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ECONOMIC ANALYSIS (SUMMARY)1 
 
A. Development Performance 

1. Gross domestic product (GDP) per capita grew slowly over Solomon Islands' first 
2 decades of independence (granted in 1978). The slow development progress reflected a 
failure to ensure sound economic and natural resource management together with weaknesses 
in public administration. The severity of the problems was made evident by the outbreak of civil 
unrest in 1999. Successive administrations had failed to provide the leadership and policies to 
address the underlying causes of the civil conflict—uneven regional development, 
maldistribution of public resources, land issues, and a rising youth population with little 
education and poor job prospects—and then proved incapable of imposing law and order.2 The 
civil conflict lasted to 2003 and resulted in hundreds of deaths and the displacement of over 
20,000 people. Much of the post-independence income growth was lost.  
 
2. Military and police forces arrived in July 2003 with the Regional Assistance Mission to 
Solomon Islands (RAMSI).3 Civil order was quickly restored and has generally been maintained. 
A surge in foreign aid under the umbrella of RAMSI then funded large increases in development 
budget spending that lifted total government expenditure. This initiated a post-conflict recovery. 
As the stimulus from rising aid leveled off, forestry, agriculture, and fishing activity expanded 
and kept economic growth at relatively high levels to 2008. The post-conflict growth surge has 
contributed to a recovery in average incomes to pre-conflict levels. 

 
3. RAMSI has also been instrumental in rebuilding the state. Government finances have 
been brought under better control through improved public financial management practices. 
Business confidence, especially among traders and retailers, has improved with the restoration 
of law and order. The task of rebuilding the machinery of government is ongoing, through 
technical assistance programs for strengthening Parliament, key ―watchdog‖ agencies (such as 
the Auditor General’s Office), Ministry of Public Service, Public Service Commission, Institute of 
Public Administration, and provincial governments.  
 
4. The post-conflict growth surge has masked deep economic problems. The economy has 
become dependent on very high levels of foreign aid and unsustainably high rates of logging. 
The government has continued to capture too little of the resource rent from logging, and forests 
have been rapidly exploited—logging rates reached five times the sustainable rate in 2007. It is 
anticipated that logging will drop off sharply, with natural forest resources expected to be 
exhausted before 2020. Logging rates could have been curbed to extend the life of natural 
forests, or the unsustainably high income could have been saved to smooth the inevitable drop-
off in logging income. Such preventive action was not taken. 
 

                                                
1
  This summary is based on existing ADB knowledge products and the government’s National Development Strategy 
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2
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5. Logging currently accounts for 15% of government revenue, 60% of exports, and 32% of 
foreign exchange earnings. It is also the largest source of formal sector employment in the 
country after the government, accounting for about 5,000 jobs. 
 
6. Political instability and poor accountability and transparency in the government remain, 
fuelled by weaknesses in the institutional environment.4 These weaknesses have undermined 
the effectiveness of government, which in turn has slowed economic growth and continues to 
restrain economic prospects severely. Solomon Islands is likely to remain a weakly performing 
country (i.e., a fragile state) until such shortcomings are firmly addressed.  

  
7. Economic growth prospects rest on the private sector and on developments in mining, 
agriculture, fishing, and, to a lesser extent, tourism. A large gold mine, closed during the civil 
unrest, has reopened, and there is potential over the longer term to develop large nickel 
deposits. While mining projects would boost GDP, the sector would employ few people and 
there would be long lags before government revenue rose. The best prospects for job creation 
and for higher government revenue lie in large-scale palm oil developments, fishing (there is 
already one large fish cannery), and the smallholder tree crops of cocoa and copra. The supply 
of fruit and vegetables to the urban centers as a substitute for imports also offers good 
prospects, as does the fledgling tourism industry.  
 

8. A recent World Bank study found that a combination of improved performances from the 
mining, fisheries, plantation forestry, tourism, plantation agriculture, and palm oil sectors could 
offset the losses in logging sector employment and exports.5 Even under favorable 
assumptions, however, government revenue will decline once logging resources are exhausted. 
The government will not be able to sustain continuing increases in expenditure, such as that 
seen in 2003–2008, over the medium term. 
 

B. Global Economic Crisis  

 1. Macroeconomic and Fiscal Impact  

9. The Solomon Islands economy has been among the most affected in the Pacific by the 
global economic crisis. GDP growth averaged 7.3% per annum in the 5 years to 2008, but 
contracted by 1.0% in 2009. The economy showed signs of recovery from the global economic 
crisis in 2010. Logging activities output weakened 31.4% that year. The total fish catch also fell 
by 23.9% in 2009.  

 
10. The foreign reserves position, however, remained firm. Lower world oil prices in late 
2008 and early 2009, the frontloading of foreign aid, and an allocation of special drawing rights 
by the International Monetary Fund (IMF) helped lift reserves from below the Central Bank of 
Solomon Islands’ comfort levels to 5 months of imports by the end of 2009.  
 
11. The real value of government tax revenue almost doubled over the 5 years to 2008, but 
a revenue shortfall emerged over the first half of 2009 and continued over the remainder of the 
year, resulting in a shortfall of 14% of the original revenue target. The 2009 budget had forecast 

                                                
4
 The 2006 riots demonstrated the potential consequences of the unstable political environment. During the riots, 

Parliament House was surrounded by protesters and many premises linked to Asian business interests were 
damaged or destroyed. The riots were incited by politicians who did not support the choice of Prime Minister 
following the general elections held that month. The nominated Prime Minister resigned when it became clear he 
would lose a vote of no confidence, just as his successor did in December 2007. 

5
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domestically sourced revenue at SI$1,642 million for 2009, but actual collections were only 
SI$1,420 million. The fall in revenue, combined with the government commitment not to borrow, 
necessitated widespread expenditure cuts. In April 2009, non-payroll recurrent expenditure was 
cut by 10% and a freeze was imposed on civil service hiring. A further temporary 25.0% cut 
(termed a reservation) was made on non-payroll recurrent expenditure, that was reversed in late 
October 2009. Large cuts were also made to domestically financed development outlays. The 
general public sector wage increase for 2009 was kept to 4.5%, implying a real reduction of 
almost 4.0% over the year. However, offsetting these measures were two supplementary 
appropriation bills, which authorized a range of minor new expenditure measures totaling about 
1.7% of GDP. Expenditure items funded under the supplementary appropriations include a 
compensation payment for Solomon Telekom, disaster relief, election funding, scholarships, 
rural electrification, and minor building works. 
 
12. Even with the expenditure cuts, arrears rose over 2009 and cash reserves declined 
below the level needed for normal operations. Service delivery was adversely affected and 
infrastructure investment and maintenance were underfunded.6  
 
 2. Recovery 

13. Solomon Islands returned to positive growth of around 7.1% in 2010, albeit slightly lower 
than the pre-crisis average. Growth in 2010 was led by forestry. After a poor year in 2009, log 
export volumes rose by 36.7% year-on-year to 1,428,211 cubic meters in 2010 as a result of 
recovering demand in Asia, which also helped to lift international log prices.7 Production of palm 
oil and cocoa, and the size of the fish catch, were also all up for the same period, but copra 
production declined marginally by 1.4% (footnote 7). Annual GDP growth accelerated further to 
9.3% in 2011.  High commodity prices encouraged strong production of logs, palm oil, and other 
soft commodities. In addition, gold mining recommenced at the Gold Ridge gold mine in April 
2011. Log export volumes rose to 1.9 million cubic meters in 2011, 35.8% higher than in 2010. 
 
14. Although the fiscal situation remained tight for much of 2010 (which necessitated 
restrictions on expenditure until the fourth quarter and a recruitment freeze), the timely 
provision of budget support from the Asian Development Bank (ADB), Australia, the European 
Union and New Zealand, together with a better-than-expected revenue performance, resulted 
in a surplus of SI$193.5 million for calendar year 2010 against an estimated deficit of 
SI$253.1 million. Revenue collection was SI$1,865.3 million, about SI$121.3 million higher 
than the calendar year budget estimate. Customs and Inland Revenue departments recorded 
above budget revenue collection, whereas revenue from other ministries was lower than the 
budget estimates for the year. Actual expenditure was SI$1,671.8 million against a pro-rata 
adjusted estimate of SI$1,997.1 million. 
 
15. A budget surplus equivalent to 2.3% of GDP was recorded in 2011 as a result of higher 
than expected revenues and lower than expected development expenditure. Public debt 
declined from 24.0% of GDP in December 2010 to 21.3% in December 2011 due to debt 
repayments and the write-down of all external debt arrears. Strong production of timber and 
favorable prices in 2011 resulted in 28.5% increase in customs duties compared with 2010. 

                                                
6
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September, and was unable to issue contracts fast enough to utilize funds made available in October–November 
2010 when the 25% reservation was relaxed. The Ministry of Health and Medical Services also had fully utilized its 
revised, locally funded budget for goods and services by September 2010, and was relying on a reallocation of 
budget support from Australia to supplement its operations. 
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Inland revenues (i.e., goods and sales taxes, personal and corporate income taxes) rose by 
22.2% during the comparable period brought about by strong economic activity and high fuel 
prices. Total revenue in 2011 is almost a quarter higher compared with the previous year. 
Payroll was estimated at 10.2% of GDP, a lower figure than for 2009–2010 as growth in 
payrolls has been kept below that of nominal GDP. A cash cushion of 3 months of recurrent 
expenditure has been provided for, as required under the IMF standby credit facility. 
 
16. The 2012 budget forecasts a small budget surplus of SI$2.2 million (0.03% of GDP). 
To cover the estimated 47% increase in total expenditure, the government has forecast a 
22.4% increase in revenue and is also drawing down on the National Transport Fund for 
development projects and prepaid Regional Assistance Mission to Solomon Islands grants 
from 2011. To help preserve the budgetary position if the strong revenue growth does not 
continue, much of the increase in spending is in one-off items such as the hosting of the 
Pacific Arts Festival, or items which can be scaled back including a planned doubling of debt 
repayments in late 2012. 
 
17.  Nevertheless, large fiscal risks remain. The key risk factors in the budget include 
(i) the potential for an overestimation of domestic revenue, (ii) a possible decline in logging, 
and (iii) expenditure pressures that may arise from the need for the government to 
accommodate a fractious coalition. The large wage and salary bill will remain an ongoing 
source of fiscal pressure and could displace funding for investment and essential public 
services if the revenue outcome is less than expected. 
 
18. The average inflation rate for 2010 was estimated to be about 1.0%, largely due to 
greater competition in food imports, following 7.1% inflation in 2009. Inflation increased to 7.4% 
in 2011 reflecting base effects and the pass-through of global energy and food prices. 
  
19. The balance of payments has greatly improved from exports and receipts from the IMF 
standby credit facility arrangement. The current account deficit, which in 2009 reached 20.9% 
of GDP, was nearly 28.0% of GDP in 2010 as a result of increased imports from investment in 
mining and telecommunications. However, the current account deficit is expected to have 
fallen to about 12% of GDP by the end of 2011 due to the recovery of key exports, notably the 
commencement of gold exports from the Gold Ridge mine and growth in logging. Despite the 
large current account deficit, Solomon Islands has seen a significant rise in its foreign 
reserves. The monetary policy objective is to maintain foreign reserves at a level equivalent to 
3 months of import cover. In late 2011, official foreign reserves reached about 9 months 
equivalent of import cover. The accumulation of high levels of foreign reserves has been a 
direct result of a large inflow of donor funds.  
 
 3. Economic Outlook and Ongoing Policy Dialogue  

20. Growth is expected to moderate to 5–6% over the next 2 years as growth in logging 
output slows down with exhaustion of the native forest. This will be offset by the scaling up of 
gold mining, as the Gold Ridge mine reaches full output, and continued strength in agricultural 
commodities such as palm oil, copra, and vanilla. Other positive factors include an expected rise 
in foreign investment in mining and in telecommunications. Inflation is expected to moderate to 
around 6% as commodity price rises wash out of the consumer price index. Inflation remains a 
key risk if commodity prices continue to rise or private credit takes off. The current account 
balance will worsen slightly to around 15% of GDP in 2012–2013 as a result of lower export 
growth. This will be funded through continued donor inflows and foreign direct investment. 
Import cover will remain comfortable at around 7–8 months. 
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21. In March 2009, the government initiated a regular dialogue with development partners 
under the umbrella of the Core Economic Working Group.8 The group agreed to the need for a 
common framework in support of the government’s policy agenda and to provide a foundation 
for budget support. In response, over 2009, the Ministry of Finance and Treasury prepared a 
policy matrix that identified key fiscal measures and structural policy actions. A follow-up matrix 
was developed by the ministry in 2010. Simultaneously, the authorities requested an IMF 
arrangement to help promote fiscal and other reforms, reduce destabilizing imbalances, and 
close financing gaps, including by catalyzing additional donor support. The 18-month standby 
credit facility with access of 120% quota (SDR12.5 million) was approved by the IMF executive 
board on 2 June 2010.9 
 
22. Development partners are committed to aligning their provision of budget support to this 
matrix, and to supporting the continued refinement of the policy agenda over 2011–2012. ADB 
provided $5.0 million under the second Economic Recovery Support Program in 2011. New 
Zealand provided SI$55.0 million in budget support to the education sector in 2011. Australia 
provided SI$60.0 million in budget support to the health sector in 2011 under a sector-wide 
approach and also provided an additional SI$24.0 million to support the education sector, 
including assistance in meeting the costs of the government’s ―fee-free education‖ policy. The 
European Union provided SI$28.0 million to support the government’s climate change initiatives 
across a range of sectors, including the environment, forestry, infrastructure development, and 
energy.  

                                                
8
  The group comprises government central agencies and key development partners: ADB, the Australian Agency for 

International Development, the European Union, the New Zealand Aid Programme, the Regional Assistance 
Mission to Solomon Islands, and the World Bank.  

9
  IMF. 2011. Second Review under the Standby Credit Facility and Request for Modification of Performance Criteria. 

Washington, DC. 




