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EXECUTIVE SUMMARY 
 

The Maldives has achieved impressive economic and social development since 
independence in 1965. Sound government macroeconomic policies, favorable external 
conditions, and strong donor support have helped annual real gross domestic product (GDP) 
growth to average 6.7% between 1997 and 2003. High growth has moved Maldives from being 
one of the poorest countries in South Asia—with per capita income of less than $100 in the 
1970s—to a country with the highest per capita income in the region ($2,509 at current market 
prices in 2003). Encouraging social improvements have accompanied high growth and 
structural changes in the economy. Primary education is nearly universal. Illiteracy declined 
from around 18% in the 1970s to about 1% in 2001. Infant mortality decreased from more than 
100 per thousand in the 1970s to 14 per thousand in 2003. Average life expectancy rose from 
54 years in 1977 to 71 years in 2003. Current and capital expenditure has been rising since 
1999. Capital expenditure increased by 8.8% in 2001, 9.1% in 2002, and 12.5% in 2003. Total 
revenue (excluding grants)—which has shown average annual growth of 9.1% over the past 3 
years—has consistently been above 31.0% of GDP. Total tax revenue in 2003 recorded a 
13.0% growth over 2002, reflecting favorable economic developments. The overall fiscal deficit 
declined from 4.9% of GDP in 2002 to 4.0% in 2003. Growth of exports and imports was 
positive and rapid during 2003. The current account deficit, as a percent GDP, widened as 
growth in imports exceeded the growth in exports. With a large capital account surplus, the 
overall balance of payments improved substantially from a deficit of $21.4 million in 2001 to a 
surplus of $74.3 million in 2003.  
 

At the end of 2003, net foreign assets (in rufiyaa) exhibited growth of 57.2% compared 
with the previous year’s 44.2% growth, reflecting the build-up in foreign assets by both the 
commercial banks and the Maldives Monetary Authority (MMA). Although total domestic credit 
in the banking system declined during 2003, a rapid increase in net foreign assets fuelled total 
liquidity growth. Broad money supply (M2) increased by 14.6% in 2003. This was lower than the 
19.3% growth in 2002, however. The dollarization ratio (ratio of foreign currency deposits to 
board money) increased from 47.2% at the end of 2002 to 51.1% at the end of 2003. Inflation 
has remained low in recent years, ranging from -3% to 3%. Inflation in 2003 stood at negative 
2.9% compared with 0.9% in 2002. This is the lowest inflation rate in 12 years. The substantial 
drop in inflation in 2003 was mainly attributable to a large fish catch and a subsequent drop in 
fish prices, as well as a relatively steeper decline in the food, beverages and tobacco index.  
 

Employment of expatriates continues to grow rapidly, but employment of locals is 
growing slowly by comparison. Slow growth in the local labor force is mainly attributed to (i) a 
skills shortage due to low educational attainment and few trained human resources; (ii) 
Maldivians’ unwillingness to undertake unskilled work; (iii) an abundance of lower-paid, unskilled 
expatriate labor; and (iv) a relative decline in the number of working women because of 
economic, geographic, and social limitations.   
 
 The financial sector remains underdeveloped, dominated by banking, and caters mostly 
to the working capital needs of tourism and trade. Financial institutions other than banking are 
underdeveloped. The country has no long-term financing institutions or developed security 
markets, posing another constraint to domestic resource mobilization. Capital market 
development will be important to meeting shortages in long-term capital to finance investments 
and, providing an alternative channel for mobilizing domestic savings. 

 
 In the short to medium term, the performance of the Maldives’ economy will remain 
dependent on tourism and, to a lesser extent, on fisheries. Construction is expected to continue 



 ii

performing strongly in the medium term because of ongoing infrastructure projects. The trade 
deficit is expected to widen. Imports are rising more rapidly than exports because of investment 
in government projects and construction of new tourist resorts. Rising imports could lead to a 
persistent current account deficit. The Government should also gradually move away from 
substantial direct participation in the economy by enhancing private-sector participation and by 
continuing to support human resource development. 

 
The Maldives Strategic Economic Plan should focus on (i) maintaining sustainable and 

proper use of the country’s vast marine resources, (ii) diversifying both the industrial base and 
exports, and (iii) creating jobs in tourism and fisheries.  Government-private sector cooperation 
is also needed. The challenge for the Government is to demonstrate its leadership and to 
collaborate with the private sector to promote economic diversification.  
 

The United Nations’ Committee of Policy Development of the Economic and Social 
Council is currently reviewing Maldives’ status as a least-developed country (LDC), and a 
decision is expected soon. If the Committee decides that the country will graduate, a grace 
period is likely to be granted to enable the Government to prepare a transition strategy. This 
change will lead to (i) loss of preferential access to export markets, including tuna to the 
European Union (EU) and garments to the United States (US); (ii) a decline in concessional 
foreign aid, especially grants; (iii) an increase in the debt service burden because of harder 
terms and conditions of foreign assistance; and (iv) loss of access to other special 
arrangements in many international organizations. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



I. RECENT ECONOMIC DEVELOPMENTS 

A. Growth and Employment 
 

1. Aggregate Growth 
 
1. The Maldives has achieved impressive economic and social development since 
independence in 1965. Sound macroeconomic policies, favorable external conditions, and 
strong donor support have helped annual real gross domestic product (GDP) growth to average 
6.7% between 1997 and 2003 (Table 1). Rapid development of tourism and related sectors 
including construction, transport, and telecommunication fuelled this growth. Sustained growth 
in tourism stimulated construction, transportation, communication, and wholesale and retail 
trade. These four sectors accounted for about 55% of GDP in 2003, up from 40% in the late 
1970s (Table 2). 
 

Table 1: Annual Growth Rates by Economic Activity, 1997-2006 
(Percent) 

 
Item 1997 1998 1999 2000 2001 2002 2003 
        
GDP 10.4 9.8 7.2 4.8 3.5 6.5 8.5
  
Primary Sector 2.1 7.0 3.5 (0.7) 5.1 15.9 2.1
   Agriculture 1.8 1.8 2.0 3.5 3.8 4.0 4.1
   Fisheries 1.1 8.6 3.8 (1.8) 5.6 22.9 0.7
   Coral and Sand Mining 15.2 14.9 7.0 (6.9) 6.0 (0.3) 10.0
  
Secondary Sector 20.5 17.2 12.4 1.6 8.1 10.4 7.9
   Manufacturing 16.0 12.0 11.0 4.5 5.4 15.5 2.4
   Electricity and Water Supply 23.3 17.5 14.1 14.3 11.0 9.4 10.3
   Construction 30.3 29.7 14.0 (13.8) 11.9 (0.6) 20.0
  
Tertiary Sector 10.0 8.9 6.8 6.0 2.4 4.7 9.5
   Wholesale and Retail Trade 7.3 3.6 3.2 3.2 0.4 2.3 4.3
   Tourism 7.4 5.7 6.9 5.6 0.0 3.3 14.8
   Transport and Communication 17.0 21.4 3.5 7.6 1.6 6.8 8.1
   Financial Services 8.8 9.2 7.3 3.1 2.5 6.7 10.4
   Real Estates 5.7 6.0 5.1 2.6 2.12 4.6 6.8
   Business Services 8.8 9.2 7.3 3.1 2.5 6.7 10.4
   Government Administration 18.5 9.9 14.8 10.7 11.0 6.1 2.6
   Education, Health and Social Services 2.1 2.1 2.0 2.0 1.7 1.7 1.6
GDP = gross domestic product. 
Source: Ministry of Planning and National Development. 
 
2. High growth has moved the Maldives from being one of the poorest countries in South 
Asia in the 1970s—with a per capita income of less than $100—to a country with highest per 
capita income in the region (per capita income of $2,509 in 2003 at current prices). Encouraging 
social improvements accompanied high growth and structural changes in the economy. Primary 
education is nearly universal. Illiteracy declined from around 18% in the 1970s to about 1% in 
2001. Infant mortality decreased from more than 100 per thousand in the 1970s to 14 per 
thousand in 2003. Average life expectancy rose from 47 years in 1977 to 71 years in 2002 
(Appendix 5, Table A.5).  
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3. The Maldives has a very open economy because it needs to import almost everything 
except fish products, and to earn foreign exchange from tourism and fish product exports to 
finance its imports. The Maldives' fundamental reliance on the two export-dependent sectors of 
tourism and fisheries—which accounted for nearly 40% of the country’s GDP in 2003—makes it 
highly vulnerable to external factors. After the adverse affects of the 11 September 2001 events 
on tourism and tepid economic gains in 2001, the economy in 2003 returned to the high growth 
rates of the 1990s. 
 

Table 2: Composition of Gross Domestic Product by Sector Origin, 1997-2003 
(Percentage Share) 

 
Item 1997 1998 1999 2000 2001 2002 2003

GDP 100 100 100 100 100 100 100
Primary Sector 10.5 10.2 9.9 9.4 9.5 10.4 9.8

Agriculture 3.2 2.9 2.8 2.8 2.8 2.7 2.6
Fisheries  6.7 6.6 6.4 6.0 6.1 7.1 6.6
Coral and Sand Mining 0.7 0.7 0.7 0.6 0.6 0.6 0.6

Secondary Sector 13.3 14.2 14.9 14.4 15.1 15.6 15.5
Manufacturing 7.6 7.7 8.0 8.0 8.1 8.8 8.3
Electricity and Water Supply 2.6 2.8 2.9 3.2 3.4 3.5 3.6
Construction 3.1 3.7 3.9 3.2 3.5 3.3 3.6

Tertiary Sector 80.2 79.6 79.2 80.1 79.3 77.9 78.7
Wholesale and Retail Trade 5.1 4.8 4.6 4.5 4.4 4.2 4.1
Tourism  34.1 32.8 32.7 33.0 31.9 30.9 32.7
Transport and Communication 13.2 14.6 14.1 14.5 14.2 14.3 14.2
Financial Services 3.5 3.4 3.4 3.4 3.4 3.4 3.4
Real Estates 8.4 8.2 8.0 7.8 7.7 7.6 7.5
Business Services 3.0 2.9 2.9 2.9 2.9 2.9 2.9
Government Administration 10.4 10.5 11.2 11.8 12.7 12.6 12.0
Education, Health, and Social Services 2.5 2.3 2.2 2.2 2.1 2.0 1.9
FISIM (4.0) (4.0) (4.0) (3.9) (3.9) (3.9) (4.0)

FISM = Financial Services indirectly measured. 
Source: Ministry of Planning and National Development. 
 
 2.  Sector Performance 
 
4. Macroeconomic developments were largely favorable in 2003. The key economic 
sectors—tourism, transport, communications, fisheries, and construction—performed well 
despite the turbulence in the international economy, the Iraq conflict, and the threat of severe 
acute respiratory syndrome (SARS). Real economic growth accelerated further to 8.5% in 2003 
after a strong growth of 6.5% in 2002, largely on the strength of rapid recovery in tourism.  
 
  a. Tourism 
 
5. Tourism is the Maldives' most important economic sector. In 2003, tourism contributed 
about 33% of GDP, more than 90% of foreign exchange receipts, and about 31% of domestic 
revenue (Figure 1). The sector has also stimulated growth in other sectors of the economy, in 
particular transportation, construction, communication, and commerce. Tourism employed 
14,182 workers in 2003—almost 40% of the labor force—of which 4,420 were expatriate (31.2% 
of the total employees or about 28% of expatriate workers in the country).  
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Figure 1: Receipts 
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6. Tourism demonstrated robust growth until 2000, with growth averaging 6.1% per annum 
during 1997-2000. Tourism activities started to decline immediately after the 11 September 
2001 events, primarily because of concerns about travel safety, and also due to declines in 
global consumer spending and confidence. For the first time in the Maldives' 30-year tourism 
history, the sector experienced zero growth. However, the sector experienced a near-full 
recovery in 2003 when tourist arrivals reached a record number of 563,593, an increase of 
about 15% from 2002. The occupancy rate grew by 8.3% compared to 3.4% in 2002. Tourism 
growth accelerated to 16% in 2003 compared to 5.1% in 2002. Tourist arrivals from January to 
February 2004 recorded a 9.3% increase compared to the same period in 2003. Table 3 
provides key tourism data.  
 

Table 3: Tourism Sector Key Indicators, 1997-2003 
 
Item 1997 1998 1999 2000 2001 2002 2003 
Tourist Arrivals ('000) 365.6 395.7 429.7 467.2 460.0 484.7 563.6
Annual Percentage Change (%) 7.9 8.3 8.6 8.7 (1.3) 5.1 16.3
Average Length of Stay (day) 8.9 8.8 8.7 8.4 8.6 8.4 8.3
Tourist Bed Nights ('000_) 3,271 3,467 3,718 3,937 3,933 4,066 4,705
Registered Bed Capacity 14,031 16,096 17,531 18,730 18,765 18,827 19,110
Bed Capacity Utilization Rate (%) 77.4 76.2 69.7 68.2 65.6 69.0 77.2
Number of Tourist Resorts 73 79 84 86 87 87 87
Source: Maldives Monetary Authority, May 2004. Economic Statistics. Malè, Ministry of Planning and National 
Development. 2003. Statistical Yearbook of Maldives 2003. Malè, and Ministry of Tourism. 
 
  b. Transportation and Communication 
 
7. Transportation and communications, which have contributed around 14% of GDP in 
recent years, together form the second largest component of GDP. Activity in the sector is 
dominated by tourism-related projects and public entities. Both the public and private sectors 
play important roles in transport. Transport projects are carried out largely by the private sector, 
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as well as some public entities such as the Maldives Transport and Contracting Company 
(MTCC),1 Air Maldives,2 and Maldives National Shipping Limited.3  
 
8. The transport and communication sector grew by 8.1% in 2003. Transport growth was 
mainly due to recovery and rapid expansion in tourism. International passenger movement at 
Male’ International Airport grew by 2.3% to about 1.7 million passengers in 2002 and by another 
10.0% to about 1.9 million in 2003, compared with a negative growth of 1.2% in 2001. Seaplane 
services also picked up along with the demand for intracountry transportation services. 
Container throughput at Malè Commercial Harbor, the port that handles the bulk of the country's 
imports, also increased by 5.8% in 2002 and 20.2% in 2003, respectively. At the same time, the 
average turnaround period fell significantly, reflecting improved operational efficiency.  
 
9. Transportation growth was substantial in 2002 and 2003 following recovery in tourist 
arrivals and due to the efficiency improvements in MTCC operation. The upgraded Gan regional 
airport is expected to spur tourism activities in the far south of the country by directly receiving 
international tourists. The two newly developed regional ports in the north and the south are 
expected to reduce shipping costs to the atolls, relieve congestion and environmental pollution 
at the Malé Commercial Harbor, and thus spur economic growth. Further developments in the 
transport sector are expected when improvements in land, sea, and air transportation are 
effected under the transport master plan. 
 
10. Telecommunication is one of the most rapidly growing areas in the Maldives' economy. 
Telecommunications reforms that lowered tariffs and provided wider coverage spurred demand 
for services. Growth in telecommunications coverage and services has been fast. Currently, all 
atoll capitals and every inhabited island is connected to the telecommunications system. 
Universal telephone access is a substantial technical and social achievement. New services 
have also been introduced, such as the Internet, global systems for mobile phones, and global 
systems for mobile international roaming. 
 
11. Telecommunications services are provided exclusively by Dhiraagu.4 With its exclusive 
rights for basic voice services renewed in 1995, Dhiraagu’s current license continues up to 
2009. The Government foresees affordability of telecommunications services being improved by 
promoting competition and introducing an appropriate regulatory regime. The major thrusts of 
the telecommunications sector policy (2001-2005) under the 6th National Development Plan are 
(i) reducing telecommunication charges based on cost-related tariffs; (ii) opening 
telecommunications for competition, particularly for internet and mobile service provision; (iii) 
                                            
1  Maldives Transport and Contracting Company (MTCC) is a joint venture that is 60% government-owned and 40% 

publicly-owned. Its activities are primarily in domestic shipping, land, and sea transport. It operates commuter dhoni 
services to the island of Villingilli, the fifth ward of Malè. It provides a launch service to the Malè International 
Airport and to the development project at Hulhumalè, northeast of the Malè International Airport. It is also involved 
in the sale and repair of engines, construction, metal works, and waste disposal. 

2  Air Maldives, which was a joint venture company 60% owned by the Government and 40% owned by the Malaysian 
Helicopter Services, provided both international and domestic flights until 2000. However, it suspended all 
operations in 2000 because of financial constraints. Island Aviation Services, Pvt. Ltd. took over the domestic 
operations. Three Maldivian companies currently dominate in the domestic civil aviation. The government-owned 
Island Aviation Services Ltd. provides wheeled services to the airports of Hanimaadhoo, Kaadedhdhoo, Kaddhoo, 
and Gan. The privately owned Maldives Air Taxi and Trans Maldives Airways provide seaplane services between 
seaplane platforms on Hulhule Island and some 35 other platforms located in the vicinity of the 80% of the resorts 
that are located in the central portion of the Maldives.   

3 Maldives National Shipping Limited is 100% government-owned and mainly engaged in international shipping 
operations. It operates a fleet of three ships ranging up to 15,000 gross tons. 

4  Dhiraagu is a joint venture company formed by the Government and the Cable and Wireless Corporation of the 
United Kingdom in 1988. 
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increasing networking infrastructure; and (iv) providing the necessary and appropriate legislative 
framework and powers to the regulator. A summary of the 6th National Development Plan is 
given in Box 1.   
 
12. Telecommunications reform is progressing well due to strong government commitment. 
Many measures have been introduced, including (i) pre-paid services for mobile phones in 
September 2001 and international short message service in May 2002; (ii) second-by-second 
billing in July 2002,5; (iii) enactment of the Maldives Telecommunication Regulation 2003; (iv) 
opening up the internet to a second service provider in 2003; (v) establishment of the 
Telecommunication Authority of Maldives in September 2003 to independently regulate the 
sector; (vi) reduced internet charges, including a flat rate for DhivehiNet packages; (vii) 
international call charges reduced by up to 51%; (viii) reduced DhiMobile connection fee by 
50%, pre-paid Dhimobile charges reduced up to 29% and post-paid call charges by 10%; and 
(ix) abolished monthly fee for international roaming and short message services. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

c. Fisheries 
 
                                            
5  Customers will be charged in 1-second billing increments for all their calls for all international, national, DhivehiNet, 

DhiMobile and local calls, except for international operator-assisted station-to-station calls and person-to-person 
calls where the minimum charge of 3 minutes and 4 minutes will still apply. 

Box 1: Sixth National Development Plan (2001-2005) 
 

The 6th National Development Plan (2001-2005) is a policy and strategy document that sets
out the following medium-term policies to realize the objectives of Vision 2020:  

 
(i) eradicating poverty and ensuring equitable distribution of development benefits;  
(ii) ensuring macroeconomic stability and promoting economic diversification and growth; 
(iii) enhancing and strengthening private sector participation in national development;  
(iv) accelerating regional and atoll development to remove disparities in employment

opportunities, economic benefits, and basic social services,; 
(v) ensuring good governance through land, legal, and judicial reforms, and efficient public

administration; and  
(vi) strengthening social harmony and fortifying national unity and religious values.  
 
The policy design of the 6th National Development Plan is, therefore, structured around the

following seven themes derived from the national development objectives:  
 
(i) to diversify and expand the economy by developing existing industries and by exploring

new economic activities, while ensuring the sustainability of physical and natural
resources;  

(ii) to increase the role of private sector in the development process, particularly in expanding
the economic base of the country;  

(iii) to improve the quality and relevance of educational, health and social services, while
ensuring that the developmental benefits are shared equitably;  

(iv) to increase the human resource capacity and productivity by providing relevant training
economic and social development;  

(v) to pursue legislative, regulatory, governance and administrative reform to facilitate repaid
economic and social development;  

(vi) to develop a sustainable and cost-effective transportation and telecommunication
infrastructure to facilitate economic, social and regional development; and  

(vii) to ensure socio-political stability and democratic participation of all in the development
process, while upholding the national unity and social cohesiveness based on shared
social, cultural, and religious values.  

 

Source; Ministry of Planning and National Development, 2001, Sixth National Development Plan
2001-2005, Male’, Office of the President, 1999, Vision 2020 Statement, Male’. 
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13. Although fishing has contributed a declining share to GDP over the past years, the 
sector still provides a major food item and significant employment.6 Despite stagnant growth 
during 1998-2000, the sector has recovered as a result of higher international tuna prices and 
the removal of some restrictions on fish exports. While fishing is dominated by the private 
sector, processing and export of canned and frozen tuna was a monopoly of the Maldives 
Industrial Fisheries Company (MIFCO)7 until 2002. Subsequently, the Government started to 
award license to the private sector to process and export tuna bought from domestic fishermen 
in the fisheries zones. 8  
 
14. To expand the fisheries sector and increase private sector participation in the value-
added marine products, the Government has initiated a fisheries sector liberalization program. 
Under the program, two parties were awarded licenses in 2001 to process and export tuna 
bought from local fishermen from Zone 1.9 Two more parties received licenses in September 
2002 to carry out similar activities in Zone 3 while MIFCO continues to operate in Zones 2 and 
4. Opening the export market in canned and frozen tuna to the private sector has had a 
significant positive impact on fish exports. This helped to lift sector growth from a negative 1.8% 
in 2000 to 5.6% in 2001 and to record growth of 22.9% in 2002. In 2003, the sector expanded 
by only 0.7% compared with a record growth of the previous year. This slower growth was 
largely a result of developments in the coastal fish catch, which experienced a 5% decline from 
an exceptionally good year in 2002. Despite this, fish export earnings registered a 40.6% 
increase in 2003 following a 37.5% increase in 2002, mainly on the strength of the large frozen 
tuna exports, after the industry was opened to the private sector, and stronger export prices. 
 
  d. Agriculture 
 
15. Agriculture has shown steady growth in recent years. In 2003, the sector grew by 4.1%, 
due to overall increases in coconut and fruits production. Despite a modest share of around 3% 
of GDP, agriculture still remains important to the island economies in terms of food security and 
employment—particular for women in the remote atolls—although less than 3% of the labor 
force is engaged in agriculture. Despite the limited availability of cultivable land and fertile soil, 
the Government has been fairly successful with a program of leasing uninhabited islands for 
agriculture development to the private sector. In 2003, there were 16 uninhabited islands where 
relatively larger scale production of different fruits and vegetables—such as papaya, 
watermelon, banana, chili, taro, salad greens, cabbages, and coconut—was taking place. As 
part of the economic diversification efforts, the Government has recognized the potential of 
agriculture development, especially on the islands with large landmasses. The Asian 
Development Bank (ADB) is helping the Government undertake a review of the status of 
agriculture, and explore the sector’s potential to generate income. 

                                            
6  Fish products are the most important food item for Maldivian as the main source of protein. The livelihood of the 

communities, particularly in the atolls, depends on the income generated from the fisheries sector. The total 
percentage of people engaged in the fishing industry consists of about 25% of the total population or about 11% of 
working population. 

7  Maldives Industrial Fisheries Company (MIFCO) is a joint-venture company, 80% government-owned and 20% 
state-owned-enterprise. 

8 The fisheries sector export liberalization program started at the end of 1980. The exclusive license given to MIFCO 
to export dried and salted tuna and reef fish was eliminated in 1990. In late 1996 the private sector was allowed to 
export fresh and chilled large yellow-fin tuna and other forms of reef fish.    

9 The country has been divided into four zones for fishing purposes. Zone 1 encompasses the northern-most atolls 
Haa Alifu, Haa Dhaalu, Shaviyani, and Noonu. Zone 2 comprises Raa, Baa, Lhaviyani and Kaafu Atoll. Zone 3 
comprises Alifu Alifu, Alifu Dhaalu, Vaavu, Meemu, Faafu, Dhaalu, Thaa, and Laamu Atoll. Zone 4 comprises 
Gaafu Alifu, Gaafu Dhaalu, Gnaviyani, and Seenu Atoll.   
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  e. Manufacturing 
 
16. Manufacturing has remained a relatively small sector of the economy, contributing about 
8% of GDP in 2003. The manufacturing base is very narrow, consisting of (i) a handful of 
modern factories producing garments (almost all foreign owned) and canned fish, both of which 
are mainly for export; (ii) small businesses; and (iii) traditional handicraft makers. The sector’s 
development is constrained by shortage of skilled labor, limited availability of domestic inputs 
(leading to a need to import most of inputs required for production), small size of the domestic 
market, and high cost of transportation. Manufacturing growth is subject to wide year-to-year 
fluctuation. In terms of job creation, the sector is an important source for local employment—
particularly for women—and employs about 13% of the country's total labor force. The sector 
employs very few Maldivians, however. In 2003, the sector grew by only 2.4% following a 
growth rate of 15.5% in 2002. Production of garments, which constitutes a large part of the 
sector activity, is expected to diminish further with the expiration of the multi-fibre agreement.  
 

f. Construction 
 

17. Construction has accounted for an average of about 3% of GDP in recent years. The 
sector's performance is influenced by public-sector projects, private-sector activity in tourism, 
housing, and commercial property development. The sector grew by 11.9% in 2001 after a 
sharp decline of 13.8% in 2000 with the completion of the construction of the 13 new resorts 
under the second phase of the government's tourism master plan. Strong demand for local 
dwellings and commercial infrastructure helped boost construction sector growth in 2001. After 
registering a negative growth of 0.6% in 2002, the sector grew by 20.0% in 2003 as the 
Government’s Hulhumale’ Housing and Infrastructure Project10 accelerated. Increased public 
investments in infrastructure, including the Gan Airport Upgrading Project and Regional Port 
Project, also contributed to this growth.  
 
18. Some tourist resorts also undertook large renovation during 2003. Favorable economic 
growth boosted private-sector construction projects as more income was generated in the 
economy. The wholesale and retail trade sector grew by 4.3% in 2003 after a 2.3% growth in 
2002, reflecting positive developments in tourism, fisheries, and construction. Although the 
sector has been growing, there have been some limitations to its development: shortages of 
both skilled and unskilled labor, leading to heavy dependence on expatriate workers; expensive 
raw materials due to extreme reliance on import goods; and limitations imposed by land laws. 
The Government has recently implemented new guidelines and regulations, along with a draft 
building code, to provide impetus for further development of the sector.  
 
 
 
 
                                            
10 The Hulhumale’ Housing and Infrastructure Project is a large-scale infrastructure development initiative to create a 

land mass and develop a new town on a lagoon next to Hulhule' island where an international airport is located. 
The reclamation area is 1.3 kilometers away from the capital island Male’. The project will create a total land area 
of 740 hectares and develop a new town for about 100,000 people. The first phase of the project has begun. An 
area of 188 hectares has been reclaimed. The first stage includes provision of 280 housing units and construction 
of infrastructure including roads, hospital, school, and all utilities, and is expected to be completed by mid-2004. 
Two more stages will follow, and the targeted population in 2025, the expected completion year of the Phase I, is 
53,000. Two more phases will then follow, focusing on development of commercial activities and extension of the 
airport. The reclamation work in the Phase I was financed by Fortis Bank of Belgium and the Government of 
Belgium ($21.5 million), and the Government of Maldives ($10 million). For infrastructure development in the first 
stage of Phase I, the Government recently signed loan agreements with Thai Exim Bank for $30 million. 
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 3. Employment and Wages 
 

19. The Population and Housing Census in 2000 showed annual population growth during 
1995-2000 was 1.9% per annum, while the economy and labor force grew at the average 
annual rates of 8.1% and 5.3%, respectively, during the same period. According to the census, 
the Maldivian labor force had 87,987 workers. An additional 27,716 people were expatriate 
workers—mainly from India, Sri Lanka, and Bangladesh—comprising about 24% of the total 
labor force. There are almost twice as many men as woman in the labor force. The Maldivian 
labor force participation rate (labor force as a percentage of the working-age population) was 
only 47.7%. The largest employers are the government and government-owned companies, 
mainly in community, social, and personal services, manufacturing; hotels and restaurants; and 
fishing. Women working in the atolls are employed mostly in manufacturing, as well as in 
community, social, and personal services. Few women work in fishing, hotels, or restaurants.  
 
20. Because of the relatively large number of expatriate workers in Maldives, the Ministry of 
Employment and Labor has begun allocating quotas to those who intend to hire expatriate 
workers, and permission is required for employing expatriates. A regulation which was put 
forward by the Ministry of Employment and Labor for the tourism sector stating that expatriate 
workers cannot exceed 50% of the total employees has been strictly enforced. There are no 
labor laws, so although employment contracts are mandatory for locally engaged and expatriate 
employees, there is no minimum wage or a wage structure. Further, with the exception of 
Government service and relatively larger firms, there are few structured salary scales. Salaries, 
benefits, and other working conditions, such as working hours are determined by negotiations 
between employer and employee. The Government recognizes the problem emanating from the 
absence of labor laws, and a draft Employment Act was submitted to the law commission and is 
awaiting cabinet endorsement. The Government is also according priority to upgrading human 
resources. Better quality and quantity of Maldivian skilled labor and the corresponding reduction 
in reliance on expatriate workers are crucial to development. To achieve this goal, the 
Government will have to expand and strengthen vocational, technical, adult, and continuing 
education and training programs. The key issue, however, is changing attitudes and this task is 
not so easily accomplished through technical and vocational education.  
 
B. Fiscal Developments 
 
21. Despite marked improvements in the fiscal position in the mid-1990s through a 
macroeconomic stabilization and fiscal consolidation, the fiscal position (Figure 2) started 
deteriorating again in 1999 and continued during 2000-2002, mainly because of the 
Government's relaxed stance on expenditure. The fiscal situation improved slightly in 2003, 
mainly because of positive developments on the revenue side (Table 4).  
 
22. Current and capital expenditures reflect a rising trend since 1999. Current expenditures 
increased by 21% in 2000 and by another 12.6% in 2003, with the current spending-to-GDP 
ratio rising by 4.4 percentage points in 4 years to 26.7% of GDP. Despite a 9% drop in capital 
expenditure in 2000, capital expenditure increased by 8.8% in 2001 and by 9.1% in 2002 and by 
another 12.5% in 2003. This reflects sharp increases in social and economic service 
expenditures. In 2000-2003, the social and economic service expenditures were increased by 
44.6% and 70.3%, respectively. Several developments, including the high priority given to 
human development—particularly for community programs, social security, and welfare—and 
the sharp increase in housing and infrastructure, explain the recent extraordinary jump in 
current and capital expenditures. As a result, total expenditures increased from 36.7% of GDP 
in 2000 to 37.4% in 2003, an increase of 2.1 percentage points in 4 years.  
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Figure 2: Government Finances 
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Table 4: Government Finance, 1997-2003 
(% of GDP at market prices) 

 
Item 1997 1998 1999 2000 2001 2002 2003a

Revenues and Grants 30.5 30.4 32.1 32.3 33.0 33.1 33.4
    Current Revenues 27.6 27.7 29.7 30.0 30.0 31.4 32.7
       Tax Revenue 14.4 14.2 14.1 13.8 13.7 13.3 13.8
       Non-tax Revenue 13.2 13.5 15.6 16.2 16.3 18.1 18.9
    Capital Revenues 0.1 0.0 0.1 0.1 0.2 0.1 0.3
    Grants 2.8 2.6 2.3 2.3 2.8 1.6 1.4
Expenditures and Net Lending 31.9 32.3 36.1 36.7 37.7 38.0 37.4
    Current Expenditures 19.8 20.4 22.3 25.5 25.8 25.7 26.7
    Capital Expenditures 12.6 12.8 13.7 11.8 12.3 12.5 13.0
    Net Lending (0.5) (1.0) 0.2 (0.6) (0.3) (0.2) (1.1)
Overall Balance (1.4) (1.9) (4.1) (4.4) (4.7) (4.9) (4.0)
Overall Balance excluding Grants (4.2) (4.5) (6.4) (6.6) (7.5) (6.5) -5.5
Current Balance 7.9 7.3 7.4 4.4 4.2 5.7 6.0
Financing 
    Foreign Financing 2.9 2.0 0.8 0.0 1.9 4.5 5.3
    Domestic Financing (1.5) (0.1) 3.2 4.3 2.8 0.4 (1.2)
Total Debt 39.7 41.0 40.1 40.9 43.5 47.0 46.5
    Of which: Foreign 25.0 25.6 24.3 22.9 23.9 26.9 30.0

GDP = gross domestic product. 
a Provision estimates. 
Source: Ministry of Finance and Treasury. 
 
23. Over the past 4 years the tax/GDP ratio has been stagnant at 13.6% of GDP, and has 
shown no significant buoyancy. Total tax revenue in 2003 recorded a 13.0% growth over 2002, 
reflecting favorable economic developments. Despite a slower increase in nontax revenue in 
2003 compared with 2002, nontax revenue in 2003 exhibited a similar growth of 13.0%. This 
was a result of a major drop in growth of lease rents and in dividends received from state-owned 
enterprises (SOEs).  In addition to its own budgetary resources, Maldives has benefited from 
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generous bilateral grants, which have provided additional funds in the range of 3-4% of GDP in 
the mid- to late 1990s. Since 2001, the amount of grants has been declining. 
 
24. Maldives’ fiscal revenue is based primarily on import duties, income from tourism, 
dividends from SOEs, and resort lease rents. In 2003, total government revenues were Rf3.061 
billion, comprising of total revenue of Rf2.939 billion and grants of Rf122.4 million (Appendix, 
Table A.2). Tax revenues were Rf1.233 billion, accounting for only 42% of the total revenue. 
The rest of the revenues came from nontax sources. The tax revenues were predominantly from 
import duties and tourism taxes, which comprised 27% and 12% of total revenues, respectively. 
The major components of the nontax revenues were lease rents on government properties and 
profits from SOEs and joint ventures, which accounted for 22% and 19% of the total revenues, 
respectively. The total revenues from these four key revenues sources were Rf2.358 billion, 
accounting for 80% of the total government revenue. There are no direct taxes on income and 
profit (personal and corporate income taxes), on domestic goods and services (sales taxes or 
value-added tax), or on wealth (property taxes, capital gains, or asset transfer taxes). The only 
direct tax is on the net profits of commercial banks. 
 
25. The Government’s revenue stream is highly vulnerable to external factors. Tourism tax 
collection depends on the number of tourists. There is a possibility that revenues from import 
duties may be adversely affected (i) when the Maldives fully complied with the rules and 
regulations of the World Trade Organization, which would not only call for harmonization of tariff 
rates to international standards, but also impose burden of proof for frauds in declared values 
on the government side;11 and (ii) operationalization of the South Asia Free Trade Area 
(SAFTA), under whose auspices imports originating from SAFTA countries—which in 2002 
constituted about 26% of the Maldives’ total merchandise imports—would come in duty free. 
Dividends from SOEs are expected to decline in the near future under the government's 
commitment to increased privatization of selected SOEs, although such a decline will be 
temporarily counterbalanced to some extent by cash incomes as a result of divestiture. 
Vulnerability of budget imbalance is also expected to be exacerbated as bilateral grants—which 
in 2003 constituted 4.2% of the total government revenue compared with 9.2% in 2002—are 
likely to be further reduced given the Maldives' expected graduation from LDC status. 
 
26. The overall fiscal deficit declined from 4.9% of GDP in 2002 to 4.0% in 2003. The 
favorable performance in 2003 compared to 2002 came as a result of positive developments on 
the revenue side. Although many of the new revenue measures—including an increase in some 
fees in the budget—did not materialize during 2003, better performance in tourism and some 
SOEs helped. Foreign financing from concessional and other loans covered only 1% of the 
deficit in 2000; as a result, a sizeable recourse to monetization of the deficit took place through 
automatic financing from the Ways and Means Account (WMA) at the Maldives Monetary 
Authority (MMA).12 The pattern of deficit financing has changed since 2002. With sustained 
fiscal discipline, the Government managed to finance the budget deficit in 2002 through larger 
foreign financing, including more commercial borrowing. Domestic financing from the WMA was 
curtailed in 2003, and the Government relied mainly on foreign financing. Net repayments were 
made to the MMA in 2003, reducing the government’s domestic debt stock. 

                                            
11 In response to this, the capacity of the Maldives Customs Services has been upgraded with Asian Development 

Bank's assistance, through staff training, introduction of a new customs data system, and strengthened legislative 
frameworks. 

12 Under the current legislative framework, the Government is allowed to borrow from the WMA at 6% interest, and 
such borrowing can be for any duration and for any amount. Financing from the WMA has served as an essential 
instrument for the Government in filling the liquidity gap due to time lags between expenditure disbursement and 
revenue collection.  
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27. The Government is aware that the WMA should not be an instrument for financing 
budget deficits, as this practice undermines fiscal discipline and the role of monetary policy in 
supporting a de facto fixed exchange rate. The Government has decided on a new policy, 
starting in 2004, not to resort to automatic financing from the WMA for cash flow management 
but to use market instruments such as treasury bills and bonds. Initial action on the legal 
framework for this has been undertaken. The draft Public Finance Bill, which allows the 
Government to introduce bonds for domestic borrowing and treasury bills for cash management, 
has been processed and is awaiting endorsement of the president’s office to be submitted to the 
People’s Majlis (parliament).  
 
28. The Government has decided to strengthen expenditure monitoring. ADB is assisting in 
introducing a new public accounting system to enable more comprehensive and updated control 
over public expenditures for greater transparency and accountability.13 The implementation of 
the new public accounting system would facilitate timely monitoring and control of government 
expenditures, including over-commitment. A draft amendment to the Audit Bill has also been 
processed and is awaiting endorsement of the President’s office. The Government has initiated 
actions to introduce new tax regimes for the business profit tax (BPT) and the property rental 
value tax (PRVT) to broaden and diversify the tax base and ensure stable revenue flows. 
Implementation plans for the BPT and the PRVT are being devised and the enactment of 
relevant legislation and regulation will be introduced.14 The Government has also initiated 
further actions to improve the budget process by formulating a medium-term expenditure 
framework (MTEF). A public expenditure management and budgeting workshop was held in 
June 2003 with the support of the World Bank and the International Monetary Fund (IMF), and 
the preparation of the MTEF began in March 2004.15 From 2005 onward, government budgets 
will be formulated under the MTEF. Under this new approach, all line ministries and agencies 
will prepare multiyear budget frameworks, showing both capital and recurrent expenditures. A 
summary of public expenditure management and the MTEF is given in Box 2. 
  

 
Box 2: Public Expenditure Management and a Medium Term Expenditure Framework 

 
Several problems are associated with the existing annual budget formulation process. Budget 

data covers only 1 year, while most of the development goals and targets are to be achieved over 
several years. This means that the budget process does not facilitate the accomplishment of multi-year 
goals. The current annual budget process is largely incremental. Line ministries and agencies usually 
submit budgets, that they know the Ministry of Finance and Treasury (MFT) cannot meet, and the MFT 
is then forced to allocate only a fraction of their requests. With budgeting limited to 1 year, the recurrent 
cost implications of capital projects are not adequately anticipated. Multi-year budgeting will address 
some of these problems. It will help integrate the capital and recurrent accounts into a single budget, 
and then project this budget for 3-5 years so that recurrent costs can be evaluated alongside projected 
revenues. The expected benefits from the multi-year budget framework are (i) greater medium-term 
budget predictability; (ii) enhanced fiscal discipline, as the process helps establish budget ceilings for 
the sectors and line agencies, which in turn allows those agencies to better plan their programs and 

                                            
13 The goal of the 2002 Asian Development Bank (ADB) assistance on strengthening of the public accounting system 

is to improve the quality of governance by introducing a new public accounting system and capacity building aiming 
to enhance efficiency, accountability, and transparency; and contributing more effectively to public sector 
management, as well as the development of effective fiscal operations and macroeconomic policy.  

14 The business profit tax (BPT) is to be charged on the net profits of any business establishment based on self-
assessment determined through commercial accounts or on a presumptive basis. The BPT aims for equity and 
efficiency and for boarding the revenue base. The property rental value tax (PVRT) is to be levied on monthly gross 
rental income. The PVRT aims for income distribution from upper income households that own rental property, 
especially in Male where the shortage of habitable rooms and space has been a serious constraint.  

15 ADB staff participated in this workshop.  
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improve service delivery; and (iii) clearer direction for the action and programs needed to achieve the 
development targets and goals.   

 
The Government has recently brought public expenditure management issues to the forefront 

of the policy agenda. It has formulated a short- to medium-term public expenditure reform program. A 
public expenditure review was conducted in 2002, followed by a public expenditure management 
review the health, education, and infrastructure sectors in 2003; and medium-term expenditure 
framework (MTEF) was formulated in 2004. A new public accounting system is due to be introduced in 
2006. In the 2004 budget speech to the People's Majlis (parliament), the Government announced that 
the MTEF is to be introduced starting 2005-2007 as the first steps toward implementing a multi-year 
budgeting framework.  The MTEF will involve preparing a 3-year revenue projection, making a 
statement about strategic fiscal policy objectives, then determining total expenditure for the period.   
  

The preparation of MTEF began in early 2004. From second quarter of 2004 onwards, the 
Government plans to take the following steps to continue strengthening multi-year budgeting: (i) the 
budget circular will be revised to incorporate budget requests for 3 years, (ii) the project appraisal 
process will be revised to facilitate better selection of projects in Public Sector Investment Program and 
other major programs, and (iii) more training and information will be provided to line departments and 
agencies in preparing multi-year budgets.   
 

The expectation is that the 2005 budget, to be delivered to the People's Majlis at the end of 
2004, will contain projections for 2005-2007, will build more explicit links between capital and recurrent 
expenditure, and will develop targets and measures for orderly adjustment that can be taken if mid-year 
data suggest targets will be missed.  The MTEF will be periodically revised (once every 6 months at the 
beginning and then annually) and presented to the cabinet. The finalized MTEF will dovetail with the 
new public accounting system, providing timely information for expenditure tracking, control and 
aggregation—to be adopted by 2006 with proposed ADB support. 
 
Source: Ministry of Finance and Treasury. 17 March 2004. Multi-Year Budgeting Framework 
(Preliminary). Male’, and ADB 2002. Report and Recommendation of the President to the Board of 
Directors on a Proposed Loan to the Maldives for the Strengthening of the Public Accounting System 
Project. Manila. 

 
C. Monetary Developments and Prices 
 
29. The objectives of the MMA's monetary policy are to support macroeconomic stability and 
to improve efficiency in financial intermediation by maintaining low inflation rate and adequate 
external reserves. Despite the 8.5% devaluation of the rufiyaa from Rf11.77/$1 to Rf12.80/$1 in 
2001 to ease pressure on the currency and successfully eliminate the parallel market, several 
other measures were undertaken to limit the use of direct instruments of monetary control, 
including the removal of the bank-specific credit ceilings and the maximum spread of 7 
percentage points between the rufiyaa lending and deposit rates. The commercial banks are 
now free to determine rates chargeable on deposits and loans denominated in both the rufiyaa 
and the US dollar. The only remaining restriction is the 20% ceiling on the rufiyaa lending rates. 
At the end of 2003, savings widened from the rate band of 5.0-6.0% for rufiyaa and dollar 
denominated accounts to 2.5-5.0% and 2.0-4.5%, respectively. The lending rate band widened 
on both sides, with the rates on conventional lending denominated in rufiyaa going from 12-13% 
to 9-14%, and the band on dollar-denominated lending widening from 12-15% to 7.5-14%. 
 
30. The MMA, aware of financing constraints for the private sector, undertook several steps 
toward liberalizing financial markets. These include (i) award of a license for opening a branch 
of an internationally reputable bank, the Hong Kong and Shanghai Banking Corporation, in 
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Malè; (ii) establishing the Securities Trading Floor (STF);16 (iii) launching a website to provide 
information on the securities market to public; (iv) granting permission for establishment of the 
Maldives Finance Leasing Company (MFLC);17 (v) reducing the minimum reserve requirement 
from 35% to 30% of total rufiyaa and foreign currency demand and time deposits; and (vi) 
reduction of the interest rate on the MMA certificates of deposit from 8% to 6%. Despite the 
entry of the new international bank and the establishment of the MFLC—which would improve 
the terms and availability of financing, especially for small firms—the Maldives’ financial market 
is still underdeveloped and major industries, particularly in tourism, air transport, and shipping, 
depend heavily on foreign financing.  
 
31. As a result of improved fiscal management, the Government’s outstanding borrowings 
from MMA have declined. After the abolishment of the credit ceiling,18 availability of credit to the 
private sector increased markedly.  
 
32. Credit to the public sector decreased sharply by 25.5% in 2003 from an increase of 6.5% 
in 2002 while credit to the private sector increased by only 6.8% in 2003 from 15% and 29.9% in 
2002 and 2001, respectively. A sharp increase in private sector credit growth in the past 2 years 
was mainly a result of eliminating the credit ceiling, a wider spread in the rufiyaa interest rates, 
and the entry of the international bank in the market. In terms of sectoral allocation of private 
sector credit, the tourism sector accounted for 56.0% of the credit outstanding at the end of 
2003, while the commerce sector accounted for 21.9%, and the fisheries and construction 
sectors accounted for 6.8% and 7.6%, respectively.  
 
33. At the end of 2003, net foreign assets (in rufiyaa) exhibited growth of 57.2% compared 
with the previous year’s 44.2% growth, reflecting a build-up in foreign assets by both the 
commercial banks and the MMA (Table 5). Although the total domestic credit in the banking 
system declined during 2003, the rapid increase in net foreign assets fuelled total liquidity 
growth. Thus, the broad money supply (M2) increased by 14.6% in 2003. This was, however, 
lower than the 19.3% growth in 2002. Consequently, the dollarization ratio (ratio of foreign 
currency deposits to board money) edged up from 47.2% at the end of 2002 to 51.1% at the end 
of 2003.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                            
16 Currently only shares of three public companies, Maldives Transport and Contracting Company Public Ltd, State 

Trading Organization Public Ltd, and Bank of Maldives Public Ltd, have been traded on the STF. There is limited 
secondary market trading of these shares through the trading facility provided. Nevertheless, the activities in the 
STF has gained impetus in terms of size and value, with the market capitalization to GDP ratio standing at 11.3% 
at the end of 2003 compared with 9.5% at the end of 2002.  

17 The Maldives Finance Leasing Company (MFLC) provides short- to medium-term capital equipment finance to 
various economic sectors. During the year 2003, MFLC disbursed leasing financing amounting to Rf54.2 million, of 
which 46% was extended to the tourism sector, 32% to trade and commerce sector, 15% to transport sector, and 
about 6% to fisheries and agriculture sectors. The lease period of the equipments including speedboats, live-
aboard safari and fishing vessels, and computers financed by the MFLC ranged from 12 to 60 months, with the 
majority being 60 months. 

18 With the lifting of a bank-specific credit ceiling imposed on banks in July 2001, commercial banks’ total credit 
showed a steep increase of 26% compared to an increase of 6% in 2000, with this significant growth stabilizing in 
2002 to 15%. The growth of total credit was mainly on account of an increase in private sector credit, which 
recorded an increase of 30% in 2001 compared to an increase of 8% in 2000, and an increase of 15% in 2002.    
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Table 5: Monetary Developments, 1997-2003 
(% change from the previous year) 

 
Item 1997 1998 1999 2000 2001 2002 2003

Net Foreign Assets 39.1 29.8 -5.7 (6.6) (12.1) 44.2 57.2
      Monetary Authority (net)  61.1 20.5 7.2 (3.4) (17.5) 43.0 19.8
      Commercial Banks (net) (114.3) (702.0) (208.6) 42.8 (68.2) 11.2 (1,253.9)

Net Domestic Assets 10.4 15.9 13.9 14.0 25.0 6.1 (16.2)
      Domestic Credit  8.8 18.6 8.0 14.5 19.4 11.5 (5.8)
         Claims on Government (11.4) 1.4 12.9 30.9 8.4 5.1 (19.6)
         Claims on Public Enterprises  (33.2) 59.4 18.9 (5.9) (0.4) 14.7 (57.2)
         Claims on the Private Sector  38.9 25.7 4.0 8.0 29.9 15.0 6.8

Total Liquidity (M2)  23.1 22.8 3.6 4.1 9.0 19.3 14.6
Source: Ministry of Planning and National Development. 2002. Statistical Year Book of Maldives. Malè; and Maldives 
Monetary Authority. 
 
34. Inflation, as measured by the percentage change in the consumer price index, declined 
substantially in the late 1990s after double-digit inflation in early 1990s. It has remained low in 
recent years, ranging from -3% to 3%. Inflation in 2003 stood at -2.9% compared with 0.9% in 
2002. This is the lowest inflation rate in the past 12 years. The substantial drop in inflation in 
2003 was mainly attributable to a large fish catch, which decreased fish prices, as well as a 
relatively steeper decline in the food, beverages and tobacco index and lower tariffs for the 
internet and mobile phone services as the result of telecommunications reforms.  
 
D. External Trade, Balance of Payments, and Foreign Debt 
 
35. Growth in exports and imports was positive and significant during 2003. The trade 
account deficit widened as growth in imports exceeded growth in exports. With a large surplus 
in the capital account (Figure 3), the overall balance of payments improved substantially from a 
deficit of $21.4 million in 2001 to a surplus of $74.3 million in 2003 (Table 6).  
 

Figure 3: Balance of Payments 
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36. The Maldives’ exports are mainly marine products and garments. Fish products are the 
major component of the marine exports. Exports increased by 21% in 2002 and by another 15% 
in 2003. This increase was attributed to (i) higher catch volume and the recovery of international 
prices for marine product products; (ii) a recovery of growth in garments, reflecting a rise in 
consumer expenditures in the United States, the Maldives main export market; (iii) the impact 
on exports of rufiyaa devaluation in 2001; and (iv) a revival of economic growth in the EU and 
many Asian trade partners. In contrast, imports declined by only 0.1% in 2002, but there was 
significant recovery in 2003. Imports grew by 20% in 2003, reflecting high domestic demand for 
intermediate, capital, and consumer goods. This led to a trade deficit of $262.3 million in 2003. 
The trade deficit as percentage of GDP increased from 33.2% in 2002 to 37.1% in 2003. 

 
37. A sharp increase in tourist receipts helped improve the services account. Tourism 
receipts were $401.6 million in 2003, which represented around 93% of total service receipts. 
The balance of factor services recorded a modest increase from $35.4 million in 2002 to $38.4 
million in 2003, mainly as a result of profit remittances by foreign commercial banks and an 
increase in interest payments of foreign debt. The deficit on the transfers account continued to 
widen in 2003 to $42.3 million. The current account deficit improved from 5.6% of GDP in 2002 
to 4.5% in 2003.  

 
Table 6: Balance of Payments Indicators, 1997-2003  

Item 1997 1998 1999 2000 2001 2002 2003 
  
 ($ million) 
Trade Balance (214.0) (215.9) (262.4) (233.3) (236.0) (212.4) (262.3)
   Exports (FOB) 93.0 95.6 91.5 108.7 110.2 132.3 152.0
   Imports (FOB) (307.0) (311.5) (353.9) (342.0) (346.3) (344.7) (414.3)
Services Account Balance 190.5 204.3 203.6 208.8 207.0 213.3 272.7
   Receipts of which: Tourism 286.0 303.0 313.5 320.7 327.1 337.1 401.6
Transfers (net) (10.8) (10.3) (20.1) (27.0) (29.7) (39.6) (42.3)
   Official 17.2 20.3 20.4 19.3 19.9 10.6 12.7
   Private (27.9) (30.6) (40.5) (46.2) (49.6) (50.2) (54.9)
Current Account Balance (34.2) (21.9) (78.9) (51.5) (58.7) (35.7) (31.8)
Nonmonetary Capital (net) 61.6 50.9 71.7 43.5 37.3 75.5 106.1
   Official Medium- and Long-Term 21.9 14.6 5.2 (1.9) 7.8 26.8 33.8
     Disbursement 30.7 25.7 17.6 12.4 23.4 43.5 51.1
     Amortization (8.8) (11.1) (12.5) (14.3) (15.6) (16.7) (17.4)
   Private Capital 42.9 42.9 42.9 25.6 24.3 33.9 56.8
   Net Errors/Omissions (3.2) (6.6) 23.6 19.9 5.2 14.9 15.5
Overall Balance 27.4 29.1 (7.2) (7.9) (21.4) 39.8 74.3
Gross International Reserves 99.7 119.9 128.5 124.1 94.3 134.5 161.0
  
 (% of GDP) 
Trade Balance (42.1) (40.0) (44.5) (37.4) (37.8) (33.2) 37.0
   Exports (FOB) 18.3 17.7 15.5 17.4 17.6 20.7 21.2
   Imports (FOB) (60.4) (57.7) (60.1) (54.8) (55.4) (53.8) (58.0)
Current Account Balance (6.7) (4.3) (13.8) (8.2) (9.4) (5.6) (4.5)
Nonmonetary Capital (net) 12.1 9.7 12.6 7.0 6.0 11.8 14.8
Overall Balance 5.4 5.4 (1.2) (1.3) (3.4) 6.2 10.3
FOB = free on board, and GDP = gross domestic product. 
Source: Maldives Monetary Authority. 1999. Annual Report 1999. Malè. 
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38. In terms of financing the current account deficit, the non-monetary capital account 
registered a surplus of $106.1 million in 2003, a significant improvement from a surplus of $37.3 
million achieved in 2001. This improvement was attributed mostly to a significant increase in 
disbursement of official assistance from $7.8 million in 2001 to $33.8 million in 2003 and an 
expansion of private sector capital inflows from $24.3 million in 2001 to $56.8 million in 2003.19 
Consequently, the overall balance of payments strengthened significantly and recorded a 
surplus of $74.3 million in 2003 as opposed to a deficit of $21.4 million in 2001. 
 

Table 7: External Debt and Debt Services 1997-2003   
Item 1997 1998 1999 2000 2001 2002 2003
       

 ($ million) 
Total External Debt  178.1 200.8 212.9 211.6 209.8 259.0 280.9
    Medium- and Long-Term Debt 165.3 184.7 185.6 178.0 181.5 223.1 264.2
       Official Creditors 135.2 144.0 143.7 139.4 141.3 164.7 184.3

Multilateral 102.2 114.2 116.5 114.9 118.6 140.4 157.7
Bilateral 33.0 29.8 27.1 24.5 22.7 24.3 26.5

Private Creditors 30.1 40.7 41.9 38.6 40.2 58.4 80.0
Suppliers Credit 23.4 27.5 25.3 23.5 25.2 48.7 72.3
Financial Markets 6.7 13.2 16.7 15.1 15.0 9.7 7.6

Short-Term Debt 12.8 16.1 27.3 33.6 28.3 35.9 16.6
Public 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Private      12.8 16.1 27.3 33.6 28.3 35.9 16.6

Debt Services Payment 28.0 15.0 16.8 19.0 20.1 21.2 22.0
Principal Amortization 24.2 11.1 12.5 14.3 15.6 16.7 17.4
Interest Payments 3.9 3.8 4.3 4.6 4.5 4.4 4.6

Total External Debt/GDP 35.0 37.2 36.1 33.9 33.6 37.6 41.0
Grants a 14.3 14.0 13.8 14.1 16.5 11.5 9.6
 (in %) 
Total Debt  100.0 100.0 100.0 100.0 100.0 100.0 100.0

Medium- and Long-Term  92.8 92.0 87.2 84.1 86.5 86.1 94.1
Short-Term  7.2 8.0 12.8 15.9 13.5 13.9 5.9
Concessional  75.9 71.7 67.5 65.9 70.0 – – 
Nonconcessional  24.1 28.3 32.5 34.1 30.0 – – 

– = not available, GDP = gross domestic product. 
a Includes grants-in-kind and cash but excludes direct expenditure by donors. 
Source: Ministry of Finance and Treasury. 
 
39. After declining to $94.3 million at the end of 2001, foreign exchange reserves recovered 
to $134.5 million at the end of 2002 and further to $161.0 million at the end of 2003 following 
positive developments in the overall balance of payments position. The reserves at the end of 
2003 were sufficient to cover more than 4.1 months of imports of goods and services. The total 
external debt stock (Figure 4) at the end of 2003 was $280.9 million, up by 8.5% from $259.0 
million in 2002 (Table 7). Despite a decrease in short-term debt of 53%, an increase in the total 
external debt stock was largely a result of a 37% increase in commercial and semi-commercial 
borrowings and a 12% increase in multilateral and bilateral concessional borrowing. Of the total 
debt, 94% was medium- and long-term. Multilateral and bilateral concessional debt constituted 
69.7% of medium- and long-term external debt at the end of 2003. The remaining comprised of 
suppliers' credits, which include a grant element within the package, and commercial loans. The 

                                            
19 The high level of disbursements in 2002 and 2003 were mainly a result of the Hulhumalè project, disbursements for  

which were $19.7 million in 2002 and $16.4 million in 2002. Meanwhile, the high level of private capital inflows in 
both years were in part a result of investment in the renovation of two big tourist resorts, an increase in the MFLC 
capital, and the large loan to a private party.  
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outstanding debt is characterized by low interest rates and long grace periods for repayment.20 
The ratio of outstanding debt to GDP has remained stable at 40% of GDP for 2002/2003, while 
the debt service payments as a percentage of receipts from exports and services decreased 
from 4.3% in 2002 to 3.9% in 2003. 
 
40. While a large portion the external debt is on concessional terms, data for recent years 
indicates that the external debt portfolio is being affected by the continued decline in 
concessional leading and grants. Inadequate recourse to domestic financing for the country's 
growing infrastructure and socio-economic needs and the decrease in grant assistance by 
development partners resulted in more commercial borrowings. As a result, private financing is 
slowly replacing concessional assistance. The period 1997-2000 witnessed a gradual increase 
in non-concessional loans mainly as a result of the procurement of capital equipment under 
suppliers' credit schemes. The amount and composition of the external debt portfolio will 
change further when the country graduates from LDC status. Graduation would imply a loss of 
preferential access to some markets, and reduced access to concessional development 
assistance. The terms of debt would harden and the debt service ratio would increase (Box 3). 
The growing debt portfolio, its changing composition toward higher-cost loans, hardening of 
debt terms, and an increase in the debt burden will require the Government to enhance its 
capacity to monitor and manage its debt.21  
 

Figure 4: External Debt and Servicing 
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20 Concessional loans carry an average of 8 years' grace and 20 years' repayment, with 1-2.5% interest. Suppliers' 

credits terms are at an average of 7 years repayment and CIRR based interest at around 4.5-6%. Loans with high 
commercial terms are at an average of 3-4 years' repayment and interest rates based on New York prime rate and 
London interbank offered rate (LIBOR). 

21 In response to this, the capacity of the Ministry of Finance and Treasury and Maldives Monetary Authority are being 
upgraded with the Asian Development Bank's assistance, through staff training and introduction of a complete and 
consolidated database on all public debt.  
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Box 3: Likely Impacts of Graduation from Least Developed Country Status 
 

The United Nations' Committee of Policy Development under the Economic and Social Council 
is reviewing the Maldives' eligibility to maintain least developed country (LFC) status. A decision on this 
front is expected in the near future. If the committee decides that the Maldives will graduate, a grace 
period is likely to be granted to enable the Government to prepare a transition strategy. This change in 
status will lead to (i) loss of preferential access to export markets, including tuna to the European Union 
(EU) and garments to the United States (US); (ii) a decline in concessional foreign aid, especially 
grants; (iii) an increase in debt service burden due to harder terms and conditions of foreign assistance; 
and (iv) a loss of access to other special arrangements in many international organizations and 
arrangements.  

 
Loss of Preferential Access to Markets. Tuna exports to the EU, the major market, will be 

affected with the imposition of a 24% tariff. At present, even without the tariff, the Maldives is barely 
able to compete with its main rivals because of its high unit costs and low economies of scale. The 
garment industry will suffer significantly as current exports rely on preferential access to the US and EU 
markets granted to the Maldives as an LDC. This will reduce Maldives’s competitiveness even further 
and could result in a substantial loss of export earnings. 
 

Decline in Foreign Aid and Foreign Direct Investment. Currently, 60% of total development 
expenditure and 80% of total expenditure on socioeconomic services comes from foreign aid (grants 
and concessional loans). A decline in aid will lead to serious unemployment problems given the volume 
of jobs directly linked to the large number of aid-funded infrastructure programs. High unit factor costs, 
poor economies of scale, and a narrow resource base will limit flow of foreign direct investment (FDI). 
The Maldives has been able to attract significantly less FDI than other threshold countries. Moreover, 
one of the main drawing points for FDI will be loss of access to the Generalized System of Preferences. 
 

Increase in Debt Burden. An acceleration in past debt obligation will result in an increased 
debt service burden. Repayment installments will increase considerably for bilateral and multilateral 
financial institutional loans. This will depend on the length of the transitional period to be granted.  
 

Loss of Access to Other Special Arrangements. This includes loss of access to numerous 
technical assistance (TA) programs; 50% of current aid is in the form of TA designed to enhance 
human resource capacity building. Other arrangements that may be affected are special and differential 
treatment under the World Trade Organization and special programs devoted to LDCs by the 
International Maritime Organization, International Telecommunication Union, United Nations 
Educational, Scientific and Cultural Organization; United Nations Conference on Trade and 
Development; and other multilateral and bilateral organizations. Similarly, access to multilateral 
negotiating forums may be affected due to loss of assistance currently given to LDCs to facilitate their 
participation.  
 

Source: ADB. January 2002. Country Strategy and Program, Maldives 2002-2004. Manila. 
 
 

II. SHORT- AND MEDIUM-TERM ECONOMIC PROSPECTS AND POLICY ISSUES 
 
A. Short- and Medium-Term Prospects  

 
41.  The performance of Maldives' economy will remain overly dependent on tourism and, to 
a lesser extent, fisheries sector. While dependence on external demand can be a source of 
instability, growth is expected in these sectors in the coming years. The Maldives' short- and 
medium-term growth is expected to remain buoyant despite external vulnerability. The 
Government’s ongoing regional development projects are expected to spur the domestic 
demand for construction, transport, telecommunication, services, and imports.  
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42.  Table 8 gives a short- and medium-term illustrative scenario. GDP is projected to grow 
more moderately by 5.5% in 2004, and by 5.0% in 2005, and is likely to come close to 5.5-6% in 
the following years. Tourism growth is expected to slow from the very high growth in 2003 
because of capacity constraints, however growth prospects are bright in the medium term. The 
fisheries sector is expected to grow by 3% in 2004 and improve gradually in the following years, 
supported by higher international fish prices, the opening of MIFCO's fresh fish plants in 2004, 
and growing private sector participation in fishing. The construction sector is expected to grow 
by 10% in 2004 and continue performing strongly in the medium term because of ongoing 
infrastructure projects. The transport and telecommunications sector is expected to post growth 
of 7.5% in 2004, and 6.5-7.5% over the medium term.  
 
43. The budget deficit, including grants, is projected to widen to 4-5% in the medium term 
and spread further as grants and foreign concessional financing becomes more limited. Total 
revenue and grants are expected to grow by 6.5% from the 2003 level to 34.2% of GDP in 2004 
and continue to grow moderately in the medium term. Total expenditures and net lending are 
expected to increase by 7.6% from the 2003 level to 38.7% of GDP in 2004 and expected to fall 
moderately as expenditure growth slows down with the containment of general administration 
costs—including wages, salaries, and pension contributions—and capital spending. 
 
44. The trade deficit is expected to widen because of rising imports associated with 
development investments in government projects and new tourist resorts. This could lead to a 
persistent current account deficit. The current account deficit is expected to stabilize at around 
5-6% of GDP with favorable developments in tourism and fisheries and more rapid growth in the 
world economy. This is a manageable level over the medium term. The current account deficit 
will however be offset by stronger capital account inflows because of (i) official external 
assistance for ongoing social, economic, and infrastructure projects; and (ii) private inflows for 
construction of new tourist resorts. The overall balance of payments is expected to be in 
surplus. Reserves are likely to remain equivalent to the recent level of 4.2 months of imports.  

 
Table 8: Short- and Medium-Term Illustrative Scenario 

 
Item 2004a 2005a 2006a 2007a 

Nominal GDP (Rf million) 9,530 10,225 11,043 11,982
Real GDP Growth Rate (%) 5.5 5.0 5.5 6.0
Consumer Price Index (% change) 0.3 2.3 2.5 2.5
Fiscal Indicators (% of GDP) 
    Total Revenue and Grants 34.2 31.9 30.2 28.6
       Tax Revenue 13.1 13.4 12.8 12.4

Nontax Revenue 20.3 17.7 16.7 15.6
Grants 0.8 0.7 0.7 0.6

Total Expenditure and Net Lending 38.7 36.4 34.4 32.5
    Fiscal Balance including Grants  -4.5 -4.5 -4.2 -3.9
    Fiscal Balance excluding Grants -5.3 -5.1 -4.8 -4.5
Balance of Payments 
    Current Account Balance (% of GDP)  5.0 5.2 5.5 5.8
    Gross Official Reserve ($ million) 175.1 183.6 189.3 184.2
    Gross Official Reserve (in months of imports) 4.2 4.2 4.2 4.2
External Payments  
    Total External Debt (% of GDP) 32.3 34.6 36.2 37.3

a Government preliminary estimates. 
Sources: Ministry of Finance and Treasury. 17 March 2004. Multi-Year Budgeting Framework (Preliminary). Male’. 
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45. The prospect of the continued decline in bilateral grants and the possible decline in 
concessional donor assistance is expected to put pressure on fiscal deficit if new external 
finance is not available. This could hurt price and exchange rate stability, as well as external 
indebtedness. Efforts have been made to achieve fiscal consolidation, to strengthen expenditure 
monitoring, to control and improve the budget process,22 and to pattern deficit financing through 
expenditure control. Introduction of the MTEF starting with the 2005 budget will also contribute 
to this end. Government budgets will be formulated on a 3-year basis and all line ministries and 
agencies will prepare multiyear estimates, showing capital and recurrent expenditures. The 
Government will not resort to automatic financing from the MMA. The fiscal framework must be 
reviewed to generate more efficient sources of government revenues and financing the budget 
deficit. The Public Finance Bill, the Business Profits Tax Bill, and the Property Rental Value Tax 
Bill must also be enacted so that the Government can issue long-term bonds for domestic 
borrowing and treasury bills23 for cash management. These measures will ensure more stable 
revenue. The Government must also continue efforts to privatize SOEs and promote 
competition. Privatization will enhance private sector participation in the economy, facilitate 
economic diversification, and reduce the budgetary burden associated with some SOEs. The 
Government should also move away from direct participation in the economy by enhancing 
private sector participation and supporting human resource development. 
  
B. Key Policy Issues 
 

1. Economic Diversification 
 
46. Despite a near full recovery from the adverse affects of the 11 September 2001 events 
and favorable developments in tourism over the last decade, tourism markets and products are 
not adequately diversified. Most tourists come from one region (about 77% of the tourists are 
from Europe and about 18% from Asia) and their activities are limited to relaxation and water 
sports. Almost 30% of the total labor tourism force is expatriate labor as sufficient numbers of 
trained nationals are unavailable. Social and cultural factors inhibit women from taking jobs at 
tourist resorts. All these factors have encouraged tourism in the Maldives to depend heavily on 
European economic development, regional security, focused tourists and expatriate labor. To 
cater to changing market needs and to ensure industry growth, key challenges are to diversify 
its markets and products, to encourage more Maldivians to obtain and retain jobs in the sector, 
and to ensure the availability of a pool of trained Maldivians to undertake semi-skilled and 
skilled jobs in tourism.  
 
47. Fisheries are focused on a few varieties of tuna. Close to 90% of the catch comes from 
tuna, skipjack, and yellow fin. Tuna fishing is undertaken by small, motorized pole line vessels. 
Large quantities of the catch are exported chilled, frozen, in cans, and dried. Fisheries account 
for about 45% of total exports. The industry remains very vulnerable to fluctuations in 
international tuna prices and to the adverse impact of graduation from LDC status.24 To reduce 
vulnerability to external shocks, key challenges are to diversify the industry, to add value to its 
products, and to develop and manage the country’s marine resources in a sustainable manner.  

                                            
22 ADB has been working closely with the Government of Maldives to strengthen the public accounting system and 

improve governance, transparency and accountability in public sector operations. TA 3320: Capacity Building for 
Public Accounting System was prepared in consultation with the Government as a significant input to this process. 

23 With the introduction of the treasury bills, the Maldives Monetary Authority (MMA) could switch to indirect monetary 
controls through open market operations. 

24 A main market for marine products is the European Union (EU) due to the preferential access to the EU market 
granted to the Maldives as a least-developed country (LDC). Graduation from LDC status would hurt the fisheries 
industry, losing a 24% tariff concession for tuna in the EU. 
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48. The Government is fully cognizant of the urgent need to direct its long-term economic 
development. Economic diversification has been expressed in two documents prepared by the 
Ministry of Planning and National Development (MPND): the Maldives Vision 2020 and the 
recent25 Strategic Economic Plan (Phase I). The proposed plan recommends an approach to 
expanding the traditional core sectors of tourism, fisheries, and agriculture, and to upgrading 
new economic sectors of information and communication technology, ports, and logistics 
services.  A summary of the Strategic Economic Plan (Phase I) is given in Box 4. The next 
phase of that plan is now under preparation. A number of working committees have been 
formed to develop plans to promote economic diversification. The Maldives Strategic Economic 
Plan should focus on maintaining sustainable and proper use of the country's vast marine 
resources, diversifying its industrial base and exports, and creating employment opportunities in 
the tourism and fisheries.  
 

 
Box 4: Strategic Economic Plan (Phase I) 

 
To help Maldives reduce the volatility and vulnerability of the economy in its current stage, the 

proposed Strategic Economic Plan (Phase I) prepared by the International Trade Institute of Singapore 
identified potential areas for diversification with linkages to major industries. The plan recommends a 
regional cluster approach to expanding the traditional core sectors of tourism, fisheries, and agriculture, 
as well as upgrading new economic sectors such as information and communication technology (ICT), 
ports, and logistics in an integrated manner.  
 

For the tourism sector, the major scope includes expanding the spread of tourists from other 
regions besides Europe, especially Asia; promoting business visitors for conferences and corporate 
retreats; and providing retirement villages for the elderly.  
 

For the fisheries sector, potential areas of enhancement in fisheries are higher-value 
secondary marine products for niche markets; development of markets for new, higher-value marine 
species such as reef fish; establishment of aquaculture facilities; and upgrading of storage and logistics 
facilities. All of these should be supported by improved marketing and research capacities. 

 
Agriculture makes a limited contribution to the economy, but it plays a key role in generating 

employment and income in the atolls, as well as in improving food security. The sector can be further 
developed by strengthening the capacity to supply to both resorts and the local community. This 
potential could be developed through the credit schemes, promoting the use of uninhabited islands in 
an environmentally sustainable manner, and developing a logistics network for agricultural products. 
 

The proposed plan further recommends developing new economic clusters of ICT, ports, and 
logistics services. Recommendations include developing a viable ICT sector, and later a strong export-
oriented ICT industry to support the development and upgrading of target economic sectors. Another 
key recommendation is establishing a reliable inter- and intra-regional transportation system to support 
the development of core economic clusters. The new clusters will help diversify the economy, ensuring 
stability and sustainability.   
 
Source: Ministry of Planning and National Development and International Trade Institute of Singapore. 
2001. Strategic Economic Plan (Phase I). Malè. 

 
49. To facilitate economic diversification, the Government should continue to (i) privatize 
SOEs that have no natural monopolies or strategic importance, (ii) strengthen the accountability 
and operational efficiency of SOEs, and (iii) strengthen the Audit Office in evaluating the 
performance of SOEs. A joint and cooperative effort between the Government and the private 
                                            
25 The Strategic Economic Plan (Phase I) was prepared by the International Trade Institute of Singapore in 2001.    
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sector is also needed. The Government should act as a leader in attracting and facilitating 
private investment, as well as in building public-private partnerships. This leadership role would 
include creating an appropriate legal and regulatory environment, accompanied by good 
governance. The challenge for the Government is to demonstrate its leadership role and to work 
in collaboration with the private sector to promote economic diversification.  
 

2. Financial Sector Reforms 
 
50. The financial sector remains underdeveloped. The financial sector, currently dominated 
by banking, caters mostly for the working capital needs of tourism and trade. Financial 
institutions other than banking are underdeveloped. The nonbank financial sector consists of 
two insurance companies dealing only with general insurance, one finance leasing company, 
and one provident fund.26 The MMA has most of the powers and obligations of a central bank in 
relation to prudential regulation and bank supervision. The commercial banks are the principal 
institutions for mobilizing savings and for providing foreign exchange to the private sector. 
Commercial banks concentrate mostly in retail services. Less than a quarter of their lending is 
for longer-term capital investment, and loans are only for about 3-5 years. The private sector 
relies to a large extent on short-and medium term loans from commercial banks, which do not 
have capacity to meet the significant financing needs of the private sector. The country has no 
long-term financing institutions, or developed securities markets,27 posing another constraint to 
domestic resource mobilization.  
 
51. Recent financial sector developments are encouraging and will have positive impacts on 
the sector's development, but many challenges remain. The Government's future reform and 
development agenda in the financial sector includes (i) enhancing the banking system and 
promoting a competitive environment, with the revision of MMA Act and Banking Act; (ii) further 
developing the capital markets; (iii) developing nonbank financial systems, including 
strengthening the Government Employees’ Provident Fund as a long-term financing institution; 
and (iv) reorienting the role of MMA for market-based monetary policy. In the long run, the 
development of the capital market will be important in meeting shortages in the supply of long-
term capital to finance investments and provide a channel for mobilizing domestic savings as an 
alternative source of longer term finance besides bank deposits. However, such reforms need to 
accompany (i) strengthened bank regulation and supervision of the MMA, (ii) an enabling legal 
and regulatory environment that supports business formation and foreign investment, and (iii) 
institutional capacity building in the financial sector.  
 

3. Human Resources Development and Employment 
 

52. The economy grew at the average annual rate of about 8% from 1995 to 2000. During 
the same period, the labor force grew at an annual average of 5.3% while expatriate labor grew 
8.1%. The Maldives labor force is heavily reliant on expatriate workers from India, Sri Lanka, 
and Bangladesh. According to the 2000 census, the majority of expatriate workers occupy the 
most skilled (42%) (e.g., accounting, business management, teaching, and technical trades) 
and the least skilled (36%) (e.g., construction workers, resort cleaners, and garment producers) 
areas in the labor markets.  

                                            
26 The Government Employees Provident Fund was established in 1988 to encourage savings by employees of the 

Government and state-owned enterprises. Participation is voluntary and the fund is currently fairly small. Its 
investment activities are limited to bank deposits, and to a small shareholding in the Bank of Maldives. 

27 In terms of a primary market for debt securities, neither government securities nor private sector commercial debt 
instruments are currently available. The Maldives Monetary Authority (MMA) issues Certificate of Deposits and 
sells these to commercial banks and state-owned enterprises to manage liquidity. 
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53. The share of expatriates in the total labor force grew to 24% in 2000 (27,716 workers).28 
Expatriate workers numbered 33,765 at the end of 2003, a 10.1% increase from 2002. 
Employment of local workers is growing more slowly. Slow local labor growth is mainly 
attributed to (i) a skills shortage because of low education attainment and lack of availability of 
trained human resources; (ii) unwillingness of Maldivians to enter work as unskilled labor; (iii) a 
ready supply of lower-paid, unskilled expatriate labor; and (iv) a relative decline in the number of 
working women. The number of unskilled youths will drastically increase in the near future when 
around 33,000 youths aged 15 to 19 will leave school and enter the labor force. 
 
54. The Maldives Human Development Report: Challenges and Response (2000) by the 
MPND and the United Nation Development Programme examined the levels of education 
attainment and revealed the overwhelming predominance of persons without formal education 
beyond basic literacy and numeracy (Appendix, Table A.5). Many island primary schools have 
inadequate facilities, and enrolment in secondary education, while increasing rapidly, is still only 
one-half of the relevant age group. 
 
55. Human resources development also faces the challenges of population structure change 
and attitudes among young people toward work and skills. According to the 2000 census, the 
population growth rate peaked at 3.4% per annum in 1985-1990 but has since reduced to 2.7% 
per annum in 1991-1995 and further reduced to 1.9% in 1996-2000. A higher birth rate in the 
late 1980’s and early 1990’s has resulted in a population increase in the mid-to late-teens age 
brackets. In 2000, there were over 33,000 youth aged 15 to 19 (77% of the cohort) who were 
not in the labor force and some 62,000 of those aged 20 to 34. These cohorts of 15-19 year olds 
are in secondary school and will soon seek further education or employment. After completing 
school, many young people look forward to white-collar jobs, especially in the public sector. The 
jobs may simply not be available, even if candidates possess the right skills. There is a 
mismatch between the aspirations of young people and opportunities for productive 
employment. 
 
56. The prevailing economic development patterns, the geography of the Maldives, and 
certain cultural factors have marginalized women from participating in development. Tourism 
has presented new employment avenues for men, but not for women. Women’s participation in 
the labor force fell from nearly 62% in 1977 to 20% in 1990. Although the figure has since 
improved to 28% in 1995 and 37% in 2000, they remain low. This decline has been mainly 
because women are less involved in traditional fish drying because of industry modernization 
and increasing export of raw fish. It also reflects limited opportunities for higher education. The 
main challenge for the Government is to ensure that (i) the burdens of economic diversification 
do not disproportionately impact women, particularly those in the outlying islands; (ii) the country 
is equipped with the skills required to maintain social and economic transformation and to 
reduce growing dependence on expatriate workers; (iii) employment-oriented education and 
training programs are available for youth, women, and others seeking employment; (iv) a 
systematic approach is used to coordinate resources and stakeholders in labor supply and 
employment demand; and (v) labor regulations are effectively implemented to ensure equal and 
equitable working conditions, wages and benefits for women and men, Maldivians and 
expatriates. Issues of cost, equity of access, and quality of education also need to be 
addressed. 
 

                                            
28 According the 2000 census, the total population 12 years or older was 184,522, of whom 87,987 or 47.7% were 

economically active or in the labor force, and 93,136 or 50.5% were not. Expatriate workers at the end of 2000 
were 27,716, of whom 26,441 were Asian and 1,052 or 3.8% were European. 
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57. Several measures were recently undertaken to promote human resources development. 
The Department of Higher Education and Training under the Ministry of Education was recently 
established in 2004. The quality of primary education has been further improved, and expanded 
access to secondary and post-secondary education is being pursued. The Maldives 
Accreditation Board and the delivery of foundation courses to help prepare students for 
postsecondary education have also been made functional and operational. The Government, 
assisted by ADB, has also initiated an employment skills training scheme to increase the 
number of Maldivians participating in the labor force. Employment-oriented skills training in 
various occupations is being planned to make Maldivians more attractive as employees. The in-
country capacity to deliver competency-based skills training will also be strengthened. The 
Government is also initiating a new legal education framework to support provision of education 
for all, and to make postsecondary education more affordable through sustainable financing.  
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Sector 1998 1999 2000 2001 2002 2003 2004a

Primary Sector 578.8      599.1    595.2    625.5    724.8     740.0      765.3    
   Agriculture 165.5      168.8      174.7      181.4      188.6      196.3      204.6      
   Fisheries 373.8      388.1      381.2      402.4      494.7      498.0      512.9      
   Coral and Sand Mining 39.5        42.2        39.3        41.7        41.5        45.7        47.8        

Secondary Sector 801.2      900.5    914.8    989.0    1,091.7 1,177.7   1,251.5 
   Manufacturing 435.4      483.3      505.1      532.4      615.1      629.8      660.9      
   Electricity and Water Supply 156.4      178.5      203.9      226.3      247.6      273.0      290.6      
   Construction 209.4      238.7      205.8      230.3      229.0      274.9      300.0      

Tertiary Sector 4,493.4   4,798.6 5,084.5 5,205.4 5,448.8 5,988.9   6,298.4 
   Wholesale and Retail Trade 270.4      278.9      287.8      288.9      295.6      308.3      323.1      
   Tourism 1,854.2   1,982.3   2,094.0   2,093.5   2,162.6   2,482.5   2,600.1   
   Transport and Communication 825.4      854.2      919.1      934.2      998.0      1,078.8   1,156.5   
   Financial Services 194.3      208.6      215.1      220.4      235.1      259.5      273.7      
   Real Estate 460.6      483.9      496.7      507.4      530.7      566.9      589.3      
   Business Services 166.1      178.3      183.9      188.4      201.0      221.9      233.9      
   Government Administration 590.5      677.8      750.7      833.0      883.9      906.8      975.4      
   Education, Health and Social Services 131.9      134.6      137.2      139.6      141.9      144.2      146.4      
   FISIM (225.2)     (241.8)     (249.3)     (255.5)     (272.5)     (300.8)     

GDP in Constant 1995 Prices 5,648.2   6,056.6 6,345.5 6,564.4 6,992.8 7,585.8   7,997.9 

GDP at Current Prices 6,356.9   6,935.4 7,348.4 7,650.8 8,201.0 9,156.7   9,529.6 

GDP at Current Prices ($ million) 540.1      589.2    624.3    625.1    640.7     715.4      744.5    
FISIM = Financial services indirectly measured, GDP = gross domestic product, Rf = rufiyaa.
a Projection.
Source: Ministry of Planning and National Development.

Table A.1: Gross Domestic Product by Industrial Origin in Constant 1995 Prices
(Rf million)
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Item 1997 1998 1999 2000 2001 2002 2003a 2004b

Total Revenue and Grants 1,869.8     1,995.0 2,291.1 2,372.7 2,522.6 2,714.9   3,061.8  3,259.9 
   Total Revenue 1,701.6     1,830.5   2,128.4   2,206.8   2,310.9   2,582.4   2,939.4   3,185.2   
      Tax Revenue 896.0        902.7      977.3      1,013.8   1,046.6   1,091.7   1,233.3   1,365.7   
      Non-tax Revenuec 805.6        927.8      1,151.1   1,193.0   1,264.3   1,490.7   1,706.1   1,819.5   
   Grants 168.2        164.5      162.7      165.9      211.7      132.5      122.4      74.7        

Expenditure and Net Lending 1,934.4     2,055.3 2,519.7 2,694.2 2,885.9 3,117.3   3,428.4  3,688.7 
   Total Expenditure 1,934.4     2,055.3   2,519.7   2,694.2   2,885.9   3,135.5   3,529.2   3,688.7   
      Current Expenditure 1,182.0     1,297.9   1,545.5   1,875.9   1,971.4   2,109.4   2,375.1   2,694.7   
      Capital Expenditure 752.4        757.4      974.2      818.3      914.5      1,026.1   1,154.1   1,091.2   
        --of which Net Lending (3.7)           (60.6)       11.5        (45.7)       (26.2)       (18.2)       (100.8)     (97.2)       

Overall Deficit (including Grants) (64.6)         (60.3)     (281.1)   (321.5)   (363.3)   (402.4)     (366.6)    (428.8)   

Financingd 64.6          60.3        281.1      325.1      363.1      402.4      366.6      428.8      
   Foreign (net) 172.2        129.3      56.7        3.6          145.8      372.4      470.9      399.2      
   Domestic (107.6)       (69.0)       (391.3)     (487.4)     217.5      30.0        (104.3)     29.6        

Total Revenue and Grants 31.4          31.4      33.0      32.3      33.0      33.1        33.4       34.2      
   Total Revenue 28.5          28.8        30.7        30.0        30.2        31.5        32.1        33.4        
      Tax Revenue 15.0          14.2        14.1        13.8        13.7        13.3        13.5        14.3        
      Non-tax Revenue 13.5          14.6        16.6        13.8        16.5        13.3        18.6        19.1        

Expenditure and Net Lending 32.4          32.3      36.3      36.7      37.7      38.0        37.4       38.7      
   Total Expenditure 32.4          32.3        36.3        36.7        37.7        38.0        37.4        38.7        
      Current Expenditure 19.8          20.4        22.3        25.5        25.8        25.7        25.9        28.3        
      Capital Expenditure 12.6          11.9        14.0        11.1        12.0        12.5        12.6        11.5        

Overall Deficit (including Grants) (1.1)           (0.9)       (4.1)       (4.4)       (4.7)       (4.9)         (4.0)        (4.5)       

Memorandum Item
GDP (mp) 5,961.8     6,356.9   6,935.4   7,348.4   7,650.8   8,201.0   9,156.7   9,529.6   

a Provision estimates.
b Budget estimates.
c Includes capital revenue.
d Numbers may not add up due to rounding.
Source: Ministry of Finance and Treasury.

Table A.2: Summary of Central Government Finances

(% of GDP )

(Rf million)
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Item 1997 1998 1999 2000 2001 2002 2003

Net Foreign Assets 1,148.5 1,490.5 1,405.4 1,312.2 1,153.0   1,662.9   2,613.4 
   Monetary Authority (net) 1,163.4   1,401.5   1,502.2   1,450.4   1,196.9   1,711.7   2,050.3   
      Foreign Assets 1,173.5   1,411.6   1,512.4   1,460.5   1,207.1   1,721.8   2,060.5   
      Foreign Liabilities (10.1)       (10.1)       (10.1)       (10.2)       (10.2)       (10.2)       (10.2)       
   Commercial Banks (net) (14.8)       89.1        (96.8)       (138.2)     (43.9)       (48.8)       563.1      
      Foreign Assets 135.3      278.4      224.7      257.5      318.5      411.2      775.7      
      Foreign Liabilities (150.2)     (189.3)     (321.4)     (395.7)     (362.4)     (460.0)     (212.6)     

Domestic Assets 1,154.9 1,338.1 1,524.3 1,737.7 2,171.7   2,303.6   1,930.3 
   Domestic Credit 1,764.1   2,091.4   2,259.3   2,586.8   3,089.9   6,445.7   3,246.6   
      Public Sector 767.3      838.2      956.4      1,179.7   1,262.6   1,344.9   1,002.2   
         Central Government (net) 663.6      673.1      760.2      995.0      1,078.6   1,133.9   911.8      
            Gross Claims on Government 920.1    1,024.4 1,156.1 1,409.0 1,584.5   1,704.3   1,542.8 
            Government Deposits 256.5      351.3      396.0      414.0      505.9      570.4      631.0      
         Public Enterprises 103.6      165.1      196.3      184.7      184.0      211.0      90.4        
      Private Sector 996.8      1,253.2   1,302.8   1,407.1   1,827.2   2,100.8   2,244.4   
   Other Items (net) (609.2)     (753.3)     (734.9)     (849.1)     (918.2)     (1,142.1)  (1,316.3)  

Broad Money Supply (M2) 2,303.4 2,828.7 2,929.8 3,049.8 3,324.7   3,966.4   4,543.7 
   Narrow Money 1,195.4   1,384.2   1,585.2   1,760.4   1,655.9   1,886.7   2,105.4   
      Currency in Circulation 489.7      524.9      593.3      618.1      566.5      569.9      624.9      
      Demand Deposits 619.2      725.4      935.9      1,074.4   1,022.1   125.0      1,398.8   
      Public Enterprises and Government Deposits 86.5        133.9      55.9        67.9        67.2        63.9        81.7        
   Quasi Money 1,108.0   1,444.4   13,744.6 1,289.4   1,668.8   2,079.7   2,438.4   

Memorandum Items
   Foreign Currency Deposits 1,021.7   1,302.1   1,211.7   1,087.0   1,484.7   1,870.8   2,320.3   
   Dollarization Ratio 44.4      46.0      41.4      35.6      44.7        47.2       51.1      
Source: Maldives Monetary Authority.

Table A.3: Monetary Survey
(Rf million)
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Item 1997 1998 1999 2000 2001 2002 2003a 2004b

Trade Balance (217.3)     (215.9)    (262.4)   (233.3)   (236.0)   (212.4)    (262.3)     (275.3)   
   Exports (FOB) 89.7        95.6        91.5        108.7      110.2      132.3      152.0      160.1      
      Domestic Exports 69.9        74.3        63.7        75.9        76.2        90.4        112.5      120.6      
      Re-exports 19.7        21.3        27.8        32.8        34.0        41.9        39.5        39.5        
   Imports (FOB) (307.0)     (311.5)     (353.9)     (342.0)     (346.3)     (344.7)     (414.3)     (435.4)     

Services Account Balance 190.5      204.3     203.6    208.8    207.0    213.6     272.7      262.9    
   Balance on Nonfactor Services 218.0      232.4      234.6      238.8      244.2      251.7      311.1      306.5      
      Receipts 312.2      331.3      342.8      348.5      354.1      362.9      432.1      434.5      
         Of which: Tourism 286.0      303.0      313.5      320.7      327.1      337.1      401.6      406.0      
      Payments (94.2)       (98.9)       (108.1)     (109.7)     (109.8)     (111.1)     (121.0)     (128.0)     
   Balance on Factor Services (27.4)       (28.2)       (31.0)       (30.0)       (37.2)       (35.4)       (38.4)       (43.5)       
      Receipts 7.5          8.6         9.0        10.3      8.2        5.6         6.2         4.4        
      Payments (34.9)       (36.8)       (40.1)       (40.3)       (45.4)       (41.1)       (44.6)       (47.9)       

Transfers (net) (7.9)         (10.3)      (20.1)     (27.0)     (29.7)     (39.6)      (42.3)       (55.4)     
   Official 20.0        20.3        20.4        19.3        19.9        10.6        12.7        4.4          
   Private (27.9)       (30.6)       (40.5)       (46.2)       (49.6)       (50.2)       (54.9)       (59.8)       

Current Account Balance (34.7)       (21.9)      (78.9)     (51.5)     (58.7)     (35.7)      (31.9)       (67.8)     

Nonmonetary Capital (net) 62.1        50.9       71.7      43.5      37.3      75.5       106.0      77.9      
   Official Medium- and Long-term 6.6          14.6        5.2          (1.9)         7.8          26.8        33.7        28.1        
      Disbursements 30.7        25.7        17.6        12.4        23.4        43.5        51.1        49.9        
      Amortization (24.2)       (11.1)       (12.5)       (14.3)       (15.6)       (16.7)       (17.4)       (21.7)       
   Privae Capital 42.9        42.9        42.9        25.6        24.3        33.9        56.8        49.8        
   Net Errors/Omissions 12.6        (6.6)         23.6        19.9        5.2          14.9        15.5        0.0

Overall Balance 27.4        29.1       (7.2)       (7.9)       (21.4)     39.8       74.3        10.2      

Monetary Movements (27.4)       (29.1)      7.2        7.9        21.4      (39.7)      74.3        (10.2)     
   Maldives Monetary Authority (37.5)       (20.2)       (8.6)         4.4          29.7        (40.2)       (26.5)       (10.2)       
   Commercial Banks 10.1        (8.8)         15.8        3.5          (8.3)         0.4          (47.8)       0.0

Gross International Reserves 99.7        119.9     128.5    124.1    94.3      134.5     161.0      175.1    
   Months of Imports 3.4          4.1         3.8        3.8        2.9        4.1         4.1         4.2        
FOB = free on board.
a Revised estimates.
b Budget estimates.
Source: Maldives Monetary Authority.

Table A.4: Balance of Payments Indicators
($ million)
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Item 1990 Period 1995 Latest Year

Population Indicators
   Total Population (million) 0.2                0.24              0.29              (2003)
   Annual Population Growth Rate (% change) 3.4                (1985-1990) 2.7                (1990-1995) 1.9                (1995-2000)

Social Indicators
   Total Fertility Rate (births/woman) - 5.4                2.8                (2000)
   Maternal Mortality Rate (per 100,000 live births) 2                   2                   1                   (2003)
   Infant Mortality Rate (below 1 year/1,00 live births) 34                 32                 14                 (2003)
   Life Expectancy at Birth (years) 65                 70                 71                 (2002)
      Female 64.1 71.6 71                 (2003)
      Male 66.0 69.8 70                 (2003)
   Adult Literacy (%) 98                 - 99                 (2001)
      Female - - 99                 (1999)
      Male - - 99                 (1999)
   Primary School Gross Enrollment (%) - - 99                 (2001)
   Secondary School Gross Enrollment (%) - - 31                 (2001)
   Child Malnutrition (% below age 5) 56.1              (1980-1985) - 39                 (1990-1997)
   Population Below Poverty Line (International, %) - - 43a (1998)
   Population with Access to Safe Water (%) 58                 (1980-1985) - 100               (2000)
   Population with Access to Sanitation (%) - - 100               (2000)
   Public Education Expenditure (% of GDP) 4.0                4.7                7.7                (2000)
   Human Development Index 0.497            - 0.75              (2001)
      Rank 112/173 - 86/175 (1999)
   Gender-Related Development Index - - 0.735            (1999)
      Rank - - 69/146 (1998)

(1998)
Poverty Indicators (1998)
   Poverty Incidence - - 43a (1998)
   Percent of Poor to Total Population - - 43a (1998)
      Male' - - 20.00            (1998)
      Atolls - - 50.00            (1998)
   Poverty Gap - - - (1998)
   Poverty Severity Index - - - (1998)
   Inequality (Theil L Index) - - - (1998)
   Human Poverty Index - - 15.8              (1998)
   Rank - - 25/90 (1998)
- = not available, GDP = gross domestic product.
a Based on Rf15 ($1.30 as of 1998) per person per day.
Sources: Ministry of Planning and National Development. 1998. Vulnerability and Poverty Assessment . Male', Ministery of Planning and
and National Development. 2001. Sixth National Development Plan . Male', United Nations Development Programme. 2003. Human
Development Report 2003 . New York, the Government of Maldives.

Table A.5: Poverty and Social Indicators
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