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ECONOMIC ANALYSIS  

A. Macroeconomic Context and Demand Analysis 

1. The Solomon Islands consists of more than 990 islands and has a population of 
550,000, 85% of which lives in rural areas. Outside of the capital city, Honiara, access to quality 
basic services is limited. Most rural settlements lack an electricity grid and road access. 
Residents rely on walking long distances and/or travelling by small coastal and outboard-
powered interisland vessels. The country’s per capita gross domestic product (GDP) is 
equivalent to about $1,500. The overall adult literacy rate is 84%, and the literacy rate in the 15–
24 age group is 89%. School enrolment among children of primary school age is 83%. About 
69% of the population over 5 years of age can communicate in English.1  

2. The urban population is growing at a 4.7% annual rate, compared with 1.7% for the rural 
population. Rural–urban migration to Honiara from other parts of the country has been a source 
of social unrest; 12 years ago this resulted in ―ethnic tension‖, which has seriously impeded the 
country’s development. Much of the National Development Strategy 2011–2020 is focused on 
promoting more equitable access to economic opportunities, especially in remote areas. The 
role of telecommunications is explicitly recognized. 

3. The country has a strong need for telecommunications, and a high proportion of people 
have the ability to take advantage of broadband internet access when it is available and 
affordable. This may explain the extraordinary growth of mobile telephony take-up, from 1% at 
the start of 2007 to 57% at the start of 2012. Penetration increased at an accelerated rate after 
mid-2010 when a second mobile services provider2, BeMobile, entered the market to challenge 
Solomon Telekom Company Limited (STL), a former state-owned enterprise that previously 
enjoyed a monopoly in the telecommunications market. Recent statistics from the 
Telecommunications Commission of the Solomon Islands (TCSI) indicate continuing rapid 
growth of demand for both voice and data, with the strongest growth occurring in the mobile 
sector of the market. 

Table 1: Recent Telecommunications Market Statistics 

 

4. Solomon Islands statistics are in line with global and regional statistics, indicating rapid 
growth in demand for mobile services until markets reach maturity, and similarly rapid growth in 
demand for internet access, especially broadband internet. Therefore, the analysis builds on 
projected demand for bandwidth included in the commercial analysis of the project: an increase 

                                                
1
  These statistics are drawn from the 2009 Population Census. It is reasonable to assume that they have improved 

further since 2009. 2010. Government of Solomon Islands. Population Census. Honiara. 
2
  The term ―mobile services‖ encompasses mobile telephony (voice traffic) and data transmission to and from mobile 

devices. 

Change 
Jan 2011 Mar 2012 +%pa Jan 2011 Mar 2012 

Accounts Voice 145,980 280,682 75% 94% 97% 
Data 10,917 25,013 104% 76% 90% 

Usage Minutes 48,144,087 57,202,003 16% 13% 17% 
Mb of data 7,630,121 13,427,929 62% 12% 11% 

Mb = megabyte, pa = per annum  
Source:  Telecommunications Commission of Solomon Islands.  

Mobile share  
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of 140% when the cable comes into service, declining steadily for 7 years to a level of 30% per 
year, which is sustained to the end of the appraisal period. The average rate of annual growth 
throughout the appraisal period, including the big increase in the first year, is 48%. Excluding 
the first year it is 42%. 

5. An often-cited World Bank study found a correlation between broadband internet 
penetration and GDP growth rates in 120 countries during 1980–2006.3 There are doubts about 
the extent to which causation should be inferred from the correlation, however, and about the 
duration of the incremental growth effect. There is also a risk of double-counting other benefits 
that can be quantified with more confidence. For these reasons incremental economic growth 
has been excluded from the quantitative analysis. 

B. Least-Cost Analysis 

6. Several technical options were considered in the business case prepared for the 
Solomon Oceanic Cable Company (SOCC) under ADB technical assistance (TA),4 and in an 
earlier study commissioned by the World Bank.5 The consensus was that one option was clearly 
the most cost-effective and lowest-cost solution: connection to Branching Unit No.3 (BU3) on 
the PCC1 cable between Sydney and Guam.  

C. Economic Valuation of Costs and Benefits 

1. Estimation of Costs 

7. The capital cost of the international cable connection is estimated at $34.3 million, with 
35% incurred  2012 and 65% in 2013. This includes minor onshore costs. The domestic link to 
Auki is estimated to cost $5.5 million, and that to Noro $7.5 million. These costs would be borne 
by SOCC.  

8. The retail service providers (SOCC’s wholesale customers) would also incur some 
incremental capital costs to expand and upgrade their capacity to meet increased demand. 
These costs would be incurred in small amounts throughout the appraisal period, partly offset by 
savings from their reduced need for satellite bandwidth. An annual net cost of $2 million has 
been assumed. The retail service providers’ existing capacity and investment programs 
(independent of the cable project) are sufficient to cope with the initial surge in demand. 

9. Incremental operating costs would be minor. For SOCC they are expected to be $1.6 
million per year, if both domestic links are installed, plus traffic-related internet access charges, 
paid offshore, that would start at $0.4 million in the first year of service, reaching $3.1 million in 
the twelfth year. For the retail service providers an estimate of $1 million per year has been 
used. 

10. Where appropriate, costs were adjusted to economic values by applying economic con-
version factors to take account of indirect taxes and labor market imperfections. 

2. Estimation of Benefits 

11. Users of existing mobile services (voice and data) will enjoy an increase in their 
consumer surplus as a result of reduced prices. They may take this increase in the form of cash 

                                                
3
  Zhen-Wei Qiang, C. Rossotto and K. Kimura. 2009. Economic Impacts of Broadband. Information and 

Communication  for Development Report (IC4D 2009). Washington DC. 
4
  Hibbard Consulting. 2012. Business Case: Analysis of Options for International and Domestic Submarine Cable 

Connectivity for the Solomon Islands. Unpublished. 
5
  Polyconseil. 2011. Technical, Economic and Financial Connectivity Study for the Solomon Islands. Unpublished. 
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or (more likely) in the form of increased usage. Wholesale bandwidth prices are expected to 
halve, more or less, leading to a conservatively-estimated retail price reduction of 20%. 

12. Broadband internet access is nominally available now, but the capacity, speed and 
reliability fall short of modern expectations, and prices are very high. Accordingly, broadband 
internet access is treated here as a new product, with the result that (i) the annual consumer 
surplus attributable to the project is equivalent to the entire area under the demand curve and 
above the current price, and (ii) the price paid by every user is a benefit attributable to the 
project. For this to be tenable the analysis must include all costs associated with providing 
internet access. As far as possible these have been included. 

13. Other benefits may be substantial but are more difficult to include in a formal quantitative 
analysis. They include (i) the improved efficiency and quality of service delivery in an e-
government regime; (ii) remote delivery of agricultural extension, education, health, policing, 
judicial, employment, disaster management and other public services; (iii) mobile banking; and 
(iv) incremental economic growth.  

14. E-government benefits have been valued at 10% of government expenditure, expressed 
as a percentage of GDP, with 20% attributable to the project. No attempt has been made to 
quantify remote delivery of public services. Only two benefits of mobile banking have been 
quantified: (i) savings from withdrawing the rural banking service, now delivered by armored 
vehicles on Guadalcanal and Malaita; and (ii) a 50% reduction in payday absenteeism on the 
part of teachers, health workers and other public employees in remote areas without banking 
facilities. Both these benefits have been partially (20%) attributed to the project. Mobile banking 
is being introduced to the Solomon Islands in October 2012. The service will be cheaper and 
more efficient because of the cable, but not dependent on it for its existence. 

15. It has been estimated that each of the domestic links would serve about 25% of the 
country’s population. This is based on the assumption that (using microwave or other means) 
two provinces (in addition to the Western province) would be brought within the scope of the link 
to Noro It is further assumed that benefits per capita would be half the national average, 
recognizing that—as the political, administrative and commercial capital—Honiara will always 
capture a disproportionate share of total benefits. 

3. Economic Internal Rate of Return 

16. Applying the above estimates and assumptions, and allowing benefits to grow in line 
with real GDP growth, the economic performance of the project is as shown in Table 2. As 
expected, benefits to broadband internet users account for 40% of the total. The EIRR 
comfortably exceeds the default social discount rate of 12% per year. The EIRR and NPV 
change very little if the domestic links are included or excluded.  

4. Sensitivity Analysis 

17. Table 2 relates to the base case, using the most likely estimates of costs and benefits. In 
addition, four sensitivity tests were applied: (i) capital costs higher by 10%; (ii) operating costs 
higher by 20%; (iii) all benefits lower by 33%; and (iv) the worst case—all of the above. Results 
are in Table 3.  

18. Including incremental economic growth as a benefit, with parameters that fully reflect the 
World Bank study findings (footnote 3), would increase all EIRRs by between 32 and 35 
percentage points. 
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Table 2: Summary of Economic Internal Rate of Return Calculation  
($ million) 

 
( ) = negative, EIRR = Economic Internal Rate of Return, NPV = Net Present Valua, pa = per annum  
Source: ADB estimates 

Table 3: Sensitivity Test Results 

 
( ) = negative, Cap = capital costs, Op = operational costs  
Source: Asian Development Bank estimates. 

Base  
Case 

Cap  
costs  
+10% 

Op  
costs  
+20% 

Bene- 
fits           

-33% 
Worst  
Case 

Economic Internal Rate of Return            37% 34% 36% 24% 21% 
Net Present Value ($ million)              83.6 79.0 80.0 35.0 26.9 
Benefit–Cost Ratio          2.31 2.16 2.19 1.55 1.37 
Switching values: Costs  131% 116% 119% 55% 37% 

Benefits  (57%) (54%) (54%) (36%) (27%) 

Full Project 

 Existing  
Services 

Broad- 
band  

Internet 

e-         
Govern- 

ment 
Mobile  

Banking Total 

2012 15.68 0.00 0.00 0.00 0.00 0.00 (15.68) 

2013 25.41 0.00 0.00 0.00 0.00 0.00 (25.41) 

2014 8.48 2.94 5.38 2.82 0.35 11.49 3.01 

2015 4.39 4.78 9.16 4.40 0.55 18.88 14.49 

2016 4.66 6.62 13.71 6.10 0.77 27.20 22.53 

2017 4.95 6.89 15.26 6.34 0.80 29.29 24.34 

2018 5.22 7.16 16.87 6.59 0.83 31.45 26.23 

2019 5.55 7.45 18.53 6.86 0.86 33.70 28.15 

2020 5.85 7.75 20.24 7.13 0.90 36.02 30.16 

2021 6.14 8.06 22.01 7.42 0.93 38.42 32.28 

2022 6.39 8.38 23.84 7.71 0.97 40.90 34.52 

2023 6.66 8.71 25.73 8.02 1.01 43.48 36.82 

2024 6.95 9.06 27.68 8.34 1.05 46.14 39.18 

2025 7.28 9.43 29.70 8.68 1.09 48.89 41.61 

EIRR 37.1% pa Switching values: Costs 131% 

NPV $83.57  million Benefits (57%) 

Total  
Economic  

Costs 

Net  
Economic  
Benefits 

Economic Benefits 

Year 


