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1. Sector Performance, Problems, and Opportunities 

1. An assessment of public expenditure and financial accountability (PEFA) in Solomon 
Islands1 in 2012 showed that most areas of public financial management had improved since the 
first assessment in 2008.2 The government and the Core Economic Working Group (CEWG) 
development partners used the results from the 2012 PEFA assessment to refine the design and 
implementation of a comprehensive economic and financial reform program. This program has 
improved the government’s public financial management considerably since it began in 2009.3 
The government exceeded 2010 and 2011 fiscal targets set under an International Monetary 
Fund (IMF) standby credit facility. The government has aimed to build cash reserves, and it 
achieved budget surpluses equivalent to 6.2% of gross domestic product (GDP) in 2010 and 
9.0% of GDP in 2011. It ran a deficit of 0.6% of GDP in 2012. 4  This was due to 
lower-than-expected revenue collection resulting from slow economic growth and an increase in 
spending, including one-off expenditures for the Pacific Arts Festival, investment in tertiary 
education abroad, and greater development allocations to constituency funds, which are funds 
for rural development provided to local constituencies. 
  
2. Improvement in public sector financial management in 2012 included an ongoing 
strengthening of debt sustainability, the development of a new debt management strategy, 
substantial upgrading of the financial management systems, steps that ensured that contingency 
warrants were fully-funded, an in-depth analysis of line ministry spending, and better 
accountability and transparency in the government’s annual budget.5  

 
3. Weaknesses remain, however, and they have prevented the government from raising 
sufficient revenue to allocate resources to fund public services for sustainable development in 
the way envisaged in its National Development Strategy. The government’s financial 
management continues to be constrained by (i) weak performance in revenue collection and 
administration, (ii) insufficient capacity in the public sector to absorb the comprehensive public 
sector management reforms, (iii) weak coordination between relevant agencies, and (iv) the 
weak performance and low accountability of state-owned enterprises (SOEs). 
 
4. Weak performance in revenue collection and administration. Elements of the 
revenue system and of revenue collection are inefficient and unfair. The tax base is narrow, with 
primarily reliance on inland revenues and fees (about 60%) and substantially reliance on 
customs and excise taxes collected from logging and primary commodities (about 30%). Archaic 
and ad hoc tax exemptions are common. The legal framework for the collection of government 
tax and nontax revenues is not comprehensive and out of date. The government has the 
opportunity to improve revenue administration by curbing arbitrary revenue exemptions and 
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  European Union. 2012. Government of Solomon Islands Public Expenditure and Financial Accountability 

Assessment: First Draft Report. Unpublished. 
2
  European Commission. 2008. Solomon Islands Public Financial Management Performance Report. Brussels. 

3
  The government members of the core economic working group include the Ministry of Finance and Treasury, the 

Ministry of Development Planning and Aid Coordination, the Central Bank of Solomon Islands, and the Prime 
Minister’s Office. The development partner members are the Asian Development Bank, Australia, the European 
Union, New Zealand, the Regional Assistance Mission to Solomon Islands, and the World Bank. 

4 The budget deficit of $20 million in 2012 was funded from reserves. 
5
  The Solomon Islands Core Economic Working Group Joint Review Mission. 2012. Report of the Economic and 

Financial Reform Program: Third Annual Joint Review. Honiara. 



2 

diversifying the country’s economic base beyond logging. Sectors that have the potential to 
contribute to economic growth to replace logging include mining, agricultural commodities, 
fisheries, and tourism.  
 
5. Weak capacity for reforms in the public sector. The capacity within the public sector 
to absorb comprehensive reforms of financial management is limited. The sector has difficulty 
retaining experienced and qualified officers because it cannot offer salaries and benefits that are 
competitive with those provided by the private sector and international organizations. The 
government can address this issue by pursuing clear strategies and appropriately sequencing 
reform initiatives related to public service reforms. The government can develop a public sector 
workforce plan to address (i) what services the government can afford to deliver; and (ii) the most 
efficient, effective way to deliver those services.  

 
6. Weak coordination between government agencies. 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 or expected levels of service 
delivery. Detailed government financial management can be improved by better coordination 
between agencies responsible for the recurrent and development budgets. Key reform 
opportunities in this area include (i) strengthening budgetary planning and execution processes 
and (ii) adopting a medium-term budget framework. These reforms would require close, regular 
consultation among the MOFT, Ministry of Development Planning and Aid Coordination, other 
line ministries, and the Central Bank of Solomon Islands.  

 
7. Weak state-owned enterprises. SOEs in Solomon Islands absorb large amounts of 
scarce public capital on which they provide very low returns. This diverts government resources 
from vital social investments in health and education and drives up the costs of services for 
which the SOEs are the sole providers. 6  The State-Owned Enterprise Act 2007 and 
accompanying regulations issued by the government in 2010 provided a robust framework for 
the governance and monitoring of the SOEs. The implementation of the Act has helped SOEs 
improve their corporate performance and accountability. The act requires an SOE to operate 
profitably unless it has been asked by the government to provide services at a loss to serve 
targeted groups. In such cases, the government must compensate the SOE, based on the 
agreement called community service obligations.7 The regulations also require that SOEs 
prepare annual statements of corporate objectives, which are rolling 3-year plans specifying 
business purposes, mission statements, and strategic directions.  
 
 2. Government’s Sector Strategy 

8. The government has used the CEWG’s support to design, implement, and monitor its 
comprehensive public sector management reform program. The initial focus was on public 
financial management reform to improve the government response to the economic and fiscal 
challenges facing the country during the 2008–2009 global economic crisis. The CEWG process 
has included a policy matrix based on consensual agreement among group members. The 
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of –13.9% for FY2002–FY2008 and overall losses of SI$184 million ($24 million) during the same period. Their 
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process is government-led and the CEWG is chaired by the minister of finance and treasury. It 
involves very close collaboration between the government and key development partners. The 
government articulates its economic and public financial management reform plans with 
technical support from CEWG development partners. The government and development 
partners discuss the provision of budget support for these reform plans and associated technical 
assistance in support of the government’s priorities. The formation of the CEWG led to a 
successful request in 2010 for an IMF standby credit facility and the start of general budget 
support from the Asian Development Bank (ADB) and the European Union in 2010. It also led to 
annual funding by Australia for the health sector and for education by New Zealand since 2010. 
In addition to the standby credit facility arrangements in June 2010 and December 2011, the IMF 
approved a 3-year extended credit facility arrangement in November 2012 to tackle institutional 
and structural issues resulting from external shocks. CEWG members and the IMF have 
coordinated and synchronized the reform actions under their respective programs. 
 
9. The CEWG reforms focus on three areas: (i) strengthening public financial management, 
(ii) promoting priority structural reforms, and (iii) giving priority to the needs of the most 
vulnerable members of the community. The country’s economy has recovered from the global 
crisis since the CEWG’s establishment and is now in a transition to sustainable development 
under the government’s National Development Strategy, which focuses on human resources and 
inclusive development. The CEWG helped the government address the challenges of weak 
capacity and resources to allow the government to implement comprehensive public sector 
management reform. It served as a platform for development partners providing budget support 
or policy-based grants to help preserve expenditures and essential services while laying a 
stronger foundation for medium-term economic growth. An improvement in the country’s security 
situation and political stability that has occurred since civil conflict ended in 2003, combined with 
continued progress toward fiscal stabilization, will enable the government to devote more 
attention to a long-term development strategy that addresses institutional reforms in areas 
besides finance and treasury, business laws, and development planning and aid coordination.  

 
10. Since 2009, the government’s reform program has (i) achieved fiscal stability, improving 
its fiscal position and the sustainability of its debt; (ii) strengthened the government revenue base 
by making the inland revenue department more efficient;  (iii) improved the budget preparation 
process by increasing the involvement of line ministries and consultation with civil society 
organizations and provincial governments, (iv) made the budget process more transparent 
through greater use of press releases and the MOFT’s website, and (v) strengthened control of 
government expenditures through improved cash management and continuing development of 
public financial management systems, including those governing payroll, commitment tracking, 
financial reporting, and internal audit.  

 
11. Despite political uncertainty and the risk of a vote of no confidence that followed a change 
of government in August 2010 elections, the CEWG and the economic reforms it has pursued 
have remained on track and made progress. In 2010, the coalition government, which remains in 
power, established a National Bureau for Economic and Social Reform in the Prime Minister’s 
Office. In January 2011, the bureau produced a document8 that translated the government’s 
broad policy directions into concrete implementation plans and strategies over the short, medium, 
and long terms. Based on this policy document and the MOFT’s corporate plan, the government 
plans to build on the achievements and experience of the public financial management reform 
undertaken so far. The strength of the CEWG comes from strong government leadership, the 
trust that exists between the small group of partners, and its focused agenda. Some 
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development partners want to expand the CEWG process and agenda to promote greater 
discussion of outcomes and service delivery. In 2012, an annual joint review by CEWG9  found 
that the government’s priorities should be to (i) strengthen public administration and human 
resources to respond to institutional weaknesses and capacity needs in central fiscal agencies 
and key implementing agencies, (ii) strengthen the budget planning and execution process to 
make more effective use of public spending, (iii) develop a comprehensive public financial 
management roadmap, (iv) operationalize a newly created procurement unit in the MOFT, (v) 
maintain recent gains in macroeconomic stability and fiscal management, and (vi) continue 
enhanced engagement with the IMF.  
 
 3. ADB Sector Experience and Assistance Program 

12. ADB provided policy-based cluster support under the Economic Recovery Support 
Program (ERSP) to help the government respond to the global economic crisis. Subprogram 1 
was approved in 2010 and subprogram 2 in 2011. The program was implemented through the 
CEWG’s mechanisms. ADB continues to take part in CEWG policy dialogue. It participated in the 
annual joint review in 2012 even though it did not provide a program grant that year (para. 11).  
 
13. The government’s economic and financial reform matrix focuses 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, the 
CEWG’s development partners, including ADB, provided budget support grants to the 
government in 2010 and 2011.10 The members of CEWG have since formulated medium-term 
policy matrices aimed at deepening the reforms in the same areas of focus. The cabinet 
endorsed the medium-term policy matrices covering 2011–2013 in June 2011 and those for 
2013–2015 in February 2013.  
 
14. To support donor coordination and aid harmonization, ADB assessed the ERSP along 
with other CEWG members during the last joint review mission to Honiara in July 2012. ADB’s 
completion report rated the ERSP highly successful.11 The report found that the program 
succeeded in helping Solomon Islands recover well from the adverse effects of the global 
economic crisis. ADB staff participated in the first and third annual reviews of the 
CEWG-supported reform program conducted in 2010 and 2012, which12 have been timed to 
inform the new government on progress and possible future steps in the reform agenda. The 
2012 review concluded that progress through the second quarter of 2012 had been good, 
particularly in the area of public financial management. It also found opportunities to consolidate 
and streamline some of the CEWG’s operations. Better alignment of the contributions and 
processes of the development partners with the government’s own procedures was also seen to 
be important. 

                                                 
9
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 In January 2010, the New Zealand Aid Programme provided a sector-specific grant of SI$29.0 million and Australian 
Agency for International Development provided SI$22.3 million. 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.  
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  ADB. 2012. Completion Report: Solomon Islands Economic Recovery Support Program—Subprograms 1 and 2. 

Manila.    
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 ADB staff from the Pacific Liaison and Coordination Office participated in the technical team of the 2010 and 2012 
joint review missions. The annual review mission usually comprises three or four technical experts from development 
partners and three technical officials from Central Bank of Solomon Islands, Ministry of Development Planning and 
Aid Coordination, and the Ministry of Finance and Treasury. The development partners take turns to nominate their 
experts or fund a consultant to participate in the annual joint review.  



 

 

Problem Tree for Public Sector Management 
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SOE = state-owned enterprise. 
Source: Asian Development Bank.
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Sector Results Framework (Public Sector Management, 2014–2016)  

 
Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Outcomes with  
ADB Contribution 

Indicators with Targets 
and Baselines 

Outputs with ADB 
Contribution 

Indicators with 
Incremental Targets 

Planned and Ongoing 
ADB Interventions 

Main Outputs Expected 
from ADB Interventions 

Improved public financial 
management and 
planning 

 

Total public debt does not 
exceed 30% of GDP. 
(2004 baseline: 41% prior 
to Honiara Club 
Agreement signing) 

SOEs get no fiscal 
support outside of the 
community services 
obligation framework 
during 2014–2016. 
(2002–2009 baseline: 
$52 million) 

Annual government 
revenues are at least 
30% of GDP. (2010 
baseline: 30.4%) 

Public sector 
management and 
institutions assessment 
rating is maintained or 
increased. (2011 
baseline: 3.1) 

Number of companies 
registered increases by 
5% in 2016 from 2011 
level of 270  

 

 

Effective legislation on 
public financial 
management including 
new Public Finance Act 
adopted and 
implemented, the 
capacity of SOEs 
strengthened, and 
pricing for public 
services made 
affordable 

Time required to open 
businesses and close 
companies is 
maintained with the 
modernization of the 
registry of companies. 
(2011 baseline: 1 day) 

Overall score of public 
understanding of 
government policy is 
improved in the annual 
People’s Surveys for 
2012-2015. (Baseline: 
all indicators in 2011 
survey, especially 
“leadership”) 

Annual customs 
revenue increases to 
25% of total revenues 
and grants by 2016. 
(2010 baseline: 22%) 

Planned key activity 
areas 

Policy dialogue and 
recommendations to the 
government through the 
Core Economic Working 
Group  

Pipeline projects with 
estimated amounts 

Economic and financial 
reform programs ($5.0 
million for 2013, and $5.0 
million for 2015) 

 
Ongoing projects with 
approved amounts 

Pacific Private Sector 
Development Initiative 
($21.8 million) 

State-Owned Enterprise 
Reforms ($225,000) 

Planned key activity 
areas 

Continuing and deepening 
development coordination 
through the joint 
government–development 
partners Core Economic 
Working Group 

Strengthened regulatory 
framework and policies 
that promote efficiency, 
transparency, and integrity 
of SOEs and agencies 
providing public services  

Pipeline projects  

Strengthened technical 
and managerial capacity of 
government counterparts  

Ongoing projects  

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

SOE Act being 
implemented and enforced 

Operationalization of online 
companies and secured 
transaction registries 

ADB = Asian Development Bank, CPS = country partnership strategy, GDP = gross domestic product, SOE = state-owned enterprise. 
Source: Asian Development Bank.  
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