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SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT 
 
A. Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities 

 
1.  The government is primarily responsible for achieving the national vision of Solomon 
Islands, which is “Improving the Social and Economic Livelihoods of all Solomon Islanders” as 
outlined in the National Development Strategy (NDS), 2016–2035 and the key long-term objective 
of sustained and inclusive economic growth.1 Achieving these requires effective and efficient 
management and allocation of limited public resources and the promotion of policies, laws, and 
regulations to increase business and investment confidence. This is particularly important 
because although economic growth in recent years has been steady (averaging 2.9% per annum 
during 2013–2017), expansionary fiscal policy, unsustainable logging, and post-flooding 
reconstruction has been driving it. Although export performance is strong, the long-term prospects 
for sustaining growth are uncertain. The state also plays a substantial role in the economy, with 
government spending averaging about 44.0% of gross domestic product (GDP) during 2015–
2017, while the population growth of about 2.3% has limited per capita income growth.2 
 
2. As a result, public sector management reforms that improve public financial management 
(PFM), fiscal sustainability, and the private sector investment climate have become central to the 
government’s reform agenda. These are also the main focus areas of the Core Economic Working 
Group (CEWG), which was formed in 2009 to help mitigate the impact of the global financial crisis. 
It is comprised of senior Solomon Islands government and development partner representatives. 
Since the financial crisis, the CEWG has gradually transitioned from focusing on core PFM 
reforms to broader economic and structural reforms to promote private sector-led growth. There 
have been significant reforms under the CEWG mechanism during 2010–2016 including the 
following: (i) the adoption and maintenance of a medium-term fiscal framework; (ii) strengthened 
whole-of-government financial reporting and internal auditing (including the public disclosure of 
audited financial reports of the central government); (iii) the modernization of financial instructions, 
especially for public procurement; (iv) the divestment of four poorly performing state-owned 
enterprises (SOEs) and the restructuring of three others to become commercially sustainable; (v) 
the establishment of a framework for community service obligations; (vi) the deregulation of the 
telecommunications sector, resulting in increased mobile telephone penetration and tariff 
reductions; (vii) the adoption of a debt management strategy and guidelines for public borrowing; 
(viii) the enactment of the modern Public Financial Management Act 2013 to strengthen fiscal 
management; (ix) the enactment of the Central Bank Act 2012 to enhance the effectiveness of 
monetary policy; (x) a streamlined process for foreign investment and to reduce the number of 
reserved activities; (xi) modernized company and business legislation, including the introduction 
of a fully electronic companies registry; and (xii) the maintenance of a cash buffer of at least 2 
months of recurrent expenditure to help the government respond to shocks in line with the 
recommendations of the International Monetary Fund (IMF). 
 
3. Inadequate public financial management. Public Expenditure and Financial 
Accountability (PEFA) assessments in 2008 and 2012 showed that most areas of PFM had 
improved, particularly in budget credibility, budget comprehensiveness and transparency, policy-
based budgeting, and Parliamentary scrutiny of audits. However, the fiscal position worsened in 
recent years because of high domestic expenditure, despite robust revenue collections. This 

                                                 
1 Government of Solomon Islands. 2016. National Development Strategy, 2016–2035. Honiara. 
2 ADB. 2018. 2018 Asian Development Outlook. Manila.  
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position also reflected ongoing fundamental challenges in PFM. This is also borne out by, for 
example, low PEFA scores for predictability and control in budget execution and similar results in 
other government effectiveness and good governance assessments. The Ministry of Finance and 
Treasury has many essential elements in place for effective budget execution, but there are gaps 
in the core capabilities of cash management and spending controls, fiscal forecasting, and 
accounting and financial reporting. Budget execution follows a set of processes that are well 
understood and align with the PFM Act (2013). However, large shifts in funding priorities have 
sometimes occurred late in the budget preparation process. In addition, supplementary budget 
requests, virements, and arrears are evidence of a budget process that does not align expenditure 
with limited cash resources. The government has significant weakness in accounts reconciliation 
that undermine the accuracy of the accounts, associated reports, and budget execution controls. 
A bank reconciliation is not conducted on a regular and systemic basis necessary to ensure the 
accuracy of accounts.  
 

4. Weak fiscal sustainability. The fiscal position deteriorated between 2015−2017, 
reversing earlier fiscal surpluses. Government spending increased at an annual average of 
4.4% over that period—driven largely by spending on rural infrastructure and development—
while the average annual increase in revenues was around 1.0% due to lower grant receipts 
and lower collection of goods and services taxes. Combined with overly optimistic revenue 
collection targets, this created cash management problems. The weakened fiscal position led 
to delays in payment to contractors and service providers, increasing domestic expenditure 
arrears to around 1.4% of GDP in September 2017. Government financed its fiscal deficits 
through drawdown of its cash reserves, which resulted in cash reserves declining from 3.6 months 
of recurrent spending in end-2015, to around 1 month at end-2017, significantly eroding the 
government’s ability to absorb future shocks. After a lapse of 2 years, where Government 
commitment to reforms and the CEWG process waned, a new government formed in November 
2017 which committed to eliminating payment arrears, improving tax administration and 
compliance, and rebuilding cash reserves to adequate levels. 
 
5. Poor private sector investment climate. Although national incomes have increased, 
Solomon Islands continues to lag behind its neighbors in a number of areas as shown by its 
economic and social indicators. The formal economy is small, with most of the population 
employed in informal or subsistence activities. Increased investment, particularly investment that 
will diversify the economy, is needed to grow the formal private sector, which, in turn, will help 
address Solomon Islands’ employment and income challenges. A good indicator of a country’s 
long-term economic prosperity is its investment ratio (the amount it invests in fixed capital divided 
by gross domestic product). Solomon Islands investment levels have been below what is needed 
to put it on a growth path capable of substantially improving the livelihoods of its expanding 
population. Over the period 2007–2012, for example, its investment ratio averaged 18% per 
annum—below the global average (20%–22%) and well below that achieved by higher-growth 
neighbors such as Vanuatu (32%) during that period. The government has an important role to 
play in establishing an attractive investment climate where entrepreneurs are encouraged, and 
businesses can thrive. The government remains committed to supporting private sector-led 
growth—improving the environment for private sector development and increasing investment 
opportunities for all Solomon Islanders is a key medium term development strategy in the NDS 
2016–2035. 
 
 2. Government’s Sector Strategy 
 
6. The NDS underlines the importance of good governance and public sector management 
reforms (footnote 1). It notes that good governance and credible and stable policies are 
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fundamental conditions for private sector-led growth. It recognizes that the public sector reform 
program will impart a clear sense of direction for the Solomon Islands’ public service, improve 
accountability, and enhance the efficiency of service delivery. The NDS provides a longer-term 
framework for planning that lay the foundations for long term sustainable development. In addition, 
the government is using the CEWG to design, implement, and monitor its economic and financial 
management reform program. The CEWG process includes a policy reform matrix (PRM) that is 
drawn from the reform priorities in the NDS and agreed to among group members. The process 
is government-led and the CEWG is chaired by the Minister of Finance and Treasury. It involves 
close collaboration between the government and key development partners such as ADB, the 
Governments of Australia and New Zealand, the European Union and the World Bank. The 
government articulates its economic and financial management reform program with technical 
support from development partners. The government and development partners discuss the 
provision of budget support for these reform plans and associated TA in support of the 
government’s priorities. 
 
7. Following a 2-year hiatus, and in the context of a constrained fiscal environment, the 
CEWG was reconvened in early 2018. A joint government-donor mission in February 2018 
developed the latest iteration of the PRM, which would ensure coordination and collaboration 
around strengthening PFM, improving fiscal management and sustainability, and enabling the 
drivers of economic growth and foster investment. The 2018 PRM was developed as a quasi-
standalone policy matrix: many of the policy actions to be completed by July 2018 would have an 
immediate impact on the government’s fiscal position through containing expenditure pressures 
and promoting revenue growth. July was deemed the latest feasible date for the completion of 
policy actions and to ensure the timely provision of budget support in the same calendar year. 
Tentative follow-on actions were identified for the period August 2018–July 2019, noting the 
national general elections in early 2019 could result in a change in government and, potentially, 
policy priorities. 

 
8. PFM reforms. Following the 2012 PEFA, a PFM Reform Roadmap covering the period 
2014–2017 was developed. The Roadmap prioritizes PFM reforms to help improve service 
delivery, strengthen expenditure quality, develop institutions that play key roles in PFM, and widen 
ownership of PFM. In April 2018, an IMF mission to review the Roadmap and identify future 
priorities recommended that the immediate focus of the government should be on addressing 
core PFM weaknesses to enable the execution of the 2018 Budget as planned, and to support 
the development of a 2019 Budget in line with fiscal objectives. A revised PFM reform roadmap 

should comprise two parts: an immediate action plan for the next 12−18 months; and broader 
reforms with timing to be determined. Priority reform actions were to: (i) expand the Budget 
Strategy Committee and Budget Coordination Committee process to include line ministries, (ii) 
commence notifying virements to Parliament and in the Gazette within 30 days as required under 
the PFM Act 2014, (iii) undertake regular and diligent accounts reconciliation, (iv) commence cash 
forecasting, (v) release quarterly accounting warrants based on line ministry plans and cash 
projections, (vi) establish a single main bank account and transition to a Treasury Single Account, 
(vii) clear all existing expenditure arrears, and (viii) approve and adopt the debt management 
regulations. 
 
9. Fiscal sustainability reforms. According to the 2018 Budget Strategy, the government’s 
priority is to re-establish fiscal stability and macro-fiscal discipline for 2018.3 Consequently, the 
2018 Budget was set within total revenue estimates that the government felt it could reliably 
secure to ensure the stability and credibility of the budget and to rebuild cash reserves as a fiscal 

                                                 
3 Government of Solomon Islands. 2018. 2018 Budget Strategy and Operational Rules. Honiara. 
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buffer.4 The government approved the following fiscal measures to mobilize domestic revenues, 
improve tax administration, and apply expenditure restraint: increase the import duty on fuel 
(which had not been adjusted in 20 years), applying withholding tax where there has historically 
been high non-compliance, for e.g., payments to non-residents for the lease of property and 
payments to resident taxpayers for professional and management services, review non-tax 
revenue, limit borrowing to public investments only (i.e., not for recurrent expenditure), reductions 
in low priority expenditure such as overseas travel and stationaries, reductions in discretionary 
expenditure such as Parliamentarian scholarship awards and shipping grants, which have 
increased as a share of the development budget from 1.7% to 5.1% between 2014–2017, and a 
50% reduction in the development budget (while maintaining 2017 levels of expenditure for the 
education and health ministries). 
 
10. Private sector investment climate reforms. The government recognizes that more 
needs to be done to improve the quality of the country’s investment climate. Policy reforms that it 
has prioritized include: strengthening communication and coordination within government and 
with the private sector through the establishment of a Core Ministerial Cabinet Committee to drive 
reforms, including the Solomon Islands Chamber of Commerce in the consultations on the 2018 
PRM; undertaking a Public Investment Management Assessment to assess the strengths and 
weaknesses of the public investment process; creating an environment for competition that will, 
in turn, promote the efficient use of resources; undertake a comprehensive review of the tax 
system to bring it more in line with good international practices and ensure a fair, simple, and 
broad-based tax system that encourages local businesses and is attractive to foreign investors, 
support women’s access to finance and business development services in line with the national 
strategy for economic empowerment of women and girls; and promote opportunities to establish 
sustainable development frameworks in the forestry and minerals sectors.                         
 
 3. ADB Sector Experience and Assistance Program 
 
11. ADB’s country operations business plan for Solomon Islands focuses ADB’s assistance 
on creating a more diversified and productive economy. In line with the NDS, the proposed 
program will help the government achieve this objective and, in doing so, help to achieve the 
national vision (para.1). ADB’s support for improved public sector management and service 
delivery aims to sustain the country’s fiscal and macroeconomic environment. Toward this goal, 
ADB is supporting policy, regulatory and institutional reforms that builds on longstanding 
engagement in the CEWG process to improve PFM, fiscal sustainability, and the private sector 
investment climate. The program is fully integrated with the CEWG process and in close 
coordination with the World Bank and the IMF. The proposed program follows four ADB programs 
approved in 2010, 2011, 2013 and 2016. Previous grant release conditions have proven effective 
in encouraging the government to implement several complex and politically sensitive reforms. 
 
12. Technical assistance (TA) is available for most of the proposed reform actions. ADB, 
Australia and the Pacific Financial Technical Assistance Center are providing TA for PFM reforms, 
IMF and World Bank are supporting the implementation of actions under fiscal sustainability 
reforms, and ADB and the World Bank are supporting the implementation of actions under the 
private sector investment climate reforms.

                                                 
4 The government’s revenue estimate in the 2018 Budget included a SI$150 million domestic bond to recapitalization 

the government’s state-owned enterprise holding company, Investment Corporation of Solomon Islands, for the 
submarine cable project.  
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Problem Tree for Public Sector Management 
 

 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Poor public sector management and service 

delivery 
 
 
 

 
Weak public resource allocation, management, and accountability 

 

Inadequate public 
financial 

management 
 

Weak fiscal 
sustainability 

 
 

Poor private 
sector 

investment 
climate 

Outdated 
strategic 
reform 

roadmap 
 

Inadequate 
laws and 

regulations, 
and weak 
integrity 

institutions  

Increasing 
expenditure 

arrears 

Increasing 
discretionary 
expenditure 

Over-reliance 
on 

unsustainable 
logging 

Lack of 
competition 
policy and 
inadequate 

participation of 
women in the 

economy 

Outdated tax 
administration 

rules and 
poor tax 

compliance 

EFFECT 

CORE PROBLEM 

IMMEDIATE 
CAUSES 

ROOT CAUSES 


