August 2009

Solomon Islands: Interim Country Partnership
Strategy, 20091 2011

Asian Development Bank



CURRENCY EQUIVALENTS
(as of 12 August 2009)

Currency Unit Solomon Islands dollar (SI$)

:
S1$1.00 = $0.12671
$1.00 = SI$ 7.8919
ABBREVIATIONS
ADB Asian Development Bank
ADF Asian Development Fund
GDP gross domestic product
MID Ministry of Infrastructure and Development
MTDS medium-term development strategy

|
i
i
|
|

NTP | National Transport Plan
.
|
i
i
|

PSD private sector development
RAMSI Regional Assistance Mission to Solomon Islands
SOE state-owned enterprise
TA technical assistance
UNDP United Nations Development Programme
NOTES
(@ The fiscal year (FY) of the Government and its agencies ends on 31 December. FY

before a calendar year denotes the year in which the fiscal year ends, e.g., FY2008 ends on 31
December 2008.

(i) In this report, "$" refers to US dollars unless otherwise stated.
Vice President C. Lawrence Greenwood, Jr., Operations Group 2
Director General S. Hafeez Rahman, Pacific Department (PARD)
Regional Director E. Zhukov, Pacific Liaison and Coordination Office, PARD
Team leader W. Wicklein, Senior Private Sector Development Specialist, PARD
Team members R. Guild, Principal Transport Specialist, PARD

D. Mizusawa, Infrastructure Specialist, PARD
R. Adhar, Senior Project Implementation Officer, PARD
M. Lucich, Economics and Finance Officer, PARD

In preparing any country program or strategy, financing any project, or by making any
designation of or reference to a particular territory or geographic area in this document, the
Asian Development Bank does not intend to make any judgments as to the legal or other status
of any territory or area.



CONTENTS

Page

EXECUTIVE SUMMARY i

MAP iii

l. CURRENT DEVELOPMENT TRENDS AND ISSUES 1

A. Economic Assessment and Outlook 1

B. Poverty Reduction 1

C. Recent Political and Social Developments 2

D. Other Key Issues 3

E. Implications for Country Partnership Strategy 4

Il. PORTFOLIO MANAGEMENT ISSUES 5

A. Portfolio Performance 5

B. Portfolio Monitoring and Evaluation 7

Il PARTNERSHIP STRATEGY AND PROGRAM 7

A. Country Partnership Strategy and Operational Focus 7

B. Development Partnerships 11

C. Results-Based Monitoring Process and Plan 12

MATRIX: COUNTRY PARTNERSHIP STRATEGY RESULTS FRAMEWORK 13
APPENDIXES

1. Country and Portfolio Indicators 16

Table Al.1: Country Economic Indicators 16

Table Al.2: Portfolio Indicatorsi Portfolio Amounts and Ratings 17

Table A1.3: Portfolio Indicatorsi Disbursements and Net Transfers of Resources 18

Table Al.4: Grant Financial Report 18

Table Al.5: Asian Development Fund Grants 18

2. Economic Assessment 19

3. Gender Assessment 22

4. 2008 Country Performance Assessment Ratings 27

5. Governance Assessment 28

6. Development Coordination Matrix 34

7. Country Cost-Sharing Ceiling and Other Financing Parameters, 20091 2011 40

8. Indicative Rolling Country Operations Business Plan, 20091 2011 41

Table A8.1: Indicative Assistance Pipeline for ADF Grant Products, 2009i 2011 42

Table A8.2: Indicative Technical Assistance Pipeline, 20097 2011 42

Table A8.3: Regional Assistance Accessible by Solomon Islands, 2009 43

Table A8.4: Summary Information on Proposed Indicative Asian Development
Fund Grant and Technical Assistance for 2010 44






Development Context

Government
Development Strategy

Asian Development
Bank Strategy

Priority Sectors and
Themes

EXECUTIVE SUMMARY

Solomon Islands is a large Melanesian islands country, with a land
area of about 28,000 square kilometers, comprising six large
islands, dozens of smaller islands, and hundreds of islets and
atolls. More than 80% of the population is rural, living in small,
widely dispersed villages. The economy is based on primary
commodities from agriculture, forestry, and fishing, and alternative
income-generating opportunities are particularly scarce in rural
areas. There is high unemployment and underemployment
(especially among the youth) and rapid population growth, which
combine to make poverty alleviation difficult. The development
experience of the Asian Development Bank (ADB) in Solomon
Islands has been mixed. The arrival of the Regional Assistance
Mission to Solomon Islands (RAMSI) was instrumental in restoring
law and order, rebuilding the state, and re-engaging in meaningful
development partnerships. However, weak government capacities,
combined with relatively low standards of good governance and
continued political instability, continue to pose formidable
challenges. Rebuilding the economyd which is essential to
generate employment, income, and social consentd is extremely
difficult in this fragile development setting. Moreover, an economic
crisis is starting to unfold. If not carefully and forcefully addressed
by the Government, there is a risk that the gains made in the past
few years could be lost.

The Gover nme nterd deveopntent tstmategy (MTDS),
20081 2010 focuses on six priorities: (i) reconciliation and
rehabilitation, (ii) national security and foreign relations, (iii)
infrastructure development, (iv) the social services sector, (v) the
economic and productive sectors, and (vi) civic affairs.

ADBOs strategy for Sol omon | s
promoting equitable private-sector-led economic growth through
improved transportation infrastructure and services and a stronger
business enabling environment. Capacity development and the
promotion of good governance are guiding priorities.

Sectors: Transport (road transport, water transport, transport
management and policies); and public sector management
(economic management).

Themes: Economic growth (promoting macro-economic stability,
promoting economic efficiency and enabling business environment,
widening access to markets and economic opportunities); private
sector development (policy reforms, publici private partnerships,
privatization); governance (economic and financial governance);
and capacity development (institutional development).



Financing Envelope

Partnership
Arrangements

Risks and Mitigating
Actions

Justification of Interim
Country Partnership
Strategy

Asian Development Fund (ADF) grant allocation of $18.38 million
(20091 2010). The technical assistance program averages $1.1
million per annum.

As sector lead agency, ADB is working in close partnership with
Australia, the European Commission, and New Zealand in the
transport sector, leveraging significant expertise and cofinancing.
Private sector development work is closely coordinated with
operations of the World Bank Group and various bilateral partners,
and cofinanced by Australia.

Solomon Islands is particularly vulnerable to natural disasters,
which is being addressed by ADB's strategy through the focus and
flexibility to support natural-disaster response in the area of
transport infrastructure. The fragile state context also poses a
number of program performance risks. Political instability is a major
risk to the implementation of any reform, as it may interrupt reform
progress and disrupt routine government business. There is a risk
of economic meltdown as the global downturn exacerbates existing
structural problems. Weak institutional capacity of counterpart
agencies may also adversely affect progress in the implementation
of ADB's strategy. The Government's commitment to follow through
on sector (transport) and thematic (private sector development)
policy and institutional reform plans is also subject to political
economy risks.

ADB has been responding to the development challenges and
associated risks in line with ADB's approach for engagement in
fragile situations and internationally adopted principles of
engagement in fragile states. The program performance risks are
mitigated through the sharp and longer-term focus of the
partnership, A D B 6 support to istate buildiregaby
helping develop effective institutions, strengthened donor
coordination, and the engagement of a wide range of stakeholders.

It is expected that the current MTDS 20087 2010 will be replaced
after the general elections scheduled for 2010. The evolving
economic crisis is |limiting th
meaningful medium-term partnership planning process. ADB will
hence not prepare a full country partnership strategy before 2011.
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l. CURRENT DEVELOPMENT TRENDS AND ISSUES
A. Economic Assessment and Outlook

1. The economy of Solomon Islands emerged from recession in 2003 and experienced
strong growth, averaging 6.5%, in the following 5 years (Appendix 1, Table Al.1). The major
contribution to growth came from the largely aid-driven services sector in 20047 2006, but in
2007 and 2008 the primary sector dominated. The growth in the primary sector reflected
substantial expansion in agricultural activity (palm oil, palm kernel, copra, and cocoa), in fishing
(in 2008) and, above all, in forestry production, which has been above the sustainable level
since 1992 and reached five times the sustainable rate in 2007.*

2. Solomon lIslands is likely to be one of the Asian Development Bank's (ADB's) Pacific
developing member countries most adversely affected by the global economic crisis.? Logging
output in the first 4 months of 2009 fell by 36% compared with the same period in 2008. The
Government expects logging for 2009 as a whole to decline by around one-third compared to
2008 levels. This fall in logging alone would reduce gross domestic product (GDP) by 3.6%,
resulting in no growth in 2009, a fall in per capita GDP, and an increase in the current account
deficit to more than 10% of GDP.® As a result, the country is at high risk of both fiscal and
balance of payments crisis. Economic growth is also likely to remain modest in the following
years as the decline in logging stocks is increasingly felt.

3. The effects of the decline in logging are being felt most prominently in government
finances. Due to the decline in revenue and lower than expected cash reserves carried forward
from previous years, the Government had SI$100 million less available to spend in the first 4
months of 2009 compared with budget forecasts. An overall shortfall of SI$220 million is
expected for 2009 as a whole. The decline in revenue goes beyond logging duties, with the
overall weakness in the economy and reduction in prices also affecting collection of other
revenue sources such as goods tax. With declining fiscal reserves as well as lower taxes and
duties, the Government is struggling to maintain sufficient cash flow to fulfill its payroll
obligations. Foreign reserves have also come under pressure, falling to 2.5 months of import
cover in early 2009. While exchange rate movements, a large banking transaction and
increased aid flows have led to a temporary stabilization of import cover as of mid-2009,
reserves are expected to decline again by the end of the year. (See Appendix 2 for a more
detailed discussion of macroeconomic issues and prospects.)

B. Poverty Reduction

4. Since the country's political independence in 1978, the well-being of the vast majority of
the population has shown little improvement. Real per capita income has trended downwards,
because high population growth (3.1% per annum during 19807 2007) has outpaced economic
growth (2.5% per annum during the same period).* A period of pronounced political instability
and conflictd "the civil conflict,” from 1999 to 20030 further significantly increased poverty,
weakened governance, interrupted delivery of essential services, and exacerbated social

! ADB. Forthcoming. Solomon Islands Economic Report. Manila/Sydney; ADB. 2009. Asian Development Outlook.

Manila.

ADB. 2009. The Impact of the Global Economic Crisis on Solomon Islands and Policy Responses. Manila/Sydney;
ADB. 2009. Taking the Helm: A Policy Brief on a Response to the Global Economic Crisis. Manila.

Logging accounts for 12% of GDP, 66% of export earnings, and 16% of the Go v e r nswecuarrer revenue.
Government of Solomon Islands. 2002. Solomon Islands Human Development Report: Building a Nation. Honiara.
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tensions. Three decades of economic mismanagement and political instability have left the
population with the second-lowest average income among ADB's Pacific developing member
countries.

5. Income distribution is highly unequal. The national Gini coefficient in 20051 2006 was
0.39, the ratio of the expenditure share of the poorest 20% of households to the richest 20%
was 6.9 nationally, and expenditure levels of households in rural areas were well below the
levels of urban households. Recent analysis of relative poverty using the 2005/06 household
income and expenditure data suggests that about 11% of the population is experiencing
hardship in meeting the costs of a minimally nutritious diet, and that almost 23% of the
population faces difficulties in meeting basic needs that include food and essential non-food
requirements (housing, transport, education, clothing, and utilities).®> Moreover, there are a
significant number of households and individuals with expenditure only just above the basic
needs poverty line.

6. The Human Development Index is among the lowest in the region, and the country is not
on track to meet its Millennium Development Goals. The Government is committed to promoting
gender equality in national as well as regional and international development policy frameworks.
However, Solomon Islands ranks very low, in regional comparison, in both gender development
and gender empowerment indices. Mor eover , the obstacles to
benefits from, social and economic changes mean that the potential contribution of half of the
count ryds ispunderutilizadt This generates a significant economic loss for Solomon
Islands. The gender assessment (Appendix 3) looks at the progress of Solomon Islands against
the strategic priorities for gender equality under the Millennium Development Goals.

7. Poverty alleviation is critical to rebuilding confidence and restoring the social fabric of
Solomon Islands. The poverty analysis suggests that breaking the cycle of poverty requires
increased income-earning opportunities in both urban and rural areas, improved basic services,
and increased equity in the distribution of resources.

C. Recent Political and Social Developments

8. Since 2003, S o | o mowith its sehi@nal desgiibors teve antpioved $his
has led to an increase in aid flows and investor confidence. The Coalition for National Unity and
Rural Advancement government is committed to working closely with the Regional Assistance
Mission to Solomon Islands (RAMSI), and recent surveys suggest that most Solomon Islanders
are s%pportive of RAMSI and believe that RAMSI is necessary for the maintenance of law and
order.

9. The Government has put forward a number of political and constitutional reforms.
Reform policies for the development of the political party system are being considered to

Solomon Islands Statistical Office and the United Nations Development Programme (UNDP) Pacific Center. 2008.
Solomon Islands. Analysis of the 2005/06 Household Income and Expenditure Survey: Final Report on the
Estimation of Basic Needs Poverty Lines, and the Incidence and Characteristics of Poverty in Solomon Islands.
Honiara.

The Regional Assistance Mission to Solomon Islands (RAMSI) is a partnership between the people and the
Government of Solomon lIslands and 15 contributing countries of the Pacific region. RAMSI is helping Solomon
Islands to lay the foundations for long-term stability, security, and prosperity through (i) support for improved law,
justice, and security; (ii) more effective, accountable, and democratic government; (iii) stronger, broad-based
economic growth; and (iv) enhanced service delivery.

WO me n


http://www.ramsi.org/node/8

enhance political stability, and the devolution of power through a federal political system has
been considered, partly to address the unequal distribution of basic services among the
provinces. However, the political situation remains inherently volatile and social cohesion
remains under stress. The general elections, scheduled for mid-2010, could impact on political
stability in the near term and may affect the Government's ability to manage the economic and
fiscal challenges facing the country.

D. Other Key Issues

10. Governance. The public service is hampered by capacity constraints. There is limited
capacity in the Government to provide timely and analytically based policy advice and to
implement government policies and strategies. Ownership of government policy and legislation
is often | acking. Al t hough iits governance

Assessment are close to the average for the Pacific countries (Appendix 4), Solomon Islands
ranks relatively low in the World Bank Governance Indicators (19961 2006) in terms of control of
corruption. Checks and balances on executive powers are limited. Public officials are typically
not held accountable for performance failure and reports of corruption are common. Substantial
progress has, however, been made since the arrival of RAMSI in terms of the reestablishment
of law and order. Law and justice systems and accountability institutions such as the Auditor
General's Office and the Ombudsman's Office have been considerably strengthened. While the
media has become an increasingly important force for promoting good governance, public
decision making continues to lack transparency and information availability is constrained by
weak civil service capacities (including for data management).

11. Public Sector Financial Management. The quality of public sector financial
management has been improved in recent years,’ including through the elimination of the
backlog of central government financial statements, the introduction of transparent and rigorous
auditing, payment of debt interest and trade creditor arrears, and increased revenue collection.
However, a number of weaknesses remain in public sector financial management, adversely
affecting public service delivery, threatening aggregate fiscal discipline, and undermining the
strategic allocation of public resources.
credibility as an indicator of actual expenditure; (ii) lack of accounting and reporting on special
funds and state-owned enterprises (SOESs); (iii) poor transparency in intergovernmental fiscal
relations; (iv) weak adherence to budget timetables and limited policy-based budgeting in a
medium-term framework; (v) inadequate predictability and control in budget execution; (vi)
deficiencies in accounting, recording, and reporting; and (vii) limited use of government systems
in aid management (see also Appendix 5). RAMSI has been leading support in good
governance.

12. Private Sector. While the Government's medium-term development strategy (MTDS)
2008i 20108 recognizes the importance of the private sector to growth and employment
generation, the fact is that Solomon Islands is a high-cost and risky place in which to do
business. Major impediments to private sector development (PSD) include (i) low quality,
unreliable, costly infrastructure facilities and services; (i) an intrusive state presence in the
economy; (iii) limited access to financial services; (iv) a tax and regulatory system that
discourages formality; (v) insecure property rights; and (vi) a commercial legal framework that is

! European Community. 2008. Solomon Islands: Public Financial Management Performance Report. Draft.

8 Government of Solomon Islands. 2008. Medium-Term Development Strategy for 2008 to 2010. Honiara.
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outdated, costly, and largely ineffective. ® Crosscutting challenges include the extent of
government commitment to reform and capacity to implement economic reform policies,
insufficient mechanisms and processes to implement a reform agenda, and a weak private
sector response to microeconomic incentives. There is also the need for sector-specific
improvements in the enabling environment to attract larger investors in commercial areas, such
as palm oil plantations, mining, and fishing (tuna industry). While foreign investment should be
promoted, there is a need for greater caution and adherence to proper processes in the granting
of investment incentives.

13. Environment. Major environmental issues include (i) unsustainable logging practices
that result in widespread adverse environmental impacts, (ii) inappropriate land use practices
due to slash-and-burn and steep-slope farming systems that accelerate land degradation, (iii)
unsustainable fishing practices that are depleting valuable and fragile coastal and marine
resources, and (iv) increased risk from extreme weather events due to climate change. A
number of factors constrain effective environmental management, including (i) institutional
weaknesses in environmental and natural resources management at the national, provincial,
and community level; (ii) an inadequate policy and legal framework; (iii) the absence of effective
mechanisms for linking and integrating the customary land tenure system with modern systems
for land management; (iv) a lack of political will and poor governance; and (v) an increasing
population that puts added pressure on finite natural resources. Combined, these factors create
a development setting in which environmental mismanagement can flourish, resulting in
significant and often irreversible losses of environmental assets and excessive depletion of
natural resources.

E. Implications for Country Partnership Strategy

14. Development Challenges. The development context in Solomon Islands is challenging.
Weak public sector managementd revenue administration, public expenditure management,
and public administration (including policy development and coordination)d combined with often
poor governance standards and external shocks, exacerbated by the impact of the civil conflict,
have led to a steady decline in socioeconomic conditions. RAMSI was instrumental in restoring
law and order, gradually rebuilding the state, and reestablishing a setting in which development
assistance could proceed. However, weak government capacities and continued political
instability have been posing formidable challenges. Rebuilding the economy, which is essential
for income and employment generation and poverty reduction, has been difficult to accomplish
in this environment. However, some progress has been made and there are signs that the
recent upturn in development assistance is starting to pay off. At the same time, however, an
economic crisis is starting to unfold in Solomon Islands, due partly to weaknesses in economic
management and structural misalignments, and partly as a result of the global economic crisis.
If not carefully and forcefully addressed by the Government, there is a risk that the gains made
in the past few years could be lost.

15. Government Development Strategy. T h e Government 0s MTDS focu
priorities: (i) reconciliation and rehabilitation, (ii) national security and foreign relations, (iii)
infrastructure development, (iv) the social services sector, (v) the economic and productive
sectors, and (vi) civic affairs. A new MTDS is expected to be formulated after the 2010 general
elections. The overarching priority of the current MTDS is post-conflict reconciliation. The MTDS

° ADB. Forthcoming. Solomon Islands Economic Report. Manila/Sydney; ADB. 2005. Private Sector Assessment for
Solomon Islands. Manila/Sydney.



also accords a high priority for infrastructure development and private-sector-led growth. The
Government has pronounced its intentions to align the budget formulation and implementation
process to the MTDS priorities, especially in terms of delivery of essential services and policy
reform. The medium-term fiscal strategy is currently being updated to reflect the latest fiscal
developments. Through the MTDS, the Government explicitly endorses its commitments to
expediting progress toward the Millennium Development Goals, and recognizes the importance
of the Paris Declaration on Aid Effectiveness. However, the MTDS (i) lacks operational
prioritization and adequate costing, (ii) does not fully reflect the immediate economic challenges
the country faces, and (iii) does not address the imperative of reducing, and at the same time
improving, the quality of public spending while generating new sources of government revenue.
It will be important, therefore, for a newly elected government to develop an improved and more
realistic development strategy soon after taking office.

16. ADB Assistance for Priorities under the MTDS. ADB has been responding to the
challenges faced by Solomon Islands in line with ADB's approach for engagement in fragile
situations and internationally adopted principles of engagement in fragile states. In view of the
country@geveenéince, capacity, and institutions, an
the absence of a lending program, a sharply focused strategy and program, which seeks to
maximize impact in the priority areas of transport infrastructure and services and PSD, is
deemed appropriate. ADB has been engaging as the lead donor in the transport sector since re-
engagement after the civil conflict, at a time when most other development partners focused on
law and order and social sectors. The enormous development needs in the transport sector
have attracted other development partners to the sector, and they are providing grant-based
assistance mostly by way of cofinancing with ADB. While other development partners may have
provided assistance in selected PSD areas, ADB has been the only development partner over
time engaging in more comprehensive support in the areas of SOE reform and privatization,
business law reform, and access to finance.

. PORTFOLIO MANAGEMENT ISSUES
A. Portfolio Performance

17. ADB had relatively few country operations in Solomon Islands during the 1990s, as well
as during the civil conflict. After 2003, ADB resumed operations with a new country strategy™
and has since established a significant operational country program. In particular, ADB has
engaged in a comprehensive partnership with the Government and, as the sector lead donor,
with other partners in the transport sector, has provided substantial policy and legal reform
support to improve the enabling environment for PSD. Since joining ADB in 1973, 16 loans have
been provided for a total amount of $79.3 million, 9 grants for $53.58 million, and 61 technical
assistance (TA) projects for $18.25 million. Five grants ($45.08 million) and four TA projects
($5.00 million) are active.

18. Transport Investments. In 2008, the ADB-financed Post-Conflict Emergency
Rehabilitation Project was completed.™ It rehabilitated roads and bridges on Guadalcanal and
Malaita, as well as improved the Auki water supply system, which were damaged during the civil
conflict. Completion of the repairs of main roads and selected urban roads and bridges has

10

u ADB. 2004. Solomon Islands Country Strategy and Program Update, 2005i 2006. Manila.

ADB. 2000. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to
Solomon Islands for the Post-Conflict Emergency Rehabilitation Project. Manila (Loan 18237 SOL, with
cofinancing from the governments of Australia and New Zealand).



vastly improved the accessibility to social service centers and markets within the two assisted

provinces. The ongoing Road Improvement (Sector) Project™” that is rehabilitating high-priority

roads in rural areas throughout the country has adopted a focus on poverty reduction through
geographical targeting of poor areas, labor-based construction and maintenance methods, and

integration with other rural transport services. The ongoing Emergency Assistance Project™ is

assisting in the rehabilitation of essential infrastructure damaged by the 2007 earthquake and

tsunami in Choiseul and Western provinces, with good progress to date. In addition, the

Domestic Maritime Support (Sector) Project,** commenced in 2009, is designed to improve the

safety and efficiency of domestic maritime transport services through the rehabilitation of about

12 rural wharves and establishment of a franchise shipping scheme to seven outer-island
destinations. Mor eover , these projects also address the ¢
economic activity by i mpr otsiandgeduairgnhe tindespoverty afess t o
women and girls (see Appendix 3). All of these investment projects have catalyzed significant

grant cofinancing.

19. Transport Advisory Assistance. ADB-supported TA has complemented investment
projects in the transport sector by developing capacity in the Ministry of Infrastructure and
Development (MID). ADB also helped design the 2006 National Transport Plan (NTP), which
focused on restoring infrastructure; improving maintenance; increasing safety, quality, and
reliability; and promoting private sector participation. Key elements of the plan are integrated
planning, protection of environmental and social sustainability, and increased resilience in the
face of natural disasters. The NTP is complemented by a new National Transport Fund Act (with
enabling legislation passed with ADB assistance in 2009) that assures resources to implement
the action plan. In 2008, a multiyear TA project started to support the continuing development of
the MID as a planning, contracting, and asset management agency through a technical support
program, including long-term support to the Transport Policy and Planning Unit to implement the
NTP.*® TA has also assisted the Government to develop the 2009 Maritime Safety
Administration Act and is now establishing the new Maritime Safety Administration.

20. Private Sector Development. Support in SOE reform has led to the strengthening of
the institutional, legal, and policy framework for SOEs. The main achievements include
preparing the new 2007 SOE Policy and the 2007 SOE Act; privatizing, winding up, and
restructuring selected SOEs; establishing a reporting and monitoring regime for SOEs; and
associated capacity building. Moreover, ADB provided assistance to the Government for the
2008 Secured Transactions Act. The associated asset registry, which is being established, will
permit farmers, businesses, and consumers to use movable property as collateral for loans.
ADB also helped the Government to develop and draft the 2009 Companies Act and the 2009
Companies (Insolvency and Receiverships) Act. One innovative feature of the Companies Act is

2 ADB. 2006. Report and Recommendation of the President to the Board of Directors on Proposed Grants to
Solomon Islands for the Road Improvement (Sector) Project. Manila (Grants 0048/0049/0050, with cofinancing
from the governments of Australia and New Zealand). As of July 2009, the project had completed 15 kilometers
(km) of road rehabilitation in Temotu, 108 km of road maintenance in Guadalcanal and 35 km in Malaita, and had
tendered for 72.5 km of road maintenance and construction of 25 water crossings in Makira.

3 ADB. 2007. Report and Recommendation of the President to the Board of Directors on the Proposed Asian
Development Fund Grant Solomon Islands: Emergency Assistance Project. Manila (Grant 0078, with cofinancing
from the European Commission).

* ADB. 2008. Report and Recommendation of the President to the Board of Directors on Proposed Grant to Solomon
Islands for the Domestic Maritime Support (Sector) Project. Manila (Grant 0127, with cofinancing from the
European Commission).

> ADB. 2007. Technical Assistance to Solomon Islands for Preparing the Domestic Maritime Support Project and
Technical Support Program. Manila (TA 49801 SOL).



that it makes provision for the establishment of community companiesd a special type of

company designed for use by kin groupsd enabling the use of community assets in a way that
benefits all member s of the community. These | eg:
credit and encourage their participation in economic activity by making it easier for them to form

new companies (see Appendix 3).

B. Portfolio Monitoring and Evaluation

21. The Government's absorptive capacity is limited, and is also overwhelmed by massive
inflows of aid resources, and the structural complexity of the RAMSI intervention alongside
traditional development partner assistance structures and mechanisms. Historically, political
instability has also adversely affected portfolio performance of ADB assistance as well as that of
most development partners.

22. Cumulative contract awards and disbursements under ongoing grants amounted to
$9.39 million and $3.04 million, respectively as of end of 2008. Total contracts awarded in 2008
amounted to $1.43 million while disbursements amounted to $2.05 million. Performance on
contract awards and disbursement ratios has been mixed. In 2007, contract awards and
disbursement ratios were 100% and 103%, higher than the ADB-wide average of 33.18% and
29.51%, respectively. In 2008, however, contract awards and disbursement ratios were 17%
and 40% respectively. Weak institutional capacity and political instability have adversely
affected project processing and implementation of investment projects, and have hampered
progress in policy reform. ADBb&6s sharp strategic
and its main government interlocutors since 2003, have helped to address many of these issues.
A combination of flexibility to adjust to changing development circumstances, and close
monitoring of, and engagement in, project implementation and supervision, will continue to be
essential to achieve sustainable development results.

. PARTNERSHIP STRATEGY AND PROGRAM

A. Country Partnership Strategy and Operational Focus
1. Partnership Strategy
23. ADB 6 s i aouneyrpartmership strategy for Solomon Islands seeks to reduce poverty

by promoting equitable private-sector-led economic growth through improved transportation
infrastructure and services and a stronger business enabling environment. ' Capacity
development and the promotion of good governance are guiding priorities in this context, and to
the extent possible, links between the priority areas will be leveraged.

24, ADB will not provide new lending to Solomon Islands until debt sustainability is
restored. !’ Assistance instruments include Asian Development Fund (ADF) grants in the
transport sector, country-specific TA for capacity development and policy reform in the transport
sector, and PSD. The country program will be complemented by regional TA, particularly in the

'® The consultative process for this interim country partnership strategy included consultations with government, the
private sector, nongovernment organizations, and other development partners during sector and country portfolio
performance reviews and country programming, as well as part of the preparation of the analytical work undertaken
in the process, in particular the Solomon Islands Economic Report.

m Progress will be assessed on the basis of debt sustainability assessments prepared by the International Monetary
Fund in close cooperation with the World Bank and ADB on an annual basis.



areas of PSD, environmental issues, and renewable energy. ADB will continue to provide
knowledge products such as the 2009 economic report (footnote 1) and the policy brief on the
impact of the global economic crisis (footnote 2). The strategy will provide sufficient flexibility to
allow ADB to help respond to the economic challenges facing the country and reform
opportunities in the strategic priority areas.

25. The interim strategy is in line with ADB's Pacific strategy, ** ADB's approach for
engagement in fragile situations,™ and internationally adopted principles of good international
engagement in fragile states.” In particular, through its country strategy, ADB will continue to (i)
focus its assistance on a relatively | imited numb.
strengths with local development priorities; (ii) commit to remain engaged, as a lead donor, in
these core areas of support for the long term, and seek to continuously enhance ADB's
responsiveness within the focus areas; (iii) support state building by helping develop effective
institutions, improve the business environment, and promote good governance; (iv) strengthen
the cooperation and coordination with other development partners through the newly
established ADB development coordination office in Honiara, co-located with the World Bank
Group, and promote harmonization through the mobilization of significant cofinancing with other
development partners and through working with development partners toward a sector-based
approach in transport; and (v) build flexibility into the country strategy, taking into account the
fragile political situation, the country's vulnerability to natural disasters, and the looming
economic crisis that may require extra efforts to avoid economic meltdown.

2. Assistance for the Strategic Priorities

26. Indicative Resources. The nonlending (grant assistance) program will remain the major
vehicle for delivering ADBG6s countr y20%0tisr$®Bt3& gy . Th
million, and, for planning purposes, the ADF grant allocation for 2011 2012 has been set at

$15.00 million.?* ADB will also seek cofinancing from other development partners. Flexibility will

be important to allow ADB to respond to the current economic challenges. Subject to availability

of core TA resources, ADB will provide selected TA support, at an indicative average of around

$1.1 million per annum during the planning period.

27. Transport Infrastructure and Services. The main challenges facing the development
of the country's transport network include (i) lack of investment due to funding constraints; (ii)
poor asset management and years of neglect and deferred maintenance due to inadequate
prioritization and declining budgets, poor training, and lack of personnel that were all
exacerbated by the civil conflict; (iii) weak institutional capacity; (iv) a relatively small yet widely
dispersed population; and (v) vulnerability to natural disasters. The last-mentioned feature
implies a need for special consideration in the engineering of ongoing infrastructure projects and
flexibility in terms of responding to disaster impacts.

18 ADB. 2004. Responding to the Priorities of the Poor: A Pacific Strategy for the Asian Development Bank, 200571
2009. Manila; ADB. 2008. Working in Fragile Environments: A Midterm Review of the Pacific Strategy 20051 2009.
Manila.
9 ADB. 2007. Achieving Development Effectiveness in Weakly Performing Countries. Manila.
% The Organisation for Economic Co-operation and Devel opment 6s Devel opment Assistance
and Advisory Group, and the Paris Declaration on Aid Effectiveness.
% These allocations are subject to changes on the basis of the outcome of the country performance assessment and
changes to the overall ADF envelope.



28. ADB's sector strategy is to (i) support the rehabilitation and maintenance of physical
transport infrastructure, and (ii) facilitate the improvement of interisland transportation services.
Successful implementation of transport sector reform is augmented by support for business law
reforms. The strategy is also designed to cover appropriate responses to natural disasters that
affect sustainability of transport infrastructure. In particular, the strategy will contribute to the
following intermediate outcomes: infrastructure damaged by the 2007 earthquake and tsunami
will be rehabilitated and functionality restored, current transport infrastructure assets will be
upgraded and maintained to design standards, and sea transport service frequencies to
provinces will meet an agreed minimum standard. The strategy will be implemented through (i)
grant-financed investment projects that are both strategic and catalytic in nature, (ii) a strong
focus on capacity development, (iii) policy and legal reform, and (iv) enhanced use of existing
aid resources (for instance, by increasing local content in terms of procurement practices and
labor intensity). ADB will explore opportunities, through innovative finance mechanisms and
more programmatic, sector-based approaches, to cement a longer-term sector partnership. It is
anticipated that the Pacific Region Infrast
investment and assistance in Solomon Islands. ADB's future projects will evolve toward sector-
based approaches to strengthen harmonization, alignment, and joint management of projects
among development partners with the Government.

29. An ADF grant is proposed in 2009 to finance flood damage works on West Guadalcanal
and Malaita and to facilitate a larger project in 2010. A 2009 TA project will help prepare a rural
transport sector development project funded through an $11.25 million ADF grant in 2010. The
project aims to help integrate the rural transport network and improve access for the high
proportion of the population that lacks road transport. Taking into account the need for
continued support of rural support services in the transport sector beyond 2011, ADB will
explore options to apply its new funding instruments, including the multitranche financing facility,
with a view to increase longer-term certainty of funding and transition to a sector-based
approach to support the transport sector. ADB will seek to mobilize substantial additional
cofinancing for all investment projects (ADF grants), especially through the upcoming Pacific
Region Infrastructure Facility. Advisory TA in support of transport sector development ($1.2
million) has been programmed for 2010, and capacity development TA has been programmed
in 2011 to provide technical support services for strengthening the MID.

30. Private Sector Development. The private sector is highly constrained by an adverse
busi ness envi rP&Dh stratagy for SHomBnldands aims to provide support to the
Government to improve the business environment through modernizing and implementing the
legal business framework, improving access to finance, and supporting SOE reform and greater
private sector participation. Intermediate outcomes include (i) implementing the SOE Act, (ii)
increasing private sector participation in different sectors of the economy, (iii) strengthening the
SOE monitoring function in the Ministry of Finance, (iv) reforming key business laws, (v)
establishing a well-functioning companies registry, and (vi) implementing an effective legal
framework for secured transactions.

31. ADB will seek to provide a rapid response for policy and institutional economic reform by
maximizing the use of the regional TA for the Pacific Private Sector Development Initiative.*

22 ADB. 2006. Technical Assistance for the Private Sector Development Initiative. Manila (TA 6353i REG, with
cofinancing from the Government of Australia). This regional TAi s desi gned to | everage
strategies in the Pacific by providing a rapid-response capability for private sector development reform in priority
areas such as SOE reform and privatization, business law reform, and financial sector development.
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Specific interventions include the modernization of the company registry; establishment of a
secured transactions registry; and selected SOE reform, privatization, and publici private
partnership support as appropriate. TA for PSD support ($0.8 million) has been programmed for
2011 to ensure continued support for this important element of the country strategy. With limited
opportunities for private sector operations in Solomon lIslands, the strategy will have to be
highly opportunistic. It will focus on innovative approaches and be open to possible engagement
in nontraditional sectors, where ADB's private sector operations can have a highly catalytic
impact, while paying due attention to the risks involved. ADB's catalytic role and contribution to
the achievement of projects through private sector operations and related products will be
carefully explored on a case-by-case basis in close cooperation with the Private Sector
Operations Department and other development partners.

32. Mainstreaming Climate Change. A number of ADB-assisted projects are supporting
the mainstreaming of climate change issues in Solomon Islands. These projects are
mainstreaming climate change through both adaptation and mitigation. ADB-assisted projects
that are supporting climate change adaptation include regional TA for the Coral Triangle
Initiative as well as infrastructure projects. The Coral Triangle Initiative seeks to ensure
conservation and sustainable management of coral reef ecosystems and coastal and marine
biological resources in target countries including Solomon Islands.*® In the future, it will include
investments in adaptation measures for integrated watershed and coastal management,
including marine protected areas. Climate change adaptation, including climate-proofing of
structures, is also key part of ongoing infrastructure projects, including the Domestic Maritime
Support Project (footnote 14) and the Road Improvement Project (footnote 12). The latter is
integrating adaptation measures into the design and maintenance of civil works in two ways:
incorporating adaptation measure for future climate change into subproject planning and
engineering designs; and including adaptation measure as part of the environmental
management plan. The models developed under this project may also be replicated to other
infrastructure projects under the Government's medium-term strategic plan and thus have a
wider impact. Through regional TA, ADB is also supporting climate change mitigation in
Solomon Islands through its work on renewable energy: ADB is designing a regional renewable
energy intervention to improve access to rural electrification and support the use of renewable
energy sources, including alternative fuels and mini hydro, in remote islands.

33. Economic Crisis Response Support. As noted, the country faces severe fiscal and
balance of payments imbalances in 20091 2010. Unless these are expeditiously addressed,
there is a risk that progress made in recent years could be reversed. ADB has been providing
analytical support and technical advice to the Government to help assess the economic
situation and to outline possible policy responses. Analytical and advisory support in economic
management will be i nt ensi fi ed, depending on the Gover nme
20097 2010.** ADB is an active member of a core working group of government and
development partner representatives, which are monitoring the evolving economic situation,
assessing possible crisis response options, and coordinating partner responses. ADB will
continue to monitor the situation closely and will consider further responses as the
Government 6s stabilization plans take shape.

% ADB. 2008. Technical Assistance for Strengthening Coastal and Marine Resources Management in the Coral
Triangle of the Pacific Phase 1. Manila (TA 498071 SOL).

2 ADB. 2009. Technical Assistance for Pacific Economic Management. Manila (TA 72801 REG); ADB. 2008.
Technical Assistance for Enhancing Engagement with Pacific Developing Member Countries. Manila (TA 64751
REG).
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34. ADB is endeavoring to accelerate disbursements of existing projects, where feasible, to
help offset the near-term crisis impacts. ADB, along with relevant cofinanciers, is also making
an effort to adjust the existing program in the transport sector to expedite the more labor-
intensive components, and to increase the local content of projects to maximize utilization of
local labor, materials, and resources.

35. Technical assistance required to address the impact of the economic crisis will be
provided mainly from regional TA, particularly the Pacific Economic Management program
(footnote 24), supplemented by the Pacific PSD Initiative (footnote 22) as appropriate. A stand-
by economic support program grant has been included in the 2009 country program.

36. Other Technical Assistance. To complement the TA program and leverage scarce TA
resources, ADB will include Solomon Islands in other regional TA activities where feasible
(Table A.8.3, Appendix 8).

B. Development Partnerships

37. Role of External Assistance. Solomon Islands receives significant aid flows from
bilateral and multilateral partners, and is internationally among the top aid recipient countries,
both on a per capita and percent of GDP basis.? In 2009, development partners are expected
to contribute nearly 85% oft he Government 06s devel opment expendi't
in 2003 paved the way for other development partners to resume full operations after the civil
conflict. As a result, aid flows have increased significantly, from around 18% of GDP during the
initial stages of reconstruction in 2003 to an average of about 30% of GDP annually from 2005
to 2009.%° Large parts of these aid flows have, however, been security related and hence
somewhat distort the picture of traditional aid structures and flows. Nongovernment
organizations, including private sector organizations, have been playing an increasingly
important role in the country's development and in promoting public accountability. ADB has
been cooperating with nongovernment organizations to strengthen the effectiveness, quality,
and sustainability of services.

38. External Funding Coordination. The Government's aid and coordination system is
relatively ineffective due to capacity constraints and weaknesses in internal coordination among
central agencies. Coordination among development partners has been improving in recent
years, however, because most partners now have assistance programs in place after the initial
few years of re-engagement after the civil conflict. It is anticipated that, with the establishment of
a new in-country presence of ADB and the World Bank, aid effectiveness and development
partner coordination will further improve. A core working group was formed in early 2009; it is
led by the Ministry of Finance and includes selected development partners, including ADB and
the World Bank. The aim of this group is to strengthen economic management and foster a
more coordinated and aligned partner response. A summary of development partner activities is
in Appendix 6.

% UNDP. 2008. Human Development Report 2007/2008. Fighting Climate Change: Human Solidarity in a Divided
World. New York.

% |nternational Monetary Fund. 2008. Solomon Islands: 2008 Article IV Consultation-Staff Report; Staff Supplement;
Public Information Notice on the Executive Board Discussion. Washington, DC.
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39. Partnership Arrangements. ADB, Australia, and New Zealand are developing a
common strategy in the land transport subsector which will involve elements of cofinancing
projects, joint support of a common project management arrangement within the MID, and the
use of a single transport sector fund. The National Transport Plan, which is being updated, is
guiding the operations of all three partners. The first cofinancing project by the three agencies
was completed in March 2008. Work continues on the ongoing Solomon Islands Road
Improvement Project, cofinanced by Australia and New Zealand, for $16.5 million on a grant
basis. Joint lessons learned are being taken into account for ongoing and new initiatives and
progress is being made toward developing a sector-based approach for land transport. ADB and
the European Commission have entered partnership and grant-based cofinancing agreements
with respect to the Emergency Assistance Project ($9.00 million) and the Domestic Maritime
Support (Sector) Project ($19.25 million). ADB's PSD support has mobilized cofinancing from
the Australian Agency for International Development (AusAID), which has provided assistance
for TA in SOE reform?” and business law reform,? as well as the Pacific Private Sector
Development Initiative (footnote 22), which has been providing significant short-term expertise
to Solomon Islands since 2007.

40. A D B 06 s -slaning and financing arrangements have been revised to make them more
comparable with those of other development partners (see Appendix 7). The cost-sharing
ceiling has been set at 99% for public sector grants and TA, and individual projects may be
accorded ADB financing for up to 99% of total costs.

C. Results-Based Monitoring Process and Plan

41. Progress in achieving intermediate outcomes, as indicated in the country operations
business plan for 20091 2011,*i s | argely on track. ADB®&s i
results-oriented, bearing in mind the tremendous uncertainties posed by a fragile, post-conflict
economy adversely affected by a rapidly deteriorating external environment. The country
strategy and program results framework has been updated (see Matrix). Progress in achieving
country-level and ADB-specific results will be monitored regularly by the Government and ADB.
The newly established development coordination office in Honiara will play an important role in
results monitoring, and in so doing will help contribute to building government capacity in
managing for development results.

42. A comprehensive country partnership results framework will be developed in 2011 in
conjunction with the preparation in 2011 of the country partnership strategy for 20121 2016.

2" ADB. 2005. Technical Assistance to Solomon Islands for State-Owned Enterprise Reforms and Private Sector
Participation. Manila (TA 44821 SOL, with cofinancing from the Government of Australia).

%8 ADB. 2005. Technical Assistance to Solomon Islands for Supporting Business Law Reform. Manila (TA 47007 SOL,
with cofinancing from the Government of Australia).

29 ADB. 2008. Country Operations Business Plan (20091 2011): Solomon Islands. Manila.
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COUNTRY PARTNERSHIP STRATEGY RESULTS FRAMEWORK

National Medium-Term Asian Development Bank Strategic Focus Risks
Development Agenda Development Objective: Sustainable Pro-poor Economic Growth”
Strategic Key Constraints Intermediate Outcomes Intermediate Indicators ADB Assistance Program
Goals®
ADB Objective 1: Provide Transportation Infrastructure and Services
Rebuilding Poor Road and maritime e 100 km of rural roads and e Solomon Islands Road Absorptive
supporting infrastructure network progressively 12 rural wharves Improvement Project (ADF capacity of the
infra- rehabilitated to restore rehabilitated by 2012. Grant 0048/0049/0050 Ministry of
structure Unreliable connectivity and accessto | ¢ Road maintenance via SOL, 2006) Infrastructure
interisland markets and social labor-based methods and ¢ Emergency Assistance Development
transport services. community contracting Project (ADF Grant 0078- Government
services Infrastructure damaged in implemented in at five SOL, 2007) funding for
the April 2007 disaster provinces by 2010. e  Strengthening Disaster maintenance
Poor links rehabilitated and e NTP updated every 2 Recovery Planning and Natural
between rural functionality restored. years. Coordination (TA 4944- disasters

and urban areas

At least 20 rural wharves
reconstructed or replaced.
Current transport
infrastructure assets
upgraded and maintained
to design standards (as
specified in the NTP).

Air and sea transport
service frequencies to all
provinces meet an agreed
minimum standard (as
specified in the NTP).

NTP funding channels and
mechanisms finalized by
20009.

Franchise shipping
agreement(s) for at least
six uneconomic routes
signed between the
Government and operators
by 2009, in accordance
with due process.

Critical constraints to rural
accessibility alleviated
through rehabilitation of
feeder roads, rural
wharves, and improved
interisland shipping
services.

SOL, 2007)

Preparing the Domestic
Maritime Support Project
and Technical Support
Program (TA 4980-SOL,
2007)

Domestic Maritime Support
Project (ADF Grant 0127-
SOL, 2008)

Establishment of the
Solomon Islands Maritime
Administration (TA-7178-
SOL, 2008)

Preparing the Transport
Sector Development
Project (TA 2009)

Rural Transport
Infrastructure Project (ADF
Grant, 2010)

Supporting Rural Transport
Infrastructure Development
(TA 2010)

Strengthening Ministry of
Infrastructure Development
(TA 2011)

€T



National Medium-Term
Development Agenda

Asian Development Bank Strategic Focus
Development Objective: Sustainable Pro-poor Economic Growth”

Risks

Strategic Key Constraints Intermediate Outcomes Intermediate Indicators ADB Assistance Program
Goals?
e  Establishment of the
Pacific Aviation Safety
Office (Loan 2183-REG
2005)
e Improving Delivery of
Infrastructure Services (TA
6257-REG, 2007)
ADB Objective 2: Create an Enabling Business Environment
Reforming Poor service Sound SOE Act, including e SOE Act being e Private Sector Political
SOEs delivery and provisions for community implemented and Development Initiative (TA pressure to
financial service obligations. enforced. 6353-REG, 2006) maintain
performance by Management contracts e One privatization executed support for
SOEs and privatizations. in 2009, and one in 2010. poorly
SOE monitoring functionin | ¢  Reduced fiscal allocations performing
Ministry of Finance to privatized SOEs or SOEs
strengthened. those under management Lack of political
contract. will to carry
through
privatization
Political
instability
Legal and Ineffective Significant government e Companies Act passed in e  Supporting Business Law Political
regulatory business law, progress in rationalizing 2009 and implementation Reform (TA 4700-SOL, instability
business regulation, and business laws and legal commenced. 2005) Absorptive
environment property rights institutions. e Trustee Act passed in e  Private Sector capacity of
2010. Development Initiative (TA local
e Companies registry 6353-REG, 2006) counterpart
modernization under way e Private Sector
in 2009 and finalized in Development Support (TA
first half of 2010. 2011)
e Pacific Financial Technical
Assistance Centre (TA
6281-REG, 2005)
Financial Poor access to Effective legal, regulatory, e Secured Transactions Act | e  Diagnostic Studies for Absorptive
development finance and technical collateral passed in 2008 and Secured Transactions capacity of
framework for movable secured transactions Reforms in the Pacific local
assets. registry online by 2009. Region (TA 6202-SOL, counterpart

14



National Medium-Term Asian Development Bank Strategic Focus Risks
Development Agenda Development Objective: Sustainable Pro-poor Economic Growth”
Strategic Key Constraints Intermediate Outcomes Intermediate Indicators ADB Assistance Program
Goals®
First 300 secured loans 2005) Political
posted on notice board by Private Sector instability
mid 2010. Development Initiative (TA
6353-REG, 2006)
Energy Poor access to Renewable energy An additional 200 Promoting Access to Weak local
energy technologies successfully households have access to Renewable Energy in the institutional
demonstrated. renewable energy as a Pacific (TA 2009) support
Technologies ready for result of pilot projects. Local
replication and scale up. Feasibility studies communities
completed. will not use
new energy
sources
provided

ADB = Asian Development Bank, ADF = Asian Development Fund, km = kilometer, NTP = National Transport Plan; RETA = regional technical assistance; SOE =
state-owned enterprise; TA = technical assistance.

dSpeci fic

components of the Governmentos

devel opment

® possible support to address the evolving economic crisis will be accommodated in the results framework as appropriate.
Source: Asian Development Bank.
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Appendix 1
COUNTRY AND PORTFOLIO INDICATORS
Table A1.1: Country Economic Indicators
Item 2004 2005 2006 2007 2008 2009
A. Income and Growth
1. GDP per Capita ($, current) 815 878 945 1093 1268 1284
2. GDP Growth (%, in constant prices) 4.9 5.4 6.9 10.7 6.9 0.4
a. Agriculture 111 5.2 5.3 18.9 o] o]
b. Industry 0.7) 10.6 (18.1) 28.7 o] o]
c. Services 4.6 4.3 6.7 o] o] o]
B. Saving and Investment (% of GDP)
1. Gross Domestic Investment o] 3 o] o] o] o]
2. Gross National Saving o) o) o] o] o] o]
C. Money and Inflation (annual % change)
1. Consumer Price Index 6.934 7.1 11.1 7.657 17.2 8.0
2. Total Liquidity (M2) 195 38.9 26.4 24.0 21.0 d -
D. Government Finance (% of GDP)
1. Overall balance 5.2 2.8 1.9 0.5 15 (0.4)
2. Total Revenue (including grants) 33.5 46.9 47.3 50.2 48.9 50.6
1. Total expenditure 28.3 44.0 45.4 49.7 47.3 51.1
E. Balance of Payments
1. Merchandise Trade Balance (% of
GDP) 9.1 (5.6) (20.6) (16.0) o} o}
2. Current Account Balance (% of GDP) 16.3 (@) (6.4) (12.4) (18.7) (13.3)
3. Merchandise Export ($) Growth
(annual % change) 28.5 22.3 8.2 48.0 25.0 o]
4. Merchandise Import ($) Growth
(annual % change) 29.4 52.4 (1.1) 31.1 24.0 o]
F. External Payments Indicators
1. International Reserves (in months of
current year's goods imports) 5.5 4.7 3.8 3.9 3.0 2.1
2. External Debt Service (% of exports of
goods and services) 12.9 8.9 9.9 9.9 10.0 o]
3. Total External Debt (% of GNI) 42.8 36.0 33.9 27.6 21.8 18.8
G. Memorandum Items
1. GDP (current prices, SI$ billion) 1.961 2.207 2.542 2.971 3.647 4.154
2. Exchange Rate (SI$/$, average) 7.48 7.53 7.61 7.66 7.71 8.00
3. Population (million) 0.468 0.481 0.495 0.508 0.523 0.537

() = negative, "d " = not available, f = forecast, GDP = gross domestic product, GNI = gross national income.
Sources: International Monetary Fund. 2009. World Economic Outlook Database; ADB. 2008. Key Indicators for
Asia and the Pacific 2008. Manila; ADB. Forthcoming. Solomon Islands Economic Report. Manila.



Table A1.2: Portfolio Indicatorsi Portfolio Amounts and Ratings
(public sector grants as of 30 June 2009)

Rating® )
NAertn(gL?]rt‘t Total Highly Partly Unsatis- g:’;ﬁ?et:ﬁ!; At Risk®
Satisfactory Satisfactory Satisfactory factory
Sector $ million % No. % No. % No. % % % % No. %
Agriculture and Natural 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Resources
Education
Energy 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Finance 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Health, Nutrition, and Social
Protection
Industry and Trade 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Multisector 8.95 20.00 1 20.00 0.00 1 100.00 0.00 0.00 0.00 0.00
Public Sector Management 0.00 0.00 0 0.00 0.00 0 100.00 0.00 0.00 0.00 0.00
Transport and ICT 36.13 80.00 4  80.00 0.00 4 100.00 0.00 0.00 0.00 0.00
Water Supply, Sanitation, and 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Waste Management
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Total 45.08 100.00 5 0.00 0.00 5 100.00 0.00 0.00 0.00 0.00

@ One rating for implementation progress and development objectives, based on the lower rating of either.
® potential problem projects are satisfactory projects but have four or more risk factors associated with partly satisfactory or unsatisfactory performance.

¢ A project is "at risk" if it is rated partly satisfactory, unsatisfactory, or a potential problem.

Source: Asian Development Bank estimates.
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Table A1.3: Portfolio Indicatorsi Disbursements and Net Transfers of Resources
(public sector loans as of 31 December 2008)

Disbursements and Transfers OCR ADF Total
Disbursements®
Total Funds Available for Withdrawal ($ million) 0.00 0.00 0.00
Disbursed Amount ($ million, cumulative) 0.00 56.20 56.20
Percentage Disbursed (disbursed amount/total available) 0.00 100.00 100.00
Disbursements ($ million, latest year) 0.00 0.10 0.10
Disbursement Ratio (%)° 0.00 102.82 102.82
Net Transfer of Resources ($ million)
2004 0.00 (0.71) (0.71)
2005 0.00 1.16 1.16
2006 0.00 2.35 2.35
2007 0.00 1.70 1.70
2008 0.00 (2.23) (2.23)

() = negative, ADF = Asian Development Fund, OCR = ordinary capital resources.

& Includes all loans with disbursements during 2008.
Ratio of disbursements during the year over the undisbursed net loan balance at the beginning of the year less
cancellations during the year. Effective loans during the year are added to the beginning balance of
undisbursed loans.

Source: Asian Development Bank estimates.

Table Al.4: Grant Financial Report®
(public sector grants as of 31 December 2008)

: Cumulative
Lﬁ/n?k)Rer Donor and Project Title CO(QnTi:Itig?w’)ant Disbursements b
($ million)
Australian Grant
0049 SOL: Road Improvement (Sector) 6.50 0.80
New Zealand Grant
0050 SOL: Road Improvement (Sector) 9.80 1.00
European Commission Grant
0078 SOL: Emergency Assistance Project 4.10 0.00
Total 20.40 1.80
GR = grant, SOL = Solomon Islands, TA = technical assistance.
& Grant financial report covers total effective grants less financially closed.
® Excludes administration costs and bank charges.
Source: Asian Development Bank.
Table A1.5: Asian Development Fund Grants
(public sector grants as of 31 December 2008)

No. of Total Disbursed Undisbursed Grants Total
Effective Effective Effective Effective Approved Grants
Grants 2 Grants Grants® Grants Not Yet Approved

(% million) ($ million) ($ million) Effective (% million)
($ million)
2 5.30 0.40 4.90 14.00 19.30

? Total effective grants less financially closed.
® Includes advances.
Source: Asian Development Bank.
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ECONOMIC ASSESSMENT
A. Recent Macroeconomic Developments

1. Economic Growth. The economy of Solomon Islands emerged from recession in 2003
and experienced strong growth, averaging 6.5%, in the following 5 years. The major contribution
to growth came from the largely aid-driven services sector in 20041 2006, but in 2007 and 2008
the primary sector dominated. The latter growth reflected substantial expansion in agricultural
activity (cocoa, copra, palm kernel, and palm oil), in fishing (in 2008) and, above all, in forestry
production, which has exceeded a sustainable level since 1992 and reached five times a
sustainable level in 2007. The apparent macroeconomic stability of recent years has therefore
been largely based on aid and in part on unsustainable resource exploitation.

2. Inflation. Consumer price inflation accelerated to 16.5% in 2008, driven by high fuel and
food prices as well as strong credit growth. These factors have since abated and inflation is
expected to fall to below the Central Bank of Solomon Islands' target of 10% in 2009.

3. Sectors. Agriculture accounts for around 20% of gross domestic product (GDP), forestry
12%, and fishing and industry 6%i 7% each. Services, mainly concentrated in the Honiara area
and more than half of which is government, account for more than half of GDP. Forestry
accounted for an estimated one-quarter of economic growth in 2007, and generated 66% of
export earnings and 16% of government recurrent revenue. In 2008, the sector provided about
one in ten jobs in the formal sector, as well as income to customary landowners.

4, External. The economy has remained dependent on a narrow export base since
independence, with export performance since 2001 increasingly reliant on growth in timber
exports, which largely are destined for the People's Republic of China. In 2007, timber exports
accounted for 66% of total exports by value, and fish for 14%. Emerging exports of palm oll
products contributed 9% to total exports, and cocoa contributed 4%. Import growth in 20017
2007 has outpaced export growth, reflecting the Regional Assistance Mission to Solomon
Islands (RAMSI) intervention, aid flows, and the rapid expansion of government spending. A
deficit in the goods and services account has been more than offset by a surplus on the
transfers account in recent years, reflecting large aid inflows. The capital and financial account
has also moved into surplus, primarily because of official investment grants and higher foreign
direct investment. Official foreign reserve levels consequently rose to a peak at the end of 2007,
though the import cover they provided fell to 3.9 months from 4.4 months at the end of 2006
because of rapid import growth. In 2008, the official reserve level has become less comfortable,
dropping to below 3 months of import cover. The drop reflects the impact of higher prices for
imported fuel and food, government debt repayments, and investments abroad by the National
Provident Fund.

5. Public Finance. The Government was able to run budget surpluses from 2003 to 2008,
although these surpluses masked strong growth in expenditure, which was offset by high
revenue collections. The overall budget surplus has declined since 2004, which reflects a
substantial rise in government-funded development spending, as well as a lower than expected
recurrent budget surpluses, which resulted from higher than expected expenditures on payroll
and other charges. A deficit of 0.4% of GDP is now expected for 2009. Cash reserves at the end
of 2008 were lower than expected and will not be sufficient to fully fund the deficit. The level of
official public debt has dropped from its 2004 peak and continued to fall in 2007 and 2008 as a
result of major debt relief from the Government of Australia in October 2007, the clearing of
most debt arrears, and the recommencement of debt repayments on a number of loans. As a
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proportion of GDP, the Government estimated that debt levels fell from 61.5% at the end of
2004 to around 32% by the end of 2008, assisted by strong growth in nominal GDP. However,
the debt burden, though lowered, still leaves the economy at high risk of debt distress,
especially given the precarious economic situation and uncertain economic prospects.

B. Impact of the Global Economic Crisis

6. Solomon lIslands is likely to be one of the Asian Development Bank's (ADB)'s Pacific
developing member countries most adversely affected by the global economic crisis. Logging
output in the first 4 months of the year fell by 36% compared with the same period in 2008. The
Ministry of Finance and Treasury expects logging for 2009 as a whole to decline by around one-
third compared to 2008 levels. Logging, however, faces inevitable medium-term decline due to
unsustainably high harvesting rates in recent decades. The global economic crisis has therefore
brought forward the need for adjustment but has not been the sole cause.

7. Economic Growth. A 30% fall in logging alone would reduce GDP by 3.6%, resulting in
no growth in 2009, a fall in per capita GDP, and an increase in the current account deficit to
more than 10% of GDP. As a result, the country is at high risk of both fiscal and balance of
payments crisis. Growth is also likely to remain modest in future years as the decline in logging
stocks is increasingly felt.

8. Foreign Reserves. A positive recent development has been the stabilization and
improvement in the foreign reserves position. Import cover as of July 2009 is at 3 months,
having fallen as low as 2.5 months earlier in the year. This has been partly due to some one-off
factors such as a large banking transaction, increased aid flows from Taipei,China, receipt of a
substantial aid disbursement by the European Commission, and exchange rate movements.
The effects of the increased aid flows will wane as the money is spent and the Ministry of
Finance and Treasury expects foreign reserves will again come under pressure in the second
half of the year and into 2010. If foreign reserves are exhausted, balance of payments support
of up to $100 million may be required to restore reserves to a comfortable level (defined as
sufficient to fund 4 months of imports).

9. Revenue. The effects of the decline in logging are being felt most prominently in
government finances. Due to the decline in revenue and lower than expected cash reserves
carried forward from previous years, the Government had SI$100 million less money available
to spend in the first 4 months of the year compared with its budget forecasts. An overall shortfall
of S1$220 million is expected for 2009 as a whole. The decline in revenue goes beyond logging
duties, with the overall weakness in the economy and reduction in prices also affecting
collection of other revenue sources such as goods tax. With lower than expected fiscal reserves
as well as lower taxes and duties, the Government is struggling to maintain sufficient cash flow
to meet its payroll liabilities.

10. Prospects and Response. In response to the crisis, the Government has set up an
economic working group with donors and developed a strategy including fiscal measures. It has
taken fiscal measures geared toward maintaining sufficient cash flow to meet the payroll,
including (i) a 10% reservation on recurrent budget appropriations, (i) a hiring freeze, (iii) a
reduction and reprioritization of its development expenditure, and (iv) a further temporary 25%
reservation on recurrent expenditure (to be reversed in the 4th quarter) to assist with cash flow
management. The Government has also requested donors to (i) consider depositing aid funds
through the Central Bank to alleviate balance of payment pressure, (ii) increase local
procurement of materials in the projects, (ii) expedite the implementation of existing
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development projects, (iv) redesign current projects to be more labor intensive, (v) reprioritize
aid programs toward economic growth sectors, (vi) provide budgetary support and balance of
payments support, and (vii) front-load the implementation of their funding support programs. At
the same time, given the expected medium-term decline in logging, efforts must be intensified to
undertake structural reforms to improve Solomon Island's growth potential.
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GENDER ASSESSMENT
1. The following summary assessment draws from recent gender analysis undertaken on
the Solomon Islands.
A. Gender Situation and Key Issues
2. The Government is committed to promoting gender equality in national as well as

regional and international development policy frameworks. However, Solomon Islands ranks
very low, in regional comparison, in both gender development and gender empowerment
indicesd households headed by women are usually poorer, women have less access than men

to secondary and tertiary education and consequently have | ower | it eracy rates,

access to health and family planning services remains particularly poor in rural areas. Moreover,

the obstacles to womends participation in, and

o

mean that the potential contributi on o f hal f of the countrybés popu

generates a significant economic loss for Solomon Islands.

3. Gender relations are influenced by matrilineal and patrilineal cultural patterns, but
decision making and control of resources is biased, favoring men across all groups. There is a
strong traditional obligation system that undermines individual control of resources and

exacerbates womenbés | ack of economic power . Oppot
lack of land registraton and by womenbds gener al-thakinglinbuencepim!| i t i c a

community settings. Women experience time poverty due to overwork in rural subsistence
agriculture and responsibilities to family, community, and the church.

4, Political upheaval since 2000 has had a heavy impact on women, and during the period

of tension, resulted in forced marriages, increased levels of rape and other violent assaults,
population displacement, and loss of livelihoods and opportunities. Children in some areas have

paid a heavy price as schools were burned or closed; they witnessed atrocities and experienced

food shortages and hunger. During the conflict, women were active in peace building but were
excluded from high-level peace talks and negotiations. Local and regional nongovernment
organi zations ( NGOs) have worked with womenos
government and donor awareness of the United Nations Security Council Resolution 1325 on
ensuring involvement of women as decision-makers and stakeholders in conflict reduction and

peace building.

1. Gender Gaps and Opportunities for Girls at the Secondary School Level

5. This indicator demonstrates issues of human resource capacity and social capital.
Inequality in educational opportunity is a contravention of human rights and the resulting
inequality of outcomes inhibits development effectiveness from generation to generation.
Generally, while enrolment and access to education has been improved at the primary school
level, gender opportunity issues remain at the secondary level of education. The United Nations
Human Development Report states that the gross secondary enrollment rate for girls was 27%
in 2005, with a female to male ratio of 0.86. A number of donors have invested in improvements
to education infrastructure, with a focus on ensuring accessibility to primary level schooling.
Initial primary enrollment for girls and boys starts at approximately 94%, but rates fall

! ADB.2008.Gender Profiles of Asian Devel opment Bénpldleed.Paci fi c

De
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disproportionately at the secondary level due to a shortage of places, a high drop out rate,
adolescent pregnancy, and families pulling girls from school for household and on-farm labor.?

2. Sexual and Reproductive Rights and Health

6. Fertility rates are high at 4.4 live births per woman overall, with teen pregnancy rates of
72 live births per 1,000 women aged 15i 19.% Contraceptive prevalence (modern methods) is
15%. Contraceptives are not readily available, and when available, are not for free, which
further inhibits uptake. Health services are largely funded by development partners. About 80%
of the population has access to devolved basic health services, but personnel often have only
basic first aid training. The United Nations Population Fund reports that a trained birth attendant
supports 86% of births. The United Nations Human Development Report lists the maternal
mortality ratio 200/100,000 live births, with infant mortality at 24/1000 live births and child
malnutrition (underweight) is 21%.

7. Sexual and reproductive rights are not defined in the legislation. Policies for HIV/AIDS
are in place, but implementation remains a challenge due to gender inequality and taboos on
discussing sensitive sexual issues. As of 2008, there were twelve reported cases, two thirds of
which were women. There is stigma and discrimination against HIV positive individuals and also
often against their caregivers who are primarily women. This has a negative impact on the
number of individuals who present for testing, needs assessment, and treatment.

3. I nfrastructure t hat Supports Re dnoec t i
Poverty

o
=)
=]

8. Women in Solomon Islands perform multiple roles as household managers, subsistence
and cash crop farmers, income earners, and active members of churches and community
groups. In all these roles, infrastructure services are important determinants of opportunity.
Solomon Islands is a rugged country with dispersed island groups, poor maritime shipping and
air services, and limited, poor quality road networks. There is low population density and rural
communities are often isolated from markets. Water supply and sanitation systems in rural
areas are basic, and women spend a disproportionate amount of their time collecting fuel wood
and water as well as providing health care for preventable diseases caused by lack of safe
water and sanitation. Only 31% of the population have improved sanitation facilities, while 70%
have some improvements in water supply. Women need to be involved in design and delivery of
targeted infrastructure to reduce overwork and increase available time of activities such as
community management, local marketing of surplus produce, and developing alternative
livelihoods.

4, Access t o Productive and Economic Resourc
Property and Inheritance Rights

9. Focusing on improving women 6veanddesigningtmethodso be ec
to increase their capacity has been proven internationally to have a positive impact on
development success, family and community stability, and economic growth. In Solomon
Islands, women have less access to productive and economic resources than men. There are

2 United Nations. Human Development Report Statistics. http://hdrstats.undp.org/countries/data_sheets/cty_ds
_SLB.html (accessed 12 August 2009).
% United Nations Population Fund. Solomon Islands at a Glance. http://pacific.unfpa.org/ Countries/sb.htm
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no legal barriers to women accessing credit, but as land ownership is customary and decisions

regarding land are almost always made by men, women have little opportunity to leverage
assets for formal or informal credit. Ingen er al |, womendés environment al ac
by custom to specific areas on clan land and to specific types of resource collection activities.

While patterns of household income control are not well documented, NGOs report that women

tend to spend more than men on social capital and family well-being, while men often use
discretionary income on alcohol and tobacco.

10. There is little labor market participation data, but the 2002 United Nations Development
Programme Solomon Islands Development Report notes that women account for 48% of the
population, but only 17% of administrative and managerial positions and 30% of professional
and technical positions. The Employment Act provides for 12 weeks of maternity leave at only
25% salary pay; however, 100% of salary is provided for under the General Order for the Public
Service.

5. Womenbés Representation in Political Bodi es

11. Currently, there are no women holding parliamentary seats in Solomon Islands despite

the fact that 26 female candidates ran in the 2006 national election. There has been targeted

support by international and regional aid agencies and NGOs, especially through the National
Council of Womenos Leader shi p Dparclpation tinopolifcs. o mot e
Women ran as independent candidates with no party support. The Ministry of Women, Youth

and Children Affairs (MWYCA) is actively promoting greater representation of women in
Parliament.

6. Violence Against Women and Girls

12. Violence against women and girls contravenes their human rights, contributes to the
spread of HIV/AIDS, negatively i mpact s ment al healt h, an
freedoms, productivity, and contributions to national development. Domestic and random
violence against women and girls is high and presents a serious constraint to development.
Domestic violence is not criminalized, and while sexual assault legislation exists, it is weak and
incomprehensive. Women have the right to access restraining orders to protect them from
violence in their homes, however the police do not act consistently, thereby undermining
womendés tr ust Wonen drehoiten disgauragedrfrom reporting domestic violence by
family and community, and may be fearful of further retribution. The geographic isolation of
many areas also makes it difficult for rural women to understand their rights and find appropriate
support services.

7. Government 6s Gender Policy and Planning Fra

13. The Government ratified the Convention on the Elimination of All Forms of
Discrimination against women (CEDAW) in 2002. However, it has yet to submit an initial report,

and is non-compliant with CEDAW in a number of areas. Whi | e a Nati onal Women?o:
introduced in 1998 with the intention to provide a planning framework across ministries, it has

not been translated into activities and lacks legislative authority. MYWCA is updating the policy.

The Government has initiated a number of gender related reforms, in particular those

addressing legislative gaps, through the Law Reform Commission and the constitutional reform

processes.
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B. Governmentds Institutional Arrangements and Ca

14. The MWYCA has the mandate to promote the empowerment of women and girls. The
Ministrydb s | eader shi p i s st mplengentaiiom dof pnogsams lw ds Véodm e nTohse
Development Division is however undermined by a general lack of capacity to address issues of
gender equity. The Division has 5 provincial staff responsible for skills training and community
development programs, and 2 technical staff responsible for policy development and legal
reform. The Division has poor physical facilities, is under budgeted, and its programs are
impaired by the existing problems in government processes and systems in terms of delivering
services to the provinces.

15. Following government policy statements in 2008, a policy on the Elimination of Violence
against women has been drafted and an associated National Action Plan developed by the
MWYCA. The Ministry for Police has created a Sexual Assault Unit and a Family Violence Unit,
and the Ministry of Health has a Gender Based Violence Palicy in place.

C. Mainstreaming of Gender into ADB Operations in Solomon Islands

16. ADB-supported projects are addressing constraints to greater participation by women in

economic activity in a number of ways. Infrastructure projects such as the Solomon Islands

Road | mprovement Project and the Domestic Maritim
access to markets and reducing the time poverty of women and girls. Law reforms such as the

new Companies Act and Secured Transactions Act ar
to credit and encouraging their participation in economic activity by making it easier for them to

form new companies.

17. The Companies Act, passed in March 2009, will allow women to incorporate companies
very easily without the need for expensive legal advice. The simple procedures provided under
the Act will allow women to file returns, and there will no longer be a need to support an
expensive company secretary as this office is removed under the Act. The current high
transactions costs, which are having a negative effect on the incorporation of companies by
women, will be reduced significantly as soon as the new Act is commenced and the new
electronic companies registry is operational.

18. In addition, it will be possible for single shareholder/director companies to be formed
under the Act. Entrepreneurial women will be able to form companies on their own without a
second shareholder, which often would have been male. This should assist in supporting

greater aut onomy and empower ment of women. The
companyo for the first time in the Pacific. Thi ¢
community groups ( e. g. corporatenia rth& urpgse ofuppomgtingtao i n

community interest or objective. This will assist women in participating in the economy by using
such companies to operate businesses in a profitable manner. The public disclosure aspect
should assist in removing many of the less transparent processes, which have previously
existed when the traditional trust vehicle had been used to deal with community assets.

19. The new Secured Transactions Act provides women with greater opportunity to borrow
against a range of personal assets (e.g., shop inventory, handicraft goods, etc.), which currently
is either not legally possible or prohibitive because of high transactions costs.
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20. A component of the planned business law reform implementation program will be

targeted towar d womenos businesses and womenos commun
developing materials, training women, and developing advisory capacity to assist women who

wish to form and operate companies in Solomon Islands. Discussions are currently being held

with NGOs to assist in the communication of the reforms to women in villages, using a variety of
communication methods and networks.



2008 COUNTRY PERFORMANCE ASSESSMENT RATINGS
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Solomon
Criteria Islands  Pacific
A. Economic Management 3.3 3.1
1. Macroeconomic Management 3.5 3.3
2. Fiscal Policy 3.5 2.9
3. Debt Policy 3.0 3.2
B. Structural Policies 3.3 3.0
4, Trade 4.0 3.4
5. Financial Sector 3.5 3.0
6. Business Regulatory Environment 2.5 2.5
C. Policies for Social Inclusion/Equity 2.6 3.0
7 Gender Equality 2.5 3.0
8. Equity of Public Resource Use 3.0 3.0
9. Building Human Resources 2.5 3.1
10.  Social Protection and Labor 2.5 2.8
11. Policies and Institutions for Environmental 2.5 2.7
Sustainability
D. Public Sector Management and Institutions 3.0 3.1
12.  Property Rights and Rules-based Governance 3.0 3.2
13.  Quality of Budgetary and Financial Management 3.5 3.3
14.  Efficiency of Revenue Mobilization 3.0 3.2
15.  Quality of Public Administration 2.5 2.9
16. Transparency, Accountability, and Corruption in 3.0 3.0
the Public Sector
E. Portfolio Performance 3.5 35
17.  Portfolio Performance 3.5 35

Source: Asian Development Bank.

27



28 Appendix 5

GOVERNANCE ASSESSMENT
1. The following summary assessment draws from recent governance analyses undertaken
on the Solomon Islands.*
A. Public Financial Management
1. Legislative and Policy Framework
2. The Constitution sets out the foundations for public financial management in Solomon

Islands. This includes the presentation of estimates before Parliament, the operation of the
Consolidated Fund, the establishment of other funds, and the imposition of taxation. It also
establishes the Office of the Auditor General as a public office, and sets out the auditor
general's mandate and independence.

3. The 1978 Public Finance and Audit Act and its associated financial instructions (updated
to 2005) regulates, among other things (i) the powers and duties of the minister of finance; (ii)
the powers and duties of the permanent secretary (finance) and accountant general; (iii) the
duties and responsibilities of the accounting officers; (iv) government borrowing; (v) procedures
for procurement and payments from the funds; (vi) procedures for collection and receipt of
revenue; (vii) procedures for advances, imprest accounts, deposits, and suspense accounts;
(viii) the custody of public money; and (ix) the custody and control of other assets.

4, The legislature's Public Accounts Committee is responsible for the examination of public
accounts, the auditor general reports, and the draft estimates. With the auditor general as its
secretary, it has had the necessary sittings to meet its responsibilities. Nevertheless, the
timetables of the executive are such that it has not always had sufficient time to carry out its
responsibilities in a satisfactory manner. It is not unusual for it to have insufficient time to review
the annual appropriation bill and report to Parliament to influence the debate.

2. Institutional Arrangements and Capacity

5. The Ministry of Finance and Treasury prepares the budget, while the Ministry of
Development Planning and Aid Coordination prepares development budgets separately, with
little coordination between the two.

6. There has been considerable capacity development and capacity supplementation
provided to the Ministry of Finance and Treasury under the Regional Assistance Mission to
Solomon Islands (RAMSI) economic governance program. While this has significantly raised the
capacity in targeted areas, major gaps still remain in other areas such as national accounts
compilation in the National Statistics Office, cash-flow forecasting in the Treasury, and
enforcement in the Department of Customs and Excise.

7. Within the Ministry of Development Planning and Aid Coordination, there is a lack of
capacity to implement and monitor the entire development budget effectively, with significant
underspending of the planned development budget for the past years.

! ADB. Forthcoming. Solomon Islands Economic Report; European Commission. 2008. Solomon Islands Public
Financial Management Performance Report. Draft. ADB. 2009. Solomon Islands Country Performance
Assessment. Unpublished.
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3. Budget Formulation

8. The alignment of public expenditure with national development priorities, as outlined in
the Government's medium-term development strategy, is being strengthened through strategic
allocation of public resources through the annual recurrent and development budgets. The
Government appropriates on an annual cash basis to each ministry. The appropriation is also
specified in terms of a detailed breakdown of inputs for two major categories of recurrent
expenditure, i.e., payroll, and other charges for each cost center within a ministry. The basis for
appropriation is under review with changes expected in the 2010 budget.

9. The budget is formulated in consultation with spending ministries, and as of 2007
commencing at an early stage in the preparation process. The budget classification system has
been strengthened. Funding for spending, however, continues to be appropriated on an annual
basis.

10. Multiyear budgeting is not a feature of the budget for Solomon Islands, even though
attempts have been made to incorporate this into the budget process. There are no forecasts of
fiscal aggregates based on main economic classification, e.g., personnel emoluments are
prepared for a 3-year period. The horizon of the budget estimates is limited to the fiscal year
even though an attempt has been made to forecast for 2 years following the budget year. There
is no formal mechanism for revenue forecasting; revenue estimates are only incremented,
based on the previous yeards outcomes.

11. Approximately two-thirds of the total funds expended on government-approved projects
are funded by donors. These funds are controlled jointly by donors and the Government, with
the extent of government control being dependent on the donor. In addition, a proportion of
government funds are set aside to be disbursed by individual members of Parliament.

4, Budget Execution

12. Spending agencies are provided wit hcashfldwul | VACK:
forecasts are not prepared, which makes it difficult for the Government to plan the use of its
cash effectively.

13. The current Financial Management Information System (Maximise) has in-built non-
payroll expenditure commitment controls. The controls check that there are sufficient funds left
in the budget before a commitment can be made. This control is only partially effective, as it can
be overridden. It also does not cover all expenditure, e.g., utility payments, as these do not
require a local purchase order to be raised. The financial instructions need to be revised to
ensure that prudent financial management standards are in place and practiced. Payroll controls
are limited by the fact that reconciliation between the nominal roll (maintained by Ministry of
Public Service, sector ministries, or education authorities) personnel records and the actual
payroll does not take place. These two issues should be addressed by the planned procurement
of new Financial Management Information Systems and payroll systems.

5. Budget Accounting and Reporting

14. The major bank account is reconciled daily, while other bank accounts are reconciled
monthly. A monthly reconciliation process for other records is in place and has commenced.
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15. Government reports on the recurrent budget in a timely fashion (usually quarterly fiscal
outlook statements), including to the public via newspapers. Budget expenditure is monitored
monthly. The accuracy of the data depends on inputs from ministries but is regarded as
reasonably accurate.

16. The Ministry of Planning and Aid Coordination has taken measures to improve the
planning and coordination of development aid, however, these efforts have largely been
ineffective. Reporting on the development budget remains weak, and is to be addressed in the
context of developing an integrated budget.

6. External Audit and Oversight

17. Prior to the advent of the RAMSI program to strengthen and reform Solomon Islands
accountability institutions, public accounts were not prepared in a timely fashion and the Office
of the Auditor General had effectively ceased to function as an effective audit institution. With
RAMSI support, the Office of the Auditor General has been working toward addressing the
backlog of audits of government accounts. The audits of the 19981 2003 national accounts of
the Government of Solomon Islands were concluded in 2007 after 8 years of delays.

18. The Government, with the support of RAMSI, engaged KPMG Australia to update nine
state-owned enterprise (SOE) accounts and audit them. In total, 49 years of accounts were
updated and audited dating from as far back as 1997; the 2006 and 2007 accounts were
prepared to International Financial Reporting Standards. This exercise also highlighted
deficiencies in accounting capacity and financial systems. To ensure that momentum in
accounts preparation continues, the Government, with RAMSI support, has engaged a roving
accountant to assist the SOEs in preparing for audit of their 2008 accounts and potentially their
2009 accounts. The Government is also looking to work with donors to develop another
program of assistance for the SOEs, focusing on strengthening accounting capacity and
financial systems and improving corporate governance, and improved government monitoring of
the SOEs.

B. Procurement
1. Legislative and Regulatory Framework
19. Procurement regulations are contained in the 1994 financial instructions (updated to

2005). This sets out the procedures for the purchase of goods and services. Currently, all
expenditure greater than SI$50,000 is required to go out to tender, through either ministerial
(when expenditure is between SI$50,000 and SI$500,000) or central (for expenditure above
SI1$500,000) tender boards.

2. Central Institutional Framework and Capacity

20. Public contracting is done by the Central Tender Board and individual ministry tender
boards. The Central Tender Board within the Ministry of Finance and Treasury deals with
contracts of more than $500,000 and each ministerial tender board deals with contracts worth
less than $500,000. It is of particular concern that the overall capacity of these tender boards is
lower compared to that of individual ministry tender boards.
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3. Procurement Operations

21. The Office of the Auditor General reports highlight the fact that there has been poor
compliance with the competitive bidding requirements set out in the financial instructions and
that there are a significant number of instances whereby financial instructions are being waived
without due process and simplified procedures are being adopted.

4. Integrity of Public Procurement

22. The Office of the Auditor General is now including audit of procurement activities in its
regular audit process; however, there is no systematic reporting mechanism, which can provide
accurate data on use of open competition. The financial instructions require the use of open
competition for all purchases above SI$50,000. There is no requirement for reports to be
produced justifying the use of less-competitive methods. Tender boards (central and ministerial)
are not required to issue reports on their proceedings, there is no public disclosure of contracts
awarded, and there is no specific procurement complaints mechanism. Bidders can complain to

the Ombudsmands Of fice, but the omimsaadsman c¢
C. Corruption
1. Legislative and Policy Framework

23. Corruption is officially recognized as an offence in two ways. Part X of the Penal Code
identifies very broad definitions of bribery (S.91), extortion (S.92), false declaration (S.95),
abuse of office (S.96), and false assumption of authority (S.98), when stipulating offences to be
recognized as official corruption. Public officers so prosecuted face criminal proceedings and
penalties if convicted of a felony warranting imprisonment for up to 7 years.

24, The 1999 amendment of the Leadership Code Act (The Leadership Code (Further
Provisions) Act 1999) enables prosecution of cases on the charge of "official misconduct" which
is defined as: "the use of office for personal benefit; neglect of official business; bribery; the
acceptance of loans; the non-reporting of business interests; and even ownership of property
which could not be expected to be attainable through known income or receipts."

2. Integrity Institutions and Systems

25. The Leadership Code Commission has insufficient resources to meet its workload.
Currently, the commission has a staff of four investigating officers and a director of legal
services to prosecute offenders. The actual powers of the commission to investigate and
prosecute are not completely clear. For example, the Leadership Code Commission considers
that it cannot act until it receives a formal complaint. Transparency International, however,
considers that the 1999 Act provides theiao
and does not require a complaint to be made in order to initiate an investigation. On
prosecutions, the act is quite clear that proceedings for misconduct in office shall be
commenced in the High Court. There remains an issue about whether disciplinary issues are

within the jurisdiction of the High Court, which considers it can only hear criminal and civil cases.

Partly as a consequence of this uncertainty, the Leadership Code Commission is loathe to hear
corruption complaints, which it believes are criminal matters and consequently should be
investigated by the police. It has not yet, however, referred any such cases to the police.

an onl

o onmi
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3. Rule of Law

26. Solomon Islands ranked in the Oi 25th percentile (around 24%) for "rule of law" in the
World Bank governance indicators in 2007. The country's rating was the lowest among Pacific
developing member countries, with the exception of Papua New Guinea and Timor-Leste.

4. Administrative Quality

27. The poor quality of public administration is acknowledged by the Government.
Administrative structures are fragmented, business processes largely ineffective or not followed,
and responsibilities frequently overlap between and within ministries. This often results in
unnecessary delays and transactions costs for the Government and, ultimately, inefficient
service delivery. The issue is being addressed in part by donor programs in a number of
individual ministries, by the operationalization of the Institute of Public Administration and
Management, and by a whole-of-government approach to financial management being
developed by the ministries of finance and public service in conjunction with RAMSI. Progress is
being made, al beit sl owly. The World Bank?aod
Solomon Islands regionally at a low 10.

28. Recruitment and promotion are formally merit-based, but there is extensive patronage in
practice in several parts of the Government. Bribe seeking is accepted in parts of government
and the probity of public servants is threatened by opportunities for corrupt practice. The public
service has been politicized. The Public Service Commission is nominally independent, but has
been poorly resourced.

5. Voice and Accountability

29. Checks and balances on executive powers are patchy. Public officials are typically not
held accountable for failures. Reports on corruption throughout the public service persist. The
Ombudsman and Leadership Code commissions established to inquire into the conduct of
public servants and officers of public agencies have been underresourced and largely
ineffective. Nevertheless, accountability institutions have been strengthened with RAMSI

support. Solomon Islands is ranked in the 50thi7 5t h per cent il e for the

indicator (World Bank Governance Indicators 2007).
6. Public Perceptions

30. The perception of corruption since 2005 is that it is on the rise, which is also of concern
given the number of governance-orientated projects, which are being implemented in the
country. I n t he Peopebhuedie ofdishonest ehaidr 6r &isuseoohpoweh
among senior people in the community, 81% considered there was misbehavior, while 14%
considered there was not. The figure had increased considerably over 2007, when 54% of
respondents considered that there was such behavior.

D. Implications for ADB Operations

31. RAMSI, through its law and justice, economic governance, and machinery of
governance pillars of engagement, has taken the lead among development partners in
addressing governance issues. ADB is seeking to mainstream governance considerations
through the focus areas of its country partnership strategy, i.e., transportation infrastructure and
services and private sector development. In particular, ADB seeks to address institutional

S
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governance and capacity issues through focused, long-term partnerships aiming at developing
sustainable capacity, and through legal and policy reform of the business environment that will
reduce the need for government capacity in two ways: by promoting private sector participation,
and by introducing institutional and legal solutions that reduce excess regulation and simplify
enforcement.
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DEVELOPMENT COORDINATION MATRIX

Government ADB Activities Ot her Development Partr
Priorities
(MTDS 2008i 2010)
Economic Private Sector Development | Economic Governance and Private Sector

Management and
Productive Sectors

SOE Reforms

e  Private Sector
Development Initiative
(TA 6353-REG, 2006)

Legal and Requlatory

Business Environment

e  Supporting Business Law
Reform (TA 4700-SOL,
2005)

e  Private Sector
Development Initiative
(TA 6353-REG, 2006)

e  Private Sector
Development Support (TA
2011)

e  Pacific Financial
Technical Assistance
Centre (TA 6281-

REG, 2005)

Financial Development

e Diagnostic Studies for
Secured Transactions
Reforms in the Pacific
Region (TA 6202-SOL,
2005)

e  Private Sector
Development Initiative
(TA 6353-REG, 2006)

Economic Crisis Support
e Pacific Economic
Management (2009)

Energy

Promoting Access to
Renewable Energy in the
Pacific (2009)

Development

Financial Management Strengthening, including
Public Financial Management, Revenue Collection,
Corporate Planning and Economic Reform (RAMSI)
Debt Repayment for EXIM Loan (Taipei,China)
Economic Reform Unit (RAMSI)

Support for Census, Statistics (AusAID, UNDP,
UNFPA, SPC)

MDG Mapping and Census Support for Statistics
(AusAID, UNDP, SPC)

Support to Department of National Planning and Aid
Coordination i Stabex Audits (EC)

Technical Cooperation Facility (EC)

Support to NAO (EC)

Support for Achievement of MDGs (UNDP)

JICA Training Courses (JICA)

Sector Development: Sources of Growth (World
Bank/IFC)

SOE Reforms (World Bank/IFC)

Small Business Development (NZAID)

Integrated Framework for Trade Related Assistance
for Least Developed Countries (UNDP)

Financial Empowerment Project (UNDP)

Micro Projects Scheme (EC)

Rural Advancement Microprojects Programme
(RAMP) (EC)

Construction of Auki Market and Jetty (JICA)

Energy

Technical Assistance for Reform of Solomon
Islands Electricity Authority (World Bank)

PPP in Renewable Energy i Proposed Tina River
Hydropower Development Project (World Bank)

Improvement of Honiara Power Supply (Japan)
JICA Training Courses (JICA)

Sustainable Energy Financing Project (World Bank
and AusAID)

Fisheries

Specialized Fisheries Training (Japan)

Special Fisheries Equipment (Japan)

Institutional Strengthening Support for MFMR
(NZAID)

Aquaculture Development and Seaweed
Development (EC)

Strengthening of the Control Systems in Solomon
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Government
Priorities
(MTDS 20087 2010)

ADB Activities

Ot her Devel opment Partn

Environment

Strengthening Coastal and
Marine Resources
Management in the Coral
Triangle of the Pacific Phase 1
(TA 6471-REG, 2008)

Agriculture

Forestry

Environment

Machinery of Government

Islands for the Production of Fisheries Products for
Export

Bilateral Fishing Agreement Between Solomon
Islands and the EC

Community-Based Aquaculture Development
(NZAID)

Tsunami Livelihoods Rehabilitation: Canoe
Rebuilding (NZAID)

JICA Training Courses (JICA)

Food Security and Rural Livelihoods, Makira
(NZAID)

Solomon Islands Rural Development Program
(World Bank, European Union, and RAMSI)
Community Sector Program i Livelihoods
Component including the Former RAMSI-Supported
Transitional Support to Agricultural Program
(AusAID)

Promoting Agriculture Technology Through
Supporting NGOs (JICA)

JICA Training Courses (JICA)

Forestry Support to Legislative Reform, Institutional
Strengthening, Better Utilization, Rural Livelihoods
and Community Extension Services (AusAID),
which will be integrated into a new Rural
Livelihoods Program in 2009 (AusAID)

Sustainable Forestry and Conservation Project (EC)
Sustainable Forestry Plantation Project (KFPL) (EC)

Conservation and Natural Resource Management
(UNDP)

Preparatory Assistance for Ministry of Environment
(UNDP)

Frameworks for Sustainable Development
(GEF/UNDP)

Climate Change Adaptation (GEF/World Bank)

Public Service Improvement Program (RAMSI)
Accountability Program Phase 2 (RAMSI)
Parliamentary Strengthening Project Phase 2
(UNDP and RAMSI)

ICT Capacity Development Project (In Transition,
RAMSI)

Solomon Islands Government Housing
Management Project Phase 2 (In Transition,
RAMSI)
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Government
Priorities
(MTDS 20087 2010)

ADB Activities

Ot her Development Partnrn

National Security
and Foreign
Relations

No programmed activity in this
sector

Law and Justice i Justice Component (RAMSI)
Corrections Component i Technical Assistance
Support to the Correctional Services of Solomon
Islands, Rove Central Prison Refurbishment,
Construction of the Regional Prison at Auki,
Support to Tetere Correctional Centre, Honiara
(RAMSI)

RAMSI Participating Police Force (RAMSI)

Social Sectors

No programmed activity in this
sector

Education

Health

Technical Vocational Education Training (EC)

Life Skills and Child Education (UNICEF)
Australian Development Scholarships (AusAlD)
Australian Regional Development Scholarships
(AusAID)

Australian Leadership Awards (AusAlID)
Japanese Government Scholarship Programme
(Japan)

Volunteer Teachers (JICA)

School Facilities Enhancement through Grass-roots
Grants (Japan)

JICA Training Courses (JICA)

Education Sector Support (NZAID)

Support for Fee Free Education (NZAID)
Education Sector Coordinator (NZAID)

Education Teacher Training (NZAID)

Education TA Fund (NZAID)

Education HR Support (NZAID)

NZ Development Scholarships (NZ based, regional
and short-term training)

Rehabilitation of Tsunami-Affected Schools (EC,
NZAID)

Education Technical Advisors (EC)

Education Project Implementation Support (EC)
Solomon Islands In-country Training Awards
(NZAID)

Training Awards (Taipei,China)

Education Public Expenditure Review i Education
For All' i Fast Track Initiative (World Bank)

Strengthening Health Sector Management
(Australia)

Health Sector-wide Approach (World Bank, AusAID)
Health Sector Support Program i Technical
Assistance Project (World Bank)

HIV/AIDS Prevention Program (AusAID, UNICEF)
Pacific Malaria Initiative (AusAID)

Water and Sanitation Development (AusAlID)
Child Health Support and Sanitation (UNICEF)
WHO Solomon Islands Program (WHO)
Extended Immunization Program (JICA)

Malaria Control Strengthening Project (JICA)
Health and Medical Related Training (JICA)
Health and Medical Related Volunteers (JICA)
EPI Equipment Supply Programme (JICA)
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Government
Priorities
(MTDS 20087 2010)

ADB Activities

Ot her Development Partnrn

Women in Development

Building Rural Health and Medical Facilities through
Grass-roots Grants (Japan)

JICA Training Courses (JICA)

Water and Sanitation Development (AusAlID)
Providing Essential Basic Health Services
(Australia)

Provincial Housing for Health Officers
(Taipei,China)

Reconstruction of Gizo Hospital (JICA)

Policy, Advocacy, Planning, Evaluation, and
Reporting (UNICEF)

Child Protection Project (UNICEF)
Gender-Based Violence (AusAID, SPC)
Women in Government Strategy (RAMSI)
Planning Projects (Taipei,China)

Core Funding for National Council of Women
(NZAID)

Children in Conflict with the Law Program (NZAID)
JICA Training Courses (JICA)

Women in Government Strategy (RAMSI)

Civic Affairs

No programmed activity in this

sector

Community Sector Program (AusAID)

Interim Support for Core Land Services Including
Informal Settlements Around Honiara (AusAlID)
NGO Partnership Agreement for Solomon Islands
and Successor Program Solomon Islands NGO
Partnership Agreements (AusAID)

Honiara City Council Capacity Building (NZAID)
Solomon Islands Media Assistance Scheme 1
Supporting Media Strengthening in Solomon Islands
(RAMSI)

Provincial Governance Strengthening Program i
Building Basic Capacity for Public Expenditure
Management in all Nine Provinces (RAMSI and
UNDP)

Census Support (UNFPA, SPC, Taipei,China,
UNDP, AusAID)

Leadership Training (Japan)

Young Leaders Training (JICA)

Good Governance and Human Rights (NZAID,
UNDP)

Electoral Systems Strengthening Program (RAMSI)
Disaster Management and Recovery (AusAID,
UNDP, JICA)

Disaster Risk Reduction (GEF/World Bank)

Infrastructure,
Transport, and
Communications

Maritime

Preparing the Domestic
Maritime Support Project
and Technical Support
Program (TA 4980-SOL,
2007)

Domestic Maritime
Support Project (Grant

Maritime

Domestic Maritime Support Program (EC with ADB)
Cofinancing of a Proposed Interisland Shipping
Facility (EC with ADB)

Shipping Service for Temotu (Taipei,China)
Community Support Program Malaita Road Building
Program (AusAID)

Transport Sector Support (AusAID, NZAID)
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Government
Priorities
(MTDS 20087 2010)

ADB Activities

Ot her Development Partnrn

0127-SOL, 2008)
Establishment of Maritime
Authority (TA 7178-SOL,
2008)

Roads

Solomon Islands Road
Improvement Project
(ADF Grant
0048/0049/0050 SOL,
2006)

Emergency Assistance
Project (ADF Grant 0078-
SOL, 2007)
Strengthening Disaster
Recovery Planning and
Coordination (TA 4944-
SOL, 2007)

Preparing Rural Transport
Infrastructure Project (TA
2009)

Rural Transport
Infrastructure Project
(ADF Grant, 2010)
Supporting Rural
Transport Infrastructure
Development (TA 2010)
Rural Support Services
(ADF Grant, 2012)

Aviation

Establishment of the
Pacific Aviation Safety
Office (Loan 2183-REG
2005)

Legislative and
Regulatory Review (TA
6259-REG, 2005)

e Marine Infrastructure Project Phase Il (Navigational
Aids) (EC)
e  Construction of Auki Jetty (JICA)

Roads

e Cofinancing of Solomon Islands Road Improvement
Project, Rural Roads Rehabilitation (Australia,
NZAID, with ADB)

e Cofinancing of Emergency Assistance Program (EC
with ADB)

e Reconstruction of Bridges in East Guadalcanal
(Japan)

ICT

e Competitiveness of Telecommunications Sector
(World Bank)

e |CT Development Project (World Bank)
JICA Training Courses (JICA)

Other Construction

e Office Complex for Parliamentarians (Taipei,China)
e Police Housing (RAMSI)

e Rebuilding of Ministry of Fisheries Office (NZAID)

Water and Sanitation

e Improvement of Water Supply System in Honiara
and Auki (JICA)

e Masterplan for Development of National Water
Supply System (JICA)

e Financial and Management Reform of Solomon
Islands Water Authority (World Bank)
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Government ADB Activities Ot her Development Partnrn
Priorities
(MTDS 20081 2010)

e Water and Sanitation Development (AusAlD)

National No programmed activity in this
Reconciliation and | sector
Rehabilitation

Support for Non-State Actors (EC)

Technical Cooperation Facility for CSP (EC)

RAMP Micro Projects (EC)

Strengthening Capacity for Peace Building (UNDP)

Disaster Management and Recovery (AusAID,

UNDP, JICA)

Truth and Reconciliation Council (Taipei,China)

e Rural Constituency Micro-Project Fund
(Taipei,China)

¢ Rural Constituency Development Fund
(Taipei,China)
Post-Tsunami Shelter Rehabilitation (NZAID)
Rehabilitation of Tsunami Affected Shelter (AusAID,
NZAID)

¢ Rehabilitation of Tsunami Affected Health

Infrastructure, Including Staff Housing (AusAlD)

ADB = Asian Development Bank, AusAID = Australian Agency for International Development, CSP = Country
Strategy and Program, EC = European Commission, GEF = Global Environment Facility, HR = human resources,
ICT = information and communication technology, IFC = International Finance Corporation, JICA = Japan
International Cooperation Agency, KFPL = Kolombangara Forest Products Limited, MDG = Millennium
Development Goal, MFMR = Ministry of Fisheries and Marine Resources, MTDS = medium-term development
strategy, NAO = National Authorizing Officer, NGO = nongovernment organization, NZ = New Zealand, NZAID =
New Zealand Agency for International Development, PPP = publici private partnership, RAMP = Rural
Advancement Micro-projects Programme, RAMSI = Regional Assistance Mission to Solomon Islands, RETA =
regional technical assistance, SIG = Government of Solomon Islands, SOE = state-owned enterprise, SPC =
Secretariat of the Pacific Community, TA = technical assistance, UNDP = United Nations Development

Programme, UNFPA = United NatonsPop ul ati on Fund, UNI CEF = United Nations

Health Organization.
Source: Asian Development Bank.
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COUNTRY COST-SHARING CEILING AND OTHER FINANCING PARAMETERS, 20097 2011

ltem Parameter Remarks/Explanation
Country Cost- Up to 99% Higher percentages of financing would be provided for non-income-
Sharing Ceiling for earning projects with strong evidence of ownership and commitment
the loan portfolio over that address binding constraints to growth and development.®
the period 20081 ) . . . .
20122 Lower percentages of financing would be provided for income-earning
projects so as to encourage local ownership including private sector
participation.
Country Cost- Up to 99% Higher percentages of financing would be provided for projects and
Sharing Ceiling for activities with strong evidence of ownership and commitment that
the TA portfolio and address binding constraints to growth and development.© This is in line
other grants over the with the TA financing of other development partners.
period 20087 2012"
Cost-Sharing Ceiling None Sector specific variations have not been proposed. However, lower
for Specific Sectors percentages of financing are expected for income-earning projects in
transport and infrastructure so as to encourage local ownership.
Recurrent Cost No country At the project level, recurrent cost financing would be considered if
Financing limits consistent with project objectives, provided there is strong
demonstration of arrangements to ensure sustainability after ADB
financing ceases.
Integration of ADB financing in budget and planning processes would
be strongly emphasized to help ensure that increased recurrent costs
from ADB projects avoid adverse impacts on fiscal sustainability.
Taxes and Duties None. Taxes | Taxes and duties are considered reasonable, and there are no taxes
and duties are | and duties specifically targeted at ADB projects.
eligible for
ADB financing | At the project level, ADB would consider whether taxes and duties
provided they | constitute an excessively high share of project costs. ADB would
are limited to | monitor local taxes for possible distortions and ensure these remain
areasonable | consistent with acceptable practices.
amount.

ADB = Asian Development Bank, ADF = Asian Development Fund, TA = technical assistance.

 Projects financed with ADF grant funds will be counted as part of the loan portfolio.

® The country cost-sharing ceiling for TA and other grants will exclude projects that are ADF-grant financed.

¢ The assessment of ownership and commitment would take into account the quality of budget and planning
processes and the availability of locally funded staff to coordinate and supervise assistance provided by ADB.

Source: Asian Development Bank.
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INDICATIVE ROLLING COUNTRY OPERATIONS BUSINESS PLAN, 2009i 2011
A. Indicative Grant and Technical Assistance Program

1. The Asian Development Fund (ADF) grant allocation for 20091 2010 is $18.38 million,
and for planning purposes the ADF grant allocation for 20117 2012 has been set at $15.00
million. The Asian Development Bank (ADB) will also seek cofinancing from other development
partners. Subject to availability of core technical assistance (TA) resources, ADB will provide
selected TA support, at an indicative average of around $1.10 million per annum during the
planning period.

2. An ADF grant is proposed in 2009 to finance flood damage works on West Guadalcanal
and to facilitate a larger project in 2010. A 2009 TA project will help prepare a transport sector
development project funded through an $11.25 million ADF grant in 2010. Policy advisory TA of
$1.20 million in support of transport sector development has been programmed for 2010, and in
2011 to provide technical support services for strengthening the Ministry of Infrastructure and
Development. Private sector development support ($0.80 million) has been programmed for
2011, especially for the areas of access to finance, the legal business environment, and public
enterprise reform. To complement the TA program and leverage scarce TA resources, ADB will
include Solomon Islands in other regional TA activities where feasible, in particular in the areas
of economic crisis response, private sector development, environment, and energy. A stand-by
economic support program has been included for the 2009 country program.

B. Summary of Changes to the Program

3. With a view to further strengthening the longer-term sector partnership in the transport
sector, ADB has adjusted the 2009 preparatory TA and 2010 ADF grant from rural infrastructure
toward a more sector-based approach, in concert and close alignment with development
partners and the Government. In addition, a stand-by program grant has been programmed for
2009 in response to the economic crisis.

C. Indicative Resource Requirements

4, It is estimated that at least 12 person-months of professional staff and 6 person-months
of supporting staff will be required per annum during the planning period.



Table A8.1: Indicative Assistance Pipeline for ADF Grant Products, 20097 2011

Cofinancing

ADF (indicative)
Year and Project Name Intervention/Thematic Priority Division Year of Grant Source Amount Total
PPTA ($ million) ($ million)  ($ million)

2009
Firm
Solomon Islands Road General Intervention/ PLCO o} 15.00 TBD 9.0 24.00
Improvement (Sector) Project Sustainable Economic Growth

Total 15.00 9.0 24.00
Stand-by
Economic Support Program General Intervention/ PLCO o} 5.00 TBD TBD 5.00

Sustainable Economic Growth

2010
Transport Sector Development General Intervention/ PAHQ 2009 11.25 TBD 5.0 16.25
Project Sustainable Economic Growth

Total 11.25 5.0 16.25

ADF = Asian Development Fund, PAHQ = Pacific Operations Division, PLCO = Pacific Liaison and Coordination Office, PPTA = project preparatory
technical assistance, TBD = to be determined.
Source: Asian Development Bank.

Table A8.2: Indicative Technical Assistance Pipeline, 20091 2011

Sources of Funding

ADB Cofinancing
(indicative)
Assistance Source Amount Source Amount Total
Year  Assistance Name Type ($ million) ($ million) (% million)
2009
Preparing Transport Sector Development Project PPTA TASF 0.4 0.35 0.75
Total 0.4 0.35 0.75
2010
Supporting Transport Sector Development PATA JSF 1.2 0.0 1.2
Total 1.2 0.0 1.2
2011
Private Sector Development Support PATA TASF 0.8 0.0 0.8
Strengthening Ministry of Infrastructure Development CDTA TASF 0.8 0.0 0.8
Total 1.6 0.0 1.6

ADB = Asian Development Bank, CDTA = capacity development technical assistance, JSF = Japan Special Fund, PATA = policy advisory technical
assistance, PPTA = project preparatory technical assistance, TASF = Technical Assistance Special Fund.
Source: Asian Development Bank.
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Table A8.3: Regional Assistance Accessible by Solomon Islands, 2009

Sources of Funding

ADB Others
Sector Responsible  Assistance Amount Amount Total
Assistance Name Division Type Source ($'000) Source ($'000) ($'000)
Education
1. Skilling the Pacific PAHQ R-PATA TASF 600 o] o] 600
Implementation
Energy
1. Promoting Access to Renewable PLCO R-PPTA o] o) CEFPF 3,000 3,000
Energy in the Pacific
Multisector
1. Establishment of the Pacific PAHQ R-PATA o] o] AusAID 1,800 1,800
Infrastructure Advisory Centre
2. Supporting ADB Engagement in PAHQ R-CDTA TASF 750 o} o} 750
Fragile Situations
3. Strengthening the Capacity of PAHQ R-PATA TASF and CCF 4,500 o] o] 4,500
Pacific Island DMCs to Climate
Change
Public Sector Management
1. Pacific Economic Management PAHQ R-PATA TASF 3,000 0 0 3,000
2. Private Sector Development PLCO R-PATA JSF and TASF 4,500 AusAID 9,000 13,500
Initiative Phase II
Transport and Communication
1. Pacific Regional ICT Development PAHQ R-PPTA o} 0  Government 500 500
of Korea
Total 13,350 14,300 27,650

ADB = Asian Development Bank; AusAID = Australian Agency for International Development; CCF = Climate Change Fund; CEFPF = Clean Energy Financing
Partnership Facility; DMC = developing member country; ICT= Information and Communication Technology; JSF = Japan Special Fund; PAHQ = Pacific
Operations Division; R-CDTA = regional capacity development technical assistance; R-PATA = regional policy and advisory technical assistance; R-PPTA =
regional project preparatory technical assistance; PLCO = Pacific Liaison and Coordination Office; TASF = Technical Assistance Special Fund.

Source: Asian Development Bank.
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Table A8.4: Summary Information on Proposed Indicative Asian Development Fund Grant

and Technical Assistance for 2010

Project Name

Description

Transport Sector
Development Project
(Asian Development Fund
Grant, 2010)

Impact
The project is expected to improve sustainable accessibility via improved
land, sea, and air transport throughout Solomon Islands.

Major Components

The project scope is expected to include components for (i) priority
maintenance of network facilities including roads, wharves, and airstrips;
(ii) rehabilitation and upgrade of network facilities where justified to
support improved connectivity, economic growth, and social
cohesiveness; (iii) improvement of small-scale community access facilities
such as footpaths, footbridges, and rural feeder roads; (iv) support to
improvements of land, sea, and air transport services; and (v) institutional
strengthening and capacity development of the Ministry of Infrastructure
and Development and other government agencies to implement long-term
sector development plans.

Expected Outputs and Outcomes

Improved access to transport will lower transport costs and increase
service reliability, thereby increasing incentives for agricultural production
and access to income opportunities in rural and urban areas. Improved
access will also facilitate delivery of social services, which are currently
constrained by the incomplete and poorly maintained transport network.

Supporting Transport
Sector Development
(Technical Assistance
2010)

Impact

The technical assistance is expected to strengthen the ability of the
Ministry of Infrastructure and Development for analysis, asset
management, community participation, and implementation.

Major Components

The technical assistance will include (i) strengthening infrastructure asset
management practice, (i) capacity building to improve the Ministry of
Infrastructure and Development's planning and policy functions, and (iii)
financial management, procurement, and contract management.

Expected Outputs and Outcomes

The strengthened infrastructure asset management practices will allow
the Ministry of Infrastructure and Development to accurately maintain
infrastructure assets. Improved capacity in planning and policy analysis
will facilitate development partnerships. Further institutional strengthening
will support implementation of sector-based approaches and greater
involvement of private sector contractors and consultants.

Source: Asian Development Bank.




