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PRIVATE SECTOR ASSESSMENT (SUMMARY)1 
 
A. Introduction 

1. The private sector in Solomon Islands is composed of a small number of large private 
firms, and several hundred small formal-sector enterprises. There is also a large informal sector, 
which includes semi-subsistence farmers who produce nearly all of the agriculture products, 
about 40% of the fishing output, half of all construction output, and make a small contribution to 
manufacturing (i.e., handicrafts) and forestry. 
 
2. Economic growth prospects rest on the expansion of private sector development in 
mining, agriculture, fishing, and, to a lesser extent, tourism. Progress is being made toward 
reopening a large gold mine closed during the civil unrest (1999–2003), and there is the 
potential over the longer term to develop large nickel deposits. While mining projects would 
boost gross domestic product (GDP), mining alone does not generate much employment. 
Additional prospects for job creation lie in large-scale palm oil developments, fishing (there is 
already one large fish cannery), and the smallholder cocoa and copra tree crop sectors. 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.  
 
3. Solomon Islands has been one of the leads towards private sector reform in the Pacific. 

Two landmark pieces of legislation have been passed between 2008 2009--the Companies Act 
and the Secured Transactions Act, which are making a significant positive impact on the way 
companies are formed and on access to credit for the private sector. In addition, Sasape Marina 
was privatized and is operating successfully and increasing its workforce under private 
ownership. The demonstration effect has prompted the government to review other possible 
candidates for privatization and to take further steps to improve the efficiency of the state-owned 
enterprises (SOEs) portfolio. 
 
B. Key Issues and Challenges 

4. Infrastructure. Lack of access to essential infrastructure is a major impediment to 
private sector development in Solomon Islands and significantly raises the costs of doing 
business. Part of the problem arises from the geography of Solomon Islands, with its many 
scattered islands. Key infrastructure challenges include the following:  

(i) Roads. The road network is in urgent need of rehabilitation and regular 
maintenance, and connections between villages and main roads are poor. The 
National Transport Fund, established via the National Transport Fund Act of 
2009, will increase the predictability of resource allocation and the sustainability 
of operation and maintenance. It is designed to provide a secure source of 
funding for road, wharf, and navigation aids maintenance, and ensure that funds 
are better used. 

(ii) Aviation. While competition has been introduced into international air services, 
the costs of traveling internationally are high. Domestic flights are intermittent 
and of poor quality. 

(iii) Telecommunications. Introducing competition in telecommunications should 
bring down the high costs and limited coverage. 
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(iv) Power. Supplies are irregular, coverage is poor, and power costs are extremely 
high. In urban areas, power cuts are a daily occurrence, compelling all 
businesses to have backup generators. Brownouts are frequent, which damages 
electronic equipment. More than 80% of the rural population is without access to 
electricity. 

 
5. State-owned enterprises. Unprofitable and inefficient SOEs raise the costs of doing 
business for the private sector and drain budgetary resources that could be more effectively 
used elsewhere. Solomon Islands’ SOEs still account for nearly a quarter of the country’s total 
fixed assets, but they make a negative contribution to GDP, estimated as much as 1% to 2% of 
GDP each year.  In FY2008, the most recent year for which financial statements are available, 
six out of the 13 SOEs were technically insolvent and many of the SOEs were failing to meet 
service delivery targets in key infrastructure sectors such as power, water, telecommunications, 
and transport. From 2002 to 2009, the SOE portfolios’ average return on equity was –13.9% 
despite receiving highly subsidized debt. 2  Many underperform because of inadequate 
governance and investment, resulting in high cost services of low coverage and poor reliability. 
Most of the SOEs and statutory authorities have lacked up-to-date financial statements. A 
number are experiencing financial difficulties and in the past have had to request support from 
the central government. The shortage of financial information on the status of the SOEs 
represents a serious fiscal risk.  
 
6. The SOE Act, adopted in 2007, requires that SOEs be run on commercial principles. 
Implementation of the SOE Act and supporting SOE policy will continue under the Economic 
Recovery Support Program through the adoption of key regulations for the act.3 In addition, an 
SOE monitoring unit has been formed and will report regularly on SOE performance.4 
 
7. Some progress has been made in SOE reform. In 2009, the privatization of Home 
Finance Limited was completed through a private sale to the National Provident Fund. The new 
company will make a substantial investment to upgrade the marina and has announced that it 
will employ some 150 people once the new slipways become operational. The cabinet has also 
endorsed the commercialization of the Solomon Islands Electricity Authority. 

 
8. Marine transport. Marine transport predominates in Solomon Islands. In addition to the 
constraints posed by poor physical infrastructure and safety standards, long distances and low 
demand for cargo and passenger services mean that it is not commercially viable for operators 
to provide services to some remote destinations. Services are often delayed for weeks or 
months, and sometimes cancelled, leaving people and cargo stranded. A pilot franchise 
shipping scheme is being implemented to test the feasibility of a minimum subsidy approach to 
improving access to regular, reliable shipping services.  
 
9. Business law. A new Companies Act was passed in 2009 and is a major update to the 
previous act, which was based on the 1948 United Kingdom Act. The previous act primarily 
supported large companies. It was unsuited to the needs of smaller companies, which constitute 
the majority of incorporated entities in Solomon Islands. The new Companies Act is specifically 
tailored to the needs of Solomon Islands. For example, it makes provision for the registration of 
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―community companies‖—a special type of incorporation designed for use by kin groups. In mid-
2010, a manual company registration system started operations, and an electronic registration 
system has been operational since January 2011. All existing companies are required to re-
register. Substantial numbers had done so by the middle of 2011 and over 250 new companies 
have been formed using the electronic registration system, including single shareholder 
companies and community companies. It is especially encouraging that a substantial number of 
women directors and shareholders were in the companies being registered. 
 
10. Access to finance. Financial markets in Solomon Islands are underdeveloped. The 
ratio of private sector credit to GDP is less than 20%. Commercial banks have limited branch 
networks and there are a number of credit unions and savings clubs, though outreach is 
extremely limited. Only some 20% of the population has access to financial services; many 
people in rural areas have no access at all. In addition, financial literacy is extremely low.  

 
11. Efforts are being made to expand access to financial services using new technology. In 
2007, the government announced a partnership with ANZ to expand banking services to rural 
areas. Commercial bank mobile units have provided savings services and, subsequently, 
microcredit to regular savers, although service provision is confined to areas with road access. 
An ANZ–Solomon Post partnership has extended ATM services and bank subbranches. In 
addition, with the entry of a new mobile telecommunications provider into the market 
(BeMobile), there is some potential for the rollout of mobile banking services across the country. 
The legal and regulatory environment for both microfinance and mobile banking is in need of 
review, updating, and streamlining to better encourage institutions to grow and extend financial 
market outreach. 
 
12. To help reduce lending risks, the Asian Development Bank (ADB) assisted the 
government with a new Secured Transactions Act, which replaced the outdated framework for 
securing loans with movable property. The act was passed in August 2008 and an electronic 
secured transactions registry is now operational. Lenders are increasingly using the new 
framework to secure loans and some nonbank financial institutions are increasing their lending 
rapidly. 
 

13. Taxes. The tax system is characterized by high rates of company profit taxes, although 
the major collection of taxes occurs through collection of duties and goods taxes at the border. 
However, the coverage of the tax system is uneven as a result of incentives and exemptions. 
Many firms either operate in the informal sector or underreport their true earnings. The Ministry 
of Finance and Treasury is implementing a tax reform program, with plans to (i) broaden the tax 
base in the medium to long term, (ii) shift away from direct taxes, and (iii) simplify tax 
administration. A reform of the Customs and Excise Act, 1960 is under way, which will simplify 
and extend the collection of duties and goods taxes at the border. 

 
14. Property rights. About 87% of land in Solomon Islands is under customary tenure, 8% 
is public land, and perpetual estates hold 5%. Customary land is commonly considered to be a 
major constraint to development, primarily because disputes over land ownership can delay 
access to land for commercial purposes. A key challenge is to retain the benefits that flow from 
the traditional land tenure system, while having in place procedures that facilitate leasehold 
access to land for development purposes.  
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C. ADB’s Strategic Focus 

15. ADB’s strategic focus in promoting private sector development in Solomon Islands is 
directed at continued business law reform, enhancing access to finance, promoting SOE reform, 
and addressing barriers to private sector development arising from a lack of access and high-
cost infrastructure.  
 
16. ADB will assist the government in drafting a new trustee law and in reviewing the 
Registration of Business Names Act, 1971 and the contracting framework. It will also assist in 
any necessary amendments to the Companies Act and Secured Transactions Act.  

 
17. The benefits from reforming the legal and regulatory framework for business will only be 
realized if the new laws and regulations are implemented effectively. ADB will continue 
providing training and support on the new electronic registries in cooperation with the New 
Zealand Ministry of Economic Development. ADB will also provide support for (i) further 
upgrading the secured transactions registry, (ii) enhancing public awareness of the registry, and 
(iii) further reviewing the secured transactions legislation. In addition, ADB is providing 
assistance to the government in drafting a new Customs and Excise Act. 
 
18. Recognizing that, besides access to credit, many people in Solomon Islands need 
financial services in the form of saving facilities and the ability to receive and transfer funds, 
ADB will support the government’s efforts to improve access to a broad range of financial 
services. ADB is assisting with reviewing the legal framework for microfinance, under the 
supervision of the financial inclusion committee, chaired by the central bank. In addition, ADB 
will support efforts to increase financial literacy across Solomon Islands.  

 
19. ADB will continue to support the government’s efforts to reform SOEs. Toward this end, 
ADB will provide training and capacity building support to SOE directors and board members on 
(i) improving the framework for community service obligations; and (ii) implementation of the 
SOE Act and regulations. Where politically feasible, ADB will continue to support the 
government’s efforts to privatize commercial SOEs.  
 
20.  ADB will continue to address infrastructure barriers to private sector development 
through its public sector operations, while the ADB Private Sector Operations Department will 
pursue a proactive developmental role in generating opportunities for private investment in 
infrastructure and the financial sector. Transport projects will also widen opportunities for 
public–private partnerships in (i) road, wharf, and jetty maintenance; (ii) the provision of inter-
island transport services; and (iii) improving transport policies to encourage safe and reliable 
provision of private transport services. ADB support for renewable energy will widen 
opportunities for income diversification in the outer islands and improve the accessibility and 
quality of services on those islands. If additional sources of finance can be mobilized, ADB may 
support selected operations aimed at improving access to vocational and higher education and 
augmenting the supply of trained workers to promote private sector development. 
 




