwater project and the Centre for Social Education), and in some quarters
donor interest in establishing an on-going pipeline of projects is fading (See
the discussion in Section B of this Chapter). In these circumstances, the
challenge for the Maldives is to mobilize adequate quantities of donor
financing in a way that focusses resources on priority projects.

4.34 Several measures would improve the Maldives'’ capacity to attract and
absorb needed quantities of foreign assistance. First, careful prioritization
of the public investment program will be required, particularly in light of
administrative limitations and the need for near-term fiscal restraint,
Second, prcject preparation and management capacities require improvement. To
the extent that large projects are well identified, designed and managed, this
will serve to attract donor financing. The recent examples of the Male
Alirport project and the second Fisheries project are clear examples of cases
in which the ready availability of large, economically viable projects, with
clear-cut institutional arrangements for Implementation, has served to
encourage involvement of new external donors for cofinancing. Third, it is
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essential that the Maldives exploit all possible avenues for mobilizing donor
support through regular consultation processes (such as Round Tables) and
through the convening of meetings to discuss financing strategies for
particular large projects. In this regard, the need to prepare high-quality
documentation cannot be underestimated.3/

4.35 As part of its strategy in this area, the Government should take
adequate recognition of cne of the inevitable consequences of strong,
sustained growth--the Maldives must prepare itself for graduation from
concesslonal assistance. At the rate of growth forecast in this report’'s
medium-term project._ons, real incomes in the Maldives would approximately
double within the next Jdecade, making it increasingly difficult for the
Government to obtain grant financing from d-nors. As preparation in this
regard, the Government should ensure the fiscal and balance of payments
capacity for taking on increasing amounts of debt at near-commercial rates.
Along similar lines, an increasing proportion of capital spending will need to
be financed from domestic resource mobilization.

4.36 On the basis of these few strategic adjustments to the Maldives' aid
mobilization strategy, gross disbursements of officilal assistance approaching
US$40 million would appear to be within reach. The Maldives has a proven
track record of sound macroeconomic management; a robust policy agenda
underlies the nation’s auspicious medium-term prospects; and, this amount of
ald is small by international standards. In these circumstances, concerted
support of this magnitude from the donor community is fully warranted.

3/ Attempts to develop program lending relatlonships, as articulated in the
Round Table document, would be better served by developing a small number
of large projects, which would themselves encompass most of the
investment needs of particular sectors, rather than canvas donor
financing for general-purpose sector financing.
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Table I.1: GROSS DOMESTIC PRODUCT BY INDUSTRIAL ORIGIN, 1986-91 1/

19886 1986 1987 1988 1989 1990 1991
Est.
At Constant 1986 Prices (Rf. million)

Primary Sector 188.1 198.6 207.6 218.0 229.9 262.6 269.3
Agriculture 89.5 76.0 77.9 79.9 82.8 87.1 88.8
Fisheries 108.9 108.1 116.6 124.1 132.7 147.6 162.0
Coral & Sand Mining 11.7 12.4 18.2 14.0 14.9 17.9 18.4

Secondary Sector 82.4 88.8 87.8 107.6 118,7 139.6 149.8
Construction 49.0 62.8 48.1 63.9 70.8 83.9 89.8
Manufacturing 33.8 86.1 39.7 43.6 48.2 66.6 0.0

Tertiary Sector 820.8 866.6 404.3 448.1 494.7 678.2 607.1
Distribution $7.2 103.6 115.56 128.8 144.1 166.8 178.6
Transportation 13.9 33.7 3r.1 40.8 46.0 67.0 60.4
Tourism 108.9 111.9 122.4 133.9 147.3 177.8 184.9
Real Estate 26.0 28.3 80.9 33.7 86.9 40.6 42.6
Other Services 38.0 33.4 27.9 42.9 49.2 6G.8 67.8
Government Administration 48.9 65.6 80.6 8.0 72.2 80.4 82.8

Gross Domestic Product 600.8 651.9¢ 699.7 771.6 843.3 970.3 1018.2

Aanual Percentage Change

Primary Sector 11.8 4.6 6.6 6.0 6.6 9.9 2.7

Secondary Sector 12.9 7.8 -1.1 22.4 10.4 17.86 7.4

Tertiary Sector 16.6 11.1 10.3 10.3 10.9 16.9 6.0

Gross Domestic Product 18.8 8.6 7.8 10.3 9.3 16.1 4.7

Percant of GDP

Primary Sector 81.8 30.2 29.7 28.3 27.8 28. 26.5

Secondary Sector 18.7 13.8 12.6 13.9 14,1 14.4 14.7

Tertiary Sector 54.9 66.2 67.8 67.8 68.7 69. 59.7

Grose Domestic Product 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Memo Items:

Nominal GDP (Rf. million) 1/ 600.83 668.1 780.8 934.3 1048.6 1281.4 14368.9
Growth Rate (%) 19.6 11.3 18.8 18.7 12.0 17.7 16.7
GDP Deflstor (growth rate %) 6.0 2.6 8.8 8.8 2.6 2.3 1i.4

Source: MWinistry of Planning and Environment, and staff estimates.

1/ Real GDP for 1987-91 and nominel GDP for 1986-91 are staff estimates.




Teble I.2: OTHER INDICATORS OF ECONOMIC ACTIVITY, 1986-91

1986 1986 1987 1988 1989 1980 1991
Est.
Tourism
Total Arrivals 114,664 113,958 131,399 165,767 158,488 196,168 202,000
Distribution of total arrivals (X)
Europe 68.6 72.8 76.2 78.7 77.8 77.9 n.a.
0f which:

Germany 1/ 26.4 27.0 28.1 28.2 22.7 21.4 n.e.

Italy 16.3 18.7 17.9 18.2 19.5 20.4 n.s.
United Kingdom 4.2 4.6 £.,6 8.7 10.0 11.6 n.s.

Asis 22.9 21.2 20.2 20.1 1.0 19.0 n.s.
O0f which: Japan 12.8 8.8 8.2 7.1 7.6 7.1 n.a.
Other 7.6 8.2 4.8 3.2 3.1 1.7 n.a.
Average Stsy (days) 9.2 9.1 9.8 9.7 9.8 8.8 n.s.
Total Tourist Expenditure (USSm) 38 41 44 60 1] n.a. n.e.
Tourlst Expenditure per Night (USSm) 36 39 86 33 45 66 n.a.
Resort Bed Capacity (end-yesr) 6,876 6,669 8,208 7,073 7,720 7,821 n.s.
Government-owned 1,782 2,480 2,828 2,188 n.s. 8,232 n.s.
Private 3,698 8,079 3,377 4,907 n.a. 4,389 n.s.
Capacity Utilization 66.0 50.9 £9.8 81i.1 64.3 60.8 n.a.

Fisheries (000 metric tons)

Fish Catch 61.9 69.3 66.9 71.85 71.2 78.4 82.0
0¢ which: Skipjack 42.8 45.8 42.1 68.8 68.1 §9.9 84.8
Exports of Fresh/Frozen Fish 17.1 i7.8 i3.7 19.7 19.7 17.1 n.e.
Exporte of Other Fish 2/ 17.7 17.2 26.8 17.8 82.1 41.6 n.e
Total Fish Exporte 34.8 86.0 88.6 87.0 1.8 8.6 n.s.
(US8 million) n.e. 16.2 17.8 24.2 80.9 88.1 n.e.

Source:

1/ Former Federal Republic of Germeny.

2/ Frash fish equivaients.
n.a. = not aveilable.

Minietries of Tourism, and Fisheries and Agriculture.




Table I.3: POPULATION, LABOR FORCE AND EMPLOYMENT, 1985-80

Total Populatien
Male
0f which: 16-84
Female
0f which: 16-64

Total Leabor Force

Empioyment by Sector
Fisheries
Construction
Other Activities

1986

180,008
93,482
49,034
86,608
46,211

62,263
12,434

2,668
236,432

1950

218,216
109,836
64,292
103,879
62,616

68,436
11,498

8,161
41,300

Source: Ministry of Planning and Environment.




Tebla 1.4:

EXPATRIATE LABOR FORCE, 1988-91

1988 1987 1988 1989 1990 1991
Est.
Total 2,112 4,229 5,908 5,141 8,689 10,766
Distribution by nationality (X)
Asias 76.0 868.6 856.8 86.6 88.7 88.2
0f which:
India 8.9 7.9 11.8 10.0 10.9 13.¢
Sri Lanka 67.6 68.1 61,7 45.9 49.4 62.6
Bangiedesh 1.2 4.1 6.2 21.6 18.7 16.9
Europe 21.1 11.56 12.8 12.8 11.9 12.2
af which:
Germany 1/ 8.3 2.4 3.2 2.9 2.9 2.0
Itely 4.8 3.2 3.3 3.0 3.6 2.7
Africa 1.8 1.2 0.8 0.5 0.4 0.8
America 1.4 0.4 0.4 0.7 0.6 0.4
Oceania 1.1 0.4 0.4 0.6 0.5 0.8
Total 100.0 100.0 100.0 100.0 100.0 100.90
Distribution by sector
Public Sector 36.6 49.8 47.0 31.68 8.7 31.6
Government 22.9 16.4 17.1 16.6 16.38 16.1
Public Enterprises 12.7 22.3 19.6 12.6 12.8 8.9
Development Projects - 11.1 10.5 8.5 8.9 7.5
Private Sector €4.4 §0.2 68.0 68.4 88.3 68.5
Tourism 39.1 22.0 23.7 37.6 34.2 80.1
Other 26.8 28.2 29.3 80.7 34.1 38.4
Total 100.0 100.0 100.0 100.0 100.0 100.0
Source: Ministry of Public Works and Lsbor.

1/ Former Federal Republiic of Germany.




Table I.6: WAGES AND PRICES, 1988-91

Weights 19868 1987 1988 1989 1990 1991
Est.

Consumer Prices (X change)

Total 100.0 9.1 11.7 10.4 4.8 7.4 11.5
Food 67.4 11.1 11.8 4.8 2.6 9.3 n.e,
Clothing 8.0 12.5 11.2 12.9 2.7 -11.2 n.s.
Rent 1.6 22.8 10.9 60.4 16.7 24.3 n.a.
Housing Equipment 17.0 2.7 14.0 12.9 9.4 3.0 n.e.
Transportation 2.6 0.3 2.6 2.8 8.4 0.8 n.s.
Tobacco & Beverages 4.4 2.7 6.7 7.8 0.7 8.0 n.a.
Health & Personal Care 2.6 0.9 86.2 11.9 -1.2 9.8 n.e,
Recrestion & Education 8.5 0.0 8.7 10.0 4.4 -0.8 n.s.

Average Wages by Industry (Rf/month)

Garment Factories 406 6389 6886 642 n.e. n.a.
Fisheries Industry 633 8651 877 er7 n.s. n.e.
Tourist Resorts 1000 1438 1671 2030 n.a. n.a.

Source: Ministry of Planning & Environment, STO & Department of Tourisa.

n.s. = not available.
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Table IT1.3: CENTRAL GOVERNMENT FISCAL OPERATIONS, 1/ 1985-11

(Rufiyaa milllon at current prices)

1986 1988 1987 iess 1989 1990 1990 1991
Budget Est. Budget
Tota! Revenus and Grants 174.2 263.6 380.7 438.7 598.3 821.4 6068.3 728.8
Tota! Revenue 165.9 167.6 291.2 337.4 430.6 604.3 499.0 681.4
Grants 2/ 8.3 68.1 89.6 101.83 186.7 117.1 107.8 192.%
Expenditure and Net Lending 201.85 311.0 3568.3 406.8 834.2 768.1 783.1 9341.0
Current Expenditure 120.9 1368.8 176.8 211.0 27¢.8 362.0 399.2 466.2
Capital cxpenditure and

Net Lending 8/ 80.6 172.1 179.6 194.8 354.8 414.1 383.9 486.8
Overal! Balance -27.8 -47.4 24.4 32.9 ~87.8 -144.7 -178.8 -207.4
Financing 27.8 47 .4 -24.4 -82.9 87.9 144.7 178.8 207.4
Foreign (net) -2.7 81.0 1.8 -4.0 43.5 80.2 81.7 112.¢6
Disbursements 21.6 62.8 88.7 40.4 72.9 117.5 117.6 172.8
Repayments 24.2 21.3 82.4 44 .4 20.4 37.8 86.8 60.0
Domestic (ret) 4/ 30.0 16.4 ~26.7 ~28.9 -6.6 64.6 96.1 94.8

Source: Ministry of Finance.

1/ Includes extrabugdetary operstions.

2/ Excludes grants for direct expenditure by donors.

3/ Incliudes net lending and capltal contributions to public enterprises

and foreign Institutions.

4/ Primerily roflects net borrowing from the banking aystem; the remainder

is statistical discrepancies.




Table II.4: EXPENDITRE ON MAJOR PROJECTS FINANCED BY FOREIGN LOANS, 1986-91
(Rufiyas million at current prices)

1986 1988 1987 1988 1989 1990 19091
Budget
Tota! Disbursements 21.5 62.38 33.7 40.4 72.9 117.6 172.8
Projects 21.83 62.8 88.7 40.4 69.1 104.8 152.0
Alirport 5.2 21.8 0.6 1.8 28.2 49.6 41.6
Fisheries 10.4 18.6 10.8 21.8 18.% 7.9 4.6
Interisiand Transport 0.7 - - - - - -
Maidives Water and

Sanitary Authority 6.0 2.1 4.1 8.9 6.8 7.7 -
Electricity - 2.1 8.7 0.8 1.3 23.6 38.0
Meteorclogy - 0.8 - - - - -
Isiand Harbor - 1.1 8.1 7.8 4.5 12.6 44.0
Commarclial Harbor - 6.4 - - - - -
Telecommunications - - ~- - 168.8 3.4 26.0
Other 0.2 - - - 8.8 12.9 20.6

Source: Ministry of Finance.

-~ denotes no contrib:*lon,
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Table IV.1: BALANCE OF PAYMENTS, 1986-91

(USS million at current prices)

1985 1986 1987

1988

1991
Est.

Exports, f.0.b. 26.6 28.9 34.9
Domestic 28.0 24.6 80.8
Re-exports 2.6 2.4 4.1

Imports, f.o0.b. 66.7 83.8 74.1

Trade Balance -80.2 -38.6 -39.8

Services(net) 26.4 28.1 29.9
Receipts 88.9 68.8 76.7

0t which Travel 37.7 40,7 44.4
Payments 40.6 40.7 46.8
0f which Investment Income 13.6 13.4 11.3

0fficial Transfers (net) 1.2 9.8 9.7

Private Transfers (net) -2.0 0.8 -1.2

Current Account Balance -4.8 -0.7 -0.9

Public & Publicly

Guaranteed Loans (net) -1.7 -3.4 ~-0.8
Disbursements a/ 4.6 7.9 4.1
Amortization a/ 6.2 11.3 4.4

Private Capital(net) b/ 7.0 7.2 11.7

Capital Aczount 6.3 3.8 11.4

Overall Balance 0.7 8.1 10.6

Memorandum Items:

Current Account/GDP (%) -56.6 ~0.7 -1.0
Gross Reserves (US8m) 4.6 6.9 8.2
Months of imports 1.0 1.3 1.8

44.6
40.2
4

4
88.0

-88.4

83.2

1.1
54.8
6.8

126.7
-84.8

§7.1

180.9

90.5
78.8
18.2

18.7

-4.9

Source: Data provided by Maldivian suthorities and staff

s/ Excludes the conversion of short- and medium-term debt
to long-term debt in 1688 amounting to US$8.6 million,
b/ Includes errors and omissions.

estimates.




Table IV.2: MERCHANDISE TRADE AND TRADE INDICES, 1985-91

E 1986 1988 1987 1988 1989 1990 1991
Est.
Exports (USS miliion)
Total (f.0.b.) 25.6 28.9 84.9 44.6 61.8 £8.1 1.1
Domestic 28.0 24 .6 30.8 40.2 44.7 52.1 64.3
Fish 14.8 16.2 17.8 24,2 80.9 33.3 83.6
Garments 7.5 8.6 12.1 10.0 10.0 14.3 18.1
Other 0.8 0.7 1.4 8.0 3.8 4.5 4.7
Re-exports 2.8 2.4 4.1 4.4 8.8 8.0 8.8
Imports (USS million)
Total (c.i.f.) a/ 69.1 65.7 78.2 97.3 120.5 187.7 147.86
Consumer Goods 26.7 28.6 42.7 52.4 63.6 78.6 78.1
Petroleum Products 7.5 6.8 10.1 12.8 18.2 21.7 19.8
Intermediate Goods 4.0 3.7 8.6 7.1 7.8 8.1 9.1
Capital Goods 10.7 8.9 18.8 26.0 32.9 34.3 38.7
Trade Indices (1986=100)
i Exports (Domestic)
‘ Value 100.0 108.8 133.6 174.6 194.2 228.8 2387.8
1 Volume 100.0 108.3 131.8 161i.8 179.7 208.7 218.4
| Unit Value 100.0 88.4 101.7 108.2 108.1 109.6 111.6
Imports
Value 100.0 111.2 132.83 164.8 203.8 232.8 249.5
Velume 100.0 105.8 118.6 135.3 163.5 174.3 182.2
Unit Value 100.0 106.1 111.7 121.6 124.8 183.6 138.9
Terns of Trade 100.0 93.6 91.1 88.9 8.7 81.9 81.4
Trade Indices (X change)
Exports
Volume 22.5 8.8 21.2 22.8 11.4 16.1 8.2
Unit Value -9.6 -1.6 8.4 6.3 -0.1 1.8 1.8
Imports
Volume . 6.8 12.0 14,2 20.9 6.8 4.5
Unit Value -3.8 6.1 6.2 8.9 2.5 7.2 2.6
Terms of Trade -8.7 -8.4 -2.7 -2.4 -2.6 -6.8 -0.8

Source: Data provided by Maldivian suthorities and staff estimates.
8/ Includes adjustments for unrecorded imports.




Table IV.8: SERVICES ACCOUNT, 1986-91
(USE million at currant prices)

1986 1986 1987 1988 1989 1990 1991
Est.
Receipts 86.9 8.8 76.7 86.9 99.3 118.8 1380.9
Other Transportation 25.9 21.1 26.9 28.9 29.6 32.8 368.0
MSL/MNSML 18.0 13.1 16.3 14.7 13.8 11.6 12.6
Tourist related 7.9 8.0 9.6 14.2 16.7 20.8 23.6
Jet Fue! Ssles 6.7 6.0 6.4 10.7 12.1 17.6 n.a.
Airport Landing Fee 0.8 1.2 i.0 1.1 0.7 0.7 n.a,
Aircraft Handling Chargse 1.4 1.8 2.2 2.4 2.9 2.8 n.a.
Travel 87.7 40.7 44 .4 60.4 688.2 81.6 90.6
Investment Income 0.3 0.4 0.8 0.8 2.4 8.0 2.3
MMA 0.3 0.4 0.3 0.8 2.2 2.2 1.7
Commercis! Baks - - - - 0.2 0.8 0.8
Government, n.i.e. 6.0 4.8 6.1 3.2 0.3 0.8 0.8
Other -- - - 2.8 0.9 1.6 1.7
Payments 40.56 40.7 45.8 62.7 6§9.3 89.2 73.8
Freight & Insurance 3.4 2.1 4.1 14.3 18.3 20.7 21.8
Other Transportation 14.3 13.8 16.3 13.8 9.7 10.4 11.4
MSL/MNSML 13.9 13.3 14.8 13.8 8.9 9.6 n.e.
Aircraft Charters 0.4 0.3 0.6 0.8 0.8 0.8 n.a.
Trave!l 6.3 8.0 9.8 11.7 19.4 24.4 28.4
Investment Income 13.6 13.4 11.8 10.7 11.0 12.8 13.3
Interest Payments 6.4 3.3 3.6 8.0 8.3 8.3 8.8
Official Medium &
Long-term Debt 1.7 1.7 2.4 1.7 1.3 1.3 1.4
Short-term Debt /1 3.7 1.6 1.2 1.8 2.0 2.0 2.2
Profit Remittances 8.1 10.1 7.7 7.7 7.7 8.8 9.7
Tourism Sector 2.8 2.2 2.8 3.3 8.2 4.0 4.5
Commercis! Banks 2.0 8.4 1.8 8.6 2.7 8.6 8.0
Other 3.6 4.5 3.6 0.9 1.8 2.0 2.2
Government, nie 3.3 8.2 8.4 1.2 0.9 0.9 1.0
Other 0.7 0.4 1.9 1.0 - .- -

Source: Datas provided by Maldivian authorities and staff estimates.

1/ Interest income from investment of MWA foreign reserves.
n.a. = not available.
-~ denotes no contribution.




Table IV.4: CAPITAL ACCOUNT, 1986-81
(USS million at current prices)

1986 1988 1887 1g88 1989 1990 1981
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United States
Other
Total Amortization due
Cash Payments
Multilateral Institutions
Foreign Governments
Suppliers Credite
Financial Markets
Rescheduled 1/ -
Multilaters! Institutions -
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Foreign Governments --
Private Capital 2/ 7.0 7.2 11.7 12.8
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Source: Date provided by Maldivian suthorities and staff estimates.

1/ In 1986, iease payments due were converted into a medium-term
loan and rescheduled.

2/ Includes errors and omissions.

-« denotes no contribution.



Table IV.5: FOREIGN GRANTS 1/ BY PRINCIPAL DONOR, 1986-91
(Rf. miliion at current prices)

19886 1988 1987 1988 1989 1990

Total Grants 8.8 66.3 89.6 101.8 161.4 107.4
Bilateral 4.2 81.9 82.2 88.6 157.4 97.4
Brunel - - 0.9 - - -
Denmark - -— - 6.7 6.3 26.7
Germany 2/ - 1.1 9.8 16.9 3.3 -
Japan - 21.7 89.6 61.83 124.9 8.0
Kuwait 0.1 - 4.8 - - -
Norway - 29.8 18.9 - -- -
Saudi Arabia - 3.8 - - 7 0.8
United Kingdom 1.4 2.2 8.2 0.1 1.7 --
Indis - - - - .- 61.2
France - - - - - 8.7
Oman - - - - 9.1 -
Australias - - -— - 4.7 5.0
China - - - - 6.6 -—
Cther 2.7 3.7 6.4 4.6 1.2 1.0
Multilsters! 4.1 4.4 7.8 12.7 4.0 10.0
EC -— 0.9 2.2 3.0 0.4 -
WHO 0.6 0.4 0.8 0.8 0.8 1.6
UNDP 0.6 0.8 1.4 1.6 1.0 1.5
UNESCO 0.2 0.2 0.8 0.8 0.1 0.1
UNICEF 0.9 0.9 0.6 1.2 1.6 0.8
UNCOF - - - - - -
Other 2.0 1.2 1.9 6.9 0.8 8.4

[ d
o UC!?‘

. o 0 .
COMAMAOI ® PNO

n
mpo—-o.-n

Source: Ministry of Finance

1/ Includes grants-in-kind but excliudes direct expenditure by donors.
2/ Former Federal Repubiic of Germany.
-~ denotes no contribution.



Table IV.8: EXTERNAL DEBT AND DEBT SERVICE, 1986-91

1986 1986 1987 1988 1989 1980

DOD (USS miliion) a/ 84.8 88.7 72.9 71.3 8.7 80.3
Public b/ §0.6 68.7 61.9 69.38 54.3 8.3
Official Creditors 43.7 60.0 63.9 E3.6 52.0 82.0
Multilatersl 16.9 22.3 27.1 27.9 28.4 34.1
Bilateral 27.8 27.7 26.8 26.6 23.8 27.9
Private Creditors 8.9 8.7 8.0 6.8 2.3 4.3
Short~term Debt 34.0 10.0 11.0 12.0 12.4 14.0
DOD/GDP (%) 100.0 73.86 88.2 87.0 67.8 82.3
Public 69.8 82.8 73.2 66.8 48.9 61.4
Short-term 40.2 10.7 13.0 11.3 10.7 10.9
Debt Service (USS million) 3 13.1 7.3 9.7 9.8 8.8
Amortization 8.1 10.7 4.8 6.9 7.4 5.9
Interest ¢/ 3.4 2.4 2.5 2.8 2.4 2.7
Debt Service/Exports (%) d/ 10.3 14,0 6.8 7.4 6.5 4.9
Amortization 8.8 11.4 4.3 §.3 4.9 3.3
Interest 3.7 2.8 2.3 2.1 1.8 1.5

Source: Datas provided by Maldivien authorities and steff estimates.

a/ Disbursed and outstanding debt.

b/ Public and publicly guaranteed long-term debt.
c/ Includes interest on ghort-term debt.

d/ Exports of goods and services.
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