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MACROECONOMIC ANALYSIS 
 
A. Development Context 
 
1. Solomon Islands is a large Melanesian country with a land area of about 28,000 square 
kilometers. It is an archipelagic state comprised of six large islands, dozens of smaller islands, 
and hundreds of islets and atolls. The capital, Honiara, is located on Guadalcanal, the largest 
island. About 85% of the population of 652,000 is rural, living in widely dispersed villages of a few 
hundred persons. The economy is based on primary commodities from forestry, agriculture, and 
fishing. Alternative income-generating opportunities are scarce, especially in rural areas. 
Economic growth between 2015–2017 has been driven by expansionary fiscal policy, record high 
logging, and agriculture and fishing exports (Chart 1). 
 

Chart 1: Supply side contribution to GDP Growth (%) 
 

 
e = estimate, GDP = gross domestic product, p = projection. 
Source: Ministry of Finance and Treasury and ADB staff estimates. 

 
2. The country has steadily recovered from the civil conflict of 1999–2003 which resulted in 
severe economic contraction. The arrival of the Regional Assistance Mission to Solomon Islands 
(RAMSI) was instrumental in restoring law and order, rebuilding the state, and restoring effective 
development partnerships. RAMSI’s contribution was significant and Official Development 
Assistance to Solomon Islands peaked at 67% of gross national income in 2010 before dropping 
back to 16% in 2016. RAMSI’s early successes included stabilizing government finances and 
normalizing debt, as well as helping the government to carry out economic reforms, including a 
Public Financial Management Act, debt management framework, and a Central Bank Act. The 
focus later shifted to capacity building. 
 
3. During RAMSI’s deployment, Solomon Islands had relatively consistent economic 
growth. The recent growth has, however, masked deep problems in the economy, including 
limited per capita income growth, unsustainable logging, extensive poverty, and constraints to 
private sector investment. Capacity constraints exist across the public service and government 
accountability remains low in certain sectors. While export performance is currently strong, the 
longer-term prospects for sustaining growth are uncertain. Logging which accounted for 17% of 
domestic revenue and almost two thirds of exports in 2017 is expected to gradually decline over 
the medium term.   
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4. Fragility remains a defining feature of the development context. This was most recently 
highlighted in May 2014 when riots and looting broke out in Honiara and other parts of 
Guadalcanal. The underlying causes of the tensions—uneven regional development, grievances 
over the distribution of resources and administrative powers, land disputes, a youth bulge, and 
inadequate job creation—all remain largely unaddressed and, in some ways, reinforced by recent 
patterns of development. 
 
B. Money, Prices and External Sector 
 
5. Solomon Islands has an independent currency, the Solomon Islands dollar (SI$) which is 
pegged against an invoice-based basket of currencies. The currency basket peg replaced the 
previous US dollar peg in late 2012 and the trading band around the US dollar rate was removed 
in late 2014. The basket peg serves as the primary nominal anchor for controlling inflation. The 
central bank also manages overall monetary conditions through open market operations and the 
setting of bank reserve requirements. Maintaining adequate foreign exchange reserves is a 
principal concern to protect the basket peg. The role of monetary policy in managing economic 
activity is constrained due to the currency regime, structurally high excess liquidity (reflecting the 
accumulation of logging export receipts and unsterilized donor financing inflows), and the weak 
transmission mechanism. 
 

6. Inflation has been contained and averaged 0.2% during 2015−2017. Like other Pacific 
Island economies, international commodity prices play a significant role in overall inflation 
dynamics, with imports accounting for 40% of the consumer price basket. Lower international 
prices for food and fuel have helped to contain inflation in recent years. Weather conditions, such 
as floods, which weaken transport links and restrict local supply, also impacts on domestic 
inflation.  

 
7. Solomon Islands records a perpetual current account deficit (CAD), reflecting the country’s 
heavy import dependence. Food and fuel generally account for about 50% of merchandise 
imports. Merchandise exports are mostly primary commodities, especially logs. Regular deficits 
in the goods, services and primary income balances are generally financed by current and capital 
official aid inflows. The current account deficit is estimated equal to 4.4% of the gross domestic 
product (GDP) in 2017.  
 
C. Government Finances 
 
8. Solomon Islands made significant gains in establishing macroeconomic stability and 
strengthening institutions between 2011–2017, although there have been episodes of political 
instability. 
 
9. In the aftermath of the tensions, the government was faced with a debt crisis. In 2005, the 
government signed the Honiara Club Agreement with four major creditors (Australia, the 
European Commission, the European Investment Bank, and the International Fund for 
Agricultural Development), which provided for substantial debt forgiveness and restructuring while 
committing the government not to borrow until debt sustainability was restored. In the following 
years, the government delivered mostly fiscal surpluses and, combined with steady economic 
growth, this saw public debt fall from its peak of 62% of GDP in 2004 to 18% in 2011. The Honiara 
Club Agreement was reviewed in 2012 to enable new borrowing, subject to the introduction of a 
new Debt Management Framework which limits annual borrowing to prudent levels. 
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10. Domestic revenue collection has improved significantly over the past decade, rising from 
29.9% of GDP in 2006 to 40.3% in 2017. Solomon Islands also receives significant budget support 
equal to around 10% of total revenue during 2015-2017. Solomon Islands’ revenue system 
consists of taxes on income, goods and services, and international trade, as well as non-tax 
revenue measures. Income taxes are levied on both individuals and companies, along with a 
complex system of withholding taxes. Sales taxes are levied on all goods and services while 
duties are levied on most imports and certain exports (notably logs, minerals, and fish). Excise 
duties are also levied on certain goods, notably beer and tobacco products. Non-tax revenues are 
primarily of revenue from fishing license issuance. Key issues in the revenue system include a 
tax system that imposes a high tax burden on a small tax base, a complex and opaque system of 
tax exemptions, burdensome tax administration requirements, deficiencies in the customs and 
excise law, and the lack of a specific small and medium enterprise regime which might encourage 
formalization.  
 
11. Reversing several years of fiscal surpluses, the fiscal position deteriorated during 2015-
2017 and the fiscal deficit average 2.6% of GDP (Chart 2). Revenue collection rose but fell short 
of government targets. Meanwhile government spending increased including on international 
scholarships for tertiary education and Constituency Development Funds which are transfers to 
electoral constituencies for rural development.  Cash reserves built up in the past were drawn 
down to finance deficit spending, undermining their usefulness as a fiscal buffer against shocks. 
The government’s narrow cash balance fell from 3.6 months of recurrent spending at end-2015 
to 0.7 months in 2017.1 The weakened fiscal position prompted the government to delay 
payment to contractors and service providers, increasing domestic expenditure arrears to the 
equivalent of 1.4% of GDP in September 2017.  

 
Chart 2: Fiscal Balance (% of GDP) 

 

 
e = estimate, GDP = gross domestic product, p = projection. 
Source: Ministry of Finance and Treasury and ADB staff estimates. 

  

                                                
1  The narrow cash balance consists of government deposits held at CBSI and the commercial banks minus unpaid 

payment orders and unpresented cheques. Source: IMF. 2018. Solomon Islands 2017 Article IV Consultation - Staff 
Report. IMF Country Report Number 18/57. Washington.  
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D. Key Productive Sectors 
 
12. The services sector dominates the Solomon Islands economy, accounting for about 57% 
of GDP. Most of this is in Honiara which is the center of government and the international 
community, and the country’s international gateway for air and sea transport.  
 
13. Logging remains Solomon Islands’ core industry, accounting for almost two-thirds of 
export earnings in recent years. Log output averaged 2.7 million cubic meters per year during 
2016-2017, (Chart 3). The forestry sector (mostly logging) accounts for about 6% of formal 
employment and around 17% of domestic revenue in the form of log export duties. Revenue from 
log export duties have been lower than otherwise because the determined price of logs (used for 
calculating duties) has generally been lower than international prices, and duty exemptions 
granted are granted to certain operators. In recent years, log production has routinely surprised 
on the upside, but its eventual decline seems inevitable because output has long been above the 
sustainable level which is estimated around 350,000 cubic meters. An unexpected rapid collapse 
of the logging industry, which could be triggered by environmental or government pressures, 
poses a risk to the economic outlook. 

 
Chart 3: Logging Volume and Prices 

 

 
 
 
 
 
 
 
 
 
 
 
 
 

e = estimate, lhs = left-hand side, rhs = right-hand side. 
Source: Central Bank of Solomon Islands. 

 
14. Agriculture employs a large portion of the workforce however low productivity means the 
sector contributes only about 15% of GDP. Agricultural export commodities (mostly palm oil, 
coconuts, and cocoa) provide about 13% of export earnings. Solomon Islands’ fisheries resources 
are substantial with fishing revenues contributing around 14% of export earnings and 4.0% of 
government revenues owing to the sale of license fees. The sector provides more than 1,800 
formal sector jobs, mostly with the tuna caning company, SolTuna, which is the country’s largest 
private employer. Solomon Islands’ fish exports are only competitive in the European Union 
market based on exemptions (as a least developed country) from European Union quotas and 
tariffs for processed tuna. Total fish catch has reached record levels but is likely to plateau going 
forward as harvest rates reach peak sustainable levels. 

 
15. Solomon Islands possess significant mineral resources, but the sector is at an early stage 
of development and beset with difficulties. To fully benefit from these natural resources, the 
government needs to improve its mining regulation and taxation regime and develop clear 
procedures for land acquisition and use. Bauxite and nickel exports have recently increased from 
a low base, although the government does not receive revenue from the operations. The planned 
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rehabilitation of the country’s sole gold mine, Gold Ridge, has been delayed over several years. 
Gold Ridge closed operations in late 2014 after flood damage led to concerns of potential water 
contamination affecting downstream communities. At its peak, it had contributed export earnings 
equal to about one third of non-mineral export earnings (Chart 4).  
 

Chart 4: Mineral Exports (SI$ million) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

e = estimate. 
Source: Central Bank of Solomon Islands. 

 
16. Solomon Islands’ tourism is widely viewed as having significant potential but remains 
largely untapped. Visitor arrivals are on an upwards trajectory from a low base, especially since 
cruise ships started docking in 2014. Around 13,000 people visited the country by cruise ship in 
2016, compared with about 256,500 in neighboring Vanuatu. Few visitors venture outside of 
Guadalcanal due to poor infrastructure. The tourism sector is estimated to directly contribute 
about 4.0% of GDP and 6,500 jobs.  
 
E. Economic Outlook 
 
17. Economic growth for 2017 is estimated at 3.2%, driven by agriculture, fishing, and 
investments in construction, communications and manufacturing. Production recovered 
significantly over the second half of the year, to index 113 points in November 2017, largely driven 
by a robust pick-up in log output. In 2018, inflation is expected to pick up on the back of higher 
international commodity prices, especially for fuel but remain within CBSI’s accepted range. 
 
18. The current account deficit will likely remain around 4% of GDP in 2018 and 2019 given 
the expected rising imports to support large infrastructure projects. Rising prices for oil which 
accounts for about 20% of imports could cause the current account to widen. Relatively high 
foreign reserves, sufficient to cover 8 months of imports in April 2018, and ongoing assistance 
from development partners, help ensure the country continues to maintain a strong external 
position. 

 
19. The government entered 2018 with expenditure arrears of $17.8 million and substantially 
eroded cash reserves. This has forced a fiscal adjustment because the government faces legal 
constraints on borrowing to finance recurrent budget deficits. During the first quarter of 2018, the 
government operated on an interim budget that funded recurrent spending at last year’s level, 
following a change in administration in November 2017. The new government has re-engagement 
with the Core Economic Working Group in 2018. It has demonstrated its commitment to re-
establishing fiscal stability including through public expenditure targets in the Core Economic 
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Working Group Policy Reform Matrix 2018-2019 which is linked to budget support from several 
donors. 

 
20. The key medium-term challenge facing Solomon Islands is to generate new and more 
inclusive sources of economic growth while mobilizing government revenue. The government 
needs to balance mobilizing revenue with continued support for private sector growth, given the 
expected gradual decline in logging production and associated revenues over the medium term.  
Better prioritization of public spending could assist in delivering greater development spending 
while protecting fiscal sustainability. Prioritizing public capital investment would yield a significant 
growth impact. 

 
21. The economy is expected to expand around 3.2% in 2018, buoyed by strong logging and 
agriculture output in the first half of the year. In 2019, slower logging activity is expected to cause 
growth to moderate. Higher output from mining activities, combined with services, could partly 
offset the expected decline in logging. Two large infrastructure projects, the Tina River 
Hydropower Development Project and the undersea cable project, are expected to contribute to 
growth in the medium term. This outlook is subject to considerable risks, particularly from any 
contraction in log demand in the People’s Republic of China (the main export destination for logs), 
or delays in infrastructure projects.  
 


