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SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT 
(TAX POLICY AND ADMINISTRATION) 

 
A. Sector Road Map 
  
 1. Sector Performance, Problems, and Opportunities 
 
1. Overview. The Government of Solomon Islands is primarily responsible for (i) articulating 
and achieving the country’s national vision, which is “improving the social and economic 
livelihoods of all Solomon Islanders,” as stated in the National Development Strategy, 2016–2035; 
and (ii) achieving the key long-term objective of sustained and inclusive economic growth. 1 
Achieving the national vision and long-term objective 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 to provide the conditions for private sector-led 
growth. 
 
2. Solomon Islands is the third largest of the developing member countries of the Asian 
Development Bank (ADB) in the Pacific, with a population of about 721,000. ADB recognizes 
Solomon Islands as a small island developing state and a fragile and conflict-affected situation 
following the widespread civil conflict from 1998 to 2003. Since 2003, recovery has been driven 
by substantial donor support, a continual increase in logging activity, and strong growth in some 
non-logging sectors. Solomon Islands has experienced more modest growth during 2013–2017, 
averaging 2.9% per annum, propelled by unsustainable logging, post-flooding reconstruction, and 
expansionary fiscal policy. In 2020, growth fell by 5.7 percentage points to –4.5% because of the 
coronavirus disease (COVID-19) pandemic, which has further highlighted the country’s economic 
and fiscal fragilities.2 
 
3. Solomon Islands faces substantial development challenges. The economic base 
continues to be inherently narrow, which presents significant lingering vulnerabilities for the 
economy, especially with the decline in logging exports. The high population growth rate (more 
than 2% per year since 2004) limits the improvements to living standards. The 2019 per capita 
gross domestic product (GDP) of $1,751 (when adjusted for inflation) remained lower than before 
the conflict and was the lowest among ADB’s Pacific developing member countries.3 Of Solomon 
Islands’ population, 25.1% have incomes below the international poverty line, and the United 
Nations classifies it as a least-developed country. Solomon Islands is also highly vulnerable to 
disasters triggered by natural hazards such as cyclones, earthquakes, and tsunamis. 

 
4. Performance. Domestic-sourced revenue increased from about SI$300 million in 2003 to 
SI$3,678 million in 2018 (which is more than a fivefold increase, accounting for inflation) and grew 
by a staggering annual average of about 24% from 2006 to 2012.4 In 2018, the Solomon Islands 
tax-to-gross domestic product ratio was 30.4% which is just below the Organisation for Economic 
Co-operation and Development average 34.3% and at the higher end of countries across Asian 
and the Pacific.5 There has been limited legislative reform other than changes to tax thresholds 

 
1 Government of Solomon Islands. 2016. National Development Strategy 2016–2035. Honiara. 
2 ADB. 2021. Asian Development Outlook 2021: Financing a Green and Inclusive Recovery. Manila.  
3 ADB. 2018. Asian Development Outlook 2018: How Technology Affects Jobs. Manila; ADB. 2017. Asian 

Development Outlook 2017: Transcending the Middle-Income Challenge. Manila. 
4 Government of Solomon Islands. 2013. Medium Term Fiscal Strategy. Honiara; and Government of Solomon Islands. 

2018. Final Budget Outcome. Honiara. 
5 Organisation for Economic Co-operation and Development (OECD). 2020. Revenue Statistics in Asia and the Pacific 
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for individual income tax. The revenue increases have been achieved through a combination of 
economic growth, management of the tax exemption regime and an increase in staffing. Staff 
numbers have increased by 50% since 2009 growing from 80 to 121.6 The Inland Revenue 
Division (IRD) in the Ministry of Finance and Treasury uses a tax administration information 
system which has not been upgraded since 2013, but it includes some limited web services and 
the IRD is introducing some e-services to facilitate on-time filing and on-time payment. 
 
5. Problems. There have been improvements in tax administration and growth in the 
economy, which have resulted in increased revenue collection. However, there are large 
outstanding tax arrears and evidence of low compliance across most tax types.7 The structural 
adjustment occurring in the economy, which has seen a shift away from the reliance on logging 
activity to broaden the economic base to other sources of growth, has also prompted a focus on 
supporting a more sustainable fiscal base to finance future development. Key problems with 
domestic revenue mobilization cover the composition of current taxes, outdated tax legislation, 
and weak tax administration, which is constrained by an outdated tax administration information 
system (TAIS). 
 
6. Solomon Islands’ tax legislation is outdated, creating a declining tax base. Tax policy and 
the underlying tax legislative framework have remained largely unchanged since independence 
was obtained in 1978. Any changes to the tax legislative framework have been on an ad hoc basis 
rather than through comprehensive reform, meaning that the current tax base is narrow and tax 
settings are outdated. The current tax structure in Solomon Islands constrains economic growth, 
limits the pace of development, and imposes a very high tax burden when compared to other 
Pacific island countries. The tax-to-GDP ratio was 32% in 2016; however, with the 2019 GDP 
rebasing, the tax-to-GDP ratio fell to 23% of GDP in 2019.8 The current tax system distorts 
business decision-making, lacks transparency concerning the further narrowing of the tax base 
by statutory and discretionary exemptions, is anticompetitive for exports, and places a heavy tax 
burden on the narrow base. The tax base is also unsustainable given the lingering vulnerabilities 
with decreased logging revenue and a push to reduce or remove trade taxes such as import duties 
(which account for about 8% of domestic-sourced revenue) under trade treaties like the Pacific 
Agreement on Closer Economic Relations Plus and the interim Economic Partnership Agreement 
with the European Union. 
 
7. The IRD is not structured as a modern functional organization. The arrangements for 
administering the tax system are critically important to raise revenue and promote public 
confidence in the overall government financial system. The key aim of a tax administration system 
should be to maximize collections (within the law) while keeping the costs of administration and 
compliance as low as possible. The current organizational structure of the IRD is a hybrid between 
a tax type and a functional structure. This structure does not facilitate modern tax administration 
management and is creating a significant burden for taxpayers by subjecting them to multiple 
registrations, audits, and interactions with separate departments within the IRD (footnote 6). 
There has also been a lack of focus on the large taxpayer segment, which could yield higher 
revenues for lower efforts (when compared to other taxpayer segments) by the IRD. A 2015 study 

 
6 PFTAC. 2018. Technical Assistance Report: Solomon Islands: Reviewing Tax Administration Reforms. Suva, Fiji. 
7 Pacific Financial Technical Assistance Centre (PFTAC). 2017. Technical Assistance Report: Solomon Islands: 

Strengthening Arrears and Return Compliance. Suva, Fiji. 
8 Government of Solomon Islands, Ministry of Finance and Treasury (MOFT), Economic Reform Unit. 2017. Discussion 

Paper: Consumption Taxes. Honiara. 
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showed that on-time filing compliance of the large taxpayer segment was well behind international 
benchmarks.9 
 
8. The IRD’s current TAIS is not providing the information needed for efficient revenue 
management. The IRD’s modernization agenda is held back by its current TAIS, which does not 
fully support modernization of its business operations and is not integrated with the Customs and 
Excise Division’s revenue system. The IRD’s information technology (IT) system does not support 
a productive IRD, as its limitations adversely impact compliance management and risk 
management within the organization. It also limits the IRD’s ability to use the data it collects to 
perform analysis to inform strategic decisions and improve business processes. The current 
record management system does not best utilize the computer system and constrains tax 
administration with significant reliance on the use of poorly stored paper files. When it comes to 
administering the tax and revenue system, the two revenue authorities (the IRD and the Customs 
and Excise Division) act as independent agencies even though they are jointly responsible for 
some activities, such as the collection of the goods tax, and will be jointly responsible for 
administering new taxes, such as a value-added tax (VAT). Because the IT systems of the two 
organizations are not linked, information exchange is difficult, which impacts their ability to have 
the information needed to work efficiently. There are also significant data integrity issues, and the 
current IT systems do not support the analysis of tax information, limiting the ability of the 
Economic Reform Unit of the Ministry of Finance and Treasury (MOFT) to do robust 
macroeconomic forecasts and develop data-driven tax policy. 
 
9. The Inland Revenue Division’s business processes do not reflect best practice. 
Taxpayer compliance with obligations to file returns and pay taxes is generally poor. In 2018, the 
Pacific Technical Assistance Centre (PFTAC) examined the debt management strategies of the 
IRD and the filing of returns for income tax (on a pay-as-you-earn basis) and sales tax.10 The 
report found that the best compliance result was for sales tax, where only 56.8% of returns had 
been filed. The worst result was for income tax, with a filing rate of only 4.6% (footnote 10). The 
IRD’s 2015 Constraints Analysis found substantial room for improvement for the IRD to become 
more customer focused (footnote 9). Anecdotally, taxpayers have commented that they find it 
hard to get accurate information from the IRD and that they frequently do not get responses to 
inquiries. In addition, the outdated tax laws made paying tax costly for businesses, as the laws 
required the filing of paper forms and the payment of tax by physical instruments, such as cash 
and checks. Also, the IRD had also lacked the facilities to provide taxpayer information sessions 
or facilitate taxpayer meetings. 
 
10. Without tax system reform covering tax policy, legislative reform, and administrative 
reforms, domestic resource mobilization will be significantly constrained, directly impacting the 
country’s ability to cover recurrent costs and finance further development activity. 
 
 2. Government’s Sector Strategy 
 
11. According to the 2021 Budget Strategy, the government’s priority is to reestablish fiscal 
stability and macro-fiscal discipline for 2021. The government is implementing a comprehensive 

 
9 Government of Solomon Islands, MOFT, IRD. 2015 Constraints Analysis. Honiara (funded by the New Zealand 

Ministry of Foreign Affairs and Trade). 
10 PFTAC. 2017. Technical Assistance Report: Solomon Islands: Strengthening Arrears and Return Compliance. Suva, 

Fiji. 
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tax reform process over the medium term, focused on improving the business environment by 
creating a fairer, simpler, more transparent, and broader-based tax system.11 
 
12. Comprehensive tax policy reform. The Economic Reform Unit is continuing a 
comprehensive review of the current tax system as part of the government’s fiscal reforms, 
supported by technical assistance (TA) from ADB. The review is being undertaken in stages. The 
first stage includes a new Tax Administration Act to modernize tax administration processes and 
powers and streamline processes across all tax types. (The Tax Administration Bill has been 
approved by the cabinet and was introduced into Parliament in August 2021.) The merits of a new 
VAT to replace the current goods tax, sales tax, import duties, and stamp duties were recently 
analyzed, indicating that a VAT could broaden the consumption tax base and eliminate the need 
to provide opaque exemptions, while also assisting exports to compete globally. The government 
has signaled support for the introduction of a VAT. The VAT Bill is expected to be finalized in late 
2021 and enter Parliament at the same time. A second stage of the tax system review will include 
a comprehensive examination of the income tax regime, building on the increase in the tax-free 
threshold from SI$15,080 to SI$30,080, which became effective on 1 January 2020. A third stage 
will include an examination of resource taxation and other taxes. 
 
13. Reforms to create a modern tax administration. The PFTAC recommended that the 
IRD move to a predominantly functional structure, along with a dedicated large taxpayer office 
(footnote 6). The IRD launched the Large Taxpayer Office on 1 January 2020, but the new office 
does not yet have the necessary support to be fully functional. While the IRD would like to also 
move to a broader functional structure, without external TA and a supportive TAIS, this 
undertaking will be very difficult to implement. Furthermore, the IRD would like to prepare in 
advance for the implementation of any new taxes (such as a VAT), but will need substantial 
support for this, as identified in the 2019 Constraints Analysis.12 The PFTAC undertook many 
short-term diagnostic and technical support missions during 2017–2020. Nevertheless, the IRD 
will need the support of longer-term technical advisors to help it undertake the planned reforms. 
 
14. Enhancing taxpayer compliance and becoming more taxpayer focused. The IRD has 
developed a compliance improvement strategy as a key step toward tightening compliance. The 
PFTAC-supported plan to improve on-time filing, on-time payment, and the management of tax 
arrears and outstanding returns continues to generate good results (footnote 10). A dedicated 
customer service center within the IRD is being established but is not yet operational. 
 
B. Major Development Partners: Strategic Foci and Key Activities 
 

Major Development Partners 
Development 
Partner Project Name Duration 

Amount 
($ million) 

Public Sector Managementa 

New Zealand 
PFTAC 
ADB 
ADB 

Solomon Islands Inland Revenue Division II 
Phase V: Solomon Islands Revenue TA and Supportb 
Solomon Islands: Improved Fiscal Sustainability Reform Programc 
Improving Pacific Public Financial Management Facilityc 
Cofinancing—New Zealand 

2005–2019 
2016–2020 

2018 
2019–2024 

 

10.3 
0.5 
5.0 
1.5 
0.6 

 
11 Government of Solomon Islands, MOFT. 2020. Finance Circular Number: 04/2020: 2021 Budget Strategy and 

Operational Rules. Honiara. 
12 Government of Solomon Islands, MOFT, IRD. 2019 Constraints Analysis. Honiara (funded by the New Zealand 

Ministry of Foreign Affairs and Trade). 
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Development 
Partner Project Name Duration 

Amount 
($ million) 

 
ADB 
 

Domestic Resource Mobilization Project 
Cofinancing—Australia and New Zealand 

2021–2026 5.0 
10.0 

ADB = Asian Development Bank, PFTAC = Pacific Technical Assistance Centre, TA = technical assistance. 
a The table focuses on key development partner support to revenue administration and policy. 
b The PFTAC provided support to the IRD prior to the current phase of support (phase V) and is expected to continue 
providing support beyond 2021. 
c Part of the funding dedicated to improving domestic resource mobilization. 
Source: ADB. 
 
15. IRD has received extensive support from the New Zealand MFAT since 2005, which has 
helped to significantly increase tax revenue; domestic revenues collected as a percentage of GDP 
increased from 10.4% to 23.0% from 2003 to 2019. In recent years, MFAT TA support has 
declined, from seven long-term technical advisors (including an expatriate commissioner) in 2015 
to no funded advisors in 2020. The MFAT funded the 2019 Constraints Analysis report as a means 
of comparing the findings of the 2015 Constraints Analysis with the IRD’s performance and 
capability in 2019, and evaluating the support required to be provided to the IRD. The MFAT has 
decided that its next tranche of support to the IRD will be delivered as cofinancing through ADB’s 
Domestic Resource Mobilization Project. 
 
16. The country operations business plan for 11 small Pacific Island countries, 2021–2023 
outlines ADB’s continuation of support to three sectors: energy, public sector management, and 
transport.13 ADB’s support for improved public sector management, and specifically increased 
domestic resource mobilization, aims to sustain the country’s fiscal and macroeconomic 
environment. Toward this goal, ADB is supporting policy, legislative, institutional, and systems 
reforms that build on long-standing engagement through the Core Economic Working Group 
(CEWG). ADB is supporting the government’s comprehensive tax reform process, aimed at 
raising revenue in an economically efficient manner, stimulating private sector growth, attracting 
foreign investors, reducing the compliance costs for taxpayers, and lowering tax administration 
costs.14 
 
17. The PFTAC, which is supported in part by ADB, provides short-term inputs to Solomon 
Islands to focus on different aspects of tax administration improvement, including debt 
management, improved compliance and taxpayer relations, strategic corporate documents, and 
organizational structure. 
 
C. Institutional Arrangements and Processes for Development Coordination 
 
18. The CEWG provides a long-standing mechanism for development cooperation in Solomon 
Islands. The CEWG is comprised of representatives of the MOFT, the Ministry of National 
Planning and Development Coordination, the Prime Minister’s Office, the Central Bank of 
Solomon Islands, the governments of Australia and New Zealand, ADB, the World Bank, and the 
European Union. The CEWG will continue to be used to coordinate support across sectors and 
development partners. 
 

 
13 ADB. 2020. Country Operations Business Plan: 11 Small Pacific Island Countries, 2021–2023. Manila. 
14 ADB. 2017. Establishment of the Domestic Resource Mobilization Trust Fund. Manila; and ADB. 2019. Technical 

Assistance for Improving Pacific Public Financial Management Facility. Manila. 
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19. Bilateral coordination with the International Monetary Fund and PFTAC will also continue, 
and ADB will closely engage with both organizations on developing and implementing the project 
to ensure respective initiatives dovetail and complement each other. The project is expected to 
buttress short-term support provided by the PFTAC to ensure that the administrative reforms are 
embedded within the IRD. 
 
20. The project has been designed in close collaboration with the government and 
development partners, taking into consideration current support and broader efforts to support 
public sector management in Solomon Islands. The project will include a project steering 
committee to provide overall guidance, ensure coordination within the MOFT, and oversee 
implementation. The project steering committee will include key government officials, a 
representative from New Zealand’s Inland Revenue Department, and representatives from 
Solomon Islands business organizations. Representatives from the Australian and New Zealand 
high commissions in Solomon Islands will also be observers. The project steering committee will 
further enhance development cooperation and reporting to cofinancing partners. 
 
D. ADB Experience and Assistance Program 
 
21. Lessons. Lessons from ADB’s sector experience include the importance of long-term 
engagement with the government to embed major reforms and the importance of government 
input into project design to ensure projects are designed for the specific country context. These 
lessons were incorporated into the proposed project and associated TA. ADB’s strategic 
interventions in the sector will be closely aligned and coordinated with those of other development 
partners. More broadly, Solomon Islands continues to exhibit characteristics of a fragile state, and 
its structures lack the capacity to provide many of the basic drivers to reduce poverty. Despite the 
progress made under the Regional Assistance Mission to Solomon Islands, ADB and other 
development partners continue to face the challenges of working in a post-conflict environment 
while trying to implement projects.15 
 
22. Tax reform work completed and underway and ADB’s support. ADB has played the 
lead role among development partners in supporting analytical work and TA to the Economic 
Reform Unit of the MOFT since 2017, including support for the progress of the comprehensive 
tax review. This dedicated support puts ADB is in a unique position to support the government’s 
efforts to improve domestic resource mobilization. 

 
23. The government’s tax reform program will result in new legislation, which is expected to 
be enacted progressively at intervals from the second half of 2021 to the end of 2023, 
commencing with a Tax Administration Act, which will standardize and simplify administrative 
procedures and penalties for the taxes administered by the IRD. ADB support has included TA 
on tax policy, tax modeling, and legislative drafting (footnote 14). ADB continues to provide TA to 
support ongoing policy work to develop a VAT, and revisions in the income tax framework. Finally, 
ADB is working with the International Monetary Fund and PFTAC to prepare a medium-term 
revenue strategy.

 
15 The Regional Assistance Mission to Solomon Islands was created in 2003 in response to a request for international 

aid Solomon Islands to help restore law and order due to a civil conflict. Once law and order was restored, the mission 
helped rebuild the country to lay the foundations for long-term stability, security and prosperity. The mission was led 
by Australia with fifteen contributing countries. The mission finished on 30 June 2017. 
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Problem Analysis Diagram for Public Sector Management 
 

 
 
 
 
 
 
 
 
 
  

  

Ef
fe

ct
s 

Core Problem 

Ca
us

es
 

The TAIS does not provide 
information needed for 

efficient revenue 
management 

Heavy reliance on cash and 
checks for tax payments 

IRD business processes do 
not reflect current best 

practice 

Current TAIS lacks integrity 
controls and is vulnerable to 

fraudulent manipulation 

Current TAIS does not 
support detailed analysis of 

revenue risks and has limited 
compliance, audit, and 

debtor cases 

IRD staff are not practicing 
effective taxpayer outreach 
including that geared to the 

differing information needs of 
women and men 

Poor taxpayer compliance 
with registration, return filing, 

and payment obligations 

IRD = Inland Revenue Division, TAIS = tax administration information system, 
VAT = value-added tax. 
 
     Addressed under the proposed Domestic Resource Mobilization Project 
     Addressed by development partners or the government 

Economic growth is constrained 

Government is unable to adequately fund social and 
infrastructure investments 

 

Government remains dependent on development partners to 
fully fund budgetary expenditures 

Domestic revenue mobilization is constrained 

Tax legislation is outdated 
with fragmented tax regimes, 

each with different rules 

Multiple tax exemptions 
undermine effectiveness and 
equity of the revenue system 

No electronic payments 
system, lack of engagement 

by most banks 

The IRD does not have a 
service standard that covers 
areas such as the time taken 

to process refunds, to 
respond to inquiries, and to 

resolve complaints and 
disputes. 

The IRD is not structured as 
a modern functional 

organization 

Limited ability to coordinate 
efforts across different taxes 

Lack of capacity and training 
to support changes to tax 
administration and policy, 

such as introduction of a VAT 

Pool of staff qualified to lead 
tax administration changes is 
limited by gender norms that 

limit women’s access to 
training and leadership 

 




