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New Australian project to help
address the oil spill risk from
WW2 wrecks in Chuuk Lagoon

Aunstralian Embassy

The Australian Embassy announced
that the Australian Government
will be funding a project to enhance
cfforts to address the oil spill nsk
from WW2 wrecks in Chuuk Lagoon.
The announcement follows an offer
of assistance in 2021 by Australian
Foreign Minister Payne to His
Excellency President David W. Panuelo.
Ambassador Jo Cowley was honoured
to receive President Panuelo on 7
April to discuss the new project. Oil
spills from these wrecks present risks
to human health and safety, and to the
environmental and economic secunty
of nearby Chuuk communities. Through
the Secrectanat of the Pacific Regional
Environment Programme (SPREP)

and the Major Projects Foundation,
Australian funding will support existing
cfforts by the Government of Japan
through the Japanese Mine Action
Service to remove oil from high-nisk
wrecks in Chuuk Lagoon. Australian
support will also build and enhance
local capability and capacity to manage
ongoing risks from the wrecks and
respond to o1l spills. The mmitiative is
valued at AUD2.12 million and will run
until June 2024. It responds to a key
FSM priority, which recognises that the
health of the ocean is fundamental to the
sustainability of island life. The project
will soon work closely with National
and Chuuk State Governments to begin
implementation.  (underwater image
credit: Major Projects Foundation)
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RMI scores poorly on corruption

The Marshall Islands received a
high-rating for democratic practic-
es and freedoms in the latest United
States human rights report.

But the report listed several in-
stances of corrupt practices on-
going in RMI, noting that “high-
ranking public officials were rarely
prosecuted for corruption.™

On freedom and democracy, the
annual US State Department report

“The i pro-
vides for freedom of expression,
including for members of the press
and other media, and the govern-
ment generally respected this right.

An independent media, an effective
Jjudiciary, and a functioning demo-
cratic political system combined to
provide for freedom of expression,
including for members of the me-
dia”

The report was less positive
about corruption.

“The law provides criminal pen-
alties for corruption by officials.
and although the government gen-
erally implemented the law effec-
tively, officials sometimes engaged

ic problem, particularly in foreign
aid allocation, government procure-
ment, and transfers, and that high-
ranking public officials were rarely
prosecuted for corruption.

The report continued: “The At-
torney General’s Office had two on-
going cases related to government
corruption as of September. Sepa-
rately, the Attorney General’s Of-
fice issued two actions to govern-
ment officials on behalf of the Au-
ditor General to ensure pliance

suggested problems with govern-
ment officials colluding in goods

being smuggled into the country.”
The report also commented on
the halt to health funding by its
own government. “A foreign gov-
ernment halted a substance abuse
and mental health grant due to
questions surrounding more than
one million dollars of unaccounted
spending of program funds,” the
report said. “An audit revealed the
de d , and the

in corrupt practices with )
the report said. “Freedom House re-
ported that corruption was a chron-

This included a req for docu-
ments relating to an audit and one
search warrant. Credible evidence

Ministry ofFlnarnce has not provid-
ed an acceptable account of these
missing funds.”
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United Airlines adds second flights

After many months with a single
weekly Island Hopper flight in each
direction, United Airlines this week
announced 1t will resume a second
flight starting May 1.

This means that the Island Hop-

per flights will fly west to Guam on
a Tuesday and Thursday schedule,
while Monday and Wednesday wall
be the nights for the flight to Hono-
lulu.

In addition to repatniation groups

for Majuro and Kwajalein. passengers
from Guam and Honolulu traveling
through to the opposite ending des-
tination are making use of the Island
Hopper flights.
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Economic focus on RMI, FSM and Palau
ADB compares
impact of losing
the Compact

A newly-released report by the
Asian Development Bank offers a
snapshot comparison of the econo-
mies of the three freely associated
states. The report is titled: The Eco-
nomic Impacts of the End of Com-
pact Grant Assistance in the Freely
Associated States.

In its executive summary, the re-
port compares various aspects of the
Marshall Islands, FSM and Palau.
These include:

Economic structure: Develop-
ment status differs among the FAS.
The FSM 1s the least developed
of the three FAS with the private
sector representing 22 percent
of GDP with the major private
sector activity focused on retail-
ing to provide goods and ser-
vices to the local economy. For
the RMI the private sector rep-
resents 33 percent of GDP, with
fishing being the major compo-
nent. For Palau, the most de-
veloped of the FAS, the private
sector represents 47 percent of
GDP with tourism comprising
38 percent of private sector ac-
tivity. The FSM has the largest
household sector comprising
subsistence and informal sec-
tor activities representing 24
percent of GDP as compared to
the RMI at 13 percent and Palau

»

The Economic impacts of the End of Compact Grant

Assistance in the Freety Associated States
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Reflecting the dependent na-
ture of the three FAS, grants re-
main a critical component of the
landscape since independence
and TT days recording 38 per-
cent, 48 percent and 37 percent
in the FSM, RMI and Palau, re-
spectively.

Fiscal performance. Each
FAS has displayed a different
approach to fiscal policy. In the
FSM. reflecting the nature of
the Federation, there are differ-
ences between national govern-
ment performance and that of
the four states.

The national government has
benefited from the recent and
significant growth in sovereign
rents, while the four states have
not benefited directly from that

at 10 percent. Among the FAS,
the RMI has the largest public
sector at 30 percent, with Palau
at 28 percent and the FSM at 25 per-
cent. The structure of the three econ-
omies reflects the development paths
adopted n each. In Palau, the nation
has adopted a tounism-based growth
model, yet it still relies on donor
support for the public sector and in-
frastructure needs. The RMI has ad-
opted a two-part strategy of public
sector-led growth with parallel de-
velopment of its fisheries sector. The
FSM has implemented neither a pub-
lic sector-led nor a private sector-led
development strategy; however, the
FSM’s combined state and national
planning efforts are aimed at promot-
ing a multi-sector private sector-led
growth strategy.

Economic growth in each of the
FAS has been lackluster. The RMI
has achieved the best growth rate
during the period from FY0I-FY19,
with an average annual growth rate
of 1.2 percent, while Palau with the
most developed economy has grown
by an average rate of 0.6 percent dur-
ing the same period.

The ADB’s report on the end of the

Compact’s economic assistance package.

The FSM attained a 0.2 percent
average growth rate. All three econo-
mies have been beset by a high de-
gree of economic volatility, with
Palau experiencing the greatest vola-
tility due to the nature of its tourism-
reliant economy.

Fiscal structure: In terms of fiscal
structure, tax revenues reflect the de-
gree of development in the economy
with Palau attaining 41 percent the
highest proportion of tax revenues
of total revenues with the RMI and
FSM recording 22 percent and 14
percent. While all three FAS have
relied on the same set of taxes inher-
ited from Trust Territory (TT) days
the FSM score displays a particularly
low level of tax effort. Sovereign
rents derived from fishing fees and
in the FSM’s case from the domi-
cile for major Japanese corporations
now represent a large share of tax
revenues in the FSM and RMI, 43
percent and 28 percent, respectively,
while Palau receives only a modest 8
percent of revenues from this source.

increase; rather the states have
continued to rely upon Com-
pact sector grants for their ma-
jor share of revenues. This has led to
large fiscal surpluses at the national
level averaging over 20 percent of
GDP in recent years as the state gov-
ernments’ collective fiscal envelope
has been constrained as each state
has struggled to sustain fiscal bal-
ance as the real level of grants has
declined.

In the RMI, revenues, and thus, the
fiscal envelope. has grown rapidly in
recent years reflecting the increase in
fishing fees. but expenditures have
rapidly caught up with the increase.
The outturn has been that the RMI
has sustained a balanced but continu-
ously fragile fiscal position.

In the case of Palau, the nation has
maintained a conservative fiscal po-
sition and the level of government
has remained constant in real terms.

During the tourism boom years as
revenue rose rapidly, the nation set
aside the surplus into a general fund
reserve that ended up serving the na-
tion well during the Covid-19 pan-
demic.



