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The Debt Challenge in the Maldives: A
Comprehensive Overview

The Maldives, a tropical paradise in the Indian Ocean, is known for its pristine
beaches, vibrant marine life, and luxurious resorts. However, beneath the
surface, the nation faces a pressing issue: the increasing debt burden. This
article aims to provide a comprehensive overview of the Maldives' debt
situation, its contributing factors, implications, and potential solutions to
address this critical challenge.

The Maldives' debt has been on the rise in recent years, with the country's
total public debt reaching approximately 60% of its GDP in 2020. This figure is
a significant increase compared to the 20% debt-to-GDP ratio recorded in 2010.
The debt has been attributed to various factors, including the COVID-19
pandemic, infrastructure development, high public expenditure, and alleged
corruption and mismanagement.

The factors that mainly contribute to the debt incurred by Maldives are as
follows:

1. Tourism-dependent Economy: The Maldives' economy heavily relies on the
tourism sector, which accounts for more than 30% of its GDP. The COVID-19
pandemic led to a drastic decline in tourist arrivals and revenue, forcing the
country to borrow to maintain essential services and support its economy.

2. Infrastructure Development: The Maldivian government has undertaken
numerous infrastructure projects, such as building airports, roads, and bridges,
to improve connectivity and boost tourism. These projects require significant
investments, contributing to the country's rising debt levels.

3. High Public Expenditure: The Maldives has experienced a surge in public
expenditure due to various social welfare programs and subsidies aimed at
improving the living standards of its citizens. While these initiatives are
commendable, they have contributed to the country's debt burden.
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4. Corruption and Mismanagement: Allegations of corruption and
mismanagement in government projects have been reported, which may have
led to the misuse of public funds and exacerbated the debt situation.

The various implications of the debt incurred by Maldives are given below:

1. Economic Instability: As the debt levels increase, the Maldives' economic
stability is at risk. High debt may lead to a reduction in foreign investments,
causing further strain on the economy.

2. Currency Depreciation: The increasing debt may result in the depreciation of
the Maldivian Rufiyaa, making imports more expensive and affecting the cost
of living for the citizens.

3. Reduced Public Spending: To service the debt, the government may need to
cut back on public expenditure, which could impact social welfare programs
and essential services.

4. Vulnerability to External
Shocks: A high debt burden
makes the Maldives more
susceptible to external shocks,
such as natural disasters,
geopolitical tensions, or future
pandemics, which could
further expand the debt crisis.

The potential solutions for the
reducing the debt incurred by
Maldives are discussed below:

1. Economic Diversification: The Maldives should focus on diversifying its
economy to reduce reliance on tourism. This can be achieved by promoting
other industries such as fisheries, agriculture, and manufacturing.

2. Governance Improvement and Combating Corruption: Strengthening
governance structures and combating corruption will help ensure that public
funds are utilized efficiently and effectively. This can be achieved through
transparency, accountability, and the establishment of anti-corruption
institutions.

3. Debt Sustainability: The Maldives should work closely with international
financial institutions and bilateral donors to ensure its debt is sustainable in the
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long run. This may involve restructuring existing debts, pursuing concessional
financing, and implementing sound fiscal policies.

4. Attracting Foreign Investments: Encouraging foreign investments in key
sectors can help boost the economy and generate additional revenue to service
the debt.

5. Promoting Sustainable Tourism: The Maldives can focus on sustainable
tourism practices that minimize environmental impact and promote local
community involvement. This can help maintain the country's competitive edge
in the global tourism market while contributing to long-term economic growth.

The Maldives' increasing debt is a significant concern for the nation's economic
stability and social welfare. To address this issue, the Maldivian government
and stakeholders must work together to diversify the economy, improve
governance, pursue debt sustainability, and attract foreign investments. By
implementing these measures, the Maldives can mitigate the impact of its
rising debt and ensure a brighter future for its citizens.

Digital payment rises to 10% annually:

The Indian economy has witnessed a remarkable transformation in the way
people pay for goods and services in recent years. The rise of digital payments
has been nothing short of phenomenal, with the latest data from the Reserve
Bank of India (RBI) revealing a 10% annual growth rate until September 2023,
a bit lower than the previous year's rate of around 12%. The total volume and
value transacted through digital modes of payment stood at ¥21.89 lakh
crore and X18.47 lakh crore, respectively, during this period. This growth is a
testament to the increasing adoption of digital payments, which has been
driven by factors such as the availability of smartphones, the proliferation of
digital infrastructure, and the government's push towards a less-cash economy.
The RBI has been promoting digital payments as a part of its efforts to boost
financial inclusion and reduce the reliance on cash. The regulator has taken
several initiatives to promote digital payments, including the launch of the
Unified Payments Interface (UPI), which has become a game-changer in the
Indian payments landscape. UPI, which allows for instant and real-time fund
transfers between bank accounts, has witnessed a surge in usage in recent
years. According to the National Payments Corporation of India (NPCI), the

Page | 3




total number of UPI transactions crossed the 3 billion mark in September
2023. This represents a significant increase from the 1.5 billion transactions
recorded in September 2022. The
rise of digital payments has also
been driven by the increasing
popularity of digital wallets and

mobile banking apps. According to

the RBI data, the total value of 0

transactions through digital

wallets stood at X3.91 lakh crore :

until September 2023. The growth N H(
EBFSI -

in digital payments has also been

aided by the increasing adoption of

digital infrastructure, such as high-speed internet and mobile networks. This
has enabled people to access digital payments services from anywhere, at any
time, using their smartphones or other devices. The rise of digital payments
has also been driven by the government'’s push towards a less-cash economy.
The government has been promoting digital payments through various
initiatives, such as the Bharat QR Code, which allows for contactless payments
using a QR code, and the National Electronic Toll Collection (NETC) system,
which allows for electronic toll payments using a FASTag. The rise of digital
payments has also led to the emergence of new business models and
opportunities. In conclusion, the rise of digital payments in India reflects the
country's rapid digital transformation. As the country continues to embrace
digital payments, it is likely that we will witness further growth and innovation
in this space.

Core sector growth eases to 14 month low of
3.8% in December

The Indian economy has been facing several challenges in recent times that
have led to a slowdown in various sectors. One such sector that has been
affected is the core sector which comprises eight infrastructure-related
industries. In December 2022, the growth rate of the core sector eased to a
14-month low of 3.8%, according to data released by the Ministry of Statistics
and Programme Implementation. This deceleration in growth has raised
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concerns about the state of the Indian economy and the factors contributing to
this slowdown. The ongoing global economic slowdown is one of the primary
reasons behind the slowdown in core sector growth. The global economy has
been facing headwinds due to various factors such as rising inflationary
pressures and interest rates hikes by central banks to contain inflation. This has
led to a decline in demand for Indian exports which has impacted the
production and exports of core sector industries such as steel and cement.
According to the Ministry of Steel, the production of crude steel in December
2022 was 9.34 million tonnes, a decline of 2.5% from the previous month.
Similarly, the production of cement in December 2022 was 28.7 million tonnes
which was a decline of 2.1% from the previous month. Another factor
contributing to the slowdown in core sector growth is the ongoing disruptions
in global supply chains. The
pandemic has disrupted global
and domestic supply chains
leading to a decline in production
and demand for core sector
goods and services. According to
the Coal Controller’s Organisation
(CCO), the production of coal in
December 2022 was 465.95
million tonnes which was a
decline of 1.3% from the previous
month. The slowdown in core sector growth has also been impacted by the
ongoing inflationary pressures. The rise in input costs for core sector
companies has put pressure on their profitability and contributed to the overall
slowdown in growth. The Reserve Bank of India (RBI) has been taking measures
to contain inflationary pressures such as hiking interest rates. This has further
impacted economic activity and contributed to the slowdown in core sector
growth. According to the Central Electricity Authority (CEA), the generation of
electricity in December 2022 was 113.81 billion units which was a decline of
1.2% from the previous month. The slowdown in core sector growth has also
been impacted by the ongoing disruptions in the global semiconductor supply
chain. The shortage of semiconductors has impacted the production of core
sector industries such as automobiles and electronics leading to a decline in
production and demand for core sector goods and services. According to the
Society of Indian Automobile Manufacturers (SIAM), the production of
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passenger vehicles in December 2022 was 229,000 units which was a decline of
13.7% from the previous month. In conclusion, the slowdown in core sector
growth can be attributed to a range of factors such as the ongoing global
economic slowdown, disruptions in global supply chains, COVID-19
pandemic, and rising inflationary pressures. The government and the RBI will
need to take measures to address these challenges and support the core sector
to ensure sustainable and inclusive economic growth

Government decides to slash import duties on
mobile parts

In @ move that is expected to boost the Indian electronics manufacturing
industry, the government has announced a significant reduction in import
duties on certain mobile phone components. The decision, announced by
Finance Minister Nirmala Sitharaman in her budget speech, is part of the
government's efforts to promote domestic manufacturing and reduce India's
dependence on imports. Under the new measures, the import duty on certain
mobile phone components, including printed circuit boards (PCBs), camera
modules, and connectors, has been reduced from 15% to 10%. This reduction
in import duties is expected to make it more cost-effective for mobile phone
manufacturers to source these components locally, rather than importing them
from other countries. The move is expected to have a significant impact on the
Indian electronics manufacturing industry, which has been struggling to
compete with cheaper imports from other countries. According to industry
estimates, the reduction in import duties could result in a savings of up to $1
billion for the Indian mobile phone industry annually. The decision to slash
import duties on mobile phone components is part of the government's
broader "Make in India" initiative, which aims to promote domestic
manufacturing and reduce India's dependence on imports. The initiative has
been a key focus area for the government in recent years, with several
measures being taken to promote domestic manufacturing, including tax
incentives, subsidies, and other forms of support. The reduction in import
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duties on mobile phone components is expected to have several benefits for
the Indian electronics manufacturing industry. Firstly, it will make it more
cost-effective for mobile phone manufacturers to source these components
locally, rather than importing them from other countries. This, in turn, is
expected to lead to a reduction in production costs, making Indian-made
mobile phones more competitive in the global market. Secondly, the reduction
in import duties is expected to lead to an increase in demand for locally-made
components, which will provide a boost to the Indian electronics
manufacturing industry. This, in turn, is expected to lead to an increase in
employment opportunities in
the sector, as well as a boost to
the overall economy. Thirdly,
the reduction in import duties
is expected to lead to an
increase in research and
development (R&D) activities
in the Indian electronics
manufacturing industry. This,
in turn, is expected to lead to
the development of new
technologies and innovations,
which will further boost the
competitiveness of Indian-made mobile phones in the global market. However,
there are also some potential challenges and drawbacks associated with the
reduction in import duties on mobile phone components. Firstly, there are
concerns that the reduction in import duties could lead to a surge in demand
for locally-made components, which could result in a shortage of supply. This,
in turn, could lead to a rise in prices, which could negatively impact the
competitiveness of Indian-made mobile phones in the global market. Secondly,
there are concerns that the reduction in import duties could lead to a decline
in the quality of locally-made components, as manufacturers may be more
focused on reducing costs rather than ensuring quality. This, in turn, could
lead to a decline in the overall competitiveness of Indian-made mobile phones
in the global market. In conclusion, the reduction in import duties on mobile
phone components is a positive step for the Indian electronics manufacturing
industry. However, it is important that the government takes a holistic

Page | 7




approach to promoting domestic manufacturing, and addresses the potential
challenges and drawbacks associated with the reduction in import duties.
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