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1. Name of the Project

(1) Country: Solomon Islands
(2) Project Site / Target Area: The whole of Solomon Islands
(3) Project: Development Policy Loan for Strengthening Fiscal and Economic
Resilience
Loan Agreement: July 24, 2026
2. Background and Necessity of the Project

(1) Current State and Issues of the Finance Sector and the Priority of the

Project in Solomon Islands

Solomon Islands is the second-largest Pacific Island country by land area
(28,900 km?) and the third most populous, with approximately 800,000 people,
around 73% of whom live in rural areas. The economy remains heavily dependent
on the primary sector, which accounts for about 34% of GDP. Forestry has
traditionally been a major source of export earnings and government revenue;
however, declining forest resources have reduced timber exports in recent years.
At the same time, the manufacturing and service sectors remain underdeveloped,
making economic diversification, export growth, and domestic revenue
mobilization key development priorities.

The economy recorded average growth of 3.3% during 2016-2019 but
contracted by 3.4% in 2020 due to COVID-19-related border closures and
cyclone impacts (IMF, 2024). Since 2021, economic activity has gradually
recovered, supported by construction related to the 2023 Pacific Games and the
recovery of agriculture and gold mining. However, the decline of the forestry
sector has increased reliance on mining as a driver of growth (IMF, 2026). While
the Central Bank of Solomon Islands (CBSI) projects growth of approximately
3.8% in 2026 (CBSI, 2026), the IMF forecasts a slowdown to 2.7%, reflecting
external pressures such as higher import costs associated with geopolitical
tensions in the Middle East (IMF, 2026).

Fiscal pressure has intensified in recent years. Increased expenditures related
to the COVID-19 response and the Pacific Games contributed to a widening fiscal
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deficit, with the primary balance deteriorating from an average of -0.5% of GDP
during 2015-2019 to -2.2% in 2020 and remaining in deficit thereafter. The
Government projects fiscal deficits of approximately USD 152 million in FY2025
(9.4% of GDP) and USD 169 million in FY2026 (IMF, 2024; Solomon Islands
Government, 2025).

The country remains highly vulnerable to natural disasters and external shocks.
In 2022, a magnitude 7.3 earthquake caused significant damage in Honiara, while
the estimated response cost for Cyclone Myra in April 2026 is approximately SBD
100 million. In addition, rising global fuel prices have significantly affected the
economy due to its dependence on imported fuel; fuel prices increased by an
estimated 25-35% in April 2026. In response, the Government introduced
temporary fuel tax reductions and subsidy measures, which are expected to cost
approximately SBD 200 million annually.

To strengthen resilience and support sustainable growth, the Government of
Solomon Islands is implementing policy reforms through the Joint Policy Reform
Group (JPRG), established with development partners including JICA. Under the
Policy Reform Matrix (PRM), reforms are organized around four pillars: (i)
domestic resource mobilization, (ii) public financial management, (iii) governance
strengthening, and (iv) economic growth promotion. While the IMF assesses the
risk of debt distress as moderate, the Government has expressed strong demand
for highly concessional external financing to support reform implementation,
address fiscal pressures, and finance growth-enhancing investments.

Given the background derived above, the Development Policy Loan for
Strengthening Fiscal and Economic Resilience will provide budget support to
advance reforms in domestic resource mobilization, public financial management,
governance, and economic growth. The program is expected to strengthen fiscal
and economic resilience and contribute to the country's sustainable development.

(2) Japan’s and JICA's Policy Cooperation Policy and Operations in Solomon
Islands

Japan’s Country Assistance Policy for Solomon Islands (April 2019) identifies
the development of key economic infrastructure under the priority area of
“Overcoming Vulnerability” and support for climate change measures under
“‘Environment, Climate Change, and Disaster Risk Reduction.” The policy also
calls for close coordination with other development partners to avoid duplication
and maximize development impact through complementary assistance.

The PALM10 Leaders’ Declaration (July 2024) highlights “Resources and
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Economic Development” as a priority area, reaffirming the commitment to
environmentally sustainable and resilient economic growth and welcoming
regional cooperation to strengthen fiscal sustainability and resilience. In addition,
at the Japan—Pacific Islands Finance Ministers’ Meeting (May 2024) and COP29
(November 2024), the Government of Japan announced a pilot program
introducing the Climate Resilient Debt Clause (CRDC) into new ODA loans for
vulnerable countries, including Pacific Island countries.

JICA's Country Analysis Paper for the Pacific Region (March 2023) notes that
opportunities for new ODA lending in the region will be proactively explored. The
proposed policy actions in this program strengthens fiscal and economic
resilience in Solomon Islands and aligns with JICA’'s Global Agendas on Public
Financial Management and Financial Systems, Transportation, Governance,
Climate Change, and Natural Resources and Energy. As such, the program is
fully consistent with both the Government of Japan’s development cooperation
policy and JICA's analytical and strategic frameworks.

(8) Other Donors’ Activities
The World Bank provided a USD 15 million grant under the First Solomon

Islands Resilience Development Policy Operation with a Catastrophe Deferred
Drawdown Option in December 2023, followed by a USD 20 million policy-based
loan under the Second Resilience Development Policy Operation in December
2025. The Asian Development Bank (ADB) provided a USD 30 million loan
through the Supporting Fiscal and Economic Recovery Program in December
2024 and is preparing an additional USD 15 million policy-based loan under the
Supporting Fiscal Recovery Program for 2026. Australia and New Zealand
provide annual budget support grants of approximately AUD 4 million and NZD 3
million, respectively. The European Union (EU) also provided EUR 2.5 million in
grant financing annually from 2023 to 2025.

3. Project Description

(1) Project Description

@ Project Objective

The objective of the Program is to strengthen fiscal and economic resilience

through promoting domestic resource mobilization, strengthening public financial
management and fiscal policy, promoting good governance, and encouraging
economic growth, thereby contributing to promote the economic stabilisation and
development efforts of Solomon Islands.
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@ Project Components

The Program will support policy reforms in Solomon Islands through budget
support, focusing on domestic resource mobilization, public financial
management and fiscal policy, good governance, and economic growth. It draws
primarily on the PRM used by the JPRG, with selected modifications and the
addition of JICA-specific policy actions. As policy actions will be monitored jointly
with the World Bank, ADB, the European Union, Australia, and New Zealand
through the JPRG framework, the Program constitutes a form of coordinated co-
financing with these development partners.

The Policy Action Matrix is attached as Annex |. All policy actions were

completed as of 19 June 2026.

@ Project Beneficiaries (Target Group)

Across Solomon Islands (Population: Approximately 800,000 people)
(2) Estimated Project Cost

6,000 million Yen (Japanese ODA loan: 3,000 million Yen)
(8) Schedule

The Program will become effective upon signing of the Loan Agreement (L/A),
with all policy actions completed and verified by June 2026. The Program will be
completed upon full loan disbursement, scheduled for October 2026.

(4) Project Implementation Structure
1) Borrower: Solomon Islands Government
2) Guarantor: None
3) Executing Agency: Ministry of Finance and Treasury
(5) Collaboration and Sharing of Roles with Other Donors
1) Japan’s Activity

The Government of Solomon Islands and the JPRG have identified four reform
priorities: domestic resource mobilization, public financial management,
governance strengthening, and economic growth promotion.

JICA has implemented the following such as Public Investment (2022-2026),
Sustainable Forest Resource Management Advisor (2024-2026), and the
Renewable Energy Promotion Advisor (2024-2026). JICA also plans to launch
the Public Investment Management Advisor (2026—2028) and The Project for
Enhancing the National Capacity to Extend the Sustainable Forest Management
(2026-2029). These initiatives contribute primarily to the following pillars:
supporting strengthening public financial management and promoting sound
fiscal policy, promoting good governance, and supporting economic growth.
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2) Other Donors’ Activity

Development partners, including the Government of Japan and JICA, provide
budget support based on the PRM developed through the JPRG. Established in
2009, the JPRG serves as the main policy dialogue platform between the
Government of Solomon Islands and development partners on macroeconomic
and fiscal reforms. Through regular consultations involving the Ministry of
Finance and Treasury (MoFT) and other development partners, reform priorities
are agreed in the areas of supporting domestic resource mobilization,
strengthening public financial management and promoting sound fiscal policy,
promoting good governance, and supporting economic growth. These priorities
are consolidated in the PRM, which is endorsed annually by Cabinet. While
individual budget support programs contain partner-specific policy actions, most
are aligned with the reform priorities and actions set out in the PRM.

(6) Environmental and Social Consideration
@ Category: C
@ Reason for Categorization: The Program is considered to have
minimal adverse impact on the environment as per Japan International
Cooperation Agency (JICA) Guidelines for Environmental and Social
Consideration (January 2022).

(7) Cross-Sectoral Issues

The Policy Action Matrix includes the preparation and approval of the
Downstream Process and Value-Added Policy by the Ministry of Forestry and
Research. The Program therefore promotes the sustainable use of forest
resources and contributes to climate change mitigation and adaptation.

(8) Gender Category : Gender Informed (Significant) GI(S)

Women remain underrepresented in decision-making positions in Solomon
Islands, including within state-owned enterprises (SOEs), due to institutional and
socio-cultural barriers. To address this challenge, the Program supports gender
mainstreaming through amendments to the SOE Act, with progress measured by
the share of women on SOE boards, targeted to increase from 14% to 30%.

(9) Other Important Issues

Under the Program, JICA will introduce a CRDC for the first time. Following the
occurrence of an Eligible Event and a national emergency declaration or
equivalent government notification, the Borrower may request the deferral of
principal and interest payments on the outstanding loan, in accordance with the
CRDC Terms and Conditions incorporated into the Loan Agreement. Subject to
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JICA's confirmation of eligibility, debt service payments may be deferred for a
specified period, creating fiscal space for disaster response, recovery, and
reconstruction. Deferred amounts remain payable in the future, with accrued
interest capitalized.

4 . Targeted Outcomes

(1) Quantitative Effects
1) Outcomes (Operation and Effect Indicators)

Indicator

Baseline

(Actual value in 2024)

Target
(March 2028)

Domestic
Resource
Mobilization

Domestic revenue
(% of GDP, annual)

24.4%

26.3%

Fisheries licence fees
(annual)

SBD 422.5 million

SBD 489.5 million

Public Financial

Number of meetings of the
Public Investment
Management and

companies

Management and e , 3 Cases 11 Cases
) , Monitoring Committee and
Fiscal Policy . ,
Technical Committee
(cumulative)
Number of outstanding
dits by the Offi f th
au I, S Dy the LIee 0T ihe 127 Cases 100 Cases
Auditor General (three-
Good
year backlog; annual)
Governance
Share of women among
board members of state- 14% 30%
owned enterprises (%)
Electricity tariff SBD7.16/KWh SBD5.37/KWh
Economic Number of registered
Stablisation  [foreign agribusiness 0 Companies 10 Companies

(2) Qualitative Effects
Strengthened tax and non-tax revenue mobilization, fiscal discipline, public
financial management, debt sustainability, audit functions, and resilience to
climate, disaster, and environmental risks; improved efficiency of public
expenditure and electricity tariff setting; and increased MSME development,
foreign direct investment, and job creation.
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(3) Internal Rate of Return
No internal rate of return is calculated since this is a program-type loan.
5. External Factors and Risk Control
(1) Preconditions: N/A
(2) External Factors: N/A
6. Lessons Learned from Past Projects

The ex-post evaluation of the ODA Loan for the Republic of the Philippines:
Development Policy Support Program (Investment Climate) (Ex-Post Evaluation
FY2017) found that sharing a common policy matrix and jointly monitoring
reforms with development partners can strengthen reform momentum and help
address challenges that are difficult for a single partner to support alone.

Building on this lesson, the Program will support policy reforms through joint
monitoring of policy actions with development partners participating in the JPRG,
including the World Bank, ADB, the European Union, Australia, and New Zealand.

7 . Evaluation Results

The Program is consistent with Solomon Islands’ development priorities and
with the cooperation policies and analytical frameworks of the Government of
Japan and JICA. Through the implementation of policy actions and achievement
of targets under the Policy Action Matrix, it is expected to contribute to SDGs 8
(Decent Work and Economic Growth), 9 (Industry, Innovation and Infrastructure),
10 (Reduced Inequalities), 13 (Climate Action), and 16 (Peace, Justice and
Strong Institutions). For the reasons listed above, there is a strong rationale for
JICA to support the implementation of the Program.

8. Plan for Future Evaluation
(1) Indicators to be Used
As indicated in Sections 4.

(2) Future Evaluation Schedule
Ex-post evaluation: 2 years after the completion of the Project.

END



