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ECONOMIC AND FINANCIAL ANALYSIS  
 

1. The economic development of Solomon Islands can be significantly assisted by targeted 
infrastructure interventions and institutional sector reforms that will increase the efficiency of the 
planning, design, implementation, and future maintenance of infrastructure in the transport 
sector. Improvements in the sector that increase mobility and access to markets will create an 
enabling environment for complementary economic development interventions and private 
sector activities in the recovering fragile state, particularly by collectively supporting increased 
social cohesion, market-based interaction and exchange, and rural agrarian-based livelihood 
opportunities for remote communities. The project will improve the transport sector via improved 
mobility and access by means of (i) maintained and rehabilitated road, maritime, and aviation 
infrastructure; (ii) capacity building and institutional strengthening of government agencies 
involved in the sector, namely the Ministry of Infrastructure Development (MID), to plan and 
manage works and contractors; (iii) increased private sector participation in the construction and 
maintenance of civil works; and (iv) increased cooperation and coordination among international 
development partners through the implementation of projects via funds pooled and disbursed 
through the National Transport Fund. 
 
A. Economic Analysis Methodology and Approach 

2. The economic analysis focuses on quantifiable expected benefits and costs produced by 
the project. The project itself consists of three different components: (i) establishment of a 
central project implementation unit, (ii) improvement of existing infrastructure prioritized in the 
National Transport Plan, and (iii) capacity development of MID. The economic assessment was 
conducted on two individual subprojects: (i) proposed rehabilitation of existing aviation 
infrastructure and (ii) proposed rehabilitation of existing road infrastructure. No attempt was 
made to assess the economic feasibility of the capacity development, or expected economies of 
scale from introducing the central project implementation unit and increased international 
development partner coordination and cooperation.   
 
3. The economic analysis of the subprojects was undertaken in accordance with the 
standard application of the “with-project” versus “without-project” framework utilizing two basic 
models. For the rehabilitation of existing road infrastructure interventions, the without-project 
condition assumes continuation of the present mode of transport service delivery and 
associated inefficiencies, whereby segments of the subproject are currently impassable and do 
not receive service delivery from transport providers. For the rehabilitation of existing aviation 
infrastructure, the without-project condition assumes continuation of the present mode of 
transport service delivery and associated inefficiencies, whereby current service provision and 
expected forthcoming changes will result in (i) accelerated depreciation of the existing runway, 
(ii) increased maintenance requirements in order to remain functional, and (iii) increased 
inoperable periods for maintenance activities.  
 
4. Under the with-project condition for the proposed infrastructure interventions, producer 
and consumer surplus is gained through assumptions of increased transport efficiencies, 
increased transport capacity, reduced maintenance costs, increased employment opportunities, 
induced economic activity, and improved service quality.  
 
5. Given the differences in the with- and without-project conditions, and the type of 
subproject assessed and respective model utilized, the periods of analysis differ. For the road 
infrastructure intervention, the civil works are designed to have a functional life of 20 years; 
while for the aviation infrastructure intervention, the civil works are designed to have a functional 
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life of 30 years. The period of economic analysis covers the design life period of the respective 
type of infrastructure intervention.  
 
6. Economic values in the analysis of costs and benefits were obtained through the 
removal of taxes and duties from financial costs and the application of a shadow exchange rate 
factor of 1.00 to the foreign exchange component of costs. All costs are stated in constant 2010 
prices. A real discount rate of 12% is assumed. 
 
B. Traffic Forecasts 

7. In the transport sector, accurate data is scarce or simply unavailable. For instance, no 
current reliable estimates on numbers of passengers or vehicles on various road segments are 
available. However, the analysis benefits from and is heavily dependent on the tested 
parameters and data collected and synthesized by the previous technical assistance and 
ongoing implementation projects, e.g., ADB-funded Road Infrastructure (Sector) Project1 and 
ADB-funded Domestic Maritime Support (Sector) Project.2 Additionally, the analysis benefits 
from the recently completed Solomon Islands Munda Airport Runway Repairs and Rehabilitation 
Assessment, funded by the New Zealand Aid Programme.      
 
8. Road traffic is forecast from an established base year. For lack of better information, the 
number of vehicles was counted during a recent road and community survey. Future year traffic 
forecasts are based on base year population and expected population growth over the period of 
analysis. Furthermore, based on the survey consultations, an upper limit, as expressed as a 
percentage of the subproject road impact area population, was assumed for annual passenger 
voyage demand. 
 
9. Given the current and expected composition of the domestic Solomon Islands 
commercial aviation fleet, provided by Solomon Airlines, three types of representative airplanes 
were modeled: (i) the relatively low-capacity DHC 6 Twin Otter now in service; (ii) the Dash-8 
100 series currently in service, which has roughly twice the capacity of the Twin Otter; and (iii) 
the anticipated introduction of the Dash-8 200 series, which is expected to enter service in early 
2011. For each representative type of aircraft, specific data was collected for use in the 
assessment pertaining to daily operating costs, maintenance costs, passenger and cargo 
capacity, runway requirements, and Solomon Airlines’ 3-year plan.   
 
C. Costs 

10. For the infrastructure components, the principal investment costs comprise the design 
and construction of rural roads and provincial airstrips. Costs were estimated through ocular 
inspection of the specific subproject sites, an understanding of previous design and 
maintenance issues and recommended adjustments, and use of accepted rates and quantities 
experienced in ongoing projects with similar infrastructure designs.   
 
11. In general, the engineering design recommendations adopt a high capital investment, 
low-maintenance approach based on (i) environmental factors such as risk of damage from the 
effects of climate change (i.e., sea level rise and increased periods of heavier than historically 

                                                 
1  ADB. 2006. Report and Recommendation of the President to the Board of Directors on Proposed Grants 

to Solomon Islands for the Road Improvement (Sector) Project. Manila (Grant 0048/0049/0050).  
2  ADB 2008. Report and Recommendation of the President to the Board of Directors on Proposed Grant 

to Solomon Islands for the Domestic Maritime Support (Sector) Project. Manila (Grant 0127).  



3 

recorded rainfall over the subproject life cycle); and (ii) the envisaged application of labor-based, 
equipment-supported maintenance techniques and program. Despite the lack of evidence of 
recurrent and consistent maintenance practices to existing works in Solomon Islands and the 
high capital cost assumptions to minimize the need for maintenance in the standard subproject 
designs for the purposes of the assessment, specific annual maintenance costs over the 
subproject’s period of analysis are estimated.   
 
D. Benefits  

12. Types of quantifiable benefits considered include the following: 
(i) Enhanced mobility and market access. Residents of rural communities are 

currently constrained with respect to traveling to education and health facilities; 
market access to conduct exchange; and in general, opportunities for livelihood 
activities due to deteriorated transport infrastructure and associated lack of 
transport service provision.   

(ii) Value of time saved. Consumers of transport services must either wait for 
service providers to arrive, which may be delayed or diverted, or must incur 
additional travel time via alternative less efficient nonmotorized transport due to a 
failure of existing infrastructure that precludes service providers from operating 
within subproject areas altogether or during specific periods.     

(iii) Reduced cargo losses. Consumers of transport services may lose perishable 
cargo due to cancellation or delayed services. Additionally, theft of cargo left 
behind due to capacity constraints is an issue.   

(iv) Vehicle and aircraft operations savings. Operator owned transport services 
incur additional maintenance costs due to the use of infrastructure in poor 
condition. In addition, delayed or diverted operations increase realized costs 
above expected route costs that are generally used as a basis for pricing. 
Furthermore, limitations on the effective use capacity below that of the design 
capacity of an aircraft due to infrastructure conditions increase unit operation 
costs and preclude the ability to realize economies of scale. 

(v) Reduced emergency rehabilitation and maintenance costs. Due to a lack of 
routine and preventive maintenance, emergency rehabilitation is required to 
restore infrastructure to a usable state. The need-based frequency of such 
rehabilitation works increases over the life of the infrastructure as it ages and the 
aggregate costs are higher than would otherwise be realized if routine and 
periodic maintenance were employed from year 1 over the subproject life cycle. 

(vi) Employment opportunities. Through the use of the labor-based, equipment-
supported maintenance approach, jobs may be created. Such jobs will engender 
a sense of ownership in the subproject. 

(vii) Induced production. Given the limited access and time, and financial costs of 
access to markets, production of agricultural goods is near subsistence for the 
vast majority of the rural population and does not reach the potential use of 
available labor and natural resources. With improved services, facilities, and 
intermediaries, residents of rural communities will find it in their economic interest 
to produce more for exchange.  

(viii) Other. One subproject location provides evidence of potential tourism benefits if 
better facilities and services are made available allowing the expansion of 
services by increased trip frequency and use of aircraft with larger capacity. 

 
13. The resource cost savings from reduced service provider cost per operation, reduced life 
cycle maintenance, consumer surplus from value of time saved, reduced cargo losses, and 
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improved market access and mobility form the gross benefits of the project. Passenger and 
cargo volumes, both inbound and outbound, are assumed to grow at levels proportionate with 
the current population number and then based on expected population growth over the period of 
analysis. Vehicle and aircraft distribution between types is based on previous service provision 
where service ceased due to infrastructure failure, current frequency and types, and future 
frequency and types based on business plans.   
 
14. Despite a potential decrease in passenger and cargo fares for trips should efficiency 
gains in the supply of transport services be realized from an improvement in the overall 
transport sector resulting from the project, no attempt is made to capture the potential consumer 
surplus from this benefit. For instance, given the fact that current domestic air transport services 
are subsidized by the international air transport services, domestic airfares are not expected to 
decrease in the near term. As for land transport, the current flat rate structure for journeys of 
different lengths reflects the fact that fares appear to be set without specific regard to marginal 
operating costs. Furthermore, given the lack of data, no attempt was made to quantify the safety 
benefits of either air or land transport services via improved infrastructure.     
 
E. Economic Evaluation 

15. The economic internal rate of return equalizes the present values of economic costs and 
benefits that accrue to the economy. A positive economic net present value reflects returns in 
excess of the discount of 12%.   
 
16. Largely based on previous studies, ongoing projects, the National Transport Plan, and 
expected subprojects to come under funding of the National Transport Fund, two specific sites 
were investigated for possible subproject development. Both of these sites (one a rural road and 
the other a provincial airstrip) have existing infrastructure that is either in use or partially used 
due to demand and use restrictions resulting from the condition of the infrastructure. Of the two 
analyzed, both are assessed as economically feasible surpassing the economic internal rate of 
return threshold and sensitivity analysis. Table 1 shows the results of economic evaluation.3  
 

Table 1: Economic Evaluation Results 
 

Component Subprojects 
EIRR 
(%) 

ENPV 
(SI$’000) 

St. Martin Road 13.62 391.60 Civil Works (rehabilitation of existing assets) 
Gizo Airport 18.75 5,033.52 

EIRR = economic internal rate of return, ENPV = economic net present value. 
Source: ADB consultants’ estimates.  
 
17. The rural road subproject on Guadalcanal is highly representative of the types and 
conditions of rural roads in the country: low number of vehicles per day; and feeder roads to 
rural communities providing access to a national road, which is in poor condition as a result of 
topography, climate, drainage, and lack of maintenance. This restricts or precludes use by 
motorized transport. For the rural road, the model focuses on the consumer surplus-oriented 
benefits expected for the residents of the rural communities serviced by the road. 
 
18. The provincial airport subproject on Gizo is one of three priority provincial airports that 
the government would like to rehabilitate and upgrade, the other two are Munda and Seghe. All 
                                                 
3  The details are described in Economic Analysis (accessible from the list of linked documents in 

Appendix 2). http://www.adb.org/Documents/RRPs/?id=41171-02-2 

http://www.adb.org/Documents/RRPs/?id=41171-02-2
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three of the airports service the growing tourism opportunities in Western Province. Additionally, 
domestic flights from Honiara usually fly in an island-hopping route to all three airports once or 
twice each day before returning to Honiara, contingent upon the airports being functional. The 
New Zealand Aid Programme is highly likely to fund the upgrade of Munda airport to the 
International Civil Aviation Organization international standard, providing the country a second 
international gateway; although in reality it will simply function as a suitable alternative for 
incoming international flights to Honiara should an alternative be necessary. In the case of the 
provincial airport, the model focuses on the producer surplus-oriented benefits expected to be 
realized to the service provider and the government in terms of reduced maintenance activities.   
 
F. Financial Sustainability Analysis of Nonrevenue Subprojects 

19. Financial sustainability analysis was carried out in accordance with ADB’s Financial 
Management and Analysis of Projects.4 A detailed review of the last 5 years (2005–2009) of 
MID revenue and expenditures assessed historical financial performance, capital structure, 
generation of internal funds to support current operations, i.e., the ability to finance a reasonable 
proportion of the project’s capital expenditures and ability to finance the operation and 
maintenance of the subprojects after completion. Projections are prepared to assess the likely 
financial performance of MID for a period of operation following subproject commissioning.  
 
20. The objectives of this section are to  

(i) review the revenue generation capacity of MID and the share of revenues from 
senior government sources during 2006–2009 and the amount of expenditure 
that this supports; and 

(ii) assess the financial capacity of providing total counterpart funding of 
$12.5 million during 2011–2015 based on MID’s revenue-generating capacity. 

 
21. Revenues and expenditures. The annual contribution is compared with the overall 
annual ministry expenditures. ADB and the governments of Australia and New Zealand will 
provide grants totaling $72.8 million, while the Government of Solomon Islands will provide 
$12.5 million or SI$97.5 million equivalent as an equity contribution. The government 
contributions were analyzed in terms of affordability relative to 2009 revenues and expenditures. 
The project’s annual counterpart contribution is about SI$19.5 million or 40% of 2009 annual 
expenditure and revenues (Table 2). Given that the annual counterpart contribution exceeds 
20%5 of the generally accepted criteria employed by the World Bank, a project covenant should 
be that the government must ensure that counterpart funds will be provided in a timely manner, 
adequate annual funding is maintained for operation and maintenance of project facilities, and 
project facilities will be operated and maintained in accordance with applicable engineering 
practices. 

 
 
 

 

                                         
4  ADB. 2005. Financial Management and Analysis of Projects. Manila. 
5  Based on generally accepted criteria employed by the World Bank, the counterpart contributions are 

considered to be affordable if the required annual counterpart contribution does not exceed 
approximately 15%–20% of the projected total annual budget. 



 

Table 2: Revenues and Expenditures (2005–2009) 
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(SI$’000) 

Item 2005 2006 2007 2008 2009 
Average Annual  
Growth Rate (%) 

Revenues 7,867 12,515 1,617 1,144 1,725 (23) 
Expenditures 27,501 49,240 27,501 50,818 47,343 10 
Roads maintenance 3,186 2,718 3,098 3,361 2,958  
Maintenance of wharves and jetties 12 152 12 152 562  
Maintenance of airstrips 1,539 1,685 1,539 - 63  

( ) = negative. 
Source: Solomon Islands Ministry of Finance and Treasury.  
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