
CENTRAL
PACIFIC ISLANDS
Table 1 2020
Population, million

Kiribati 0.12
Nauru 0.01
Tuvalu 0.01

GDP, US$, billion
Kiribati 0.19
Nauru 0.11
Tuvalu 0.05

GDP per capita, current US$
Kiribati 1671
Nauru 8867
Tuvalu 4663

Sources: WDI, World Bank staff estimates.

The economies of Kiribati and Tuvalu

are expected to recover in 2023 after

the border closures of 2022. In Nauru,

however, growth is expected to moder-

ate due to changes to its Regional Pro-

cessing Centre. All countries remain

highly exposed to the risks of global in-

flation and slowing global growth. In

the longer term the key challenges for

economic growth and poverty reduction

are narrow economic bases and vulner-

ability to climate change.

Key conditions and
challenges

The Central Pacific faces major develop-
ment challenges due to exogenous factors
like climate change, small size, and re-
moteness; and endogenous forces like con-
centrated, import-reliant, and volatile
economies. All three countries have trust
funds to stabilize volatile revenues and
provide long-term development financing.
However, they all must diversify their fis-
cal revenues into more stable sources, to fi-
nance high recurrent spending.
In recent years, Kiribati’s growing fish-
eries revenues have allowed the govern-
ment to rapidly increase spending to tackle
widespread poverty. According to a 2019
survey, 21.9 percent of the population was
below the national poverty line, and high
shares of the population were deprived of
non-monetary needs, such as access to
clean water, sanitation, and electricity. The
latest IMF-World Bank LIC DSA (April
2021) found Kiribati’s external debt, at 15
percent of GDP, to be sustainable but at
high risk of debt distress. As its fiscal space
is now narrowing, Kiribati must improve
the quality of public spending including
better targeting social programs.
Nauru must adjust to lower fiscal rev-
enues and identify new sources of growth
over the medium term. Public revenues,
economic growth, and employment have
historically depended on phosphate min-
ing, fishing, and Australia’s Regional Pro-
cessing Centre (RPC) for asylum-seekers.

However, phosphate deposits have been
exhausted, fishing revenues are volatile,
and the RPC has transitioned to an ‘en-
during capability’ setting, which is ex-
pected to reduce fiscal revenues by 22
percent (or 38 percent of GDP) in FY2023.
The latest IMF DSA (February 2022)
found Nauru’s public debt, at 27.1 per-
cent of GDP, to be sustainable; improving
on the ‘unsustainable’ assessment in 2019.
The improvement was due to public debt
falling by 70 percent in March 2021 when
long-defaulted yen bonds were settled,
and domestic debts from the Bank of
Nauru liquidation were reduced. Looking
forward, Nauru must diversify its eco-
nomic base, for example through tourism,
labour mobility schemes, or expanding
fishing revenues.
Tuvalu should expand beyond fishing rev-
enues and the.TV domain by increasing
trade integration, particularly through the
PACER Plus regime. Medium-term macro-
fiscal sustainability will require diversify-
ing away from volatile revenue sources
and consolidating current expenditures
given the longer-term nature of capital ex-
penditures. The latest IMF-World Bank
LIC DSA (July 2021) assessed Tuvalu as at
high risk of debt distress, but public debt is
deemed sustainable. Tuvalu does not have
any domestic debt; external public debt to
GDP in 2022 is 4.0 percent. In the face of
high uncertainty, it is critical that Tuvalu
pursues prudent fiscal policy that priori-
tizes grants and concessional external bor-
rowing. Although no recent data on pover-
ty is available, in 2010 an estimated 26 per-
cent of the population lived below the na-
tional poverty line.

FIGURE 1 Central Pacific Islands / Sources of revenue
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FIGURE 2 Central Pacific Islands / Trust Fund balances
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Sources: Country authorities; World Bank, and IMF staff estimates and projec-
tions. Notes: Nauru data are Fiscal Years. Kiribati and Tuvalu are calendar years.
The Nauru Trust Fund was established in 2016.
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Recent developments

InKiribati, growth fell to 1.2 percent in 2022
due to COVID-19 restrictions. This follows
strong growth in 2021 of 7.9 percent, driven
by government spending, construction, and
a large new unemployment benefit paid to
three-quarters of the adult population. In-
flation rose to 5.3 percent (annual average)
in 2022, due to food and energy inflation
and strong local demand. Strong growth is
estimated to have reduced poverty to 17.9
percent in 2021 (US$3.65 lower-middle-in-
come line), below pre-pandemic levels of
19.5 percent in 2019. However, at 10 percent
of GDP, the unemployment benefit intro-
duces significant fiscal pressures. These
pressures were felt in early 2022 as
COVID-19 border closures reduced tax rev-
enues, compounded by drought and weak
fishing income. As a result, the government
is expected to post a deficit of approximate-
ly 20 percent of GDP after budget support
in 2022. The RERF was worth 380 percent of
GDP in December 2022, down from 450 per-
cent in 2021 due to weak investment returns
and GDP growth.
Nauru’s economy is estimated to have
grown by 3.0 percent in FY22 (ending June
2022). Inflation in FY22 was 2.6 percent,
with more effects of global inflation ex-
pected to appear in FY23. Fiscal perfor-
mance in FY22 was better than expected
due to strong fisheries revenues and delays
to the RPC winddown. This allowed the
Government to provide additional support
to SOEs and public services, and offset a
global oil price spike by lowering the fuel
duty by 20 cents per liter in June 2022. The
Government also made a prepayment into
the Intergenerational Trust Fund which
grew to 130 percent of GDP by 30 June
2022, up from 110 percent in June 2021.

In July 2022 Nauru experienced its first
COVID-19 outbreak, though its effects
were offset by fiscal support and the high
vaccination rate.
In Tuvalu, growth increased from 0.3 per-
cent in 2021 to 0.6 percent in 2022 despite
the start of community transmission of
COVID-19. Inflation rose sharply to
around 10 percent (annual average) in
2022, the highest since 2009, due to supply
chain disruptions and global inflation. The
fiscal surplus in 2022 is largely due to high-
er grants from development partners and
capital underspending. Total sovereign
wealth funds for Tuvalu, comprising the
Tuvalu Trust Fund (TTF), the Consolidated
Investment Fund (CIF), and the Tuvalu
Survival Fund (TSF), stood at 318 percent
of GDP at end-2022, down from 397 per-
cent of GDP in 2021 due to GDP growth
and poor investment returns.

Outlook

In Kiribati, growth is expected to rebound
to 2.5 percent in 2023 as donor-led invest-
ment resumes with the border reopening.
Fishing revenues are expected to gradually
return to historical averages, and govern-
ment services are likely to continue sup-
porting growth. No withdrawals from the
RERF are projected in coming years,
though their amounts are highly uncertain
due to the volatile withdrawal rule. While
the rule is an important fiscal anchor a
more stable version, like withdrawing a
fixed share of assets, would make budget-
ing easier. To boost growth Kiribati should
rationalize spending to target poverty re-
duction and human capital investment.
Any further increases in untargeted fiscal
transfers could jeopardize the Govern-
ment’s fiscal responsibility rules.

In FY23 Nauru’s GDP growth is projected
to fall to 1.0 percent, due to the wind-
down of the RPC. This is expected to re-
duce government revenues by 38 percent
of GDP in FY23, so spending must tight-
en by 27 percent of GDP to achieve a bal-
anced budget and meet fiscal responsibil-
ity ratios. The Government plans to re-
duce spending on operations, social hous-
ing, and one-off payments. Recent activ-
ity has been supported by the construc-
tion of a deep-water port, though many
inputs have been imported. From 2024
growth is expected to be supported by
the port’s opening. Nauru could negoti-
ate higher RPC revenues in the future,
or move up the value chain to operate
it, which yielded the Australian operating
company an FY21 profit worth 56 percent
of Nauru’s GDP. Nauru also could diver-
sify the economy by expanding the Vessel
Day Scheme, international labor mobility
schemes, and niche tourism.
In Tuvalu growth is expected to acceler-
ate to 4.2 percent in 2023, as borders re-
open and infrastructure projects resume.
Inflation is expected to ease to 3.4 percent
by 2025 as global prices stabilize. A fiscal
deficit of 4.7 percent of GDP is projected
in 2023-25 due to a slowdown in grants
while current expenditure remains at
high pandemic levels. Total sovereign
wealth funds as a percent of GDP are
anticipated to decline over the medium
term. Longer-term growth is expected to
be of around 2 percent, impacted by pub-
lic enterprise inefficiencies, capacity con-
straints, and weak competitiveness.
Risks to the Central Pacific outlook are
substantial and include high global infla-
tion and slowing global growth; shocks to
global commodity prices; volatile revenue
flows, including grants from development
partners; and the ever-present threat of cli-
mate-related natural disasters.

TABLE 2 Central Pacific Islands / Macro poverty outlook indicators (annual percent change unless indicated otherwise)

2020 2021f 2022f 2023f 2024f 2025f
Real GDP growth, at constant market prices

Kiribati -1.4 7.9 1.2 2.5 2.4 2.3
Nauru 0.7 1.5 3.0 1.0 2.0 2.5
Tuvalu -4.9 0.3 0.6 4.2 3.1 2.6

Lower middle-income poverty rate ($3.65 in 2017 PPP)a

Kiribati 21.3 17.9 18.3 17.8 17.2 16.6

Sources: World Bank and IMF. e = estimate; f = forecast.
Note: Country authorities and World Bank and IMF staff estimates. Nauru data are based on the fiscal year ended June. Kiribati and Tuvalu are calendar years.
a/ Poverty rate for 2019 is calculated from the 2019 Household Income and Expenditure Survey. Poverty rates for 2020-2025 are projections based on real GDP per capita
growth.
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