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L FISCAL OPTIOINS FOR THE FUTURE*

A. Introduction

1. The Republic of Palau (Palau) has always been heavily dependent on external
assistance, Foreign grants have been used to develop Palau's infrastructure and to support a
large public sector. However, Palau will need to adjust to a lower level of external financing
since the overall amount of grants is expected to decline sharply after 2009. Early emphasis
on priontization and consolidation of government expenditure and prudent management of
the existing government assets would help to ensure long-term sustainability.

2. Palau entered into an association agreement with the United States in 1994,
called the Compact of Free Association ("the Compact"),2 It is a 50-year strategic treaty,
under which the United States has control of defense and security matters in Palau as well as
exclusive access to the land adjoining the Airai Airfield and a part of Malakai Harbor, In
exchange, the United States has agreed to provide the government of Palau pre-specified
annual grants in the first fifteen years of the Compact.3 In addition, the United States granted
an initial sum of money to set up a Compact Trust Fund (CTF), owned and managed by
Palau. Under the agreement, Paiau citizens can enter the United States as non-immigrants and
accept employment. Palau is also eligible for different forms of direct United States
assistance, based on direct proposals to grantor agencies (e.g., specific projects in the areas of
healthcare, education, and labor). These have varied between $7 million and $11 million in
recent years. Palau would be eligible for these programs as long as it remains a freely
associated country.

3. The stated purpose of the CTF is to provide a steady source of income that
would replace the annual grants after their termination in 2009. The initial amount of the
CTF was about $70 million (S66 million was disbursed in 1994 and $4 million in 1996).
These funds are invested in United States equity and fixed income instruments and increased
to SI36 million at the end of FY2003. When the Compact agreement was written, the
assumed average annual investment return on the CTF for the next 50 years was 121A percent.
Such return would have allowed annual withdrawals of $5 million between 1998 and 2009,

Prepared by Dora lakova,

2 Prior to that, Palau was a Japanese military base from 1914 to 1947, In 1947, Palau became
a strategic Trust of the United Nations, administered by the United States.

3 See Statistical Appendix Table 6 for a schedule of the annual grants.
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and $15 million between 2010 and 2043. However, the actual average returns since 1994
have been much lower.

4. In addition to the annual grants and the CTF, the United States provided in-
kind grants for road construction and a large discretionary grant for capital
improvements in the initial years of the Compact. The latter formed the basis of the Non-
Compact Trust Fund (non-CTF) assets, which represent the financial holdings of the central
government (Statistical Appendix Table 4). Grants from other sources over the years have
been added to these funds and spending on current and capital projects has been financed
from them.5 Currently, the government's non-CTF financial assets have been reduced to only
about $16 million and almost all of these funds are earmarked for specific projects.

5. The availability of steady grants has allowed Palau to maintain a sizable public
sector. In recent years, public administration has accounted for about a quarter of gross
domestic output and a third of total employment. Total government expenditure has been
above 60 percent of GDP, with current expenditure averaging about 50 percent of GDP. The
stock of non-CTF assets has allowed the government to run large deficits in the past decade
(Statistical Appendix Table 5). However, with the non-earmarked non-CTF assets practically
exhausted and grants expected to slow down in the coming years, Palau will have to adjust to
a much lower level of government spending.

B. Assessment of the Current CTF Withdrawal Schedule

6. Palau has started drawing down the
accumulated earnings of the CTF since 2002,
The annual withdrawals are $5 million
currently. Assuming SI5 million annual
withdrawals after 2009, as envisioned in the
Compact agreement, the CTF is likely to be
exhausted before 2043, The Text Figure 1
shows the depletion of the CTF assuming
4 percent, 6 percent, and 8 percent return;

respectively. The calculation assumes that
investment fees are about 0.7 percent of assets.

Trit Figure 1. Campari Trust Fund Under • Filed Withdrawn! Sclied jfe
(S5 million th r i l l ally Ihruugh 2Cll<),SI5 million utter I(IU9)

4 The return of 12/2 percent is only an assumption, not an obligation. In the language of the
Compact agreement: "Any excess or variance from the agreed minimum annual distributions
($15 million per year starting in 2010)... shall accrue to or be absorbed by the Government of
Palau unless otherwise mutually agreed ...".

5 In recent years, Palau has received substantial grants as well as in-kind assistance from
Taiwan Province of China and Japan.
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For the CTF to last until 2043, a nominal annual return of 8.8 percent would be required.
Such high return maybe difficult to achieve, especially if the current environment of low
inflation persists.6 It is impossible to forecast the exact future rate of return, but erring on the
conservative side would help avoid unanticipated expenditure contraction in the future. For
example, the nominal rate of return assumed in the renegotiated Compact agreement between
the United States and the Republic of Marshall Islands was about 6 percent, so this rate will
be used as a benchmark in most of the subsequent calculations. For the CTF to last until
2043, assuming 6 percent rate of return and $5 million annual withdrawals until 2009, only
$9.4 million can be withdrawn annually between 2010 and 2043 (Text Figure 2). Reducing
withdrawals from the CTF prior to 2009 would allow funds to accumulate faster. The
scenario of no withdrawals between 2005 and 2009, and $15 million annual withdrawals
thereafter is illustrated in Text Figure 3.

7. This analysis underscores the significant risks associated with any fixed
withdrawal schedule. Returns (especially stock-market returns) have been highly volatile
historically and lower-than-expected realization of returns would lead to early depletion of
the funds and a sharp economic contraction. Limiting withdrawals in the early years would
allow the CTF to last longer, but will not provide a fundamental solution to the problem.

C. An Alternative Approach

8. A number of issues need to be considered in designing a comprehensive
management strategy for the CTF. First, the CTF could be exhausted within a limited time
period or its principle could be preserved so that a number of generations benefit from it.
Second, the withdrawals could be fixed in nominal terms or in percent of the value of the
CTF, or the authorities could exercise discretion. The time profile of withdrawals could be
constant (e.g., in real terms or in real per capita terms) or it could be front (back) loaded.
Since the CTF is a grant for the benefit of Palau's people, a reasonable criterion that can be

The CTF can only be invested in United States assets, so it is not possible to form an
internationally diversified portfolio.

Tt¥t Figure 1. Compact TrustFunU Lniitr i Fhrd Withdrawal Scheituk
(H mil I! on In HIM, SO through 2(109. Hi million after l&W)

T«\l Figure 3. Compjti Trusi Fund Under a Flitd WUidj-awal Schedule
CSS million thr.luth ilK)9. SS J milliun alter 2009]
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used to choose among the different options is whether or not they satisfy the principle of
intergenerational equity,

9. A policy of drawing a fixed nominal annual sum from the CTF is not consistent
with intergenerational equity. An important assumption, implicit in the Compact
agreement, is that the CTF would last only until about 2043. However, making fixed
withdrawals and allowing the CTF to be completely exhausted in the coming decades may
not be the best options from an intergenerational equity perspective. Assuming positive
inflation, withdrawals fixed in nominal terms would finance a decreasing amount of actual
goods and services every year. If the population grows, the value of per capita income
financed through such withdrawals would decline even faster. Once the CTF is exhausted,
there could be a drastic permanent drop in funding for government expenditure.

10. One option that satisfies intergenerational equity is to adopt a formal target of
maintaining annual withdrawals and the value of the CTF constant in real per capita
terras. The Text Figure 4 illustrates the
value of allowable withdrawals and the
value of the CTF, if such policy is adopted.
It is assumed that no withdrawals are made
between FY2005 and FY2009. Starting in
2010, annual withdrawals would be a
constant fraction of the value of the CTF,
equal to the difference between annual
returns (net of investment fees) and

7 o
population growth plus inflation. This is
just an illustrative example of a possible
withdrawal schedule. In practice, the reduction in withdrawals could be implemented in a
more gradual manner to support a smooth adjustment to lower levels of government
spending. For example, higher withdrawals could be made for several years after 2009 to
compensate partially for the loss of Compact grants, although that would result in a slower
build-up of the CTF.

7 In practice, the actual allowed returns will need to be re-calculated periodically as the
parameters in the formula change—investment returns, inflation, and population growth may
vary significantly over time. For a discussion of these issues, see Becker (2003) and Davis
etal. (2001).

8 It should be noted that under this policy, annual withdrawals would decline in percent of
GDP over time, if real GDP growth is higher than population growth (which is the typical
case, assuming capital accumulation and total factor productivity growth are positive).
Therefore, it would be necessary either to gradually reduce public expenditure as a share of
GDP or increase revenue.
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1 1 . Higher withdrawals in the early years of economic development could be
justified, if they are used for high-return capital investments, expected to benefit future
generations. However, in practice, all capital investments in the past have been financed by
project-specific external grants and from the initial grant for capital expenditure provided by
the United States. Withdrawals from the CTF so far have been used exclusively for current
expenditure. That is likely to continue in the future as declining current grants put pressure on
current expenditure. To protect future generations, it could be desirable to reduce
withdrawals until 2009, and limit them after that by adopting a goal of preserving the real per
capita value of the CTF after 2009.

12. Kiribati and Tuvalu are two Pacific island economies that have successfully
managed to preserve and even increase the real per capita value of their trust funds. In
contrast, Nauru stands as an example of a country in the Pacific region that used up quickly
its large fund, accumulated from the use of natural resources. The consequence was a sharp
decline in the standards of living of the population,

D. The Need for Fiscal Consolidation

13. The expected decline in grants would force significant fiscal adjustment in the
coming years. Policy choices are limited to undertaking significant consolidation in the
medium term and preserving resources for the future, or postponing serious reforms until the
CTF is exhausted. Figure 1 illustrates possible expenditure paths under three different
withdrawal scenarios. With the non-CTF financial assets at very low levels, CTF withdrawals
determine the total amount of available deficit financing. The estimation assumes that
domestic revenue and non-Compact grants for current expenditure in percent of GDP remain
at their levels from recent years.9 Capital expenditure is assumed to be entirely financed by
capital grants (historically, capital expenditure used to be much higher than grants and was
financed by running down the non-CTF assets)- Finally, nominal GDP growth is fixed at 3
percent per year and the nominal annual return to financial assets is assumed to be 6 percent.

• The benchmark profile of withdrawals follows the Compact agreement: S5 million
annually until 2009, and $15 million annually thereafter. Under that rule, expenditure
will have to decline gradually by a total of 6-7 percent of GDP between 2003 and
2023. At that time, the CTF will be exhausted and there would be a sharp downward
adjustment of at least 7 percent of GDP (tax revenue in percent of GDP may also
decline, adding to the distress).

Capital grants are assumed to decline to about $2 million annually from 2005 on. Capital
grant amounts from non-United States sources received in FY2003 and expected in FY2004
have been unusually high and probably cannot be sustained.

- 7 -
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• The second schedule limits annual withdrawals after 2009 to $9.4 million. That would
allow the CTF to last until 2043. Under this scenario, significant expenditure
reduction is brought forward to 2010 (it could be made more gradual by reducing
withdrawals prior to 2010). That allows maintaining a relatively high level of
expenditure for much longer. In addition, there is a relatively smooth adjustment to
lower level of spending after the CTF is exhausted,

• The third scenario follows the option of maintaining a constant real per capita value
of the CTF starting in 2010. It is assumed that no withdrawals are made between 2005
and 2009. That allows the CTF to grow faster and ensures a higher level of permanent
income starting in 2010. Under the specific parameter assumptions of this example
(see footnote 1 to Figure 1), annual withdrawals equal to 2.3 percent of the value of
the CTF could be made every year in the future starting in 2010. If deemed more
politically feasible, a smooth schedule of withdrawals could be devised that does not
require a very large adjustment in certain years. The trade-off is that a more gradual
adjustment would reduce the size of the CTF and the value of future annual
withdrawals.

14. The existence of substantial contingent liabilities makes addressing the fiscal
imbalances even more urgent. The National Development Bank (NDG) (wholly owned by
the government) has guaranteed about S3.8 million in commercial loans to small and medium
enterprises. The civil pension system and the social security system are seriously
underfunded—their estimated joint liability in net present value terms exceeds $45 million.
That underscores the need to undertake serious fiscal consolidation in the coming years.

15. Keynesian short-run effects of fiscal consolidation on economic growth would be
limited if the adjustment is implemented gradually. Expenditure reductions may have a
negative effect on the economy in the short run. However, Palau is highly open and import
propensities of consumption and investment are very large, so the negative effect on growth
would be mitigated. The private sector can assimilate at least partially the labor released from
the public sector, if the adjustment is done in a gradual manner. The alternative, a drastic
adjustment after the CTF is exhausted, is likely to be much more damaging to economic
growth and development.

16. Both revenue and expenditure measures would be necessary, but the brunt of
adjustment would fall mostly on current expenditure. Tax revenue is already relatively
high by international standards, although the tax system could be improved to increase its

10 Note that withdrawals are defined in percent of the value of the fund and their real per
capita value remains constant over time.

- 8 -
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efficiency and fairness. Capital expenditure is limited by grants availability. However,
wages and current expenditure in percent of GDP are very high by developing countries'
standards and one of the highest among Pacific economies. Implementing the adjustment
early and gradually could allow the government to reduce expenditure in a way that does not
undermine the institutions that are important for economic growth. It would also be important
to leave room for some locally financed capital expenditure.

REFERENCES

Becker, T., "Designing Policies for Efficient and Equitable Use of Revenue," in Kiribati:
Selected Issues, SM/03/180, IMF, May 2003.

Davis, J. et. al, "Stabilization and Savings Funds for Nonrenewable Resources," Occasional
Paper 205, IMF, 2001,

1 ' The current system of corporate taxation in Palau is based on a gross revenue tax, which is
inequitable, inefficient, and acts as a deterrent for start-up businesses. A new draft tax law
has been prepared with IMF assistance a few years ago, but has not been acted upon yet.
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Figure I. Palau: Affordable Current Expenditure Under Different Withdrawal Schedules

White: S5 million until 2009, $15 million 2010 to 2023.
Black: $5 million until 2009, S9.4 million 2010 to 2043.

White: S5 million until 2009, £15 million 2010 to 2023
- -Black:- SO- 2005-to 2009, 2,3 percent of CTF every year. afteE-2009,-1/...

Source: Ministry of Finance data and staff estimations.
Note: The estimation assumes: (1) domestic revenue and non-Compact grants for current expenditure in percent
of GDP remain at their levels from recent years; (2) capital expenditure is entirely financed by capital grants; (3)
nominal GDP growth of 3 percent.
I/ This scenario assumes investment returns of 6 percent, population growth plus inflation of 3 percent, and
investment fees equal to 0.7 percent of assets.
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II. PROMOTING GROWTH THROUGH SUSTAINABLE TOURISM 12

A. Introduction

17. Tourism is the leading sector in Palau and a significant source of income. Over
the last three years, tourism receipts have been running at about $50 million (or 45 percent of
GDP). In FY2003 there were 46,615 visitors who spent an average of $124 per day bringing
in about $58 million.13 The next largest export relates to fishing, which includes exports of
fish and the sale of fishing licenses to foreign and domestic fishing companies but accounts
for a much smaller share of exports of goods and nonfactor services (approximately
20 percent in FY2003).

18. Tourism also makes a significant indirect contribution to the economy through
linkages with other sectors of the economy, especially services and construction, for
example. However, the contribution to national income is somewhat limited by the fact that
the tourism sector depends on imported inputs and a considerable share of the investment in
tourism is foreign-owned. Nevertheless, tourism still provides considerable employment
opportunities to contribute to economic growth in Palau in a way that is consistent with
preserving its fragile environment.

19. Most tourists come from Asia
and the United States (see text table).
This makes Palau's economy vulnerable
to events in these two regions. For
example, visitor numbers declined
sharply after the Asian financial crisis in
1998—numbers of tourist and business
arrivals have yet to recover to the pre-
crisis levels. Visitor numbers also fell
significantly following the September 11
attacks, and the SARS epidemic in Asia,
both of which had a negative impact on
peoples' confidence regarding the safety of international travel. The breakdown of tourist
arrivals by country of origin partly reflects the geographical position of Palau, and its strong
historical ties with Japan and the United States.

12 Prepared by Ashok Bhundia,

13 Based on data provided by Palau Visitors Authority.
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B. Overcoming Impediments and Diversifying Palau's Tourist Base

20. The narrow base from which Palau is able to draw tourists presents serious
challenges for managing the impact of external shocks. As the Asian financial crisis
demonstrated, Palau's tourism industry can be adversely affected by events overseas that
impact on the competitiveness of its tourist industry and on the perceptions about foreign
travel more generally. After reaching 66,441 in 1997 (apeak), visitor numbers dropped
significantly in 1997 when the Asian financial crisis made Palau a more expensive place to
visit in terms of the Asian currencies. The drop in competitiveness is seen when measured by
the appreciation of Palau's real effective exchange rate. The recent decline in the value of the
dollar should help to restore some of the loss in competitiveness.

Palau: Tourist and Business Arrivals in FY2003

Country of Residency

Japan
United States
Australia/New Zealand
Philippines
Singapore
Taiwan Province of China
People's Republic of China
Hong Kong SAR
Korea
Germany
Italy
Switzerland
France
United Kingdom
Others

Totals for FY2003

Tourist and Average
Business Average Length Expenditure

Arrivals of Stay Per Day (US$)

16,051
5,708
2,059

448
40

39,137
152
307
179
310
143
170
45

204
1,662

46,615

5
8
7
4
6
4
5
5
4
9
9
9
9
9
5

239
177
147
137
160
287
165
165
160
159
145
147
158
157
160

Source: Palau Visitors Authority.

21. A major challenge faced by the authorities in trying to attract visitors beyond
Asia is Palau's relative inaccessibility due to its geographical isolation which is
compounded by high air fares that are primarily the result of limited competition on air
routes to Palau. Currently, few airlines fly regularly to Palau, including charter flights which
are mostly from Japan and Taiwan Province of China. For visitors outside these countries, the
cost of traveling to Palau by air is probably much higher when compared to other destinations
in the region such as Bali. Therefore, in order to diversify its tourist industry, efforts to
encourage more airlines to fly to Palau will be an important step. This should spur
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competition between airlines and therefore bring down airfares. Most recently, the Palau
Visitors Authority reported encouraging indications in their discussions with China Airlines
which may begin to provide connections from Europe to Palau via Taiwan Province of China
at competitive prices. This may help to encourage more European tourists to visit.

22. Another impediment to future expansion is the lack of high-end tourist facilities,
\vith limited resort facilities at international standards. If the government's objective of
attracting high-end tourists is to be realized, then more luxury hotels and complementary
facilities will need to be developed. This will probably require international hotel chains to
invest in Palau and bring their expertise and experience to the tourist sector. In this regard,
there may be complementary reforms that Palau could undertake to promote foreign
investment (see Section D).

C, Promoting Sustainable Tourism

23. At present tourism activity is concentrated in diving but a strategy for
developing tourism further will also need to encourage other activities. Limits to future
growth in diving are dictated by concerns about the environment and this means that Palau
will need to diversify its tourist activities if numbers can be expanded significantly beyond
current levels. The President's Management Action Plan emphasizes that future growth in
diving may be limited. Consequently, a strategy for future growth that is consistent with
sustaining the marine environment will also need to focus on diversifying the range of
activities—golf resorts being one example—that can attract more tourists, and encouraging
higher spending per tourist and a longer average length of stay. Such a strategy could provide
considerable room for expansion in tourist arrivals before the sustainability limits are
reached. This will require considerable investment in infrastructure such as luxury hotels and
other complementary facilities. If carefully designed, these facilities could have minimal
impact on Palau's environment whilst contributing to developing the tourist industry and
training the local workforce.

24. Recent steps taken by the Office of the President to develop a strategy for
sustainable tourism include the setting up of a Tourism Task Force, In May 2002,14 this
task force recommended that a Sustainable Tourism Unit be set up to help coordinate and
implement initiatives to develop sustainable tourism in Palau. The task force enjoyed
considerable technical assistance from the South Pacific Project Facility, a multi-donor
funded facility managed by the International Finance Corporation of the World Bank Group.

25. Financing the infrastructure necessary to develop high-end tourism will require
considerably more foreign direct investment from international hotel chains given the
limited capacity of the local tourist industry. These international entities should be able to

Report on the establishment of a National Tourism Unit. Final Report, May 2002.

" 1 J "~
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provide the necessary capital, both physical and human, and help develop Palau as an
internationally competitive destination at the high-end of the international tourism market.

D. Reforms to Promote Investment in Tourism

26. Developing tourism can be viewed in the broader context of developing a vibrant
private sector in Palau. In this regard, policies designed to boost tourism will need to be
multi-faceted and comprehensive in their reach. For example, the foreign investment law is a
key component in shaping an appropriate foreign investment climate. The government may
consider to amend this law in ways that encourages foreign investment beyond current levels,
but which at the same time promotes the development of local skills, and has positive
spillovers for domestic firms such as providing managerial expertise and knowledge of
international best-practice to local workers. Positive spillovers from foreign investment need
not be limited to tourism but could be seen in related service industries that do business with
the tourist industry.

27. Disputes over land ownership continue to be an obstacle for foreign investment
in Palau. While land ownership is a sensitive issue, and one which can only be addressed by
local debate, there are numerous ways to work around the current law which does not allow
foreigners to own land. For example, foreign investors can agree to long-term leases of land
which protects their investments. Moreover, where land disputes exist, if the parties to the
dispute are agreeable, then land can be held in trust and leased to a foreign investor. Once the
dispute is resolved, earnings from the lease and the rights under the lease agreement are
enjoyed by the party that wins the dispute,

28. Reforms to the foreign investment law and regulations should help to improve
investment incentives, A major component of the foreign investment law is the level of local
participation required in foreign investment projects. Conditions related to the hiring of local
staff should strike an appropriate balance that does not result in strong disincentives for
foreign investment, but at the same time ensures that the local population is provided real
benefits in terms of employment and training. In this regard, it may be appropriate to have
some rules on minimum local participation in employment provided by a foreign investor.
Currently, foreign investors are required to hire a minimum share of Palauan workers if they
invest less than $500,000, but are exempt from this rule if they invest more than this amount.

E. Concluding Remarks

29. With its unique natural resources, Palau continues to enjoy sizeable tourism
receipts in terms of per head of its population. These resources promise great potential for
developing Palau's tourism sector and the economy through a well-designed package of
policies that promote sustainable tourism. This can lay the basis for a healthy and resilient
macroeconomy, so that the adjustment to a post-Compact world is less onerous, and provides
an alternative means for income generating economic activity in Palau.
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III. DEVELOPMENT TOWARD EFFECTIVE BANKING SUPERVISION AND REGULATION15

A. Palau's Banking Sector

30. Palau has a large banking sector relative to its population. There are 10 licensed
commercial banks, one development bank, and about half dozen or so other financial
institutions (insurance companies and credit unions).16 Available data from reports by the 9
major commercial banks indicated that total deposits were around £110 million and total net
loans (outstanding loans less provisions for bad loans) were about $56 million as of October
2002 (see Table III. 1). The largest three United States-based FDIC insured banks accounted
for about 80 percent of deposits and 60 percent of net loans. Three other banks are branches
of Asian banks. The remaining four are locally chartered, of which, two are insolvent and
currently under Financial Institution Commission's (FIC) Consent Judgment for
recapitalization.

31. Bank lending is limited, focusing on small consumer loans secured by deductions
from salaries. The spreads between the deposit and lending interest rates are large. The
average deposit rate on 30-day time savings accounts and lending rate for consumer loans
were 2 and 15 respectively as of May 2003 (Statistical Appendix Tables 14.1-14.5). Funds
tend to flow out of the country as foreign banks pool deposits at their headquarters for
investment elsewhere.

B. The Legal Framework for Banking Regulation and Anti-Money Laundering

32. Banking sector supervision and regulations were virtually non-existent prior to
2001. The Financial Institutions Act (FIA) and Anti-Money Laundering (AML) legislation
passed in June 2001 laid the foundations for banking supervision and regulation. However,
these laws need to be strengthened to enable implementation. Under the current laws,
regulations of the FIC must be approved by the OEK (Palau's Parliament), the FIC has no
clear authority to conduct on-site inspections; it has to obtain authority from the Supreme
Court to initiate enforcement actions; domestic and foreign banks are subject to different
auditing requirement with the domestic banks having the option to provide "internally
prepared audit;" there is no restriction on the number of bankers that may serve as members
of the FIC.

33. To implement the banking laws passed in 2001, the FIC was established in 2002
and Financial Intelligent Unit (FIU) in July 2003. Recently, a working group has been set up
under the auspices of the FIU Chairman to exchange information on suspicious transactions.

15 Prepared by Ashok Bhundia.

Palau is currently classified by the Financial Stability Forum as an Offshore Financial
Center (OFC) and was assessed in 2002 under the Fund's OFC assessment program.
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The group includes senior officials from the FIC, Customs, Immigration Department, and
other agencies.

34. There has been strong domestic resistance to the implementation of the FIA and
improvement of the regulatory framework. Since the two local banks were put under cease
and desist orders by the FIC, the two banks went to the court to challenge the orders. A
legislation was twice adopted by the OEK to reduce the minimum capital requirement from
SO.5 million to $0.25 million, extend the FIA compliance period from 2003 to 2005, and
reinstate all licenses revoked after passage of the FIA in June 2001. The President vetoed this
legislation in November 2003.

35. The government submitted to the OEK a set of FIA amendments and AML acts
aimed at strengthening the existing legal framework. In addition, regulations submitted by
the FIC are also being debated by the OEK, These regulations will provide the FIC with the
operational authority it needs to carry out its duties. Together, if passed by the legislature,
these two sets of legislation would help strengthen the legal environment for banking in
Palau.

Palau: Selected Balance Sheet Data as of October 31, 2002
(In millions of U.S. dollars) I / 2/

Assets
Of which : Notes and coins

Deposits due from other FIs
Net loans and overdrafts 3/
Net fixed assets 4/
Other assets

Liabilities
Of which : Deposits
Other liabilities I/

FDIC-
insured
banks

83.7
2.0

48.8
32.6

0.2
0.1

85.8
85.5

Source: Financial Institutions Commission.
I/ Based on reports by 9 commercial banks; include

not internationally audited.

Other
banks

35.6
3.5
3,0

23.6
2.6
2.4

30,5
24.7

6.S

Total

119.2
5.5

51.8
56.2
2.7
2.5

117
110.2

6.8

data which are

21 Rounding may result in some totals not being exactly equal to
the sub- aggregates.

3/ Gross loans and overdrafts less provisions for bad
4/ Land and building less depreciation

loans.
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Table 1. Republic of Palau: Selected Social Indicators, 1995, 200G, mid 2001/02 I/

GDP per capita (U.S. dollars)

Area (sq. miles)
Land
Sea

Demographic indicators (2000)
Total population

Population growth (percent per annum)
1986-90
1990-95

2000
Crude birth rate (per 1 ,000)
Crude death rate (per 1,000)
Infant mortality (per 1,000)

Labor force
Employed 21
Agriculture, fisheries, and mining
Construction
Manufacturing
Transport, storage, communication, and other public utilities
Wholesale, retail, restaurants, and hotels
Finance, insurance, and real estate
Other business, personal, community, and social services
Public administration
Unemployed

Age structure (in percent)
0-14
15-64
65 and over

Public health and education
Education

Percent graduating
Primary
Secondary
College

Student/teacher ratio (1998 and 2000)
Health

Number of encounters at dispensary

1995

5,527

188
237,850

17,225

2
3

13
7

20

8368
7,780

724
1,089

78
436

1,455
124

1,120
2,879

588

2S
66

6

97
65
12
11

115

2000

6,179

188
237,850

19,129

2
15
7

11

9,845
9,621

215
1,112

345
765

2,619
116

1,246
3,203

224

24
71

5

97
78
10
11

48

2001
Eat

6,111

188
237,850

19,626

15
7

17

11,099
183

1,815

607
2,364

126
1,917
4,087

118
99
11

2002
Hst.

6,094

188
237,850

19,976

13
7

23

11,632
287

2,285

573
2,291

150
2,049
3,997

119
82
12

Sources: 1995 and 2000 Census of Population and Housing; Data provided by the Office of Planning & Statistics.

I/ Figures for 2001-2003 are estimates based on partial data.
21 Composition of employment figures tor 2001-2003 are based on figures from social security records.

©International Monetary Fund. Not for Redistribution 



-
 18

S
T
A
T
I
S
T
I
C
A
L
 
A
P
P
E
N
D
I
X

c\ 
,~

0
 

O
^

o
 

Jf
(N

 
3-1

oooof-i

w
 

,-^
0

 
0

O
 

J
-i

c~-
oor4?- 

--^
0

 
0

°
 £

•SC
5

(MV
C
 

'
O

 
0

c
 

n
"

IT-1 
1—

 '

V
".

oc>r-l

v>
 

•
0

 
G

S
 
£

*?oor-i

•a- ~
0

 
c
f

g
 
£

r3>
OMf-1
o
 
ti

3
 to

$N(NOOE
N(N*

 
ta

3
 w

js "-H
S

3

r-i

ooSoccC
;

Cc*"3*

»5ce•?•
Oocr̂-o^C

T
i

r->̂e>•̂C
T

i

\c•Tl
v~j
C

*
ff.

u
i

C
T

I
TTW<^— ̂

Under Compact u-]0
0

°Vo
"

11 
'

r-O
i

o
"

o10coo
"(̂oci~-

o
"TTr-_o
"

D
O

f*l
-"_
cs~~ooC

N
°v,—

 T
—

i

M(N<
^

-
"

•nw
-

t-_^oTT—̂
 i

—
 '

ot-""i.
"™of4r-l
Q

?

•OU
-,

S
O

w
"

"^

mtNĜ
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fî

r
i

r-j
TV

I

rnC
,

INr^•T
'

ao•>•M•O
"

t--
C

*
<"-j_
os"

voC
T

>

~r~o
l

f
n

•«Q
-i

O
-.

r-"

o-5
0

(~-
r~"

INr-oo"

^3oo>oo
"

"•o"•>r̂A•—
 >

i/-.
TT(M

_

«r1̂1•j1

OLher United Skues assi:

•=•N•7
^

r~"
1—

1

oOfX̂'̂Tco"

T
f

cK
' •

c-r-r-in
o
"

C
N

•sCIN—
 ̂

frf--l

V
I

S
O

90_
T
"

o
l

T"1-1

KMr-l
>
rj

!?
•

r-f
f-l

M̂•n"
fS•̂5

-
^J

,
r*^
0
1

MXff,

iNO
Q

inT
f

M"
i

-=ry^oo"
mr
j

ino
_

r*\
\a<N-2TuLaJ United States gran

d•St^
' 

«Isa"9<at
1

b'ESfrj"

§E0
0

§s•a5uTJ3CO
n

iw
t

aa
l!

4
-i
Oga>PC
Qi>^Sfk.

-DT
3l>^>3U
l

CL

1•oT
3CSifc:unu1
'

•e3tadottati&"i-s-o3<5T3ss-T3tuUCt̂
:

-^u"3-3-atS
l

'••6c^C
Ti

%UXÛtd5
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- 19 - STATISTICAL APPENDIX

Table 3. Republic of Palau: Financial Holdings of the Central Government, 1998/99-2002/03

(In millions of U.S. dollars; end of period)

1 998/99 1 999/00 2000/0 1 200 1/02

Foreign assets I/

Deposits with foreign banks 64.6 45.3 39.8 10.8

Domestic assets 2!

Deposits with domestic banks 2.4 32.4 3,9 2.9

Total Non-Compact Trust Fund Assets 67.0 77.7 43.7 13.7

Compact Trust Fund 3/ 141.1 161,8 135.0 124.5

Total financial holdings 208 240 179 13 S

2002/03

Prcl.

10.9

5.5

16.4

136.3

153

Sources: Data provided by the Office of the President, and Ministry of Finance.

I/ Deposits with all foreign banks, including those in the United States.

21 Deposits with local banks.

3/ Refer only to Compact Section 21 l(f) Trust Fund, excluding the Civil Service Pension Trust Fund and the

Social Security Retirement Fund.
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Table 4, Republic ofPalau: Employed Persons by Industry, 1990, 1995, and 1999-2003

1999 2001 2002 2003
1990 1995 Social 2000 Social Social Social

Census Census Security Census Security Security Security

Agriculture, fisheries, and mining
Construction
Manufacturing
Transport, storage, corn-muni cation, and

other public utilities
Wholesale, retail, restaurants, and hotels
Finance, insurance, and real estate
Services I/
Public administration

Total employed population

446
861

93
477

800
119
687

2,116

5,599

724
1,087

78
435

1,448
122

1,573
2,292

1,159

237
946
26

766

2,495
119

1,147
3,048

8,834

215
1,112

345
765

2,619
116

1,246
3:2Q3

9,621

183
1,815

607

2,364
126

1,917
4,087

11,099

287
2,285

573

2,291
150

2,049
3,997

11,632

261
2,67&

6
526

2,639
169

2,595
4,374

13,248

Sources; Office of Planning and Statistics, 1994 & 1999 Statistical Yearbook; 1995 and 2000 Census of Population
and Housing, and Social Security Office,

I/ Includes business, repair, personal, community, and entertainment and recreation, health, education, and social services.
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Table 5. Republic of Palau: National Government Budgetary Operations, 1998/99-2003/04

1998/99 1999/00 2000/01 2001/02 2002/03 2003/04 2003/04
Prel, Budget I/ Staff Proj. 2t

(In millions of U.S. dollars)

Total revenue and grants

Domestic revenue
Tax revenue

Salaries and wages
Import lax
Gross revenue tax
Other

Nontax revenue 31
Local trust funds

Grants
Current grants

U.S, Compact
U.S. non-Compact
Other country

Capital grants
U.S, non-Compact
Oilier country

Total expenditure

Current expenditure
Wages and salaries
Other purchases of goods and services
Interest payments and investment tees
Subsidies and transfers

Public enterprises
Other

Capital expenditure

Balance ex. capital grants & expenditure

Errors and omissions,
Accounts payable /receivable 4/

Overall balance

Financing
Net long-term borrowing

New borrowing
Principal repayments

Change in NTF upsets 51
Withdrawals from Compact Trust Fund

Total revenue and grants
Domestic revenue

Tax revenue
Nontax revenue

Grants

Total expenditure
Current expenditure

Wages and salaries
Capital expenditure

Balance ex, capital grants and expenditure
Overall balance

Memorandum item: (in millions of U.S, dollars)
GDP (fiscal year)

47,8

25.8
18.9
5,2
5,0
5,6
3.2
4.5
2,4

22.0
20,6
13.6
6.4
0.6
1.4
1.4

72.1

64.1
2S.4
27.3
0.4
8.1
1.3
6.7

8.0

-17.6

3.6

-20.6

20.6
-4.1

4.1
24.7

41.8
22.6
16.5
4.0

19.2

63.0
56.0
24. S
7.0

(15.4)
(18.0)

114.4

61.1
29.1
22.9
5.5
6.4
6,2
4,3
4.3
1.9

32.1
21.3
13,6
6.8
0.8

10.8
0.6

10,2

79.6

67.1
29.3
27.4
0.3

12.1
3.1
6.9

12.5

-21.7

10.6

-7.8

7,8
18.6
20.0

1.4
-10.7

52.6
25.0
19.7
3.7

27.6

68.4
57.7
25,2
10.7

(18.7)
(7.8)

116.3

53.2

31.8
24.1
6.0
6.8
6.9
4.5
5.8
1.9

21.4
21.4
13.8
7.0
0.6
0.0
0.0

79,9

64,6
30.0
27.0
0.9
6.7
2.8
3.9

15.4

-11-4

1.7

-25.1

25.1

25.1

(In percent of GDP)

44,3
26,5
20.1
4.8

17. &

66.7
53.8
25.0
12.8

(9.5)
(20,9)

119.9

51.2

2S.S
22.0

5.9
5.5
7.4
3.3
4.5
2.2

22.4
21,4
13.9
6.5
LO
LO
LO

80,1

59,1
30.8
23.4
0.8
4.1
1.7
2.5

21.0

-S.9

-5.3

-34.2

34.2

29.2
5.0

42.1
23,6
18.1
3.7

IS.4

65,8
48.6
25.3
17.3

(7.3)
(28.1)

121.7

65.4

29.8
23.0

6.5
5.3
7.4
3.9
5.3
1.5

35.5
22.3
13.9
7.7
0.7

13.3
1.5

11.8

72.6

58.6
30.1
23.9

0.8
3.8
1.7
2.2

14.0

-6.5

4.4

-2.9

2.9
-0.6

0.6
-1.6
5.0

52.7
24.3
18.6
4.3

28.7

58.6
47.3
24.3
11.3

(5.2)
(2.3)

123.9

74.6

36.4
29.6

6.7
9.2
7.7
6.0
5.3
1.5

38.1
21.8
14.1
7.0
o.s

16.3
3.1

13.2

84.2

62.5
30.6
26.7

LI
4.1
7.7
2.4

21.7

-4.3

0.0

-9.7

9.7
-1.1

1.1
5.8
5.0

5S.7
28.7
23.3

4.2
30.0

66.3
49.2
24.1
17.1

(3.3)
(7-6)

127.0

71.6

33.5
26-7
6.7
7.8
7.6
4.6
5.3
1.5

38.1
21.8
14.1
7.0
O.S

16.3
3.1

13,2

84,2

62.5
30,6
26.7

1,1
4.1
1.7
2.4

21,7

-7.2

-3.1

-15.7

15.7
-1.1

1.1
11.8
5.0

56,4
26.4
21.0
4,2

30.0

66.3
49.2
24.1
17.1

(5.7)
(12.4)

127,0

Source: Ministry of Finance.
I / Budget as approved by the National Congress.
2/ Taking into account arrears clearance, debt service, and more prudently projected revenue. See table 5 for projections of accelerated

fiscal consolidation.
3/ Nontax revenue comes mainly from different fees and charges.
4/ The staff projection for 2003/04 includes 3.1 million accounts payable to cover arrears (hat have been accumulated in 2002/03.
5/ Change in non-trust fund assets excluding capital gains/losses, A minus sign is an increase in assets.
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Table 6. Republic of Palau: Gross Domestic Product, 1994-2002

L994 1995 If 1 996 2i 1997 1998

(In thousands of U.S.

Agriculture
Fisheries
Mining and quarrying
Manufacturing
Electricity, gas, and water
Construction
Trade
Hotels atld restaurants
Transport and communication
Finance and insurance
Real estate and business services
Public administration
Other services

Subtotal

Less: Imputed bank service charge
Plus: Import duties

Gross domestic product

1,926
4,864

444
705
613

4,819
14,511
7,051
9,798
3,127
4,954

22,939
6,208

82,008

1,3*6
2,904

83,526

1,579
3,918

301
851
303

7,395
18,23*
12,794
8,345
4,210
6,262

23,203
6,480

93,879

1,743
3,101

95,237

1,231
2,973

158
997

-8
S.545

20,995
15,360
7,270
5,294
7,570

26,813
9,807

107,006

2,100
3,298

108,204

1,312
2,057

13S
1,403
-388

8,834
23,9] 3
13,986
8,734
6,573
6,298

29,401
9,211

111,471

2,101
3,S42

113,212

1,398
2,038

176
1,702
2,360

10,389
24,837
12,370
9,191
5,706
6,555

28,462
9,907

115,091

2,640
4.S69

117,320

1999

dollars)

1,358
3,148

218
1,609
3,393
8,249

23,165
11,938
9,846
4,297
4,611

29,374
9,691

110,897

2,384
4,972

113,485

2000

1,372
3,274

229
1,690
3,563
8,661

23,860
12,057
10,338
4,511
4,842

30,255
9,982

114,634

1,250
3,842

1 17,226

2001

1,399
3,372

240
1,774
3,741
9,181

24,337
12,419
10,855
4,647
5,036

30,860
10,381

11 8, 243

1,250
3,842

120,835

2002
Piov.

569
721

1,826
787

3,317
13,138
26,145

7,117
5,469
1,902
5,027

3 1,942
7,656

116,270

1,250
3,842

118,862

(In percent of total)

Agriculture
Fisheries
Mining and quarrying
Manufacturing
Electricity, gas, and water
Construction
Trade
Hotels and restaurants
Transport and communication
Finance and insurance
Real estate and business services
Public administration
Other services

Subtotal

Less: Imputed bank service charge
Plus: Import duties

Gross domestic product

2.3
5.8
0.5
0.8
0.7
5.8

17.4
8.4

11.7
3.7
5.9

27.5
7,4

98.2

-1,7
3.5

100,0

1.7
4.1
0.3
0,9
0.3
7,8

19,1
13.4
8.8
4.4
6.6

24,4
6,8

98.6

-1.8
3.3

100,0

1.1
2.7
0.1
0,9

7.9
19,4
14,2
6.7
4.9
7.0

24.8
9.1

98.9

-1.9
3.0

100.0

1.2
1.8
0.1
1.2

-0.3
7.8

21,1
12.4
7,7
5.8
5.6

26,0
8.1

98,5

-1.9
3.4

100.0

1.2
1,7
0.2
1-5
2.0
8.9

21.2
10.5
7.8
4.9
5.6

24.3
8.4

98.1

-2.2
4.2

1 00.0

1.2
2,8
0.2
1.4
3.0
7.3

20,4
10.5
8.7
3.8
4.1

25.9
8.5

97.7

-2.1
4.4

100.0

1.2
2.8
0,2
1.4
3.0
7,4

20.4
10.3
8.8
3.8
4.1

25.8
8,5

97,8

-1.1
3.3

100.0

1,2
2.8
0,2
1.5
3.1
7.6

20.1
10.3
9.0
3.8
4,2

25.5
8.6

97.9

-1.0
3.2

100.0

0.5
0,6
1-5
0.7
2.8

11.1
22.0

6.0
4.6
1.6
4-2

26.9
6.4

97.S

-1.1
3.2

100.0

Sources: Data provided by the Palauan authorities; and fund staff estimates.

I/ Data for 1995 have been estimated u&ing indicators for tourism, tiade, and public administration between 1993 and 1996 benchmarks.
II Data for 1996 to 2001 have been estimated by aUNDP statistics specialist,
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- 2 4 - STATISTICAL APPENDIX

Table 8. Republic of Palau: Operating Accounts of the State Governments, 1993/94-2002/03

(In thousands of U.S. dollars; end of period)

1993/94 1994/95 I9V5/96 1^

Revenues
National government grant
Fishing right fees
Interest income
Other

Total revenues

Expenditures
Salaries and wages
Capital expenditure
Other

Total ^xptndidires

Net collection (deficit)
Account receivables/loan repayment

Find balance (beginning of year)
Fund balance (end of year)

2,612
885

2
333

3,832

654
L023
2,395
4,071

-239
232

690

683

1,303
346

5
114

1,768

334

399

1,097
1,830

-bl

683
622

4,960
847
27

853
fi.tfSS

1,451
2,815
1,623
5,SS9

799

^

622
Uffl

JVtf/y? \) 1997/9S2/ 1998/99 3/ 199EVOO 2000/01 2C01/02 2002/03

3,092
373

73
273

3,811

1,312
2,0 (W
1,320
4,637

-826
-15

1,368
526

1,346
166

12
12

1,535

455
645
880

1,980

-445

526
82

1,546
112

133
1,791

552
778
596

1,926

-135

82
-53

Source: Data provided by the Office of {he Public Auditor.

I/ A fotal of (2) slules operations are not yet included in FY 1997.
II A total of (11) states operations are not yel included biFY 199K.
It A total of (12) states operations and the Fund balances are not yet intruded in FY 1999.
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- 25 - STATISTICAL APPENDIX

Table 9. Republic of Palau: Financial Position of the Compact Trust Fund, 1994/95-2002/03 I/

{In thousands of U,S, dollars; end of period)

1994/95 1995/96 199*5/97 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2/
Prov.

Total receipts 71,034 6,961 2S,S62 17,600 19,621 21,472 (25,SlO) (9,695) 14,454

Compact grants 66 ;OQG 4000

Investment gains and
interest mcumt 5,034 6,961 24,£62 17,600 19,621 21,472 (25,810) (9,695) 14,454

Total expenditures 255 564 502 773 S45 77* 984 S4S 2,650

Investment fees 255 564 502 773 845 77S 984 S4S 2,650

Overall balance 70,779 6,397 2S,360 16,826 1S.776 20,694 (26,794) (10,543) 11,804

Fund balance at year end 70,779 77,176 105,536 122,362 141,139 161,833 135,039 124,496 136,300

Sources: Independent auditor1 s report on financial statement; and data provided by the Office of the President, and Ministry of Administration.

1 / Compact Trust Fund refers Lo Section 211 (f).
2/ Unaudited figures for 2003.
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- 28 - STATISTICAL APPENDIX

Table 12. Republic of Palau: Operating Accounts of the Major Public Corporations, 1996/97-2002/03

(In thousands of U.S dollars; end of period)

1996/97

Palau Utility Corporation
Operating revenues
Operating expenses
Gross operating profit (loss)
Non- operating revenues (expenses)
Subsidies from government and foreign grants
Net total profit (loss)

Palau Housing Authority
Operating revenues:
Operating expenditures
Change in equity during the year
Fund equity, beginning of year
Fund equity, end of year

Palau National Communications Corporation
Operating revenues
Operating expenses
Other income (expenses)
Change in equity during the year
Fund equity, beginning of year
Fund equity, end of year

6,170
9,379

-3,209
,..

2,239
-970

389
39S

23
-268
-245

5,835
4,496

-1
828

13,111
13,939

1997/98

8,055
9,761

-1,706

1,566
-140

270
258

41
-245
-205

6,390

5,632
-1

13,939
13,536

1998/99

1,191
8,373
-581

706
125

201
227
-26

-245
-231

6,412
6,206

-1,911
-1,705
13,536
11,831

1999/00 2000/01 2001/02

9,248
11,400
-2,152

,„
1,990
-162

115
139
-24

-231
-281

6,656
5,594

-1,337
-275

11,831
11,556

11,528
12,263

-735
..,

1,198
463

209
120

89
-255
-166

6,059
6,166

-1,496
-1,603
12,041
10,438

10,422
11,576
-1,154

552
-602

403
94

309
-166
143

8,812
8,438
1,686

-1,312
10,438
9;126

2002/03
Prov.

11,071
12,137
-1,066

1,038
535
506

175
113
62

143
205

8,812
8,523
1,686

-2,267
10,783

8,516

Sources: Independent auditor's report on financial statements; and data provided by the Palau Utilities Corporation,
Palau Housing Authority; and Palau National Communications Corporation.
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- 3 0 - STATISTICAL APPENDIX

Table 14.1. Republic of Palau: Structure of Interest Rates, May 1997-2003

(Palau National Development Bank, in percent)

May
1997

May
1998

May
1999

May
2000

May
2001

May
2002

May
2003

Deposit rates
Checking account (with minimum balance)
Savings account
Time savings account

30 days
One year

Certificates of deposit
Six months
One year
Two years
Three years

Lending rates
Consumer loans
Commercial loans (one year)
Residential housing loans

30-year, fixed (Maximum 20 year)
15 -year, fixed

Government-directed scheme I/
Normal loan scheme

...
12.0

-
12.0

-
12.0

-
12.0

8.0-12.0 ,
12.0
8.0

12.0

8.0-12.0
12.0
8.0

12.0

8.0-12.0
12.0
8.0

12.0

8.0-12.0
12.0
8.0

12.0

Source: Data provided by the Palau National Development Bank (PNDB).

I/ Under government-directed loan scheme, loan Is provided to Palauans who have never owned a house.
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-31 - STATISTICAL APPENDIX

Table 14.2. Republic of Palau: Structure of Interest Rates, May 1997-2003

(Bank of Guam-Palan Branch, in percent)

Deposit rates
Checking account (witli minimum balance) PCA
Savings account
Time savings account

30 days
One year

Certificates of deposit
Six months
One year
Two years
Three years

Lending rates
Consumer loans
Commercial luans (one year)
Residential housing loans

30-yeai, fixed
15 -year, fixed

May
1997

0,0-2.25
2.25-3.0

2.25-3.0
2.25-3.25

4.12-4.25
4.18-4,31
4.25-4.37

4.31-4.5

15.0-18.0
10.5-12,75

May
1998

0.0-2.0
2.25-3.0

2.25-3.0
2.25-3,25

4.10-4.47
4.14-4.64
4.36-4.86
4.36-4.8fi

15.0-18.0
10.5-12.75

May
1999

0.0-2,0
2,25-3,0

2,25-3.0
2.25-3.25

3.02-3.39
3.28-3.60
3.35-3.72
3.75-3.94

15.0-18.0
9.75-12.50

May
2000

2.5-3.0

4.07-4. 3S
4.6-5.1

4.35-4.79
4.60-5.10
5.07-5.26
5.19-5.45

15.0-18.0
9.75-12.50

May
2001

3.0

2.5

2.5

3.04
3.07

3.4
3.4

15.0
11.75

May
2002

1.25
1.5

0.88
0.88

1.16
1.21
1.44
1.44

15.0
7,5-13.5

May
2003

25-.. 5
.5-1.0

0.9
0.9

,5 6-. 67
.94-1.00

1,18^1,36
1,28-1,36

15. (1
7.5-13.84

Source: Data provided by the Bank of Guam, Palau Branch.
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Table 14.3. Republic of Palau: Stntcture of Interest Rates, May 1997-2003

(Bank Pacific, Ltd, (Guam Savings Bank), in percent)

Deposit rates
Checking account (with minimum balance)
Savings account
Time savings account

30 days
One year

Certificates of deposit
Six months
One year
Two years
Three years

Lending rates
Consumer loans
Commercial loans (one year)
Residential housing loans
30-year, fixed
1 5-yeai, fixed

May
1997

0.0-4.5
2-25-5.0

3,0-5.0
4.5-6. Q

5.0
6.0
7.0
8.0

15.0-18.U
9.5-12.5

12.0
12,0

May
1998

2.0
2,3

3.4

4,7

4.7
4.7

18.0
y.5-12.5

12.0
10.0

May
1999

2.0
2.3

2.7
3.7

3-5
3.7

11.0-15.25
9.25-12.25

y.o
8.0

May
2000

2.0
2.3

3.1
5.4

4.6

5.4

9.9-17.25
10.0-13.0

y.o
8.0

May
2001

2.0
2,2

2.6
3.4

32
3.4

11,0-17.25
10.5-11,5

7.6
7.1

May May
2002 2003

1,3 0,25-0,75
1,1 0,5

1.6 0.5
2.1 0.7

l .S 0,7
2.1 0.7

9.9-12.75 11.0-12.75
6.0-9.0 6.S

5.4
4.6

Source: Data provided by Bank Pacific, Ltd, (Guam Savings Bank).

©International Monetary Fund. Not for Redistribution 



- 3 3 - STATISTICAL APPENDIX

Table 14.4, Republic of Palau: Structure of Interest Rates, May 1997-2003

(Bank of Hawaii, in percent)

Deposit rates
Checking accftuitt(with minimum balance)
Savings account
Time savings account
30 days
One year

Certificates of deposit
Six. months
One year
Two years
Three years
Five years

Lending rates
Consumer loans
Commercial bans (one year) ]/
Residential housing loans

30-year, fixed
15-year, fixed

May
1997

0.0-4.5
2.25-5.0

3.0-5.0
4.5-6.0

5.0
6.0
7.0
s.o

15.0-18.0
9.5-12,5

12.0
12.0

May
199S

2-5

2.7-3.0
4.5-4.75

3.75-4.45
4.50-4.75
4.70-4.90
4.90-5.05

15.0
Prime +.75 -4%

May
1999

2.0

2.3-2.45
3.4-3.5

3.10-3.20
3.40-3.50
3,70-3,80
3.85-3.95

15.0
Prime + 4 %

May
-2000

2.0

2.32 - 2.47
3.75-5.0

3.65-4.1
3.75-5.0

3.95-5.25
4.0-5.75

15.0
Prime + 4%

May
2Q01

1.75-3.0

1.4-2.27
1.45-2.25

1,45-2-26
1.45-2.25

2.0-2.5
2.5-3,0

15.0
Prime + 1-4%

May
2002

,25-2.05

1,0-1,51
1.2-1.75

1-1.51
1.2-1.75
1.9-2.60
3,0-3.25

10.0-15.0
Prime + .75-4%

May
2003

.25-1.0

0.3

0.5
0.5
1.3
2.0
3.0

10.0-15.0
Prime i .75-4%

Source: Data provided by the Bank of Hawaii.

I/ Commercial loan fates follow the Wall Street Journal.
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Table 14.5. Republic of Palau: Structure of Interest Rates, May 1997-2003

(Pacific Savings Bank. In percent)

Deposit rates
Checking account (with minimum balance)
Savings account
Time savings account

30 days
One year

Certificates of deposit
Six months
One year
Two years
Three years

Lending rates
Consumer loans
Commercial loans (one year) 1 /
Residential housing loans

30 -year, fixed
15-year, fixed

May May May May May
1997 1998 1999 2000 2001

0.0-4.5 5.0 5.0 5.0 5,0
2.25-5.0 4,8 4.8 4.S 4.8

3.0-5.0 4.8 4.8 4.S 4.8
4.5-6.0 6.0 6,0 6.0 6.0

5.0 5.0 5.0 5.0 5.0
6.0 6.0 6.0 6.0 6.0
7.0 7.5 7.5 7.5 7.5
S.O S.O 8_0 S.O 8.0

15.0-18.0 15.0-18.0 15.0-18.0 15.0-18,0 15,0-18,0
9.5-12.5

12.0
12.0

May May
2002 2003

5.0
4.S

4.8
6.0

5.0
6.0
7.5
8.0

18,0

Source: Data provided by the Pacific Savings Bank,

If Commercial loan rates follow the highest New York Prime plus 4 percent.
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- 3 7 - STATISTICAL APPENDIX

Table 17. Republic of Palau: Selected Economic and Financial Indicators, 1998/99-2003/04

Nominal GDP (2003): US$123.9 million I/
Population (2000): 19,129
GDP per capita (2000): 6,179

Real sector
Real GDP growth (percent change)
Consumer prices (percent change, en d-of- period) 11
Business and Ltmrisl arrivals

Public finance
Central governmcin

Revenue
Domestic revenue
Grants

Expenditures
Cuireni
Capila]

Current fiscal balance 3/
Overall fiscal balance

Including grams
Excluding grants

Compact Tmst Fund (CTF) balance
Interest income and capital gains/losses
Investment foes and withdrawals

Government non-CTF financial assets
Usable reserves 4/

In percent of govi. expenditure
In months of imports

Balance nf payments
Trade balance

Exports (t'.o.b.)
Impcils (f.o.b.)
Tourism receipts

Current account balance
Including grants
Excluding grants

Qv&rsll balance

External public debt 5/
Debt service ratio 61

1998/99

-5.4
2.2

49,170

47.8
25,8
22,0
72,1
64.1

8.0
-17.7

-20.6
-42.6

141.1
19.6
0.8

&7.0

38.9
61.0
3.5

-127.3
7.3

-134.6
54.1

-61A
-S3.0

-24.7

1.4
6.6

1999/00

0.3
3.0

45,932

61.1
29.1
32.1
79.6
67.1
[2.5

-16.7

-7,8
-39.9

161. S
21,5

0.8
77.7
29,4
40,9

2,8

-115.6
1 1 5

-127.1
53.2

-35.5
-67,0

n,4

20.0
2.2

2000/01

4.5
-1.3

49,731

(Tn mi l l ions of TJ-S,

53-2
31,8
21.4
79.9
64.6
15.4

-11.4

-25.1
-46.5

135.0
-25.8

1.0
43.7
7.6

12.2
0.9

-81. 1
1 8.7

-99,8
5S.5

-7.3
-28.7

-25.1

20.0
0.9

2001/02
List.

1 , 1
0.4

39,833

dollars)

51.2
2S.S
22.4

30.1
59.1
21,0
-S.9

-34.2
-56.6

124.5
-9.7
5.8

13.7
3.1
5.6
0.4

-80.4
20.3

-L00.7
47.4

-17.1
-38.5

-34.2

20.0
1.0

2002/03
Rst.

1.5
0.3

46,615

&5.4
29.8
35.5
72.6
5K.6
14.0
-5,5

-2.9
-3S.4

136.6
14.5
7.8

16.4
0.4
0.7
0.1

-a i .s
11.9

-93.7
57.9

-5.3
-27,6

-3,4

19.4
1.8

2003/04
___Pro^

2,0
0.5

50,000

71.6
33.5
38.1
84.2
62.5
21.7
-7,2

-15.7
-53.8

-%.5
12.3

-108.8
62,2

-22.6
-45.5

-16.5

IS. 3
3.0

(In percent of GDP)

Current fiscal balance 3/1

Overall fiscal balance
Including grants
Excluding grams

External current account
Including grants
Excluding grants

External public debt 5/

-15-4

-18.0
-37.2

-54,5
-72,5

L3

-14.4

-6.7
-34.3

-30.6
-57.6
17.2

-9.5

-20.9
-38,8

-6.1
-23.9

1S.7

-7.3

-28. 1
-4G.5

-14.0
-31. G
16.4

0.2

-2.3
-30.9

-4.3
-22.3
15.7

-5.7

-12.4
-42.4

-17.8
-35,8

14.4

SoLirLeu: Dam provided by the Palaiian authorities; and Fund staff estimates.

I/ Based on limited available data. The fiscal year is from October to September. For example, FV2002 is from October 2001 to September 2002,
21 U.S. CPI is used for 1995 to 2000. Palau has compiled its own CP1 since June 2000.
3/ Defined as domestic revenue plus current grants minus current expenditures.
41 The government's non-Compact Trust Fund assets excluding amounts reserved for capital projects and other specific uses,
5/ Does not include public enterprise debt not guaranteed by the government
6/ ]n percent of exports of goods and nonfactor services.
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- 3 8 - STATTSTTCAL APPENDIX

Table 18. Republic of Palau: Balance of Payments, 1998/99-2003/04
(In millions of U.S. dollars)

Trade balance

Exports, f,o,k.

Imports, f.o.b.

Services account

Receipts
Travel

Payments

Freight and insurance 21

Travel

Income

Investment income

Interest payment

Current transfer

Private
Inflows

Outflows

Official
Eminem licenses and fees

Grants

Other 3/

Current acujunl

(includes official grants)

Current account

(excludes official grants)

Capital and financial account

Public setter
Capital grants 4.'

Loan disbursements

Loan repayments
Private sector

Foreign direct investment

Errors and omissions 5/

Overall balance 61

Memorandum items;
Current accoun.t.'GDP (in percent)

Including official grants

Excluding official grants

Service receipts/GDP (in percent)

REER (percent change]

Public debt/GDP (percent) 7/

Debt-service ratio 8/

1998/99

-127.3
7.3

-134.6

43.8
54.!

54.1
-10.3

-8-4

-i.y

4.8

4.8

16.3

-5.7
1.5

-7.2
22 .0

1.9
20.6
-0.6

•U2.4

-B3.0

64.6

63.6
67.6

0.0
-4.1

1.0
1.0

-26.9

-24.7

-54.5

-72.6

47.3
-6.5

1.2
6.6

1999/2000

-115.6

11.3
-127.1

38.5

53.2

53.2

-14.7

-12,7
-2.0

5.5
5.5

36,1

3.3
1 1 , 1

-7.<J
32_9

1.9

31.5
-0.6

-35.5

-67.0

40.5

38.5
20.0
20.0

-1.4
2.0

2.0

-4.6

0.4-

-30.6

-57-6

45-S
2,S

17.2
22

2000/01

-81,1
18,7

-99. S

47.0

58.5

58,5
-11.6

-9,6

-1,9

5.3

6.0
-0.7

21.4

-1.4

5.7
-7.J

22.9

2.1

21,4

-0.6

-7.3

-28-7

23.7
22,7

22.7

LO

1.0

-41.5

-25.!

-56
-23.4

48. S

8,0

16,7
0.'?

swi/y?
Est.

-80,4

20,3
-1 00.7

35.2

47.4
47.4

-12.1

-9,8

-2-3

4.7

5.5
-0.7

23.4

0.3

7.2
-6.9

23.1

2.3

21-4

-0.6

-17.1

-3S.5

15.S
I3.S

13. S

2.0
2.0

-32.9

-34.2

-14,0
-31.6

38.9

2.9
16,4

1.0

2002/03

Est.

-81 8

L I , 9

-93,7

49.2

57.9
57.9

-8.7

-&.6

-2.1

3.9

4.6

-0.7

23.4

-1.3
5,7

-7 . ]

24.7

3.0
2 2 3

-0.5

-5,3

-27.6

23.2
22.2

22. a

-0.6
I .D
1.0

-21.3

-3.4

-4J

-22.3

46. »

-1.8
15-7

I .S

2003/04

i'roj. I/

-96.5

12.3

•]Q&.8

46,9

62.2
62.2

-15.2

-13.1
-2.2

.1,2
4,3

-1,1

23 8

-1.7

5.9
-7.6

25.5

3 .1
22.9

-0,5

-22,6

-45.5

26.0
25.0

26.2

-1.1
1.0
1.0

-20.0

-16.5

-17, &

-35. a
4S.9

144

3.0

Sources: Data provided by the Palauan authorities; and Fund staff estimates,

\J Before adjust me nt measures.

21 Eased on data collected by Customs from 2000/01, and assume 10 percent of f.o.b. imports for previous years,

3/ Conlrituitions to international and regional organizations.

4/ Includes in-kind tapiUl grants,

51 Large errors and omissions in l$W8/fftl reflect underrepcrting or imports prior to Apri l 1999 when new customs System was
implemented. There are no reliable estimates, of net private capital flows, since no banking system data is collected on a systematic
basii.

6,' Reflects the changes in the financial holdings of the government.

11 Does rot include a loan to (lie PKCC in 191>4 (with no government guarantee).

SI In. percent -of exports of goods and nou.fo.ctor services.
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-40- STATISTICAL APPENDIX

Table 20. Republic of Palau; Imports by Country or Territory of Origin, 1996-2003 I/

(In thousands of U.S. dollars, f.o.b.)

United States
Singapore
Guam
Japan
Taiwan Province of Ch:
Australia
Hong Kong SAR
The Philippines
Korea 5/
Saipan
New Zealand
Federated States of Mk
People's Republic of CJ
Malaysia
Indonesia
Thailand
Other

Tolal

1996

27,010
23,412
12,473
9,051
2,391
1,463
1,070
1,053

570
440
238
189
42
37

9
-

188

79,636

1997 199S2/

27,872
9,047

12,223
9,348
3,465

994
1,245
],221

517
690
590

-
1,635

-
-
-

391

69,289

19993/

28,690
11,948

8,381
11,949

5,370
1,094

634
2,297
2,021

-
49
79

892
576
786

1,296
1,776

77,838

2000

41,552
12,195
17,033
21,996

8,751
2,005
4,434
4,215
6,852

-
141
118
824
648

2,S50
177

3,336

127,127

2001

37,611
7,343

13,379
9,814
5,091
1,047
3,484
2,617
6,155

-
38

389
2,546

90
367
151

5,643

95,765

2002

40,356
7,439

11,558
9,364
5,439
1,440
3,457
4,083
8,523

559
559
69

864
122
389
202

1,450

95,874

2003 4/

28,457
5,675
8,480
5,390
3,171
1,268

539
2,913
2,376

282
122
231
476
111
553
136

1,124

61,303

Source; Data provided by the Customs Office, Ministry of Administration.

I/ On a calendar-year basis.
II Data not available.
3/ Data for last three quarters,
4/ Data year to date ending September.
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*nî/SvDCOin"
moVD"
^nsC5in0
0

fv
]

o\co
1

o\1 —
 1

(--
fn"
^or*%
as"o\<NC

OmPôT
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