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I .  I n t   r o d u c t l o n  

The 1982 Article I V  c o n s u l t a t i o n   d i e c u s s i o n r   w i t h  Solomon I e l a n d s  
were h d d  i n   H o n i a r a   d u r i n g   J u l y   1 9 - 2 0 ,  1982. The S o l a a o n   I e l a n d r   d e l e -  
g a t i o n  was headed by Mr. A. V. Hughke,  Chairman of Solomon I e l a n d e  
M o n e t a r y   A u t h o r i t y ,   a n d   i n c l u d e d   o f f i c i a l s  from t h e   M i n i s t r y   o f   F i n a n c e ,  
t h e  Solomon I e l a n d e   M o n e t a r y   A u t h o r i t y ,   t h e   C e n t r a l  Planning Office, 
a n d   M i n i e t r i e r  of Natural   Reeourcee,   Agricul ture   and  Land,   and  Trade,  
Indus t ry   and   Labor .   The   s t a f f   r ep resen ta t ives  also met with  t h e  
M i n i s t e r  of Finance ,  Mr. B. Ulufa ' a lu .  The s t a f f  team c o n s i s t e d  of 
Messre. H.C. K i m ,  J. Healy,  2. Khan ( a l l  MD), Ms. W. Tseng (ETR), and 
Mrs. G. Hart in  (ASD, S e c r e t a r y ) .  Mr. A.R.G. P r o w e ,   E x e c u t i v e   D i r e c t o r  
f o r  Solomon I s l a n d s ,   a t t e n d e d  some of t h e   m e e t i n g s  as obse rve r .  

Solomon I s l a n d s  has a c c e p t e d   t h e   o b l i g a t i o n s  of Article VIII, 
S e c t i o n s  2 ,  3 ,  and 4, and  mair.;ains an   exchange   and   t rade  system f r e e  
of r e s t r i c t i o n s  on p a p e n t s  and t r a n s f e r s  for c u r r e n t   i n t e r n a t i o n a l  
t r a n s a c t i o n s .  

I I. Background 

Solomon  Xslande is a small, open  economy. An a r c h i p e l a g o  of 
w i d e l y   s c a t t e r e d   m o u n t a i n o u s   i s l a n d s  i n  t h e   s o u t h e r n  Pacif ic  Ocean, t h e  
coun t ry  has a popu la t ion  of about  230,000 and a land  area of about  29,000 
aquare k i l o m e t e r s .   A g r i c u l t u r e ,   f i s h i n g ,   a n d   f o r e s t r y  are t h e   p r i n c i p a l  
economic a c t i v i t i e s ,   w i t h  some 40 p e r   c e n t  of t o t a l   o u t p u t   b e i n g   d e r i v e d  
f r c m   s u b s i s t e n c e   a g r i c u l t u r e .  The motre t ized   sec tor  of the  econauy  mainly 
produces   copra ,  timber, f i e h ,   a n d  palm o i l ,  l a r g e l y  for e x p o r t .   E x p o r t s  
and imports a r e   e q u i v a l e n t   t o   a b o u t  45 p e r   c e n t  and 50 p e r   c e n t  of GDP, 
r e spec t ive ly .   Fo rmer ly  a B r i t i s h   p r o t e c t o r a t e ,   t h e   c o u n t r y   a t t a i n e d  
f u l l   i n d e p e n d e n c e  in Ju ly   1978.  

During t h e  19708, t h e  economy achieved r ap id   g rowth ,   ave rag ing   abou t  
8 per cent   annual ly ,   whi le   b roadening   and   deepening  i t s  p roduc t ive  base. 
The main impe tus   t o  growth came from a a u a t a i r a d   e x p a n s i o n  of e x p o r t s ,  
increased i m p o r t   s u b s t i t u t i o n  i n  food p r o d u c t i o r L ,   a n d   h i g h   l e v e l s  of 
pr iva t e   and   pub l i c   i nves tmen t  financed by c a p i t a l   i n f l o w s  and f o r e i g n  a i d .  
The d i v e r s i f i c a t i o n  of thr; export   baee,   which  throughout  most of t h e  
19606 had r e l i e d   a l m o s t   e x c l u s i v e l y  on copra ,  wae the  major   economic 
develop-nt   during  the  decade.  Timber emerged as an impor t an t   expor t  
toward the end of the   1960s  , fo l lowed by the development of t h e   f i s h i n g  
i n d u s t r y   d u r i n g  the  e a r l y  1970% and of t h e   p a l m   o i l   i n d u s t r y   i n   t h e  
second h a l f  of the   decade .  The a t t a i n m s n t  of near s e l f - s u f f i c i e n c y  in 
food product ion  was another important   achievement .  Thie  economic pro- 
gress wag accompanied by r e a s o n a b l e   d m e e t l c   p r i c e   s t a b i l i t y  and o v e r a l l  
ba lance  of payments  eurpluees  through  1979. 

After an   excep t iona l ly   good   yea r  in 1979, in which   t he  terms of 
t rade  improved by 2 5  per cent   and  the  volume of e x p o r t s   r o s e  by 27 per 
cent, t h e  economy s u f f e r e d  a s e t b a c k  in 1980. Real GDP d e c l i n e d  by 5 per 
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cen t ,  i n f l a t i o n   a c c e i e r a t e d   t o   1 6  per c e n t ,   a n d   t h e   b a l a n c e  of payments 
position ewung i n t o  a r u b e t e n t l a 1   d e f i c i t .  These adveree  development8 
were d u e   t o  a e h a r p   d e t e r i o r a t i o n   i n   t h e   t e r n e  of t r a d e ,  compounded by 
d e c l i n i n g   e x p o r t   v o l u m e s  i n  eome major  commodities--copra  and  f ieh.  
Al though  invse tmcnt   cont inued  to i n c r e a s e ,  real coneumption  expendi ture  
f e l l  ae a consequence of t h e   f a l l   i n   n g r i c u l t u r a l   i n c a n e   a n d  a r e d u c t i o n  
i n  real  wage8 i n   t h e   g o v e r m n t   s e c t o r .  The a c c e l e r a t i o n   i n   i n f l a t i o n  
l a r g e l y   r e f l e c t e d  mavemente i n   i m p o r t   p r i c e s .  The c u r r e n t   a c c o u n t  
recorded  a d e f i c i t  of about  SDR 9 m i l l i o n  (8 .5  per   cen t   o f  GDP) i n  1980, 
due   to   the   weakened   expor t   per formance  and t h e   l a g g e d   o u t f l o w  of remit- 
tances of p ro f i t s   and   d iv idend6   gene ra t ed   du r ing   1979 .  The o v e r a l l  
b a l a n c e  of payment6   reg is te red  a d e f i c i t  of SDR 5 m i l l i o n ;   t h i e  w a s  
l a r g e l y   f i n a n c e d  by a d e c l i n e   i n  gross o f f i c i a l   r e e e r v e s   w h i c h ,  a t  
end-1980,  amounted t o  SDR 23.2 m i l l i o n ,   e q u i v a l e n t  to about   four   months 
of  imports. 

111. Performance  Under  Stand-By  Arrangement 

The  economic  program f o r   1 9 8 1  was f o r m u l a t e d   t o   m i t i g a t e   t h e   e f f e c t s  
of t h e   s h a r p   d e t e r i o r a t i o n   i n  t h e  terms of t r a d e   o n   t h e   b a l a n c e  of pay- 
m e n t s ,   w h i l e   s u s t a i n i n g   i n v e s t m e n t  for s t eady   g rowth   ove r   t he  medium 
term. The  program w a s  suppor t ed  by a one-year  stand-by  arrangement from 
May 1 9 8 1   i n   a n  amount e q u i v a l e n t   t o  SDR 1.6 m i l l i o n  (50 p e r   c e n t  of quota) .  
Po l i cy   measu res  were d e s i g n e d   t o   e x p a n d   e x p o r t s ,   r e s t r a i n  less e s s e n t i a l  
imports, and   mobi l ize   domest ic   resources ;   these   measures   inc luded  a 
6 p e f  cent d e v a l u a t i o n  of t h e  Solomon l s l a n d s   d o l l a r   i n  March  1981, a 
c o n t i n u a t i o n   o f  wage restraint  for   government   employees,   and a s u b s t a n t i a l  
i n c r e a s e   i n   i m p o r t   d u t l e e .   T h e  program w a s  b r o a d l y   s u c c e s e f u l   i n   a c h i e v i n g  
i t e  targete f o r   t h e   c u r r e n t   a c c o u n t   a n d   f o r   i n f l a t i o n   ( T a b l e  1 and  Chart  1). 
Real growth   resumed  In   1981,   fo l lowing  a sharp d e c l i n e   i n   1 9 8 0 ,   a l t h o u g h  
the growth was c o n s i d e r a b l y   b e l o w   t h e  medium-term ob jec t ive .   On ly   ha l f  
o f   t he  tota l  amount ava i lab le   under   the   e tand-by   a r rangement  was pur- 
c h a s e d ,   b e c a u s e   t h e   s u b s e l l i n g  on n e t   c r e d i t   t o   t h e  Government was 
exceeded   dur ing  most of t he   pe r iod   due  t o  a n   u n e x p e c t e d   d e l a y   i n   f o r e i g n  
f i n a n c i n g  of a n   i n v e s t m e n t   p r o j e c t .  The a u t h o r i t i e s   d i d   n o t   r e q u e s t   a n  
a d j u s t m e n t   o f   t h e   c e i l i n g ,  All o the r   pe r fo rmance  cr i ter ia  were observed 
(Tab le  2). 

1. The balance  of   payments  

T h e   c u r r e n t   a c c o u n t   d e f i c i t  of t h e   b a l a n c e  of payments   increased 
from SDR 9.3 mil l ion   (8 .5  per c e n t  of CDP) i n  1980 t o  SDR 17.2 m i l l i o n  
(12 .4   pe r   cen t )  in 1 9 8 1 ,   b r o a d l y   i n  l i n e  w i t h  the e x p e c t a t i o n s   u n d e r l y i n g  
the  program. The i n c r e a s e  was due t o  a 1 9  per ceqt d e t e r i o r a t i o n   i n   t h e  
terms of t r a d e   a n d  a rise i n  t h e  volume of o i l  i m p o r t s   r e l a t e d   t o   e x p a n d e d  
f i s h i n g   a n d  logging a c t i v i t i e s .  The i n c r e a s e   i n   t h e   d e f i c i t ,  however, 
wae o n l y   a b o u t   h a l f  of what  would  have  been  expected from t h e   d e t e r i o t a -  
t i o n   i n   t h e  terms of t r a d e ,   i m p l y i n g   s u b s t a n t i a l   e x t e r n a l   a d j u s t m e n t .  
The ad jus tmen t  was achieved  mainly by a 1 0   p e r   c e n t   e x p a n s i o n   i n   t h e  
velum of exports. The c u r r e n t   a c c o u n t  target was a c h i e v e d   d e s p i t e  a 
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Table 1. Solomon I s l ands :   Se l ec t ed  Economic I n d i c a t o r s ,  1979-82 

1979  1980  1981  1982 
Actual  Actual Program L/ Actual  Estimate 

Balance of pa-nte 
Cur rent   account  8.0  -9.3 -15.7 -17.2 -16.9 
(As per cent of CDP) ( 7 . 9 )  ( - 8 . 5 )  ( - 1 2 . 4 )  ( - 1 2 . 4 )  (-12.1) 
Ove ral  1 balance 5.7 -5.2 -2 .3 -10.3 -7.2 

(1-12 year   approvals )  " " 40.0 17.4 
External torrowing 

" 

(As per cen t  of CDP) 

Budget - Revenue and   gran ts  28.6 31 .4 29.2  28.2  28.1 - Expenditures 31 .O 34.2  35.9 35.0 35.4 - O v e r a l l   d e f i c i t  (-1 -2.4 -2 .8 -6.7  -6 08 -7.3 
Pub l i c   ex t e rna l   deb t  2.7 5.3 12.4  9.8 20.0 
Debt service ra t io  21 1.7 1.0 3.5 " " - 

(Percentage  change) 

GDP grovth a ?   ~ o . . ~ z z n t  prtces 
Consumer prices 
T o t a l   l i q u i d i t y  
Domestic c r e d i t  ?/ 

Government A/ 
Sta tu to ry   co rpora t ions  ?/ 
P r i v a t e  sector z/ 

Real effect ive  exchange rate 
index  6/ 

Terms of t r a d e  z/ 
Export volume 
Import volume 

1&. 1 
9.1  

50.2 
25.5 
-2.5 
13.2 
17.0 

7.0 
25.1 
26.6 
43.8 

- 5 . 5  
15 .9  
-0.7 
1 4 . 5  
-7.5 

5 .8  
16.2 

2.6 
-21 . 2 

4.4 
-2.4 

5 . 0 -  6.0 - 3,' 0.6 
12.0-14.0 14.6 

2 " 5  -16.4 
26.8 21 2 

6.6 8 . 0  
2. i 1 . 5  

17.8 10.9 

... 3.8 
-23.0 -19.1 

13.0  9.7 
1.0 0.7 

-4.0 
14 .0  

0 . 6  4 
9 . 8  '6/ 
b.8 E/ 

-0.6 A/ 
4.6 4/ - 
. .. 

-6.2 
0.2 

-6.8 

1/ The stand-hv arranqement extended over the 12-month Deriod ending May 
1 9 z 2 ,  al though a l l  t a r g e t s  and p o l i c i e s  were based on f i g u r e s  f c c  c ailzrrdar year 
1981. The GDP c e r l e e  has been  reviaed upward recent ly ;   the   p rogram  ta rge ts  
were ca lcu la t ed   u s ing   t he  former series. 

a n 3   s e r v i c e s .  
2 1  I n t e r e s t   p l u s   a m o r t i z a t i o n  on publ ic   debt  as ratio of exports of goods 

- 3/ This  l a  t h e  med'-urn-term growth ob jec t ive .  - 4 /  June 1981-June 1982. 
5 /  Percentage   change   in   re la t ion   to   s tock  of l i q u i d i t y  a t  beginning of 

period.  - 61 P o s i t i v e  numbers imply  appreciat ion.  - 7 /  Negative numbere imply a d e t e r i o r a t i o n .  
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SOLOMON ISLANDS 

SELECTED POLICY INDICATORS-TARGETS 
AND OUTTURN, 1979-82 
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s h o r t f a l l  i n  o f f i c i a l   t r a n s f e t e   a n d  a h i g h e r   l e v e l  of o i l  imports ,   Lecauae 
t h e  tam# of t r a d e   d e t e r l o r a t i o n  w a r  aomewhat  leme than   expec ted  and 
therm was a s u b a t a n t i a l   d e c l i n e   i n  imports of i n v c a t w n t  goods. 

Total  n e t  in f low of n o m o n e t a r y   c a p i t a l  w a s   c o n s i d e r a b l y   l e s e   t h a n  
e n v i s a g e d .   D e l a y s   i n   p r o j e c t   i m p l e m e n t a t i o n   r e e u l t c d   i n  a s h o r t f a l l  i n  
fo re ign   f i nanc ing .   D i t ec t   fo re ign   i nveo tmen t  vae almo  depressed  due  to  
the   unce r t a in   expor t   p rospec te .   Consequen t ly ,   t he   ove ra l l   ba l ance   o f  
p a y m c n t r   d e f i c i t  of SDR 10.3 m i l l i o n  was much l a r g e r   t h a n   a n t i c i p a t e d  
(SDR 2.3 m i l l i o n ) ,  The o v e r a l l   d e f i c i t  wan f i n a n c e d ,   i n   a p p r o x i m a t e l y  
e q u a l   p r o p o r t i o n s ,  by a d e c l i n e   i n   g r o s s  resemes and  drawing0  on a 
Eurocurrency  loan.  Cross i n t e r n a t i o n a l   r e s e r v e s   a t  end-1981  amounted 
t o  SDR 18.5 m i l l i o n ,   e q u i v a l e n t  to 3.5 months  of  importe. 

The c o n t r a c t i n g  of e x t e r n a l   d e b t   t o t a l e d  SDR 17.4 m i l l i o n  (1.e.. t h e  
Eurocurrency  loan of USS20 mil l ion )   du r ing   t he   p rog ram  pe r iod ,   wh ich  w a s  
w i t h i n   t h e   p r o g r a m ' s   c e i l i n g  of SDR 40 m i l l i o n   o n   n o n c o n c e s s i o n a l   e x t e r n a l  
borrowing.  Mainly as a r e s u l t  of t h i s  l o a n ,   e x t e r n a l   p u b l i c   d e b t  ae a 
propor t ion  of GDP rose from 5 p e r   c e n t   i n   1 9 8 0   t o   a b o u t  2 0  per  c e n t  i n  
1982. On t h e  basis of c o n t r a c t e d   e x t e r n a l   d e b t   o u t s t a n d i n g  a t  end-i.981, 
t h e   d e b t   s e r v i c e  r a t i o  ia p r o j e c t e d  to  t ise  t o   a b o u t  5 per c e n t  d u r i n g  
1985-87,  when t h e   g r a c e   p e r i o d  on the   Eurocur rency   l oan   exp i r e s . l /   The  
program c e i l i n g   a l s o   p r o v l d e d   f o r  t h e  c o n t r a c t i n g  of SDR 2 0  m i l l i o n   i n  
connec t ion   w i th   t he  Lungga h y d r o e l e c t r i c   p r o j e c t ;   h o w e v e r ,  as exp la ined  
below, th ie   bor rowing  was not undertaken  due t o  t h e  postponement of t h e  
p r o j e c t .  

2. I n f l a t i o n  and  growth 

Consumer pr ices ,   on   an   end-year  basis, i n c r e a s e d  by 14.6 p e r  c e n t  
i n   1981 ,   compared   w i th   t he   t a rge t  of 1 2   t o   1 4   p e r   c e n t .   I n f l a t i o n  in 
1981 was m a i n l y   a t t r i b u t a b l e   t o  a 21 p e r   c e n t   i n c r e a s e   i n   t h e   d o m e s t i c  
price of   imports   s temming  f rom  increases  i n  s u p p l i e r   p r i c e s ,  the  deval -  
u a t i o n  of t h e  Solomon I s l a n d s   d o l l a r ,   h i g h e r   e h i p p i n g   c o s t s ,   a n d  a s i z a b l e  
i n c r e a s e  i n  import  d u t i e s  l e v i e d  a t  the   beg inn ing   o f   t he   yea r ;   impor t ed  
goode  have a weight  of  about 5 0  p e r   c e n t  in the   consumer  pr ice   index.  
O t h e r   f a c t o r m   c o n t r i b u t i n g   t o   i n f l a t i o n  were a s h a r p  rise i n  domest ic  
food prices and wage s e t t l e m e n t s   a v e r a g i n g   a b o u t   1 5  p e r  c e n t .  

Real GDP i n c r e a s e d  by about  1 per c e n t   i n   1 9 8 1 ,  w e l l  below the  5 to 
€ p e r   c e n t   g r o v t h   t a r g e t e d   o v e r   t h e  medium term. Weak e x t e r n a l  demand 
c o n d i t i o n s   a n d   t h e   d e t e r i o r a t i o n   i n   t h e  terms of t r a d e   a d v e r s e l y   a f f e c t e d  
p r o f i t s  and private investment.   Although data on  inves tment   a re  n o t  
a v a i l a b l e  i n  t h e   n a t i o n a l   a c c o u n t s ,   i n d i c a t o r s   s u g g e s t   t h a t   I n v e s t m e n t  
i n  1981 was well below t h e  l e v e l s  in r e c e n t  years; impor t s  of investment  
good8 i n  rea l  terms d e c l i n e d   s h a r p l y ,  bank c r e d i t   t o  p r imary  and manu- 
f a c t u r i n g   s e c t o r s   f e l l  by over  50 p e r   c e n t ,   a n d   p r i v a t e   d i r e c t   i n v e s t -  
ment from a b r o a d   v i r t u a l l y  ceased on  account of u n c e r t a i n   e x p o r t   p r o s p e c t s .  

1/ As a r a t i o  to GDP, i n t e r e s t  paymente on p u b l i c   d e b t  are e s t i m a t e d  a t  
a b s u t  1 p e r   c e n t   d u r i n g  1985-87. 



Conrumption  axpondituta wam alro d a p r r r r o d  am a conrmqumnca of a f a l l   i n  
r g r i c u l t u r a l   1 n c o p . n   a n d  thr a tagnan t   l ava1  of raal wagar; f o o d   i a p c r t r  
dac l lned  by abou t  9 par cant in volumm, a n d   t h a r a  W ~ B  a marked  docolora- 
t i o n  in t h e  importr of o t h o r   c o n r u w r  good.. 

3 .  - Domartic f i n a n c i a l  policiar 

The  budgetary  outcoaa wae broad ly  on t r a c k ,   e x c e p t  f o r  4 r h l f t  from 
p r o j e c t - r e l a t e d  external  f i n a n c i n g  t o  g r e a t e r   r e c o u r r c   t o   d o m e s t i c   b o r r o w  
ing. The o v e r a l l   d e f i c i t  of t h e  government  hudgrt  in  1981  was  about 
7 per  cent of CDP (SIS9.6  mil l ion ) ,   wh ich  wan t h e  program target.  Despi te  
t h e  weak economy, domestic revcnuee rose by about  34 per  cent duriryl  1981, 
l a r g e l y  on t h e   b a s i s  of a s u b e t a n t l a l   I n c r e a s e   I n   i m p o r t   d u t i e s ,   s i g n i f i -  
c a n t   i n c r e a a e r  i n  f ees   and  ?barges f o r  government  eervicee,   and mors e f f  i- 
c l e n t  incom tax collection. This   revenue  performance wae s u b s t a n t i a l l y  
b e t t e r   t h a n  had been a n t i c i p a t e d  i n  t h e  program.  However. r e c u r r e n t  
expend i tu re s  were a l a o  larger than   an t i c ipa t ed   and   en t i r e ly   abso rbed  
domest ic   revenue ,   l eav ing  no c u r r e n t   e u r p l u s   t o   h e l p   f i n a n c e   t h e   d e v e l o p -  
ment e f f o r t .   A l t h o u g h   t h e  wage b i l l   f o r   p u b l i c   s e c t o r   e m p l o y e e s  was i n  
l i n e   w i t h  program p r o j e c t i o n r ,   o t h e r   r e c u r r e n t   e x p e n d i t u r e s   e x c e e d e d  
o r i g i n a l  eetimates; i n   p a r t i c u l a r ,   c u r r e n t   e x p e n d i t u r e s   r e l a t i n g  t o  t h e  
o p e r a t i o n  o€ t h e  m - r i n e   a n d   s h i p p i n g   f l e e t ,   e d u c a t i o n a l   s e r v i c e s ,   a n d  
t h e   p r o v i s i o n  of a d m i n i e t r a t i v e   c a p s b i l i t i e s  f o r  the   p rov inces   i nc reased  
cons iderably .  C a p i t a l  expend i tu re s   and   ne t   l end ing  rose by on ly  6 per  
cen t  i n  1981, s u b s t a n t i a l l y   l e e s   t h a n  had  been a n t i c i p a t e d ,   r e f l e c t i n g  
d e l a y s  i n  projec t   implementa t ion .   Accord ingly ,  t h e  related f o r e i g n  
g r a n t e   t h a t  finance a l a r g e   p o r t i o n  of cap i t a l  expend i tu re s  were a l s o  
less than envisaged. 

I n   a n t i c i p a t i o n  of e x t e r n a l   f i n a n c i n g ,  the Government made i n f r a -  
s t ruc tu re   i nves tmer r t e  on urban   hous ing  sites a n d   r e l a t e d   s e r v i c e s   f o r  
rne  p r o j e c t  s taf f  in advance of t h e  c o n s r r b c t i o n  of t h e  Lungga  hydro- 
electic plant.  However, the p r o j e c t  w a s  3ostponed when unexpected compli- 
S ~ ~ I O M  beat ing   on  I t s  technica l   and   economic   feas ib i l i ty   emerged .  As a 
r e s u l t ,   e h t e r n a l   f i n a n c i n g  was delayed  for t h e   i n f r a s t r u c t u r e   I n v e s t m e n t s  
t h a t  had already been made. While   t ry ing  i o  arrange €or a l t e r n a t i v e  
external f inanc ing ,   the   Government   f inanced   these   expendi tures   th rough 
recourse t o  t h e  Lsi.rkiw system and i n  co do ing ,   exceeded   t he   subce i l i ng  
o n   n e t   c r e d i t   t o   t h e  Government  during most of t h e  program  period. 

Monetary  developraente during 1981 were s u b s t a n t i a l l y   d i f f e r e n t   f r o m  
what had been   fo re seen  in the economic  program. The program  had aesumpd 
t h a t   t h e   s h a r p   f a l l  i n  bus inese   depoei te   wi th   the   banklng   nys tem  dur ing  
January-February  1981  would be r eve r sed   du r ing  t h e  remainder of t h e   y e a r  
as  bueiness   condi t ions  improved.   Given a p r o j e c t e d  balance of payments 
d e f i c i t ,   t h e   e x p a n s i o n   o f  domestic cred i t   had   been  programmed t o  a l l > w  
f o r   t h i s   r e c o v e r y   i n   t o t a l   l i q u i d i t y .  I n  t h e   f i n a l   o u t c o m e ,  the  e c o l  ny 
was weaker   than  had  been  envis ioned,  and e n t e r p r i a e e   c o n t i n u e d   t o   d e 3  e t e  
d e p o s i t s  with t h e  banking eyetem t o  make fo re ign   paymen t s   r a the r   t han  
I n c u r r i n g   a d d i t i o n a l   d e b t ,   e i t h e r   f o r e i g n   o r   d o m e s t i c .  A t  end-1981,  +he 
l e v e l  of d e p o s i t s  had f a l l e n   s i g n i f i c a n t l y   b e l o w   t h e   F e b r u a r y   l e v e l ,  



terultilyl i n  a 16 pet c e n t  d e c l i n e  i n  broad money. Thie  development w a s  
partial ly  reflected i n  a eUbOtanti61 i n c r c a e e  i n  t h e  income v e l o c i t y  of 
money. The expanoion of d o m e e t l c   c r e d i t  woo e q u l v a l e n t  t o  only  2 1  per 
cent of the  r t o c k  of broad Lonay, compared t o  t he   p rog ram  t a rge t  of 26 per 
c e n t ,  with t h e  damand for p r i v e t e  mcctor c r e d i t   a c c o u n t i n g  for only   about  
half of t h e  artpanmian i n  domentic c r e d i t .  

Am dcpor i t   w i thd raws lo  were larger t h a n   t h e   r e d u c t i o n  i n  demnnd for 
p r i v a t e  credit ,  l i q u i d i t y   c s n d i t i o n n  of b a n k s   t i g h t e n e d   e i g n i f i c a n t l y ,  
p a r t i c u l a r l y   i n   t h e  l a t t e r  p a r t  of t he   yea r .  Commercial hanks raised 
intertmt r s t c r  on shor t - t e rm  dcpoe i t s   by  0 . 2 5  to 0 . 7 5  p e r  c e n t ,  and 
l end ing  ratam, by 1 t o  2 per  cent. A t  year  end, t h e   a v e r a g e   d e p o e i t  re te  
etood a t  about  9 p e r  c e n t .  When a d j u s t e d  for t h e  tax-exempt  character 
of i n t e rce t   i ncome ,  the y i e l d   o n   d e p o s i t s  w a s  e q u i v a l e n t  to about  1 4  per 
c c n t . l /  Commercial l end ing  rate@ r e q e d  between 11 t o   1 5  per c e n t .  To 
p revez t  a f u r t h e r   l i q u i d i t y   c o n t r a c t i o n   f r o m   d i s r u p t i n g   n o r m a l   e c o n o m i c  
a c t i v i t y ,   t h e  Solomon Xelande Monetmry A u t h o r i t y  (SIMA) in t roduced  a 
l e n d i n g   f a c i l i t y  t o  commercial banks to  provide  eupplemental   funds for 
i nvee tmen t   p ro j ec t s   and  normal bus iness   r equ i r emen te .  SIMA also  ieaued 
c r e d i t   g u i d e l i n e s  to encourage  banka  to   lend to  p r i o r i t y  sectors. 

4. fnvea tment   and   energy   po l fc iee  

An i m p o r t a n t   o b j e c t i v e  of the  economic  program was t h e  expansion of 
exparts t h rough   sus t a ined   i nvee tmen t .   Desp i t e   t he   economic   d i f f i cu l t i e s  
in 1981, most major i n d u s t r i e s   c o n t i n u e d  t o  implement   investment   projects  
begun in e a r l i e r  y c s r e .   I n   t h e   f i s h i n g   I n d u s t r y ,  a new s h i p  wad added 
ta t h e   f j e e t ,  and two a d d i t i o n a l   s h i p s  are c u r r e n t l y   b e i n g   b u i l t .  Two 
new t imber   pr lojects   have beeq l i ceneed   and  a t e  expec ted   t o  raise l og  
exports by  ahlout 2 5  p e r   c e n t  in 1 9 8 3 ,   v h i l e   i n v e s t m e n t   i n  palm o i l  and 
cocoa product ion  has concen t r a t ed   on   i nc reas ing   t he  area u n d e r   c u l t i -  
vetion.2/  Inweetmente in r e p l a n t i n g   c o c o n u t   t o   i n c r e a s e  coFra product ion  
have  beFn made mainly   by   smal lholders .   Larger   copra   inves tments   have  
n o t   t a k e n   p l a c e   d u e   t o   u n c e r t a i n   p r o s p e c t s  for world prices  i n   t h e   n e a r  
term. Al though  dcnnee t ic   p roducer   p r ices   have   been   kept   re la t ive ly   s tab le  
through price euppor ta ,   the   cont inuing   weakness  of i n t e r n a t i o n a l   c o p r a  
p r i c e s   h a s   d e p l e t e d  t h e  Copra  Board reserves t o  a l e v e l  a t  which i t  may 
no t   be  possible to m a i n t a i n   s u p p o r t   p r i c e s  a t  t h e   e x i s t i n g   l e v e l  for 
domcat ic   producera.  

Imported o i l  p r o v i d e s   t h e  major source  of energy  i n  Solomon I s l a n d s  
and  accounted  for   about  a q u a r t e r  of t o t a l  imports i n  1981. To reduce 
the  dependency on imported oil , t h e  Government  proposed a hydropower 
p lan t   near   Honiara  on t h e  Lungga River  w i t h  t h e  c a p a c i t y  to  meet the 
e x p e c t e d   e l e c t r i c i t y  demand of t he   r eg ion   t h rough  1990. The Government 

1/ Moat time d e p o e i t s   w i t h  the banking  eyetem are he ld  b y  t h e  Nat iona l  
Przvldcnt  Fund and by a r e l a t i v e l y  or?.dl number of companies  which are i n  
the 35  per cent   income tax b r a c k e t .  

2/  b e t  of t h e e e   p r o j e c t s  are j o i n t   v e n t u r e s   i n   w h i c h   t h e  Govsrnment 
i e a  s i z a b l e   m i n o r i t y   s h a r e h o l d e r  . 

” 
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l e  teareerring t h e   p l o j e c t   b e c a u s e   t h e   f i n a l   c r t i m a t e d   c o a t   m e   u n a c c e g t -  
a b l y   h i g h .  f f  t h e  Government  decidee to  r h e l v c  th le  p r o j e c t ,  a uaod- 
burning power p l a n t  w i l l  be developed inetcad. The f e a r i b i l i t y  of produc- 
ing biavarte energy  and molar ene rgy   economica l ly  i s  a l e o   b e i n g   s t u d i e d .  
To encourage   enargy   coneerva t ion ,   the   Govsrnment ' e   po l icy   hae   been  to 
r a i e c   d m e e t i c   e n e r g y   p r f - e m   i n   l i n e   w i t h   t h e  import p r i c e 0  of oil;;/ 
t h e  rate8 of t a x a t i o n  o n  imported  petroleum  producte  were more than   doubled  
i n  1981, t o  a range of about  10 t o  2 0  p e r  c e n t .  Retail p r i c e s  for  gaeo- 
l i n e  and e lec t r ic i ty  were increased   by  19 and 2 5  p e r   c e n t ,   r e s p e c t i v e l y ,  
d u r i n g   t h e   y e a r .  

XV. Economic   Prospec t8   and   Pol ic ies  

1. 1982 developments   and  out look 

The economic s i t u a t i o n  confront ing  Solomon  Is lands  in   1982  remain6 
d i f f i c u l t .   E x t e r n a l  demand c o n t i n u e s  to be weak, and a f u r t h e r   d e t e r i o -  
r a t i o n  of 6 per c e n t   i n   t h e   t e r r n e  of t r a d e  is p r o j e c t e d .   R e f l e c t i n g  
t h e   e x t e r n a l   e n v i r o n m e n t  , pr iva t e   consumpt ion   ana   i nves tmen t   r ema in  
depres sed .   P re l imina ry  estimates s u g g e s t   t h a t  real  GDP w i l l  d e c l i n e   b y  
4 p e r   c e n t   d u r i n g   t h e   y e a r .  The r a t e  o f   i n f l a t i o n  i e  e x p e c t e d   t o   b e  
about  14 p e r   c e n t ,   l a r g e l y   I e f l s c t i n g   a n o t h c r   e u b s t a n t i a l   i n c r e a e e  n 
i m p o r t   d u t i e s  at  t h e   b e g i n n i p &   o f   t h e  year and t h e  10 per c e n t   d e v a l u a t i o n  
of t h e  Solomon I e l a n d e   d o l l a r  In Auguet  1982. 

The balance  of   payment%  project ions for 1982   i nd ica t e  a s l i g h t  reduc- 
t i o n   i n   t h e   c u r r e n t   a c c o u n t   d e f i c i t  t o  SDR 16.9 m i l l i o n   ( 1 2   p e r   c e n t  o f  
CDP) .  T o t a l   e x p o r t   r e c e i p t s  are p r o j e c t e d   t o   d e c l i n e  by 5 p e r   c e n t  , 
m a i n l y   d u e   t o   s h a r p   r e d u c t i o n s  in the   p r ice   and   vo lume o f  f i s h   e x p o r t s  
s temming  f rom  excesa  eupply  condi t ions in t h e  North  American  market 
(Table  3). With the e x c e p t i o n   o f  timber, p r i c e s   f o r  a l l  ma jo r   expor t  
cbmnodi t iee  are n r o j e c t e d   t o   d e c l i n e .  A t  t h e  earns time, IFport   payments 
are p r o j e c t e d   t o   f a l l  by 6 p e r   c e n t  m o s t l y  because  of  a 5 p e r  c e n t  
d e c l i n e   i n   t h e  i m p o r t  vo lume   a s soc ia t ed   w i th   t he   dep res sed  economy 
(Char t  2 ) .  Net p a p e n t s  f o r   s e r v i c e s  are f o r e c a s t  to d e c l i r e  subs tan-  
t i a l l y ,   r e f l e c t i n g   r e d u c e d   r e m i t t a n c e s  of p r o f i t s  and  dividends  and 
lower payments for u e e   o f   t h e   f i e h i n g   f l e e t   d u e  to a shor tened   season .  
Inf lowe of o f f i c i a l   t r a n s f e r s  are p r o j e c t e d  to  f a l l ,   p a r t l y  a8 a r e e u l t  
of a r e d u c t i o n   i n   g r a n t s  from  the  United Kingdom.  Assuming a s l i g h t  
increase i n  fore ign l o a n   d l e b u r e e m e n t s ,   t h e   o v e r a l l   d e f i c i t  l e  p r o j e c t e d  
t o  d e c l i n e   t o  SDR 7.2  m i l  l i o n  In 1982. The d e f i c i t  w i l l  be f inanced by 
a drawdown of i n t e r n a t i o n a l   r e s e r v e e .  

The sluggish economy i n  the  firs' ,  h a l f  of 1985 w a s  mi r ro red  in 
monetary   and   c red i t   deve lopments .  Domestic c r e d i t  t o   t h e   p r i v n t e  sector 
rose o n l y   m a r g i n a l l y ,  while the   Government ' s   recourse  to bank c r e d i t  
i n c r e a s e d   c o n s i d e r a b l y  due to r e v e n u e   s h o r t f a l l s   ( T a b l e  4). Business  
d e p o s i t s  also appear to h g v e   i n c r e a s e d   s l i g h t l y   d u r i n g   t h e   f i r s t   h a l f  

- I/ Pet ro leum  producte  a r e  i rnwz ted   and   d l e t r ibu ted  by a p r i v a t e  com- 
pany,   and  the  Government   does  not   provide any s u b s i d y  in the   consumpt ion  
and d i s t r i b u t i o n  of pet ro leum  producte .  



- 9 -  

Tabla 3. Solowa Ir lmdrr  Balanca of Paymmnta, 1979-82 

(In O i l l 1 0 ~  of SDRr ) 

1981  1982 
1979 1980 Program Bet imaze Eet . - 

Trade balance 
Export., f .o.b. 
Inporta, f .0.b.  

( O i l )  

Service. ( n e t )  
(prof i t 8  and dividends) 

Tranefere (not) 
Official 
Private 

Current accoun t balance 8.0  -9 .3  -15 7 -17.2  -16.9 - - - - - 
Nonmonetary capi ta l  

Pr l v a  te 4.6 
14.1  6 .5  

3.4 
9.7 
3.9 
- 

6overnment 1.8 3 . 1  9 .5  3.1 5.8 

Allocation cf SDRm 

Ova ral1 balance 5. 7 -5.2 -2 .3  -10 . 3 -7 .2  - - - - - 
Monetary  movements -5 .  7 5.2 2.3 100 3 7.2 

-5.6 4.7 2 . 3  9 * 5  7 . 2  
Aneetr -6.0 4.9 -4 .5 4.7 -1.5 
t i a b i l l  t i e r  0.4 -0.2 6.8 4.8 13.7 

- 
Monetary authorities ( n e t ) l /  

- - - - 

Of which: Uee of Fund 
credit " " 1.2  0.8 

Commercial b a d e  -0.1 0 0  5 0.8 " 

0 . 0  

" 

Hemorandurn iter: 

Groeta international reservee 
Amount autstandiqq (SDR mn.) 28.1 23.2 2 7 . 7  18.5 20.0 
In months of imports 5.9 4 . 3  4.0 3.7 3 .7  

Sources: Data provided by the Solnmon Ielrnda Monetary Authority; end scaff 
c o t h a t e r .  
1f Iacludc8  valuation adjuetment . 
T/ Includer Central Government. - 
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from t h e  low l r v e l e  of December 1981. Broad money rose by 10 per c e n t  
d u r i n g   t h e  period, m a i n l y   r e f l e c t i n g  an i n c r e a s e  in d e p o s i t a  of t h e  
Nat ional   Provident  Fund. 

Based on f i s c a l   d e v e l o p m e n t s   d u r i n g   t h e   f i r s t   h a l f   o f   1 9 8 2 ,   t h e  
o v e r a l l   b u d g e t   d e f i c i t  is expected t o  be  SIS11.1 m i l l i o n  (7 .3 per c e n t  
of CDP), canpared to a d e f i c i t  of SIS8.3  m i l l i o n  ( 5 . 5  p e r  cent) i n   t h e  
o r ig ina l   budpe t   (Tab le  5). The l a rge r - thaa -expec ted   de f i c i t  i s  mainly 
t h e   r e s u l t  of a e i z a b l e   s h o r t f a l l   i n  import du t i e s   and  a modest   overnm 
i n   r e c u r r e n t   e x p e n d i t u r e s .  I n  the  1982  bvdget ,   measures  were announced 
t o  raise revenaes   f rom  impor t   du t ies  by 44 per   cen t ,   whereby   such   du t ies  
would account   for   a lmost   ha l f  of t o t a l  tax revenue. The meaauree  included 
t h e   i m p o s i t i o n  of d u t i e s  ranging between 5 t o  10   pe r   cen t  on all prev ious ly  
duty- f ree  items, a s h a r p   i n c r e a s e   i n   d u t i e e   o n   p e t r o l e u m   p r o d u c t e ,   a n d  
inc reases   o f  5 t o  15   pe r   cen t  on almost a l l  o t h e r  items. Dur ing   t he  
f i r s t   h a l f  of the   year ,   however ,  import duty   revenues  were s u b a t a n t i a l l y  
lower than  expected  due  to  a dec l ine   in   impor t   vo lumes;   an   18   per   cen t  
increase in   revenue   f rom import d u t i e s  is now e x p e c t e d   i n  1982. Export  
d u t i e s  have a l so   been   r ev i sed  downward as a r e s u l t  of weak e x t e r n a l  
demand. Recurren t   expendi tures  are p ro jec t ed  t o  be 11 per cen t   h ighe r  
t h a n   i n   1 9 8 1 ,   p a r t l y   d u e   t o  a 10 t o  1 2  p e r   c e n t   i n c r e a s e   I n  wage and 
salary  payments  for  government  employees;  no p rov i s ion  for a n   i n c r e a s e  
i n  employee  compensation had been made I n   t h e   o r i g i n a l   b u d g e t .  A 19  per  
c e n t   i n c r e a s e  in c a p i t a l   e x p e n d i t u r e s  is now e s t i m a t e d  for 1982,  which 
r e p r e s e n t s  a sharp  downward r e v i s i o n   r e l a t i v e  t o  t h e   o r i g i n a l  estimate. 
Delays in the   p lanning  and execu t ion  of development   projects   account  for 
t h e   r e v i s i o n .  The estimate for f o r e i g n   g r a n t s ,   w h i c h   f i n a n c e  a large 
p o r t i o n  of deve lopment   expendi turen ,   has   a l so   been   ad jus ted   accord ingly .  
The a u t h o r i t i e s   i n t e n d   t o   f i n a n c e   t h e   i n c r e a s e   i n   t h e   e s t i m a t e d   b u d g e t  
d e f i c i t ,   r e l a t i v e  t o  t h e   o r i g i n a l   b u d g e t  estimate, l a r g e l y   t h r o u g h  
domest ic  bank borrowing. 

2. Longel - te rm  prospec ts   and   po l icy   i s sues  

G i v e n   t h e   d e c l i n e   i n  real GDP i n  r e c e n t   y e a r s ,  a p r i n c i p a l   g o a l   f o r  
1983 should  be  the  resumption of export-led  growth. Solomon I s l a n d s   h a s  
cons ide rab le   po ten t i a l   fo r   fu r the r   g rowth   t h rough   t he   deve lopmen t  of Its 
na tu ra l   r e sources .   A l though   t he   copra   i ndus t ry  i s  r e l a t i v e l y   m a t u r e ,  
expans ion   i n   expor t s   cou ld  be gene ra t ed  by f u r t h e r   i n v e s t m e n t s   i n  timber, 
palm o i l ,   a n 3  f i sF in , - .  Cocoa is e x p e c t e d   t o  emerge as an   impor tan t  e lr  
port   dur ing  the  eecond  half   of   the   decade  and  experimental   product ion 
of co f fee   has  also yie lded   promis ing   resu l t s .   eover ,   expor t   p roduc-  
t i o n  could be spurred  by the  development of c a p a o f l i t i e s  for process ing  
pr imary   ou tput ,   such  as t h e  new f i sh ing   canne ry   p l anned  for 1985.  Against 
t h i s  background,   the   s ta f f   d i scussed   wi th   the   au thor i t ies   macroeconomic  
targets and policies fo r   1983 ,   focus ing  on t.lose which  would  provide 
a p p r o p r i a t e   i n c e n t i v e s  for sus ta ined   inves tment  i n  e x p o r t   i n d u s t r i e s ,  
wh i l e   mob i l i z ing   domes t i c   eav ings   t o  a l e v e l   c o n s i s t e n t   w i t h  a s u s t a i n -  
a b l e   b a l a n c e  of payments   posi t ion.  
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Tabla 5. SoloPon Imlandr: Sumnary of Central Government Budget, 1979-82 

(In millionr of Solomon I s l a n d r   d o l l a r r )  

1979  1980  1981  1982  (Estimate) 
Program Prelim. Budget Revised A/ 

Revenues and g r a n t s  
Domestic revenue 

Tax revenue 
Incom tax 
Export   dut ies  
Import d u t i e s  
Other tux revenue 

Other  revenues  and fee6 
Grants 

Expenditure  aad  net  lending 
Re cur r e n t  
Cap1 t a1 
Net lending 

O v e r a l l   d e f i c i t  

Tot a1 f inanc ing  
Domestic 

Foreign  borrowing (ne t  
Of which:  Banking  eystem 

32.2 
19.5 
15. 7 
(5.0) 
( 5 . 5 )  
(4.4) 
(0.8) 
3.8 

- 

12.7 

34 09 
19.9 
1 2  00 

3.0 

-2.7 

2.7 
0.7 

(-0.7) 
2.c 

37.4 
23.7 
18.5 
(7.3) 
(4.4) 
(5.6) 
(1.2) 

5.2 
13.7 

40.7 

11.4 
5.2 

-3.3 

- 

- 
24.1 

-3.3 
-0.1 

(-3 . 1) 
3.4 

40.0 
31.8 
24.2 
(9.6) 
(4.1) 
(9.3) 
(1.2) 

7.6 
8.2 

49.6 
32.0 
10.8 

6.8 

-9.6 

9.6 
6.4 

( 3 . 3 )  
3.2 

- 

- 

51.3 
37.3 
29.7 

(10.3) 
(4.8) 

(13.4) 
(1.2)  

7 n6 
1 4  .D 

- 

59.6 

19.9 
5.8 

33.v 

-8.3 

8.3 
0.8 
(“1 
7.5 

42.9 
34.1 
26.5 

(10.5) 
(3.8) 
(11.0) 

(1 .2)  
7.6 
8.8 

54.0 
35.4 
12.8 

5.8 

-11.1 

11.1 
3.1 (...) 
8.0 

- 

- 

Sources:  Data  provided by t h e  Solomon I s l a n d s   a u t h o r i t l e e ,  SIMA Annual  Report, 
1981,  Ministry of Finance; and s t a f f   e s t ima tes .  

- 1/ S ta f f  estimate. 

. 
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Recovery i n  ex te rna l  demand would o f f e r   c o n e i d e r a b l e   e c o p e  for 
an   expans ion   i n   expor t  vo lume.   Given   eu i tab le   yo l ic iee ,  a r e d u c t i o n  
i n  t h e   c u r r e n t   a c c o u n t   d e f i c i t  from 1 2  pe r   cen t  of GDP i n  1982 t o  about  
9 p e r   c e n t  i n  1983 would be a n  a p p r o p r i a t e   t a r g e t .  A d e f i c i t  of t h i e  
magnitude  can  be  f inanced by t h e   e x p e c t e d  ne t  i n f l o w  of c a p i t a l ,   t h e  
current l e v e l  of r eee rvee ,   and  canmetcia1 borrowing  which  would be con- 
e i a t e n t   w i t h   m a i n t a i n i n g  debt  service a t  about  6 per cent of export8 of 
goods  and  eervicee  over   the medium term. C o n e i e t e n t   w i t h   t h i e   a d j u s t m e n t ,  
a recovery  of real  GDP growth to  a range of 4 t o  5 p e r   c e n t   a p p e a r s   f e a s -  
i b l e ,  ae improved   ex terna l   condi t ione   rev ive   domeet ic   invee tment ,   p roduc-  
t ion,   and  income.  A s u b s t a n t i a l   r e d u c t i o n   i n   i n f l a t i o n   t o  lees t h a n  
10 p e r  cent s h o u l d   a l s o  be a n   i m p o r t a n t   p o l i c y   o b j e c t i v e .  

a. Exchange rate p o l i c y  

During t h e   d i s c u s s i o n s ,   t h e   a u t h o r i t i e s  and t h e   e t a f f   e h a r e d   t h e  
view t h a t   e x p o r t   p r o f i t a b i l i t y   h a d   b e e n   i m p a i r e d  by t h e   f a l l   i n   i n t e r n a -  
t i o n a l  commodity p r i c e s  and by t h e   a p p r e c i a t i o n  of t h e  Solomon I e l a n d s  
d o l l a r .  Due t o   t h e   s h a r p   e p p r e c i a t j o n   o f   t h e  U.S. d o l l a r   a g a i n s t   o t h e r  
major c u r r e n c i e s   d u r i n g  1981-82 a n d   t h e   r e l a t i v e l y   h i g h e r  ra te  of 
i n f l a t i o n   i n  Solomon I s l a n d s ,   t h e   t r a d e - w e i g h t e d  real e f f e c t i v e   e x c h a n g e  
ra te  index  had r isen by March 1982 t o  a l e v e l   a b o u t  9 p e r   c e n t   h i g h e r  
t h a n   t h e   l e v e l  of February 1981 (Char t  S > . l !  A comparison  of   export  
p r o f i t a b i l i t y  by commodity i n  Solomon I s l a n d s  w i t h  t h a t   i n  i t s  main 
c a n p e t i t o r   c o u n t r i e s ,   b a s e d  on  excharge rate movements  and  domestic 
c o s t s ,   s u g g e s t s   t h a t   t h i s   a p p r e c i a t i o n  had   e roded   r e l a t ive   expor t  
p r o f i t a b i l i t y .   A c c o r d i n g   t o   i n d i c a t o r s   c o n s t r u c t e d  by t h e   s t a f f ,  
e x p o r t   p r o f i t a b i l i t y   I n  Solomon I s l a n d s  had d e t e r i o r a t e d  by 1 p e r   c e n t  
i n   c o p r a  and 6 p e r   c e n t  i n  fish in r e l a t i o n  t o  i t s  compe t i to r s   du r ing  
t h e   p e r i o d  March  1981  through December 1981,   the  l a tes t  d a t e  for which 
d a t a  are ava i l ab le .21  On ave rage ,  a 4 p e r   c e n t   d e t e r i o r a t i o n  i n  expor t  
prof i t a b i l i t y  was i f ;d ica ted .   Discuss ions  w i t h  i n d u s t r y   r e p r e s e n t a t i v e s  
conf i rmed  tha t  a number of impor tan t   expor t   companies   faced   t igh t   f inan-  
c i a l   s i t u a t i o n s .  

T h e   a u t h o r t t i e a   d e v a l u e d   t h e  Solomon I s l a n d s   d o l l a t  by 10 p e r   c e n t  
on  August 13, 1 9 8 2 .   I n   a d d i t i o n ,   t h e   a u t h o r i t i e s   s w i t c h e d   t h e   c u r r e n c y  
peg t o  a t rade-weighted  basket   and  a l lowed  for  a 2 p e r   c e n t   d i s c r e t i o n -  
a r y  band i n  e i t h e r   d i r e c t i o n   a r o u n d   t h e  peg. I n   t h e   s t a f f ' s   v i e w ,   t h e  
latest  exchange   r a t e   ad jus tmen t   shou ld   con t r ibu te  to enhanc ing   p ro f i t -  
a b i l i t y   i n  thE  export  and  import-competing sectors. The adop t ion  of a 
t rade-weighted  currency  basket  is a l s o   e x p e c t e d  t o  Improve  exchange 
rate management by focus ing  o n  c o n d i t i o n s   p r e v a i l i n g  i n  t r a d i n g   p a r t n e r  
c o u n t r i e s   t h a t   a f f e c t   e x p o r t  and  import demand. It  c o n t i n u e s   t o  be 
necessary  t o  monitor  exchange ra te  and p r i c e   d e v e l o p m e n t s   i n   c o m p e t i t o r  
c o u n t r i e s  t o  provide  a n  i n d i c a t i o n  of r e l a t i v e   e x p o r t   c o m p e t i t i v e n e s s .  

l/ During 1981-82, t h e  Solomon I e l a n d s   d o l l a r  was pegged  to a 
seFt lement-weighted  currency  baeket   dominated by t h e  U.S. d o l l a r ,   a l t h o u g h  
t h e   U n i t e d   S t a t e s  i s  a r e l a t i v e l y   m i n o r   t r a d i n g   p a r t n e r .  

2 /  For d e t a i l s  on the   expor t -compet i tor   weighted   e f fec t ive   exchange  
rate index,   see   the  for thcoming  Recent   Economic  Developments ,  Annex I. 



- 14 - 

b. W a r n  Policy 

The Government i r  the l a r g a r t  employer i n  Solamon I a l a n d r ,  and wage 
d j u s t w a t s  for i t s  emplopear u s u a l l y   e s t a b l i s h  a g u i d e l i n e   f o r   t h e  rest 
of the econany. The Coveramant r e c e n t l y   e n t e r e d  i n t o  a t h r e r y c i r  agree- 
ment with t h e  Union of Government Employesr  whereby wagee  would  be a d j u s t e d  
upward each year by 3 p e r  cent p l u s  one half o f   t h e   i n c r e a s e  in t h e  
conoumer price Index   du r ing   t he   p reced ing  12 m n t h e e  Whlle r ecogn iz ing  
t h e   p o u e i b l e   m e r i t e  of euch  an arrangement i n  dampening I n f l a t i o n a r y  
p r e s s u r e s ,   t h e   e t a f f   o b e c r v c d   t h a t  It could  a l so  l e a d   t o   a n   I n c r e a s e   I n  
the real wages t h a t   e x p o r t e r s  would  pay t h e i r   l a b o r   d u r i n g  a p r o f i t  
equeere  etemming from r eceee lona ry   t r ende  I n  ex te rna l   marke te .  The s t a f f  
s u g g e e t e d   t h a t   p r o v i s i o n  be made in wage s e t t l e m e n t s   t o   t a k e   a c c o u n t  of 
p r o f i t   c o n d i t i o n s   a n d   l a b o r   p r o d u c t i v i t y e  

Desp i t e   t he   d i f f i cu l t   e conomic   s i t ua t ion   du r ing   1980-82 ,   t he   r evenue  
performance  hae been remarkably  buoyant. T w  revenues as a per   cen t   o f  
CDP rose s t e a d i l y   f r o m  a l eve l   be low  14  p e r  " e n t   i n  1979 t o  a n   e s t i m a t e  
exceeding 17 per c e n t  i n  1982. This i n c r e a s e   l e   e n t i r e l y   d u e   t o   r e v e n u e s  
genera ted  by h ighe r   pe r sona l  Income t a x   r e c e i p t s  and impor t   du t i e s .  As 
a r e s u l t  of a s u b s t a n t i a l   i n c r e a s e  I n  t a r i f f  rates, i m p o r t   d u t i e s  are 
expec ted   t o   p rov ide  over 40 p e r  cent of t o t a l   t a x   r e v e n u e   i n  19R2. c ~ m -  
pared   wi th  28 per c e n t   i n  1979.  The s t a f f   o b e e r v e d  that the averaqe  
ra te  of impor; du t i e s   t o   impor t s ,   however ,  now s t a n d s  a t  about  18 pe r  
cent ,   a lmost   double   the   average  ra te  i n  1 9 7 9 ,   a n d   t h a t   t h e   p o t e n t i a l   f o r  
f u r t h e r  Increases i n   i m p o r t   d L t i e s  may be   more   l imi t ed .   In   t he   fu tu re ,  
the   ecope  for grea te r   r e l i ance   on   domes t i c -based   t axes   shou ld  be reviewed 
I n   o r d e r   t o   p r o v i d e  a more e t a b l e  and  balanced  source of revenue. 

Budgetary  expendi tures  and n e t  l end ing  as a per   cen t  of CDP i n c r e a s e d  
f r a n   a b o u t  31 p e r   c e n t  i n  1979 to about 3 5  p e r  c e n t  in 1982. To a l a r g e  
e x t e n t ,   t h i s   r a p i d   g r o w t h   i n   e x p e n d j t u r e s  is d u e   t o   t h e   t r a n s f e r  of func- 
t i o n s  from c o l o n i a l   t o   n a t i o n a l   a u t h o r i t i e e  and the  enlargement  of t h e  
government   adminis t ra t ion  fol lowing  independence I n  mid-1978. Recurrent  
expend i tu re s  as a p e r  c e n t  of GDF have   r i s en  by about  a t h i r d   s i n c e  1979 
t o  23 per  cent i n  1 9 8 2 ,   w i t h   s u b s t a n t i a l  Increases i n   g r a n t s   t o   l o c a l  
governments and i n  expend i tu re s  on h e a l t h  care and  educat ion.   The  authori-  
t ies  i n d i c a t e d   t h a t   t h e   1 9 8 3   b u d g e t  would r e f l e c t   t h e i r  aim t o   s l o w  
expendi ture   g rowth  as a means of r e d u c i n g   t h e   f i s c a l  and e x t e r n a l   d e f i c i t s .  

S ince   Independence ,   capdta l   expendi tures   have   been   la rge ly   f inanced  
by foreign  grants   and  concessionary  loans  f rom  governments  and m u l t i l a t e r a l  
i n s t i t u t i o n s .   T h e s e   e x p e n d i t u r e s   h a v e   v i r t u a l l y   s t a g n a t e d   s i n c e   1 9 7 9 ,  
mainly as a r e s u l t  of s h o r t a g e s  in e k i l l e d  manpower f o r   p r o j e c t   f o r m u l a t i o n  
and  implementat ion.   In  1983 and  beyond,   however ,   the   avai labi l i ty  of 
ex te rna l   f i nanc ing   cou ld   emerge  as a c o n s t r a i n t ,  as g r a n t s  from t h e  
United Kingdom, which  accounted for about  three q u a r t e r s  of t o t a l   f o r e i g n  
g r a n t s  i n  1981, are t o  be phaeed down s i g n i f i c a n t l y  i n  real terms. The 
a u t h o r i t i e s  are eeeklng a l t e r n a t i v e   s o u r c e s  o f  e x t e r n a l   f u n d i n g .  
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d .  Monetary and c r e d i t   p o l i c y  

From i ts  es t ab l i shmen t   i n   1976   t h rough   1980 ,  SIMA r e f r a i n e d  from 
u s i n g   t h e   u s u a l   c r e d i t   c o n t r o l  powere of t h e   c e n t r a l   b a n k ,   p r e f e r r i n g  t o  
a l l o w   d a n e e t i c   c r e d i t   e x p a n s i o n   t o   t h e   p r i v a t e   s e c t o r  to  be determined by 
commercial bank  lending   dcc l8 ione .   In   ear ly   1981,   however ,  SIMA took 
t h e   f i r s t   e t e p  to  s t r e n g t h e n  its c o n t r o l   o v e r   c r e d i t   e x p a n e i o n  by i n t r o -  
duc ing   r eeeme   r equ i r emen , s   on  commercial banks.   During  the  second  half  
of t h e  year, SIMA cs tab l imhcd a l e n d i n g   f a c i l i t y ,  which o p e r a t e e   l i k e  (I 

d i s c o u n t  window,  whereby commercial banke  can  borrow  funds on a ehor t -  
term b a s i s  in o r d e r   t o   e u p p l e m e n t   t h e i r  o m  r e s o u r c e s .   T r e a s u r y   b i l l s  
were ieeued for t h e   f i r s t  time i n   O c t o b e r   1 9 8 1   w i t h   t h e   e x p e c t a t i o n   t h a t  
the  cont inued  development  of t h e   T r e a e u r y   b i l l   m a r k e t  would e v e n t u a l l y  
provide a b a s i e   f o r  open marke t   ope ra t ions .  SIMA a l s o   i n t e n d s  to i n f l u -  
ence credit c o n d i t i o n e   b y   a d j u a t i n g  the i n t e r e s t  ra te  p a i d  on  commercial 
bank excess r e s e r v e s  on depos i t .   Each  of theee   measures  is  exoec ted   t o  
improve   the   e f f icacy   of   monetary  p o l i c y .  

The a u t h o r i t i e s   i n d i c a t e d  their i n t e n t i o n   t o   c o n t l n u e   p o l i c i e s  to 
promote   the   mobi l iza t ion   of   f inanc ia l   sav ings   and   the   deve lopment  of t h e  
f inanc ia l   sys t em.  While t h e  a u t h o r i t i e s   r e c o g n i z e d   t h a t   h i g h e r  rates 
m i g h t   m o b i l i z e   a d d i t i o n a l   f i n a n c i a l  savings, they  emphasized t h a t  i n t e r e s t  
rates were rna rke t -de t e rmined   and   t ha t   po l i cy   e f fo r t s  t o  ra ise  depoe i t  
rates 1/ a t  t h e   p r e s e n t  t i m e  c o u l d   a l s o  came lend ing  ra tes  to  rise.  
They w%e c o n c e r n e d   t h a t   i n  a per iod  of economx  weakness,  t h i s  would 
f u r t h e r   d e p r e s s   p r i v a t e   i n v e s t m e n t   a c t i v i t y .  As p a r t  of t h e i r   e f f o r t  to 
extend  the  banking s y s t e m  i n t o  ru ra l  areas, t h e   a u t h o r i t i e s   e s t a b l i s h e d  i n  
March 1981 t h e   N a t i o n a l  Bank of Solomon I s l a n d s  (NBSI),  a j o i n t   v e n t u r e  
with a f o r e i g n  commercial bank  and  the  Government. I n  con junc t ion  w i t h  
the  Development Bank of Solomon I s l a n d s ,  NBSI has  expanded  the number of 
a g e n c y   b r a n c h e s   i n   t h e   o u t l y i n g   i e l a n d s   a n d  has i m p r o v e d   t h e e e   f a c i l i t i e s .  
I n   a d d i t i o n ,   b a n k i n g   o p p o r t u n i t i e s  are b e i n g   o f f e r e d   t o  t h e  o u t e r   p r o v i n c e s  
through a system of m o b i l e   b a n k s   o p e r a t e d   o n   s h i p s   t h a t   v i s i t  t h e  i s l a n d s  
on a r e g u l a r   b a s i s .  

V. S t a f f   A p p r a i s a l  

W i t h  a n   e x p o r t   s t r u c t u r e   h i g h l y   d e p e n d e n t  upon a r e l a t i v e l y  small 
number  of  commodities,   Solomon  Ielande  has  experienced a d e t e r i o r a t i o n  
i n   t h e  terms of t r a d e   o f  more than  2 5  p e r  c e n t   d u r i n g  1981-82.  Neverthe- 
less, t h e  economy hae   ach ieved  a s i g n i f i c a n t   d e g r e e  of e x t e r n a l  a d j u s t -  
ment; the d e t e r i o r a t i o n   i n   t h e   c u r r e n ;   a c c o u n t  of t h e  ba lance  of payments 
has   been   l imi t ed  t o  less than   one   ha l f  of what  would  have  reeulted  from 
t h e   d e c l i n e   i n   t h e  terms o f   t r a d e   d u r i n g  t h e  pe r iod .  Weak e x t e r n a l  
demand cond i t ione   and   t he  terms of  trade  development,   however,   had a 
6evere e f f e c t   o n   p r o f i t s  and p r iva t e   i nvea tmen t .  Real CDP roae on ly  
m a r g i n a l l y   i n  1981 and is p r o j e c t e d   t o   d e c l i n e   e i g n i f i c a n t l y  i n  1982. 

1/ The a v e r a g e   y i e l d s  on s u c h   d e p o s i t a  are c u r r e n t l y   p o e i t i g e   i n  rea l  
te=s a n d   r o u g h l y   i n   l i n e   w i t h   r a t e s   a v a i l a b l e   i n   e x t e r n a l   m a r k e t s   o n  a 
t ax -ad jus t ed   bas i s .  
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For 1983, a modemt improvement i n   t h e  t rrme o f   t r a d e  l e  envieaged,   and 
real GDP i r  e x p e c t e d   t o  grow by 4 t o  5 per   cen t   on   the   r t l rnu lue   p rovided  
by a n   i n c r a a r e   f n   e x p o r t   v o l u m e .  

I n  the f a c e  of unfavorable   ex te rna l   economlc   deve lopments ,  the 
Govcrnmtnt'r econamic a n d   f i n a n c i a l  policice d u r i n g  1981-82 were dce igned  
to expand =porta, r a m t r a i n  lese emential  L m p t ~ t t m ,  and t o   i n c r e a e c  
d m e e t i c  resource m o b i l i s a t l o n .  The p o l i c y  meatmuroe inc luded  a devalua-  
t i o n  of t h e  Solomon I s l a n d s   d o l l a r   i n  March  1981  and i n  Auguet 1982, ~ u b -  
a t a n t i a l   i n c c + e a c r  i n  import d u t i e e  and improvcmente i n  tax c o l l e c t i o n ,  
and a c o n t i n u a t i o n  of i n v c e t m a n t   p r o j e c t e   i n  e x p o r t  i n d u s t r i e s .  A t  t h e  
aaae  time, monetary pol i cy  was c o n d u c t e d   i n  a f l e x i b l e  and  pragmatic  
manner .  A e  a w h o l e ,   t h e s e   p o l i c i e e   h e l p e d   c o n t a i n   t h e   d e t e r i o r a t i o n   i n  
t h e   e x t e r n a l   a c c o u n t s .   H o w e v e r ,   t h e   b u d g e t   d e f   i c l t e   a n d   t h e   G o v e r n m e n t ' s  
n e t   u e e  of bank c r e d i t  were g r e a t e r   t h a n   e x p e c t e d   i n   b o t h   y e a t e .  There 
have  been  problems  in  t h e  planning  and  execut ioln of development   p ro jec te  
and a l s o   i n   c o n t a i n i n g   r e c u r r e n t   e r p e n d i t u r e e   t o   b u d g e t e d   l e v e l - .   A l t h o u g h  
t h e   r e v e n u e   p e r f o r m a n c e   h a e   b e e n   b u o y a n t ,   t h i s   h a s   b e e n   b a s e d   p a r t l y  0". 

a markedly   increased  c tpendence on i m p o r t   d u t i e s .  The s c o p e   f o r   g r e a t e r  
r e l i a n c e  on domeet ic-b&eed  taxee  ehould be r e v i e w e d   i n   o r d e r   t o  provide 
a more e t ab le   and   ba l anced   eource  of revenue.  

The p o l i c y   s t r a t e g y   f o r   1 9 8 3   s h o u l d   a i m  a t  s t i m u l a t i n g   e x p o r t - l e d  
g r o w t h   b y   i n f l u e n c i n g   t h e   d o m e s t i c   c o s t / p r i c e   e t r u c t u t e .  Tlle devalua-  
t i o n  t n  Augus t   1982   and   t he   i nc reaeed   f l ex ib i l i t -y  in  exchange rate p o l i c y  
s h o u l d   h e l p   e n h a q c e   e x p o r t   p r o f i t a b i l i t y .   H o w e v e r ,  i t  l a  i m p o r t a n t   t h a t  
t h i s   e x c h a n g e  rate ad jus tmen t   be   suppor t ed   by   appropr j a t e   mone ta ry   and  
f i sca l  p o l i c i e s  and  by measu res   t o   con ta in   wages .  

Budgetary   po l icy  i e  of c r u c i a l   i m p o r t a n c e .  The s t a f f   b e l i e v e s   t h a t  
f a i l u r e   t o   r e d u c e   t h e   b u d g e t   d e f i c i t   s i g n i f i c a n t l y   i n   1 9 8 3   w o u l d   h i n d e r  
t h e   a d j u e t r n e n t   e f f o r t   a n d  may crowd o u t   p r i v a t e   i n v e s t m e n t  o r  i n t e n s i f y  
p r e s s u r e s   o n   t h e   b a l a n c e  of p a y m e n t s   a n d   p r i c e s ,   p a r t i c u l a r l y   s i n c e  
f o r e i g n  aid p r o s p e c t s  are somewhat less o p t i m i s t i c .  The tax performance 
i s  l i k e l y   t o   b e n e f i t  f r o m   f u r t h e r   i m p r o v e m e n t s   i n   r e v e n u e   c o l l e c t i o n  and 
from t h e  resumpt ion  of economic   g rowth .   However ,   the   s ta f f   be l ieves  
tha t   add i t iona l   budge ta ry   ad jus tmen t   wou ld   be   needed   and  t h a t  i t  ehould 
come l a r g e l y  from r e s t r a i n t   i n   c u r r e n t   e x p e n d i t u r e s .  

I n   t h a t   c o n n e c t i o n ,   m o n e t a r y   p o l i c y  must be c o n d u c t e d   i n  a manner 
t h a t   c o v e r s  the c r e d i t   n e e d s  of t h e   p r o d u c t i v e   s e c t o r ,   w i t h o u t   a d v e r s e l y  
a f f e c t i n g  t h e  b a l a n c e  of payments or g e n e r a t i n g   i n f l a t i o n .  The s t a f f  
welcomes the   r ecen t   measu res   t o   improve   t he  scope for monetary management. 
A t  t h e  S a m e  t i m e ,  t h e   s t a f f   b e l i e v e s   t h a t   e f f o r t s   s h o u l d   b e   c o n t i n u e d   t o  
s t l e n g t h e n   t h e   m o b i l i z a t i o n  of domest ic  savings a n d   e n c o u r a g e   t h e   d e v e l o p  
ment of t h e   f i n a n c i a l   s y e t e m ;   t h e   e x t e n s i o n   o f   b a n k i n g   f a c i l i t i e s   i n  
r u r a l   a r e a s   a n d   a c t i v e  use of i n t e r e s t  rate p o l i c y   c o u l d   c o n t r i b u t e   t o  
t h e   r e a l i z a t i o n  of t h e s e   o b j e c t i v e e .  
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Thr Qovmrmat'r policy li&iw wagm incrrarar t o   t h r   i n f l a t i o n  
tat. la tha precodia# year i o  intandad LU provide a guidel ine  for  wage 
rottlrwrrtr in thr n o t  of tha aconcmy and t o  dampan inflationary  prar- 
O u r a m .  Whilr  cognirant of th d v a n t q r r  of thi r   arrmngrwnt ,   tha  r t d f  
bmlirws that wa#e r a t t l . m t r  in   t he   p r iva t a   r ec to r   me t  8100 taka  into 
accaunt chaagrr in   producrivi ty  and t h e   p r o f i t a b i l i t y  of the   ontarpr i rar .  

Tha otaff bellaver that policy a d j u t r a n t o  along the  above linar 
r h w l d  rtrrngthaa tha uport rac tor  and improvr the  balance of paJnrntr 
over the medium tam. However, conrideriag the uncer ta in t ie r   in  the 
m r l d   r c a n a i c   r i t u a t i o n ,   t h e   r t d f   b e l i e v e r   t h a t   t h e   a u t h o r i t i c e  should 
maintain f l w d b i l i t p  i n  domartic policier to p d t  further   adjur tnantr  
rhould thm nrad arire. 



?und Relatione with Solomon rrlandm 

Date of nmbarrhipr Srptamhr 22,  1978. 

Quota2 SDR 3.2 million. 

Articla VI11 mtatur: The Salmon  Imlanda  Government  accepted t h e  
o b l i g a t i o n r  of Article V f f I ,  Sec t ion9  2 ,  3 ,  and 4. 

Trum t Fund:  Not e l i g i b l e .  

Uma of Fund  remoutceb:  Under t h e   o n r y e o r   r t a n d - b y  arrangement (Play 
29, 1981-my 28, 1982) f o r  SDR 1.60   mi l l ion ,  
SDR 0.8 m l l l i o n  were purcharcd  leaving an 
undrawn  balance of SDR 0.8 m i l l i o n  on e x p i r y  
of t h e  arrangement. 

Fund hold ing8  of Solomon 
I e l a n d 8   d o l l a r e  (ma of 
Augurt 31, 1982): SDR 3.98 m i l l i o n   o r  124.40 per cen t  of quota .  

SDR h o l d i n g r   ( a s  of SDR 1.25   mi l l ion ,   o r   192 .23   per   cen t  of n e t  
Augurt 31, 1982) :   cumula t ive   a l loca t ion  of SDR 654,400. 

Exchange r a t e  eyetem:  Since  Auguet  1982,  the  Solomon  Islands  dollar  ha6 
been pegged t o  a t rade-weidhted  basket  of curren-  
c i e e  of f o u r  of I ts  ma jo r   t r ad ing   pa r tne r s :  the 
U.S. d o l l a r ,  t h e  A u s t r a l i a n   d o l l a r ,   t h e   J a p a n e e e  
yen ,   and   the  pound e t e r l i ng .   Concomi tan t ly ,   t he  
Monetary  Authori ty  was a u t h o r i z e d   t o  d e  d i s c r e -  
t i ona ry   ad jus tmen t8   t o   t he   exchange  rate of t h e  
Solamon I s l a n d e   d o l l a r   w i t h   r e e p e c t   t o   t h e   c u r r e n c y  
baeket ,   which  do  not   exceed,   on  balance,  2 per 
c e n t  i n  any  four-week  period. The r e p r e s e n t a t i v e  
rate of t h e  Solomon I s l a n d s   d o l l a r ,   e s t a b l i s h e d  
w i t h  the  Fund, Is t h e  rate f o r  t h e  U.S. d o l l a r  
ob ta ined   on   t he   bas i s  of the  mid-point  between 
buying and s e l l i n g  rates f o r   t h e  Solomon I s l a n d s  
d o l l a r   a g a i n s t   t h e   A u s t r a l i a n   d o l l a r  and the   r ep re -  
s e n t a t i v e  rate f o r   t h e   A u s t r a l i a n   d o l l a r .  

T e c h n i c a l   a s s i s t a n c e :  

Laat Article IV 
coneultation: 

The Central   Banking  and Fiscal Affairs   Departments  
and the  Bureau of Statist ics have  provided  technical  
a s s i s t a n c e   i n   t h e  areas of monetary  management, 
p r o v i n c i a l   t a x a t i o n ,  and i n   b a l a n c e  of payments 
and   genera l  s tatist ics.  The Fund i s  c u r r e n t l y  
p r o v i d i n g   t h r e e   e x p e r t s   u n d e r   t h e  CBD Technical  
Aeeis tance   Program  serv ing  as Genera l ,   Opera t iona l ,  
and Research  Managers of t h e  Solomon I s l a n d s  
Monetary   Author i ty .   In   addi t ion ,   the  CBD w i l l  
p r o v i d e   a s s i s t a n c e  i n  d r a f t i n g   l e g i e l a t i o n   g o v e r  
i n g  t h e   t r a n e f o r m a t i o n  of the   Monetary   Author i ty  
i n t o  a central  bank. 

October 29, 1980 (SM/80/ 2 4 4 ) ;  s t a f f   d i s c u s -  
sione were held  during  September  1-14, 1980. 



- 19 - XPPEHDIX x x 

World bank Group Omratlonr in Salaam 1 8 1 ~ t d r  

8u-q 

P r o j e c t  Date of Amount 
St8tUO #App rova 1 Benmf i c i a r y  Purpore US? mn. - Ta rmr 

1. Approved March 1981 Dwelopwnt   Re lend ing  1.5 I DA 
Bank of 

Solomon I r l o n d r  
(DBSI) 

2. Approved Fch. 1982 hvernment of P r t M r y  5.0 
Solomon h l a n d r   e d u c a t i o n  

IDA 

P r o j e c t   D e s c r i p t i o n  

1. The p r o j e c t   w i l l  assist t h e  DBSI in prov id ing   f i nance   fo r   i nve r tman ta  
i n  a11 rectorm of t h e  economy for t h e   p e r i o d  1981-82. The A8DB is t he   l ead  
c o f l n a n c l e r  for t h i s  ope ra t ion .  Their USS2.0 m i l l i o n  credit became effec- 
t i v e  on Hay 21, 1981  and dieburecmentm from t h e i r   c r e d i t  have com=.lced. 
DBSI o p e r a t i o n s  arc proceeding approximately a6 planned and dlabureeuent  
r e q u c e t e   f o r  t h e  IDA c r e d i t  are expected to commence soon. 

2. The proposed project would  support  Government  development  plans i n  the 
e d u c a t i o n   s e c t o r .  I t  would  aeaimt the Government in help ing   province6  and 
copmuni t iee   Increase  access t o  primary echools by creatfng new and  upgrading 
e e t a b l i s h e d   f a c l l l t i e e ,   p r o v i d e   t r a i n i n g  to  r a l e e   t h e   q u a l i t y  of t e a c h e r s ,  
aes l ie t ing  i n  t h e  development of more r e l e v a n t  curricula, and  Improving 
mnnagement . 



A979 - 1980 - 1981 - 1902 
S t a f f  
- 
Proj 

.~ 

Outwt and price. (annual ratar of 
phage i n  par cent) : 

krl GDP 
Conrumr pricer 

18.1 
9.9 

- S a  5 
lS.9 

0.6 
14 a 6  

- Honey and c r e d i t   ( a n n u a l  rater of 
change f n per cent ) rlJ 

Broad mrry 
Total dolwrtic c r r d i t  
C r e d i t  to  p r i v a t e  rector 

50.2 
25.5 
17.8 

-8.7 
14.5 
16.2 

-16 4 
21.2 
10.9 

0.6 2/ 
9.8 'li 
4.6 I /  

Pub l i c  finance (annual  ta tar  of 
change i n  plr cent)z 

Dowr t ic  rave m e  
Currant expmaditure 
C a p i t a l  a p a d i t u r r  and n e t  lending 
Total meponditum 

9.7 
10.6 

5. i 
9.8 

41.5 
20.3 
32.7 
27.4 

21.5 
21.1 
10.7 
16.6 

34.1 
32.8 

6.0 
21 a 9  

Foreign tradr (annual rater ot change 
i n  per cent ) :  

Export volume 
Export unit value  
faport v o l u r s  
Import unit value 
Tcma of trade 

26.6 
40.0 
43 .8  
11.1 
25.1 

4.4 
1.8 

-2.4 
29.0 

-21.2 

9.7 
-9.2 
Om 7 

12.2 
-19 1 

0.2 
-6.1 
-6.8 
0.1 

-6.2 

Balance of p4ym6nta (SDR million): 
Export6 ( f a  0. b o  ) 
Of which: Copra 

Timber 
Palm o i l  
Pieh ( f t e e h  and f tozen)  

f m p o r t r  (fmoab.) 
1 rade balance 
Current account balance 
Ova ral 1 balance 

53.0 
14.4 
13.1 

5.9 
13.0 
45.2 

7.8 
8.0 
5.7 

56.3 
9.7 

13.8 

18.3 
56.9 
-0.6 
-9 .3  
-5.2 

6.2 

S6.1 
7.9 

14.3 
6.9 
18.5 
6 4 . 3  
-8.2 

-17 2 
-10.3 

52.8 
7.6 

18.9 
6.6 

10.4 
60.0 
-7 .2  

-16 9 
-7.2 



S o l m n  I r l m d r  (concludad) 

Baric Data 

1979 1980 - - 
Grorr intarnat ional  rararver (and of 

period) I 
I n   r i l l i o n 8  of SDR8 28.1 23.2 
In  makr of  import8 32.6 20.3 

Salac tad   f i runc ia l  ratlor ( In  per cent): 
Currant  &cceunt  rurplur or deficit/CDP 7. 9 -8.5 
Covrrnmat budget daf ic l t /CDP 2.4 2.8 
Ex t a rnal da bt /CDP 2/ 2.7 S o  3 
Extarnal  dabt  rervica  ratio 4/ ” ” 

O i l  i.portm/total i n p o - t m  12.8 16.0 
u 

1981 - 1982 
Staff 
- 
Prod . 
20.0 
17.4 

-12.1 

20.0 
3.5 

27.3 

7.3 

Sourcer: Data provided by the  Solumon Ir landr   authori t lee;  and r t a f f  eetlmatee. 

1/ In   re la t ion  to   r tock of broad mvney a t  beginning of period. 
T/ pram June 1982-June 1981. 
T/ Lxternal  public mctor debt. 
?/ I n t a r e r t  plum amortiration on pub’ic debt  ae r a t i o  cf exports af goods 

a n 3   ~ e r v ~ c e a .  


