MALDIVES

Table 1 2019
Population, million 05
GDP, current US$ billion 57
GDP per capita, current US$ 10710.0
Upper middle-income poverty rate ($5.5)° 34
Gini index’ 313
School enroliment, primary(%gross)b 97.1
Life expectancy at birth, yearsb 78.6

Source: WDI, Macro Poverty Outlook, and official data.
Notes:

(a) Most recent value (2016), 20 11 PPPs.

(b) WDI for School enrollment (20 17); Life expectancy (2018).

Maldives is expected to face its deepest
recession in history. GDP is projected
to contract by 19.5 percent in 2020 and
to rebound by 9.5 percent in 2021,
largely on account of base effects. The
poverty rate is expected to increase to
5.6 percent in 2020, given widespread
income losses. Fiscal vulnerabilities,
already high prior to the pandemic,
have been exacerbated by further exter-
nal non-concessional borrowing. Post-
poning non-essential spending, espe-
cially on infrastructure, is critical to
restoring fiscal and debt sustainability.

Recent developments

The COVID-19 pandemic has paralyzed
the Maldivian economy through its im-
pact on tourism. Real GDP contracted by
59 percent year-on-year (y-o-y) in QI
2020. The shock is expected to be larger in
Q2 due to border closure and stringent
mobility restrictions. Tourism inflows
remained anemic even after borders reo-
pened in mid-July. Only 13,787 tourists
visited between July 15 and September 15,
a 95 percent y-o-y decline; the average
number of daily international commercial
flights has declined to four (compared to
40 before the pandemic) and half of all
resorts remain shut. Construction, the
other main driver of growth, also slumped
due to logistical difficulties and repatria-
tions of foreign workers following COVID
-19 outbreaks.

With overall depressed activity, price con-
trols on staple food, and additional subsi-
dies on utility bills, prices fell by an aver-
age of 4.0 percent y-o-y in Q2 2020. The
deflation was more pronounced in Malé
than in the atolls. Credit to the private
sector grew by 6.9 percent y-o-y in Q2
thanks to the deployment of relief loans to
businesses. Non-performing loans re-
mained stable at 9.3 percent of total gross
loans as of July, reflecting the loan mora-
toria announced in March.

Weak activity also led the goods trade
deficit to narrow. Merchandise imports
fell by 29.8 percent y-o-y from January to
July 2020, driven by lower imports of capi-
tal goods, diesel, and food and beverages

consumed by tourists. However, merchan-
dise exports fell even more, by 35.4 per-
cent y-o-y, over the same period. This was
mostly due to lower re-exports of jet fuel
from muted air traffic, but also to lower
fish exports following weak demand from
Europe and lower yield during the mon-
soon season.

As foreign exchange earnings from tour-
ism plummeted, usable reserves fell from
USD 311.3 million at end-January to USD
122.3 million as of end-August, equivalent
to 0.5 months of 2019 goods imports.
Nonetheless, Maldives maintains a de fac-
to stabilized exchange rate arrangement.
To help preserve exchange rate stability,
the Maldives Monetary Authority activat-
ed a USD 150 million foreign currency
swap with the Reserve Bank of India.
Fiscal imbalances have widened signifi-
cantly. Although the state collected only
USD 471 million in revenues and grants
from January to July (half the amount in
the corresponding period of 2019), there
was no commensurate adjustment in
spending. While there was some degree
of fiscal consolidation on the recurrent
side, capital spending grew by 16.7 per-
cent y-o-y in the first half of the year,
mainly due to land reclamation and har-
bor reconstruction projects. Total spend-
ing amounted to USD 948 million over
January to July, only 1.2 percent less than
over the same period in 2019. Total public
and publicly guaranteed (PPG) debt rose
to USD 4.8 billion as of end-June 2020, a
significant increase from USD 4.4 billion
as of end-2019.

With the shutdown of tourism due to
COVID-19, it is estimated that about
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22,000 Maldivians have suffered job and/or
income losses in the sector, not including
seasonal workers, third-party providers of
ancillary services and guesthouse employ-
ees. To mitigate the impact, monthly in-
come support was provided to about 9,000
Maldivians in Q2, with an extension of the
scheme in Q3. Based on data collected in
2016, poverty was estimated at 2.5 percent
in 2019 (using the international poverty line
of USD 5.50 per day in PPP terms).

Outlook

In a baseline scenario that assumes bor-
ders remain open and tourists gradually
return, GDP is projected to shrink by 19.5
percent in 2020. Thereafter, it is expected
to rebound to 9.5 percent growth in 2021,
largely on account of base effects and the
expected resumption of tourism once a
COVID-19 vaccine is commercially availa-
ble, tentatively by mid-year. However,
real GDP is forecast to remain below 2019
levels until 2023.

Lower remittance outflows and some im-
port compression should help to narrow
the current account deficit to 19.5 percent

of GDP in 2020. However, the fiscal deficit
is projected to more than triple to 22.5
percent of GDP as expenditures have not
sufficiently adjusted to lower revenue
levels, which are projected to halve. As a
result, PPG debt is expected to increase
from 77.7 percent of GDP in 2019 to 120
percent of GDP in 2020.

COVID-19 will likely cancel the gains in
poverty reduction from the last five years.
The poverty rate is projected to increase to
5.6 percent in 2020 (measured at USD 5.50
a day in PPP terms) and to decline very
slowly thereafter. Even in the baseline
scenario, the poverty rate would still be
higher in 2021 than in 2016.

Risks and challenges

Should a ‘second wave’ materialize and
prevent tourists from visiting in Q4 2020,
the recession would be even more severe.
While the unique “one island, one resort”
concept facilitates socially-distanced vaca-
tions, difficulties in resuming commercial
flights and recent increases in domestic
transmission pose challenges to attracting
more visitors. Although medium- and

long-term tourism prospects remain
strong, visitor arrivals are not projected to
return to pre-pandemic levels until 2023.
Meanwhile, the potential closure of tourist
establishments and other small businesses
could result in permanent supply-side
losses, hurting long-term growth.

Against this backdrop of slower growth
and lower revenues, addressing core
spending needs will be a challenge. Great-
er fiscal prudence would help address
fiscal and debt sustainability risks. In par-
ticular, large public infrastructure invest-
ments that are not urgently needed in a
context of weak aggregate demand could
be postponed.

The COVID-19 shock has shed renewed
light on the importance of strengthening
the Maldives’ resilience to external shocks.
Although there are plans to develop agri-
culture and fishing to diversify the econo-
my, the scarcity of arable land is a binding
constraint. Focusing on higher value-
added financial and business services
could create good jobs, but the growth of
these sectors is currently constrained by a
shortage of local skills. Investing in hu-
man capital, including by retraining and
upskilling workers, can help Maldives
build back better.

TABLE 2 Maldives / Macro poverty outlook indicators

(annual percent change unless indicated otherwise)

2017 2018 2019 2020 e 2021 f 2022 f

Real GDP growth, at constant market prices 6.8 6.9 5.9 -19.5 9.5 12.5
Real GDP growth, at constant factor prices 6.7 6.9 5.2 -19.5 9.5 12.5
Agriculture 8.3 4.8 3.2 1.8 3.5 4.5
Industry 10.7 10.5 4.5 -2.7 4.8 5.5
Services 6.0 6.5 5.5 -23.2 10.9 14.3
Inflation (Consumer Price Index) 2.8 -0.1 0.2 0.1 0.5 1.0
Current Account Balance (% of GDP) -21.5 -28.0 -25.7 -19.5 -17.6 -15.6
Net Foreign Direct Investment (% of GDP) 9.7 10.8 15.7 5.0 7.5 10.6
Fiscal Balance (% of GDP) -3.2 -4.7 -6.4 -22.5 -19.6 -16.6
Debt (% of GDP) 64.6 73.1 77.7 120.0 127.7 128.8
Primary Balance (% of GDP) -1.6 -2.9 -4.6 -20.8 -17.7 -15.0
Upper middle-income poverty rate ($5.5 in 2011 PPP)2° 3.2 2.9 2.5 5.6 4.1 2.7

Source: World Bank, Poverty & Equity and Macroeconomics, Trade & Investment Global Practices.

Notes:e = estimate.f =forecast.

(a) Calculations based on SAR-P OV harmonization, using 2016-HIES.Actual data: 2016. Nowcast: 2017-2019. Forecast are from 2020 to 2022.
(b) Projection using neutral distribution (2016) with pass-through = 0.87 based on GDP per capita in constant LCU.



