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SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT 
 

Sector Road Map 
 

1. Sector Performance, Problems, and Opportunities 
 
1. The quality of public sector financial management has been improved in recent years, 
thanks to a series of public expenditure reforms including eliminating the backlog of central 
government financial statements, introducing transparent and rigorous auditing, paying debt 
interest and trade creditor arrears, and increasing revenue collection. However, a number of 
weaknesses remain in public sector financial management which adversely affect public service 
delivery, threaten aggregate fiscal discipline, and undermine the strategic allocation of public 
resources. These weaknesses include (i) lack of overall fiscal discipline in the budget process, 
public financial system (accounting, recording, and reporting), revenue policy, and expenditure 
forecast and control; (ii) low economic productivity caused by inefficient state-owned enterprises 
(SOEs), high cost of doing business, and inefficient transport; (iii) constraint on services delivery 
to citizens, especially the poor and vulnerable; and (iv) lack of ownership and awareness of 
government public sector management by citizens. 
 
2. Lack of overall fiscal discipline. Several aspects of public finance collectively 
contribute to a lack of overall fiscal discipline. First, Solomon Islands was assessed as having a 
high level of debt stress in the early 2000s after the ethnic tensions of 1998–2003. The 
government incurred unsustainable external debt. In 2005, as part of the country’s fiscal 
consolidation program following the serious ethnic tensions, the government signed the Honiara 
Club Agreement with four major Solomon Islands creditors—Australia, the European 
Commission, the European Investment Bank, and the International Fund for Agricultural 
Development. The Asian Development Bank (ADB) and the World Bank did not sign the 
agreement but witnessed the original meetings. The Honiara Club Agreement committed the 
Government of Solomon Islands to no new borrowing until it reached green light status under the 
International Development Association debt distress rating system, but is silent about resuming 
borrowing during the transitional “yellow light” period. Second, the budget process—preparation, 
execution, and monitoring—is weak, and the recurrent and development budgets are fragmented 
and uncoordinated. The budget process is the responsibility of the Ministry of Finance and 
Treasury (MOFT), and the recurrent and development budgets are the responsibility of the 
Ministry of Development Planning and Aid Coordination. The annual inputs budget is not yet 
linked to outputs and to expected levels of service delivery. Intergovernmental coordination 
among agencies responsible for detailed government financial management is weak. Third, the 
revenue system and collection remain weak. The tax base is still narrow with reliance on logs 
and primary commodities. In addition, archaic and ad hoc tax exemptions still exist. 
 
3. Weak structural support for enhancing economic activities and productivity. The 
private sector in Solomon Islands faces considerable challenges in doing business in the formal 
sector due to limited access to resources and infrastructure that facilitate its economic activities. 
First, the private sector has to compete with SOEs to access scarce resources. Solomon Islands 
SOEs absorb large amounts of scarce capital on which they provide very low returns, divert 
government resources away from vital social investments in health and education, and drive up 
the costs of doing business where they are the sole service providers.1 Second, information and 

                                                 
1 The Solomon Islands SOE portfolio is one of the poorest performers in the Pacific in terms of return on equity, with an 

average return of –13.9% for FY2002–FY2008 and accumulated losses of SI$184 million ($24 million) during the 
same period. 
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communication technology penetration in Solomon Islands remains much lower than in most 
Pacific islands countries.2 In 2010, the fixed telephone penetration rate was less than 2.0% and 
the internet rate less than 0.5%, while the mobile telecommunication was around 25.0%, up from 
10.0% in 2009. The limited availability of roads and mains electricity together with rugged terrain 
throughout most of Solomon Islands makes network expansion into rural areas difficult and 
costly. The liberalization process in accordance with the Telecommunications Act 2009 
introduced competition in mobile communications in late 2009, which resulted in rising mobile 
penetration and lower local tariffs. While further liberalization in mobile and internet service 
provision will increase competition, high costs and limited capacity of international bandwidth due 
to a total dependency on satellite connectivity undermine the effect and limit the extent of 
competition. Therefore, market liberalization alone may not result in improved sector 
performance. Third, the business regulatory environment has not been very conducive to the 
private sector doing business. Prior to the ADB-supported companies registry becoming 
operational in July 2010, starting a business in Solomon Islands in 2010 involved seven 
procedures and took 57 days at a cost of 52.7% of per capita income. Fourth, 85% of the 
population in rural areas has difficulty raising finance because of commercial banks' caution, 
unclear land rights, systemic difficulties in using all types of collateral for loans, lack of a clearing 
system outside Honiara, and large infrastructure gaps. Among development partners, ADB is a 
leading donor in private sector development in Solomon Islands. It has been providing 
assistance aiming to enhance the business enabling environment such that it operates as an 
innovative mechanism that can rapidly respond to reform initiatives in the Pacific islands.3 
 
4. Constrained services delivery to citizens, especially the poor. The budget 
appropriates funds for 21 line agencies that require large numbers of staff members to provide 
registry and other common services. However, Solomon Islands is constrained by both the 
budget and the number of able and experienced managers. In addition, line agencies have 
limited capacity to regulate, with the public service culture not focusing on service delivery. 
Delivery of public services in Solomon Islands faces the following constraints:  

(i) Policy analysis is weak, with draft policy papers tending to be prepared by 
expatriate advisors instead of local officers. Policy development is hampered by a 
largely outdated legal framework.  

(ii) Line agency corporate plans often lack a relationship to government priorities. 
There is a gap between agencies’ understanding of direction of government policy 
and their development of realistic and timely implementation strategies.  

(iii) Most agencies in Solomon Islands face systemic problems and operate with 
budgets that are insufficient to accomplish their goals. Thus, it is particularly 
important to relate budget to costs of the government’s program priorities.  

(iv) The importance of the citizens is often overlooked. Since stakeholder 
expectations are low, the demand for certain kinds of service and service 
improvement is not likely to be great. 

 
5. Lack of local ownership and awareness of government public sector management 
policy. In Solomon Islands, citizens are unaware of what the government should do and do not 
know how to express their demands for certain type of services. Larger civil society institutions, 
such as churches or women’s groups, do not appear to be interested in government performance. 
There is no requirement for public finance transparency. Prior to the Economic Recovery 
Support Program, public finance statistics were not regularly disseminated by the MOFT. The 

                                                 
2 Information and communication technology penetration is defined as the number of subscribers per 100 inhabitants. 
3 ADB. 2006. Technical Assistance for Pacific Private Sector Development Initiative (Phase 1). Manila; ADB. 2010. 

Technical Assistance for Pacific Private Sector Development Initiative (Phase 2). Manila. 
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government also does not have a comprehensive communications engagement strategy to 
inform citizens of its policy actions. Little information on government policy and reforms reaches 
the majority of citizens who live in rural areas. 
 
 2. Government’s Sector Strategy 
 
6. In March 2009, the government established the Core Economic Working Group (CEWG), 
comprising central government agencies and the central bank and key development partners,4 
to improve coordination and dialogue between the government and development partners and to 
meet the economic and fiscal challenges facing the country. The global economic crisis of 
2008–2009 has placed considerable pressure on the country’s economic performance, which 
exacerbated the already anticipated structural slowdown in forestry.5 The lack of growth put 
further pressure on the government’s fiscal position. The CEWG provided resolution to the crisis 
by offering a platform for development partners to provide budget support to help preserve 
expenditure and essential services while laying a stronger foundation for medium-term economic 
growth. The improved political and security environment, combined with continued progress 
towards fiscal stabilization, will enable the CEWG over time to focus more on the long-term 
development strategy and budget support to be aligned to this strategy, although the immediate 
focus of the CEWG has been strengthening fiscal management. 
 
7. The government has continued to steadily implement its public financial management 
reform program. The vast majority of reforms in this area have already been achieved. Progress 
has been particularly notable in terms of strengthening fiscal discipline, with the government 
committed to meeting the 2010 fiscal targets of the International Monetary Fund (IMF) standby 
agreement, including a 2.5% overall surplus. Progress has been visible in both expenditure and 
revenue management—an area that had received little attention until recently. On the 
expenditure side, the withdrawal of warrants is one of the measures undertaken that should yield 
greater savings, while on the revenue side the adoption of guidelines to increase compliance 
with exemption guidelines is an important step forward, as is the strengthening of customs 
enforcement at the wharf. The IMF has been providing technical assistance to the government to 
develop a resource rent framework. 

 
8. Despite the change of government after the general elections in August 2010, the CEWG 
and related economic reform have stayed on track and continued making progress. In early 
October 2010, the newly formed National Coalition for Reform and Advancement Government 
delivered its consolidated policy statement, which laid out the government’s broad policy 
directions. The new government established a National Bureau for Economic and Social Reform 
(NBESR), a policy unit in the Prime Minister’s Office. The NBESR instructed government 
agencies to translate the government’s broad policy directions into concrete implementation 
plans and strategies over short-, medium-, and long-term time frames. The translation exercise 
with the NBESR revising implementation plans and strategies was completed in January 2011. 
This produced the Translation Document of the Policy Statement.6  

 

                                                 
4 The Government of Solomon Islands members of the CEWG include the Ministry of Finance and Treasury, the 

Ministry of Development Planning and Aid Coordination, the Central Bank of the Solomon Islands, and the Prime 
Minister’s Office. The development partner members are ADB, the Australian High Commission, the European 
Union, the New Zealand High Commission, and the World Bank. 

5 After growing at an average annual rate of close to 7% from 2003 to 2008, real economic growth in 2009 was close to 
zero. 

6  Government of Solomon Islands. 2010. Translation Document of the Policy Statement. Honiara. 
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9. Based on the translation document and the MOFT’s corporate plan, the government has 
planned to build on achievements and experience from recent public financial management 
reforms. The strength of the CEWG is based on strong government leadership, the trust that 
exists among the small group of partners, and the focused agenda. There is clearly a desire 
among some partners to expand the CEWG and its agenda over time to promote a greater 
discussion about outcomes and service delivery. The 2010 annual joint review of the government 
public financial management reforms recommended that the CEWG focus on consolidating the 
progress achieved to date in the short term, ensuring strong government ownership and, where 
appropriate, streamlining the processes and practices of the CEWG to provide a solid framework 
for the future. A number of recommendations included (i) strengthening the review process which 
is supported by simplified and consolidated reporting documents, (ii) streamlining policy actions 
under the policy matrix to ensure a focus on those of critical or strategic value, and (iii) 
introducing a number of measured initiatives to build awareness of the CEWG among a broader 
group of stakeholders. 
 
 3. ADB Sector Experience and Assistance Program 

10. ADB agreed to provide the grant-funded program in close collaboration with CEWG 
members. The program was designed as a cluster program comprising two subprograms, with 
the first and second subprograms scheduled for ADB Board approval in 2010 and 2011 to 
support reforms related to the 2010 and 2011 budgets. The program has been implemented 
through the CEWG mechanisms. The government articulates its economic and public financial 
management reform plans through the CEWG, which constructs the dialogue between 
government and development partners with regard to the provision of budget support and 
associated technical assistance in support of government priorities. 
 
11. A broad-ranging reform agenda was articulated in the policy matrix of the government’s 
economic and financial reform priorities focusing on efforts to stabilize the fiscal position, 
strengthen public financial management, promote priority structural reforms, and give priority to 
the needs of the most vulnerable members of the community. Based on the timely 
accomplishment of the reform priorities identified in the 2009 and 2010 policy matrices, CEWG 
development partners including ADB have provided budget support grants to government.7 The 
CEWG members have formulated the 2011–2013 policy matrix, comprising policy actions to be 
accomplished by the end of 2011, 2012, and 2013. On 16 June 2011, the cabinet endorsed this 
medium-term policy matrix, which continues to deepen the reforms in the same focused areas. In 
parallel, the IMF also provided the Standby Credit Facility for Solomon Islands to support the 
government’s priority economic reforms, with the first tranche release in June 2010. 

12. The progress and achievements under the program were assessed jointly during the first 
annual joint review conducted in August 2010. The technical evaluation team comprised 
representatives from the government and CEWG development partners.8 The review was timed 
so that its findings could usefully inform the new government about the progress of the CEWG 
and possible future steps in the reform agenda. The annual joint review concluded that progress 
towards the 2010 reforms was good, particularly in the area of public financial management. A 

                                                 
7 The New Zealand Aid Programme provided a sector-specific grant of SI$29.0 million and the Australian Agency for 

International Development provided SI$22.3 million in January 2010. ADB provided a general budget support grant of 
$5 million in April 2010. The European Union provided a general budget support grant of €15 million in December 
2010.  

8 The technical team was led by ADB staff. Other technical members included representatives from the New Zealand 
Ministry of Foreign Affairs and Trade, the European Union, the Ministry of Finance and Treasury, and the Central 
Bank of Solomon Islands. 
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few reform measures where progress was slower than anticipated could be addressed by the 
end of 2011 pending actions by the government. The review found that the CEWG has been 
effective and is a valuable mechanism for all stakeholders. Some key factors underpinning the 
success of the CEWG included the strength of the government’s leadership, commitment, and 
support; high-level engagement by development partners; and the CEWG’s focus. The annual 
joint review foresees opportunities to consolidate and streamline some of the operations of the 
CEWG. Further alignment of donor contributions and processes with the government processes 
will also be important. 
 



 

Problem Tree for Public Sector Management 
 

  
SOE = state-owned enterprise. 
Source: Asian Development Bank. 
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