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PREFACE

tn response to a request from the Government of the Republic of Palau, the
Government of Japan decided to conduct the Study for Promotion of Economic
Development in the Republic of Palau and entrusted the study to the Japan International
Cooperation Agency (JICA).

JICA dispatched a study team headed by Mr. Tadashi Kume of Pacific
Consultants Intcrnational to Patauw between February 2000 and August 2000.

The Study Team conducted the study with the Palauan Counterpart Team and
held a serics of discussion with Lhe officials concerned of the Government of Palau. After
the Team returned back to Japan, further studies were made and then the report was
finally completed.

I hope that this report will contribute to promotion of industrics such as tourism,
fishery and agriculture, and to cconomic development in Palau.

I wish to cxpress my sincere appreciation to the officials concerned of the

Government of Palau for their close cooperation extended to the Study Team.

QOctober 2000

L 207

Kunihiko Saito
~ President
Japan Intcrnational Cooperation Agency



October 2000
Mr. Kunihiko Saito

President
Japan International Cooperation Agency
Tokyo, Japan
Letter of Transmittal
Dear Sir,

We are pleased to formally submit herewith the Final Report of “The Study for Proniotion of

Economic Development in The Republic of Patau.”

This report compiles the results of the Study which was undertaken in The Republic of Palau from
February 2000 through October 2000 by the Study Team, represented by Pacific Consultants

International.

We had been assisted by many people for the accomplishment of the Study, and we would like 1o
express our sincere gratitude and appreciation to all those who extended their kind assistance and
cooperation to the Study Team, in particular, the Office of Planning and Statistics who acted as the

counterpart agency.

Also, we acknowledge the effective assistance by all the officials of your Agency and the Embassy of

Japan in The Republic of Palau.

We hope that the report will be able to contribute to formulate appropriate potices and measures for the

future development of Palau.

Very truly yours,

Tadashi Kume

Team Leader, o

The Study Team for the Study for Promotion-
of Economic Development in The Republic
of Palau : '
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THE STUDY FOR PROMOTION OF ECONOMIC DEVELOPMENT
IN THE REPUBBLIC OF PALAU

The Govermment of Palau (GOP) should achicve the development goals of (1)
sclf-retiant economy, (2) coordinated cconomic: development with conservation of
natural environment, and (3) sustainable rcgional devetopment, before termination of
- the Compact Direct Payment from the United States in the year of 2009,

The Republic of the Marshall Islands and the Federal States of Micronesia (FS\A) were
parts of the United Nations Teust Territory of the Pacific Islands, under the United
© States administration duting the period 1947-86 as well as the Republic of Palau (ROP).
In order to reduce the damage of the termination of the Compact Fund in 2001, the
-Asian Development Bank (ADB) is providing technical assistance to support rcform
program such as structural adjustments and capacity building for both countries since
1995.  The policy measures of the reform program include reduction of public work
forces 25% to 35% in three years, wage freczing or wage reduction, reduction or
¢liminate subsidies to public enterprises, strengthen tax and custom administration, and
mlroductlon of the value added tax.

- For:Palau a Struclural Adjustmcnt Program is also ruqulrcd to achicve the national
development goals It is nceded for Palau to downsize public expenditure including
- the deduction of wages and salary and fto decrease the ov: cr-dependence on foreign aid.
- It is proposed that the GOP will challenge the reduction of the budget size to about 40%

~ of the nominal GDP in 2009/10, which accounted for 60% of the nominal GDP in
1998/99; - To reduce the recurrent cost, the number of govemment workers is proposed
to decrease to 1,900 workers in 2008/09 from the current 3,200 workers during the |
period of eight years. To achicve the self-reliant economy tho structure adjustment
program and economic development should be implement simultancously.

It is forturie for Palau that there is certain potential to promote trade and service sector
especially tourism development.  This is why JICA Study Team récommends the
Structural Adjustment Program, which not only downsizes the government expenditures
but also genérates governmental revenues through the promotion of private driven
cconomic development.  Certain level of public investment is required to induce such
cconomic development. JICA Study Team recommends practical improvements of
institation and organization (o provide an atiracting envitconment for foreign direct
1nvcstment (FDI) in the pro-fcamblhty study.

JICA Study Team formulated mid- term development plan, programs and projects based
upon the long-term devclopmcnt strategy. . Then priority projects and programs are
identified froim the mid-term development plan, programs and projects mentioned above.
~ The priority projccts and programs are sclccted as fo]lomngs

Agncuituro and ﬁshery in Palau should aim o dovclop or conscrvc for the lmprovemenl
- of -food . sufﬁcwncy Ievcl ‘Food and beverage is oite of the major import items
follo“cd by’ tranSpon cqmpmont and machinery.  Vegetable and * fruits . garden
promotlon at each household - in Palau especially-in the rural arca is reccommended.

Another, measures 10 bc takcn afe efficient use of food materials, Small-scale fish
product processing factory is ‘also recommended. - The priority projects and programs
for agnculturo and ﬁsher) are 4s follo“s

e Improvemcnt of Plant Nurqcry (supply to vcgctablo and fmlts gardcns)
.= - Establishment of Hyglcmc Slaughterhousc :
R : l:mergcncy Trc,atment of Fruits Fly Eradication and Quarantmc Contro]
= . Small Fishing Boat Maintenance Training
. Manne Products Proccssmg in Palau




QUTLINE OF THE STUDY

High and sustainable cconomic growth can be expected in tourism  sector,
diversification of the tourism products, in térms of location and type of tourism is
recommended.  Tourism development in Peleliv and Ngarchelong are recommended
for the formulation of new tourist base.  Promotion of village tourism in Babcldaob
Istand and Island Resort development in Kayangel is also recommended.  In addition
to these tourism bases developments, reinforcement of functions of Palau - Visitor
Authority is required.  As a part of urban development a Marine Center Development
in Koror is also reccommended to reinforce the gateway funclions for tourism
development.  Although the private sector will be a -main player of the cconomic
development, cspecially the FDI there are many legal and institutional constraints for
not only FDI but also investment by local people. Provision of preferable investment
environment is indispensable.  Institutional reform as well as legislative modification
is required. The priority projects and programs for tourism are as follows:

* Ngarchelong Tourism Base Development Project
» Kayangel Island Resort Development Project
* Pcleliv Tourism Development Plan

Conservation of natural environment and enhancement of natural resource management
arc significant for the sustainable development.  Clear and integrated enforcement
and management in conjunction with state government initiative and strengthening of
EQPB, integrated management for ¢ritical watersheds with effective implementation of
prescrvation and conservation system should be éstablished. A comprehensive solid
waste management and establishment of natural resources management inventory are
also recommended. ‘The priority program for environment management is;

. Intcgratcd Watershed Management

Solid Waste Management is also urgent matter for environment. This program is
included in the wasle management describes later.

Labor force for Palavan will increase from 4.5 thousands at present to 8.0 thousands in
2020. Generation of employment other than government sector is urgent matter to
absorb not only newly generated labor force but also accommodate transferred labor
force from government sectors.  Proper training and education system to meet with
labor demand is indispensable.  The study recommends Government-Private-School
cooperation in the vocational training to rationalize education and vocational training.
For ‘improvitig the quahﬁcation of teachers in consideration with cost and benefit,
~ cducation system reform is also rccommcndcd ~The priority -program for social
- developinend is: - :

. Cougolidation Plan of Elcmentary 'Schobl in Babe!daob ]'sland

The mfrastrucmre dcvclopment in coordmatton w:lh the long-tcrm developmcnt
strategies is indispensable for the succcssful national socioeconomic development.
Following infrastructure development projects and programs in mid-term are selected in
considerations with least negative impact on Plavan cconomy.

-+ Marine Center Development  (Urban Development)
. improvcment of Connecting Road (Road)
* National Road Rehabilitation (Road)
*  Extension of Runway at Palau lntematmnai Aupoﬂ (Airport)
*  Expansion of Matakal Port (Port)
*  Sanitation Improvement Project /Sanitary Core Unit (Waste Water)
*  Study on Sofid Wastc Management in Palai (Waste Management)
* Devclopment of a New Final Dump for Koror and Babeldaocb (Wastc
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Management)
*  PNCC Service Improvement Program (Telecommunication)
* Radto Tower - Marine safety (Telecommunication)

The future development expenditure for the proposed projects and programs which is
required to maintain the target cconomic development, estimated at $187 million at
current prices.  For operation and maintenance of those projects and programs about
$70 million at current prices is additionally necessary during the same period.

To increase the government revenue; in addition to the currently proceeding Tax Reform
Program, vchicle operation related tax such as fucl levy, vehicle registration tax, auto
tax ar¢ récommended.  Other than vehicle related tax, Property tax and utilities charge
under the introduction of Polluter Pay Principle.

As a result of the Stmcture Adjusttient Program with development programs
formulated in this study, the balance of govemmental budget will tumn into a surplus of
$6.5 million in the year of 2009, Thereafter the GOP would be affordable to balance the
overall budget in the long-term perspective.

During the Mid-term period, the annual budgetary balance of the GOP will remain in
deficit at around $20 million on average. Therefore external assistance will continue
to be needed.  Aid coordination and management in conjunction with implementation
of structure adjustment program is recommended.  There is an urgent need to review
and redesign the major purposc of external assistance provided to the ROP. (1)
“Project specific” aid, (2) provision of maintenance related funding, (3) provision of a
trust fund along the lines of the COMPACTS 211(f) trust fund, and (4) a weighted
combination of the above three options should be examiiced,

The JICA Study Team carrics out fwo pre-feasibility studies on selected projects and
programs. = The projects for the pre-feasibility studies are selected and recompiled from
the twenty priority projects and programs mentioned previously.  One is Peleliu Island
Tourism Development Plan, which mnclude Pelelin Touwrism  Promotion Zoue
Development Plan and relevant infrastruciure development projects in Pelelin Island.
This projeet is sclected by contribution of economic development point of view.
Another is Solid waste management program for Koror and Babeldaob, which include
Construction of a New Final Dump for Koro and Babeldaob and relevant projects.
This projéct is sclected by contribution of the environmental prescrvation and
improvement point of view.

Peleliu tourism development plan is formulated to promote new tourism base for
diversification of the tourism industry. - Implementation procedure is the key for the
plan. - Formulation of Land Development Company for Palauan side development
organization and appointment of Integrated Development Company who is responsible
for the actual dcvclopmcnt afe proposcd

Pre-feasxblht) study on Solid waste ntanagement program for Koror and Babeldaob is
also carricd out. . How to make sustainable by applying the appropriate user charges to
the beneficiarics is the key for the 1mplcmcntanon of this project. Institutional and
legal reforms are proposed.
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Introduction

The Republic of Palau (ROP) comprises more than 200 islands, of which the tofal area is
488 square kilometers with 18,000 population. After World War I, the ROP was under
the Trust Territory administered by the United States of America but Palau eventually
gained independence in 1994,

The national finance depends on external assistance from the United States. This

assistance is, however, anticipated to terminate in 2009

The analyses of past trends and prevailing features in economic performance shows

. clearly that the Government of Palau (GOP) nceds to adopt mecasures to counter

potentially growing imbalances, which may threaten the social fabric that has so far been
cstablished in the country. The ROP’s short- to medium term policy challenges cannot be
understood properly from a sector or project related perspective, that is, promoting this or
that sub-scctor of the economy. This situation is caused by the following three key
problems, which have a clear and overriding importance in the economic development of
the country:

» The widening trend in budget expenditures far excceding potential budget
revenues (the budget deficit problem). This spending pattern has been fostered by
rclatively casy moncy made available under external assistance programs, the

- budget’s high dependency on such direct payments and transfers, the lack of
- proper medium-term prioritized spending patters and related problems,

* The potential threat from balance of payments deficits (the BOP problem), which
can only be financed from remaining stocks of readily cashable financial holdings,
estimated at or around $65 to 66 million, or only about $27.3 million, if funds
already appropriated up to April 2000 are excludéd. The ROP’s cash sotirce in the
current account is receipts from tourism. However, tourist armivals have been
falling and such developnient have a direct, strong impact on the ROP’s BOP
position, and .

s Jnsufficicncies in Palau’s overall institutional matters, which has so far not
succecded in putiing private sector driven production and export bases into place,
which could reduce the role of government-led growth.

These three problems become tangled with cach othc_r;_ It is, theretore, necessary to view
the medium- to long-term perspectives through the proper and urgent macro-management

_measures, which arc aimed at countenng, on. an urgent basis, the thrce problcms
- identified above. .

This report, hénce, proposes the Structural AdjﬁstmchtPrd‘gfam for Pélau, the qualitative

_ featutes: of which are alrcady identified.  Under normal circumstances, structural
; adjustmcnt programs consist of downsizing: public expenditure, but the Structural
- Adjustment Program for Palau include not only that but also promotion of private driven
‘economi¢ development which can lead the increase of governmental revenue, and enable

the shift of labor forcc from public sector to private sector.

JICA Stud) Team sets long-termt developmenit strategies, and prepared for mid-term
dcvclopment plans, projects and programs from the point of promotion of private driven
econontic development and establishment of self-sufficient cconomy. JICA Study Team

selcets priority projects and programs, which cnable balanced development with natural
and social environment, and minimum cost burden for the govcmmenlal budget,

In pre-fcas1b1ht3r studies JICA Study Team recommends some lmplemcnlatlon PIocesses

and organizations, which can overcome current development constraints of Palau.




SUMMARY

2.

2.1

2.1.1

2.1.2

Macro-economic Framework

Potential Development Directions, 2000 to 2020

Three Development Scenarios

JICA Study Team prepared for three development scenarios in order to assess the
implications of thrce potential developiment and performance directions of the ¢conomy
of the ROP. The differences m fundamental assumptions are summarized as follows.

“Existing Trend Development” s¢enario

This scenario assunies that the Government does not attempt to implement any policy
measures, thereby allowing budgcl cxpcndtturcs to expand, 'md that budget revenues
C\p'md in correspondence with economic pcrformancc

“Balanced Development” scenario

The Government nnplcmcnts a structural 1djuslmcnt program in Scction 2.3. However,
one key policy is freczing budget expenditures at a 1999/2000 level, and budget revenues
expand faster than the general econory, due to a tax reform.

- “Development by Foreign Initiative™ scenatio _
- The Govermment implements a structural adjustment program, the same as in “Balanced

Development” scenario. The Government will also change policies such as foreign labor,
land ownership to attract Forcign Dircct Investnient, and the Govemment achicves
sustainability of the governmental budget and balance of payment. Forcign companies
and forcigners will influence the cconomy and society of Palau.

Tourism Development as an Engine in Long-term Perspectives

Public sector financed by foreign aid led the economic development of ROP in the 1990s.
In the long-term perspective up to 2020, the role of the private sector is essential and
tourism will be the only potential sector to be the engine of growth in Palanan cconomy
and to provide adequate contribution to government revenue. On the other hand, major
eftorts in the agricultural and fisheries sector will be directed to self-sufficiency of foods
rather than heavy dependency on import. 1} is not realistic that export of agricultural and
fisherics products will be an carner of forcign currency.

Assessment of Three Develupment Scenarms

“Fable 2:1.1 presents the three alternative directions under some dlffcreilt assmnptlons

From the viewpoint of environmental capacity and the employment struétute in the ROP,

“Balanced Dovelopment” is sclectcd as a dircction of dcvclopmcnt up lo 2020

In “Existing Trend Developmcnt Sm:narm econoinic and social mstablllty and big
imbalances of BOP and Government Budget will occur.. In “Development by Foreign
Initiative™ scenario, it is difftcult for Palauan pcoplc to managc the cconom) wnd socwty
of Palau even if they can solve the imbalances.
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Table 2.1.1 Development Directions of Three Alternatives

{ gadeldath
{exthde Awrai}

A3l & Koror

Existing Trend Developrent Balanced Development Bevelopment by Foreign Initiatve
{No stuctural adjustment) {Structral adiusiment) {Drastic change of legistation)
(1) Developmént Diskibution by Istand in 2020
a i &
[ N o T i -
- T N R N -
> 5 : a
W T < - Kayangel&
Babedach
3 ; Kayangel 4 {exclude Airai)

Airal & Xoror

‘ Peleliy & Angaur

- Limited Palauan initiative

_|-_Full Palauan iribiative

Pesebu & Angavt Peletu & Angaur
0 o o
) ) ,(_2 Economic Developmentand Palavan iniiative: - - . ]
- Depend on uncertain external support - Least exlernal resource dependence - Fres external resource infiow

{3} Social Conditions and Human Resource

- Foreign management initiative

- Posshility of unemployment of Palauan
fabor _ . o

- Unemployment of non-Palauan fabor

- Threat to public safely due lo
unanpm;menl

- Population and labot force of non-Palauan |-
keeps less than half of Palauan
- Securé and peace sociely

Number of population and fabor foice of
non-Palauans exceed that of Palauans
Fofeign initiative society

(4) Enviconmental Condition and Management

- Degradabon of nalwal and living
environment

- Mainlain good environment
- Proper managemment by Palauan people

Degradation of lving enviconment

- Extensive care ks required by foreign

- Traditional tourism development in Palay.
tow qualily of tourism fadlities and tourism
services

+ Tourism development batanced with
natural enviconment adequate -
development scale, price and quahty of
tourism services

- Difficult fo controt and foreign enterprise investors
(5) Nurmber of International Yourists and Expenditure, Required Holel Rooms and Employment in 2020
- 73 thousand visitors - 140 thousands visitors - 42 housand visitors
-~ 880 hotel fooms - 1,750 hotel rooms - 5,600 hotel rooms
- 2,640 employment - 5,250 employment - 16,800 employment

L arge-scale tourism development for mass
tourists by foreign ¢apital

§G

Public Investment Capacily and Recurrent Cost

- No pubfic imecﬁﬁentcapacify
- Uncertain resource availabifity for recurent
“expenditure *

- Leasl to moderate public invesiment

capacity
Mmlmum recunent cost

- Leastlo moderate pub[lc |nvesiment

_ capacity

Laige recurren! cosl required to mamtam
the public facilities and social welfare

(7) Evaluation

Economic and social instability vill occur

with least external assistance

Deve!ofmentmanaged by Patauan |n|t|abve leﬁ' cult to manage the de‘ve!opmenlby
Palauan initative

Source: JICA Study Team

" {{Recommended Development Scenaric)




SUMMARY

2.2

2.2.1

Recommended Economic Framework, 2000 {o 2020

Projected GDP Framework, Prerequisites & Iinplications

Table 2.2.1 shows Nominal GBP, Real GDP {1995 prices), GDP per capita and Job
creation in the recommended scenario. “Balanced Developnient™ scenario can generate
5,086 new job opportunities over the period of 1994/95 to 2019/20. Though Real GDP
per capita will decrease from $6,108 in 1994/95 to $5,861 in 2008/09, it will recover
rapidly over the level of 1994/95 in 2014/15.

Table 2.2.4 GDP and Job Creation

1992/95* | 1989/00 | 2004/05 [ 2008109 | 2014715 | 2019720
Tolal Residence 17255 | 19312 | 21441 | 22054 | 22585 | 23513
Job Creation 8368 | 9211 | 10426 | 1602 | 12252 | 13454
Norninal GDP (§ illion) 10521 | 13483 | 17224 | 21270 | 29856 | 40407
Real GOP (1995 million) 10521 | 116.44 | 12247 | 12025 | 14398 | 15083
Nominal GOP par Capita (§) 6108 | 6982 | 8033 | 9645 | 13219 | 17,185
Rez! GOP per Capita (§) 6108 | 6014 | 5898 | 5861 | 6375 | 6840

Source: JICA Study Tearn

‘lable 2.2.2 summarizes GDP projection by sectors. The econonty of the ROP over the
past two years (i998 and 1999) has been in recession and it will takc some time, before
gromh picks up again.

It is expected that the overall engine of growth will be the tertiary scctor mth bct{cr than
in the past growth perfornance of the sccondary and also primary sectors. Nominal GDP
growth is to accelerate slowly fiom about 4.3% in 1999/2000 to about 5.4% at the end of
the decade. However, such continuous acceleration in GDP growth can only take place,
if the public sector is reduced in an orderly manner and dynamic forces in the public .
sector are allowed to play more freely. This is nccessary not only to absorb labor fromi the
public sector, but also to maintain the overall dynamics of tertiary sector growth
performance.

It is likely that the wholesale and retail trade, transport & communications, hotels and
restaurants, and other services wil! play a dominant role in generating teriiary growth. A
slowing down of growth in any of the above four sub-scctors will have to be compensated
for by growth of other sub-sectors, for which there are, over the short- to medium-term,
no ecasy candidates in the ROP economy available.

Table 2.2.2 Nominat GDP Projéctions by Sector

_ Seclor Unit | 199889 | 1999/00 | 200405 [ 206808 | 201415 [ 2019720
Figures B . - ) - ,

. |Primary Secor [ § million 6.14 6R | 13% 831 |0 1053 | 1287
Secondary Sector _ | $inilfion 1074 | 11.59 16.99 2262 31.32 ~41.38
Tertiary Seclor $milion]  109.22 11357 14340 17611 | 243468 330.07.
HNominal GOP $miion| 12025 | 13483 17224 | 21270 | 29856 |  404.07
Annual Growth Ratio 1999700 | 200405 | 200809 | 2014/i5 | 2019/20.
Primasy Seclor % N 308 | 309 404 410
Secondary Seclor % - 195 798 568 | 657.| . 573
Tertiary Sector % - 398 499 | 544 596 640
Nominel GDP % - 432 523 5.39 585 624
Shate 1998/80 | 1969/00 | 2004/05 | 2008109 | 2014/15 | 2018120
Primary Seclor % 43 47 ] - 43 38 as | . 32
Secondary Sector % 83 (X} 99| - 108 105 10.2
Terliary Seclos % 845 842 833 828 83 839

Source:  JICA Study Team

The sharc of primary sector will decrease from 4.7% in 1999/00 to 3.2% in 2019/20
though its annual growth rate will increase from 3.1% to 4.1%. Basically primary sector
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will contribute to import substitution and enhanced self-sufficiency of the economy. The

shar¢ of sccondary scctor will increase from 8.6% in 1999/00 to 10.6% in 2008/09. Its

annual growth rate will be about 8% in the first decade of 2000s, and play an important

rolc. The share of tertiary sector will stay about 84% of the nomlml GDP. Tt will lcad
Palavan economy until 2020.

Table 2.2.3 shows employment demand by sector. The share of tourism-related industries
would increasc in accordance with diversificd tourism development recommended in the
Report. On the other hand, the share of government worker, which consists of national
governmental workers, staté governmental workers, semi govermnental workers,
teachers of public schools, and doctors/nurses of the national hospital, will decrease. A
shift of labor force from governmental sector to tourism-related industries would occur as
a result of tourism development and Structural Adjustment Program of Palau as
recommended by the Study and explained in this Report.  In order to shift labor force
smoothly, decrease of wage gap between public sector and private sector is needed.

Table 2.2.3 Labor Demand by Sector

“Figure 1994/95 | 1999/00 | 2004/05 | 2008/09 | 2014715 | 2019120
Labor demmand 7059 | g20 10,426 11,602 12,252 1344
Primary 124 829 130 812 735 © 806
Secondary 1,165 1,382 . | .-1,668 1972 1,560 2,015
Tertiary 5,870 7.000 8,028 8,618 9557 10,613
Government Worker* | 2,664 3686 2,469 1,900 1,900 1,900
Tourism related 2515 2694 "~ 2.970 4,050 4,650 5,250 -
Share 1994/95 1895/00 2004105 200809 | 2014115 | 2015720
APrimary . ~ 84 - 90 1.0 . 10 | 60 60
Secondary ' 131 150 16.0 10 160 15.0
Tesiary . 658 76.0 11.0 75.0 180 - 190
Government Worker 298 330 237 164 155 14.4
Towismretaled - - 282 292 285 ue 8o 394

Source: JICA Study Team
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Structural Adjustment Program for Palau

The results of the analyses indicate the urgent need for the Government to formulate a
consistent structural adjustment program and to implement such program over the short-
to medium term in order to attain national development goals. The Structural Adjustment
Program for Palau would have five major objectives:

Objectives 1-Put the right fundamentals in place

"The overall institutional matters for private sector driven cconomic development is not
yet st in place. The Government will have to review systematically the regulatory
frameworks, the government’s role and functions. The key is to establish within threc to
five years a lean and efficient Government, which assumes responsibility for Government
core-functions.

Objectives 2-Introduce and implement proper macro-management _

There is an urgent nced to closcly monitor balance of payment and to adopt
countermeasures against a widening trade and/or. current account deficit.  Over
consumption levels, driven by over employment and over payment in the public scctor, a
debtor attitude in socicty and a lucrative lifestyle will have fo come down. [tappears that
there is no other choice, but to use increased 1mp0rt tariffs 'on non-essential and luxury
items, and to nnposc additionat taxes, levies and fees in order to reduce such consumption
levels.

Objcctives 3- Rcducc the pubhc sector, climinate the budget dcl' cit and reduce the

dependency on external ODA resources

The Govemmcnt/publlc sector is oversized for a country like P'llau in ¢comparison with
sntall-scale cconomies. ~The administrative structure needs considerable rationalization,
and personncl and payment levels will h'wc to come down. Budgct resonrce allocation
also has to be realigned with the country’s long-term needs. 1t is counterproductive to
develop too many infrastructures, for which the country has neither the long-term
financial mcans, nor the personnel to maintain them properly.  An orderly adjustment in
the public scctor is so essential, that failing to undertake it or undertaking it too late may
threaten the social structure of the ROP.

Objectives 4-Foreign direct investment and private scctor role

The ROP necds more Foreign Dircct Investment, not only for the benefit of the country’s
capital account, but also for the transfer of technical and managerial skills. A strategic
partanership is needed in this context between the GOP and domestic and foreign private
sector actors. However, this would imply that there is a clear separation between
“politics™ and “business” and that the GOP delegates a larger development role to the
private sector. Innovative policy approaches in the tourism sector, as proposed in this
Study, may gencrate first cxpericnccs with such an approach.

Objectives 5-Closer pollc;._ dialogue. partnership and collaboration with the donor
community

External assistance should not only be v1cwed as a source to keep otherwise
unsustainable expenditure Ievels, but as a means that support, over a limiled period of
time, the establishment of long- -term viable cconomic and social structures. This
philosophy is in line with the recommendations of the Dcvelopment Assistance

- Committee (DAC) for ODAs. External assistance is, as a matter of principle, help for

self-help. There is an urgent need that the ROP plans, programs and prioritizes ODA
nceds properly, that the policy d;alogue with the major donors (for the timic being the
United States, Japan and ‘Australia) is broadened and deepened ‘and that proper
coordination, monitoring and ¢valuation mechanisms are put in place. In addition, the
ROP will have fo explore systematically other external foreign relations.

Table 2.3.1 summarizes a tentative action agenda for the GOP in the form of a qualitative
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and sound cconomic and structural adjustment program.

Table 2.3.1 Structure Adjustment Program

Policy Objectives Measures
Instiutional  [Suslainable economic development |Adiust constlution
matters Adjust federal structure
Define public sector role and private sector role
Adjust legislation such as FDI promotion and
financkal seclor
Fiscal Policy  [Minimize budgel share in GBP Revise lax and levy system
Decrease deficit level Rationalize public invesiment process
Strengthen pfanning & aid coordination
Establish criteria for prioritization of public
investments
Rationalize government structure
Save on cument expenditure
Downsize public employees ]
Financial Eslablishment of suilable requiation  |Establish a suitable regufatory framework by
Seclor Removes the rumor of money assistance of IMF, as the same as the FSM and
laundering Marshall ls.
Establishment of monitoring system |[Limit operations to the banks thal also operate in
New role for NDBP foreign countries untif the establishment ol a
regulalory framework.
Enhance monitoring capacity for financial
institutions
' ___|Restructure NOBP and definé rewrole
Labor miarke! | Supply skifled labor force lo industrialiEnhance monitoring capacity of labor
seclor : environment :
Poputation and labor force of impiove work permit system for non-Palavans
- [non-Patauan does no exceed Freeze waw of public employees
Palauan’s Abolish unfair faws & regulations and lreatmenls
Foceign Direct  |Establishenent of attraciive Charify and publish criteria of foreign direct
Investment environment for foreign direct investment - .- :
investment Enhance foreign investment board
Institule reforms of labor market and financial
. sector efe.
Trade Sustainable BOP balance Import substitution
Expand & diversify expotls
Promote lourism development
Reduce consumption
Foreign Establishment of self-refiant econommy| Diversify assistance source
assistance  [until 2008 Apply for miembérship in ADB ‘
Set aid stralegy which emphasizes nol hardv.rafe
bul soﬂware

Source: JICA Study Team
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3. Environmental Management System

1 Environmental Management Issnes

Issues on cnvironmental management are summarized in Figure 3.1.1

Figure 3.1.1 Environmental Management Issues

Terrestrial Environmental Issues Marine Environmental Issues  Living Environmentat Issues

Soll etosion on sleep areas uman threals on corat reefs- Water and soil pollution
. I . . risks related to solid waste
Habitat threals glanioration risk of mangroves :
N ) Insufficient waste colleclion
These problems are accel- hese problems are acceleraled Inappropriate dumping site
etaled due to development n conjunction with lerrestrial Titegal dumping
activties nvironmental issues
Complicated present | g Lackofhuman resources for ,' > Insufficient environmental
fand/sea tenure enforcement and managemant awareness of the peoples
Ineffective enforcement/management Weak enforcement for
for nalural resources pollution control

Source: JICA Study Team

3.2 Integrated Envivonmental Management Scheme and Plan
3.2.1  Key Management Strategies

(1) Clear and Integrated enforcement and management

In principle, cach state government should take the initiative for natural resource
enforcement and management. The other strategies are proposed as follows:
* Eslablishment of integrated natural resour¢es conservation council;
¢ Reinforcement of EQPB management functions for specnflc ficlds (EIS, water
quality monitoring, pollution control); and :
» Establishment of environmental management research network (Alhanccs)

(2) Integrated management for crilical watersheds

There should be an intégratcd management from upland arcas to coastal arcas of the
following critical watersheds, taking into account water quality and ccological
functions: :

s Ngeremeduu Watershed
¢ Ngardok Watershed
*  Ngerikiil Watershed
The locations of the above three critical watersheds are shown in Fi.gure 4.2.2.
(3) Effective implementation of preservation and conservation system

*  Simplification of present National Heritage Reserve System
*  Rational management and conservation based on criteria for basic environmental
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zoning guideline and existing, important conservation areas (see Table 3.2.1 and
Figurc 3.2.1).

Table 3.2.1 Criteria for Basic Zoning Guidsline

Elevation/Siope Range  More than 30% 1230 % 6-12%

More than 150m Preservation Area Preservation Area Preservation Area
100-150m Preservation Area Preservalion Area Conservation Area
50-100m Preservation Area Conservation Area Conservation Area

Source: JICA Study Team

» Improvement of environmental charges for conservation

3.2.2 Proposed Measures
(1 Land resources
* Integrated Ngeremedun Watershed Management including prevention of soil
erosion, scdimentation, and consideration of revenue generation through
conservation area management and
* Ngardok Watershed Managenent including protection of drinking water quality
in candidate new capital area, and preservation of endangered species.
{2) Coastal and marine resources
*»  Decentralization of reef uses for divers based on carrying capacily (sce Figure
322 and Table 3.2.2).
Table 3.2.2 Future Maximum Carrying Capacity for Diving in Palau in 2020
Concentration Numbeg of Diving | Estimated Dives | Estimated Dives
pol per spot per year per year
Very High : ) 30,000 80,000
High 22 10,000 220,000
Moderale 17 5,000 85,000
Lew 26 2500 65,000
Total 69 - 450,600
Source:  JICA Study Team
Note: The number of diving spols includes only active ones, which means
excluding very unpopular diving spols in 2020
* Implementation of mangrove conscrvation as a component of integrated
watershed management.
(3) Other natural resources management
*  Establishmént of natural resources management inventory for each slate’s natural
_ ~ tesources management as well as land use plan.
{4y Pollut:on control

. lmplcmentatlon of Solid Waste Management Program for Koror and Babeldaob
_‘as a priority program which includes appropriate closure of existing dumpsite in
" Koror, :de'\'.felopment of new final disposal-site, and waste reduction through
various measures; and
. !mprovcmcnt of water quallty mamtonng especially for drinking water and
coastal water.
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Figure 3.2.1 Preservation/ Conservation and Development Potential Area in Palau
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(D Angaur Islard _ T

Source: JICA Study Team
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Figure 3.2.2 Decentralizatlon of Reef Uses for Divers
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4.

4.1

4.2

Human Resource Development

Development Strategies of Labor Market
The following development strategies should be taken to improve the labor market:

»  Prepare statistics about Palauan and non-Palavan labor, in order to formulate a
labor policy;

* Enhance the Bureau of Human Reésource Development so as to analyze labor
market, to formulate labor policy, to enforce labor laws & regulations, and to
monitor safety & health in the workplace;

* Improve work pcrlmt system: Issuance of work pcrnnts should be allocated to the
private companies. Annual fee for non-resident worker of $500 should be
reviewed annually or abolished;

*  Abolishment of unfair laws & regulations and treatments such as departure permit
system and exemption of minimum wage for particular kinds of works; and

* . Enhancement of the Bureau of Public Service System so as to recruit
governmental employees and to train them.

Estimation of Population and Laboer Force

Table 4.2.1 shows an estimation of population and labor force until 2020. Annual grov;/th .
ratio of Palauan population will be 0.25% n 1991-95 and 0.50% in 2016-2020 by
reflecting the decrease of the out-migration though it will continue staying at a low level.

JICA Study Team estintates that the number of non-Palauan labor is larger than Palauan
labor in 1999/2000. But the number of Palauan labor will exceed non-Palavan labor due
to the increase of population in work age of Palauans, and the establishment of Vocational
Training System described in 4.3, Palau can achieve economic development through
efforts of human resource development by the Palauans themselves.

Table 4.2.1 Estimation of Population and Labor Force
Year 1994/95%* | 1999/00 2004105 2008/09 2014/45 2018/00

Palauan Population® 12,476 12664 12.887 13,095 13446 13,785

’F‘,"’"‘Pa’.a“a" atie | eess | sssa | sese | - 943 9.128
opulation : _ _ cout
TollPopuiaion | 17256 | 1e3t2 | 21041 | 22084 | 22585 | 2358

PalauanlaborForce | 4815 | 4483 | 160 | eers | 7de2 | 7909

NonPalauan Leb0| 34e3 | sa73 | ams | 55 | sa03 | edor

Force

Labor Force aas | oms | togar | e | e | 410
Source;  JICA Study Team -

Note: *Humbef of Palatan Citizéns is 13; 043 a base for poputaticn of work : age labor force in prev:ous

‘censuses. This is why ‘People born in Palau” is used as a base of Palauan population.
* Figures in 1995 are actual results.

12
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4.3

Development Strategy for Vocational Training

JICA Study Team set the following strategies for vocational trammg systems:

Table 4.3.1

Finding out the cause of dropout in PHS and PCC and taking some achon
Demarcation of vocational training (professional/managerial training in foreign
countrics, middle management/skilled labor training at PCC, and skilled
labor/unskilled tabor training in high schools); _

Promotion of ~On-the-Job Training: Table 4.3.1 shows
Govemment-Private-School pattnership in vocational training;

concept  of

Concept of Government-Private-School the

Vocational Training

Cooperation in

Government Private company Schools

- Prepate for Scholarship prograim
fox study abroad and others
- Incentive to private company and

- Providing the opportunity of
on-the-job training and brainecs for
high school studants and PCC

< Set on-the-job braining as a

prefequisite to graduation

- Provide skitled trained workforce

tainers lo promote on-the-job students

training

for privale cornpanies and
gvefriments

Source: JICA Study Team

4.4

Establishment of re-training system supporting tourism development and the
transition of labor force from government sector to private sector;

* Save on educational cost by decreasing the number of teachers and other staff, and

the introduction of cost sharing with households; and
Introduction of the cemﬁcauon sysh,m and promoting the mathematics/science
education,

Development Strategy for Healthcare

Financial improvement by fair cost sharing with patients, by keeping personnel
expense in the current level, ete.;

Divide and evaluate the organization and the budget of the Ministry of Health and
the Belau National Hospital;

Improve healthcare service in the rural area by Rural Sanitation Projcct, and
development of medical offices in elementary schools or statc offices in Angaur,
Kayange!, Sonsorol and Hatohobei;

Training of professionals such as doctors dentlsls and nurses; and

Promote primary healthcare o

i3
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Long-term Development Strategy and Framework

Bevelopment Strategy of Main Sectors

Long-term devclopment strategics have been laid out in the National Master
Development Plan (NMDP) 2020 prepared in 1996, The JICA Study Team revicwed the
Master Plan and modificd the strategics based on the current development situation.
However, majority of th¢ strategies sct in NMDP is still appropriate at present.
Government agencies and decision-makers should pay more attention to wnderstanding
the NMDP, and making more ¢fforts for its implementation. The development stratcgies
are summarized as shown hercunder.

Agriculture

»  For agricultural development maintain subsistence production,

« Diversify and increase the level of agricultural production, both for import
replacement and nutrient  improvement of Palavans, faking account of
conscrvation practices and cradication of insccts; and

s Establish systems for quality control system of locally produced food.

Fishery

* Achicve greater returns on a sustainable basis and increased local involvement
from Palau's offshore and inshore maring resources; and

»  Maintain adequatc extraction Ievel for subsistence fishery, and the protection of
the natural marine environment for tourism development.

Tourism

»  Maximize the contributions of the tourism scctor. to the Palavan economy by
developing a private scctor and Foreign Direct Investment in conjunction with
human resource development for Palavans;

* Diversify tourist base from concentrated Koror to north and south regions for
cquitable regional development and environmental degradation prevention;

* Promote and monitor tourism developments; -

» [mprove public safety and hospitality; and

*  Ensure that necessary controls and charging systems are cstabhshcd to protect the
natural cavironnicnt and cultural inferests. :

Land use

+  Increase land ownership and the availability of suitable land for devélopment
through improved processes and institutional building relating to land usc
management, legislation, National-State responsibilities, environmental controls,
baseline knowledge.

Environimental managcnient

Natural environmental management :
+  Take initiative for natural resources conservatlon and managcmcnt by each statc
govemment;
» Imp]ement integrated cnvlronmental managcmcnt for critical \\atcrshcds for
improving water quality and their ecological functions; and
*  Conduct rational conservation management based on basic environmental zoning

14
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guideline and existing conscrvation arcas.

Pollution control
* Reinforce EQPB’s enforcement functions especially for EIS and prevention of
water pollution; and
= Decrease pollution risks related to wastes.

(6) . Social

Labor market _
*  Collect information such as statistics on Palanan employment and unemployment;
* Improve laws and regulations on labor so as to abolish discriminating treatment
for non-Palavan labor;
»  Reorient labor market incentives to support sufficient growth in employment
levels in the private sector; and _
*  Reduce social conflict by preventing the rapid increasc of non-Palauan labor.

Human resource development

*  Collect and analyze population information to assist the development of policies
and programs, pamcularly in rclatlon to the hbor markct education and health
planning;

* In parinership with the Government, pnvatc companies and commumt), cnsure
that Palau's children; the youth and citizens are cducated and trained in a cost
effective manner to maximize their potcntnl and become contnbutmg citizens
and productive workers; and

* Aim at a cost-cffective education

Health . -

* Providc improved health services fo the whole population;
*  Enhance primary healthcare services; and

*  Aim at cost-effective healthcare service

15
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5.2

52.2

Development Framework and Spatial Structure

As described in the previous section, the leading cconomic sector for Patan will be the
Tourism sector. The development framework and development plan of the tourism sector
will be major factors that reflect the other scctors’ development plan, population
distribution and infrastructure requirement. Following major planning indicators are
examined and the framework is set based on the tourism development plan and
development framework.

*  Population framework; and
»  Spatial structure.

Population Framework

The total population, including non-Palauan residents, is estimated in accordance with
the recommended economic development scenario.  Population distribution by state is
projecicd based on the following assumptions:

* The capital is relocated to Melekeok State; and
* Tourism development proposed by the study is taken into account.

Table 5.2.1 scts forth the population in casc the assminptions are fully implemented.

Table 5.2.f Population in case of Capital Relocation and Tourism Development
' {Unit: Popuation)

States 1990 | 1995 | 2000 | 2005 | 2010 | 2m5 | 2020 (gé‘;(;‘_gg)
Aimetik 439 419 365 354 351 a3 476 B
Airai 1234 | 1481 | 1587 | 1506 | 1610 | 1691 1764 177
Angaur_ 06 | 198 | 154 | 157 160 185 191 2
Halchobei 2 51 4 3 a9 46 48 | 6
Kayangel 137 124 | 108 | 105 130 157 i 63
Koror | 0s0i | 2200 | 1A | isree 1T AT | 13687 | 13956 | (178)
Melekeok 244 261 180 | 1264 | 1746 | 1795 | 1799 1619
Ngaraard 310 a2 408 359 %3 437 %5 37
Ngarchelong 4 253 194 245 323 43¢ 520 326
Ngardmau 149 162 145 143 146 164 170 2%
Ngatpang | 62 221 213 219 74 24 | 2% 40
Ngchesar 287 28 i85 171 174 207 213 %
Ngeremtengui 281 281 240 20 | 2w 273 39
Ngiwal 1 2 176 141 129 132 157 162 A
Pelefu 601 575 631 645 | 2046 | 2606 | 3027 | 249
Sonsorol 6 80 76 il [N S %0 14
Tolal 15122 | 17225 | 19312 | 21441 [ 21951 | 22585 | 23513 | 4.201

Source: JICA Study Team

Spatial Structure

Based on the development strategies and framework described previously and the
infrastructure development plans, a proposed spatial structure of Palau in 2020 is
illustrated as shown in Figure 5.2.1.

Three zones are designated. These zoites are basically set by tourism activities because
main economic activitics will be activated by tourism.

16
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Figure 5.2.1 Spatlal Structure (2020)
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5.3

5.3.1

(M

Touvism Development Plan (long-term}

Tourism development plan is formulated bascd upon the development strategy of tourism.
Diversification of tourist base, improvement and strengthening of tourism industries, tour
product design, marketing, human resource development and employment, and public
safety and justice arc included in the plan. Diversification of tourist base and products is
ong of the most significant issues for the Palauans future economic development. Five
development types are proposed for the formulation of tourism bases.

Table 5.3.1 shows the type of tourism development and applicable states.

Table 6.3.1 Type of Development and Applicable States
Scale of Development|  Applicable Number of Hotel Roorns

Type of Tourism Development {Service Area) Slales Midterm | Long-term |
Nationa Tourist Genter . Koror
1 (Gateway) Slale (National Level) Airai 830 800
2 E:a‘}’e}"“”s‘ce"‘“ (Large Joiate (Regional Level) |Peteliu 300 600
Secondary Tourist Base - :
i i (Medium scale) Hamlet and/or Stale  [Ngerchelong 60 i20
Ngaraard
Ngérdmau
Ngeremlengut
. Nghwal
e o o
' Ngatpang
Ngchesar
Almelik
Angaur
- i Kayange!
g |crcueive SandResolpate Sonsorol 2 40
opim Hotohobei

Source: JICA Study Team

Tourism Development Framework

Target number of foreign visitor arrivals, number of hotel rooms required and expected
employment generated in the tourism related industries are estimated as planning
indicators.

Visitor arrivals

Number of visitor arrivals to Palau is calculated based upon the followmg assumplions as
shown in Table 5.3.2:

«  Number of divers in the year of 2020 wilt be 80 thousand, which is nearly 90% of
carrying capacity of existing Palauan diving spots; - .

*  Number of general tourists will be half the number of divers; .

* Business visitors will increasc in proportion to the number of tourist arrivals;

« Visitors for employment will be nearly the same as the total non-Palauan labor
force; and

*  The number of other types of tourists will remain the same because most of them
are visiting relatives and friend in Palau.
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Table 5.3.2 Number of Visitor Arrivals
) e {Unit: persons}
- Purposarof Visit 2000 2010 2020 Growth (%)
Tourist 47,952 15000 | 120,000 47
Business ' 3,734 5,800 9,200 47
Employment 4437 5400 | 6500 19
Glhers 3405 3800 | 4300 | 10 |
| *59,528 90,000 | 140,000 44
Source:  JICA Sludy Team
Note: Seamen are notincluded in this figure

{2) Number of hotel rooms

Number of hotel rooms required in the designated years is estimated based on the number
of visitors as shown in Table 5.3.3.

Table 5.3.3 Number of Hotel Rooms by State and Class

Number of Hotel Roams by State{s} {rooms) Number of direct|  Type of

State arAas e employment }accommodation
o D 1988* 2005 2010 2020 (Persons) development
Kayangel 0 0 20 40 80 |5 star class
Koror/Alrai* 862 850 830 800 1000 |23 )
Metekeok _ 0 0 30 30 30 |2
Ngarchelong - { 0 ¥ 60 120 120 |2
[Noafpang : 0 0 20 3 30 {NA
Peleleu 28 5 | - 300 609 750 123
Live aboard .30 . 40 50 50 80 |-
Other fypes 8 20 30 80 B0 NA
~ Tolal 898 990 1350 1750 2140

Solrce: - JICA Study Team based on *PVA data
Note: * inctude Garp istand, Other fypes of accommodation are rooms provided by Vilage
$tar Class indicated is average in the slate '
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Infrastructure Development Strategy

The following arc the long-term development strategies of infrastructure until 2020.
They reflect National Master Development Plan, population framework and spatial
structure described in this chapier, and the conditions of economy and governmental
budget of Palau.

General

Provide a sustainable basis, the required infrastructure funding and services in an
cconomically efficient manner and of a proper standard throughout the whole
nation to improve cquitable access and to enable the cxpansion' of economic
aclivity;

Improve the performance of the Governitent's corporate and servncc cntattcs by
creating a more commercial and competitive environment, fornmhzmg the
relationship with Government, clarifying objectives, improving pricing structures
and performance measurcment, and establishing a price regulatory function; and
Enhance the performance of public sector investment programs and projects by
improved evaluation, prioritization, and monitoring techniques incorporated in a
comprehensivc public sector investment program process.

Tnnsporhtlon

-

Implement construction of the Compact Road in Babeldaob stcadlly to maximize
the economiic and social benefits to Palau; N

Improve other access roads on Babeldaob and other states;

Repair the existing paved roads and streets in poor condition;

Improve the technical management capability and resources of the Bureau of
Public Works:

Provide an internationally- accnphblc and ccononucally cfﬁcxcnt airport
infrastructure system to cope with existing and projected demands and enhance
competition by encouraging other carriers to establish direct air services to Palau;
and

Lstablish, maintain and manage ports and marine facilitics to mect the
requirecments  for international shipping, internal transport, tourism and
development of marine resources.

Water supply

Provide a reliable safe water system at remote areas in a cost effective manner;
Maintain existing water supply system and watershed of water sources to supply
enough volume of and safe water; and.

Revicw water rate to assist in demand management and gcncralh meet fundmg _
requirements on a sustaincd basis.

Wastewater

Expand the existing Koror centralized wastewater collection system to cover
uncollected arcas and improve quality of discharged water: _

Improve living and natural eivironments by rural sanitation progran; and
Introduce management and pricing structures to ensure efficiency in service
delivery and consumer démands:

Waste management

Develop new disposal site for Koror and Babeldaob
Provide adequate facilities for the disposal of solid \\aslc
Improve the managenient and operation of facilitics;
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+ Enhance community m\'ﬂlvcmcnt and awareness for reduction of waste volume
generated; and.
*» Introduction of the commercialization aspects of the waste management including
introduction of nser fees.

(6) Telecommunication and clectric power (privatc)

»  Provide high quality telecommunications network throughout Palau in a cost
effcetive manner that provides an adequate return to Government and that is
competitively priced and oriented towards full customer services.

*  Keep existing facitities in good ¢ondition to gencrate and supply electric power
constantly to meet demands (volume and quality),

*  Review clectric power rates to improve finance and to overhant existing units and
expand capacity; and

*  Tmprove management arrangements for PUC to enhance its ecconomic efficiency.

) Public buildings and facilitics

* Relocate the capital to the state of Melckeok; '

* Provide sufficient resources for adequate maintenance of existing bmidmgs
+  Formulate a uniform building code; and

*  Resolve National-State legal ownership disputes.
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Mid-term Developmeht Plans, Projects and
Programs

Formulation of Developnient Plan

Mid-term development plan as well as projects and programs to be implemented are
formulated in accordance with the development strategics and framework discussed in
the previous Chapters. Development strategics/directions of all scctors arc formulated to
realize the development goals of (1) self-reliant economy, (2) coordinated economic
development with conservation of natural environment, and (3) sustainable regional
development. Development sirategics/directions are summarized as follows:

*  Decrease government expenditure;

+ [Increase government revenuc;

+  Promote scrvice and trade;

» Promote ¢conomic development by private sector;
*  Promote import substitution;

*  Conserve natural environment;

» Enhance natural résource management;

*  Generate employment other than goveriment sector;
« Rationalize education and vocational training;

* Improve heaith condition; and

«  Reform of institution.

Role of sectors and projects and programs included in the scctor to achieve above
national strategics in mid-term are exarnined based on the implementation viability of
cach sector. Then the development plan, project and programs of each sector are
formulated. The following implementation viability is examined in consideration with
interrelation to the other sectors.

Necessity of the plan, project and program

Project, which has conspicuous need to achieve the development goals in urgency, should
be implemented if the following conditions are fully or partially satisfactory.

Financial capacity and scale of investment

Scale of investment should not exceed the financial capacity of the nation. Cost recovery
should be possible within the national budgelary system to the maximur: exient,

Human resources

A plan, prOJCCt and program sheuld be managcablc by the potcntlai a\'allable human
resources in tcims of quantitics and quality in the mid-term. Another most significant
factor is public acceptance for implementation of the project and program.

~ Environniental capacity

Natural environmental carrying capacity and impact on social and cultural environments
should be taken into consideration. A project, which prevents the natural environment
degradation, should be given high priority.

Preparedness of the project

A project, which is al_réacly matured to implement, should be iniplemented in
consideration with the conditions mentioned above.
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Table 6.1.1 Formulation of Projects and Programs by Sub-sector
Sub-seclos Maln reason for sefection
. : ot from & viewpoint of maintaining economic growth but from a viewpoint of securing
Agriculture/Fishety self-sufficiency in food with a view of improve Balance of Payment
TourisyUrbas High and sustainable economic growth can be expected in tourism sector in the fulure.
Projects and programs are selected with a view to drve whele economy as one of basic
development industies
Land Usefenvironmental [Formutate basic rules and regulations with a view to enable en.r.ronment preservation for
Management sustainable development in long perspective
Sochal Establish effective and efficient social system
Infrastructure
Transportalion
Airport -{To support tourisn development and strengthen a refation among external countries
Road Make the most use of the Compact Road with a view to strengtheh accessibility within
Babeldaob Island )
Port Secure Tmpotl commodities necessa'y for daily lives and economi; activities
Water supplyf Make the most use of curment and planned relaled facilities and renovale old ones to new ones
wastewater :
VWasle management  {Provide faciliies and system to meel basic kving standard
Telecammunication  1Support economic activities and people’s daily ives

Source: JCA Study Team

Proposed Projects and Programs

According to the

target and developmént direction, 58 projects and programs are

formulated for the implementation during the mid-term period from 2000/01 to 2008/09
(rcfer to Table 6.2.2). For those identified projects and programis, the total public
investment cost is estimated at $152 million in constant prices of 2000 as shown in Table

6.2.1.

Regarding the share of sub-sector, transportation sub-sector shares a dominant
 percentage accountm g for more than 60% of the total publlc investment.

Table 6.2.1 Investment Cost of Projects and Programs (in 2000 prices)

Public Investment Cost
(Mid-term Period)
Sub-seclor Amount Share

($ thousand) | (Percent).

Agriculture 2,050 14
Fisheries 620 04

- 1Towism 2900 1.9
LandUse = : 500 03
Environmental Management 3,046 20
Social. . 100 0.1

* {Urban Davelopment . 5300 35
Road Transportation . 42,800 282
Alr Transporlation 45,951 03
Sea Transpartation - 9,600 63

- [Vater Supply 15732 104
“Waslewater 2,144 i8
Wasle Management 15,152 10.0
Telecommunication - 5300 35
Total ' 161,795 100.0

“Source: JICA Study Teamn
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Table 6.2.2 Proposed Projects and Programs for Mid-term Périod (2000/01-08/09)

- L o {Unit: $ thousan
Pubks . :
Investment hgs\imrrfml
Sub-sector Project and Program Cest Cost Implementng Body
(Mdderm | - . '
| _ Pedod) | Toiectpenod)
Ar-01  Improvement of Plant Nursegy 465 0
Ar0?  Extension of Organic Farming Practice . 0 20
Promotion of Propér Use olAgr: Fuid for lr-put A P .
Promotion of Food|' " 2 Materials 100 0 |Divoion of Agricee
Produchion Ar-04  introduction of Food Processing Techmques {00 ] D evle; opraent )
A0S Reinforcement of Agricultuial Research, 0 0
Education and Extension )
Anricut ~ Subtolat ‘ 1,09 20 | .
gricuture Ar06 - Esteblishment of Hygienic SEaughIerhouse 200 85" |Division of Agrictiture
Establishment of 207 Establishment of Farmers Markel atCentral Area 540 0 & Mineral Resources,
Market Faciiles of Koror Cﬂy " |Developrent
Sub-folal - 740 85
- Emergency Trealment of Fruit Fly infestations and A
g?gﬁ?;l?:;;ffﬁes Ar 3 Strengthening Chaarantine Gonlrol 25 _B_ .
| i Sub-lotal 215 8
Tolal of Agricuiture 2050 285
. e Ministry of Resources
Ft-01  Study on Fishing License System 2 4} & Development
. . . . - : Ministry of Resources
Fishery Fi02  Smal Fishing Boat Mann{enance Trairing 600 0 & Developmert
Fi03:  Marine Product Processing in Patau 0 84 |Privale”
Tolat of Fisheries ) 620 . 84 :
Te01 Developrent of Tourism Facnl»!y Comptex o 0 14,460 |Private -
Koror Manne Ceater : .
*[tatiastuscture ang |To-02 wg;::}f enl ol Access Roed for Ngaradmau 300 0 |[state
geeiakpmerl for To03  Ngarchelong Tourisl Base Development Pro;ecl 150 10,000 _[State T
Tourism ' To-04  Kayangel Island Resorl Development Piojecl 100 15,000 |State
Tourism 005 g:al:::; Tourism Promotion Zone Developmenl . 0 &-00,0 Private
Sub-total 1500 | 102.460 |
Other Toutism To 06 Reinforcement of PYA [} 0 JPVA
Develop enl To07 _ Improvement of Nativnal Museum in Koror 1,000 0 IPVA ]
- ' Sub-lotal 1,000 0
Total (Tourism) . 2500 102,460
Land Use ftu01_[Formufation of Zoning System ) 500 0 _|Office of the President
' Tolal {Land Use) 500 0
EnO1 integra’ed Ngeremeduu Walershed Management .. 886 0 |4Stales
: Ngardok - Walershed Management Focus on
En{2 Nafure Reserve 50 0 |S%te
. . - N Bureau of Natural
En(3 %{ans % ;r::meﬂame Resources Invenlory 260 0 IResources and
Environmental Management ' ' - Development
improvement  for Waler Qually Mmrionng Capn Environmental Qually
En04 Activities 760 0 Projection Board
End5 Capacily Bullding for Evironmental Enfo(cemeni %60 NGO Group
- and Management - C T o particpation
- Tolal {Envirctmen'tal Managemenl} - 3046 0 ‘ : :
Consobdatm Plan of Elemenlary Schools il - ' s .
Social 50{)1 Babeldaoh Istand 1.00 0 [Miistry of Education
. Tolal (Soc‘af) - 100 L0 :
" {ur-01 Wanne Cenler Development . ~ 5300 4,500 [Koror Slate
Utban Development Tolal {Uiban Developmen!) ~ 5300 4500
Source:  JICA Study Team
Note: To-01 Development Tourism Facilfy Comp.ex of Koror Marine Centc—r is acne of componen!s of Ur-01 Marine Center

Development.
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Table 6.2.2 Proposed Projects and Programs for Midterm  Period
(2000/01-08/09}-continued .
i {Unit: $ thousand)
Puts; ivale
estment § vestment
Sub-seclor Project and Progtam Cost Cost Implementing Body
Mdterm | (Propct
i i Period) penod)
Tr0% _ |Construction of Compact Road in Babeldachb  [(583 mifton by US) .
Te? Improvement of Connecting Read ind. Mssing 0000 Bureau of Puthc Works,
: Link {L=53.7km, W=18 feet) : Ministry of Resources &
New Roads o Access lo lhe Compact Road T IDevelopment
Read T8 | (Gravel, L=7.4m, W-18 feet) 230 0
: Constructon of Reef Road (L=5km, 2 tanes 40
t tat ,
ransporiaton 1604 rcetiong) in Koror (Tolal eost $54 miion) 2600 0] Koror Stale
iy v (1 2, § - Bureat of Public Works,
P ) gaimsm Rehabiitabon (L=5 7km, W=25mx 7000 0jMirysty of Resources
| L . and Development
Sub-tolal of Read Transpéstation 42 800 0
} Construction of New Terminal Buiidng at Patay
Transportation Tr6 intermational Airporl " Japanese grarl
A 1107 |Overtay of Runway al Palau Interabional Airport 252 QlBureatt of Commercial
‘ - Extension of Runway (L=800m) al Patay Developmen, Miusly
i " 1
Transporlaton  |Tr-08 Intesnationat Airporl 43,000 0 of Commerce and
Tr-09  |impiovement of Pefelu Aiporl. 431 0| Trade
Sub-lolaf of Air Transportalion 45551 g|
- = : —
o Te-10 mfxgenfgn;ﬁ Matakal Port (including study on 5000 | 0 gz;?;: ;‘SN:;; al
. Tr-11  [Navigation Markers 1,000 0
. /
Traspotaion 1132 [impeovement of Exaling Pelei Port Eiocel] | 3600 — {Pevelopment
Sub-olal of Sea Transportation 9600} 0
Total {Trarispantation) 98,351 0
Siudy on Improvement of Water Supply System in
Eﬁ" Palai) 300 0
wn  IRepair of Waler Supply Facilties and Expansion
oz of Supply Area in Pata 500 0 Buteau of Public
Water Supply W03 [Purchase and Instafation of Waler Melars 450 O]utittes, Ministy of
LA Design and Consinuction of Adiftional Waler 6000 0 Resources &
Slorage Tanks in Koror . Devetopment
: : - -
U5 g‘ﬁ?‘u:lm of Hew Waler Supply Syslem in 393
I Sub-lotal of Water Sucply 15,732} o ]
6 ﬁ;ﬁ{ on Improvement of Waslewater ¢ System in 500
Modficaion and Expansion of the Malakal : "
oz Wastewater Treatment Plant (US Fund) . ___j 3:;?1; e;,i}g:; of
i Waslewaler Consluction of New Workshop, Store - and ; e
Public Uty U8 Laboralony at Matakal Teeatment Planl 30 0 gfgﬂ;ﬁﬁl
e Sanifation Imprcvemem Project (Sanitary Core 1944 0 i
Uritl Extensm) -~
. Stb-1otal of Wastewater 274 i )
) Ut-10 _ §Study on Solid Waste Mariagement in Palau 500 0Bureau of Public Works,
: upi [Bevelopment of A New Final Disposal Sitefor 7784 piMinisiry of Resources &
‘ ‘ BT [Koror and Babeldaok e Develapment
Ut-12° |Pevelopment of Transfer StationinKotor -~ 1,943 0iKoror Stale
Waste Ut-13 - |Purchase of Coflection and Haulage Vehicles 67 0jsfate
Management . |Ut-14  [Purchase of Viehicles for lhe New Dispasal Sile. e -0 e
G195 [Closure of Existing Dumpsite al Kotx gl 0 3?:3“;;&“2‘5‘;&2‘:;
Developmen! of New Finsl Disposal Site & \ :
L6 o chase of Veticles in Peleliu L2 . [Development
Sub-olal of Waste Managnmenl 15,152 0 _
s ~ Total (Public Uthly) 3628 0
HO01 - [PNCC Semce Impravément Program .0 7500
PNCC Program {1102 Wueess System Development Program D 4 300 PNCC
Teeoomminica " Subloial (PNGC) 0 11,500 :
fofi Mxnislry . o{THg Rado Towers - Maitme Safely 5,000 (HBureau of Commerce &
Commerce  and[TIO8 AM Brdadcasling Station 300 0] Trade, Ministy of
Trade Svb-lotal (Ministry of Commerce and Trade) 5,30(431 . Commerce & Trade |
j Tolal {Telecommunication) 5300 11,800

Source: JICA Sludy Team
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6.3  Priority Projects and Programs

Table 6.3.1 shows the sclected priority projects and programs.

programs are selected based on the following selection criteria:

Twenty projects and

»  Contribution to the sustainable economic development in consideration with the
improvement of the nation’s Balance of Payment (BOP) and the balance between
statcs and urban nwal area;

» Decvclopment with maintaining the natural and people’s living environment; and

» Improvement of social conditions in terms of community participation, social
welfare and einployment generation.

Table 6.3.1 Priority Projet:ts and Programs

{Unit: $ thousand)

Public Invesiment

Sub-sector No.|Projects and Programs Code o ot (Midterm)
1 |Improvement of Plant Nursery Ag Ot 465
Aaiculture 2 |Establishment of Hygienic Slaughterthouse Ag05 200
¥ 3 |Emergency Treatment of Fruit Fly Aa08 215
Eradication and Strengthening of Quarantine Control $
Fish _ 4 | Small Fishing Boat Maintenance Training Fi-02 600
i § | Marine Product Processing in Palau Fi03 0
5 grg;g:c?:e!ong Tourism Basa Development To03 1,500
7 Kayangel Istand Resort Development Project To04 100
Tourism To-05,
. ' Te-05,
8 |Peleliu Tourist Promotion Zone Developrnent Project *| Tr-08, 9,736
' Ut05,
_ Ut-12
|Environméntal Management | 9 lnlegated Walershed Management En-0{ 986
Social 10 g‘);rfgi*dahpn Plan of Elementary Schools in Babeldaob $0.01 100
Urban Development # [Marine Center Development B U0t | 5300 |
s 12 jlmprovement of Connecling Road Tr-02 30,500 |
Road Transportation 13 [National Road Rehabitaton Te-05 7,000
Alr Transporiation 14 |Extension of Runway al Palau International Ah'pal Tr08 43,000
Sea Transportation 15 |Expansion of Malakal Porl Te-10 5.000
. Sanitation Improvement Pro;ect (Sam!ary coie uni
?yasleWater 18 | tenss jon) Ut09 1,944
17 | Study on Solid Waste Management in Palau Ut-10 500
VWasle Management i 8 Development of a New Final Dsposal Site for Korot and UtA4 7784
, ' Babeldach .~ o :
L 19 PNCG Service 1mpmvemen! Program 1104 0
Telecommunication 20 |Radio Tower-Marine Salely Ti04 5,000
Tota! 120,330

Source: - JICA Study Team

" Note:  * Coss for the folowing felated infrastructue de.'eiopment pro,ects are lnc!uded Tr-09 lmprovement of
* Peleliir Airport, Tr-12 lmpmvement of Peleliv Port (Eloched), Ut-05 Construction of New Waler Supp!y

System in Peleliu, and UL-16 Development of New Final Durnp & Purchase of Vehicles.

= Only cost for Master Plan is included.
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7.1

7.1.2

Fiscal Policy Adjustment of the GOP

The ROP needs the implementation of the fiscal policy adjustment as soon as possible for
the following objectives:

* To reduce the public sector,

* To climinate the inherent budget deficit,

* To reduce the dependency on external ODA resources, and

+ To establish self-sufticient budget structure in the long-term period.

Budgetary Reform of the GOP in Mid-term Peviod

_ Budget Size and Foreign Aid

The budget e\pendtture of the GOP has ¢xceeded by far potential budgct revenues. The
goverment sector is oversized and the administrative structure needs considerable
strcamlining, Palau needs to downsize public expenditure including the reduction of
wages and salary and to decrease the over-dependence on forcign aid. It is proposed that
the GOP challenge the reduction of the budget size, which accounted for 60% of the
nominal GDP in 1998/99, to about 40% of the nominal GDP in 2009/10..

Revenue Structure and Level

The GOP is currently procecding with the Tax Reform Program which will produce the
increase in fax revenuc. . Additionally, the following tax and fees/charges will be major
potential sources of government revenue 1nerease

\’ch:cle oDerallon relatcd fax

" 'The cost to own and operate vehlcles is comparatwel) low for the people in Palau

because fuel tax as well as vehicle tax is very low. Taxation on motor vehicles, consisting
of value-added tax, registration fee, auto tax and other, as well as fuel levy, is very
popular among countries. These taxes comprise one of basic compenents in the national
revenue and arc usually earmarked for road development in some countries.

Propeity tax
For the introduction of property tax on the assets other than land, it is the premise to
estabhsh lhe vsluatlon systcm of assets. '

‘PPP anid utlhtv reyenue.

With a-view to reducmg the budget deficit, 1t is urgently necessary for the GOP (o

introduce lhe PPP aiming at cost recovery of the public utility scrvrces such as water

supply, wastewatcr managcment and solid waste’ managenient. ~ As the’ results of

. introducing the PPP, snmultaneously changes in people’s behavior are also expected to
-~ reduce pollutant loads on cconomic resources and improve the cost effectiveness of those
= managcment progranis, Itis proposed to unpose charges under the followmg policies:

¢ Inthe Mid-term penod it is a minimum requrrcment for the GOP that residential
users will bear the operation and maintenance costs by user charges and industrial
and commercial users will shoulder the full costs of utilitics by user charges.
 In the Long-term period, the full cost should be recovered by user charges,
“whether res:dcntlal or fiot. Thus, prwatvatlon will be incvifable.

27



SUMMARY

7.1

n

)

28

3

Expenditure Structure and Level

Current e.\'pcnditurc

It would be rcqum,d in the ROP to reduce the number of workforce as well as the salary
and wage expenditure in the budget in a view to achieving the following objectives.

* Toreduce the government budget; and
* -To convert work forces to the private sector, cspecially to provide them for
tourism industries.

It is proposed that the number of government workers be decreased from the current
3,200 workers to 1,900 workers in 2008/09, or a 40% reduction rate, during the period of
cight years. On the other hand, it is also proposcd that the average level of salary & wage
payment be frozen at curcent level until 2003/4 and then increased by an assumed
inflation rate at 4% annum. The government workers will account for 9% of the
population in 2003/09. ' :

Oiher current expenditure

The other current c\'penditurc is assumed as follows:

* Tostay at the current expenditure fevel of amount up to 2008/09; and
* To grow aficr that parallel to nominal GDP gromh

Development cxpe’nditur'c'

The future development mpcndilui‘c compriscs t\\b components (1) historic capital -
expenditure of the GOP, (2) capital expenditure and operation and maintenance
expendituré of Projects 'md Programs proposcd in this JICA Study.

The required public investment c\pendlturc for the proposed projects’ and programs is

estimated at $152 million at constant 2000 prices or $187 million at current prices. For

opcration and maintenance of those projects and programs ¢ about $60 million at constant

2000 prices or about $75 million at cum.nt prices is additionally neccssary durmg the
samne permd

Tab!e 7.1.4 Requured Public Development Budget {current pnces) .
- {Unit: $ million}
Fisoal Year Izoooml|2001/02|2002103|2003«04 Iznwos|2005ms[moworlznonoslzoosfogi Tolal
2000 price .
Capital Cost | 87 135 168 | 251 W3 .7_3 P01 | 192 162 [ 1518
Maintenance | 44 ] 47| 49 ] 17 68| 68 108] 697 69| 601
Cuneniprice © - - , I
CapitalCost | 00 ] 200 [ 190 [ 277 [ 247 ] 93 [ 277 [ 263 [ 231.] 1867
Maintenance [ 46 | 5.1 65 .00 | 83| 87| 142 ] o5 ] 99 1. 748
Source: JICA Study Team : ' '

Thie proposed fiscal adjustment programs of the centrai"‘go\ier‘m‘ncnt:arc'summarizcdkin

- Table 7.1.2. The program aims to balance the annual budget in 2608/09.




FINAL REPORT

THE STUDY FOR PROMOTION OF ECONOMIC DEVELOPMENT

IN THE REPUBLIG OF PALAU

Table 7.1.2 . Summary of Fiscal Adjustment Programs of Central Government 2000/01 to

2019/20 .
ltem 2000/01-2008/109 2010/11-2019/20
Tax revenue To grow doublé to nominal GDP To grow parafiel lo nominat GDP
Households will bear the 0% M cost of | Every customer will bear the full cost of
" ulifity seqvices provided. utitity services provided.
&) ity chargo Convnercial and industial frmus vl
s shoulder the full cost.
4 COFA Non-trust Fund: Payment of COFA Non-frust Fund wiltbe
Direct payment $13-14 million per year terminated.
Withdraw from Trust Fund (211-) | $5 million per year $10 million per year

Wage & sefaries

Number of governmanl workers will be
reduced by 40% fom 2000/ to
2008/09.

Number of government workers will be
constant at 2008/09 figures.

Capital expenditure

As proposed expenditure schedule of

Salary 8 wage level will be constant from | Salary & wage level will increase by
g 200001 lo 200304 and increase by | infiation rate.
5 _ infiation rale.
5| Other current expenditure To freeze al 1992/2000 level To grow paratlel to nominal GDP
3| Capitel expenditure (historic) To freeze al 1999/2000 level

Capital expenditure Wil be 7-10% of the
Nominal GOP.

{Piojects & Programs) Pigjects & Programs
O & M expenditre Asproposed O & M expenditure schedule e
(Piojects & Programs) of Projects & Programs To grow by inflalion rale

Source: JIGA Study Team

7.1.4 Balance of Bﬁdget

Based on the above programs, the budget projections for thc central government from
2000/01 to 2019/20 are as follows:

» The total budget revenue is assumed to increase by 47%, from $72.7 million in
2000/01 to $103.9 million in 2008/09, or an average annual growth rate of 4.9%.

»  Meanwhile, the total expenditure is assumed to increase from $85.8 million in
2000/01 to $97.4 million in 2008/09, or an average annual growth rate of 1.6%.

* Itis expected that the size of budget will reduce to about 46% of the nominal GDP

in 2008/09.

There will be a continuous deficit in the annuat balance of budget during the mid-term
period. However, in 2008/09, it will turn to surplus of $6.5 million and thercafter the
GOP would afford t6 balance the overall budget in the long-term perspective, provided
the GOP could achieve the fiscal policy adjustment based on the proposed program.
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Table 7.1.3 Budget Projection as Percentage of GDP (2000/01 to 2019/20)

MidtermPoriod Long-term Period
2000001 | 200102 ] 2002/03 ] 200304 | 2004/05 | 2005/06 | 200607 ) 2007/08 { 200803 | 2009110] 201415 ]| 201920
Nominal GOP {$ million) 1443 | 148.3 | 155.7 | 163.7 | 1722 | 1814 | 1913 ] 2018 { 212.7 | 2247 | 20856 | 4041
[Revenues & Grants (% of GDP)
Tax revenues 16 16 7 18 18 20 2 22 23 24 24 A
Non-tax revenue 12 12 12 1" 12 12 2 12 12 12 9 9
Grants 21 20 19 i 13 13 12 12 H 0 0 0
Withdrawals from Trust Fund 4 3 3 3 3 3 3 2 2 4 3 0
Tolal Revenues & Granls 51 51 51 51 43 43 48 48 45 4 37 34
Expenditures (% of GDP)
Current expenditures
Wages & salaries 20 8 16 15 13 §2 10 10 9 g 9 8
Othér current éxpendiure| 24 23 21 2 19 19 18 17 16 15 15 15
Capital expenditures 17 24 23 29 25 16 28 23 21 17 14 11
Total expenditure {%) 61 65 60 | 64 ] 58 46 | 55 49 46 4 37 H
B Balance (kof | g qa| 0| 43| a0 2 2) 4l 3| of of o

Source: JICA Study Team

Figure 7.1.1 Balance of Budget of Central Government 200/01 to 2009/10

125

Smillion

Revenue
125
g g g g g g g g § &
Fiscal Year
B Tax revenues O Non-tax revenue W Grant revenue B \Withdraws from Trust Fund 2H (i}
OWages & salaries expenditure B Other current expenditures W Capital expenditures (historical plan) B Projects & programs expenditure

Source: JICA Study Team
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1.2

1.2.1

1.2.2

External Assistance Requirements, Coordination and Potential Mechanism

Assistance Requirements

During the mid-term period, the annual budgetary balance of the GOP will remnain in
deficit at about $20 miltion on average. However under the proposed fiscal policy
adjustment, the budget of the GOP is asscssed to be financially capable by the 2009/10.
In spite of that, the GOP will suffer from a budget shortage during the mid-term period.

Assistance Coordination

The following is proposed for consideration as regards aid coordination and management
on the internal ROP side:

In view of its overriding importance for the country, the ROP should centralize
and strengthen the aid coordination and management function either in the Oftice
of the President or the Burcau of Forcign Af¥airs. The centralized function should
cover “policy dialogue™ with donors; aid coordination & management;
monitoring; appraisal and evaluations;

The above is likely to entail reshuffling of functions between the Office of the
President, the Burcau of Forcign Affairs; the Burcau of Programm Budget and
Management; the Burcau of Public Scrvices System; and other line ministrics,
boards and advisory groups;

The ROP should sct and publish the aid strategy uwntil it can cstablish a
self-sufficicnt budget system in 2008/9. Not only infrastructure development but
also developments of institutional arrangement should be addressed in the
steategy;

The ROP should implement some recommendations on “AID CO-ORDINATION
AND AID MANAGEMENT,” as prepared by the UNDP public scctor
enhancement project. Especially, “Technical Assistance and Training under Aid”
should be emphasized; and ,
The ROP should seek new potential donors. It is recommended that the ROP
apply for membership in the Asian Development Bank and avail itself of the
opportuitity to receive technical assistance for the Reform Program, such as
structural adjustment and capacity building, similar to the Marshall Islands and
FSM.
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8.

8.1

8.2

8.3

Pre-Feasibility Study on Peleliu Tourism Development Plan

Objective

To improve tourism industry performance and increase the number of tourists,
diversification of tourism products and tourist’ base in Palau is strongly recommended.
In order to expand accommodation capacity with international standard, and diversify the
tourism base in Palau, establishment of new tourist base(s) is the most effective and
urgent.

Peleliv Island is focated in the midst of the most attractive diving and fishing field in
Palau. Most of the popular diving areas arc at a distance of 30 minutes by speedboat from
the Island.  And also one of the arcas with the most potential for recreational fishing is
situated between Peleliu and Angaur Island. .

JICA Study team sc¢lect Peleliu Tourism Development Plan as ong of pre-feasibility
studics because it can achieve two national development goals, “self-sufficient economy™
and “balanced regional development” and can promote national development.

Planning Framework

Number of visitors is estimated based upon the number of divers and general tourists that

“are expected to use a hotel in Pelcllu

In general, divers do not require luxury accommodation facﬂltles Thcreforc type of
hotels to be developed, in other words, classification of hotel, are distributed to meet with
the requirciment. : :

Table‘ 8.2.1 shows the number of visitors to Pelelin as well as number of tooms by year,
and Table 8.2.2 shows the number of hotel rooms by classification. -

Table 8.2.1 Number of Visitors to Peleliu

Targel 2000 | 2065 | 2010 | 2020 Remarks
Number of Visitors {persons) 1665 | 3400 | 22500 | asgop [ersonsuhoviused
Average Length of Stay (days) 51 5 5 5
Tolal bed nights (nights) - 8323 | 17,000 | 95000 |225.500
Number of roonis {rooms) 28 55 L300 |° 600
Accompany Rale (persons per hotel room) i7 17 (N LA
Reom Occupancy Rale (%) 46 50 60 60 N

Source: JICA Study Team

Table 8.2.2 Number of Rooms by Classmcatton of Hotel -

- Unit: fooms)
Year 2000* 2005 ; 201 0| 2020 MNote
Tola 28 5 | 300 600 {International hotel class
S class hotel 0 0 0 0 {5sfar
A class Hotel 0 0 50 100 |4 star
B ciass Hotel 0 0 50 {00 |3 star
- |G class Hotel 0 1] 200 400 |2 star
Unclassified Hotel 28 55

0 0 {Tobe used as apariment

Source:  JICA study team

Site Planning and Project Design of Tourism Promotion Zone (TPZ)
Figure 8.3.1 shows the land use zoning of Pelcliu Tsland, layout ptan of TPZ and

schematic design of Pelelin Marina. Infrastructure for Pelelin lsland except the inside of
the TPZ , will be provided by the national government.
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Figure 8.3.1 Peleliu Tourlsm Development Plan

PELELN) SLAND DEVELQPMENT IONNG

LAND USE PLAN OF TPZ

L]

* Source: JICA Study Team
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Figure 8.3.1 Peleliv Tourism Development Binn
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SUMMARY

8.4

Implementation Procedure

To implement the project, the Study Team proposes the formulation of the Peleliu Land
Development Company (PLDC) by Palauans, and the PLDC, in turn, will appoint an
Integrated Development Company (IDC) from the international business society.
Support with timely infrastructure development by the national government is
indispensable.

The following figures show the Implementation Organizations and Procedure for Peleliu
Tourism Development Plan,

Figure 8.4.1 Organizations for Peleliu Tourism Development Plan

( Palauan Stakeholders N mves{orsi Developers )

Foreign Direct Investment
@na! Level Agencigs- {FDI)initiative with
§ 4 ; partial Domestic participation)
¥ )
State Financing
Govemnment : Companies
J 5.
‘3. 4. - 10.
; >
Peleliu Land 6. Inlegratecl
Development Development
Company b 7“’ Coinpany
(PLDC) . (IDC)
8| |9 1| |12
. h J .\ Y
i Landowners i §Deve!c>pers
{Cian and individuals) | | and
i {
\_ Y, \_ LInvestors. .| ;
{.Pay for rent of land for TPZ 1.Infrastructure development fof Pelefiu Isfand
8.Agreement on fand use arrangement 2 Legislative arrangement for TPZ law
9.Distribute land usa fee lo landowners - 3.RequestonLand use Zoning approval
f0.Financial arrangement - 4 Land Use Right approval
11.Pay for rent of hote! land, buildi ng and senvicbsApproval on EI$ and legislative process required
12 Lease hotel lots & facitities in TPZ 6.Lease land for TPZ

Source: JICA Study Team
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Figure 8.4.2 Implementation Procedure for Peleliu Tourism Development Plan

Felsi Lerd Dy

IR,
slopént Corpany ( PLDC)
; and Public Ssttor of Palay

i

Integratsd Ek%v%!ﬂpmgnthcﬁmp&ny (1DC) A
and Fiivate Exclor (FDI)

STEP -1 Tourism developmant
ooncepl preparation and
Public hearing 274 P Land Use Desighation
1 making consensus Y
| smongresidents [ Designatonof 172 |
|| ofhelstandand "
o Landowners e
@ [ 1 Formulation of
% PLDC by Land-
A , : owners ot_TPZ and
1/ Proparation of Special \ oonservation area |
1 Purposé Law regarding 1.
TPZ designation and  Jeg e Preparation of
Operation Development
Guideline and Pro-
: cedure
 |'sTEP- 21 . Sutrission of devclopment
! Promotion of investor! |~ poposaland
! Developer (1DC) appication of prefiminary
! - reservation for the project
I i ¥
“ ; " - Preparaton of contradt document
5 | TPZLaw comesinto Asssss and negotiation for 10C establishment and fand usa fight
Ead § Operalion with candidate Tnvestdrs | inciuding operalional condtions
. y \*\
{m ,
,' _
; STEP-3 : Preparation of Mastes Plan
1 (P TPZ developrent
1
. ) .
— 1 Preparabion of documents
: : for legistalive procass
: I {HPO, EQPB, FIB, Sla'e)
; ; ¥ SN, 2
Monitosing & Topographic survey/ sof lest | ] Business promotion of
w courdination and delal designof TP~ investors for Hotels in
3 T i each Hoted Lot and othet
g ] - vourism facties in TPZ
3 I - Madifcation of /P
: based on EIS
1 * . .
: - Approval on environmental - ¥ ___
I impact stalements (E1S) || Contract with Inveslors/
! and olher ajencies involved Gevelopers of :
— ! 1 Holels and tourism ]
— - ] = ;! == feciTtes! services -
. TEP-4 1 stuction of infrastructure
£ s I and lourism facities in TPZ
a | axcepl hotels.
i
E ' Y D S
2 | Operaion and Nain- { Gonstriction and '
= * tenance of TPZ . » oparation of Hotels and |
7 =

-

1 lorismiaoiites !

S
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8.5 lﬁlp!ementa!ion schedule
Figure 8.5.1 Implementation Schedule of Peleliu Tourism Development Plan
ZDiQidinjei-lofa|lo]-ic|m| g |(wnioa]e-Jo <
_‘ Prjects and rogans 8l=|215 (5[5 81218 B B [EIEIRIE 1R 121518
S Istept: Establistment of PLDC and Butd] ||
o Consensus on Basic Concepl —]
g Step 2: Promotion of _ i
g Investors/Developers for IDC
o - L
=
é Step 3. Design and Engineering Work If;l
5@ |
Nl Environment Impact Statement —
s _
(=) .
£ [Skep4 Constuction of Faciliies [ R
[V
5 .
5 Construction (Hotels, elc) |
2
=
2 Operation and Maintenance
0. . . .
Consliuction of New Final Disposal site in
o o (Pelelo{Ut1E)
'§ © . {Improvement of Existing Peleliv Por/
G E [Elochel(Tr-12) 1
=8 improvement of Existing Peleliu Arport
23 |09 - ; = &
3 ~ - —
o Construction of New Water Supply System L
in Peleliv (Lt-09) T
Source:  JIGA Study Team . : .
Legend: paralory work, Design, EIS, elc. BB nstruction I c:ation & Maintenance
8.6 Development Costs

Development cost of the Pelelin Tourism Development Plan consists of the public
infrastructure development costs and the TPZ devclopment costs as follows:

Table 8.6.1 Deveiopment Cost of Peleliu Tdurism'[}evelapme:nt Plan {2000 prices)

Source: JICA Study Team

. _ (Unit: § thousand)
o : Mid-term Long-tein Total cost . HE
Projects and Programs (2000/01-08/08) (200910-19/20) | (2000101-19720)|  ™PIementng Body - f.
Public infrastucture development -
Construction of New Finaf Dispasal site S . : Ministy ef Resources &
in Pelefiy L s &1 251 Ievctopment .
Impravement of Existing Pelefiu Port . s (Ministy of Trade &
{Elochel) B , 3600, 0 3800 ¢ ommerce
- R o - i [Minishy of Trade & -
[mprovementofExstmgPe!eItuArrporl 7 43 1,200 1,§31. C e
Constructon of New Water Supply .l apy LMinisty of Resources &]
| System in Pelefiu : 3,882 0 3,982 Bevelopment
Tolal - 9,73 2,051 1,787
Investmient Cost of TPZ G o 7
Infrastructure and Tourism Facikly 15,000 0 15,000 [IDG
P : o |Individual private
-[Hotel lots (600 rm) 24,000 24,000 48,000 investors
Total - 39,000 - 24000 63,000
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8.7

)

@)

Economic & Financial Analyses

Econontic analysis

The benefits of the plan arc indicated in the table below:,

_ Table 8.7.1 Benefits of Peleliu Development Plan in 2020

2019820 Note

Number of Visitors 45,000 persons
Average expendituee [$150 per day o
Average length of stay B days -
Total éxpenditure $40.5 milfion
GDP Contribution $22 3 million . Coefficient of Value Added: 0.55*
Governmenl Revenue  [$5.0 million $110 per visitor **
Direct employment 750 employment 1.25 employment per room
Indirect empléyment 600 employment 1.0 employment pet room

a Benefitincludes direct and indirect
ERR 7% contribution to GDP -

Source: MCA Study Team

Financial analysis

Public infrastructure development
The total public cost of the Plan is estlmated at $11.8 million and $3.7 nulllon for
investment and operation & maintenance, respectively, during the project period. On the

~ other hand, assuming that the government coutd récover the full cost of waste

management and water supply for the'serviees in the TPZ through uscr charges, about
$2.9 million could be recovercd by user charges from the IDC.  Furthermore, the
government could impose the user charge on the residential use.

" The government would also expéét to receive revenue through tax and fec/charge from

tourists and tourism industrics in Pclelin. Aggrepate revenue is estimated at $44 million
over the period from 2007/08 to 2019/20 at 2000 prices. 1t is about four times as much as
the public development cost of the Plan,

Pclcliv Tourism Promgtion Zone Development Project (1PZ)

The Financial Internal Rate of Return (FIRR) is calculated at 13.9% during the project
period, which shows the minimum rate to reveal the financial viability of the project. The
sensitivity of the project is examincd under the following assumptions:

¢ QOccupancy rate of holel will increasc to 70%;

»  Qccupancy rate of hotel will decrease to 50%; and . '

» Initial investment of the IDC will be financed with subsidized condltlons Intercsl
 rafe: 6%, Payment pcnod of principal: 10 years and Grace period: 5 years.

Table 8.7. 2 Results of Sensntlwty Analysns
{Unit: percent)

No specqal Ioan ‘Loaf amangement with

amangsment - | subsidized conditions
Base case!Occupancyrate 60% .- . 138 : 153
Occlpancy rale: 70% : : . 166 -t - 186
Occupancy rate: 50% : 2 i1.0 1.6

Source:  JICA Study Team
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9.

9.1

9.2

9.3

9.4

Pre-Feasibility Study on the Solid  Waste
Management Program for Koror and Babeldaob

Objectives

The objectives of the Solid Waste Management Program for Koror and Babeldaob (K-B
SWMP) arc as follows:

+ To prepare a pre-feasibility study on a new final disposal site in Aimeliik State
including a closure plan of the existing dumpsite near the M-Dock in Koror State;
and

» To prepare a program for a new collection and haulagc system in Koror State and
Babeldaob Island after the utilization of the new disposal site from 2004/05 to
2019/20 and examing the pre-feasibility of the program

JICA Study Team selects the Solid Waste Management Program for Koror and
Babeldaob as one of pre-feasibility studies because it can contribute a national
development objectives “Development of natural and human resource with the
promotion of natural environment and culture”.

Plannmg Framework

The amount of future waste is csumated on the mumc:pal waste and industrial waste
based on the projection of population and number of hotel rooms and waste generation
rate in Koror State and Babeldaob Istand until year 2020.

~ Collection and H'\ulagc of Waste

The proposcd future service area after 2005 is divided into the follomng four (4) areas:

* Koror State;

*  South Babeldaob: Airai;

* North and West Babeldaob: Aimeliik, Ngatpang, Ngcremlengui, Ngiwal,
Ngardman, Ngaraard and Ngarchlong; and

¢ East Babeldaob: Mgchesar and Melekeok.

Table 9.3.1 sho“s daily collection and haulagc volume by pubhc and pnvatc scctors for
the four service areas. :

Table 9 3.1 Daily Collectlon and Haulage Volume by Publi¢ and anate Sectors

_ Gollection & haulage -
Area . {m¥day) -
Public P[ivate
Koror . 2149 10.80
: . -South - 304 e
HNotth & West 168
Bebeldach I —F oot 2,10 -
Total of Babeldach 7.39 0.i6
Total of Koror & Babeldach 28.85 10.96

‘Source: JICA Study Team

Final Dispesal Site

The new final disposal site should have enough cap'imt) fora Iong period so as to rccelvc
waste from Koror and Babeldaob. Fusthermore, it should be considered to maintain the |
site including the surrounding area in environmentally good condition.
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Basic volume of operation and maintenance works for sanitary landfill in 2005 is shown
in Table 9.4.1.
Table 9.4.1 Dally Volume of Operation and Maintenance Works at Final Disposal Site
Hem Unit | Volume Remarks
Dai}y Work in 2005
Daily Incoming Sotid Wasle amount *1} ton 19.91
{Daily Incoming Solid Waste Volume | m? 33.82 10.5%omd of "4
[Daity Disposal Sofid Wasle Volume'2 | m? 2483 108bon/mdol
[Daily Covering Soil m? 373 [15%0f*2
[Soil excavaled per day T w 33|

Source: JICA Study Team

The final disposal site, which is expected to last 16 jrears, is required fo have a capacity of
169,000 m3, including disposed wasle and covering soil, as shown in Table 9.4.2.

Table 9.4.2 Estimated Total Volume of Waste {2005-2020)

ltem Unit | Volume Remark
Total Waste generated® ton | 117,660 |Totatof i6 years
Tolal Waste incoming m' | 235200 {Waste im? = 0.5lon (*0.5)
Tolal Waste disposed** m 147,000 IDisposed or compacted wasle 1m?=0.8len ('140.8)
Tola! covering soil required™| m? 22,000 [15% of*2
Total Capacity of Dumpsite | m® | 169,000 [“+*

Source: JICA Study Team

A dike is to be constructed by three phases to sccure enough capacity of the disposal site.
~The phased development is illustrated in Figure 9.4.1.

Figure 9.4.1 Phased Development of Disposal Site

Phased development of Dike at Final Dumpsite

Phase - 1l (oonstruction in 2017)

Water proof ning .

ase - | {cotislrustion in 2004)

eachel Trestment Pond
Source: JICA Study Team
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9,5  Implementing Organization

Figure 9.5.1 shows a new organization recomnmended for the management of the K-B
SWMP. It is proposed that the central government establish this new organization not
only for the management of collection and haulage in Babeldaob, but also for the

operation and maintenance of the new final dumpsite.

On the other hand, Koror State should be responsible for the collection and haulage of

municipal wast¢ generated within the State.

Busincss and industries should be responsible for own-gencrated wasle, i.c. collection

and haulage (o (he final disposal site.

Figure 9, 5 1 Recommended New Oraqanization for Waste Manaaement

Hice

I Wasta Depadmant I

| ‘Wasta Engireer (1) E

|| Admiristration (2} l

Collection Division {1}

Vehicla Maintenanca {2)

| Collextion Work {10) ]

_ n
I Adminigiraton [1} I—A '

Lang!d Section {n

| Maintenance Section {!)I

I\(%eigmbridige Opaaibj. | Landtil :!para!'or? (8! I

. Koror Siaté_

Cofetton A Hauteaga
Drdsion {1)

cachet Treatment Fach
Maintenancs (1)

| SiteMairRer'arwmI I

“Vehils & Maching

Maintenance 134

Collection Wk ]
(20

shicta & Maching | Closura Du'npsze
Waintenance £3) Maintenancs (2]

Source: JICA Study Team

9.6 ]

mplementation Schedule

Figure 9.6.1 shows the implementation schedule of the K-B SWM Program.

Flgure 9.6.1 K-B SWM Program Implementation Schedule

2000010304 200405 -08/09

200910-14/15

2015A16-19120

Deve!opmeht of new dum;isite

Closure 'of existing dumpsite

New COZIection & haulage program

Source:  JICA Study Team
Legend:[ _ _*Preparaloty viork

9.7 Cost

‘Total cost of the K-B SW'VIP am()ums to $34 0 n]llllOl‘l at constant 2000 prices. Out of
the amount, 60%, 15% and 25% are allocateéd to the central government for disposal site
development, the central government for collection and haulage in Babeldacb Island and

implementation

Koror State for implementation, respectively.
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Table 9.7.1 Total Cosl of K-B SWMP by Implementing Body {al 2000 price)
{Unit: $ thousand)

 Implementing body
Midtern | Longlenm | Totalcost | . Cenbral government State
Cost ilems (2003;3 g)goo (2003;21 g)«zm (2093;%)—201 Cental c,;g:jgggf: lf. governrvent
government Babeldaoh® {Koror State)
Master plan study 500 0 500 500 o
Closiie of existing dumpsite 1,906 i5 1,921 1,521
Capital cost ] i ]
) Newfinaldumpsite | 7784 2,695 10479 10479 }
{2} Purchase of vehicles '
(Dumpsite) 719 g 1438 | 0 1438
{3) Transter station in Koror 1948 0 1,948 : 1948
(4) Putchase of vehicles : ‘
 (Collection) - 6 _ 637 . 1,274 _ 338 936
Sub-lotal of capital cost 11,088 4,051 15,139 11917 338 2,684
OM cost (2004/05-19/20) ** L . o
(1) New final disposal site 1,945 4279 6,224 6,224
| (2) Cotlection & hautage in Koror 1675 | 3685 5,360 o 5,360
{3) Collection & hautage in A e
Babeldach _ 1,525 3,355 4,880 4,880
Sub-tolal of O/M cost 5145 11,319 16,464 6.224 4,880 5360
Grand tolal 18,626 15,382 34,008 20,546 5218 8,244
_ _ 60% 15% 25%

Sowce: J]CA S!udy Team
Note: * Collection & haulage service in Babeldaob is provided by Central goveriiment.
** OM costincludes the cosl of new disposal site and collection and hautage costafer the operation of new
disposal site in 2005, while collection and haulage cost from 2001 to 2004 is not included.

Average unil wasle mahagement cost is caleulated to be $237 and $316 per ton in Koror
and Babeldaob, respectively.
98 Cost Recovery

With a view of cost recovery of the K-B SWMP, Figure 9.8.1 and Table 9.8.1 show the
proposed cost burden system through user charges such as garbage fee and tipping fee.

Figure 9.8.1 SWM Services and Se‘th_:é_ Fees Proposed

SWM SeMb_es o ' ' Final Dum;is_ite
. ) . . | . A T T
By Central Government C Tipplng Foel { Tipping Fée2 {
—— a4 I
By State Gov- o Collectlon & Hau!age I
emment ' : - YI B
Garbage Feet .

Collection & Haulage

_ By Private Hauler

-4'—————_—'

]
Customers ' | }
{ Ga'rb'age Fee3
Households Garbage Fes? * : ;
* Commercial & Industnat Ej _ '@ f
Firms , -
——  Provision of SWM Services
& - - - - Payment of Semnice Fee

Source: JICA S!Udj Team
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9.9

Table 9.8.4 Payers, Receivers and Level of Garbage Fee Rate

Fees Payet of Fees | Receiver of Fees ' _Proposed Fee Rate Levels
" Within estimated affordabiity of payment by households and lo
?‘arbage Fee () |Househoids State recover OM cost of coflection & haulage costs at least
C cial & To recover full cost of collection & haw! d final dunpi
Garbage Fes (2) mc:urzzg”m Statle Tore er full cost of collection & haulage and final dumping

Garbage Fee (3) g}g"u:‘;:f !f?:r&;s Privale haulers  [Delermined throtgh market mechanism

Tipping Fee (1) [Koor State | A
Tipping Fee (2 Privale haulers Cenlyal government | To recover ful cost of inal durnping costs

Source: JICA Study Team

During the project period, total cash outflow is estintated at $34.0 million and total cash
inflow from garbage fees of municipal waste and tipping fees of private haulers is
estimated at $15.8 million at constant prices. Considering the residual value of the capital
as an inverse cost in 2019/20, 63% of the cost of the K-B SWMP will be rccovcn,d by
proposed tipping fees and garbage fees over the project period. '

Table 9.8.2 Cash Flow of K-B SWMP

2000/01- | 2004/05- | 2009/10- Total 2000/01- 2004!_05« 200_9! 10- Total
0304 | 08409 19/20 03/04 | 08/09 1920
N $ million, 2000 price $ miflion, current price
Cash Quifiow _ . X .
Capilal Invesiment Cos} 9.1 44 40 | 1756 105 57 | 74 | 236
Maintenance Cost 5.9 1.3 | 164 6.8 206 214
Total Cash Outflow (1} 9.1 96 153 Ao 105 i25 280 510
Cash Infigw ) . _ . .
| Residential Garbage Fee 20 45 65 26 82 10.8
Commercial and Indushial a
Garbage Fee 18 40 58 ?.4 12 96
Tipping Feé (Private Haulers) ** 11 24 35 15 | 44 59
Total Cash Inflow 49 10.9 158 865 198 | 263
Nel Cash Flow 91 47 4.4 -18.2 -105 50 82 241
Residual Value _ 56 56 | ] 68 6.9

Source: JICA Study Team
Economic and Financial Analyses

Economic internal rate of retum of the projected is 3.8%. The low EIRR is due to the
higher waste generation rate per person compared with their income Ievel as well as the
higher SWM cost per ton in Palau. However, there will be other benefits, which are
difficuli_to measure. Among them, land development impacts on tourism dne to the
closure of the existing disposal site will be significant.

Table 9.9.1 shows Net Present Value of the project. . If the capital in\fcsuncﬁ_t;c()st is -
altocated from the general budget, the NPV of the K-B SWMP will be'$ 1.0 million with
a discount rate at 8%. Ewven if the government c¢ould increasc the garbage fee to such a
level as the full cost recovery in the long-term period from 2009/10 as the following rates,
the aggrepated cash flow will reduce to $5 3 million from $12.6 million in “base case”
ovet the project period.

Table 9.9.1 NPV of K-B SWMP with Additional Financial Arrangement

: NPthhadrscounlrale '

(miion)

N : 0% | 4% 8% -

1) Basecase ] 126 1i8 | 106
{2) Capital investnent cost is allocated from the genara! budgel - 481 22 010
{3) Increase of residential garbage fee in the long-term period 53 A5 .- 84

(4) _Combination of (2) and (3) ) 1221 64| 35

Source: JICA Study Team
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10.

Conclusion and Recommendation

‘The Government of Palau (GOP) should aim at the development goals of (1) sclf-reliant
economy, (2) coordinated cconomic development with conscrvation of natural
environment, and (3) sustainable regional development, before termination of the
Compact Direct Payment from the United States in the year 2009. The recommended
development strategics and directions are cstablished and implementation programs are
formulated in this Study and future socioeconomic and environmental conditions to be
achieved in the vear of 2009 are itlustrated in this Report.

Promotion of ¢conomic development is the most significant base for the national
developnient to improve the budgetary imbalance of the government by expansion of the
revenue sources. - In accordance with the resource availabilit) and soctocconomic
conditions, the leading cconomic sector will ‘be service and trade, especially
tourism-related industries.

The reduction of the size of public scctor, climination of the inherent budget deficit,
reduction of the dependency on cxternal ODA -resources, and establishment of
self-sufficient budget structure should be realized. The Structural Adjustment Program
for Palau, which is recommended in this Study, is indispensable to achieve the

~development goals sct by the Governnent.

Projects and programs for social and economic mfnstmcture development together with

- envifonmental imanagement to meet the long-term developnient strategies are selected
‘and compiled as proposcd projects and programs in the mid-term. JICA Study Team pays

attention to minimize cost burdens on the government budget in the selection of priority
projects and programs. The development expenditure for the proposed projects and
programs, which is reqmred to maintain the target cconomic development, is estimated at

~ $187 million at current prices. For opcratlon and maintenance of those projects and

programs about $70 million at current prices is additionally necessary during the same
period.

Tmplementation of the selected development projects and programs together with the
structure adjustment will provide the concrete base for the sustainable and self-reliant
economic development after the year 2010.

Following devclopment plan is recommended.

Diveisification of the tourism producls in tcrms of locatlon and type of tourism is

‘fecommended to accommodate increased number of tourists in the future. Tourism
'development in Pefeliv and Ngarchelong is recommended for the formulation of new
tourist .base in Palau.  Promotion of vyillage tourism in Babeldaob Island is also
: rccommcndcd In this rcoard there is a need to encourage commumty nicmbers, as well

as pl’OVldC tcchmcal and mstltuuonal support. Participation of community members and

strong will to mlplcmcnt the project by the community members are key for village
tourism development :

The problcm on B'ilancc of Payment is also one of key issues in Palau In ordcr fo gain

service trade surplus, service revenues from tourism should be promoted as described
above. At the same tinte, import substitution should be promoted. Food and beverage is

- one of the major import items followed by transport equipment and machinery.
‘Vegetable and fruit garden promotion at each household in Palau especially in the rural

arca is recommended. - Another measure to be taken is efficient use of food materials.
Small—scale fi sh ploduct processmg factory is also recommended.

Allhough the private sector will be a main player of the cconomic development,
especially the forcign direct investment (FDI), there will exist many legal and

-~ institutional constraints not only for FDI but also for investment by local people.
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SUMMARY

Provision of preferable investment environment is mdnspcnsablc Institutional reform as
well as fegislative modification is required.

Conscrvation of natural environment and enhancement of natural resource management
ar¢ &gmﬁcant for the sustainable development.  Clear and integrated enfoicement and
management in conjimiction with statec government initiative, strengthening of EQPB, and
integrated management for critical . watersheds with effective implementation of
preservation and conscrvatlon system should be cstablished. Integrated Ngeremeduu
Watershed Management, decentralization of diving bascs in conjunction with tourism
development, comprehensive solid waste management and cstablishment of natural
resources management inventory are recommended as the pI’OjeClS and programs to be
implemented in the mid-tenm development plan.

‘The estimated population and labor force until 2020 are 23.5 thousand and 14.1 thousand
respectively. Labor force for Palauan will increase from the preseat 4.5 thousand to 3.0
thousand in 2020. Generation of ecmployment other than goverment sector is an urgent
matter to absorb not only newly gencrated labor force but also accommodate transferred
labor force from the government sector. Proper training and educational system to mect
labor demand is indispensable. The study recommends Government-Private-School
coopceration in the vocational training to rationalize education and vocational training. .

1t is proposcd that the IGO_P' challenge the reduction of the budget size, which accounted

for 60% of the nominal GDP.in 1998/99, to about 40% of the nominal GDP in 2009/10..

“To reduce the recurrcnt cost, it is proposed that the number of government workers be

decreased from the current 3,200 workers to 1,900 workers in 2008/09, a reduction rate of
40%, during the period of mght years.

Iix addition to the currently procccdmg Tax Reform Program, vehicle operation related
taxes, such as fuel levy, vehicle registration tax, auto tax, are recommended in order to
inctease the govermncnt revenue, Other than vehicle related tax, property tax and
utilities charge come under the infroduction of Polluter-Pays- Pnnc1plc

As a result of the structure adjustment program with development programs formulated
in this study, the balance of governmental budget turns into a surplus of $6.5 million in
the year of 2009. Thereafter, the GOP would afford to balance the overall budget in the

long-term perspective.

During the mid-term period, the 'umua! budgctary balance of the GOP ‘will remain in
deficit at areund $20 million on average. Therefore, external assistance will continug to
be needed.. Aid coordination and management in conjunction with unplcmcnlalmn of
structurc adjustmcnl program is recommended. :

Prc-fcas:blllly studms on Peletiu tourlsm developmcnt phn and solid \\astc managcment
program for Korof and Babeldaob were carried out. * Implementation proccdurc to
promote’ FDI is ‘the Key for the Peleliu tourisin devetopment plan. ow to make

" sustainable by applying the appropriate user charges to the beneficiaries is the key for the

implementation of the solid waste management program. Institutional and legal reforms
are proposed in both studies. ~
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