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FOREWORD

This private sector assessment examines Solomon Islands’ potential to increase the rate 
of sustainable economic growth. It builds on a 2005 assessment prepared by the Asian 
Development Bank (ADB) by reviewing reforms implemented since then, and offering 
recommendations to address ongoing constraints to increased business activity and 
investment. 

Solomon Islands has seen steady growth since the cessation of the civil conflict in 2003, 
when the economy was near collapse. Yet, although national incomes have increased, the 
country continues to lag behind its neighbors in a number of areas as shown by its economic 
and social indicators. Logging has been one of the key drivers of recent growth, but it is 
becoming increasingly unsustainable. In addition, the economy has been heavily supported by 
foreign aid, which is expected to decline over the next decade. Moreover, the formal economy 
is small, with most of the population employed in informal or subsistence activities.

Increased investment, particularly investment that will diversify the economy, is needed 
to grow the formal private sector in order to address Solomon Islands’ employment and 
income challenges. The government has an important role to play in establishing an attractive 
investment climate where entrepreneurs are encouraged and businesses can thrive. 

The current and previous governments of Solomon Islands have been committed to 
supporting private sector-led growth. Reforms implemented over the past decade, such 
as streamlining foreign investment processes, reforming business laws, and improving 
performance of state-owned enterprises (SOEs) have enhanced the business environment. 
More recent reforms—implemented with support from the Pacific Private Sector Development 
Initiative, which produced this assessment—include instituting commercially oriented 
management of SOEs and the creation of Solomon Islands’ electronic company registry.

To make it easier for businesses to startup, innovate, and expand, a road map for further 
reforms is required. This private sector assessment provides proposals for improving the 
functioning of the financial system, modernizing the tax system, advancing gender equality, 
and establishing a framework that supports competition. In the past, the Government of 
Solomon Islands has proved to be one of the most active reformers in the region. While 
the recommendations in this assessment present a challenging agenda, I am confident the 
government will continue to pursue reform in a consultative and strategic way. Working 
with the private sector and other stakeholders, the government can use this report to 
stimulate discussion and develop targeted actions for growing private sector investment in 
Solomon Islands.



viii FOREWORD

I would like to thank our counterparts in government, representatives from development 
partner organizations and the private sector who contributed to this report.

ADB is committed to working closely with the Government of Solomon Islands to deliver 
positive development outcomes. I am hopeful this will contribute meaningfully to that 
collaboration, which I look forward to supporting in the years to come.

Xianbin Yao
Director General
Pacific Department
Asian Development Bank
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EXECUTIVE SUMMARY

The economy of Solomon Islands has recovered from a period of civil conflict that ended in 
2003. Current and past governments of Solomon Islands have been committed to encouraging 
private sector-led growth, and over the past decade many positive reforms have been 
introduced. Significant challenges remain however, and increased levels of private sector 
investment are needed to accelerate economic growth and improve the quality of people’s 
livelihoods.

This report provides a snapshot of Solomon Islands’ current business environment with a 
focus on key areas constraining private sector investment. It provides a useful starting point 
from which a reform road map can be developed and implemented.

Given capacity constraints within the government and the business community, it is 
important to carefully review the recommendations in this report to identify the areas where 
the country’s limited available resources can be used most productively. 

For accessibility, the findings and recommendations of this reported are covered in the 
following 5 pages. Detailed supporting information on each of the topics discussed is presented 
in Appendixes A–K. 

Suggested Reform Priorities

Table 1 identifies key reform priorities the government should focus on to continue improving 
the business climate and drive sustainable economic growth.

Table 1: Reform Priorities

Area Priority Recommendations
Policy development •   Enhance the quality of policy development to achieve effective reforms. 
Infrastructure •   Continue to build institutional capacity to effectively implement policies 

and plans.
•   Encourage greater private sector involvement in delivering infrastructure 

services. Suggested areas include:
    –   contracting out management and maintenance of the country’s airports;
    –   contracting out stevedoring, marshaling, and storage services at the 

Honiara port; and
    –   investment and management of renewable energy projects such as 

village-based minigrids and grid-connected solar power.
continued on next page
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State-owned 
enterprises

•   Develop a new a policy on state-owned enterprise (SOE) ownership, 
divestiture, and public–private partnerships to guide further SOE 
privatization, restructuring, and capitalization.

Tax system •   Enact the Customs and Excise Bill.

•   Undertake a comprehensive review of the tax system to bring it more in line 
with good international practices and ensure a fair, simple, and broad-based 
tax system that encourages local businesses and is attractive to foreign 
investors.

Financial system •   Encourage efforts that facilitate business access to finance, in particular, by 
developing new products to enable greater moveable asset-based lending 
using the secured transaction registry. 

•   Continue to improve access to basic financial services and build the 
financial capability of individuals and businesses through the efforts of the 
National Financial Inclusion Taskforce.

Source: Pacific Private Sector Development Initiative.

Recommended Reforms 

Table 2 contains the full list of recommendations contained in the report. Ideally, both the 
government and the private sector should review these recommendations to establish priorities 
and develop more detailed actions. 

Table 2: Key Challenges and Recommendations 

Challenges Recommendations
Strengthen policy 
development

•   Enhance the quality of policy development to achieve effective investment 
climate reforms. This requires:

    –   improve communication and coordination between the policy unit in the 
Prime Minister’s Office and line ministries.

    –   improve engagement with the private sector to agree on reform priorities 
and develop solutions that are in line with institutional implementation 
capacities. Consideration should be given to establishing a formal, 
structured, high-level public–private sector dialogue mechanism for this 
purpose.

    –   strengthen institutions tasked with implementing reforms to ensure they 
have sufficient capacity and resources to deliver quality outcomes.

Improve 
infrastructure 

•   Use a systematic, rational, and strategic approach to planning and 
implementing publicly funded infrastructure. This requires:

    –   ensuring that new projects undergo analysis to determine demand, 
feasibility, cost, and potential impacts;

    –   screening promising projects and incorporating them into sector plans; and
    –   reviewing and revising the National Infrastructure Investment Plan every 

3–5 years based on the sector plans.
continued on next page

continued
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Challenges Recommendations
•   Continue to build institutional capacity to effectively implement policies 

and plans.

•   Ensure that adequate annual maintenance expenditures for publicly funded 
infrastructure are built into recurrent budgets.

•   Encourage greater private sector involvement in infrastructure provision.

Continue to 
restructure  
state-owned 
enterprises

•   Strengthen capacity to implement existing state-owned enterprise (SOE) 
legislative, governance, and monitoring framework.

•   Develop a new policy on SOE ownership, divestiture, and public–private 
partnerships to guide further SOE privatization, restructuring, and 
capitalization.

Encourage 
conditions that 
support competition

•   Take a pragmatic approach to fostering conditions in which competitive 
markets can emerge. Focus initial efforts on:

    –   reviewing the regulatory environment to remove unnecessary business 
entry requirements and promote certainty, and

    –   building capacity in consumer protection. 

•   Ensure that any review of the reserved business activity list that restricts 
foreign investment in the country is consistent with the requirements of 
the Foreign Investment Act and its objective of encouraging open and 
competitive markets.

•   Modernize foreign investment registration processes through an online 
registry.

Modernize the 
tax system

•   Enact the Customs and Excise Bill.

•   Undertake a comprehensive review of the tax system to bring it more in 
line with good international practices and ensure a fair, simple, and broad-
based tax system that encourages local entrepreneurship and is attractive to 
foreign investors.

•   Ensure that any fiscal incentives that will be offered in the future adhere to 
good practice principles. This requires:

    –   linking them to a clear investment policy;

    –   making entitlements transparent, performance-based, equitable, and 
simple to administer; and

    –   providing investors in export industries access to inputs at competitive 
prices.

•   Focus on improving the country’s overall investment environment, rather 
than introducing schemes such as special economic zones.

continued

continued on next page
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Challenges Recommendations
Facilitate secure 
access to customary 
land for commercial 
purposes

•   Commence a national dialogue process with the aim of improving the 
country’s land policies and legal arrangements over land tenure, land 
administration, and land dispute settlement.

•   In the short term, look for ways to improve business access to customary 
land in a more balanced way. This includes:

    –   providing information and support to customary landowners to assist 
them in negotiating informed and beneficial agreements;

    –   introducing a more transparent consultative process for identifying 
customary landowners using standardized procedures;

    –   using mechanisms that encourage longer-term sustainability of project 
benefits to landowners, and more equitable distribution of those benefits; 
and

    –   improving the efficiency of the land registry.

•   Document and share good practice experiences of businesses engaged in 
projects utilizing customary land.

Enhance business 
access to skilled 
labor

•   Strengthen technical and vocational education and skills training. This 
requires:

    –   developing a national qualifications framework to improve the quality of 
course offerings,

    –   shifting to demand-based training that is industry-focused, and

    –   expanding the number of places in nationally and internationally 
recognized courses.

•   Review labor legislation, in particular standards and protections that 
regulate the employer-employee relationship, with the aim of improving 
regional competitiveness. 

•   Review the existing policy and legislation with respect to issuing work 
permits and residence visas to foreign workers to enhance the transparency 
and efficiency of the system. This should include exploring the potential to 
consolidate the entire process within one agency.

Improve the 
functioning of the 
financial system

•   Facilitate more effective use of collateral to enable Solomon Islanders to 
have easier access to credit. This requires:

    –   promoting greater use of the secured transaction registry and developing 
new products to enable greater moveable asset-based lending, and

    –   continuing to address issues inhibiting secure access to customary land.

•   Support the implementation and broad usage of the credit bureau, along 
with the professionalization of the private sector, particularly its capacity 
to maintain and produce accurate accounts and develop suitable business 
plans.

continued

continued on next page



xiiiEXECUTIVE SUMMARY

Challenges Recommendations
•   Continue to encourage the entry of additional financial institutions, subject 

to licensing criteria, to enhance finance sector competition. 

•   Assess the role of a national development bank within a wider, competitive 
banking system.

•   Broker greater cooperation between commercial banks and the Solomon 
Islands National Provident Fund (NPF) to meet the debt and equity needs 
of larger private sector projects in the country.

•   Conduct a review of the Small Business Finance Scheme to understand why 
it has achieved such limited results todate.

•   Continue to improve access to basic financial services and build financial 
capability of individuals and businesses through the efforts of the National 
Financial Inclusion Taskforce.

•   Support efforts for branchless banking and finance sector infrastructure to 
improve efficiency and promote competition.

•   Introduce a national payment system law and effectively implement the 
real-time gross settlement system, and encourage interbank interoperability.

Advance gender 
equality

•   Improve labor standards and protections to facilitate women’s increased 
participation in the labor force and raise women’s awareness of existing 
rights. This requires: 

    –   developing and enabling legislation for equal employment opportunities 
and sexual harassment protections that applies to the public and private 
sectors,

    –   amending labor legislation to increase maternity leave pay provisions with 
stipulated enforcement procedures,

    –   amending NPF legislation to provide social protections for spouses of 
NPF members, and

    –   enhancing mechanisms for reporting and addressing discriminatory labor 
practices.

•   Support women’s access to finance and business development services in 
line with the national strategy for economic empowerment of women and 
girls.

•   Undertake legislative reforms to support gender equality in access to 
resources in line with recommendations from the Convention on the 
Elimination of All Forms of Discrimination Against Women Committee. 
This includes:

    –   revising the Married Women’s Property Act 1882, Islander Divorce Act 
1960, and Citizenship Act 1978; and

    –   addressing conflicts created by constitutional provisions on customary 
law and western law, specifically those related to de facto discrimination 
against women in asset sharing and ownership of natural resources.

continued

continued on next page
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Challenges Recommendations
•   Support the implementation of the National Policy to Eliminate Violence 

Against Women.
Case study—
enhance economic 
returns from tuna 
fisheries

 •   Consider the viability and attractiveness of developing a new onshore tuna 
processing facility at the existing Noro location, rather than spreading new 
development to different locations of the country.

•   Undertake analytical work to better understand the trade-offs that  
will be necessary, in terms of foregone access fees and tax concessions,  
to attract new investment in onshore processing. In the event concessions 
are offered, they should be tied to the investor meeting agreed  
performance requirements.

•   Use a competitive tender process to award long-term fish access to new 
onshore fish processing investments. Sell unallocated fishing days via 
auctions to the highest bidder.

•   Continue to explore options to improve access into major markets for tuna 
products, in particular global sourcing into the European Union.

•   Ensure competent authorities responsible for seafood safety and illegal, 
unreported, and unregulated fishing are appropriately resourced and 
effectively managed.

Source: Pacific Private Sector Development Initiative.
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1  CONTINUING REFORMS TO STIMULATE PRIVATE 
SECTOR INVESTMENT

Private sector investment drives economic 
growth. When businesses start-up or expand their 
operations, they generate new jobs and higher 
income levels. This, in turn, generates taxes for public 
investment in health, education, and other services.

Many factors shape a country’s investment climate. 
In the case of Solomon Islands, several factors 
including geographic isolation and exposure to natural 
disasters cannot be altered. However, its government 
can take steps to reduce the limitations imposed by 
these constraints. Moreover, the government needs 
to ensure it does not exacerbate these constraints 
through poor policies that may make it difficult for 
businesses to establish, innovate, and grow.

The Asian Development Bank (ADB) prepared 
an assessment of Solomon Islands’ environment 
for private sector development in 2005. This report 
builds on that assessment by highlighting reforms 
implemented since 2005 and identifying areas that 
continue to constrain sustainable private sector 
investment in the economy. It is based on discussions 
with government officials, donors, and representatives 
of the private sector, and a review of government 
planning documents and available economic reports.

INTRODUCTION
Solomon Islands is an archipelago located northeast 
of Australia. The country’s population lives 
predominately in small, rural, and geographically 
spread communities.

Solomon Islands economy has recovered 
well from a period of civil conflict that occurred 

between 1998 and 2003. The conflict brought the 
government to a standstill, and economic output 
dropped dramatically. A regional response to the 
crisis helped restore law and order, and supported 
the government in rebuilding the state. Since then 
the economy has experienced an upward trend in 
growth. Between 2000 and 2012 gross national 
income per capita (GNI) increased by 50%—from 
US$1,010 to US$1,480. 

However, the country’s formal economy is small, 
its economic and social indicators remain relatively 
low, and the population is growing quickly. Almost 
80% of the country’s employed population aged 
15 years and above are still employed in informal 
or subsistence activities, and live in scattered 
rural communities. Solomon Islands’ Human 
Development Index value (a measure assessing 
long-term progress in terms of population health 
and longevity, access to knowledge, and standard of 
living) was 0.491 in 2013, well below the average of 
countries in the East Asia and Pacific region (0.703). 
The country’s population of 580,000 has also been 
growing at an average rate of 2.3% per annum, which 
will result in an additional 80,000 people by 2020. 

A good indicator of a country’s long-term 
economic prosperity is its investment ratio (the 
amount it invests in fixed capital divided by gross 
domestic product). Solomon Islands investment 
levels have been below what is needed to put it on 
a growth path capable of substantially improving 
the livelihoods of its expanding population. 
Over the period 2007–2012, its investment ratio 
averaged 18% per annum—below the global average 
(20%–22%) and well below that achieved by 
higher-growth neighbors such as Vanuatu (32%). 
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Moreover, the economic sectors the country has 
relied on in the past, such as logging, are on the 
decline. The level of investment therefore not only 
needs to increase, it also needs to flow into different 
areas that will diversify the economy.

CHALLENGES AND 
RECOMMENDATIONS 
The Government of Solomon Islands is committed 
to encouraging private sector-led growth. Over 
the past decade, the country’s macroeconomic 
conditions have significantly strengthened. Public 
finances stabilized as a result of increased revenue 
collection and improved controls and discipline in 
government budgeting processes. Fiscal reserves 
were also rebuilt, and public debt levels significantly 
reduced. This provides a solid foundation on which 
future growth can develop. Care must be taken to 
ensure that gains that have been made in public 
financial management, the cornerstone of this 
foundation, are maintained and further built on. 

The government also introduced a number of 
important structural reforms including:

• opening the country to increased foreign 
investment by streamlining the process for 
foreign investment entry and reducing the 
number of reserved activities;

• modernizing company and business name 
legislation, and introducing a fully electronic 
company registry;

• establishing a robust framework for 
commercially managing state-owned 
enterprises (SOEs), divesting four poorly 
performing and nonstrategic SOEs from the 
portfolio, and restructuring three others to 
place them on a more sustainable footing; and

• liberalizing the telecommunication sector 
resulting in increased mobile telephone 
penetration and tariff reductions.

However, more needs to be done to improve 
the quality of the country’s investment climate. 
The following section discusses key challenges 
that must be addressed along with specific reform 
recommendations. More detailed information about 
the economy and each challenge are contained in 
Appendixes A–K.

Recommendation:

•	 Enhance the quality of policy development to achieve effective investment climate reforms.  
This requires:

	– improving communication and coordination between the policy unit in the Prime Minister’s 
Office and line ministries;

	– improving engagement with the private sector to agree on reform priorities and develop solutions 
that are in line with institutional implementation capacities, such as through the establishment of 
a formal, structured high-level public–private sector dialogue mechanism for this purpose; and

	– strengthening institutions tasked with implementing reforms to ensure they have sufficient 
capacity and resources to deliver quality outcomes. 

Strengthen Policy Development 
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Good communication is vital for encouraging 
private sector development. A government whose 
ministries work together in a coordinated way and 
which listens to the private sector is more likely to 
design credible and workable reforms. Meaningful 
public–private sector dialogue not only helps 
identify potential strategies for addressing structural 
issues, it also creates a sense of local ownership that 
makes policies more likely to succeed in practice.

At present, government policy-making appears 
fragmented and is insufficiently linked to the 
business community. While the new Government 
of Solomon Islands has shifted toward more 
centralized control over the policy-making process, 
government ministries remain disconnected from 
the new system. This is resulting in confusion 

and unnecessary duplication of effort. There is 
also limited institutional capacity to implement 
new policies and legislation. This requires careful 
prioritizing and developing reform initiatives to 
ensure they can be effectively implemented.

There is also a lack of formal mechanisms 
to enable the private sector to engage with 
government in identifying, implementing, and 
monitoring investment climate reforms. Such 
mechanisms existed in the past. An example is 
the Business Law Advisory Committee, which was 
instrumental in successfully implementing recent 
business law reforms. Understanding the reasons 
behind why the Business Law Advisory Committee 
no longer operates could assist in establishing a 
sustainable public–private dialogue mechanism. 

Improve Infrastructure

Infrastructure is critical for stimulating economic 
activity. A country’s transport network provides the 
means to move people and goods between rural 
areas and population centers, and connect the 

country to overseas markets. Electricity provides 
power that enables processing facilities, hotels, 
and offices to be built and operate. Clean water, 
sanitation, and solid waste services keep people 

Recommendations:

•	 Use a systematic, rational, and strategic approach to planning and implementing publicly funded 
infrastructure. This requires:

	– ensuring that new projects undergo analysis to determine their demand, feasibility, cost, and 
potential impacts;

	– screening promising projects and incorporating them into sector plans; and

	– reviewing and revising the National Infrastructure Investment Plan every 3–5 years based on the 
sector plans. 

•	 Continue to build institutional capacity to effectively implement policies and plans.

•	 Ensure that adequate annual maintenance expenditures for publicly funded infrastructure are built 
into recurrent budgets.

•	 Encourage greater private sector involvement in infrastructure provision.
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healthy and reduce work absences due to illness. 
Telecommunication services link remote areas to 
larger markets. A lack of access to quality, affordable 
services in these areas poses a major impediment 
to private sector development, and significantly 
increases the costs of doing business.

While the government has stated that 
infrastructure investment is a priority, the quality 
and availability of core infrastructure services within 
the country, particularly outside of urban centers, 
remain poor.

•	 Roads. Much of the existing network is 
unsealed, and while improvements are 
occurring, a substantial portion remains in 
poor condition. In rural areas, less than 60% 
of the population has access to roads. The 
institutional capacity to implement road sector 
policies and plans is weak, and the available 
recurrent budget provided by the government 
to rehabilitate and maintain the road network 
is insufficient.

•	 Transport. The country’s airports are in 
generally poor condition and are managed 
by a government agency, which has limited 
financial and operational autonomy, and 
limited incentive to improve performance. 
Domestic wharves and jetties, along with the 
inter-island fleet are also in poor condition. 
The main international port is congested, 
which creates delays and additional costs. An 
extension program is underway to address 
the problem; however, in the absence of 
greater commercialization in port services, 
inefficiencies are likely to persist. Continued 
public ownership of the national air carrier 
also creates many challenges and is a drain on 
government finances. 

•	 Power. Less than 15% of the population has 
access to the electricity grid. While financial 
and operational management performance of 
the Solomon Islands Electricity Authority has 
improved and new investment is occurring in 
power infrastructure, continued heavy reliance 
on diesel and high domestic transportation 
costs impedes grid expansion. This means 
electricity tariffs in Solomon Islands are 
among the highest in the region. Work on 
a new hydro project on Guadalcanal (Tina 
River) is expected to commence in 2016, and 
the government is actively pursuing other 
renewable energy initiatives.

•	 Water, sanitation, and solid waste. Access 
to improved water and sanitation facilities 
is low relative to the average for the Pacific 
islands region. While reforms at the Solomon 
Islands Water Authority have strengthened 
service delivery capacity, it still serves less 
than 10% of the population. In the case of 
sanitation, access to improved facilities has 
declined since 2004. The majority of solid 
waste being generated within the country is 
being disposed of in an uncontrolled manner.

•	 Telecommunication. Significant 
improvements have been made with respect 
to mobile telephone penetration and cost, but 
broadband internet access remains low and 
expensive.

Improving the situation requires a systematic, 
rational, and strategic approach to prioritizing, 
planning, implementing, and managing 
infrastructure. A national infrastructure investment 
plan was developed in 2013 and represents a good 
first step. However, the quality of the document is 
undermined by a lack of clear subsector strategies in 
many cases. Moreover, the plan no longer appears 
to be guiding infrastructure investment. 
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There is also limited institutional capacity to 
implement policies and plans once they have been 
developed. For example, good quality strategic plans 
have already been developed in the transport sector. 
However, the Ministry of Infrastructure Development 
lacks sufficient capacity to deliver on them.

Maintaining infrastructure once it is built 
also remains a challenge. While maintenance 
expenditures have increased in recent years, 
particularly in the roads sector, they still fall below 
sustainable levels and rely on donor support.

The scale of the country’s unmet infrastructure 
needs, along with limited government 
implementation capacity and ability to fund 
infrastructure investment, makes private sector 
participation essential—both as a source of 
investment capital and a provider of services. While 
the private sector has been playing an increasing 
role in this regard, the government needs to create 
conditions that will attract greater private sector 
involvement in this area.

Restructure State-Owned Enterprises

State-owned enterprises (SOEs) can be a significant 
constraint to a country’s economic development 
because they absorb large amounts of capital, have 
low productivity, and provide limited service coverage. 
Reforming the SOE sector creates opportunities 
for private investment, reduces the costs of doing 
business, and improves service delivery. 

Solomon Islands’ SOE portfolio has significantly 
improved its performance. From an average 
–12% return on equity (ROE) between 2002 and 
2008, the portfolio registered a 6% ROE between 
2009 and 2012. The improvement in ROE is a 
tremendous accomplishment and demonstrates 
that a program of targeted privatization, along with 
financial restructuring supported by an effective SOE 
legislation, governance, and monitoring framework can 
achieve significant improvement in a short time frame.

As of 2012, the portfolio includes 6 active  
SOEs (Solomon Airlines, Solomon Islands 
Broadcasting Authority, Solomon Islands Electricity 
Authority, Solomon Islands Port Authority, Solomon 
Islands Postal Corporation and Solomon Islands 
Water Authority)—down from 11 in 2002.

However, the recovery remains fragile: the  
SOE monitoring unit has limited capacity and  
many of the smaller SOEs struggle to prepare 
meaningful corporate plans and meet financial 
reporting requirements in a timely way. SOEs  
are also undercapitalized and need to make 
substantial capital investments in the coming  
years. Increased partnerships with the private  
sector, through private–public partnerships, joint 
ventures, and privatization, would help address  
this problem.

Recommendations:

•	 Strengthen the capacity to implement existing state-owned enterprise (SOE) legislative, governance, 
and monitoring framework.

•	 Develop a new policy on SOE ownership, divestiture, and public–private partnerships to guide further 
SOE privatization, restructuring, and capitalization.
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Encourage Conditions that Support Competition

Recommendations:

•	 Take a pragmatic approach to fostering conditions in which competitive markets can emerge. Focus 
initial efforts on:

	– reviewing the regulatory environment to remove unnecessary business entry requirements and 
promote certainty, and

	– building capacity in consumer protection. 

•	 Ensure that any review of the reserved business activity list that restricts foreign investment in 
the country is consistent with the requirements of the Foreign Investment Act and its objective of 
encouraging open and competitive markets.

•	 Modernize foreign investment registration processes through an online registry.

Creating an environment for effective 
competition promotes the most efficient use of a 
country’s resources. This is particularly important in 
small, developing countries where resources tend 
to be scarce. Competition also provides continuing 
incentives for enterprises to innovate, and allows 
consumers to benefit from lower prices, better 
quality, and greater variety of goods and services.

The degree of competition in Solomon Islands 
markets varies geographically, with supply chain 
level, and by industry. At present, the country 
lacks a formal competition policy or generally 
applicable competition law. Competition policy 
has an important role to play in private sector 
growth in Solomon Islands, but requires a phased 
implementation in light of the investment likely 
to be required on both the administrative and 
compliance sides. 

Legislation is currently in place to enable the 
government to set price controls and protect 
industries, which are inconsistent with competition 
and might impose significant costs. Careful scrutiny 
is required to determine whether such measures 
are economically justified and provide effective 

solutions to the problems they are intended to 
address. 

In the case of foreign investments, the new 
government has made a policy commitment 
to expand the list of businesses reserved for 
indigenous Solomon Islanders. The list currently 
includes 14 activities across a range of sectors. 
The Foreign Investment Act, while permitting 
reviews of the reserved list, states that the purpose 
of a review is to reduce the number of activities 
on the list over time in order to promote a more 
competitive economy. The Foreign Investment Act 
also does not permit discrimination among Solomon 
Islands citizens. However, the foreign investment 
registration process is currently operating on a 
manual basis and presents an unnecessary barrier to 
potential new foreign investors. 

Business regulation is subject to considerable 
discretion. This creates uncertainty for investors 
and is likely to inhibit market entry or expansion 
decisions. 

Among major infrastructure-based industries, 
only telecommunication is currently competitive. 
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Services in other key infrastructure-based industries 
continue to be delivered by state-owned monopoly 
providers. Independent regulation may be necessary 
to ensure that consumers of these services are 
appropriately protected where privatization of 
an SOE is proposed, where an SOE is subject to 

an obligation or expectation that it will maximize 
profits, or if state supervision and control have not 
been proven to be historically effective. The scope 
of existing consumer protection requires review, and 
capacity to implement it should be enhanced.

Modernize the Tax System

Recommendations:

•	 Enact the Customs and Excise Bill.
•	 Undertake a comprehensive review of the tax system to bring it more in line with good international 

practices and ensure a fair, simple, and broad-based tax system that encourages local businesses and 
is attractive to foreign investors.

•	 Ensure that any future fiscal incentives adhere to good practice principles. This requires:
	– linking them to a clear investment policy;
	– making entitlements transparent, performance-based, equitable, and simple to administer; and
	– providing investors in export industries access to inputs at competitive prices.

•	 Focus on improving the country’s overall investment environment, rather than limiting interventions to 
special economic zones. 

An equitable, well-functioning tax system is 
critical to a country’s development. It provides the 
government with revenues to fund the delivery of 
services, and promotes sound state-building by 
establishing a functioning relationship between 
the government and tax-paying citizens. The level 
of the tax burden and the design of tax policy also 
directly influence business costs and returns on 
investment. Tax systems that are simple, efficiently 
administered, have low marginal tax rates, and 
are supportive of exports enhance a country’s 
investment environment.

While Solomon Islands has significantly 
strengthened its tax administration, it has not 
embarked on major tax reforms like other countries 
in the region where tax systems have converged along 

good practices lines through reductions in import 
tariffs, and the introduction of value-added taxes, 
and lower corporate and personal income tax rates. 

One area where considerable work has been 
done is customs. The existing custom and excise 
legislation is out of date and deficient in many 
areas. A Customs and Excise Bill has been drafted 
(supported by extensive consultations on the 
underlying policy), but has yet to be considered by 
the Cabinet.

Other aspects of Solomon Islands tax system, 
however, still suffer from a number of problems. 
Income tax rates and thresholds are distortive 
and less competitive than those in neighboring 
countries. The top marginal personal income tax 
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rate is relatively high (40% versus 20% in Fiji for 
example) and kicks in at a relatively low threshold 
(US$9,530 versus US$23,890 in Fiji). Solomon 
Islands’ corporate income tax rate is similarly high 
(30% versus 20% in Fiji). In addition, the existing 
goods/sales tax is poorly structured and suffers 
from cascading effects that escalate the tax burden 
at each stage of the importation/manufacturing 
and distribution chain. Tax administration is also 
overly complicated, which makes compliance 
difficult for micro, small, and medium-sized 
enterprises.

On a positive note, improvements have 
been made to the administration of existing 
tax exemptions. While this has improved the 

Facilitate Access to Customary Land

Recommendations:

•	 Commence a national dialogue process with the aim of improving the country’s land policies and legal 
arrangements over land tenure, land administration, and land dispute settlement.

•	 In the short term, look for ways to improve business access to customary land in a more balanced way. 
This includes:

	– providing information and support to customary landowners to assist them in negotiating 
informed and beneficial agreements;

	– introducing a more transparent, consultative process for identifying customary landowners using 
standardized procedures;

	– using mechanisms that encourage longer-term sustainability of project benefits to landowners, 
and more equitable distribution of those benefits; and

	– improving the efficiency of the land registry.

•	 Document and share good practice experiences of businesses engaged in projects utilizing  
customary land. 

transparency of the process and reduced the 
number and value of exemptions granted, the 
exemptions are not linked to clear investment goals. 
Many also remain discretionary in nature and are 
open to abuse because they are not sufficiently 
performance-based. 

The Government of Solomon Islands has 
expressed an intention to develop special economic 
zones as a vehicle for encouraging investment. The 
country’s circumstances, however, make it unlikely 
that such an initiative will provide a sustainable, 
cost-effective stimulus to investment and growth. 
Moreover, there is a danger that it could delay  
more fundamental reform and be a significant  
fiscal drain.

Secure access to land is vital for private sector 
development. It provides locations and resources 
that businesses can use to establish physical 
premises and implement productive activities. It 

can also be used as collateral to access finance. 
No country has managed to achieve sustained 
economic prosperity without stable, clearly defined, 
and well-protected land property rights.
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Approximately 87% of land in Solomon Islands is 
under customary ownership. Land under customary 
ownership is owned by indigenous communities 
and administered in accordance with their customs. 
Future economic growth is expected to come from 
sectors based in areas where this type of tenure is 
the norm. However, customary land is poorly suited 
to commercial development due to uncertainties 
associated with its boundaries, ownership, and use 
rights. It typically needs to be registered before it can 
be effectively used. 

Converting customary land to registered land is 
a complex undertaking that faces many challenges. 
Landowners typically enter the process with 
insufficient access to information and representation. 
This has implications for the quality of consent 
they give to any agreement that is made. There 
are also significant problems identifying who owns 
particular parcels of land. In particular, the process 
lacks transparency and standardized procedures. 
Weaknesses in the sustainability of benefits generated 
by a proposed land development, and how those 
benefits are distributed, lead to reduced landowner 
satisfaction over time. In addition, the systems for 

resolving disputes and recording dealings in the land 
registry are inefficient.

Enterprises that have succeeded in developing 
commercial activities on customary land have 
focused on developing strong, ongoing relationships 
with customary landowners and local communities. 
Successful approaches include ensuring title to land 
is vested with customary landowner groups, providing 
landowner organizations equity in the business 
venture, and ensuring that benefits are spread 
beyond landowners to the wider local community. 
These experiences need to be documented and 
shared in order to improve future project planning.

Addressing the problems currently limiting 
effective use of customary land for commercial 
purposes requires a sensitive, long-term approach that 
balances landowner needs with those of business. A 
2015 report entitled Building a Pathway for Successful 
Land Reform in Solomon Islands presents land reform 
experiences in neighboring countries and lays out 
a process Solomon Islands could follow in its own 
land reform process.1 The report’s recommendations 
provide a useful way forward on this challenging issue.

1 S. McDonnal, J. Foukona, and A. Pollard. 2015. Building a Pathway for Successful Land Reform in Solomon Islands. Background paper for the National Land 
Reform Conference. Honiara. 26 August.

Enhance Business Access to Skilled Labor

Recommendations:

•	 Strengthen the technical and vocational education training system. This requires:
	– developing a national qualifications framework to improve the quality of course offerings,
	– shifting to demand based training that is industry-focused, and
	– expanding the number of places in nationally and internationally recognized courses.

•	 Review labor legislation, in particular, standards and protections that regulate the employer-employee 
relationship, with the aim of improving regional competitiveness. 

•	 Review existing policies and legislation with respect to the issuance of work permits and residence 
visas to foreign workers to enhance the transparency and efficiency of the system. This should include 
exploring the possibility of consolidating the entire process within one agency.
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Improve the Functioning of the Financial System

A skilled workforce is a prerequisite for a vibrant 
and growing private sector. Fostering a skilled 
workforce requires workforce skills and employment 
policies that connect workers to business 
enterprises, and enable businesses to quickly adapt 
to new opportunities.

There are also problematic aspects of Solomon 
Islands labor regulation. Labor legislation, which 
is spread across seven acts, is outdated. Some 
provisions are also poorly defined, which makes 
them difficult to apply. Of particular concern to 
employers are requirements that add to nonwage 

costs, and limit the flexibility with which employees 
can be hired and fired.

Despite a lack of appropriately skilled citizen 
labor, the process for hiring foreign workers to fill 
the gaps is difficult. In countries with limited pools 
of skilled labor, it is a good practice to establish a 
strategic approach that provides businesses with 
confidence that, if they need to access foreign 
workers, they can do so using clear and transparent 
mechanisms. Unfortunately, the Solomon Islands 
process lacks transparency, and is cumbersome and 
time-consuming to complete.

Recommendations:

•	 Facilitate more effective use of collateral to enable Solomon Islanders to have easier access to credit. 
This requires:

	– promoting greater use of the secured transaction registry and developing new products to enable 
greater moveable asset-based lending, and

	– continuing to address issues inhibiting secure access to customary land.

•	 Support the implementation and broad usage of the credit bureau, along with the professionalization 
of the private sector, particularly business capacity to maintain and produce accurate accounts and 
develop suitable business plans.

•	 Continue to encourage entry of additional financial institutions, subject to licensing criteria, to 
enhance finance sector competition. 

•	 Assess the role of a national development bank within a wider, competitive banking system.

•	 Broker greater cooperation between commercial banks and the Solomon Islands National Provident 
Fund to meet the debt and equity needs of larger private sector projects in the country.

•	 Conduct a review of the Small Business Finance Scheme to understand why it has achieved such 
limited results todate.

•	 Continue to improve access to basic financial services and build financial capability of individuals and 
businesses through the efforts of the National Financial Inclusion Taskforce.

•	 Support efforts for branchless banking and finance sector infrastructure to improve efficiency and 
promote competition.

•	 Introduce a national payment system law and effectively implement the real-time gross settlement 
system, and encourage interbank interoperability
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2 See, for example, J. Zhuang et al. 2009. Financial Sector Development, Economic Growth, and Poverty Reduction: A Literature Review. ADB Economics 
Working Paper Series. No. 173. Manila.

misaligned with the broader economy; productive 
sectors of the economy, such as tourism, mining, 
agriculture, and fisheries, account for a very small 
share of total bank credit. 

Inadequate credit is likely a function of several 
things—weaknesses in the collateral framework, 
banks’ difficulties assessing risk and conservative 
risk profiles, and limited capacity within the private 
sector to professionalize and develop bankable 
business proposals.

The Government of Solomon Islands enacted 
secure transactions reform in 2008 that enables 
moveable property to be effectively used as security 
for loans. While use of the secured transaction 
registry has been positive, its potential has yet to 
be fully utilized. For example, neither inventories 
nor accounts receivables are being heavily used as 
security. Moreover, the registry’s heaviest user is 
a credit institution, Credit Corporation Solomon 
Islands Limited; commercial banks are currently not 
heavy users. Used widely, the secured transaction 
registry can be a powerful tool for deepening a 
country’s financial system. There is a need to 
promote greater awareness of the tool, and develop 
new moveable asset-based products that financial 
institutions will be comfortable using.

The entry of a new locally based bank (Pan 
Oceanic Bank Limited) appears to have stimulated 
competition in Solomon Islands’ banking sector, 
indicating that licensing of additional entrants 
should be encouraged. 

The Government of Solomon Islands has 
expressed an intention to reestablish a national 
development bank, despite the failure of the former 
Development Bank of Solomon Islands in 2004 and 

An effective and well-developed financial system 
is an important driver of private sector development 
and inclusive economic growth. There is a large 
body of research documenting this relationship.2 In 
a well-functioning financial system: 

• Financial institutions act as financial 
intermediaries, ensuring that savings are 
efficiently allocated to investments that boost 
productivity, increase output, and create jobs.

• Risks associated with saving, lending, and 
transacting are minimized and appropriately 
managed to reduce overall costs and improve 
the efficiency of financial intermediation.

• Payment systems enable quick and efficient 
financial transactions.

• Individuals and businesses of all sizes are able 
to access the basic financial tools to effectively 
participate in the economy.

• Responsive prudential regulation and 
consumer protection frameworks bolster 
confidence and support finance sector stability.

Solomon Islands’ finance sector is at an early stage 
of development, and the number and range of 
financial service providers, products, and services 
are low and urban-focused 

Despite steady credit growth to the private 
sector by the domestic banking system in recent 
years, its magnitude remains below that of similar 
countries. Over the period 2011–2014, Solomon 
Islands’ ratio of domestic credit to the private sector 
as percentage of GDP averaged 18.4%; averages 
for the same period for Fiji and Vanuatu were over 
60%, and the global average for middle-income 
countries is 36.4%. In addition, bank lending appears 
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Advance Gender Equality

poor international experience with state-owned 
development finance institutions. A decision to 
use limited public resources in this way needs to be 
carefully assessed. 

The cash-rich Solomon Islands National 
Provident Fund is the country’s largest depositor 
and investor, and controls a substantial amount 
of liquidity in the domestic banking sector. With 
a substantial amount of its portfolio invested in 
low-yielding savings and time deposits, it has the 
potential to play a more active role in the domestic 
financial market, but needs to find the right 
mechanisms to effectively accomplish this.

The Solomon Islands National Financial 
Inclusions Taskforce was established in 2011 and has 
made substantial progress in reducing the number 
of adults without basic financial services (from 80% 

Recommendations:

•	 Improve labor standards and protections to facilitate women’s increased participation in the labor 
force and raise women’s awareness of existing rights. This requires: 

	– developing an enabling legislation for equal employment opportunities and sexual harassment 
protections that applies to the public and private sectors,

	– amending labor legislation to increase maternity leave pay provisions with stipulated enforcement 
procedures,

	– amending National Provident Fund (NPF) legislation to provide social protections for spouses of 
NPF members, and

	– enhancing mechanisms for reporting and addressing discriminatory labor practices.

•	 Support women’s access to finance and business development services in line with the national 
strategy for economic empowerment of women and girls.

•	 Undertake legislative reforms to support gender equality in access to resources in line with 
recommendations from the CEDAW Committee. This includes:

	– revising the Married Women’s Property Act 1882, Islander Divorce Act 1960, and Citizenship Act 
1978; and

in 2010, to less than 50% in 2015). However, many 
Solomon Islanders remain without these services. 
Branchless banking is playing an important role in 
extending financial services to rural areas of the 
country. However, the agent-banking model relies 
on the use of agents across a widespread area, 
making it expensive to maintain. It also involves the 
risky movement of cash between remote agents and 
bank branches. 

Solomon Islands still uses a manual method for 
settling interbank transfers. Work is underway to 
introduce national payment system legislation and 
an associated development plan for establishing 
the necessary infrastructure to electronically 
settle interbank transfers. Assuming the cost 
of implementing the system can be sustainably 
addressed, it has the potential to generate 
significant benefits to businesses and consumers.
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Gender equality contributes to private sector 
development by supporting women’s increased 
participation in the economy (as employers, 
employees, producers, and consumers); and by 
increasing diversity and innovation, generally. 

Unequal gender relations, including male 
domination of decision-making, violence against 
women, lack of parity in education, and traditional 
barriers to women’s control of resources, all limit the 
ability of Solomon Islands’ women to fully engage in 
the economy. They also do more unpaid household 
and caregiving work than men, and this can get 
in the way of ongoing commitments to business 
development and employment. Despite financial 
inclusion efforts, their access to financial and 
business services remains limited.

De facto employment discrimination also inhibits 
women from exercising their economic right to 
work. Women experience sexual harassment, 

threats, and physical violence when they are 
working, which undermines their security and 
confidence. They also lack awareness of their rights, 
and avenues of redress are unclear and difficult to 
navigate, especially given the absence of clear labor 
standards and public information on the issue.

There are also legislative constraints to women’s 
engagement in the private sector. While business-
related legislation does not overtly discriminate 
on the basis of sex, outdated legislation related to 
citizenship, property, and divorce can undermine 
women’s financial security. Finally, constitutional 
and legislative frameworks related to land ownership 
and shared rights to natural resource royalties are 
complex and somewhat contradictory. These, 
combined with traditional patterns of discrimination 
against women, mean that women in the Solomon 
Islands have less access to the benefits of 
customarily owned natural resources.

	– addressing conflicts created by constitutional provisions on customary law and western law, 
specifically those related to de facto discrimination against women in asset sharing and ownership 
of natural resources.

•	 Support the implementation of the National Policy to Eliminate Violence Against Women.
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2 CASE STUDY—TUNA FISHERIES

Recommendations:

•	 Consider the viability and attractiveness of developing a new onshore tuna processing facility at the 
existing Noro location, rather than spreading new development to different locations of the country.

•	 Undertake analytical work to better understand the trade-offs that will be necessary, in terms of 
foregone access fees and tax concessions, to attract new investment in onshore processing. In the 
event concessions are offered, they should be tied to the investor meeting agreed performance 
requirements.

•	 Use a competitive tender process to award long-term fish access to new onshore fish processing 
investments. Sell unallocated fishing days via auctions to the highest bidder.

•	 Continue to explore options to improve access into major markets for tuna products, in particular 
global sourcing into the European Union.

•	 Ensure competent authorities responsible for seafood safety and illegal, unreported, and unregulated 
fishing are appropriately resourced and effectively managed.

Achieving the economic diversification that is 
needed in the Solomon Islands will depend on the 
private sector playing a greater role in sustainably 
harnessing the country’s natural resource 
endowments. To this end, the tourism, mining, 
agriculture, and tuna fisheries sectors are held up 
as offering the greatest potential. Unfortunately, it 
is beyond the scope of this report to look at each of 
these sectors in detail. Instead, this report looks at 
the tuna fisheries sector to show how the challenges 
discussed above constrain further development.

Solomon Islands possesses significant tuna 
resources which, if more effectively utilized, could 
deliver greater economic benefits to the country. 
Currently, much of the tuna caught in Solomon 
Islands waters is done by foreign fishing fleets under 
annual access agreements, and processed outside 
the country. 

The Government of Solomon Islands has 
adopted a sensible policy to increase the benefits 
from its tuna fisheries by (i) auctioning available 
fishing days to the highest bidder, and (ii) allocating 
long-term access agreements to investors willing 
to establish value-added processing facilities in the 
country. 

Greater onshore tuna processing has the 
potential to create new jobs and stimulate the 
domestic economy. However, a number of factors 
constrain the country’s ability to develop new 
onshore tuna-processing facilities. The Government 
of Solomon Islands is intent on geographically 
spreading the new facilities throughout the country 
to more equitably distribute economic benefits. All 
the sites currently being explored have challenging 
land tenure issues, and lack suitable infrastructure. 
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Furthermore, the costs of doing business in the 
Solomon Islands, along with the tax system, are not 
competitive with other countries where onshore 
tuna processing is currently occurring. The sites 
ultimately selected for new processing facilities in 
Solomon Islands will have an important bearing on 
the nature and extent to which concessions will be 
required. 

Papua New Guinea’s experience in attracting 
private sector investment in onshore tuna 
processing suggests it may be difficult for the 
government to dictate where development occurs. 
Investors there opted not to locate in a free trade 
zone developed by the government at considerable 
expense. Instead, the key drivers behind new 
onshore processing investments have been access 

to reliable and affordable urban labor, infrastructure, 
and international air and sea freight, as well as the 
desire to be part of a commercial hub that provides 
economies of scale—all factors that are likely to be 
important in Solomon Islands. 

The European Union (EU) is the most 
attractive export market for Solomon Islands tuna 
products, and while Solomon Islands benefits 
from preferential access to this market, the 
arrangement conferring that access is less favorable 
than that enjoyed by some competitor countries. 
Solomon Islands is also struggling to maintain EU 
requirements with respect to competent authorities 
regulating tuna product food safety, and illegal, 
unreported, and unregulated fishing.
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OVERVIEW OF THE ECONOMY

Economic and social indicators are 
relatively low, and the population is 
growing quickly.

Solomon Islands is an island country consisting  
of nearly 1,000 islands, islets, and atolls. There are 
6 large islands, and more than 300 other inhabited 
islands. The total land area is approximately  
28,900 square kilometers.3 With a population of 
580,000,4 over 80% live in widely dispersed villages 
of just a few hundred people.5

As of 2012, Solomon Islands had a gross national 
income (GNI) of US$1,480 per capita.6 While this 
demonstrates a 50% improvement since 2000 
when GNI was only US$1,010 per capita, compared 
with its regional neighbors, Solomon Islands is 
lagging behind (Figure A1).

As of 2013, Solomon Islands had an average 
fertility rate of four births per women, and an 
average annual population growth rate of 2.3%, 
which are high both globally and regionally.7 
Continuing at this rate would result in a population 
of approximately 665,000 by 2020; that is an 
additional 80,000 people in 6 years.

3 Asian Development Bank (ADB). 2015. Basic Statistics 2015. Manila.
4 Ibid.
5 ADB. 2015. Solomon Islands Fact Sheet. Manila.
6 ADB. 2014. Key Indicators for Asia and the Pacific 2014. Manila.
7 ADB. 2015. Basic Statistics 2015. Manila.
8 The Human Development Index (HDI) is a summary measure for assessing long-term progress in three basic dimensions of human development: 

a long and healthy life, access to knowledge, and a decent standard of living. Solomon Islands absolute HDI value in 2013 was 0.491—a marginal 
increase over its 2000 value of 0.475. In 2013, it ranked marginally below the average for countries in the low human development group (0.493), 
and well below the average of countries in the East Asia and Pacific region (0.703). Of the indicators making up the index, Solomon Islands 
performs the worst on education. United Nations Development Programme (UNDP). 2014. Human Development Report 2014. New York.

9 The estimate relates to the proportion of the population below the national poverty line, and is based on analysis of the 2005—2006 national 
household income and expenditure survey. Solomon Islands estimated incidence of poverty is similar to that of Samoa (26.9%) and Tonga (22.5), 
higher than Vanuatu’s (12.7%), but lower than Fiji’s (31%). Source: ADB. 2015. Basic Statistics 2015. Manila.

While social indicators are generally improving, 
Solomon Islands still ranks among the worst in the 
region on many indicators. For example, its Human 
Development Index rank in 2013 was 157 out of 187 
countries; lower than Fiji (88), Tonga (100), Samoa 
(106), and Vanuatu (131).8 22.7% of the population 
is estimated to be living below the national 
poverty line.9 Although poverty is widespread, it is 
characterized by lack of access to basic services and 
employment, rather than extreme hunger.

Figure A1: Comparative Gross National Income  
Per Capita

Source: ADB. 2014. Key Indicators for Asia and the Pacific 2014. Manila.
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Steadily recovering from civil conflict

From 1998 to 2003, Solomon Islands experienced 
a period of civil conflict due to ethnic tensions, 
primarily between groups from Guadalcanal and 
Malaita. A major catalyst for the conflict was 
discontent with how growth and prosperity was 
concentrated in the capital of Honiara, the unequal 
distribution of the benefits of economic development 
in more remote areas, and the perception of a corrupt 
government. The conflict brought the government to 
a standstill, and the country was lawless and unstable. 
Economic output dropped dramatically during the 
crisis, contracting 24%.10

The turning point was the deployment of the 
Regional Assistance Mission to Solomon Islands 
(RAMSI)11 in 2003, which was instrumental 
in restoring law and order, and supporting the 
government in rebuilding the state.

The period of recovery since this period has 
seen steady growth, largely driven by the forestry 
sector and international aid flows. Growth has been 
interrupted by external factors such as civil unrest 
and natural disasters, but overall follows a steady 
upward trend (Figure A2). 

The 2009 downturn was due to the global 
financial crisis resulting in a large decline in exports. 
2011 saw a growth surge due to the Gold Ridge mine 
resuming full production (it was shut down in 2000 
due to the tensions) and increased log prices. 2013 
also had a dip due to the wind-down of RAMSI. 
Beyond what is demonstrated in Figure A2, severe 
flooding in April 2014 significantly damaged growth 
and output. Gold production ceased (output fell 

by over 70% in 2014) and there was widespread 
damage to businesses, infrastructure, transport, 
and log exports.12 However, growth is expected to 
pick up in 2015 with postflood recovery spending 
and an expected increase in foreign investment.13

Urgent need for new sources of private 
sector growth as forestry and aid  
flows drop off

The economy of Solomon Islands is based on 
agriculture and primary commodities such as 
forestry, mining, and fishing. Agriculture remains the 
dominant contributor to gross domestic product 
(GDP) (Figure A3). 

Although forestry has proved to be a dominant 
source of GDP growth and is partly responsible for 
well above average GDP growth in 2011, logging 

 10 World Trade Organization. 2009. Solomon Islands Diagnostic Trade Integration Study 2009 Report. Honiara.
11 RAMSI is a partnership between Solomon Islands and 15 Pacific countries, which is majority funded and led by Australia.
12 ADB. 2015. Asian Development Outlook 2015. Manila.
13 Ibid.

Figure A2: Solomon Islands Real GDP Growth, 
2002–2013
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has been taking place at unsustainably high 
rates, resulting in rapidly exploited stocks.14 The 
expected sharp decline in growth from this sector 
will dramatically affect exports, growth, jobs, and 
government revenue.

In addition to this, the economy has become 
dependent on high levels of foreign aid. Solomon 
Islands has an extremely high ratio of official 
development assistance to gross national income 
when compared with its regional neighbors 
(Figure A4). However, as the country continues to 
recover and grow following the tensions, and the 
security situation improves, aid flows are expected 
to decrease.

Due to the heavy reliance on an unsustainable 
natural resource, and the expected decrease in 
overseas development assistance, there is an  
urgent need for Solomon Islands to diversify 
sources of growth and develop alternative income-

generating opportunities. Potential sources of 
growth include tourism, mining, and fisheries—
industries that are currently relatively small 
contributors to growth (compared with agriculture 
and forestry), but growing.15 

In order to boost growth, investment in 
infrastructure and other productive industries is 
essential.

Productive investment is essential

Technological innovation is at the root of economic 
development.16 To be used, most technologies have 
to be embedded in fixed capital, namely machines, 
equipment, and structures, such as buildings and 
roads. A failure to make a high investment in fixed 
capital constrains an economy’s ability to develop its 
productive potential. A country’s investment ratio 

Figure A3: Sector Contributions to GDP at Current 
Prices, 2007–2012
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14 Log production is expected to decline by about 7% each year until 2025 after which it will remain stableInternational Monetary Fund (IMF). 2014. 
Solomon Islands—Staff Report for the 2013 Article IV Consultation. Washington, DC.

15 For example, tourist arrivals in Solomon Islands grew from 9,000 in 2005, to 24,000 in 2012. ADB. 2014. Key Indicators for Asia and the Pacific 2014. 
Manila.

16 See, for example, the discussion in J. Sachs and J. McArthur. 2002. Technological Advancement and Long term Economic Growth in Asia, in 
Technology and the New Economy. In Chong-En Bai and Chi-Wa Yuen, eds. Technology and the New Economy. Cambridge, MA: MIT Press.

Figure A4: Official Development Assistance 
Received as a Proportion of Gross National 
Income, 2005–2012

Source: ADB. 2014. Key Indicators for Asia and the Pacific. 2004. Manila.
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(the amount it invests in fixed capital, technically 
known as gross fixed capital formation divided 
by GDP) is, therefore, a good indicator of its 
development potential. 

An investment ratio of at least 25% over a period 
of time is needed to generate rates of GDP growth 
of 5% per annum. The global average investment 
ratio is between 20% and 22%, although there 
is considerable variation among countries.17 
Over the period 2007–2012, Solomon Islands’ 
investment ratio averaged 18%.18 This is below 
the global average, as well as the levels achieved 
in neighbouring countries. Investment ratio in 
Vanuatu over this period was 32% and 27% in 
Tonga.19 Solomon Islands must sustain higher levels 
of investment in the coming years if it hopes to 
accelerate economic growth. 

Solomon Islands has shown strong growth in 
international reserves, which helps protect the 
economy from external shocks such as a downturn 
in exports. Reserves grew from approximately 
US$100 million in 2007, to over US$500 million in 
2013.20 This should help provide some confidence in 
economic stability.

In terms of public debt, the Government of 
Solomon Islands has done exceptionally well 

17 Countries experiencing high growth have investment ratios well above 35%. The People’s Republic of China, for example, had an investment ratio of 
43% over the period 2007–2102. At the other extreme are countries such as the Central African Republic, which had an average investment ratio of 
13% over this same period. World Bank Development Indicators website: http://data.worldbank.org/indicator/NE.GDI.FTOT.ZS

18 This includes investment by the government, state-owned enterprises, and the private sector. A breakdown of investment by sector is not available. 
Solomon Islands Government Statistical Bulletin: 13/2013 (National Accounts)

19 World Bank. World Bank Development Indicators website: http://data.worldbank.org/indicator/NE.GDI.FTOT.ZS (last accessed August 2015)
20 IMF. 2014. Solomon Islands—Staff Report for the 2013 Article IV Consultation.
21 ADB. 2015. Asian Development Outlook 2015: Financing Asia’s Future Growth. Manila.
22 Government of Solomon Islands. 2015. Government Debt Statistical Bulletin - June Quarter 2015.http://www.mof.gov.sb/Libraries/2015_

Quarterly_Debt_Reports/June_Quarter_2015.sflb.ashx
23 IMF. 2015. Solomon Islands - Fourth Review Under the Extended Credit Facility Arrangement. Washington, DC.
24 The informal economy includes the self-employed, volunteers, unpaid family workers or those producing goods such as cash crops for sale. The 

subsistence economy includes workers mainly producing goods for their own consumption. Source: R. Curtain. 2013. Review and Analysis of the 
Demand for Skills in the Solomon Islands Labor Market. https://dfat.gov.au/about-us/publications/Documents/review-analysis-demand-skills-
solomon-islands-labour-market.pdf (last accessed December 2015)

in reducing debt to more manageable levels. 
Implementation of a debt management strategy has 
reduced the ratio of debt to GDP to 11% in 2014,21 
down from 53% in 2005.22 In 2014, the limit on new 
debt was SI$250 million, equal to 2.9% of GDP.23

The combination of the government debt ceiling 
and fiscal constraints emphasizes the necessity that 
future growth must come from the private sector. 
Therefore, it is essential to attract new investments 
(both citizen and foreign) and move away from a 
reliance on government spending. 

Growth must create new formal  
sector jobs.

Participation in the formal wage economy provides 
workers with considerable benefits including better 
and safer working conditions, greater learning 
opportunities, as well as social protection. Currently, 
the majority of Solomon Islands population falls 
outside the formal economy. In 2009, the latest year 
for which data is available, Solomon Islands’ formal 
economy employed some 43,500 people—just 21% 
of the country’s employed population aged 15 years 
and above. The remainder were employed in the 
informal economy (37%) or subsistence economy 
(42%).24 
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Two-thirds of the workers in Solomon Islands’ 
small formal economy are employed in the private 
sector (roughly 28,400 people).25 Much of this 
activity occurs in the country’s urban centers. While 
overall participation in the labor force is almost 
equal for men and women, private sector wage 
employment is skewed heavily toward men. Women 
represented only 24% of private sector wage 
employment in 2009.26

A young population combined with a high fertility 
rate means that the country’s labor force must 
absorb roughly 10,000 new entrants each year.27 
This presents a significant social challenge for the 
country.

25 Ibid.
26 ADB. Forthcoming. Solomon Islands Gender Assessment.
27 World Bank. 2010. Solomon Islands Growth Prospects—Constraints and Policy Priorities. Discussion Note. Washington, DC. http://documents 

.worldbank.org/curated/en/2010/10/13049411/solomon-islands-growth-prospects-constraints-policy-priorities-discussion-note (last accessed  
4 December 2015)
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POLICY FRAMEWORK ENCOURAGING INVESTMENT

welcoming investment climate must include 
supportive policies in a range of areas. Key policy 
areas and associated objectives are identified in 
Table B1. 

Elements of a healthy investment climate

A vibrant private sector depends heavily on a well-
functioning state that encourages entrepreneurship, 
innovation, and competition. A sustainable, 

Table B1: Policy Framework for Private Sector Investment

Policy Area Description of Supportive Policies
Fiscal and monetary •	 Macroeconomic stability. Low and stable inflation, maintenance of debt at levels 

that can be sustainably be met, an exchange rate policy that does not distort trade or 
inhibit growth, and an adequate level of net international reserves.

Investment •	 Private sector investment, including foreign investment is encouraged. Areas 
prohibited to private investment are kept to a minimum. If foreign investment is 
restricted, it is done using a transparent and fast registration system.

•	 Effective investment promotion. Cost-effective strategy to promote the country as 
investment destination, facilitate investment, and advocate for policy reform.

•	 Efficient business entry and exit. The process for starting a business is simple, 
transparent, and fast. Clear and efficient procedures are in place to enable businesses 
to reorganize or windup if they become insolvent.

Infrastructure •	 Quality, accessible, and cost-effective infrastructure services. A process is in 
place to evaluate needs with respect to core infrastructure services and prioritize 
development expenditures to meet demand. Regulatory authorities and infrastructure 
agencies have operational independence and capacity to deliver services and are held 
accountable for their performance.

Role of the state  
in the economy

•	 Limited use of state-owned enterprises. The government’s commercial 
involvement in the economy is restricted to areas where true market failure exists. 
Robust state-owned enterprise (SOE) legislation that promotes corporatization, 
privatization, and public–private partnerships, and ensures SOEs are governed in a 
transparent and accountable way, is in place. SOEs are centrally monitored and hard 
budget constraints are imposed on commercialized SOEs, similar to what firms in the 
private sector face.

Competition •	 Effective competition framework. Competition policy and laws are transparent and 
predictably implemented. A competition authority is in place with adequate resources, 
political support, and independence to effectively prevent, correct, and sanction 
anticompetitive practices.

continued on next page
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Trade •	 Competitive tariff regime and border procedures. Policy regime allows competitive 
industries to develop and flourish, rather than tries to develop competitiveness behind 
policies that seek to favor some industries over others. Time and cost associated with 
importing and exporting goods is internationally competitive.

•	 International market access. Efforts are made to expand market access through 
international trade agreements.

Tax •	 Simple tax system that is supportive of exporting and efficiently administered. 
Direct tax system is characterized by relatively low marginal tax rates. If incentives are 
offered they are limited in number, automatic and performance-based, and used to 
achieve specific objectives. Indirect tax system avoids cascading effects on inputs for 
export-oriented businesses. Ongoing effort is made to reduce the compliance cost to 
business of tax processes and procedures.

Land •	 Secure access to land. Land ownership is clearly identified and registered. 
Mechanisms are in place to facilitate dealings in land, and resolve associated disputes, 
in an efficient and fair way.

Environment •	 Effective mechanisms for managing impacts on the environment and local 
communities. Integrated planning and development control regimes ensure 
that development activities are assessed for their potential adverse effects on 
communities, public health and safety, and environmental resources, and associated 
risks are effectively mitigated.

Contracts •	 Effective mechanisms for enforcing contracts and resolving disputes. Legal 
framework and institutions are in place to ensure timely and effective enforcement 
of contracts, protection of property rights, and resolution of disputes. Alternative 
systems of dispute resolution are also available to provide the widest possible scope of 
protection at a reasonable cost.

Labor •	 Coherent and comprehensive human resource development strategy supported 
by effective labor market regulations. Human resource development strategy is 
aligned with broad development and investment policies and capable of responding 
to new skill needs created by changing technologies and economic structures. Core 
international labor standards are promoted and enforced. Labor market regulations 
effectively balance achievement of social objectives with the need for market 
efficiency.

Finance sector •	 Finance sector that efficiently provides payment services, mobilizes savings, and 
allocates financing to firms wishing to invest. The regulatory framework encourages 
financial deepening and inclusion, competition in financial services, efficient 
financial intermediation, and movement of funds, and ensures prudential oversight 
of risk taking. Property rights are well defined and supported by an efficient secured 
transactions framework that enables investors to pledge immovable and movable 
properties as collateral. There is also a supportive environment for credit information 
collection that allows sharing of information, while protecting consumer rights.

Gender •	 Equal economic opportunities available for men and women. There is gender 
equality in policy and laws, supported by gender-balanced government institutions 
with an understanding and capacity to effectively integrate gender concerns in their 
work.

Source: Adapted from Organisation for Economic Co-operation and Development (OECD). 2006. Policy Framework for Investment. Paris: OECD. 
http://www.oecd.org/daf/inv/36671400.pdf

continued
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Successfully encouraging a supportive investment 
climate requires effective governance. This means 
developing stable policies, along with quality 
institutional and legal frameworks to enable their 
effective implementation. Policies that change 
suddenly or unexpectedly increase uncertainty 
and discourage investment. Policy reform, when it 
occurs, should be based on meaningful consultation 
with the business community and other 
stakeholders. It also means encouraging the delivery 
of high-quality public goods, while refraining from 
producing private goods through the public sector. 
This implies recognizing the importance of public 
goods for doing business and identifying weaknesses 
that negatively affect property rights, the legal 
system, and the business regulatory framework. 
Finally, it means the government must possess 
sufficient technical and administrative capacity 
to efficiently and effectively administer public 
spending, regulate the marketplace, and establish an 
independent judiciary to adjudicate disputes. 

Solomon Islands National  
Development Strategy

The Government of Solomon Islands uses the 
National Development Strategy (NDS) structure to 
articulate its development priorities, policies, and 
strategies. The last NDS was approved in 2011 and 
covers the period 2011–2020. There are investment 
climate-related elements (policies and strategies) 
throughout the NDS:28 

•	 Improve governance (within objective 8).29 
Includes ensuring stable management of 
government finances, introducing tax reform, 
improving budgeting processes, and enhancing 
government service delivery.

•	 Support private sector-led growth through 
close consultations on private sector needs 
(within objective 5).30 Includes enhancing 
secure access to land, reducing business 
operating costs, simplifying taxes, developing 
an investment policy, improving access to 
financial services and credit, and improving 
performance and governance of SOEs.

•	 Increase opportunities for trade (within 
objective 5). Includes developing a national 
trade policy and addressing supply side 
constraints to better take advantage of existing 
trade agreements.

•	 Strengthen human resource development 
(within objective 4).31 Includes strengthening 
the training system to satisfy the labor market. 

•	 Advance gender equality (within 
objective 2).32 Includes improving equitable 
access to health and education, improving 
economic status of women through access 
to and share of productive resources, and 
eliminating violence against women.

•	 Develop physical infrastructure and 
utilities to ensure all Solomon Islanders 
have access to essential services and 
markets (within objective 6).33 Includes 

28 Government of Solomon Islands. 2011. National Development Strategy 2011–2020. Honiara.
29 NDS objective 8 aims to “to improve governance and order at national, provincial and community levels and strengthen links between them”.
30 NDS objective 5 aims to “increase the rate of economic growth and equitably distribute the benefits of employment and higher incomes amongst 

all the provinces and people of the Solomon Islands”.
31 NDS objective 4 aims to “ensure all Solomon Islanders have access to quality education and for the country to adequately and sustainably meet its 

manpower needs”.
32 NDS objective 2 aims to “provide support to the vulnerable”.
33 NDS objective 6 aims to “to build and upgrade physical infrastructure and utilities to ensure all Solomon Islanders have access to essential services 

and to markets”.
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improving water and sanitation, energy, 
communications, and transport services.

The policies and strategies, if effectively 
implemented, will enhance the country’s investment 
climate. However, the content of the NDS is more 
akin to aspirational goals. There appears to be a lack 
of more substantive policies and plans articulating 
the means by which these goals will be achieved. 
Moreover, there does not appear to be an effective 
system in place to monitor, evaluate, and report 
on NDS implementation. As a result, the extent to 
which results have been achieved is unclear.

The current government is in the process of 
revising the NDS as a 20-year strategy based on 
an ambitious policy statement that emphasizes 
the promotion and facilitation of private sector-led 
growth.34 The lack of monitoring system-measuring 
results and problems experienced in implementing 
the current NDS make this task difficult. However, 
there are indications that Solomon Islands has made 
substantive progress toward improving the quality 
of its investment climate since 2005, although it still 
has a long way to go.

Positive reforms and improved 
macroeconomic conditions since 2005

The Solomon Islands economy has successfully 
recovered from a state of near collapse in 2003. 
Public finances have stabilized as a result of 
increased revenue collection and improved controls 
and discipline in government budgeting processes. 
Fiscal reserves have also been rebuilt, and public 
debt levels have been significantly reduced. 

Inflationary pressures in the near term remain  
weak, and the Central Bank of the Solomon  
Islands has implemented a more effective exchange 
rate regime.35

However, much of the progress has been 
dependent on external support. Capacity within 
Solomon Islands’ public service to implement its 
own policies and programs continues to be limited. 
For example, economic planning and management, 
budget processes, and financial management are 
weak, unaccountable, and poorly linked to service 
delivery requirements.36 The government recently 
took steps to address this issue with the passing of 
a modern Public Finance Management Act in 2013. 
A public finance management reform road map has 
also been prepared to guide the implementation 
of the new legislation, including developing 
more effective linkages between development 
planning and budgeting processes. Government 
commitment, along with continued external 
support, is needed to ensure these reforms are 
effectively advanced. 

The government also made headway in 
introducing structural reforms in other areas. The 
ADB 2005 private sector assessment identified 
six of the policy areas identified in Table 1 as being 
particularly problematic: investment, infrastructure, 
role of the state, tax, land, and the finance sector. 
Significant progress was made in two of these areas: 
investment (through extensive improvements to 
the commercial legal environment), and the role 
of the state (by reducing the size of the country’s 
state-owned enterprise portfolio and improving its 
performance). Moderate or limited progress was 

34 Government of Solomon Islands. 2015. Democratic Coalition for Change Government—Policy Statement. Honiara.
35 IMF. 2015. Solomon Islands: Fourth Review Under the Extended Credit Facility Arrangement. Washington, DC; and IMF. 2014. Solomon Islands Staff 

Report for the 2013 Article IV Consultation. Washington, DC.
36 Government of Australia Department of Foreign Affairs and Trade (DFAT). 2013. Delivery Strategy—Solomon Islands Economic and Public Sector 

Governance Program. Canberra.
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made in the other areas. Appendix C provides a 
summary of progress made addressing key issues 
identified in the 2005 private sector assessment. 

Need to build on past achievements  
for future growth

Substantive progress has been made in developing 
a solid foundation for future growth. Care must 
be taken to ensure that gains in public financial 
management, the cornerstone of this foundation, 
are not surrendered. The fiscal space that has been 
built up also needs to be maintained to provide a 
safeguard against future economic shocks that may 
materialize.

The new government has announced an 
ambitious policy agenda and ambitious spending 
plans. A more prudent public spending policy 
appears warranted; otherwise, the existing fiscal 
buffers are likely to be quickly used up.37 To avoid 
waste, the pace of public spending also needs to 
be carefully scrutinized to ensure it is aligned with 
absorptive capacity. 

Capacity to implement capital investment 
in particular needs strengthening to ensure 
public investments deliver a positive economic 
return. Given the country’s large development 
needs, particularly with respect to infrastructure, 
partnerships with the private sector should be 
pursued whenever possible.

Developing new sources of private sector growth, 
however, requires additional structural reforms. 

The remainder of the report looks at key areas that 
deserve attention.

Structural reforms would benefit from 
improved policy coordination and 
dialogue.

Good communication is vital for private sector 
development. A government, whose ministries 
work together in a coordinated way and which 
listens to the private sector, is more likely to design 
credible and workable reforms. Entrepreneurs 
who understand what the government is trying to 
achieve with its reforms are more likely to accept 
and support them. Meaningful public–private sector 
dialogue not only helps identify potential strategies 
for addressing structural issues, it also creates a 
sense of local ownership that makes policies more 
likely to succeed in practice.38 

The current Government of Solomon Islands 
has shifted toward more centralized control over 
policy-making by establishing a large contingent 
of new policy advisors based within the Prime 
Minister’s Office (PMO). This new group is in 
addition to senior staff at the line ministries 
who have traditionally played a key role in the 
policy-making process. So far, the quality of 
communication within the new system appears 
poor, resulting in a duplication of effort. An example 
of this is the parallel development of a development 
bank concept (through the PMO) and an SME Bank 
(through the Ministry of Commerce, Investment, 
Labor and Immigration [MCILI]). Solomon 
Islands also has limited institutional capacity. 

37 The new government’s reform program is expected to increase public spending to SI$20 billion over the period 2015–2018, and is to be partly 
financed by drawing down cash reserves. The 2015 budget passed in April 2015 includes planned expenditures of SI$4.18 billion—a 19% increase 
over the 2014 budget. IMF. 2015. Solomon Islands: Fourth Review Under the Extended Credit Facility Arrangement. Washington, DC; Government 
of Solomon Islands. 2015. The 2015 Budget Speech; and Government of Solomon Islands. 2014. Budget Strategy and Outlook—Budget Paper: 
Volume 1.

38 There is an emerging body of case studies and synthesis research papers on techniques for promoting successful dialogue between the public and 
private sectors. See, for example, resources available at http://www.publicprivatedialogue.org/papers/
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Policies and legislation are only as effective as 
the institutions that implement them. Special 
care must be taken to ensure that the number 
and scope of reforms introduced at any time can 
be effectively implemented. Better coordination 
among government policy-making bodies is needed 
to avoid fragmentation and improve the quality of 
outcomes from existing reform efforts. 

Discussions with the Solomon Islands Chamber 
of Commerce and Industry (SICCI) indicate there is 
a lack of formal mechanisms to identify, implement, 
and monitor investment climate reforms. SICCI 
currently relies on ad hoc meetings with Cabinet 
ministers and senior government officials. It also 
uses forums, such as the Australia–Solomon 
Islands business forum, to present its views to the 
government. While useful for discussing issues, 
these forums lack a structured means to follow 
up and effect real change. The failure of ad hoc 
discussions to produce results that meaningfully 
improve the business environment creates 
considerable frustration among business people. 

Solomon Islands has used structured public–
private dialogue mechanisms in the past. For 
example, the Business Law Advisory Reform 

Committee (BLAR) was instrumental in facilitating 
the successful implementation of reforms 
modernizing company legislation and introducing 
a fully electronic company registry. While BLAR 
focused on business law, it also took a broader look 
at private sector constraints. Unfortunately, it no 
longer functions. Its core membership included 
key government ministries (PMO, MCILI, Ministry 
of Finance and Treasury, Attorney General’s 
Office, and Ministry of Development Planning 
and Aid Coordination), as well as representation 
from private sector organizations such as SICCI, 
Solomon Islands Women in Business Association, 
Manufacturer’s Association, and others. The 
Permanent Secretary of MCILI acted as chair of 
BLAR. 

Consideration should be given to establishing a 
formal, structured, and high-level public–private 
dialogue mechanism to guide the government’s 
ambitious plans for encouraging private sector-
led growth in light of current conditions and 
constraints.39 This would help address the policy 
fragmentation currently occurring, and assist in 
developing a realistic reform agenda with workable 
solutions that can be effectively implemented.

39 The recently established National Trade Development Council (NTDC) could potentially provide a foundation for such a body. The role of the 
NTDC is to implement the Trade Policy Framework, which covers many of the areas discussed in the private sector assessment. The NTDC is 
chaired by the Minister for Foreign Affairs and External Trade, with the chief executive officer of the Solomon Islands Chamber of Commerce and 
Industry and Governor of the Central Bank of Solomon Islands acting as vice-chairs. However, given the shift to more centralized policy-making 
consideration and the need to engage all parts of the government, consideration should be given to having the public–private dialogue mechanism 
facilitated out of the PMO by a senior official. 
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PROGRESS ADDRESSING CONCERNS RAISED IN THE 2005 
PRIVATE SECTOR ASSESSMENT

Table C1: Progress Addressing Key Concerns Identified in the 2005 Private Sector Assessment

Policy Area
Concerns from the  

2005 Private Sector Assessment Progress since 2005
Investment Out-of-date commercial legal system

• Every aspect of business—from start-up, 
operation, and closure—is expensive and 
difficult.

• Many activities are reserved for Solomon 
Islanders but few local skills exist, which 
mean that investment in these activities 
does not occur at all.

• The legal system machinery is weak, 
registries are inefficient and unreliable, and 
court processes are slow and uncertain.

• The regulatory system is burdensome, 
forcing businesses to spend time and effort 
running the gauntlet of rules, taxes, and 
licenses that do not provide any economic 
benefit.

Significant progress
• Passing of the Foreign Investment Act 

2005, which streamlined the foreign 
investment registration process in line 
with good international practice. This was 
accompanied by Regulations 2006, which 
reduced the number of activities reserved 
solely for Solomon Islands citizens.

• Passing of the Companies Act 2009, which 
modernized the legislative framework 
for the incorporation and running of 
companies in the country. A new company 
registry was also established that allowed 
online incorporation and free searching of 
companies’ information.

• Passing of Business Names Act 2014, which 
streamlined the process for sole traders, 
partnerships, and companies to register 
business names.

• Passing of the Companies (Insolvency and 
Receivership) Act 2009, which modernized 
the legal framework for winding down  
a company.

Infrastructure Poor infrastructure
• Infrastructure is badly maintained in urban 

areas and virtually nonexistent in the rest of 
the country.

• Electricity and telecommunication are 
expensive, unreliable, and often unavailable 
outside of urban areas.

• Low quality of available transport hinders 
private sector development—air and 
sea transport in-country is expensive 
and unreliable, out of country transport 
is expensive, and the road network is 
inadequate.

Moderate progress (although the overall 
condition of infrastructure remains poor)
• Development of a National Energy Policy 

Framework in 2007, which set out broad 
policy directions for the energy sector

• Passing of Civil Aviation Act in 2008, which 
established the Civil Aviation Authority of 
the Solomon Islands

• Passing of Solomon Islands Maritime Safety 
Administration in 2009, which created 
a separate agency to oversee maritime 
transport safety

continued on next page
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Policy Area
Concerns from the  

2005 Private Sector Assessment Progress since 2005
Infrastructure • Passing of Telecommunications 

Act in 2009, which liberalized the 
telecommunication sector and established 
the Telecommunication Commission as the 
sector regulator

• Introduction of a franchise-shipping 
scheme in 2010, which subsidized the cost 
of domestic shipping services

• Development of the National Transport 
Plan 2011–2030, which, accompanied by a 
3-year action plan, set policies and priorities 
for the sector 

• Establishment of a National Transport Fund 
in 2011, which provided a means toward 
sustainable fund transport infrastructure 
rehabilitation and maintenance

• Development of National Infrastructure 
Investment Plan in 2013, which guided the 
overall infrastructure development in the 
country over the period 2013–2020

• Work commenced in 2015 to build a new 
deep-water berth at the Honiara port, 
which will help address port congestion

• Tender awarded in 2015 to build a 
new hydro scheme on the Tina River, 
Guadalcanal Province

Role of the state Too much involvement by the state in the 
economy
• There are many poorly functioning or 

essentially defunct state-owned enterprises 
(SOEs) that provide inferior quality, high-
cost services, and crowd out the private 
sector.

Significant progress
• Passing of State-Owned Enterprise Act in 

2007, which sets out a robust framework 
for commercially managing SOEs, including 
the introduction of a community service 
obligation regime.

• Divestment of four poorly performing 
and nonstrategic SOEs (Soltai Fishing 
and Processing Limited, Solomon Islands 
Printers Limited, Solomon Islands Home 
Finance Limited, and Sasape Marina).

• Financial restructuring of three major SOEs 
(Solomon Airlines Limited, Solomon Islands 
Electricity Authority, and Solomon Islands 
Water Authority), which placed them on a 
more sustainable, commercial footing.

continued

continued on next page
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Policy Area
Concerns from the  

2005 Private Sector Assessment Progress since 2005
Tax Inequitable and complex tax system

• Tax rates are high and reduce incentives for 
success.

• Many businesses ignore tax rules and pay 
little tax, which burdens businesses that do 
pay and makes the playing field uneven.

Limited progress
• Institutional strengthening of the Inland 

Revenue Division, Ministry of Finance 
and Treasury, which resulted in significant 
improvements in revenue collection, tax 
compliance, and auditing.

• Introduction of a Revenue and Customs 
Exemption Committee in 2013, which made 
the process of issuing exemptions more 
transparent, and reduced the number and 
value of exemptions granted.

• Amendment to the Income Tax Act (and 
Mines and Minerals Act) in 2014, which 
introduced a mining tax regime.

• Minor amendments to the Sales Tax Act 
2014, which imposed the sales tax on 
prepaid telecommunication products, 
petroleum, or diesel on the initial vendor 
rather than a vendor further down the 
supply chain.

Land Lack of secure property rights in land
• Land lease property rights are uncertain 

and disputes common, some of which have 
caused major natural resource investors to 
leave the country.

• Problems with the basis on which land lease 
payments are determined, the frequency in 
which lease payments are adjusted, and the 
process for renewing land leases.

Limited progress
• Pilot project completed in 2007 that 

identified customary landowners in the 
Aulutu Basin, Malaita Province using 
Customary Lands Records Act (CLRA) 
passed in 1992. The CLRA, however, 
remains unusable because several key parts 
needed to make it work are not in place, 
such as the establishment of a central land 
record office and the appointment of a 
national recorder.

• Passing of amendments to the Land and 
Titles Act 2014, which transferred the 
powers of the Commissioner for Lands to 
deal with allocation of interests in land, land 
development, and land administration to a 
12-member Land Board structured to make 
land decision processes fairer and more 
transparent.

continued

continued on next page
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continued

Policy Area
Concerns from the  

2005 Private Sector Assessment Progress since 2005
Finance sector Lack of funding for entrepreneurs

• Financial markets do not finance 
investment and entrepreneurship 
effectively, particularly activities by 
indigenous Solomon Islanders

Moderate progress (although access to 
credit remains low)
• Passing of Secured Transactions Act in 

2008, which better enabled moveable 
property to be used as security for finance, 
and enabled secured creditors to take 
possession of assets used as security 
without going through the court system.

• Establishment of a National Financial 
Inclusion Taskforce in 2011, with the 
target of giving 70,000 people access to 
affordable financial services by 2015.

• Passing of Central Bank of Solomon Islands 
Act in 2012, which brought the central bank 
in line with international best practices, 
and gave it greater autonomy to respond to 
changing market conditions.

• Establishment of a private credit bureau in 
2015 to collect and share credit information 
between the financial institutions and other 
organizations such as utility companies.
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INFRASTRUCTURE

a high degree of importance is placed on the need 
for infrastructure to be equitably spread throughout 
the country in order to build national identity 
and cohesion. While an important goal, this can 
undermine the economic viability of infrastructure 
investment decisions. Third, the country is exposed 
to a wide range of geological, hydrological, and 
climatic hazards including tropical cyclones, floods, 
and droughts. Moreover, climate change projections 
suggest that incidents of extreme rainfall, sea 
levels, and sea-surface temperatures are likely to 
rise in the future.40 These hazards increase the 
complexity of infrastructure planning as well as 
costs. Finally, there is limited capacity within the 
government to plan, implement, and maintain 
infrastructure projects, along with limited scope 
for publicly funding infrastructure investment.41 In 
light of these challenges, there is a clear need for 
a systematic, rational, and strategic approach to 
prioritizing, planning, implementing, and managing 
infrastructure.

A National Infrastructure Investment Plan (NIIP) 
was developed in 2013. It identifies and prioritizes 
a package of major infrastructure investments for 
implementation over the period 2013–2020, given 
existing funding and capacity constraints. Included 
in the NIIP is a funding strategy that includes 

Quality and availability of core 
infrastructure services remain poor.

The 2005 ADB private sector assessment found 
that infrastructure in urban areas was poor and 
badly maintained, and virtually nonexistent in rural 
areas. While the situation has improved since then, 
particularly with respect to telecommunication, 
the extent and condition of infrastructure within 
the country generally remain poor. The status 
of infrastructure services is summarized in 
Table D1, and a more detailed description of each 
infrastructure service is provided at the end of  
this appendix.

Commitment to a systematic, rational, 
and strategic approach to infrastructure 
investment planning is needed.

The Government of Solomon Islands recognizes 
the poor state of the country’s infrastructure and its 
importance to encouraging economic development 
in rural areas and growing the formal economy. 
However, it faces a number of major challenges in 
tackling the problem. First, the country’s geography, 
with more than 300 islands stretched over a 
distance of 1,100 kilometers, makes infrastructure 
development and maintenance expensive. Second, 

40 Data suggest that temperatures have been steadily rising, and are expected to increase 0.4°C–1.0°C by 2030. Projections for rainfall changes are 
less consistent; however, increases in extreme rainfall are expected in terms of frequency and duration. Sea level changes are expected to vary 
across the country but are expected to increase in general (sea level, for example, rose 7.7 millimeters per year in Honiara between 1994 and 
2009), along with associated storm surges and wind strength. Sea surface temperatures have risen around the country since the 1950s and ocean 
acidification, which puts the health of coral reefs at risk. This trend is expected to continue. Coral reefs protect the shoreline from storm impacts, 
along with supporting tourism and fishing activities. Government of Solomon Islands. 2013. Solomon Islands National Infrastructure Investment Plan. 
Honiara.

41 In 2005, faced with an unsustainable and unaffordable public debt position, the Government of Solomon Islands signed an agreement with 
creditors to not enter into any new borrowings. Following an improvement in the country’s debt position, the government revised its debt 
management strategy to enable borrowing for large-scale infrastructure projects. The government, however, has indicated it is committed to 
continued prudent debt management. IMF. 2015. Solomon Islands: Fourth Review Under the Extended Credit Facility Arrangement, Appendix 1. 
Letter of Intent provided by the Government of Solomon Islands. 
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allowances for both initial capital costs, and ongoing 
maintenance costs. 

Table D2 identifies the priority infrastructure 
projects by subsector (excluding ongoing and 
committed projects), along with their estimated 
initial capital costs. Note, funding for the projects 
is expected to come from a variety of sources: the 
Government of Solomon Islands, concessional 
loans, grants, and private funding.

Developing such a plan entails an analysis of 
issues, demand, and priorities by infrastructure 
subsector. Ideally, specific infrastructure needs 

are based on a clear sector strategy or master 
plan. Unfortunately, beyond the transport sector, 
this level of documentation does not exist. The 
NIIP referred to development goals articulated 
in the National Development Strategy as a way 
to address this gap. Also absent are national, 
provincial, and urban spatial development plans to 
provide any geographic guidance on the location of 
development. Such spatial plans typically highlight 
ecologically sensitive areas to be protected from,  
as well as focal areas for urban growth and key  
areas for commercial, industrial, agricultural, and 
tourism activities.

Table D2: Proposed Priority Infrastructure Investments, 2013–2020

Subsector Project Name Type
Estimated Cost  

(SI$ million)

Multisector Honiara Urban Development R, U, N 140.0

Transport—land Naro Hill—Lambi Road
Malaita North Road—further phase
Honiara Main Road Upgrade Project
Guadalcanal Feeder Roads, Tranche 2
Malaita Feeder Roads, Tranche 1
Resealing of Urban Roads

R, U 84.7
87.3

110.0
49.4
28.9

100.0
Transport—
aviation

Henderson Airport Apron Upgrade
Provincial Airfields Upgrade

R, U
R, U

14.0
192.0

Transport—
shipping

Honiara Port—remedial works
Honiara Port Extension—new wharf
2013 replacement wharves
New wharves, Tranche 2

40.0
180.0

25.0
68.0

Power Honiara SIEA Genset Upgrade
Tina Hydropower
Rural Electrification Program

U, N
N

U,N

150.0
770.0
100.0

Water and 
sanitation

Water Supply 3-Year Plan
Water, Hygiene, and Sanitary (WASH) 
Projects

R, U, N
U

42.0
142.2

Solid waste Provincial Sanitary Landfills U, N 15.0
Total Estimated Cost 2,338.5

N = new, R = rehabilitation, SIEA = Solomon Islands Electricity Authority, U = upgrade.
Source: Government of Solomon Islands. 2013. Solomon Islands National Infrastructure Investment Plan. Honiara.
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The NIIP was prepared under the assumption 
that it would be reviewed and updated every 
3–4 years. The Ministry for Development Planning 
and Aid Coordination is responsible for this task, 
working in close consultation with other sector 
ministries and the Ministry of Finance and Treasury. 
However, the NIIP no longer appears to be guiding 
infrastructure investment in the country. The 
new government recently proposed a long list 
of new development projects in its recent policy 
statement.42 The list, for example, includes a 
large number of new road and wharf construction 
projects that have not been screened in the 
National Transport Plan (NTP) or the NIIP. While 
it is the prerogative of governments to establish 
new policies, decisions with respect to new publicly 
funded infrastructure investments should follow 
a systematic and rigorous approach, and be done 
in a holistic way. This would entail preliminary 
assessments of new projects to determine their 
demand, engineering design, and potential 
environmental and social impacts, followed by 
feasibility studies for the most promising options. 
New projects should then be incorporated into 
revised sector plans (such as the NTP), and a 
revised NIIP. 

Limited capacity to implement policies 
and plans.

Solomon Islands also faces a tremendous challenge 
delivering infrastructure services due to limited 
institutional capacity. A good example is the 
transport sector. In terms of cost, its subsectors 
combined represent the largest share of the NIIP. 
Good quality strategic plans are in place to guide 
operations and planned investments in this area. 
These include a 20-year NTP developed in 2011, 

along with a 3-year rolling action plan, both of 
which are in the process of being updated. The 
Ministry of Infrastructure Development (MID), 
which has responsibility for transport infrastructure, 
lacks the capacity to deliver on these plans. As of 
31 August 2015, it was struggling to deliver several 
of its programs. The rural transport infrastructure 
program had only managed to expend 30% 
of its budget, while none of the development 
infrastructure program budget had been spent.

One area where progress has been made is the 
National Transport Fund (NTF). It was established 
in 2010 to act as a single-source mechanism 
for transport funding (new investments and 
maintenance) in an effort to align all projects in the 
sector with the Government of Solomon Islands 
systems, particularly those related to safeguards, 
land acquisition, and procurement. A board was 
established to manage the NTF, and a central 
project implementation unit (CPIU) was created 
within MID to help support the implementation. As 
of August 2015, it had expended 83% of its annual 
budget. While the NTF represents a significant 
step toward improving infrastructure delivery in 
the transport sector, it too faces challenges. A 2013 
review of the NTF identified board governance and 
administration and CPIU capacity as key areas that 
require strengthening.43

Continued emphasis on infrastructure 
maintenance is essential.

Maintaining infrastructure assets in Solomon Islands 
has been a significant problem in the past. Low 
maintenance expenditures led to a situation where 
a large proportion of the country’s infrastructure 
fell into disrepair. The Government of Solomon 

42 Government of Solomon Islands. 2015. Democratic Coalition for Change Government—Policy Statement. Honiara. (New development projects are 
listed Annex 2 of the Policy Statement).

43 Government of Solomon Islands et al. 2014. Joint Review of the Solomon Islands National Transport Fund. Honiara.
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Islands has recognized the problem and taken steps 
to address it. The NTP, for example, stipulates that 
expenditures on transport infrastructure will be 
concentrated on the rehabilitation and maintenance 
of existing infrastructure. The NTF has been the 
primary source for funding maintenance work within 
this sector. Over the period 2012–2014, it provided 
an average of SI$40.0 million per year.44 The 
amount, however, was less than needed, and almost 
all of it went to roads. Wharves and airfields did 
not receive substantive maintenance allocations. 
Moreover, the recent NTF review found that, despite 
NTF funding, road maintenance was underfunded. 
The review also expressed concern that much of the 
maintenance expenditure was donor-funded, rather 
than provided by the Government of Solomon 
Islands through its recurrent budget. 

The already substantial maintenance task in 
relation to existing infrastructure will increase as 
new and rehabilitated infrastructure projects are 
implemented. New projects identified in the NIIP, 
for example, are expected to require additional 
maintenance spending of about SI$300 million 
over the period 2013–2023. With about half of 
the projects to be implemented through public–
private partnerships (PPPs) and the private sector, 
this still leaves roughly SI$150 million in additional 
maintenance expenditure that must be funded 
through the government budget. 

To avoid the problems of the past, there is a 
critical need to ensure maintenance expenditures 
for publicly funded infrastructure are effectively 
built into the government recurrent budget. In the  
case of infrastructure managed by corporatized 
government entities or the private sector, user 
fees will need to be charged that will enable 
infrastructure assets to be sustainably maintained. 

In cases where provision of infrastructure services 
is not commercially viable, the government should 
assist through the provision of subsidies in the form 
of community service obligations. 

Continued private sector involvement 
should be encouraged.

The private sector is being increasingly used 
to improve the quality and availability of 
infrastructure in Solomon Islands. Competition 
in the telecommunication sector has significantly 
expanded mobile telephone use and reduced its 
cost. Private investment in the new submarine 
cable, once it becomes operational, is expected to 
similarly improve broadband internet access and 
reduce its cost. All works on roads, bridges, and 
wharves are contracted to the private sector and 
community groups by MID. Removing the ongoing 
responsibility and costs associated with maintaining 
the equipment and workforce necessary to do this 
work has enabled MID to improve efficiency and 
better focus its attention on the task of planning 
and managing the country’s transport infrastructure 
development. In the power sector, developers 
are permitted to install and operate their own 
power facilities. The facilities are licensed in order 
to ensure they meet national standards, and fit 
with the existing and planned power network. At 
the moment, a total of three licenses have been 
issued—two in Honiara and one in Noro. A fourth 
license will be issued to the company chosen to 
build and operate the Tina River Hydro scheme. 
Work on the project is expected to commence  
in 2016. 

Given the magnitude of the country’s unmet 
infrastructure needs, further private sector 

44 Personal communication with MID staff, June 2015.
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involvement needs to be actively pursued—both as 
a source of investment capital, as well as a provider 
of infrastructure services. 

Areas that would benefit from increased private 
sector participation include:

• Management and operation of the 
international and domestic airports. The 
country’s airports are currently managed by 
the Ministry of Communications and Aviation 
(MCA), which lacks the autonomy, skills, and 
resources to effectively manage them. An 
effort made in 2012 to engage the private 
sector in assuming this role under a long-term 
management contract generated expressions 
of interest from a number of reputable 
international firms, but was ultimately not 
pursued by the then government. The new 
government appears interested in exploring a 
PPP in this area once again. 

• Provision of international port services. 
The Solomon Islands Port Authority (SIPA) 
currently supplies all services at the Honiara 
port using in-house resources. Outsourcing 
services such as cargo handling within the 
container yard, loading and unloading vessels, 
operating and maintaining cargo-plant and 
equipment, and managing and monitoring 
deliveries and collection of cargo by customers 
would deliver significant savings to SIPA 
and allow it to better focus on improving the 
efficiency of the port and developing its land 
and core assets. 

• Small-scale renewable power generation. With 
less than 15% of the population having access 

to the electricity grid, there is a tremendous 
need to develop new sources of power. Given 
the dispersed nature of the population, this 
can best be done through small-scale private 
providers, ideally using renewable sources 
of energy such as hydro and solar. The 
Government of Solomon Islands, with the 
support of the Scaling-Up Renewable Energy 
in Low-Income Countries Program, ADB, and 
the World Bank developed an investment 
plan in 2014 that includes supporting the 
development of village-level minigrids using 
renewable technologies. 

Overview of infrastructure services

Roads45

Solomon Islands’ total road network is estimated 
at 1,694 kilometers (km) (excludes logging roads). 
Only a small percentage (7.5% or 126 km) of the 
network is sealed, and most of these roads are on 
Guadalcanal and Malaita.46 About less than 60% of 
the rural population has access to roads, and most 
of these roads follow the coastline. The network has 
about 185 watercourse crossings, of which only a 
few have steel and reinforced concrete structures. 

The Ministry of Infrastructure and Development 
(MID) is responsibility for planning and maintaining 
the existing road network. Institutional capacity 
constraints have hindered MID’s ability to 
effectively implement its responsibilities. Between 
1990 and 2004, the network received minimal 
maintenance. This led to a widespread deterioration 
in the condition of the land transport assets. Since 
2004, a number of projects have addressed the 

45 Personal discussions with MID staff June 2015; Government of Solomon Islands. 2013. Solomon Islands National Infrastructure Investment Plan. 
Honiara; ADB. 2012. Country Partnership Strategy: Solomon Islands, 2012–2016. Manila (Sector Assessment [Summary]: Transport and Information 
and Communication Technology); and Government of Solomon Islands. 2010. National Transport Plan. Honiara.

46 By comparison, Vanuatu has 1,800 kilometers (km) of roads, of which less than 25% (250 km) are sealed, while Fiji has 3,400 km of roads, of which 
49% (1,686 km) are sealed.
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need to rehabilitate and maintain the existing road 
system. They included the Australian-funded 
Community Sector Program, and ADB’s Road 
Improvement Project. In 2010, the Government of 
Solomon Islands developed the National Transport 
Plan 2011–2030. The NTP identified the need to 
focus on maintaining the existing network in the 
short term, rather than expanding it. The NTF 
was established in 2011 as a means to sustainably 
fund transport infrastructure rehabilitation and 
maintenance, and a 3-year transport sector action 
plan was developed that included road repair 
and maintenance, covering 95 roads. Over the 
period 2012–2014, NTF expenditures averaged 
approximately SI$70 million per year (about 
US$9 million per year), but have grown steadily 
each year. These efforts have resulted in substantial 
improvements to the country’s roads, with MID’s 
Central Project Implementation Unit Quarter 2 
2015 Progress Report showing 38% of the network 
rated as being in poor condition, down from 68% in 
2011. All road, bridge, and wharf work is currently 
contracted out by MID to private businesses or 
community groups.

Despite progress made since 2004, the 
existing road network is still in need of substantial 
improvement. For example, in 2012, MID identified 
1,080 km of roads (64% of the existing network) 
were in need of rehabilitation. Funds currently 
allocated by the Government of Solomon Islands 
within its recurrent budget, however, are insufficient 
to rehabilitate and maintain the road system. Given 
the limited funding available and the scale of the 
challenge, a national assessment is needed to define 
appropriate levels of service required for specific 
transport infrastructure corridors based on existing 
and future demand.

Aviation47

Solomon Islands has one international airport in 
Honiara, Guadalcanal along with 34 domestic 
airports. Only three of the airports have paved 
runways—the international airport, and two 
airports in Western Province (at Munda and 
Gizo). The latter airports were upgraded in 2013, 
with the Munda airport in the process of being 
further upgraded to act as an emergency alternate 
international airport. Only seven of the domestic 
airports are fully owned by the Government of 
Solomon Islands (Munda, Seghe, Gizo, Taro, 
Ballalae, Fera, and Lata); the other airports are 
located on customary land. The government has 
leases for about half the airports on customary land. 
Several of these airports are not operational. The 
Ministry of Communications and Aviation (MCA) 
operates the airports. It also provides domestic air 
traffic and navigation services. 

A new Civil Aviation Act passed in 2008 
established the Civil Aviation Authority of the 
Solomon Islands (CAASI). CAASI is a member of 
the International Civil Aviation Organisation and 
regulates safety and personnel licensing within the 
aviation sector. Management of the country’s upper 
air space is tendered out. Air Services Australia 
holds the current service contract, which is due to 
expire in 2018.

International air access is provided by four 
airlines: Solomon Airlines (100% owned by the 
government), Virgin Australia, Fiji Airways, and 
Air Niugini. There is a lack of competition in 
domestic service, with Solomon Airlines being 
the sole provider. Total airline passenger numbers 
have grown since 2006—increasing from 100,908 

47 Government of Solomon Islands. 2013. Solomon Islands National Infrastructure Investment Plan; Government of Solomon Islands. 2012. 
Information Memorandum relating to Private Sector Operation and Management of Solomon Islands Airports and Airfields; Government of 
Solomon Islands. 2011. National Development Strategy 2011 to 2020; Government of Solomon Islands. 2010. National Transport Plan; Island Sun. 
2015. Rini confirms ‘huge airline losses’, published 1 May 2015.
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(59,933 international and 40,975 domestic), to an 
estimated 161,541 (97,380 international and 64,161 
domestic) in 2012. 

Despite steady growth in passenger numbers, 
the relatively low number of international flights 
into Honiara airport limits its financial viability. 
Improvements to domestic aviation have been 
hampered by the fact that most provincial airstrips 
cannot handle larger, more economical aircraft. 
Disputes with customary landowners have also led 
to the closure of some airstrips and constrained 
maintenance and upgrading. An Aviation Special 
Fund was established in 2005 to cover the cost of 
operating, developing, and maintaining aviation 
infrastructure and facilities. The Aviation Special 
Fund, however, is inadequate for its intended 
purpose. The NTF is also expected to provide 
funding support to rehabilitate and maintain 
airfields, but has not been used for this purpose yet. 
As a result, upgrading and maintenance of runways 
remain an ongoing issue, and there are concerns 
about meeting international aviation standards 
related to navigation, security, and safety.

In an effort to improve efficiency and further 
develop the aviation sector, the National 
Development Plan recommended possible 
corporatization of all government-owned airports, 
and privatizing Solomon Airlines. In 2012, the 
Government of Solomon Islands, with the assistance 
of NZ Aid, sought expressions of interest from the 
private sector to operate and manage the country’s 
airports and airfields under a long-term concession 
agreement. Despite receiving expressions of interest 
from a number of reputable firms, the PPP option 

was not pursued. As a result, the country’s airports 
remain a ministry responsibility, although the new 
government is again exploring options to improve 
their performance.

Solomon Airlines continues to operate as a 100% 
state-owned enterprise, and has performed poorly 
in recent years. The company underwent a financial 
restructuring in 2008 that resulted in improved 
financial performance, and even registered a profit 
in 2011. The airline, however, recorded large losses in 
2012 and 2013. 

Shipping48

Solomon Islands has two international deep-water 
ports. One is located at Honiara, Guadalcanal 
Province, the other at Noro, Western Province. 
SIPA, a state-owned enterprise 100% owned by 
the Government of Solomon Islands, manages 
both ports. It acts as a full service port providing 
all port services including stevedoring, rather 
than contracting them out to the private sector. 
Honiara is the main seaport gateway for the 
country. It accounts for approximately 90% of all 
freight movements (excluding logging) and fish 
transshipments. As of 2013, there were seven 
separate and competing providers of container 
and break-bulk services making regular vessel 
visits to Honiara. The Honiara port currently has 
one main wharf (120 meters in length), along with 
10 domestic wharves and loading ramps, many of 
which are in poor condition. The port has been 
experiencing annual international freight movement 
growth of 5% per annum, a rate that is expected to 
continue until 2020. As a result, it has struggled to 

48 Government of Solomon Islands. 2013. Solomon Islands National Infrastructure Investment Plan. Honiara (published with support of the Pacific 
Region Infrastructure Facility, Sydney); The Government of Solomon Islands. 2012. Honiara Port Scoping Study. Honiara (published with the 
guidance and support of Pacific Region Infrastructure Facility, Sydney); D. Mizusawa et al. 2012. Strengthening Maritime Transport Sector in Solomon 
Islands. Honiara; Government of Solomon Islands. 2010. National Transport Plan. Honiara; and Solomon Islands Ports Authority website (www.sipa.
com.sb).
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cope with the increased throughput of vessels and 
cargo, which has led to delays and increased costs.49 
Work commenced in early 2015 to build a new 
deep-water berth (180 meters in length) in an effort 
to eliminate port congestion in Honiara. The project, 
funded by Japan, is expected to cost approximately 
US$23 million and be completed in late 2016.

Much of the international general freight received 
in Honiara is transferred onto local vessels for 
distribution to populations on outlying islands. 
There are approximately 100 small wharves and 
jetties throughout the country, many of which 
have received little maintenance. Few of these 
wharves and jetties, however, can be justified on 
economic viability criteria alone. In 2012, the NTP 
identified 23 wharves as requiring repair, 42 needing 
maintenance, and 46 requiring rehabilitation or 
replacement. MID is responsible for wharf and jetty 
rehabilitation and maintenance. 

About 20 private sector operators, supplemented 
by a few churches and provincial governments, 
provide inter-island shipping services. The general 
condition of the fleet is poor, with many vessels 
requiring maintenance and high operating costs. 
Moreover, many shipping services cannot be 
operated on a commercial basis. This is particularly 
the case of distant outer islands, where passenger 
and cargo demand is also relatively low. A franchise 
shipping scheme was introduced in 2010, and 
implemented by the MID, to subsidize the cost 
of providing services to many of these areas. The 

subsidies are offered on a tender basis and will 
be phased out over time as the routes become 
profitable. 

Previously the responsibility of a division 
within MID, maritime transport safety is now the 
responsibility of the Solomon Islands Maritime 
Safety Administration (SIMSA). Legislation 
creating SIMSA was passed in 2009, and 
the agency was established in 2010. SIMSA’s 
regulatory responsibilities include vessel safety and 
certification, vessel registration, officer and crew 
registration, and organizing search and rescue.

Power50

Access to electricity in Solomon Islands is low, with 
less than 15% of the population supplied with grid-
connected electricity. Wood fuel is the main fuel 
source for 93% of the population, increasing to 97% 
if Honiara is included. Kerosene is the main source 
of home lighting.

The Solomon Islands Electricity Authority (SIEA), 
a state-owned enterprise 100% owned by the 
Government of Solomon Islands, is responsible for 
electric power supply and distribution to Honiara 
and eight provincial centers (Auki, Buala, Gizo, 
Kirakira, Lata, Malu’u, Noro-Munda, and Tulagi). 
Total installed grid generation capacity is 30 
megawatts (MW) and is currently 100% diesel.51 
The majority (26 MW) of this capacity is in Honiara, 
while the remainder (combined capacity of 4 MW) 

49 As a result of ongoing delays caused by port congestion in Honiara shipping companies have introduced Honiara port congestion surcharges as 
a means to partially recover the costs associated with the delays. See, for example, the announcement by Sofrana Unlines dated 10 June 2015 
announcing introduction of a Honiara Port Congestion Surcharge (http://www.sofrana.co.nz/news/show/honiara-port-congestion-surcharge).

50 Government of Solomon Islands. 2014. Scaling Up Renewable Energy in Low Income Countries—Investment Plan for Solomon Islands. Honiara; 
Government of Solomon Islands. 2013. Solomon Islands National Infrastructure Investment Plan. Honiara; ADB. 2014. Sector Assessment 
(Summary): Energy. Provincial Renewable Energy Project (RRP SOL 46014) http://www.adb.org/sites/default/files/linked-documents/46014-002-
ssa.pdf (last accessed 8 December 2012); SIEA. 2015. Annual Report 2014. Honiara; and Pacific Power Association. 2013. Pacific Power Utilities: 
Benchmarking Report 2012. Honiara.

51 There are two minihydro schemes connected to the SIEA grid—Buala on Isabel Province (185 kilowatts) and Malu’u substation in Malaita—but 
both are currently nonoperational due to landowner disputes and equipment needing replacement.
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is spread among the provincial centers. The total 
energy generated by SIEA’s grid in 2014 was  
85 gigawatt hours of which 90% was in Honiara. 

Electricity tariffs are among the highest in the 
Pacific islands region, and are set by government 
regulation and include a fuel surcharge.52 A 
comparative regional analysis of electricity prices 
done in 2014, for example, shows that electricity bills 
for domestic consumers and businesses in Solomon 
Islands are considerably higher than neighboring 
Pacific island countries (Table D3).

While current tariffs allow SIEA to recover 
costs and invest in infrastructure, historically this 
was not the case.53 As a consequence, investment 
in expansion and maintenance of core power 
infrastructure was lacking in the past resulting 
in underinvestment in capital infrastructure. 
SIEA has made an ambitious effort since 2012 to 

52 Electricity Tariff Regulations 2005.
53 Tariff levels announced in effect as of April 2015 are SI$6.1256/kWh for domestic consumers, SI$ 6.6325/kWh for commercial users, and 

SI$6.4430/kWh for industrial users. SIEA website http://www.siea.com.sb

install prepayment meters for all consumers, and 
strengthen its billing and accounting systems. In 
2013, it embarked on a 7-year SI$1.0 billion capital 
infrastructure investment program. However, the 
high cost of diesel transport makes generation costs 
in the provincial centers considerably higher than in 
Honiara, and this has had a negative impact on SIEA’s 
operations and has impeded grid expansion.

The Energy Division, within the Ministry of 
Mines, Energy and Rural Electrification (MMERE) 
is responsible for energy policy and monitoring the 
SIEA. The 2007 National Energy Policy Framework 
sets out the broad policy directions and has two 
overarching goals: (i) promoting optimal use of 
renewable energy technologies; and (ii) minimizing 
negative environmental impacts from energy 
production, distribution, and use. The policy was 
revised in 2013 and includes a renewable energy 
target of 50% by 2020 (installed capacity).

Table D3: Electricity Cost Comparison for Selected Pacific Island Countries

Monthly Bill 
Ratio of Solomon Islands Bill  

to Other Pacific Island Nations
Domestic  

Consumera 
(US$)

Business  
Consumerb 

(US$)
Domestic  
Consumer

Business  
Consumer

Solomon Islands 244 8,875
Papua New Guinea 109 4,166 2.2:1 2.1:1
Vanuatu—Port Vila 233 5,837 1:1 1.5:1
Fiji 44 2,124 5.5:1 4.2:1
Tonga 139 4,626 1.8:1 1.9:1
Samoa 150 5,015 1.6:1 1.8:1
Pacific Islands Average 145 5,164 1.7:1 1.7:1

a Monthly consumption of 300 kilowatt-hours (kWh) on a 15A connection.
b Monthly consumption of 10,000 KWh on a 100 kilo-volt-amperes connection.
Source: Vanuatu Utilities Regulatory Authority. 2014. Comparative Report—Pacific Region Electricity Bills.
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geothermal energy in parts of the country, and 
there is an ongoing prefeasibility study for a 20 MW 
geothermal generation plant on Savo Island. 

A weak enabling environment limits private 
sector interest in investing in these renewable 
energy opportunities. Specific barriers include: 
difficult process for acquiring land; outdated 
regulatory framework; limited capacity within 
MMERE and SIEA to develop policies and 
regulations, and plan/manage projects; and high 
upfront costs for most types of projects.

The Government of Solomon Islands, supported 
by the Scaling-Up Renewable Energy in Low-
Income Countries Program, ADB, and the World 
Bank, is implementing a renewable energy 
investment plan that includes (i) renewable village-
level minigrids based on microhydro technology, 
as well as coconut biofuel and solar photovoltaic 
systems; (ii) grid extensions to both the Honiara and 
Auki grids once these grids have been successfully 
converted to being supplied using renewable 
energy via the Tina River Hydro and Fiu River 
Hydro schemes; (iii) grid-connected solar power; 
and (iv) providing support to upscale and maintain 
household solar power systems.55

Water and sanitation56

Solomon Islands has a relatively high level of 
renewable water resources per capita.57 Freshwater 
availability varies considerably throughout the 

Under the Solomon Islands Electricity Act (SIEA) 
in addition to its generation, transmission, and 
distribution role, it also acts as a regulator for the 
power sector. It established a Regulatory Department 
in 2014 for this purpose. The Regulatory Department 
is responsible for licensing of electricians and 
electrical contractors, licensing of standby generators, 
generation of power for own use, independent power 
producers, and renewable energy sources. 

Renewable energy is currently limited to 
community-based microhydro plants, and solar 
power systems that operate on a demonstration 
scale and small scale. Solomon Islands, however, has 
substantial hydropower potential (estimated to be 
326 MW), and there are ongoing assessments of a 
number of potential hydropower sites. They include 
Tina River (15–20 MW) outside of Honiara, along 
with a number of smaller sites around the country: 
Fiu River, Auki Malaita (750 kW); Luembalele, Lata 
Temotu Province (190 kW); Huro River, Kirakira 
Makira Province (120 kW); and Mase river, Western 
Province (1,750 kW). In early 2015, Korean Water 
was identified as the sole qualified bidder for the 
Tina River project. Assuming a suitable power 
purchase agreement can be negotiated with the 
company, on-the-ground construction of the 
project is expected to commence in 2016.54 

The country also has considerable solar energy 
potential, with insolation values of 5 kWh/m2/
day or higher, which are among the highest in the 
region. There are also surface manifestations of 

54 Tariff levels announced in effect as of April 2015 are SI$6.1256/kWh for domestic consumers, SI$ 6.6325/kWh for commercial users, and 
SI$6.4430/kWh for industrial users. SIEA website http://www.siea.com.sb.

55 Government of Solomon Islands. 2014. Scaling Up Renewable Energy in Low Income Countries—Investment Plan for Solomon Islands. Honiara.
56 SIWA. 2015. Annual Report 2014; UNDP. 2014. Solomon Islands Water Sector Adaption Project. New York; Pacific Water and Wastes Association. 

2013. Pacific Water and Wastewater Utilities Benchmarking Report; Government of Solomon Islands. 2013. Solomon Islands National Infrastructure 
Investment Plan. Honiara; and Institute for Sustainable Futures—University of Technology Sydney. 2011. Solomon Islands Water, Sanitation and 
Hygiene Sector Brief. Honiara.

57 In 2012, Solomon Islands was estimated to have internal renewable freshwater resources of 81,273 m3 per inhabitant per year—the third highest 
amount within the Asia and Pacific region behind Papua New Guinea (111,762 m3) and Bhutan (105,212 m3). ADB. 2014. Key Indicators for the Asia 
and Pacific 2014. Manila.
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country though, with large volcanic islands such 
as Guadalcanal and Choiseul having abundant 
resources, and atolls dependent on rainwater and 
thin freshwater lens of aquifers. There is evidence 
that the quantity and quality of freshwater is in 
decline, but limited knowledge and data of local 
hydrology and water resources means the situation 
is not well understood. Future impacts of climate 
change, particularly sea level rise and pronounced 
droughts, are likely to have significant impacts on 
water supply and sanitation, particularly in low-lying 
coastal areas and atolls.

Despite relatively high levels of freshwater, 
access to improved water and sanitation is low 
relative to the average for the Pacific island 
countries region. Over the period since 2004, 
the proportion of the population with access to 
improved drinking water has remained relatively 
constant in urban areas (between 94% in 2004 
and 93% in 2014), and has improved in rural areas 
(from 65% in 2004 to 76% in 2014). There has 
been a deteriorating use of improved sanitation 
facilities over this period, however, for both urban 
areas (from 98% to 81%) and rural communities 
(from 18% to 15%).58 Honiara and other provincial 
centers lack centralized sewerage systems. Honiara 
does have a gravity-fed sewerage system, but only 
about 30% of residents are connected. There is 
widespread use of onsite septic tanks, but they 
suffer from poor construction and maintenance, 
and limited resources to monitor and enforce 
construction and operating standards.

The Solomon Islands Water Authority (SIWA), 
a state-owned enterprise 100% owned by the 
government, is the only service provider for water 
and sanitation in the country. It provides services in 
Honiara and three other provincial centers (Auki, 

Tulagi, and Noro). Less than 10% of the population 
is believed to have access to SIWA metered water. 
SIWA’s legislation requires it to also operate in five 
other urban centers (Gizo, Taro, Kirkira, Munda, and 
Lata), but financial and capacity constraints have 
prevented SIWA from expanding its operations. 
Provincial authorities manage water supplies in 
these centers.

SIWA has had a history of poor leadership 
and organizational management, and financial 
mismanagement. SIWA changed its board and 
management in 2011, and implemented a  
short-term recovery action plan, followed by a 
3-year development plan 2013–2016 funded  
by the Government of Australia’s Department of  
Foreign Affairs and Trade. The Government of  
Solomon Islands also provided support by settling  
a portion of SIWA’s outstanding debt, injecting 
funds into SIWA through its Community Service 
Obligation program, and approving tariff increases 
for SIWA’s services. This has provided SIWA with an 
opportunity to improve its services and plan for the 
future. 

A 2013 benchmarking study showed SIWA’s 
performance as ranking among the lower group of 
Pacific island water authorities. Key areas requiring 
attention included: data collection and reporting, 
billing and metering, nonrevenue water, sewerage, 
debt management, water quality, and sewerage 
connection and treatment. Water quality has 
significantly improved, with compliance (total 
coliforms) increasing from less than half in 2011 to 
94% at the end of 2014. This was a result of new 
purpose laboratory facilities and improved testing 
equipment and management. Water access has 
also improved. In Honiara, 87% of the population 
had 24-hour supply in 2014, compared with 39% in 

58 ADB. Forthcoming. Pacific Infrastructure Performance Indicators.
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2013. Nonrevenue water (water for which revenue 
is not collected due to leaks, illegal connections, 
and other issues), however, remains a significant 
problem having increased from 51% in 2012, to 
64% in 2014. Approximately 80% of SIWA’s water 
is also pumped (with the remaining 20% supplied 
via gravity systems). The high cost of electricity 
means that much of SIWA’s income is used to pay 
for power. As a result, there is a need to find ways 
to reduce energy costs through alternative energy 
sources or gravity systems. 

In rural areas, the Rural Water Supply and 
Sanitation Division of the Environmental Health 
Department, within the Ministry of Health and 
Medical Services (MHMS) oversees the planning, 
coordination, and implementation of water supply 
and sanitation projects. Capacity for planning and 
implementing projects in rural areas is limited 
though, and is highly dependent on external 
assistance. There are, for example, a number  
of nongovernment organizations implementing 
rural water and sanitation projects. Project 
implementation is also highly constrained by the 
remoteness and small size of many communities, 
which makes work difficult and financially unviable 
with a lack of sustainability in cost recovery.

The Water Resources Division of MEMRE is 
responsible for the national water policy, while the 
MHMS is responsible for water quality standards 
and policy relating to rural water supply and 
sanitation. A National Water Policy and a Water 
Bill have been drafted. The national water and 
wastewater quality standards currently used are 
World Health Organization standards. 

Solid waste59

The 2009 Census data indicates that very little 
of the solid waste being produced in the country 
is being managed in a safe and environmentally 
friendly way—57% of household rubbish is dumped, 
burned, or buried in the backyard, and 18% is 
dumped into the ocean. 

The Honiara City Council (HCC) runs the 
country’s only substantive organized waste 
collection service. However, its service only 
covers an estimated 36% of the city’s population 
(2009). The large informal settlements that fall 
outside the city’s boundaries also do not receive 
waste collection services (from either HCC or 
Guadalcanal Province). As of 2014, the city is 
estimated to generate 29,000 tons of waste per 
year. At current urban population growth rates, 
waste levels are expected to double within 18 years. 
HCC used to contract out all household waste 
collection to private companies. As a result of a 
recent donation of three small, used compactor 
trucks, it has taken up providing collection services 
again. No effort is made to segregate wastes such 
as green waste or recyclables, and the entire waste 
stream is transported to the Ranadi dump site 
located about 6 km from the city. Until recently, 
the Ranadi site was an unmanaged open dump. 
Upgrading of the site commenced in 2013 and 
includes the introduction of sorting and compacting 
of garbage, establishment of a simple system to 
capture leachate, and formation of an office to 
improve administrative management.60

The Ministry of Environment, Climate 
Change, Disaster Management and Meteorology 

59 ADB. 2014. Solid Waste Management in the Pacific: Solomon Islands Country Snapshot. Manila; and Government of Solomon Islands. 2013. Solomon 
Islands National Infrastructure Investment Plan. Honiara.

60 Similar upgrading is being done to improve the existing landfill in Gizo.
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(MECCDM) is responsible for regulatory and policy 
issues relating to solid waste management. The 
Environmental Health Division, MHMS has the 
responsibility for providing expert advice on the 
development and implementation of environmental 
health policies covering waste management. 
Honiara City and provincial government authorities 
are responsible for solid waste management in their 
areas of jurisdiction. 

While there is no comprehensive waste policy 
in place, MECCDM developed a National Waste 
Management Strategy in 2009. Implementation 
of the strategy has been constrained by a 
lack of political support, financial resources, 
and human capacity. The strategy identifies a 
number of challenges facing the sector including 
limited public awareness about the health 
consequences of improper waste management 
practices, limited waste segregation and recycling, 
difficulties accessing land for use as landfills, lack 
of coordination and consultation between key 
stakeholders to tackle issues, and poor monitoring 
and enforcement.

Information and communication technology61

The MCA is responsible for policy planning and 
coordination regarding the information and 
communication technology (ICT) sector. A new ICT 
policy framework was adopted in 2008 to modernize 
and expand the telecommunication network, and 
allow the private sector to take the lead in service 
provision. A new Telecommunications Act was 
introduced in 2009 that ended Solomon Telecom’s 
monopoly. With support from the World Bank and 
Australia, the Telecommunications Commission 
of Solomon Islands was established that same year 

as the telecommunication regulator with the goal 
of improving and expanding ICT services through 
market-based competition.

There are currently five active market 
participants: Solomon Telecom Limited (STL), 
Bemobile, Satsol, Point Cruz Communications 
Limited, and Smile Limited. STL and Bemobile 
hold licenses to provide mobile services in the 
global system for mobile communication radio 
spectrum band. The other three participants hold 
class licenses that allow them to provide local and 
international telecommunication services. Six  
 class licenses have also been awarded.

Prior to liberalization, Solomon Islands had one 
of the lowest teledensities within in the region 
(Table D4). Increased competition has led to a 
significant increase in mobile subscription rates. 
It has also resulted in a reduction in tariff rates, 
particularly with respect to local calls. The cost of 
a mobile 3-minute local call in 2010 was US$1.20. 
The lowest cost for a similar call in 2014 was 
US$0.13 (between users on the STL network). The 
cost of a 3-minute international call to Australia 
in 2010 was US$3.60. In 2014, the cost ranged 
between US$2.61 and US$2.64.

Liberalization has not led to the same impact with 
respect to fixed-line service and broadband internet. 
Fixed-line subscriptions actually fell between 2008 
and 2013. Broadband subscriptions remained 
unchanged over the period, but the cost of service 
increased. The lowest monthly business rate for 
internet service in 2014 was US$189, up from US$169 
in 2010. Current internet packages, however, include 
increased value of service in terms of bandwidth and 
cap, making the overall unit costs lower. 

61 World Bank. 2014. Implementation Status and Results—Solomon Islands Telecommunications and ICT Development Project. Washington, DC; and 
Government of Solomon Islands. 2013. Solomon Islands National Infrastructure Investment Plan. Honiara.
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Solomon Islands is currently 100% reliant on 
satellite for international communications. Satellite 
capacity limits available bandwidth and has a high 
cost structure, making improvements in internet 
service provision difficult to achieve. However, 
work is underway to link Solomon Islands to an 
international submarine fibre optic cable.

One of the goals of the telecommunication 
policy is to provide a reliable mobile phone signal 
in all populated areas of the country. Coverage 

has risen quickly with both STL and Bemobile 
upgrading their networks and opening new sites. 
As of 2014, coverage was approximately 80%. 
Further increases are likely to be slower to achieve 
as coverage tries to reach more remote areas of the 
country. This is will be assisted through the use of a 
Universal Access Fund. The Universal Access Fund 
is established under the Telecommunications Act 
and will become operational in 2015 using a 2% 
universal access levy. 

Table D4: Telephone and Internet Subscriptions Rates for Selected Pacific Island Countries

 (per 100 people)
Fixed Line Subscriptions Mobile Subscriptions Broadband Subscriptions

2008 2013 2008 2013 2008 2013
Solomon Islands 1.6 1.4 5.9 57.6 0.3 0.3
Papua New Guinea 0.9 1.9 9.1 41.0 n.a. 0.1
Vanuatu 3.0 2.0 19.5 59.3 0.2 0.1
Fiji 15.3 8.5 71.1 101.1 1.9 1.2
Tonga 24.7 29.4 48.7 54.6 0.7 1.6

Source: For 2008 data: Network Strategies. 2010. Review of Pacific Regional Digital Strategy. Suva (Part A: Technological Capacity).
For 2013 data: ADB. 2014. Key Indicators for Asia and the Pacific 2014. Manila.
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Appendix E
STATE-OWNED ENTERPRISES AND COMPETITION

settle SOE arrears, forgive debt, and provide 
new equity investment. SIWA also increased 
tariffs to approach cost-recovery levels, and 
SIEA improved metering and collections. 

•	 Improving implementation of the State-
Owned Enterprise Act. The government 
introduced the State-Owned Enterprise 
Act in 2007 and supporting regulations in 
2010. They established a robust framework 
for commercially managing SOEs, 
including requiring all SOEs to operate 
profitably; imposing a rigorous director 
selection and appointment process; better 
defining corporate planning and reporting 
requirements; and establishing a transparent 
process for identifying, costing, and financing 
community service obligations (CSOs). The 
Economic Reform Unit within the Ministry of 
Finance and Treasury (MFT) has been tasked 
with the responsibility to monitor and report 
on SOE performance.

Portfolio recovery of state-owned 
enterprise is fragile.

The improvement in ROE is a tremendous 
accomplishment and demonstrates that a program 
of targeted privatization, along with financial 
restructuring supported by an effective SOE 
legislation, governance, and monitoring framework 
can achieve significant improvement in a short 
time frame. The portfolio’s recovery remains fragile 
though. The SOE monitoring unit within MFT has 
struggled to fulfill its mandate and requires more 

While performance of state-owned 
enterprises has improved, they remain 
undercapitalized.62

Solomon Islands’ state-owned enterprise (SOE) 
portfolio has significantly improved its performance 
over the past decade. From 2002 to 2012, the 
portfolio had a –1% average return on equity (ROE). 
However, results during the period ranged markedly 
with the portfolio’s ROE averaging -12% between 
2002 and 2008, and 6% between 2009 and 
2012. In 2012, the portfolio’s ROE was almost 15% 
(Table E1). The turnaround since 2008 has been the 
result of the following factors: 

•	 Divesting nonstrategic SOEs. The 
Government of Solomon Islands divested itself 
of four poorly performing and nonstrategic 
SOEs. It sold its shares in Soltai Fishing and 
Processing Limited to existing shareholders. 
The assets of Solomon Islands Printers Limited 
were liquidated. Solomon Islands Home 
Finance Limited was merged with the Solomon 
Islands National Provident Fund, and a local 
shipping operator rehabilitated Sasape Marina 
through a public–private partnership. As of 
2012, the portfolio comprised 6 active SOEs—
down from 11 in 2002.

•	 Financial restructuring three major SOEs. 
The government placed Solomon Airlines 
Limited, Solomon Islands Electricity Authority 
(SIEA), and the Solomon Islands Water 
Authority (SIWA) on a more sustainable, 
commercial footing. It spent SI$21 million to 

62 This section, unless otherwise noted, is based on information from ADB. 2014. Finding Balance 2014: Benchmarking the Performance of SOEs in Island 
Countries. Manila.
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Table E1: Solomon Islands: State-Owned Enterprise Performance Indicators, 2012

State-Owned Enterprise
Ownership 

(%)

Return on 
Equity

(%)

Return on 
Assets

(%)

Total 
Assets

(SI$’000)

Total 
Revenue
(SI$’000)

Average Return 
on Equity 

2002–2012
(%)

Active
Solomon Airlines 100 (6.2) (2.3) 190,336 288,620 (4.1)
SI Broadcasting Authority 100 13.9 4.2 10,514 7,173 (23.7)
SI Electricity Authority 100 12.8 12.2 516,045 413,957 1.5
SI Port Authority 100 38.4 31.9 122,144 99,935 4.8
SI Postal Corporation 100 NE (12.4) 31,040 9,654 (29.6)
SI Water Authority 100 (7.5) (2.6) 50,767 50,327 (12.7)
Active portfolio 14.6 10.1 920,846 869,666
Divested or Inactive
SI Development Bank 100 (2.2)
Soltai Fishing and Process-
ing Limited 51 (2.4)

SI Home Finance 100 (1.1)
SI Printers Limited 100 (12.9)
Sasape Marina 100 (0.2)
Total portfolio (1.3)

( ) = negative, NE = negative equity, SI = Solomon Islands.
Source: ADB. 2014. Finding Balance 2014: Benchmarking the Performance of SOEs in Island Countries. Manila.

specialized professional staff and further capacity 
development. Many of the SOEs, particularly 
the smaller ones, struggle to prepare meaningful 
statements of corporate objective and corporate 
plans, or submit audited annual accounts within 
the statutory time frame. Reform momentum 
also requires continued political will, along with a 
government commitment to finance CSOs in the 
short to medium term.63

State-owned enterprise model is not an 
effective long-term ownership model.

Studies have consistently shown that privately 
owned companies, on average and over time, 
outperform SOEs.64 This holds even when strong 
commercial requirements are imposed on SOEs. 
While the SOE ownership model attempts 
to replicate private ownership demands and 

63 CSO contracts provide SOEs with funds enabling them to provide socially important services that are not initially commercially viable. CSOs are 
expected to decline over time as development increases. In 2014, the government signed contracts with five SOEs to finance CSOs totaling SI$39 
million. However, the current government is withholding CSO funds unless SOEs demonstrate they will be used for capital expenditures, rather a 
subsidy for provision of noncommercial service. Government of Solomon Islands. 2014. Solomon Islands Budget 2014—Budget Strategy and Outlook.

64 See, for example, E. Goldeng et al. 2004. The Inferior Performance of State-Owned Enterprises: Is it Due to Ownership or Market Structure? 
Norwegian Institute of International Affairs. Oslo. http://www.ciaonet.org/attachments/11280/uploads (last accessed 8 December 2015)
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dynamics, it is unable to replace the market 
disciplines under which private enterprises 
operate. This is because politicians always find it 
difficult to implement commercial decisions that 
have political costs. 

Experience has demonstrated that privatization, 
supported by robust regulatory arrangements, 
is the most effective way to achieve long-term 
improvements in the productivity of state assets.65 
Full privatization, however, is not always politically 
feasible, nor the most suitable reform mechanism 
in all cases. Partial privatization, through joint 

ventures and public–private partnerships (PPPs)66 
can significantly help improve performance and be a 
source for new investment capital. Box E1 describes 
two successful SOE privatization examples from 
within the region.

Bearing this in mind, and recognizing the recent 
success the Solomon Islands has had in divesting 
itself of poorly performing SOEs, the Government 
of Solomon Islands should be very cautious in using 
government funds to recapitalize existing SOEs or 
establish new ones.

65 See, for example, P. Barry. 2004. Does Privatization Work? Policy Backgrounder, New Zealand Business Roundtable. http://www.tdb.co.nz/
documents/051204-Does-Privatisation-Work.pdf (last accessed 8 December 2015). The paper surveys 22 academic studies on the effects of 
privatization and found that 20 of them showed that businesses performed better after privatization. 

66 A public–private partnership (PPP) is a procurement (contractual) process to provide services or deliver assets through public and private 
sector cooperation for periods ranging from 5 to 30 years. PPPs can take a number of forms but the most common include (i) service contracts, 
(ii) management contracts, (iii) concessions, and (iv) build-own-lease (BOL) or build-operate-transfer (BOT). Under a service contract, the 
private sector provides service such as road maintenance or transport for a fee. Under a management contract, the private sector manages but 
does not own public assets. Concessions involve the private sector modernizing public assets to deliver a specific output. Under BOL/BOT, the 
private sector builds a new asset such as a hospital or power generation unit, and then the asset is leased back to the public sector (e.g., hospital) or 
its output (e.g., power) is sold to the public sector or directly to consumers.

Box E1: Successful Examples of State-Owned Enterprise Privatization in the Pacific Islands Region

Sasape Marina, Solomon Islands

Sasape Marina operates a large slipway in Tulagi, Central Province that repairs and maintains boats. Lack of 
investment and mismanagement had caused the company’s financial and operating position to deteriorate, with the 
value of the government’s equity falling from SI$14 million in 1996 to SI$3 million in 2005. By 2008, the company 
was insolvent and its assets were in disrepair. Without substantial investment, the company faced certain closure.

Recognizing the lack of a large operational slipway within the region and the high demand for one, but lacking the 
capacity to invest in and operate the business itself, the Government of Solomon Islands turned to the private sector. 
It was decided a public–private partnership would be the best way to achieve the government’s objectives and 
rapidly install a new operator. A competitive tender was successfully conducted in 2010. The winning bidder, a joint 
venture between Silentworld Shipping and Logistics (a Honiara-based company) and the Solomon Islands National 
Provident Fund, presented a plan to rehabilitate and expand the slipway. As of 2012, the new owners had invested 
US$3 million to refurbish the 500-ton slipway Sasape and were employing over 100 workers at the site.

With the proceeds from the sale of Sasape Marina, the Government of Solomon Islands was able to finance 
restructuring and repay the company’s outstanding debts. 

Source: ADB. 2012. Solomon Islands: Rehabilitation of Sasape Marina Boosts Economy, http://www.adb.org/results/solomon-islands-rehabilitation-sasape-marina-
boosts-economy
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Box E1 continued

Virgin Samoa Airlines, Samoa 

Polynesian Airlines, 100% owned by the Government of Samoa, provided international air transport services to 
Samoa. The government’s objectives for the airline included providing safe, efficient, and affordable service to 
support the expansion of its tourism industry, and operating in a financially sustainable manner. Neither objective 
was being met. The airline had an inappropriate route and fleet structure, expensive aircraft leases, overstaffing, and 
uneven demand levels. The government provided regular annual subsidies to keep it running. In 2004, the airline 
registered a loss of US$7.5 million (70% of the government’s total budget deficit).

The government was interested in finding an alternative to liquidating the airline. A review of the Samoan aviation 
sector and the airlines performance recommended that the government implement a public–private partnership 
with an international aviation investor. Under the arrangement, the private investor would manage and operate the 
new airline, provide fleet capacity as well as commercial and managerial oversight. The government would provide 
traffic rights, operational support, flight operations personnel, and other productive assets. 

The joint venture tender was won by Virgin Blue, which offered a business plan that required the smallest 
government subsidy, guaranteed air transport access to Samoa, and contributed to tourism development. A 
joint venture agreement was signed in September 2005 between the government and Virgin Blue (each owning 
49% of the shares), and a Samoan business (2% of the shares). Under the agreement, the new entity, Polynesian 
Blue, is limited to long-haul international operations. The fully owned government entity retained the short-
haul international services from Samoa to Tonga and American Samoa, as well as domestic services. It also 
retained responsibility for ground handling operations. The joint venture eliminated the budget drain (the annual 
government subsidy was turned into a profit of US$ 6.9 million in just 2 years), reduced airfares (consumers saved 
US$57.7 million in airfare costs between 2005 and 2009, reflecting reduced airfares of between 30% and 45%), and 
increased tourism (inbound seat capacity increased 130%, and an estimated 243,000 people received improved 
airline service between 2005 and 2009). In December 2011, Polynesian Blue was rebranded as Virgin Samoa.

Source: World Bank. 2009. Success Stories (Infrastructure):Samoa: Polynesian Blue, http://www.ifc.org/wps/wcm/connect/dc0281804983915b844cd6336b93d75f/
PPPImpactStories_Samoa_VirginSamoaAirlines.pdf?MOD=AJPERES k.org/external/default/WDSContentServer/WDSP/IB/2010/03/15/000333038_20100315022
951/Rendered/PDF/531740BRI0Succ10Box345599B01PUBLIC1.pdf

State-owned enterprises are 
undercapitalized.

Most SOEs need to make substantial capital 
investments over the next 5–10 years. The  
larger SOEs, such as SIEA, SIPA, and Solomon 
Airlines should be able to finance a portion of 
these investments using internal resources  
and/or commercial borrowing. The Government 
of Solomon Islands borrowing limits make it 
difficult for it to provide additional investment 
capital for SOEs. Increased partnerships with 
the private sector, through PPPs, joint ventures, 
and privatization, could help address SOE 

capitalization requirements. A new policy on SOE 
ownership, divestiture, and PPPs is needed to 
guide further SOE privatization, restructuring, and 
capitalization.

Conditions that support competitive 
markets need to be encouraged.

The degree of competition in Solomon Islands 
markets varies geographically and with supply chain 
level. While noncapital-intensive activities often 
are competitive at the retail level, competition 
mostly is weak in activities that are capital-intensive 
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and at higher levels in supply chains. Among 
major infrastructure-based industries, only the 
telecommunication industry is competitive. Outside 
of Honiara and principal towns, competition in 
most sectors is very limited. Several SOEs occupy 
monopoly positions. In markets supplied by only 
a few undertakings, collusion and bid rigging are 
possible (though little evidence of such is available). 

 Solomon Islands at present lacks a formal 
competition policy or generally applicable 
competition law. Competition policy has an 
important role to play in private sector growth 
in Solomon Islands but a phased approach to 
implementation is called for, having regard to 
the investment likely to be required on both the 
administrative and compliance sides.

Price controls, protected industries, and 
foreign investment restrictions place 
limits on competition.

Solomon Islands has legislation in place that enables 
the government to impose price controls, protect 
certain industries, and restrict foreign investment, 
all of which necessarily limit opportunities for 
competition.

The Price Control Act (Cap. 64) authorizes 
the Minister of Commerce, Industry, Labor and 
Immigration to “restrict any prices or charges.” No 
competition test or similar threshold is prescribed 
but the Minister must consult the Prices Advisory 
Committee.67 In January 2014, a Price Control 
(Product Substitute Goods) Order 2014 was 
drafted, which would apply the Price Control Act 

to an additional set of more than 300 foods and 
soaps.68

The Protected Industries Act (Cap. 177) provides 
the Minister of Commerce, Industry, Labour and 
Immigration with discretionary authority to declare 
an industry to be a “protected industry” in order to 
encourage its development. It is an offence to carry 
on business in a protected industry except pursuant 
to a license issued by the Minister. It appears no 
orders currently are in force declaring protected 
industries. 

The Foreign Investment Act 2005 governs foreign 
investment into the country. It includes a “reserved 
list” that specifies activities reserved to Solomon 
Island investors. The current list includes 14 
activities across a range of sectors. Most activities 
are oriented toward small business. However, the 
government has made a policy commitment to 
expand the list of reserved business for indigenous 
Solomon Islanders.69 This is problematic for two 
reasons. First, while the Foreign Investment Act 
includes a process for reviewing the reserved list, 
it specifically states “the purpose of reviewing the 
reserved list shall be to assess whether to reduce 
the reserved activities specified in it in order to 
promote a competitive economy in Solomon 
Islands”.70 The government’s policy commitment, 
if implemented, therefore goes against the spirit of 
the Foreign Investment Act and would likely reduce 
future private sector investment in the country 
and further inhibit competition. Second, the Act 
does not provide a basis for discriminating between 
indigenous Solomon Islanders and other Solomon 
Islands citizens. Any future revisions to the reserved 

67 A gazette dated 22/12/2014 transfers responsibility of the Price Control Act from the Minister of Commerce, Industry, Labour and Immigration to 
the Minister of Finance and Treasury. At the time of publication, the Act is still administered by the Minister of Commerce, Industry, Labour and 
Immigration.

68 It is unclear whether this Price Control (Product Substitute Goods) Order 2014 has been published in the Gazette to bring it into force.
69 Government of Solomon Islands. 2015. Democratic Coalition for Change Government—Policy Statement.
70 Foreign Investment Act [2005], Section 10(1).
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Box E2: Business Activities Reserved for Solomon Islander Investors  
under the Foreign Investment Act 2005

The reserved list includes the following activities (Schedule 2 of the Foreign Investment Regulations 2006): 

• cultivating crops exclusively for sale on the domestic market;

• timber milling operations producing not more than 2,500 m3 sawn timber per year;

• retail trading of household goods and services on premises with an area less than 200 m2;

• producing handicrafts and cultural artifacts;

• operating buses, taxis, and hire car services;

• farming of livestock for sale exclusively for domestic market;

• gathering of wild forest products exclusively for the domestic market;

• laundry services not part of hotels;

• restaurants, cafes, and other eating and drinking businesses other than specialty business, and operating within 
an area of less than 25 m2;

• market vending and roadside stalls;

• domestic help services;

• static guarding services for offices and domestic dwellings with less than 20 employees;

• office and lawn cleaning services not associated with hotels; and

• customs clearing agent.

list would, therefore, need to be open to all citizens, 
not just one class of Solomon Islander.

The foreign investment registration process is 
currently conducted manually, which presents  
an unnecessary barrier to new foreign investors.  
The process should be brought online to facilitate 
easy access from anywhere in world. The annual 
foreign investment survey is not meeting its 
potential for tracking foreign investor impact. Also, 
bringing the survey online and enforcing foreign 
investor compliance in completing it will assist the 
government in monitoring the impacts of its foreign 
investment policy.

Careful scrutiny is required to determine whether 
such measures are economically justified and 
whether they provide effective solutions: direct 
interventions by way of price control and industry 
protection are inconsistent with competition and 
might impose significant costs.

Discretionary market entry requirements

Solomon Islands is a member of the World Trade 
Organization and a party to a number of preferential 
trade arrangements for preferential or duty-free 
access to overseas markets.71 Imports and exports 

71 These include South Pacific Regional Trade and Economic Cooperation Agreement (SPARTECA), Melanesian Spearhead Group Trade Agreement 
(MSGTA), Pacific Island Countries Trade Agreement (PICTA), Pacific Agreement on Closer Economic Relations (PACER), and Economic 
Partnership Agreement with the European Union (under negotiation).
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Broad regulatory discretions allow for flexible 
responses in the absence of detailed rules but 
tend to lead to uncertainty and unpredictability 
in administration, which are likely to inhibit 
businesses’ market entry or expansion decisions. 
The existing business regulatory framework should 
be independently reviewed, to identify and remove 
any unjustified barriers to market entry. Streamlining 
regulation and reducing administrative discretion 
would also assist to promote competition. 

Independent regulation of monopoly 
service providers may be required.

Prior to 2008, telecommunication services 
within Solomon Islands were provided through 
a monopoly (held by Solomon Telekom). The 
Telecommunications Act 2009 liberalized the 
industry, and the subsequent entry of competitive 
telephony providers has expanded service coverage 
and reduced prices. An independent agency 
(the Telecommunications Commission of the 
Solomon Islands) was established to administer 
the implementation of the Telecommunications 
Act. The Telecommunications Commission is 
responsible for both the economic regulation of 
the industry, as well as its technical regulation. It 
received some donor funding for the first 5 years; 
license fees finance the Telecommunications 
Commission’s ongoing operations. 

Other essential infrastructure services, however, 
continue to be delivered by state-owned monopoly 
suppliers. To the extent that suppliers with market 
power or monopoly positions are state-owned, 
regulation by an independent agency might not 

can be restricted under the Customs and Excise Act. 
Export taxes are levied on fish, minerals, and timber. 
Several Solomon Islands statutes confer broad 
discretionary powers to restrict imports or exports, or 
to impose licensing or other restrictions. 

Business entry and operation within the economy 
are regulated in various ways. All businesses are 
required to obtain a general business license, which 
is the responsibility of local level governments.72 
With limited funding options, local level 
governments appear to use the general business 
license primarily as a means of generating revenue. 
However, because their issuance is not subject to 
objective decision criteria, they can be used as a 
means to refuse entry into a local market. These 
licenses are also issued by activity and location, 
which means that a business involved in several 
activities and more than one location is required 
to obtain a separate license for each location and 
activity it is involved in. 

In addition, entry into various professions, 
including accountancy, law, medicine and dentistry, 
and valuation, is regulated under Solomon Islands 
legislation. Participation in the country’s key 
industries (forestry, tourism, mining, agriculture, and 
fisheries), as well as certain other industries (such 
as banking, credit unions, financial institutions, 
insurance, and third party motor vehicle insurance) 
is also regulated by legislation. Similar to the general 
business license, participation in many of these 
activities is subject to considerable discretion on the 
part of the respective regulatory authority.73

72 In Honiara, the general business license is issued by the Honiara City Council. Provincial governments are responsible for issuing these licenses in 
other parts of the country. The Honiara City Act 1999, and the Provincial Government Act 1997 empowers the Honiara City Council and provincial 
governments to enact ordinances that provide for local licensing of businesses. 

73 For example, all tourism enterprises and facilities are required under the Solomon Islands Visitor’s Bureau Act 1996 to obtain a license to operate 
(Section 9). The board of the Visitor’s Bureau has complete discretion in making decisions regarding license applications it receives.
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be necessary: in principle, the state’s ownership 
interest gives it the ability to constrain any tendency 
of the SOE to overcharge, underdeliver, or inhibit 
competitors, without the need for a separate state 
agency to do so. Independent regulation of that 
SOE’s competitive conduct is likely to be necessary 
or desirable, however, where privatization of an 
SOE is proposed, where an SOE is subject to an 
obligation or expectation of profit maximization, or 
if state supervision and control have not historically  
proved effective. 

Need for transparent and competitive 
government procurement

In addition to the state’s role as a monopoly 
service provider, it also plays an important role as a 
purchaser of goods, services, and works in Solomon 
Islands. Government procurement accounts 
for around 14% of the Government of Solomon 
Islands’ expenditure, and 5% of Solomon Islands 
gross domestic product.74 Government tenders 
are organized pursuant to the requirements of 
the Public Financial Management Act 2013. The 
Central Tenders Board administers competitive 
tenders worth more than SI$500,000, and monitors 
and advises ministerial tender boards for tenders 
of lesser value. The extent to which tenders are, 
in substance, competitive is unclear: bid rigging is 
distinctly possible. 

It is highly desirable that procurement 
processes should be transparent and competitive. 
Competition policy and capacity building should 

reinforce the worthy efforts being made by the 
Central Tenders Board.

Weak consumer protection

Consumer protection is vital to competition, as 
consumer markets will not function efficiently if 
consumers lack confidence in traders’ offerings. 
Competition laws and laws for consumer protection, 
therefore, are mutually reinforcing. 

Solomon Islands has a several pieces of consumer 
protection legislation in place, including the 
Consumer Protection Act (Cap. 64).75 It prohibits 
conduct that is “misleading or deceptive or likely to 
mislead or deceive” in the course of trade or business, 
provides for “approved standards” for product 
safety or quality and product recalls, and provides 
for implied warranties in agreements to provide 
services to consumers. The Consumer Protection 
Act also contains several provisions that address 
restrictive business practices, including prohibitions 
on traders engaging in “exclusive dealing,” price 
discrimination, and anticompetitive misuse of market 
power, although it does not appear they have ever 
been enforced. Anticompetitive agreements are not 
prohibited.

The Consumer Affairs Division (of the Ministry 
of Commerce) is empowered to investigate 
and prosecute contraventions of the Consumer 
Protection Act. The Consumer Affairs Division 
receives a small number of complaints annually, but 
is not well resourced to play this role. Generally, the 
Consumer Affairs Division seeks to mediate between 

74 Government of Solomon Islands. 2015. Solomon Islands Trade Policy Framework. Honiara.
75 Other consumer protection-related legislation includes the Pure Food Act 1996, and the Weights and Measures Act (Cap. 155). The Pure Food 

Act aims to ensure the quality and safety of foods, including by providing for food standards and prohibiting false or misleading labeling or 
advertising. The Weights and Measures Act prohibits the use in trade of “any weight, measure, or weighing or measuring instrument which is false 
or unjust” and prohibits fraudulent use of weights, measures, or weighing or measuring instruments. The Heights and Measures Act also provides 
for national standard weights and measures, appointment of authorized officers, and inspections of shops and equipment. The Consumer Affairs 
Division administers the Heights and Measures Act but enforcement is constrained at present by the lack of a metrology laboratory and technically 
qualified staff.
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traders and consumers in relation to consumer 
complaints. 

The scope and implementation of consumer 
protection laws require review. Additional resources 
and capacity enhancement within enforcement 
bodies also appear necessary. 

A pragmatic approach to addressing the 
gaps is needed. 

In Solomon Islands, as in many developing 
economies, the challenge for competition  
policy and law is not merely one of effectively 
deterring deviations from a norm of competitive 
business conduct. Rather, the challenge is to  

foster conditions in which competitive markets  
can emerge. 

Accordingly, and having regard to the resources 
required for administration and compliance, it 
appears that, if new laws are introduced against 
cartel conduct and monopolization, they should 
come into force only after a period that is sufficient 
for necessary administrative and judicial capacity 
building, and awareness-raising within the business 
community. Initial efforts should focus on reviewing 
regulation and removing unnecessary impediments 
to competition, building capacity in consumer 
protection, and promoting regulatory certainty. Pro-
competitive objectives should include promoting 
competitive neutrality between SOEs and private 
sector businesses; and enabling the sharing of key 
infrastructure. 



57

Appendix F
TAX SYSTEM

This is not to say that aspects of the Solomon 
Islands tax system have not improved. Since the 
easing of the tensions, priority has focused on 
strengthening the Inland Revenue Division (IRD), 
Ministry of Finance and Treasury and building the 
basics of a functioning tax system. This has resulted 
in significant improvements in revenue collection, 
tax compliance, and auditing, as well as enhanced 
leadership and technical capacity among IRD staff.77 
Nevertheless, improvements to tax administration 
remain a work in progress, and depend heavily on 
temporary expatriates at a senior level.

An important area where improvements have 
been made is the process for awarding tax and 
duty exemptions. Prior to 2013, the Government of 
Solomon Islands’ approach to issuing “nonstanding” 
tax and duty exemptions was cumbersome and 
ad hoc.78 The Minister for Finance issued these 
exemptions on a discretionary basis, raising 
concerns about the transparency of the process and 
lost government revenue. In 2013, legislation was 
passed centralizing the approval of the exemptions 
within a Revenue and Customs Exemption 

76 A VAT is a form of consumption tax. The tax is charged on the purchase price paid by the buyer of a good or service. The seller, however, only 
remits to the government the difference between the VAT collect from the buyer, minus any VAT incurred to provide the good or service. As such, 
the VAT only taxes the value added the seller makes to the product or service. 

77 For example, revenue collection increased more than fourfold between 2005 and 2012, levels of compliance in all tax types improved from the 30% 
estimated by Pacific Financial and Technical Assistance Center in 2008, and the amount of tax assessed as a result of audit activity increased from 
SI$11.2 million in 2006 to SI$191 million in 2011. Auditing efforts also resulted in the first conviction and imprisonment of a prominent businessman 
for tax evasion. Sapere Research Group. 2014. Evaluation of Taxation Reform in the Pacific. (report prepared for the New Zealand Ministry of 
Foreign Affairs and Trade) http://www.oecd.org/derec/newzealand/Evaluation-of-Pacific-Taxation-Reform.pdf (last accessed  
8 December 2012) 

78 There are two types of exemptions: (i) “standing” exemptions on goods tax and import duties, and (ii) other tax and duty exemptions 
(“nonstanding”). Applications for standing goods tax exemptions are available to domestic manufacturers and must be consistent with goods 
identified in the First Schedule of the Goods Tax Act. Exemption certificates are issued by IRD for a period of 1 year, and are renewable. In 
addition, goods for use by governments, representatives of governments, and public bodies are exempted. Applications for standing import duty 
exemptions are specified in the First Schedule of the Customs and Excise Tax Act. They include goods that are directly consumed by businesses as 
raw materials, used as capital equipment in production activities and packaging. These applications are processed by customs officers at the time 
the goods are cleared from customs. Businesses can also apply for nonstanding tax and duty exemptions. These include income tax holidays and 
exemptions on the payment of withholding tax on dividends (First Schedule of the Income Tax Act), other tax-related exemptions including relief 

Substantial tax policy reforms have yet to 
be implemented.

Tax policy has converged across many Pacific 
island countries since the 1990s along good 
practice lines. Many countries have introduced 
a value-added tax (VAT),76 and there has been a 
trend away from import tariffs as a form of revenue, 
accompanied by greater trade liberalization. There 
has also been a trend toward reducing personal 
income tax by increasing exemption levels and 
reducing marginal tax rates, and lowering corporate 
tax rates. 

Of Solomon Islands’ immediate neighbors, 
Papua New Guinea, Fiji, Samoa, and Tonga have all 
introduced comprehensive tax systems comprising 
business income taxes, VAT, and payroll tax, and are 
increasingly less reliant on import tariffs. Vanuatu, 
operates as an offshore tax haven and relies largely 
on VAT and import tariffs. Solomon Islands, 
however, has yet to implement substantial tax policy 
reforms. It continues to use a goods/sales tax, and 
maintains relatively high personal and corporate tax 
rates (Table F1). 



58 APPENDIX F

Table F1: Tax System Characteristics for Selected Pacific Island Countries

State-Owned 
Enterprise Fiji

Papua New 
Guinea Samoa

Solomon 
Islands Tonga Vanuatu

Direct taxes
Personal income
–  Exemption (US$)
–  Top tax rate (US$) 

7,640
20% > 23,890

2,500
42% > 89,400

4,980
27% > 8,300

1,900
40% > 9,530

3,500
20% > 14,180

NA
NA

Corporate tax rate
–  Resident 
–  Nonresident

20%
28%

30%
48%

27%
27%

30%
30%

25%
25%

NA
NA

Indirect taxes
Import tariffs
–  Simple average MFN
–  Trade weighted 

average 
11.4%
14.5%

4.7%
2.2%

11.4%
9.4%

10%
–

11.7%
5.5%

9.1%
11.7%

Sales tax
–  Goods
–  Services

NA
NA

NA
NA

NA
NA

10% (local mfg)
15% (imports)
various (~10%)

NA
NA

NA
NA

VAT 15% 10% 15% NA 15% 12.5%

– = data unavailable, mfg = manufactured, MFN = most favored nation, NA = not applicable, VAT = value-added tax.
Sources: Import tariffs are from: World Trade Organization. 2014. World Tariff Profiles 2014. Washington, DC. The simple average MFN tariff rate 
assumes the same weight for all products, whereas the trade weighted average gives more weight to products with larger import flows. The simple 
average MFN rates for all countries are for 2013, and the trade weighted averages are for 2012, except for Vanuatu where the rates are for 2012 and 
2011 respectively. Other tax data is sourced from the following: Solomon Islands (Inland Revenue Division website www.ird.gov.sb/), Papua New 
Guinea (KPMG. 2015. PNG Tax Profile; Vanuatu (Vanuatu Customs and Inland Revenue website http://customsinlandrevenue.gov.vu/index.php/en/); 
Fiji (KPMG. 2014. Fiji Tax Profile); Samoa (Ministry for Revenue website www.revenue.gov.ws/); and Tonga (Government of Tonga. 2014. Investment 
Incentives Bulletin 2014/2015). Figures related to personal income tax were converted to US dollars using the average historical exchange rate 
(interbank + 2%) for the period 1 January–9 July 2015

Committee. Guidelines were also prepared that 
provided decision criteria for the Revenue and 
Customs Exemption Committee to use when 
making recommendations regarding exemption 
applications. While the Minister of Finance has 
retained the authority to make exemption decisions, 
he/she cannot overrule the Revenue and Customs 
Exemption Committee’s recommendation. The 
reforms have made the process more transparent, 
and reduced the number and value of nonstanding 
tax exemptions granted.

The Income Tax Act (along with the Mines 
and Minerals Act) was also amended in 2014 

to introduce a mining tax regime. The changes 
consolidate and modernize the arrangements 
governing the taxation of mining activities, and 
remove the need for the Government of Solomon 
Islands to negotiate fiscal deals on a one-on-one 
basis with mining companies.

Another area that has undergone review is 
the country’s custom and excise legislation. A 
country’s customs and excise regime is important 
because it provides the means to impose and 
collect international trade taxes (excise, import, 
and export duties), and control the regulation of 
goods entering and leaving the country. A 2012 
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review of the Customs and Excise Act found the 
existing legislation to be out of date, and deficient 
in a number of areas.79 In particular, it was found to 
be unsuited to modern international trade practice, 
and failed to facilitate Solomon Islands international 
trade. A new legislation was subsequently prepared, 
but as of July 2015 had yet to be considered by the 
Cabinet. One of the reasons for the delay has been 
the need to incorporate changes made to the tax 
and duty exemption process. 

Issues with the current tax system

The Solomon Islands Chamber of Commerce 
believes the existing tax system is a significant 
impediment to the development of the private 
sector.80 Key issues include:81 

• Income tax rates and thresholds. Compared 
with other countries in the region, the personal 
income tax exemption provided to workers is 
low. This disadvantages low-income earners. 
The top marginal personal income tax rate 
of 40% is also relatively high, and kicks in at a 
relatively low threshold. This likely encourages 
tax avoidance and evasion. The top marginal 
rate is also higher than the corporate tax rate, 
which distorts investors’ choices with respect 
to form of organization.

• Indirect tax system. The existing goods 
and sales tax suffers from cascading effects 
where the tax burden escalates as taxes 
are levied at each stage of the importation/
manufacturing and distribution chain. The 
major problem is the goods tax, which is 
calculated on the determined wholesale value 
of goods, including import duty and sales tax. 
For example, a goods tax of 15% is charged on 
all imported goods,82 on top of the import duty 
(which averages 10%). The only mechanism 
for mitigating this effect is through the use 
of the existing complex mix of exemptions. 
The system also disadvantages exporters. An 
important feature of any tax system is its ability 
to relieve exporters from taxation on their 
inputs. Thus, export sales generally should not 
attract forms of consumption taxation. A VAT, 
for example, explicitly zero-rates exports. This 
ensures that exporters are entitled to input tax 
credits. Solomon Islands’ current system does 
not adequately perform this function.

• Tax administration. Administration of 
Solomon Islands income tax system is overly 
complicated. For example, the tax system relies 
on a complex web of withholding taxes. While 
a well-designed withholding tax system can 
ease tax administration, the one in use in the 

on export profits, accelerated depreciation, and increased deductions on training, education, and domestic shipping expenses (Second Schedule of 
Income Tax Act), as well as exemptions on goods and import duty for goods not covered under the statutory exemptions. Prior to 2013, exemption 
applications for nonstanding exemptions were reviewed by either a customs committee (duty exemptions) or a tax committee, and awarded at the 
discretion of the Minister for Finance.

79 For example, deficiencies with respect to border control included: lack of provision for advance reporting of vessel/cargo arrival, cumbersome and 
nontransparent cargo examination practices, lack of a mechanism to review customs decisions, and lack of provision for electronic notifications, 
entries, or payments. The Customs and Excise Act is also difficult to read and apply; it is not logically arranged, or written in clear, simple language. 
ADB. 2012. Reform of the Customs and Excise Act in Solomon Islands. Manila (TA 6353-REG, consultant’s report).

80 Personal communication, Solomon Islands Chamber of Commerce staff (June 2015).
81 Solomon Islands Chamber of Commerce and Industry. 2014. Key Issues in Taxation Position Paper 2013—Update following April Floods; Sapere 

Research Group. 2014. Evaluation of Taxation Reform in the Pacific. Honiara, and Pacific Financial Technical Assistance Centre. 2005. Solomon 
Islands: Modernization of the Tax System (aide memoire, draft).

82 A rate of 10% is applied to locally manufactured goods.
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A recent request to the International Monetary 
Fund (IMF) suggests an interest on the Government 
of Solomon Islands’ part to modernize the tax 
system.84 This is a positive development. It will 
be important that the requested comprehensive 
review of the system closely involves the private 
sector, and considers social and equity concerns 
of different stakeholder groups in order to ensure 
recommendations are widely understood and 
accepted. A long-term support program will be 
required to ensure that reform recommendations 
can be efficiently and effectively implemented. 

Investment incentives are not a  
substitute for fundamental business 
environment reform.

Governments often use investment incentives 
to attract investment and steer it toward favored 
sectors or regions, or influence the character of 
investment. Incentives can be fiscal (in the form 
of tax concessions), or nonfiscal (as with grants 
and loans to support business development, 
or measures to ease access to land). The fiscal 
variety is the main type currently used in Solomon 
Islands and comprises both direct and indirect tax 
exemptions. 

Despite improvements to the exemption 
process (discussed above), the incentives currently 
being offered by the Government of Solomon 
Islands suffer from a number of problems. First, 
there is a lack of clear investment policy linking 
government policy with incentives. While legislation 

Solomon Islands suffers from considerable 
uncertainty due to a lack of clear guidance 
regarding the definitions of the different types 
of payments.83 The universal filing requirement 
necessitated by the global income tax concept 
also imposes a heavy administrative burden 
on both the taxpayers and the revenue 
administration. Because the tax payments 
made in the withholding and pay as you 
earn (PAYE) systems are currently not final, 
taxpayers must also file annual returns. This 
creates a significant workload that generates 
little gain in terms of revenue collected (or 
refunded).

•	 Micro, small, and medium-sized 
enterprises. Solomon Islands does not have 
a specific tax regime for micro, small, and 
medium-sized enterprises (MSMEs). These 
enterprises are subject to the same income, 
tax, sales tax, PAYE, goods tax, and withholding 
requirements as large taxpayers. As a result 
of the system’s complexity and compliance 
requirements, most MSMEs are not compliant 
with tax obligations. A good tax regime 
provides a pathway out of the informality 
trap of low growth, limited access to markets, 
and exclusion from formal financial services. 
Matching tax compliance requirements with 
administrative capacity also provides MSMEs 
with a means to improve their bookkeeping 
skills. It also brings more businesses into the 
tax net making them feel more financially 
invested in the government and the services 
it provides.

83 A withholding tax is a requirement for the payer of an item of income to deduct tax from the payment and pay that tax to the government. In 
Solomon Islands there are 13 types of withholding taxes for nonresidents, and 9 types for residents, and cover a wide range of payments including: 
interest, royalties, payments for professional services, management services, lease income, and dividends. A lack of clear guidelines makes it 
difficult to determine what withholding tax rate should be applied. For example, it is unclear what rate should apply to a professional providing 
management advice on a contract when there are significantly different rates applied to management services (35%), professional services (20%), 
and contracting (7.5%). The withholding tax may be treated as a payment on account of the recipient’s final tax liability, or may comprise a final tax.

84 IMF. 2015. Solomon Islands: Fourth Review Under the Extended Credit Facility Arrangement. Washington, DC.
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distinguishes between different sectors and sized 
investments, there is a lack of clarity underlying 
these differences. Second, while the tax and duty 
exemption process has been strengthened, it 
remains discretionary in nature, and is an inefficient 
and ineffective way to address problems associated 
with the indirect tax system. Third, the current use 
of tax holidays is problematic because they are not 
performance-based and are open to abuse through 
new company formation and the rerouting of 
incomes through exempt companies.

Moreover, evidence suggests that, for most 
developing countries, fiscal incentives do not 
make up for serious deficiencies in the investment 
environment and, therefore, have limited effects 
on investment decision-making.85 The preferred 
investment environment is one where distortions 
are minimized. This is best done by avoiding 
incentive measures and adopting instead:

• credible and consistent macroeconomic 
policies, with government expenditure focused 
on infrastructure and public goods, including 
improved security and laws governing 
companies, investment, land, and property 
rights;

• a low, uniform corporate tax rate;

• broadly based indirect taxes on consumption, 
possibly of the value added type, with minimal 
exemptions;

• access to imported productive inputs for 
exporters at or close to world prices; and,

• minimum administrative barriers to 
establishing or expanding a business.

The Government of Solomon Islands recently 
indicated an intention to provide “strategic 
investment incentives packages in targeted growth 
sectors”.86 It is essential that the existing fiscal 
incentives, along with any new ones, be closely 
examined as part of the tax system review. If it is 
deemed necessary to continue to offer incentives 
while working to remove obstacles to investment, 
then these should be brought more in line with the 
following good practice principles:

• Incentives are linked to a clear investment 
policy with clear, limited objectives placed on 
the incentive scheme.

• Entitlements to incentives and their 
administration are transparent, equitable, 
and simple to administer—eligibility should 
be based on clear rules and objective criteria 
based in legislation, and not require the use of 
an exemptions committee.

• Incentives are performance-based, delivering 
benefits to investors in response to actual 
investment.

• Incentives provide investors in export industries 
access to inputs at competitive prices. 

Special economic zones require special 
conditions for success.

The Government of Solomon Islands is considering 
the use of special economic zones (SEZs) as a 
vehicle for encouraging investment, particularly 
foreign direct investment in the country.87 SEZs are 
large estates, often the size of cities, and usually 
cover all industrial and service sectors and target 

85 See, for example, S. James (World Bank). 2009. Incentives and Investments: Evidence and Policy Implications. https://www.wbginvestmentclimate.org/
uploads/IncentivesandInvestments.pdf (last accessed 8 December 2012)

86 Government of Solomon Islands. 2015. Democratic Coalition for Change Government—Policy Statement.
87 D. Ahari (Director, Foreign Investment Division, Solomon Islands Ministry of Commerce, Investment, Labor and Immigration). Provincial 

Consultation on Development of Special Economic Zones. May 2015. Powerpoint presentation: Establishment of Special Zones in Solomon Islands.
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both foreign and domestic markets. They typically 
provide an array of incentives ranging from fast-
tracked business approval, tax holidays, customs 
duty remission, freedom from other taxes on goods 
and services, and guaranteed access to and priority 
connection to electricity, water, and other services. 

In some countries, particularly in East Asia, SEZs 
have been important instruments for economic 
growth and structural transformation. However, 
there have also been many SEZ failures.88 Successful 
schemes appear to have a number of common 
characteristics. First, they are carefully designed 
using clear strategic plans. In particular, there 
must be a commercial case present, based on 
sustainable sources of competitiveness, not fiscal 
incentives. Second, their success is fully entwined 
with competitiveness of the national economy 
and the national investment climate. Third, they 
require a clear and transparent legal and regulatory 
environment, along with an authority with the 
resources and capacity to carry out its mandate.89 
They also tend to be in areas with high population 
density, have good infrastructure, and have the 
support of effective customs administrations.

The Solomon Islands’ comparative advantages 
make it unlikely that an SEZ would be a sustainable, 
cost-effective stimulus to investment and growth. 
Activities such as plantation and agriculture, fishing 
(apart from fish processing), and mining do not lend 
themselves to zone development. Tourism resorts 
could in theory be operated as part of an SEZ, but 
in the interest of equity, all operators would likely 
need to be included. Provincial/local level political 
and land constraints will likely prevent large areas 
being designated as an SEZ. The country also lacks 
the necessary capacity and resource constraints 
to effectively develop, operate, and regulate 
SEZs. Lastly, given the poor national investment 
environment, it will be a significant challenge 
developing the necessary linkages between the local 
economy and any SEZs that may be established. As 
a result, the conditions for successfully introducing 
SEZs in Solomon Islands do not appear to be 
present. Moreover, there is a danger that this type of 
initiative could delay more fundamental reforms and 
be a significant fiscal drain. 

88 See, for example, World Bank. No date. Trade Issues Brief: Special Economic Zones. Washington, DC.
89 World Bank. 2011. Special Economic Zones: Progress, Emerging Challenges and Future Directions. Washington, DC.
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Customary land is the dominant land 
tenure form in Solomon Islands.

Most land in Solomon Islands, approximately 87%, 
is under customary ownership. The remainder is 
registered land, either owned by the government 
(8%), or under perpetual or fixed-term estates.90 
The current government has indicated its 
intention to open up customary land for economic 
development, while ensuring that traditional 
landowners fully benefit from the process. 91

Customary land is land that is owned, used, 
or occupied by a person or community following 
current customary use, and comprises land both 
above and underneath water.92 Customary land 
is typically held by a clan, tribe, or line, but can 
also be held by individuals and families. There 
is an increasing trend for landholding units to 
progressively break down to individual tenure, 
particularly in areas that have been exposed to 
commercial development.93 The ownership and use 
rules of customary land are not codified, and often 
include a complex web of primary, secondary, and 
use rights. They also vary throughout the country. 

Moreover, rights to customary land are constantly 
being adjusted to take account of changes in group 
membership and the need to redistribute land. 

Customary land typically must be 
registered before it can be effectively 
used for commercial purposes.

Future economic growth is expected to come from 
sectors, such as agriculture, mining, fish processing, 
which are based in rural areas where customary 
land tenure is the norm. Customary land, however, 
is poorly suited to commercial development due 
to uncertainties associated with its boundaries, 
ownership, and associated use rights. Typically 
customary land must be registered before it can be 
effectively used by the private sector.94

The Lands and Titles Act, which is administered 
by the Commissioner of Lands, provides for the 
Torrens system of land registration. It established a 
land register that is administered by the Registrar of 
Titles. Registration involves collecting and entering 
information about a parcel of land into the land 
register. This includes the boundaries to the land 

Appendix G
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90 Australian Agency for International Development. 2008. Making Land Work: Volume 1—Reconciling Customary Land and Development in the Pacific. 
Canberra.

91 IMF. 2015. Solomon Islands Fourth Review Under the Extended Credit Facility Arrangement. Letter of Intent from the Government of Solomon 
Islands.

92 Ownership of land below the high water mark is not specified in the Lands and Titles Act. The High Court has also made different decisions on the 
issue of whether land below the high water mark is customary land or not. The Solomon Islands Law Reform Commission 2012 recently published 
a report on the issue, recommending that the definition of customary land in the Lands and Titles Act be amended to include land below the low 
watermark up to the limit of Provincial boundaries. As a result, current practice is to acknowledge that customary rights exist over foreshore and 
seabed areas. S. Price et al. 2015. Environmental Law in Solomon Islands.

93 P. Tagini. 2001. The Effect of Land Policy on Foreign Direct Investments in the Solomon Islands. Journal of South Pacific Law, Vol. 5 2001, University of 
the South Pacific: Suva.

94 There are examples of customary land being used for commercial agriculture in Solomon Islands’ oil palm sector without recourse to registration. 
However, these are limited to customary land owners using their own customary land, and the activity is connected to a large commercial operation 
(Guadalcanal Plains Palm Oil Limited) where the majority of production is sourced from customary land that has been registered. M. Allen, 2012, 
Informal formalization in hybrid property space: The case of smallholder oil palm production in Solomon Islands. Asia Pacific Viewpoint, Vol. 53,  
No. 3.
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parcel, the names of its owners, as well as other 
interests affecting title. 

The Lands and Titles Act provides for various 
interests in land, including:

•	 Perpetual estates. Perpetual estates are similar 
to freehold title. It provides the holder with an 
exclusive right to dispose of the land, subject 
to the payment of any rent or restrictions 
imposed by law. Only a Solomon Islander 
may normally hold a perpetual estate.95 
Most perpetual estates are held either by the 
Commissioner of Lands for the Government 
of Solomon Islands, or by a provincial 
assembly. A few customary land parcels have 
been registered under the name of a specific 
indigenous group. 

•	 Fixed-term estates. The holder of a fixed-term 
estate (FTE) has the right to use and occupy 
land for a fixed period of time, subject to 
the payment of any rent or other obligations 
imposed by law. An FTE can be issued to a 
foreign person or entity. People who are not 
Solomon Islanders can only hold an FTE for a 
period up to 75 years. 

•	 Leases. A lease is created when the owner 
of a perpetual estate or FTE grants another 
person the right to exclusively possess 
the land for a fixed period of time. The 
Commissioner of Land’s consent is required 
to lease land to anyone other than Solomon 
Islander. Any lease over 2 years (including 
option to renew) must be registered.

95 Solomon Islanders are defined in the Lands and Titles Act as persons born in the Solomon Islands and who have two grandparents who were 
members of a group, tribe, or line indigenous to country. An exception exists in certain cases, such as a public trustee, trustee in bankruptcy, 
company registered in the Solomon Islands where 60% or more of equity is held by Solomon Islanders, and registered cooperative under the laws of 
the Solomon Islands.

Methods for registering customary land

While the Lands and Titles Act was not drafted 
specifically to facilitate conversion of customary 
land to registered land, it does provide options for 
this to occur. The most commonly used option 
involves customary landowners agreeing to sell or 
lease their land to the Commissioner of Lands or 
a provincial assembly. The Lands and Titles Act 
also enables the Minister for Lands to compulsory 
acquire land. Under both options, title to the 
acquired land can be transferred back to the 
customary landowners. The legislation does not 
provide a mechanism to directly enable customary 
landowners to register their land; it can only be done 
with the agreement of the Commissioner of Lands. 

Selling or leasing customary land to the 
Commissioner of Lands or a provincial assembly

The process for selling or leasing customary land 
under the Lands and Titles Act (Part V Division I) 
involves the following steps: 

• An appointed land acquisition officer records 
the boundaries and landowners associated 
with the targeted parcels of land, and 
negotiates an agreement for its purchase  
or lease.

• A public hearing is convened to raise 
awareness of the agreement and allow people 
to make a claim against it. 

• A 3-month period is given to hear appeals by 
people who feel aggrieved by the agreement. 
The Magistrate Court hears initial appeals, 
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Past government policy has been to negotiate 
leases, rather than compulsorily acquire the land.96 
This system is not sustainable, however, and the 
government needs an effective system through 
which it can obtain secure, long-term access to the 
land for the public good. In 2014, the Government 
of Solomon Islands compulsorily acquired land 
on Guadalcanal for the purpose of generating 
hydroelectric power on the Tina River. Work is 
ongoing around negotiating benefit sharing with 
the landowning tribes, however completion of the 
process is expected during 2016, and if successful 
can act as a model for future projects.97 

Registration fees 

The Government of Solomon Islands levies a stamp 
duty on all legal documents such as purchase and 
lease agreement. The duty must be paid before land 
dealings can be registered. A small registration fee is 
also charged.

Issues affecting access to customary land 

Converting customary land to registered land 
for the purpose of commercial development is a 
complicated undertaking. It involves identifying the 
customary owners of particular areas of land along 
with their interests in that land, and establishing 

but further appeals can be made to the High 
Court.

• In the event no additional claims on the land 
are established, the land is surveyed and the 
Commissioner of Lands acquires the land.

• If the land is being sold, the Commissioner 
of Lands vests the perpetual estate with 
the government or the provincial assembly; 
alternatively, if it is being leased, the perpetual 
estate is vested in the persons/entity named as 
lessors in the agreement.

 Compulsory acquisition

Compulsory acquisition applies both to customary 
and registered land, and is necessary in the context 
of infrastructure development. Under the Lands 
and Titles Act (Part V Division II), the Minister for 
Lands has the power to declare that the land is 
required for public purpose. The Commissioner of 
Lands posts notices informing landowners of the 
declaration, and their right to compensation. Once 
the declaration is published, the right to use and 
occupy the land transfers to the Commissioner of 
Lands. Any person with an interest in the land that 
has been compulsorily acquired can apply to the High 
Court for an order to revoke the declaration. Appeals 
must be made within 6 months from the date the 
declaration was published.

96 For example, activities with respect to the transport sector have largely focused on rehabilitation of existing infrastructure or provision of small 
wharves and jetties in remote areas. This has allowed the Government of Solomon Islands to negotiate leases or memorandums of understanding 
with local landowners that provide unopposed access. ADB. 2014. Strengthening Country Safeguard Systems in the Transport Sector—Final Report. 
Manila (Annex 2).

97 Acquisition has followed a three-step process. First, a group of chiefs and elders of the Tina area facilitated a process to identify the customary 
owners of the pieces of 440 hectares of land required by the project. It formed the Bahomea Land Identification Committee that identified tribes 
with primary interest in the target lands together with evidence for these interests, as well as the relationships to connecting tribes. This process 
took more than 12 months to complete and involved more than 50 meetings. Next, a process agreement was signed between the government 
and the tribes holding primary rights in the land to be acquired. This agreement shows that the tribes are willing to have their land acquired and 
sets the conditions under which the tribes agree to the acquisition. The main condition is that the title to the land will be held by a Tina Core Land 
Company, with ownership equally split between the core land tribes and the government. All people belonging to tribes in the Tina region, even if 
their land is not being acquired by the project, will be part of the benefit-sharing arrangement. They will receive a 15% share of the national benefit 
arising from the hydro scheme. The benefit-sharing is still being designed but is likely to include an educational authority for the area, along with 
water supplies and income generating projects. Lastly, after the process agreement is signed, the government proceeds to declare compulsory 
acquisition of the land. Tina River Hydro Project. 2015. Frequently Asked Questions http://tina-hydro.com/node/54f.
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clear boundaries. Customary landowners must 
also decide on the form of organization they will 
use to hold title to the land (if the land is to be 
retained and leased) and distribute benefits from 
its use. Most importantly, registration requires the 
customary landowners to negotiate an agreement 
with the party(ies) wishing to commercially use the 
land once it has been registered. Agreements are 
project-specific, with the content dependent on 
the scale and nature of the proposed commercial 
development. An agreement may include elements 
such as land rental payments, royalties, employment, 
and provision of community services and 
infrastructure. 

Key issues associated with the existing 
mechanisms used to facilitate commercial use of 
customary land include:98

•	 Customary landowners have insufficient 
access to information and representation. 
Customary landowner groups often have 
limited understanding and experience in 
relation to the formal legal system, and 
the potential benefits and impacts of large 
scale commercial activities. National and 
subnational governments generally lack the 
skills and resources to provide them with 
effective support, and few landowner groups 
have the financial resources to engage private 
lawyers/advisors. These constraints have 
implications for the landowners in providing 
free, prior, and informed consent to registering 
their land and permitting its commercial use. 
There is a need for good quality information 
products (prepared at a sector level) to assist 

landowners in understanding the process and 
the options available to them, as well as access 
to independent legal advice.

•	 Problems identifying customary 
landowners. Under the Lands and Titles 
Act, the Commissioner of Lands or provincial 
assembly must appoint a land acquisition 
officer (LAO) to act as its agent when 
acquiring customary land through purchase 
or lease. The LAO is empowered to make 
their own determination as to the correct 
landowners of a particular area of land, but 
must follow a process of public hearings in 
accomplishing this. The LOA has complete 
discretion in deciding which people they will 
listen to and take into account; there are 
no standardized procedures that must be 
followed. LOAs are typically under pressure 
to secure an agreement as quickly as possible. 
There are also concerns about the public 
meeting format with some customary 
landowners feeling it exposes secret 
traditional knowledge that can be recorded 
by rival claimants. Finally, there is a lack of 
transparency in the appointment of LAOs. 
Their selection, and the conditions of LAO 
contracts, is a private matter between the 
Commissioner of Lands/provincial assembly 
and the LOA. Neither the contract nor its 
conditions are subject to any institutional or 
public scrutiny. These factors result in a high 
percentage of customary land acquisitions 
being appealed, and many never getting 
completed. A more transparent, consultative 
process for identifying customary landowners 

98 ADB. 2014. Strengthening Country Safeguard Systems in the Transport Sector—Final Report. Manila (Annex 2); J. Fardin. 2013. Land Access Strategy 
Report. Honiara (for the Ministry of Mines, Energy and Rural Electrification); Tina River Hydro Project. 2015. Frequently Asked Questions http://
tina-hydro.com/node/54f; S. Price et al. 2015. Environmental Law in Solomon Islands; and Government of Solomon Islands. 2012. Tribal Lands 
Dispute Resolution Panels: Information Guide. Honiara.
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using standardized procedures is needed.99 
This would help promote greater trust 
among customary landowners that the land 
acquisition process is being fairly implemented.

•	 Weaknesses in the sustainability of a project’s 
benefits and how they are distributed. The 
Lands and Titles Act stipulates that land can 
only be registered in the names of up to five 
people. Most landowners groups, however, 
have more than five members. As a result, 
landowners are concerned that once their 
land is registered, not all landowners will 
be registered on the title. Landowners who 
are listed on the title own the land as joint 
owners, and hold the land in trust for the rest 
of the customary landowners. Landowners 
can also establish an association under the 
Charitable Trusts Act, or a company under the 
Companies Act to hold the title to once the 
land is registered.100 An association appears 
to be the most prominent organizational 
forms used by customary landowners. The 
Charitable Trusts Act does not require 
regular audits, and provides limited guidance 
on financial management or the roles and 
responsibilities of trustees. In practice there 
have been problems with trustees taking 
control of benefit payments for their own use, 

or for the use of one or more subgroups at the 
expense of others. This has led to disputes 
between individuals and subgroups. There is 
also a tendency for landowners to emphasize 
cash payments over more sustainable, longer-
term benefits. This is likely a legacy of logging 
projects with relatively short time-spans which 
have relied heavily on cash disbursements to 
secure and maintain land access. Agreements 
that rely on heavy up-front payments result 
in reduced landowner satisfaction over time. 
There is a need to develop mechanisms that 
encourage longer-term sustainability of project 
benefits to landowners, and ensure they are 
more equitably distributed.

•	 Ineffective system for resolving disputes 
regarding customary land. Disputes about 
the ownership and use of customary land are 
common, and the current dispute resolution 
system does not work well.101 Access to the 
system is difficult, and even parties that 
manage to work through it are often unhappy 
with the process and the result. There is a need 
to provide for a fairer, more accessible, and 
efficient system for resolving customary land 
disputes. A Tribal Land Disputes Resolution 
Panels Bill has been prepared for this purpose. 
It would replace the current system with a 

99 The Solomon Islands Institutional Strengthening of Land Administration Project made a noteworthy attempt to improve the process for identifying 
customer landowners through a pilot project in the Alutu Basin, Malaita Province. The pilot was intended as a test case for the application of 
the Customary Lands Records Act (CLRA). It involved a formal process for recording genealogies, and customary mediation of disputes that 
arose through the process. Currently, the CLRA cannot be used because several key parts needed to make it work are not in place. These include 
establishment of Provincial Land Record Offices, appointment of a national recorder responsible for administration of the CLRA, and regulations to 
implement the CLRA.

100 Options under the Company Act include a domestic private company or a domestic community company. Private companies must have less than 
50 shareholders, and a minimum of 1 shareholder and 1 director. Community companies are a special type of entity aimed at generating benefits 
to members of community(ies). It does not distribute funds or pay dividends to shareholders, or make loans to directors or shareholders. Proceeds 
must be used to benefit the community as a whole.

101 Currently, land disputes are heard and resolved through chiefs, local courts, customary land appeal courts (CLACs) and the High Court. The Local 
Courts Act requires all land disputes to be first referred to the chiefs. However, the law does not say how disputes are referred to the chiefs, and 
there are no resources allocated to assist them in this task. Parties that are not wholly satisfied with the decision of a chief can then take the matter 
to the local court. A local court has exclusive jurisdiction in customary land disputes of a civil nature, except with matters specified in the Land and 
Titles Act. However local courts function poorly due to insufficient resources, and in recent years they have only sat in central locations and have 
large backlogs of cases. CLACs are established by the Chief Justice to hear appeals from local courts. Disagreements with a decision of a CLAC can 
be appealed on a question of law to the High Court.
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single body called the Tribal Land Disputes 
Panel, which would make a final and binding 
decision with limited right of appeal. As of 
July 2015 the Tribal Land Disputes Resolution 
Panels Bill had not been passed by the 
Parliament.

•	 Inefficient land registry. Solomon Islands’ 
land registry is a manual, paper-based system. 
Registering a land deal in the system typically 
takes a month, but can take longer if the 
application is incomplete or a caveat has 
been lodged because the land deal is being 
disputed. While applicants are informed by 
post if their transaction has been registered, 
the registry does not proactively notify them 
if there is a problem with their application. 
An electronic system was developed with 
donor assistance. However, its scope was 
limited to recording transactions about a land 
parcel, but not the actual record of ownership 
(or encumbrance). The system has also 
experienced technical problems and has not 
been operational for several years. There is a 
need for the registry to improve its efficiency 
by being more proactive in notifying applicants 
when problems arise, and make better use of 
computer technology. 

Ongoing business–landowner 
engagement is important.

Once customary land is registered, and a legal 
right to use the registered land has been secured, 
businesses (as well as government bodies) still 
face a significant challenge maintaining ongoing 
support from customary landowners. This is in part 
due to different perceptions each group holds with 
respect to the nature of agreements. The private 
sector is largely driven by legal and financial factors 
and is interested in negotiating the most profitable 
agreement they can, as quickly as possible. As a 

result, there is a tendency for business to expend 
substantial effort engaging landowners in the lead 
up to reaching an agreement. Once achieved, 
substantive engagement ends and businesses 
expect the signatories to implement their mutual 
obligations as set out in the agreement. Customary 
landowners, however, view agreements as flexible 
things that are open to ongoing discussion and 
negotiation. Their preference for flexibility is rooted 
in the fluid nature of customary land ownership. 
This, coupled with limited experience and expertise 
on the part of customer landowning groups to 
negotiate beneficial agreements for themselves,  
often leads to landowner dissatisfaction with 
agreement outcomes. 

Enterprises that have succeeded in areas that 
were formerly customary land appear to have 
understood this difference in perceptions, and have 
focused on developing strong, ongoing relationships 
with customary landowners and local communities. 
A number of approaches have been used to build, 
enhance and maintain these relationships.

• Establish corporate social responsibility 
programs.

• Vest title to the land with customary 
landowner groups, and then access the land 
through a lease.

• Provide land owner associations or 
corporations an equity share in the business 
enterprise.

• Provide benefits beyond landowners to the 
wider local community.

It is important to document and share lessons 
learned from existing business—landowner/
community experiences. This information can be 
incorporated into new enterprise project planning 
on areas of customary land to increase their 
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likelihood of success. An example of successful 
business–landowner/community engagement is 
provided in the box below.

Land reform is a difficult, long-term 
challenge.

Addressing the problems currently limiting 
effective use of customary land for commercial 

purposes requires a sensitive, long-term approach 
that balances landowner needs with those of 
business. A 2015 report entitled Building a Pathway 
for Successful Land Reform in Solomon Islands 
presents land reform experiences in neighboring 
countries and lays out a process Solomon Islands 
could follow in its own land reform process.102 The 
report’s recommendations provide a useful guide in 
the future on this challenging issue. 

102 S. McDonnal, J. Foukona, and A. Pollard. 2015. Building a Pathway for Successful Land Reform in Solomon Islands. Background paper for the National 
Land Reform Conference. Honiara. 26 August.

Box G1: Example of Successful Business–Landowner/Community Engagement

Guadalcanal Plains Palm Oil Ltd

Guadalcanal Plains Palm Oil Ltd (GPPOL) is a large palm oil plantation in the northeast Guadalcanal Plains. It 
operates approximately 5,000 hectares (ha) under a fixed-term estate lease arrangement encompassing 58 parcels 
of registered land. Local trustees hold the perpetual estate for these parcels on behalf of local landowner groups. In 
addition, GPPOL has formal outgrower arrangements with a local landowner association with perpetual estate over 
an additional parcel of registered land comprising approximately 500 ha. GPPOL also purchases oil palm fresh fruit 
from individual growers. As of 2014, smallholder production came from approximately 900 ha of land. Much of this 
land is unregistered. 

GPPOL was incorporated in 2005 after operations ceased during the “tensions” period in Solomon Islands. Prior to 
this period, Solomon Islands Plantation Limited (SIPL) managed the plantation. During this period the Government 
of Solomon Islands held the perpetual estate over land used to produce palm oil. As part of the plantation’s revival, 
perpetual estate was returned to customary landowners.

Previously, the plantation was managed by the SIPL, during which the Government of Solomon Islands held the 
perpetual estate over the land used to produce palm oil. Operations ceased from 1998 to 2003 during the period 
of civil conflict. In 2005, GPPOL was incorporated to take over the management of the plantation, when perpetual 
estate over the land was returned to the customary landowners. 

Guadalcanal Plains Resource Development Association (GPRDA) is an apex landowner organization constituted 
from representatives of the landowning groups holding the perpetual estate to the plantation’s core area. It holds a 
20% equity share in GPPOL. GPRDA distributes cash benefits in the form of land lease payments (paid quarterly) 
and royalties (paid monthly) to landowners. Landowners producing oil palm under outgrower and smallerholder 
arrangements are paid for the fruit they sell to GPPOL; they do not receive rental or royalty payments. 

GPPOL has operated successfully since its establishment. This is in part due to the area’s established history with 
palm oil (more than 30 years), along with a pattern of longstanding trustee arrangements for parcels of land used 
for palm. This has provided landowners with familiarity and comfort not only with the production characteristics of 
oil palm agriculture, but also with the institutional arrangements for benefit distribution. From the enterprise side, 
GPPOL’s model of operational flexibility and equity-sharing has demonstrated a sensitivity and proficiency with local 
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conceptions of progress and development. It provides landowners with lease income, as well as a share of company 
profits, and the local community with employment. The evolvement of the company’s production model to include a 
combination of nucleus-estate and outgrower production has also enabled other landowner groups within the local 
area to participate and benefit in ways they are comfortable with. 

GPPOL actively works to maintain its social license to operate in the area. One way it does this is through 
participation in the Roundtable on Sustainable Palm Oil (RSPO) certification scheme. The scheme aims to ensure 
oil palm production is comprised of legal, economically viable, environmentally appropriate, and socially beneficial 
operations and management. One of the eight principles for RSPO certification is responsible consideration of 
employees, and individuals and communities affected by growers and mills. GPPOL was RSPO-certified in 2011, and 
undergoes annual third-party surveillance assessments. 

Sources: P. Roughan et al. 2011. Doing Business in the Village/Community/Kastom Domain. Honiara; and A. Thomas. 2014. Public Summary Report: RSPO Annual 
Surveillance Assessment–Guadalcanal Plains Palm Oil Ltd. Jakarta.

Box G1 continued
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Domestic skills supply is not meeting 
private sector needs.

Secondary and tertiary education develop specific 
competencies, skills, behaviors, and attitudes 
that enable people to participate in a modern 
workplace. Many countries have experienced 
significant increases in productivity and economic 
growth as a result of improvements in the quality 
and accessibility of their technical and vocational 
education and training systems.103

There is limited data available concerning the 
formal private sector’s demand for labor, but 
indications are that human capital constraints 
on private sector firms in Solomon Islands are 
significant. A 2006 survey of 46 local firms, 
for example, identified approximately 1,700 
unfilled positions that employers would have 
liked to fill if they could find suitable candidates. 
This represented an additional 53% in existing 
staff levels. Areas of understaffing included 
administration (31%), managers (10%), various 
types of professionals (22%), technically and 
vocationally trained workers (35%), and other 
workers (2%). The survey was updated in 2011  
and showed consistent trends.104 

A labor demand analysis conducted in 2013 
suggests the principal areas of skill shortages 
in the formal economy are within the following 
occupations: life science and health professionals, 
extraction and building trades workers, teachers, 

retail and other services managers, science and 
engineering professionals, and physical and 
engineering science technicians. The analysis 
concluded that the level of tertiary education 
attainment is far below what could be expected, 
especially at the professional and subprofessional 
levels.105 

Part of the problem appears to be linked to the 
availability of education and training opportunities. 
Student enrollment rates in Solomon Islands 
secondary schools in 2013, for example, declined 
rapidly after the age of 14, with about 20% of 
15-year olds, 33% of 16-year olds, and 50% of 
17–18-year olds not attending school. Moreover, 
this trend differs by gender with relatively fewer 
numbers of girls than boys enrolled as the level of 
secondary schooling increases.106 Tertiary education 
enrollment levels are also low. In 2012, there were 
7,940 students enrolled in some form of tertiary 
education (with males comprising 62% of the total 
enrollment). Of this total, approximately 3,430 
students (43%) were enrolled in technical and 
vocational education and training (TVET), with 30% 
of those enrolled at the Solomon Islands National 
University. Many of the remaining TVET students 
were enrolled in short-term training courses run by 
rural training centers.107 

A larger problem than access is the system’s 
inability to effectively provide skills and training 
required by employers. Employers surveyed in 2011 
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103 See for example, ADB. 2008. Education and Skills: Strategies for Accelerated Development in Asia and the Pacific. Manila.
104 World Bank. 2012. Skills for Solomon Islands–Opening New Opportunities. Washington, DC.
105 R. Curtain. 2013. Review and Analysis of the Demand for Skills in the Solomon Islands Labor Market. Canberra.
106 DFAT. 2014. Investment Design Solomon Islands Education Sector Program. Draft (v4).
107 DFAT. 2014. Solomon Islands Skills for Economic Growth Component Design Document. Canberra.
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make the system more responsive to labor demand, 
(iv) developing enterprise and skills to improve 
livelihoods, and (v) developing labor opportunities 
overseas. Central to the reform process is the 
intention to introduce new legislation establishing a 
Solomon Islands Qualification Framework and the 
associated Qualifications Authority. A number of 
committees have been proposed to implement the 
NHRDTP, including a National Human Resource 
Development Training Council and Tertiary 
Education Commission, but their respective roles 
and responsibilities are unclear.

Public training provision alone will likely be 
insufficient in building a labor force with job-
relevant skills. There is accumulating evidence that 
suggests the need for greater public and private 
sector collaboration to achieve more relevant and 
responsive training systems. It requires increasing 
the incentives for firms to train, and to reform the 
training system. Employers are more likely to engage 
in skills development at any level if the benefits are 
apparent, the business environment is favorable, 
and there is minimal bureaucracy attached. 
Moreover, their engagement is most effective if it 
takes place early on in the planning process.109

Problematic aspects of labor regulation 

Labor market regulations aim to improve market 
efficiency and achieve social objectives. Poorly 
designed regulations can reduce opportunities and 
incentives for businesses to make new investments. 
Areas where governments face a trade-off between 
promoting social goals and investment attraction 
include wage formation restrictions, interventions 

identified the key factors for job prospects for youth 
were the right attitude, studying a course that was 
in demand, and gaining practical skills. Most training 
providers, however, were perceived as being unable 
to provide the high-quality training required to 
satisfy their needs.108 This suggests the system is 
driven more by training supply than it is by demand 
for trained labor. It also suggests the need to better 
integrate social skills into curricula.

With respect to TVET, accreditation and quality 
assurance of programs is also an issue. Outside 
the universities, there are no agreed competency 
standards, curriculum, or TVET qualifications. 
The Ministry of Education and Human Resource 
Development (MEHRD) currently takes minimal 
responsibility for the quality of TVET provision. 
Their involvement is primarily through providing 
TVET providers with grants and funding teacher 
wages. The Ministry of Commerce, Industries, 
Labor and Immigration (MCILI), through its 
apprenticeship scheme and National Training 
and Trade Testing Unit, also plays a role in 
training provision. However, functioning of the 
apprenticeship scheme is poor, and there are limited 
links between MEHRD and MCILI.

The Government of Solomon Islands recognizes 
the skills challenge and initiated a National 
Human Resources Development and Training 
Plan (NHRDTP) in 2013 to better orient skills 
supply to demand. NHRDTP includes five key 
components: (i) strengthening cross-sector 
planning and coordination, (ii) developing an 
evidence-based system to identify priority skill 
development areas, (iii) introducing mechanisms to 

108 World Bank. 2012. Skills for Solomon Islands–Opening New Opportunities. Washington, DC.
109 See, for example, M. Dunbar. 2013. Engaging the Private Sector in Skills Development. Presentation at UKFIET International Conference on 

Education and Development, Oxford, 10–12 September 2013.
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that increase nonwage labor costs, and restrictions 
on foreign workers. 

Solomon Islands has legislation in place 
addressing each of these areas. The Labor Act 
(Cap. 73) establishes conditions of employment 
(wages and hours of work), along with a process 
for setting minimum wages. The Employment Act 
(Cap. 72) and the Labor Act include a number 
of requirements that affect nonwage labor costs, 
while access to foreign workers is regulated under 
the Labor Act and Immigration Act 2012. There 
is also legislation in place regulating trade unions, 
dispute settlement, occupational health and safety, 
and workers compensation.110 The Commissioner 
of Labor, supported by staff in the Labor Division 
within MCILI, is responsible for administering much 
of this legislation. In the case of foreign workers, 
decision-making responsibility is shared between 
the Commissioner of Labor and the Director of 
Immigration, who is also part of MCILI. The labor 
legislation, however, was developed between 
the 1960s and 1980s and has not undergone 

substantive review despite the global integration of 
goods and services markets over the past 20 years. 
In addition to being out of date, provisions across 
the seven acts are, in some cases, poorly defined, 
which makes them hard to apply in practice.111 

At present, restrictions imposed on wage 
formation are not a binding concern to job creation 
within the formal sector.112 Minimum wages in 
Solomon Islands, for example, are approximately 
one-half to one-third what they are in neighboring 
Pacific island countries.113 They are also well 
below average wages paid to casual and unskilled 
workers.114 However, Solomon Islands’ minimum 
wages have not been adjusted since 2008 and likely 
require revision. Care will need to be taken in future 
minimum wage reviews to ensure they remain 
internationally competitive and do not adversely 
affect disadvantaged groups.

More problematic are requirements that increase 
nonwage labor costs, as well as the process used to 
issue work and residence visas to foreign workers. 

110 The Unfair Dismissal Act (Cap. 77) provides mechanisms for dispute resolution in the case of employees who feel they have been unfairly 
dismissed. The Safety at Work Act (Cap. 74) outlines employer and employee obligations with respect to health and safety in the workplace. 
The Workmen’s Compensation Act (Cap. 78) sets out compensation provisions in the event an employee suffers employment-related injuries. 
The Trade Union Act (Cap. 76) provides workers the right to organize and bargain collectively. It also sets rules overseeing union formation 
and operation, including the need for registration. The Trade Dispute Panel Act (Cap. 75) provides mechanisms to settle work place disputes if 
negotiation fails.

111 For example, entitlements for part-time workers are not clearly set out, and rule for paying overtime are unclear. The Chamber of Commerce of 
Solomon Islands feels the legislation needs to undergo a comprehensive review, starting with legislation that regulates the individual employment 
relationship. SICCI. 2013. Labor Law Reform Position Paper. Honiara.

112 Empirical evidence indicates that minimum wages have a modest or negligible negative impact at the aggregate employment level, but can have 
significant negative impacts on particular groups such as youth or low-skilled workers. Research from Indonesia, for example, found that increases 
in minimum wages had significant and negative employment effects in small firms and among less-educated workers. It also found that the negative 
employment impact was more severe for nonproduction or service sector workers, and that within this group women were disproportionally 
affected. G. Betcherman. 2015. Labor Market Regulations: What do we know about their Impacts in Developing Countries? World Bank Research 
Observer, Oxford University Press, Vol. 30 Issue 1 2015; and X. Del Carpio, H. Nguyen, l. Pabon and L.C. Wang. 2015. Does the Minimum Wage 
Affect Employment? Evidence from the Manufacturing Sector in Indonesia. IZA Journal of Labor & Development (2015) 4:17.

113 As of July 2015, the minimum wage in the Solomon Islands was US$ 0.40/hr (SI$3.20/hour) in the agriculture and fisheries sector, and  
US$0.50/hr (SI$4.00/hour) in other sectors. Fiji’s minimum wage was US$1.08/hr (FJD2.32/hr). Vanuatu’s minimum wage was US$1.55/hr 
(Vatu170/hr). Papua New Guinea’s minimum wage was US$1.11/hr (PGK3.20/hr). Samoa’s minimum wage was US$0.95/hr (WST2.30/hr). Tonga 
does not have a minimum wage.

114 In 2010, private sector employers paid unskilled workers an average of US$ 1.11/hr (SBD 8.78/hr) and casual workers US$ 1.58/hr (SBD 12.50/hr). 
Solomon Islands Chamber of Commerce. 2010. Wages and Benefits Survey. Honiara.
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Some labor requirements add cost and 
uncertainty for employers.

Solomon Islands’ labor requirements, compared 
with that of other countries, provide employers 
with less flexibility in adapting to changes in the 
economy or production. An area of concern to 
employers is the legal requirements for hiring and 
firing workers. Onerous requirements for dismissing 
a worker impose a significant cost on business and 
hamper growth potential. While Solomon Islands 
lacks clear statutory provisions explaining the 
procedures that must be followed when terminating 
an employee, in practice employers are required to 
give several warnings to workers before dismissing 
them.115 Redundancy rules also require employers 
to notify the Commissioner of Labor 28 days before 
they inform the workers of their redundancy, and 
pay dismissed workers severance pay of between 
2 and 20 weeks depending on the dismissed 
workers number of years of employment. These 
requirements are more burdensome than those 
used in neighboring countries.116

Other statutory requirements also impose 
significant costs on employers. Under the Labor Act, 
employers are required to pay the cost of one return 
trip annually for each employee and their family 
(spouse and up to four dependent children under 

the age of 18 years) to their “home island”. The 
obligation exists regardless of whether the employee 
ever lived on their home island or not. While the 
requirement does not appear to be strictly enforced, 
it represents a significant cost to those businesses 
adhering to the requirement, and is viewed by 
employers as obsolete in the modern workplace.117 
Employees are also entitled to 22 days’ sick leave 
per year, along with paid annual leave of 15 days—a 
total of 37 days each year. This is considerably more 
generous than what many other countries offer.118 

There are also aspects of labor legislation that 
constrain women’s participation in the labor force. 
These issues are discussed in Appendix J. 

As a result, there is a need to review the existing 
labor standards that regulate employer–employee 
relationships with the aim of modernizing them. 
This requires consideration of commitments the 
country has made with respect to the International 
Labour Organization’s core labor standards, as 
well as labor standards in force in neighboring 
countries to ensure Solomon Islands’ requirements 
are regionally competitive. It also requires a 
gender analysis to ensure men and women can 
equally participate in the labor force, with the aim 
of modernizing them and developing clear and 
transparent laws and rules. 

115 United Nations Economic and Social Commission for Asia and the Pacific (UN ESCAP). 2007. Improving Employment Opportunities in Pacific Island 
Developing Countries. Suva.

116 Tonga does not require third-party notification of redundancy, nor does it have statutory notice periods or severance pay requirements. Fiji has 
similar notification requirements with Solomon Islands, but its statutory severance pay requirements are half that of Solomon Islands. Samoa does 
not require third-party notification of redundancy or statutory severance pay requirements, but does require employers to provide employees 
notice before terminating them. Papua New Guinea does not require third-party notification of redundancy. It does have statutory notice periods 
and severance pay requirements, but they are lower than those in Solomon Islands. Within the region, only Vanuatu has more burdensome rules. 
While there is no statutory requirement for third-party notification of redundancy, employers in Vanuatu must comply with statutory severance pay 
requirements double those imposed in Solomon Islands. World Bank Doing Business. 2015. Labor Market Regulations. http://www.doingbusiness.org

117 In 2010, 37% of businesses surveyed provided annual home leave assistance for their employees, at an average cost of SBD 2,400 per employee. 
The Chamber of Commerce noted that the cost was consistent with surveys conducted in previous years, and identified the requirement as a major 
issue for employers. Solomon Islands Chamber of Commerce. 2010. Wages and Benefits Survey. Honiara.

118 Tonga does not set statutory minimum sick or annual leave day requirements for employees. Fiji and Samoa’s statutory requirements total 
20 days each year—10 days sick leave, plus 10 days annual leave. Papua New Guinea’s statutory requirements are marginally less at 32 days each 
year—18 days sick leave, plus 14 days annual leave. Within the region, only Vanuatu has more generous statutory requirements at 41 days each 
year—21 days sick leave, plus 20 days annual leave. Vanuatu Chamber of Commerce and Industry. 2014. Explaining the Employment Relations Bill:  
A Guide for Employers. Port Vila.
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Despite skills shortages, accessing foreign 
workers is difficult.

Skills shortages within Solomon Islands’ labor pool 
means that businesses are understandably forced 
to look abroad for the workers they need. In order 
to be competitive and profitable, businesses need 
to be able to hire competent and experienced staff. 
If they are unable to find them domestically, they 
will look to hire foreign workers. This applies for 
all positions within a business organization, but is 
especially critical in the case of management and 
technical areas. The ability to readily access foreign 
workers is especially important for new foreign 
investments. They often require deployment of 
experienced staff from more established parts of 
their organization in order to ensure the smooth 
start-up of new facilities and effectively introduce 
corporate practices. There is considerable demand 
for foreign workers in Solomon Islands. In 2012, 
approximately 2,700 work permit requests were 
processed (new applications and renewals), the 
vast majority of which were private sector-related. 
Moreover, the number of requests has reportedly 
increased steadily since 2010.119 

Achieving an effective foreign worker policy 
requires finding a balance between encouraging 
investment with a liberal foreign worker regime, 
and protecting the local labor market and national 
security. In countries with limited labor pools such 
as Solomon Islands, it is good practice to establish 
a strategic approach that provides investors 

with confidence that they can access foreign 
workers if they need them in a transparent and 
fast manner.120 Unfortunately, the existing process 
lacks transparency, and is cumbersome and time-
consuming to complete.

Noncitizens wishing to live and work in Solomon 
Islands currently must comply with a two-step 
process. First, they must apply for a work permit. 
Once this has been approved, they must apply 
for a residence visa. Employers are responsible for 
undertaking these tasks on behalf of noncitizen 
workers they intend to employ, and repatriating 
the workers back to their home country once their 
permits/visas have expired. A foreign investor 
intending to reside in the country and manage their 
business is also required to obtain both a work 
permit and residence visa. The Labor Division, 
MCILI issues work permits, while the Immigration 
Division, MCILI issues residence visas. Long-term 
work permits/residence visas are issued for periods 
between 3 months and 2 years.

Currently, there is a lack of written information 
describing how the overall process works. The 
Immigration Division provides some details about 
its process on the MCILI website, but it is not 
updated. Obtaining information about the work 
permit process requires a physical visit to the  
Labor Office.

There is also a lack of a clear work permit 
policy, including a set of objective criteria for 

119 Personal communication with staff at the Labor Division, MCILI. June 2015.
120 It is important to note that investors, in the vast majority of cases, employ foreign workers only because it makes business sense for them to do 

so. For a foreign investor, an advantage when making an offshore investment is that local labor is often more cost-effective than at an alternative 
location, leading to greater profitability. For this reason, the investor will usually be anxious to maximize the percentage of locals employed, provided 
they are adequately skilled, available, and suitably priced. Moreover, employing a foreign worker is invariably more costly than employing a similarly 
qualified national because they must be provided with a package that compensates them for living away from their own country. They typically 
include costs associated with in-country accommodation, and home leave allowances. It is also probable that their base salary will be higher, a 
consequence of a number of wider economic issues. For these reasons, investors will seek to replace foreign workers with nationals as soon as they 
are convinced that the skills (qualifications, experience, and capability) are available locally. Thus, the market mechanism can be relied on to create 
very strong localizing pressures.
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making work permit decisions.121 While the Labor 
Division operationally separates applicants into 
two different groups to facilitate processing—(i) 
foreign investors and highly skilled workers, and 
(ii) other workers—the work permit rules do not 
follow the same categories, nor do they provide 
clear guidance on how application decisions are 
to be made. The fact that only a small percentage 
of applications are rejected annually suggests that 
the Labor Division is fairly liberal in approving work 
permit applications.122 Nevertheless, there is a need 
to provide stakeholders more transparency as to 
the government’s objectives in this area and ensure 
decision-making rules are unambiguous. 

The current two-step process is cumbersome 
and time-consuming for employers to complete. 
Even though the Labor and Immigration divisions 
are physically located in the same building, 

employers are required to complete two separate 
application forms and make at least four visits to 
complete the process—two visits to lodge the 
applications at MCILI, and two visits to the Ministry 
of Finance to pay the required fees. Moreover, 
additional visits are commonly required at each 
office to ascertain the status of an application. 
One of the intentions behind the Immigration 
Act passed in 2012 was to simplify the process by 
introducing a single application form and combining 
fees. This would be a positive step but has yet to 
happen. Further streamlining may also be possible. 
If clear decision criteria can be established for work 
permits, then it should be feasible to have one 
agency, usually the Immigration Division, make all 
application decisions. Such a consolidated process 
is, in fact, used in many countries.123 Streamlining 
the process in this way reduces administrative costs 
for both the government and business.

121 The situation with respect to residence visas is clearer, although the transparency of the decision-making process could be further enhanced. A 
new Immigration Act was passed in December 2012. It established new visa categories (short-term employment visa, long-term employment 
visa, and investor visa) and provides general guidance to the Director of Immigration in making visa application decisions, but fails to articulate the 
specific requirements of each type of visa that applicants must meet. Further clarification was to be included in regulations to the Immigrations Act. 
Regulations were introduced in August 2014, but are limited to setting fees for the different types of visas.

122 Roughly 2%–3% of work permit applications are rejected each year due to insufficient information, failure to implement expected training, and 
breaches of permit terms and conditions. Personal communication with staff at the Labor Division, MCILI. June 2015.

123 For example, employment visas are issued by immigration officials in Fiji, Tonga, and Cook Islands.
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FINANCE SECTOR

approvals for the transaction.125 If the sale proceeds, 
the number of commercial banks operating in the 
country will fall back to three. 

In 2014, the commercial banks accounted 
for 58% of the country’s total financial system 
assets. The sector is well capitalized, profitable, 
and has a high level of liquidity and a low level of 
nonperforming loans (Table I1).

The existing traditional bank infrastructure within 
the country in the form of branches and ATMs 
is limited. As of 2014, there were only 14 bank 
branches and 38 ATMs in the country. Moreover, 
these were all located in urban areas, mostly in 
Honiara. Since 2013, commercial banks have 
begun leveraging improved mobile phone networks 
to build branchless banking (agent) networks. 
As of 2014, there were 355 merchants acting as 
branchless banking agents for commercial banks; 
247 were based in Honiara, and 108 in provincial 
centers and rural areas.

Nonbank financial institutions 

The country’s regulated nonbank finance sector 
comprises:

•	 Credit institutions Credit Corporation 
Solomon Islands Limited is the only licensed 
credit institution in the country. It is a branch 
of Credit Corporation of Papua New Guinea. 
In 2014, it accounted for about 2% of the 
country’s total financial system assets. Despite 

124 CBSI. 2015. Annual Report 2014. Honiara.
125 Westpac website http://www.westpac.com.au/about-westpac/media/media-releases/2015/14-July

Solomon Islands’ finance sector is at an early 
stage of development. The number and range of 
financial service providers, products, and services 
are low, and credit to the private sector is limited 
and urban-focused. There are also gaps in financial 
infrastructure, which, while in the process of being 
addressed, hamper the efficient transfer of capital 
and allocation of savings. 

Overview of the finance sector124

Solomon Islands’ finance sector comprises a 
commercial bank and nonbank sectors, both of 
which are regulated by the Central Bank of Solomon 
Islands (CBSI). It also includes other institutions 
providing financial services that are not regulated by 
CBSI. There is no equity or corporate bond market. 
The CBSI does issue central bank Bokolo bonds and 
treasury bills however. 

Commercial banking sector

The commercial bank sector currently includes four 
commercial banks. Three of these are branches of 
foreign banks (Westpac and ANZ) with head offices 
in Australia, and Bank of South Pacific with its head 
office in Papua New Guinea). A fourth bank, Pan 
Oceanic Bank Ltd. was granted a full banking license 
in 2014. It is a locally incorporated company, and 
brings with it experience and an operating style from 
Sri Lanka. Westpac announced in January 2015 
its intention to sell its Solomon Islands operations 
to BSP. As of July 2015, Westpac was still in 
consultation with the CBSI to obtain the necessary 
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Table I1: Selected Solomon Islands Banking Sector Indicators, 2011–2014

2011 2012 2013 2014
Assets (SI$ million) 2,891.1 3,457.9 4,009.9 4,122.6
Credit to private sectora (SI$ million) 1,221.5 1,230.0 1,417.5 1,702.5
Liquid assets to total assets (%) 67.8 69.9 66.9 64.4
Nonperforming loan ratio (%) 5.9 3.7 7.2 4.6
Simple interest rate spread (%) 11.2 10.4 10.5 10.7
Net interest income (% total income) 45.7 46.0 51.8 54.5
Noninterest income (% total income) 54.3 54.0 48.2 45.5
Return on assets (%) 5.1 4.8 3.7 3.0
Return on equity (%) 28.1 28.2 23.7 20.0

a Balance in the fourth quarter.
Sources: CBSI annual reports and quarterly reviews http://www.cbsi.com.sb (for all indicators except simple interest rate spread); and World Bank 
development indicators http://data.worldbank.org/indicator/FR.INR.LNDP

its small relative size, the institution plays an 
important financial intermediation role.

•	 Insurance sector. There are four licensed 
insurance companies (QBE [International] 
Insurance Limited, Tower Insurance Limited, 
Pacific Assurance Group, and Capital 
Insurance Group), four insurance brokers 
and two insurance agents. QBE Insurance 
and Tower Insurance dominate the insurance 
market, with QBE Insurance focused on 
the corporate market, and Tower Insurance 
targeting the small and medium-sized 
enterprise and household sectors. Insurance 
companies accounted for about 2% of the 
country’s total financial system assets in 2014. 
Policies are concentrated in Honiara, except 
for large-scale businesses operating in the 
provinces. Gross insurance premiums as a 
percentage of GDP are extremely low by global 
standards, and their collection is heavily reliant 
on manual processes.

•	 Superannuation sector. Solomon Islands 
National Provident Fund (SINPF) is the 

only superannuation institution. It provides 
pensions for retired workers, and is the 
largest supervised financial institution in the 
country. It is a compulsory scheme requiring 
contributions of 12.5% of employee gross 
earnings each month. At the end of 2014, 
SINPF accounted for 37% of the country’s 
finance sector assets. Most of SINPF’s 
investment portfolio is held in shares 
and equities (53%), and term deposits in 
the domestic banking sector (26%). The 
remainder of the portfolio is comprised of 
investment properties (12%), debt securities 
(4%), and loans (5%). The portfolio generated 
a return on assets of 5.3%, and a return  
on equity of 20.5% for the period ending  
June 2014.

•	 Credit union sector. The country has 152 
registered credit unions under the Credit 
Union Act 1987, but as of the end of 2014 only 
10 were operational. The others are presumed 
dormant or defunct. Credit unions, despite 
their potential, currently account for less than 
1% of the country’s financial system assets.
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of priority). With a finite amount of foreign 
reserves and absence of large government bond 
holdings, the central bank relies on income from 
its foreign reserves to cover its operating expenses. 
Accordingly, it is sensitive to large movements 
in foreign exchange and places strict monetary 
controls on currency dealings. 

CBSI’s regulatory responsibilities over bank and 
nonbank institutions are set out under different 
pieces of legislation. Banks, credit institutions, and 
the SINPF are licensed and supervised under the 
Financial Institutions Act 1998. The insurance 
sector is regulated under the Insurance Act 1985. 
With respect to credit unions, the CBSI performs its 
administrative and supervisory role on behalf of the 
Registrar of Credit Unions under the Credit Union 
Act 1976. All legislations are in the process of being 
strengthened in line with good international practice.

Insufficient credit being provided  
to the private sector

The ratio of credit from the banking system to  
the private sector is widely acknowledged as the 
best indicator of finance sector depth.126 Despite 
steady credit growth in Solomon Islands, its 
magnitude remains much lower than its peers. 
Domestic credit to private sector by banks in 
Solomon Islands averaged 18.4% of GDP over 2011 
to 2014—one of the lowest ratios in the Pacific 
(Table I2). Averages for neighboring countries 
within the region, for example, ranged between 
60+% (Fiji and Vanuatu) and 30%–40% (Samoa 
and Tonga). The global average for lower middle-
income countries is 36.6%.127 

•	 Microfinance. There is one microfinance 
institution, South Pacific Business 
Development (SPBD), and an increasing 
number of savings clubs operating in the 
country. SPBD is a private company registered 
under the Companies’ Act. It commenced 
operations in 2013 and provides microcredit 
to women. In 2014, it disbursed more than 
2,000 small loans to its clients. By the end 
of 2014, there were an estimated 139 savings 
clubs in operation, most of them in rural areas. 
The clubs provide basic financial products and 
services to their members, including savings 
and accounts and small credit.

Regulatory environment

The CBSI is responsible for formulating and 
implementing monetary policy in Solomon Islands, 
as well as supervising and regulating bank and 
nonbank financial institutions. CBSI’s charter was 
revised with the enactment of the Central Bank of 
Solomon Islands Act 2012. The new CBSI Act is less 
prescriptive than its predecessor and provides  
CBSI greater autonomy to respond to changing 
market conditions. 

CBSI’s primary objective with respect to 
monetary policy is achieving price stability. Central 
to this function are the country’s foreign exchange 
reserves. Under the CBSI Act, the central bank must 
conduct transactions in international reserves and 
manage such reserves, consistent with international 
best practice and subject to its primary objective to 
maintain domestic price stability, while respecting 
issues of safety, liquidity, and yield (in that order 

126 The ratio is calculated by dividing total domestic credit provided to the private sector by financial corporations, such as through loans, trade credits, 
and other accounts receivable, that establish a claim for repayment, by the country’s GDP.

127 M. Čihák et al. Financial development in 205 economies, 1960 to 2010. NBER Working Paper Series. No. 18946. Cambridge, MA: National Bureau of 
Economic Research.
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128 CBSI. 2015. Annual Report 2014.

Table I2: Domestic Credit to Private Sector by Banks (% GDP) in Selected Pacific Island Countries

2011 2012 2013 2014
Average 

2011–2014

Solomon Islands 18.0 16.8 18.8 19.9 18.4
Fiji 60.0 60.6 64.2 69.2 63.5
Vanuatu 67.1 70.2 68.5 NA 68.6a

Samoa 39.7 38.7 39.4 44.5 40.6
Tonga 32.8 30.3 29.7 29.7 30.6

GDP = gross domestic product, NA = not available.  
a Average for the period 2011–2013. 
Source: World Bank. World Bank Development Indicators http://data.worldbank.org/indicator/FD.AST.PRVT.GD.ZS

In addition to the banking sector’s relatively 
low levels of credit provision to the private sector, 
lending also appears to be misaligned with the 
broader economy. In 2014, personal lending (35%), 
distribution (15%), telecommunication (11%), and 
construction (9%) were the largest recipients of 
credit. While this spread of credit to the private 
sector is not surprising given the country’s basic 
infrastructure and reconstruction needs, it is a 
concern that nonproductive sectors of the economy 
currently consume 70% of bank credit. Moreover, 
this sectors’ share of total bank lending has 
increased in recent years (it accounted for 67% of 
total bank credit in 2012). Productive sectors of the 
economy including forestry, tourism, mining, and 
fisheries together accounted for just 11% of bank 
lending in 2014; down from 13% in 2012.128 

Low levels of credit provision are likely due 
to several factors: weaknesses in the collateral 
framework, and banks’ difficulties assessing risk and 
their conservative risk profiles.

Weaknesses in the collateral framework 

Insufficient collateral is often a reason why 
businesses face difficulties obtaining credit. 
Collateral refers to property a borrower pledges to 
the lender to secure payment. In the event a loan 
is not repaid, the lender can take ownership of the 
property which the borrower pledged to guarantee 
the loan. Collateral can either be of the immovable 
(such as land and buildings), or moveable (such as 
equipment, accounts receivable, and inventory) 
variety. 

 Because the majority of lands in the country 
remain unregistered, banks are unwilling to 
accept them as collateral. Even when a piece of 
land has been registered, banks are reluctant to 
use it unless it is held in fixed-term estate. There 
are also significant challenges using the court 
system to take ownership of registered land in 
the event a borrower defaults on their loan. As a 
result, financial institutions tend to rely heavily on 
personal guarantees and standing orders for loans 
repayments from accounts were borrowers receive 
pensions or government salaries.
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Addressing land title complexities will take a 
considerable amount of time. Within developing 
countries, most business enterprises’ capital stock 
is in the form of moveable property.129 Ensuring 
this type of property can be effectively used as 
collateral will deliver quicker results than land 
reforms. Solomon Islands enacted a modern secure 
transactions reform in 2008, and an electronic 
registry record publicizing security interests in 
moveable property commenced operation in 
2009. Although the reform is still relatively new, 
evidence suggests that, in economies with such 
reforms, the number of firms with access to bank 
finance increases by about 8% on average, with a 3% 
reduction in interest rates and a 6-month extension 
of the maturity of loans. Moreover, smaller firms feel 
a bigger positive impact from the reform.130

Solomon Islands’ use of the secured transaction 
registry in the first few years showed a large 
number of filings with several banks deciding 
to register all their personal loans secured by 
pensions. However, this practice has ceased 

because the SINPF maintains its own database 
of pledges. Use of the secured transactions 
framework since then has been more limited.  
Over the period 2012–2014, an average of  
375 new filings were made each year. Motor 
vehicles are the most common collateral used 
as security on the registry, followed by general 
charges over company assets and bank deposits. 
Other than as part of general charges, neither 
inventories nor accounts receivable are being 
heavily used. Moreover, the registry’s heaviest user 
is the Credit Corporation; commercial banks are 
not heavy users of the registry, likely reflecting their 
conservative lending nature.131 Used widely, the 
secured transaction registry can be a powerful tool 
in deepening the country’s financial system. There 
is a need to promote greater awareness of the 
secured transaction framework, and develop new 
moveable asset-based products that the banks 
and credit institutions will be comfortable using. 
Box I1 provides an example of potential moveable 
asset-based lending products that could be used 
to support growth in the country’s cocoa sector.

129 Approximately 75% of business enterprises capital stock in developing countries is in the form of moveable property. International Finance 
Corporation. 2010. Secured Transactions Systems and Collateral Registries. Washington, DC.

130 I. Love, S. Martinez Peria and S. Singh. 2013. Collateral Registries for Movable Assets: Does Their Introduction Spur Firms’ Access to Bank Finance? 
Washington, DC.

131 Data from secured transactions registry, Company Haus; and ADB. 2014. Unlocking Finance For Growth. Secured Transactions Reform in Pacific Island 
Economies. Manila.

Box I1: Moveable Asset-Based Lending to Finance the Cocoa Industry in Solomon Islands

In 2014, Solomon Islands cocoa sector exported 5,000 metric tons of dried cocoa beans, generating about 
SI$100 million in foreign exchange earnings. The biggest constraint to future growth of the sector is not product 
supply but rather the lack of sufficient working capital. Stocks of cocoa beans are the most common assets available, 
but there are challenges in using these stocks as collateral. There is no independent collateral management company 
(CMC) in Solomon Islands that can monitor stocks and provide an added layer of security for lenders. Without a 
CMC, banks are reluctant to accept cocoa beans as primary collateral, as they have no control over the stock.

The industry is currently cash-based, with smallholder farmers, dryers, and agents all dealing in cash. As cocoa  
beans move up through the value chain, the cash flows downward through the levels from the exporter. But there 
are financing gaps, or lags, particularly for dryers and exporters. A dryer does not receive payment from an agent 
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until dry beans are delivered but needs cash to buy the wet bean stock to ferment and dry. In practice, this means 
many dryers can only buy wet beans in small quantities, as they have insufficient cash reserves. Exporters must also 
fund their agents for the purchase of dry beans and any reprocessing costs. An exporter’s agents must be provided 
with large cash floats, because, if payment is not immediate, bean sellers will quickly search for another agent/
exporter. The major overseas buyer of Solomon Islands cocoa pays on receipt of beans at its Honiara warehouse, 
but other buyers may only pay on receipt in the country of destination. The elapsed time for shipping and inspection 
on receipt can be up to 4–6 weeks. As a result, many exporters have to stagger exports because they do not have 
sufficient finance to ship several containers at once.

Removing financing constraints for exporters is the priority since they have to be able to finance any increase in 
bean production and have to find markets for that additional production. Currently, exporters fund their working 
capital needs through the following means: buyer prepayments, bank overdrafts, bank trade line of credit (using real 
estate as collateral), and cash reserves. There is an absence of pure trade finance facilities; exporters cannot use the 
commodity itself or export contracts as collateral for finance.

The following are two moveable asset-based lending products feasible for Solomon Islands at this stage:

Cash-backed trade line for preshipment finance

The exporter would contribute a fixed sum to be held as security deposit by the bank. An application would be made 
to the Rural Development Program’s Supplementary Equity Facility for a matching amount. Based on the security 
deposits held, and usual client diligence, a bank would extend a revolving preshipment facility to the client. If a total 
security deposit of SI$ 200,000 is lodged, the facility limit would be SI$ 300,000. Cocoa contracts and inventory 
would be pledged, in addition to the security deposits, to support this level of funding. All export contract receipts 
would be paid directly to the client’s bank account at the lending bank. Clients would be required to have a licensed 
warehouse and satisfactory stock security systems. The collateral pledge against the inventory and receivables 
would be registered in the secured transactions registry. Note, the proposal is intended as a transitional step to banks 
relying only on movable property as collateral; in time, banks should no longer need the comfort of the client deposit 
and matching supplementary Rural Development Program support.

 Postshipment trade facility

In addition to preshipment finance, exporters also require postshipment finance to cover the costs of shipment 
and landing costs until payment is received. Internationally, there is a pronounced trend to use “open account” (i.e., 
payment on invoice) trade finance arrangements, rather than letters of credit. The use of open account trade finance 
arrangements opens up the possibility for banks in Solomon Islands to make greater use of trade finance loans using 
accounts receivable as collateral, in addition to the conventional use of letters of credit, where buyers are agreeable 
to providing these. It should be noted that, because of the preshipment finance, the fulfillment risk is effectively 
eliminated and this portion of the finance chain only commences once the Commodity Export Marketing Authority 
certifies that the cocoa beans are of suitable quality and ready for shipment. Banks will still need to undertake due 
diligence, and exporters will need to have a comprehensive business plan and strong documentation. The Pacific 
Horticulture and Agricultural Market Access Program can assist in this regard, and some individual assistance may 
be needed in tailoring finance needs for respective exporters.

Source: ADB. 2015. Concept Paper—Moveable Asset Based Lending to Finance the Cocoa Industry in Solomon Islands. Manila.

Box I1 continued
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200,000 individuals and 18,000 businesses. Its 
members represent industries as diverse as financial 
services, airline, car rental, real estate, utilities, and 
automotive.132 With such rich data on financial 
consumers, it is truly a valuable tool for the finance 
sector. It will be important in the case of Solomon 
Islands to build a broad user base, as is the case 
in PNG, if the bureau is to be successful in truly 
lowering the cost of lending.

Development bank. The government has indicated 
an intention to reestablish a national development 
bank.133 The previous Development Bank of the 
Solomon Islands (DBSI), which provided credit to 
the agriculture sector, ceased operations in 2004 
after experiencing severe liquidity and solvency 
difficulties. A former finance minister commenting 
on DBSI’s demise noted that “the conflicting aims 
of government social policy and good banking 
rarely go together” and “if there is a future for 
development banking (in the Solomon Islands) . . . it 
would need to be based on sound commercial 
and financial practices and free from government 
interferences and political pressure”.134 International 
experience with state-owned development finance 
institutions has similarly been poor. Reestablishing 
a development finance institution in Solomon 
Islands, therefore, needs to be carefully assessed. 
Consideration should be given to reviewing 
alternatives such as the experience of the National 
Bank of Vanuatu, a domestic commercial bank 
that has managed to develop an extensive branch 
network throughout the country providing 
affordable banking services, including microfinance 
loans for small and microenterprises.135

Difficulties assessing risk

Lenders are more confident in their credit 
assessments when businesses have accurate 
financial records of past performance and well-
developed plans for the future. Anecdotal feedback 
suggests business record keeping and accounting 
is generally poor, making it more difficult for 
lenders to evaluate risk. There is a need to support 
professionalism of the private sector to enable 
them to produce and maintain accurate accounts, 
develop and execute suitable business plans, and 
prudently assess their need for financial services. 

Lenders also like business credit history details. 
A credit bureau was launched in Solomon Islands 
in February 2015, and is managed by the Credit 
and Data Bureau of Papua New Guinea. Based on 
experience with the secured transaction registry and 
credit bureaus in other Pacific countries, significant 
implementation support will be required in building 
sector awareness and driving usage of the bureau.

The CBSI Act 2012 grants CBSI the authority to 
operate, regulate, license, register, and supervise 
credit information systems. Section 29 (2) of the 
CBSI Act states that the information collected and 
maintained in credit information systems shall only 
be used for the purpose of improving the quality 
of bank credit. This may restrict the breadth of the 
credit bureau.

The PNG credit bureau has achieved success in 
collecting credit information from retailers, trade 
creditors, or utility companies as well as financial 
institutions. It boasts records of approximately 

132 Credit and Data Bureau website http://www.cdb.com.pg
133 Government of Solomon Islands. 2015. Democratic Coalition for Change Government—Policy Statement.
134 Statement by the Minister for Finance and Treasury Hon. Gordon Darcy Lilo on the future of Development Bank in Solomon Islands 5 February 

2007. http://www.parliament.gov.sb/files/hansard/8th_session/3rd_meeting/speechMOF5february2007.htm
135 The National Bank of Vanuatu was established in 1991 with the Government of Vanuatu as the sole shareholder. The bank was corporatized in 2012 

at which time fresh capital was issued. Current shareholders of the bank are the Government of Vanuatu, Vanuatu National Provident Fund, and the 
International Finance Corporation. The bank’s board and executive management function strictly on commercial terms. The bank has a network of 
21 branches. www.nbv.vu
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Credit guarantee schemes. The Government of 
Solomon Islands established a credit guarantee 
scheme, the Small Business Finance Scheme 
(SBFS), in 2007. The SBFS is administered by 
CBSI and promotes access to credit through 
the commercial banking system. From 2007 to 
2014, CBSI records show the SBFS had lackluster 
performance, with, on average, less than eight 
guarantees being established per year.136 Credit 
guarantees can be an effective and economical 
use of funds to support small and medium-sized 
enterprises access to finance, but their effectiveness 
depends on factors such as design, working with 
market forces in a liberal, competitive financial 
market, ensuring risk is shared across participants, 
and adherence to objective decision criteria.137 The 
existing SBFS would benefit from a formal review 
in an effort to identify why it has produced such 
limited results. 

Solomon Islands National Provident Fund. The 
Solomon Islands National Provident Fund (SINPF) 
is the country’s largest depositor and investor, 
and controls a substantial amount of the overall 
liquidity in the commercial banking sector. With 
average interest rates on bank deposits ranging 
between 0.3% (savings) and 1.5% (time deposits) 
over the past 3 years, SINPF has to work hard 
to earn a return for members through its equity 
investment portfolio.138 These rates are below 
the minimum statutory target for SINPF of 2.5%. 
SINPF’s investment team feels they have limited 
opportunities to invest members’ funds and are 
effectively forced to accept the loan returns offered 
by the banks.

As a cash-rich domestic financial institution, 
SINPF has the potential to play a more active role 
in the domestic financial market by partnering 
with local financial institutions to provide debt and 
equity investments. Under such an arrangement, 
private sector firms that show potential could 
access equity from the National Provident Fund (for 
working capital) and debt from a commercial lender 
(for capital expenditure). This would require a well-
designed reform and capacity-building package. 

The Cabinet endorsed drafting of new SINPF 
legislation in 2014. The new legislation aims to 
give SINPF a greater degree of independence 
in investment decisions and more transparent 
governance arrangements. 

Other issues

Improving finance sector outreach

Increasing access to financial services for the 
general population is a policy priority for the 
government. It encourages greater financial system 
stability by diversifying the customer base, and gives 
greater numbers of people access to the formal 
economy. 

The Solomon Islands National Financial 
Inclusion Taskforce (NFIT) was established in 
2011 with the aim providing financial services 
to the country’s unbanked population. NFIT is 
chaired by the Governor of the Central Bank and 
has representatives from the government, private 
sector (in particular the commercial banks), 

136 In 2014, five loans were approved for guarantee under the SBFS, against four nominated in 2013. A total of 63 loans have been nominated under 
the SBFS since it started. CBSI. 2015 and 2014 CBSI annual reports.

137 See for example, R. Vogel and D. Adams. 1997. Costs and Benefits of Loan Guarantee Programs. Washington, DC; and OECD. 2013. Financing SMEs 
and Entrepreneurs: An OECD Scoreboard. Paris (Chapter 3: Credit Guarantee Schemes).

138 CBSI. 2015. Quarterly Review December 2014. Honiara.
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nongovernment and civil society organizations, 
women’s groups, and development partners. It was 
tasked with coordinating stakeholder activities and 
efforts to achieve the national goal of giving an 
additional 70,000 people (30,000 being women) 
access to affordable and appropriate financial 
services by 2015, a target that was significantly 
exceeded by the end of 2014.139 This has reportedly 
reduced the number of adults in the country 
without basic financial services from 80% in 2010, 
to less than 50% in 2015.140

NFIT efforts todate have focused on ensuring 
that individuals and households are able to access 
and use financial services. Financial inclusion 
can also be used as an instrument to formalize 
businesses. NFIT should consider broadening its 
mandate to look at removing barriers to financial 
inclusion for small and medium-sized enterprises.

Branchless banking

One of the most exciting developments in the 
financial system has been the deployment of 
branchless banking solutions by all three of the 
commercial banks. These solutions rely on mobile, 
tablet, and/or electronic funds transfer at point of 
sale (EFTPOS) technology to enable agents to offer 
a range of banking services on behalf of commercial 
banks. Branchless banking is ideally suited to 
Solomon Islands challenging terrain and low 
population density. The Asian Development Bank is 
currently assisting CBSI develop branchless banking 
guidelines to promote its responsible expansion 
within the country. 

Commercial banks have built their business 
model for branchless banking on transactional 
revenue, which they share on a commission basis 
with their agents. Despite the current excess 
liquidity, retail deposits offer a low cost of funds 
and banks are able to manage their liquidity risk by 
broadening their deposit base. 

However, supporting agents across a widespread 
area such as Solomon Islands is expensive. Small 
population bases make it difficult for several agents 
to reach scale. Therefore, commercial banks could 
benefit from agent interoperability—the ability of 
one agent to serve clients from any bank with a 
single float and EFTPOS or mobile device. 

Risks also remain in the agent-banking model 
that warrants attention. In particular, the risk 
of moving cash between remote agents and 
commercial bank branches in Honiara or other 
provincial capitals is of concern. Under current 
circumstances, insuring cash in transit is not 
commercially affordable and agents are being 
shouldered with the responsibility to transit excess 
cash or replenish their float. Commercial banks 
have designed their commission structures in an 
effort to price in these risks. However, a number of 
high profile cases of theft could severely tarnish the 
interest of agents to act on behalf of banks. 

Making the payment system more efficient

The Solomon Islands currently uses a manual 
method for settling interbank transfers. Bank 
representatives conduct the process daily on the 

139 An estimated 135,000 new bank accounts were opened between 2011 and 2014, half of them by women. Financial Inclusion Taskforce wins IWD 
Award in Solomon Islands http://www.pacificwomen.org/news/financial-inclusion-taskforce-wins-iwd-award-in-solomon-islands/ (last accessed 
4 December 2012).

140 UN Capital Development Fund. 2015. 2014 Annual Report—Paving the Way for Post-2015: Unlocking Public and Private Finance Solutions. New York.
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CBSI premises through an exchange of cheques. 
The process is both time consuming and risky.

CBSI entered into a memorandum of 
understanding with the International Finance 
Corporation in 2012 in an effort to address 
the problem and establish a national payment 
system for the country. The project is expected to 
generate drafting guidelines for national payment 
system legislation, as well as a national systems 
development plan. As of June 2015, work on these 
outputs was still underway. 

One of the potential stumbling blocks to 
introducing a national payment system is the 
negotiation of interchange fees among the 

commercial banks for the use of each other’s 
infrastructure (ATMs, EFTPOS terminals, etc.). 
Solomon Islands’ three branch banks all operate 
in neighboring countries and have established 
these arrangements. This precedent can be used in 
finalizing negotiations in Solomon Islands. 

Benefits of a national payment system will be 
significant for businesses and consumers. Clients 
of one bank will be able to use the infrastructure 
of another’s, effectively increasing access points. 
Interbank transfers will also become cheaper, faster, 
and more reliable. The potential will emerge for 
agents of banks to offer services for more than one 
provider; and prices for merchant facilities will likely 
drop, as banks are forced to compete for business.
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Appendix J
WOMEN’S ECONOMIC EMPOWERMENT

In Solomon Islands, all citizens have recognized 
economic and social rights to participate in national 
development.141 Ensuring that women and men 
contribute and benefit in equal ways in the economy 
and the private sector also provides an instrumental 
economic value.142 Optimizing this instrumental 
value requires equal educational opportunities, 
equitable access to credit, and comparable levels 
of control over economic decision-making. These, 
in turn, can increase human resource capacity, 
diversity, creativity, and overall productivity. Gender 
equality in economic development also delivers 
indirect benefits, including poverty reduction, 
improved maternal and child health, and higher 
investment in children. Achieving these steps 
generally requires not only integrating gender 
equality priorities into mainstream government 
activities, but also concerted empowerment 
efforts targeted directly to women. Empowerment 
initiatives seek to redress historically discriminatory 
practices and provide a more level playing field.

Women lag behind men in private sector 
employment and business.

In Solomon Islands, men and women are both 
engaged in paid work in both the public and private 

sectors, but women hold only 32% of all paid jobs. 
In the private sector specifically, women hold a 
smaller percentage of employee positions (24%) 
than men even though their level of qualification 
is generally higher than their male counterparts. 
Of private sector employees, 21% of women had 
completed senior secondary compared with 16% 
of men, which may indicate that women have to 
achieve higher standards to compete with men in 
employment. Overall, much of the work that women 
engage in falls into the classification of vulnerable 
employment, which is characterized by irregular 
income, and absence of formal work arrangements 
and protections. In urban areas, 40% of women are 
in vulnerable jobs compared with 20% of men. In 
rural areas 81.5% of women are in vulnerable work 
compared with 62% of men.143

The higher numbers of women in vulnerable 
employment also reflect gender inequality issues, 
including women’s multiple responsibilities and their 
lack of knowledge about their civic and economic 
rights. Maternity leave and antenatal care provisions 
are provided in law, but pay is only guaranteed 
at 25% of the normal wage rate, and women can 
be dismissed if they do not return to work after 
the entitled 12-week leave period. Moreover, the 

141 Internationally, Solomon Islands ratified the United Nations Covenant on Economic, Social and Cultural Rights (UNCESCR) in 1982, the United 
National Convention on the Rights of the Child (CRC) in 1995, and the United Nations Convention on Elimination of All Forms of Discrimination 
Against Women (CEDAW) in 2002. Nationally, the Constitution of Solomon Islands, through the Bill of Rights, includes statements on 
nondiscrimination on the basis of sex. In addition, the National Development Strategy’s mission statement states that the government will strive to 
“create a modern, united and vibrant Solomon Islands founded on mutual respect, trust and… where tolerance and gender equality are encouraged 
and natural resources are sustainably managed.” http://tbinternet.ohchr.org/_layouts/TreatyBodyExternal/Treaty.aspx?CountryID=160&Lang=EN

142 Something is said to have instrumental value if it provides the means for acquiring something else of value. Gender equality within a country 
promotes long-term economic growth. Its absence, on the other hand, generates significant economic costs. UN ESCAP estimates that the 
economies in the Asia and Pacific region are losing between US$58 billion and US$77 billion per year just by restricting women’s access to 
employment and education. UN ESCAP. 2007. Economic and Social Survey of Asia and the Pacific 2007: Surging Ahead in Uncertain Times. Bangkok.

143 Solomon Islands National Statistics Office, Ministry of Finance and Treasury. 2014. Solomon Islands 2009 Population and Housing Census: Report on 
Gender. Honiara.
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extent to which employers are abiding by the 
maternity requirements of the Labor Act (Cap. 73) 
is unclear.144 

Business and labor legislation does not overtly 
discriminate on the grounds of sex. However, a 
number of discriminatory employment practices 
have been identified by Solomon Islands women’s 
advocacy groups and the Solomon Islands Women 
in Business Association (SIWIBA). The government 
has acknowledged the difficulty of enforcing existing 
labor legislation, and there is recognition that 
discriminatory practices may make it difficult for 
women to remain in employment with poor working 
conditions. Discriminatory practices include sexual 
harassment in the workplace, threats of firing or 
withholding pay unless sexual favors are provided, 
inappropriate personal questions about pregnancy 
and children asked during hiring processes, and 
lack of maternity protections.145 Solomon Islands 
has only recently introduced a sexual harassment 
policy for government employees through reforms 
to the Public Service Act, but there are no specific 
mechanisms in law, regulation, or policy to deal with 
sexual harassment in the private sector.146 

While business laws and regulations do not 
have specific gender biases, in practice women 
can be disadvantaged more than men. Formalizing 
businesses requires considerable time and mobility 
and an investment in fees and licenses. Women 
with little cash and multiple family and community 

144 An employer survey found that only 58% of companies surveyed offered 12-weeks leave although 63% offered some type of provision for partially 
paid leave. Of the companies that provided maternity leave, 26% of companies said they paid 100% of salary during the leave period, 11% of 
companies paid 75% of salary, and 26% said they paid between 25% and 50%. Solomon Island Chamber of Commerce and Industry. 2010. Wages 
and Benefits Survey 2010. Honiara.

145 ADB. 2015. Solomon Islands Country Gender Assessment. Manila.
146 Personal communication between Gayle Nelson, Solomon Islands Country Gender Assessment Mission with Tom Rarakani, Assistant Secretary, 

Public Sector Policy and Procedures Division, Ministry of Public Service. June 2014.
147 The census data also includes a category of “producing goods for sale.” This data was not included as a proxy indicator as the census question asks 

what work people were doing in the previous week. Producing goods for sale is often done on an intermittent and irregular basis and is not reliable 
as an indicator of entrepreneurship.

responsibilities tend to avoid the formal sector 
because they either lack the confidence to interpret 
business requirements and do necessary follow-up 
or because they do not have time or money to go 
through the formalization process.

It is difficult to identify the exact numbers of 
women and men “in business” due to the design of 
business registration and licensing systems and the 
large numbers of people operating in the informal 
sector. However, differences between men and 
women’s engagement in business activities can 
be estimated using sex-disaggregated census data 
on individuals who self-identify as employers and 
self-employed. These proxy indicators show that, 
even though overall numbers are low, men are 
much more likely than women to fall into these 
two categories. There are also rural and urban 
differences. In urban areas, men (1.3%) are twice as 
likely to be employers than women (0.5%), and 6.2% 
of men are self-employed compared with 3.1% of 
women. In rural areas, there are far fewer employers 
generally with just 0.5% of men 0.1% of women in 
this category. The figures for rural self-employment 
are higher at 3.7% for men and 1.2% for women.147 
There are many reasons women are less likely 
than men to move from informal to formal sector 
businesses. These include higher responsibility for 
family caregiving, lower educational status, lack 
of decision-making power, and limited control of 
economic assets. Providing women with information 
and options about how to move from the informal 
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to formal sectors is a critical step for developing 
more gender-inclusive and sustainable economic 
empowerment.

Education, literacy and financial 
competency barriers are worse  
for women than men. 

Women and men who want to generate income or 
start a formal business are likely to have challenges 
related to the level and quality of their education. 
Ministry of Education data shows that girls are more 
disadvantaged than boys in terms of participation 
in all levels of education.148 The gender imbalance 
becomes more pronounced at higher levels. In 
2009, girls made up 46% of students enrolled in 
junior secondary, but only 39% of those enrolled in 
senior secondary. At the tertiary level, a breakdown 
of enrollments by program area shows that, 
with the exception of the School of Nursing and 
Health, more men than women are enrolled across 
all tertiary programs. Technical and vocational 
programs are also much more oriented toward 
traditionally male-dominated occupations, including 
machine operations and construction. Programs 
in tourism tend to have more equal representation 
of women, and those in home economics have 
more women than men, but offer very limited 
opportunities for employment of business. 

Literacy, numeracy, and related financial 
competencies are also weaker for women than 
men in Solomon Islands, and this constitutes a 
significant barrier to growing the private sector in 
a gender equitable way. While functional literacy 

rates in the country are low and vary widely by 
province (rates ranged from 7% and 34%), they 
mask gender differences. Women were less literate 
than men in all provinces that have been surveyed. 
This is due to lower enrollment rates in schools and 
lack of informal education programs. Study results 
from Malaita Province and Honiara found that, 
on average, only 12% of women were fully literate 
compared with 19% of men. In Renbel Province, 33% 
of women were literate compared with 35% of men. 
In Isabel Province, the percentages were 16% for 
women and 19% for men.149 Poor literacy levels and 
lack of financial competencies, combined with the 
fact that many women do not have equitable control 
of family or household assets, make it very difficult 
for women to learn about and engage in business.150 

A recent gender analysis of skills and training 
opportunities for women in Solomon Islands made 
six recommendations to promote gender equality.151 
Recommendations included: 

• promoting the implementation of the 
Government of Solomon Islands’ National 
Human Resources Development and Training 
Plan, which has identified women’s education, 
training, and employment participation as a 
priority; 

• reducing push-out factors that force girls out 
of school at the secondary level; 

• increasing support for flexible entry second-
chance education and nonformal education;

• expanding mobile village skills training;

148 S. Akao and J. Strachan. 2012. A Gender Analysis of Education in the Solomon Islands. Hamilton.
149 Note that the study did not provide sex-disaggregated information separately for Honiara and Malaita. However, the nondisaggregated data shows 

there are lower literacy rates overall on Malaita.
150 Asia South Pacific Association for Basic and Adult Education. 2011. Education Experience Assessment and Literacy Survey: Renbel and Isabel Provinces, 

Solomon Islands; and Asia South Pacific Association for Basic and Adult Education. 2007. Solomon Islands Summary Report: Education Experience 
Survey. The surveys took place in Honiara and in Renbel, Isabel, and Malaita provinces.

151 World Bank. 2012. Skills for Solomon Islands: Opening New Opportunities. Washington, DC.
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• making business support programs more 
accessible and user-friendly for women; and 

• integrating gender issues into the school 
curriculum, including study of rights and 
nondiscrimination and ending violence against 
women and girls.

The Ministry of Education and Human Resources 
is in the process of developing a specific gender 
policy that will integrate gender issues into both 
teacher training and all levels of the school 
curriculum. It will include the rights of girls and 
women to participate in all aspects of social, cultural, 
and economic development and in decision-making.

Limited control of resources and decision 
making undermines women’s engagement 
in private sector activities. 

Because customary and western laws are both 
recognized by the constitution of Solomon Islands, 
there are tensions between commitments to 
nondiscrimination on the basis of sex, and customary 
practices that accept male domination of decision-
making processes about land and distribution of 
royalties from fishing and forestry, even among 
matrilineal tribes. This de facto discrimination means 
that women must have male approval to use natural 
resources as a basis for producing goods and services 
or as a basis for collateral. In addition, women lack 
knowledge and resources to challenge discriminatory 
decisions in court. 

While business legislation is not discriminatory,152 
there are still some laws related to property rights 

152 Note that reform of the Companies Act in 2009 made it easier for women to own and operate their own businesses. In the past, women were 
only able to operate certain types of businesses with the permission of men. The reform allows women to set up their own single-shareholder 
companies. ADB. 2014. Making it Easier to Do Business in the Pacific. http://www.adb.org/results/making-it-easier-do-business-pacific

153 International Finance Corporation. 2010. Gender and Investment Climate Reform Assessment. http://www.ifc.org/wps/wcm/connect/region__
ext_content/regions/east+asia+and+the+pacific/publications/ifc_gender+and+inv+climate+reform+assessments_solomonisland

and citizenship that discriminate against women 
and constrain their full economic equality.153  
These include:

• conflicts between the Married Women’s 
Property Act 1882 (UK), which states that 
married women can own property, and 
customary law that, in practice, gives men 
control of family assets;

• the Islanders Divorce Act 1960, which does 
not make provision for equal division of 
property after divorce, and does not recognize 
unpaid contributions to the marriage; and 

• the Citizenship Act 1978 that treats foreign 
men and women married to Solomon Islanders 
differently, including that foreign women lose 
their citizenship upon divorce from a Solomon 
Islander whereas foreign men do not. 

Legislative reform is required in these areas to 
support women to exercise their economic and civil 
rights in line with Solomon Islands’ international 
commitments to CEDAW.

Business support services and financial 
services are centered in Honiara and the ability 
of rural women to access such services is limited. 
The Central Bank is working with numerous 
development partners and commercial banks on 
financial inclusion programs although they have not 
todate collected sex-disaggregated information on 
usage of services such as mobile money or training 
programs. A number of national and international 
nongovernment organizations (NGOs) run women-
specific savings clubs throughout Solomon Islands. 
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These clubs include basic financial literacy training 
and assist women to save, borrow, and invest their 
money.154 This is critical for women’s success in 
private sector activities. 

SIWIBA is part of the Chamber of Commerce and 
Industry and represents salaried or self-employed 
women based in Honiara. Its mission is to “promote, 
develop and empower women’s participation in the 
private sector.” SIWIBA offers a place for urban 
women entrepreneurs to learn from each other, join 
forces to advocate for change, and provide peer 
support to women interested in starting businesses. 
It provides business workshops and sector-focused 
advice for activities such as handcrafts, niche crop 
agriculture, and floriculture.155 However, because it 
is only Honiara-based, representing the interests of 
small-scale rural agricultural producers and traders 
in rural areas is not really feasible for the association.

In higher-level decision-making, there are few 
women on boards of state-owned enterprises and 
in senior positions in government. While women 
do not automatically know how to promote gender 
equality, having more women in senior positions 
can help influence changes in policies and laws—in 
support of more gender-inclusive economic growth. 
To advance this agenda, the Ministry of Finance and 
Treasury is working with SIWIBA to increase the 
pool of candidates qualified to serve on company 
boards, and make the selection criteria more 
transparent. The Corporate Governance Training 
Program, which has been implemented by ADB 
through the Private Sector Development Initiative 
and funded by the Government of Australia’s Pacific 

154 Groups supporting the development of savings clubs include Live and Learn, World Vision, and the West ‘Are ‘Are Rokotanikeni Association.
155 SIWIBA. 2012. Solomon Island Women in Business Association (SIWIBA) 2012 Progress Report Update. Honiara.
156 UN Women. 2014. Markets Set to Improve with Pacific Women in the Lead. UN Women website. http://www.unwomen.org/en/news/

stories/2014/8/markets-set-to-improve-with-pacific-women-in-the-lead. (Last accessed July 2, 2015).

Women Shaping Pacific Development Program, is 
also supporting women to develop leadership and 
decision-making skills. 

Because women have unequal access to 
decision-making, their issues are often excluded 
from the planning processes. This means their 
voices are rarely heard in consultations about 
what improvements would make operating a 
business easier for them. For example, while limited 
infrastructure in Solomon Islands is a constraint 
to both women and men, women face different 
and higher risk negative impacts than men. This 
is especially true for women whose businesses 
require access to public markets. Markets often lack 
gender-segregated toilet facilities and privacy for 
personal hygiene needs if women are menstruating; 
in some cases, there is no water or toilets, which also 
creates a health and security risk. In large markets, 
where women come from rural areas to sell over 
multiple days, they must often sleep in the market 
to guard their produce and are vulnerable to theft 
and assault. The UN Women Markets for Change 
Program, supported by the Government of Australia, 
is working to address a number of these issues 
by supporting women to be more engaged in the 
governance of the Honiara central market.156 There 
is also scope to piggyback on existing programs 
and use them to facilitate information-sharing and 
training about the process of moving from informal 
to formal businesses models. This can also be done 
through existing support programs such as ADB’s 
infrastructure initiatives on road building that 
include quotas and training opportunities for female 
workers.
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Violence against women is a pervasive 
barrier to women across all sectors.

There is extensive information on violence against 
women in Solomon Islands, which shows that 64% 
of women surveyed (aged 15–64 years of age) have 
experienced physical or sexual violence.157 Such 
violence disempowers women, negatively impacts 
physical and mental health, and limits women’s 
ability to participate equitably in the development 
process. It also results in permanent psychological 
harm to children in the home, weakened social 
capital, lost productivity, absenteeism, and high 
costs to the government for services such as 
health care, policing, and social support systems. 
Additionally, women who are attempting to operate 
in the private sector face specific risks. Not only 
are they challenged to control their own assets and 
income within the home, but limited and crowded 
transportation means that women are often subject 
to groping, sexual assault, violence, and theft 
when transporting their goods to the market. The 
prevalence of violence in the country has created a 
level of impunity for perpetrators that needs to be 
addressed to achieve better outcomes for women in 
all areas of life. 

In August 2014, the Government of Solomon 
Islands passed the Family Protection Bill. However, 
as of July 2015, it had yet to be enacted. Once 
enacted, it will prohibit conduct or threat of 
violence, including physical, sexual, psychological, 
and economic abuse—all of which are clearly 
defined in the wording of the bill. It will criminalize 
behaviors related to domestic violence and provide 
civil remedies to protect victims. In the interim, the 
government has a national policy on eliminating 
violence against women, which is guiding 
coordinated work with development partners 
and civil society. The policy is driving multisector 

initiatives to raise awareness, increase enforcement 
of existing laws, and protect women. Among these 
integrated programs, the government is supporting 
men to become advocates to both end violence 
and support women as economic actors with equal 
rights to engage in micro and small enterprises. This 
is just one practical approach being implemented 
with the assistance of civil society organizations in 
rural areas. 

Other issues

Data to track progress on gender equality 
is a challenge. There is currently some sex-
disaggregated data from the census and the 
demographic and health survey that can be used to 
create baselines and measure progress, but more is 
needed. The Secretariat of the Pacific Community is 
working with individual ministries to strengthen the 
quality of sex-disaggregated administrative data that 
can be used to monitor change in gendered control 
of social, economic, and environmental resources.

The Secretariat of the Pacific Community, with 
funding from Australia, is also supporting the 
government to mainstream gender issues across 
the whole government. As part of this initiative, the 
Public Service Commission has developed gender-
related performance indicators that are included in 
the contracts of all permanent secretaries. Senior 
level gender focal points in each ministry are 
responsible for coordinating the achievement of the 
indicators. This is, however, an incremental and slow 
process as levels of awareness about gender analysis 
are low, sector baselines are limited or nonexistent, 
and sex-disaggregated data is scarce.

Policy implementation for gender equality in 
all sectors is also hindered by the Honiara-centric 
nature of the government and donor programs. 

157 Secretariat of the Pacific Community. 2009. Solomon Islands Family Health and Safety Study. Honiara.
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However, NGOs and private sector entities, for 
example commercial banks, are supporting gender-
responsive microenterprise development and 
financial inclusion initiatives in rural areas. There is 
a need to map these initiatives, document lessons 
learned and good practices, and clarify how well 
government programs and services are linked to the 
experience of rural women and men.

Policy framework for improving women’s 
economic status 

There are specific structural barriers to both 
men and women’s engagement in the private 
sector, and there are underlying discriminatory 
social practices that disadvantage women even 
further. The abovementioned gender-related 
barriers are clearly recognized by the government 
through the 2010 Gender Equality and Women’s 
Development (GEWD) Policy and its subsidiary 
2014 strategy Improving Women’s Economic Status 
in the Solomon Islands: A national strategy for the 
economic empowerment of women and girls. 

The GEWD policy articulates performance 
targets for women’s economic status and provides 
guidance for increased gender equality in private 
sector development. Performance targets include: 
equitable access, legal protection and ownership by 
women and men of land, property rights and royalty 
shares in the productive sectors; full and meaningful 
participation of women in training and development 
opportunities in the productive sectors especially 

in agriculture and fisheries; access to, and legal 
protection and equitable ownership of financial 
resources and businesses; and infrastructure 
development that reduces burdens for women.158 

Supplementing the GEWD policy, and to 
clarify policy implementation issues, the national 
strategy for economic empowerment identifies 
systemic barriers and constraining social norms, 
standards, and behaviors that put women and 
men on an unequal playing field in the private 
sector. These are all issues to be addressed by the 
government and development partners.159 They 
include (i) tensions created by constitutional 
recognition of both customary and western laws 
where customary practices discriminate against 
women, (ii) mainstream economic strategies 
that do not take gender equality issues into 
consideration, (iii) lack of capacity for gender 
analysis among government staff, (iv) gender biases 
in education resulting in women having less financial 
competency than men and fewer entrepreneurial 
skills, (v) women’s lack of time due to combined 
responsibilities for caregiving and subsistence 
agricultural production, and (vi) violence against 
women.

Successful implementation of policy priorities 
and reduction of constraints requires an 
understanding of the context of gender issues as 
they are related to the private sector. While there 
are some gaps in evidence, the recent gender 
analysis of the 2009 census data provides a 
preliminary baseline. 

158 Government of Solomon Islands. 2010. Gender Equality and Women’s Development Policy. Honiara.
159 Government of Solomon Islands. Ministry of Women, Youth, Children and Family Affairs. 2014. Improving Women’s Economic Status in the Solomon 

Islands: A national strategy for the economic empowerment of women and girls. Honiara.
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CASE STUDY—TUNA FISHERIES

a binding obligation under the United Nations 
Convention on the Law of the Sea (UNCLOS), 
the United Nations Fish Stocks Agreement, and 
the WCPFC Convention to implement regional 
management decisions to manage the region’s 
tuna stocks sustainably. Key to Solomon Islands’ 
management actions is its role as a signatory to 
a number of subregional agreements: Parties to 
the Nauru Agreement (PNA),162 the Palau and 
Federated States of Micronesia Arrangements, and 
the Tokelau Arrangement.163 

The Ministry of Fisheries and Marine Resources 
(MFMR) is responsible for managing and regulating 
access to Solomon Islands’ tuna fisheries. A new 
Fisheries Act was passed in 2015. 

The total catch of tuna species from Solomon 
Islands’ waters has exceeded 100,000 metric tons 
(MT) in all years since 2004. In recent years, it has 
peaked at around 200,000 MT, representing about 

Solomon Islands tuna fisheries 

The location of its exclusive economic zone (EEZ) 
of 1.3 million square kilometers presents Solomon 
Islands with a strategic advantage. Its EEZ is located 
within the Western and Central Pacific Ocean 
(WCPO), the world’s most significant tuna fisheries. 
The fisheries are based on four key species: skipjack, 
yellowfin, bigeye, and albacore tuna. The WCPO 
accounts for more than half of the global tuna 
catch.160 Much of Solomon Islands’ EEZ lies within 
the most productive WCPO catch area (equatorial 
zone 10˚N–10˚S), which provides about 80% of the 
WCPO’s total catch. 

Because Solomon Islands’ tuna fisheries are 
based on tuna stocks that range widely throughout 
the WCPO, it must cooperate with other Pacific 
islands countries and countries fishing in the 
WCPO in managing these stocks. Solomon Islands, 
a founding member of the Western and Central 
Pacific Fisheries Commission (WCPFC),161 has 

160 The WCPO has accounted for a steadily increasing proportion of the global tuna catch over the past decade. In 2011, it provided 52% of the global 
catch. POSEIDON, MRAG, COFREPECHE, and NFDS. 2013. Review of tuna fisheries in the Pacific Ocean. Lymington.

161 The WCPFC is an intergovernment body established in 2005 as the central decision-making body in the WCPO. The WCPFC currently has 
25 members, 7 participating territories, and 9 cooperating nonmembers. It seeks to address problems in the management of WCPO fisheries 
including illegal, unregulated, and unreported fishing; overfishing; overcapitalization; and excessive fleet capacity. It uses conservation and 
management measures to achieve its objectives.

162 Established in 1982, the PNA is a grouping of eight Pacific island countries (Federated States of Micronesia [FSM], Kiribati, Marshall Islands, Nauru, 
Palau, Papua New Guinea, Solomon Islands, and Tuvalu) that sets terms and conditions for fishing in member country waters. Collectively, the PNA 
countries supply 40% of the world’s tuna. Historically PNA has focused on purse seine fishing, but is now expanding its focus to include longline 
fishing. The PNA, along with the Forum Fisheries Agency, has been introducing changes to the management and allocation of the tuna fisheries 
that enhance zonal access and increase member returns. The Palau and FSM Arrangements were introduced to address concerns about purse 
seine fishing within PNA members’ EEZs. The Palau Arrangement (1997) restricts the number of purse vessels that can be licensed for fishing in 
PNA members’ waters. This eventually led to the adoption of the Vessel Day Scheme (VDS). The VDS is a cap and trade system. It works based on 
an annual agreement among PNA countries on the status of the tuna stocks and how much fishing pressure would be sustainable. The pressure 
is then translated into a number of fishing days and allocated among PNA members. The PNA also sets a minimum fee for a fishing day. The FSM 
Arrangement (1994) allows domestic fishing vessels gain access to other members’ EEZs.

163 The Tokelau Arrangement (2014) provides a framework for cooperative zone-based management of South Pacific albacore fisheries.
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9% of the tuna caught in the WCPO.164 The catch is 
based on three commercial fisheries:165 

•	 Purse seine fishery. The purse seine fishery 
catches mainly skipjack, with a by-catch of 
yellowfin and small amounts of bigeye. In 2011, 
it accounted for 89% of the total tuna caught 
in Solomon Islands’ waters. The fishery is 
managed under the PNA’s purse seine Vessel 
Day Scheme (VDS). Solomon Islands’ 2015 
allocation under the VDS is 4,000 fishing days. 
Fishing effort for tuna in the country’s main 
group archipelago (MGA) is not included in 
the PNA VDS. However, Solomon Islands has 
adopted compatible VDS measures and has 
set a limit for MGA access of 1,000 fishing 
days. There were around 300 licensed purse 
vessels entitled to fish in Solomon Islands’ 
EEZ in 2014, comprising a small domestic fleet 
and a larger distant water fleet. The domestic 
fleet fish mainly in MGA waters. The distant 
water fleet fish throughout PNA waters and 
access Solomon Islands’ EEZ through annual 
bilateral access agreements, a multilateral 
treaty with the United States, and the FSM 
arrangement.166 MFMR is in the process of 
changing the structure of distant water access 
arrangements to a market-based tender/
auction system linked to the PNA benchmark 
price. The 2015 benchmark price for a VDS 
fishing day is US$8,000, up from US$6,000 in 
2014.167

•	 Longline fishery. The longline fishery 
comprises a large-vessel fleet targeting 

164 The annual tuna catch from Solomon Islands’ waters amounted to about 209,000 in 2011—178,000 metric tons (MT) from its EEZ, and an 
additional 31,000 MT from its Marine Group Archipelago. The total estimated catch from the WCPO in 2011 was 2.245 million MT. R. Banks. 2013. 
Cost Benefit Modelling on the Establishment of Onshore Processing Facilities in the Solomon Islands; and POSEIDON, MRAG, COFREPECHE, and 
NFDS. 2013. Review of tuna fisheries in the Pacific Ocean. Brussels.

165 Discussions with officials at the Ministry of Fisheries and Marine Resources. June 2015.
166 Access under the FSM arrangement and US multilateral treaty are managed by the Forum Fisheries Agency.
167 PNA. 2015. PNA increases fishing day price to US$8,000 for 2015 http://www.pnatuna.com/node/142

yellowfin and bigeye, and a small-vessel fleet 
targeting albacore. In 2011, the longline fishery 
represented 10% of the total tuna caught in 
Solomon Islands’ waters. Access to the fishery 
has todate been through annual limited entry 
licensing. Effective 2017, the fishery will be 
managed under the PNA’s longline VDS with 
a limit of 29,340 fishing days. Solomon Islands 
albacore limit under the Tokelau Arrangement 
will be managed out of this total. Similar 
to the purse seine fishery, longline access 
arrangements will be shifted to a market-
based tender/auction system set to a PNA 
benchmark price.

•	 Pole and line fishery. Local vessels fishing 
largely within the MGA dominate the pole and 
line fishery. In 2011, this fishery represented 1% 
of the total tuna caught in Solomon Islands’ 
waters. Access to this fishery is also expected 
to shift a market-based tender/auction system.

Increasing economic returns

The majority of tuna caught in Solomon Islands 
waters is caught by foreign fishing vessels and 
processed elsewhere. In 2009, for example, foreign 
fishing vessels caught approximately 83% of the 
Solomon Islands’ tuna catch, with none of that 
catch landed and processed in the country. The 
economic return to Pacific island countries from 
licensing foreign fishing vessels has historically 
been 5%–6% of the total value of the catch taken. 
Work done by the Forum Fisheries Agency indicates 
that an integrated fishing–onshore processing–
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marketing fishing sector will return the greatest 
benefits to a national economy on a per ton of 
fish caught basis.168 The government is aiming to 
increase the benefits from its tuna fisheries through 
a policy of (i) auctioning VDS fishing days to the 
highest bidder, and (ii) allocating long-term access 
agreements to investors willing to establish value-
added processing facilities in the country. 

The tuna currently being processed in Solomon 
Islands occurs at two processing facilities—a 
substantial canning and loining facility in Noro 
operated by SolTuna, and a much smaller longline 
processing operation in Honiara operated by South 
Seas Investment. The Soltuna facility processes fish 
caught by a domestic-based purse seine and pole 
and line fleet operated by the National Fisheries 
Development (NFD).169 In 2012, the Soltuna/
NFD operations generated about 1,800 direct jobs 
(about 7% of total private sector employment), 
of which about 1,500 were associated with the 
processing facility. Government revenues from the 
tuna fisheries that year amounted to US$27 million, 
and total exports were US$44.7 million.170 Soltuna 
has also recently begun processing albacore landed 
by longliners, as well as processing/marketing fresh/
frozen yellowfin and bigeye at its Noro operation.

Increasing onshore tuna processing capacity 
in Solomon Islands must confront the reality 
that overcapacity currently exists in the global 

tuna-processing sector.171 As a result, investment 
decisions will not be driven by profitability 
considerations alone, particularly given the 
country’s high-cost operating environment and 
other significant challenges. An investor’s primary 
motivation will be fishing access.

The Government of Solomon Islands adopted 
an Onshore Tuna Processing Strategy in 2013 
linking fisheries access to onshore investment 
through a two-tiered approach. Tier 1 allocations 
will be awarded to Solomon Islands-based onshore 
processors. Tier 2 allocation will be to other 
fishers. Companies that establish an onshore tuna 
processing facility will be given long-term access to 
fishing days based on the volume of catch required 
for their onshore processing plants. Long-term 
access will be contingent on the facility processing 
75% of the tuna caught in Solomon Islands waters 
by licensed, facility-nominated vessels, and 
employing a predefined number of citizen workers. 
Fishing days will be offered for sale annually using 
an agreed formula based on prevailing market rates. 
Fishing days not allocated to processing facilities will 
be allocated competitively with priority given to the 
highest bidder. 

Successfully implementing this model through 
attracting foreign investment will depend on the 
attractiveness of Solomon Islands’ investment 
climate relative to that of competing countries. 

168 It estimated that US$71 of value was added for every ton of fish processed in a domestic loining operation and US$577 for every ton of fish 
processed in a domestic canning operation. Forum Fisheries Agency. 2007. The Economic Benefits of a Domestic Tuna Purse Seine Fishing and 
Processing Industry. Lymington.

169 SolTuna is a joint venture between Tri Marine International and the Solomon Islands National Provident Fund, Investment Corporation of Solomon 
Islands Limited and Western Province Provincial Government. NFD is wholly owned by Tri Marine International.

170 Government revenues, total Soltuna/NFD direct jobs and export earnings (M.L. Alton. Fisheries Background Note, prepared for Solomon 
Islands Economic Growth Forum, 26 March 2014). Direct jobs associated with Soltuna (IFC, 2013. IFC and Soltuna Help Solomon Islands Retain 
More Tuna Revenues and Create Jobs). Tuna-related jobs as a percentage of total private sector employment based on 2009 census data 
(1,800/26,878).

171 As of 2010, canned tuna processing plants are operating at around 80% –85% of their combined processing potential. New processing plants will 
likely only exacerbate the situation. A. Hamilton et al. 2011. Market and Industry Dynamics in the Global Tuna Supply Chain. Forum Fisheries Agency: 
Honiara.
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Competing countries include Pacific island 
countries, such as Papua New Guinea, with similarly 
rich tuna resources and an interest in extracting 
greater economic benefits from their fisheries, 
as well as existing tuna-processing hubs such as 
Thailand and the Philippines.

Key issues that need addressing in order to 
maintain and increase onshore tuna processing 
include:

•	 Land and infrastructure. The Government 
of Solomon Islands was initially promoting 
new onshore processing investment at three 
sites—two on Guadalcanal (Ndoma and 
Tenaru), and one in Malaita Province (Suafa 
Bay). A significant amount of time and 
resources were expended on acquiring land 
associated with these sites. The Government 
of Solomon Islands has recently refocused its 
attention exclusively on sites in Malaita (Suafa 
Bay and Bina Harbour). Both of these sites 
have challenging land tenure issues, and lack 
suitable enabling infrastructure in terms of 
wharves, roads, and access to electricity, water, 
and telecommunication services.  
Papua New Guinea’s experience in attracting 
private sector investment into this sector 
suggests that it may be difficult for its 
government to dictate where developments 
occur. Over the past decade, Papua New 
Guinea spent tens of millions of dollars 
developing a canning free-trade zone at a 
location outside of Madang. Todate, it has 
not attracted much interest. By comparison, 
Lae has become the processing hub for 
the country, with five plants in place and 

more planned. The development has been 
entirely private sector-driven with facilities 
mostly developed on customary land. The 
key drivers behind this clustering in Lae have 
been access to reliable and affordable urban 
labor, infrastructure, and international air and 
sea freight, as well as a desire to be part of a 
commercial hub that provides opportunities 
for economies of scale. Solomon Islands 
should carefully consider the Papua New 
Guinea experience, particularly the current 
strategy of trying to spread processing 
throughout the country. 

•	 Investment concessions. A recent study 
concluded that onshore tuna processing in 
Solomon Islands is not competitive relative 
to Papua New Guinea, the Philippines, and 
Thailand.172 While the cost of labor is lower, 
other costs such as electricity, water, and fuel 
are significantly higher. The tax system is also 
uncompetitive (see discussion in Appendix F), 
particularly the poorly structured indirect tax 
component of the system. And while there 
are exemptions available, they do not provide 
investors with sufficient certainty as what they 
will receive prior to making an investment. 
Moreover, the existing exemptions expressly 
exclude fuel, which is a major input in the 
fishing and processing sector. Ultimately, the 
cost structure of any new onshore processing 
facility in Solomon Islands will depend heavily 
on its location. Once a location is settled 
on a detailed understanding of the site’s 
infrastructure needs and operating costs can 
be assessed, only then will it be possible to 
determine what type of concessions may be 
necessary in order to attract a quality investor.

172 R. Banks. 2013. Cost Benefit Modeling on the Establishment of Onshore Processing Facilities in the Solomon Islands. Lymington.
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•	 Global sourcing—The European Union (EU) 
market is the only sizeable market with high 
demand for tuna products, and a high price/
quality ratio that Pacific island countries can 
supply competitively.173 Solomon Islands 
currently benefits from duty free access 
for processed tuna products into the EU 
market through the Everything but Arms 
arrangement.174 However, the arrangement 
suffers from a number of factors that limits its 
usefulness. The EU can unilaterally remove 
it at any time; it would also no longer apply if 
Solomon Islands graduated from its status as a 
least-developed country. Strict rules of origin 
also apply whereby only fish sourced from 
vessels operating under the flag of Solomon 
Islands or EU are eligible to obtain preferential 
duty status. As a result, the provisions provide 
only marginal benefits against competing 
countries. Papua New Guinea and Fiji have 
signed an interim economic partnership 
agreement with the EU, which provides its 
tuna-processing industries with a global 
sourcing provision that allows product landed 
from foreign vessels to also obtain preferential 
duty status. This provides investors in those 
countries with considerably more flexibility 
in sourcing fish for their domestic processing 
facilities. The competitiveness of Solomon 
Islands’ investment environment would be 
significantly enhanced by a similar exemption 
of EU rules of origin.

•	 Competent authorities regulating food 
safety and illegal, unreported, and 
unregulated (IUU) fishing. Soltuna’s current 
production is primarily exported to the EU 
market. Potential new investors that MFMR 
has held discussions with todate are similarly 
focused on this market. The EU has strict 
provisions with respect to seafood safety 
and illegal, unreported, and unregulated 
(IUU) regulations. The competent authority 
for seafood regulations is the Inspection 
and Certification Unit (ICU) within the 
Environmental Health Division of the Ministry 
of Health and Medical Services. Considerable 
effort has been undertaken to enhance ICU’s 
capacity to maintain its accredited status with 
the EU. Should additional onshore processing 
plants be established in the country, the ICU 
will need additional resources to effectively 
carry out its functions. The competent 
authority for IUU regulation is MFMR. 
Solomon Islands was “yellow carded” by the 
EU in December 2014 for not effectively 
addressing the risk of IUU fishing. If MFMR 
fails to sufficiently address the EU’s IUU 
concerns all fisheries products from Solomon 
Islands to the EU could be banned. A similar 
result can occur in the event the ICU loses its 
EU accreditation. It is, therefore, extremely 
important that these competent authorities 
are appropriately resourced and effectively 
managed. 

173 Forum Fisheries Agency. 2015. FFA Trade and Industry News. Volume 8: Issue 3, May–June 2015.
174 The normal duty rate for canned tuna products into the European Union is 24%.
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