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I. THE PROPOSAL 
 
1. I submit for your approval the report and recommendation on a proposed policy-based 
grant to Solomon Islands for the Improved Fiscal Sustainability Reform Program.1 
 
2. The program is part of long-standing and coordinated assistance provided by the Asian 
Development Bank (ADB) to support the efforts of the Government of Solomon Islands to 
implement policy and institutional reforms that have helped to progressively improve 
macroeconomic management, fiscal sustainability, the business climate, public financial 
management (PFM), and service delivery.2 The program builds on these previous policy-based 
programs and technical assistance (TA) to further improve PFM, fiscal sustainability, and the 
private sector investment climate.3 
 

II. PROGRAM AND RATIONALE 
 
A. Background and Development Constraints 
 
3. Development context. Solomon Islands is largely rural with 85% of its population of 
652,000 living in villages in nine provinces spread across 20 islands. Income-generating 
opportunities are scarce and predominantly based on natural resources—fisheries, forestry, and 
mining. Providing infrastructure and services to this dispersed population is difficult and costly 
and helps constrain business and investment growth. Although poverty has declined in recent 
years, Solomon Islands has the lowest gross national income per capita among ADB’s Pacific 
developing member countries.4 
 
4. Successive reformist governments since 2006 have improved PFM practices, made fiscal 
policy sustainable, and increased investment levels. This along with robust economic growth, 
including an average of 3.0% per annum during 2015–2017, resulted in per capita incomes almost 
doubling since the global financial crisis.5 However, economic problems remain. First, the country 
continues to exhibit characteristics of a fragile state. The government has limited reach and 
effectiveness, its economic policy needs to be actively managed, and the country is vulnerable to 
shocks such as civil unrest and natural disasters. 6  Second, unsustainable logging, which 
accounted for about 17% of domestic revenue and two-thirds of exports in 2017, has been the 
biggest driver of growth, and it is expected to decline over the medium term (footnote 4). Third, 
annual population growth of about 2.3% means high levels of economic growth are required to 
continue per capita income growth. According to the International Monetary Fund (IMF), the main 
macroeconomic challenges facing policy makers in Solomon Islands are the need to improve 
access to basic services, strengthen resilience, and generate new sources of economic growth.7 
These economic challenges coupled with significant government capacity constraints to develop 
and implement policy effectively, make reform challenging and requiring significant development 
partner support. 

                                                
1 The program is included in Asian Development Bank (ADB). 2017. Country Operations Business Plan: 11 Small 

Pacific Island Countries 2018–2020. Manila. It is aligned with ADB. 2016. Pacific Approach, 2016–2020. Manila. 
2 ADB. 2012. Completion Report: Solomon Islands: Economic Recovery Support Program—Subprograms 1 and 2. 

Manila; and ADB. 2018. Completion Report: Solomon Islands: Economic Growth and Fiscal Reform Program. Manila. 
3 The design and monitoring framework is in Appendix 1. 
4 ADB. 2017. Asian Development Outlook. Manila. 
5 International Monetary Fund (IMF). World Economic Outlook database.  
    https://www.imf.org/external/pubs/ft/weo/2018/01/weodata/index.aspx (accessed 22 September 2018). 
6 Solomon Islands has been steadily recovering from the 1999–2003 civil conflict. According to the World Bank, 

Solomon Islands is ranked the fourth most vulnerable country to natural disasters among the Pacific islands. 
7 IMF. 2018. Solomon Islands 2017 Article IV Consultation Staff Report. Washington, DC. 

https://www.imf.org/external/pubs/ft/weo/2018/01/weodata/index.aspx
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5. In the wake of the global financial crisis in 2009, the government and development 
partners established the Core Economic Working Group (CEWG) to develop a joint framework 
for mitigating the impacts of the crisis and building resilience to future shocks.8 The CEWG now 
coordinates the government and development partners on policy reform priorities associated with 
budget support. The framework, called the policy reform matrix, includes a list of high-priority 
reform actions from the National Development Strategy (NDS) that will help achieve the country’s 
vision of improving the social and economic livelihoods of all Solomon Islanders.9 ADB helped the 
government achieve the following reforms between 2010 and 2015: (i) the establishment of a 
Budget Strategy Committee to improve interagency coordination; (ii) regular consultations with 
civil society organizations, including women’s groups, on the national budget to improve 
community awareness and strengthen budget accountability and transparency; (iii) the adoption 
of a new debt management strategy to improve overall fiscal discipline; and (iv) the amendment 
of the Registration of Business Names Act to facilitate improved processes for registering formal 
businesses.10 
 
6. Following the November 2014 general election, the country’s fiscal position deteriorated 
because of changes in government priorities, a waning commitment to the CEWG process, and 
reform slippage. After several years of surpluses, fiscal deficits emerged during 2015–2017 
(Table 1). The buildup of cash reserves were drawn down to finance the fiscal expansion.11 The 
low cash balance fell from 3.6 months of recurrent spending at the end of 2015 to 0.7 months 
at the end of 2017. This was below the 2-month target of total recurrent expenditure 
recommended by the IMF, and reduces the government’s fiscal buffers against shocks. Public 
debt also increased to finance infrastructure investments although the 2017 IMF–World Bank 
Debt Sustainability Analysis concluded that the risk of debt distress remained moderate 
(footnote 7). 
 
7. Since the leadership changed in November 2017, policy dialogue has resumed through 
the CEWG and reform momentum has increased.12 The government has made a concerted effort 
to reestablish macroeconomic and fiscal stability by targeting lower budget deficits in 2018 and 
2019.13 Its fiscal consolidation program is a positive step. Although the capital development 
budget almost halved from 11.8% to 6.5% of gross domestic product in the 2018 budget, it is 
unlikely to have substantial adverse economic growth impacts because the development budget 
is perennially under spent.14 Delays in government payments have also had flow-on effects to the 
private sector, particularly businesses with government supply contracts.  
 

8. Therefore, the government is keen to prioritize reforms that strengthen public sector 
management and service delivery. These objectives are consistent with the (i) first objective of 
the NDS (sustained and inclusive economic growth); (ii) ADB’s Pacific Approach, 2016–2020 and 

                                                
8 The CEWG is comprised of the Ministry of Finance and Treasury, the Ministry of Development Planning and Aid 

Coordination, the Prime Minister’s Office, the governments of Australia and New Zealand, ADB, the World Bank, and 
the European Union. 

9 Government of Solomon Islands. 2016. National Development Strategy, 2016–2035. Honiara. 
10 ADB. 2010. Technical Assistance for Pacific Economic Management–Enhanced Economic Management (Subproject 

2). Manila; ADB. 2013. Technical Assistance for Pacific Private Sector Development Initiative, Phase III. Manila; 
ADB. 2017. Establishment of the Domestic Resource Mobilization Trust Fund. Manila; and Sector Assessment 
(Summary): Public Sector Management (accessible from the linked documents Appendix 2). 

11 ADB. 2016. Asian Development Outlook. Manila. 
12 At the request of the government, the CEWG resumed seeking development support for the government’s economic 

reform and fiscal sustainability program, and galvanizing budget support through a single mechanism. 
13 Government of Solomon Islands. 2018. 2018 Budget Strategy and Operational Rules. Honiara. 
14 Government of Solomon Islands. 2018. Budget Strategy and Outlook. Honiara. 
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its three-pronged strategy to reduce costs, manage risks, and enable value creation; and (iii) the 
IMF’s July 2018 policy advice to the government.15 
 

Table 1: Selected Economic and Fiscal Indicators 
(% of GDP unless otherwise indicated) 

( ) = negative, GDP = gross domestic product, est. = estimate, proj. = projection, rev. proj. = revised projection, SI = 
Solomon Islands. 
a Inclusive of the 2018 supplementary budget. 
b Inclusive of the Asian Development Bank budget support. 
c International Monetary Fund debt sustainability analysis (footnote 7). 
Sources: Government of Solomon Islands and Asian Development Bank estimates. 

 
9. Public financial management needs strengthening. The deterioration of the fiscal 
position between 2015 and 2017, accompanied by a rise in expenditure arrears, reflects 
challenges in PFM. In June 2018, an IMF review of the PFM Reform Roadmap, 2014–2017 
recommended actions to strengthen overall PFM integrity. The Ministry of Finance and Treasury 
(MOFT) has good policies and processes to implement the PFM Act (2013) as envisaged, but the 
focus is to institutionalize these existing good practices by enacting regulations under this act 
(e.g., ensuring all projects that require debt financing include an economic analysis so that 
macroeconomic and debt level implications can be assessed). 
 
10. Eradicating corruption is also a critical element of the government’s PFM agenda. 
However, key mechanisms to perform checks and balances on executive powers are lacking, 
especially in relation to accountability measures for public office holders and civil servants. 
Combating corruption is spread across various institutions, and this diffused approach has 
weakened anticorruption efforts and contributed to persistent corruption. The Leadership Code 
Commission within the Office of the Prime Minister has a legislative mandate to inquire into the 
conduct of public servants and officers of public agencies, but it has been ineffective. Meanwhile, 
the ombudsperson, established to deal with maladministration, commenced its operations in 2018. 
The government recognizes that measures to improve transparency, strengthen anticorruption 
practices, and protect persons who report instances of corruption in good faith and on reasonable 

                                                
15 ADB. 2016. Pacific Approach, 2016–2020. Manila; and IMF. 2018. Article IV Consultation press release: 

http://www.imf.org/en/News/Articles/2018/07/30/PR18318. 

 
Item 

 
2015 

 
2016 

2017  
(est.) 

2018 
(proj.) 

2018  
(rev. proj.)a 

2019 
(proj.) 

Real GDP growth 
(% change) 

2.6 3.4 3.2 3.2  3.2  3.0 
  

Total revenue 44.6 39.8 40.3 40.6  41.8  38.7 

Of which  
(% of revenue): 
Logging  

 
 

15.2 

 
 

14.7 

 
 

17.0 

 
 

14.8  

 
 

15.8  

 
 

13.8  
Grants (incl. budget 
support) 

11.6 10.0 8.0 9.6b 9.3b 6.6 

Total expenditure 45.6  42.8 44.1 42.1  43.7  39.7  

Of which: 
Development 
Expenditure 

 
11.3 

 
11.8 

 
11.8 

 
6.5  

 
6.5  

 
5.9  

Fiscal balance (1.0) (3.0) (3.8) (1.6) (1.9) (1.0) 

External debt c 9.7 7.5 8.2 11.9 11.9 13.9 

Nominal GDP 
(SI$ million)  

       8,130           8,686        9,146        9,655         9,655     10,060  

http://www.imf.org/en/News/Articles/2018/07/30/PR18318
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grounds must be promoted in accordance with Article 33 of the United Nations Convention against 
Corruption, which Solomon Islands has ratified. 
 
11. Fiscal management needs to be sustainable. Widening fiscal deficits and the reduced 
2018 development budget in the context of projected declining logging revenues underscore the 
need to prioritize better expenditure and make careful fiscal adjustments in 2018 and 2019. Fiscal 
buffers are low, with the cash balance below IMF’s target (footnote 7). Regarding expenditure, 
payment arrears have reemerged. Greater restraint is also needed for discretionary recurrent 
expenditures on Parliamentarian tertiary scholarships and shipping grants, which are all disbursed 
through Members of Parliament. Although these programs aim to provide public services unmet 
by the government to the rural population, there needs to be greater accountability and 
transparency in their use, particularly in assessing their development impact. Tertiary 
scholarships and shipping grants, for example, increased as a share of the development budget 
from 1.7% to 5.1% between 2014 and 2017. Government debt levels are sustainable and debt 
servicing levels are affordable, but the downside risks are high (footnote 7). 
  
12. In July 2018, a $28.9 million supplementary budget was approved by Parliament to finance 
additional expenditure on items identified as being omitted from the 2018 budget. In line with the 
government’s fiscal consolidation efforts, line ministries were advised that new or additional 
expenditures would be accommodated only if there was a commensurate increase in revenues. 
In addition, expenditure arrears and all legitimate contractual commitments and ongoing fixed 
costs would be prioritized. In this context, the IMF recommended that the government focus on 
measures to rebuild the cash balance, strengthen tax compliance, streamline exemptions, and 
clear expenditure arrears (footnote 15). 
 
13. Increased private sector investment. The country needs increased private sector 
investment, particularly investment that will diversify the economy, to grow the formal private 
sector to address employment and income challenges.16 The government plays an important role 
in establishing an investment climate where private businesses can thrive. The NDS includes the 
following reform priorities: (i) encourage greater private sector involvement in delivering 
infrastructure services; (ii) undertake a comprehensive review of the tax system that encourages 
domestic and foreign investment; and (iii) encourage efforts that facilitate business access to 
finance, in particular, by developing new products to enable greater moveable asset-based 
lending using the secured transaction registry. ADB-supported reforms between 2010 and 2017 
to enhance the business environment and improve private sector investment included 
streamlining foreign investment processes, reforming business laws, and improving the 
governance and commercial performance of state-owned enterprises.17 
 
14. Despite positive growth forecasts (Table 1), there are still many challenges to encouraging 
the private sector to grow. Policy development processes to achieve effective investment climate 
reforms are fragmented; infrastructure projects need rigorous economic analysis to ensure scarce 
public funds achieve the greatest returns; investments in education, particularly vocational 
education and skills training, need increasing; and the financial sector needs to facilitate greater 
access to finance. Specifically, an impediment is that the tax structure is outdated, inefficient, 
complex, expensive to administer, and anticompetitive. The tax system imposes high compliance 
costs on taxpayers; discourages people from becoming taxpayers, particularly women; and 
encourages tax avoidance and evasion. Importantly, the tax system does not actively support 

                                                
16 ADB. 2017. Technical Assistance to Solomon Islands for Private Sector Assessment. Manila. 
17 ADB. 2009. Technical Assistance for the Pacific Private Sector Development Initiative Phase II. Manila; and ADB. 

2013. Technical Assistance for the Pacific Private Sector Development Phase III. Manila. 
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growth; for example, it does not systematically support exports and instead relies upon 
distortionary exemptions for exporting industries. The IMF has stated that the government’s focus 
on tax reform will help to significantly improve the investment climate by making the tax system 
more efficient, fair, and equitable (footnote 15). More generally, the economy is uncompetitive, 
and policy and regulatory settings do not encourage competition, the protection of consumers, or 
the economic empowerment of women. Finally, Solomon Islands has a narrow economic base 
with an overdependence on unsustainable logging. The economic base needs to be broadened 
to reduce reliance on the forestry sector and to make the economy more resilient to external 
shocks. The government believes that the minerals sector has the greatest potential to manage 
the transition away from unsustainable logging. However, several challenges, such as the lack of 
transparency in issuing mining licenses, disclosing revenues, and applying fiscal incentives, need 
to be effectively addressed. 
 
B. Policy Reform and ADB’s Value Addition 
 
15. The first ADB mission to start policy dialogue for this program took place in September 
2017. However, the resumption of the CEWG in January 2018 increased momentum. The 
government and development partners agreed on three strategic themes (strengthening PFM, 
improving fiscal management and sustainability, and enabling drivers of economic growth and 
promoting investment) that would provide the basis for reform priorities to be supported by policy-
based operations.18 These are all areas of long-standing ADB policy engagement (footnote 2). 
The program has completed the implementation of eight reforms critical to addressing the 
development challenges. 
 
16. Reform area 1: Public financial management. A policy priority of MOFT is to improve 
budget outcomes and increase transparency by strengthening PFM. Coupled with institutional 
reforms to fight corruption and protect whistleblowers, this will help protect the integrity of the 
national budget and work towards transforming policy priorities into improved service delivery.  
 
17. MOFT completed the review of the PFM Reform Roadmap, 2014–2017 in August 2018, 
and the Minister of Finance and Treasury endorsed the PFM Action Plan, 2019–2020 based on 
the outcomes of the review. The action plan reflects the government’s most urgent priorities in 
line with IMF’s recommendations to (i) improve budget credibility, (ii) implement commitment 
controls, (iii) institutionalize a comprehensive approach to cash management, (iv) clear all existing 
expenditure arrears while executing the 2018 budget, and (v) support greater accountability of 
discretionary funds. 19  MOFT has also developed a new regulation for improving debt 
management that came into force in September 2018. This regulation describes the process to 
raise new debt and will help ensure limited debt funding finances those projects with the greatest 
returns to the country. MOFT is working to further strengthen PFM processes by developing an 
additional eight regulations under the PFM Act (2013) to provide more detailed operational 
guidance on PFM practices such as the budget process, management of public funds, and 
procurement.  
 
18. The government’s commitment to anticorruption is evidenced by the successful passing 
of legislation such as the Anti-Corruption Act (2018) and the Whistle-Blower Protection Act (2018). 
Among other things, these acts will establish the Anti-Corruption Independent Commission, which 
will have the ability to investigate and prosecute corruption, build capacity for corruption risk 
assessments, develop a clear code of conduct for public office holders and civil servants, and 

                                                
18 Development Coordination (accessible from the list of the linked documents Appendix 2). 
19 IMF. 2018. Solomon Islands: Strengthening the Fundamentals of Public Finance Management. Washington, DC. 
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promote civil society participation in raising awareness and reporting corruption. The United 
Nations Pacific Regional Anti-Corruption Program supported the government’s efforts to 
develop these bills and ensure they meet international obligations and are relevant to the 
local context.20 
 
19. Reform area 2: Fiscal sustainability. In line with IMF’s policy advice (footnote 7), MOFT 
is committed to strengthening the country’s resilience to shocks. This program enabled increases 
in revenues, reduced expenditure and started rebuilding fiscal buffers.  
 
20. MOFT certified that expenditure arrears totaling $17.8 million in 2017 have been paid. 
These arrears to private sector contractors were for public works. The nonpayment of invoices 
when they are due has implications for firms and may discourage them from taking future 
government contracts. However, some arrears have built up again in 2018, and MOFT has 
confirmed that all outstanding arrears will be paid by the end of 2018. MOFT has asked for TA to 
improve cash management to help prevent arrears in the future. 

 
21. Overall domestic revenue levels (excluding budget support) have increased by 4.8% on a 
year-on-year basis led by increased logging, improved compliance, and annual updates of excise 
taxes. According to MOFT modelling, amendments to the Goods Tax Act and reforms to the 
administration of withholding taxes will result in additional annual revenues of $5.1 million. The 
Goods Tax Act amendments will ensure that imported goods are taxed on the value of the goods 
through a prescribed formula, which is in line with international practice. The withholding tax 
reforms help to ensure that activities that fall outside the pay-as-you-earn system, such as 
professional services, are captured in the tax net. Similarly, according to MOFT modelling, 
increases in excise taxes collected on alcohol and tobacco will result in additional annual 
revenues of $1.9 million. In the consultations conducted, the Solomon Islands Women in Business 
Association was included to understand the implications for women-owned businesses. 
 
22. Concerted action has reduced overall public expenditure from $516.8 million in 2017 to 
$507.1 million in 2018.21 Discretionary expenditure was reduced by 86% on new Parliamentarian 
tertiary scholarship awards and by 84% on shipping grants. The 2019 budget strategy goes further 
and proposes to remove both programs in line with the government’s fiscal consolidation efforts. 
These policies are in line with the IMF’s recommendations (para. 6). 

 
23. Reform area 3: Private sector investment climate. Solomon Islands needs increased 
private sector investment that will diversify the economy to address employment and income 
challenges. The program has enabled a tax review to start, new policies introduced to broaden 
the productive base, and a new policy to encourage greater competition in the economy. 
 
24. MOFT has begun a comprehensive review of the tax system with a view to raising revenue 
in an economically efficient way without discouraging individuals and businesses from contributing 
to the national economy by working, earning income, saving, and investing. The Minister of 
Finance and Treasury launched the review with discussion documents in November 2017, and 
these are available for review on MOFT’s website. The Cabinet also approved the time-bound 
work plan for review and consultations, which have commenced, including with women groups 
such as the Solomon Islands Women in Business Association. Consultations with women groups 
are important to understand the impact potential reforms will have on women, and adjustments 
can be made as necessary. MOFT is preparing early drafts of bills, and is targeting bills to be 

                                                
20 Solomon Islands acceded the United Nations Convention on Corruption on 6 January 2012. 
21 Government of Solomon Islands. 2018. 2019 Budget Strategy and Operational Rules. Honiara. 
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presented to the new government in 2019 for consideration, and then tabling in Parliament in the 
second half of 2019. 
 
25. Logging has been the primary source of government revenue and foreign exchange since 
the 1990s. However, regulation of the sector is weak and current logging volumes—estimated at 
2.7 million cubic meters in 2017—far exceed the sustainable threshold of 350,000 cubic meters. 
The sustainable forestry policy outlines how current regulations will be better enforced; targets a 
reduction in export volumes; encourages sustainable harvesting and forestry rehabilitation, 
including the enforcement of environmental impact assessments; minimizes the misclassification 
of round logs exports; and promotes downstream processing. In addition, to minimize the impact 
of the transition to lowering logging exports, the government has adopted a National Minerals 
Policy that positions mining as a new driver of growth. According to the World Bank, mining 
appears to be the only sector with any prospect of filling the macroeconomic space occupied by 
logging.22 The policy helps achieve this by providing a more certain regulatory environment for 
mining and outlining activities to strengthen institutional capacity for Ministry of Mines staff. 
 
26. The Cabinet approved the competition and consumer policy in August 2018 that covers 
issues such as international best practice principles, government business activities, consumer 
protection, competition law, institutional arrangements, and international trade. The main 
objective of the competition and consumer policy is to promote competition in Solomon Islands’ 
markets to support economic growth that is sustainable and inclusive. The next step is to examine 
legislation and regulations to see what reforms are needed to support a competitive economy. 
ADB will support this work. The competition and consumer policy defines inclusive economic 
growth as economic growth that reduces poverty, increases employment opportunities, and 
ensures that policies and practices facilitate women’s access to economic resources and 
opportunities. 
 
27. Post-program partnership framework. The policy dialogue process made clear that, 
across the reform areas, several follow-up reform steps will be crucial and could benefit from 
further ADB and development partner support. The government and ADB agreed on a post-
program partnership framework (PPPF) that would ensure that recently implemented reforms are 
imbedded, there is support for the next phase of associated and more substantive reforms, and 
ensure the program’s sustainability beyond 2018. A PPPF has been used successfully in other 
Pacific developing member countries to provide the basis for ongoing policy dialogue in years that 
ADB does not provide policy financing.23 The PPPF guides the government in sustaining efforts 
in each of the program reform areas, and MOFT and ADB will jointly monitor implementation. 
Details of the PPPF actions are presented in Appendix 4. 
 
28. ADB value addition. ADB’s experience and strong relationship with the government has 
played an important role in identifying and implementing critical reforms. To aid reform 
implementation in 2018, ADB has been engaged in joint analytical work and policy dialogue 
across all reform areas and has directly supported the preparation of the PFM Action Plan, 2018–
2019; the tax policy framework review; and the development of a competition policy. ADB will also 
continue to support reform momentum including entrenching completed reforms, program 
sustainability, and implementation of the PPPF through new and ongoing TA (footnotes 10 and 
17) in close collaboration with other development partners.24  The TA support will also help 
overcome the significant government capacity constraints which inhibits reform progress. 

                                                
22 World Bank. 2017. Pacific Possible. Washington, DC. 
23 ADB. 2016. Completion Report: Kiribati: Strengthening Fiscal Stability Program. Manila. 
24 A new TA to be processed in 2019 will also support the implementation of the PPPF. 
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29. The program is aligned to ADB’s Strategy 2030, particularly the operational priorities 
related to strengthening governance and institutional capacity and accelerating progress in 
gender equality. The program also reflects Strategy 2030 approach to fragile and conflict-affected 
situations and small island developing states. Strategy 2030 requires ADB’s support in fragile and 
conflict-affected situations to focus on institutional development and governance reforms. 
Similarly for small island developing states, Strategy 2030 emphasizes institutional strengthening 
to support countries’ efforts to manage financial and economic risk; improve the business 
environment; strengthen the quality of public service delivery, and promote private sector-led 
growth.  
 
30. Development partner coordination. The program is fully integrated with the CEWG. The 
program is aligned with the policy operations of the governments of Australia and New Zealand, 
the European Union, and the World Bank. ADB and the IMF also maintain a strong working 
relationship in Solomon Islands. Based on this cooperation, ADB, the World Bank, and the IMF 
share a common view on the macroeconomic and structural reform priorities (footnote 15).25 
 
C. Impacts of the Reform 
 
31. The effect of the reforms that the program has helped the government achieve is 
strengthened public sector management and service delivery. Policy actions implemented under 
the first reform area will help improve the quality of budget systems and institutions. This supports 
the expectation that the program’s PFM reform actions will help the government maintain fiscal 
deficits below IMF’s recommended levels. Policy actions implemented under the second reform 
area provide the basis for improved budget execution, expenditure quality, and tax administration 
and compliance. In addition, new tax measures that were introduced have helped generate more 
revenue, which will rebuild cash reserves and provide fiscal space to respond to shocks. Policy 
actions implemented under the third reform area will support the shift to an economy that is broad-
based, competitive, and encourages the participation of women in the economy and a tax system 
that supports economic growth and is business friendly.26 
 
D. Development Financing Needs and Budget Support 
 
32. The government has requested a grant not exceeding $5.0 million from ADB’s Special 
Funds resources (Asian Development Fund) to help finance the program. The World Bank, the 
governments of Australia and New Zealand, and the European Union will provide $16.4 million in 
cofinancing.27 The program will help the government meet its 2018 total financing requirements, 
which are estimated at $47.4 million without budget support. The proposed grant size was 
determined after considering the government’s commitment to stronger fiscal management, the 
country’s development financing needs, and the availability of financing from other development 
partners and sources. Without this program, parallel budget support programs from Australia and 
New Zealand would be unlikely, and the fiscal position would be significantly worse. 
 
33. Program modality. A stand-alone, policy-based operation is proposed, and all policy 
actions have been completed. A policy-based operation is appropriate given its suitability to 
improve the policy and institutional environment for enhanced efficiency in public sector 
management, its use of resources, and the government’s commitment to policy reform as 
                                                
25 IMF Assessment Letter (accessible from the list of linked documents in Appendix 2). 
26 Program Impact Assessment (accessible from the list of supplementary documents in Appendix 2). 
27 The European Union disbursed its budget support of €2.5 million in April 2018. The governments of Australia (A$2 

million) and New Zealand (NZ$3 million) plan to disburse their contributions in the fourth quarter of 2018. The World 
Bank plans to disburse its contribution ($10 million) in the second quarter of 2019. 



9 

 

evidenced by the revival of the CEWG. A stand-alone modality is considered appropriate based 
on a number of factors including (i) previous successful ADB operations in Solomon Islands using 
this modality; (ii) all CEWG development partners used this approach; (iii) the strong incentive 
structure for the new reformist government following a 2-year lapse of policy dialogue; (iv) with 
national elections scheduled for early 2019, this modality is appropriate given the potential for a 
change in government; and (v) leveraging reform when the political environment is supportive 
recognizes the country’s fragile and conflict-affected status and the need to build resilience to 
external shocks. The potential weakening of the government reform commitment in 2019 has 
been mitigated through a PPPF that contains long-standing reform priorities drawn from the NDS 
2016–2035, the demonstrated success of previous stand-alone programs that were negotiated 
with previous governments, and new TA to support implementation of the PPPF (footnotes 9 and 
24). The program is aligned with a government-led, multi-partner reform effort.  
 
E. Implementation Arrangements 
 
34. The program period is from September 2017 to December 2018. Program funding will be 
provided as a single tranche grant of $5.0 million and will be withdrawn when the government 
meets the conditions for effectiveness. The proceeds of the policy-based grant will be disbursed 
in accordance with the ADB Loan Disbursement Handbook (2017, as amended from time to 
time).28 MOFT is the executing agency and one of the implementing agencies. The Office of the 
Prime Minister; the Ministry of Forestry and Research; the Ministry of Mines, Energy and Rural 
Electrification; and the Ministry of Commerce, Industry, Labor and Immigration will also be 
implementing agencies.  
 

III. DUE DILIGENCE 
 
35. Following ADB’s Safeguard Policy Statement (2009), the program is classified category C 
for the environment, involuntary resettlement, and indigenous peoples. No activity will result in or 
lead to involuntary resettlement or negatively affect indigenous peoples or the environment. 
 
36. The program is classified effective gender mainstreaming. Although women and men are 
both active in the labor force in almost equal numbers, women only account for 3 of every 10 
waged or salaried employees. Women tend to be employed in more informal and vulnerable types 
of work and, on average, earn 37% less in wages per year than men.29 There are many barriers 
to women’s economic empowerment in Solomon Islands including the lack of parity in education, 
the burden of unpaid care and housework, unequal decision-making power and limited control of 
financial resources, and challenges in accessing finance. The program supports the improvement 
of gender outcomes across all three reform areas and will support women’s economic 
empowerment by (i) including a gender analysis and consultations with women organizations in 
the tax review as well as a gender analysis in the PFM Action Plan, 2018–2019; (ii) approving a 
competition policy that ensures that reviews of policies and practices will facilitate, not hinder, 
women’s access to economic resources and opportunities; (iii) approving an anticorruption act 
that supports an environment that is safe and fair for women to do business and ensures that at 
least two out of the six members of the Independent Anticorruption Commission are women; and 
(iv) reducing women’s time burden of unpaid care and housework by ensuring sufficient revenue 
for investments in social services. 
 

                                                
28 List of Ineligible Items (accessible from the list of linked documents in Appendix 2). 
29 Ministry of Women, Youth, Children and Family Affairs and National Statistical Office. 2016. Gender Equality: Where 

do we stand? Honiara. 
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37. The program is expected to have positive social outcomes.30 The public sector is a key 
provider of infrastructure and services to low-income households. Improved fiscal management 
will help ensure that the government has the resources to respond to future economic shocks, 
which tend to have an adverse effect on the poor, while maintaining critical public services. The 
government agreed to comply with ADB’s information disclosure and consultation requirements. 
 
38. Major risks and mitigating measures are summarized in Table 2 and described in detail in 
the risk assessment and risk management plan.31 PFM systems are assessed as capable of 
supporting mostly reliable service provision. Policy reforms and TA support will address other 
fiduciary risks. The overall risk of the operation is moderate. To mitigate the risks, the proposed 
program focuses on areas where the government has a strong record and has selected options 
for policy actions in the PPPF that would help maintain reform momentum beyond 2018. ADB’s 
Anticorruption Policy (1998, as amended to date) was explained to and discussed with MOFT. 
 

Table 2: Summary of Risks and Mitigating Measures 
Risks Mitigation Measures 
Political instability may weaken fiscal 
discipline and policy commitment. 

The Asian Development Bank will continue policy engagement with 
the government and its development partners. Policy engagement 
with the government on its reform program consists of three main 
elements: (i) discussions on the design and implementation of the 
program policy matrix, (ii) Core Economic Working Group meetings, 
and (iii) joint review missions assessing program performance. 

The government’s capacity to implement 
reforms effectively may prove insufficient. 

Ongoing technical assistance activities have been supporting the 
government in meeting the policy actions. 

The government may limit its 
engagement or withdraw completely from 
engaging with development partners. 

The government, particularly the Ministry of Finance and Treasury, 
has provided a firm commitment to the program, including the 
achievement of the policy actions under the program. 

Source: Asian Development Bank. 
 

IV. ASSURANCES 
 
39. The government and MOFT have assured ADB that implementation of the program shall 
conform to all applicable ADB policies including those concerning anticorruption measures, 
safeguards, gender, procurement, consulting services, and disbursement, as described in detail 
in the grant agreement.32 
 

V. RECOMMENDATION 
 
40. I am satisfied that the proposed policy-based grant would comply with the Articles of 
Agreement of the Asian Development Bank (ADB) and recommend that the Board approve the 
grant not exceeding $5,000,000 to Solomon Islands from ADB’s Special Funds resources (Asian 
Development Fund) for the Improved Fiscal Sustainability Reform Program, on terms and 
conditions that are substantially in accordance with those set forth in the draft grant agreement 
presented to the Board. 
 

Takehiko Nakao 
President 

31 October 2018

                                                
30 Summary Poverty Reduction and Social Strategy (accessible from the list of linked documents in Appendix 2). 
31 Risk Assessment and Risk Management Plan (accessible from the list of linked documents in Appendix 2). 
32 Grant Agreement (accessible from the list of linked documents in Appendix 2). 
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DESIGN AND MONITORING FRAMEWORK 
 

Country’s Overarching Development Objectives 
Rate of inclusive economic growth reinvigorated and increased 
Environment for private sector development improved and investment opportunities for all Solomon Islanders 
increased 
 
(National Development Strategy, 2016–2035)a 

 

 
Results Chain 

Performance Indicators with 
Targets and Baselines 

Data Sources and 
Reporting Mechanisms 

 
Risks 

Effect of the Reform By 2020: 
 

  

Strengthened public 
sector management and 
service delivery 

a. Fiscal deficit maintained below 
1.5% of gross domestic product 
(2017 baseline: 3.8% of gross 
domestic product) 

 

a. 2019 budget outturn 
documents 

Political 
instability may 
weaken fiscal 
discipline and 
policy 
commitment. b. At least 200 new companies 

registered of which at least 24% 
of total company shareholders 
and/or directors are women 
(2017 baseline: 2,150 registered 
companies of which 23% of total 
company shareholders and/or 
directors are women) 

 
c. Utilization rate of the 

development budget increased 
to 80% (2017 baseline: 72% 
utilization rate of development 
budget)b 

b. Solomon Islands 
Registry of Companies 
(Company Haus) 

 
 
 
 
 
 
c. 2019 budget outturn 

documents 

Reform Areas 
 

Policy Actions 
By 2019: 

  

1. Public financial 
management 

1.1 Public financial management 
system improved by (i) a 
review of the public financial 
management road map 
completed; (ii) a public 
financial management action 
plan, 2018–2019, which 
includes a gender analysis 
prepared; and (iii) Debt 
Management Regulations 
under the Public Financial 
Management Act (2013) 
approved. (2017 baseline: No 
review of the public financial 
management road map; no 
public financial management 
action plan, 2018–2019; and 
no debt management 
regulations approved under the 
Public Financial Management 
Act [2013]) 

 

1.1 Letter from the Minister 
of Finance and 
Treasury attaching (i) 
the review of the public 
financial management 
road map and (ii) the 
public financial 
management action 
plan, which includes a 
gender analysis. 
Minister of Finance and 
Treasury order 
approving the debt 
management regulation 
under the Public 
Financial Management 
Act (2013) 

The 
government’s 
capacity to 
implement 
reforms 
effectively may 
prove 
insufficient. 
 
The government 
may limit its 
engagement or 
withdraw 
completely from 
engaging with 
development 
partners. 
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Results Chain 

Performance Indicators with 
Targets and Baselines 

Data Sources and 
Reporting Mechanisms 

 
Risks 

 1.2 Parliament enacted (i) the 
Anticorruption Act (2018), 
which creates an Independent 
Commission Against 
Corruption, with two out of six 
members being women, and 
the President of the National 
Council of Women on the 
nominating committee; and (ii) 
the Whistleblower Act (2018). 
(2017 baseline: No 
Anticorruption Act or 
Whistleblower Act) 

1.2 Assent of the governor-
general given to the 
Anticorruption Act 
(2018) and 
Whistleblower Act 
(2018) approved by 
Parliament 

 

2. Fiscal sustainability 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
3. Private sector 

investment climate 

2.1 Outstanding expenditure 
arrears for 2017 cleared (2017 
baseline: $17.8 million in 
expenditure arrears) 

 
 
 
2.2 Aggregate expenditures 

reduced by at least 1.5% in the 
2018 budget (2017 baseline: 
$516.8 million) 
 
 
 
 
 
 
 
 
 

2.3 Revenues increased by (i) the 
Goods Tax (Amendment) Bill 
(2018) enacted by Parliament; 
(ii) resident-withholding tax 
enacted; (iii) increases in 
excises on alcohol and 
tobacco, including an 
automatic annual increase 
mechanism enacted; and (iv) 
consultations with Solomon 
Islands Women in Business 
Association completed for at 
least one of these tax reforms. 
(2017 baseline: No changes to 
the Goods Tax Act, resident-
withholding tax and excises on 
alcohol and tobacco, including 
consultations with women) 

 
3.1 Cabinet approved (i) a 

sustainable forestry policy, and 

2.1 Letter from the Minister 
of Finance and 
Treasury certifying the 
clearance of 2017 
expenditure arrears of 
$17.8 million 
 

2.2 Screenshot of the 
MOFT website posting 
2018 budget 
documentation and 
2019 budget strategy, 
and letter from the 
Minister of Finance and 
Treasury certifying a 
reduction in year-on-
year government 
expenditures from 2017 
to 2018. 

 
2.3 Assent of the governor-

general given to the 
Goods Tax 
(Amendment) Bill 
(2018) approved by 
Parliament. Minister of 
Finance and Treasury 
order approving 
enactment of the 
resident withholding 
tax. Minister of Finance 
and Treasury order 
approving the 
enactment of excises 
on alcohol and tobacco, 
including an automatic 
annual increase 
mechanism. 

 
3.1 Cabinet conclusions 

approving (i) the 
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Results Chain 

Performance Indicators with 
Targets and Baselines 

Data Sources and 
Reporting Mechanisms 

 
Risks 

 (ii) a National Minerals Policy. 
(2017 baseline: No 
government policies on 
sustainable forestry and 
national minerals) 
 

3.2 Cabinet approved a 
competition Policy, which has 
the economic empowerment of 
women as an objective. (2017 
baseline: No competition 
policy) 

Sustainable Forestry 
Policy and (ii) the 
National Minerals 
Policy 

 
 

3.2 Cabinet conclusions 
approving a 
Competition Policy, 
which has the 
economic 
empowerment of 
women as an objective 

Budget Support 
 
Asian Development Bank: $5.0 million (grant) 
World Bank: $10 million (grant) 
Government of Australia: $1.5 million (grant) 
Government of New Zealand: $2.0 million (grant) 
European Union: $2.9 million (grant) 

MOFT = Ministry of Finance and Treasury. 
a Government of Solomon Islands. 2016. National Development Strategy, 2016–2035. Honiara. 
b The utilization rate is the development budget disbursement divided by the development budget appropriation. 
Source: Asian Development Bank. 
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LIST OF LINKED DOCUMENTS 
http://www.adb.org/Documents/RRPs/?id=52074-001-2 

 
1. Grant Agreement 

2. Sector Assessment (Summary): Public Sector Management 

3. Contribution to the ADB Results Framework 

4. Development Coordination 

5. Country Economic Indicators 

6. International Monetary Fund Assessment Letter1 

7. Summary Poverty Reduction and Social Strategy 

8. Risk Assessment and Risk Management Plan 

9. List of Ineligible Items 
 

 

Supplementary Documents 

10. Program Impact Assessment 

11. Macroeconomic Analysis 

                                                
1 The International Monetary Fund confirmed on 18 September 2018 that the attached press release may serve as its 

assessment letter. 

http://www.adb.org/Documents/RRPs/?id=52074-001-2
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DEVELOPMENT POLICY LETTER 
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POLICY MATRIX 
 

Key Reform Area (KRA) Policy Actions Post-Program Partnership 
Framework 

KRA 1: Public financial 
management 

Policy Action 1.1: Measures 
undertaken to assess and 
improve the performance of the 
public financial management 
system by: 
(a) Reviewing the public financial 

management roadmap; 
(b) Preparing a public financial 

management action plan 
2018-2019 which includes 
gender analysis; and 

(c) Approving the Debt 
Management Regulations 
under the Public Financial 
Management Act (2013). 

 

To sustain efforts to improve 
public financial management and 
accountability, and fight 
corruption, the Government shall: 
• Implement the 

recommendations under the 
public financial management 
action plan;  

• Approve additional regulations 
under the Public Financial 
Management Act, including on 
use of public funds, budget 
process and procurement; 

• Commence implementation of 
the Anticorruption Act (2018) 
and the Whistleblower Act 
(2018), including (i) 
appropriating funds for the 
establishment of the 
Anticorruption Commission, 
(ii) establishing a code of 
conduct and anti-sexual 
harassment policy provisions 
for public office holders and 
civil servants, and providing 
training for men and women 
including training on gender, 
sexual harassment and 
corruption, and (iii) enacting 
regulations under the 
Anticorruption Act (2018).  

Policy Action 1.2: Measures 
undertaken to improve 
accountability, increase 
transparency, and fight corruption 
by: 
(a) Parliamentary approval of the 

Anticorruption Bill (2018) 
which creates an Independent 
Commission Against 
Corruption with 2 out of 6 
women members and the 
President of the National 
Council of Women on the 
nominating committee; and 

(b) Parliamentary approval of the 
Whistleblower Bill (2018). 

 

KRA 2: Fiscal sustainability Policy Action 2.1: Clear 
outstanding expenditure arrears 
for 2017 as part of government’s 
fiscal consolidation program. 
 

Government to continue its efforts 
towards fiscal sustainability and 
balanced budgets by: 
• Introducing measures to 

improve cash management 
within government; 

• Improving fiscal forecasting; 
• Strengthening the governance 

arrangements around 
discretionary expenditures 

Policy Action 2.2: Reduce 
aggregate expenditures by at 
least 1.5% in the 2018 Budget in 
line with the government’s fiscal 
consolidation program.  
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Policy Action 2.3: Undertake 
measures to increase revenues in 
line with the government’s fiscal 
consolidation program by: 
(a) Parliament enacted the 

Goods Tax (Amendment) Bill 
(2018); 

(b) Enacting the resident 
withholding tax; and 

(c) Enacting increases in excises 
on alcohol and tobacco 
including an automatic annual 
increase mechanism, and 

(d) consultations with the 
Solomon Islands Women in 
Business Association was 
undertaken for at least one of 
these tax reforms. 

  

such as the Constituency 
Development Funds; 

• Complying with international 
accounting standards such as 
the International Public Sector 
Accounting Standards; 

• Adopting a new scholarship 
policy that includes gender 
equity measures and 

• Reducing the overdue tax 
arrears. 

KRA 3: Private sector 
investment climate 

Policy Action 3.1: Commenced a 
review with the objectives to 
deliver a fair, simple, broad-based 
tax system, which is gender 
sensitive and supports economic 
growth and encourages women’s 
participation in the economy. 
 

Government to continue efforts to 
improve the climate for private 
sector growth and diversification 
by ensuring: 
• Bills are prepared and 

consulted related to tax 
administration and introducing 
a Value-Added Tax; 

• Mandatory Community 
Development Agreements for 
mining and model Mining 
Agreements are adopted; 

• Enactment of a fiscal regime 
for mining; 

• Adoption and enforcement of 
forestry rehabilitation policies; 
and 

• Laws and practices governing 
competition and consumer 
protection are reviewed and 
fed into the development of a 
competitive neutrality 
framework. 

 

Policy Action 3.2: Measures 
undertaken to promote 
sustainable and inclusive 
economic growth by broadening 
the productive base by Cabinet 
approving: 
(a) a Sustainable Forestry Policy; 

and 
(b) a National Minerals Policy; 
 
Policy Action 3.3: Measures 
undertaken to promote 
competition in Solomon Islands by 
Cabinet approving a Competition 
Policy which has the economic 
empowerment of women as an 
objective. 
. 
 

MOFT = Ministry of Finance and Treasury. 
Source: Asian Development Bank. 
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