OFFICIAL USE ONLY
IDA/SecM2009-0559

October 14, 2009

FROM: Vice President and Corporate Secretary

Solomon Islands
Joint Bank-Fund Debt Sustainability Analysis

L. Attached for information is a paper entitled "Solomon Islands - Joint Bank/IMF Debt
Sustainability Analysis".

o

2 This paper will be publicly disclosed by the Bank and the Fund after obtaining
government consent.

3. Questions on this document may be referred to Mr. Stucka (ext. 38866).

Distribution:
Executive Directors and Alternates
President
Bank Group Senior Management
Vice Presidents, Bank, [FC and MIGA
Directors and Department Heads, Bank, IFC and MIGA

This document has a restricted distribution and may be used by recipients only in the performance of their official duties. Its content
may not otherwise be disclosed without World Bank Group authorization.






INTERNATIONAL DEVELOPMENT ASSOCIATION
INTERNATIONAL MONETARY FUND

SOLOMON ISLANDS
Joint Bank/Fund Debt Sustainability Analysis 2009'

Prepared by the Staffs of the International Development Association
and the International Monetary Fund

Approved by Carlos Alberto Primo Braga and Vikram Nehru (IDA)
and Subir Lall and Dominique Desruelle (IMF)

October 1, 2009

Based on the joint World Bank-IMF low income country DSA (LIC DSA), the Solomon Islands
remains classified as being at medium risk of debt distress.” Under the baseline, all debt
indicators are below their policy-dependent indicative thresholds and are expected to remain
50 over the medium and long term. However, several stress tests result in a substantial
increase in the debt burden and cause some indicators to rise significantly above their
thresholds. Given past debt problems and uncertain growth prospects, the government of the
Solomon Islands will need to proceed cautiously with new borrowing over the medium to long
term. In particular, the potential dependence on mining as a main driver of growth highlights
the need to improve the investment climate and business environment to raise productivity in
other sectors and broaden the production base.

I. BACKGROUND

1. At end-2008, total public debt was US$200 million (including arrears and public
credit guarantees), or equivalent to 32 percent of GDP.’ This level of debt encompasses

! This DSA was prepared jointly by the World Bank and IMF, in consultation with the Asian Development
Bank (AsDB). The debt data underlying this exercise were provided by the Solomon islands authorities.

? See “Debt Sustainability in Low-Income Countries: Proposal for an Operational Framework and Policy
Implications” (http://siteresources.worldbank.org/INTDEBTDEPT/PublicationsAndReports/20261908/debtSust-
complete%20paper.pdf) and (http://www.imf.org/external/np/pdr/sustain/2004/020304.htm,2/3/04) and “Debt
Sustainability in Low-Income Countries: Further Considerations on an Operational Framework, Policy
Implications” (http:/siteresources. worldbank.org/INTDEBTDEPT/PolicyPapers/20279458/DSfullpapersept.pdf
and (http://www.imf.org/external/np/pdr/sustain/2004/091004.htm , 9/10/04) and “Applying the Debt
Sustainability Framework for Low-Income Countries Post Debt Relief,”
(http://siteresources.worldbank.org/INTDEBTDEPT/PolicyPapers/21154573/DMSDR 1S3149398v 1 DSFPaperf
orweb.pdf) and (www.imf.org/external/np/pp/eng/2006/110606.pdf , 11/08/06).

* Compared to the previous DSA, the debt-to-GDP ratios have fallen substantially as a result of changes in the
methodology for compiling national accounts data. This has resulted in a large upward revision of the official
series for nominal GDP.


http://siteresources.worldbank.org/INTDEBTDEPT/PolicyPapers121154573/DMSDR
http://www-imf.org/extemallnp/pdr/sustain/2004/091004.htm
http://siteresources.worldbank.orgiINTDEBTDEPTlPolicyPapers/20279458/DSfullpapersept.pdf
http://www-imf.org/extemal/np/pdr/sustain/2004/020304.htrn,2/3/04
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the central government only, with debt data unavailable for state enterprises and provincial
governments. Around two-thirds of total public debt is external debt. The vast majority of
domestic public debt is owed to the banking sector (including the Central Bank of Solomon
Islands), with the National Provident Fund also holding government bonds amounting to
about one fifth of the total domestic public debt.* The overall level of public debt has
declined significantly in recent years (Table 1a and 2a). After a period of distress, the debt
situation improved substantially in 2007 following a rescheduling agreement reached with
major creditors under the Honiara Club Agreement (HCA).” As a result, total public debt (as
a share of GDP) declined from 57 percent in 2006 to 40 percent in 2007. Arrears to external
creditors were settled and all external debt obligations are now being serviced regularly.

2. As of end-2008, total external debt amounted to US$160 million, or 25 percent of
GDP. Public external debt accounted for over 85 percent of total external debt, mainly
stemming from multilateral agencies. Key creditors are the Asian Development Bank
(AsDB) and the World Bank Group’s IDA, with their shares of the total public external debt
around 40 percent and 30 percent, respectively, at end-2008. Other external creditors include
the European Commission, European Investment Bank, International Fund for Agriculture
Development, and Organization of the Petroleum Exporting Countries.

1. MAIN ASSUMPTIONS

3.  The baseline scenario encompasses current policies. The government is assumed to
make moderate policy adjustments on both the macroeconomic and structural fronts (Box 1).°
However, the fiscal stance would continue to be constrained by a slow growth recovery,
weak cash position, and limited borrowing capacity, necessitating a sizable compression in
government spending over the next few years. Even with envisaged large expenditure cuts
(as a share of GDP), the government’s cash position would still remain extremely tight,
requiring strict fiscal discipline and treasury management to ensure proper budget execution
and avoid spending arrears. A key assumption is that gold and nickel mining exports will
start in 2012 and 2015, respectively, boosting medium-term growth prospects and buttressing
official foreign reserves.

% The shares of the central bank and the private banking sector of the total debt are about 30 percent and 50
percent, respectively.

> The Honiara Club is a multilateral forum convened by the government of the Solomon Islands in October
2005 to seek debt relief from a group of major official creditors {Australia, the European Commission, the
European Investment Bank, and International Fund for Agriculture Development). The final agreement resulted
in a moratorium on principal repayments and forgiveness of interest payments during the moratorium period. It
also led to debt forgiveness from external creditors (equivalent to 1 percent of GDP).

® The Solomon Islands is currently classified as a weak performer with regard to its policies and institutions, as
measured by the World Bank’s Country Policy and Institutional Assessment (CPIA) index.



Box 1. Main Assumptions in the Baseline Scenario

Real GDP growth is projected to average around 5 percent during 2010-14—higher than the
historical average, which reflects negative growth experienced during the period of social and
political unrest in the early 2000s. Notwithstanding expected low growth in 2009, recent growth
projections through 2008 have been in line with outturns. Consistent with the official outlook,
logging activity is projected to decline sharply over the medium term due to depleted timber
reserves. Activities in other sectors will pick up, mostly in mining and agriculture. New, large gold
and nickel mining operations are assumed to commence production in 2012 and 2015, respectively,
in line with recent developments.' Inflation is expected to average 6% percent a year during 2010—
14, declining to about 5 percent in the longer term as international commodity prices stabilize.

The overall fiscal position is projected to run a small deficit, on average, during 2010-14,
However, rather than reflecting major policy adjustment, this situation is due largely to a
combination of falling revenue (as a share of GDP), a weak cash position, and limited capacity to
borrow. Reflecting existing donor commitments, inclusive of some scaling back over time of
assistance provided under the umbrella of the Regional Assistance Mission in Solomon Islands,
external grants are expected to fall in real terms. As a result, recurrent spending will likely be
compressed significantly from current levels in order to maintain a positive cash balance and avoid
expenditure arrears. The direct impact of new mining-related revenues is assumed to be relatively
low (below 1 percent of GDP), given no firm agreement on the tax regime in this area.

The current account deficit is expected to widen sharply over the medium term, due both to the
rapid decline in logging exports and large projected mining-related imports, principally supported
by foreign direct investment (FDI) in this sector. Before peaking at about 25 percent of GDP in
2016, the deficit would be expected to narrow temporarily in 2012 and 2013, when gold export
receipts start to materialize. In the long run, with nickel mining providing a major boost to export
earnings, the deficit would gradually fall and then stabilize at about 5 percent to GDP.

New borrowing and aid flows: Under the baseline scenario, the government is assumed to
maintain its policy of no new borrowing for recurrent expenditure. However, starting in 2011 it is
assumed to restart modest external borrowing for development expenditure, responding to needs to
improve basic infrastructure and given the expected fall-off in external grants. Nonetheless, the
authorities are expected to pursue a high grant element in their new external borrowing in keeping
with the spirit of the Honiara Club Agreement (HCA). Under the HCA, the government is expected
to refrain from new external borrowing and pursue grant financing and ODA until it achieves “green
light status” under IDA’s debt distress ratings system. Aid inflows would still decline moderately
over the medium term, while FDI from the mining sector (gold and nickel) expected to increase
significantly. The reserve cover would fall over the near to medium term to the equivalent 1.2
months of prospective imports coverage in 2011. It would then reverse, but fall below the three-
month threshold for most of the projection period again by 2028.

1/ Gold: Australian Selomons Geld Limited is leading a consortium (including the European Investment Bank and
World Bank Group’s International Finance Corporation) in investing around US$150 million to restart operations of
the Gold Ridge mine. Currently, the mine has proven reserves of around 800,000 troy ounces of gold, and is assumed
here to operate during 2012-18. Nickel: The Sumitomo Metal Mining Company is expected to invest around US$2
billion in a large nickel mining operation. The mine is assumed here to produce from 2015 onwards, with annual
production reaching around 30,000 tons (55 percent purity).




III. DEBT SUSTAINABILITY
A. External Debt Sustainability

Baseline

4. Under the baseline, all external debt indicators remain below the indicative policy-
dependent debt burden thresholds. Despite modest new external borrowing assumed to
start in 2011, all of the indicators would decline moderately over the medium term (Table
1a), led by steady repayment of existing debt. Over the long term, they would stabilize at
about half of the current levels.

Alternative scenarios and siress tests

5.  Several thresholds are breached under the historical scenario and a few stress
tests.

. The present value (PV) of debt-to-GDP ratio, debt-to-exports ratio, and debt-to-
revenue ratio: Under the historical scenario, the PVs of debt-to-GDP ratio and debt-
to-exports ratio exceed the thresholds. Among the bound tests, two result in
significant increases in debt burden indicators —the shock to net non-debt creating
flows and the combined shock to growth, exports, deflators, and these flows,
surpassing the policy-dependent thresholds over the near to medium term (Table 1b).’

. Debt service-to-exports ratio and debt service-to-revenue ratio: Under all scenarios
and stress tests, these indicators would stay below the policy-dependent thresholds,
supported by the relatively high concessionality of public external borrowing.

6.  Two country specific scenarios are also examined, based on different assumptions
from the baseline. They demonstrate the potential volatility of the Solomon Islands’ external
position and benefits that could accrue from pursuing a moderate path of adjustment over the
near to medium term.

. Higher-case scenario (Table 3a). Under this scenario, the fiscal stance is underpinned
by a more robust policy framework. Revenue growth would be higher than under the
baseline. Expenditure levels (as a share of GDP) would also exceed those in the
baseline, in part aided by additional donor budget support, which would backstop
further reforms. The more stable fiscal position would allow the government to build

7 These results are highly sensitive to expected large FDI inflows in 2010 and 2011 associated with new mining
and telecommunications operations.



cash reserves. Growth prospects would be expected to improve, in part due to higher
development spending. Over time, this would be expected to facilitate greater
external borrowing by both the government and the private sector. Based on these
assumptions, external debt (total and public) would be expected rise above that in the
baseline, mainly given the government’s greater capacity to borrow.

. Lower-case scenario (Table 4a): The main assumptions under this scenario are that
the start of new large gold mining production is delayed by two years to 2014 and that
large nickel mining operations, expected to start in 2015, do not materialize, in part
due to volatile commodity prices, land tenure issues, and financing constraints.
Compared to the baseline scenario, lower GDP growth, smaller export earnings, and
larger fiscal deficits that would be expected to arise in this case would not necessarily
lead to larger external debt. This is because government’s capacity to borrow abroad
would be constrained by its weaker underlying fiscal position, necessitating greater
recourse to domestic borrowing—potentially squeezing out the private sector and
further dampening growth prospects. The reserve cover would rise initially with gold
exports, but fall subsequently following the end of production. Assuming moderate
nonmining export growth, it would only be at around 1.5 months of import coverage
by 2029—well below the levels envisaged in the baseline and higher-case scenarios.

B. Public Sector Debt Sustainability
Baseline

7. Total public debt is expected to decline steadily over the medium and long term.
The debt-to-GDP ratio is projected to almost halve to 17 percent of GDP in 2014 from 32
percent of GDP in 2008. However, some debt indicators would remain relatively high. In
particular, the PV of public sector debt to revenue (excluding grants) would stay above 40
percent through 2014.

Alternative scenarios and stress tests

8.  Debt dynamics are subject to substantial risks. The results of the alternative
scenarios and stress tests indicate that lower GDP growth would significantly inflate debt
indicators, such as the PVs of debt-to-GDP ratio and debt-to-revenue ratio, particularly in the
longer term (Table 2b). The first bound test (a temporary but significant decline in GDP
growth) corresponds to the most extreme shock, owing to the combined effects over time of
relatively low expected growth in 2010 and 2011 and very large standard deviations in
historical growth averages. This finding again points to the sensitivity of this DSA to growth
conditions.

9. Public debt dynamics differ under the additional alternative scenarios. Despite
higher external public borrowing for development expenditure, public debt is lower under the
higher case scenario (Table 3b) than in the baseline scenario. This is due to a smaller need



for domestic financing under the former, as a result of stronger fiscal balances. On the other
hand, the lower-case scenario (Table 4b) points to a substantially higher public debt burden
due to both larger fiscal deficits and lower nominal GDP over the medium and long term.

IV. CONCLUSION

10.  The Solomon Islands face a moderate risk of debt distress. Under the baseline, no
thresholds are breached. However, several thresholds are breached under several stress tests,
indicating the vulnerability of the baseline to shocks, in particular to net non-debt creating
flows and the combined shock for the external DSA and to a temporary growth shock for the
public sector DSA. The balance of risks is to the downside. Weak government finances
already point to the need for further fiscal adjustment and exceptional financing. In addition,
delays in déveloping the mining sector could intensify dependence on traditional sectors,
reduce the level of potential growth and pace of poverty reduction, and ultimately jeopardize
fiscal and external sustainability.

11.  Considering past debt problems and uncertain growth prospects, the
government of the Selomon Islands will need proceed cautiously with new borrowing
over the medium to long term, concentrating on productive development outlays—notably
growth-enhancing infrastructure. In the meantime, given current vulnerabilities and the

near to medium-term outlook, policies will need to be put in place to strengthen underlying
fiscal and external positions, supported by additional external assistance.

Table 1. Solomon Islands: Selected Economic Indicators, 2008-29

2008 2009 201014 201619 202029 2029
Est. Proj. Proj. Proj.
Growth and prices (percentage change) '
Real GDP (percent change) 89 0.4 4.9 6.3 56 4.8
Of which : Nontimber and nonmining 71 3.7 4.4 52 5.0 4.5
CPI (period average, in percent) 17.2 8.0 6.5 57 5.0 4.5
Per capita GDP {(nominal terms, in US$} 1,268 1,290 1,612 2,488 4100 5,140
Central government operations (percent of GDP)
Total revenue and grants 48.9 50.8 455 345 26.8 28.9
Total revenue excluding grants 275 276 26.2 26.5 27.3 27.8
Total expenditure 47.3 51.1 455 35.3 31.1 30.5
Recurrent expenditure 23.8 25.3 225 214 214 21.5
Development expenditure 235 258 23.0 14.0 9.8 8.9
Of which: Domestic financed 43 45 4.8 55 8.6 71
Overall balance 1.5 -0.4 0.0 -0.8 -1.3 -1.6
Overall balance excluding grants -19.9 -23.5 -19.3 -8.9 -3.8 -2.7
Balance of payments (US$ miilions, unless otherwise indicated)
Current account -120.0 -69.5 -166.3 -208.3 -150.6 -184.9
(Percent of GOP) -18.7 -10.4 -18.5 -14.8 -5.1 -4.9
Gross official reserves (US$ millions, end of pericd) 90.1 81.4 857 697.8 500.0 2447
{In months of projected imports of GNFS) 3.0 2.3 1.7 11.8 6.4 3.4

Sources: Data provided by Solomon Islands authorities; and IMF staff estimates.



Figure 1. Solomon Islands: Indicators of Public and Publicly Guaranteed
External Debt under Alternatives to Baseline Scenario, 2008-29 1/
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Figure 2. Solomon Islands: Indicators of Public Debt under Alternatives
to Baseline Scenario, 2008-29 1/
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1/ The most extreme stress test is the test that yields the highest ratio in 2019.
2/ Revenues are defined inclusive of grants.



Table 1a. Solomon islands: External Debt Sustainability, Baseline Scenario, 200629 1/
{In percent of GDP, unless otherwise indicated)

Actual Est. Historical  Standard Projections
Average  Deviation 2009-14 2015-29
2006 2007 2008 2009 2010 2011 2012 2013 2014 Average 2018 2029  Average
External debt (nominal) 1/ 39.4 321 25.4 222 194 17.7 1568 14.1 133 1086 9.2
Of which: public and publicly guaranteed (PPG) 338 276 218 18.8 16.3 14.8 13.0 118 112 90 7.9
Change in external debt -2.8 73 8.7 -3.2 -2.8 -1.7 -2.2 -14 -0.8 -0.1 .1
identified net debt-craating flows -3.3 -4.2 0.3 0.0 17 1.8 -3.2 3.1 5.9 42 0.7
Noninterest current account deficit 59 116 178 1.2 9.1 10.6 17.8 221 148 127 239 75 46 8.0
Deficit in balance of goods and services 17.4 214 202 240 31.3 329 217 157 258 4.7 1.0
Exports 3556 387 381 313 279 249 3.3 338 316 334 320
Imports 59 811 £8.3 55.4 582 578 529 49.2 573 38.1 33.0
Net current transfers {negative = inflow) . -144 188  .183 46 6.6 -207 220 -18¢ -16.2 -13.5 -11.7 4.1 -1.1 -33
Of which: official -164 170 178 -220 233 212 -17.8 -14 8 -13.0 5.3 -5
QOther current account flows (negative = net inflow) 2.9 81 139 73 85 8.1 9.4 10.4 100 68 47
Net FDI {negative = inflow) -58 105 134 -1.4 4.4 -10.1 -150 181 -18.1 ~14.4 ~29.9 2.9 -3.5 8.5
Endogenous debt dynamics 2/ -3.4 -5.3 4.1 0.5 -1.1 -1.2 20 -1.4 -0.8 0.4 04
Contribution from nominal interest rate 0.6 0.8 0.9 05 04 0.4 0.3 03 ¢4 02 0.2
Contribution from real GOP growth 27 .38 18 0.1 05 05 -1.4 08 -0.5 0.3 0.4
Contnibution from price and exchange rate changes 1.3 286 32 0.8 -1.0 -1.1 -08 07 0.6 -0.4 -0.2
Residual (3-4) 3/ 0.6 -3.0 -7.0 -3.2 45 35 1.0 17 81 -4.2 0.7
Qf which: exceptional financing 00 00 0.0 00 00 a0 0.0 00 0.0 0.0 0.0
PV of external debt 4/ 26 200 178 158 142 12.2 108 98 79 71
In percent of exports 570 528 57.2 56.6 56.8 389 322 M3 235 224
PV of PP extemnal debt 222 166 1486 127 113 97 88 7e 6.3 58
in percent of exports 568 436 4686 455 454 308 255 249 18.0 181
in percent of government revenues .. 828 604 529 466 433 37.3 336 305 2386 209
Debt service-to-exports ratio (in percent) 35 64 103 11.1 103 104 7.0 58 56 3.4 2.6
PPG debt servica-to-exports ratio (in percent) 25 58 6.0 6.3 52 52 3.4 27 2.6 1.3 1.0
PPG debt service-to-revenue ratio (in percent} 38 86 84 71 54 50 4.1 36 32 16 1.1
Tatal gross financing need (millions of U.S. dollars) 86 229 5586 288 428 454 109 39 -44.3 1033 80.4
Moninterest current account deficit that stabilizes debt ratio 86 189 2486 13.8 208 237 171 14.1 247 75 4.5
Key macroeconomic assumptions
Real GDP growth (in percent) 6.9 107 6.9 10 78 0.4 24 28 88 65 3.7 41 28 4.8 58
GDP deflator in US dollar terms (change in percent} 3.2 7.0 109 0.7 91 37 48 58 55 50 4.5 4.9 3.6 21 31
Effective interest rate (percent) 5/ 1.5 25 33 38 55 20 20 20 20 20 19. 2.0 2.0 2.3 21
Growth of exports of G&S (US dollar terms, in percent) 168 325 137 24 268 -14.3 -4.6 =27 440 198 2.3 74 -4.0 6.0 88
Growth of imports of G&S (US dollar terms, in percent) 39.4 36.8 13.2 58 331 -1.1 146 6.3 52 40 26.0 8.2 48 65 55
Grant element of new public sector borrowing (in percent) 52.2 52.2 522 52.2 52.2 30.7 30.7 30.7
Govemment revenues (excluding grants, in percent of GDP) 236 268 275 276 272 261 259 255 258 26.8 27.6 269
Aid fiows (in millions of US daoltars) 7/ 1158 1405 1378 154.2 1771 1841 1765 1713 1677 108.8 595
Of which: grants 108.5 1264 1373 1642 1771 1763 1676 1612 156.9 983 46.2
Of which: Concessional Joans 8/ 7.3 141 0.5 0.0 00 7.8 9.0 100 109 7.2 13.3
Grant-equivalent financing (in percent of GDP) 9/ 21.4 231 247 231 19.2 166 180 5.9 14 46
Grant-equivalent financing (in percent of external financing) 9/ 100.0 100.0 1000 980 976 972 968 808 738 859
Memorandum items:
Norninal GOP (millions of US dollars) 456.7 8411 6418 €884 7171 7798 8955 10017 10857 17760 40038
Norminal doliar GDP growth 10.3 185 1886 4.2 73 88 148 118 8.4 9.2 6.4 8.8 8.1
PV of PPG axtemal debt (in mifions of US dollars) .. 1200 1085 978 91.0 883 8687 857 854 1123 2315
(PVt-PV-1)/GDP1-1 (in percent) . 25 -1.4 -1.0 -04 02 <01 0.0 0.5 04 0.4 04

Sources: Solomon !slands authorities; and IMF staff estimates and projections.

1/ Includes both public and private sector external gross debt, The DSA exercise was conducted jointly with the World Bank.
2{ Derived as [r - g - r{1+@)J{(1+g+regr) imes previous period debt ratio, with r = nominal interest rate; ¢ = real GDP growth rate, and r = growih rate of GDP deflator in U.S. dollar terms.
3/ Includes exceptional financing (i.e., debt relief); changes in gross foreign assets; and valuation adjustments. Residuals are large in the latter half of the projection peried, as reserves fluctuate mainly due to

the large and volatile FDI from the nickel mining company.
4/ Assumes that PV of private sector debt is equivalent to its face value.
5! Current-year interast payments divided by previous period debt stock.
6/ Historical averages and standard deviations are derived over the past 10 years,
7/ Defined as grants, concassional loans, and debt relief.
8/ In 2008, refers to disbursements from previous loans.

9/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the PV of new debt).
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Table 1b. Sclomon Islands: Sensitivity A

ysis for Key Indicators of Public and Publicly Guaranteed External Debt, 200929

(I percent)
Projections
2008 2010 2011 2012 2013 2014 2019 2029
PV of debt-io GOP ratic
Baseline 15 13 1 10 9 8 & ]
A. Alternative Scenarios
A1, Key variables at their historical averages in 2010-29 1/ 15 11 8 8 8 12 39 27
A2. New public sector loans on less favorable terms in 2010-29 2/ 15 13 11 10 9 8 7 7
A3. High-Case Scenario 3/ 14 13 11 10 9 @ 8 8
Ad. Low-Case Scenario 4/ 15 13 " 10 9 8 8 [
B. Bound Tests
B1. Real GDP growth at historical average minus one standard deviation in 2010-11 15 14 14 12 10 9 8 7
B2. Export value growth at historical average minus one standard deviation in 201011 5/ 1% 16 15 13 12 11 8 7
B3. U.S. doliar GDP deflator at historical average minus one standard deviation in 2010-11 15 15 15 13 1 10 -1 8
B4. Net nondebt creating flows at historical average rminus one standard deviation in 2010-11 & 15 40 67 59 54 51 38 17
B85. Combination of B1-B4 using one-half standard deviation shocks 15 44 81 72 66 63 45 22
B6. One-time 30 percent nominal depreciation relative to the baseline in 2010 7/ 15 17 15 13 12 11 8 8
PV of debi-to-axports ratio
Baseline 47 46 45 31 26 25 19 18
A. Altemative Scenarios
A1. Key variables at their historical averages in 2010-28 ¥/ 47 40 34 27 26 38 17 85
A2. New public sector loans on less favorable terms in 201029 2/ 47 46 46 32 26 26 21 22
A3. High-Case Scenario 3/ 46 46 46 33 29 29 25 26
A4, Low-Case Scenario 4/ 47 46 46 44 44 28 22 32
B. Bound Tesis
B1. Real GDP growih at historical average minus one standard deviation in 2016-11 47 45 45 3 25 25 19 18
B2. Export value growth at histencal average minus one standard deviation in 2010-11 5/ 47 75 a7 67 56 55 41 33
83, U.8. dollar GDP defiator at hisforical average minus ¢ne standard deviation in 2010-11 47 45 45 31 25 25 13 18
B4. Net nondebt creating flows at historical average minus one standard deviation in 2010~-11 &/ 47 145 267 180 162 163 113 55
85, Combination of B1-B4 using ons-half standard deviation shocks 47 146 288 203 173 174 121 59
B6. One-time 30 percent nominal depreciation relative to the baseline in 2010 ¥/ 47 45 45 3 25 25 19 18
PV of debi-to-revenue ratic

Basefine 53 47 43 a7 34 30 24 21
A Alfernative Scenarios
A1, Key variables at their historical averages in 2010-29 1/ 53 41 a2 32 34 47 146 98
AZ2. New public sector loans on less faverable terms in 2010-29 2/ 53 47 44 38 35 32 26 25
A3, High-Case Scenario 3/ 53 45 41 36 34 32 27 26
A4, Low-Case Scenario 4/ 53 47 44 40 37 32 23 22
B. Bound Tests
B1, Real GDP growth at histerical ¢@ minus one ¢ deviation in 2010~11 53 51 52 45 40 37 28 25
B2. Export value growth at historical average minus one standard deviation in 2010-11 & &3 61 57 50 45 41 3 24
83. U.S. doliar GDP deflator at historicat average minus one standard deviation in 2010-11 53 53 57 48 44 40 a1 28
B4. Net nondebi creating flows at historical ge minus one deviation in 2010-1% 6/ 53 148 254 229 213 199 140 83
B5. Combination of B1-B4 using one-half standard deviation shocks 53 180 310 279 260 243 171 78
B6. One-time 30 percent nominal depreciation relative {0 the baseline in 2010 7/ 53 64 59 51 48 42 3z 28

Debt service-lo-exparts ratic
Baseline ] 5 3 3 3 3 1 1
A Altemative Scenarios
Al Key variables at their historical ges in 2010-28 1/ 8 6 <] 4 4 4 5 8
A2. New public sector leans on less favorable terms in 2010-29 2/ 8 5 5 3 3 3 2 1
A3, High-Case Scenaria 3/ ] & 5 3 3 3 1 1
A4 Low-Case Scenario 4/ 7 8 8 5 5 3 2 2
B. Bound Tests
B1. Real GDP growth at hi ge minus ong dard deviation in 201011 8 § 5 3 3 3 1 1
B2. Export value growth at hi i ge minus one d deviation in 2010-11 5/ 8 7 ] 8 K] 5 2 V4
B3. U.S. doliar GDP deflator al historical average rinus one standard deviation in 2010-11 8 5 § 3 3 3 1 1
B4. Net nondebt creating flows at historical average minus one standard deviation in 201011 &/ 6 5 8 7 8 8§ 3 4
B5. Combination of B1-B4 using one-half standard deviation shocks 6 & £ 8 ] & 4 5
B6. One-time 30 percent nominal depreciation relative to the baseline in 2010 7/ [:] 5 5 3 3 3 1 1

Debt sarvice-lo~revenue ratio
Baseline 7 5 5 4 4 3 2 1
A, Alternative Scenanos
Al. Key variables at their historical averages in 201028 1/ 7 8 5 5 5 5 3 11
A2. New public sector loans on less favorable terms in 2010-29 2/ 7 5 5 4 4 3 2 1
A3, High-Case Scenaric 3/ 7 § 4 4 3 3 2 1
A4, Low-Case Scenario 4/ 8 6 5 5 4 4 2z 1
B. Bound Tests
81, Real GDP growth at histerical average minus one standard deviation in 2010~11 7 6 & 5 4 4 2 1
B2. Export value growth at historical average minus ene standard deviation in 201011 &/ 7 5 5 4 4 3 2 1
83, U.S. dollar GDP deflator at historical ge minus one deviation in 2016-11 7 ] 7 5 5 4 2 1
B84. Net nondebi creating flows at historical average minus one standard deviation in 2010~11 &/ 7 5 7 8 8 7 4 5
B5. Combination of B1-84 using one-half standard deviation shocks 7 8 g 11 10 9 5 8
B6. One-time 30 percent nominal depreciation relative to the baseling in 2010 7/ 7 7 7 & 5 4 2 2
Memorandum item:
Grant element assumed on residual financing {i.e., financing required above baseline} &/ I g [+ ] o s} 0 Qo

Source: IMF staff estimates.

1/ Variables include real GDP growth, growth of GDP deflator {in U.S. doliar terms). non-interest current account in percent of GDP, and non-debt creating flows. The DSA exercise was sonducied

Jjointly with the Wond Bani

2 Assumes that the interest rate on new borrowing is by 2 percentage points higher than in the baseling., while grace and maturity periods are the same as in the baseline,

37 See Table 3a for details,
47 See Table 4a for details.

5f Exports values are assumed to remain permanently at the lower level, but the current account as a share of GDP is assumed o return o its baseline Jevel aiter the shock {implicitly assuming

an offsetling adjustment in import levels).
& Includes official and private fransfers and FDL

77 Depreciation is defined as p deline in dolfard cumrenay rate, such that it never excesds 100 percent.

8 Applies o all stress scenarics except for A2 {less favorable financing) in which the terms on all new financing are as specified in footnote 2.



Table 2a. Solomon Islands: Public Sector Debt Sustainability, Baseline Scenario, 2006-28

(in percent of GDP, unless otherwise indicated)

Actual Est. Projections
Historical Standard 2009-14 2015-29
2006 2007 2008 Average Deviation 2008 2010 2011 2012 2013 2014 Average 2019 2029 Average
Public sector debt 1/ 57.1 403 31.8 273 240 218 188 170 158 13.7 17.3
Of which. foreign-currency denominated 339 2786 218 188 163 148 130 1198 112 8.0 7.9
Change in public sector debt 44 -16.8 -85 -44 33 -22 -28 -1.9  -11 -0.1 a7
Identified debt-creating flows -72 -9.6 -7.3 -2.1 31 18 25 16 09 -0.1 05
Primary deficit <24 -14 -2.4 -0.2 4.3 00 12  -01 01 0.2 0.3 -0.1 0.6 14 1.0
Revenue and granis 473 50.2 48.9 5086 519 488 446 416 403 324 288
Of which: grants 23.8 234 214 231 247 2286 187 161 145 586 1.2
Primary {noninterest) expenditure 450 488 46.4 506 507 4B7 447 418 405 33.0 29.9
Automatic debt dynamics 48 -8.1 -4.8 -1.6 17 1.7 28 -18 12 -0.86 -0.6
Contribution from interest rate/growth differential 44 -8.9 -35 -0.7 08 10 -21 -15 0.9 -0.5 -0.6
Of which: contribution from average real interest rate -1.0 -1.4 0.4 -0.5 -02 03 04 -0.3 03 -0.1 a1
Of which: confribution from real GDP growth ~3.4 -55 -2.6 0.1 06 07 -1.8 -1.2 -0.6 -0.4 -0.7
Contribution from real exchange rate depreciation 0.2 -1.2 -1.3 -1 08 -08 05 -0.4 -0.3 0.1 0.0
Other identified debt-creating flows ’ -0.3 0.2 0.0 04 02 0.0 0.0 a0 0.0 0.0 0.0
Privatization receipts (negative) 0.2 0.0 c.0 -04 -0.2 0.0 0.0 0.0 0.0 0.0 0.0
Recognition of implicit or contingent liabilities 2/ 0.0 0.0 0.0 0.0 0.0 a0 0.0 0.0 0.0 0.0 0.0
Debt relief (HIPC and other) -0.1 -0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 a0
Residual, including asset changes 116 -71 -1.3 -2.4 03 -04 03 -0.3 -0.2 0.0 0.2
fu—
Other Sustainability Indicators -
PV of public sector debt 348 271 233 206 184 157 138 1286 1.1 16.2
Of which: foreign-currency denominated 22,2 17.1 148 128 114 9.8 8.7 8.0 6.4 58
Of which: external 222 171 148 128 114 98 8.7 8.0 6.4 58
PV of contingent liabilities (notincluded in public sector debt)
Gross financing need 3/ ~0.1 28 1.1 28 1.0 20 20 21 21 28 5.0
PV of public sector debt-to-revenue and grants ratio (in percent) 684 555 460 396 377 352 332 33 34.1 528
PV of public sector debt-to-revenue ratio (in percent) 129.9 98.7 845 756 704 606 542 489 412 55.0
Of which: external 4/ 827 62.4 537 472 438 378 339 308 238 21.2
Debt service-to-revenue and grants ratio (in percent) 5/ 36 87 8.5 5.0 38 3.7 4.0 a1 4.1 59 13.5
Debt service-to-revenue ratio {in percent) 5/ 7.2 124 11.7 9.2 7.3 7.0 6.8 6.7 6.5 7.2 14.0
Primary deficit that stabilizes the debt-to-GDP ratio 8.7 154 6.1 44 21 22 28 2.1 1.4 0.6 0.4
Key macroeconomic and fiscal assumptions
Real GDP growth (in percent) 6.9 107 89 1.0 78 04 24 28 88 6.5 3.7 4.1 28 46 58
Average nominal interest rate on forex debt (in percent) 0.8 21 28 1.2 086 1.3 1.3 13 1.2 1.2 1.4 1.2 1.3 1.7 1.5
Average real interest rate on forex debt (in percent) -2.3 -06 a7 -1,3 08 0.4 09 07 -0.2 -0.8 -0.8 Q.0 06 -0.2 -0.9
Real exchange rate depreciation {in percent, + indicates depreciation) -0.5 -4.0 -5.0 1.3 103
Inflation rate (GDP deflator, in percent} 43 7.6 12.3 7.8 25 8.8 7.5 8.2 79 7.5 6.9 7.8 59 45 55
Growth of real primary spending {deflated by GDP deflator, in percent) 0.1 0.2 0.0 0.2 0.3 0.1 Q.0 0.0 00 0.0 0.0 00 0.0 0.0 0.8
Grant element of new external borrowing (in percent) 522 522 522 522 307 30.7 30.7

Source: Solomon Istands authorifes; and IMF staff estimates and projections

1/ The public sector covers anly the ¢entral govemment.
2/ Current estimate of recognized contingent liabilities.

3/ Gross financing need is defined as the primary deficit plus debt service plus the stock of shortderm debt at the end of the last pesiod.

4/ Revenues excluding grants.

5/ Debt service js defined as the sum of interest and amortization of medium and long-term debt.
6/ Historical averages and standard devations are derived over the past 10 years.
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Table 2b. Solomon Islands: Sensitivity Analysis for Key Indicators of Public Debt 2009-2029

Projections

2008 2010 2011 2012 2013

2014 2019 2029

PV of Debt-to-GDP Ratio

Baseline
A, Alternative scenarios

A1. Real GDF growth and primary balance are at historical averages
A2. Primary balance is unchanged from 2009

A3. Permanently lower GDP growth 1/

A4, High-Case Scenario 2/

A5, Low-Case Scenario 3/

B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2010-2011
B2. Primary balance is at historical average minus one standard deviations in 2010-2011
B3. Combination of B1-B2 using one half standard deviation shocks

B4. One-time 30 percent real depreciation in 2010

BS. 10 percent of GDP increase in other debt-creating flows in 2010

PV of Debt-to-Revenue Ratio 2/

Baseline
A. Alternative scenarios

A1. Real GDP growth and primary balance are at historical averages
A2. Primary balance is unchanged from 200¢

A3. Permanently lower GDP growth 1/

A4. High-Case Scenario 2/

AS5. Low-Case Scenario 3/

B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2010-2011
B2. Primary balance is at historical average minus one standard deviations in 2010-2011
B3. Combination of B1-B2 using one half standard deviation shocks

B4, One-time 30 percent real depreciation in 2010

BS5. 10 percent of GDP increase in other debt-creating flows in 2010

Debt Service-to-Revenue Ratio 2/

Baseline
A. Alternative scenarios

A1. Real GDP growth and primary balance are at historical averages
A2. Primary balance is unchanged from 2009

A3. Permanently lower GDP growth 1/

A4, High-Case Scenario 2/

A5. Low-Case Scenario 3/

B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2010-2011
B2. Primary balance is at historical average minus one standard deviations in 2010-2011
B3. Combination of B1-B2 using one half standard deviation shocks

B4. One-time 30 percent real deprediation in 2010

B5. 10 percent of GDP increase in other debt-creating flows in 2010
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23
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109
17
94
19

58
20

53

9

375
32

13

Source: IMF staff estimates.

1/ Assumes that reali GDP growth is at baseline minus one standard deviation divided by the length of the projection period. The DSA exercise

was conducted jointly with the World Bank.
2/ See Table 3b for details.

3/ See Table 4b for details.

4/ Revenues are defined inclusive of grants.



Table 3a. Selomon Islands: External Debt Sustainability, High-Case Scenario, 2006-29 1/

(In percent of GDP, unless otherwise indicated)

Actual Est. Historical Standard Projections
Average [Deviation 2008-14 201529
2006 2007 2008 2009 2010 2011 2012 2013 2014 Average 2019 2029 Average
Extemat debt (nominat} 1/ 384 32.1 254 222 192 178 16.4 15.8 1568 135 134
Of which. public and public guaranteed (PPG) 33.9 278 218 18.8 162 1541 14.0 137 139 12.1 108
Change in external debt -28 73 87 =32 -28 -1.3 -1.5 08 0.0 0.2 02
Identified net debt-creating flows -33 -4.2 03 -0.7 03 18 -2.9 28 -4.9 39 -0.3
Noninterest current account deficit 59 118 17.8 12 91 10.0 17.8 207 144 121 238 70 4.1 75
Deficitin balance of goods and services 17.4 214 20.2 234 331 338 221 15.9 251 4.9 22
Exports 355 39.7 38.1 313 275 245 3086 26 307 330 314
Imporis 52.8 81.1 583 847 80.7 582 52.7 485 55.8 37.9 338
Net current transfers (negative = inflow} -144 158 163 48 66 -207 238 218 «17.2 -138 -11.0 -3.9 ~1.4 -32
Of which: official -154 7.0 4786 -220 251 231 -18.5 -18.1 -123 50 -1.4
Other current accourt flows {negative = net inflow) 29 8.1 128 73 8.4 88 8.1 10.0 95 549 33
Net FDI {negative = inflow) -68 105 134 -1.4 4.4 -101 182 173 -14.7 -13.1 -27.4 2.4 37 -8.8
Endogenous debt dynamics 2/ -3.4 53 -4.1 06 -1.3 -1.4 22 -1.8 =11 0.7 07
Contribution from nominal interest rate 06 0.8 0.9 05 04 04 03 03 0.2 0.2 03
Contribution from real GDP growth 2.7 -3.6 -1.9 0.1 -0.6 0.7 -1.5 -1 08 0.5 0.7
Contribution from price and exchange rate changes 1.3 26 -32 4.0 -1.1 1.1 -1.0 -0.8 -0.6 0.8 0.3
Residual (3-4) 3/ 06 30 .70 25 32 32 1.3 20 4.9 4.1 0.4
Of which: exceptional financing Q0 00 0.0 0.0 00 0.0 0.0 a0 0.0 0.0 0.0
PV of extemal debt 4/ 264 199 178 156 14.1 124 114 110 96 10.9
In percent of exports 66.6 522 570 566 575 406 351 357 292 348
PV of PPG external debt 220 164 145 125 113 100 83 9.0 8.2 8.0
in percent of exports 554 432 464 455 462 327 288 29.4 249 2586
In percent of govemment revenues 820 598 526 453 413 36.0 33s 321 272 26.2
Debt service-to-exports ratio {in percent) 35 64 103 108 101 104 68 56 5.4 33 4.9
PPG debt service-to-exports ratio (in percent) 2.5 58 60 8.0 50 49 3.2 26 25 14 1.3
PPG debt service-to-revenue ratio (in percent) 38 86 84 6.8 4.9 44 35 a1 28 1.5 1.3
Total gross financing need (millions of U.S. dollars) 86 229 556 240 3389 485 14,7 108 -22.6 110.2 95.9
Noninterest current account deficit that stabilizes debt ratio 86 188 2486 132 207 220 156 12.7 23.7 71 39
Key macroeconomic assumptions
Real GDP growth (in percent) 69 107 6.9 1.0 76 04 3.0 3.8 9.7 7.7 53 5.0 3.7 6.1 6.7
GDP deflator in US doliar lerm s (change in percent) 3.2 7.0 108 0.7 g.1 4.0 53 6.1 56 4.9 4.0 50 3.4 21 3.0
Effective interest rate {(percent) 5/ 1.5 25 33 3.8 55 20 20 20 2.0 18 1.7 1.9 1.8 2.6 21
Growth of exports of G&S (US dollar terms, in percent) 169 325 137 24 26.8 -143 45 -18 4486 204 KN 79 -2 8 74 108
Growth of imports of G &S (US doliar terms, in percent) 394 368 132 58 33.1 21 204 57 5.0 40 26.0 9.8 5.7 8.3 6.5
Grant element of new public sector borrowing (in percent) . 522 52.2 522 52.2 52.2 307 205 27.3
Govemnment revenues (excluding grants, in percent of GDP) 236 268 275 276 277 274 218 27.8 28.1 30.2 30.7 30.2
Aid flows (in miltions of US dollars) 7/ 1158 1405 1378 1546 1922 2085 1992 1927 1805 1113 60.6
Ofwhich: grants 1085 1264 1373 1546 1922 1965 1830 1718 1575 102.2 50.0
Of which: concessional ioans 8/ 7.3 1441 05 00 00 120 16.2 210 230 9.1 10.6
Grant-equivalent financing (in percent of GDP) 9/ 214 231 264 253 206 174 14.7 5.6 1.3 4.4
Grant-equivalent financing (in percent of extemal financing) 9/ 100.0 1000 1000 972 96.1 94.8 93.9 88.0 61.3 80O
Memorandum items:
Nominal GDP (millions of US dollars) 4567 5411 6418 6701 7269 8010 9284 10491 11482 1920.1 4732.2
Nominal doliar GDP growth 103 185 186 4.4 85 102 15.9 13.0 9.5 10.3 7.2 8.3 99
PV of PPG external debt (in miilions of US dollars) 1180 1055 §7.2 911 908 931 978 103.8 158.1 3796
(PVEPVL1)/GDPt-1 (i n percent) 25 13 09 0.0 0.3 a5 0.6 -0.1 06 0.7 0.7

Source: Solomon islands authorities; and IMF staff estimates and projections
v

1/ Includes both public and private sector extemal gross debt. The DSA exercise was conducted jointly with the World Bank.
2/ Derived as [r - g - r{1+@)J/(1+g+r+gr) times previous period debt ratio, with r = nominal interest rate; g = real GDP growth rate, and r = growth rate of GDP defiator in U.S. dollar terms.

3/ Includes exceptional financing (i.e., debt relief); changes in gross foreign assels; and valuation adjustments. Residuals are large in the latter half of the projection period, as reserves fluctuate mainly due to

the large and volatile FDI from the nickel mining company.
4/ Assumes that PV of private sector debt is equivalent to its face value
5/ Current-year interest payments divided by previous period debt stock
&/ Historical averages and standard deviations are derived over the past 10 years.
7/ Defired as grants, concessional loans, and debt relief.
8/ in 2008, refers to disbursements from previous loans.

9/ Grant-equivalent financing includes grants provided directly to the government and through new borrowiryg (difference between the face vatue and the PV of new debt).

€1



Table 3b. Solomon Islands: Public Sector Debt Sustainability, High-Case Scenario, 200629

(In percent of GDP, unless otherwise indicated)

Actual Est. Projections
Historical Standard 200914 2015-29
20086 2007 2008 Averaga Deviation 2009 2010 2011 2012 2013 2014 Average 2018 2028 Average
Public sector debt 1/ 574 40.3 318 273 238 220 188 187 184 136 125
Of which: foreign-currency denominated 339 278 218 188 162 151 140 137 139 12.1 10.5
Change in public sector debt 4.4 -16.8 8.5 -44 35 18 22 -1.1 -0.4 -1.0 0.0
identified debt-creating flows 7.2 -9.6 73 -2.2 -45 3.2 -3.7 2.7 ~2.0 -2.7 -07
Primary deficit -2.4 -1.4 -2.4 -0.2 4.3 0n 24 13  -08 0.6 -0.5 09 -20 00 -1.0
Revenue and grants 47.3 50.2 48.9 506 541 519 475 442 418 35.6 317
Of which; grants 23.8 23.4 214 231 264 245 187 164 137 53 1.1
Primary (noninterest) expenditure 45.0 48.8 464 506 517 507 467 4386 413 3386 31.7
Autornatic debt dynarmics -4.8 -8.1 -4.8 -17 -1 20 28 -2.1 -1.4 -0.8 0.7
Contribution from interest rale/growth differential -4 4 -6.9 3.5 -0.7 1.0  -1.2 -2.3 -1.7 -1.2 -0.6 0.7
Of which: contribution from average real interest rate -1.0 -1.4 -0.9 0.5 02 03 03 -0.3 -0.3 041 00
Of which: contribution from real GDP growth -3.4 -5.5 -2.6 -0.1 08 0% 20 -1.4 -09 0.5 -0.7
Contribution from real exchange rate depreciation 0.2 -1.2 -1.3 -1.1 -08 <08 0.5 -0.4 03 -0.2 0.0
{Oher identified debt-creating flows -0.3 0.2 0.0 -0.4 -0.2 00 0.0 0.0 0.0 0.0 0.0
Privatization receipts (negative) -0.2 0.0 0.0 -0.4 0.2 0.0 0.0 0.0 0.0 0.0 0.0
Recognition of implicit or contingent liabilities 2/ 0.0 0.0 0.0 0.0 Q.0 0.0 0.0 0.0 0.0 0.0 0.0
Debt relief (HIPC and other) -0.1 -0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Residual, including asset changes 118 -7.1 -1.3 -2.2 1.0 14 15 186 1.6 18 0.7
Other Sustainability Indicators
PV of public sector debt 34.7 21.0 232 203 183 159 145 138 9.8 10.1 p—
Of which: foreign-cumency denominated 22.0 17.0 147 126 114 101 g4 9.1 83 8.1 BN
Of which: extemal 220 17.0 147 126 114 101 9.4 9.1 83 8.1
PV of contingent liabilities (not included in public sector debt)
Gross financing need 3/ -0.1 26 14 27 03 0.7 1.0 1.2 1.2 0.7 1.2
PV of pubiic sector debt-to-revenue and grants ratio (in percent) 69.1 552 458 376 352 335 327 R 217 32.0
PV of public sector debt-lo-revenue ratio (in percent) 129.2 88.1 840 735 667 572 519 485 32.5 331
Of which; extemal 4/ 82.1 61.8 532 457 417 364 338 324 215 264
Debt service-to-revenue and grants ratio (in percent) 5/ 36 8.7 85 48 3.5 33 35 3.7 38 3.4 3.7
Debt service-to-revenue ratio (in percent) 5/ 7.2 12.4 1.7 88 8.8 6.3 6.0 5.9 57 4.0 3.8
Primary deficit that stabilizes the debt-to-GDP ratio 8.7 15.4 6.1 44 1.1 08 13 0.5 0.2 -1.0 0.0
Key macreeconomic and fiscal assumptions
Real GDP growth {in percent) 6.9 107 6.9 1.0 7.6 04 30 3.8 97 7.7 53 50 37 6.1 6.7
Average nominal interest rate on forex debt (in percent) 0.8 21 29 1.2 06 13 13 13 1.2 1.1 1.1 1.2 13 19 1.5
Average real interest rate on forex debt (in percenty -2.3 0.6 07 -1.3 0.9 04 08 a7 0.3 -0.8 08 0.0 -0.6 -0.1 -0.7
Real exchange rate depreciation (in percent, + indicates depreciation) -0.5 -4.0 -5.0 1.3 10.3
Inflation rate (GDP deflator, in percent) 4.3 7.6 123 78 25 86 75 8.1 75 88 59 7.4 53 4.0 49
Growth of real primary spending (deflated by GDP deflator, in percent} 0.1 0.2 0.0 0.2 03 0.1 0.1 00 0.0 0.0 0.0 0.0 a0 0.1 0.0
Grant element of new extemal borrowing (in percent) 522 522 522 522 307 205 27.3

Source: Sclomon Islands authaorities; and IMF staff estimates and projections.

1/ The public sector covers only the central government,
21/ Current estimate of recognized contingent flabilities.

3/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period.

4/ Revenues excluding grants.

5/ Debt service is defined as the sum of interest and amortization of medium and long-term debt.

6/ Historical averages and standard deviations are derived over the past 10 years.



Tabie 4a. Solomon Islands: External Debt Sustainability, Low-Case Scenario, 2006--29 1/
(In percent of GDP, unless otherwise indicated)

Actual Est.  Historical Standard Projections
Average Deviation 2008-14 2015-29
2008 2007 2008 2008 2010 2011 2012 2013 2014 Average 2019 2029  Average
External debt {nominal) 1/ 394 321 254 222 194 178 164 154 13.8 115 10.6
Of which. public and publicly guaranteed (PPG) 339 276 218 188 1863 148 13.7 128 118 9.5 8.9
Change in external debt -2.8 -73 87 -32 28 18 -1.4 -1.0 -1.6 -0.3 0.0
Identified net debt-creating flows -3.3 -4.2 0.3 02 22 49 29 20 -3.4 2.5 -0.5
Noninterest current account deficit 5¢ 116 178 1.2 9.1 108 183 182 144 129 43 75 2.6 45
Defict in balance of goods and services 174 214 202 242 318 285 248 212 8.1 56 0.8
Exports 355 397 381 314 281 251 236 214 297 26.8 17.5
imports 529 61.1 583 557 600 548 48.3 426 37.7 32.3 18.4
Net current transfers (negative = inflow) -144  -158 -163 -4.6 6.8 -207 -222 -208 -17.¢ -158 -133 -5.4 -1.7 4.6
QOf which: official -154 170 -178 -220 -235 -215 -188 -166 -139 -6.0 -2.0
Other current account flows (negative = net inflow) 28 6.1 13.9 7.3 85 8.1 7.5 7.5 9.6 7.4 35
Net FDI (negative = inflow) -58 105 -134 -1.4 4.4 -0 -151 122 -105  -101 -6.1 4.3 -2.7 -3.9
Endogenous debt dynamics 2/ -3.4 -53 -4 05 1.0 -11 -1.0 -0.8 -16 ~0.7 -0.4
Contribution from nominal interest rate 06 08 09 0.5 0.4 0.4 0.3 03 03 0.2 0.2
Contribution from real GDP growth 27 -36 19 01 085 .05 -05 0.4 -1.2 0.5 -0.4
Contribution from price and exchange rate changes -1.3 -26  -32 08 08 08 08 -0.7 086 -0.4 -0.2
Residual (3-4) 3/ 06 -30 7.0 34 -50 -85 -4.3 -3.1 1.8 -2.8 04
Of which: exceptional financing 00 6.0 0.0 0.0 0.0 0.0 0.0 a0 0.0 0.0 0.0
PV of extemal debt 4/ .. 289 202 181 158 143 130 118 10.4 7.8 7.3
in percent of exports .. B76 532 575 867 571 550 558 350 292 42.0
PV of PPG extemal debt w224 168 147 128 114 103 8.4 8.2 59 58
In percent of exports .. 56.4 441 469 456 456 4386 439 27.6 22.1 323
In percent of govemment revenues .. 835 811 534 474 439 399 373 325 23.2 22.0
Debt service-to-exports ratio (in percent) 35 64 103 115 106 108 102 103 6.5 4.8 59
PPG debt senvice-to-exports ratio {in percent) 25 58 6.0 6.6 55 55 5.0 5.0 341 1.7 1.5
PPG debt service-to-revenue ratio (in percent) 38 86 84 7.5 58 83 4.6 42 38 1.8 1.0
Total gross financing need (millions of U.S. doliars) 86 229 558 305 456 &84 545 469 26 68.7 288
Noninterest current account deficit that stabilizes debt ratio 86 189 248 140 210 198 157 138 59 78 26
Key macroeconomic assumptions
Real GDP growth {in percent) 68 107 6.9 10 7.6 04 24 27 3.1 2.7 8.1 3.4 44 3.6 38
GDP deflator in US doilar terms (change in percent) 3.2 70 108 07 9.1 3.4 4.2 5.1 49 4.4 38 4.3 3.8 24 33
Effective nterest rate (percent) 5/ 15 25 33 3.8 55 2.0 20 21 2.0 2.0 1.9 2.0 1.7 2.0 1.9
Growth of exports of G&8 (US doallar terms, in percent) 169 325 137 2.4 268 -143 46 36 1.8 -2.8 57.4 56 5.1 63 39
Growth of imports of G&S (US dollar terms, in percent) 394 368 132 58 33.1 08 150 17 42 -58 0.4 05 3.0 5.1 2.4
Grant element of new public sector borrowing (in percent) .. 522 822 B22 52.2 52.2 52.2 409 447
Government revenues (excluding grants, in percent of GDP) 236 288 275 276 271 260 258 252 252 256 257 254
Ald flows (in milkons of US dollars) 7/ 1158 1405 1378 153.7 17869 1836 1754 1636 1663 108.8 56.7
Of which: grants 108.5 126.4 1373 153.7 176.9 1759 1671 1607 1562 96,0 42.1
Of which: concessional loans 8/ 73 14.1 05 0.0 0.0 77 83 89 10.1 128 14.6
Grant-equivalent financing (in percent of GDP) 9/ . 214 231 249 234 208 185 16.0 8.8 1.8 55
Grant-equivalent financing (in percent of extemal financing} 9/ .. 1000 1000 1000 980 977 975 971 94.4 80.9 90.1
Memorandum items:
Nominal GDP (millions of US dollars) 456.7 5411 6418 6665 7108 7678 8308 8914 10105 1507.8 2869.5
Nominal dollar GDP growth 103 185 188 3.9 8.7 8.0 8.2 7.3 13.4 7.9 84 5.8 7.2
PV of PPG external debt {in millions of US dollars) L1212 1077 982 911 878 854 836 826 893 1619
(PV-PVt-1)/GDPt-1 (in percent) -2.5 15 11 -0.5 0.3 -0.2 -0.1 -0.6 02 04 0.3

Source: Solomon Istands authorities, and IMF staft estimates and projections

4/ Includes both public and private sector external gross debt. The DSA exercise was conducted jointly with the World Bank.

2/ Derived as [r - g - r{1+g)}/(1+g+r+gr) imes previous period debf ratio, with r = nominal interest rate; g = real GDP growth rate, and r = growth rate of GDP defiator in U.S. dollar terms.

3/ Includes exceptional financing {i.e., debt relief); changes in gross foreign assets; and valuation adjustments. Residuals are large in the latter half of the projection pericd, as reserves fluctuate mainly due 1o
the large and volatile FDI from the nickel mining company.

4/ Assumes that PV of private sector debt is equivalent to its face value.

&/ Current-year interest payments divided by previcus period debt stock.

&/ Historical averages and standard deviations are derived over the past 10 years,

7/ Defined as grants, concessional loans, and debt relief.

8 In 2008, refers to disbursements from previcus loans.

8/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the PV of new debt).

¢l



Table 4b. Solomon Islands: Public Sector Debt Sustainability, Low-Case Scenario, 2006-28
{In percent of GDP, unless otherwise indicated)

Actual Est. Projections
Historical Standard 200914 2015-29
2006 2007 2008 Average Deviation 2009 2010 2011 2012 2013 2014 Average 2019 2029 Average
Public sector debt 1/ 57.1 40.3 318 27.3 240 218 200 185 164 16.2 204
Of which: foreign-cumrency denominated 339 2786 218 188 163 149 137 12.9 116 a5 89
Change in public sector debt 44 -186.8 -85 4.4 33 22 8 -1.4 -2.1 0.0 03
ldentified debt-creating flows -7.2 9.6 -7.3 -2.0 30 1.7 -1.2 -0.8 -1.8 00 03
Primary deficit -2.4 1.4 -2.4 0.2 43 0.0 12 01 0.3 04 05 oo 1.1 1.0 12
Revenue and grants 47.3 50.2 48.9 506 519 489 459 432 406 319 27.2
Of which: grants 238 234 214 231 249 229 2041 180 155 64 1.5
Primary (noninterest) expenditure 450 48.8 464 5086 507 488 462 436 411 330 281
Automatic debt dynamics -4.6 -8.1 -4.8 -1.5 -1.6  -1.86 -1.5 -1.2 -2.1 -1.1 0.7
Contribution from interest rate/growth differential -4.4 -6.9 -3.5 07 09 208 10 -0.9 -1.8 -0.9 -0.7
Of which: contribution from average real interest rate -1.0 -1.4 -0.9 0.5 02 03 -0.4 -0.4 -0.3 -0.3 0.0
Of which: contribution from real GDF growth ~3.4 5.5 .26 0.1 06 .06 07 -0.5 -1.6 07 -0.7
Contribution from real exchange rate depreciation 0.2 -1.2 -1.3 -0.9 0.7 07 -0.5 -0.3 -0.2 0.2 0.0
Other identified debt-creating flows 0.3 -0.2 0.0 -0.4 -0.2 0.0 0.0 0.0 0.0 0.0 0.0
Privatization receipts (negative) 0.2 0.0 00 -0.4 -0.2 0.0 0.0 0.0 0.0 0.0 0.0
Recognition of implicit or contingent liabilities 2/ 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Debt relief (HIPC and other) -0.1 -0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 00 0.0 a0 o0 c.0 0.0 00 0.0 0.0
Residual, including asset changes 1.6 7.1 -1.3 -2.5 -04 05 07 0.6 0.5 0.0 0.0 ;
Other Sustainability Indicators
PV of public sector debt 35.1 27.3 235 207 185 167 152 1341 126 17.2
Of which: foreign-currency denominated 224 17.3 15.0 13.0 1186 104 9.5 8.3 6.0 8.7
Of which. external 22.4 17.3 150 130 116 104 9.5 83 6.0 57
PV of contingent liabilities (not included in public sector debt) .
Gross financing need 3/ -0.1 26 11 2.9 1.1 21 24 25 24 3.6 6.3
PV of public sector debt-to-revenue and grants ratio (in percent) 69.9 558 464 389 379 364 351 324 385 63.5
PV of public sector debt-to-revenue ratio (in percent) 130.7 995 852 766 713 647 603 522 49.4 67.1
Cf which: external 4/ 836 63.1 543 481 445 405 378 330 235 223
Debt service-to-revenue and grants ratio (in percent) 5/ 3.6 87 6.5 52 4.0 39 42 4.5 4.4 76 19.9
Debt service-to-revenue ratio (in percent) 5/ 7.2 124 1.7 96 77 73 75 77 71 9.5 21.0
Primary deficit that stabilizes the debt-to-GDP ratio 8.7 15.4 6.1 4.4 2.1 21 2.2 1.8 2.6 11 0.7
Key macroeconomic and fiscal assumphons
Real GOP growth (in percent) 6.9 107 8.9 1.0 7.6 04 2.4 27 3.1 27 a1 34 4.4 36 38
Average nominal interest rate on forex debt {in percent) 08 21 29 1.2 0.6 13 1.3 13 1.2 12 11 1.2 0.8 11 10
Average real interest rate on forex debt {in percent} -2.3 -0.6 0.7 -1.3 09 04 09 07 -0.2 08 -0.8 0.0 -1.0 -0.8 -1.4
Real exchange rate depreciation (in percent, + indicates depreciation) -0.5 -4.0 -5.0 1.3 10.3
Inflation rate (GDP defiator, in percent) 43 786 12.3 7.8 25 886 75 82 7.9 75 6.9 78 6.8 5.1 6.3
Growth of real primary spending (deflated by GDP defiator, in percent) 01 02 0.0 0.2 0.3 G.1 0.0 00 0.0 c.0 0.0 0.0 0.0 0.0 0.0
Grant element of new extemnal borrowing {(in percent) 522 522 522 522 522 409 447

Source: Solomon Isiands authorities; and IMF staff estimates and projections

1/ The public sector covers only the central government.
2/ Cument estimate of recognized contingent liabilities,

3/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period.

4/ Revenues excluding grants.

5/ Debt service is defined as the sum of interest and amortization of medium and long-term debt.

6/ Historical averages and standard deviations are derived over the past 10 years.



