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Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities 
 
1. One of the main roles of the government is to promote an environment that enables 
inclusive, private-sector-led economic growth and social development. This implies that the public 
sector manages its finances in a disciplined manner, and mobilizes and allocates resources in 
ways that add value. It also implies that the government puts in place policies, regulations, and 
institutional arrangements conducive to free and fair competition, which provide sufficient 
incentives to motivate the private sector to save and invest. 
 
2. Insufficient fiscal discipline. A number of factors have hampered the government’s 
efforts to achieve fiscal discipline and deliver value for money through its public spending. First, 
Solomon Islands was assessed to have an unsustainable level of public debt in the early 2000s 
after the ethnic tensions (1998–2003). In 2005, the government signed the Honiara Club 
Agreement with four major creditors to Solomon Islands (Australia, the European Commission, the 
European Investment Bank, and the International Fund for Agricultural Development), which 
committed the government not to borrow until debt sustainability had been restored. Considerable 
progress was made on reducing the ratio of public debt to gross domestic product (GDP) from 
2005 to 2010, but at the same time, the share of public spending to GDP increased sharply. 
Government expenditures increased from 28% of GDP in 2007 to almost 35% of GDP in 2009, 
precluding resources in the banking system and, in so doing, crowding out private sector activity. 
Second, the budget process (from preparation to execution to monitoring) is weak. The recurrent 
and development budgets are fragmented and uncoordinated. The recurrent budget is the 
responsibility of the Ministry of Finance and Treasury and the development budget is the 
responsibility of the Ministry of Development Planning and Aid Coordination. Expenditures are not 
linked to outputs or to the expected level of service delivery. Coordination among agencies 
responsible for planning, budgeting, spending, and auditing is weak. Third, the revenue system 
and collection remain weak. The tax base is narrow, with heavy reliance on logging and primary 
commodities. In addition, archaic and ad hoc tax exemptions still exist. 
 
3. Inefficient and ineffective service delivery. A number of factors combine to weaken 
public service delivery, reducing the value that citizens derive from public spending. First, policy 
analysis is weak, with draft policy papers often prepared by expatriate advisors instead of 
government officials. Translating policy proposals into new laws and regulations is then hampered 
by major deficiencies in the overall legal framework. Second, the line agency corporate plans are 
often poorly (or not at all) linked to national government priorities. There is a major gap between 
agencies’ understanding of the direction of government policy and the development of realistic and 
timely sector strategies. Third, most agencies in Solomon Islands face systemic problems and 
operate with budgets and human resources that are insufficient to accomplish their goals and 
objectives. Thus, it is particularly important to relate budgets to the estimated costs of the 
government’s program priorities. Fourth, the importance of the citizens is often overlooked. Since 
most stakeholders have low expectations, the demand for good quality public goods and services 
is not likely to be great. Fifth, development assistance accounts for an extremely large share of 
public spending, much of which is in the form of project finance. Uncertainty over aid volumes, 
disbursement timing, and alignment with policy and budget priorities are chronic concerns.             
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4. Weak business environment. The private sector in Solomon Islands faces numerous 
challenges to doing business competitively. The private sector has to compete with state-owned 
enterprises (SOEs), which are provided preferential access to resources and operate in markets 
reserved for them. The Solomon Islands SOEs account for nearly a quarter of the nation’s fixed 
assets, absorb large amounts of scarce capital, and provide negative returns on their fixed assets 
and investments. Inefficient but high-cost SOE services drive up the costs of doing business for all 
private enterprises.2 Second, major gaps exist in access to infrastructure, and the costs of 
infrastructure services are extremely high. The majority of the nation’s rural population does not 
have access to paved roads, regular electricity supplies, or affordable telecommunications. Third, 
the skills base of the population is extremely limited, with very few technically trained school 
graduates, and the high youth unemployment arising from a mismatch between skills (technical 
and managerial) demanded in the marketplace and those available in the labor force. Fourth, the 
business regulatory environment is not conducive to private sector operations and is characterized 
by (i) an outmoded commercial legal framework, (ii) trade taxes that serve to weaken export 
competitiveness, (iii) low levels of access to formal sources of finance, and (iv) 90% of the land 
under customary ownership rights. Prior to the development of the new Companies Law and 
companies registry in July 2010, starting a business in the Solomon Islands involved seven 
procedures and took 57 days at a cost of 52.7% of annual per capita income. Fifth, the banking 
system is shallow, and the rural population has considerable difficulty in mobilizing finance from 
the financial markets because of unclear land rights, systemic difficulties in using all types of 
collateral for loans, the lack of a bank clearing system outside Honiara, and large gaps in financial 
market infrastructure.3 
 

 2. Government’s Sector Strategy 
 

5. The global economic crisis of 2008 2009 weakened the government’s fiscal performance 
and exacerbated an anticipated structural slowdown in forestry.4 In March 2009, the government 
established the Core Economic Working Group (CEWG), comprising central government agencies 
and key development partners,5 to improve coordination and dialogue between the government 
and development partners and to address the main economic and fiscal challenges facing the 
country. The CEWG served as an effective platform for policy dialogue, and eventually it provided 
a platform for identifying and providing partner support, through the budget, for reforms aimed at 
offsetting the adverse effects of the global economic crisis. Initially, the focus of the CEWG was on 
restoring fiscal stability. As the immediate impacts of the global economic crisis were reduced, the 
emphasis has shifted to improvements in public sector financial management and improvements in 
the business environment to bolster private sector development.  
 
6.  Since 2009, noteworthy progress has been made in public sector financial reforms, 
including the elimination of the backlog of central government financial statements, the introduction 
of transparent and rigorous auditing, payment of debt interest and trade creditor arrears, and 
increased revenue collection. Progress has been particularly notable in terms of fiscal discipline, 
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 Private sector development challenges are discussed in greater detail in a separate Private Sector Assessment 

(accessible from the list of linked documents in Appendix 2 of the country partnership strategy).  
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  After growing at an average annual rate of 7% in 2003–2008, real economic growth in 2009 was close to zero.  
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with the government registering a fiscal surplus of 7.1% of GDP in 2010. On the expenditure side, 
the withdrawal of warrants is expected to yield considerable savings, while on the revenue side, 
the strengthening of customs enforcement at the wharf is expected to boost collections. Steps 
have also been taken to develop a resource rent framework with International Monetary Fund 
technical assistance (TA).  
 
7. The government has also made progress in creating an enabling environment for 
enterprises. In addition to a large public sector infrastructure investment program, the SOE Act was 
enacted in November 2007, and became effective when new SOE regulations were promulgated in 
April 2010. With support from the Asian Development Bank (ADB), privatization of Home Finance 
Limited was completed in 2009 and Sasape Marine Limited was privatized in 2010. Neither of these 
two SOEs has received subsidies after privatization. One large SOE (Soltai) has also been 
restructured. The Companies (Insolvency and Receivership) Act, passed in March 2009, makes 
provision for the registration of ―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 successfully went online in December 2010. A diagnostic review 
of business laws was undertaken in 2009 and 2010, and follow-up work to reform the Customs and 
Excise Act has been initiated in 2011. To improve the use of collateral, a Secured Transactions Act 
was passed in August 2008 and a Secured Transactions Registry was established.  
 
8. The government’s policy statement of 5 October 2010, its January 2011 Policy Translation 
Document, and its National Development Strategy for 2011–2020 all envision a growth process 
that is private-sector-led and reduces the economy’s dependence on foreign aid and log exports. 
To bolster private sector activity, the government aims to improve access to credit, streamline and 
improve business registration procedures, improve access to infrastructure, review and reform the 
tax incentive system, ease immigration and labor requirements, promote small and medium-sized 
enterprises, and improve the land registration system. Public finance is to be reformed by 
strengthening the management of public financing, reviewing and reforming the tax system, 
developing a new results-based budget framework, integrating the medium-term fiscal framework 
with national and sector plans, reducing the size of government, improving tax compliance, 
strengthening the monitoring and oversight of the SOEs, and liquidating nonviable state 
companies. Public debt management is to be reviewed, and if the government is to resume 
borrowing, it shall be for infrastructure and the productive sectors. 
 
 3. ADB Sector Experience and Assistance Program 
 
9. ADB has provided long-standing support for policy reform and capacity development to 
improve public sector management in ways that directly improve the Solomon Islands business 
setting. Since 2004, TA has been provided in the areas of customs law review and modernization, 
SOE reforms and privatization, business law reforms and companies registry, and secured 
transaction reform. ADB has also provided TA for a reform of the Customs and Excise Act, which 
will simplify and extend coverage at lower but more predictable tax rates. ADB has provided 
economic reports and other knowledge products aimed at benchmarking economic conditions in 
Solomon Islands and assessing options for sector and structural policy and institutional reform. A 
number of these activities have been supported by regional TA, including those funded by the 
Pacific Private Sector Development Initiative.6  
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10. In response to the adverse impacts of the global economic crisis, ADB has provided a 
grant-funded Economic Recovery Support Program, to support the government’s macroeconomic, 
fiscal, and enterprise-enabling environment reforms.7 The Economic Recovery Support Program 
was designed in collaboration with the government and several CEWG development partners. It 
was designed as a cluster program comprising two subprograms, with the first and second 
subprogram approved by ADB’s Board of Directors in 2010 and 2011 respectively, and was linked 
to a number of measures that were to be reflected in the annual government budgets. The 
Economic Recovery Support Program has been implemented through the CEWG mechanism 
under which the government articulates its economic and public financial management reform 
plans and engages in dialogue with the development partners until a decision on the provision of 
budget support and associated TA is reached. In parallel, the International Monetary Fund 
provided a standby credit facility for Solomon Islands, with the first release provided in June 2010 
to support the government’s macroeconomic reforms.  
 
11. The main goal of ADB’s assistance in the area of public sector management is to improve 
the business environment to enable private-sector-led, inclusive growth and social development. 
Toward this goal, ADB will continue to support policy, regulatory, and institutional reforms and 
capacity building that (i) promote fiscal discipline; (ii) improve economic productivity through 
private sector development activities including SOE reforms, business law reforms, and improved 
access to finance; and (iii) improve service delivery to the poor. Building on experience, ADB will 
continue to support private sector development through ongoing regional TA for the Private Sector 
Development Initiative as well as through TA aimed at SOE reform and improved access to 
finance. In coordination with development partners and operating through the CEWG mechanism, 
ADB will support government-led public sector management reforms with policy-based program 
grants every other year, with assistance tentatively scheduled for 2013 and 2015. Expected 
outcomes of the ADB program and advisory support include (i) improved fiscal management 
through greater transparency and integrity in the management of public resources; (ii) enhanced 
productivity through legal and structural reforms that improve the enabling environment for private 
sector development; (iii) improved quality and quantity of public services to citizens, particularly the 
poor and vulnerable in rural areas; and (iv) enhanced local awareness, understanding, and 
ownership of government policies and programs. 
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Problem Tree for Public Sector Management 
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SOE = state-owned enterprises. 
Source: Asian Development Bank. 
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Sector Results Framework (Public Sector Management, 2012–2016)  
 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Outcomes with  
ADB Contribution 

Indicators with 
Targets and Baselines 

Outputs with ADB 
Contribution 

Indicators with 
Incremental Targets 

Planned and Ongoing 
ADB Interventions 

Main Outputs Expected from 
ADB Interventions 

Improved public 
financial 
management and 
planning 

 

After resuming 
borrowing, level of total 
public debt stock not 
exceeding 30% to GDP 
(2004 baseline: 41% 
prior to Honiara Club 
Agreement signing) 

Fiscal losses from 
SOEs reduced to under 
1% of GDP by 2016 
(2010 baseline: 
2%–3%) 

Annual government 
revenues maintained at 
least at 30% of GDP 
(2010 baseline: 30.4%) 

Public sector 
management and 
institutions assessment 
rating maintained or 
increased (2011 
baseline: 3.1) 

 

Effective 
establishment and 
implementation of 
legislation, 
strengthened 
capacity of SOEs, 
and affordable 
pricing for public 
services 

Number of internet 
service subscribers 
increased by at least 
20% and price of 
internet service 
decreased by at least 
30% by 2016 
(baseline: less than 
10% of the population 
subscribe to internet in 
2010) 

Time required for 
businesses to open 
and close companies 
maintained with 
companies registry 
modernization (2011 
baseline: 1 day) 

Overall score of public 
understanding of 
government policy 
improved in the annual 
People’s Survey (2010 
baseline: all indicators 
especially on 
―leadership‖) 

Annual customs 
revenue increase to 
25% of total revenues 
and grants (2010 
baseline: 22%)  

Planned key activity 
areas 

Policy dialogue and 
recommendations to the 
government through the 
Core Economic Working 
Group  

Pipeline projects with 
estimated amounts 

Economic and financial 
reform programs ($5.0 
million for 2013 and $5.0 
million for 2015) 

Ongoing projects with 
approved amounts 

Pacific Private Sector 
Development Initiative 
($21.8 million) 

State-Owned Enterprise 
Reforms ($225,000) 

Planned key activity areas 

Continuing and deepening 
development coordination through 
the joint government–development 
partners Core Economic Working 
Group 

Strengthened regulatory framework 
and policies that promote 
efficiency, transparency, and 
integrity of SOEs and public service 
providing agencies 

Pipeline projects 

Strengthened technical and 
managerial capacity of government 
counterparts  

Ongoing Projects  

Critical constraints to rural 
accessibility alleviated through 
rehabilitation of feeder roads, rural 
wharves, and improved interisland 
shipping services 

SOE Act being implemented and 
enforced 

Operationalization of online 
companies and secured 
transaction registries 

ADB = Asian Development Bank, CPS = country partnership strategy, GDP = gross domestic product, SOE = state-owned enterprise. 
Source: Asian Development Bank.  
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