
ABSTRACT

Economic growth, environmental sustainability and human development in the Solomon 
Islands have lagged much of the Paci�c region since independence in 1978. Trade contributes 
insu�ciently to development, partly because of the dominance of the logging industry but 
also due to the lack of emphasis on building productive capacities with a view to economic 
transformation toward higher productivity activities. Targeted soft industrial policies may 
help address these shortcomings, in the form of sectoral prioritisation; linkages policies; joint 
government-donor support to build appropriate infrastructure; and the development of human 
resources in speci�c areas. Government institutional capacity will only be allowed to improve 
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Malaitans in partnership with the police paramili-
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and well below Vanuatu (131st) and Fiji (88th).5 �e 
Solomon Islands was considered unlikely to meet 
many of its Millennium Development Goal targets.

As a result of a recent upturn in income per capita 
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nation (MFN) tari�s are bound at 80 percent, 
applied tari�s have fallen signi�cantly over the past 
decade. �e simple average applied MFN tari� rate 
in 2008 was 9.1 percent, while the average e�ective 
tari� rate was 5.7 percent in 2007. About 82 percent 
of ad valorem tari� lines have a rate of an applied 
tari� of 10 percent; 17 percent of items have a rate of 
5 percent; 33 items are duty free; and 6 items have a 
rate of 15 percent. 

As an LDC the Solomon Islands has duty and quo-
ta-free access to markets including the European 
Union and United States, as well as a number of 
developing country markets. Exporters have not 
fully utilised preferences except logging exports to 
China, �sheries exports to Italy, and periodic ship-
ments to Australia. Margins of preference are, in any 
case, small and eroding.

Under the Paci�c Island Countries Trade Agreement 
(PICTA), signed in 2001, the Solomon Islands has 
made reciprocal commitments on trade in goods to 
the 14 other Forum Island Country members. �e 
Solomon Islands must eliminate tari�s on almost 
all products from other Forum Island Countries by 
2021. Implementation, however, has proven di�cult, 
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such as water bottling, beer and food preparation. 
Technological progress and innovation have been 
very limited. Whilst data on most indicators of tech-
nological progress do not exist, the evidence suggests 
that very little is spent on research and development 
and that the labour force faces shortages of engineers 
and technical personnel. Potential exists for the 
promotion of light industry as a means of import 
replacement (Lin and Dinh 2014). 

Mining revenues have increased slightly, and the 
industry has the potential to be the major contributor 
to foreign exchange and government revenues, possi-
bly replacing the logging industry as the mainstay of 
the economy. Deposits of gold, bauxite and nickel in 
several parts of the archipelago have yet to be fully 
exploited. Extraction has, however, been limited due 
to land ownership problems, a lack of policy guid-
ance and delays in the approval of licences. Linkages 
in the mining industry are notoriously limited, while 
the capital-intensive nature of production means that 
employment can be low. Many worry that similarly 
to logging, the industry will be a�ected by environ-
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Vanuatu and Solomon Islands
Neighbouring Vanuatu, a country with a similar 
population size, history and cultural characteris
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Figure 8

Solomon Islands, gross fixed capital formation, percent GDP
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Figure 9

Trade and GFCF, LDCs, 2004-13 
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therefore contribute less than they otherwise would 
to consumption, further reducing domestic business 
opportunities. �ere is also a clear impact on pro-
ductive capacity in the reduction in the potential 
human resource pool. Rebei (2014) suggests that 
there is a link between inequality and high interest 
rate spreads, in that the latter hinder the private 
sector’s access to credit, which is an impediment to 
inclusive growth. Spreads, at 10 percent or more, are 
higher in the Solomon Islands than in other Paci�c 
Island countries

A further reason why the reduction of government 
expenditure was unlikely to lead to an increase in 
private-sector investment was that returns on savings 
are low, which in turn results from the weakness of 
the banking sector and from the poor provision of 
�nancial services13. Banks are risk-averse and ration 
credit. Rebei (2014) shows that there is evidence of 
abnormally high banking pro�ts, partly a result of 
collusion in a small and uncompetitive sector. With 
average commercial bank rates of up to 15 percent, 
tight monetary policy has contributed to the lack of 
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Integrated Framework (EIF) for Trade-Related 
Technical Assistance to LDCs that resulted in the 
Diagnostic Trade Integration Study �nalised in 
January 2009. �e country also participated in tech-
nical assistance activities of the WTO. �e Solomon 
Islands has received bilateral aid for trade assistance 
from a number of countries, including Australia, 
the European Union and New Zealand (Solomon 
Islands Government 2015).

Despite these major aid in�ows, it is not obvious 
that expenditure has gone into the most appropriate 
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