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PREFACE

Why an Agriculture and Rural Development Strategy?

1. Public funding for agriculture and rural development has nqiroduced the expected
results The 2004 Peace and Conflict Analydisghlighted the contribution to the 1999-
2003 Tensions of a shortage and imbalance in access to governnigessand in income-
earning opportunities. Since then, the slow recovery of tbaoeesy combined with the
underinvestment in rural services and infrastructure have cewtino generate social
discontent. Short-term or permanent migration to Honiara has hadditnickle down
effects on the rural economy and remains at the heart of umdetgnsions. Land tenure
issues and governance in the forest sector have also contributedial tensions. While
some progress has been made since the arrival of RAMSthiabititating basic rural
infrastructure and services (in particular, health, education ransjpiort infrastructure) rural
livelihoods have deteriorated and much remains to be done to t&éveiral economy.
There is a strong demand from Solomon Islanders, 84 percent of e fural areas,
for progress with rural development and a widespread percepabipast efforts have not
produced the expected results.

2. Rural development challenges are many and complex, yet resouesidress them are
limited. To address those challenges, the Solomon Islands Government’'s Map @Ry6
Framework Document places emphasis on “development through a bottandumlistic
approach that encompasses the empowerment of the people throalgldwancement
strategies, the pursuit of the MDGs, the revitalization ofébenomy, improved law and
order, effective service delivery and the devolution of poweis functions and decision-
making authority to the periphery”. Government and its developrparthers have
recognized that further prioritization and more efficient use of dleil@sources are needed
in view of existing capacity constraints.

3. Improving the consistency and efficiency of ongoing effortsin the aftermath of the
Tensions, reconstruction and rehabilitation efforts have tegiély been directed towards
immediate needs with less emphasis on sustainability. Issuesigharency, efficiency and
consistency of those efforts have emerged. A longer-termaqudigp is needed to ensure
that rural development resources are used efficiently and tedbtter and sustainable
outcomes in terms of rural livelihoods. In particular, what ¢dag done differently to
improve the impact of rural development efforts within emggticapacity and resource
constraints? And could resources be used more efficiently?

4. The ARDS addresses those key questions as a contribution to oggeforts to improve
rural livelihoods and foster rural growth It provides a review of the status of rural
development, discusses existing opportunities and the actions neededlize those
opportunities. It provides the analytical underpinnings for a prioritized progfactions to
revive the rural economy, consistent with available resources and capadiiptegrates the
outcome of the broad consultations undertaken during its preparatinally,fthe ARDS
identifies available resources to implement this priowtipeogram of action in the short- to
medium-term. In line with Government'’s focus on local developmBatARDS focuses on
local foundations for rural development

! Solomon Islands Government, National Peace CqoudbiDP.
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How was the ARDS prepared?

5. The preparation of the ARDS is a partnership between theo8wn Islands Government
(SIG) and donors The preparation of the ARDS was coordinated by the Depattof
National Planning and Aid Coordination (DNPAC) with support from ADs the
European Commission and the World Bank. To ensure local ownersHjteesing
Committee including key Departments involved in rural developiraad representatives of
the civil society, the private sector and donors guided the preparation dRIb®.A

6. The preparation of the ARDS combined analysis and researchthwbdroad public
consultations throughout the country

The agenda and scope of the ARDS were set during a prepaegatiarh lworkshop in
Honiara in March 2006, with participation of the 9 provinces and differergtsnéders;

A team of national and international experts working with dievant Departments and
consulting with various stakeholders analyzed the key issuedigriessons from the
past and from international experience, and developed recommendationsXBiiBe
From July to September 2006, the feedback and views of a broad rastg&edfolders
on initial findings were sought. Members of Parliament, Gawent officials, NGOs,
churches, community organizations, villagers, the private setdr donors were
consulted in Honiara and in the provintes

7. The present document incorporates the reviews and studies condudtesl ARDS and the
outcome of the consultations held in Honiara and in the provinces.

The structure of this document
8. This document comprises 4 sections:

Section Apresents a review of the current rural development situation;

Section B discusses growth prospects and opportunities in the short to mésliom
(2011 horizon) and medium to long term (2020 horizon);

Section C presents the ARDS recommendations as regards priority inteme in

agriculture and rural development over the short, medium and long term;

Section Ddiscusses the implementation of the ARDS, including tailoringafipgoach
to the situation of the different provinces, monitoring the implagaten of the ARDS,
and matching resources with priorities.

2 Government officials, Members of Parliament, repreatives of provincial governments, the privatetar,
NGOs, churches, community-based organizationsesgmtatives of villages, and donors.

% Key building blocks for the analysis included: ®@avment policy documents (May and August 2006); the
Smallholder Agriculture Study (AusAID, 2006); a irew of sources of income in rural areas (Gibsonséa,
Pauku, 2006); a review of sources of rural growtfafner, McGregor, Wore and Pelomo, 2006); a study o
service delivery in rural areas (Holmemo and Wat@@06); a review of farm support services (Doorman
MacFarlane, Nanaulea, 2006); a review of publi@rice for agriculture and rural development (Sugden,
2006); recent work conducted under EC and AusAhadficed projects on forestry; recent work on rural
finance (CBSI); work on private sector developm@iDB, 2005); the National Transport Plan (2006);rkvo
by UNDP and AusAID on provincial governments; revéeof the NERRDP; and documents prepared by the
SIG high-level Task Forces in 2003/2004. A fudt bf references is provided at the end of thisudzent.

* All provinces were visited, with the exception Bémotu province due to logistical problems; however
Temotu representatives were consulted in Honiara.
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EXECUTIVE SUMMARY

1. The Solomon Islands has abundant natural resources that haveviged subsistence
livelihoods for a small population of approximately 500,000 peoplntil relatively
recently, resource management has not been an issue. Ovesttfewpdecades, however,
the resource base has been degraded and the small non-farm econémitgchts generate
jobs and demand for rural products. While public policy has recaprtz need for
attention to conditions in the rural economy, actual expenditora both domestic and
donor resources has generally been focused elsewhere. Tlésl hasa loss of confidence
in Government both at national and local level exemplified duheglensions. With few
exceptions, donor efforts have also been unable to stimutaidicant rural development
that lasts beyond the intervention period. Clearly, a new approach is needed.

2. The impact of the 1999-2003 Tensions on the country has beemp.ddBespite many
achievements — the restoration of law and order after thalaof RAMSI in 2003; a sound
macroeconomic framework; the rehabilitation of health and educatioastructure and
some transport infrastructure; and the resilience of thadlisotder agriculture sector, GDP
per capita is still two-thirds of its pre-conflict level and the lowestagifi® island countries.
The conflict has exacerbated some of the issues already améngihe preceding years:
living standards in rural areas have in many places degradidmare constrained access
to basic rural services and infrastructure and the ulisnu of marketing channels. Public
resources for rural development have decreased follovi@gl¢terioration of the general
fiscal position, and rural agencies have been hardly hit by thodget cuts. There are
issues with the quality of growth, which has been basedage extent upon unsustainable
natural forest logging rates and which has not createdfisaynti employment for a fast
growing, young population (an estimated 40 percent of the populatisrunder age 15 in
2006).

3. To address this situation, the Government has made rural dgwelent its priority
Progress with rural development will be one of the building blafkiasting peace and
stability. There are, however, many examples of failed tiviéa in rural development over
the past decade. To address past weaknesses in public supporalfalevelopment, the
Government favors a more decentralized approach to rural develgpmignga focus on
local economic development — including a greater involvement of oar@munities in
decisions on local development (“bottom-up approach”) - and bringirad services closer
to rural communities (devolving responsibilities “to the periphern® broad reform
program in natural resources management is also envisaged with a focus on raoraseist
use of the country’s resources and greater benefits for coramunities (who are the
resource owners).

4. However, selectivity is needeBecause the needs are many but capacity and resources to
address them will remain limited in the medium-term, hard esoltave to be made as
regards the focus and level of public support for rural developrivot everything can be
addressed at once andnsideration has to be given to the most appropriate sequeificing o
reforms and investments, taking into account recent social ambmea developments. A
long-term vision of what can be achieved is also needed to infomediate decisions and
avoid undermining future prospects to the benefit of short-term gains

5. Strategies for rural development and rural growth need t@ dpeyond improving
agricultural productivity. While agriculture will continue to play a major role in terof



Solomon Islands ARDS: Building local foundationsréwal development Pagk

income generation and employment opportunities, many other interlifdétgys have to be
considered to bring about structural change in the economy, impomial infrastructure
and generate income. While the ARDS goes beyond agricultatesigo reach a broader
view of the priorities for the development of rural are&gré are issues which remain
uncovered. These include education, health and social protectiorairareas. These are
being covered through other work complementary to that carried out for th€ ARD

The country’s rich resource base and resilient agricultusector provide the foundation
for rural growth. More sustainable and inclusive growth could be achieved. Ishibi- to

medium-term, the contribution of the rural economy to more sngdu growth and
employment creation could increase if constraints to privatersewestments are lifted
through a supportive policy environment; investments in rural strfrature, utilities and
services; and support services for smallholder producers andrgrowethe medium- to
long-term, broader institutional strengthening will be needed to sulmwaift development
beyond donor-supported interventions; as well as progress with thengieg land and
natural resource management issues.

Short-term priorities need to take into consideration thepact of the civil conflict In the
short- to medium-term, a focus is needed on activities and émigowns which would:
minimize the risk of recurrent conflict and promote soc@heasion; address some of the
remaining causes of social tensions, including the lack of treerepain the allocation of
public resources and the lack of public investment in rural developprand improve the
guality of growth in order to generate the much needed employmdrih@me-generation
opportunities. Because of the recent history of the country,rauseholds’ aspirations for
improved livelihoods focus on improved local governance and rurateedelivery as well
as access to regular sources of income-earning opportunities.

Three priorities for rural growth and employment generation

8.

10.

The Government envisages to respond to the aspirations of rdoshd@o Islanders by
focusing on three areas: (i) a greater focus on local devetdm@nd greater participation of
rural communities in economic development, including through strengthgmovincial
governments; (ii) supporting the rural economy with a focus orcwdgre, infrastructure
and rural finance services; and (iii) improving the managewietite country’s rich natural
resources for greater and more sustainable local benefits.

Improving local governance and service delivery will supportedily and indirectly, rural
growth. It will also respond to rural households demand for greater ipatimn in
economic development and decision-making. There is a strong demand ofer m
transparency and accountability of public spending including atoda level. Properly
resourced and well functioning local governments could provide theperbsable interface
between rural communities and the central government whileoinmgy service delivery in
rural areas and contributing to a more favorable investmanate. The Solomon Islands
needs to strengthen its own institutions and systems and graduatlythoeiil capacity to
deliver critical public services and infrastructure in rural sirea

Focusing on more inclusive growth A more inclusive and sustainable growth path will be
an important ingredient of sustainable rural development. Uinerd growth path, fueled to
a great extent by unsustainable levels of logging of natfoasts, has not been
accompanied by improvement in the livelihoods of the majarfitshe rural population. In
the short- to medium term, growth and employment generation wil ttalee generated in
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the agriculture and informal sector, in view of limited opportunitiesther sectors. In rural
areas, private sector development and agricultural developménbeviclosely linked.
Realizing this potential will require addressing the immediate @n&rfaced by the sector:
access to reliable and affordable transportation, telecommmaatd power infrastructure
and services; agricultural support services; and a conducimngy patvironment. In the
longer term, it is unlikely that the rural economy alone willabée to absorb the increased
number of new entrants in the labor market. Growth in other sectors will dechee

11. Improving the management of the country’s rich natural reswes will contribute to
better local governance and sustainable growtiovernance issues in the forestry sector
have contributed to the distrust of rural communities faditional and government
institutions; unresolved land issues affect public and privatestments in rural areas and,
where pressure on the resource is high, disputes have incré&seteet. management of land,
forest and marine resources could contribute to greatensetar resource owners, more
sustainable economic growth and reduced social tensions.

12. To achieve those three closely linked objectives, the ARBSrénaewed what could be
achieved in the medium term (2011 horizon) and longer-term (2020 hpamgnhow it
could be achieved.

Improving local governance and service delivery

13. Making better use of public resources for rural developmesirengthening Government
systems Available resources could be used in a more transparentffasidné manner.
Support from central agencies is required to improve planning anetingigystems, both
in sector agencies and in the provinces. Predictable resoareeneeded to move away
from ad hoc, uncoordinated rural development investments at theldéwetland towards
more efficient, consistent and sustainable local developmdrdtives. _In the short- to
medium-term this could be achieved by strengthening local, simple participatanning
processes on the basis of a predictable resource envelopis. cduld be done at the
provincial level and lower level (depending on the governancetste and size of the
province, for example). For Government and donors, this wouldnadsm improving the
transparency of resources allocation and their alignmehtlagtlly identified and national
priorities. Improving budget processes and execution would havectonpany those
efforts. _In the medium- to long-terndeeper reforms of the planning and budgeting
processes could be sought, including the institutionalization of jbeaning processes, the
integration of the recurrent and development budget, and the usen@daim-term
expenditure framework to guide inter-annual resource allocations.

14. Improved rural service delivery mechanismsService delivery will remain expensive in
particular in more remote areas, and hard choices need todseimterms of the level of
service that can be provided from public resourdesthe short- to medium-ternbecause
capacity and resources are scarce and spread among public sector afpengiaste sector
and NGOs, strengthening partnerships between them is likbly ttoe most efficient way to
improve service delivery. This would start by clarifymgich services can be outsourced
and are better provided by the private sector (or NGOs)efatusing public agencies on
core public functions, as is being done by the Department of Infcaste. Capacity would
need to be build for all partners, and potential service providergified as well as their
skills and capacity. _In the medium- to long-terthe gradual introduction of user-pay
systems would contribute to the financial sustainability of sedetigery.
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15. Strengthened local governments, accountable to local communitilese weeded to ensure
coordinated service provision in rural areas through improvemetfteolinkages between
provincial governments and rural communities, as well as ¢eagemcies and provincial
governments. _In the short- to medium-terthe specific responsibility of provincial
governments for service delivery would first be clarifidgit capacity to implement these
functions built, as well as their partnerships with sectoneigs, at national level, and with
service providers (community-based or private sector) dbtta level. Resource transfers
to provincial governments would be increased as their capacigefvice delivery is built.
Progress is expected to be uneven in different provinces, and swipdd have to be
tailored to their respective situation and needs. The posgiltditdirectly involve
communities in the management of village development resowaels also be tested. In
the medium- to long-termlocal governance reforms could be consolidated in particular
through whole-of-government civil service reform and, on thenfinsside, consolidation of
the fiscal position of local governments.

Supporting the local economy: more inclusive growth

16. Supportive economic policy reforms A review of key policies directly affecting rural
economic development shows that some of them are actually coimgirairal growth. _In
the short-to medium-ternthe continuation of targeted reforms to address those polictes wit
negative impact on rural investment (and growth) needs to be sought. This would imclude, i
particular, the regulation of utilities and that of shippingises; taxation and the trade tax
regime; and business regulations.

17. Focused agricultural support services responsive to local demahmtitutions supporting
the agriculture sector have been particularly affectedhbycountry’s recent history and
rebuilding them will be a long-term process. In the short- tdiumeterm early results
could be achieved by focusing efforts on responding to immediate agprsssed in the
provinces, rather than embarking up-front on broad institutionalmefan DAL or top-
down programming of resources as was the case in the pasngtBéning capacity and
resources for the delivery of agriculture services atltioal level is likely to be more
efficient than centralized agriculture service deliverfpriority would also be given to
strengthening sanitary and phyto-sanitary safeguards to prtitectSolomon Islands’
agriculture in view of increased risks as production andetrmtensifies. Finally, the
diffusion of innovation to rural producers, making use in particulinage readily available
in the region, through the existing network of service providers éametging professional
associations) would produce early results. In the medium- to &ngroader institutional
reforms within DAL could be envisaged, as priorities for pulalgriculture support are
further defined, and as human resources issues are gradually addrelssesatdr.

18. Improved rural infrastructure is a necessary condition foural development Improving
access to reliable and affordable rural infrastructurevicaes (transportation,
telecommunications, power) is a central pillar of a rgralwth strategy. It is also a strong
priority expressed by rural households. In the short- to medium-teone coordinated and
strategic investments in transport infrastructure are eggabtough the implementation of
the National Transport Plan. The improvement of inter-islandostgpservices is a high
priority for the marketing of rural products; however, careful comata has to be given to
incentives in the sector. As seen in other countries, aarws$ the regulatory environment
for the telecommunication sector could unlock the potential for mmrestments and
growth in rural areas. Finally, access to power is a cemdftir the diversification of the
rural economy envisaged by the Government.
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19. Paving the way for the development of rural finance seed The development of
sustainable banking services in rural areas faces manlermded including high costs of
operation due to high costs of transportation and telecommunicationcir@@banks into
providing rural finance is unlikely to provide the desirediitssand reviews indicate that an
important constraint is in fact the lack of bankable propogaisre than liquidity
constraints)._In the short- to medium-tepuablic efforts to support the development of rural
finance services will be more efficient if targeting thain constraints which lay in other
areas — reducing the costs of transport and telecommunicationsainareas; improving
financial literacy; and providing business management training ta$radd rural SMEs.

Managing natural resources for the benefit of rural Solomon Islanders

20. Supporting the adaptation of land tenure systems: a cautious appraactand reforms
In the short- to medium-terna cautious, step-by-step approach to land issues is needed as
they remain sensitive and the human resources needed to impleoethiréiorms are not
yet available. Public dialogue and policy development needs tmftwened by more
research into options to improve the functioning of land maskite®ut compromising the
security of tenure under customary ownership of land. Improvingebaution of the
backlog of land disputes will also be an important contributiorottakstability and future
investments in rural areas. In the medium- to long-téhm consistency of land policies
over time will be an important factor to improve the investnolimate. A better resourced
and trained land administration will be needed to address thergfiag land agenda. This
will require a long-term commitment and significant progressteilé time.

21. Preparing for the structural change in the forestry sectorDue to the continuation of
unsustainable rates of logging, forecasts indicate that comitheesiploitable natural forest
resources will be fully depleted by the year 2012. With thoseuress already under
license, the sector will be facing a major restructuringthe medium-term towards
plantation forestry, both large scale and by smallholders (with the expahgilamtations at
the village level on customary land the main prospect). In thé-gbomedium-termthe
sector needs to prepare for this transition by strengthehmgapacity of the Forestry
Administration to conduct its core functions and to support for timsitran in the structure
of the forestry industry, including at the local level. Broad#ores to strengthen
governance in the sector, such as improved monitoring of log expoutd, also slow down
current trends in logging and increase benefits to both resourcesoamé the national
economy. Finally, resource conservation and management initiativedving rural
communities could provide another avenue to respond to the oeddetter resource
management and greater benefits at the local level.

22. Fisheries resources management: local and international parsiéps The potential
contribution of the fisheries sector to the rural econonsyrttd been fully realized. The key
to greater and more sustainable fisheries resources commiltatthe rural economy will be
both local and international. At the local level, in the shtmtmedium-term successful
resource management initiatives involving local communitiesinie be promoted and the
capacity of local fisheries officers to facilitate themadyally built. Business management
training need to be provided to support private sector involvemehe sector. At national
level, strengthening management of offshore fisheries resowité® a long-term process,
which could start with further prioritization of the recommeiated of the Tuna Plan
Review._In the longer-terptontinued improvement of governance and institutional reforms




Solomon Islands ARDS: Building local foundationsréwal development Pagei

in the sector will be needed, as well as stronger involvemmengégional cooperation on
resource management.

Towards implementation and results on the ground

23.

24.

25.

26.

Localizing the ARDS: a tailored approach in each provinc&he capacity and resources of
provincial governments vary from one province to another, as doé¢kerme of NGOs and
the private sector, the status of infrastructure and sengcesomic growth potential and
opportunities and local aspirations and priorities. Those have tmdatively well
documented, which provides the foundation for the preparation of locelogevent plans
on the basis of available resources. While the proposed approder the ARDS would be
valid for all provinces, implementation would require its thatien into local priorities
based on each province’s specific potential and challenges.

Matching resources with priorities Substantial resourcese expected to be available in the
short- to medium-term to implement the priorities identifiedhi@a ARDS and progress is
already under way in addressing them. Some areas have beefietlentwever, where
there are inconsistencies in approaches and policies and furtlogueia needed to resolve
those differences and ensure that resources are not wasteghtitonflicting efforts: these
include, for example, the way donor resources are programmed andelgthin the
provinces; the focus of agricultural extension services; ordlee of the public sector as
regards the provision of rural finance.

The following summary matrix of priority actions maps thagainst available resources,
ongoing or planned new programs, as well as specific responsibibitiline agencies and
other development partners.

Monitoring progress and documenting successAs the ARDS is being finalized, an
agreement will be sought on a small set of indicators to toromgrogress with its
implementation and to measure success in reaching agreed benchmarks.



A SUMMARY MATRIX OF THE MAIN ARDS RECOMMENDATIONS (*)

Objective Proposed priority actions Responsible Available
institution Resources
5 year time frame | 10 year time frame
Improving local governance and rural service delivey
1.Making better use of Strengthenlng planning:
available resources: - Prepare and implement initial Consolidate provincial planning Provincial SIG
Providing a predictable,|  provincial development plans processes and capacity governments
efficient and transparent . Strengthen capacity of PGs for Review role of 5-year plan and (PGs) with PGSP
framework for participatory development planning alternative instruments (e.g. MTEF) | technical support
coordinated public Continue to monitor progress with locgl from DNPACand | RDP
spending on rural development plans (number of plans | DOFT
development. developed, quality of planning process,
progress with implementation, etc.) | DNPAC, DPGCD
Strengthenlng public budgeting processes:
- Improve public information on public |- Implement improved formula for fiscal | DOFT SIG
expenditures (Government and transfers to PGs
donors) - Rural development budgets to reach PGs FMSP/MOG
- Increase budgets for rural regional averages (15 percent) (ongoing)
development priorities - Implement MTEF and integrate recurrent Donors
- Review formulas and criteria for fiscal | and development budgets RDP
transfers to PGs and start allocating |- Integrate all externally funded programs|in
predictable and incremental budgets national and provincial budget processes. PGSP
to PGs - Public review and evaluation of externally
- Donor resources to gradually align funded initiatives
with identified priorities in rural
development
Improved public finance management: SIG
- Identify and address weaknesses and | - Consolidate budget processes DOFT
bottlenecks in budget cycles and - Continue to build capacity in public FMSP
procedures of key rural sector agencies  finance management PGs
PGSP

- Build capacity for public finance

management in PGs and key Departme

nts attract and retain qualified staff

Review incentives in pUb|IC service to

Sector agencies




Objective

Proposed priority actions

5 year time frame 10 year time frame Responsible Available
institution Resources
2. Improved rural Strengthening local governments
service delivery - Clarify deconcentration and devolution| - Review experience with deconcentratipPGCDwith key | PGSP
mechanisms of key services/sectors (consistent /devolution of services and consolidate sector Departments
w/resources) to PGs and establish clear deconcentration/decentralization (DAL, DOFEC, SIG
mechanisms for collaboration with line framework; MID, Fisheries,
agencies (e.g. sector boards); . Continue to strengthen HR in PGs and étc.) FMP 11 (ongoing)
- Rehabilitate PGs facilities (offices, build capacity in public administration | DOFT, DNPAC
communications, etc.) ahead of HR . Review and consolidate mechanisms for RDP
deployments interaction with communities Donors
- Start building capacity of PGs in finance- Strengthen fiscal base of PGs
management, public administration,
planning
- Strengthen local coordination of donor
financed programs through PGs
Strengthening communities’ involvementfin  Review pilots including efficiency for
local development local service delivery; adjust and scalg-PGs RDP
- Pilot community-driven development up.
planning and service delivery Adjust as needed legal framework for
community-based service delivery
Strengthening the capacity of the private
sector and NGOs to deliver services: DAL, DOFEC, RDP
- Clarify outsourcing policies for key - Continue ongoing reforms to support | DOI, Fisheries, SIRIP & ongoing
services/sectors and collaboration private sector and NGO development &MID, etc. transport projects
between PGs, NGOs and private involvement in service delivery NZAID program
sector DOFT, DOC (Fisheries)
- Survey/assess private sector and NGOs Other donor
capacity to deliver key services and NGOs, CBOs programs focusing

develop capacity building program(s)

on NGO-capacity
building (ongoing)




Objective Proposed priority actions
5 year time frame 10 year time frame Responsible Available
institution Resources
Focusing on more inclusive growth: Agriculture andbeyond
3. Policies supportive of | - Continue to maintain law and order as|a- Continue to maintain law and order as|a
rural development: prerequisite for growth prerequisite for growth Commerce SIG
Continue to contain inflation and Ensure consistent policy directions in
exchange rate appreciation to maintain  areas important for investors (e.g. land DOFT/ERU ADB program
competitiveness of rural exports policies; taxation policies; etc.) (ongoing)
Continue the ongoing review of taxation- Continue to contain inflation and Customs
policies especially as they impact on exchange rate appreciation to maintair] RAMSI/MOG
export activities & improve the trade tax  competitiveness of rural exports (ongoing)
and regulation regime Continue the ongoing review of taxation
Continue to improve the business policies especially as they impact on
regulation system to encourage rural export activities
enterprises development Continue to improve the business
regulation system to encourage rural
enterprises development
4. Focused agricultural | Strengthening agriculture sector DAL
support services: management: Clarify the agricultural policy
- DAL to focus on priority assistance framework and align human and budgetPGs TSAP, TARDP
needs identified in the provinces resources (ongoing)
- Establishment of partnerships with Clarify DAL'’s core functions and NGOs &
consolidate key partnerships professional RDP

regional agricultural bodies, NGOs
and the private sector

- Strengthening of quarantine, plant

protection and veterinary services

- Start building critical missing skills in

DAL and the provinces

Consolidate role and functions of the
provinces in agricultural service
delivery

Continue to build core skills and align
staffing with core functions

associations

Regional
agricultural
bodies

Expand market information systems

Regional programsg
(e.g. FAO, SPC)




Facilitating the diffusion and adoption of
innovation:
Survey key-resource persons and
institutions & capacity building needs
as relevant
Identify priority agricultural research

needs and relevant (existing) research

results/programs; engage with
relevant institutions

Start rebuilding basic research
facilities and skills

Pilot grant scheme to encourage
public-private partnerships to
disseminate innovation (focus on
available technologies and key
products- biofuels; improved cocoa
varieties; improved food crops/fruit
varieties; etc.)

- Consolidate collaborative mechanism

DAL and other stakeholders to define
strategic priorities for public research
and extension services;

- Continue to build skills in research andg

extension;

- Continue to strengthen networks of

extension services providers;

- Review cost-effectiveness of service

delivery and options to further reduce
costs (e.g. joint with other support
services; co-financing by the private
sector for specific commaodities; etc.)

- Build capacity for on-farm research an

some on-station capacity.

- Consolidate public-private partnership

along value-chains.

of
DAL

Private sector

NGOs

RTCs/Education

|72}

SIG

TSAP; TARDP
RDP

Private sector

Regional programsg

Strengthen agricultural sector skills:

- Review and upgrade agriculture
curricula of RTCs, secondary schools
and SNR at SICHE based on market
needs

- Better integrate agricultural training
facilities with research and extension
programs

- Develop short-term adult courses at
existing schools and centers

- Sponsor university training of skilled
professionals (incl. missing skills such
as agricultural economics and policy)

- Consolidate long-term strategy for

agricultural skills development (incl.
skills needs assessments; specializati
of RTCs; etc.);

- Continue regular training of skilled

professionals in regional universities

Education

DIDAL

DOFCE

SIG

TVET (ongoing)
Vocational
education study
(several donors)
Ongoing RTC
program (EU)
SICHE support
program (EU)
NZAID, AusAID
scholarships (?)




Objective

Proposed priority actions

5 year time frame 10 year time frame Responsible Available
institution Resources
5. Improved access to Rural transportation upgrades:
rural infrastructure - Continue rural transport - Continue implementation of NTP DOI National
services infrastructure rehabilitation (NTP) . Expand local revenue collection for | PGs Transport Fund

- Clarify the role of PGs
- Assess on a case by case basis

- Upgrade/expand feeder roads as

- Review incentives and policies affectin

rationale for public support to rural
transport services

needed

shipping services

- ldentify further barriers to rural

- Continue reforms of policy and

- Continue to address policy/taxation

infrastructure maintenance
transportation services development

regulatory environment for shipping
services

disincentives to private sector
investments in shipping services

Private sector

SIG

JICA (ongoing)
ROC (ongoing)
CSP

RDP

ADB (ongoing)
Private sector

Better access to telecommunications
- Review regulation of the sector
- Expand rural access to ICT (e.g. PFne

f)

- Continue support for private sector

investments in rural ICT services

Telecommunication
PGs

UNDP
Regional ICT
program (WB)
RDP

Private sector

Rural power supply

Facilitate access to finance for adoptio
of solar and other renewable power

=}

access and adjust strategy as needed

- Review progress with expansion of rufaEnergy, DAL

Private sector

SIG
Energy Project

sources (e.g bio-fuels production and SIEA RDP
use) PGs Private sector
Expand grid in rural areas JICA

6. Paving the way for Expand cash management education for Review legal and regulatory framework Education UNDP

the development of rural households and financial and for finance sector Banks NZAID

rural finance services business education for rural SMEs Continue to address governance issugsDOFT SIRIP, CSP
LBES infrastructure rehabilitation and affecting the finance sector CBSI RDP
maintenance programs DOI/PGs Banks




Objective

Proposed priority actions

5 year time frame 10 year time frame Responsible Available
institution Resources
Managing natural resources for sustainable growthA long-term age
7. Supporting the - Continue public dialogue and research| - Continue to strengthen DOLHS and lah®OLHS SIG
adaptation of land on land issues administration DAL
tenure systems: Focus on capacity for land use Pilot customary land tenure registration DOFCE SIISLAP
planning at the local level, including (or alternative option) MID (SIISLAP 1I)
for public purposes Continue to strengthen land policy ang PGs
Identify priority areas for capacity legal framework
building in DOLS
8. Preparing for Strengthen monitoring of log exports Expand institution building and DOFCE SIG
structural changes in and price-determination governance efforts in the sector DOFT FMP I
the forest sector: Clarify roles of the forestry services Continue improvement to legal and | PGs EU Forestry
including at the local level regulatory framework Program
Review approach to smallholder Implement improved support services | NGOs
plantations promotion & coordination for smallholder plantations
with other extension services Address gaps in legislation on resourc
Scale-up successful conservation conservation
initiatives at local level
9. Fisheries resources - Prioritize and implement - Continue institution and governance | Dept of Fisheries | SIG

management: Local and
international
partnerships

- Review experience with pilot

- Start building focused capacity in

- Provide business training to private

recommendations from Tuna Plan
review, e.g. options to improve
licensing system

initiatives with coastal fisheries
management

Fisheries Department

sector

- Scale-up successful co-management

- Strengthen regional cooperation
- Continue to address systematic

strengthening in the sector
experiences
constraints to private sector investmen

in fisheries and study options for
possible privatization of Soltai

PGs

NGOs

NZAID program
JICA program
FFA, SPC

GEF regional
initiatives
(ongoing)

(*) In bold are proposed new initiatives (the othwiority actions are already underway and woulddmntinued)




ACRONYMS

ADB
ARDS
AusAID
CBSI
CEMA
CBOs
CSP
DAL
DBSI
DNPAC
DOFEC
DOFT
DOF
DOLS
DPGCD
DSE
EC
ERU
FAO
FFA
FMP
FMSP
GPPOL
GDP
HIES
ICCO
ICT
JICA
KGA
MDGs
NERRDP
NBSI
NDMO
NERDDP
NGOs
NZAID
PGSP
PMO
PNG
RAMSI
RDP
RIPEL
ROC
RTC
SAS
SICHE

Asian Development Bank

Agriculture and Rural Development Strategy

Australian Agency for International Development
Central Bank of the Solomon Islands

Commodity Export Marketing Authority
Community-Based Organizations

Community Support Program
Department of Agriculture and Livestock

Development Bank of the Solomon Islands

Department of National Planning and Aid Coordination
Department of Forestry, Environment and Conservation
Department of Finance and Treasury
Department of Fisheries

Department of Lands and Survey

Department of Provincial Government and Constituency Development
Development Services Exchange

European Commission

Economic Reform Unit (DOFT)

Food and Agriculture Organization

Forum Fisheries Agency

Forest Management Project (AusAID)

Financial Management Strengthening Program (AusAID)
Guadalcanal Plantations Palm Oil Ltd.

Gross Domestic Product

Household Income and Expenditure Survey
International Cocoa and Coffee Organization
Information and Communication Technologies

Japan International Cooperation Agency
Kastom Gaden Association

Millenium Development Goals

National Economic Recovery, Reform and Development Plan
National Bank of the Solomon Islands

National Disaster Management Office

National Economic Reconstruction and Development Plan 2003-2006
Non-Governmental Organizations
New Zealand Agency for International Development
Provincial Government Strengthening Program

Prime Minister Office

Papua New Guinea

Regional Assistance Mission in the Solomon Islands
Rural Development Program

Russell Islands Plantation Estates Ltd.

Republic of China (Taiwan)

Rural Training Center

Smallholder Agriculture Study (AusAID, 2005)

Solomon Islands College of Higher Education



SICCI Solomon Islands Chamber of Commerce and Industry

SIDT Solomon Islands Development Trust

SIG Solomon Islands Government

SIISLAP  Solomon Islands Institutional Strengthening of Land Administia®iroject
SI$ Solomon Islands Dollar

SME Small and Medium Enterprise

SNR School of Natural Resources

SPC Secretariat of the Pacific Community
TA Technical Assistance

TAC Total Allowable Catch

TARDP  Transitional Agriculture and Rural Development Program (EC)
TSAP Transitional Support for Agriculture Program (AusAID)

TVET Technical, Vocational Education and Training

VTC Vocational Training Center

UNDP United Nations Development Program

WCPFC  Western and Central Pacific Fisheries Commission
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A: UNDERSTANDING THE CURRENT SITUATION OF RURAL DEVELOPMEN T
Key considerations for rural development

1. Recognizing the challenges ahead

1. A small, rural economy relying on rich natural resourcesThe Solomon Islands is a
relatively small country with a population of approximately O0.5lliom people.
Approximately 12 percent of its land is classified as agucaltland and 80 percent as
forest. Agriculture — mostly semi-subsistence — provides the imdmmsis for most of the
population (an estimated 84 percent), represents over a third Bfa@® has been serving
both as the main employment and safety net. The resilient gbsistence agriculture
sector is a strong asset for rural development as wdikeasch natural resource endowment
of the country (its land; forests; marine resources; andivasity). Yet, those resources
have failed to produce visible improvements in the livelihoodshef majority of the
population. Clearly, a new approach is needed.

2. The Solomon Islands shares many of the challenges facedstmall-island economies
remoteness, resulting in high transportation costs and distaomoemain markets; higher
cost of provision of public goods per capita; lack of diversificabf the economy, due to
small domestic markets and low private sector capagity,openness, leaving the economy
vulnerable to external economic and environmental shocks. Gowvetrmesponse in the
past has relied on direct and heavy involvement of Governmentiprtdductive sector.
Similar to the experience of other countries, this has not peodine expected results and
has proved unsustainable. To mitigate those structural abnsfrthe country needs to
consider policies and investments which: reduce the cost ofspowf public goods (such
as basic services and infrastructure); reduce transportatists and facilitate integration
with markets; create a favorable investment climate anilithte the diversification of the
economy through private investment; and mitigate the risks of natusaidsaz

3. The Solomon Islands is emerging from a period of civil conflwhich has had a deep
impact on the economy Law and order have been restored after the arrival daiRAn
2003. Progress has been made in reestablishing the basic funétgmseimment and the
country is moving from post-conflict reconstruction to longer-telemelopment planning.
However, infrastructure and basic service delivery have nat hdly restored and the
production and marketing of agricultural export commodities (oil patqra and cocoa) are
below their late 1990s levels. The fisheries sector anértrerging tourism industry have
also been substantially affected and have yet to fully recdvi@ally, the period of tensions
has been accompanied by the acceleration of logging of natursisféodevels which have
reached four times the sustainable level. The economy hasatedteand, combined with
rapid population growth, GDP per capita is still two-thirds sfapte-conflict level and the
lowest of all Pacific island countries.

4. Beyond its economic impact, the period of “Tensions” has also hagrafound social
impact The country shares some of the characteristics of itsaridsian neighbors,
including rapid population growth and communally focused cultural norrhgeiding asset
ownership (80 percent of the land is customary owned), economic tyalniti governance.
The civil conflict has affected trust in the relatively youBigite institutions — government
and formal institutions - and exacerbated governance issues associatedturial resources
management (in particular land and forest resources). Temtrevents have created a
strong demand for greater participation in local decision nga&d for more devolution of
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decision-making authority to the local level. There is alstemand for more balanced
regional development and equity and transparency in the alloadtjoublic resources for
local development.

5. Population growth, one of the highest in the region (at 2.8 pepezrdnnum leading to a
doubling of the population within a generation), is putting pressureatural resources;
increasing the demand for the delivery of basic serviced; iacreasing the need for
employment creation, in particular for young people. Approximately 7&epeof the total
population of young people aged 15 to 29 years (approximately 92,000 )pesomiet
attending school or further education. This is a very lgrgep which has high aspirations
that have not been met by the education system.

6. All these are critical factors for the continuation gfeace and stabilitywhich have been
overlooked in the past and which have to be taken into account in ipingritrural
development interventions. Clearly, “business as usual” andathtinuation of past trends
are unlikely to lead to the development outcomes to which Solomon Islandees asp

2. Rural incomes and livelihoods in transition

7. The rural economy has seen few benefits from urban dewalept and rural livelihoods
remain largely dependent on agriculture, fisheries and fgrest well as informal, small-
scale economic activities. The semi-subsistence smallh@lgeculture sector, which
provides livelihoods for 95 percent of the rural population, has shiwesilience. It has
been both the main safety net and the backbone of the economy opasthears. Cash
income and subsistence agriculture are the ‘twin pillarsusfainable livelihoodsand they
often complement each other. Household livelihood strategiesive multiple goal
activities which contribute to the creation of physical anciatacapital. Both types of
capital are important and interdependent. Nonetheless therelémraand strong desire
among rural people for increased cash incomes and high frostrati the lack of
opportunities.

8. Food security is generally not an issue, although some areges under stress Overall
food production has been able to keep pace with rapid population growtlughhr
considerable intensification of land use. There are exceptioremeas of difficult or
vulnerable physical environments (e.g. Weather coast and atwllsyhen population
pressure on land is high and new difficulties have emerged (ahecfimitility, increased pest
and disease incidence). Logging has also reduced the ditgilabsuitable land for food
gardens in some locations.

9. Short term or permanent migration is increasingly the aden responsaé high population
pressure areasr in areas where income generating opportunities are restiaynkeatk of
access to markets. For example, there are indications thatofoat population of
approximately 9,000, only 2,000 people reside on a permanent basis inlRedrigkllona
province. These migration flows have had limited trickle dovfieces on the rural
economy, with little evidence that remittances have congibta rural investmerfts They
have also been one of the contributing factors to the tensionartioutar in Guadalcanal
province in and around Honiara.

> A detailed description of the smallholder agriatét economy is provided in the 2005 Smallholder
Agriculture Study (AusAID) and other recent workgleKGA'’s “People on the Edge”).
® Gibson, Jansen and Pauku, 2006
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10. Unbalanced regional developmenhe concentration of investments and employment
opportunities concentrated in Honiara and the Guadalcanal plaine$idsed in a huge
rural-urban income gap. Available information indicates that rural incomes and
consumption levels are generally low, much lower that thoseb@nuareas, and that there
are important variations between provinces and within provinces

11. Trade in domestically marketed food is an important and increassmurce of cash
incomes for many villagers The level and diversification of subsistence and cash earning
activities is largely determined by market access andigdlysonstraints, with a greater
reliance on natural resources (fisheries and forestry) inypserviced areas. Recent work
confirmed trends identified in the early 1990s, in particulanriportance of food gardens
and fishing in livelihoods strategies, including as a sourceaeh,ca situation that has
generally been overlooked in interventions to improve rural heels. Despite the
considerable public support for rice cultivation, it is grown Isglthan 10 percent of rural

households.
Chart 1: Value of rural activities, 1993
$ 4
% &
!

Source: Warner, McGregor, Wore (2006); Data source: Ministry of Finance, 1995

9. The contribution of forestry to rural livelihoods is diffidti to estimate The 2006 CSP
Snapshot (which surveyed 300 villages in country) found that 38measteillages reported
income from timber and logging royalties and 21 percent reported thersiwp of some
plantation forests. While no information on level of incoiige provided, general
observations are that little logging income makes its wayllelges. There is only rare re-
investment in community facilities or employment creating opoities. Smallholder
plantations are estimated to total approximately 5,400 Ha/ith most recent plantings in
teak, they will not contribute significantly to rural incomes for anothere2dsy

10. On average, less than 10 percent of the rural population has access to formal emghhym
There is little data available about incomes from informai-farm rural activities. With

" The average income in Honiara for Solomon Islandeas S| $1,443 per month in 1999 while in ruralaar
the average monthly income was S| $694. (UNDP HuBavelopment Report, 2002). The HIES 2006 found
consumption levels (as a proxy for income) twohieeé times higher in Honiara compared to rural saar€ni
coefficients where also calculated at national llered in the provinces, and showed greater inetigslin
incomes in the provinces.

8 Gibson, Jansen, Pauku, 2006.

9 SAS 2005; CSP, 2006; HIES 2006.

19 Forest Management Project Il, May 2006
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very limited prospects in the formal sector in the shortm@dium-term, employment
creation will have to come from the informal sector primarily in rloehtions and be driven
by agricultural production and marketing.

Box 1: Listening to the provinces: Rural livelihoad

During consultations conducted with rural commusitin the provinces, while there were
many issues raised specific to the location of ¢hasultations, a general pattern sqon
emerged of common themes. These views are:

- Incomes have fallen and jobs for youth are scafReral households believe that therg is
potential for recapturing previous livelihood levédut market access, finance, transport
costs, and technical advice are more limiting thoduction potential;

- Dietary imbalances are emerging in some areaseddsydf traditional root crops decline
under shorter rotational fallows;

- Attempts to increase cash incomes frequently fadl t circumstances beyond household
control. For instance, feed concentrate for imprbpig production becomes sporadically
unavailable or animal health service is unavailableritical times;

- Logging brings quick money into communities butlfostreams and destroys traditional
forest livelihoods. The net impact is usually dive. There is little evidence of village
improvements from logging royalties and manageméfiunds is not transparent;

- Collection and processing facilities for copra andoa are urgently needed;

- Women in particular expressed that they could meeeincomes substantially if given
support.

3. Rural growth: Finding new sources of growth and employment

11. Pre-Tensions growth performance was pod&teal GDP failed to grow in the four preceding
years. Between 1999 and 2002, the civil conflict resulted inaatidrfall in economic
activity. While the recovery started in 2003, as a resuftopiulation growth the GDP per
capita has not been restored and remains at two-thirds of its preatelesiel.

12. Economic performance has improved largely as a result of theilience of smallholder
agriculture and fishing and forestry activitie¢chart 3). This has been driven in part by
strong copra, cocoa and fish production and mainly by unsustainably iés & logging
natural forests. Agriculture, forestry and fishing accounteduirgver three quarters of the
total growth in GDP from 1990 to 2005. Forestry accounted for 40 peandnnarketed
and subsistence agriculture for approximately 30 per cent. Dihe fooor performance of
industry and services, there has been limited change inrtivéuse of the economy over the
last decade and a half. Agriculture continues to accourdvier a third of GDP: the main
measured structural change has been an increase in the cmmtribLiforestry at the
expense of other services.
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Chart 2: GDP per capita 1990-2005 Chart 3: Real GDP by sector 1990-2005
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Source: Warner, McGregor, Wore 2006; Data source: UNDP 2002, CBSI 2005, 2006

13. Sources of growth have to be found beyond logging of natural fore®evenues from log
export duties represented in 2005 approximately 14 percent of goverrenenues and
two-third of total national foreign exchange earning. The forescyor also employed an
estimated 3,000 to 4,000 workers (about 10 percent of formal employm&vestern
province alone generated 68 percent of log exports in 2005. At vikwgeé however,
evidence of re-investments of logging revenues in socialcgsrar productive activities is
generally scarce. Logging of natural forests is ongoing at appatedfynl million m3 per
annum equivalent to four times the sustainable rate. The camtimwd that trend means
that the resource would be exhausted by 2012. The expected drop in refvenudse
forestry sector and associated employment and income lossainareas has been well
documented. The plantation sector could sustain a yield of 400,000 ra8rpen but will
not rise above the current production level (90,000 m3 per annum) until 202anwiile,
sources of growth, employment and government revenues will have fauhe in other
sectors.

Chart 4: Projected log production to 2050

Source: Warner, McGrgor, Wore; Data source: AusAID 2006

14. There has been limited progress in the diversification mperts, unlike other Pacific island
countries,due in part to high transport costs and limited privateosedévelopment.
Agricultural exports have mainly relied on three commodities, agopscoa and oil palm.
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Log exports have not compensated for the loss in the value of expatiseofagricultural
commodities (chart 5).

Chart 5: Export values 1990-2004
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15. The large scale plantation sector has been particularlyeatied during the TensionsIts
future expansion will depend on the resolution of social and land isasiesell as the
establishment of a business environment conducive to attract gepuwate sector
investors. The resumption of oil palm production in Guadalcarsapissitive indicator that
solutions can be found.

16. Private sector investment remains extremely low glésan 5 percent of GDP) but there
are signs of recovery For example, the private sector has stepped in to provide a number of
services (e.g. transportation) and private traders have tgkéme marketing of agricultural
commodities after the collapse of CEMA. The large majoaf enterprises in rural
Solomon Islands are informal, small and micro enterprises. Ableotxception is the
tourism industry, which is to a great extent based ifl arems of the country (53 percent of
the rooms in 2000). Recent work (ADB, 2005) had identified a braagkrof institutional
and policy factors which are affecting the development of the proemter.

17. The quality of growth and its capacity to generate employmantl income including
outside Honiara will be critical for the continuation of peacand stability This means
that identifying and addressing the key constraints which are affectingsésification and
deepening of the rural economy is a priority.

4. Natural resources: the foundation of rural livel ihoods

18. Natural resources are the main assets of rural households amel foundation of their
livelihoods 2.2 million hectares of natural forest cover approxiiya8® percent of the
country’s land base. Apart from timber, forests contributionutal rlivelihoods includes
other tree products, such as fiber, firewood, food and medicine, amcksesuch as shelter,
shade, habitat for wildlife and amelioration of soil fégti Surveys of rural livelihoods over
the past 15 years have consistently showed the importanighefiés as a safety net for
rural households and a source of cash income. And with the exceptiifficofit natural
environments or areas of high population pressure, traditional landshwmarrangements
have provided the basis for the resilient semi-subsistendeultigre sector. Natural
resources are also of social and cultural importance fal households. Improving the
management of natural resources will therefore be critical fal dewvelopment.
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19.

20.

21.

Pressure on natural resources is affecting economic gtovand contributing to social
tensions The increased demand for land has resulted in intenmificat land use and
reduced returns to agriculture. In areas experiencing higlsle¥epopulation pressure,
there isevidence of reduced yields and increased pests and disemtengec Reduced
fallow periods appear to have generally been combined withxgansion of land under
shifting cultivation. This has resulted in forest clearameeased soil erosion and loss of
other uses of those forests. The loss in forest cover and hatu@ccelerated, through
logging of natural forests and clearing for agriculturaled@ement. The benefits of the
rapid and unsustainable expansion of logging have not accrued equitabiyral
communities and there are numerous accounts of its negativé andigenvironmental
impacts. Finally, there are indications that coastal fisheresources are under stress
(National Fisheries Workshop 2005).

The loss of biodiversity and other environmental assets wibo result in foregone
economic opportunities The Solomon Islands comprises some of the most diverse
ecosystems in the world. Biodiversity and environmental corisenvdiowever have
received little attention except for a few initiative&part from their unique environmental
value, the degradation or loss of those ecosystems alsoateairtb direct losses for the
economy as they affect rural livelihoods and the potentialdarigm development (e.g.
Marovo lagoon).

High susceptibility to natural disasters has to be takenoinaccount in development
planning. Because of its geographical location, the Solomon Islands is pranglones,
earthquakes, tsunamis and volcanic activity. Vulnerabilitd aisks vary among the
different islands. Temotu and Rennell and Bellona provincepatiularly vulnerable to
cyclones; and some of the reef islands to increasing sea @visiunamis. In the absence of

a strong capacity to respond to disasters at national leval,cammunities have had to rely

to a great extent on their own resources to manage naturstedésaWhile the NDMO is in
charge of monitoring those risks and coordinating the responseityapdisaster risk
reduction and management are areas which have generally been neglected and wdald hav
be mainstreamed in efforts to rehabilitate local infrastruanckeservices.

5. Restoring rural services and infrastructure

22.

There is a widely held view in the Solomon Islands thae thuality and coverage of
agriculture and other rural services and infrastructure hadeteriorated over the past
decade. The analysis of public finances validates this view. Pubilcling for agriculture
and rural development in 2003/2004 had fallen to less than haévwhis of the early 1990s
(on a real, per head basis), following the general deteriorafidhe fiscal position. The
share of public finance allocated to rural services alsoraggtlirom an average 15 to 20
percent of the budget in the early 1990s to around 10 percent in 2003/206i4 decrease
was even more acute in terms of resources available to padvgmvernment, which
resulted in significant differences in access to basider and infrastructure in rural areas.
The quality of expenditures also deteriorated with a smaller farmek concentrated in
Honiara and core items such as operational costs for fietd given low priority. These
changes further undermined rural service deliery

' Sugden, 2006.
12 Rural services in this document include the prtidneoriented services provided to rural areas ol
social services (health and education). They delshipping and road transport, telecommunicatipasier



Solomon Islands ARDS: Building local foundationsrimal development Page8

23.

24.

25.

Most of the fall in public expenditures has been born by rural iniisiie — with a share
currently below 5 percent of total expenditures. Agriculture @iekfies have declined to
approximately 3 percent of total budget, while forestry temained at 2 percent of the
budget. Funding for rural services from the provinces is diffiouestimate but appears to
be approximately 1 to 2 percent of overall government expenditures

Access to quality and affordable rural infrastructure and saes is low Of the 1500
kilometers of roads in the Solomon Islands, less than 40 kilomaterpaved. The road
network is sparse, reaching only 23 percent of rural villagggroximately 25 percent of
bridges are in good condition, 30 percent need minor repairs, 37npeecgiire major
repairs, and 8 percent are closed to traffic (ADB, 2005). Only dd&peof the population
has access to electricity. Supply does not extend for more tfem kilometers out of
Honiara and other main urban centers. Service on most islands afidrural areas is
scarce, except for small scale generators. Telecomntiomicservices are more widely
available, but prices are extremely high (ADB, 2005). Huok of economic infrastructure
not only affects rural livelihoods — through lack of access tdetsuor social services — it is
also a deterrent for the development of the private sactbthe diversification of the rural
economy. While the majority of urban residents have accesaféodrinking water and
water sanitation, in rural areas less than half the rural ptipalhas access to safe drinking
water and the proportion of rural people with improved sanitatioftitiiess is very low.
Agricultural and fisheries extension officers have not been abtarty out their functions
for lack of operational resources; when available, qualitgesices has been issue, for
example agricultural support services have usually overlookéth (a few notable
exceptions) the role of women in agriculture — which woulddnt be addressed in the
future.

A key question is what level of service can be provided basedwvailable resources
Experience in other countries shows that improved local governawcseavice delivery
reduces the costs of service delivery and improves accoutytabiliocal communities.
Similar to other countries composed of dispersed islands,ceeglivery by local
institutions is likely to be more cost-effective. Theraiseed to clarify roles and identify
which services are best delivered at the local level (fdiggy principle”). Local
institutions could gradually takeover the responsibility for sendelivery as their capacity
and resources increase.

Box 2: Listening to the provinces: Local governanead service delivery

Below is a summary of consistent themes raisechdyiovincial consultations:

- There is little support coming from Government tmvinces leading to a sense pof
alienation and neglect. This was not the casbenptst but part of a trend over 10 —|15
years;

- Rural services have deteriorated to the point wHeranstance, agricultural and fisheries
extension workers are unable to function for wdrdperating budget;

- Staff seconded from national agencies to the pom#nis demoralized and fegl
abandoned. Housing and conditions are poor, trgirand technical support are
inadequate or not at all, and there are no caresppcts;

supply, water supply and sanitation, extension gesarch services and regulatory activities pralifie
agriculture, fisheries and forestry.
13 Sugden, 2006
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- Roads, water supply and other basic infrastructu@ee deteriorated for want of
maintenance which provincial works departmentshartonger able to provide;
- Private business representatives pointed out tffeuliies of doing business in the
provinces where telecommunication costs in Makiavince, for example, can be as high
as $3,000/month whereas the same calls would obs$300/month in Honiara;
- Local services would be better provided by locategoment than by national agencies
operating out of local government locations - iftdb government were properly
resourced;
- Local government should not be a branch of natigealernment but be accountable |to
the local people;
- Provincial Secretaries, Assembly Members and oklegr personnel are frequently npt
resident in their province for most of the yeamisTcontributes to sense of alienation and
should not be allowed.

26. Resources are available to restore infrastructure and segsi The medium-term fiscal
outlook is positive and indicates that sufficient funds willavailable to bear the one-off
costs of rebuilding rural services, in view in particular @jhhdonor commitments (75
percent of GDP). However, the rebuilding of rural serviessdnio take into account less
secure prospects in the longer-term (e.g. by gradually introdusirgfees to sustain future
operation and maintenance).

27. The approach will have to be tailored to the specific circuamtes of each province
Provinces vary in term of their economic potential; remotenedsaacess to markets; the
capacity of local (provincial) government; and the presence aetdédevelopment of the
private sector and NGOs. There are also important varidtiamstural endowments within
provinces — e.g. the Weather coast of Guadalcanal province compared to thenNains;
or the outer islands of Malaita province. The response in tefrssrvice delivery needs to
be tailored to the specific situation of each province or islarus is better done through
development planning which includes local, participatory processes.

6. Institutions and resources for rural development

28. The Solomon Islands is still recovering from the extendedige of fiscal stress which
initiated in the 1990s By 2002, total general government expenditure avasnd half the
levels of the early 1990s (in real, per head terms). Both sstuand development
expenditure have increased substantially since 2002. Allocaiioagficulture and rural
development reached a historical low in 2004 as donor support Heetl shway from the
productive sectors and towards governance, education and healthwathisllowed by a
near threefold increase in the 2005 budget. Public budget aediteiblural development is
currently estimated at approximately SI$ 200 million (equivalent to US$ 3@mjill

29. Public institutions involved in rural development haveen deeply affectedn addition to
budget cuts, initial cuts in staffing during the economic and figfatms of the late 1990s
were larger than in other agencies. While overall 1998 cuthickise number of civil
servants have now been reversed, the approved number of positions sectonagencies
has declined even further (down from 445 to 181 in DAL and from 26546 in the
Department of Infrastructure Development).

30. Non-state actors and the private sector have become sepriggiders but their capacity
needs to be strengthened.ocally, a number of institutions — NGOs, churches, community-
based organizations — have compensated this decline in publicesgelivery in rural areas
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31.

32.

and stepped-in to provide basic services and infrastructure.priviade sector has also, in
some areas, contributed to the provision of support servidesir dapacity to extend much
beyond the current level of service provision will remain loviess specific efforts are
directed to increase it.

There are several arguments for increased funding for russrvices (i) the poor level of
support to the sector over a long period of time and the resultakib@parf work (notably
for infrastructure development and maintenance); (ii) the tr@e improved rural services
play in addressing the needs of the most disadvantaged and providangnfmme equitable
development path; (iii) addressing the root causes of thetsnand (iv) the need to lower
rural production costs. The share of public budget allocated &b services is also low
compared to other countries in the region. For example, itimagsd at 9 percent for 2005
and 8 percent for 2006, while in Papua New Guinea and Fiji, thee gffageneral
government expenditure allocated to rural services is estimated.togercent for 2006

Development assistance levels are high, however a shiftaid modalities could be
considered Donor assistance is mostly in the form of grant and iso¢gg@e¢o remain high
in the medium-term. There is, however, an unusually high levetsuifurces channeled
outside government systems, including an unusually high number of suallsghemes,
most of which were designed to respond to the situation in thedrateeaftermath of the
conflict. As the country moves towards long-term planning and building itsrustitutions,
these have created a number of issues, including bypassialgftomal and informal
institutions, transparency, accountability to local communitiestdination and consistency
of donor programs and overall sustainability (box 3). There iskafrthese issues are not
addressed that aid could undermine institution building. In the medium-té&ey,iadicator
will be the extent to which support currently provided through tsekemes is folded into
standard service delivery mechanisms as their quality improves.

Box 3: Listening to the provinces: NGOs and donarpport

A number of common perceptions about NGO and deupport were expressed during

provincial consultations:

- NGO'’s, though appreciated, have not been able tovige general support t
communities as their presence is scattered and-gsecific in focus;

- Donor projects bypass local institutions, decisioaking on even the smallest proposal is
in Honiara and is not transparent, informationriadequate and only available to the
lucky few or by chance, and application processesam complex for ordinary people;

- Participants frequently mentioned that donor fugdimcused on donor needs rather than
beneficiary needs;

- There is no follow-up technical assistance for desupported activities or any
information available on how these activities parfdo guide applicants. Donors should
be open and accountable;

- Non-operating project facilities are scattered tiglwut the provinces. Worse-
performing are rice mills, copra driers, ice-makipignts for fisheries and other items
donated to communities. Participants in conswlteti repeatedly stressed that the
culturally appropriate unit is the family and nbetcommunity for ownership, operation,
and maintenance of these income-generating fasiiti

- International donor projects are implemented Igcaihd would have better chance |of
success if project activities and beneficiariesenslected, managed, and processed with
participation of local institutions and included opision for follow-up technica
assistance.

O

14 Sugden, 2006
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34.

Building the capacity of rural institutions at the centrand local level will be critical as
resources for rural services increasén the short- to medium-term, a strategy which builds
on existing strengths of formal and informal institutions ancelbgs partnerships between
the public sector and service providers (community-based organizaNGOs, churches,
the private sector) is more likely to provide results thaader institutional reforms, which
will require a longer-term timeframe.

There is a strong demand for greater transparency and equity public resources
allocations Transparency in the allocation of public funding (both government and glonors
including for rural development, is generally perceived as poouatay communities, which
contributes to distrust of public institutions. In view of thamjority share in development
budgets (approximately 65 percent in 2006), donors will have a majornegsitity in
ensuring that this demand for greater transparency and accountaloiley. is

7. Phasing support for rural development

35. Balancing initial results with sustainable outcome®ural development will require a

sustained and long-term commitment from the Solomon Islands Goverramentts
development partners. A key question is that of the prioritizaiod phasing of
interventions in rural areas, and what could be achieved overdififftime frames in view
of available resources and capacity, so as to avoid istieaxpectations. Maintaining
peace and stability will remain a priority in the short- tadimmm-term. Specific attention
needs to be given to a more inclusive growth agenda. In partitugmwould include a
focus on moving away from the current, unsustainable growth patrdeva growth path
that would generate more employment opportunities, including outsidéardpmwhile
addressing the increasing demand for improved governance and rural sdivesg.de

36. In the short- to medium term, specific consideration would needé¢ given to

More efficient use of available resources: Improving thigciehcy of public
expenditure in rural development;

Interventions that minimize the risk of recurrent conflict andnpote social
cohesion. For example, income generation opportunities for margithajroups,
such as the youth;

Interventions that can provide initial results by building existing assets and
institutions: fostering the development of the smallholder agmi@isector and the
private sector;

Building trust in government institutions by improving the logglvernance
framework and building local capacity for service deliverynterventions that
improve the capacity of and linkages between communitieqrivegte sector, local
governments and national government.

Improving natural resource management at the local levei, aviocus on reforms
and investments which would increase social and environmental benefits.

37. In the medium- to long-term, early achievements would need to be cataed through

Broader institutional reforms, in the provincial governments’ fions and the rural
line agencies;
Consolidating natural resource management reforms at national level,
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Continuing policy and taxation incentives reforms;

Continued investments in rural infrastructure and services develgpaneint
Strengthening the fiscal base to respond to the increasing deorasehfices and
infrastructure.

8. The Government’s policy response: a local develo  pment focus

38. The Government's rural development policy framework for the period -2008°
proposes a comprehensive response to the issues highlighted abovalaighesta number
of principles and directions to address them:

The need to respond to rural communities demand for greater paiticipa
political and economic development;

The need to improve the quality of life in rural areas;

The need for broad reforms in natural resource management t@ enaugreater
benefits accrue to local communities and that the country’s ahatsources are
managed in a more sustainable way.

39. In particular, the Government envisages progress along the iiojdimes: (i) Promoting
community engagement in national planning and economic development, startingoaakhe |
level (“bottom-up” approach); (ii) A focus on the productivetsean particular agriculture,
financial services and transportation services in rural areastf@ngthening the capacity of
provincial governments to deliver services in rural areas] (iv) as regards natural
resources management, the focus is on more and sustainablésbaceiiing to the local
economy and resource-owners. Overall, Government envisages to putesaurces in the
provinces and away from Honiara, as well as strengthening liostitutions and
management systems to provide the foundation for rural development amdjee-term.

40. The Government’s policy therefore recognizes the need to makeepsagot only in terms
of local economic growth, but also in strengthening the institutions which widldponsible
for the provision of the services and infrastructure to susta@ leconomic development.
Strong emphasis is also placed on the need for better coavdirsatd harmonization of
donor interventions. Government policies recognize that theatas&d is huge and will
require a stronger, coordinated and collaborative efforalbfthose involved in rural
development initiatives. Many of the proposed reforms willaty span beyond a four to
five year period and other the longer-term and, in the shortetbum term, selectivity will
be needed to match resources and capacity. To avoid creategjistic expectation, a
closer look at what could be achieved in the short- to medium-tavithin existing
resources constraints, and what could be achieved over a longeframe is therefore
needed. Finally, consideration needs to be given to how interventiongraduce initial
results in the short- to medium-term without undermining longen-televelopment
prospects.

41. The following Section B provides a more detailed review of growth prospects and
constraints so that rural interventions can be further sequenced antizpdori

15 Policy Framework Document (May 2006) and Policgriglation and Implementation Document (August
2006)
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B: REALIZING THE POTENTIAL FOR RURAL GROWTH
Building on the strengths of the rural econdfny

42. Growth and employment creation are needdtl has been argued that the slow growth
which preceded the Tensions may actually have accelerataatislee While growth has
resumed since then, the economy has not responded to the demand fymempland
income generating opportunities of the growing and young population. ddawes of
growth and employment generation will have to be found to achanglasting peace,
respond to the aspirations of the growing population and ensure asustagnable growth
path which will restore the confidence of private investors.

1. A focus on rural growth is needed

43. As highlighted in Government'’s policies, in the shorb medium-term, growth will have
to come from the rural economyThe country’s size, fragmentation and relative isolation
from world markets and the low levels of industrial skillshe tvorkforce make it unlikely
that export-oriented manufacturing can be the mainstay of griovihcomes and well-being
for the rural population. However, the country has potential foastef shift towards
agricultural production (and some associated downstream procefssisg)e in domestic or
export markets and for the development of tourism. Other sectors (eigesewould grow
in part in response to the demand in those sectors.

44. Creating an environment conducive to private investmentaigriority. Realizing the
growth potential of the rural economy will require privaeztor investment: by producers
adopting new varieties and production technologies, by traders andspors who will
provide information from and linkages to markets, and access fordkdects and services
from outside the country. A significant part of the growth will cdroen restoring levels of
production achieved in past years; but doing this will requiexiating some of the severe
impediments that constrain the interactions of rural Soloma@mndsis with markets and
reduce returns to investments. While there are structural cons{etgeographical), there
are also policies that can unnecessarily raise costs. H #vesnot addressed, there will be
limited growth other than activities based on natural resource rent atiploit

45. Food production for own consumption will continue to remain imgant but it will
require improvements in productivity Households will only be able to afford to invest and
operate new technologies if they are earning cash; furthermmexeting the aspirations for
higher living standards will require increasing specialization in mgeeerating activities.

2. Growth prospects in key sub-sectors

46. Strengthening the marketing of traditional products and new markievelopmentin the
short- to medium-term, the best prospects for rural growthvitlythe resilient smallholder
agriculture sector as well as the development of a broad range of snahterarises. The
key issue to be addressed is that of access to domestintanhiional markets, including
efficient and competitive marketing channels which will providegeices to producers.

47. Sub-sectors which have a potential to drive growtictlude:

% This section draws substantially on the backgrosndly on rural growth prospects conducted for the
preparation of the ARDS.
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Rural growth: The short- to medium-term prospects

Coconut and copra Coconut products continue to be of fundamental importance to the @olpm
Islands rural economy. Over the past 15 years, the sector hasl fromn parastatal monopo
marketing arrangements (through CEMA) to deregulated prieatersmarketing. With returns fqr
growers small, the future of the sector will to a gredem depend on opportunities for betjer
returns. In the near future, it is possible to see expanded cqmauluiction targeting four mai
markets: coconuts for food, copra for export, production for edidenan-edible oils for domest
and export markets and for the production of bio-fuels and direditsitds for diesel as a transpgrt
fuel; there is also a small but growing market for timber prtsdu@herefore, realizing the growgh
potential of the coconut industry will mostly depend upon improvementsarketing and inter
island shipping, as well as support for private sector invegfimia processing and marketing
new products with a potential for growth.

Cocoa There are good prospects for further development of cocoa, basmheerted initiatives
building on the involvement of farmers, the private sector and DAL. Cocoa is gnall provinces
except Rennell and Bellona atite cocoa industry is almost entirely smallholder based. Produgtio
is recovering from the collapse in marketing systems dutiregténsions. The prospects €H)r

=

continued strong cocoa prices to 2010 are good (ICCO). Althougtsyaetdlower than in oth
countries, smallholders should receive a relatively goodmrrdaurtheir labor (Warner, McGrego
Wore, 2006). While there appears to be little prospects to add tlmlough the manufacture pf
cocoa products, there is scope for increased grower returnsppving quality (which ha
deteriorated) and productivity (which is generally lower thianother countries in the regiofp)
through the adoption of technologies already available in the region.

Food and fresh fruit. Recent work’ indicates that the contribution of food crops and fruit to [the
economy has generally been overlooked. With increasing pressumedom Imany areas, expandifig

food crops production will be a challenge which, if not addressed, meéghtit in increasing foo
imports. In the short- to medium-term, due to the country’s fryisthtus, the best prospects
food and fresh fruit will be in domestic markets, particulamlyHoniara, but also in smaller urbgn
areas, in some rural locations and in tourism sites. The traitidaples, particularly root crofs
including cassava, sweet potato, taro and yam, have a greatigiptsndo off-season pineapplgs,
exotic fruits, bulb onions and temperate vegetables. Support to intreasesting and trade of fo
and fresh fruit therefore has a strong potential to produce remiljts both in terms of rural growgh
and food security.

o

Oil Palm. The expansion of production in Guadalcanal will be a critiagabdiof growth. Prospect|
for international demand and prices remain good in the medium tertime short-term, GPPOL'$
pursuit of arrangements under a nucleus estate model to britihadeas on customary land in
the oil palm industry represents the major prospect fornithesiry. In terms of public investmer;E,
there may be scope to facilitate smallholder participation, incadson with the required ro

infrastructure development.

Other non-farm income generating activities The potential future contribution of those activitips
to the rural economy is likely to grow with overall agricultaad private sector investment in ruffal
areas. Available surveys indicate that agriculturalersiéind village trade stores currently domirfjate
those activities.

1" Smallholder Agriculture Study, 2006; Gibson, Janaed Pauku, 2006; HIES, 2006.
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Rural growth: The longer term prospects

marketing channels and new market development. The sale aohtised CEMA assets to t
private sector would contribute to revitalizing the smallholdeconut industry. Th
introduction of certification schemes would also open access to new, renuamsratkets.

Further development of the cocoa and coconut industriesouilding on improvements iﬂ
e

Food and fresh fruit. These have beadriving agricultural growth and could continue to makg a
substantial contribution provided adequate support is provided to addresgirg issues
(phyto-sanitary, soil fertility, etc).

Livestock development The Solomon Islands is a substantial importer of livestock prodqucts
and domestic production could growhe demandor livestock products is expected to rise wth

incomes and will result in further imports, unless the conssraiffecting the recovery of the
sector are addressed. Intensification of livestock productiorirgrmdiuction of animals with
faster growth characteristics will depend on reliable supgfemputs, including feeds ar][j

veterinary products, as well as the availability of kietgy services and appropriate advisqry
services (extension services, with a few exceptions, Haeef@used on high input productign
systems and more attention to lower-cost feed based on localatsateneeded). As with othgr
agricultural activities, improvement in transport infrasture is needed to enable enterprisef to
supply these services to smallholders.

Other (minor) cash crops. There is a potential for the development of high-value nfche
products (e.g. indigenous nuts); however, to be sustainable, this vem@ddhbe developed and
realized by the private sector rather than with the selectivdaagsisof Government and dono

Oil palm. Regarding the development of oil palm in new locations, threedesiderations wil
be: (i) suitable private sector investors; (ii) avoiding pranoil palm in unsuitable locations, i.[p.
where the local community is able and willing to make it ats&ldor oil palm production an

where there is an adequate available workforce, preferathpuwt undue in-migration — whic

can create social problems in the longer term; and (iii) dad workable schemes for tlje
mobilization of customary land and establishment of out-growernsehie Where the
conditions cannot be secured, there would be a high risk of subsequehtesmions. Overall
those developments will take time and results could only take place in thenmedilong-term.

Tourism. Tourism represented 3 percent of GDP in 2002. Its developnuend wrovide IocarIILl
outputs for rural producers; encourage infrastructure developmeatedocal employment; a
encourage the conservation of natural and cultural as$etgrism development will require:
improving image in target markets; (ii) transport servie@sl infrastructure improvemery,
including in international air links (reduction of their cosasy in the reliability of inter-islan%
air services and their costs; (iii) awareness of thaticgiship between the environment ghd
successful tourism development; and (iv) upgraded skills in the sector.

Forestry. Estimates concur that logging of natural forests will, if autrrearvesting levels
continue, exhaust commercially viable stands by around 2012. Attempi®rteiote more
sustainable forest management practices have meslittieess, as demonstrated with the faillire
to pass the 2004 Forestry Bill. The long-term market prosdectexport of timber remai
strong with projected increases in the real prices of lagd sawn timber. The futufe
contribution of the forestry sector to rural growth will depend (@nwhether more sustainab
practices will be adopted; and (ii) industrial and smallholdantateons, provided technical arjd
marketing constraints are addressed.
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Rural growth: The longer-term prospects (continued)

What are the prospects for plantation forestry? The prospéatitshevwith large scal
commercial plantation forestry as well as small scaletateon activities particularly in th
production of high value species, notably teak and mahogany. Thevithishe exception o
high population density areas, land available for plantationstederds commercial plantatiof,
key factors will be the ability to address land tenureidssand the financial viability
plantations (including existing ones). At village level,amalysis has been made yet of retufns
to smallholder as compared to other agricultural uses of the |&tahntations are likely tﬂ[
benefit groups with good access to land and excess labor and ymniikieiclude the poore
households. While there are exogenous factors which will deterthe viability of village)
plantations (principally the future export prices for timbehe key challenge is to establifh
sustainable systems to assist smallholders with trainingirdodmation, planting materiall
guality control and access to markets.

Fisheries. The fisheries industry can be divided into (i) an offshore settageting the
exploitation of tuna resources for processing in Noro (Westerrinmeyvand the export markgt
and (ii) an inshore (coastal) fishery worked by commercial sutgsistence fishers. Futufe
growth of offshore fisheries will depend to a large extent onrpssgn addressing constraintsjto
private sector investment. The Solomon Islands EEZ is home toofotiee largest tun

resources in the world. Offshore fisheries could potentialgke a greater contribution fo
formal employment, incomes, government revenues and export earniHgsvever, the
country’s take continues to fall short of the TAC establidhyethe FFA. Much of the offshong
operation is undertaken by foreign operations operating under liteetise government. Ther
are also concerns about the long-term viability of smalheanoperations like Soiltai, unlegs
private sector investments can substitute for recurnejection of grant aid by donorg.
Investments will be needed, in particular, to meet food waéxfuirements of export marketp.
Finally, in the longer-term, the prospects will also depend upororralgicooperation ovef
resource management to avoid over-harvesting.

The most important issue for the development of coastalnfisls to establish sustainaljje
management systems. Coastal fisheries have the potentiptotede valuable income}
generating opportunities for many communities for whom cash incaredimited. They als

provide wider contributions to food security. Conversely, degi@tadf coastal marinﬂ
resources could potentially have a severe impact on fooditgeamd incomes of man
communities with few other economic alternatives. Regulaotypn by Government does npt
have the capacity to respond to localized over-fishing in afgagpulation pressure. There i a
need for more research on the role of protected areas and anstmesource managemeht
regimes to support improved strategies for managing coastal fisheries

48. The prospects for the development of rice cultivation for import sub8ttuare uncertain,
unless further research is conducted Over the past decades, the policy response of
Government to the large imports of rice (SI$ 80 million annu&llg) been to encourage and
subsidize local production of rice. There have not been any quamtiitidies on the
economic efficiency of rice production in the Solomon Islands. Rlgcprepared farm
budgets show that the production of rice is financially unatactor smallholders.
Provincial reports from the 2006 Smallholder Agriculture Studycatd a pattern of low
yields, a dependency on subsidized imported inputs and important pestisease
problems. Suitable agro-economic and socio-economic research onadetfon in the
Solomon Islands is therefore a priority before further investmentsae an extension.
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A growth scenario for the coming decade: what could be achieved?

49. Building on existing strengthsThe rural economy has been based upon a small number of
commodities — food crops and fresh fruit, coconut, cocoa, timberatfidhmarine products,
oil palm, plus livestock in the past. In the short- to mediumstehis is expected to
continue, and the best prospects lie with the consolidation aedgsifization of existing
marketing chains relying on smallholder production — such asdemas and fruit, coconut
and cocoa. The re-establishment of a substantial livestotir seourism development and
forest plantation development will take time.

50. The country could realize higher growth. A rough growth scenasi® developed and
shows that a trend growth rate of GDP of 5.3 percent represeetdistic scenario in the
coming decade assuming that the key constraints are addreskisdscehario also assumes
that growth in the primary sector is accompanied by growth in other sectors

Box 4: Scope for growth — A scenario to 2015

Coconut production: Smallholder production coul@ate 45 000 tonnes per annum by 2015 and
RIPEL resume production (for example by leasinggto landowners) and reach 7,000 tonnes|per
annum by 2015.
Cocoa: Plantings could grow on Makira, and productn Choiseul and Isabel returns to previpus
levels, provided that traders will reach these proes and provide nursery and seed garden seryices.
Smallholders could reach 7,000 tonnes per annug0i® and 10,000 in 2015. RIPEL could reach
1,000 tonnes in 2010.
Palm oil: GPPOL could achieve 69,000 tonnes pemuamfrom its plantation in 2015, and 9,200
tonnes from smallholder purchases.
Marketed food: Production responding to demanddypcetivity growth is achieved, and output grows
at twice the population growth rate. Non-marketeddf Grows at the same rate as population. |t is
assumed therefore that aggregate food consumptiowsgfaster than population, and labqur
productivity grows fast enough to allow labour hifisinto marketed food production.
Livestock: The cattle herd returns to pre-tensiewvels by 2013, and pigs and poultry production is
captured in the marketed food sector.

Forestry: Production from natural forests startfatbin 2008 and is down to a third of currenteéés/
in 2015; Industrial plantation output assumed towgrat 10 per cent per annum; Village and
smallholder plantation output assumed to grow atiiad 28 per cent per annum (FMP).
Fishing: Commercial fishing assumed to reach pnsite levels fishing in 2010, and 1991 levels|by
2015; Smallholder fishing assumed to grow with dapon.
Tourism: Visitor arrivals could increase to 16,000 2010 (targets presented by CBSI in its 2005
annual report), and growing at 15 per cent per antinereafter.

Construction: To grow with aggregate growth in egiture, forestry, fishing and tourism.
Manufacturing, electricity and water, finance: Trowg with aggregate growth in agriculture, forestry,
fishing and tourism.
The growth path for the government sector will Bfected by the impact of aid, in terms of funding
restructuring and service delivery. There has tssene downsizing, but some expansion is needed to
deliver basic functions. It is assumed that empleyhand value added will grow at 0.5 percent per
annum until 2010, and by 1 percent per annum tlfterea

18 The full scenario and assumptions are presentadackground study by Warner, McGregor and Wore.
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Chart 6: Sector performance under growth Chart 7: Per capita GDP under
scenarios historical and scenario growth paths
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51. It is expected that growth would rely to a great extent on ¢lveldpment of oil palm in
Guadalcanal; and to a lesser extent the continued growth ofaieddresh produce
production and marketing, the development of the fishing sectoftfatest plantations
and that of cocoa. There are important risks with the reilizat those growth prospects
— in particular those related to oil palm development in Guadalcanal.

52. The case of large-scale agricultural developmefitere has been a bias in agricultural
policies in the Solomon Islands in favor of larger-scale plamtatievelopment. While
their contribution to the rural economy should not be overlooked, beaduheir limited
geographical location, they can only provide a partial soluti@ntployment generation
in rural areas. In addition, careful consideration has toibengio the social and
environmental impact of such developments. Large scale deveaibpmgects directly
impact land and natural resources ownership and are often dependent upon imparted labo
and migrant settlers, which played a central role in thentezonflict. A critical element
will be the provision of unbiased and reliable information to land osvizeenable them
to make informed decisions. Recent experience (e.g. Aluta badicates that this is
doable but can only be envisaged within a longer timeframe.

Box 5: The Case of RIPEL — Why land matters

In 2004, workers at RIPEL went on strike shuttirogvd the largest employer in the country. What
is unusual about this strike is that the workers @@ percent of the shares in the firm with another
20 percent held by customary land owners. The @Guowent bought the majority interest in the
operation in 1995 as business profitability wadirfg| with its shares held by CEMA Holdings
Limited. RIPEL was the monopoly exporter of cocbail. RIPEL was bankrupted by the same
world price crash of 1999/2000 that felled CEMA.PEL emerged from bankruptcy with
restructured ownership. A large part of the lafooce is not indigenous to the Russell Islands and
an attempt to downsize the number of workers raiedssue of the priority of Russell Islanders
to jobs. Many of the striking workers from othslands continue to reside on Pavuvu, using land
and reefs considered by local people to be th@lusive customary heritage. The restructurings of
RIPEL ownership have not changed the basic econ@miblem which appears to be that the
corporate model may not be profitable for cocontddpction in the Solomon Islands. The
alternative is the smallholder model where the fawmsehold typically receives a return to their
labor well below the wage rate. RIPEL managemertgrizing the viability problem in paying ja
daily wage rate introduced piece rates based awithél production and precipitated the strike.
A different business model may be required. Optoa would be to reorganize the plantatipn
into a nucleus estate with indigenous smallholdgrgrowers similar to the model being followed
by GPPOL. This would address both the customamy iasue and the labor issue.
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53. This raises the question of the focus of public intertiems. What investments and
reforms would have a greater impact on social stability apgtye and are there any
trade-offs with a higher growth path? Much of this is alwchdt the public sector can do
to foster the development of institutions that facilitate gigvinvestment and the
commercial contracting that underpins investment, trade andaipation. This includes
the issue of what kinds of investment the public sectoff gbeluld be undertaking, and it
also concerns ensuring that public sector activity and policie®tddepress or distort the
pattern of returns to investment.

3. Realizing growth: providing the right incentives

54. Is the policy framework conducive to rural growth?t is important to identify policies
which may create inefficiencies and cancel gains from nargstments. Because the
overwhelming majority of economic activity in rural areac@mducted by the private
sector (including small producers), policies that affect daeelopment of the private
sector also impede rural development. In addition, rural househoti€ntrepreneurs
face more severe constraints in terms of access to, amdlafflity of, transportation,
telecommunication, power and financial services than those mgenmaturban areas. The
Government recognizes the need to address those issues andephptesis on the
continuation of this policy reform agenda.

55. Sending the right signals to the right investorBolitical stability and law and order are
pre-requisites for securing growtfhe impact on economic performance of the tensions
clearly demonstrated the consequences of prolonged periods ofgbafistability and
breakdown in law and order. Similarly, investors’ perceptionthd uncertainty
surrounding political stability and the enforcement of law androndle have an impact
on both the level and nature of investment in rural areas.

56. Fiscal policy, the exchange rate and rural growth The Central Bank has been
successful in counteracting the impacts of declining export auityn prices by
containing inflation and exchange rate appreciation. The fiscaypmhd exchange rate
will determine investors’ perceptions of the risks assediawith exposure to the
economy, thereby the level and nature of investments and the civepest of
exporting and import substituting rural activities. A specifimaern is the potential
impact of aid inflows on the real exchange rate and the competitivefimesal@xports.

57. The quality of rural public finance matters for local economic démement. Inadequate
delivery of public services in rural areas not only comsérégocal development but also
fueled some of the resentment that lay at the root of theotens Redressing the
geographical imbalance in service delivery is an esserngialegit to reduce the instability
that erodes the investment and business environment throughout the country.

58. A central pillar of a rural growth strategy is to restore trgoasrt and communication
infrastructure and servicesand to reduce unnecessary policy-induced costs of
communication and trade within the country and with internationgket® Unless this
is addressed, providing rural households with productivity enhgrmpportunities are
unlikely to have the expected outcome. A review of policies stipgadhe development
of transport and telecommunication services indicates that tlubsallp increase the
costs to rural producers and entrepreneurs.
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59.

60.

61.

Box 6: Supporting rural growth — Reforms in the tresport and communication sector

The National Transport Plan identifies a numbepoficies affecting inter-islang
shipping  Anti-competitive inter-island licensing and regfibns constrair]
investments in shipping. Constraints imposed bgifm investments regulation
deprived the sector of much needed investmentpdoade the fleet - this woul
now be lifted by the new Foreign Investment Actaxdtion policies impose
significant costs on equipment parts for the shgsector.

Expensive international telecommunication (somehef most expensive in the
region as illustrated below) and limited coveragerease the isolation of marn
rural communities makes the coordination of value chains slow avstlg, the
cost of banking services prohibitive, and makeikfficult for rural households tq
access market and technical information. For exanipternet dial-up service
cost five times those in Samoa, further limiting f8olomon Islanders th
opportunities offered by new communication techgas. The high costs g
communication services are to a fair degree exatedbby the structure of th
industry and its regulatory and contractual arrameygs.

< O
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Chart 8: Peak time cost of telephone calls to theited States
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The tax system is perceived to create a number of distortions which inmpatet heavily

on export activitieS. To address those issues, the Government has developed oposal
for a comprehensive reform of the tax system. The pursuiesétheforms will provide

the opportunity to identify and address those that have the worse impacalogrowth.

Solomon Islands’ system of trade taxes imposes quite heavydmsrcbn the rural
sector This could be addressed by improving the trade tax and regulegme
Whereas direct export taxes have been reducgmhrt taxes are quite high by Pacific and
international standards and act as a significant indirect taxjporte. These act as a
strong burden on agricultural products targeted at internatiorrileteaFurthermore, the
granting of exemptions in recent years has contributed toeséisprtions in incentives
for import substituting and exporting activities.

Improving business regulations and the legal and regulatory fawork The business
regulation system is particularly cumbersome (ADB, 2005). Theeffett is to keep

¥ PFTAC, 2005



Solomon Islands ARDS: Building local foundationsréwal development Page?l

many businesses informal, unable to limit risks through Iltgikslructures or to enter into
formal contracts with other firms or with government. The nigjaf rural enterprises
operate at the household level and they are unlikely to seelalipation. However,
many small scale trading activities are subject tonmss licensing and fees levied by
provincial governments where the legal basis for this functigpodsly defined. More
importantly, rural enterprises depend on larger firms foresscto domestic and
international markets. Credit offered by traders and input ®rppls often the main
interface between producers and the formal financial systénthe regulatory
environment impedes the establishment of businesses that propits to and outlets
for rural households, rural growth is inhibited. Equally importanhe legal and judicial
framework that should underpin market transactions and protection of pragktsy r

62. Addressing those issues will require the support and ineatent of a broader number
of agencies -and not only the “strictly rural” ones - including for examplaance and
Treasury, CBSI, Customs and Commerce.

Some examples of public interventions to support rural growth

63. Addressing the policy and institutional reforms affecting growihh be a long-term
process. There are immediate opportunities for progress, inglualy strengthening the
integration of the smallholder agriculture sector with kats; through the rehabilitation
of transportation services and infrastructure; the provisidargéted agricultural support
services; and addressing inefficiencies in key value chailsxamples of public
interventions likely to provide early results include:

Area Public intervention

Prerequisites: Political stability and law and order

Strengthening governance, rule of law and enfore¢micontracts
Public expenditure| Improve planning and rural expenditure management
management and Address policies (taxation, business regulatioffecting private

economic policies: |  investment
Continue to maintaining fiscal discipline, contiaflation, and maintain
exchange rates

Infrastructure and Infrastructure and telecommunication improvememgestments in
services: infrastructure and reforms to remove inefficientmopolies)

Improve capacity for local service delivery
Reduce public intervention crowding out of privaeetor credit

Productivity and Facilitate dissemination of market and technic&drimation through
marketing: broadcast media, internet

Cocoa: support introduction of improved plantingtenil and dryers by
the private sector

Coconut: support introduction of planting materigvide advice on
value adding and diesel replacement options.

Oil palm: support with out-grower development (eaads)

Marketed food crops: remove impediments to entrgosimercial input
suppliers; improve physical market infrastructure.

Livestock: train veterinarians & remove impedimernts entry of
commercial input suppliers.

Tourism: Deregulate entry into international, domestic aivges
Improve skills in the sector and quality of sergice
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C: A PRIORITIZED AGENDA FOR ACTION
Building local foundations for rural development

64. More evenly spread economic development throughout the country redgllire
addressing the major constraints to rural growth. Achievingge sustainable and
inclusive growth will go hand in hand with meeting rural Solomoanidérs aspirations
for improved local governance and participation; improved accelsasio services and
infrastructure; greater incomes and participation in thel lec@mnomy; and better
management of the country’s rich natural resource base:

Building local foundations for rural development

Improved local governance and service deliveriResponding to the demand for greafer
participation and for the provision of much needed basic servicegral areas: rura
areas in which there is good local governance and local commuanigiésvolved in key|
development and resource allocation decisions; where the pulitic s=focuses on key
functions and the provision of an environment conducive to privatersgevelopment;
and where rural households have better access to basic social and ecenoods;s

A focus on more inclusive growthFostering the development of the agriculture secjor
on which the majority of Solomon Islander depend for their livelihoodis.agriculture
sector that can respond to the demand for greater farm incofaes1 productivity
increases; households are better able to mitigate and enaiskg; farming develops i
different islands of the country according to the differingepbal of areasimproving
economic and financial infrastructure and servige®rder to meet the needs of the fafm
and non-farm rural economy and to facilitate adequate developmdattarfabsorbing
activities in other sectors through full- and part-time offfa@mployment opportunities;
A policy environment that provides the right incentives and suoitvestments in the
rural economyand,

—

Improved natural resource managemerreater and more sustainable benefits for ryral
communities and the national economy.

1. Improving local governance and service delivery

65. Building the Solomon Islands systems and institutionsn the aftermath of the 1999-
2003 tensions, emphasis was given to immediate rehabilitation aodaties of basic
infrastructure and services and mostly financed through donostasst. These
interventions were often conducted outside Government systemsut@ eusck results.
There is now a legitimate concern about developing the country’siretitutions and
systems which will gradually be able to take over the responsibilithéodelivery of key
services and infrastructure.

66. The performance of public agencies in planning and public finamac®gement has been
weak. This has adversely affected the delivery of rseaVices and infrastructure. As
resources for rural development are expected to increlageges will be needed in the
way development planning is done, plans and priorities are budgetethd services are
delivered. Better results can also be expected from improaesiiarency and efficiency
in the use of public resources.
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67.

There are two main areas in which progress can be madbet{ér public finance
management, including planning and budgeting processes; and (ii) ffiorenieand
accountable service delivery mechanisms. This sectioruss$igs priority actions to
improve the delivery of essential social and economic seniitagural areas, through
greater local participation in development planning, improved publicd@maranagement
and a clearer role of the public sector in service delivery.

1.1. Making better use of available resources

68.

69.

70.

How could planning and allocation of public resources be imprd?e The NERRDP
(National Economic Recovery, Reform and Development Plan) 2003-2008ebasthe
main instrument for national level planning. However, its éioils scope meant that it
was difficult to implement fully within its timeframe and oroplete integration with
budgeting processes has restricted the efficiency of the plan.provincial level,
mechanisms to ensure a coordinated approach to developmennglandi consistency
with budgeting processes remain to be developed. Because ruriptdeset requires
coordinated policy development and investment planning by severahciag,
strengthening planning is an important element to improve tiaeeify and consistency
of rural development efforts.

Strengthening local planning would improve the predictabilitgfficiency, consistency
and transparency of spending in rural developmeét Government and its development
partners. Consistent with Government’'s local development focusership and
responsiveness to local needs and priorities would increasgtaitjng the planning
process at the local level, while responding to the demand for grealgvddizipation in
decision-making. Provincial governments have a critical tolplay in consolidating
public investment plans in the provinces and arbitrating amongribeties of rural
communities, based on resources available and national develommentations.
Strengthening their capacity (human and financial resources) torrpedevelopment
planning functions is therefore a priority. Some province® laready engaged in the
preparation of such development plans.

Planning needs to be based on predictable budgeis a key principle planning should
be based on available resources to avoid creating unreakgtctations — a lesson from
past planning exercises. At community (or village) level, eepes in other countries as
well as in the Solomon Islands indicates that simple developmemiph processes can
be developed and scaled up, building on existing local (including infogoagrnance
structures, while strengthening their inclusiveness and accditgtabd rural
communities. Finally, progress with the implementation ofetlgyment plans needs to
be monitored to strengthen “downwards” accountability to rural contieanand
“upwards” accountability.

Improving the transparency and efficiency of resource allocation

71.

How could the transparency and efficiency of resource allooatibe improved?
Balancing sector shares of public funding is made difficulthieydisjointed nature of the
budget process which includes the separate preparation of a devel@nemicurrent
budget. This situation is exacerbated by the large amount of offteggenditures.
The minor role of Parliament in managing development expenditure wedwith
limited external reporting of donor activities result in a éaggp in knowledge as to how
the public sector is spending its funds: donors provide about 8®npeof the
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72.

development budget and 83 percent is off budget (2006). Grants to gsseenhbers
and off-budget expenditures create a parallel system which tenghdermine efforts to
rationalize planning and budgeting. Furthermore, compared to otherriesumtonor
coordination and harmonization in the rural sector has been weathamdare many
examples of inconsistencies and donor-funded programs. Donors haveamairn
responsibility in accelerating progress in those areas.

More transparency as regards budget allocations would addressspigad perception

that the allocation of public resources is unfairAs regards rural development, a rapid

review of allocations by provinces reveal that bigger provinaesive less resources on a

per capita basis — but lack of data on expenditure targeting arsdofaservice delivery

does not allow further conclusidfis It is difficult to achieve an equitable allocation of
resources across regions, and a consensus needs to be found on how best to assist the least
advantaged. In the medium-term, current formula for fiscaktesis from the center to

the provinces should be reviewed and recommendations to improtraribparency and

targeting of resources developed.

Enhancing public finance management capacity

73.

74.

75.

The capacity of public agencies to absorb a resource increase mayrigeaaconstraint
Ongoing efforts to strengthen public finance management systerdstméde supported
and expanded. Records of spending to budget are generally poor. While limited
operational capacity has certainly contributed to difficulti@® spending, the extent of
the under-spending and substantial annual variations in spending ain agencies
suggests that they have received a low priority in the elefdunds and have been
accustomed to spending on an opportunistic basis. Rural agefswepomt out to
difficulties with the procurement processes and their inadequacy lattidevel.

Much could be achieved by a continuation of current effotts build local systems and

capacity for public expenditure managementThe shift in donor-financed programs
towards more emphasis on building capacity of local instituti®rss positive response.
Some programs are already focusing on strengthening public fimaacagement

systems and complementary programs, both at central and loefl dex expected to
start in the short- to medium-term (e.g. Financial Managemeeh@hening Program;

Provincial Government Strengthening Program; and Rural Development Program)

Building capacity in the civil service will be a long-procesThe economic and fiscal
reforms of the late 1990s included cut-backs in the number ibseivants, in particular
in rural development agencies, and resulted in a “top-heavy” woekfarhich reduced
their operational capacity. Furthermore, there is now a caflresenior workers
approaching retirement without a replacement cadre of youngieed staff put in place.
A special focus on the recruitment of managers and strong younggiooials to restore
the capacity to implement and deliver services is therefore needed.

20 sygden, 2006.
2 To illustrate, the share of positions allocatedietd officers and other more junior positionsDAL fell
from 53 percent to 34 percent between 1999 and.Zlti6 is an unusually low share by all standards.
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Making better use of public resources: Priority Actions

In the short- to medium term (2011 horizon):

1.

4.

Realistic development plans responsive to local priorities(a) start the
planning process at the local lewsith consolidation at provincial level, the

at national level. These would have to be simple, tailoredecituation of
each province and based on available resource envelopes; (b) looadalad
participation in the planning process. This would include monitotivey
implementation of local development plans on a yearly basis, g0 Jtha
constraints affecting implementation can be identified and addresBeere
could also be mechanisms for revision and adjustment to enekileility to
respond to changing parameters; and (c) clarifying institutiofal
responsibilities. Provinces to consolidate provincial plans, with technidpl
assistance from DNPAC and DOFT.

Improving the efficiency of finance and budgeting systemga) continue to
build systems in Departments and in the provinces, (b) addgessiaknesses

in budget cycles, including programming in sector agencies, buelgeise,
and procedures for budget execution (e.g. procurement).

Improving equity and transparency: Regular public communication anc
information about budgets and public expenditures and reviewing formulalj for
allocation of public resources to sectors and provinces.

A commitment from donors: to improve the alignment of aid resources wi
identified priorities and to improve information and to report alsanor
resources effectively allocated and disbursed (by sector/location).

In the medium- to long-term (2020 horizon):

1.

Consolidating provincial planning capacity and processebased on best
practice in the different provinces and scaling-up local @@leommunity)
development planning by consolidating existing processes.

Implementing improved formulas for resource allocation and targeting.
Introducing instruments to strengthen medium-term planning and
budget allocation processessuch as medium-term expenditure frameworks
or similar instrument to ensure the alignment of public expenditurepwiity
priorities.

Integrating the development and recurrent budgets All donor projects
pass through national and provincial budget processes and be inatudgd i
development plans

Reviewing incentives in the civil servicéo attract and retain qualified staff.

1.2. Strengthening service delivery mechanismsinr  ural areas

76. The Solomon Islands needs to gradually build its own institutions, rébjefm service
delivery in rural areas, currently almost entirely delivetbcbugh donor programs.
While this will take time, early results can be achievsy building the capacity of
existing institutions, including provincial governments and the tanbal network of
non-government service providers operating in the provincesudiing the private



Solomon Islands ARDS: Building local foundationsrimal development Page26

7.

78.

sector). While broader institution building reforms are undentakenple mechanisms
can be used building on existing networks in each province.

Provincial governments provide a critical interface betwedacal communities,
national government and donorsOne of the main challenges for rural development is to
develop a sustainable system for the delivery of basic serarinfrastructure with real
improvements in quality and accessibility. Government hay adke in the provision of
public goods that promote social and economic development (e.g. roads)iamuadve
equity (e.g. health, education). Centralized functions, inadequatendquadd human
resources constraints have severely curtailed the capEcgrovincial governments to
perform their functions. This has left a gap in governancangements, where
communities have no proximate government through which to articudegds or exact
accountability.

A legal framework for decentralized planning and financing adready largely in place

In the short-term, there is scope for improvements within therduegal framework by
addressing weaknesses in the implementation of the Provinciar@oent Act. Under
the Act, most functions are retained at the center with sonsbgidg for devolution.

The problems affecting provincial governments have been well dadech (Provincial
Government Review, AusAID 2004; Holmemo, 2006):

Box 7: A diagnostic of provincial governments: kayeas for improvement

Little or no outreach to communities. In rural aethere is almost no presence of formal
government beyond town boundaries. The link betwtbe Provincial Government and
villages is notionally filled by provincial assergbimnembers (ward members) and has
become increasingly politicized.
Devolved functions are minimal without a servicdivdgy orientation; the devolved
functions are poorly defined and not delineatednfthose of line ministries;
Development planning and funding remains centrdlezed provincial development plans
when they exist are often not linked with budgetd ¢herefore unrealistic; participatory
planning has been limited.

Linkages with line agencies are weak;
Provision of routine local government services anffastructure maintenance |s
nominally the responsibility of the provinces, hawefunding (and staffing) has usually
been retained by central government agencies; buddgaulation is unpredictable and
arbitrary.
Provinces receive grants and raise local reverh@sever they are mostly spent on staff
and debt servicing from unsuccessful business vesitithe provincial grants are also
associated with a range of accountability and parency issues.
The effectiveness of donor funding is limited by timplementation capacity of loca
government and the absence of development plandandrs have tended to channel
funds through non-state actors by default. WHile may be suitable as an emergency
measure, there are concerns about accountabiltysastainability. This has not only
resulted in failure to provide and maintain sersicbut has also affected the levgl,
capacity and morale of provincial staff, as welcasnmunity trust in government.

79. Linkages between communities and local governments need gtheming Experience

in other countries indicates that improved mechanisms for devefdpmplanning,
involving local communities and other stakeholders (e.g. businesskgntrepreneurs)
could lay the foundation for more cost-effective, demand-driven poovisf

infrastructure and services and support both local governamteeféectiveness and
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80.

81.

82.

83.

sustainability of services. In the Solomon Islands, there erne éxamples where
communities have been directly involved in the management of pdélielopment
resources. Experience in other countries suggest that appredoheby communities
are given a budget on which to base their development planning andceegllocations
can make for more sustainable interventions. The approach amilibate to address
service delivery constraints, including in more remote atmatswould need to be tested
before it can be scaled up.

The local governance framework could be further strengtieel by building the
capacity of NGOs.Intermediary organizations (NGOs, churches, etc.) often fauéasi
problems to provincial administration in service delivery aredadten overstretched and
dependent on the dedication of a few staff. Weak linkages pmovincial governments
pose problems in terms of development planning, quality of seramesnfrastructure,
maintenance and sustainability (e.g. a school building has beearddlibut there are no
books or teachers because it was not budgeted for in the provincial budget).

There is a strong in-principle argument for contracting alfunding is now available to
re-build the capacity of rural agencies, however this gii@s to the question as to
whether the agencies should return to their previous position @ses@roviders, or
alternatively adopt a coordinating and supervisory role, withiceedelivery undertaken
by the private sector and NGOs. Past experience suggests whlatoe difficult to re-
build and maintain the required workforce and equipment in the puditorsto deliver
basic infrastructure and servicgsransport, telecommunication, water supply and
sanitation, agricultural extension, etc.). As a general iptsnaGovernment should avoid
undertaking roles that can be undertaken by the private sackGOs more effectively
or efficiently. Past experience in the Solomon Islands shoatsdinect government
involvement through SOE has failed to ensure the provisioniable and cost-efficient
services and utilities. There is also a long term finamgipkrative (uncertain long-term
fiscal prospects).

This would have to be matched, however, with capacity datsiovernment agencies.
The emerging policy in infrastructure recognizes that out-souroingnfrastructure
maintenance and development is preferable to building in-house itgapatMost
infrastructure works are to be contracted-out with the Depatt(oe National Transport
Board) to adopt a planning and supervisory role. A similar approagld be adopted in
agriculture, forestry and fishing extension services — but itavbaVe to be selective and
based on available capacity outside Government. Monitoring dbdigeng and fishing
industries are functions which could be contracted out as i®ssfotly done in other
countries in the Pacific region. Engagement with the mrigactor will also require an
environment conducive to private sector development.

Financial mechanisms to maintain infrastructure and serviaeeed to be gradually
introduced Outsourcing will not substantially reduce costs. The provisionudl
development services is more likely to be sustainableisf ffossible to move to user-
charging systems. While there are limited incentives toemowser-charging systems in
the short-term, user-charging may be required in the long-tBnevious experience (e.g.
KGA Planting Material Network) indicates that prospects probably greatest if the
system is based on private sector or NGO delivery.
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Strengthening rural service delivery mechanisms: PrioritytAns

In the short- to medium term (2011 horizon):

A carefully sequenced program to strengthen provincial governents,
starting with: (i) first, clarifying for each sector deconcentration/devolutionj|of
services and their sequencing (consistent with existing itgpad.e. clarifying
the roles of provincial governments and their relationships thvélcommunities
and the center, based on subsidiary principles (locate functioergwhey can bg
most efficiently delivered); (ii) clarifying policies andechanisms for servicé
delivery; (iii) then, strengthening provincial capacity to dalivmandated
services; (iv) establishing mechanisms for coordination lith agencies (e.g
sector boards) and clarifying lines of command and reportingtrengthening
good governance practices in provincial governments, the capagtpwhcial
government for public financial management and administration.
Strengthening linkages between communities and provinciajovernments
(i) require donor programs to work with provincial agencies narmaves; (ii)
introducing community planning processes as a basis for provincielogpevent
planning and testing community-based service delivery. This eatiohe at
village, ward or provincial level, through development comméttee other
mechanisms; and (iii) reviewing options to improve linkages waimmunities
either through the re-establishment of a lower level admatigtr level or by
relying on existing networks of village and community institutionpedeing on
the specific situation in each province.

Strengthening the capacity of intermediary organizations (NG@, etc). (i)
strengthening collaboration between NGOs and provincial governmfamts
example by expanding the work started by DSE on “focal points”’ach ¢
province and (ii) building their capacity for monitoring and evaluatioroafal
governance and service delivery reform programs.

Switching the focus of public agencies to supervision skrvice delivery by
the private sector where possible. Clarifying sector policies (in agriculturg
forestry, etc) as regards outsourcing of key services andngenteforms in
support of private sector development.

In the medium- to long-term (2020 horizon):

Strengthening the resources base for provincial governmegtby improving

the design and management of inter-governmental fiscalamtatestablishing
transparent and reliable mechanisms for the allocationoofrmial development
funds; and reviewing options to increase own revenue base.

Continuing to build the capacity of provincial governments.

Scaling up community-based development planning and service delivery where
more efficient than more centralized approaches.

Continue reforms and investments in support of private sector development
Gradually expanding user-charging systems.
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2. More inclusive growth: Agriculture and beyond

2.1. Focusing on critical agricultural services

84.

85.

In the short- to medium-term, the agriculture sector will iomet to provide the basis for
rural growth (including that of activities linked to agricult) and its performance will
therefore determine to a great extent the overall grgpatformance of the rural
economy. As discussed above, there are good opportunities to strengthdimeasify
existing value-chains by focusing on what the Solomon Islands prodidcdrest and
facilitating access to new markets. Top-down industry developpians, which have
been a common approach in the past, have not proven effective to support the sector.

Building the capacity of agriculture sector institutiondl & a long-term process. In the
short- to medium-term, agricultural institutions need to addmessediate threats to
agricultural productivity and growth (e.g. increased pests aselasée incidence with
intensification of land use; declining soil fertility; glokthleats, such as avian influenza)
and to help the sector seize new growth opportunities (e.g. diffudiannovative
technologies available in the Pacific region; services enaldicesa to new markets).

Strengthening agricultural sector management

86.

87.

88.

The past decade has seen major changes in agricultural seigistitutions, including
the end of the marketing monopoly of CEMA after the collagsts @perations in 1999
and the failure of other agricultural SOEs (e.g. Livestockelpment Authority):
similar to experience in other countries, direct public seicwmlvement in production
and marketing has not produced good results. Government owned resehetiension
facilities have been destroyed during the tensions. Formal émlu@atagriculture and
related subjects has fallen in priority with scarce atan resources being directed to
basic education. Farm credit to finance the uptake of extensgmmmeendations is
generally not available with the collapse of the DBSI andatiere of many rural credit
unions. In the aftermath of the Tensions, however, there have dmwe positive
developments with some private traders stepping in to providentedsinputs and
advisory services, despite the difficult environment for pevsector development, as
well as NGOs and community-based organizations.

Strengthening agriculture sector management will be a long pracd3AL is at present

a largely ineffective organization. DAL management is awaf the need for the
Department to improve its operations and to re-define its rola asrvice-oriented
organization. The Department has been through several restrgctimcluding a

significant retrenchment in late 2005, however the current fumef different divisions

remain to be revisited and clarified. Effective managemmahanisms are lacking; field
operations have with some exception (donor projects) been mostly udfyrdgrams

and budgets are determined by the availability of donor funding@inguided by a clear
sector policy; and, as a high number of staff prepare to ,rétite attention has been
given to succession planning and the recruitment of young, qualified staff.

In the short-term, the best results would be achieved byistng on priorities identified
locally in the provinces Rather than embarking upfront on an ambitious reform agenda,
a phased approach to rebuilding DAL’s capacity is likely to peednore results and to
build confidence in the capacity of DAL to respond to the needs ofdtters The
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current model where budgets are allocated and programming mabeniara has

resulted in: (i) lack of consideration for the needs and prioritiedfefeint provinces; and
(i) field staff operating in a vacuum, in the absence of mament and guidance, with
limited means for travel and communication. Initial resultsiccdne achieved through
targeted capacity building responsive to priority needs iftehtin the provinces,

consistent with the Government’s focus on local (*bottom-up”) developptanhing.

89. Partnerships with other associations or institutions operaiin the agriculture sector
would also contribute to early resultsExperience in other countries indicates that better
organization of the agriculture sector and collaboration betwalglicpnstitutions (DAL,
Department of Commerce) and the private sector (including pesgluare important to
facilitate agricultural growth. Unlike other countries the Pacific, professional
agricultural organizations or genuine rural industry associaao@sunder-developed in
the Solomon Islands, partly because of heavy public sector invalteimehe past.
Elsewhere in the region, these associations have beea acfivomoting innovation and
improvements in agricultural value chains. Some assocsatiom starting to emerge in
the Solomon Islands and targeted support would enable them to develop.

90. Strengthening agriculture safeguards systems is an importasierof the public sector
and an immediate priority While there is no comprehensive survey of losses due to pest
and diseases, available information indicate that they are stiaktnd increasing with
production and trade intensification. Strengthening sanitary and phytorgaeitaices is
needed to safeguard local agriculture from externally iotted pests and diseases (e.g.
cocoa pod borer; Asian bee). In the longer term, those sewiteansure compliance
with the requirements of new export markets and the diversificatidme afport base.

91. In the short- to medium-term, DAL could be expected (i clarify its collaboration with
the provinces and how it will respond to priority needs identifiethe provinces; (ii)
establish partnerships with other service providers (privegéetor, professional
associations, NGOs, or regional agricultural bodies) to respoite toeeds identified in
the provinces; (iii) strengthen veterinary, quarantine andt gdastection services to
provide the needed safeguards to the agriculture sectoridéu}ify and support the
diffusion of innovation in existing commodity chains, in partnership i private
sector and regional research institutions; and (v) improving huesanirces management
and development and start aligning staffing and skills with core functions

92.In the long-term, DAL should aim at having its core functionslearly defined,
programmed and resourcedhcluding:

Leading the development of the agriculture sector policy and ategyl
framework, in consultation with other stakeholders; identifying traims to
agricultural development and addressing them (including lobbyingeforms of
other policies — taxation, transport — affecting the sector);

Regulating agricultural activities through: quarantine ises; epidemiologic
surveillance; environmental regulations; standards enforcementf¢r chemical
inputs); ensuring food safety (e.g. meat inspections);

Supervising the provision of extension, veterinary and plant prarteservices;
and,

Providing services not provided by the private sector (ctmgec‘market
failures”™) e.g. research and information related to food crops.
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Facilitating innovation: Partnerships between the public and private sctor

93. There is demand for the provision of advisory servicednternational experience
indicates that the returns on public investments in agri@lltesearch and extension can
be high. A key challenge is to develop a sustainable extension systemesurate
with available financial and human resources. It is unlikkielt broad national coverage
can be achieved in the short- to medium-term. It will tioeeebe important for DAL to
define, in consultation with other partners, the focus of a publiohddd extension
system. For example, where most farmers grow subsisterge and are unable to pay
for privately provided assistance, there is a need for the Btditeance the provision of
some farm services on the grounds of food security and equitytyfidef service, level
of cost recovery, type of provider and modalities used should depecdidaoacteristics
and location of farmers, farming systems and proéucts

94. The provision of public extension services has been reduttea few initiatives largely
driven by donor funding DAL’s extension division had, in 2006, 116 established staff.
Although the largest division by far, it received almost no djmeral budget (2004: SBD
45,000 or 1 percent of DAL operational costs). There has beerk aflan-service
training or further skills development, even in the 1990s when fundamsy available.
Lack of resources, compounded with limited carrier incentives, has tehsigoor staff
morale and the more enterprising staff is leaving the @ervi NGOs, other rural
organizations (churches, RTCs) and to a limited extent thet@rdegtor have stepped in
and provided some services, however capacity and coverage remains limited.

95. There are therefore questions about whether Government cath @fforaintain DAL in
its present form — i.e. an ample roster of employees at liigkl and facilities such as
housing, training centers and means of transport, as well asiopgratidgets (notably
fuel). Regardless of the type of models used, decisions are reetiedvhat services the
State will finance, who will provide them, to whom and how, how thefiebwifunded
and staffed, and what are the specific responsibilities of DAL and tlfa¢ provinces.

96. Has the focus of public extension services been appropriate%he past, the focus of
extension has been on higiput farming systems, which has proven to be irrelevant to
the conditions in which most farmers operate (there are nume¥padgs from farmers
about inadequate recommendations for example for rice cultivatipig oearing). Other
issues included: lack of attention to the needs of spagifiaps, in particular women;
lack of attention to food crops; and a narrow focus on technical produmbnstraints
without consideration to marketing aspects - making advice lessnel® producers.

97. In the short- to medium-termto start building a service-oriented extension system, and
consistent with the Government’'s focus on local investments andepsrips, DAL
could focus on: (i) improving skills for extension planning in thevprces, including
demand assessments (taking into account the priorities ofediffgroups, in particular
women who play a key role on food production and marketing); (ii) iflgerg key
resource-persons and organizations (e.g. agricultural staffowinpes; RTCs; NGOs;
private sector) as well as assessing their skills aimgirtganeeds (service supply); (iii)

22 For example, support to predominantly subsistawee crop growers would probably concentrate on
varietal improvements and preservation of soililfgrtin shifting cultivation regimes, while suppaio cash
cropping close to markets would focus on the comee of purchased inputs and marketing.
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98.

99.

building capacity of resource-providers through strategic skjigrading programs and
strengthening existing networks for farmer-to-farmer trajne.g. KGA facilitators, CSP
coordinators, Planting Material Network, Young Farmer Projiettl fofficers, Oxfam,
APHEDA, SIDT networks, teachers; (iv) making better usexidting facilities at RTCs,
secondary schools and VTCs; and (v) building DAL’s capacity to tmottie quality of
technical advice provided by resource-persons and institutions.

In the long-term, DAL would consolidate this new strategbuilding a cost-efficient,
multi-partner, demand-driven extension system. This would include:

Defining strategic priorities for public financingn collaboration with other
organizations involved in agriculture, with a focus on increasedustion and
structural changes in smallholder farming systems;

Strengthening skills in DAL for extension supervision;

Continuing to strengthen the capacity of the provintesplan and deliver
extension services, including through different networks of providers;
Outsourcing of field level functionand use of low-cost participatory and farmer-
to-farmer methods, so as to reduce the pressure on the pubigeseanith DAL
retaining functions for which there are economies of scale at natiwed |
Continuing to adopt specific approaches/methodologpesicrease participation
of women and the youth building.

Identifying opportunities to reduce costs and improve outrégotombining the
delivery of extension services with other services (e.g. thedilhics; forestry
extension); and co-financing by the private sector, for specific contiemdi

What directions for publicly funded agricultural research®nlike other countries in the
region, the Solomon Islands does not have a network of agriculte@ ckanstitutions.
Recently, only DAL and KGA have had activities in agriculkuesearch, all heavily
reliant upon donor funding. Considerations in terms of financing andralstay and
past experience indicate that investing heavily in rebuilding reseataimstand facilities
is unlikely to be a viable option. Nonetheless, there are amsnfier the restoration of
some applied research capacity in the public sector, based afal gavoritization: (i)
areas of importance for food security consideration, but whereiliate sector is
unlikely to contribute, such as food crops — varietal improvement, fedility
management, breeding and feeding management; (ii) incentivetaio skilled staff and
attract students; and (iii) opportunities for involvement in regionalres networks.

100. In the short- to medium-term, the knowledge available ither countries can

be mobilized to respond to immediate needde first step would be to identify research
results or products which could be adapted in the Solomon Islandspgond to urgent
needs expressed in the provinces. In parallel, DAL would stagtboild core research
management skills to ensure quality control and supervision obuntg applied
research. Some basic laboratories and facilities could be restored.

101. In the long-term, in-country applied research capacity could gradually built

with careful selection of focused priority programs to avoid stvetching human and
financial resources, which are expected to remain limited. This qutlidie:

Determining the directions and priorities of publicly financed agjtural
research Similar to other countries, this is best done by consulkeg
stakeholders — government and non-government researchers, DALESICH
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DOFEC, NGOs such as KGA, private sector specialists, provimtes As a
general principle, research activities should be demand-driven;

Building capacity in DAL for research and knowledge managenveoitking
with partner organizations (e.g. learning from research institutions negl);
Building networks with other institutiorsnd contracting oufpriority research
programs to other partners based on their capacity and expertise;
Strengthening the capacity to carry-out on-farm resedorhcases when testing
of successful technologies under local conditions is required;damédloping
limited on-station capacity, using available facilities (e.g. H#EH

102. What scope for market informatiorservice® Access to timely, reliable and
relevant market information is important for producer decisiorisrms of what to grow
and where to sell. However, limited access to transport and telaauoation is a major
constraint as well as the capacity of producers to use this informatiane iE also a lack
of reliable data to support agricultural policy developmenibliP information systems
are expensive and opportunities for co-financing by the privatersesmain limited —
calling for selectivity in the short-term.

103. Is agricultural education meeting the needs of the sectoh?-country training
on agriculture is currently provided: by the network of secondahools; at technical
level, through the network of RTCs; and at tertiary level (updeuate) through the
School of Natural Resources at SICHE. There are no imstituin country for further,
high level training of sector specialist and professionalsith \& few exceptions, the
guality of the curricula and teaching at RTCs is inadequate, resultingyitoveintake of
students. Similarly, if the SNR at SICHE is to be maintaitteal curriculum needs to be
reviewed and made relevant to the needs of the sector.

104. Rather than training generalists with little employment ppexts, a stronger
focus is needed on training technicians and other professionakctions to address
those issues would include: (i) improving the relevance of fRdi@ricula and exploring
the possibility for some specialization of RTCs; (ii) reviieg the curriculum of the SNR
at SICHE, based on a clear vision of what students are dréong(iii) better integrating
RTCs and SICHE with a strengthened research and extensiomsysie developing
short-term adult courses; and (v) supporting the training ofedkiprofessionals in
regional universities, including to build a stronger capacity focpatiaking in DAL.

105. Recognizing the role of public-private partnerships in pronmgf innovation in
agricultural value chains International experience shows that major gains in the
efficiency of value chains come from innovations in organizationpaoducts generated
through cooperation of different stakeholders. Value chainbearsed as platforms to
identify opportunities for innovation and efficiency and qualityngai Very often, those
cannot be addressed by individual stakeholders and there lidi@agmnods element which
provides a rationale for public support.

106. Agricultural inputs provision is a key function of the privatsectorwhich is
totally under-developed in the Solomon Islands. As the shareadfeted produce
increases, the demand for inputs is likely to increase, and itreepsector is likely to
respond provided general barriers to private sector develoarelifted. As regards the
public sector, this will mean that a stronger capacity ford¢igalation of input markets
will be needed (e.g. setting and enforcing quality standards).
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Strengthening agricultural support services: Priority Actions

In the short- to medium-term (2011 horizon):

Responding to priority assistance needs identified locally in each primece.
Developing partnerships with regional agricultural bodies, NGOs and thg
private sector to facilitate the diffusion of agriculturahovation. Building
capacity of emerging professionals, professional agricllasaociations and
other service providers.

The provision of public financing for joint initiatives of: the private sector and
farmers; research institutions and farmers; to improve theaeacy of value
chains, in order to encourage those forms of cooperation and innovation.
Strengthening safeguards for the sector(quarantine, plant protection and
veterinary services) so as to reduce risks and losses.

Building a focused applied research capacitpased on selectivity and regional
cooperation and partnerships.

Managing agricultural information, with a focus on (i) low-cost market
information systems initially in market places; and (ii) trainiagrfers on the use
of market information as part of extension programs.

Starting to upgrade curricula in the agricultural education system to adjust
them to the needs of the sector, and sponsoring the training esgimfals in
regional universities.

In the medium- to long-term (2020 horizon):

Clarifying the agricultural policy framework, to guide agricultural
development and match resources with priorities.

Consolidati