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PROGRAM IMPACT ASSESSMENT  

 
A. Introduction 

 
1. This program impact assessment summarizes the potential impacts the reforms under 
the proposed Improved Fiscal Sustainability Reform Program (the program) will have on 
Solomon Islands’ economy. It will highlight the different features of the program and analyse 
relevant empirical studies to understand the potential impact of the reform actions.  
 
B. Reform Areas under the Program and its Effects 
 
2. The program is stand alone, that is, conditionalities are designed as prior actions that 
are completed before board approval. The program builds on longstanding and coordinated 
assistance provided the Asian Development Bank (ADB) to support the government’s efforts 
to implement policy and institutional reforms that have helped to progressively improve 
macroeconomic management, fiscal sustainability, the business climate, public financial 
management (PFM), state-owned enterprises (SOE) governance and performance, and 
service delivery. It consists of three key reform areas that are drawn from the policy reform 
matrix (PRM) of the core economic working group (CEWG), which was established to help 
mitigate the impact of the global financial crisis. The CEWG now is used as a coordinating 
mechanism for government and development partners on policy reform priorities associated 
with budget support. 
 
3. The reform areas are: (i) PFM, (ii) fiscal sustainability; and (iii) the private sector 
investment climate. The expected effect of the program is public sector management and 
service delivery improved. This will be measured via: the fiscal deficit maintained below 1.5% 
of gross domestic product (GDP) in 2020 and at least 200 new businesses registered of which 
at least 25% of total company shareholders/directors are women in 2020. Other qualitative 
indicators include an improved Public Expenditure and Financial Accountability (PEFA) 
assessment rating for the Solomon Islands (based on baselines achieved in 2012, the last 
time the PEFA assessment was conducted)1 and an increased Distance-to-Frontier (DTF) 
score in the 2019 Doing Business report.2   
 
C. Impact Analysis 
 
4. Impact of Reform Area 1: Public Financial Management. The key policy actions to 
improve PFM under the program are: (i) the review of the government’s PFM Reform 
Roadmap 2014–2017,3 (ii) the approval of a PFM Action Plan 2018–2019, which focuses the 
government’s efforts to strengthen cash management, fiscal forecasting, and compliance with 
international accounting standards, and which includes gender analysis, (iii) approval of the 
debt management regulations under the Public Financial Management Act (2014), which 
formalizes rules and procedures for new borrowing by Government agencies and SOEs, and 
(iv) Parliamentary approval of the anticorruption bill 2018 and whistleblower bill 2018, which 
will strengthen laws and regulations, and establish the anti-corruption commission with 33% 
women members and a code of conduct and anti-sexual harassment policy for public office 
holders and civil servants. In addition, the post-program partnership framework (PPPF), which 
is a working-level commitment to jointly prepare the next phase of associated, and more 

                                                           
1  Government of Solomon Islands. 2012. Public Expenditure and Financial Accountability (PEFA) Assessment: 

Final Report. Honiara. PEFA is a methodology for assessing public financial management performance. It 
identifies 94 characteristics (dimensions) across 31 key components of public financial management (indicators) 
in 7 broad areas of activity (pillars). See https://pefa.org.   

2  Distance to frontier shows how far on average an economy is from the best performance achieved by any 
economy on a specific Doing Business indicator (http://www.doingbusiness.org/). The measure is normalized to 
range between 0 and 100, with 100 representing the best performance (the frontier). 

3  Government of Solomon Islands. 2014. Public Finance Management Reform Roadmap 2014–2017. Honiara. 

http://www.adb.org/Documents/RRPs/?id=52074-001-2
http://www.adb.org/Documents/RRPs/?id=52074-001-2
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substantive, reforms to support program sustainability in 2019–2020 include the following 
policy actions: (i) the government shall implement the recommendations of the PFM Action 
Plan 2018–2019, (ii) approve additional regulations under the PFM Act 2014 including 
regulations on the use of public funds, the budget process, and public procurement, and (iii) 
commence implementation of the anticorruption act 2018 and the whistleblower Act 2018 
including appropriating funds for the establishment of the Anticorruption Commission.  
  
5. Implementation of these reforms is expected to improve the quality of budget systems 
and institutions, which will be captured in the next PEFA assessment. In the PEFA 
performance report, a score of “A” is the highest possible score and “D” is the lowest.  The 
following indicators are expected to improve as a result: (PI-3) aggregate revenue outturn 
compared to original approved budget, which received a score of “D” in 2012, (PI-17) recording 
and management of cash balances, debt and guarantees, which received a “C+” score, (PI-
I8) (PI-20) effectiveness of internal controls for non-salary expenditure, which received a “C+” 
score, (PI-22) timeliness and regularity of accounts reconciliation, which received a “C+” 
score, (PI-23), (PI-25) quality and timeliness of annual financial accounts, which received a 
“B” score, and (PI-27) legislative scrutiny of the annual budget law, which received a “D+” 
score (footnote 1). 

 
6. Although the PEFA ratings are an internationally accepted measure of the quality of 
PFM systems, there are not many empirical studies that assess its significance due to the 
methodology’s relatively young history. However, there are a growing number of research that 
demonstrate the positive relationship between PFM and fiscal outcomes. For example, 
Prakash and Cabezon (2008) conducted research among the Sub-Saharan African countries 
using data from PFM assessments for the highly indebted poor countries (HIPC) that are 
produced by the IMF and World Bank. Their research findings disclosed significant correlation 
between PFM quality and fiscal balances after controlling for macroeconomic effects. The 
overall balance, including and excluding grants, is positively and significantly related to the 
PFM overall score in the HIPC assessments.  Some of the 16 indicators in the HIPC 
assessments are closely related to the expected outcome of the action plans under 
subprogram 1, such as, the quality of fiscal/banking data reconciliation (indicator 11) and 
timeliness of internal budget reports (indicator 12).4  
 
7. Similarly, Dabla-Norris et al. (2010) constructed multi-dimensional indices of the quality 
of budget institutions, using several sources of data including PEFA, and investigated whether 
the quality of budget institutions is associated with desirable fiscal outcomes.5 Their analysis 
suggests that strong budget institutions help improve fiscal balances and public external debt 
outcomes. These results further support the positive influence these proposed reforms will 
have on the government’s ability to improve public sector management and deliver services. 
 
8. Impact of Reform Area 2: Fiscal Sustainability. Continued fiscal management 
problems throughout 2017 resulted in the accumulation of substantial expenditure payment 
arrears (equivalent to 1.4% of GDP), which has adversely affected the ability of ministries to 
plan and execute activities, and delayed payment of goods and services provided by 
businesses that rely on Government contacts. Since 2015, the government has pursued 
expansionary fiscal policy with targeted investments towards rural infrastructure and 
development, and the health and education sectors. Between 2015–2017, the government 
posted fiscal deficits and financed these through a drawdown of the government’s cash 
reserves. This increase in expenditures resulted in cash reserves declining from 3.6 months 
of recurrent spending at end-2015, to around 0.7 months in 2017, well below the government’s 

                                                           
4  The IMF and World Bank developed a detailed methodology to test PFM systems in countries qualifying for debt 

relief under the Highly Indebted Poor Countries (HIPC) initiative. HIPC assessments were carried out in 2001 
and 2004 in 23 countries.   

5  E. Dabla-Norris et al. 2010. Budget Institutions and Fiscal Performance in Low-Income Countries. IMF Working 
Paper. No. 10/80. Washington, DC.   
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target of 2 months, and significantly eroding the government’s ability to absorb future shocks.6 
The new government, formed in November 2017, has committed to eliminate payment arrears 
and re-establish a balanced budget in 2018 to start rebuilding cash reserves to adequate 
levels.   

 
9. The key policy actions to improve fiscal sustainability under the program are: (i) the 
clearance of outstanding arrears of $17.8 million for 2017, (ii) the reduction in discretionary 
expenditures for Parliamentarian scholarships and shipping grants by 86% and 84% 
respectively, and (iii) the increase in tax revenue by 4.1%, year-on-year, and Customs and 
excise revenue by 4.9%, year-on-year, through improved compliance and administrative 
measures. The latter, in particular, will ensure a strong foundation on which to improve the 
operating relationship between the Ministry of Finance and Treasury (MOFT), Inland Revenue, 
and the Department of Customs and promote self-assessment, information exchange, and 
risk-based compliance. The following actions are included in the PPPF: (i) Introducing 
measures to improve cash management within government, (ii) improve fiscal forecasting 
through the adoption of a fiscal forecasting model, (iii) strengthen governance arrangements 
around discretionary expenditures such as the Constituency Development Funds, and (iv) 
adopt a new scholarship policy that includes gender equity measures. 

 
10. Aside from the projected increases in revenue collections and the improvements in 
administrative efficiencies, the implementation of these reforms can also be measured through 
the PEFA assessment. Improvements in the quality of the PFM system, which, as above, 
could lead to improvements in fiscal sustainability, can be demonstrated through the following 
indicators: (PI-3) aggregate revenue outturn compared to the original approved budget, which 
received a score of “D” in 2012, (PI-4) stock and monitoring of expenditure payment arrears, 
which received a “D” score, and (PI-15) effectiveness of collection of tax payments, which 
received a “D+” score (footnote 1). 

 
11. Impact of Reform Area 3: Private Sector Investment Climate. The small, dispersed 
population and remoteness from major markets such as Australia, New Zealand and the 
People’s Republic of China, increases the costs of public service delivery, constrains the reach 
of infrastructure, and reduces the range of opportunities for private sector development. The 
investment climate is an important factor in determining the extent to which the private sector 
can drive economic growth and job creation. The government has an important role to play, 
therefore, in promoting the enabling environment for greater investment and entrepreneurship, 
and which facilitates the diversification from unsustainable extractive industries.7 

 
12. The key policy actions to improve the private sector investment climate are: (i) review 
the existing tax regime to deliver a fair, simple, broad-based taxation system, which is gender 
sensitive and supports economic growth, (ii) Cabinet approval of a Sustainable Forestry Policy 
and a National Minerals Policy, to promote sustainable and inclusive economic growth by 
broadening the productive base, and (iii) Cabinet approval of a Competition Policy to promote 
competition and the economic empowerment of women. These actions are expected to, in 
turn, support the development of small and medium enterprises, encourage foreign and 
domestic investment, and reduce the cost of doing business. In addition, the following actions 
are included in the PPPF: (i) introduce value-added-tax, (ii) enact a fiscal regime for mining, 
(iii) adopt and enforce forestry rehabilitation policies, and (iv) review and strengthen laws and 
practices governing consumer protection, price controls, business licensing, and competition 
and consumer safeguards in the banking and insurance sectors. 

 
13. World Bank’s Doing Business report presents the ease of doing business ranking 
based on the DTF score which captures the gap between an economy’s performance and a 

                                                           
6  IMF. 2018 Article IV Consultation press release: http://www.imf.org/en/News/Articles/2018/07/30/PR18318 
7  ADB. 2017. Private Sector Assessment – Solomon Islands. Manila. 

http://www.imf.org/en/News/Articles/2018/07/30/PR18318
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measure of best practice (footnote 2). An improvement of 4-5 points in its DTF score of 58.13% 
as a result of these improvements in the tax system and policy, legal and institutional 
framework for competition could bring Solomon Islands close to the performance of Saudi 
Arabia (62.50), Qatar (64.86) and South Africa (64.89) in 2018. There is a vast amount of 
literature on the link between improving business regulations, such as “paying taxes” (number 
of payments per year, hours spent paying taxes per year, and the total tax and contribution 
rate as a share of profits), and new firm creation. For instance, La Porta and Shleifer (2008) 
found that firms view taxes (including tax compliance costs) as the major obstacle to 
registering a business.8 Bruhn (2011) found that the regulatory burden of taxation has been 
increasingly highlighted in surveys on doing business and that country case studies suggest 
that high compliance costs can contribute to the decision of businesses to operate informally.9 
This is particularly relevant for small and medium enterprises, which tend to face 
disproportionately high compliance costs. 
 
14. Divanbeigi and Ramalho (2015) is a recent study which analyzed whether business 
regulatory changes, measured with the DTF scores, are linked to economic outcomes. Using 
panel data for 2003–2013 across more than 180 countries, they found that an improvement of 
10 points in the DTF score is linked to an increase of around 0.5–0.6 new businesses per 
1,000 working-age adults.10 As highlighted in the program design and monitoring framework, 
more than 2000 new businesses are registered annually in Solomon Islands. Considering the 
new entry rates in other Pacific countries (Samoa: 1.04 in 2012, Timor-Leste: 4.63 in 2014, 
Tonga: 1.91 in 2012, and Vanuatu: 2.34 in 2009), the expected increase of the entry rate in 
Solomon Islands could be significant. This view is supported by several studies which suggest 
that increases in investment and formal firm creation resulting from tax reforms are also 
reflected in higher sales and GDP (Bruhn, 2011). For example, the introduction of the 
“SIMPLES” tax regime in Brazil in 1997, to simplify the collection of taxes for companies 
categorized as micro or small size, increased the share of micro firms that registered with the 
tax authorities by 7.2% and increased firm revenues by 37% (footnote 9).  
 
 

                                                           
8  R. La Porta and A. Shleifer. 2008. The Unofficial Economy and Economic Development. Brookings Papers on 

Economic Activity. Massachusetts.  
9  M. Bruhn. 2008. License to Sell: The Effect of Business Registration Reform on Entrepreneurial Activity in 

Mexico. World Bank Policy Research Working Paper 4538. Washington, DC. 
10 R. Divanbeigi and R. Ramalho. 2015. Business Regulations and Growth. World Bank Policy Research Working 

Paper. No. 7299. Washington, DC.   


