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MIDYEAR REVIEW

The Monitor provides an update of 
developments in Pacifi c economies and 
explores topical policy issues.
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Highlights
  Disasters dampen 2015 outlook for 

smaller islands. The impacts of severe 
weather events last March are seen to 
impede growth in the economies of 
the Federated States of Micronesia and 
Vanuatu this year. However, average growth 
in the Pacifi c region is still  projected to 
accelerate to 9.9%, driven mainly by the 
fi rst full year of liquefi ed natural gas exports 
from Papua New Guinea (PNG).

 Improved Pacifi c island prospects in 2016.
The commencement of development 
partner projects in Fiji, and the continuing 
strong performance of tourism in Palau, 
are projected to help boost average growth 
in the Pacifi c islands—the Pacifi c region 
excluding PNG and Timor-Leste—from 
3.1% in 2015 to 3.9% next year. However, 
average growth in the Pacifi c region is seen 
to moderate to 5.0% in 2016.  

  Building resilience to disasters. 
This issue’s policy briefs examine the 
development impacts of intense disasters 
in the Pacifi c and consider options for 
enhancing resilience and adaptation over 
the long term.

a  Noy, I. 2014. A Non-Monetary Global Measure of the Direct Impact of 
Natural Disasters. UNISDR Global Assessment Report Background Paper. 

b  Hsiang, S. and A. Jina. 2014. The Causal Effect of Environmental 
Catastrophe on Long-Run Economic Growth: Evidence from 6,700 Cyclones. 
NBER Working Paper. No. 20352. July. Cambridge, Massachusetts.
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2�Highlights
Asian Development Bank projections

e = estimate, FSM = Federated States of Micronesia, GDP = gross domestic product, p = projection.
Note: Projections are as of July 2015 and refer to fiscal years. Regional averages of gross domestic 
product (GDP) growth and inflation are computed using weights derived from levels of gross national 
income in current US dollars following the World Bank Atlas method. Averages for the Pacific 
islands exclude Papua New Guinea and Timor-Leste. Timor-Leste’s GDP is exclusive of the offshore 
petroleum industry and the contribution of the United Nations.
Source: ADB estimates. 

Abbreviations
$ US dollar, unless otherwise stated
A$ Australian dollar
ADB Asian Development Bank
DMC developing member country
DRR disaster risk reduction
F$ Fiji dollar
FSM Federated States of Micronesia
FY fi scal year
GDP gross domestic product
IFAF Integrated Financial Accountability Framework 
lhs left-hand scale
m.a. moving average
NZ$ New Zealand dollar
ODA offi  cial development assistance
PCRAFI   Pacifi c Catastrophe Risk Assessment and 

Financing Initiative
PNG Papua New Guinea
PRC People’s Republic of China
rhs right-hand scale
RMI Republic of the Marshall Islands
RPC Regional Processing Centre
SOPAC  Secretariat of the Pacifi c Community’s 

Geosciences Division
US United States
y-o-y year-on-year

Notes
This Monitor uses year-on-year (y-o-y) percentage changes to reduce the 
impact of seasonality, and 3-month moving averages (m.a.) to reduce the 
impact of volatility in monthly data.

Fiscal years end on 30 June for the Cook Islands, Nauru, Samoa, and Tonga; 
30 September in the Marshall Islands, the Federated States of Micronesia, 
and Palau; and 31 December elsewhere.
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International and regional developments
GDP growth
(%, annual)
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Stronger global growth

  Growth in the global economy is expected to rise from 3.4% in 2014 to 3.7% 
in 2015, according to averaged projections of the Economist Intelligence Unit, 
the International Monetary Fund (IMF), and the Organisation for Economic 
Co-operation and Development. Strengthening growth in the United States 
(US) and European economies, along with softer international food and fuel 
prices, are leading to upturn in growth. Global growth is projected to accelerate 
further, to 4.0%, in 2016, mainly due to rising growth in Europe. Major risks to 
the global forecast include lingering debt concerns in Greece and continuing 
confl icts in the Middle East and a few other global fl ashpoints. The average 
price of crude oil dropped to $52.80 per barrel in March, its lowest level since 
April 2009, before rising to $57.50 in April. This is still signifi cantly lower than 
its level from a year ago and the World Bank is forecasting that low commodity 
prices will remain until 2016.

  The European Central Bank’s actions to weaken the value of the euro (i.e., 
reducing its policy interest rate and launching an asset-purchase program) 
that have been undertaken since late 2014 are helping recovery in the 
Eurozone economies as well as in Central and Eastern Europe. Lower fuel 
prices are also seen to push growth in the Eurozone higher—from 0.9% in 2014 
to 1.3% in 2015. In Japan, the economy stagnated in 2014 as consumption 
contracted due to higher value-added taxes (VAT), despite the growth in 
investment, government spending, and net exports. Growth is expected to 
recover to 1.0% in 2015 as private consumption and investment pick up after 
the postponement of the planned second increase in the VAT. 

  US economic growth is projected to rise to 3.1% in 2015 from 2.4% in 2014 
on the back of rising construction and consumer confi dence. This outlook 
may be downgraded after GDP unexpectedly contracted by 0.7% in Q1 2015 
(compared with Q1 2014) following a particularly harsh winter. Ongoing 
weakness in the economy combined with benign infl ationary pressures 
may prompt the US Federal Reserve to delay the expected increase in its 
key interest rate (at 0.13% since December 2008). If the US central bank 
raises rates, it would likely trigger capital infl ows into the US at the expense 
of investments in emerging markets, and could lead to further weakening of 
currencies against the dollar. 

  Developing Asia’s growth is projected to be stable at 6.3% in 2015 and 2016—
the same rate as in 2014—according to the Asian Development Outlook 
2015. Growth in the two largest regional economies is moving in opposite 
directions. GDP growth in the People’s Republic of China (PRC) is projected 
to slow from 7.4% in 2014 to 7.2% in 2015 and 7.0% in 2016, while growth in 
India is seen to rise from 7.4% in 2014 to 7.8% in 2015 and 8.2% in 2016. 

  In Australia, growth is seen to hold steady at 2.7% in 2015 before nudging up 
to 3.0% in 2016. Exports of goods and services are seen to grow at the same 
rate as in 2014, with lower prices of Australia’s exports being off set by higher 
export volumes. In early 2015, the Reserve Bank of Australia reduced its key 
interest rate twice (in February and in May) in an eff ort to boost growth and 
export competitiveness. The current cash rate of 2.0% is the lowest in the 
Reserve Bank of Australia’s history. 

  Growth in New Zealand’s economy is expected to weaken slightly and to fall 
from 3.1% in 2014 to 2.9% in 2015, due to lower government spending and fi xed 
capital formation, and in spite of a rise in private consumption and net exports. 
Lower fuel prices are boosting consumer spending while helping to soften
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International and regional developments
 growth of the country’s import bill. New Zealand’s currency has been 

depreciating against the US dollar since mid-2014. The Reserve Bank of 
New Zealand has kept its key interest rate unchanged since July 2014.

Regional exports and fuel imports down in early 2015

  Pacifi c exports to Australia declined by 10.9% to A$1.0 billion in January–April 
2015 versus the same period a year earlier, due mainly to lower international 
commodity prices. Double-digit declines in the value of Papua New Guinea’s 
(PNG) exports of crude petroleum and manufactured goods off set higher 
gold exports. Gold accounted for almost 73% of PNG’s exports (and about 
67% of Pacifi c exports) to Australia during the period. Pacifi c nonfuel imports 
from Australia decreased by 26.4% in January–April 2015 compared with 
January–April 2014, largely driven by PNG’s reduced machinery purchases.

  Pacifi c exports to New Zealand fell by 22.1% to NZ$22.5 million in January–
April 2015 as compared with the same period a year earlier. Apart from soft 
international prices, lower exports of vegetables, processed food, and clothing 
from Fiji, which account for two-thirds of Pacifi c exports to New Zealand, 
drove the decline. Pacifi c nonfuel imports from New Zealand rose by 6.9% 
during the period due to increased import bills for two of the region’s largest 
economies (Fiji and PNG).

  The volume of Pacifi c fuel imports from Singapore decreased by 10.4% in 
January–April 2015 compared with January–April 2014 due to increasing 
purchases from New Zealand and other suppliers. A 34.2% increase in imports 
by PNG was off set by reduced fuel imports by other Pacifi c importers. 

Tourism to the Pacifi c maintains momentum

  Departures from New Zealand to South Pacifi c countries rose by 7.9% in 
January–April 2015 compared with the same period last year. The strong 
outcome builds on historically high Pacifi c-bound departures last year, when 
all fi ve major South Pacifi c destinations saw robust growth in New Zealand 
tourists—with four registering double-digit expansion rates. Only Vanuatu 
experienced a decline, mostly due to Cyclone Pam. The steady performance 
of the New Zealand economy appears to be the main driver of outbound 
tourism growth, which has persisted even as the costs of travel have risen due 
to depreciation of the New Zealand dollar. 

  Available data also point toward a pickup in Australian tourism to the Pacifi c. 
In the fi rst 4 months of 2015, Fiji—the South Pacifi c destination receiving 
the greatest number of Australian tourists—welcomed 2.8% (y-o-y) more 
visitors. First quarter arrivals from Australia also increased in Samoa, but fell 
sharply in the Cook Islands. The encouraging tourist numbers early in the year, 
particularly for Fiji, are helping to reverse the trend toward lower Australian 
departures to the South Pacifi c in 2014—when total departures declined 
by 0.6%.

  Visitor arrivals in Palau soared by 46.0% (y-o-y) in the fi rst 4 months of 2015, 
driven by a continuing surge in tourist numbers from the PRC. This nearly 
sixfold increase in tourists from the PRC more than off sets declines in arrivals 
from other major markets for Palau trips such as Japan; the Republic of Korea; 
and Taipei,China.

Pacifi c exports to Australia and New Zealand
(3-month m.a.)

50400

200 25

00

–25–200

–400
Oct13 Jan14 Apr Jul Oct Jan15 Apr

–50

New Zealand (y-o-y % change, rhs)
Australia (y-o-y % change, rhs)

New Zealand ($ million, lhs)
Australia ($ million, lhs)

m.a. = moving average, y-o-y = year-on-year.
Sources: Australian Bureau of Statistics and Statistics 
New Zealand.

Singapore fuel exports to the Pacifi c
(3-month m.a.)

Total (y-o-y % change, rhs)

Gasoline (’000 tons)
Diesel (’000 tons)

–30

–15

0

15

30

–100

–50

0

50

100

Jan14 Apr Jul Oct Jan15 Apr

m.a. = moving average, rhs = right-hand scale, y-o-y = year-
on-year.
Source: International Enterprise Singapore.

Lead authors: Prince Cruz, Christopher Edmonds, 
Rommel Rabanal, and Cara Tinio.

Tourist departures to Pacifi c destinations
(monthly)

Australia (y-o-y % change, rhs)
New Zealand (y-o-y % change, rhs)

Australia (’000, lhs)
New Zealand (’000, lhs)

–20

0

20

40

–45

0

45

90

Oct13 Jan14 Apr Jul Oct Jan15 Apr

lhs = left-hand scale, rhs = right-hand scale, y-o-y = year-
on-year. 
Sources: Australian Bureau of Statistics and Statistics 
New Zealand.



Country Updates�5

PalauCook Islands

Fiji

  Visitor arrivals dropped by 2.2% in the fi rst 3 quarters of FY2015 (ended 
30  June) from the same period a year earlier. Arrivals from Australia—
the largest source market—declined by 9.0% likely driven by rising costs 
associated with exchange rate fl uctuations. Arrivals from New Zealand grew 
marginally, following a contraction over the same period in FY2014. 

  Nonetheless, GDP growth is forecast to improve to 2.1% in FY2015, from 
–4.1% in FY2014, driven by work on the Te Mato Vai Water Project. In 
May 2015, the New Zealand government signed a NZ$12.7 million grant, 
completing its NZ$15 million contribution for the project. The Peoples’ 
Republic of China (PRC) also partly fi nanced the project through a 20-year 
NZ$23.5 million loan. A slight contraction is expected in FY2016 as these 
projects close. 

  Infl ation increased to 2.8% (y-o-y) in the fi rst 3 quarters of FY2015, mainly 
due to higher imported food prices and a double-digit increase in the price of 
tobacco. The government raised the excise tax on tobacco by 33.0% in July 
2014 as part of the eff ort to curb smoking. Infl ation for full-year FY2015 is 
forecast to be around 2.4%, up from 1.6% in FY2014. 

  Refl ecting the economic risks posed by disasters, the government set up 
the Cook Islands Disaster Emergency Trust Fund in 2012 to enable swift, 
coordinated responses once states of emergencies are declared. The fund 
currently stands at $1.0 million—equivalent to 0.3% of GDP.

Recent developments

  Tourism remains the primary driver of growth, with visitor arrivals increasing 
by 7.5% (y-o-y) over the fi rst 4 months of 2015. Arrivals from New Zealand 
and the US (the second- and third-largest source markets, respectively) 
grew at double-digit rates, while arrivals from the main market, Australia, 
grew steadily. Arrivals from Asia increased by almost 30% (y-o-y), and now 
account for over 10% of total arrivals. This builds on solid performance in 
2014, which saw total visitor arrivals increase by 5.3% and tourism receipts 
rise by 6.6% to F$1.4 billion (equivalent to 18.0% of GDP). Tourist arrivals 
should be boosted by Fiji Airways’ recent decision to lease two new aircraft 
in 2015, and another in 2017. 

  After recent years of decline, gold production showed positive momentum, 
increasing by 18.3% (y-o-y) in the fi rst 4 months of 2015. The sugar industry 
has faced lower international prices, but is still a major foreign exchange 
earner, accounting for 20.0% of merchandise exports (F$201 million) in 
2014. In 2015, sugar production is forecast at 245,500 tons, an 8.5% increase 
over 2014.

  The government’s fi scal stimulus in the 2015 budget, which increased 
public expenditure on transport, energy, and water supply and sanitation 
infrastructure, has seen strong growth in aggregate demand in the economy. 
New lending for investment purposes—largely construction activity—
increased by 75.0%, while new lending for consumption purposes increased
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Micronesia, Federated States ofFiji
 by 9.8% in the fi rst quarter of 2015. Partial indicators of consumption and 

investment show net VAT receipts 22% higher y-o-y to February, and strong 
growth of 37.4% in domestic cement sales to April.

  The government is forecasting a budget defi cit equivalent to 2.0% of GDP in 
2015. This could be higher if anticipated sales of state-owned enterprises are 
delayed beyond the end of the year

  The falling oil price has seen infl ation moderate to 1.6% (y-o-y) in April. Fiji’s 
policy interest rate is expected to remain accommodative, at 0.5% for the 
foreseeable future.

Outlook

  Fiji’s economy is projected to grow by around 4.0% in 2015, with continuing 
broad-based growth, supported by recent oil price falls. Growth is likely to 
rise to 4.5% in 2016 as development-partner-funded infrastructure projects 
come on stream. The Fiji economy is exposed to downside risks from a 
possible economic downturn in Australia linked to the PRC’s moderating 
growth, and a depreciating Australian dollar that could reduce tourist arrivals. 
Possible upside factors include a larger-than-expected boost to household 
spending and tourism from lower oil prices, and an improvement in labor 
market conditions, refl ecting Fiji’s more buoyant economy.

  Fiji’s long-term sovereign credit rating was raised from B to B+ by international 
ratings agency Standard & Poor’s in May. This refl ects a more stable outlook 
for the Fiji economy following normalization of the political climate and 
development partner reengagement.

  There is likely to be upside pressure on infl ation from a strengthening economic 
outlook. Projected infl ation is seen to rise from 2.5% in 2015 to 3.0% in 2016.

Key issues

  With fi scal space tightening, the government has embarked on a wide-ranging 
reform program to prioritize and consolidate fi scal spending in 2016–2017. 
This will help put Fiji’s budget on a more sustainable basis. Social protection 
reforms to protect the poorest in society have become a signifi cant 
expenditure item, but in light of reforms to taxes and duties, are an important 
component of the program for budget rebalancing.

  As with other Pacifi c economies, Fiji is highly vulnerable to natural disasters. 
The Pacifi c Catastrophe Risk Assessment and Financing Initiative (PCRAFI) 
reports that in 2012 alone, severe fl ooding episodes in January and March, 
along with Cyclone Evan in December, resulted in total damage amounting to 
$78 million (about 2% of GDP). Over the long term, PCRAFI projects that Fiji 
could incur average annual losses amounting to $84 million from earthquakes 
and tropical cyclones. 

  The Fiji government is preparing the sugar industry for the expiration of the 
European Union (EU) sugar quota on 1 October 2017. Removal of the quota 
will see a decline in prices for raw sugar exports to EU markets. Opening 
alternative markets will be crucial to help mitigate any revenue loss. The 
government is investing heavily in the sugar mills and supporting infrastructure 
to increase productivity in the industry. 
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PalauKiribati

Marshall Islands

  Construction projects funded by development partners, and continuing 
high revenue from fi shing license fees, drove growth to 3.8% in 2014. Fishing 
license revenues totaled about 50% of GDP in 2014, helped by the country’s 
membership in the Parties to the Nauru Agreement as well as favorable 
changes in the migratory pattern of tuna.

  The higher fi shing license fees raised the government current fi scal balance, 
to the equivalent of 25.3% of GDP in 2014, despite a 13.0% increase in 
current  expenditures. Adding previously nontransparent state-owned 
enterprise subsidies to fi scal accounts, and the cost of repairs following 
extreme weather, drove the higher expenditure.

  Despite economic losses due to Cyclone Pam, the eff ects of new infrastructure 
projects and reconstruction activities are seen to support growth of about 
3.0% in 2015. Growth is expected to slow to 2.0% in 2016 as the government 
completes projects and reconstruction activities. Infl ation is expected to 
moderate to 1.0% in 2015 as food and fuel prices remain low, before increasing 
to 1.5% in 2016 as international commodity prices begin to rise. 

  The impacts of Cyclone Pam on this fragile atoll nation clearly demonstrated 
its vulnerability to disasters. The World Bank-funded Kiribati Adaptation 
Program integrates climate risk management with national economic planning. 
The program’s current phase focuses on increasing community freshwater 
quality and storage capacity, and protecting targeted coastal areas from 
storm waves and fl ooding. By developing local capacity and strengthening 
institutions to manage climate change eff ects, and building and maintaining 
stronger infrastructure, the program is helping to improve communities’ 
climate resilience.

  Economic growth in the Republic of the Marshall Islands (RMI) is seen 
to reach 3.5% in FY2015 (ending 30 September 2015). The accelerated 
implementation of public infrastructure projects delayed in FY2014, and 
commencement of new initiatives, will likely help drive growth, especially 
in construction and related services sectors. Growth is seen to slow to 1.5% 
in FY2016 as project construction moves toward completion. Infl ation is 
projected to be 1.4% in FY2015, and remain at about 1.3% in FY2016, due to 
expectations of subdued international commodity price movements. 

  The impact of disasters—particularly of fl ooding, due to rising sea levels, 
storm surges, and drought—has long posed a signifi cant challenge to growth 
in the RMI. A February 2015 report by PCRAFI estimates that disasters could 
cause losses worth about $3 million a year, on average, over the long term. 

  The National Action Plan (NAP) for Disaster Risk Management 2008–2018 
seeks to improve the RMI’s resilience to disasters. However, a midterm 
review supported by the United Nations Offi  ce for Disaster Risk Reduction 
suggests that signifi cant progress has yet to be made on a number of goals set 
forth under the national action plan. This includes establishing an enabling 
environment for improved disaster risk management, and mainstreaming 
disaster risk management and reduction into decision-making and budgetary 
processes. Limited human resources within, and lack of coordination between, 
concerned government agencies have been identifi ed as key constraints.

Imports from Australia
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Micronesia, Federated States ofMicronesia, Federated States of
  In the fi rst half of FY2015 (ends 30 September 2015), the value of imports 

from the US increased by 8% (y-o-y) despite a 5% decline in the cost of 
food imports. Nonfood imports, mostly machinery and transport equipment, 
increased by 23%.

  Following 2 consecutive years of economic contraction, no growth is 
expected in FY2015. In March 2015, Typhoon Maysak destroyed around 
90% of food crops, as well as hundreds of houses, in Yap and Chuuk. The 
sharp unexpected contraction in agricultural output is expected to be off set 
by increased reconstruction activities over the second half of FY2015. 
A  recovery in agricultural output and a possible scaling up of US-funded 
capital projects are seen to support strong growth of over  8% in FY2016. 
Infl ation is seen to remain at around 1% through FY2016, as import prices of 
food and oil continue to be low.

  The Federated States of Micronesia (FSM) is highly exposed to destructive 
climate- and weather-related events, such as droughts, cyclones, storm 
surges, and tsunamis. External assistance arrangements with the US and 
other countries, and eff ective national coordination, can help the country to 
respond quickly and recover from disaster-related damages. Strengthening 
disaster resilience at the community, local, and national levels can help the 
economy better achieve more stable economic growth. Climate change 
adaptation and disaster mitigation activities that can help strengthen the 
FSM’s resilience include planting climate-resistant crops, building stronger 
and better housing and public infrastructures, and raising awareness and 
understanding of the country’s vulnerability to climate-related disasters.
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Lead author: Ruth Francisco.

Lead authors: Prince Cruz and Hayden Everett.

Nauru
  The government introduced a 10% employment and services income tax in 

September 2014 to promote fi scal sustainability and broaden its revenue 
base. It is expected to raise A$6 million, about 6% of the FY2015 (ended 
30 June 2015) budget. The tax provides Nauru citizens and resettled refugees 
a tax-free threshold of A$96,000 a year.

  The Regional Processing Centre (RPC) for asylum seekers generates an 
estimated A$18 million in annual visa fees, and the value of Australia’s in-kind 
contributions toward the operations of the RPC are reportedly larger. The 
government has used the higher revenues to increase spending. A September 
2014 supplementary budget allocated A$3.5 million for salary increases. 
Salaries and pensions of members of Parliament were also increased.

  Nauru Airlines, formerly Our Airlines, inaugurated in June new fl ights to the 
FSM via Kiribati and the RMI. A new plane was bought by the state-owned 
airline for the service, bringing the total aircraft fl eet to fi ve.

  The government needs to carefully manage revenues from the RPC and 
consider saving these for the post-RPC period or investing in priority 
infrastructure projects to increase Nauru’s medium-term growth potential. 
ADB has provided technical assistance to design the Nauru Intergenerational 
Trust Fund, and Nauru’s development partners are currently considering 
contributing to the fund.

  The risk of tsunamis is the major disaster threat to Nauru. The Nauru Disaster 
Risk Management Unit is preparing a tsunami support plan that will be 
submitted to government for endorsement. It is expected to improve tsunami 
preparedness as well as response and recovery processes.

Phosphate exports to Australia and New Zealand
(quarterly)
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Lead author: Prince Cruz.

Palau
Recent developments

  Visitor arrivals in the fi rst 7 months of FY2015 (ends 30 September) jumped 
51.4% compared with the same period last year. Government statistics show 
that this is mainly due to a sixfold increase in PRC visitors including visitors 
from Hong Kong, China and Macau, China, which accounted for more than 
50% of total visitors. Arrivals from all other major markets (Japan; the Republic 
of Korea; and Taipei,China) declined during the period. Tour operators catering 
to the PRC market often ‘block reserve’ hotel rooms months in advance. 

  The rapid increase in tourist arrivals raises concerns regarding environmental 
sustainability, especially in terms of the capacity of main attractions, such as 
the jellyfi sh lake, to accommodate huge volumes of tourists. There are also 
concerns regarding the capacity of current infrastructure, such as the water 
and sewerage systems. 

  Demand generated by higher tourist arrivals helped push the value of food 
imports to rise 11.3% in the fi rst half of FY2015, higher than the overall 
increase in the value of imports at 8.7%. Imports of vehicles jumped 85.2% 
while imports of machinery and appliances rose 32.2%. The value of mineral 
product imports, mainly petroleum products, dropped 30.9% over the same 
period refl ecting cheaper oil prices. 

Outlook

  Latest offi  cial statistics show that GDP growth in FY2014 was 8.0%, higher 
than the initial estimate of 6.9%. The revision refl ects faster-than-estimated 
growth of tourism and related industries such as communications, wholesale 
and retail trade, and fi nancial intermediation. With the continuing strong 
performance of tourism, GDP growth forecasts are adjusted from 8.0% (as 
reported in Asian Development Outlook 2015) to 10.0% for FY2015, and from 
6.0% to 9.0% for FY2016. 

  The second increase in the tobacco tax nudged infl ation to an average of 4.1% 
over the fi rst half of FY2015 despite lower international commodity prices. 
Food infl ation was also relatively high—at an average 4.8%—refl ecting huge 
demand from tourists and supply bottlenecks. Forecast infl ation for FY2015 
and FY2016 is raised to 4.0%.

Key issues

  In December 2013, Typhoon Haiyan hit Palau, causing widespread damage 
especially in the largest island of Babeldaob and the main center of 
Koror. Properties in the northernmost state of Kayangel were completely 
devastated. Despite the damage, there were no deaths or serious injuries 
because households were evacuated early by the Palau National Emergency 
Management Offi  ce. 

  The 2010 National Disaster Risk Management Framework provides guidance 
to ensure coordination and collaboration in response to disasters and other 
hazards. In April 2015, the fi rst national training course in postdisaster needs 
assessment was completed. 

  In order to limit tourist arrivals, the government restricted the number of 
charter fl ights from Hong Kong, China and Macau, China from 48 per month 
to 32 eff ective 15 April, with a view to preventing overreliance on one tourist 
market. To address concerns over the economic implications of the reduction 
in fl ights, the President has ordered a review of the policy. 
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Papua New Guinea
Recent developments

  The Papua New Guinea (PNG) government incurred a budget defi cit 
equivalent to 7.3% of GDP in 2014 according to the Department of Treasury’s 
Final Budget Outcome for 2014 report released in April. A  supplementary 
budget passed last November added to this defi cit, which was larger than the 
5.9% estimated under the revised budget.

  Revenues and grants were 0.4% below target. Taxes and duties collected 
from imports were lower than expected due to declines in the import bill 
associated with low international commodity prices and PNG’s imports 
of machinery, and iron and steel. Nontax revenues—most notably mining 
and petroleum sector dividends—were also lower than expected. Personal 
income tax collections were 3.9% above target.

  Government expenditure was 4.1% short of budget projections, despite 
spending on both recurrent and capital budget items in excess of budget 
targets. Domestically funded capital spending overshot its budget target by 
62.4%, mostly refl ecting increased spending on infrastructure and sports 
facilities for the 2015 Pacifi c Games, which will be hosted by PNG. However, 
only 60.9% of planned capital spending supported by grants and concessional 
loans was actually disbursed. The fi nal budget report identifi es agency capacity 
constraints as the main cause of development-partner supported project 
implementation delays. Shortcomings in meeting development partners’ 
reporting requirements and “funding of projects that were not initially 
appropriated” contributed to this underperformance. The government’s 
struggles to control expenditures—particularly on public salaries—remains a 
rising fi scal concern.

  The government has continued to rely on domestic borrowing to fi nance its 
fi scal defi cit through issuance of Treasury bills—77% of the fi scal defi cit was 
covered by domestic borrowing. Domestic borrowing in 2014 overshot the 
budget target by 25.3% and total public debt stood at the equivalent of 37.7% 
of GDP at the end of year—exceeding the 35% threshold provided in the 
government’s Medium Term Debt Strategy 2013–2017.

Outlook

  The PNG government has downgraded its offi  cial growth forecast to 11.3% 
in 2015, refl ecting dampened expectations of the growth impact of liquefi ed 
natural gas exports amid low international energy prices. Consensus forecast 
sees growth further moderating in 2016 (to 5%) as the growth impact of 
liquefi ed natural gas exports is incorporated into the base level of GDP. 
Infl ation is expected to be at 7% in 2015 and moderate to 5% in 2016, as 
economic growth—particularly outside the mineral sector—dissipates and 
international prices remain subdued. This forecast hinges on the government’s 
curbing expenditure growth and maintaining prudent monetary policies.

  Growth outside of the mining and petroleum sectors is expected to pick up 
in 2015 supported by increased public investments in energy and transport 
infrastructure as well as new sports facilities, which should support recovery 
in the construction sector. The transport and logistics sector is also seen 
to benefi t from low fuel costs associated with international oil prices. 
Nonmineral exports from agriculture, forestry, and fi shery are expected to 
grow in 2015 with a depreciating kina and reduced transport costs despite soft 
international agricultural prices.
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Lead authors: Yurendra Basnett, 
Christopher Edmonds, and Cara Tinio.

  The government plans to continue increasing expenditures on infrastructure 
development and other key public services (i.e., education, health, and law and 
order) to stimulate broad-based growth. These expenditures include a project 
to rehabilitate the Highlands highway with assistance from ADB. In addition to 
the growth impact of the stimulus from this large infrastructure project, once 
completed an improved Highlands highway will improve local communities’ 
access to markets and social services. This would boost the productivity of the 
region’s ideal agricultural lands and the wellbeing of its huge population

Key issues

  Lower than expected economic growth and increasing levels of debt place a 
greater premium on macroprudential policy measures. PNG faces increased 
external volatility due to unfavorable movements in global oil prices, and 
interest and exchange rates. Reining in the growth of debt by improving the 
quality of expenditure and establishing a functional Sovereign Wealth Fund 
would help improve PNG’s fi scal position.

  PNG is highly prone to disasters. PCRAFI’s 2011 risk profi le estimates that the 
country could incur, on average, $85 million a year in damages and losses from 
earthquakes and tropical cyclones (and this estimate excludes economic 
losses from disruption to livelihoods). The government acknowledges disaster 
risk management (DRM) as vital in sustaining national development, and has 
enacted several laws to support DRM. Progress in implementing these laws 
and DRM measures has been slow due to constraints in institutional capacity 
and weak coordination between and among governmental agencies, and 
regional and international partners. Lack of data on past disasters also limits 
eff ective risk assessment.

Exchange rates
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Samoa
Recent developments

  Visitor arrivals rose by 6.1% (y-o-y) in the fi rst 3 quarters of FY2015 (ended 
30 June). Apart from the one-time increase in visitor arrivals due to the SIDS 
conference, arrivals from most source markets were also higher during the 
usual peak periods in July, November, and December, compared with the 
corresponding period of FY2014. Remittances also increased by 5.6% (y-o-y) 
during the fi rst 3 quarters of FY2015 due to higher infl ows from Australia and 
New Zealand, which generally account for almost three-quarters of total 
remittances.

  Although the current account outturn for the 3 quarters of the fi scal year 
is in line with historical trends, higher capital outfl ows have contributed to 
declining foreign reserves. At the end of March 2015, gross foreign reserves 
were equivalent to 4.1 months of merchandise imports compared with 5.3 
months a year ago.

  Consumer prices grew by 2.2% (y-o-y) in the fi rst 10 months of FY2015 on the 
back of higher health care, restaurant food, and clothing and footwear costs. 

Outlook

  Samoa’s output is estimated to have grown by 2.3% in FY2015, boosted by 
higher tourism earnings and remittance-related spending. A United Nations 
conference on small island developing states held in September 2014 is 
also seen to have prompted growth. These off set the decline in nonfood 
manufacturing output associated with the winding down of postcyclone

GDP growth, by selected sectors
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Micronesia, Federated States ofSamoa
 reconstruction. Infl ation is estimated to have run at 2.0% in FY2015, after 

2 consecutive years of defl ation.

  Growth is now expected to moderate to 1.9% in FY2016, indicated by weak 
agriculture and nonfood manufacturing output in recent months. The 
government plans to reduce overall expenditure by about 2% in response to 
lower (by 23%) external grants and higher external debt service payments as 
large bilateral loans come due. However, the positive performance in tourism 
and remittances is seen to continue. The hosting of the Commonwealth 
Youth Games could also provide some temporary stimulus. Posing notable 
downside risks are the absence of large infrastructure projects and further 
reductions in nonfood manufacturing activity. 

  Infl ation is projected to remain at 2.0% in FY2016. International commodity 
price movements are seen to remain somewhat fl at. Increased debt servicing 
and reduced capital transfers are also likely to further reduce foreign 
reserve levels.

Key issues
  A series of disasters has resulted in low and volatile economic growth since 

2009. The tsunami in 2009 and Cyclone Evan in 2012 caused estimated 
damage and losses equivalent to 25% to 30% of GDP, and led to sharp 
contractions of the economy. The economy’s recovery after these disasters 
was largely driven by development-partner-funded reconstruction and 
rehabilitation projects, which are now starting to taper off . 

  In general, the tourism and agriculture sectors are the hardest hit by disasters. 
The agriculture sector has grown by an average of only 0.8% between 
FY2010 and FY2014 (including 11% growth in FY2014). During the period, 
the accommodation and restaurants sector declined by an average of 4.2%. 
Structural reforms and investments are needed to improve the performance 
of these vulnerable sectors so that they contribute to much-needed growth. 

Key sources of external income
(monthly)
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Solomon Islands
Recent developments

  Despite the cessation of gold production, total exports rose by 1.1% in Q1 
2015 compared with a year earlier due largely to higher agricultural exports. 
Conversely, imports contracted by 12.2% largely due to softer international 
food and fuel prices. Consequently, the trade defi cit narrowed to an 
equivalent of 0.2% of GDP, from 1.6% a year earlier. Between May 2014 and 
May 2015, the Solomon Islands dollar depreciated by around 6.0% against the 
US dollar; however, over the same period it appreciated by 10.5% against the 
Australian dollar. 

  The consumer price index registered its second consecutive month of 
defl ation, at –1.7% in March 2015. The falling prices are mainly due to cheaper 
imported food and fuel. The normalization of supply chains also helped ease 
infl ationary pressures. Private credit continued to expand rapidly, at 17.2% in 
Q1 2015, led by personal loans.

  After parliamentary elections in November 2014, passage of the 2015 
appropriations was delayed to April to give the new coalition government 
enough time to incorporate its agenda into the budget. Planned total 
expenditure for 2015 is higher by 11.8% compared with the revised 2014 
budget. This partly refl ects the need for reconstruction and rehabilitation 
after the devastating fl oods in April 2014. 
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  Compared with the increase in spending, the projected rise in total revenues 

and grants is relatively small at 3.3%. Increases in fi shing license revenue are 
not expected to off set uncollected taxes from the suspended gold mining 
operation. The government estimates a defi cit, equivalent to 4.8% of GDP in 
2015, for a second consecutive year.

  Constituency development funds (CDFs) are projected to account for 
almost 30% of the development budget in 2015. The allocations for CDFs 
are three times higher than in 2014. These funds are intended to fi nance 
local development projects selected by members of Parliament for their 
constituencies. Similar to discretionary funds in other countries, there have 
been concerns raised around the transparency and accountability of CDFs. 

Outlook

  The economy is expected to expand by 3.0% in 2015 with reconstruction 
activities largely on track and with agricultural exports remaining upbeat. With 
average infl ation at –0.3% in Q1 2015, full-year infl ation is expected to ease to 
3% in 2015, as prices are expected to rise toward the latter part of the year as 
the economy accelerates. 

Key issues

  Budget allocations for disaster relief have been small and quickly exhausted in 
response to past calamities, according to a PCRAFI report. In 2013 and 2014, 
the entire disaster relief budget was wiped out in the fi rst 4 months of the 
year. Last year’s allocation was less than $0.3 million compared with estimated 
losses of $108.0 million from the fl ooding. The report also estimated that the 
Solomon Islands’ capacity to access credit for disaster response is less than 
$6 million. 

  The new government plans to introduce legislation in Q4 2015 to establish 
special economic zones (SEZ) in provincial areas to boost growth and 
employment. The government is considering SEZs in a number of areas, 
including Suava Bay and Bina Harbor in Malaita province. Businesses 
established in the zones will receive certain incentives, possibly including tax 
incentives, liberalized labor laws, immigration exemptions, and reduced state 
intervention. The detailed design of the SEZs needs to consider potential 
impacts on government fi nances.

  The government is preparing an economic and fi nancial reform program 
(EFRP) with assistance from development partners, including ADB, Australia, 
the European Union, New Zealand, and the World Bank. Although the 
government remains committed to the EFRP, recent progress has been slow. 
Timely approval of the EFRP is important for the government to access budget 
support programmed by development partners.

  In January 2015, the new Democratic Coalition for Change government 
released a policy statement that encourages broad-based growth with a 
focus on creating environmentally sustainable investment opportunities 
in manufacturing, tourism, agriculture, fi sheries, forestry, and energy. The 
government is now preparing a new national development strategy covering 
2015–2035, with ADB assistance.
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Recent developments

  The new government formed in early 2015, following the resignation of the 
Prime Minister, passed a “rectifi cation budget” in April. It maintained an 
envelope for own-funded expenditures at $1.57 billion, but reallocated funds 
between programs. The most notable change was a $50 million increase 
in the budget for the Special Administrative Region (SAR) of Oecusse to 
$133 million. This increase was off set by a $50 million reduction in planned 
transport and electricity investments under the Infrastructure Fund.

  Government expenditure—the main driver of the nonpetroleum economy—
is reported to have increased by 33.4% in the fi rst 5 months of 2015 compared 
with the same period in 2014. The total budget for Oecusse SAR, which 
was transferred early in the year, accounts for more than one-third (35.6%) 
of government expenditure for the period. Due to the SAR’s high level of 
autonomy, actual disbursement of transferred funds to date is unclear. Total 
spending on public sector wages has risen by 11.5% (y-o-y), but spending on 
goods and services and capital investment declined signifi cantly. This may 
suggest that the change in government has interrupted implementation of 
some projects and programs. 

  Total revenues fell 46.4% in the fi rst quarter of 2015. Royalties from petroleum 
operations totaled $273 million in the fi rst quarter, which was equivalent to 
19.9% of the 2015 budget forecast. This, together with investment income of 
$226 million, pushed the Petroleum Fund balance to $16.8 billion by the end 
of the fi rst quarter of 2015, equivalent to over $13,600 per capita. Petroleum 
revenues, which accounted for 66.5% of total revenues in 2014, declined 
49.7% (y-o-y) due to lower global oil prices. Oil production fell 6.3% (y-o-y) 
in the fi rst quarter but was 18.3% above the forecast levels for 2015. Domestic 
revenues rose by 1.6% (y-o-y) over the same period. The new government has 
announced plans for fi scal reforms to increase domestic revenue collection. 

  Indicators suggest increasing consumption and business activity in Q1 
2015. Electricity consumption by businesses rose by 10% (y-o-y). Private 
sector borrowing expanded by 5.6% due to increased lending to individuals 
and fi rms (particularly in the construction, trade and fi nance, and services 
sectors). New international fl ights were up by 15.0%, and passenger numbers 
by 32.6%. Motorcycle registrations rose 19.0% and there were also more light 
commercial vehicle and heavy truck registrations, although car registrations 
fell slightly. 

  Despite higher imports of vehicles and machinery, the value of merchandise 
imports fell by 19.0% (y-o-y) in Q1 2015 due to lower imports of construction 
materials, fuels, and food—refl ecting weak international commodity prices. 

  Infl ation has remained low, averaging only 0.6% (y-o-y) from January to April 
2015. Declining transportation costs and low food price infl ation persist as a 
result of low international commodity prices. The continued appreciation of 
the US dollar (which Timor-Leste uses as its currency) against the currencies 
of most of its trading partners is also contributing to the low infl ation. From 
January to May the dollar appreciated by 6%–10% against the currencies 
of Indonesia, Singapore, and Malaysia. Education costs have risen this year 
but account for a very small part of the basket of goods and services used to 
measure infl ation. 
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Tonga

Outlook
  The government projects growth in the non-oil economy of 6.2% in 2015 

and 6.6% in 2016, on the back of rising private investments, such as a new 
international port. The new budget proposed total spending of $1.3 billion 
in 2016 and $1.2 billion in 2017 (lower than the 2015 budget). Infl ation is 
forecast at 1.8% in 2015 and 3.0% in 2016 in light of the low infl ation seen 
during the fi rst quarter of 2015.

Key issues
  A 2011 PCRAFI assessment estimates that Timor-Leste could incur annual 

average losses amounting to $5.9 million from earthquakes and cyclones 
over the next 50 years. While this is equivalent to less than 1% of both GDP 
and annual government expenditure—thus relatively low compared with 
other Pacifi c economies—eff orts to enhance disaster preparedness and risk 
management are nonetheless required to safeguard against potential losses 
from disasters moving forward. 

  Timor-Leste is also exposed to changes in weather patterns associated with 
the El Niño. Analysis of historical rainfall data has found that the El Niño has 
been associated with 17.0% lower average rainfall in Timor-Leste and a 19.1% 
increase during the La Niña. Analysis of agricultural production since 1990 
shows that the El Niño and La Niña cut maize production by an average of 
11.5% and 17.2%, respectively, which raises food security risk. Improving 
agricultural productivity and strengthening monitoring systems can help to 
address these risks and ensure that remedial support is well targeted.

Recent developments

  The FY2016 (ends 30 June 2016) budget of $242.4 million, approved by  
Parliament in June, is 17.5% more than the previous budget. Half of it (53%) is 
funded by development partners. Higher departure taxes and a new foreign 
exchange levy—both earmarked to fund South Pacifi c Games preparations—
as well as increased excise taxes on unhealthy foods and drinks are projected 
to contribute to a substantial increase in domestic revenue mobilization.

  Negative eff ects from earmarked tax increases to fund South Pacifi c Games 
outlays should be assessed carefully and revisions implemented swiftly 
to avoid potential harm to the economy. Import duty reform and further 
reducing exemptions could provid e alternative sources of funding without 
incurring new debt.

  A key government initiative is the implementation of recommendations from 
an ongoing remuneration review and to introduce a regular, formula-based 
wage level review process (allocation of $2.5 million per fi scal year). This 
should gradually reduce the high wage bill share over the next years.

Outlook

  The economy is projected to have grown by 2.4% in FY2015, with a slight 
acceleration to 2.6% expected in FY2016. Growth is being driven by a 
combination of factors including preparations for the coronation in July 2015, 
the 2019 South Pacifi c Games, and new development-partner-fi nanced 
projects. 
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Micronesia, Federated States ofTonga

Tuvalu
  After rising almost threefold in 2014, imports from New Zealand rose almost 

fourfold over the fi rst quarter of 2015. These large importations were mainly 
of machinery and equipment, and industrial and transport goods associated 
with ongoing development-partner-fi nanced infrastructure projects. 

  Planned government expenditures for 2015 are 52% higher than the previous 
budget. The wage bill, which is increased by 14.9%, and allocations for one-off  
special development expenditures for new schools, government buildings, and 
outer island projects, are the main reasons for this fi scal expansion. Although 
Tuvalu is currently enjoying windfall revenues from its tuna fi sheries, the 
government cannot aff ord to continue its fi scal expansion without severely 
compromising its ability to deal with future external shocks. 

  Infrastructure reconstruction activities, commencement of large projects, 
and continued fi scal expansion are seen to off set the damage and economic 
loss caused by Cyclone Pam earlier this year. Growth is projected at 2.0% in 
2015 and 2016. Infl ation projections for 2015 and 2016 are each revised up to 
2.0% (from 1.0% in ADO 2015) due to higher infrastructure-related imports 
and the increase in the public wage bill.

  Cyclone Pam, the worst storm Tuvalu has ever experienced, has radically 
changed the economic context for the government’s medium-term fi scal 
ambitions. The cost of destruction caused by the cyclone is estimated 
at around 10% of GDP. Substantial resources will be needed to cover 
reconstruction costs.
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Lead author: Saia Faletau.

  Consistent with earlier projections, consumer price infl ation fell to an average 
of only 0.3% (y-o-y) over the fi rst 3 quarters of the year, largely due to 
declining transport costs and stable food prices. The current low-infl ation 
environment remains. Infl ation is estimated at 0.4% in FY2015, and is seen to 
rise slightly to 1.0% in FY2016.

Key issues

  According to the 2014 World Risk Report, Tonga has the second highest risk 
globally of becoming a victim of disaster due to its exposure to natural hazards 
(including tsunamis) combined with the vulnerability of society. Signifi cant 
losses on Tonga’s economy have been infl icted by cyclones in 2002 (losses of 
$60 million), 2010 ($22 million) and 2014 ($50 million or 11% of Tonga’s GDP). 

  The government recognizes that climate change adaptation needs to be 
addressed in conjunction with disaster risk management. ADB supports this 
through the $10.7 million Cyclone Ian Recovery Project, jointly fi nanced with 
the Government of New Zealand, and the $19.3 million Climate Resilience 
Sector Project.

  In addition to strengthening institutional arrangements for disaster 
risk management through the 2010 Joint National Action Plan and the 
establishment of the Ministry of Meteorology, Environment, Information, 
Disaster Management, Energy, Communications and Climate Change, 
government should prioritize maintaining prudent debt levels and cash 
reserves to fund responses to shocks should be of high priority. Exploring 
insurance mechanisms at national and household level (e.g., for farmers) 
could increase resilience in the long term. 
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PalauVanuatu
Recent developments

  For the third year in a row, tourist arrivals exceeded 100,000 in 2014, although 
a bit lower than in 2013 due to fewer arrivals from Australia. With the 
devastation caused by Cyclone Pam in March, tourist arrivals are expected 
to decline in 2015 as it will take time for government and businesses to 
rehabilitate and restore damaged facilities.

  Under the Vanuatu Economic Rehabilitation Program, the government is 
off ering “honorary citizenship” to foreigners for a nonrefundable contribution 
of $130,000, plus fees and charges totaling over $12,000. Launched in Hong 
Kong, China in April, the number of individuals to be awarded citizenship will 
be at the discretion of government. The application is subject to the approval 
of the Prime Minister and President, after criminal and fi nancial background 
checks.

  The parliament elected a new prime minister on 11 June, replacing the 
government which was formed about a year ago. There are concerns, 
however, that the change in administration will further delay much needed 
reconstruction work. Since the general elections in October 2012, no 
prime minister has served for more than 13 months. The next election is in 
October 2016.

Outlook

  GDP is forecast to contract by 0.5% in 2015. Although the government is 
moving as fast as possible to restore vital public services and utilities in the 
wake of Cyclone Pam, usual lags in reconstruction design and implementation 
are expected. Damage to agriculture was severe, with the main export crops 
of copra, coconut oil, kava, and cocoa being largely wiped out. A recovery to 
growth of 4.0% is projected for 2016 as reconstruction eff orts are stepped up.

  With widespread damage to crops and supply-chain disruptions, and 
increased liquidity associated with the release of signifi cant payments to 
Vanuatu Provident Fund members, overall infl ation is expected to rise to 4.0% 
in 2015 from 0.8% in 2014. Government estimates show that the domestic 
supplies of fruits and vegetables were largely wiped out and will take 3–6 
months for full restoration. 

Key issues

  The government has consolidated the Post Disaster Needs Assessment and 
the Humanitarian Action Plan into the National Recovery Action Plan, which 
will be the basis for moving forward on the needed reconstruction. 

  The damage from Cyclone Pam was estimated at almost 50 billion vatu ($450 
million), equivalent to 64.1% of GDP. The sectors that sustained the highest 
level of damage were housing, which accounted for 32% of the total damage, 
tourism (20%), education (13%), and transport (10%).

  Cyclone Pam reinforced the need for the government to allot enough fi scal 
space to prepare for disasters. In a report published before the cyclone struck, 
PCRAFI estimated that Vanuatu had a maximum of $16.6 million available 
for fi nancing disaster-related losses. This is clearly insuffi  cient to meet the 
massive needs it is facing now. 

Lead authors: Prince Cruz and Hayden Everett.

Tourist arrivals
(quarterly)

–20

–10

0

10

20

–40

–20

0

20

40

Mar11 Dec Sep Jun13 Mar14 Dec14

Total (y-o-y % change, rhs)

Others (’000, lhs)
Australia and New Zealand (’000, lhs)

lhs = left-hand scale, rhs = right-hand scale, y-o-y = year-
on-year.
Source: Vanuatu National Statistics Office.

Principal exports
(vatu billion, annual)

Copra
Coconut oil

Kava
Beef

Cocoa
Others

0

2

4

6

8

2010 2011 2012 2013 2014

Vt = vatu. 
Source: Vanuatu National Statistics Office.

Consumer price index
(y-o-y % change, quarterly)

Food
All groups

Utilities
Transport

–6

–4

–2

0

2

4

Mar11 Sep Mar12 Sep Mar13 Sep Mar14 Sep

y-o-y = year-on-year.
Source: Reserve Bank of Vanuatu. 



18�Pacifi c Economic Monitor

Disasters in the Pacifi c: 
An overview of economic and fi scal issues

The Pacifi c is the most vulnerable region to disasters in per capita 
terms. Most of ADB’s Pacifi c developing member countries (DMCs) 
are located within or very close to areas prone to tropical cyclones. 
The few Pacifi c countries that are less likely to be hit by cyclones are 
still vulnerable to storm surges. The South Pacifi c DMCs are also 
located on or near a fault line between the Australian and Pacifi c 
tectonic plates, making the region seismically active and at high risk 
of earthquakes, tsunamis, and volcanic eruptions. DMCs are also 
vulnerable to tsunamis generated from Pacifi c Rim earthquakes 
(from Alaska and Chile, in particular, in recent times). Many Pacifi c 
DMCs rely on rainfall for their residential and agricultural water 
needs, so are highly vulnerable to droughts and rain-induced 
fl ooding. 

Even absent major catastrophic events, some Pacifi c DMCs are 
impacted by natural hazards and climate change. In particular, the 
atoll countries are among the most vulnerable to projected negative 
consequences associated with rising sea levels.

Disaster impacts generally comprise direct and indirect damages. 
Direct damages are those aff ecting fi xed assets and capital (including 
inventories), damages to raw materials and extractable natural 
resources, and injury and loss of life that are direct consequences of 
the disaster. Indirect damages refer to economic activity that will not 
take place due to the disaster—particularly lost production of goods 
and services. Indirect damages may be of a fi rst order (i.e., directly 
caused by the immediate impact) or of a higher order (i.e., caused 
by impacts that were themselves caused by the direct eff ects of the 

hazard). Higher-order impacts can be caused because postdisaster 
reconstruction diverts resources from the usual spending priorities 
(e.g., health, education, or alternative production).

These indirect costs are usually assessed by examining the overall 
performance of the economy—measured through relevant 
macroeconomic variables (e.g., GDP, fi scal accounts, consumption, 
investment). Measures of international exposure may also be of 
interest. Indirect costs can also be divided between the short run 
(up to several years) and the long run (typically considered to be at 
least 5 years, but sometimes also measured in decades).

Data on direct costs of Pacifi c disasters 

The Emergency Events Database (EMDAT) is the most frequently 
used source for disaster data. For the Pacifi c DMCs, EMDAT 
provides relatively little information and fails to capture much of the 
risk that Pacifi c DMCs face regularly because of natural hazards, so 
understates the Pacifi c DMCs’ exposure to disasters. Publications 
covering the Pacifi c, e.g., Pacifi c Islands Forum Secretariat (2009), 
among others, use the EMDAT data to summarize exposure to 
disasters over the past several decades. 

An alternative source of data is the Disaster Inventory System 
(DesInventar), which obtains data on Pacifi c disasters from the 
Secretariat of the Pacifi c Community’s Geosciences Division 
(SOPAC). This is a more comprehensive database as it includes 
high-frequency but lower-impact events that are not captured in 

Figure 1: Life-years lost per person
(1980–2012, average)
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EMDAT’s lists. For Pacifi c DMCs, such events represent a signifi cant 
portion of the overall fi scal burden of disasters and are major 
impediments to development in the region. In most, if not all, Pacifi c 
DMCs the annual fi scal allocation for emergency funding is fully 
consumed by high-frequency, lower-impact events. 

DesInventar data measures direct impact of disasters as a function 
of the number of people aff ected (mortality, morbidity) and 
fi nancial damages (to infrastructure, residential housing, etc.). 
Since the morbidity data is incomplete, we collected the data on 
mortality, people aff ected, and fi nancial damages as calculated 
by DesInventar. To measure the total direct burden of disasters 
in the Pacifi c over the past few decades, this brief aggregates data 
on the number of people harmed or killed and estimated fi nancial 
damages into a total number of life-years lost to disasters, using 
the methodology described in Noy (2014) and United Nations 
International Strategy for Disaster Reduction (UNISDR 2015). 
Estimates of the total number of life-years lost per capita in each 
Pacifi c DMC over the period 1980 to 2012 appear in Figure 1.

Based on the measure developed in Noy (2014), the Cook Islands 
and Tuvalu appear to be the countries most exposed to disaster risks, 
followed by Samoa, Tonga, Vanuatu, and Fiji. Countries that seem 
less exposed (at least in per capita terms) are the Northern Pacifi c 
countries and Papua New Guinea (PNG). However, compared with 
other regions, most Pacifi c DMCs are exposed to relatively high 
levels of disaster risk. Noy (2014) reports that the average life-years 
lost per person in low-income countries was 0.4 (about the level 
calculated for the Republic of the Marshall Islands), which is much 
lower than the exposure in the most vulnerable Pacifi c DMCs (e.g., 
1.8 in Samoa). 

Using a diff erent methodology, the World Risk Index ranks countries 
by their vulnerability to disaster impacts. Vanuatu, Tonga, Solomon 
Islands, Timor-Leste, and PNG are ranked in the top 15 most exposed 
countries (United Nations University Institute for Environment and 
Human Security 2014). 

However, it can be noted that DesInventar and SOPAC data likely 
include dissimilarities in reported risks across countries due to 
diff erences in data collection practices. For example, the data for 
Palau measures disaster risk only in terms of eff ects on morbidity 
(with no mortality or damage to physical assets), while data for 
Tuvalu only measures damage to physical assets (with little impact 
on people). In summary, the DesInventar and SOPAC data appear 
to be the best currently available, but are still subject to considerable 
measurement error.

Climate change and disaster risk

A 2012 report by the Intergovernmental Panel on Climate Change 
(IPCC) summarizes the scientifi c literature regarding the link 
between climate change and natural hazards. Expressing skepticism 
about the robustness of many predictions, particularly in the policy-
oriented literature and existing models of trends in catastrophic (i.e., 
high-damage, low-probability) hazards, the report concludes that 
“more frequent central equatorial Pacifi c El Niño events” (p. 119) are 
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likely. More frequent El Niño episodes means the Pacifi c region can 
expect more fl ooding and droughts in coming decades. 

The biggest climate change issue in the region is sea level rise. Some 
recent predictions suggest more alarming rises in sea level based on 
new information on glacial melting. In addition to posing ongoing 
hazards to low-lying areas—especially to atoll nations—rising 
sea levels will increase the damage caused by storm surges and 
tsunamis. An updated assessment reaching similar conclusions on 
the likely climate change impacts in the Pacifi c is provided by the 
Australian Bureau of Meteorology and CSIRO (2014).

Based on these assessments, it is clear that the Pacifi c region 
will face greater exposure to natural hazards in the future. This 
highlights the need to integrate disaster risk reduction (DRR) 
policies more closely with climate change policy at the national, 
regional, and local levels, as advocated in the Sendai Framework for 
Disaster Risk Reduction, 2015–2030. To this end, Pacifi c countries 
have been developing joint national action plans for disaster risk 
management (DRM) and climate change adaptation (Secretariat 
of the Pacifi c Regional Environment Programme 2013).

Fiscal impacts 

Resources that might be used for disaster risk reduction (from 
remittances, private donations, offi  cial development assistance 
[ODA], and government resources) generally become available 
only in the aftermath of catastrophic events. If resources are 
only available ex post, not much is available ex ante. Spending on 
preparedness is therefore clearly restricted.

Accurate estimates of the potential fi scal costs of disasters are 
important as they enable preplanning and improve assessments 
of the costs and benefi ts of preparedness, disaster risk reduction, 
adaptation, or recovery spending. On the expenditure side, the 
costs of publicly fi nanced reconstruction are often larger than 
the estimated value of damage to buildings, infrastructure, 
equipment, etc. Government resources must also be spent to 
provide emergency services and relief in the immediate aftermath 
of events—especially to remote areas.

The impact of disasters on public revenues has not been widely 
studied, even outside of the Pacifi c. Revenue sources for most Pacifi c 
DMCs are probably less sensitive to the level of domestic economic 
activity, and thus disasters, than higher-income countries. This is 
because most public sector revenues come from natural resources 
(oil and gas, timber, and fi shing licenses), import taxes and duties, 
and ODA. Although import taxes and duties typically decline after 
disasters due to duty-free importation of reconstruction-related 
materials, ODA may actually increase. 

Several Pacifi c DMCs have disaster contingency funds, but 
resources in these are generally insuffi  cient to cover even the 
regular costs of less extreme emergencies. Such funds represent a 
form of self-insurance, but are costly given Pacifi c DMCs’ generally 
high borrowing costs and often limited access to commercial 
loans. Further, given estimated returns on DRR activities, it would 
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be more productive to spend resources on DRR. Chile used funds 
from its sovereign wealth fund to pay for reconstruction following 
the February 2010 earthquake. Pacifi c DMCs with sovereign wealth 
funds could also consider using these resources to cover costs of 
catastrophic disaster recovery once rules for accessing these funds 
are determined. A few Pacifi c DMCs have already established 
procedures to use funds this way.

The World Bank (Global Facility for Disaster Reduction and 
Recovery 2015a) outlines three layers of risk that need to be 
addressed in disaster risk fi nancing to follow international best 
practice: (i)  high-frequency, low-impact disasters, e.g., annual 
fl ooding, to be covered by contingent budget allocations and 
national reserves (including disaster funds); (ii) less frequent but 
more severe events, to be covered by lines of contingent credit, 
ODA, and postdisaster external borrowing; and (iii) lowest-
frequency and highest-risk events, covered by disaster risk transfer 
(e.g., insurance, reinsurance, and similar fi nancial products).

Tsunami in Samoa: 29 September 2009. The Government 
of Samoa’s offi  cial account of the tsunami’s impacts included 
143 deaths, 4 missing persons, and at least 5,000 directly aff ected 
people (Government of Samoa 2010, pp. 12–14). The EMDAT 
estimated similar numbers of casualties and damages of $150 
million. The tsunami also caused signifi cant damages in American 
Samoa and Tonga. GFDRR (2015) concluded that direct and indirect 
damages amounted to about $120 million or 20% of Samoa’s 
annual GDP. Estimates from DesInventar—probably the most 
reliable—show 223 fatalities, 310 injured, 18 missing, about 30,000 
aff ected, and $49 million in direct damages. Samoa received $26.7 
million (just under 18.0% of the highest damage assessment) from 
development partners for tsunami reconstruction.

A recent evaluation by the Pacifi c Risk Assessment and Financing 
Initiative (PCRAFI) found that Samoa has a 1% probability of 
incurring $110 million in damage due to a tropical storm, earthquake, 
or tsunami each year. This compares to Samoa’s estimated ability 
to raise $20.5 million (equivalent to 9.0% of total government 
expenditure in FY2014—ended 30 June) for disaster response from 
its own resources (GFDRR 2015a).

Fortunately for Samoa, even if the assistance it has received has fallen 
short of estimated needs, adverse impacts on tourism (an important 
sector of the economy) were lower than initially expected. Although 
the tsunami led to fewer tourist arrivals from Australia in 2010, by 
a year after the tsunami, Australian arrivals had already exceeded 
pretsunami numbers.

Tropical Cyclone Evan in Fiji: 17–18 December 2012. Although 
no lives were lost due to the cyclone, total damage was valued at 
$108 million, and an estimated 60% of the population was aff ected. 
Estimated damages to Samoa were even greater. The government’s 
postdisaster needs assessment found damages were greatest in the 
agriculture (20%), hospitality (36%), and housing (26%) sectors 
(Government of Fiji 2013). An estimated 5% of the housing stock 
was damaged, and 1% was completely destroyed. The assessment 

estimated both damage to stocks and losses due to reduced 
economic activity resulting from the cyclone. The assessment found 
that 17% of the total damages and losses would ultimately be paid by 
the public sector.

The postdisaster needs assessment concluded that the recovery, 
reconstruction, and DRR needs associated with the cyclone event 
cost $77 million. EMDAT and DesInventar only estimated the 
direct damages to stocks (not losses of economic activity), so their 
numbers are smaller. The EMDAT fi gures show 2 fatalities, 8,400 
people aff ected, and damage valued at $8.4 million. DesInventar 
estimated $42 million in total damages.

The Fiji government collected the equivalent of about $278,000 
from public donations, $556,000 was allocated from the Prime 
Minister’s National Relief Fund, $3.9 million was reallocated from 
the national budget, and development partners and charitable 
organizations provided assistance of $5.0 million (in cash or in-
kind aid). This amounted to about $9.6 million—or 8.9% of the 
government’s damage assessment. 

UNISDR (2012) reported average damage of $50 million per year 
over a recent 10-year period in Fiji. This compared with Disaster 
Relief and Rehabilitation Fund resources—Fiji’s regular funding 
mechanism for disaster recovery—of only $11.1 million.

The cyclone’s impact on the tourism industry in Fiji—the most 
important foreign exchange earner for the economy—was substantial. 
While tourist numbers have reached new highs since the cyclone, it 
seems to have slowed the long-run tourism growth rate.

Tropical Cyclone Pam in Vanuatu: 13 March 2015. Cyclone Pam 
caused damage and losses in the order of 64% of GDP 
($450  million). As of mid June 2015, the United Nations (UN) 

Figure 2: Tourist departures from Australia to Samoa
(2000–2014)
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Financial Tracking Service recorded $35.3 million in disbursed aid 
(much of it in-kind) and an additional $5 million of promised but 
not yet disbursed aid being applied to disaster recovery eff orts. The 
UN Offi  ce for the Coordination of Human Aff airs, which typically 
handles disaster response, issued a request for $30 million support 
for Vanuatu’s post-Pam relief eff orts. The Vanuatu government’s 
Humanitarian Action Plan (1 May 2015) requested an additional 
$15 million in support. The Vanuatu government has also received 
$1.9 million from its PCRAFI insurance policy. Using its Rapid Credit 
Facility and Rapid Financing Instrument, the International Monetary 
Fund is projected to approve emergency assistance to the Vanuatu 
government of about $23.5 million in concessionary loans (interest 
of 0% and 1.05%, respectively). The Asian Development Bank 
approved initial assistance totaling $1 million from its Asia Pacifi c 
Disaster Response Fund for relief and initial reconstruction work.

Whatever the fi nal cost of the catastrophe turns out to be, it is likely 
that assistance fl ows will fall far short of reconstruction costs—
so recovery of the Vanuatu economy could be delayed. Because 
tourism amounted to 75% of Vanuatu’s exports, the country is 
especially vulnerable to a disaster that impacts the tourism industry 
(McKenzie et al. 2005).

PCRAFI and other fi nancial risk transfer tools

PCRAFI was established to cover the costs of the lowest-frequency 
and highest-damage events, and comprises two separate programs. 
With support from ADB and other partners, the fi rst program 
constructed very detailed risk profi les for each member country 
(i.e., all the ADB Pacifi c DMCs and Niue). These profi les assessed 
a country’s risks of earthquakes and tropical cyclones—namely, 
the likely frequency, intensity, and location of such events—and 
identifi ed the locations of people and assets that could be aff ected. 
Based on these data, the profi les estimated damages (including 
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emergency management and asset replacement costs) under 
various hazard scenarios. Since the private sector will likely be 
unable to supply these types of data on its own, the information 
arising from this initiative is seen to generate a better understanding 
of disaster risk at all levels for use in private and public markets.

The second program is a pilot insurance product that was launched 
in 2013 and is currently supported by the Government of Japan. 
Commercial reinsurers back the insurance contracts, and in the pilot 
program, premium subsidies are provided by the Government of 
Japan. Participating countries currently pay a premium of $40,000. 
Exact coverage is based on the participating country’s risk profi le, 
mentioned above; desired attachment point (i.e., the level of 
damages that would trigger a payment); and maximum payout for 
a single event. 

The insurance pool requires a minimum of fi ve countries (currently 
the Cook Islands, the Republic of the Marshall Islands, Samoa, 
Tonga, and Vanuatu). In 2014, the Cook Islands joined the pool as 
a full-paying member (as it is not eligible for ODA funding), while 
Solomon Islands decided to withdraw following two catastrophic 
events—the Honiara fl oods and an earthquake—that did not 
trigger payments under the scheme. Other Pacifi c DMCs that have 
expressed interest in joining the pool are Fiji, the Federated States of 
Micronesia, and Palau.

Conclusions

Constructing effi  cient and timely warning systems is in almost 
all cases clearly a desirable policy that is less controversial than 
any other intervention. The diffi  culty of developing an eff ective 
early warning system for tropical cyclones, storm surges, and 
tsunamis that also includes appropriate shelters should not be 
underestimated, however, especially the “last mile” to households 
in such a geographically challenging environment as the Pacifi c 
islands. The currently available research on the benefi t–cost ratios 
for many disaster risk mitigation and prevention interventions fi nds 
that benefi ts outstrip costs by large margins for most available early 
warning systems. For the Pacifi c DMCs, with their higher degree of 
manifest risk, these ratios are likely even higher (Shreve 2014).

In the past decade, the Pacifi c region has generally made progress 
in building government institutional capacity to manage disaster 
risk, even though there are concerns about the long-term retention 
of knowledge and skills in these institutions. Further developing 
capacity for DRM is necessary, but following the Sendai Framework, 
it is time to focus more on outcomes than on procedures and inputs. 
In terms of outcomes, the Pacifi c DMCs are still far from achieving 
their desired levels of resilience. 

In this regard, it seems that two issues are most pertinent. First is 
the need to reduce the direct physical impacts of disasters through 
more resilient infrastructure and improved early warning systems, 
the latter of which has been shown to be highly benefi cial relative 
to costs. While early warning systems clearly have high benefi t/
cost ratios, it  is less clear if that is also the case for nonessential 

Figure 3: Tourist arrivals in Fiji
(2009–2014)
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Disasters in the Pacifi c: An overview
infrastructure. However, it is clear that current incentives and 
available fi nancing do not suffi  ciently emphasize prevention and 
mitigation over postdisaster emergency assistance. Second is the 
need to increase the availability of funding for longer-term “build-
back-better” recovery, rather than just the emergency management 
of the immediate disaster aftermath. Maybe more importantly, this 
long-term resilient recovery should be preplanned before a disaster 
even strikes, and there appears to be very little of that preplanning 
occurring in the Pacifi c (and elsewhere).

It is for this second issue that fi nancial risk management tools 
become increasingly important. Initiatives like PCRAFI should thus 
be signifi cantly enlarged, and other insurance arrangements and 
risk transfer tools explored, particularly private sector insurance 
provision for private sector assets. Currently, the presence of 
insurance companies in most Pacifi c jurisdictions is very limited. 
Further, other funding mechanisms, such as contingent credit lines, 
should be developed in cooperation with development partners to 
prevent countries, regions, and households from falling back into 
poverty traps in the aftermath of catastrophic events.
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Vanuatu and Cyclone Pam: 
An update on fi scal, economic, and development impacts

Introduction

During March 2015, Tropical Cyclone Pam charted a course of 
destruction through the southwest Pacifi c. The eff ects of the storm 
were felt in Kiribati, Solomon Islands, and Tuvalu. But the greatest 
impact was in Vanuatu, many of whose islands were battered by the 
Category 5 system. 

It is still too early to know the full economic, fi scal, and developmental 
impacts of Cyclone Pam on Vanuatu. As data come to hand, they 
will add to existing literature on the economic impacts of disasters. 
Cross-country econometric studies have produced mixed and often 
contradictory fi ndings when examining the impacts of disasters. 
This is not unexpected given that disasters come in many forms 
and aff ect both economic sectors (e.g., agriculture and services) 
and geographic areas diff erently. Cyclone Pam was unique given the 
breadth of its impact, but even in this case, some islands in Vanuatu 
such as Santo were not severely aff ected. 

In this article, we provide an update on estimated fi scal, economic, 
and development impacts of the cyclone on Vanuatu. We 
commence by establishing projections for the Vanuatu economy 
before the onset of the storm and move on to an examination of 
the immediate and short-term impacts. We then consider the 
medium- to longer-term impacts of this event, including risks and 
opportunities associated with reconstruction eff orts whether by 
government or development partners. We conclude with some 
recommendations for the future.

Background

The Vanuatu government’s budget policy statement for 2015, 
prepared prior to Cyclone Pam, predicted economic growth of 5.3% 
in 2015 and 2016, which was expected to level out at 3.6% in 2017 
(Government of Vanuatu 2015a). ADB forecasts for 2015 were 
lower, at 4% growth, given concerns about capacity constraints 
(ADB 2014).

Much of the anticipated growth was linked to the expected 
implementation of signifi cant infrastructure projects including the 
Port Vila Urban Development Project and the construction of a 
multipurpose terminal building at the Port Vila wharf. The two other 
signifi cant pillars of the Vanuatu economy continue to be agriculture 
and tourism.

Although more than 70% of Vanuatu’s population is engaged in 
agriculture, whether for subsistence purposes and/or to generate 
a cash income, there are relatively few formal jobs in this sector 
(approximately 5,000 for a population of around 270,000). 
Agriculture has long been neglected in Vanuatu in terms of 
government expenditure, and the 2015 budget intended to start 
addressing this by increasing the allocations to relevant agencies 
with particular focus on improving extension and outreach services.

The Reserve Bank of Vanuatu, in its quarterly economic review for 
the quarter ending December 2014, predicted growth of 2.4% in the 
agriculture sector for the period 2014 to 2016. Table 1 shows the 
change in value of four of the most signifi cant exports as compared 
with the fourth quarter of 2013. 

Table 1: Indicative agricultural exports for Q4 of 2014

Export commodity

Estimated value 
of exports in Q4 

of 2014 ($)
% change over Q4 

of 2013

Copra 839,415 –81.6

Coconut oil 3,574,839  77.4

Kava 2,339,688   5.1

Beef 1,085,758  14.7

Source: Reserve Bank of Vanuatu.

Tourism is the most signifi cant economic sector in terms of job 
creation, with the majority of those opportunities located in 
Port Vila. The importance of tourism has risen in the last decade. 
Tourism expenditure as a percentage of GDP has increased from 
26% in 2002 to 33% in 2010. Tourism has also driven growth in 
the infrastructure and agriculture sectors, leading the World Travel 
and Tourism Council to estimate that tourism contributes 64.8% 
to Vanuatu’s GDP, both directly and indirectly (World Travel and 
Tourism Council 2014). 

However, there are signs that tourism growth has slowed in recent 
years. Total visitor arrivals declined in 2014 as compared with 2013 
(Table 2). In the fi rst 2 months of 2015, accommodation providers 
in Port Vila reported that forward bookings for the middle of the 
year (traditionally a peak period) were the lowest they had been for 
a number of years.

Table 2: Comparison of visitor arrivals to Vanuatu, 
2013–2014

2013 2014 % change

Air arrivals 110,045 108,656 –1.3

Cruise ship arrivals 233,097 220,205 –5.5

Total arrivals 343,142 328,861 –4.2

Source: Vanuatu National Statistics Office.
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Immediate and short-term impacts

Tropical Cyclone Pam is the largest cyclone ever to have hit 
Vanuatu and is one of the most severe storms experienced in 
the Pacifi c. It directly aff ected 22 of the 63 inhabited islands, 
destroying and damaging housing, crops, businesses, and critical 
public infrastructure including schools, medical facilities, roads, and 
bridges. The offi  cial death toll of 11 is astonishingly low given the 
strength of the cyclone and its widespread impact. This is a credit 
to both the disaster preparedness of the Vanuatu government and 
the resilience of Ni-Vanuatu, who have long been accustomed to 
cyclonic activity.

The most immediate need in the aftermath of Cyclone Pam was 
for a humanitarian response to address needs for water, shelter, 
and food. The government of Vanuatu and the UN Offi  ce for the 
Coordination of Humanitarian Aff airs launched a fl ash appeal to 
raise funds to provide humanitarian assistance for a 3-month period 
until the end of June. Subsequently, a humanitarian action plan to 
run until the end of July was prepared and the combined requested 
funding is $38 million.

Given the importance of subsistence agriculture to the population of 
Vanuatu, food security has been a matter of great importance in the 
immediate and short term. The government has led the distribution 
of food aid, largely in the form of rice, tinned fi sh, noodles, and 
high-energy biscuits, with the assistance of humanitarian partners 
including the World Food Program. With each issue of food aid, rural 
communities have received seeds, seedlings, and gardening tools 
so that food gardens could be reestablished as soon as possible. 
On 1 June the government launched the Urban Gardens project to 
promote the use of state land and undeveloped leased land as food 
gardens for a 12-month period in recognition of the need to address 
urban food security issues (Newton Cain 2015).

It became very clear very quickly that the logistical implications 
and associated costs associated with meeting the humanitarian 
needs are many and varied. In the very early stages of the response, 
these diffi  culties were exacerbated by a lack of communications, 
particularly with rural and remote areas. There was no shortage 
of off ers of help from near and far, from governments, NGOs, 
the private sector, and others. From the start, the government of 
Vanuatu made it clear that it intended to lead the response (and 
subsequent activities related to recovery), and this caused some 
tension between the government and NGOs. A number of senior 
offi  cials were seconded to work within and with the National Disaster 
Management Offi  ce on aid distribution, placing additional strain on 
a small bureaucracy with limited across-the-board capacity.

In the immediate aftermath and as a way of promoting early recovery 
eff orts, the government made a number of decisions with fi scal and 
economic implications. 

They were:

(i) waiver of VAT and duty on imported seeds, gardening tools, 
and building materials;

Vanuatu and Cyclone Pam: An update
(ii) release of $9,124 to each of the country’s 52 members of 

Parliament (i.e., a doubling of the constituency allowance for 
2015); and

(iii) direction to the Vanuatu National Provident Fund (the 
national pension fund) to facilitate members to withdraw 
20% of their retirement accounts to fund rebuilding and/or 
livelihood restoration.

These measures supported households in the aftermath of the 
cyclone. However, they also adversely aff ected the fi scal position 
of the government, which is under considerable pressure (and is 
likely to remain so for some time) given the expected downturn 
in two of the most signifi cant sectors, agriculture and tourism, as a 
consequence of the cyclone. During the recent extraordinary sitting 
of Parliament, a supplementary budget of $437,956 was approved.

Government estimates of economic growth in Vanuatu have 
been modifi ed considerably to take into account the eff ects of 
Cyclone Pam. Figure 1 shows economic growth estimates both prior 
to and after the passage of Cyclone Pam. In its postdisaster needs 
assessment, the Government of Vanuatu estimates that Cyclone 
Pam had a substantial negative impact on GDP, but the impact 
will be mitigated to some extent by economic activity associated 
with recovery and reconstruction. Growth in 2015 is now projected 
at 1.4% (Government of Vanuatu 2015b). This is 3.2% lower than 
expectations prior to Cyclone Pam, but higher than initial forecasts 
in the immediate aftermath of the cyclone (a preliminary assessment 
by ADB projected a contraction of –0.5%, and the recent IMF 
Article IV Consultation projects growth of –2.0%).

Figure 1: Impact of Cyclone Pam on projected GDP growth 
in Vanuatu
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Economic activity is expected to rebound in 2016 due to 
reconstruction and recovery activity, as well as the commencement 
of a number of large infrastructure projects conceived prior to 
Cyclone Pam. The government’s postdisaster needs assessment 
predicts GDP growth of 10.3% in 2016. It should be noted that 
this estimate is aff ected by the availability of fi nance and capacity 
constraints and is therefore subject to a high degree of uncertainty. 
ADB estimates made in the initial aftermath of Cyclone Pam 
predicted signifi cantly lower growth of 4%. The recent IMF Article IV 
Consultation projects growth of 5% in 2016.

Future growth rates will depend on how quickly tourism recovers. 
This sector is of particular concern, given its overwhelming 
importance to the economy as a whole. While cruise ship calls 
resumed in a short space of time, a number of properties in and 
around Port Vila had to close for repairs and both Air Vanuatu and 
Virgin Australia reduced their fl ight schedules, refl ecting a drop 
in demand. Many properties have now reopened, but two of the 
biggest will be closed until the end of 2015. 

Experience in other countries suggests that there is reputational 
damage associated with large-scale disasters such as Cyclone Pam, 
and that it can take years for the tourism sector to fully recover 
from such events. This stresses the importance of a new campaign 
promoting Vanuatu as a holiday destination in the largest source 
markets (Australia, New Zealand, and New Caledonia). Vanuatu’s 
most signifi cant competitor in the tourism market, Fiji, is likely to 
benefi t from the expected downturn in Vanuatu in the meantime 
(Figure 2 shows the substitution eff ect between these two 
destinations).

Medium- to longer-term outlook

As Vanuatu moves from the humanitarian response stage to 
recovery and reconstruction, the enormity of the task has become 
apparent. Again, experience from elsewhere may give some 
indication about how this event could aff ect economic activity and 
growth in Vanuatu. Loayza et al. (2009) determined that a “typical” 
(median) disaster has a negative impact on medium-term future 
economic growth, although the eff ects vary according to the type 
of disaster experienced and the sector under consideration. In some 
cases, disasters are found to have positive economic impacts, such 
as where the industrial sector increases output further after fl oods, 
earthquakes, and storms (including cyclones)—no doubt as a result 
of subsequent reconstruction activities. However, this should not be 
equated with economic welfare or well-being. 

In Vanuatu, household spending on rebuilding and rehabilitation 
is already making it diffi  cult for families to maintain or increase 
investment in nonrecovery activities such as education (Dornan and 
Newton Cain 2015a). The economic literature suggests that severe 
disasters such as Cyclone Pam have eff ects that are considerably 
more pronounced than ‘median’ disasters. In these cases, there is a 
clear negative impact on future GDP and future output in agricultural, 
industrial, and service sectors. The extent of these impacts depends 
on a range of factors. Cavallo and Noy (2010) found after reviewing 
the literature that the medium- to longer-term economic impacts 

are aff ected by a country’s “ability to mobilize signifi cant funding for 
reconstruction.” They argue that, as a result, poor countries suff er 
more in the medium and longer term owing to disasters.

The Vanuatu government’s postdisaster needs assessment, 
prepared with support from development partners, notes that the 
economic value of the impacts of Cyclone Pam amounts to $449.4 
million (Government of Vanuatu 2015b). This equates to 64.1% 
of GDP (based on the 2013 fi gures). By comparison, the costs of 
reconstruction in Samoa after Cyclone Evan in 2012 equated to 
30% of GDP. The assessment report cautions that the estimates 
of damage and loss are likely to be underestimates as a result of 
limitations to the data that were available at the time. Table  3 
provides more detail as to damage and loss in selected sectors 
of the Vanuatu economy, as reported in the postdisaster needs 
assessment.

In terms of estimated recovery costs, the postdisaster needs 
assessment is equally sobering. The total estimated cost of recovery 
over a 4-year period is $328.2 million (43.3% of GDP), with 52% of 
this relating to the public sector.

These costs are far beyond the government’s ability to meet 
from domestic revenue even without the extra pressures on the 
current account referred to earlier. The need for external funding 
is undeniable. The previous Council of Ministers was considering 
a 2-year reconstruction and recovery plan that will set out the 
priorities for reconstruction and rehabilitation of public assets 
such as schools and health facilities. We have yet to see how this 
will progress given the change of government on 12 June. There has 
already been recognition that there will need to be prioritization 
of which assets are to be replaced and/or repaired. Managing 
community and political expectations is likely to prove tricky, not 
least because the country will go to general elections in 2016. 

Figure 2: Comparison of visitor arrivals to Fiji and Vanuatu
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There are a number of ways that this work will be fi nanced. While 
a surge in aid will cover some of the reconstruction costs, previous 
experience from around the world indicates that it will fall well short 
of what is required (Becerra, Cavallo, and Noy 2012). Closer to 
home, past disasters in Vanuatu (three cyclones during 1985) and 
Samoa (Cyclone Evan in 2012) generated an increase in aid that 
amounted to around 5% of GDP, well short of what was required 
(Dornan and Newton Cain 2015a).

Development partners, in providing support, should be striving to 
harmonize their processes and absorb more of the transaction costs 
involved in getting projects approved. The Vanuatu government 
has become increasingly vocal about the need for donors to use 
government systems since Cyclone Pam. With an infl ow of large sums 
of aid, there is a real risk that parallel systems will be created, and that 
the best and brightest Ni-Vanuatu will seek employment with donor 
agencies and/or NGOs at the expense of government institutions.

Use of government systems is low in Vanuatu, partly due to donor 
perceptions of poor governance, and partly due to limited capacity 
in line areas of government that could otherwise implement donor-
funded projects. In 2010, less than 30% of aid provided to Vanuatu 
was directed through government mechanisms (Vanuatu Peer 
Review Team 2010). It is in this context that the previous prime 
minister has specifi cally requested budget support, and has asked 
that development partners make greater use of government systems 
and processes. 

The Vanuatu government will also need to borrow funds for 
reconstruction, as did the Government of Samoa after Cyclone Evan. 

Vanuatu and Cyclone Pam: An update

Access to fi nance for reconstruction is an essential element of 
recovery, and one that infl uences the severity of the economic 
impacts of a disaster (Cavallo and Noy 2010). Vanuatu is currently in a 
sound fi scal position, with public debt equivalent to only 21% of GDP, 
well below the 40% threshold recommended by the International 
Monetary Fund. On the face of it, the Vanuatu government is in 
a position to borrow money for reconstruction. However, closer 
inspection reveals a somewhat diff erent story. It currently has a 
signifi cant pipeline of infrastructure investments forecast, which is to 
be funded through a combination of grants and concessional loans 
from donors. These projects would result in a considerable increase 
in public debt (Figure 3).

It would be preferable to cancel or postpone some of these projects 
in order to provide greater fl exibility for borrowing to fi nance 
reconstruction. However, the political realities are likely to make that 
very diffi  cult (Dornan and Newton Cain 2015a). Debt management 
is therefore going to be a crucial element in Vanuatu’s longer-
term recovery, with careful attention required to what projects are 
approved and on what terms. This will also need to be an important 
concern among development partners.

Conclusions and recommendations

Vanuatu faces signifi cant challenges as it seeks to rebuild and 
recover from Cyclone Pam. The recovery of the tourism sector will 
be a crucial determinant of Vanuatu’s medium-term economic 
prospects. A proactive strategy to rebuild the sector is needed, 
including promotional activities that have in the past received 
limited government attention and funding. As part of “building back 

Table 3: Estimates of economic value of impact on selected sectors of the Vanuatu economy

Disaster eff ects ($ million) Share of disaster eff ects (%)

Damage Losses Total Private Public

Productive sectors 78.9 96.3 175.2 98.0 2.0

Agriculture 13.2 43.0 56.1 93.0 7.0

Commerce and industry 11.1 19.9 31.0 100.0 0.0

Tourism 54.7 33.4 88.1 100.0 0.0

Social sectors 132.7 5.8 138.6 67.0 33.0

Housing (private) 87.5 40.7 128.2 100.0 0.0

Education 36.2 0.7 36.9 0.0 100.0

Infrastructure sectors 59.3 27.1 86.3 51.0 49.0

Transport 27.9 19.8 47.7 43.0 57.0

Communication 20.9 3.6 24.5 67.0 33.0

TOTAL 270.9 178.5 449.4 69.0 31.0

Notes: Damage (or direct impacts) refers to the economic and financial impacts resulting from damaged infrastructure and physical assets. Losses (or indirect 
impacts) refers to economic and financial impacts resulting from changes in economic activities, such as reduced tourism numbers or higher prices for certain 
inputs to production. Exchange rate used is $1 = 108.04 vatu.
Source: Government of Vanuatu. 2015c. Budget Policy Statement 2016. Port Vila.
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better,” eff orts will need to extend beyond Port Vila to ensure that all 
communities aff ected by the cyclone benefi t (Dornan and Newton 
Cain 2015b). The reconstruction of infrastructure linking these 
communities to Port Vila should be a priority for the same reason. 

Access to fi nance and the way in which capacity constraints 
are managed will also be important. Both have the potential 
to undermine reconstruction and recovery activities—a point 
emphasized in the economic literature on disasters. Damage from 
Cyclone Pam, estimated at the equivalent of 64.1% of GDP, means 
that very signifi cant funding is required for reconstruction. The 
government will be expected to fi nance over half of this amount, 
both for repair of government infrastructure and services and in 
support of private sector recovery eff orts. 

Development partners can be expected to, and are already, assisting 
with this eff ort. However, development assistance is unlikely to fund 
more than a modest proportion of the total expenditure required. 
This highlights the importance of ensuring that assistance is well 
targeted, with partners coordinating their assistance and working 
closely with the Vanuatu government—measures also important for 
management of capacity constraints. 

The Government of Vanuatu will also need to borrow to fund the 
reconstruction and recovery eff ort. It is currently in a position to 
do so; however, a pipeline of new infrastructure partially funded 
through concessional loans means that care will need to be taken 
to avoid excessive borrowing. The terms of new debt will need to be 
scrutinized closely to ensure that the quality of future loans is given 
due consideration. Prioritization of infrastructure projects will also 
be required. There is no doubt that this will be politically challenging. 
The resilience shown by Ni-Vanuatu in recent months, together 
with a commendable response by the Vanuatu government, should 
nevertheless be cause for optimism.

Lead authors: Matthew Dornan, Development Policy Centre, 
Australian National University, and Tess Newton Cain, 
Visiting Fellow to the Development Policy Centre 
(based in Vanuatu).
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ADB’s Pacifi c operations and disaster risk reduction

In March 2015, Cyclone Pam—described as the worst disaster 
to ever hit the Pacifi c islands, with winds of up to 250 kilometers 
per hour—devastated Vanuatu. A related storm surge in Tuvalu 
displaced 45% of its residents, prompting the government to 
declare a state of emergency. Torrential rainfall also occurred in 
Solomon Islands, and storm surges damaged coastal infrastructure 
in Kiribati. An estimated 90% of Vanuatu’s buildings were 
damaged by the cyclone, and telecommunications and water 
services disrupted. This raises the disturbing question of whether 
Cyclone Pam was an exceptional event or are Category 5 cyclones 
the new norm.

Pacifi c economies are among the most vulnerable to natural 
hazards in the world. Of the top 30 countries experiencing losses 
from disasters (in proportion to GDP), 10 are in the Pacifi c. They 
experience 2.3% of the world’s disasters but make up only 0.1% of 
the world’s population (Bonte and Cook 2013). Since 1950, extreme 
natural events have aff ected more than 9.2 million people in the 
Pacifi c, with tropical cyclones being the major cause of loss and 
damage.

Pacifi c economies are small and undiversifi ed, so negative shocks 
can have large impacts. Initial estimates suggest the immediate cost 
of Cyclone Pam on Vanuatu’s economy will be devastating, with 
damage and loss equivalent to 64% of GDP. Similarly, in December 
2012, a Category 4 cyclone, Evan, hit Samoa destroying houses, 
tourist facilities, infrastructure, and crops. The cost of damage and 
loss was estimated to be the equivalent of 28% of GDP. The storm 
followed a 2009 tsunami, which displaced 3,500 people and also 
caused damage and loss equivalent to more than one-quarter of 
GDP. A tropical depression caused heavy fl ooding in Solomon 
Islands in 2014, with an estimated cost equivalent to 9.2% of GDP 
(Government of Solomon Islands 2014). While the cost can be 
measured in terms of assets damaged, little is known about the 
longer-term impacts of disasters on economic outcomes.

The impact of cyclones on long-run growth may be higher than initially 
thought. A recent study suggests that among countries aff ected by 
cyclones, a one standard deviation increase in wind speed reduces 
long-run per capita incomes by 3.6%, and a catastrophic cyclone can 
reduce per capita incomes by 7.4% 20 years later. These permanent 
losses accumulate, causing annual average income per capita growth 
rates to be 1.0%–7.5% lower than for “cyclone-free” countries (Hsiang 
and Jina 2014). In very simple terms, cyclones and other hazards can 
reverse Pacifi c development so investment in disaster risk reduction 
could have high payoff s. However, investment in global disaster risk 
reduction accounted for only 0.6% of international assistance from 
1991 to 2010 (Benson 2014). 

The increasing frequency of fl oods and storms, as demonstrated 
by the scale of recent losses in Vanuatu, Samoa, and Solomon 

Islands, may be linked to climate change. Increased investment 
in disaster risk reduction, such as climate proofi ng infrastructure, 
fl ood protection, and early warning systems that reduce risk, may 
therefore be essential for raising a country’s future income stream 
and sustaining growth.

Climate change

In 2011, the Australian Bureau of Meteorology and CSIRO 
described future climate change in terms of increases in sea surface 
temperatures, changes in rainfall patterns, and sea level rise. They 
found that risks arise through the potential for drought or fl oods 
(with fl ow on eff ects, such as on food security), potential increase 
in intensity and shift in location of tropical cyclones, and sea level 
rise (aff ecting coastal and low-lying settlements and infrastructure). 
High atmospheric carbon dioxide concentrations will raise the acidity 
of seawater (ocean acidifi cation), potentially threatening fragile reef 
systems (Australian Bureau of Meteorology and CSIRO 2011).

Pacifi c economies are highly vulnerable to climate change. Small land 
masses, high ratios of shoreline to land area, remoteness in a vast 
ocean, and susceptibility to natural hazards implies an amplifi cation 
of existing vulnerabilities when these are coupled with projected 
long-term climate change. At one extreme are unpredictable 
geophysical hazards such as volcanic eruptions and tsunamis, and 
at the other are risks posed by increasing mean temperatures and 
rising sea levels. 

ADB has been scaling up its activities to promote climate change 
adaptation and disaster risk reduction at both country and 
regional levels (IED 2013). ADB’s approach is to provide increased 

Figure 1: Eff ects of shocks on per capita incomes
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fi nancial and technical support to Pacifi c countries for measures 
that will support economic growth in the face of climate change, 
and facilitate  access to fi nancing for building climate resiliency 
and promoting clean energy. In 2009, ADB’s Climate Change 
Implementation Plan proposed a scaling up of climate change 
adaptation eff orts along with coordinated and harmonized 
responses with other development partners. The proportion of 
approved loan and grant operations supporting the environment 
rose sharply from 17% in 2006–2009 to 40% in 2010–2013. 
The plan also proposed capacity development to enable Pacifi c 
countries to respond to climate change.

The Climate Change Implementation Plan was followed by 
the Pacifi c Climate Change Program 2010, aimed at improving 
resilience to climate change by mainstreaming adaptation in 
policies, plans, programs, and projects as well as by improving 
access to fi nancing for climate proofi ng. Mainstreaming and 
integration of climate change adaptation, including assessment 
and planning tools, continues to be a work in progress at all levels of 
planning, budgeting, and implementation, as are eff orts to develop 
capacity to translate such plans and programs into viable climate 
change interventions.

Work in the Pacifi c indicates that countries and development 
partners have a good appreciation of the potential for adaptation 
and the measures necessary to adapt to climate and disaster risks. 
A good example of climate change mainstreaming is the Avatiu 
Port Project in the Cook Islands. Design for climate change was 
incorporated by allowing for raising of the port in the event of 
future sea level rise and more extreme events. During the project, 
alternative funding for the adaptation elements was sought and 
granted under ADB’s Climate Change Fund. Extensive investigations 
of the impact of climate change on wave conditions and sea level 
were undertaken. From a strategic perspective, climate change 
and disaster risk management were also key considerations in the 
National Infrastructure Investment Plan recently prepared in the 
Cook Islands, and facilitated by the Pacifi c Regional Infrastructure 
Facility.

Since most projects leave determination of climate change-
related measures and requirements to the detailed design or 
preconstruction stages, economic analysis considering scenarios 
with and without climate change interventions is not usually 
possible. For instance, an assessment of risk in the Palau Koror–
Airai Sanitation Project, makes limited reference to climate 
change adaptation or disaster risk management, which are critical 
risks considering the focus of the project. ADB now requires 
that all projects be screened for climate change and disaster risk 
implications during project preparation and design.

ADB is supporting measures to improve climate resilience in Tonga 
using an innovative trust fund model that aims to encourage and 
support community initiatives (ADB 2013b). Tonga was the fi rst 
Pacifi c economy to develop a multisector strategy, which recognizes 
that the cross-cutting nature of work in climate change adaptation 
in island economies poses considerable challenges for institutional 
and development partner coordination. The project addresses 

constraints to development of institutional capacity to identify, 
design, and implement climate adaptation practices, and fi nances 
a range of least-cost, locally appropriate solutions for climate 
resilience. It also engages civil society and local communities in the 
identifi cation and implementation of climate-resilient investments.

Nevertheless, project preparatory technical assistance resources 
often appear to budget insuffi  cient resources for detailed climate 
change impact, vulnerability, risk, and adaptation assessments; 
or to inadequately defi ne indicators of how the project enhances 
resilience for monitoring and evaluation. It also appears that 
some ADB interventions related to climate change in the Pacifi c 
will be diffi  cult to evaluate because the details of the project 
components and measures addressing climate change mitigation 
and adaptation are left to the project’s detailed design stage. As a 
result, stakeholders often lack adequate details needed to engage 
in consultations on project design and implementation issues 
related to climate change. 

Compared with early project documentation, climate change issues 
are now more fully taken into account in infrastructure projects. 
Nevertheless, ADB’s Independent Evaluation Department found 
that Pacifi c climate-change-related interventions should articulate 
the following:

(i) the climate change impact and/or vulnerability context, 
the intent to address climate change impacts and risks via 
adaptation measures, and specifi c project activities designed 
to achieve climate resilience;

(ii) cost estimates of adaptation measures;

(iii)  the form of climate-change-related assessments undertaken 
and the costs for undertaking such assessments, regardless 
of whether the adaptation measures are eventually adopted 
or implemented (at least two costs of climate change need to 
be articulated here: the cost of climate change assessment—
especially when it is signifi cant and regardless of the eventual 
recommendation—and the cost of implementing adaptation 
measures);

(iv) whether a more detailed climate risk assessment is intended 
or expected during the detailed design and implementation 
that may signifi cantly impact project costs or the scope of 
work, including probable cost implications and the likelihood 
of project cost contingencies suffi  ciently covering such 
additional costs;

(v) whether existing design standards and considerations 
(whether national design standards or basic good engineering 
design) already address probable climate change impacts; 

(vi) climate-change-related indicators to be monitored in the 
design and monitoring framework; and 

(vii) stakeholder participation envisioned in project design and 
implementation (crucial for adaptation projects).

ADB’s Pacifi c operations and disaster risk reduction
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Building resilience

Building resilience to natural hazards and economic shocks is 
arguably the greatest challenge confronting Pacifi c economies. 
Investments in climate change and disaster risk management 
would in some cases be mutually reinforcing while also supporting 
economic growth. Exposure to such exogenous shocks is a major 
reason why growth in the region lags behind the rest of the world. 
Governments and development partners have important roles to 
play in managing these risks (World Bank 2014), and key actions 
would need to include the following:

Restore and protect natural barriers to disaster risks. Climate 
change is not the only threat to environmentally sustainable 
growth. Population growth, combined with unsustainable patterns 
of consumption and production, have eroded fragile ecosystems, 
resulting in the loss of mangrove forests, coral reefs, fi sh stocks, 
hardwood forests, and freshwater sources. Mangroves and coral 
reefs play a vital shoreline protection role for small islands and atolls, 
regulating coastal erosion and reducing the impacts of cyclones and 
storm surges. They are also crucial for fi sheries and food security. 
Restoring, protecting, and managing these natural assets (i.e., 
investment in risk reduction) is an important component of climate 
change adaptation. Working directly with communities to protect 
and restore natural assets would also promote livelihood resilience, 
while also supporting longer-term economic growth.

Support good governance and prudent economic management. 
Good governance and prudent economic management play an 
important role in managing risk. Greater coordination between 
government bodies responsible for planning infrastructure provision, 
land use planning, and building codes and those responsible for 
disaster risk management and climate adaptation would also help 
to ensure risks are considered in urban planning and infrastructure 
development.

Include risks in development strategies, projects, and programs. 
Development partners need to factor risks into their development 
strategies and projects. This means ensuring that infrastructure is 
resilient to disasters and climate change, and that development 
interventions strengthen resilience. 

Support selective investments in safety nets. Limited access to 
private insurance and state-provided social protection means that 
the burden of disasters falls on households. Without access to social 
protection, households are likely to resort to coping strategies that 
result in reduced welfare over the longer term (e.g., withdrawing 
children from school). Governments and development partners 
should consider selective investments in safety nets, especially to 
protect investments in human capital. 

Increase opportunities for education and migration. Through 
supporting household incomes, consumption, and investment in 
education, remittances play a role in building resilience. They also 
act like insurance; for instance, after the 2009 tsunami in Samoa, 
remittances increased well above their historic levels. Reducing 
barriers to the movement of labor across Pacifi c countries and 
between the Pacifi c and neighboring countries would provide 
greater opportunities for overseas employment.

Lead author: Joanne Asquith, senior evaluation specialist, 
Independent Evaluation Department, ADB.
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Reconstructing accountability after disasters

Call for a new perspective: 
Make disaster recovery a reporting entity

Disasters cause damage beyond the capacity of societies to recover 
by themselves. They damage civil government and authority, and 
thus damage public accountability. In the immediate response to 
disaster after disaster, basic principles of public accountability are 
avoided in the rush to save lives and provide relief, and accountability 
becomes diff used. Reconstruction of accountability needs to start 
immediately in order to maintain public trust. 

Due to their location, Pacifi c economies are highly exposed to risks 
in the form of cyclones, droughts, earthquakes, fl oods, ocean surges, 
tsunamis, and volcanic eruptions. The United Nations University’s 
World Risk Index (2015) ranks Vanuatu as the country at the highest 
risk of experiencing a disaster or extreme natural event. This was 
illustrated by the devastation brought about by Cyclone Pam in 
March 2015. Four other Pacifi c economies—Tonga (3rd), Solomon 
Islands (6th), PNG (10th), and Timor-Leste (11th)—are included 
among the 15 most at risk. 

Reconstructing accountability needs to be based on clear principles 
set out beforehand, so that it will align with evolving conditions and 
agreements on who is responsible for what, who has authority for 
what, and the terms of cooperation. 

When all parties in relief and recovery (Figure 1) recognize a shared 
accountability, they become part of a community that is committed 
to relief and ultimately recovery. They should become a reporting 
entity that is developed cooperatively as stakeholders create and 
implement their plans, and as their involvement changes. This system 
should be highly dynamic and responsive; address postdisaster 
government dysfunction, capacity constraints, community trauma, 
resource scarcities, agency competition, and security risks; and 
continue until it achieves overall recovery.

Strong accountability mechanisms should lead to better planning, 
budgeting, and coordination. They can also lead to more eff ective 
political oversight and greater assurance that eff orts will continue 
until recovery is fully achieved.

Reporting entities and accountability

Under a UN resolution, each state is responsible for “the initiation, 
organization, coordination, and implementation of humanitarian 
assistance within its territory” (UN 1991). By implication, national 
governments are accountable for disaster recovery—that is, they 
are obliged to account for humanitarian assistance, to accept 
responsibility for it, and to disclose the results in a transparent 
manner. But with so many parties and so many uncertainties, this 
obliges them to account for activity way beyond their knowledge 
and command.

Where an external party is involved in disaster response, 
international accounting standards require it to become a reporting 
entity. It should disclose its performance and use of funds in reports 
that are audited, thereby allowing public review and discussion. 

Following the lead of the humanitarian aid community, most 
organizations involved in disaster recovery now argue that fi eld 
agencies should be publicly accountable to the communities they 
aid, in addition to their accountability to home offi  ces. This helps to 
assure that each party fulfi lls its contribution, but it fails to address 
the big picture of the national interest—to assure funding and 
response to all needs until recovery. 

National disaster management authorities that are given the job 
of overseeing relief and recovery mostly endeavor to report on 
activities of all parties involved in disaster recovery, but this only 
provides a partial assessment of shared accountability. 

The literature on shared accountability is extensive, illustrating 
its problematic nature. According to a UN report, sharing 
accountability demands management of tensions that arise when 
the diff erent parties have diff erent interests, obligations, and 
lines of accountability, and where reports tend to focus on the 
expectations of home offi  ces or headquarters rather than on honest 
accountability of performance on site (Edwards 2011). In a disaster, 
tension is created also by people’s response to their circumstances 
and uncertainties, lack of information, diffi  culties in communications 
and logistics, and delays between action and reporting. 

Aceh-Nias 

In December 2004, Aceh was hit by a massive earthquake. Jusuf 
Kalla, the vice president of Indonesia, immediately fl ew to North 
Sumatra to oversee relief operations.

This article is derived from ADB. 2015. Reconstructing Accountability 
after Major Disasters. Governance Briefs No. 22. www.adb.org/publications/
reconstructing-accountability-after-major-disasters

Figure 1: Sharing accountability
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Reconstructing accountability after disasters
Within a month, discussion turned to “reconstruction.” Sri Mulyani 
Indrawati, then minister for development planning, announced 
that she wanted all aid to be “on budget.” As major bilateral 
donors refused, she prioritized assistance over demanding donor 
collaboration to support the implementation of the government’s 
new system of accountability.

In February 2005, the Government of Indonesia set up teams 
to draft parts of the reconstruction plan that was presented at a 
national workshop the following March. One team from Aceh 
proposed consolidated fi nancial reporting in lieu of on-budget 
funding as the basis for accounting for restored assets, which 
would be registered in a database that would link the budgets of 
donors, the government, and fi nal recipients. The proposal was 
not adopted. Instead, the government adopted a “reconstruction 
blueprint” containing more than 1,200 pages of reconstruction 
tasks. The blueprint quickly became outdated as more information 
became available, but nonetheless remained the offi  cial basis for 
accountability.

The Aceh–Nias reconstruction agency (BRR) was established 
in May 2005 to coordinate reconstruction. It received funds for 
approximately a third of reconstruction costs, making it both 
coordinator and main player. Over the next 4 years, each year 
started with a rush for tenders, pushing infl ation by creating surges 
of demand, and ended in a rush to complete works, risking quality 
and compromising fi duciary responsibilities. BRR requested greater 
fl exibility as it prepared repeated budget revisions to cope with 
changing information and programs of partner agencies. 

It created a system for disaster reconstruction reporting of shared 
accountability. Its reports were prepared with wide donor support 
and presented at public meetings, calling for further commitment 
of aid where it was needed. It took several years of continuous 
improvement before the reports represented an accurate record of 
performance. This strong, unoffi  cial accountability system revealed 
what went wrong and also recorded achievements, making it 
possible to expedite and assure disaster recovery. 

But after BRR ceased operations, the reports stopped. It took the 
formal system another 5 years to register the new assets created. 
Questions regarding the extent to which the community and 
economy of Aceh have recovered and whether assets created have 
been used eff ectively are impossible to answer in the absence of any 
organization overseeing ongoing accountability. 

The Pacifi c context

Given their unique features and challenges, Pacifi c economies have 
extensive experience in development partner coordination and 
systems of shared accountability. Development partners have a 
long-term relationship with Pacifi c economies, and have provided 
considerable assistance in the aftermath of frequent disasters. 

Direct budget support has been used to assist recovery from recent 
major disasters. In addition to reconstruction and recovery projects, 
ADB, the World Bank, and other development partners provided 
direct support to Samoa’s budget in the aftermath of the September 
2009 tsunami (Haque 2011) Samoa’s prior success in undertaking 

reforms to promote good governance and sound fi scal management 
strengthened government capacity and accountability, which in turn 
facilitated the translation of external resources into swift economic 
recovery. The importance of effi  cient recovery mechanisms has 
been emphasized by Cyclone Evan, which hit Samoa in December 
2012 and caused losses of a similar magnitude (equivalent to 
25%–30% of GDP) as the preceding tsunami. Ongoing recovery 
eff orts are benefi ting from strong coordination and accountability 
mechanisms already in place.

Most other Pacifi c economies also have relatively well-established 
systems for managing regular fl ows of development partner 
assistance, which help facilitate postdisaster coordination and 
accountability (Box 1). A key determinant of the quality of 
postdisaster governance, however, is public sector capacity, which 
can be overstretched during crises, particularly in the smallest atoll 
economies. 

Integrated Financial Accountability Framework 

In 2008, the International Organization of Supreme Audit 
Institutions (INTOSAI) set up a task force to study international 
issues relating to auditing tsunami response. It found that the 
recorded value of humanitarian aid often varied among the diff erent 
parties, and concluded that audited reports could not be used to 
hold these parties accountable for their use of aid (INTOSAI 2013).

Then in October 2013, INTOSAI established the Integrated 
Financial Accountability Framework (IFAF), a signifi cant advance in 
promoting overall accountability in disaster relief. IFAF is a series of 
simple and standardized tables that relevant entities fi ll out to report 
all receipts and payments of humanitarian aid. The information is 
intended to be available online, allowing donors, recipients, and 
citizens to trace aid from the donor to the fi nal recipient and vice 
versa. IFAF establishes an audit trail through multiple entities, 
enabling the audits of one institution to inform the audits of others. 
This also improves the quality of audits and reduces eff ort by 
providing information that can assist planners to limit wastage and 
improve productivity. 

IFAF aims to capture fund fl ows from each donor. From the 
perspective of the aff ected community and hopefully the national 
government, the starting point should be the scale of the disaster 
and humanitarian needs required for recovery, which is constantly 
being reassessed. When the need for an asset and a matching 
funding source are identifi ed, an agreement is required not only to 
confi rm the match but also on how the asset and the funding are to 
be recorded—and that the records match. This requires a system 
that can assess the full scope of recovery on a constant basis. 

A new perspective of disaster recovery

The new perspective of disaster recovery as a shared responsibility 
requires systemic changes to the way recovery work is planned, 
budgeted, coordinated, and reported, as well as how accountability 
is assessed. While such changes will benefi t the government and 
donors, the main benefi ciaries will be aff ected communities because 
disaster response and recovery managers will be able to function 
better with improved information and faster feedback.



Policy Briefs�33

Changing budgeting and accounting. The only way to link 
humanitarian accountability with formal accountability is 
through budgets and accounting. However, normal budgeting 
and accounting systems are rigid. Planning for disaster response 
needs both greater fl exibility and clearer accountability. This in 
turn demands better planning and accounting that is suited to the 
dynamics of disaster response, while still aligned with normal annual 
budgets and accounts.

Most recovery eff orts involve the creation of assets. The primary 
concern of budgets and accounting in disaster management should 
cover agreement on who creates what asset for whom, how such 
assets are to be created and transferred to the appropriate recipients, 
and how recipients build capacity to manage and maintain them.

This goes a step beyond IFAF. The primary concern of IFAF is 
recording fi nancial transactions, not the creation and transfer of 
assets. Assets should be included in at least two sets of accounts: 
the account of those who agree to create assets, and the account 
of those who agree to receive them. There may be others 

Reconstructing accountability after disasters
as  well: donors, intermediary agencies, and contractors. Shared 
accountability relates to how assets and the development of 
capacity to manage them are planned, agreed upon, valued, and 
recorded in each account. 

Forming disaster reporting subentities. INTOSAI requires that 
IFAF data provided by each entity are consistent with the entity’s 
fi nancial reports, and that the auditors of the fi nancial reports also 
audit IFAF tables. For eff ective local reporting of accountability, 
each agency in the fi eld should be established as a reporting entity, 
preparing general purpose and special purpose fi nancial reports, 
including its IFAF tables. In addition to reporting to home offi  ces, 
reports should be made available to stakeholders and enter the 
consolidated accounts of the overall disaster entity (Figure 2).

Common accounting standards. To ensure that reports can be 
consolidated and assets properly accounted for, parties should 
ideally adopt common accounting standards based on the 
International Financial Reporting Standards or the International 
Public Sector Financial Reporting Standards. Perhaps the accounting 
professions in the Pacifi c could prepare recommendations for such 
common accounting standards for practical application in future 
disasters.

Accountants, fi nancial managers, and quantity surveyors. Few 
accountants are currently involved in disaster management but 
the adoption of IFAF will require more. Ideally, they should take 
responsibility for fi duciary matters, keep accounts, prepare IFAF 
tables, and provide data to managers of fi eld operations, who need 
reliable fi nancial information in a highly dynamic environment. 
Because recovery work involves construction, accountants should 
work with quantity surveyors who are profi cient in costing under 
disaster and resource-scarce conditions.

Box 1: Recovery operations after Typhoon Maysak 
in the Federated States of Micronesia

Typhoon Maysak, with maximum sustained winds of 160 mph, 
caused damage estimated at $8.5 million (equivalent to about 3% 
of GDP) in the Federated States of Micronesia (FSM) last March. 
Maysak aff ected 29,000 people. It left thousands homeless; 
disrupted food and water supplies; and severely damaged housing, 
schools, and sanitation and power facilities.

In the immediate aftermath of the disaster, a state of emergency 
was declared in the states of Chuuk and Yap. A national emergency 
task force and a local task force were established to monitor 
vulnerable populations in low-lying atolls and shorelines and to 
assess damage. The FSM National Emergency Taskforce is headed 
by the Offi  ce of Environment and Emergency Management, and 
includes all cabinet members. 

Pursuant to disaster assistance agreements under the Compact 
of Free Association between the FSM and the US, humanitarian 
assistance of around $3 million was provided to aff ected areas 
through the US Agency for International Development (USAID). 
Australia, the People’s Republic of China, Japan, and the United 
Nations also provided emergency assistance through grants and 
in-kind contributions. The Chuuk and Yap state governments are 
working closely with USAID on repair and reconstruction of public 
infrastructure damaged by the typhoon. 

Recovery eff orts are being coordinated through national and 
state emergency operations centers, which host coordination 
meetings between government departments, local leaders, 
and development partner organizations. Given the FSM’s 
federal structure of government—unique in the Pacifi c—strong 
accountability systems require clear coordination mechanisms 
not only between government and development partners, but also 
between national and state agencies involved in disaster recovery.

Figure 2: Leadership, entity, and auditor relationships
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Lead author: Owen Main Podger, professional associate, 
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Figure 3: Aligning rolling quarterly hospital budget of 
donors, humanitarian agencies, and recipient
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No formal government boundaries defi ne the impact area of a 
disaster, and it is not possible for victims of a disaster to form 
their own government, parliament, or courts. Even so, shared 
accountability demands checks and balances. It is unnecessary for 
this to be formalized; what is important is that it exists, functions, and 
is accessible. Construction industry associations can help organize 
supervision of their members. Banks can provide fi nancial services 
and data on fi nancial fl ows and economic recovery. Parliaments can 
set up special joint oversight committees. Whatever its form, it will 
be well served with the form of accountability reporting proposed. 

Concluding remarks

Disaster relief and recovery pose complex governance issues. 
Government agencies are generally unprepared for the magnitude 
and urgency of the required response. The number of relief and 
recovery partners can lead to duplication of assistance eff orts, critical 
gaps in coverage, and even corruption. To assist in overcoming this, 
a system to ensure that accountability is maintained even in the 
immediate aftermath of a major disaster must be developed. The 
system must be fl exible and well coordinated to be able to respond 
during rapidly changing postdisaster circumstances. The system 
also requires accurate and timely records of fi nancial fl ows and asset 
transfers. The IFAF initiative is a good starting point, but there will 
also need to be a signifi cant expansion in the role of accountants.

Medium-term expenditure framework with short budgeting 
cycles. Entities engaged in relief and recovery eff orts work on annual 
budget cycles, many with diff erent starting dates, and these do not 
meet disaster managers’ need for timely and accurate fi nancial 
information. However, most entities produce quarterly progress 
reports. A rolling quarterly budget cycle should be formalized in a 
medium-term expenditure framework for each entity. The budget 
for each asset and each program to develop capacity to manage and 
maintain assets should extend for as many quarters as necessary 
(Figure 3). Every quarter, the accounts of the previous quarter are 
closed and the budget updated as needed.

All accounts and updated IFAF tables should be audited to provide 
faster feedback and to allow for adaptation of plans in accordance 
with changes in the fi eld. A quarterly cycle would enable regular 
budget reviews with clear cutoff  points and provide for more timely 
reconciliation of accounts among diff erent entities. 

Sharing checks and balances. Standard systems of checks and 
balances within governments work at several levels. For example 
in Indonesia, each commitment is made by one offi  cial, checked 
by another, and paid by a third. On a senior management level, the 
chief fi nancial offi  cer is responsible for fi nances, the chief operating 
offi  cers are responsible for operations, and the internal auditor is 
responsible for inspections. At the local government level, a council 
forms policy, local government agencies implement them, and 
performance of the local government is independently audited. 
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Instrument within 3 months of the devastation caused by 
Cyclone Pam in March 2015. Tonga received around $10.0 million 
(1.4% of GDP) in fi nancial support from the World Bank Crisis 
Response Window within 3 months after Cyclone Ian struck in 
January 2014. Several senior offi  cials expressed the view that the 
premiums charged by the Pacifi c Catastrophe Risk Insurance pilot 
project seem very high, especially relative to the small amount 
of the payouts recently collected by Tonga ($1.3  million) and 
Vanuatu ($1.9 million). There was also interest in recent proposals 
to develop a regional insurance scheme through the Melanesian 
Spearhead Group.

There was much discussion on the need for countries to build fi scal 
space to support a recovery in the aftermath of a disaster, without 
sacrifi cing debt sustainability over the longer term. This issue was 
analyzed from an operational perspective during a number of 
workshop sessions. Progress in this area is hampered by capacity 
limitations, especially in regard to multi-year budgeting. The budget 
planning process in many countries focuses on a one-year planning 
horizon. This makes it diffi  cult for policy makers to consider longer-
term consequences of policy decisions and develop strategies 
to attain medium-term fi scal objectives. Addressing this gap is 
essential for preparing an eff ective disaster response plan. This 
will require continued technical assistance on improving public 
fi nancial management and developing medium-term macro-fi scal 
frameworks.

The potential for major disasters to undermine debt sustainability 
was a recurring theme. Mid-level offi  cials can advance the disaster 
risk management aspect of fi scal planning by incorporating 
disasters into debt sustainability assessments. This will help 
policy makers gain a better understanding of the risks surrounding 
medium-term fi scal projections. Such exercises will also help 
policy makers appreciate the need to take preventive measures to 
mitigate such risks.

Fiscal policy makers pointed to the inherent tension between the 
need to invest in public infrastructure to enhance longer-term 
growth prospects and maintaining debt sustainability. Development 
partners stressed that assessing the potential growth benefi ts of 
public infrastructure investments is highly uncertain and added that 
much can be done to improve the trade-off  by focusing on the most 
productive investment projects.

The International Monetary Fund (IMF) and the Government 
of Fiji cohosted a high-level dialogue on 25 June in Nadi. The 
event brought together senior offi  cials from 15 countries, along 
with representatives from regional development partners and 
inter national organizations, including the Asian Development Bank, 
the World Bank, the United Nations Development Programme, 
and the United Nations Economic and Social Commission for Asia 
and the Pacifi c. The high-level dialogue focused on strategies and 
policies to make Pacifi c economies more resilient to disasters.

The high-level dialogue was preceded by a three-day workshop 
organized with funding from the Government of Australia. Thirty-
eight mid-level fi scal planning offi  cials from 15 countries across 
the Pacifi c attended, along with representatives from the IMF 
and the Pacifi c Financial Technical Assistance Center (PFTAC). 
The workshop was designed to give these offi  cials an overview 
of key elements of the fi scal planning process, with a focus on 
strengthening the linkages between policy formulation, planning, 
and execution. Presentations were supplemented by a series of 
exercises that gave participants hands-on experience in analyzing 
case studies. The informal venue helped foster a peer learning 
process and establish networks of expertise.

One theme that permeated the discussion was the need for fi scal 
planning to address major challenges, such as disaster risks, terms 
of trade shocks, and ballooning health-care costs. Another was the 
need for medium-term frameworks for revenue and expenditure 
forecasting, debt sustainability analysis, and determination of the 
adequacy of fi scal buff ers. A complicating factor that may confl ict 
with building fi scal space to cope with shocks is the desire to spend 
on investments that enhance potential growth or mitigate risks.

As far as disasters are concerned, there was broad agreement 
that there is scope for economic policy to play a more prominent 
role as an integral component of a comprehensive disaster risk 
management strategy that encompasses public and private sector 
organizations and development partners.

It was also generally accepted that it is important to build buff ers to 
provide immediate funding for emergency response eff orts in the 
event of a disaster, but less consensus on how large these should 
be or how to fund them. The informal format of the dialogue and 
workshop was conducive to sharing country experiences on the 
design, operation, and challenges of dedicated disaster contingency 
funds. The amounts and operational aspects of disaster contingency 
funds vary greatly across the Pacifi c, and more rigorous analysis 
is needed to ascertain which approaches are worthy of being 
recognized as “best practice” examples for other countries to follow. 

Recent events have demonstrated the value of new fi nancing 
facilities introduced by multilateral institutions for this purpose. 
Vanuatu was able to access $24 million (an amount equal to 3% 
of GDP) from the IMF’s Rapid Credit Facility and Rapid Financing 

Lead author: Doug Hostland, consultant, Pacifi c Financial 
Technical Assistance Centre. 
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Nonfuel merchandise exports from Australia
(A$; y-o-y % change, 3-month m.a.)
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Nonfuel merchandise exports from New Zealand and the United States
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Diesel exports from Singapore
(y-o-y % change, 3-month m.a.)
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Gasoline exports from Singapore
(y-o-y % change, 3-month m.a.)
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rhs = right-hand scale, y-o-y = year on year. 
Source: Australian Bureau of Statistics.

Departures from Australia to the Pacifi c
(monthly)
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rhs = right-hand scale, y-o-y = year-on-year. 
Source: Statistics New Zealand.

Departures from New Zealand to the Pacifi c
(monthly)
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Latest Pacifi c Economic Updates

GDP Growth
(%, 2015p)

Infl ation
(%, 2015p)

Credit Growtha

(%)
Trade Balance

(% of GDP)
Import Cover

(months)
Fiscal Balance

(% of GDP)

Cook Islands 2.1 2.4 0.7 (Mar 2015) –33.3 (FY2014) ... –3.0 (FY2014)

Fiji 4.0 2.5 13.8 (Mar 2015) –25.7 (2014) 4.6 (Apr 2015) –2.0 (2014)

Kiribati 3.0 1.0 ... –58.8 (2014) ... –25.8 (2014)

Marshall Islands 3.5 1.4 1.1 (FY2013) –36.8 (FY2014) ... 3.2 (FY2014)

FSM 0.0 1.0 –4.8 (FY2013) –36.3 (FY2014) ... 11.1 (FY2014)

Nauru 8.0 8.0 ... ... ... 0.1 (FY2014)

Palau 10.0 4.0 ... –51.6 (FY2014) ... 1.2 (FY2014)

PNG 15.0 7.0 1.9 (Dec 2014) 3.5 (2014) 8.0 (Dec 2014) –7.3 (2014)

Samoa 2.3 2.0 17.4 (Mar 2015) –40.2 (FY2014) 4.1 (March 2015) –5.3 (FY2014)

Solomon Islands 3.0 3.0 17.2 (Mar 2015) –0.2 (Q1 2015) 9.5 (2014) –1.5 (2014e)

Timor-Lesteb 6.2 1.8 5.6 (Mar 2015) –48.3 (2014) ... 77.8 (2014)

Tonga 2.4 0.4 7.1 (Apr 2015) –36.0 (FY2014) 7.7 (May 2015) 1.1 (FY2014)

Tuvalu 2.0 2.0 0.8 (2014e) –2.9 (2014) 7.9 (2014e) 35.0 (2014)

Vanuatu –0.5 4.0 4.0 (Dec 2014) –10.7 (2014) 6.4 (Dec 2014) 1.2 (2014)

... = not available, e = estimate, FSM = Federated States of Micronesia, GDP = gross domestic product, p = projection, PNG = Papua New Guinea, Q = quarter.
a Credit growth refers to growth in total loans and advances to the private sector.
b Timor-Leste GDP is exclusive of the offshore petroleum industry and the contribution of the United Nations.
Notes: Period of latest data shown in parentheses; import cover for PNG is months of nonmining and oil imports.
Sources: ADB. 2015. Asian Development Outlook 2015. Manila; and statistical releases of the region’s central banks, finance ministries and treasuries, and 
statistical bureaus.

Key data sources:
Data used in the Pacific Economic Monitor are in the ADB PacMonitor database, which is available in spreadsheet form at www.adb.org/pacmonitor
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