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PREFACE

Requested by the Standing Committee of the Pacific Island Conference,
this survey is part of a two-year project studying indigenous business
ventures in the Pacific, The purposes of the project are (1) to amalyze
indigenous husiness ventures in the Pacific in respect to identifying the
economic and social factors that contribute to the success and failure of
such ventures and (2) to recommend policy options and entrepreneurial
development and managerial assistance programs that can be readily adapted
to the Pacific islands envirorment. Case studies have been conducted in
six countries: Tonga, Fiji, Western Samca, Solamon Islands, Marshall
Islands, and Cook Islands.,

The survey of Solamon Islands businesses was conducted during September
1984, Because of certain problems in PIDP and a serious illress, I was not
able to return to Honiara to present the results until August 1985. At
that time a series of seminars were held, with representatives fram
govermment and the private sector, including some of the husinesses
enumerated in the survey. The seminars focused on the results presented in
the executive summary and other major findings.

Between October 1984 and July 1985 the goverrment had taken a number of
initiatives to correct problems identified by this study. These included

- Assessment by banking agencies to extend services to outlying
areas;

- BAssessment to coordinate and rationalize transportation,
particularly shipping;

» Development of more sites for businesses in Honiara;
» Development of radio programs on business operations;
* Expansion of training programs for small business persons.

In addition, efforts were underway to increase the use of business
advisory services, and the various business associations had increased
their role and commmication with goverrment. The seminars also produced
support for my proposal to establish a coordinating body for hbusiness and
investment applications, This idea had been considered several years
earlier but its implementation had been postponed, With the business.
sector having experienced considerable expansion since that time, it was
now felt that such a body would be viable.

The changes that occurred during the nine-month interlude are important
for two reasons, First and most important, they indicate efforts to assist
small businesses., Second, they describe the context in which this survey
was conducted. This survey is applied (rather than academic) research, and
its intent was to provide policymakers with information. while scme
informaticn has been provided, the policymaker cannot stand still. Thus,
the changes described above.
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However, from the perspective of applied research, not only the
information relevant to today's policy issues has been provided, But also
this survey is the first of its kind in Solaron Islands. Thus it falls
into the "exploratory research” genre, an effort to establish a baseline
from which "holes™ in the data can be discerned and corrected by subsequent
studies. Some of these "holes" are discussed in Appendix A; they are more
apparent in Appendices E through L; which present the complete data set,

So while some "holes" exist and additional efforts to assist small
businesses have been made, this survey hopefully retains some usefulness in
its description of Solamon Islands business owners and their business
enviromment, The views expressed in this report are mine alone.

Jim Rizer
September 1985
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EXEQUTIVE SUMMARY

This survey has been mandated by the Standing Canmittee of the Pacific
Islands Conference in order to (1) identify the social and econamic factors
that contribute to the success or failure of a business, and (2) recommend
policy options and assistance programs that can improve the performance of
small businesses. During the fieldwork a total of 73 businesses were
surveyed, representing all of the seven provinces and Honiara; inventories
of the econamic, physical, and social infrastructures in each province were
conducted; and 35 representatives of institutions that are central to
business development and the management of the nation's econamy (e.g.,
banks, government departments) were interviewed.

Independent since 1978 Solamon Islands is a scattered archipelago
stretching over 1,400 km and encompassing 802,000 km2 of ocean. Although
it has a relatively small population (estimated 1980 population of 228,000)
Solamon Islands has one of the world's highest growth rates (3.4 percent
per annum). The population is essentially rural, the largest urban area
being the residence for only 18,000 people (1979). The econamy (estimated
1982 GNP of US$159 million) has grown considerably over the last decade,
but the small cash econamy remains heavily dependent on the export of
primary products such as copra and logs. However, there has been an
expansion of same industries (e.g., tuna and oil palm) that export
processed products.

Since its independence private business activity in Solcamon Islands
has increased significantly, especially in businesses owned by indigenous
Melanesians. This increase has followed the expansion of the export base
(by value, volume, and product range) and government expenditures on social
and econamic infrastructures. Continued high econamic growth rates will
depend heavily on the capability of private businesses to become the main
source of econamic growth.

Although there are positive signs that the econcmy and private
investors are responding to this challenge, several structural
characteristics present considerable obstacles to growth. First, the cash
econcamy reamains relatively small and concentrated largely in urban areas or
government stations. Second, vertical and horizontal integration is highly
limited; for example, valuable indigenous timbers are exported as logs
rather than sawn timber. Third, capital formation in rural areas has been
essentially limited to major investments by government bodies and
foreign-owned companies. Fourth, the skilled work force is in short supply
and highly concentrated in the public sector.

Recognizing the potential role that private businesses will have to
play in the econamy's growth, this study has focused on (1) their problems
and needs, (2) identification of characteristics and/or operating methods
that facilitate success, and (3) recommendations for practical solutions.

The 73 businesses were interviewed by the fileld officers of the
govermment's Business Development Branch (BDB), which also assisted in the
crganization and coordination of the study. Businesses were assessed with
respect to the following criteria:

1

Pacific Islands Development Program
East-West Center



1. Location - rural/urban (including government stations) businesses,
2. Sector - trade/non-trade businesses, and

3. Performance - satisfactory/unsatisfactory businesses (satisfactory
business were defined as those that (a) showed profits or were breaking
even, (b) maintained stock levels with a steady flas of custamers, or (c)
were able to make regular loan and/or credit repayments).

The body of the report is broken into four chapters: Financial
Infrastructure, Econamic Infrastructure, Satisfactory and Unsatisfactory
Businesses, and Information Systems and Training. While these chapters
discuss data aggregated to the national level, the appendices include
presentations of the study's data for each of the provinces and Honiara.

JRecommendatiops

1. Consideration should be given to establishing a coordinating body
for all business and investment applications, a process that also helps to
speed up the processing of applications by various agencies.

. A myriad of govermment incentives exist for businesses, as
well as for a host of agencies that are involved with approving various
aspects of establishing or expanding a business. These incentives include
loans, building permits, and tax waivers. No single body coordinates and
provides information or processes applications. We believe that the
absence of a coordinating body has had a direct effect on the law
utilization rates of govermment incentives and misinformation concerning
them. Misinformation such as "loans are only for the rich" were voiced in
the survey. We recommend that consideration be given to establishing a
coordinating body for business development.

Rationale. A single agency with sufficient staff and support to meet
the businesses' needs in the provinces could greatly simplify goverrment's
systems of business incentives and regulations for both Solamon Islands and
overseas investors. Such an agency need not take over the functions of the
DBSI, BDB, the Foreign Investment Division, and other such bodies. But a
coordinating board and agency staff could develop an intimate knowledge of
all agencies and organizations offering services, provide valuable feedback
to those agencies on needs and problems, and serve as the primary contact
for business people.

2. Business associations should be encouraged and supported. They
should be structured in such a manner that they are working with govermment
rather than solely representing business interests.

Findings. Although only a few business persons in outlying provinces
specifically indicated the need for a business association in their area,
nearly all of the surveyed businesses in outlying areas stated that they
needed more information about markets, prices, and government programs for
businesses,
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Rationale. We believe that the number and quality of business
associations should be increased. Business associations can act as
conduits for information, aid businesses in solving problems, and provide
useful input in the design of governmment initiatives that support the
private sector.

Although this recommendation could be a cost-effective measure to
compensate for the general shortage of skilled labor, considerable
attention would have to be given to changing the current relationship
between the assocliations and government. At present the associations
represent business interests; we are suggesting that they act in concert
with government to design programs and implement programs that support
business development. Aid sources, including chambers of commerce, could
be utilized for both funding and organizational support.

3. Study should be made of the rural credit system with special
attention given to how and why shares are purchased, anticipated dividends
from these investments, alternative investments, and the possible effects
of pursuing the investment alternatives.

Eindings. Many businesses, especially those in rural areas, make use
of an informal lending network. Borrowing from friends and relatives
through the traditional cultural system (wantok) and using personal savings
are the major sources of capital., Although borrowing from wantoks is often
described as the purchase of shares in the business, few dividends are paid
to shareholders. Since this study did not concentrate on the rural credit
system, we are unable to define the size and velocity of the informal
network, However, it appears to be substantial and should receive further
study.

Rationale. Currently limited investment opportunities are available
in rural areas. The informal rural credit system provides one avenue for
investment. However, returns on investments are limited, which could
indicate that the informal system might contract if returns do not
increase. The system could also contract if rural residents are offered
other avenues for investment, such as through the Govermnment Shareholding
Agency (GSA). A contracted informal credit system could have a
considerable impact on rural businesses. The Honlara Technical Institut
(HTI) could be considered as a candidate to conduct the study. '

4. Banking agencies are currently assessing ways by which they can
extend services to outlying areas. These efforts should be supported.

Findings. Although programs have been designed to facilitate
businesses in obtaining loans, less than one-half of the surveyed
businesses used the Development Bank of Solamon Islands (DBSI) facilities,
with an even lower number using commercial banks. Lack of physical access,
especially in outlying areas, misinformation, and unfamiliarity with
banking agencies' procedures are the primary causes.

Rationale. Two potential benefits are praminent. First, lack of
physical access limits loan applications. By making loans more available
to suitable businesses, entrepreneurs might be able to expand and/or
improve their businesses' performance. Second, regular interaction with
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financial services can have a positive impact on business performance
through higher operating standards. These potential benefits have to be
weighed against the cost of providing banking services where demand will
often be uneconamic.

5. Shipping and road transportation require more coordination and
rationalization.

Eindings. The presence or absence of road transportation was seen as
an especially critical problem by rural businesses. Although the number of
transportation operatars may be excessive in same areas, there is a
critical shortage in others. Systemized delivery and collection services
were seen as needing considerable attention., Extension and improved
maintenance of the road network were also suggested by businesses,

Shipping services were criticized for their infrequency and
irregularity. Shipping delays are often crippling to businesses in
outlying areas. It would seem that these services need to be coordinated
in both the public and private sectors. We included three shipping fimms
in this survey and found that sufficlent working capital is critical. The
two fimms that underestimated the requirements were having problems while
the third fimm was operating successfully. Training for marine engineers
was identified as a specific need by the shipping firms.

Ratiopale., Few of the surveyed businesses indicated that govermment
should increase the size of its fleet or become a trucking operator. Most
of the swurveyed businesses preferred private sector ownership. However,
the businesses stated that govermment should become more involved in
regulating the transportation sector so that collection and delivery can be
regularized. Existing agencies, including provincial administrations, and
transportation operators should be able to design the necessary programs.

6. Demand for engineering and repair services and warehouses should
be assessed. Potential for bulk purchases of goods by warehouses should be
one consideration while awnership of them and engineering and repair:
services should be another.

Eindipgs. None of the surveyed businesses described engineering and
repair services as a priority need or the lack of them as a problem that
constrained their business operations. Of interest, however, is that of
the four repair businesses included in the survey, three were operating
satisfactorily. These three all were involved in machinery repair,
including outboard and diesel engines. The fourth, which was having
problems, repaired electrical items in a small market area. The success of
the businesses that were dealing with machinery would seem to indicate that
a considerable demand exists for these services that may not be recognized
in certain areas.

Warehouses in outlying areas could help to alleviate the problems
caused by shipping delays. Entrepreneurs in the Eastern Province were
especially critical of shipping services and felt that common storage
facilities would help to remedy the problem. Coammon storage also could
enable larger bulk orders, which would decrease unit costs.
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. Both engineering and repair services and storage
facilities are integral components of the econamic infrastructure. While
we did not attempt to estimate the demand for these services and recognize
that they may be unviable in certain areas, there could be areas where they
would be viable or where alternatives may be found. Public Works, BDB,
possibly the business associations, and HTI could assist in assessing the
demand for these services.

7. Avallability of sites for businesses, especially in Honiara,
should receive particular study.

Findings. Sites for businesses is a complex issue and is
locale-specific. Although only 18 percent of the surveyed businesses
considered lack of a suitable site to be a major constraint, 91 percent
were in urban areas and 55 percent (one out of every three businesses
surveyed) were in Honiara alone. In Honiara the issue revolves around
access to prime locations for retail operations. Indigenous Melanesian
businessowners were especlally vocal, stating that they could neither
obtain prime sites nor afford them. Although the survey did not attempt
to validate this claim, we reviewed the ownership of all commercial and
industrial sites in Honiara and estimate that only 9 percent are owned by
indigenous Melanesians. This subject requires further attention.

- Rationale. While the data indicate that the situation needs to be
studied, this issue seems to have same potential to become explosive and
thus hannf‘ul to general business development. While we cannot offer
solutions other than dialogue between govermment and business owners, we
can easily foresee schisms among the business community if the issue is
left unattended.

8. Consideration should be giveh to linking loan approvals and using
business advisory services.

Findings. Satisfactorily operating businesses make more use of
business advisers. Although this is not surprising, of interest is the
range and types of sources of advice that they used. For example, one
rural entrepreneur sent all of his records and receipts to a private
accountant in Honiara who sent back a monthly living allowance, with the
profits either put in a savings account or reinvested in expansion of the
business. Another entrepreneur who recognized his limited ability with math
had his uncle maintain the accounts. We highlight these cases because
although the entrepreneurs lacked specific skills they were able to
overcome the problem by finding alternatives. The leading sources of
advice were the BDB and private accountants.

Bationale. While this recommendation may be difficult to implement, a
relationship seems to exist between well-run businesses and the use of
advisers. One especially sensitive area was that those who did not use
advisers often underestimated their working capital requirements. Thus an
increased use of advisers would seem to be one method of improving business
performance, including loan repayments.
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9. Regular radio programs should be established that discuss: (a)
how and why businesses operate, (b) how and why banks operate, (c)
government incentives, and (d) retail price information.

Findings. If we had to identify the key problem faced by businesses
as well as their first priority need, we would say without hesitation that
it is information. We define information quite broadly to include, for
example, how and why banks operate, which overseas supplier has the best
prices for wholesale shipments of tinned beef, the daily cash-~-flow records
of a trade store, and how to obtain a tax holiday. Data indicate that
these four topics require more publicity.

Rationale. While the areas outlined are intended for business owners,
they could also provide useful information to the general population. The
radio is a cost-effective means to publicize the information.

10. Regular training courses on starting a business and bookkeeping
should be held in outlying areas. This could be implemented through a
mobile training unit.

11. Training in the use of credit, business planning, and marketing
could be held on a trial basis in Honiara.

Findings. With respect to training programs for entrepreneurs, we
have identified five key subjects for which courses could be mounted: (1)
starting a business, (2) bookkeeping, (3) the use of credit, (4) business
planning, and (5) marketing.

Rationale. While the first two courses are relatively basic and
generally needed the latter three courses are more advanced and
specialized. We suggest that the first two courses could be conducted in
all of the provinces on a regular basis by a mobile training team. The
more advanced courses could be held in Honiara on a trial basis. The BDB
should coordinate the courses and implement a follow-up program for course
participants.

12. With the prospect of a gold mine being developed at Gold Ridge--
one of several large projects including the new port at Noro--a high-level
post should be established to be concerned exclusively with assessing
potential business spin~offs, as well as designing implementation
strategies to maximize opportunities.

Ratjonale. Currently no one has assumed this role and without the
creation of such a post in the near term, major opportunities for
businesses will be lost to overseas companies.
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Chapter 1. INTRODUCTION

Requested by the Standing Committee of the Pacific Islands Conference
in 1980, this study of small businesses in Solamon Islands is designed (1)
to identify the social and econamic factors that contribute to the success
or failure of a business, and (2) to recommend policy options and
assistance programs that can improve the performance of small businesses.
A particular emphasis has been given to studying the strengths and
weaknesses of businesses owned by indigenous Melanesians. This emphasis
reflects a current and projected increase by indigenous Melanesians in the
ownership and operation of small businesses, especially in the rural areas,

Questionnaires were administered to 73 businesses, over 80 percent of
which were owned by indigenous Melanesians. The questionnaire details:

1. Socioceconanic characteristics of the business owners,
2. The structure and operations of businesses,

3. The pfoblems and needs of businesses,

4, The use of incentives by businesses, and

5. What the owners and operators perceive as being major reasons
for a business' success or failure.

The results have been tabulated for each of the seven provinces and the
national capital and main urban center, Honiara, with respect to: (1)
urban and rural businesses, (2) trade and nontrade businesses, and (3)
businesses that have been assessed to be operating either satisfacterily or
unsatisfactorily.

Additional data have been c¢ollected via an inventory of the econamie,
physical, and social infrastructure necessary for business development in
each province, Complementing the questionnaires and the inventory, 35
interviews were conducted with individuals from both public and private
sector organizations who have central roles in managing the econamy. These
people included officials of business associations, chartered accountants,
bankers, and the government department heads responsible for econamic
development,

The survey was conducted by six field officers of the Business
Development Branch (BDB) of the Solomon Islands government; the Pacific
Islands Development Program (PIDP) and the BDB coordinated the survey. -

Prior to independence (1978) business activity in Solamon Islands was
limited and dominated by foreign-owned companies in the plantation
agriculture sector and non-Melanesian traders. Since independence the
number of companies operating in Solcomon Islands has grown significantly,
especially those owned, either partially or totally, by citizens.
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Increased ownership by indigenous Melanesians has been especially .
pronounced and has resulted in the expansion of business activity to rural
areas. Much of this growth can be attributed to government programs and
_projects that have been aimed at (1) increasing the size and broadening the
. range of econamic production activities, especially natural resource based
such as cocoa planting schemes, and (2) rural development.

With ris1ng budgetary costs, government's ability to continue as the -
major engine for growth is constricting. Although some government projects
are yielding dividends many projects, for example, infrastructure, have '
longer gestation periods that will not produce results in the near future.
Thus- for econamic development to continue private business activity and-
investments will have to expand considerably.

Several factors have necessitated government investment in longer term
projects and have limited the expansion of business activity to date,
including: . .

. 1. Physical Distribution. Solomon Islands is a scattered archipelago
stretching over 1,400 km and encompassing 803,000 km? of ocean, which has
necessitated con31derab1e investment in widely dispersed transportation and

social services. :

: 2. Populatio nd Distributi Although Solamon Islands has

- the third largest population in the Paciflc (estimated 1980 population of
228,000) and one of the world's highest growth rates (3.4 percent average
annual growth rate [AAGR] for 1976-81) the population is still relatively
small (i.e., a small internal market) and is located mostly in small
villages that are widely scattered over 29,000 ~of land and dozens of
islands. There are few urban areas with Honiara being the largest and the
residence for only 18,000 people (1979). Small diffused population
concentrations reduce econamies of scale.

3. [Economic Production. From 1973 to 1978 real Gross Domestic
Produce (GDP) increased at a 7.4 percent AAGR. This slowed to 2.2 percent
AAGR for 1978-81, with real decreases in 1980-81. These fluctuating rates
reflect a dependence on primary products such as copra and logs, which are
highly vulnerable to world price changes. Although diversification, for
example, into oil palm, has had same positive impact the econamy's current
buoyancy is directly attributable to higher world prlces, especially for
copra. ,

4. Openness of the Economy. Even with higher prices trade generally
has declined since 1979. This reflects the huge oil price increases of

1979 and 1980. Solamon Islands is totally dependent on imported mlneral

- fuels for electricity production and inter-island transportation. In 1981

total imports (c.i.f. value) equaled 57 percent of GDP, exports (f.o.b.
value) 42 percent of GDP, and the trade deficit 16 percent of GDP.

. Imported inflation accounted for roughly two-thirds of" the 1981 14 5

percent 1ncrease in the Honiara Retail Price Index.

' 5. St;uctuge of Ecoggg;c Act;v;;y At the time of the last census
(1976) only 16 percent (16,410) of those aged 15 and over were employed in -
-formal wage and ‘salary employment Nearly one-third . (30_percent)_of these
. : _ _ g : .
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people were in Honiara and over 40 percent were in govermment. These
figures reflect a small market. With nearly 50 percent of the total work
force involved in subsistence production and producing copra, the size of
the market is small and fluctuates dramatically (due to copra prices).

6. Distribution of Income. The last household income survey (1974)
indicated that 14.2 percent of all households repcrted no cash income. In
one district only one percent of the households reported no cash income
while another district reported 25 percent. Average cash income per capita
varied between districts by a factor of 3.7. These figures also reflect a
small market as well as one that is unevenly distributed in terms of both
location and income classes.

7. Lack of Skilled Labor. Although literacy rate figures vary widely
(the Asian Development Bank [ADB] estimated 13 percent literacy in 1980

while the South Pacific Cammission [SPC] indicated that 49 percent of the
1976 population was uneducated), the number of people who have been
educated at the secondary school level is limited and even fewer have
received technical or tertiary education. Although this picture-is
changing, the bulk of the work force remains largely unskilled.

8. The Politics of Independence. During one of the interviews with
the institutional representatives (described above) a high-ranking

expatriate civil servant who has been working in Solcmon Islands. since the
early 1970s stated that "Until just prior to independence there had been
little attention given to developing a skilled indigencus civil service by
the colonial administration.™ If this legacy is correct, one can assume
that with independence Solomon Islands has had to evolve development plans
and objectives and manage a small open econamy during turbulent times
without the necessary resources. Of course, one could argue that even a
highly skilled bureaucracy does not mean positive results as indicated by
the, at best, fluctuating econcmies of the United States and the United
Kingdom. The point is, however, that the machinery to plan and implement a
positive enviromment for econamic development was not established, if this
person's views are accurate.

A second political issue is that of decentralization. Pricr to
independence there were four administrative districts. With independence
there are seven provinces (plus the capital) that for the most part,
reflect major islands or groups of islands, Decentralizatiocn efforts
reflect an attempt to channel decision making to structures that more
accurately represent traditional social organization. Traditional
organization is based on land ownership by extended families. This type of
organization, in the context of widely scattered islands and many diffused,
often isolated, villages, has facilitated the evolution of roughly 90
dialects and considerable cultural variations. Decentralization is seen as
a vehicle to enable traditional decision making and national econamic
develomment to occur simultanecusly. Although decentralization may be an
essential component of development it will be same time before it pays
econamic dividends.

Thus we find businesses operating in an enviromment that is dominated

by external factors (e.g., openness and vulnerability to price
fluctuations), historical patterns of development (e.g., small, dispersed
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villages), a somewhat difficult colonial legacy (e.g., lack of skilled
labor), and attempts to combine traditional decision making with national
economic development (e.g., decentralization). All of these factors in one
form or another, present hurdles to the expansion of business activity.

However, there also are positive signs that (1) businesses are
succeeding, (2) the market and economic production are increasing, and (3)
more resources are being utilized in a more efficient manner.

Lending by banks is increasing and services are being extended to
rural areas. The performance of investments by the Government Shareholding
Agency (GSA) and the National Provident Fund (NFF) have been positive. The
development of a new port and fish cannery at Noro, the extension of
agricultural schemes, and the possibility of a gold mine being opened on
Guadalcanal all portray optimism and growth. This optimism and recognition
of growth potential is manifested by the actions of individual business
awners: their numbers are increasing, they are entering new sectors of
activity, they are utilizing forms of financing that range from the
solicitation of funding through the traditional social organization to
joint ventures with large foreign companies, and they are becoming more
vocal and articulate with respect to the type of enviromment in which they
wish to operate.

Thus the enviromment has its share of problems as well as individuals,
organizations, and structures that are solving them. In this vein this
study has been conducted with the aim of contributing to the
problem-solving process.

Organization of the Report

Aside from the brief introductory chapter, the body of the report
highlights the major findings of the study and is organized in the
following manner:

Chapter 2: Financial Infrastructure

Chapter 3: Econamic Infrastructure

Chapter 4: Satisfactory and Unsatisfactory Businesses

Chapter 5: Information Systems and Training

The body of the report is purposely limited with respect to
statistical data. Rather, the study's data are utilized to discuss major
issues., Detailed statistical presentations are in the appendices for each

province and Honiara. Tables 1 and 2 show the surveyed businesses with
respect to industry, province, and major variables.,
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Number of Businesses Surveyed by Main Activity and Province
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Chapter 2. FINANCIAL INFRASTRUCTURE

This chapter highlights issues relating to the institutionalized
financial infrastructure, with sections on commercial and development
banks, business advisers, office supplies, and business associations.
However, in the "Qverview™ the noninstitutionalized, or informal, financial
infrastructure is emphasized. In a small developing eccnomy this informal
system plays a vital role in the establishment and expansion of commercial
activities, especially outside of the main urban centers. Our data
corroborate this view. '

In this chapter we have not attempted to deal with all of the issues.
For example, we do not discuss the reasons that so few businesses utilize
government's tax incentives because this will be discussed in the chapter
on information systems and training. However, we discuss certain aspects
as to why (and why not) banks are used for business loans.

Overview

In general, financial and office support systems are limited outside
of Honiara. Although this is hardly surprising, it has major implicatiocns.
Obviously this limits an entrepreneur's access to and use of a range of
suppert systems, including credit and business advisers. However, this has
led to the institution of creative measures to enable the use of Heniara's
resources including, for example, accountants by rural entrepreneurs (see
section on "Accountants and Business Advisers™ below). Yet these measures
tend to increase dependence on transportation and communication systems,
which are often irregular or inadequate.

However, dependency on weak transportation or communication links is
only one part of the equation. We believe that the absence of regular
interaction between business persons and a comprehensive financial
infrastructure can limit their performance and encourage the imitation of
business practices that are beneficial neither to the business nor the
consumer. For example, in 1981 the Statistics Office conducted price
surveys of 52 basic items throughout Solcamon Islands that showed that
prices for, say, salt varied between $0.30 and $0.35 (average $0.33) per kg
in Honiara while in the Western Province prices ranged from $0.30 to $0.80
(average $0.55) per kg. What factors cause these price variations?
Transportation and lower sales volume (i.e., econamies of sale) are
inadequate explanations. We believe a more substantial factor to be that
many businesses do not know pricing systems, and without regular contact
with knowledgeable people these practices will continue. The result is
higher prices for the consumer, which in turn, in cash-poor areas, should
mean reduced sales volume for the entrepreneur.

We cannot pretend to offer a ready solution to the above problem.
However, the absence of a knowledge base and suitable business models has
to be seen as affecting the expansion of indigencus business activity
outside of Honiara. This view echoes that given by the interviewed
institutional representatives who stated that business role models (for
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indigenous Melanesians) were lacking. One'of the people interviewed went
on to say that same of the expatriate business persons were in Solamon
Islands because they had failed in Papua New Guinea, Fiji, or Australia.

On a more positive note, the use of lending institutions is increasing
throughout the country. Furthermore, the number of small (under $2,000)
loans has increased, which reflects increased business activity. The DBSI
is especially responsible for this success. In our survey we found that 37
percent of all urban and 27 percent of all rural businesses had received
DBSI loans.

Table 3 depicts selected components of the financial infrastructure
with respect to problems, needs, and the use of government's contributions.
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Table 3. Financial Infrastructure - Problems, Needs, and Use of Government
Support - Rankings by Business Operators (% are shown in parenthesis
and are based on the number responding to the question)

B US INESS

- BDB (advisers)

= Cooperatives
(advisers)

= Taxes

2 (36%)11 (853)11 (298) 11 (27%) 11 (W1%) 12 (17%)
5 (10%) 13 (31%)!3 (15%) i- (0%) ES (8%) 57 (42)
3

; : .
(188) 4 (89) iu 9 i3 <1uz)§5 (&%) .fs (123)
. ] ]

[} 1
By Type of Business| { Institu-
! ! ! i | iUnsat- | tional
Problems, Needs, | i | | Non- |Satis- |isfac- | Represen-
and Use | Urban | Rural | Trade | trade |factory,tory | tatives
K 1 ) 1 1 | |
| I { i i | l
Finance | i | | i i |
- Problem glack of | | i | | ! |
capitt).al) 11 (61%) 11 (T0%) 11 (57%) 11 (453> 11 (57%) 12 (46%)) 10 (23%)
- Need 52 (50%)51 (42%);2 (39%‘)52 (41%).:2 (ll9%)i2 (62%)5 9 (23%)
[} | | [} ] [}
Business Advisers | | | ' i ! |
- Need 15 (11%) |4 (16%) ié (12%):6 (9%) 17 (128)15 (1281 1 (97%)
i i | i i
Financial Services | ! i i H | |
- Need 55 (11%)56 (5%) i6 (12%)i6 (9%) iS (14%)56 (8%) i 1
] I ] - ] 1
Use of Government | ! i B i | |
Support Systems | | i i i i |
- Capital (loans |1 (49%)i2 (45%) 12 (27%)i2 (27%) 12 (313) i1 (338)| Not
from DBSI) i i i i | | | applic-
i ' | | | | ! able
] ]
1 i
1 |
i i
i !

2Problems were ranked on a scale of 1 to 10.
bNeeds were ranked on a scale of 1 to 6 by urban and rural businesses, 1 to 7
by trade and nontrade businesses, 1 to 11 by satisfactory and unsatisfactory
businesses, and 1 to 9 by institutional respresentatives.

%Use of govermment incéntives was ranked on a scale of 1 to 5 by urban and
rural businesses, 1 to 4 by trade a nontrade businesses, and 1 to 8 by
statisfactory and unsatisfactory business.

d’l'he different rankings were based on freguency of response; the questions were
open-ended and did not detail options.
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Rankings are shown for the various types of businesses (e.g., urban and
rural) as well as for the institutional representatives. The differences
between institutional representatives and the entrepreneurs are immediately
apparent: they are in total opposition. However, it should be stressed
that the rankings are based on the frequency of response and that intensity
(severity) measures were not attempted.

Although we give more attention to the variation between institutional
representatives and the entrepreneurs below (see "General Comment on
Lending Institutions"), several issues should be raised., First, the wide
difference is an extreme case; in most instances the entrepreneurs and
institutional representatives were in agreement. For example, both groups
felt that lack of management skills was a fundamental problem that needs
correction.

Second, we believe that the current buoyancy of the econamy has
created an optimistic atmosphere. Although both the institutional
representatives and the entrepreneurs agreed on this, the institutional
representatives were more cautious because they see copra prices falling
and slower econanic growth. The views of the business owners can be
typified by the data on urban and rural businesses. For example, of the 58
businesses responding to the question 78 percent had either "positive" or
"satisfactory" impressions of the econamy's performance. This was true in
both rural and urban areas (both 78 percent). The major exception was in
the Western Province, where 60 percent of urban businesses had either
"mixed" or "negative" views of the econamy. Of the 50 businesses
responding to the question on future plans for the business, 85 percent of
urban and 91 percent of rural businesses planned to either maintain current
levels of operation or expand. However, 91 percent of rural businesses
planned expansion as opposed to 36 percent of responding urban businesses.
Nine percent of rural businesses planned to contract whereas 15 percent of
urban businesses planned to contract or dissolve.

We believe that this positive view of the econamy and the desire to
expand, which implies a strong presence of entrepreneurial behavior,
represent a high demand period for capital as business owners seek to
maximize returns in the near term. Whether or not expanded levels of
operation can be maintained is another question. However, it must be
stressed that the juxtaposition of institutional representatives displaying
cautious optimism and entrepreneurs seeking higher returns is not
unhealthy. Rather, both are doing their jobs: one is attempting to build
and maintain a stable econamic climate while the other acts the part of a
dynamic force in trying to lead economic growth.

A third issuve is the source of capital, especially initial or start-up
capital. The survey determined that satisfactorily operating businesses
made more use of self-financing schemes than unsatisfactorily operating
businesses. This was especially true for smaller operations and businesses
outside of Honiara. Although these businesses utilized both commercial and
DBSI lending facilities they were able to generate a considerable portion
of capital from their own sources. For example, we found businesses in
which entrepreneurs used personal savings that were accumulated through
wage and salary employment as initial capital. This was also true for
working capital, as in the case of a trade store in Saint Ysabel in which
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the owner invested copra earnings in his business. It was not uncommon to
find businesses aoquiring some capital through the sales of shares or Ly
borrowing from friends and relatives.

Since the most common source of capital was through a combination of
personal savings, sales of shares to friends and relatives, and borrowing
from friends and relatives we believe that the non-institutionalized credit
system is very active. This system relies heavily on friends and relatives
(the extended family) or the wantok system. We have been unable to
completely isolate the total role of the wantok system, especially, for
example, the number of times an entrepreneur requests support and is
rejected, However, the data suggest that the wantck system is a viable
source of funds.

A major source of expansion and/or working capital was profits. Of
the 24 businesses that declared profits, 63 percent reinvested them in the
business and an additional eight percent saved them for future use. Only
four percent stated that profits were paid to shareholders.

The use of internally generated funds for reinvestment is clearly
positive behavior., Short-term needs may require that shareholders cannot
be paid dividends. This again can be positive behavior. However, problems
could result over the long term if dividends are not paid. With cash
generally in short supply in rural areas, potential shareholders may decide
against participating in an investment if returns are distant or
nonexistent. Two fundamental questions are: (1) do shareholders expect
dividends or do they see their shareholding as a "gift" to an extended
family member? and, (2) are there other investment opportunities for

potential shareholders? The first question was not addressed by the survey
since we did not conduct any interviews with shareholders.

The latter question cannot be directly addressed based on the
available data. However, our data including provincial inventaries and
interviews with institutional representatives suggest that investment
opportunities for small investors are limited, especially in the rural
areas., Without increased investment opportunities for the rural population
we cannot foresee the development of a strong capital base, except in areas
with commercially viable natural resources. A ready solution might be to
establish investment programs for small investors through agencies such as
the GSA." However, this could also result in a much contracted
noninstituticnalized credit system. Simply, this survey was not organized
to study rural and/or noninstitutionalized credit systems, which are single
studies in their own right. What our data indicate is that the strengths
of the noninstitutionalized credit system should be assessed before actions
are undertaken that could undermine its viability. However, the lack of
investment opportunities cannot be left unattended.

Lommercial Ranks

Efforts are being made to extend commercial banking facilities to
areas that currently are not receiving service., Proposals include using,
say, a trade store as a bank's representative in an outlying area.
Procedures for savings and checking accounts appear to be fairly
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straightforward. Procedures for business loans (including working and
start-up capital) have not yet been set in place. Extension efforts should
include a considerable information component, including how and why banks
operate and what benefits can be obtained through them.

The study determined that satisfactorily operating business tended to
make more use of commercial banking facilities than unsatisfactorily
operating businesses. However, the businesses utilizing commercial banks
were, with one exception, all in areas that had these facilities (e.g.,
Honiara, Gizo). Thus lack of physical access is seen as a major
constraint.

The businesses utilizing commercial banks also tended to use external
advisers, especially private accountants, and have had relevant business or
management training and work experience. This suggests that access to
information, including knowledge of information sources, is an important
determinant in the use of commercial banks.

The size of business loans varied between $500 and $40,000, mostly in
the $1,000 to $5,000 range. Both trade stores and nontrade businesses
utilized commercial loans. However, as noted, these businesses were
located in areas that were serviced by commercial banks and, again with one
exception, in urban areas. In other words, commercial banks have not
entered rural areas.

Development Bank of Solomon Islands (DBSI)

Use of the DBSI is also determined by physical access. Thus in areas
where DBSI branches are established, businesses are making use of them.
The survey data indicate that nontrade businesses are more likely to use
the DBSI than commercial banks. The sizes of DBSI loans vary far more than
commercial bank loans, in one case approaching $500,000. The data also
indicate that unsatisfactorily operating businesses tend to make more use
of the DBSI than commercial banks.

General Comment on Lending Institutions

Business owners have opposing views on lending institutions. One
group, predominantly Melanesian business owners, feels that banks,
including the DBSI, do not provide sufficient access to credit and that,
specifically, the terms and conditions of loans are too restrictive and
severe (e.g., collateral and interest rates) for new or small businesses.
The other group, comprised of institutional representatives, believes that
credit is readily available provided that sound management of a loan can be .
demonstrated. Two facts lend support to the latter view: (1) the banks
are "flush" with money, due to the econamy's buoyancy, and are locking for
viable projects to which to lend, and (2) the recently established
guaranteed micro~-loan scheme enables concessional terms and conditions
(i.e., guarantees).

However, the opposing view can also demonstrate validity. For
example, in the survey of businesses in the Eastern Province 33 percent of
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the entrepreneurs described loans as "being only for the rich.™ Although
one could argue that these business owners are merely misinformed, it is
also possible that they are completely uninformed which is questionable.
Same publicity has been given to, for example, the micro-loan scheme
through the radio and newspapers., However, if we consider all of the
information sources utilized by businesses in the Eastern Province then we
find that BDB officers are the major and only institutional source of
business advice. Although BDB officers have some familiarity with loan
applications and lending institutions the field of ficer who conducted the
survey in the Eastern Province had not received loan procedure training or
lending institution orientation. Thus this key source of advice had not
been fully utilized in his role of extending support to businesses in
cutlying areas. '

Accountants and Business Advisers

The study determined that satisfactarily operating businesses tended
to make more use of external advisers than unsatisfactorily operating
businesses. Interviewed institutional representatives stated that the
willingness to seek and use external advisers was a key determinant in a
business! success. The data indicate that the BDB is the main source of
advice outside of Honiara, but in Honiara private accountants will be
utilized. No private accountants operate outside of Honiara according to
the provincial inventories. Cooperatives of ficers also were a major source
of advice outside of Honiara. In one rural area a business owner utilized
his uncle, who was "good in maths"™ for assistance with recordkeeping and
ordering supplies. Another rural businessman sent all of his records and
business income to an Honiara accountant, who sent back a fixed monthly
living allowance and used the balance to pay off creditors and for savings
and other investments. Of interest is that this individual had little
education or husiness experience yet was operating successfully.

M though nontrade businesses make considerable use of accountants and
the BDB they also tend to make more use of technical advisers than trade
stores. Prominent sources of advice were the Land Development Authority,
the Department of Agriculture, the DBSI, and the Public Works Department.

The size of the business also seemed to determine the source of
advice. Larger operations in Honiara used international accounting or
management firms while small- and medium-sized businesses used either
private accountants or the BDB. According to the institutional
representatives international firms and local private accountants were not
in competition because of this difference.

One aspect of the study that could not fully be determined is whether
or not the demand for advisers was being met. The data are ambiguous,
there seemed to be scme confusion regarding the role of the BDB and, more
generally, business advisers. BDB officers assist with locan applications,
conduct training programs, and provide advice to individual entrepreneurs.
We cannot quantify with any certainty that the number of businesses that do
not know of BDB's advisory role, but there were cases where, for example, a
businessman who had attended BDB courses said that he still needed advisory
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services, which implies that he did not know where to get them. On the
other hand, many businesses utilized the BDB for advice.

A complementary aspect to an unknown demand is the timing of advice.
As the institutional representatives indicated, seeking advice is a key
determinant of a business' success. They also stated that advice is not
sought until the business is having major problems, and then it is too
late. Thus the above businessman who said that he needed advice may not
have come to that realization until he began having problems.

HoWdever, we have barely scratched the issue of demand for business
advice. We state with little certainty that there could be confusion
regarding the BDB's role as an adviser and we must state with even less
certainty but with more intuitiveness that a number of businesses,
especially small operations, do not know the role of a business adviser.
Although this conclusion is not based on the survey scme of the
institutional representatives seemed to imply this when they stated that a
number of people in business do not know how a business should operate.
This, again, is an information issue.

A further point on business advisers is the role of the Honiara
Technical Institute (HTI), which is expanding its business studies progranm.
The existing program has been complimented by business owners and
institutional representatives. Both lecturers and students could serve
useful roles in this capacity, if only to conduct surveys so that the use
of advisers could be more focused.

Office Supplies

Stationery that is available outside of Honiara is limited. Office
equipment can be ordered by firms outside of Honiara but it is supplied
from Honiara. Only in Gizo is there some, albeit limited, capacity to
repair office equipment. Honiara is really the only alternative for
repair.

One business person who wanted to purchase a personal computer (PC)
for business use stated that the import duty on PCs was 30 percent.
Custans representatives stated on the telephone that the import tax was
only 10 percent. However, this aspect of misinformation is but one
problem., A far greater issue is the cost of the PC. We found PC prices to
be roughly 50 to 100 percent higher than prices in Honolulu for similar
machines. Likewise, software was considerably more expensive than in the
United States. We found only two businesses used PCs. We believe that
based on size (gross sales) six to ten businesses in the survey probably
could use a PC,

Business Associations

Solamon Islands has three business associations: the Gizo Chamber of
Commerce, the Honiara Chamber of Commerce, and the Solcmon Islands Business
Association (SIBA), which is based in Honiara. Currently, these
associations have limited roles, with the Honiara Chamber of Commerce just
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becoming active again after a temporary shutdown. According to same of the
institutional representatives this largely expatriate organization had
"lost a sense of direction,™ meaning that the self-interests of certain
individuals were being placed above that of the organization. The
organization has broadened its base to include indigenous Melanesians and
is attempting to become more active in community affairs.

SIBA is comprised largely of indigenous Melanesian entrepreneurs. It
has become a vehicle to publicly air issues that are felt to constrain
their operations, such as loan access. SIBA received compliments from both
entrepreneurs and institutional representatives, indicating its viability.

We highlight the business associations for several reasons. First,
the associations provide a forum for discussion that can help to shape
policy. The evolution of the micro-loan guarantee scheme is an example of
this role. Second, the associations enable entrepreneurs to meet and
discuss problems and their practical solutions. In a sense, then, a
business association can act as a business adviser, which is exactly the
way in which one business person viewed SIBA. From this perspective the
entrepreneur as a business adviser becomes a successful role model to other
entrepreneurs. We agree with the institutional representatives that a
successful role model is an important contribution to the development of
business activity.

Third, business associations can facilitate problem solving with
little additional expense incurred by government or the entrepreneurs. For
example, several entrepreneurs in the Eastern Province stated that they
would like to see an organization similar to SIBA started there. They
indicated the need for a stronger voice (to government) and a means to
channel information. This could probably be done withocut any added cost
after an initial start-up period.

If business associations are fully utilized in terms of input to
policy a3 well as the advisory role same consideration will have to be
given to blending the objectives of government, the association, and the
individual entrepreneur. As evidenced by SIBA we see the business
associations representing the interests of entrepreneurs to government,
This is similar to the roles that business associations and chambers of
commerce play in industrialized nations. While this is positive in one
respect we believe that this model cannot be adopted in total. Rather, it
would seem to be more appropriate to see greater business association
involvement in developing and implementing policy. In other words,
consensus should be the objective instead of a ™e against them™ mentality.
The general shortage of skilled and highly educated workers suggests that
this could be one method to increase government's pool of skilled
professionals without much additional cost. Recognizing budget
constraints, it might be possible to fund the establishment of business
associations through overseas aid schemes.
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CHAPTER 3. ECONOMIC INFRASTRUCTURE

Described below are key components of the econamic infrastructure,
including shipping, road transportation, physical sites, repair and
engineering facilities, and warehouses. These components affect business
performance in varying degrees. For example, shipping is of critical
- importance in the Eastern Province whereas in Honiara one expects regular
calls, Similarly, the importance of traffic thoroughfares to a business!'
location is greater in Honiara than in Auki, where shops are fewer.

As with the preceding chapter we concentrate on the problems and needs
of businesses as elicited in the survey. Additional data are provided by
the provincial inventories and, to a lesser extent, the institutional
interviews. The survey data, with regard to shipping, includes information
on three shipping fimms.

Repair and Engineering Services

Repair and engineering services are a fundamental part of the econamic
infrastructure., They are especially important to manufacturing and
transportation sectors as well as to other sectors that use machines.

Aside from businesses in Honiara and those connected with the tuna industry
in the Central Province, services are primarily limited to government
dockyards and garages. However, we included several small repair
operations in the survey, which will be discussed below.

Before discussing these businesses, two findings of our survey should
be mentioned. First, none of the surveyed businesses identified lack of
engineering and repair services as a critical problem or felt it to be a
priority need. We can only assume that the demand for these services is
being satisfied by either existing, often government, operations or by
"do-it-yourself" methods. However, this should be balanced by the views of
the institutional representatives, who felt that lack of technical services
was a major problem and a priority need.

We cannot directly reconcile these two apparently contradictory
positions. However, we must note that both the repair operations included
in the business survey and the manufacturing operations stated that
technical information, especially that related to machinery, was a high
priority. The question then arises as to how this information can be
passed on. Engineering and repair services are one obvious conduit. It
could be that current demand for services is being met but that the demand
for these services has not yet been created. In other words, the demand
might be there but because the services are unavailable they are not being
requested.

It is interesting that of the four surveyed repair operations outside
of Honiara, three were operating satisfactorily. These three businesses
were all involved in machinery, including outboard and diesel engines. The
other repair operation dealt with radios and other electronic equipment.
That three were succeeding suggests same support for the notion that there

22

Pacific Islands Development Program
East-West Center



is a demand for these services but it is not recognized until the service
is present.

Since one of the satisfactorily operating businesses is owned by one
of the provinces, we will concentrate on the others. The one operation
that is not doing well falls into the pattern of others that are operating
unsatisfactorily according to the on-site evaluation, which may be
surmarized as "poor records" and "overextended."™ The entrepreneur felt
that operating costs were too high and payments were too slow in arriving.
It could well be that this operation was too specialized for the size of
the market. The entrepreneur had received considerable technical training
but, in his words, "sorely needed business and management training."”
Although the company was registered and able to obtain loans, thus implying
a certain level of awareness of business operations, it was not succeeding.
Our data suppert the entrepreneur's view that he needs business training.
We will add that he could benefit from an adviser--scmeone to help him
organize his accounts and plan his operation.

We emphasize the use of an external business adviser for the simple
fact that the other two operations, both of which are operating ’
satisfactorily, use them. These other two operations appear to be similar
to the failing operation: they are owned by individuals who have technical
training and work experience and they describe the same sort of problems
and needs. There are two primary differences. First, the failing
operation self-financed (including the noninstitutionalized credit system)
only 22 percent of his initial capital, with the rest borrowed from the
Development Bank of Solamon Islands (DBSI). One of the succeeding
businesses self-financed 100 percent and the other self-financed T4 percent
with the rest borrowed from a commercial bank. Second, the succeeding
businesses used advisers: one had a bookkeeper while the other sent
records to an accountant in Honiara.

We cannot escape from the fact that the failing operation could be
offering a specialized service to a small market. Neither can we escape
from the fact that the other two entrepreneurs were optimistic, looking for
opportunities to expand their businesses, and making money and enjoying it.
We believe that their success is due partly to recognizing their market and
their abilities, which includes limited business skills. By recognizing
their limitations they have faund solutions that are working.

2ites

As noted above, site has different meanings in different areas, Thus
the trade store owner in Honiara wants a site that provides maximum
exposure to the public whereas a rural manufacturer wants a site that has
regular sources of electricity and water.

Government has established industrial estates that are complete with
services (e.g., water and power) in the Honiara area. Land has been set
aslde for additional sites and/or estates.

Our survey found that 18 percent of all the businesses felt that lack
of a suitable site was a major problem. Of this 18 percent, 91 percent
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were in urban areas and 55 percent in Honiara alone. In other words, one
out of every three businesses surveyed in Honiara considered this to be a
major problem.

However, we can define this Honiara group even further: the
entrepreneurs viewing site as a problem are satisfactorily operating trade
store owners and indigenous Melanesians (in one instance a part-Melanesian)
from areas other than Honiara and Guadalcanal. Furthermore, they have
owned their businesses for three or more years; they are well educated
(secondary school and higher); they have traveled, studied, and/or lived
overseas; they utilize multiple sources of credit (e.g., self-financing,
DBSI, commercial banks); they use accountants and external business
advisers; and they have plans to either diversify or expand their business
operations. Thus these business owners are the explicit or potential
leading Melanesian entrepreneurs in Honiara.

We have presented this profile for two related reasons. First, this
group views competition scmewhat differently than same of the other
entrepreneurs. Although they comment that "there are too many trade stores
in Honiara" they do not feel this to be an impossible hurdle for them as
entrepreneurs. Rather, they are concerned with competition from
non-Melanesians. This directly ties into the second reason, which is the
location of the business.

These entrepreneurs believe that non-Melanesians have more centrally
located sites. This corroborates the views expressed to the then-Minister
of Industries, Commerce, and National Development Denis Lulei in August
1984 on his visit to 20 businesses. In brief, the entrepreneurs in our
survey stated that physical expansion was impossible, sites were not
readily changeable, and rents were too high. In an effort to verify this
situation the Chief Investment Officer provided a memo from the
Commissioner of Lands (10 September 1984) detailing the ownership of all
commercial and industrial sites in Honiara. Of the 220 sites, we estimate
that only nine percent are owned by indigenous Melanesians. Although same
of the sites are not owned or are owned by the government, there were many
instances in which one person or company owned several sites.

The point is, however, that indigenous Melanesians own few sites. We
cannot isolate the way in which the location of a business affects its
profitability. We cannot assess whether or not indigenous Melanesians are
being denied access to prime sites. These issues were not included in our
study. However, we can point out that location can be an important market
advantage and that a group of successful entrepreneurs are making exactly
this point in saying that indigenous Melanesians are at a disadvanatage.
The subject could become heated.

Warehouses

Warehouses are part of the econamic infrastructure because they
provide storage for goods as well as products to be shipped. We have
singled out warehouses because they are closely linked to shipping in
Solomon Islands and because they could provide part of a solution to
irregular shipping.
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The business survey determined that transportation was a major
problem, one that grew in proportion to distance from Honiara. Hence all
of the businesses surveyed in the Eastern Province stated that
transportation was a problem as opposed to 17 percent of the Guadalcanal
businesses. Entrepreneurs in the Eastern Province have an interesting
solution to this problem. '

Several of the entrepreneurs in the Eastern Province stated that a
common= or cooperative-type warehouse should be built. By having a common
storage facility they would be able to place larger orders and have larger
stocks in reserve. This could enable econanies of scale, thereby
decreasing costs to entrepreneurs, in this case trade stare owners and
their custamers. '

However, funding for such an operation would be scmewhat difficult.
Same of the entrepreneurs felt that govermment should pay for the building,
with the business owners operating it. Others felt that government should
also operate the facility, meaning the purchase of supplies in bulk and
then sales to individual entrepreneurs. Obviously, further assessment
would have to be made before any affirmative action is taken. Of
importance is that these entrepreneurs stated that their businesses were
affected by a delayed ship or a missed order because they could not keep
adequate stocks in reserve. They have suggested a seemingly reasonable
alternative.

Boad Transportation
As rated by the provincial inventories and the Natiopal Development
Plan, 1981-1984 (not adopted), the road network in rural areas is poor.

With the exception of Guadalcanal, the road system is not extensive, is
subject to interruptions caused by bad weather, and maintenance is
difficult.

Rural businesses are highly dependent on road transportation for the
supply and sales of products. We found that 55 percent of all rural
businesses in the survey viewed road transportation as a critical problem.
Hawever, if Guadalcanal is excluded then 69 percent of the remaining rural
businesses considered road transportation to be a critical problem.

One of the few rural manufacturers was quite vocal in criticizing the
road transportation system, stating that it was not only difficult to
receive supplies but that his sales were affected by interruptions.
Basically, he had to depend on his own devices to provide transportation,
This cost him time and money and tock him away from his manufacturing
activities. Fortunately his business was doing well and he had his sons
working with him so that he could be more flexible. A small marginal or
failing business would not have had these resources.

Aside from a more extensive road system, Guadalcanal has a number of
trucking outfits. We did not survey any firms that were solely invalved in
trucking, however, one manufacturer on Guadalcanal also had a trucking
operation. The entrepreneur started out in trucking but had moved into
manuf acturing, which was now his major activity and source of income. This
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business was one of the most successful in the survey and demonstrated that
good management of one activity could facilitate diversification into
another. The business owner used his trucking outfit to supply his
manufacturing operation and to deliver his manufactured goods to Honiara.
In addition, he delivered supplies to other businesses in the area as well
as transporting their goods to Honiara.

We mention this business because some of the interviewed institutional
representatives reported that too many trucking firms were operating in and
around Honiara, but few of them successfully. Although there could well be
problems with duplication or imitation, this business suggests that the
entrepreneur who understands the market and his capacity to meet its demand
can prosper.

Although the road transportation system was viewed as a critical
problem, none of the surveyed rural businesses identified it as a critical
need. Rather, capital, training, and information were seen as critical
needs, Although this appears to be an inconsistency two points might serve
as an explanation. First, road transportation can be seen as a problem,
one that affects a business' operations but that can be handled with.
Second, it is external to the business whereas capital and training, for
example, are direct inputs or requirements.

In summary, we agree with the surveyed businesses that road
transportation is a problem. However, the degree to which it is a problem
and affects business performance varies between provinces and types of
businesses. Rural manufacturing businesses appear to be especially
vulnerable since they require a regular two-way (supplies in and products
out) system. We have cited one rural manufacturer who had a trucking
outfit as a secondary activity. He was successful because he had clearly
identified the market. Although this model could be transferred to other
areas consideration may also have to be given to a more rationalized
system. By rationalized, we mean not only efforts to control reported over
duplication, but also a more systemized delivery and collection service.
The private sector should be able to produce the entrepreneurs to own and
operate trucking businesses but it may require socme government initiatives
to develop a more coordinated system. If rural business activity is to
increase then trucking services will have to improve.

Shippi

Given the number of islands and their dispersion, shipping is of major
importance in Solamon Islands. Our regional inventories indicate that
inter-island shipping services to the Central Province are good, mixed but
improving to the Western Province and Malaita (by mixed we mean that
service may be adequate to Gizo Province, for example, but that certain
other areas within the Western Province receive infrequent service), and
poor and irregular to Santa Ysabel, Makira/Ulawa, and the Eastern islands.

The state of inter-island shipping is well known. However, we will
iterate the point that entrepreneurs, especially trade store owners, in
outlying areas consider irregular or inadequate shipping to be a serious
handicap. We should also note that the institutional representatives feel
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that although the private sector should own and operate shipping lines,
whenever feasible, government should assume more of a coordinating role.
This position is based on the premise that for certain routes there are too
many operators while on other routes there are next to none, In other
words, a priority need has been identified by both the surveyed
entrepreneurs and institutional representatives to rationalize and regulate
shipping services.

Rather than detail the views of entrepreneurs from the variocus
provinces or from trade and nontrade sectors, we will discuss the three
shipping operations included in our survey--two are based in Honiara and
the third is in the Western Province. 7Two have ships and other assets
valued at approximately $500,000 while the third has assets valued at
approximately $250,000. One company is operating satisfactorily, one might
be termed marginal (although this could be optimistic), and the third is
having substantial problems, an unsatisfactorily operating business.

A Successful Shipping Company

This company has been operating for four years, It is privately awned
and was orginally financed by personal savings (five percent), commercial
banks (19 percent), and the DBSI (76 percent). Its assets have increased
from an initial investment of $150,000, plus a $35,000 overdraft for
working capital, to $250,000 today. The company has diversified into
wholesale and retail trading and is involved in copra trading.

The owner has a diplama in administration and has worked for a number
of years in that capacity. He has traveled, worked, and studied overseas.

He does not use a business adviser or accountant because he feels that
he has sufficient skills to manage the company. However, he does stay in
contact with people who act as business advisers, including bank officers,
Records are up-to-date and kept in a double-entry ledger.

The entrepreneur has made use of government's five-year tax holiday
for new industries. He employs over 30 people, mostly on his two ships.
He admits, however, that one of his major problems is finding qualified
marine engineers. He stated that government should give. priority to
improving communication and air services as well as road transportation.
He feels that an improved road system would greatly increase his business.

This entrepreneur had a very positive view of the economy's future and
added that he intended to expand his business. He stated that although
government should improve transportation and technical training facilities,
he could handle his business affairs and solve most of his own problems,

When asked if the traditional cultural system constrained his business
he ansWwered that occasional problems, such as people asking for jobs and
money, were temporary and could be overcome. In other words, tradition was
not a barrier to success. -

In summary, this entrepreneur is confideﬁt in his managerial skills
and ability to solve problems. He has been able to establish a viable
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business that meets the needs of his community as well as those of his
family. He has been able to successfully diversify and expand operations.

A Marginal Shipping Company

This company has been operating for two years. It is owned by "the
people" of one of the provinces. We interviewed the manager, who is fairly
young (mid-20's) but well educated, including a university degree in
commerce and managerial training overseas., He had also worked as an
accountant for four years.

The company has assets valued at $540,000, financed by shareholders
(seven percent) and a DBSI loan (93 percent). The company employs 21
full-time and four part-time people. It does not use a business adviser or
an external accountant. This could be important since the manager stated
that government's provision for tax holidays for new industries was needed
but not utilized. The manager seemed unaware of the tax holiday provision.

Records were kept in multiple ledgers. Although generally up-to-date,
detailed current statements were unavailable (or not offered). However,
the manager is aware of the company's current situation.

Of note is the manager's view that government is providing
insufficient support to the shipping industry and that there was a priority
need to rationalize and coordinate the industry. He stated that
competition was a problem, including that from government ships. Aside
from the need for a tax holiday the manager felt that government should
provide overseas training, including day-to-day management experience,
technical training in marine engineering, and more capital. However, he
also noted that the shareholders, "the people" of the province, have to
produce more goods and make more use of the company if it is to become
profitable.

We state that the manager's views on government's lack of support are
interesting because they provide quite a contrast to those of the owner of
the successful shipping company. One sees government as the problem while
the other feels that he can succeed independently of government. Also of
interest is that the successful owner was a civil servant whereas the
manager of the marginal company had only worked in business. This might
indicate that the successful entrepreneur is more aware of government's
limited capacity to solve business problems than the less experienced
manager.

We have classified this company as "marginal" for four reasons: (1)
it is showing a loss, (2) it had to liquidate a small subsidiary trading
company, (3) it seems to be having some difficulty solving its problems,
however, (4) it is young (two years old) and seems to have some potential
to right itself.

Although fairly young, the manager seems competent and enthusiastic.

He is giving the company direction and acknowledges that more effort is
required.
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Although current operating loss levels do not seem excessive they are
encountering scme difficulty in repaying loans. Herein we find what we
consider to be a major problen—-the size of the original loan. The
successful entrepreneur had contributed only five percent of the original
investment and had borrowed the other 95 percent, however, 19 percent was
for working capital. This marginal operation had borrowed 93 percent of
the coriginal investment but working capital constituted only seven percent,
We believe that this additional working capital has enabled the successful
entrepreneur both to weather more storms and to capture more opportunities
when they have arisen.

The Unsuccessful Shipping Company

This company has problems, It has been operating for three years and
is jointly owned by two provinces and a third outlying area. The manager
was repeatedly absent so we interviewed another company official.

This company borrowed $500,000 from the DBSI. 1Its revenues are
decreasing. It urgently needs an estimated $50,000 for working capital.
It employs ten full-time people. Although there were record books and a
computerized ledger system, all of the records had been stolen.

The company is in need of training at all levels. This seems to be
especially severe with respect to management. The company official stated
that financial assistance and support from overseas aid programs were
needed.

Because records were lacking and we were repeatedly unable to contact
the manager we will not provide much detail. However, this company
apparently is overextended in terms of credit and management. We foresee
little prospect for the company to become profitable, even with
considerable assistance, until its management problems are corrected. Even
then, the burden of such a large debt suggests that any assistance would
have to reduce that debt, which would make it something other than a
private business. We are especially concerned with what appears to be
management's inability to maintain, if not increase the cash flow.
Furthermore, management does not seem able to capture an available market,
which suggests a confused set of objectives,

Lonclusions

It is well known that shipping problems exist. There is a need to
expand and rationalize services and to train management and technical
staff.

We have presented data on three shipping companies that are owned and
operated by indigenous Melanesians. We found (1) a successful operation
owned by a confident, optimistic, and experienced entrepreneur; (2) a
marginal operation managed by a well-trained and energetic but scmewhat
inexperienced person; and (3) an unsuccessful operation that was
overextended. The successful operation had expanded and diversified, the
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marginal operation seemed to be able to right itself, and the unsuccessful
operation seemed to be lacking objectives.

We believe that these three cases describe the shipping industry
better than other sources because they pinpoint the problems and strengths
of the shipping companies. We have attempted to illustrate that
improvements can be made in shipping companies, and hence the shipping
industry. We have tried to show that improvements cannot occur in a
vacuum. Rather, improvements will be tied to the people who own and
operate the shipping companies. Not surprising, our data suggest that the
problems can be dealt with in a number of ways. A well-intentioned idea is
not a subsitute for good management. In brief, we found one company that
received a substantial loan, which based on management capacity should have
been more closely examined. The idea might be viable, but it takes people
to implement it.
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CHAPTER 4. SATISFACTORY AND UNSATISFACTORY BUSINESSES

A major constraint to quantitative analysis is that recordkeeping by
businesses is generally poor. This constraint causes substantial
difficulty in assessing a business' performance. However, it must be
emphasized that a profit margin of X% is insufficient criteria for
assessment since many qualitative factors also play major roles in
determining a successful business in the social-cul tural-econamic
envirorment of Solomon Islands. In many instances these qualitative
factors involve value judgments by the survey team, which reflect the role
of a particular entrepreneur in the community. Hence we find successful
businesses that (1) keep poor records, (2) are only "breaking even,™ (3)
occasionally run out of stock, and (4) have limited potential for
expansion. Yet some of these businesses continue to operate under the
pressure of large fluctuations in national and local econcmies. They
continue to provide a source of goods and services and outlets for local
products. They extend "reasonable™ credit for consumer purchases based on
future anticipated earnings by these consumers. In other words, they have
an integral role in the small local econcmies that collectively farm the
nation's econamy.

In this context it is difficult to arrive at a "pure" or concise
definition of a successful business. We have attempted to utilize the
following as criteria. (Note: a business need not satisfy all of the
crit()eria; rather, they are taken collectively, upon which a judgment is
made).

1. Recordkeeping. When records are maintained we have been able to
make a quantitative assessment of a business' performance. A business is
judged to be "satisfactory™ if it is breaking even or showing a profit
after a "reasonable" income has been subtracted to provide for the
entrepreneur's living expenses and/or "same™ funds are set aside (savings
or reinvestments) for growth (expansion and/or upgrading).

2. Stocks. If stock levels are maintained and a steady flaw of
custamers is apparent, the business is performing satisfactorily. This
criteria assumes that a business has been operating for several years and
has not exceeded trade credit levels imposed by wholesalers and suppliers.
Being able to maintain stocks while meeting the needs of a constant
clientele indicates sound management.

3. Loan/Credit Repayments. If entrepreneurs are repaying loans
and/or making regular payments to other c¢reditors and suppliers while
maintaining stocks and turnover, the business is considered to be
successful,
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Table 4. Number of Businesses Surveyed by Performance and Province

Satisfactory Business Unsatisfactory
Province Perf ormance Business Performance Total
Santa Ysabel 5 0 5
Central 3 2 5
Malaita 5 1 6
Makira/Ulawa y 5 9
Eastern Islands 10 2 12
Western 5 5 10
Guadalcanal 3 3 6
Sub-total 35 18 54
Honiara 14 6 20
Total 49 24 73

This chapter presents collected data with respect to the structure of
the business, sociodemographic characteristics of the entrepreneurs,
business operations, and business problems and needs. The purpose is to
show noticeable trends where they appear.

Structure of the Business

One particular aspect warranting discussion is that 39 percent of the
unsatisfactorily performing businesses have secondary activities while only
24 percent of the satisfactory businesses have activities outside of their
primary function. This could indicate that a number of the unsatisfactory
businesses have either overdiversified or diversified too quickly. When
this possible explanation is combined with the general trend of lower values
of total assets (than satisfactory businesses) undercapitalization, not only
of the business but for all of the business' activities, might appear to be
a major problem. Without refuting this argument, one view held by the
institutional representatives is that businesses tend to expand and
diversify too quickly and attempt to affect unsatisfactory or marginal
performance by entering into other activities. A marginal, say, trade
business does not become more successful by starting up a marginal
transportation operation. Over--or too rapid--diversification implicitly
indicates a lack of clear objectives and market research and an
overstatement of internal (to the business) capacity.

Registration under the Companies Act, age of the business, and reasons
for starting the business did not produce any noticeable trends between
satisfactory and unsatisfactory businesses. As mentioned above,
satisfactory businesses generally had higher values of total assets than
unsatisfactory businesses. The major exceptions were in Honiara and the
Central Province, where larger unsatisfactory businesses skewed the data.
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Of interest is the source of capital. Generally, satisfactory
businesses tended to have a higher value for self-financing arrangements
(including shareholding, borrowing from friends and relatives, and personal
savings). Similarly, satisfactory businesses made more use of commercial
banks while unsatisfactory businesses utilized the DBSI. While this
statement reflects an objective of the DBSI to increase local participation
in the private sector the question arises as to whether or not DBSI loans to
marginal businesses have increased their operating performance. We cannot
answer that question due to limitations of the survey (e.g., no pre- or
post-testing). However, we can suggest that this may be an issue reguiring
further research.

Inhe Entreprepeur

Although it is difficult to define a specific trend between the age of the
entrepreneur and business performance, in certain areas (Honiara, Western,
Makira/Ulawa, and Central) successful businesses appear to be operated by
scmewhat older individuals. However, given the exceptions (Malaita,
Guadalcanal, and Eastern) and the limited sample, firm conclusions are
impossible.

These limitations and/or lack of a definite pattern are also true for
sex, family size, education, and religion. For example, although the data
indicate that Anglicans tend to be more successful it is difficult to state
a relationship between religion and success without a larger sample.

Training is also samewhat indefinite as a success indicator. As the
summary below suggests, the total number of entrepreneurs with training is
similar for both satisfactory and unsatisfactory businesses. The major
difference is that entrepreneurs that are trained in business and trades are
more successful. However, business training encompasses a range of courses,
such as one by the BDB (especially praminent in Eastern Province responses)
as well as university degrees, Hence it is again difficult to define a
relationship. However, a point could be made that people who seek and
attend business training courses tend to be more successful than those
people who do not. ' :
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Table 5. Training (%)

e ainin Business Performance
Satisfactory Unsatisfactory

Trades 36 8
Business 24 12
Management 8 12
Other 6 12
Total 74 46
N = 22 11

The data indicate that wage and salary work experience that is
relevant to the business is not a factor in determining success and failure
(61 percent of satisfactory and 59 percent unsatisfactory businesses had
entrepreneurs with relevant work experience). However, the data could be
misleading since relevant work experience could be one of a number of
factors that when combined tend to increase the possibility for success.

Several other sets of data yield clear trends. Of satisfactory
businesses, 20 percent of the entrepreneurs had overseas work and/or
training experience while only eight percent of the entrepreneurs operating
unsatisfactory businesses had this background. In terms of entrepreneurs
with other family members in business, 22 percent of satisfactory and 17
percent of unsatisfactory business entrepreneurs responded af firmatively.
The successful non-Melanesian entrepreneurs outnumber unsuccessful ones by
a ratio of more than 3 to 1 (N=10 and 3, respectively). Four of the five
expatriates operated successful businesses.

The summary below describes entrepreneurs born in Solomon Islands with
respect to certain characteristics that may affect business performance.
Although the sample size limits firm conclusions the data suggest that
those entrepreneurs with training in business or management, relevant work
experience, and overseas experience tend to be more successful. However,
several implicit factors need to be mentioned. First, lack of education
and/or training is a constraint to development, hence those entrepreneurs
with training are limited in number. Similarly, the small size of the
monetized sector means that few people have relevant work experience.
Third, given the preceding information and the cost of transportation, even
fewer have had the opportunity to travel overseas. Thus the people who
have several or all of these characteristics could already be termed
"successful" in the eyes of their communities and, in effect, to represent
an elite. This select group knows how to get things done, to succeed, and
to open doors. Thus it is difficult to clearly pinpoint a cause and effect
relationship: it is far easier to conclude with a truism "that nothing
breeds success like success."
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Table 6. Factors Affecting Business Performance of Entrepreneurs Born in
Solamon Islands :

| {  Satisfactory | Unsatisfactory |
i ' N i N i
| ; ' i
| i i l
i Training (Business/Management) | i : i
{ and Relevant Work Experience ! 15 (31%) ¢ 6 (25%) |
i i t |
e ; |
| [}
| + Overseas Experience, or o 92 (18%) | 2 (8%) i
| ' I { I
i | | i
[} ! 1

| + Other Family in Business ! P (83) i 44 (179) E
% : i i |
i | i |
i | . i !
| All Factors l 4¢ (8%) | 2 (8%) E
i | | i
i | |

Notes: alIncludes one Polynesian and one parb-European.
PIncludes two part-Europeans.
°Inc1udes one part-European.
dIncludes one other Pacific Islander.

Business Operations
Business operations were assessed based on the follawing criteria:

1. ITotal Assets. Satisfactory businesses generally have higher
values. Exceptions are due primarily to the specific sector, such as

shipping.

2. Stocks., Satisfactory businesses have more invested in stocks than
unsatisfactory businesses.

3. Morking Capital. Satisfactory businesses have more working
capital. ‘

4. Plant and Fquipment. No clear pattern emerges because sectors such
as shipping skew the results. '

5. Reserves. Satisfactory businesses generally have higher values.
6. Credit and
T. JIrade Debt. Follaws the pattern of Plant and Equipment One large
loan can have a major impact on the data.
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8. Bad Debts. Satisfactory businesses reported higher levels of bad

debts due to a greater capacity to lend and absorb them and more important,
better recordkeeping.

9. Turnover,
10. Gross Profit, and
11. Net Profit. Satisfactory businesses have higher values.

12. Use of Profits. Satisfactory businesses have profits and tend to
reinvest, save, or distribute them to shareholders or themselves. The low
number reporting profits reflects a reluctance to divulge information and
that some satisfactory businesses are marginal or break-even operations.

13. Qutlook. Satisfactory businesses basically are satisfied with the
econamy.

14. Future Plans. Expansion or maintenance of current levels of
operations are common to satisfactory businesses while unsatisfactory
businesses tend not to respond or are considering contracting levels of
operation.

With respect to recordkeeping, there are again no surprises:
satisfactory businesses keep better records than unsatisfactory businesses.
Among unsatisfactory businesses, neither private accountants nor computers
or business systems (e.g., Kalamazoo) were reported as being used for
accounting. This is interesting since several of the unsatisfactory

businesses are quite large and yet have failed to develop appropriate
bookkeeping systems.

The use of advisers also offers few surprises: successful businesses
make more use of advisers. Eight satisfactory businesses used private
accountants as opposed to none of the unsatisfactory businesses. Implicit
is that successful businesses are purchasing a service as well as making an
investment, which the unsatisfactory businesses either feel is unimportant
or lack the wherewithal to do so.

Business Problems

As the summary table suggests, a number of problems are given similar
priorities by both satisfactory and unsatisfactory businesses. These
include skilled workers, government, and, to an extent, capital. However,
capital as a problem can mean either lack of physical access or problems in
obtaining loans. Furthermore, capital can be used for expansion, a
short-term overdraft, or, in the case of some unsatisfactory businesses, a
vehicle to pay off current debts with little hope of ever repaying a new
loan. The higher number of satisfactory businesses viewing capital as a
problem are presumably considering expansion.
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Table 7. Business Problems (1)

Problem Satisfactory Unsatisfactory
Capital 57 46
Training 49 75
Skilled Workers R 42
Government 29 29
Transportation 53 25
Traditional System 43 29
Campetition 27 42
Weak Market 10 21
Taxes 12 0
Site 8 0
Total number of businesses 49 24

Several striking differences also are apparent including training,
transportation, the traditional system, competition, and a weak market.
Unsatisfactory businesses see training as their foremost problem. Although
one could argue that the entrepreneurs of both satisfactary and
unsatisfactory businesses could use more training, it is interesting that it
had such a high response by the unsatisfactary businesses since no major
difference was apparent between the two with regard to past training.

Although transport is skewed by the Eastern Province, interpreted the
high response by satisfactary businesses could be interpreted as an
indication of frustration with a situation beyond their control, which can
have a major impact on operations.

Surprisingly, more satisfactory businesses considered the traditional
gsystem to be a problem. Although they have made adjustments to accommodate
social obligations the successful entrepreneur also seems to recognize their
costs more readily than the unsuccessful ones.

Unsatisfactory businesses clearly saw competition and a weak market as
problems of greater importance than their successful counterparts. One
could argue that this response indicates an attempt to shift the blame for
lack of success to others, This may be true in same cases, yet there is
same proliferation of, say, trade stares in certain areas, and the market
can be weak at various times or in certain areas.

Busginess Needs

As the summary table on business needs indicates, training and loans
are given high priorities, as in the case of business problems. However,
information floss also receive praminence, although not clearly stated as a
problem. Information areas include market, equipment, products, price,
training, and incentives.
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Table 8. Business Needs (%)

Needs Satisfactory Unsatisfactory
BDB 12 12
Information 53 50
Training 33 64
Loans 49 62
Import Duties 14 8
Financial Services 14 8
Site 22 4y
Transport 6 17
Taxes 4 4
SIBA 4y 0
Travel 6 4
N = 49 4

The need for improved transportation dropped considerably from its
rating as a problem. Although this might infer that it is not that a high
priority, the question read "What are the specific needs of your business?"
Hence improved transportation may fall outside of a business' needs yet
remain a fundamental constraint.

Site increased in rating from the data on problems. This again may
reflect the specificity of the question. A similar interpretation could be
given to import duties. In the questionnaire import duties are defined as
reduced tariffs for consumer goods sold by trade stores and import
protection for manufacturers. They are combined here to reflect a
perceived (by the entrepreneurs) need to review the overall import-export
tax structure.

Financial services, the Solamon Islands Business Association (SIBA),
overseas travel, and the BDB relate to training, information, and
professional support. Taken together, they suggest a demand for a wider
range of often specialized services.

S ce!

Although proportionately more satisfactory businesses stated that they
lacked information on incentives and assistance the summary data indicate
that generally satisfactory businesses make more use of incentives and
assistance in a wider range. In particular the BDB is utilized by
satisfactory businesses, especially in areas outside of Honiara.
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Table 9. The Use of Incentives and Assistance (%)

Incentive Satisfactory Unsatisfactory
BDB 4 - 17
Loans 31 33
Training 12 . 0
Government 10 8
Overseas ' 6 y
Private 6 8
Cooperatives 8 4
Tax 8 12
No information 14 8
N = 49 23

A key question from the data is why more businesses are not making more
use of incentives and assistance. One possible explanation might be that a
number of businesses expressed the view that "loans are only far the rich,"
suggesting that information flows are inadequate and that some entrepreneurs
do not demonstrate much initiative to find out about the types of incentives
and assistance that are available. ' )
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Chapter 5. INFORMATION SYSTEMS AND TRAINING

If we had to identify the key problem faced by businesses, as well as
their number one priority need, we would without hesitation cite
information. We define information quite broadly to include, for example,
how and why banks operate, which overseas supplier has the best prices for
tinned beef, the daily cash flow records of a trade store, and how to
obtain a tax holiday. Implicity or directly related to all of these is a
training process. And we must stress that training does not mean to gain
only knowledge and skills but also the confidence to successfully use them
to solve problems.

Since we have identified information to be the top priority and have
defined it very broadly, this chapter reflects, in essence, our
conclusions. In this chapter we will try to fill the gaps that appear
earlier. We will also try to give some cohesion to the report.

When we refer to a lack of cohesion in the earlier chapters we are
describing the difficulty that we have encountered in trying to isolate the
reasons contributing to an entrepreneur's success or failure. Simply, a
complex of reasons tend to reflect an individual entrepreneur's strengths
and weaknesses rather than a profile or formula for success that is
"written in stone."™ The data indicate that there are no set rules so we
have had to untangle many factors in order to provide insight as to how the
entrepreneurs operate as well as how their operations can be assisted and
improved.

This chapter is broken into four sections:

(1) The Context for Information Systems,

(2) Information for Entrepreneurs,

(3) Skills for Entrepreneurs, and

(4) Other Information Needs.

It does not exhaust every option. Rather, we have identified certain
problems and recommended possible solutions. The recommended solutions do
not necessarily reflect what can or should be implemented since
considerable adaptation would be necessary.

onte ormati

In the introductory chapter we described several general problems
af fecting Solomon Islands with respect to information systems and training.
These were:

(1) low literacy levels,
(2) lack of skilled manpower.
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(3) a colonial legacy that did not emphasize training and rural
development or the involvement of indigenous Melanesians in business, and

(4) a dual econamy in which cash income is scarce.

What these factors point to is a population that is unfamiliar with
the handling of money, let alone business, This does not mean that the
population is unfamiliar with individuals who are able to accumulate
wealth, power, and prestige. For example, Scheffler (1965:182) describes
early Choiesul Island society as consisting of groups that show allegiance
to a leader whose position has been assumed based on abilities that include
cleverness and wealth. This tradition, which stresses ability rather than
inheritance, suggests competition and the success of the individual
(Scheffler 1985:181). Thus we would conclude that this is a tradition that
is conducive to the success of an individual entrepreneur. However,
Scheffler (1985:184) also notes that one of the primary ways for a leader
to gain and maintain allegiance is through gift giving and support for
kinsmen. Thus we could find conflict between the tradition that emphasizes
individual success and the tradition of supporting one's kinsmen when the
context is the contemporary world of business and daily cash-flow worries.

Herein we find what could be a significant problem. Tradition has
been retained in contemporary Solamon Islands society, hence one is
expected to support kinsmen. In opposition are the entrepreneurs' worries
about cash flow and keeping costs down. The entrepreneur is viewed as a
leader who has cash and goods that are in short supply (note the lack of
cash income in certain areas as described in the first chapter) and yet
desired and increasingly needed by rural populations. People without
access to cash incomes lock to a kinsman, the entrepreneur, who has money
or who can provide some wage employment for assistance, and based on
tradition they feel he should support them.

We believe that cash is viewed as a good, a means of exchange, say,
similar to a pig in a nomonetized econcmy, rather than as a resource that
can be used to make more cash or for social investments. This is obviously
simplistic. However, we believe that there is a general unfamiliarity with
how and why a business operates, how and why banks operate, and how and why
cash can be used as an investment for future dividends. We base our views
on data collected during the survey and we believe the data also indicate a
possible solution.

The entrepreneurs were asked to describe the way in which the
traditional cultural system affects their businesses. We found that
entrepreneurs who were satisfactorily operating their businesses viewed
tradition as more of a problem than the less successful entrepreneurs.
However, they also felt that they could deal with the problem. One
entrepreneur was especially articulate in describing the problem and his
solution,

This entrepreneur has been operating in Honiara for six years and is
from an island that has considerable migration to the capital. He has seen
his business increase in value five-fold over his initial investment
(including loans). He related that his kinsmen had come to him for jobs
and money. Although he gave them money and goods from time to time, he was

1

Pacific Islands Development Program
East-West Center



"wery strict."™ For example, the kinsmen that worked for him (and several
were employed) were treated like everyone else; in other words, they were
fired if they did not perform. This entrepreneur set the rules, took the
time to explain them, and enforced those rules. He said that people had

come to understand what he was doing in business and why he was doing it

and that they respected him.

Another successful entrepreneur in the rural areas dealt with a
similar situation. He said that requests for credit were at one time a
problem. Currently, he does not extend credit. He has retained his status
among his kinsmen because he gives support but will not jeopardize his
business by giving credit that might not be repaid.

Although it would appear that we might be digressing from the
conclusion that there is a general lack of information on how businesses
operate and the use of money, we believe that these cases highlight the
problem. People come to the entrepreneur asking for support not realizing
that they could hurt the business. When the entrepreneur explains why he
must operate in a certain manner it seems that kinsmen understand and
respect the entrepreneur for what he is trying to accomplish.

We believe that the time spent on explaining how and why a business
operates is a sound investment by the entrepreneur. Furthermore, we
believe that government could utilize the radio to communicate this
information. This is currently being done in Gizo, where a BDB officer has
a radio program. We recommend that (1) this format be expanded natiomwide,
(2) it be broadened to include banks to discuss their purpose and the use
of money, and (3) business associations and individual entrepreneurs play
major roles in communicating this information.

The cost of producing such a radio program is small. It requires
coordination, which costs in time. We believe, however, that the
investment would be worthwile and would have a major impact on increasing
the general population's knowledge and awareness of business and money. By
raising awareness the context for operating a business should improve.

n i e U
. We have interpreted the data as indicating three main areas in which
entrepreneurs need information. As noted in the introduction to this
chapter, training is the process by which information is received and used.
The three areas are:
(1) the role of government in facilitating business activity,
(2) daily business operations, and

(3) using advisers and looking for help.
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e c i C

No single body is responsible for commercial affairs., Rather, several
departments are responsible, plus provincial govermments and statutory
bodies such as the DBSI and the NPF. These entities do not address land
development applications. Without a coordinating authority, and the need
to register with one department for this and apply to another department
for that, not only do delays occur but also a considerable amount of
information is generated for an entrepreneur to digest. Does this
arrangement assist entrepreneurs? We think not,

We have described examples in which an entrepreneur was unaware of
provisions for tax holidays, and advisory services and where a number of
entrepreneurs failed to understand the micro-loan guarantee scheme. We
believe that the lack of not only a coordinating body but also coordinated
information is at the crux of this confusion. We have to note that
government departments, such as the BDB, and banks are attempting to deal
with this problem. Their efforts include publications on how to start a
business. However, we believe that coardinated information from a
coordinating authority would greatly improve the situation.

We arrive at this conclusion based on two sets of data. First, the
survey of businesses indicates that government incentives for businesses
are not fully being utilized by entrepreneurs. Second, the interviews with
institutional representatives as well as independent evaluations indicate
that Solamnon Islands govermment has designed a comprehensive and positive
incentives package for businesses. This does not mean that complaints by a
specific entrepreneur about a particular incentive such as training are
unjustified, but that the package generally is quite favorable and yet it
is not being used.

We recommend that government should consider a coordinating authority
such as the Econanic Development Board in Fiji, and that one of its tasks
be to prepare and publicize coordinated information that details how and
why government assists businesses. Furthermore, we recommend that advisory
groups of entrepreneurs be established to review the effectiveness and.
appropriateness of the incentives package. We believe that HTI lecturers
and students could be used to conduct surveys specifically aimed at
assessing the use and effectiveness of incentives.

Dally Business Operations

In the section on skills needed by entrepreneurs we discussed
marketing, bookkeeping, and other related subjects., Information needs
regarding daily business operations means samething different. The
information we are interested in here is how an entrepreneur solves his
daily problems. :

One example might be the firmness shown to and time spent explaining
business operations to kinsmen. We have cited examples of entrepreneurs
who have been successful in dealing with kinsmen. What about the
unsuccessful ones? Three entrepreneurs identified problems with kinsmen as
being the primary reason for their lack of success. One case was
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especially troubling. In this instance the entrepreneur had a good concept
for the business (diversified retailing plus accommodation and food and
liquor sales) and had an available market (e.g., sufficient size and no
competition). Although we believe that lack of recordkeeping was a
significant problem, the bad debt levels incurred through giving credit to
kinsmen cannot be ignored. We believe that this entrepreneur could have
benefited from the experience of the entrepreneurs who had successfully met
their traditional obligations while operating a business.

Another example would be with respect to diversification and expansion
of a business. While we found successful examples such as the shipping and
copra trading entrepreneur on an outer island, the entrepreneur who had
used road transportation as a springboard for his manufacturing activities,
and the manufacturer who had used retailing as his base, we also found a
number of unsuccessful cases. We noted in the preceding chapter that
unsatisfactorily operating businesses tended to be more diversified and
undercapitalized. We believe that this reflects a lack of knowledge of
working capital as well as timing one's expansion and/or diversification.

A successful entrepreneur can explain these concepts in an applied context
better than textbooks. N

We are suggesting that two needs should be addressed. First,
entrepreneurs should have a forum in which to meet and discuss their
problems. This was mentioned in the second chapter in the section on
business associations. We believe that same of the entrepreneurs know how
to solve their problems and that this ability is at least as important as a
specific skill or technique. Technigues can be taught but their
application requires an actual context.

Second, a successful role model is needed. We have made this point
before. We add here that an element of confidence can be conveyed by
having successful indigenous Melanesian entrepreneurs present the ways and
means by which their businesses have become successful.

The idea of establishing active business associations in the provinces
would seem to be an appropriate vehicle to meet these needs.

ng Advisers i r He

We have noted that there appears to be some confusion regarding
available advisory services. We have also indicated that scme
entrepreneurs do not seek assistance until their business is failing at
which time advice could be too late to save it. In addition, we have
emphasized that entrepreneurs with satisfactorily operating businesses make
more use of advisers than those with unsatisfactorily operating businesses.

We believe that these facts indicate a serious deficiency in the
information system. This situation is regarded as serious because many
situations require the use of external advisers. If business activity is
expected and desired to increase, more advisory services will have to be
made available.
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In the near term the deficiency in the information system can be
easily remedied. Efforts to increase awareness of the BDB's role are
already in place and can be furthered through more publicity via the media.
However, it is recommended that specific radio presentations on why and how
to use business advisers be aired. Business associations and banks can
also assist in disseminating this information.

In the long term, however, there will be a need to coordinate and
rationalize the current advisory network. We have described a formal
network of advisory services with respect to large international accounting
firms that serve larger businesses, small Sclamon Island-owned accounting
fimms that cater to small-and medium-sized businesses, and the BDB, which
assists small, medium, and in several cases large businesses. Thus these
various agencies appear to have a natural tendency to assist a
specific-sized operation. However, certain problems are appearing.

The Registrar General's 1983 Annual Report states that "Too many of
the smaller companies cannot continue to pay for professional advice after
incorporation.™ The report goes on to say that "The Business Advisory
Section (BDB presumably) seems unable to help them®™. Thus the cost of
private services puts them ocut of the reach of smaller businesses and
government's advisory service's capability to assist businesses seems to be
questionable. The cost issue suggests that coordination of the formal
netwerk is an essential prelude to the expansion of government's services.
The capability issue could reflect the need to upgrade government services
through training and other resources.

We note the "other resources™ because funds are presently limited for
government to extend their services to rural areas. However, businesses in
the rural area are especially small and in need of advisory services.

These businesses would seem to be natural clients of government services.
In addition, Hailey found in his survey of businesses in Fiji that
government advisory assistance seemed to concentrate on urban businesses
that had access to other services. If rural businesses are to be reached
government will have to invest more resources to complement radio programs.

Cne final element to the formal advisory network is the HTI. We have
mentioned that HTI lecturers and students could be utilized in an advisory
capacity as well as to conduct surveys. We believe that government, banks
and the chartered accounting firms should support the use of the HTI as a
data collection resource, The regular collection of data that focuses on
business problems and the use of incentives will help target more effective
programming by these agencies. :

The informal advisory network is more difficult to describe. Our data
have identified several entrepreneurs who utilize "an uncle good in maths"
and a neighbor "as a private bookkeeper" in the rural areas. We did not
identify any urban entrepreneurs who had similar arrangements. The use of
this informal system reflects positive behavior by these entrepreneurs in
terms of management and problem solving. However, two factors are present,
First, the informal system is difficult to define yet it is present and is
a useful resource. Use of this system could be encouraged by radio
programs. Second, the informal advisers could easily exceed their
knoWledge base. Although someone might be capable of setting up a
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bockkeeping system, the same person might not know anything about managing
finances. If the person offers advice on subjects without sufficient
knowledge and the entrepreneur follows these suggestions, serious problems
could result.

However, the informal advisory system could, like its financial
infrastructure counterpart, be an important resource, especially in
outlying areas. A possible solution to sameone exceeding their knowledge
base is to explain why and how advisers are used and to identify them over
the radio. The use of the media is where we began and we believe it to be
the key.

Skills for Entrepreneurs

There are five specific skill areas in which we believe entrepreneurs
require training:

(1) starting a business,
(2) marketing,

(3) bookkeeping,

(4) the use of credit, and

(5) business planning. Although additional areas could be identified
and specific technical skills are required by manufacturers, these five
areas are detailed below.

starting a Business

This has been identified based on the Registrar General's 1983 Annual
Report, which suggests that entrepreneurs starting out are not aware of,
for example, legal requirements. In addition, our survey data indicate
that businesses have problems with, for example, undercapitalization,
although this is not unique to new (less than two years old) businesses.
We have also identified this as a skill area based on comments from the

BDB, banks, and other agencies that newly established entrepreneurs have a
wide range of questions concerning how to start their businesses.

Although one could argue that "starting a business" is an information
issuve that could be handled via the media and by specific publications from
the BDB and the banks, we disagree in part. We believe that a formal, even
if brief, training period is necessary. The content of such a course
should include what needs to be done (e.g., legal and loan procedures), how
to do it, and why. We believe that the purpose of formal training is "to
teach one how to learn;" in other words, to establish a framework by which
information (e.g., radio programs) can be scrted and utilized. In effect,
then, we are recommending the development of problem solving skills through
the knowledge that systems and networks are available that can help to
solve problems,
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Although one could argue that a brief, say, one- or two-week course
would be beneficial not only to the entrepreneurs but also to the BDB and
the banks; it could be even more easily argued that resources are
insufficient to mount such a program. We disagree, We believe that
resources are sufficient if they are pooled and if priority is given to
training entrepreneurs. This type of progran could be extended to cutlying
provinces as well. Extension will be discussed later in the section.

Marketing

A number of entrepreneurs identified "too much competition" and a
"small weak market™ as same of their leading problems. These are marketing
1ssues. 1In addition, we have determined that businesses tend to be
imitative, which is again partly a marketing issuve, as is the presentation
of products.

Although somewhat hazy, the data seem to suggest that marketing is a
skill that is currently weak but needed. Specific needs (based largely on
isolated comments by entrepreneurs and on observation) include (1) how to
identify a market, (2) how to create or enter a market, (3) how to test a
product's acceptance, and (4) how to retain market position. Same might
argue that if a course covered these areas it would be too advanced, while
others might argue that it is too basic. At this point we cannot determine
the effectiveness of a marketing course, but two factors suggest the
viability of such a course. First, none of the entrepreneurs had taken
marketing courses, hoWever, we presume that those people with university
degrees in commerce would have had at least one. Marketing seems to be a
necessary skill and since nearly all of the entrepreneurs have had no
exposure to such a course it might be in high demand. Second,
entrepreneurs begin their businesses with ideas, concepts of what they want
to do. A marketing course could help to refine that concept and thereby
enable the entrepreneur to more effectively‘allocate his resources.

We recommend that a marketing course for entrepreneurs be conducted on
a trial basis. The location of resources suggests that Honiara would be a
likely trial site.

Bookkeeping

The survey data clearly indicate that bookkeeping is poor even with
established systems. Thus while this skill is required training should
also include the necessity of bookkeeping; in other words, how bockkeeping -
can help the entrepreneur manage his business and make more mcney.

We have not singled out stock taking or inventory control, which could
be a separate course in its own right, However, we have included it here
as part of general recordkeeping. We must also note that in scme of the
surveyed businesses inventory control was extremely poor. Small rural
trade stares could greatly benefit from such a course.
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Ihe Use of Credit

The survey indicated two main problem areas with respect to credit.
First, same entrepreneurs did not understand the terms and conditions of
loans, including the fact that a certain level of viability has to be
determined befcre a loan will be granted. Second, some businesses were
undercapitalized, especially with respect to working capital. We believe
that same of the businesses are understating their needs when applying for
loans.

Although the banks can regulate loans training in the use of credit
would seem to be a viable complement to their efforts. Such training
should be weighed against the ongoing debate about loans, which includes
comments by entrepreneurs such as "loans are only for the rich." Again,
this course could be conducted on a trial basis.

Business Plannjng

We can infer from the survey data that a number of entrepreneurs are
not fully aware as to when and how they should expand and why, when, and
how they should diversify. This could signify that some entrepreneurs have
no objectives and, even more basic, are unable to assess the future. This
absence of planning is contributing to what we see as the impending failure
of several of the businesses in the survey.

As with marketing and the use of credit, a training course on business
planning could be conducted on a trial basis. Such a course should

emphasize the overall management of information systems and their
application,

, .

Entrepreneurs in the survey identified lack of training as one of
their major problems. However, it was rated as a lawer priority need. We
have utilized the survey data, interviews with the institutional
representatives, and on-site evaluations of the survey team to identify
five key skills areas that are deficient and could be aided by formal, even
brief, training courses.

We have identified these problem areas so that training could go
beyond a generic "lack of management skills."™ In fact we have purposely
avoided this generic term because we believe that certain skills are
necessary for "good management." The identified areas for training satisfy
this requirement.

In recommending training courses in these five areas we have attempted
to be realistic in terms of rescurces and pricrities. Thus "starting a
business" and "bookkeeping"™ are considered to be high priorities that
should be conducted on an ongoing basis and extended to outlying regions.,
Although the other recommended courses could be more important or useful to
a particular entrepreneur, the availability of resources suggests that "a
trial basis in Honiara" might be the most reasonable format.
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In terms of mobilizing resources to implement a formal. training
programs we suggest the following:

1. The role of the BDB. The BDB currently has a training function
and conducts courses, This role should be expanded and courses should be
held, on a more frequent and regular basis especially in outlying areas.

2. The role of banks and advisory agepcies. Currently these
institutions provide information and assist with scme training. Again,
this role should be expanded and extended to outlying areas. Although the
prospect of improved loan applications and general husiness management may
be sufficient incentive to facilitate their involvement in training, these
institutions may disagree. This will require further analysis and
discussion. :

3. Mobile training proposal. The nature of these courses indicates
that they be short (e.g., one or two weeks). A second feature of the
recommended training is that it be regular and frequent (e.g., two or three
times per year). If courses are to be held in ocutlying areas it would seem
that a mobile approach to training might be appropriate. Thus people based
in Honiara would be traveling to outlying areas on a regular basis to
conduct courses. Funds would have to be made available to increase staff
and their travel allowances.

4, Course structure. We emphasize the short course periods because
the entrepreneurs have stated that their time is limited. Same
entrepreneurs have been even more explicit, stating that one-half-day
sessions are the maximum time that they can leave their businesses.

5. Ihe role of HII. Again, the HTI can have a viable role in the
development of curricula and, in some instances, teaching courses.

Based on all of our data collection efforts we believe that
considerable resources in Solamon Islands which are currently
underutilized. In many instances these resources could be mobilized, given
adequate coordination and a sense of direction or purpose. Training would
seem to be a sufficiently important subject to facilitate coordination and
the mobilization of these resources. Although government could incur
additional costs scme reduction might be possible through the use of
overseas funds, especially given the priority attached to private sector
development by a number of donar countries.

QOther Information Needs
Several other information and training needs complement but fall

outside of those listed above. These include prices, trade, and overseas
travel.

Price Information

We have described pricing problems within the country., Rather than
see prices regulated we suggest that prices be publicized natiomwide over
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the radio. Although this will cause some price increases the general trend
should be reduced and stabilized prices, especially in outlying areas.

However, an even greater problem exists regarding prices from overseas
suppliers. The survey data indicate that pecple use only a limited number
of suppliers., There is a not uncommon perception that Hong Kong and Taiwan
have the best prices. While this may be true for certain items, it does
not apply to all items. Specifically, people do not appear to be buying
competitively.

By not diversifying suppliers or buying competitively consumers have
to pay more. With limited cash avallable, especially in rural areas, this
lawers the entrepreneurs sales volume.

During our interviews we found several entrepreneurs who had teletype
machines and used the telephone and telex to contact overseas suppliers to
find the best prices. These entrepreneurs had same of the largest trade
steres, were successful, and were based in Honiara.

We believe that consideration should be given to establishing an
office with international communications capacity that could be used by
entrepreneurs to buy competitively. Dissemination of price information to
cutlying areas and ordering by entrepreneurs from these areas could utilize
existing networks: the BIB and the internal (to Solomon islands)
communication system. In addition, if the recommendation to establish
business associations in the other provinces as well as to enhance present
associations is adopted, then this network could be utilized.

Irade Information

The above recommendation to facilitate the purchase of international
goods could also be applied to exports. Scme of the larger concerns that
involve major export items already have this capacity. Thus coordination
of the information systems could be possible.. Although the range of export
goods may presently be limited it could increase, and this type of

infarmation system would enable pecple to be in a position to take
advantage of export possibilities.

Overseas Iravel

We have noted that entrepreneurs with training in business or
management, relevant work experience, and overseas experience are likely to
own satisfactorily operating businesses. Although we cannot pinpoint the
role of overseas experience in this equation we will assume that its impact
has been positive. However, even if it has been positive the other factors
have not diminished in value. We make these points because several
entrepreneurs stated that overseas travel for businessmen would be highly
beneficial. Presumably govermment or an aid source would pay for these
tours. Without refuting the view of these entrepreneurs we would argue
that travel alone would not have much impact because a context is necessary
to sort and apply the information received on such tours. That context is
provided by experience and education. However, the suggestion could be
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merited if the tours were focused on specific issues or problems. But it
would be costly.

Lonclusion

Although the data presented in this chapter indicate certain
characteristics that can facilitate an entrepreneur's success, there is no
single or combination of factors that clearly separates the unsuccessful
from the successful entrepreneur. In other words, there are too many
exceptions to a particular trend, which means that no clear profile of a
successful entrepreneur exists. ’

However, the data can be utilized from two different perspectives.
First, the identifiable trends can be applied to policy formulation. For
example, when we state that entrepreneurs who are satisfactorily operating
their businesses make more use of business advisers than those
unsatisfactorily operating businesses, the expansion of advisory services
is implicitly recommended. Whether government, the private sector, or a
combination of the two assume responsibility for this expansion is another
issue. It is important that the data indicate that business advisers are
beneficial. However, more business advisory services do not guarantee more
successful businesses since as we found successful businesses not using
advisers and unsuccessful businesses using advisers. These exceptions do
not invalidate the data's application to policy formulation, but they
suggest that within the broad trends is a range of unique and individual
behavior.

Attempting to utilize the data from the micro perspective, or a
specific business/individual entrepreneur, presents certain problems
because of the exceptions noted above and the limitations of the
questionnaire that did not address personality or psychological
characteristics such as motivation, aggressiveness, and analytical
abilities. However, the data do enable certain generalizations based on
inference. For example, we have noted that satifactorily operating
businesses have more bad debts, which reflects not only better
recordkeeping but also more awareness of daily business operations than -
demonstrated by the unsatisfactorily operating businesses. Another
inference would be that entrepreneurs oWwning satisfactorily operating
businesses seem to be able to solve problems. Although these entrepreneurs
may not have bookkeeping skills they find sameone who does. Similarly
these entrepreneurs indicate that kinsmen seeking credit can be a problem,
but not an insurmountable one.

What these micro-based inferred generalizations seem to be saying is
that successful entrepreneurs are more confident in their ability to own
and operate a business than their unsuccessful counterparts. The data do
not clearly indicate the way in which confidence is developed. This is
where we believe that successful role models and business associations can
have substantial impacts.
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APPENDIX A. THE DEVELOPMENT OF THE STUDY

Purpose

Mandated by the Standing Committee of the Pacific Island Conference,
this study is part of a two-year project assessing indigenous business
ventures in the Pacific. The purposes of the project are (1) to analyze
indigenous business ventures in the Pacific with respect to identifying the
econamic and social factors that contribute to the success and failure of
such ventures and (2) to recommend policy options and entrepreneur
development and managerial assistance programs that can be readily adapted
to the Pacific island enviromment. Case studies have been conducted in
seven countries. Surveys have been completed in Tonga, Solomon Islands,
Marshall Islands, Fiji, and Western Samoa. Surveys have been proposed for
Papua New Guinea and Cook Islands. The project is directed by Dr. Te'o
Fairbairn, an econanist from Western Samoa.

Dr. Fairbairn has designed a basic questionnaire to be administered to
approximately 70 business ventures in each country, both successful and
unsuccessful, covering a wide range of important sectors (e.g.,
transportation, agriculture, retail trade, and manufacturing). The
questionnaire has been adapted and expanded to reflect the specific Solamon
Islands business environment. Attention has been focused on rural and
urban areas that reflect government's development objectives.

Rationale

Since independence the number of businesses in Solomon Islands,
especially those businesses owned by indigenous Melanesians, has
substantially increased. This increase largely has corresponded with
growth in the public sector. With continued public sector growth
constrained by relatively stagnant or highly vulnerable (to prices for
exports) revenues and increasing costs, government would like to see a

larger and more dynamic private sector so that econamic growth rates can be
sustained.

Although recent private sector growth and performance has been
positive certain inefficiencies are becoming apparent. Duplication, and
resulting overcompetition, lack of management and technical skills, and
major breakdowns in information flows are but same of the major problems.
However, these problems are not unique to Solomon Islands; rather, they
typify small businesses globally (Townsley 1983:49-50). As Adam Smith
stated in 1776 regarding the small grocer, "He must have all the knowledge,
in short, that is necessary for a great merchant" (Brien 1984:4).

Smith's statement has been difficult to realize in many nations,
developed and developing, over time. The current failure rate of small
businesses in the United States supports this comment. In the context of a
small maﬁxst (228,000) dispersed on scores of islands, scattered over
800,000 of ocean, and speaking 90 dialects the problems are compounded.
The uniqueness of the Solomon Islands private sector must also be viewed
from the perspective of sociocultural (including political and econamic)
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transition. The majority of Solamon Islanders live in villages
predominated by subsistence agriculture, Yet cash inflows are increasing,
as is the desire for nontraditional goods and services. While a larger and
more dynamic private sector may reflect a realistic objective, it could
also cause cultural dislocation as different modes of production and
lifestyles are adopted.

Hence determining reasons for a business' success or failure becomes
one objective of the study. Whether explicit or implicit, a current
constant throughout the survey and its analysis is the role of
business-~relative to the use of money and capitalism=—in the development
of Solamon Islands. This sanetimes may be difficult to identify and
discuss, but it is always present.

Thus within the context of Solomon Islands the specific issues that
need to be addressed are (1) how to increase participation in business,
especially by indigenous Melanesians and particularly ocutside of Honiara,
and (2) how to improve business perf crmance,

Orzanization of the Suryey

Originally a sampling procedure was established based on population,
geographical distribution, ethnicity, and econamic activity (sector). Due
to problems in obtaining responses this was quickly discarded. The result
was that the businesses included in the survey were included because of
their willingness to participate. In Honiara as many businesses agreed to
participate as those who either said "no" or were continuously unavailable.
Thus data may not be totally representative of the private sector.

The business survey itself was conducted over a three-week period by
six field officers of the Business Development Branch of the Ministry of
Home Affairs and National Development. Utilizing Dr. Fairbaim's
questionnaire the fileld officers underwent a brief training period in
.Honiara, followed by the actual survey in Honiara (20 businesses plus six
businesses in Guadalcanal Province), and then surveys in the other
provinces (47). The field officers also completed an assessment of support
infrastructure in their provinces and integrated this assessment with
provincial development objectives.

The Business Development Branch (BDB) felt that this exercise would be
beneficial to the field officers because they had only been with the BIB
far roughly two years and had only been through one two-week training
course. Aside from learning survey techniques they would also have the
opportunity to familiarize themselves with businesses in their provinces
and to learn more about overall national development,

The 73 businesses surveyed are disaggregated by main activity (Table
1) and major variables (Table 2). The final number surveyed was determined
by time and other resources: to survey certain areas would have required
considerably more time due to transportation problems (e.g., the
availability of cances) and work commitments of the field officers. Thus
although the survey is not totally representative it should indicate the
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major problems and needs of businesses. The major variables selected
reflect an attempt to isoclate particular issues.

Dr. Fairbaim's questionnaire is basically qualitative. Although
questions were included on matters such as turnover and net profit, where
~quantitative data were desired, daily cash-flow records that would have
yielded same of this data were not kept. Since recordkeeping generally is
poor quantitative performance data must be read with considerable
suspicion. However, it must be stressed that this is the first study of
businesses in Solamon Islands. Thus the study falls into the "exploratory
research" genre, or in other words, a first attempt to define problems and
mechanisms to correct them.

The outline of the above major constraints and limitations suggests
that problems could occur utilizing the data for decision making. In an
absolute sense this is correct. However, taken from another perspective
the data could be quite useful. No survey can claim to pinpoint a
particular reason for success or failure in all cases. Rather, indications
and broad trends can be identified that suggest not only problems but
possible solutions. This is the case here. In addition, the data can be
utilized in dialogues between government, key private financial
institutions (e.g., banks and accounting firms), and the business community
to develop policy. Thus the limitations and constraints do not restrict
application if they are recognized.

The attached questionnaire indicates the focus of the data collection.
As shown in the questionnaire, considerable emphasis has been given to
structural and institutional problems and needs.
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SURVEY Q° DIIGENS SUSTNESS
ETIERPPISES - SOLOMIN ISLANDS

. QESTIGORIRE Interviever
Date-

The purpose of the suvey is to ollect information fram individual .
business enterprises so as to cqin a clearer picture of problems confronting
local business and measures that can be taken to overcome thenm.

Your cooperation is greatly acpreciated amd all information will be kept
el :

The interviewer will seek ycur response to the following business topics:

0 Self-financed

¢ Development Bank l<an
o Commercial Bank Loan
o Other Loan

¢ Other Lecan

¢ Overseas funds

o Other sources

Value of origipal jpvestment:

Rezsons_for coine into buginess (social and econamic):
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Sex:
Marical status:
Race:

Size of family:

Province originally from:

Traditional status:

Religion:

church statnsg:

Querseas experience:

Relevent inforration on familv backcround: (past and present)
e et S : .
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C.

BUSTRESS STRUCTURE

"market” ZEJ.HS

buildines
plant
equimment
working capital
stocks on hand

o 0 0o O o

yalue of funds in reserve:
Current_trade debt levels:
. id
eumliars®, | .
2xesent source of usinesa edvice (1f amlicable)
Labour:

Sizeof {a) family
{b) those of working age: M—— F—

- part-time
Dse of paid labour:
0 :*‘anagemed:
o Qerical
Q Labour - full-time
- art-tipe
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D.

BUSINESS PERFORVANCE
ﬂm@sﬂmﬂm@

Current revenue level (turnover, aross orofit. net orofit, etc.):

How many hours ver day do vou work at vour business?
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0 weak local market

o  competion from imported items
Q weak marketing institutions

o cther

o Sﬂ:i&gﬂtum (e.qg. traditional ohligations):
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P. “SUCCESSFULT CASES

Major factors making for success ag percaived bv the entrepreneur,
ranked in order of importance e.qg.:
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G. SUPPORT SYSTEMS

1. Do E utilize any govermment incentives? (describe what, when, how long,
S,

land (e.g., industrial estate) - including n:;:wisimof services (water,
1ty)

market information:

technical information and backm ‘(especially for mamifacturing) :

pre-investment feasibility studies/ or post=investment performance evaluation:

2. If rot, why not?
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3. If supoort fram elsewhere (e.g., UN), describe:

4. Domﬁnmfomatimorassistz:ne&motherbusinessesora_:;xaﬂnr
sources? : ’

6.

8.

How much do you interact with other hisinesses?

Bow much do you travel? Where?

Do usefl information from the media (e.q.
tions, UN, ) ?

How could information system be izoroved?
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1. vwhat could be done to help vour business? List ard describe, ineludi
who should provide assistance.

2. Pmatcanywd:mmpme-mhm? List and describe .

3. what were objectives and ions when vou entered buginess?

4. Bave these.been met ,--_\-hy/bhy mot?
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5.

Any other comments.
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Independent assessment by interviewer of responses to Section E and F.
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APPENDIX 8. BACKGRQUND ON THE ECONCMY AND BUSINESS DEVELOPMENT

Solamop Islands is a scattered archipelago stretching gver 1,400 km
(803,000 km£ of ocean), with a total land area of 29,000 . The 1980
estimated population of 228,000 had increased at a 3.u percent average
annual growth rate (AAGR) since 1976 and is projected to increase at a 3.6
percent AAGR for the 1980-85 period to 268,000 (NDP*). Ninety percent of
the population are Melanesian. Approximately 90 dialects are spoken.

Econamic production is largely in the agricultural sectors, including
noncash production, which accounted for 36 percent of total GDP (SI$135
million) in 1981 (SIMA 198). Major commercial products include fish,
copra, timber logs, palm ¢il, rice, and beef. All of these products are
exported, except beef, and in the future as production declines, rice (SIMA
1982). Secondary and private tertiary industries have limited roles in
GDP.

Real GDP increased at a 7.4 percent AAGR from 1973 to 1978, slawing to
2.2 percent AAGR for 1978 to 1981, which included real decreases in 1980
and 1981 (SIMA 1982; World Bank 1980). Even with a high AAGR for
population real per capita income increased at a 4 percent AAGR during
1973-78. With the fall of copra prices and general declining terms of
trade after 1978 real per capita income in 1981 had fallen to 1978 levels
(SIMA 1982; World Bank 1980).

The econamy is highly open, with imports (c.i.f. value) equal to 57
percent of GDP (SI$135 million), exports (f.o.b. value) 42 percent and the
trade deficit 16 percent in 1981 (SIMA 1982). Imported inflation and price
increases, especially for fuel, accounted for roughly two-thirds of the
1981 14.5 percent increase in the Honiara Retail Price Index (SIMA 1982).
This relationship resulted in a 6 percent devaluation of the Solomon
Islands dollar, which is valued daily against a basket of major payment
currencies: the U.S. dollar, Australian dollar, Japanese yen, and British
pound (SIMA 1982).

At the time of the last census (1976) only 16 percent (16,410) of
those aged 15 and over were working in formal wage and salary employment.
Of those workers in the formal sector 30 percent (4,917) were in the
capital, Honiara, which accounted for only 7.6 percent of the total
population (Central Planning Office [CPO] 1980). In 1980, government
employees accounted for 41 percent (7,369) of formal employment (Statistics
Office 1981). Primary industries had 34 percent (6,833) of formal
employment in 1980, secondary industries 20 percent, and tertiary,

# NDP = National Development Plan 1980 to 1984. The NDP was unpublished
due to a change in government. The present coalition submitted the
1981-84 Program of Action as a replacement, The current Prime Minister
described the NDP as "containing useful information" (APRU:1982). Thus
the NDP as been used as a data source in this study but not for policy
initiatives. The Program of Action was unavailable.
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primarily government, 46 perceni: (Statistics Office i981). Reversing low
educational levels has been viewed as a national development priority
(World Bank 1980).

Given the above constraints, the current national Program of Action
has set the following objectives:

t. Devolution of decision making,
2. Equitable distribution of development,
3. Increased econamic productivity, and

4, Redirection of programs and policies of the government to serve
Solomon Island needs (APRU 1982).

The Monetary Authority is more specific with respect to the econamy:

A realistic econamic strategy for increased investment,
higher productivity and resumption of savings, is now
urgently required; this must be accompanied by monetary
policies that contain inflation and ensure financial
reggurces are available for national development (SIMA
1982).

Described below are (1) the role of business in the econamy, (2)
government policies and incentives to encourage businss development, and
(3) major issues relating to the private sector. Discussion is limited by
the avallability of data. The purpose of presenting this general overview
is to provide a context for the assessment of small businesess.

ess (o]

Fram 1971 to 1980 the number of companies incorporated in Solamon .
Islands increased from 106 to 274, a 10 percent AAGR (Statistics Office
1981). In 1980 only two were public companies, Authorized capital
increased at a 4.5 percent AAGR to over 1970 SI$26 million during the
period; whereas paid-up capital increased at 8.1 percent AAGR to over 1970
SI$15 million. Forty-three companies that were incorporated overseas were
operating in 1980, down from 48 in 1970.

Other private sector entities include:

1. Government Shareholding Agency (GSA), which had invested SI$6.8
million (1970 SI$3.7 million) in a number of statutory bodies and major
commercial joint ventures by the end of 1979. Thirty-three percent of
GSA's investment was in the Development Bank of Sclcmon Islands.

2. Cooperatiyve Societies have increased in number fram 145 in 1970 to
226 in 1978, and membership from 8,000 to 16,000 over the same time period.
These societies perform a number of functions including wholesale
purchasing and marketing, retailing to and marketing for individuals, and
collecting and distributing savings and loans.
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3. Small businesses that have not been incorporated under the
Companies Act probably play a major role in retailing, transportation, and
smallholder agricultural production, especially in the rural areas. The
exact number 1s not exactly known.

Of the 20,365 in wage and salary employment at the end of 1980, 36
percent were classified as "government" employees, 6 percent as "nonprofit
bodies" employees, 3 percent "cooperatives," 4 percent "statutory
authorities,™ and 50 percent "private business,™ which includes government
commercial joint ventures. Table B1 shows total wage and salary employment
by main industrial sectors. As the table indicates, sectors 1 (34 percent)
and 9 (28 percent) provide the bulk of wage and salary employment.
Manufacturing (10 percent), construction (9 percent), wholesale and retail
trade (9 percent) and transportation and communication (7 percent) also are
important,

Since the available data do not allow disaggregration by private and
public sector commercial joint ventures, a rough estimate can be made of
the size of the private sector exclusive of government. By eliminating all
of the employees in industrial sectors 4 and 9 and all of those people
working in establishments with 100 or more employees, roughly 30 percent
(6,188) could loosely be termed as strictly private sector employees.

Using this "rule of thumb" methodology, of the 6,188 "private sector”™
employees 30 percent are in wholesaling and retailing, 22 percent in
agriculture, 15 percent in manufacturing, 14 percent in transportation, 13
percent in construction, and 5 percent in financial services.

Small establishments have a major role in terms of the number of
operations but they do not employ a correspondingly large number of people.
Aside from sector 9, amall (less than 20 employees) establishments have
major roles in wholesaling and retailing, and transportation and
communication.

Three commercial trading banks are registered in Solamon Islands:
Australia and New Zealand Banking Group Ltd., The Hong Kong and Shanghai
Banking Corporation, and the National Bank of Solomon Islands, Additional
financial institutions are the Development Bank of Solamon Islands and the
National Provident Fund (national superannuation scheme). Table B2 shows
advances by sector. Primary industry received 37.1 percent of all loans in
November 1980, manufacturing 3.1 percent, and construction 2.2 percent, for
a total of 42.4 percent for primary and secondary industries, Tertiary
industry received 46.6 percent while loans to individuals acocounted for 11
percent.,

Table B3 considers only Development Bank loans, Several trends
appear:

1. Although the loaned amount has increased substantially over the
time period the number of loans has increased nearly 15-fold, which
indicates more small loans,

2. Small loans are especially praminent in the commercial trading
sector,
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Employment by Size of Establishment at 31 December 1950

Table B1.

Fe)
= Y
- ~ [4Y] =4 = [2a] (=33 ™ | g Q
Eigg: 2 " g R 3 gF BE B8
- oo (Y= — — =3 ﬂ w
=Rl
D | mmmm wm am e e e e — — —— —— - —— —
i a - 0 N o1
2] O wh % - R v m 2 % ma (=]
tal = M ("=} o
- -—
']
38 2 + 2 B & % {87
o2l & - " " P iFiF)
2 ) n
° o 1 0 [} = ] N 1 [l B n}m
" -—
IIlldllﬂ%llMWIIMlIIIIIIIHIINIMW
~138| &+ 88 8 8 8 15l&
R =T NS Sy S |
-
W ° - 1 = - O (4] Lad [] o~ m a/m
= —
T E & e a = = o mo® e e
2138 § R ¥ K &8 88 (gl
= [=3] Nl -
L ) e e e e e e e mm e e e
. N
Blolo v oo cp’e =g igfd
TTUCET m . = e d e m leled
=) M.m. M o= e - a Sl
1 b= O, . .
L NSRRI RN SR |
wn
ol @
Q N ] & [} ] o " - [2Y] - .
= - N 2] [ag]
T NS UL R |
2] B 8 s =g 3 =g izie
-4 o - ™ - =
— ON
[
] - — S B B — i S S BT S - Sl e g B S S
2 o M e o e @ - N -m
= -  d T3]
e e e
g = s ® ¥R E N E lslg
o smo o w ...H -]
ed
I | o e o e S S S ——— ——— S T A S —— f— S ——
=
ol gf e E e e s =g |gla
= Ead — .
-
—— — R D S I il RS Sy S e St SRR SN EFE P I S —mp S WP SN W S S et — [- ]
] h
g3 2 v e T e g {§ |2in] 7
o (¥~ = o -—
=r _wk v (4] Ll -
[=] o — -] o un oy (=] (=, [=] (=) o i
2 - - 2 (8o 5
S U (R | -
i 3
W. [ ] ..w -4
g 8 =z _ 8 4% g
.m x P Q W .I.w u
- [+ ] -l nm& ]
ol E -5 % 2 g 3 8
& W e -l - Dw - g Q
a3 > -l [ .m v..m b~
> - b - o m ~—4 m - w L i
g 133 t ¢ 2% B3 3 T8 5 o
2 |88 25§48 % 28 § gEiE|ay B
g 58 2525 % E° BT 3
(=1 x m 73] AW = = oy h
69

Pacific Islands Development
East-West Center

Program



TOIUS) ISOM-3Sed

weibard Jusudorassg SpueTsI OTITORd

oL

. |

Table B2, Sectoral Analysis of Advances in 1981 (All Tradihg and Savings Banks) SI$'000

| Manu- 1 Other Production ! | Services i | | |
Dates | factur-| | | | i | I
a Indus- lagric & | {construc-| | | | | | | ]
: try :Forestry { Fishing : tion : Total! =Transport: Retail i Other : Other i Total? : Personsi Total
1977 | } { | | | | | | | | |
November l 26 1 669 1 g0 1| 194 | 1523 1 276 | 13;v | oguo | 1239 1 3826 | 536 | 5885
} 4.4 i 1.4 i 6.9 = 3.3 = 21.5 } 4.7 = 23.3 { 16.0 E 211 65.0 H 9.1 } 100.0
1978 | | H | | | | t } | | | .
February | 263 | 529 1 1296 | 6t | 198 | 6w ) 2175 | 789 | 563 1! mo1 | 963 | 7313
May b aa2 + 917 | 6% | 156 | 2688 | 536 | 1w05% | su8 | 1520 | 3660 | 753 | 7343
August w3y 1 83 1t e 1 1wz 1 6w 1 swo b o051 b o532 1 828 | 3657 | @02 | 6uu3
November l 398 | 922 | 1268 | 202 1 2302 | 492 | 130 b a1 | w8 | 381 | 978 | - 7569
4 i 5.3 { 12.2 i 16.8 | 2.7 | 31.6 } 6.5 18.1 E 6.2 , 19.4 = 50.2 l 12.9 = 100,0
1979 | | | | | | | I | l. | !
February 1323 1 499 | w34 I 266 | 1189 | w59 1 962 | 265 1 1384 | 3670 | 1031 | 6231
May I 381 )} 259 | 696 | 3@ | 1337 ) wo 1. 1258 } Zzzh | 1259 | 31911 1032 | s9n
August b 335 | 351 | 1901 | 333 | 2625 | s40 I 1210 4 1wy )} 1965 | w872 | 1078 | 8930
November | 66 | 430 | 1989 I 363 | 2re2e | 38 | -1539 ¢ esu 1 1575 | uw3w8 | 1727 | 9323
3 } 5.0 : 4.6 i 21.3 = 3.9 l 29.8 } i.1 : 16.5 i 9.2 : 16.9 l 6.6 I 18.5_’ 99.9
1980 | | } | | ) | i | ] | !
February l 602 | 1885 | nme | 393 | 669u | 379 | 2653 | s87 | usya 1 8193 | 1893 | 73
May i 702 | 1810 | 3@3 | koy | 6038 | w2 | ¢ | sy5 1 2568 | 6266 | 3193 | 16195
August b 709 | w91 | 62un | myp I ei@2 | 895 | 2107 b 885 ) 3837 | 7724 1 2152 | 18767
Nov ember I 660 1 1791 } 6202 1| w483 | 8yp6 | 2977 b 2438 1 ot} w08 | w037 | 2380 | 21553
1 : 3.1 = 8.3 : 28.8 : 2.2 ; 39.3 : 1.5 ; 12.7 : 3.3 : 19.1 = 46.6 : 11.0 I 100.0

Source: SIMA, 1982.
% Third Wednesday of each month.

Notes: 1. T = Agriculture & Forestry + Fishing + Constructions,
2. T = Transport + Retall + Other Services + Other.



Development Bank Loans - Approval by Sector (SI$'000)

Table B3.
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3. This trend also appears in furniture-making and fixture and land
transportation,

4, Shipping, on the other hand, shows an inverse relationship, and

5. Agriculture, especially "Rural Institutions" is the main

destination by amount and accounts for nearly one-third of all loans by
number.

Table B4 shows that loans of less than $1,000 account for 91 percent
by number but only 23 percent by amount. Most of these loans reach
maturity within two years. Loans greater than $50,000 account for less
than 1 percent by number but 56 percent by amount. Similarly these loans
reach maturity in five or more years, with the largest over 10 years.

Table BS shows the geographical distribution of Development Bank
loans. In provinces where there is a branch office (Western, Malaita,
Makira/Ulawa, and Guadalcanal/Honiara) loans account for 84 percent of the
total by number and T4 percent by amount. Santa Isabel Province accounts
for 7 percent of total loans by number and 14 percent by amount. Loans in
Honiara account for 2 percent by number and 23 percent by amount. 1In
provinces with considerable agricultural potential, Western and Malaita,
the opposite relationship is seen. Most of the loans are made to Solomon
Island nationals who are first-time borrowers.

Savings are shown in Table B6. As indicated, most of the accounts are
small, with 99 percent by number accounting for 64 percent of the total
amount. These accounts average $85.00. Savings figures shown represent
5.1 percent of GDP compared with Fiji's 12.7 percent (savings/GDP)
(Government of Fiji 1981). 1In per capita terms Solamon Islands has 1980
US$29 compared with Fiji's $222 (Govermnment of Fiji 1981).

As SIMA (1982) has noted, savings and investment are critical
development issues. Figures on Development Bank loans indicate that
distribution by location, sector, and amount could also be added as a
critical development issue.
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Characteristics of Development Bank Loan and Equity Investment Approvals (SI$'000)

Table BM.
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Develbpnent Bank [.0oans by Province

Table B5.
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Table B6. Savings Accounts Held with Commercial Banks at 30 June 1980

| Average Size, of

]

]

| Total Value 1
]

N |
Size of Account E No. of Account! (5$'000)1 i ?g?g?n;?
Not exceeding $2,000 I 45,555 | -3,855 85
$2,001 - $4,000 ‘ 224 593 2,648
$4,001 - $6,000 89 412 4,630
$6,001 - $10,000 52 388 g 7,460
$10,000 - $20,000 24 326 ' 13,600
More than $20,000 ; 10 ; 457 ; 45,678
TOTAL i 45,954 i 6,031 E 74,101

Source: Commercial Banks in Statistics Office. 1981.
1

Estimated figures.
Policies and Incentives

As noted, increased econamic production is a primary national
development objective. Other relevant objectives include equitable
distribution of development and the promotion of programs aimed at meeting
"Solamon Island needs." Taken together these could be interpreted as
increasing the role of Solamon Islanders in econamic development through
increased geographic distribution of opportunity.

Solamon Islands also recognizes the need for private foreign
investment and technical and management expertise. Foreign investment is
encouraged, especially in large export-oriented projects, preferably in a
Joint venture with local businesses (Peat et al. 1983). Foreign investment
is discouraged in:

1. General road transportation, -

2. Middleman marketing of primary products,

3. General retail or wholesale trading,'

4, Service industries and manufacturing (excluding specialized or
advanced technology fields), '

5. Small-scale rural fisheries,
6. Real estate development construction, and
7. Internal shipping (Peat et al. 1983).
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In addition to commercial trading banks the Development Bank of
Solamon Islands (DBSI) is a major source of finance. As discussed in the
preceding section small loans to Solomon Islands-owned commercial
enterprises are emphasized. The DBSI was established in 1978 as the
successor to the Agricultural and Industrial Loans Board with the following
objectives:

1. Providing financial capital to suitable enterprises,

2. Promoting the participation of Solamon Islanders in Solamon
Islands econamic development,

3. Encouraging the econamic development of rural areas,

4, Stimulating processing and other industrial activities that may
strengthen Solamon Islands econamy, and

5. Providing advisory and extension services related to credit
finance (CPO 1980).

As the above data indicate, the DBSI has many small loans. The

"micro-loan" program lends a maximum of $1,000 at a flat interest rate of 6
percent per annum (Kadau 1982). This program has been termed "impressive"
(Cole and Thompson 1981).

Other incentives include:

1. Financial concessions, including import and export (with
re-expert) duty reductions and tariff protection,

2. Financial assistance in the form of providing a joint venture
partner where the project is perceived as being of major econamic
significance in the national interest, and

3. Assistance in such areas as obtaining suitable land tenure with
related planning and design, infrastructure and communications support,
staf f recruiting and training, and marketing.

Peat, Marwick, Mitchell and Co. (1983) summarize tax information with:

Customs Duty, Custams duty is levied on goods entering the country on
a single line tariff and varies between commodities.

Export Taxes, Similarly the taxes vary between commodities; same,
hoWever, are specific, as opposed to ad valorem, and in such cases
rebateable against income taxes.

Excise Duties, These are least significant since they presently apply
only to tobacco and tobacco products.

Stamp Duty, Certain documents such as those involved in the transfer
of property or shares are required to be stamped. The rate of stamp duty
imposed depends on the nature of the document.
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Gift Duty, There is no gift duty 1n”Solcmoﬁ Islands.

§Mmm§E!_Qﬂ_QQQEQBI_IQK_IDEQEEQLiQD

1.

Company Tax Rate
Residents
Nonresidents

Other Income Taxes

Tax Year Ending

When Company Tax Payable

Withholding Taxes

Dividends

Interest

Royalties

Other
Tax Losses

Carry Forward

Carry Bank

Required Continuity of Omwership
Assessability of Dividend Income

(a) For companies

(b) For individuals
Whether Taxed on a Group Basis

Availability of Tax Holidays

Capital Gains Tax

Other Taxes, etec.

77

35 percent
50 percent
Nil

-31st December

Quarterly - in advance

20 and 35 percent
15 percent
15 percent

Varies 2.5 to 15 percent

Indefinite

not less than 51 percent

Tax credit
Tax ¢credit - in scame
No

For companies with
pioneer status and
approved companies
and activities.

No

Custams/Excise Duty
Export Tax
Stamp Duty
Estate Duty
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Bank lending and interest rates for 1981 are described in Table BT.
As indicated, interest rates are relatively law except for longer term
deposits. Even the higher earning development bonds (10 percent) were well
below the rates for deposits such as "money market accounts" in the United
States,

Table B7. Interest Rate Structure 1981 (percent)

BANKS' INTEREST ON DEPOSITS | JANUARY i DECEMBER
Call rate 3.50 3.75
1 month 4.50-4.75 5.25
2 months 5.50" 5.75-6.00
3 months 6.00 6.25-6.T5
6-12 months 6.50 6.25-7.25
Savings 3.50 3.50

OTHER FINANCIAL ASSEIS

1
]
National Provident Fund contribution accounts 8.00 i 8.00
i
National Saving Certificates 7.00 | 7.00
|
Treasury bills - ! 7.00
1
Development bonds 9.00 | 7.00
: E
BANKS' LENDING RATES
i i
Overdrafts: i |
[} |
Minimun | 9.00-10.75 | 9.00-12:00
| |
Maximum -1 10.50-12.5 | 12.50-14.50
1 I
| i

Source: Solomon Islands Monetary Authority. 1982.
Note: Lending rates are usually "standard" rates, applicable to normal

nonrisk loans. In cases of large deposits the rate payable by the
banks is negotiable.
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which were above 15 percent duriﬁg 1981. However, -lending rates were well
below U.S. prime rates during 1981. Apparently there are no
differentiations for interest rates based on size of the deposit.

In-service and general training facilities appear to be limited, which
is substantive since "the labor force consists largely of unskilled
laborers®™ (Peat et al. 1983). Financial incentives on training are not
stated. An investor can secure a seven-year moratorium on land rents if
locating in a "Fixed Term Estate" (75 years) (Peat et al. 1983). Same of
these estates, such as in Honiara, are full service (e.g., roads,
electricity, water). Insurance has been termed "fragmented, costly and
directed entirely from outside Solamon Islands™ (CPO 1980).

Key Issues

Solamon Islands has a dual econamy, with a majority of the labor force
working in the noncash sector while the monetized sector is dependent on
exports and public expenditures. Main exports are highly vulnerable to
commodity price fluctuations. The open econamy is vulnerable not only to
fluctuating export commodity prices but also to inflation imported from its
main trading partners (e.g., Australia and the United Kingdom).

Government foresees a substantive role for the private sector in
utilizing Solomon Islands resources. Resource utilization requires the
estabishment of operations in rural areas. This, in effect, will increase
participation in the monetized sector.

During the recent world recession, which resulted in depressed export
earnings, savings rates declined to pre 1978-79 levels (SIMA 1982).
Developing a financial resource is considered to be necessary for the
expansion of the monetized sector and hence resource utilization.

Investment levels also fell during the recent recession. However,
this has been attributed to ™a lack of financially suitable® investment
opportunities rather than lack of capital (SIMA 1982). Govermnment plays a
leading role in investment, both in public and commercial joint ventures.
Government investment also declined primarily duve to lack of "planning and
execution™ (SIMA 1982). Thus the identification and implementation of
commercial investment opportunities must be improved if further rescurce
utilization is to occur.

Although the DBSI's "micro-loan" program has largely been successful
overall use of the DBSI could be increased. Fallure to fully exploit this
resource is due not to lending rates but to a breakdown in information and
extension systems (CPO 1980). Misunderstanding of the DBSI's role and lack
of facilities and staff, especially in rural areas, significantly
constrains operations.

At present many small loans are in commercial retailing and
transportation. Although this has a net positive effect by increasing
rural access to goods and services, future growth will depend on increased
economic production and its geographic distribution., This will require
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increased exploitation of resources in rural areas as well as centralized
forward processing (which could be located in selected rural centers).

Efforts to increase forward processing, or manufacturing, have come
primarily from public expenditures or overseas investors. This trend is
expected to continue. However, there are constraints in the identification
and implementation systems. At present, technical support systems appear
to be limited, This requires the import of costly expertise. In the data
available no mention has been made of any assessment of rationalizing these
expenditures or the demand for such services.

Even with constraints and development issues private businesses are
increasing. As shown in Table B8 the increase is substantial, especially
for companies owned by Solcomon Islanders. This increase, as well as a
continued increase, has created and will create more demands for services
and recognition. How these demands will be met by govemment and financial
institutions is a significant question.

Table B8. Incorporated Companies Just Prior to Independence and in 1984

E 30 June 1978 30 June 1984
. .

iTotal Incorporated 196 4362
{Campanies

| =wholly awned by 22 155°

Solamon Islanders

Total Paid-up Capital

|

i

|

i $16.90 million
i -paid-up capital of

i

|

$ 0.09 million

$39.7 million
$ 0.9 million
companies wholly '
owned by Solamon
Islanders

—— —— —— S —— — W —

Source: Registrar of Companies, 2 October 1984, personal communication.,

@Includes 20 companies in which Solomon Islanders had the majority of
paid-up capital, 14 companies in which Solamon Islanders had an equal
share, and 15 companies with minority shareholding.
bIncludes 25 naturalized citizens owning companies.

°Dollars are current dollars,

430 June 1978 is just prior to independence.
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APPENDIX C. THE INSTITUTIONAL REPRESENTATIVES VIEW OF THE ECONOMY

A component of the field study involved interviewing senior officials
of organizations that are central to the management and direction of
Solamon Islands' econamy. The purposes of the interviews were (1) to
determine the current state of the econamy and its future and (2) to elicit
discussion on the problems and potential of small businesses as viewed from
key positions within both the public and private sectors. The results of
the interviews can be compared with responses (to similar questions) of the
owners of small businesses as an indicator of communication/information
flows between policymakers and those people who are affected (i.e., the
small business person). The results also can enable a focus on possible
measures to improve the environment for small businesses. However, this
"improved envirorment™ should be treated cautiously: as one of those
interviewed stated, "It's easier to highlight problems than to find
workable solutions, ™

Table C1 shows the 30 organizations (14 private and 16 public sector;
note: the DBSI, a statutory body, has been included under private sector
banks) represented by the people interviewed. Table C2 indicates the
citizenship and years of residence in Solaron Islands of the interviewed
expatriates (21) and the ethnic origin of the interviewed Solamon Islands
citizens (14).

In all but two cases the interviews lasted less than one hour, with
most lasting approximately one and one-half hours. The interviews were
essentially open-ended. However, several issues were raised during all of
the interviews: '

1. Current performance of the econamy,
2. Future of the econany,

3. The effectiveness of governments private sector policies and their
impl ementation, and

4., The problems and needs of small businesses.

In all cases the interviewees were cooperative. Discussions were
conducted in private and the responses were confidential.

Lurrent State Of The Economy

As expected during a period of both higher prices and increased
production for major commodities and their ensuing added cash flow to both
the public and private sectors, the current state of the econamy has
stimulated optimism and a generally positive outlook. As Table C3
indicates, 57 percent of all of the interviewees viewed the econamy
positively while 43 percent had mixed feelings. The majority (73 percent)
of those people with mixed feelings work for government, which tends to
support to some degree the statement by sameone in the private sector that
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Table C1.

Organizations Interviewed

Private Sector

Public Sector

Banks
ANZ
Shanghai
National Bank of
Solamon Islands
Development Bank of
Sclamon Islands (DBSI)

c
Price, Waterhouse

Peat, Marwick, and Mitchell
Coopers and Lybrand

Fred Seda

Other

Cameron MacNamara -
Engineering Consultants

Assocjations
Solanon Islands Business
Association
Chinese Association
Honiara Chamber of Commerce
Gizo Chamber of Commerce

National Provident Fund
Central Bank .
Government Shareholding Agency

Ministry of Finance

Inland Revenue

Statistics Office

Chief Economic Planner

Foreign Investment Division

Registrar General

Honiara Technical Institute -
Business Studies

c c c
4n _Goverpment .
Ministry of Natural Resources
Forestry Division ,
Gealogy Division

Ministrv of Home Affairs and

National Development

Agriculture Division

Cooperatives Division

Provincial Fisheries
Division

Land Use Division

Business Development Branch

Devel opment

8
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Table C2,

Nationality and Years in Solomon Islands of Those Interviéwed
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neivil servants seem to be more negative (than the private sector) about the
econamy 's prospects."

Generally, all of the interviewees indicated that higher commodity prices,
especially for copra, determined their views on the econamy. The people with
mixed feelings stressed that the higher prices were temporary and would fall
within the year.

A total of 12 percent stated that the opportunities for businesses were
increasing or that the "business climate was improving." This could indicate
that the relationship between the public and private sectors is improving and
that certain government policies and initiatives are having a positive effect.
The Small Loan Guarantee Scheme and the Foreign Investment Act were
specifically mentioned as being positive.

Euture Of The Economy

Table C4 shows the experts' views on the future of the econamy. As the
table indicates the econamy's future is more uncertain than its current state.
Although the entrepreneurs with a positive view justified their position with
statements that investment opportunities were increasing and that management of
the econamy and private businesses were improving, they all recognized that
there are and will continue to be problems implementing policies.

Specific implementation problems included the extension of policies and
programs to rural areas and inconsistent policies, Extension problems are of
special concern since there is a generally held view that the future.of the
Solomon Islands econcmy is dependent on the utilization of natural resources in
rural areas, in particular, the development of smallholder agriculture. The
major determinant here is the lack of resources (e.g., manpower, finance) to
implement rural development policies.

Inconsistent policies also received prominence as a major concern. Two
main policy areas were identified: (1) the role of provincial governments and
(2) foreign investment. Presently each of the provinces is able to set its 'own
tax rates and business regulations, which can vary fram province to province,
and that many provincial decisions are made in isolation without consulting or
integrating with national policies. This situation is considered (by those
responding) to be (1) confusing to investors and (2) a deterrent to investment.
Although the confusion could dissipate over time, one of the interviewees views
the existing situation as "additicnal government red tape."

Foreign investment was generally felt to have improved over the last year.

However, a number of the interviewees still feel that inconsistencies exist
(between policies) and that same policies have been applied retroactively. In
particular there seems to be same confusion as to the role of the Foreign
Investment Division:  "is its objective to promote investment or to be a
policing agency?" As an outgrowth of this confusion same of the respondents
mentioned that personality conflicts had developed. Taken together the
preceding suggest uncertainty to a potential investor, which is not a desirable
climate for investment.
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Table Ci. Anticipated Future Performance of Economy (Cont!d)
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Two additional concerns were also voiced: (1) too rapid localization and
(2) the "human factor."™ The concern with localization stems from a view that
government policy does not recognize the need for a specific skill in a private
business. The policy has been described as "politically appropriate but
unrealistic.™ The "™human factor™ implies the capacity to adapt to changing
situations in a positive manner. The question then is-how individuals will
adjust to'a fluctuating econamy (dependent on commodity prices) and capture a
range of opportunities.

The future of the econamy has been described by the interviewees as being
tied to the development of smallholder agriculture, which is dependent on the
capability of the public sector to implement programs. There also is a widely
held view that the success of the smallholder is dependent on the development
of larger operations, or "building blocks" (e.g., plantations). These
"building blocks"™ involve substantial investment levels, which require a stable
investment climate. Although the national election (held one month after data
collection) could be a major cause of the above uncertainty (about the economy)
the reality is that a number of well-placed individuals are hesitant about the
future. This can be corrected but it is currently not a positive input to the
econamy's future,

Policies And Their Implementation: Problems

Policy and implementation problems are more ¢learly disaggregated in Table
(5. Although the table attempts to separate policies from implementation
problems in reality the separation is not always apparent or feasible. As an
example, if one were to consider a timber project owned by a joint venture
between Solamon Islands and an overseas fim, then all of the policy areas
(noted in the table) would be involved as would the implementation issues:
considerable coordination would be required, objectives clearly stated, and
substantial resources would have to be made available.

Thus the table's presentation tends to trivialize the complexity of a
mediun to large project. . However, the table can help to pinpoint issues that
might negatively affect such a project.

As indicated, the policies were ranked as follows:

1. Support Services. Specific policy issues included the extension of
financial and credit facilities to rural areas, repair services, consulting and
other technical support, and training. Lack of resources has been the main
constraint to the evolution and implementation of these policies. However,
several people commented that government had not established clear objectives
with respect to target populations and specific programs, Due to an absence of
concise objectives coordination becomes difficult. ‘

2. QRural Development/Infrastructure. Extension of transportation and
communication received prominence. Quality of life services such as health and
education also were noted. However, the major concern was developing
smallholder agriculture and fishing——where and how. Where projects have been
established, they have not always yielded the desired results since rural
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Table (5. Problems with Government Private Sector Policies and Their Implementation

Individuals = 35

Problems with Policies far : Impl ementation
: | Rural | support | { I ] | !
Institutional IDevelopment/l Services | | fForetgn | Specific | Lack of | Unclear | Lack of
Representatives | iInfra= | (technical,! Investment | Investment | Sectors lCoordination! Objectives | Resources
! structure | financial) | | | | ! |
| ! ! | { ] i :

Banks | | | ) { . { | {
Organizations = 4 | 158 | 1008 | 1008 | 75% | 253 ! 1002 l 75% i 1008
Individuals = § | | H | . 1 | |

’ | { i | | | |
! | | | | | J-- |

. Accountants/Consul tantsl | | o | | | |
Organizations = 5 | 1008 | 1008 { 1008 | 1008 { 80% | 100% | 6032 | 1008
Individuals = 5 | i A | ] { ! i | ]

i | | - | | | |
) | | =1 | | | |

Statutory Bodies | | | } | | | :

" Organizations =3 | .10 | 108 | 673 | 678 . | 3% b 1008 | 67f | 100
Individuals = 3 | I . I S { .

! } | t ] i | |

Business Associations | l- ! | 1l { | oo .
Organizations = 4 = | 403 | 401 | 803 i 503 | 0 | 601 | 203 | [y, 4
Individuals = 5 l | | ] | I - | !

| | i ] | | |
| | | i | | | |

Central Government | | - { } } § I
Organtzations = 7 | 57% | 1002 | 713 ! 57% | 433 { 853 | 57% | 1008
Individuals = 7 | | | | | 1 } 1

. i t | i | | H |
! } ! . | | H !

Econanic Production ! | } i | ! 1 I

Sectors in Government | 821 | 1008 | 821 | usg | 4s% | (17 ] | 451 I 100%
Organizations = 7 | | | } | { H |
Individuals = 11 | | | | | } | |

| ] | | H ! | H

Total ) } { | | | | }

Organizations = 30 | 743 { 83 } 718 { 608 i 401 I 863 ; 511 E 913
) } | H ! ! H
H H ! H 1 | }
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residents have not captured many of the intended opportunities. This suggests
communication, especially . follow=-up, problems.

3. Investments. Aside from the problems discussed above (i.e., the role
of provincial governments and inconsistencies) a basic issue is the structure
of investments and corresponding incentives. If the policy to increase
participation by Solcmon Islanders in business is considered then questions
arise concerning the objective (and, therefore, structure) of the investment:
e.g., there seems to be considerable abundance (read "duplication") of small
trade stores, many with cash-flow and management problems, low debt-equity
ratios, and low levels of capitalization. Therefcre, should investment and
investment incentives be more selective?

4. Foreien Investment. Although this has been discussed above, including
the notation that the "situation is improving,™ the key appears to be
uncertainty. Several comments made by the interviewees might be useful: a)
"government would like to see increased foreign investment;™ b) yet,
"government does not pramote foreign investment;" ¢) "policies and regulations
are unclear and applied inconsistently;"™ d) "what is a joint venture?" and e)
"what does government want from foreign investment?" The above would seem to
suggest that there is indeed same confusion, which in itself affects
investment.

5. Specific Sectoral Policies. Specifically mentioned were timber,
agriculture (both smallholder and plantation), and wholesaling and retailing in
Honiara. Comments on this wide range of sectors generally focused on unclear
objectives: i.e., "what does government.want to happen?™ and "how will that be
impl emented?"

This discussion may appear to be superficial and too general. However, -
these generalities when taken together indicate a specific pattern: a
nonrationalized policy enviromment, where uncertainty exists, where resources
or the means to implement them are unavailable, and where the dialogue between

government and the private sector appears not to have been sufficient in policy
formul ation.

A final issue that was not described in the table is land. The fragmented
traditional landholding system has been viewed as beneficial in scme respects
since it has limited the establishment of certain projects, which might have
had negative impacts on landowners. On the other hand, the system is also
viewed as having limited the development of other projects, which could have
had positive impacts. If government wishes to see "building block" projects
developed in rural areas then increased attention will have to be given not
only to the land system but also ensuring that the landowners are able to
capture opportunities generated through the multiplier effects of these
projects.

Table C6 indicates the "experts™ view of business problems, as follows:

1. Lack of Support Services. (e.g., training, technical advice, repair
facilities, financial advice). Training in particular was mentioned by those
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people who identified this as a problem. Lack of support services was also
given the highest ranking as a "need" of indigenous businesses (Table C7).

2. Lack of Management Skills. This was ranked as both the second most
critical problem and need of indigenous businesses. The view is that business
operators either lack the most basic skills (e.g., stock-taking, bookkeeping)
or the opportunity to build on existing skills.

QObjectives., To scme extent t.his is similar to lack of management skills.
However, it is somewhat different since it implies same confusion regarding
"what is a business, its objectives and how it works.™ In other words, it is
the context in which management skills are applied. This correlates to some
degree with improved information flows and general awareness as noted in Table
C7. :

4. Lack of Phvsical Infrastructure. In addition to communication,
transportation, and other services (e.g., water and power), availability of
land (i.e., industrial development sites and suitable commercial office
space 1s an important consideration. Regular shipping for rural areas is
especially critical.

5. Iraditiopal or Wantok Svstem. Although this was cited as a key
problem nearly all of the respondents did not view it as an insurmountable one,
The problem aspects directly relate to increasing the awareness of the general
population with respect to what a business is and how it operates (Table C7).

6. ck kets. In many respects this is an "econamies of scale"
issue, which is compounded by lack of physical infrastructure and management
skills, specifically, marketing. Although attempts have been made at
rationalization marketing for certain sectors/projects, no studies have been
done on the ™otal market of the Solomon Islands.” Hence raticnalization
appears to be somewhat "ad hoc.™ As a need, however, markets were placed below
market knowledge. :

T. Duplicatjion. Thirty-seven percent felt fhat too many of the same type
of businesses were in operation (e.g., retail shops).

8. Undercapitalization. Thirty-four per"cent. of the "experts" felt that a
key problem was that many businesses begin operating without sufficient
investment.

9. Lack of Finance. This was seen as a problem by only 23 percent of
the respondents. None of the represéntatives of banks, statutory bodies, or
central government viewed this as a problem as opposed to only cne .
representative of the accountants/consultants. The people who saw lack of
finance as a problem alsc viewed it as a priority need of businesses.
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_APPENDIX D. THE REGIONAL DEVELOPMENT CONTEXT

As in most countries development in Solamon Islands has been
geographically uneven. This is due primarily to the type and range of
available resources and markets. Given the highly fragmented nature of
Solomon Islands, including the many islands and the dispersed population,
this is an understandable outcome. Government has attempted to ameliorate
spatial uneveness through decentralized rural development initiatives,
including the formation of provincial governments.

Although these policies can and have had a positive effect major
limitations exist on how they can facilitate the development of a private
sector. For example, in 1974 14.2 percent of all households reported no
cash income (CPO 1980). One district had only cne percent reporting no
cash income whereas another had 25 percent reporting no cash income (CPO
1980). These figures clearly indicate unequal distribution not only of
cash income tut of the opportunity to increase income. These two aspects .
of income distribution, one current and the other future, describe a
relatively small finite market in the near term. This places considerable
pressure on businesses to operate efficiently because even a slight drop in
consumer expenditures (cash income) can cause loss of profitability.

Although data on consumer expenditures are lacking some inferences can
be made based on data from other Pacific island studies (Rizer 1985 on
Pohnpei; Bureau of Statistics 198 on Fiji). These studies indicate that
households with law levels of cash income tend to purchase basic .
foodstuffs, usually imported, and have little resjdual cash income (i.e.,
savings) available for investment in cash—generat.ing (i.e.,
income-producing) projects. In other words, cash income leaks from a local
savings/investment area and potential to increase cash income is limited.

In this context, one finds government's rural development initiatives.
Table D1 describes regional development in Solamon Islands., It reflects
the above unevenness as well as government initiatives to improve the
situation through such measures as infrastructure development. Fram the
standpoint of welfare econamics, or improving the quality of life for rural
people, government's efforts have been positive since health centers have
been built and sea transportation has increased. However, efforts to
increase econamic production, and thus the size of the market, have not
been totally successful to date. This can be attributed largely to
external factors, in particular world copra prices. When prices are high
the econamy is buoyant with more spending and more investment. Attempts by
government to diversify the econamic base, such as cattle and cocoa, are
beginning to pay dividends; yet the full benefit of these efforts are still
several years in the future.

The extended gestation period for many of the econamic production
projects means that right now there has been only limited extension of the
financial infrastructure necessary for private sector efficiency to the
less-developed areas. Although this could change in the future the fact
remains that today an aspiring entrepreneur in Makira/Ulawa does not have
access to local banking facilities and the businessman in Santa Ysabel
cannot find an accountant.
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Table D1.

Regional Development in Solamon Islands

[Noro
i

! Province
| Santa | Central | Hakira/ | Maleita | Eastern | Western | Guadalcanal | Honiera
| ¥sabel | | Ulawa | | 1Islands | | i
| | | | } | | |
| DBs1 | X - | X | X { - | X ] X | X
| l | | H | I |
| .Comercial Banks | - ] - | - | X i - | - | X | 3
| | | | | i | I |
| Accountants ’ - | - | - I - : - | X i X | X
| | { |
Econanic Office Equipment | - - - ] - | - X i X | X
& Sales and Service | ] i i |
Financial | | | i |
Infra- | Engineering | - jdock yard govt | govt plus | govt only |limited but} X | X
atructure | Services | | i | private | . will expand| |
) | ) | { with Noro | |
| | | [ = | |
! Alr Transportation} X I' - X ! X : X I X { X : X
L) L] 1)
| Sea Transportation] poor | X | poor H X | irregular |some good | weather | X
i | | | |some areas | coast poar |
1 | | | poar | |
{ t | | |
Road Network poar poor poor E poor poor : poor ’ X : X
Post and poor poor poor {poor, =mall| poor | small | X | X
: Telecommunication . | lexchange | : exchange ! !
. 1) 1]
Major Products spice, | - - {timber, nuts | timber, | rice; timber | -
for Domestic | cattle, | jcattle, | fish for | poultry
Consunption | fish i ; Ifish ] | Honlara, |
| | | | pigs, cashl|
= ! ! erops {
1] 1 )
Major Products copra, copra 258 | copra |copra, | copra {fish, copra| copra, palm -
for Exports €oc0a of SI-19771 lcocoa | | | oil, logs l
| 1(B0% fram | | | | " | cocoa, shells|
| lLevern), | | | | ) |
Production ! ! =cannery : ) ! : :
| Potential Products| exotic |reef fish,| timber, | spices, | spices {boat build-| minerals -
| |harduoods [crayfish chilies | crayfish | {ing-repairs| |
| | i | | - {reef fish | |
| { ) | | | |
| Manufacturing ! ntl | cannery | nil | ni} | nil | 1imited |agro- |majority
I | | | | i |processing |of SI
} | | | | | |{related to {manufac-
: ! ! . ! : ! =plantatlms |turing
1] 1) 1 .
! Secondary achool ! X ! X | X | X | X ! X { X I X
1} " . ! ! ' .
| vocation/trade { - | - | - | - | - | - | - t -
| achool { | | | { { | |
- H | { | | | | |
Hospital/Health | - | - }- - ] X | - | X ] X ! X
Center i | | | | | | |
Social i | | | l | | |
Infra- Urban Center-Size | Buala | Tulegi | Kiraktra | Auki | - {Gizo, Mundal Honiara | Honiara
structure | | | | | ! ]
| | ) | | { {
1 1 1 t 1 t 1
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Thus government has assumed the lead role in utilizing resources and
increasing econamic production, in effect, developing a market of
sufficient size to facilitate a more active private sector. This
conclusion is supported by Table D2, which indicates that in a number of
provinces public sector employment constitutes the majority of those people
Clearly, without public sector employment
in certain areas cash, and for that matter the private sector, would be

werking for wages and salaries.

limited to copra production.

Returning to Table D1, it is obvious that the only area in which the
private sector is well catered to is Honiara,
with a market large enough to facilitate a private sector that offers a

wide range of goods and services.

It is also the only area

Honiara and its environs--Guadalcanal

Province-~have the largest concentration of population and as inferred by
the table are not the most active producers of goods, other than copra,
that earn money (another determinant of market size).
Province, as the base for the fishing fleet and site of a fish cannery, has
a sanewhat concentrated market but relies on nearbty Honiara for private

sector support facilities.

The Central

The Western Province with Gizo and Munda also

has market concentrations that will increase with the development of Noro.

Table D2. Structure of Wage and Salary Employment

! I Wage and Salary Employment(2) IWages and !
i ! ' |Salaries }
{ Province | in Public | in Private | Total iWorkforce as %!
i | Sectar (%) | Sector (%) | (Number) |of To[.g} Work-|
i | | i rros®
[} ] ] ]
{Santa Ysabel |  61.3 I 38.7 | 563 | 14.1 |
iCentral | 25.1 ! 74.9 | 2,113 i 22.2 !
Makdira/Ulawa | 82.0 i 18.0 i 607 | 9.7 !
|Malaita | 90.9 i 9.1 | 1,463 | 5.6 |
|Eastern Is. | 56.7 ! 43.3 | 593 | 9.1 f
iWestern ! 49.9 i 50.1 | 3,319 1 16.2 ]
{Guadalcanal | 31.4 | 68.6 i 2,998 H 17.4 !
|Honi ara { 58.8 : 41,2 | 6,022 H 53.4 |
| i i |
iTotal ! 51.9 | 48.1 | 17,678 f 16.0 '
i ! ! i i |

Source: NDP 1980-1984

3Figures based on Table 3.98 in NDP.
bFigurw based on Table 3.102 in NDP, which gives total wage and salary
employment as 16,410 and total workforce as 102,625.

enable reconciliation of Tables 3.98 and 3.102.
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The other provinces reflect diffused markéts and copra dependency.
Some improvements are taking place in Malaita and Makira/Ulawa, but for the
most part structural change in the market remains only a future possibility.

Since independence the number of businesses has increased, especially
those operations that are owned by Solomon Islands citizens, This is in
line with the government's development goals. Another key objective of
govermnment is to facilitate the even distribution of development. This is
reflected by efforts to improve transportation and the establishment of
income-producing projects. However, between rural development and private
sector objectives lies a considerable gap, which is characterized by (1)
small dispersed markets that are highly dependent on copra prices, (2) lack
of local investment options for the small income producers, and (3)
government-initiated econamic projects that often utilize plantation-type
structures and have longer gestation periods. Thus the prospect for a
vibrant market and private sector in areas outside Honiara is if not limited
then certainly same years in the future.

Table D3 highlights data collected during the study with respect to
specific sectors. The table indicates the concentration of certain sectors
such as business services and food services in urban areas, especially in
Honiara. More important, the table shows that small markets have
constrained not only the development of a specific sector but also the
extension of the support infrastructure necessary to question {t, Small
markets can be interpreted as meaning rural areas in this instance.

Clearly then, Table D3 .indicates the considerable hurdle that small
dispersed markets represent. While many items can be produced in Solamon
Islands, ranging from manufactures to agricultural products, the cost of
reaching markets and achieving econamies of scale often can be prohibitive.
Attempting to reconcile this reality with rural development initiatives is
obviously not an easy matter.
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APPENDIX E. SANTA YSABEL PROVINCE

Santa Ysabel Province is comprised of Santa Ysabel island (3,490 km?)
and a number of smaller ones. Located roughly 100 to 150 km northwest of
Honiara, Santa Ysabel contains 14 percent of the land area of Solamon
Islands and about five percent of the population (10,000 in 1976). The
largest population center, the government station at Buala, has less than
500 inhabitants, indicating a highly dispersed population. Copra is the
main product (nine percent of the Solamon Islands total in 1977) and is the
major source of cash income. Cocoa, spices, cattle, groundnuts, and fish
are also produced. The NDP 1981-1984 (pp. 90~91) states that agriculture
offers the greatest potential to the Province but that transportation,
communication, and market access are major constraints.

Five businesses were included in the survey (see Table E1): a trade
store and a nontrade operation in the Buala area and three trade stores in
rural areas. All of the businesses were operating satisfactorily. Only
the two businesses in the Buala area had been formally registered under the
Companies Act (Table E2). The average age of the businesses was 6.4 years,
with a range of one to 12 years (Table E3). All of the businesses started
with the intent of providing a service to the community while 60 percent
also had profit as a motive (Table EH).

The average age of the owners or managers was 34.5 years (Table ES).
Of interest is that the average age of the urban owners/managers was 24
years while it was Y45 years for rural business cwners/managers. All of the
owners/managers were males (Table E6) and all but one were married (Table
E7). Rural families were larger than the younger urban families (Table
E8). All of the owners/managers who responded to the question stated that
they belonged to the Church of Melanesia (Table E9).

With the exception of one rural business owner who had attended a
technical school, the owners/managers had only attended primary school
(Table E10). In addition to the one owner who had received technical
training, another owner/manager had attended a business training course
(Table E11). All of the owners/managers had been previously engaged in
wage and salary employment (Table E12). Two of the owner/managers had been
employed in jobs in which they could apply the required skills to their
businesses, 1In addition, one had worked overseas.

All of the owner/managers were Melanesian (Table E13) and were from
Santa Ysabel Province (Table E14).

Although two of the businesses had received loans from the DBSI and
one from a commercial bank, the bulk of capital came from personal funds or
investments made by relatives. This is shown in Table E15. This
emphasizes points made in the main report: there is a strong informal
lending network. '

Table E16 describes total assets. Several anamalies appear to be due
to the small sample size and limited records. First, the nontrade
operation does not show any assets other than plant and equipment. Second,
the urban trade store is a relatively large (for Santa Ysabel) store, which
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skews the data. Third, the upper figure for plant and equipment for rural
businesses is skewed by a trade store that alsc operates a ship.

Otherwise, rural businesses are smaller than urban businesses, Fourth, the
response rate was low for the reserves category (40 percent), Thus even
though all of the businesses could be termed "small," same were much larger
than others. :

While the informal lending network (Table E15) has provided the
businesses with an important source of capital, it is not necessarily
"free." As Table E17 shows, bad debts levels can be samewhat high for such
small businesses. This is corroborated by the business persons who state
that borrowing by kinsmen through the traditional system has caused some
problems. Although in one sense this could be interpreted as paying
dividends on the investments made by relatives, the bad debt levels also
reflect the fact that copra is the major source for cash and because of
shipping, weather, and fluctuating prices is not an altogether stable
income source. Hence the business owners have to provide credit during
periods when copra earnings are laW. Table E17 also shows that
recordkeeping is limited.

Table E18 again indicates limited data: only two of the five
businesses had up-to-date cash-flow records. These were the two largest
businesses included in the sample. However, it should also be noted that
one of the businesses without records uses an accountant in Honiara for
bookkeeping (all of the records are kept in Homiara with the owner
receiving a monthly living allowance, with the balance being put into a
savings account for the business).

Table E19 shows that most (60 percent) of the businesses use their
profits for personal needs. However, as Table E23 indicates, this is not
totally accurate because some profits are undoubtedly set aside for
expansion. = Yet one could conclude that the owner and his family are the
primary beneficiaries of profits.

Recordkeeping systems used by the businesses are shown in Table E20.
Although all of the businesses use same type of system the detail with
which records are kept varies. As discussed above, records generally are
incomplete,

Table E21 indicates that all of the businesses use an external
adviser, Most prominent is the BDB, which 60 percent of the businesses
used. All of these businesses were in rural areas. Of the urban
businesses, one uses a private acocountant while the other uses the
Cooperatives Division. Of note is that all of the businesses were
operating satisfactorily and all of them used external advisers.

Given that all of the businesses were operating satisfactorily it
could be expected that the owners/managers generally had a favorable view
of the econamy's future., This is shown in Table E22 which indicates that
all of them were positive about the econamy's future. Related to this view
is Table E23, which shows future plans for the business. As the table
indicates, 80 percent of the businesses planned expansion while the
remainder intended to maintain current levels of operation.
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Table E24 shows the types of govermment incentives or assistance
programs that are used by the businesses. As the table indicates, the only
additions to the business advisers (Table E21) provided by government are
two businesses that have DBSI loans. Only one business reported not
receiving any information or not using any of the programs.

Business problems identified by the owners/managers are shown in Table
E25. Sinc Santa Ysabel is same distance from Honiara it could be expected
that transportation is seen as a key problem by 80 percent of the
businesses, However, it is not only external (sea and air) transportation
linkages that have been criticized since the lack of roads on the main
island is also seen as a constraint. Specifically, the lack of roads
limits the export of goods, such as copra, because it is difficult to get
them to transit points.

The traditional system was also viewed as a problem. The business
operators felt that wantoks can expect more credit than that given to
others as well as have greater access to, for example, goods in a trade
store. Noteworthy, however, is that the business operators did not see the
traditional system as an insurmountable problem. Rather, most of them
thought they could deal with it but that it would take time to explain to
kinsmen the way in which businesses had to operate,

. Training, specifically in business management, was also seen as a Kkey
problem. One business operatcr also indicated the need for increased
technical/vocational training.

Lack of capital was cohsidered to be a problem by only one business.

With respect to the needs of businesses, Table E26 does not provide as
much guidance as was hoped. Again, one business wanted more capital,
another requested a better site, and a third said that improved
transportation was essential. One of these businesses also stated that
they needed mcre and better information from government. Unfortunately, 40
percent of the businesses did not respond to the question,
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Table E1. Activity of Businesses (by number of responses): Santa Ysabel

Parameter: Location Activity Operational

Activity Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Main
Activity
Trade 1 3 4 - 4 -
Nontrade 1 - - 1 1 -
Secondary
Activity
Trade 1 - - 1 1 -
Nontrade - 1 1 - 1 -
None 1 2 3 - 3 -
Total Businesses 2 3 4 1 5 -

Table E2. OwWnership of Businesses (by number of responses): Santa Ysabel

Parameter: Location Activity Operational

Ownership Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Joint Venture

- Registered -
Partnership

= Registered
Co-op

- Registered
Family

- Registered
Self

- Registered
No Response

- Registered
Total Businesses

- Registered

NN = sy
owl 1 I 1T Ccwtit 1111
== CWa a0
B e B I O I I |
N | = OW—aat |

[ I I B R |
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Table E3. Age of Business: Santa Ysabel

Parameter: Location Activity Operational
Age (years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range
- Lower 3.0 1.0 1.0 3.0 1.0 -
~ Upper 10.0 12.0 12.0 3.0 12.0 -
Mean 6-5 : 6-3 7-2 3-0 6-u —
Median 605 6-0 8.0 3.0 6:0 —

No Response —_— - - - -— -

Table EA. Reasons for Starting Business (by number of responses): Santa

Ysabel : ‘ ,
Parameter: Location Activity Operational

Reasons Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Service to

community 2 3 4 1 5 -
Prof it 1 2 . 2 1 3 -
To be ain boss - - - - - -
Show that Solamon ,

Islanders "can do" - - - - - -
For national

devel opment - - - - - -
Other - - - - - -
No response - - - - - -
Total businesses 2 3 4 1 5 -
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Table B5. Age of Owner/Manager: Santa Ysabel

Parameter: Location Activity Operational
Age (years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range ' '
- Lower 21 45 21 27 21 -
- Upper 27 45 45 27 45 -
Mean 24.0 45,0 37.7 27.0 34.5 -—
Median 24 45 45 a7 : 45 -

Table E6. Sex of Owner/Manager (by number of responses): Santa Ysabel

Parameter: Location Activity Operational
Sex Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Male 2 3 4 1 5 -
Female - - - - : - -
Total 2 3 4 1 5 -

Table E7. Marital Status of Owner/Manager (by number of responses): Santa
Ysabel

Parameter: Location Activity Operational

Marital Status Urban Rural Trade Nontrade Satisfactory Unsatisfactory

1 m -

Married 1 3 3
3ingle 1 - 1 - 1 -
Total 2 3 4 1 5 -
- |
!
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Table EB.- Owner/Manager's Family Size (by number of responses): Santa Ysabel
)

Parameter: Location Activity Operational

Family Size Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range
- Lower 1 y 1 1 -
- Upper 1 9 9 1 9 -
Mean 1.0 7.0 6.7 .0 4.6 -
Media 1 8 6 1 4 -

Table E9. Religion of Qwner/Manager (by number of responses): Santa Ysabel

Parameter: Location Activity Operational
Religion Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Roman Catholic - - - - - -
Anglican - - - - - -
CoM 1 3 3 1 4 -
SSEC - - - - - -
United - - - - - -
Methodist - - - - - -
Other - - - - - -
No Response 1 - 1 - 1 -
Total 2 3 4 1 5 -
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Table E10. Education of OWwner/Manager {by number of responses): Santa Ysabel

Parameter: Location Activity ' Operétional

Education Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Primary
Secondary
Certificate
Trades
Degree

None

N¢o Response
Total :

Wil 1l —=1 1N
E£1 11 =1 1w
=11t 1 11 =
LS LI B B B N S
t oy 0ot

AV D D R B BN BN \V

Table E11. Owner/Manager's Training (by number of responses): Santa Ysabel

Parameter: Location Activity Operational
Training - Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Trades 1 - - 1 1 -
Business - 1 1 - 1 -
Management - - - - - -

No Response/None 1 2 3 - 3 -
Total 2 3 4 1 5 -

Table E12. Owner/Manager's Work Experience (by number of responses):
Santa Ysabel

Parameter: Location Activity Operational

Work Experience Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Wage/Sal ary
Empl oyment 2 2 3 1 4 -
Relevant to Business 2 - 1 1 2 -
Qverseas Experience = 1 1 - 1 -
Ne Response/None - - - - - -
Total 2 3 4y 1 5 -
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Table E13. Owner/Manager's Race (by number of responses): Santa Ysabel

Parameter: Location Activity Operational
Race Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Melanesian 2 3 ! 1 5 -
Polynesian - - - - - -
Chinese - - - - - -
European - - - - - -
Part-European - - - - - -
Other - - - - - -
Total 2 3 4 1 5 -

Table E14, Owner/Manager's Province of Birth (by number of responses):
Santa Ysabel

Parameter: Location Activity Operational

Province of Birth Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Santa Ysabel
Central
Malaita
Makira/Ulawa
Eastern
Western
Guadalcanal
Honiara
Foreign
Total

E1 000 00 E
L DA I D B B B B
L% 2 I N R R R I B R B S
[ I I D I DO RN B BN |

Yl
wil 111w
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Table E15. Source of Capital Investment by Amount (SI$'000s): Santa Ysabel

Parameter: Location

Activity Operational

Source Urban Rural

Trade Nontrade Satisfactory Unsatisfactory

Self/shares (number)
~ Range
Lower
Upper
- Mean
- Median

UUL.AJO\—l
N OO

PBSI (number)

= Range
Lower
Upper

= Mean

- Median

Cammercial Banks (number)
- Range
Lower
Upper
- Mean
- Median

ocooOMNO
L]
Qoo

Other (number)
-~ Range
Lower 0
Upper 20
~ Mean 10.
- Median 10

ocooo
R

Total (number)
= Range
Lower 6.0
Upper 21.0
~ Mean 13.5
- Median 13.5

LAJI:AJ-I'-'N
o O

0\?\0\
[eNoNe]

RN
O:--J=O
cocoo
R

N

N
comno
oo

ounodo
oocoo
RN

O\O\?\O\

*
(= JeRoRe]
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Table E16. Total Assets of Businesses (SI$'000s): Santa Ysabel

Parameter: Location Activity - Operational
Assets Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Stocks
- Range

Lower 0.0 0.0 0.0 -— 0.0 —
Upper 30.0 7.8 30.0 . = 30.0 -—
- Mem 15-0 2-7 9-5 - 7-6 -
- MEdian 15-0 003 uoo —— 0-3 —
Working Capital
- Range
Lower -— 0.5 0.0 - 0.0 -
Upper — 5.8 5.8 —~— 5.8 -
- *an — 207 . 200 — 1-6 ——
- Median -— 1.7 1.1 - 0.5 —
Plant/Equipment
- Range :
Lower 2.6 0.0 0.0 2.6 0.0 —
Upper 24.9 11.4 24,9 2.6 24.9 -
- Mean 13.8 3.8 9.1 2.6 7.8 —_—
- Median 13.8 0.1 5.8 2.6 2.6 -
Reserves
- Range
Lwer — 000 0.0 — 000 —
Upper —_— 2.9 2.9 - 2.9 —
- Mean - 1.5 1.1 - 0.9 -—
- Median - 1.5 0.8 - 0.0 -
Total
- Range
Lmer 2.6 3.2 3-2 2.6 . 2.6 —
Upper 54.9 25.0 54.9 2.6 54.9 -_—
= Mean 28-8 10-7 21-7 2-6 17-9 -
- MEdian 28-8 3-8 1“."‘ 2-6 3-8 ——
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Table E17. Credit Levels (SI$'000s): Santa Ysabel

Parameter: Location Activity Operational

Item Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Cutstanding Credit
(business owes)
- Range
Lower
Upper
- Mean
- Median

R
PN EO
Lo Oo
masO
oo o
F L

Trade Debts
(business owes)
- Range
Lower
Upper
= Mean
- Median

Bad Debts

(owed to business)

- Range ’
Lower 0.0
Upper 1.0

- Mean 0.5

- Median 0.5

OO0 O0O
L]

OO =0
w

COoO=0
.
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Table E18. Business Turnover (SI$‘0008/m0r1th): Santa Ysabel

Parameter: Location Activity ‘ Operational

Item Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Turnover

~ Range
Lower
Upper

0 0.0
20

10

1

- Median
- No Records

Gross Profit
- Range
Lower 0.0
Upper 5.0
- Mem 2-5
2.5
1

- Median
- No Records

Net Profit

~ Range
Lower 0.0
Upper 1.0

- Mean 0-5

- Median 0.5

- No Records 1

guc:g)-nC)
oON-—-O
NN

Table E19. Use of Profits (by number of responses): Santa Y¥Ysabel

Parameter: Location Activity Operational

Use Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Self/fanily 2 1 2 1 3 -
Shareholders 1 - 1 - 1 -
Reinvested

in business 1 - 1 - 1 -
Savings - - - - - -
Total 5 - 4 1 5 -
None - - - - - -

1M
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Table E20. Recordkeeping Systems (by number of responses): Santa Ysabel

Parameter: Location Activity Operational

System Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Single Ledger
Double-entry Ledger - - - -

—
w
-
!
5=
1

Comput.er/Business

System - - - - - - -
Accountant 1 - - 1 1 -
None - - - - - -
Total 2 3 b 1 5 -

Table E21. Source of Business Advice (by number of responses): Santa Ysabel

Parameter: Location Activity Operational

Source of Advice Urban Rural Trade Nontrade Satisfactery Unsatisf‘actori

BDB

Co-ops

Private Accountants
Other

Total

None

[ \S I e gy |
Twit
1 &1 ) =W
| =1 =11
[ LY B Y W]
| D I I I R |

Table E22. Views on the Econamy's Future (by number of responses): Santa

Ysabel

Parameter: Location Activity Operati Qnal
View Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Positive 2 3 4 1 5 -
Satisfactory - - - - - -
Mixed - - - - - -
Negative - - - - - -
Total 2 3 4 1 5 0
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Table E23. Future Plans for the Business (by number of responses): Santa

Ysabel
Parameter: Location Activity . Operational

Plan to: Urban Rural Trade Nontfade Satisfactory Unsatisfactory
Expand 1 3 4 - ' 4 -
Maintain -

current levels 1 - - 1 1 -
Contract - - - - - -
Dissolve - - - - - -
No Response - - - - - -
Total 2 3 4 1 5 -

Table E2U4. Use of Government Incentives/Assistance (by number of responses):
Santa Ysabel

Parameter: Location Activity Operational

Incentive/Assistance Urban Rural Trade Nontrade Satisfactory Unsatisfactory

BDB - Advisory - 3 3 - 3 -
Co-oOps - Advisory 1 - 1 - 1 -
DBSI - Loans - 2 2 - 2 -
Government/Provincial
Financial Assistance - - - - - -
Overseas Assistance - - - - - -
Tax Holidays - - - - - -
Other - - - - - -
Subtotal (number

of businesses) 1 3 y - 4 -
No information/none 1 - - 1 1 -
Total (number '

of businesses) 2 3 4 1 5 -
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Table E25. Business Problems (by number of responses): Santa Ysabel -

Parameter: Location Activity B} Operational
Problem Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Capital - 1 1 - 1
Training 1 1 2 - 2 -

Skilled Workers
Government Delays/
Regulations

Transportation
Traditional System
Campetition

Weak Market

Taxes

Cash Flow

Site of Business
No Response

| T T B B IR \V I
—_ 1l 1 =n
=1 111wl
[ O D B N BN B R

— 1t axl

Table E26. Needs of Businesses (by number of responses): Santa Ysabel

Parameter: Location Activity Operational

Needs Urban Rural - Trade Nontrade Satisfactory Unsatisfactory

More BDB Advisory
Services

Training

_ Loans

Reduce Import Duties :

Reduce Export Duties

- Improved Financial
Services

Better Sites

Improved Transport

Reduce Taxes

Mcre Business
Associations .

QOverseas Travel

More Information

No Response

LI A I I |

1=

1 =11
!

| I IS N [ |
[ I |

[ R |
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| =2 aa}
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-3 01
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APPENDIX F, CENTRAL ISLANDS PROVINCE

The Central Islands Province is widely scattered, with Rennell Island
270 km south of the provincial headquarters at Tulagi, which is only 40 km
north of Honiara, and the Russell Islands 105 km west of Tulagi. During
the intercensal period (1970-76) the province's population increased at 3.7
percent per annum to 13,576. However, growth was much higher (4.7 percent
AAGR) in the Florida Islands, where Tulagi is located.

The Central Islands Province includes the Polynesian Islands of
Rennell and Belloma. Thus there is a sizeable (20 percent) representation
of Polynesians. Melanesians account for 79 percent of the total
population, with the remaining one percent (123 people) divided between
Gilbertese (30), Europeans (23), and others (63), who are presumably
Japanese working in the fishing industry (Statistics Office 1981).

Due primarily to the fishing base at Tulagi, males outnumber females
by a ratio of 1.17:1.00 (for every 100 males there are 85 females).
Another important demographic factor is religion. Members of the Church of
Melanesia account for 68 percent of the population, followed by SSEC with
11 percent, and Raman Catholics and SDAs each with 9 percent.

Although subsistence production continues to predominate the province
produces roughly 25 percent of all Solamon Islands copra, 30 percent of all-
the cocoa, and 19 percent of all the cattle. As in the case of population,
these cash-earning activities are unevenly distributed, with, for example,
80 percent of the copra coming from the Levers plantations on Russell
Islands (CPO 1980). A major cash employer is the cannery and fishing fleet
based at Tulagi. With the fishing industry located at Tulagi the cash
econamy is larger than in most other areas in Solamon Islands.

The business survey included four trade stores and a bar and
restaurant operation (Table F1), all of which were in the Tulagi area.
While three of the businesses were operating satisfactorily, two were not.
Of the two unsatisfactorily operating businesses, one was improving its
performance while the other looked like it would go bankrupt.

Only the one business had not been formally registered under the
Companies Act (Table F2). The average age of the businesses was 9.2 years,
with a range of two to 15 years (Table F3). Eighty percent of the
businesses were started with the intent of providing a service to the
community while only 20 percent also had profit as a motive (Table Fu),

The average age of the awners/managers was 40 years (Table F5). Four
of the owners/managers were males (Table F6) and all but one were married
(Table F7). The owners/managers all belonged to different churches (Table
F9).

Although one manager/owner had only attended primary school (Table
F10), only two had received further training and neither of these had
training in skills that could directly be applied to their businesses
(Table F11), Four of the owners/managers had previously been engaged in
wage and salary employment (Table F12). Three of the owners/managers had
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been employed in jobs in which they could apply the required skills to
their businesses. In addition, one had worked overseas.

Four of the owners/managers were Melanesian (Table F13) and three were
from Central Islands Province (Table F14).

Of interest is that both of the troubled businesses had received
substantial loans, one from the DBSI and the other from a commercial bank
Table F15). Both operations seemed to have sufficiently sized markets and
regular custamers. The cause of the problems in both instances was poor
management. In the improving case the owner lived elsewhere and had relied
solely on a manager. A poor manager had previously been in control, which
had caused the problems. This manager was replaced and the situation is
nos improving. In the case of the near-bankrupt business, management
assistance is critical since the current owner lacks sufficient experience
to correct the situation.

Table F16 describes total assets. While the businesses generally were
larger than others in the survey, several points should be made. First,
considering that all of them are primarily trade operations, the average
investment in plant and equipment is considerable. This is especially
apparent for the unsatisfactorily performing businesses. Second, and
related to the first point, reserves seem to be samewhat small. Third,
working capital seems adequate. Again, however, management is the critical
factor because although these businesses appear to have sufficient
resources two are having problems. This is also shown in Table F17, which
indicates that the troubled businesses could be overextended in terms of
crgdit. This is compounded by relatively low levels of turnover (Table
F18).

Table F19 shows that most (60 percent) of the businesses use their
profits for reinvestment or savings.

Recordkeeping systems used by the businesses are shown in Table F20.
Although all of the businesses use some type of system the detail with
which records are kept varies. Records generally are incomplete.

Table F21 indicates that all but one of the businesses use an external

adviser. Most prominent is the BDB which 60 percent of the businesses
used. .

All of the businesses that were operating satisfactorily generally had
a favorable view of the econamy's future. This is shown in Table F22.
Related to this view is Table F23 which shows future plans for the
business. As the table indicates, satisfactorily operating businesses
planned to maintain current levels while the remainder intended to contract
or dissolve operations.

Table F24 shows the types of government incentives or assistance
programs that are used by the businesses. As the table indicates, both
successful and unsuccessful operations used a variety of programs, which
probably reflects frequent contact with Honiara.
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Business problems identified by the owners/managers are shown in Table
F25. Clearly, lack of training and skilled workers are prominent. . In
addition government delays, transportation, the traditional system, and
lack of capital were viewed as problems by a majority of businesses.

Training again receives prominence in Table F26 (Business Needs).
More loans and more infarmation were also identified by a majority of the
businesses. In addition, more assistance was requested of the BDB.
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Table F1. Ac;tiv‘it.y of Businesses (by number of responses): Central Islands

Parameter: Location Activity Operational

Activity | Urban Rural Trade Nontrade Sat;isfactory Unsatisfactory

Main Activity:

- Trade y - 4 - 3 1
- Nontrade 1 - - 1 - 1
Secondary Activity
- Trade 1 - - 1 - 1
- Nontrade - - _ - - -
-~ None ) - 4 - 3 1
Total 5 - 4 1 3

Table F2. Ownership of Businesses (by number of responses): Central Islands

Parameter: Location Activity Operational

Ownership Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Joint-Venture
- Registered
Partnership
- Registered
Co-op

= Reglistered
Family

- Registered
Self

- Registered
Non-Response
- Registered
Total

- Registered

NN~ Y N T B
20 0
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Table F3. Age of Business: Central Islands

Parameter: Location . Activity ' Operational

Age (Years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Range

- Upper 15.0 - 14.0 - - 14.0 15.0

Mean : 9.2 - 9.2 - 6.0 14.0
3-0 - 13.0 - 2.0 1“.0

Median 1

Table F4. Reasons for Stafting Business (by number of responses):
Central Islands .

Parameter: Location Activity Operational

Reason for Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Starting
Business

Service to
Community 4 b - 2 2
Profit 1 1 - 1 -
To be own
boss
Show that
Solomon
Islanders
Ycan do”
For National
Development
Other 1 1 - -
No response
Total ,
Responses 6 6 - y 2

oy |
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Table F5. Age of Owner/Manager: Central Islands

Parameter: Location Activity Operational

Age (Years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Range

- Lower 21.0 - 21.0 - - 21.0 NA
- Upper 65.0 - 65.0 - 65.0 32.0
Mean 40.0 - 40.0 - u2,7 32.0
Median 37.0 - 37.0 - 42.0 32.0

Table F6, Sex of Owner/Manager (by nunber of responses): Central Islands

Parameter:  Location Activity Operational
Sex Urban Rural Trade Nontrade Satisfactory Unsatisfactbry
Male 4 - 4 - 3 !
Female 1 - 1 - - 1
Total 5 - 5 - 3 2

Table F7. Marital Status of Owner/Manager (by number of responses):
Central Islands

Parameter: Location Activity Operational
: Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Marital

Status

Married 4 - 4 - 3 1T
Single 1 - 1 - - 1
Total 5 - 5 - 3 2
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Table F8., Qwner/Manager's Family Size (by number of responses):
Central Islands _

Parameter: Location Activity Operational

Family | Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Size .
Range : .

- Lower 3 - 3 - 5 3

- Upper 1 - 1 - 11 y
Mean 5.8 - 5.8 - 7.3 3.5
Median 5.0 - 5.0 - 6.0 3.5

Table F9. Religion of Owner/Manager (by number of responses): Centra; Islands

Parameter: Location ~ Activity " Operational
Religion Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Roman Catholic - - - - - -
Anglican 1 - 1 - 1 -
CoM 1 - 1 - - 1
SDA - - - - - -
SSEC 1 - 1 - 1 -
United 1 - 1 - 1 -
Methodist 1 - 1 - - 1
Other - - - - - -
No Response - - - - - -
Total 5 - 5 - 3 2
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Table F10. Education of Owner/Manager (by number of responses):
Central Islands

Parameter: Location Activity " QOperational”
Education Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Primary 1 - 1 - 1 -
Secondary 2 - 2 - 1 1
Certificate 1 - 1 - 1 -
Trades - - - - - -
Degree - - - - - -

None - - - - - -
No Response 1 - 1 - - 1
Total 5 - 5 - 3 2

Table F11. Oaner/Manager's Training (by number of responses): Central Islands

Parameter: Location Activity Operational

Training Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Trades

Business
Management
Other

No Response/None
Total

YN SR
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Table F12. Owner/Manager's Work Experience (by number of responses):
Central Islands

Parameter: Location Activity Operational

Work Experience Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Wage/Sal ary

Empl oyment y - i - 3 1
Relevant

to Business 3 - 3 - 3 -
Overseas Experience 1 - 1 - 1 -
No Response/None 1 - 1 - - 1
Total Businesses 5 - 5 - 3 2
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Table F13. Owner/Manager's Race (by number of responses): Central Islands

' Parameter: Location Activity Operational
Race ‘ | Urban Rural  Trade Nontrade Satisfactory Unsatisfactory
Melanesian 4 - 4 - 3 1
Polynesian - - - - - -
Chinese - - - - - -
European - - - - - -
Part-European - - - - - -
Other 1 - 1 - - 1
Total 5 - 5 - 3 2

Table F14. Owner/Manager's Province of Birth (by number of responses):
Central Islands

Parameter: Location Activity Operational

Province of Birth Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Santa Ysabel
Central
Malaita
Makira/Ulawa
Eastern
Hestern
Guadalcanal
Heniara
Foreign
Total

11t 1
1 =N
I B |

VIt ol t =wl
RN
VI 1ol =mWwi
RN
SR
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Table F15. Source of Capital Investment by Amount (SI$'000s): .Central Islands

Parameter: Location Activity Operational

Source Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Self/shares
=Range
Lower 0.9
Upper 10.0
-Mean 4.0
-Median 3.0

[ I B |
—
LI I B |

DBSI
-Range
Lower 0.0
Upper 10.0
-Mean 2.8
-Median 0.0

OI.\JOO
OO O
L I I |

Commercial Banks

-Range
Lower 0.0
Upper - 40.0
-Mean 8.0
0.0

-Median

L
OO0 O0O
LI I I |
el oloNa]

L ]
efojoNa

Other
-Range
Lower 0.0
Upper 16.0
~Mean 3.2
~Median 0.0

Total
-Range
Lower 1.1
Upper 50.0
Mean 18.0
Median 10.9

U

o

o
o

-
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Table F16. Total Assets of Businesses (SI$'000s): Central Islands

Parameter: Location Activity - Operational

Assets Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Stocks
~Range

Lower 5.0 - 5.0 - 15.0 5.0

Upper 20.0 - 20.0 - 20.0 20.0
"Mem 1500 - 150_0 - 16-7 12-5
-Median 15.0 - 15.0 - 15.0 12.5
Working Capital
-Range

Lower 1.0 - 1.0 - 1.0 4.0

Upper 15.0 - 15.0 - 15.0 10.0
-Mean 8.2 - 802 - 900 7-0
_Median 10.0 - 1000 - 11-0 700
Plant/Equipment
-Range :

Lower 0.3 - C.3 - 0.3 13.0

Upper 41.0 - 41.0 - 24,5 1.0
-Mean 1609 - 1609 - 10.2 27-0
-Median 13.0 - 13.0 - 5.9 27.0
Reserves
-Range

Lower 0.0 - 0.0 - 0.0 0.0

Upper 6.0 - 6.0 - 6.0 5.0
-Mean 2.6 - 2.6 - 2.7 2.5
-Median 2.0 - 2.0 - 2.0 2.5
Total
-Range

Lower 23.9 - 23.9 - 23.9 33.0

Upper 65.5 - 65.5 - 65.5 65.0
=Mean 2.7 - 42.7 - 38.6 49.0
-Median 33.0 - 33.0 - 26.3 49,0
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Table F17. Credit Levels (SI$'000s): Central Islands

Parameter: Location

Activity Operational

Item Urban Rural Trade Nontrade

. Qutstanding Credit

(Business Owes)
-Range

Lower

Upper
-Mean
~Median

-t b )
o oo
OO O

Trade Debts
(Business Owes)
-Range
Lower 0.0
Upper 5.0
=Mean 1.2
=Median 0.0

Bad Debts

(Owed to Business)
-Range

Lower 0

Upper 2
-Mean 0.
-Median 0

LI I
-
OO
]

(I I
OO
QWO o
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Table F18. Business Turnover (SI$'000s/month): Central Islands

Parameter: Location Activity Operational

Item Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Turnover
-Range

Lower 0.0 - 0.0 - 0.0 1.2

Upper 12.7 - 12.7 - 12.7 4.1
-Mean 3.7 - 3.7 - 4,2 2.6
-Median 1.2 - 1.2 - 0.0 2.6
Gross Profit
~Range

Lower 0.0 - 0.0 - 0.0 0.0

Upper 10.0 - 10.0 - 10.0 0.9
-Mean 2.9 - 2.9 - 4.5 0.4
-Median 0.9 - 0.9 - 3.4 0.4
Net Profit
-Range

Lower 0.0 - 0.0 - 0.0 0.0

Upper 6.0 - 6.0 - 6.0 0.5
-Mean 1.6 - 1.6 - 2.5 0.2
—MEdial'l 0-5 - 0.5 - 105 0-2

Table F19. Use of Profits (by number of responses): Central Islands

Parameter: Location " Activity Operational

Use Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Self/famnily
Shareholders
Reinvested

in Business
Savings
Total
None

NDWR =
1 11
NWR -
I I I |
I W =
B2 I I I |
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Table F20. Recordkeeping Systems. (by. nunber of responses): Cehtrelrislands’

: Paraneter:~' Location ~ Activity o Operatiohal :
System o Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Single Ledger . 1 - 1 - 1 -
Double-entry Ledger 4 - 4 - 2 2
Computer/Business : ‘ ,

System : - - C- - - -
None - - - S - - -
5 - 5 - 3 2

Total

Table F21.. Source of Business Advice (by number of responses):
Central Islands

Parameter: Location Activity _ | Operatiohal

Source of Advice Urban Rural Trade Nontrade Satisfactory UnsatiSfactory

BDB

Co-ops

Private Accountants
Other

Total

None

2N W
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Table F22. Business Owners' Views of the Econamy's Future (by number of
responses): Central Islands .

Parameter: Location - Activity - Operational
View - Urban Rural Trade Nontrade Satisfactory Udsatisfactory
Positive - .;' - L - -
Satisfactory 3 - 3 - 3 -
Mixed 1 - 1 - - 1
Negative - 1 - 1 - - 1
Total - 5 - 5 - 3 2.
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Table F23. Future Plans for the Business (by number of responses)
' . Central Islands

Parameter: Location -Activity Operational

Plan to: Urban Rural Trade' Nontrade Satisfactory Unsatisfactory
Expand - - - - - -
Majintain

current levels 3 - 3 - 3 -
Contract 1 - 1 - - 1
Dissolve 1 - 1 - - 1
No Response - - - - - -
Total 5 - 5 - 3 2

Table F24., Use of Government Incentives/Assistance (by number of responsés):
Central Islands

Parameter: Location “Activity Cperational
Incentive/ Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Assistance '

BDB-Adv isory 3 - 3 - 2 1
Co-ops=Advisory 1 - 1 - 1 -
DBSI-Loans 4 - 4 2 2
Government/Provincial

Financial Assistance - - - - - -
Overseas Assistance 1 - 1 - 1 -
Tax Holidays 1 - 1 - - 1
Other - - - - - -
Subtotal 10 - 10 - 6 4
No Infarmation/None - - - - - -
Total 10 - 10 - 6 4
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Table F25. Business Problems (by number of responSes):, Céntral islands

Parameter: Location Activity “Operational

Probl em Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Capital

Training

Skilled Workers

Government Delays/
Regulations

Transportation

Traditional System

Competition

Weak Market

Taxes

Cash Flow

Site of Business

Subtotal

No Response

Total
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Table F26. Needs of Businesses (by number of responses): Central Islahds

Parameter: Location Activity Operational

Needs Urban Rural Trade Nontrade Satisfactory Unsatisfactory

More BDB Advisory
Services

Training

Loans

Reduce Import Duties

Reduce Export Duties

Improved Financial
Services

Better Sites

Improved Transport

Reduce Taxes

More Business
Associations -

Cverseas Travel -

More Information 3

Subtotal 12

No Response -

Total 12
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APPENDIX G. MAKIRA/ULAWA PROVINCE

Makira/Ulawa Province is southwest of Guadalcanal, with the government
station, Kira Kira, about 150 km from Honiara., The province contains 11
percent of Solamon Islands total land area and eight percent of the work
force are in wage or salaried jobs, the lawest ratio in the country. Of
the eight percent, 60 percent work for government (central and provincial).

Copra is the main source of cash, with roughly three-fourths produced
by smallholders. Cattle, fish, and crayfish are also cash-earning sources.
These products are sold both in the province and in Honiara. Some of the
copra-producing areas have not yet recovered from a cyclone in 1979.

All of the nine businesses surveyed were trade stores (Table G1)--
three cooperatives and two community-cwned stores. Five of the nine were
registered (Table G2)--two cut of three urban stores and three out of the
six rural stores. The average age of the businesses was eight to nine
years (Table G3) with a range of three to 21 years. Over one=half of the
businesses were started with the intent of providing a service to the
community while only one had profit as a motive (Table Gd4).

The average age of the cwners/managers was around 33 to 34 years
(Table G5). The average age of the satisfactorily operating
owners/managers was 41.8 years while it was 25 years for unsatisfactorily
operating business owners/managers. All of the owners/managers were males
(Table G6) and all but one were married (Table G7). Families included
about five members except for the younger unsatisfactorily operating group
(Table G8).- Four of the owners/managers who responded to the question
stated that they belonged to the Church of Melanesia while four were
Anglicans (Table G9).

With the exception of one rural and one urban business owner, who had
attended secondary school, the owners/managers had only attended primary
school (Table G10). Five owners had received additional training (Table
G11). All but two of the owners/managers previously had been engaged in
wage and salary employment (Table G12). Three of the owners/managers had
been employed in jobs in which they could apply the required skills to
their businesses. None had worked overseas.

All but one of the awners/managers were Melanesian (Table G13) and all
were from Makira/Ulawa Province (Table G14).

Of interest in Table G15 is that cne community-awned stare had
received a bank loan for $5,000, which has been paid off, and this
‘operation had also received a grant for $15,000 from an overseas aid
agency. The only other bank loan, for $10,000, went to the other
community-owned store. The rest of the stores had generated their own
capital.

With respect to total assets (Table G16) the community-owned stores
were quite visible: both were operating satisfactorily, were located in
urban areas, and had assets valued at $137,500 and $23,700. The next
largest store, in terms of total assets, was $6,400, with the rest of the
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stores at $5,000 or less. Both of the largest stares had the bulk of their
assets in working capital while the other stores tended to have most of '
their assets in stocks.

Tables G17 (Credit Levels), G18 (Business Turnover), and G19 (Use of
Profits) reflect either poor data (obtained by the survey) or poor records.
Same of this can be explained by Table G20, which shows the recordkeeping
systems used by the businesses. The largest store uses a double-entry
system and maintains up-to-date records. Three other stores, including the
second largest, use single-entry systems. However, recordkeeping for these
stores was mixed, with one being kept current and the others either
incomplete or not current. As the table shows, the rest of the businesses
either did not have 2 system or had a system that was not being used.

These businesses were the five smallest, with the largest having total
assets of only $4,000. Of these five, 60 percent were¢ operating
unsatisfactorily. Thus there could well be a correlation between size
(e.g., total assets), recordkeeping, and success. However; we also found a
number of exceptions in other provinces, which suggests that general

. conclusions are difficult.

Table G21 indicates that only four of the businesses use an external
adviser. Both cooperatives and the BDB were used by two businesses.

Only four out of five businesses that were operating satisfactorily
of fered a view on the econamy's future. This is shown in Table G22, which
indicates that most of them were satisfied with the econamy's future.
Related to this view is Table G23, which shows future plans for the
business. As the table indicates, one of the respondents planned expansion
while two intended to maintain current levels of operation and the other
planned to contract.

Table G24 shows the types of government incentives or assistance
programs that are used by the businesses. As the table indicates the only
additions to the business advisers (Table G21) provided by government are
three businesses (one with a DBSI loan, one with overseas assistance, and
another a source for trade information).

Table G25 shows business problems in the province. Lack of training
in business management was seen as the major problem. . This was follawed by
lack of skilled workers and the traditional system as stated by the owners
or managers, all of whom were in rural areas. However, the two
satisfactorily operating business owners who cited the traditional systen
felt that they had been able to cope with it. In both instances, the
owners were firmm with respect to borrowing and extending credit. Limits
had been placed on the amount of credit.

Poor transportation, both road and shipping, was alsoc identified as a
key problem, Of interest is that lack of capital was identified as a
problem by only 22 percent of the businesses. This reflects other data,
including that only one business planned to expand its operations. Both of
the cwners citing lack of capital were running small unsatisfactorily
operating stores and felt that competition and lack of training in business
management were also constraints.
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Training is also seen as the primary need of businesses (Table G26).
As noted above, recordkeeping would seem to be a priority.
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Table G1. Activity of Businesses (by number of responses): Makira/Ulawa

Parameter: Location Activity . Operational

Activity Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Main Activity

- Trade 6 9 - 5 y

- Nontrade - - - - - -
Secondary Activity

- Trade - - - - - -

- Nontrade 1 3 3 - 2 2

- None 2 3 6 - 3 2
Total 3 6 9 - 5 4

Table G2. Ownership of Businesses (by number of responses): Makira/Ulawa

Parameter: Location Activity Cperational .
Ownership Urban Rural Trade Nontrade - Satisfactory Unsatisfactory
Joint Venture - - - - - -

~ Registered - - - - - -
Partnership 2 - 2 - 2 -
- Registered 1 - 1 - 1 -
Co-op 1 2 3 - 1 2
- Registered 1 2 3 - 1 1
Family - 2 2 - 1 1
-~ Registered - 1 1 - 1 1
Self - 2 2 - 1 1
- Registered - - - - - -
No Response - - - - - -
~- Registered - - - - - -
Total 3 6 9 - 5 4
- Registered 2 3 5 - 3 2
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Table G3. Age of Busine;s: Makira/Ulawa

Parameter: Location Activity Operational
Age (years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range
- Lower 5.0 3.0 3.0 - 6.0 3.0
-~ Upper 1.0 21.0 21.0 - 21.0 14.0
Mean 8.0 9.2 8.8 - 9-2 803
MEdian 8-0 6-0 6-0 - 5-0 8-0

Table G4. Reasons for Starting Business (by number of responses):
Maidra/Ulawa

Parameter: Location Activity Operational

Reasons for .
Starting Business Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Service to Community 3 2 5 - 3 2
Profit - 1 1 - 1 -
To be own boss - - - -

Show that Solamon
Islanders "can do"

For national

devel opment - - - - - -
Other - 1 1 - - 1
No Response 2 - 2 - 2 -
- Total 5 4 9 - 6 3
Table G5. Age of Owner/Manager: Makira/Ulawa

Parameter: Location Activity Operational

- Age (years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range

- Lower 18.0 25.0 18.0 - 30.0 18.0
Mean 34.3 32.8 33.4 - 41.8 25.0
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Table G6. Sex of Owner/Manager (by number of responses): Makira/Ulawa

Parameter: Location Activity Operational
Sex Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Male 3 6 9 - 5 Y
Female - - - - - -
Total 3 6 9 - 5 4

Table G7. Marital Status of Owner/Manager (by number of responses):
Makira/Ulawa

Parameter: Location Activity Operational

Marjtal Status Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Married _ 2 6 8 - 5

3
Single 1 - 1 - - 1
Total 3 6 9 9 5 4

Table G8. Owner/Manager's Family Size (by number of responses): Maldra/Ulaua

Parameter: Location Activity Operational

Family Size Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range

- LCHEI" 1.0 3.0 1.0 - 5-0 1.0

- Upper 8.0 8.0 8.0 - 8.0 4.0
Mean 5.0 4.8 4.9 - 6.6 2.8
mdian 6.0 405 5'0 - 6.0 300
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Table G9. Religion of Omer/Hanager (by nunber of respenses): Makira/Ulawa

Parameter: Location Activity Operational

Religion Urban Rural’ Trade Nontrade Satisfactory Unsatisfactory

Raman Catholic
Anglican

COM

SDA

SSEC

United
Methodist
COther

No Response
Total
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Table G10. Education of Owner/Manager (by number of responses): Makira/Ulawa

Parameter: Location Activity Operational
Education Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Primary 2 5 7 - 4 3
Secondary 1 1 2 - 1 1
Certificate - - - - - -
Trades - - - - - -
Degree - - - - - -
None - - - - - -
No Response - - - - - -
Total 3 6 9 - 5 b
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Table G11. Ownér/Manager's Training (by number of responses): Makira/Ulawa

Parameter: Location Activity o Operational
Training Urban Rural Trade Nontrade . Satisfactory Unsatisfactory
Trades 1 1 2 - 2 -
Business - 2 2 - - 2
Management 1 - 1 - 1 -

Other - 2 2 - 2 -
No Response/None 1 1 2 - - 2
Total 3 6 9 - 5 4

Table G12. Owner/Manager's Work Experience (by number of responses):
Makira/Ulawa

Parameter: Location Activity Operational

Work Experience Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Wage/Sal ary

Employment 2
Relevant to Business 1
Overseas Experience -
No Response/None 1
Total 3
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Table G13. Owner/Manager's Race (by number of responses): Makira/Ulawa

Parameter: Location Activity Operational
Race . Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Melanesian .2 6 8 - 5 3
Polynesian 1 - 1 - - 1
Chinese - - - - - -
European - - - - - -
Part~European - - - - - -
Other - - - - - -
Total 3 6 9 - 5 A
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Table G14., Owner/Manager's Province of Birth (by number of responses):
Makira/Ulawa

Parameter: Location Activity Operational

Province of Birth Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Santa Ysabel - - - - - -
Central - - - - - -
Malaita - - - - - -
Makira/Ulawa 3 6 9 - 5 4
Eastern - - - - - -
Western - - - - - -
Guadal canal - - - - - -
Honiara - - - - - -
Foreign - - - - - -
Total 3 6 9 - 5 y
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Table G15. Source of Capital Investment by Amount (SI$'000s): Makira/Ulawa

Parameter: Location Activity l Operational

Source Urban Rural Trade Nontrade A Satisfactory Unsatisfactory

Self/shares (number)
- Range
Lower -
Upper 5.0
- Mean 500
~ Median 5.0

]
=N O
]

DBSI (number)

- Range
Lower
Upper

- Mean

- Median

Commercial Banks
(number)

- Range
Lower
Upper

- Mean

- Median

Other (number)
- Range
Lower - 0.0
Upper 15.0 20.0 20.
- Mean 15.0 5.0
- Median 1 0.0

(o 2N ]

L ]
1111
— s )
owoo
| B I |

Total (number)
- Range
Lower - 0.1
Upper 20.0 21.0
- Mean ) 20.0 504
~ Median 20.0 0.2
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2no 2no 4 no - 2 no 2 no
re- re- re- re- re-
sponse sponse spornse - sponse sponse
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Makira/Ulawa

Table G16.

Operational

Total Assets of Businesses (SI$'000s):

Activity

Location

Parameter:

Satigsfactory Unsatisfactory

Assets

Urban Rural Trade Nontrade
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Table G17. Credit Levels (SI$'000s): Makira/Ulawa
Parameter: Location Activity Operational
Item Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Qutstanding Credit
(business owes)
- Range
Lower - - - - - -
Upper - - - - -
= Mean . - - - - 5 no 4 no
- Median - - - - response respoense
Trade Debts
(business cwes)
- Range
Lower - - - - - -
Upper - 0.5 - - - 0.5
- Mean 4§ no 5 no - - 5.no 3 no
- Median response response - - response response
Bad Debts
(owed to business)
- Range _
Lower 0.3 0.1 0.1 - 0.3 0.1
Upper 0.5 0.2 0.5 - 0.5 0.2
- Mean 0.4 0.2 0.3 - 0.4 0.2
- Median 1 no 4 no 0.2 - 3. no 2 no
‘ response response (o] - response response
. response
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Table G18., Business Turnover (_SI$'0003/month): Makira/Ulava

Parameter: Location ~ Activity Operational
Item Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Turnover
- Range
Lwer 0-7 0-6 0-6 - 0-7 0.6
Upper 8.9 1.8 8.9 - 8.9 1.5
- Mean 5.6 1.3 2.5 - 3.5 1.2
- Median 1.5 1.5 1.5 - 1.8 1.5
3 no 3 no 2 no 1 no
response response response response
Gross Profit
-~ Range
Lower - - - - - -
Upper T.5 - 7.5 - 7.5 -
- Mean 2 no 6no 8 no - 4 no 4 no
- Median response response response - response response
Net Profit
- Range
Lower - - - - - -
Up[ﬁl‘ 0-5 - 005 - 005 -
- Mean ' 2 no 6 no 8 no - 4 no 4 no
- Median response response response - response response

Table G19. Use of Profits (by number of responses): Makira/Ulawa

Parameter: Location ' Activity Operational

Use ‘ Urban Rural Trade antrade | Satisfactory Unsatisfactory
Self/family - - -
Shareholders - - - - - -
Reinvested

in business 2 - 2 - 1 1
Savings o - - - - - -
Total 2 - 2 - 1 1
None/No Response 1 6 7 - 4 3
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Table G20. Recordkeeping Systems {by number of responses): Makira/Ulawa

Parameter: Location Activity . Operational

System Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Single Ledger 1 2 3 - 2 1
Double-entry Ledger 1 - 1 - 1 -
Computer/Business

System - - - - - -
None 1 y 5 - 2 3
Total Businesses 3 6 9 - 5 4

Table G21. Source of Business Advice (by number of responses): Makira/Ulawa

Parameter: Location Activity Operational

Source of Advice Urban Rural Trade Nontrade Satisfactory Unsatisfactory

BDB 1 1 2 - 2 -
Co-ops - P 2 - 1 1
Private Accountants - - - - - -
Other - - - - - -
Total 1 3 2 - 3 1
None 2 3 T - .2 3

Table G22., Views on the Econamy's Future (by number of responses):

Makira/Ulawa
Parameter: Location Activity Operational
View " Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Positive 1 1 2 - 2 -
Satisfactory 1 - 1 - 1 -
Mixed - 1 1 - 1 -
Negative - - - - - -
Total 2 2 4 - y -
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Table G23., Future Plans for the Business (by number of responses):

Makira/Ulawa
Parameter: Location Activity Operational
Plan to: Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Expand , 1 - 1 C - 1 -
Maintain
current levels 2 - 2 - 2 -
Contract 1 - 1 - 1 -
Dissolve - - - - - -
No Response 5 - 5 - 1 4
' 9 - 9 - 5 4

Total

Table G24. Use of vaermnent Incentives/Assistance (by number of responses):

Makira/Ulawa
Parameter: Location Activity ' Operational
Incentive/
Assistance Urban Rural Trade Nontrade Satisfactory Unsatisfactory
'BDB-Adv isory 1 1 2 - 2 -
Co-ops-Advisory - 2 2 - 1 1
DBSI-Loans 1 - 1. - 1
Government/Provincial
Financial Assistance - - - - - -
Overseas Assistance 1 - 1 - 1 -
Tax Holidays - - - - - -
Other 1 - 1 - 1 -
Subtotal Businesses 2 2 4 - 3 1
No Information/None 1 4 5 - 2 3
Total 3 6 9 - 5 y
s
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Table G25. Business Problems (by number of responses): Makira/Ulawa

Parameter: Location Activity Operational
Problem Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Capital 1 1 2 - - 2
Training 2 y 6 - 3 3
Skilled Workers - 3 - 1 2

Government Delays/
Regulations

Transportation

Traditional System

Competition

Weak Market

Taxes

Cash Flow

Site of Business

No Response

Total Businesses
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Table G26. Needs of Businesses (by number of responses): Makira/Ulawa

Parameter: Location Activity Operational

Needs Urban Rural Trade Nontrade Satisfactory Unsatisfactofy

More BDB Advisory
Services :

Training

Loans

Reduce Import Duties

Reduce Export Duties

Improved Financial
Services

Better Sites

Improved Transport

Reduce Taxes

More Business
Associations

Overseas Travel

More Information

Subtotal Businesses

No Response

Total Businesses
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APPENDIX H. EASTERN ISLANDS PROVINCE

Located same 350 km east of Honiara, the Eastern Islands Province is
isolated from the rest of Seolomon Islands. Comprised of widely scattered
islands the province contains 2.8 percent of Solcmon Islands total land
area and 6.2 percent (12,000 in 1976) of the population. This has resulted
in increasing internal migration from more densely populated areas and the
probability that migration to other provinces will increase.

Since the closure of a major logging operation in 1978-79 cash earning
activities have constricted. Compounding this loss of jobs has been
declining copra production (2.2 percent of Solamen Islands total
production) because of a pest invasion. Copra is exclusively produced by
spallholders. There are few other cash-earning possibilities.

In addition to a lack of cash-earning activities poor shipping and
communications are formidable barriers to econamic growth. Through higher
prices charged for goods irregular and costly supply have further
constricted an already small market.

Small market size is to scme degree reflected in Table H1 which shows
the activities of the surveyed businesses. Aside from the obvious
praminence of the trade stores the table shows that only one business had a
secondary activity. This can be compared with the total sample:
businesses in the Eastern Islands Province included in the survey
represented 16 percent of the total sample and only seven percent of the
total businesses with secondary activities. It is not unusual to find
diversified businesses in Solamon Islands, but according to the survey
results it is uncommon for a business to diversify if based in the Eastern
Islands. While there could be many reasons for this one could be that the
limited market size has reduced demand for possible secondary activities.

Only two businesses had been formally registered under the Companies
Act (Table H2). The average age of the businesses was approximately two to
three years, with a range of one to seven years (Table H3). All of the
businesses were started with the intent of providing a service to the
community and to make a profit (Table H4).

The average age of the owners/managers was about 43 years (Table H5).
All of the owners/managers were males (Table H6) and all but two were
married (Table H7). Families of unsatisfactorily operating business
owners/managers were larger than the successful owners/managers (Table H8).
Ne?rly all of the owners/managers stated that they were Anglicans (Table
H9).

Most of the ouners/manageré had only attended primary school (Table
H10). In addition, most had received some training (Table H11).

Table H12 describes the work experience of the owners or managers. As
the table shows, most of the owners/managers had worked for wages or
salaries and most were employed in positions that required skills that were
applicable to their businesses. The relationship between applicable work
experience and a satisfactorily operating business is not necessarily clear
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because of the limited sample, However, it is interesting to note that of
the Eastern Islands businesses included in the survey proportionately more
were operating satisfactorily than for the total sample and proportionately
more of the owners/managers had applicable work experience. Thus a
relationship could exist between owners/managers who had been previously
employed in jobs applicable to their businesses and the success of the
businesses. In addition, one had worked overseas.

Most of the owners/managers were Melanesian (Table H13) and were from
the Eastern Islands Province (Table H14).

One had received a loan from the DBSI and one from another source.
Thus the bulk of capital came fram personal funds or investments made by
relatives., This is shown in Table H15. This emphasizes points that were
made in the main report: there is a strong informal lending network.

Table H16 describes total assets. Of note is that businesses have a
considerable portion in stocks. Also, plant and equipment is much less (as
a proportion) than in the Central Islands.

As Table H17 shows, credit and bad debts are minimal. While this
reflects lack of access to lending facilities it is probably also positive
because turnover is so small (Table H18).

Table H19 shows that most of the businesses use their profits for

personal needs. However, a number (33 percent) also reinvest in their
business.

Although most (67 percent) businesses use a recordkeeping system
(Table H20), not all were complete. A single-entry ledger was the most
common.

Table H21 indicates that nearly all of the businesses used a business
adviser. However, the BDB was the only source of advice.

Given that nearly all of the businesses were operating satisfactorily
it could be expected that the awners/managers had a generally favorable
view of the econamy's future (Table H22). Related to this view is Table
H23 which shows future plans for the business. As the table indicates,
most of the businesses planned expansion while of the remainder only one
intended to contract current levels of operation.

Table H24 shows the types of govermment incentives or assistance =
programs that are used by the businesses. As the table indicates, the only
additions to the business advisers (Table H21) that are provided by
government are two businesses that have DBSI loans--one that received
government financial asssistance and one with a tax holiday. Only one
business reported no information or did not use any of the programs.

Table H25 shows business problems. Lack of capital could again
reflect the small size of the market. Poor transportation supports the
above conclusion that shipping is a major problem. Of interest is that the
business owners felt that establishing warehouses would help to reduce
vulnerability to irregular shipping.
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Complaints about competition could also reflect the small market, as
could duplication. The traditional system was identified as a problem by
two-thirds of the businesses. However, most of the owners also felt that
they could overcome the problems created by requests from kinsmen to borrow
money or receive credit.

Lack of training and skilled workers were also identified as problems
by most of the businesses, While these are fairly straightforward issues
Several points can be made, First, the owners stressed the need for '
training in business management. Second, the lack of skilled workers
reflects not only law training levels but also the likelihood of sameone
being trained and then emigrating. This is largely because of the lack of
cash-earning activities. . ‘

Table Hé6 emphasizes the need for more contact with Honiara and
beyond. The businesses want more training, loans, and information, which
are especially critical because of distance, transportation, and supply
problems, '
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Table H1. Activity of Businesses (by number of responses): Eastern Islands

Parameter: Location Activity . Operational

Activity Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Main Activity
Trade
Nontrade 1

Secondary Activity
Trade
Nontrade
None

Total

10
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Table H2, Ownership of Businesses (by number of responses): Eastern Islands

Parameter: Location Activity Operational

Ownership Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Joint Venture
- Registered
Partnership

- Registered
Co-op

- Registered
Family

- Registered
Self

- Registered
No Response

- Registered
Total ,

- Registered
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Table H3. Age of Business: Eastern Islands

Parameter: Location Activity Operational
Age (years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range
- Lwer 100 1.0 1.0 1.0 100 100
~ Upper 7.0 4.0 7.0 1.0 7.0 3.0
Mean 2.7 3.2 3.3 1.0 3.1 2.0
Median 2.0 4.0 3.0 1.0 3.0 2.0

Table H4. Reasons for Starting Business (by number of responses):
Eastern Islands

Parameter: Location Activity Operational

Reasons for
Starting Business Urban Rural Trade Nontrade Satisfactory Unsatisfactory

10 2 10 2
10 2 10 1

Service to Community 7
Prof it 7
To be own boss - -
Show that Solamon 7
Islanders "can do" - - - - - -
For national
devel opment
Other
No Response
Total
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Table H5. Age of Qwner/Manager: Eastern Islands

Parameter: Location Activity Operational

Age (years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range

- Lower 21.0 30.0 21.0 35.0 21.0 45.0

- Upml’ 7600 !"6-0 76-0 45-0 7600 u5.0
Mean 42.2 43.0 43.0 40.0 42.1 45.0
Median 37.5 34.0 35.0 40.0 35.0 45.0
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Table H6. Sex of Owner/Manager (by number of responses): Eastern Islands

Parameter: Location Activity ' Operational
Sex Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Male 8 5 11 2 11 2
Female - - - - - -
Total 8 5 11 2 11 2

Table H7. Marital Status of Owner/Manager (by number df‘ responses):
Eastern Islands

Parameter: Location Activity _ Operational

Marital Status Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Married 6 5 9 2 9 2
Single 2 - 2 - 2 -
Total 8 5 1 2 11 2

Table H8. Owner/Manager's Family Size (by number of responses):
Eastern Islands

Parameter: Location Activity Operationél
Family Size Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range
- Lower 1 4 1 6 1 8
- Upper 10 8 10 8 10 10
Mean 6.0 5.8 5.7 7.0 5.4 9.0
Median 6.0 6.0 6.0 7.0 6.0 9.0
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Table HJ. Religion of Owner/Manager (by number of responses): Eastern Islands

Parameter: Location Activity Operational
Religion Urban Rural Trade Nontrade Satisfactory Unsatisfactory
" Roman Catholic - 1 1 - 1 -
Anglican 7 4 10 1 9 2
COM - - - - - -
SDA - - - - - -
SSEC - - - - - -
United - - - - - -
Methodist - - - - - -
Other 1 - - 1 1 -
No Response - - - - - -
Total 8 5 1" 2 1 2
Table H10. Education of Owner/Manager (by number of responses):
Eastern Islands
Parameter: Location Activity Operational
Education Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Primary y 4 7 1 7 1
- Secondary 3 1 3 1 3 1
Certificate 1 - 1 - 1 -
Trades - - - - - -
Degree - - - - - -
None - - - - - -
No Response - - - - - -
Total 8 5 11 2 1 2
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Table H11. Owner/Managers Training (by number of responses): Eastern Islands

Parameter: Location Activity " Operational
Training Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Trades 1 2 2 1 2 1
Business 3 1 4y - 4 -
Management 2 - 2 - 2 -

Other 1 - 1 - 1 -
No Response/None 1 2 2 1 2 1
Total 8 5 11 2 11 2

Table H12. Owner/Managers Work Experience (by number of responses):
Eastern Islands

Parameter: Location Activity Operational

Work Experience Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Wage/Salary

Empl oyment 5
Relevant to Business 5
Overseas Experience 1
No Response/None 3
Total Businesses [

Ul vw
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Note: A total of 13 people were included because both part-owners of a joint
venture were included. The joint venture was an urban trade stcre that
was operating satisfactorily.

Table H13. Owner/Manager's Race (by number of responses): Eastern Islands

Parameter: Location Activity Operational
Race Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Mel anesian 6 5 9 2 9 2
Polynesian 1 - 1 - 1 -
Chinese - - - - - -
European 1 - 1 - 1 -
Part-European - - - - - -
Cther - - - - - -
Total 8 5 1" 2 n 2
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Table H14. Owner/Manager's Province of Birth (by number of responses):
' Eastern Islands

Parameter: Location Activity Operational

Province of Birth Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Santa Ysabel - - - - - -
Central - - - T - - -
Malaita 1 1 2 - 2 -
Makira/Ulawa - - - - - -
Eastern 6 4 8 2 8 2
Western - - - - - -
Guadal canal - - - - - -
Honiara - - - - - -
Foreign 1 - 1 - 1 -
Total 8 5 11 2 1 2
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Table H15. Source of Capital Investment by Amount (SI$'000s): Eastern Islands

Parameter: Location Activity - Operational

Source Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Self/shares (number)
- Range
Lower 0
Upper 6.
- Mean 2
- Median 1

DBSI (number)
- Range
Lower 0.0 0
Upper 7.0 0
- Mean 0.0 .0 9 nos
- Median 1.0 0
nos

Commercial Banks
(number)
- Range
Lower
Upper
- Mean
- Median

Other (number)
- Range
Lawer -
Upper 3.0
- Mean 9 nos
- Median -
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W
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o
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o
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Total (number)
- Range
Lower 0
Upper 9.
- Mean 3
- Median 1

-t b sk b
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Eastern Islands

Total Assets of Businesses (SI$'000s):

Table H16.

Operatjional

Activity

Location

Parameter

Satisfactory Unsatisfactory

Trade Nontrade
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Urban Rural
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Table H17. Credit Levels (SI$'000s): Eastern Islands

Parameter: Location Activity ‘ Operational

" Item Urban Rural Trade Nontrade Satisfactory Unsatisfactary

Qutstanding Credit
(business owes)
= Range
Lower 0
Upper T.
- Mean 1
- Median 0

Trade Debts
(business owes)
- Range
Lower 0.0
Upper 3.5
- Mean 0.8

Bad Debts
(owed to business)
- Range
Lower 0
Upper : 0
- Mean 0
- Median 0
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Table H18. Business Turnover (SI$'000s/month): Eastern Islands

Parameter: Location Activity Operational

Item Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Turnover
- Range
Laver 0.0
Upper 9.3
- Mean 4.2
- Median 3.8

Grosas Profit
- Range
Lower 0
Upper 4.
- Mean 1
- Median 0

Net Profit

- Range
Lawer 0.0
Upper 3.2

- Median 0.2

Table H19. Use of Profits (by number of responses): Eastern Islands

Parameter: Location Activity Operational

Use Urban Rural Trade -Nontrade Satisfactory Unsatisfactory
Self/family L} 3 6 1 6 1
Shareholders - - - - - -
Reinvested in

Business 3 1 Yy - Yy -
Savings - - = - - -
Subtotal 7 b 10 1 10 1
None - 1 - 1 - 1
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Table H20. Recordkeeping Systems (by number of responses): Eastern Islands

Parameter: Location Activity Operational

System © Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Single Ledger 5 2 6 1 6 1
Double-entry Ledger 1 - 1 1 -
Computer/Business

System - - - - - -
None 1 - - 1 - 1
No Response - 3 3 - 3 -
Total 7 5 10 2 10 2

Table H21. Source of Business Advice (by number of responses):
Eastern Islands

Parameter: Location Activity : Operationai

Source of Advice‘ Urban Rural Trade Nontrade Satisféctory Unsatisfactory

BDB 6 5 9 2 9 2
Co-ops ' - - - - - -
Private Accountants - - - - - -
Other - - - - - -
Subtotal 6 5 9 2 9 2
None 1 - 1 - 1 -

Table H22. Views on the Econamy's Future (by number of responses):
Eastern Islands

Parameter: Location “Activity Operational
View Urban Rural Trade Nontrade  Satisfactory Unsatisfactory
Positive - 1 - 1 1 -
Satisfactory 7 3 9 1 8 2
Mixed - - - - - -
Negative - 1 1 - 1 -
Total T 5 10 2 10 1
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Table H23. Future Plans for the Business (by number of responses):
Eastern Islands '

Parameter: Loccation Activity ‘ Operational
Plan to: Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Expand 5 4 T 2 8 1
Maintain current
levels 2 - 2 - 2 -
Contract - 1 1 - - 1
Dissolve - - - - - -
No Response - - - - - -
Total T 5 10 2 10 1

Table H2U4., Use of Government Incentives/Assistance (by number of responses):
Eastern Islands

Parameter: Location Activity ) Operational

Incentive/
Assistance Urban Rural Trade Nontrade Satisfactory Unsatisfactory
BDB-~Advisory 3 5 6 2 8 -
Co-ops-Advisory - - - - - -
DBSI-Loans 1 1 2 - 2 -
Government/Provincial
Financial Assistance 1 - - 1 - 1
Overseas Assistance - - - - - -
Tax Holidays 1 - 1 - 1 -
Other 2 1 3 - 2 1
Subtotal

i Businesses 6 5 9 2 9 2
No Information/None 1 - 1 - 1 -
Total 7 5 10 2 10 2

161
Pacific Islands Development Program
" East-West Center



Table H25. Business Problems (by number of responses): Eastern Islands

Parameter: Location Activity Operational
Problem Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Capital T 5 10 2 10 2
Training 5 3 7 1 6 2
Skilled Workers 5 2 5 2 6 1
Government Delays/

Regulations 1 1 2 - 2 -
Transportation 7 5 10 2 10 2
Traditional System 5 3 8 - 7 1
Competition 6 3 8 1 T 2
Weak Market - - - - - -
Taxes 1 - 1 - - -
Cash Flow - - - - - -
Site of Business - - - - - -
Total T 5 10 2 10 2

Table H26. Needs of Business (by number of responses): Eastern Islands

Parameter: Location Activity Operational

Needs Urban Rural Trade Nontrade Satisfactory Unsatisfactory

More BDB Advisory
Services

Training

Loans

Reduce Import Duties

Reduce Export Duties

Improved Financial
Services

Better Sites

Improved Transport

Reduce Taxes

More Business
Associations

Overseas Travel

Mcre Infarmation

Subtotal

No Response

Total
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APPENDIX I. MALAITA PROVINCE

Malaita Province contains 15 percent (4,200 km?) of all the land in
Solamon Islands and 31 percent of the total population (60,000 in 1976).
Population density is high in certain areas (c¢oastal strip), which has
resulted in considerable outmigration from the province. This is reflected
in laver population growth rates (2.5 percent AAGR versus 3.4 percent AAGR
for Solamon Islands during 1970-76) and the noticeable presence of
Malaitans in public service and in business in other provinces. Of the 17
Solanon Islanders in the business survey who are living away fram their
province of birth 82 percent were Malaitans.

While Auki is the third largest urban area in Solamon Islands and, as
the population figures indicate, the market is sizeable, there is little
industry in the province. Copra production is the main source of cash but
amounts to only 10 percent of total Solamon Islands production. Same
sawmilling, fishing, and shell collection also exist. Subsistence
agriculture is the main production activity. Thus while we find a
considerable market with respect to population, lack of cash income sources
has effectively reduced its size. This is in contrast to Tulagi, where the
population is small but many people have sources of cash income because of
the tuna industry's presence.

Six businesses were surveyed in Malaita (Table I1)--two trade stores
in Auki, two nontrade operations in Auki, and two nontrade operations in
rural areas. All of the nontrade operations were operating satisfactorily.
Of the trade stores only one was operating satisfactorily. With the
exception of a joint venture all of the businesses were owned by one
individual and none had been registered under the Companies Act (Table I2).

The age of the businesses ranged from newly established to 18 years
(Table I3). Table Ii shows reasons that were given by the business owners
for starting their business. As the table indicates "service to the
community” is an important consideration but "to be own boss™ is considered
to be just as important, with "profit" being the most common motive, The
praminence of "profit" is samewhat different from the responses that were
given in other provinces. Although profit was always an important
motivation we found that "service to the community" was a more common
response. While it is difficult to explain this difference because of the
small sample the prominence of profit as a motive for starting a business -
could reflect Malaita's higher population density and the outmigration
described above.

The age of urban nontrade unsatisfactorily operating owners was
greater than for the other categories (Table I5). Haowever, the table also
indicates that urban nontrade owners generally were older. All of the
owners were married (Table I7) males (Table I6).

As in the case of the awner's age, urban nontrade awners had larger

families (Table I8). Fifty percent of the owners were Raman Catholic
(Table I9).
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With the exception of one urban business owner who had attended a
technical school, the owners/managers had only attended primary school
(Table I10). In addition to the one owner who had received technical
training, three other owner/managers had attended further training courses
(Table I11). Five of the owners/managers previously had been engaged in
wage and salary employment (Table I12). Four of the owners/managers had
been employed in jobs in which they could apply the required skills to
their businesses.

All of the owners/managers were Melanesian (Table I13) and (of those
responding) from Malaita Province (Table I14).

Although tWwo of the businesses had received loans from the DBSI and
cne from a commercial bank the bulk of capital came from personal funds or
investments made by relatives. This is shown in Table I15. This
emphasizes points that were made in the main report: there is a strong
infarmal lending network.

Table I16 describes total assets. Of notice is the considerable
differencé betwWween the total assets of trade and nontrade operations, which
are on average eight times larger than the trade stores. Also, same of the
urban nontrade operaticns apparently have limited working capital.

However, these operations are currently performing satisfactorily.

Credit levels (Table I17) are considerably less than one might expect
from businesses with the levels of assets noted in Table I16. But as shown
in Table I15, most of the capital investment comes from personal funds or
the informal lending netwark, so it is possible that working capital and
reserves also are generated internally. While this last statement is
verified by Table I19 (Use of Profits) the turnover figures shown in Table
I18 suggest that the levels of working capital and reserves described in
Table I16 would be difficult to generate. Hawever, as Table I20 shows,
recordkeeping is limited and so the figures may in fact be greater than
those shown.

Table I21 indicates that nearly all of the businesses use an external
adviser. Most praminent is the BDB, which 60 percent of the responding
businesses used. Of note is the use of "other" advisers, which included a
relative, a friend who works for a relevant government agency, and a
teacher.

Given that all but one of the businesses were operating
satisfactorily, it could be expected that the owners/managers had a
generally favorable view of the econamy's future. This is shown in Table
122, which indicates that all of the satisfactorily operating businesses
were positive about the econamy's future. Related to this view is Table
123, which shows future plans for the business. As.the table shows,
business owners plan to expand their businesses. Although this could
reflect higher copra earnings it is also possible that earnings fraom
fishing and other agriculture have increased. Clearly, Malaita's econamy
appears to have generated considerable optimism.

Table I24 shows the types of government incentives or assistance used
by the businesses. In addition to those types of assistance already
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mentioned (business advisers--BDB, DBSI loans, and overseas assistance),
the provincial government and other agencies have supported an agricultural
and a manufacturing business.

In terms of business problems, lack of capital and government delays
and regulations were seen as being harmful by all of the businesses. The
traditional system and transportation were also viewed as major problems.

Table I26 shows what business owners feel are their primary needs. As
the table indicates, ™more information" (e.g., technical, prices) and
increased access to loans were primary concerns, While we found that
one-half of the surveyed businesses had received loans, they were generally
small (less than $5,000). Since the DBSI has a branch in Auki it should be
anticipated that the number and amount of loans will increase provided, of
course, that the econamy remains buoyant. Nontrade businesses were
especially concerned about lack of information and advice that is available
regarding machinery and other equimment. They felt that this had
constrained their businesses and that they had missed opportunities to sell
their products in other provinces. ' '
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Table I1. Activity of Businesses (by number of responses): Malaita

Parameter: Location Activity Operational

Activity Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Main Activity

- Trade 2 - 2 - 1 1
- Nontrade 2 2 - 4 4 -
Secondary Activity

- Trade 1 - - 1 1 -
- Nontrade - - - - - -
- None 3 2 2 3 4 1
Total 4 2 2 4 5 1

Table I2. Ownership of Businesses (by number of responses): Malaita

Parameter: Location Activity Operational

Ownership Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Joint Venture
- Registered
Partnership

- Registered.
Co=-0p

~ Registered
Family ’
-~ Registered
Self

- Reglstered
No Response

~ Registered
Total

- Registered
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Table I3. Age of Business: Malaita
Parameter: Location Activity Operational
Age (years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range
- Lower 0.0 6.0 2.0 0.0 0.0 2.0
- Upml" u-o 18.0 18-0 2-0 18-0 200
Mean } 2.7 12.0 7.5 1.0 6.0 2.0
Median 2.0 12.0 5.0 1.0 5.0 2.0

Table I4. Reasons for Starting Business (by number of responses): Malaita

Parameter: Location

Activity _ Operational

Reasons for

Starting Business Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Service to Community 2 1 - 3 3 -
Prof it 3 2 2 3 4 1
To Be Own Boss 3 - 2 1 2 1
Show that Solcamon
Islanders "can do" - - - - - -
For National
Devel opment - - - - - -
Other - 1 - 1 1 -
No Response - - - - - -
Total Businesses 4 2 2 4 5 1
Table I5., Age of Owner/Manager: Malaita

Parameter: Location Activity Operational

Age (years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range
- Lower 38.0 26.0 26.0 45.0 26.0 47.0
Mean 1.7 345 38,5 45.0 38.0 47.0
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Table I6. Sex of Owner/Manager (by number of responses): Malaita

Parameter: Location Activity Operational
Sex Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Male 3 2 2 3 4 1
Female - - - - - -
Total 3 2 2 3 4 1

Note: 1 No Response

Table I7. Marital Status of Owner/Manager (by number of responses): Malaita

Parameter: Location Activity Operational

Marital Status Urban Rural Trade Nontrade Satisfactary Unsatisfactory

Married . '3 2 2 3 4 1
Single - - - - - -
Total 3 2 2 3 y 1.

Note: 1 No Response

Table I8. Owner/Manager's Family Size (by number of responses): Malaita

Parameter: Location Activity : Operational
Family Size Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range
- Lower 9 8 y il | y 12
- Upper . 12 4 12 1 1" 12
Mean 10.7 6.0 8.2 11.0 8.0 12.0
Median 11.0 6.0 8.5 11.0 8.5 12.0
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Table I9. Religion of Owner/Manager (by number of responses): Malaita

Parameter: Location Activity - Operational

Religion Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Raman Catholic
Anglican

COM

SDA

SSEC

United
Methodist
QOther

No Response
Total
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Table I10. Education of Owner/Manager (by number of responses): Malaita

Parameter: Location Activity Operational
Education Urban Rural Trade Nontrade  Satisfactory Unsatisfactory
Primary 2 2 1 3 4 -
Secondary - - - - - -
Certificate 1 - 1 - - 1
Trades - - - - - -
Degree - - - - - -
None - - - - - -
No Response 1 - - 1 1 -
Total 4 2 2 4 5 1

169

Pacific Islands Development Program
East=-West Center



Table I11. Owner/Manager's Training (by number of responses): Malaita

Parameter: Location Activity Operational -
Training Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Trades 1 - - 1 1 -
Business 1 1 - 2 2 -
Management 1 - 1 - 1 -

Other - - - - - -
No Response/None 1 1 1 1 1 1
Total 4 2 2 4 5 1

Table I12. Owner/Manager's Work Experience (by numberof responses): Malaita

Parameter: Location Activity Operational

Work Experience Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Wage/Salary

Empl oyment 3
Relevanf to Business 2
Overseas Experience -
No Response/None 1
Total 4
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Table I13. Owner/Manager's Race (by number of responses): Malaita

Parameter: Location Activity Operational
Race Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Melanesian y 2 2 4 5 1
Polynesian - - - - - -
Chinese - - - - - -
European - - - - - -
Part-European - - - - - -
Cther - - - - - -
Total 4 2 2 4 5 1
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Table I14, Owner/Manager's Province of Birth (by number of responses):
_ Malaita

Parameter: Location Activity Operational

Province of Birth Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Santa Ysabel
Central
Malaita
Makira/Ulawa
Eastern
KWestern
Guadal canal
Honiara
Foreign
Total
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Note: 3 No Responses
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Table I15. Source of Capital Investment by Amount (SI$'000s): Malaita

Parameter: Location Activity Operational
Source Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Self/shares

-~ Range
Lmer 0.7 0-2 0-7 0-2 0-2 -
Upper 15.0 22.0 15.0 22.0 22.0 0.7
- Mean 8-"' 10-9 7-8 8-0 11-0 0-7
- Median 3.0 10.9 7.8 9.0 10.0 0.7
DBSI
- Range
Lower 0.0 0.0 0.0 0.0 0.0 0.0
Upper 0.5 0.8 0.5 0.8 0.8 0.2
- Mean 0.1 0.4 0.2 0.2 0.2 0.1
- mdian 0.0 0.4 0.2 0.0 000 0.1
Commercial Banks
- Range
Lower 0.0 - - 0.0 0.0 -
Upper 2.8 - - 2.8 2.8 -
- Mean 0.7 - - 0.7 0.6 -
- Median 0.0 - - 0.0 0.0 -
Other
- Range
Lower 0.0 - - 0.0 0.0 -
Upmr 500 - - 500 5.0 -
- Mean 1.2 - - 1.2 1.0 -
- Mediarl 000 - - 0.0 000 -
Total
- Range
Lower 1.2 1.0 1.2 1.0 1.0 -
Upper 15.0 22.0 15.0 22, 22.0 1.2
- Mean 10.5 11.5 6.9 12.2 14,8 1.2
- Median 12-9 1105 6-9 1209 1500 1-2
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Malaita

Total Assets of Businesses (SI$'000s):

Table I16.

Operational

Activity

Location

Parameter:

Satisfactory Unsatisfactory

Trade Nontrade

Urban Rural

Assets

- Range
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Table I17. Credit Levels (SI$'000s): Malaita

Parameter: , Location

Activity Operational

Item - Urban Rural

Trade Nontrade Satisfactory Unsatisfactory

Outstanding Credit (three

(business owes) pending)

~ Range
Lawer 0.0 0.0
Upper 0.5

= Mean 0.1

- Median 0.0

Trade Debts
(Business Owes)
- Range
Lower 0
Upper 0
- Mean 0- 5
- Median 0

Bad Debts
(Owed to Business)
- Range
Lower
Upper
- Mean
- Median
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Table I18. Business ‘I‘urnover-kSI$'0005/month): Malaita

Parameter: Location Activity Operational

Item : Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Turnover
- Range
Laver 0.0
Upper 1.2
- Mean Onu
- Median 0.3
Gross Profit
= Range
Lover
Upper
- Mean
- Median

Net Profit
- Range

Lower 0

Upper 0

=~ Mean 0.

- Median 0
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Table 119,  Use of Profits (by mumber of responses): Malaita

Parameter: Location Activity Operational

Use Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Self/family - - - - : - -
Shareholders - - - - - -
Reinvested in

Business 4 - 2 2 3 1
Savings - - - - - -
Total y - 2 2 3 1
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Table I20. Recordkeeping Systems (by number of responses): Malaita

Parameter: Location Activity Operational

System Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Single Ledger 1 - 1 - 1
Double-entry Ledger - - - - - -
Computer/Business

System - - - - - -
Accountant 1 - - 1 1 -
None 2 2 1 3 4 -
Total 4 2 2 4 5 1

Table I21. Source of Business Advice (by number of responses): Malaita

Parameter: Location Activ ity Operational

Source of Advice Urban Rural Trade Nontrade Satisfactory Unsatisfactory

BDB 3 - 2 1 2 1
Co=0ps - - - - - -
Private Accountants 1 - - 1 1 -
Other 2 1 1 2 2 1
Total 6 1 3 4 5 2
None - 1 - 1 1 -
Total L} 2 2 4 5 1

Table I22, Views on the Econcmy's Future (by number of responses): Malaita

Parameter: Location Activity Operational
View Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Positive 1 3 2 2 4 -
Satisfactory 1 - 1 - - 1
Mixed - - - - - -
Negative - - - - - -
Total 2 3 3 2 4 1
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Table I23. Future Plans for Business (by number of responses): Malaita

Parameter: Location " Activity Operational

Plan to: Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Expand 2 2 1 3 4 -
Maintain Current

Leads - - - - - -
Contract 1 - 1 - - 1
Dissolve - C - - - - -
No Response - - - - - -
Total 3 2 2 3 y 1

Table I24. Use of Government Incentives/Assistance (by number of responses):

Malaita :
Parameter: Location Activity Operational
Incentive/
Assistance Urban Rural Trade Nontrade Satisfactory Unsatisfactory
BDB-Advisory 3 2 2 3 4 1
Co-ops-Advisory - - - - - -
DBSI-Loans . 1 1 2 2
Government/Provincial
Financial Assistance 2 - 1 1 2 -
Overseas Assistance 1 - 1 - 1 -
Tax Holidays - - - - - -
Other 1 1 1 1 2 -
Subtotal 8 5 6 T 11 2
No Information/None - - - - - -
Total 4 2 2 ) 5 1
177

Pacific Islands Development Program
East-West Center



" More Business -

Table I25. Business Problems (by number of responses): ‘Malaita

Parameter: - Location ’_ Activity '~ Operational

Problem 2 - Urban Rural Trade Nontrade Satisfactory Unsatisfactory

1

=
N
N .
=
(&)

Capital

Training

Skilled Workers

Government Delays/
Regulations

Transportation

Traditional System
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Table I26. Needs of Businesses (by number of responses): Malaita

Parameter: Location  Activity Operational

Needs - Urban Rural Trade Nontrade Satisfactory Unsatisfactory

More BDB Advisory
Services

Training

Loans

Reduce Import Duties

Reduce Export Duties

Improved Financial
Services

Better Sites

Improved Transport

"~ Reduce Taxes
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Overseas Travel
More Information -
~. No Response
Total Businesses
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APPENDIX J. WESTERN PROVINCE

The Western Province contains 30 percent of Solamon Islands total land
and is the residence far 20 percent (40,000 in 1976) of the population,
However, the province consists of several island groups containing many
islands and islets over a large sea area. For example, the provincial
capital at Gizo is 370 km northwest of Honiara and is near the center of
the province. Yet the province extends 150 km north and northwest of Gizo
and over 100 km to the southwest. This dispersion has resulted in uneven
development with respect to services and infrastructure., Aside from Gizo
there is one other urban area/government station at Munda and one is
planned at Noro. Development at Noro will include a deep-water port and
the relocation of the bulk of the fishing industry from Tulagi.

The Western Province had 34 percent of its work force in wage and
salary employment at the time of the 1976 census. This is high in
comparison to the other provinces. It is due to the major logging,
plantation agriculture (including copra), and fishing operations. Thus a
strong cash econany exists in same areas and subsistence agriculture
predominates in others.

Table J1 shows the activities of the businesses surveyed. All of the
businesses were located in Gizo and Munda, however, four of the businesses
served rural areas. Of interest is that three of the five nontrade
businesses were also involved in trading operations. These included
wholesaling, retailing, and copra export; the sale of building supplies and
furniture; and the sale of furniture. Although all of these secondary
activities complemented the primary nontrade activity only one of the
businesses was operating successfully. This business had gradually
expanded over a four-year period and is distinguishable because of its
relatively high ratio of working capital to total assets, 19 percent.-

Seven of the 10 businesses were registered under the Companies Act
(Table J2). While there was a considerable range of ages for the
businesses, trade stares. and satisfactorily operating businesses had been
in existence much longer than their counterparts (Table J3). Most of the
businesses were started to provide service to the community and for profit
(Table J4). However, showing that Solamon Islanders "can do" and for
national development were also important motives.

While there were marked differences between the ages of trade and
nontrade businesses the ages of their owners were nearly identical (Table
J5). Hawever, the satisfactorily operating owners were older than their
less successful counterparts.

All of the owner/operators were males (Table J6) and all but one were
married (Table J7). Most of the families included five to six members
E‘l‘able J8). Membership in the United Church was the most common religion

Table J9).

Table J10 shows education levels of the business owners/managers.
Education levels are generally higher than the total sample since 50
percent had attended secondary school or gone on for post-secondary
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education. In addition, seven of the ten owners/managers had attended
professional training courses (Table J11). Training ranged from courses in
administration to teaching. Advanced training and education are also
reflected by the fact that six of the ten owners/managers had worked in
public service (Table J12). Nearly all of these former civil servants had
retired after 20 years at service, which means that they had acmuired a
considerable amount of personal savings. However, there was no correlation
between education, training, or employment history and a satisfactorily
operating business.

Nine of the 10 awners were Melanesian (Table J13). All 10 were from
the Western Province (Table J14),

In terms of capital investment (Table J15), several large and small
businesses skew the data. However, it should be noted that businesses in
the Western Province tended to be larger than those in the other provinces.
The DBSI has provided support to six of the businesses and five out of
seven in Gizo. The DBSI has an office in Gizo.

Skewed data and larger sized operations are also shown in Table J16
(Total Assets). However, it should be noted that there is probably better
balance between the asset items than can be found in other provinces.

While Table J17 (Credit Levels) again indicates data skewed by one or
two large businesses, a surprising lack of records was found for businesses
of the size shown in Table J16. Hence the figures are probably higher.
What is important, however, is that same of the larger businesses without
records could encounter future problems because of the lack of records.

This is also reflected in Table J18 (Business Turnover). In
particular, the medians indicate an absence of records for a number of
businesses. In the case of use of profits (Table J19) only five (out of
10) businesses responded, Of these five, four reinvested in the business
and one saved profits. - All of these were operating satisfactorily.

Although only cne business indicated that records were not kept (Table
J20), it is obvious that having a recordkeeping system and using it are
quite different. Only three of the businesses had current and complete
records. These included one that used an accountant and the largest
business that was used in the survey.

Source of business advice is shown in Table J21. Only 50 percent used
a business adviser. Three used government personnel (BDB and co-ops) and
two used private sources ("other" was a relative).

Table J22 suggests a relationship between success and views on the
econamy's future., Four out of five satisfactorily operating businesses
were either positive or satisfied with the econamy. None of the
unsatisfactorily operating businesses shared this view. Hawever, only two
of these businesses planned to contract current levels of operation or
dissolve (Table J23).

Table J24 shows the types of government support used by the
businesses. The most apparent set of data is the use of DBSI lending
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facilities. Six out of ten businesses had obtained loans from the DBSI,
which has a branch in Gizo (five out of the seven businesses in Gizo had
DBSI loans). This corroborates the view discussed in the text that
physical access is an important determinant in the use of credit. However,
it should also be noted that (1) commercial banks had provided loans to two
businesses, (2) joint ventures with overseas partners had provided
‘additional capital to two businesses, and (3) shareholders (either
cooperatives or village associations) had provided additional capital for
three businesses. Thus all of the businesses had access to at least one
external source of capital.

Availability of information is also a determinant in the use of
government support. Although only 40 percent used government advisory
services an additional 30 percent used private accountants and/or
bookkeepers. Thus we find 30 percent of the businesses using the provision
for tax holidays because they have the information, Only one business
oWner stated that he lacked information. It should also be noted that the
BDB runs a radio program ¢n business development from the Gizo radio
station.

Business problems are shown in Table J25. As in the other provinces,
lack of training and capital were prominent., Of interest is that
campetition also was seen as a major problem., This reflects the size of
the small urban markets. Thus "weak market™ was also indicated as a
- problem by 30 percent of the businesses. '

Table J26 describes the needs of businesses in the Western Province.
The business owners and managers gave top priority to business management
training and second to increasing information flows. Specific information
requests included prices, econamic forecasts, and/or training programs. As
noted above all of the businesses had access to external sources of
capital. Hence increased lending ranked third. Of note is that 75 percent
of the businesses requesting more access to lending facilities were
operating unsatisfactorily. Given the external sources of capital this
could indicate a management problem rather than lack of access to capital.

Taxes, including provincial taxes, and export and import duties were
criticized by five of the owners. This was a higher rate of response than
for the total sample, which could reflect the urban environment and
education levels of the owners and managers.

While a business association was not identified as a priority need it
must be stated that one already exists, the Gizo Chamber of Commerce, in
the province, Two of the businesses requested improved financial services,
including an increased role for commercial banks.
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Table J1. Activity of Businesses (by number of rgsponses): Western

Parameter: Location Activity : Operational

Activity Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Main Activity

-~ Trade 5 - 5 - 3 2
~ Nontrade 5 - - 5 3

Secondary Activity :
- Trade 3 - - 3 1 2
-~ Nontrade - - - - - -
- None 7 - 5 2 4 3
Total 10 - 5 5 5 5

Table J2. Ownership of Business (by number of responses): Western

Parameter: Location Activity Operational

Ownership ' Urban Rural Trade Nontrade  Satisfactory Unsatisfactory

Joint Venture
- Registered
Partnership
- Registered
Co-op

- Registered
Family

- Registered
Self :

- Registered
No Response

- Registered
Total )
- Registered
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Table J3. Age of Business: Western

Parameter: Location Activity Operational
Age (years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range
- LCHEI‘ 0.3 - 200 0-3 4-0 0.3
= Upper 18.0 - 18.0 13.0 18.0 6.0
Mean 6.6 - 808 4.6 10-6 2-7
Median 5.0 - 8.0 3.0 10.0 2.0

Table J4. Reasons for Starting Business (by number of responses): Western

Parameter: Location Activity Operational

Reasons for
Starting Business Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Service to Community 8 - 4 4 5 3
Prof it 3 - 1 2 2 1
To be own boss 1 - - 1 - 1
Show that Solamon
Islanders "can do" 2 - 1 1 - 2
For national
development 2 - 2 - 1 1
Other - - - - - -
No response - - - - - -
Total 10 - 5 5 5 5
Table J5. Age of O4ner/Manager: Western _
Parameter: Location ‘Activit.y Operational
Age (years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range
Mean 44.3 - 44,0 44.6 50.6 38.0
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Table J6. Sex of Owner/Manager (by number of responses): Western

Paranet.c_er: Location Activity Operational
Sex Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Male ' 10 - 5 5 5 5
Female - - - - - -
Total _ 10 - 5 5 5 5

Table J7. Marital Status of Owner/Manager (by number of responses): Western

Parameter: Location Activity Operational

Marital Status  Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Married 9 - L 5 4 5.
Single 1 - 1 - 1 -
Total 10 - 5 5 5

- N

Table J8. Owner/Manager's Family Size (by number of responses): Western

Parameter: Location Activity QOperational

Family Size - Urban Rural Trade Nontrade Satisfactory Unsatisfactory
~ Range
- Laower 1 - 1 5 1 5
-~ Upper 1 - 7 11 11 7
Mean ' 5.9 - 4.8 7.0 5.8 6.0
Mediarl 6.0 - 5-0 6-0 6-0 600
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Table J9. Religion of Owner/Manager (by number of responses): Western

Parameter: Location - Activity Operational
Religion Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Raman Catholic - - - - - -
Anglican - - - - - -
COM - - - - - -
SDA 1 - - 1 - 1
SSEC - - - - - -
United 7 - 4 -3 5 2
Methodist - - - -

Other 1 - 1 - - 1
No Response 1 - - 1 - 1
Total 10 - 5 5 5 5

Table J10. Education of Owner/Manager (by number of responses): Western

Parameter: Location Activity Operatioﬁal

Education Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Primary

Secondary
Certificate/Diplama
Trades

Degree

None

No Response

Total
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Table J11. Owner/Manager's Training (by number of responses): Western

Parameter: Location Activity Operational
Training Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Trades 3 - 1 2 - 3
Business - - - - - -
Management 3 - 2 1 3 -

Other - 1 - - 1 1 -
No Response/None 3 - 2 1 1 2
Total 10 - 5 5 5 5

Table J12. Owner/Manager's Work Experience (by number of responses): Western

Parameter: Location Activity Operational

Work Experience Urban Rural Trade Nontrade Satisfactery Unsatisfactory

Wage/Salary

Empl cyment 8 - 3 5 5 3
Relevant to Business 6 - 2 4 3 3
QOverseas Experience 2 - 1 1 1 1
No Response/None. 2 - 2 - - 2
Total 10 - 5 5 5 5
Table J13. Owner/Manager's Race (by number of responses): Western

Parameter: Location Activity Operational
Race Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Melanesian 9 - 5 4 y 5
Polynesizan - - - - - -
Chinese - - - - - -
European - - - - - -
Part-European 1 - - 1 1 -
Other - - - - - -
Total _ 10 - 5 5 5 5
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Table J14. Owner/Manager's Province of Birth (by number of responses): Western

Parameter: Location Activity . Operational

Province of Birth Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Santa Ysabel
Central
Malaita
Makira/Ulawa
Eastern
Western
Guadalcanal
Honiara
Foreign
Total -
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Western

Source of Capital Investment by Amount (SI$!'000s)

Table J15.

Operational

Activity

Location

Parameter:

Trade Nontrade

Satisfactory Unsatisfactory

Urban Rural

Source

Self/shares
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Total Assets of Businesses (SI$'000s)

Table J16.

Western

L.ocatiori

Operational

Activity

Parameter:

Satisfactory Unsatisfactory

Trade Nontrade

Urban Rural

Assets

Stocks
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fzf'ﬁ'-?"':.,rable J‘I7 Credit Levels (sx$'000s) w"est'eién

Paraneter Location ACth 1ty | Operational

o Item _,»y»f-*f-'-, 7 Urban Rural Trade Nontrade' v-Satisfactory Unsatisfactory

. Outstanding Crediﬁ ;
~ (Business.Owes)
L= Range ‘

. .. Lower -0
Upper =120,
" ="Mean . .. ‘. 14

-~Medlan AR

- 0
- .. 5,
- 1
-0

.v':'I‘rade Debts o
(Busmess Owes) -
- Range A
' Lower. 0.0
2 _Upper o 12600 0 T
- Median 1043 _

Bt _‘Bad Debts ; :
" (Owed to Busn.ness)

- Range IR

- Lower’ =70
o VUpper ‘ " 5.
- Mean oA

~ =.Median= .. " "0

B
1 como - awnc
° ‘6, 8-
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Table J18., Business Turnover (SI$'000s/month): Western

Parameter: Location Activity _ Operational

Item - Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Turnover
= Range
Lower 0.0
Upper 43.8
- Mean 6.6
- Median 1.9

Gross Profit
-~ Range
Lower 0
Upper 12.
- Mean 1
= Median 0

Lo
ocoo
-

Net Profit
- Range
Lower -0
Upper 2.
- Mean 0
- Median 0

I I I |
00O
L]

Table J19. Use of Profits (by number of responses): Western

Parameter: Location Activity Cperatiomal

Use Urban Rural Trade Nontrade Sétisfactory Unsatisfactory
Self/family - - - - - -
Shareholders - - - - - -
Reinvested in

Business 4 - 2 2 y -
Savings 1 - 1 - 1 -
Total 5 - 3 2 5 -
None 5 - 2 3 - | 5
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Table J20. Recordkeeping Systems (by number of responses): Western

Parameter: Location Activity Operational

System Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Single Ledger 4 - 2 2 1 3
Double-entry Ledger 3 - 1 2 2 1
Computer/Business

System - - - - - -
Accountant 2 - 1 1 2 -
None 1 - 1 - - 1
Total 10 - 5 5 5 . 5

Table J21. Source of Business Advice (by number of responses): Western

Parameter: Location Activity Operational

Source of Advice Urban Rural Trade Nontrade Satisfactory Unsatisfactory

BDB 1 - - 1 - 1
Co-ops 2 - 2 - 2 -
Private Accountants 1 - - 1 1 -
Other 1 - - 1 - 1
Total 5 - 2 3 3 2
None 5 - 3 2 2 3

Table J22. Views on the Econamy's Future (by number of responses): Western

Parameter: Location Activity 4 Operational
View Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Positive 3 - 2 1 3 -
Satisfactory 1 - - 1 1 -
Mixed 2 - 1 1 1 1
Negative 4 - 2 2 - 4
Total 10 - 5 5 5 5
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Table J23. Future Plans for the Business (by number of responses): Western

Parameter: Loéation Activity Operational

Plan to: Urban‘Rural Trade Nontrade = Satisfactory Unsatisfactory
Expand 3 - 2 1 3 -
Maintain

- Current Levels 3 - 1 2 2 1
Contract 1 - 1 - - 1
Dissolve 1 - - 1 - 1

No Response 2 - 1 1 - 2

Total 10 - 5 5 5 5

Table J24. Use of Government Incentives/Assistance (by number of responses):

Western .

Parameter: Location Activity- Operational
Incentive/ Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Assistance
BDB - Advisory 2 - 1 1 1
Co-ops = Advisory 2 - 2 - 2 -
DBSI - Loans 6 - 2 4 y 2
Government/Provincial :

Financial Assistance - - - - - D -

Overseas Assistance 1 - - 1 - 1

Tax Holidays 3 - 1 2 2 1

Other - " - - - -

No Information/None 1 - 1 - - 1

Total Business 10 - 5 5 5 5
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Table J25. Business Problems (by number of responses): Western

Parameter: Location Activity Operational

Problem "Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Capital

Training

Skilled Workers

Government Delays/
Regulations

Transportation

Traditional System

Caompetition

Weak Market

Taxes

Cash Flow

Site of Business

Subtotal

No Response

Total
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Table J26. Needs of Businesses (by number of responses): Western

Parameter: Location Activity Operational

Needs Urban Rural Trade Nontrade Satisfactory Unsatisfactory

More BDB
Advisory Services 1
Training 7
Loans . 4
Reduce
Import Duties 2
Reduce
Export Duties 2 -
2
1
3

1
] n Nw =
o ] (S |
] —t - ) =
N - Wi

Improved
Financial Services
Better Sites
Improved Transport
Reduce Taxes
More Business
Associations -
Qverseas Travel -
More Information 5
0

1 |

1111
- ] -

N | et =
wi | =

No Response
Total Business 1
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APPENDIX K. GUADALCANAL PROVINCE

Guadalcanal Province is comprised of the island of Guadalcanal, which
is the largest in the country. The island accounts far 19 percent of the
nation's land area and, excluding Honiara, 16 percent of the population.
Including Honiara the island contains over 25 percent of the population,

The presence of Honiara, plus the large logging and plantation
agriculture operations, gives Guadalcanal a relatively strong cash econcmy.
Hovever, the cash econamy is unevenly distributed since, for example, there
are few cash-earning opportunities on the weather coast. Major products
include rice, palm oil, logs and sawn timber, poultry, port, vegetables for
the Honiara market, and 19 percent of total copra production. Thus
Guadalcanal has the most diversified econamy of all the provinces.

Honiara has had a major impact on Guadalcanal's access to financial
services, infrastructure, and markets, including overseas. Thus
Guadalcanal has more advantages than the other provinces. This has
resulted in considerable immigration as reflected by the 4.7 percent AAGR
during the 1970-76 period (compared with 3.4 percent for the nation). This
population increase will certainly result in the development of more of the
province's resources. If a mine at Gold Ridge is developed the rate of
population increase and, by extension, econamic development will
accelerate.

We surveyed six trade stores in the province: four on the Guadalcanal
Plains and two in the Lambi area (Table K1). Only one of the stores had a
nontrading secondary activity. Of the six stores three were operating
satisfactorily. All of the businesses were small, with total assets of the
largest store valued at $5 500 and those for four of the stores at less
than $2,000.

Only one of the businesses was registered (Table K2). While the
average age of the businesses was 4.2 years (Table K3), the satisfactorily
operating businesses were younger (2.2 years) than the unsuccessful ones
(6.3 years). Only one business gave a reason for starting the business
(Table K4), which was both for profit and service to the community.

The average age of the owners/managers was 42.7 years (Table K5). All
were males (Table K6) and married (Table K7). Average family size was six
persons (Table KB). Fifty percent of the owners were Anglicans, with the
x(*est belonging to the Church of Melanesia, the SSEC, and the United Church

Table K9).

Three of the oWners had attended primary school, one secondary school,
one had an advanced certificate, and one had never attended school (Table
K10). Two of the owners had received training in business as well as
another field, including management (Table K11). Four owners had either
received no further training or did not respond to the question. While all
the owners had been wage or salary earners (Table K12), only two had worked
at a job that required skills that could be applied to their businesses.
One of these awners also had worked overseas.
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Five of the owners were Melanesian and the sixth was Polynesian (Table
K13). Two of the owners were from Malaita, one from Santa Ysabel, and
three from Guadalcanal (Table K14).

Table K15 shows sources of investment capital. As noted above, the
stores were all small and had been financed with personal funds. Table K16
(Total Assets) also indicates smallness. Possibly significant here is that
" while little difference was apparent between satisfactory and
unsatisfactory businesses in terms of assets, the satisfactory operations
were considerably younger. This could suggest that either there is a
plateau for the size of a store or once a store reached a certain size the
owner would siphon off profits.

Credit levels (Table K17) shows that satisfactorily operating
businesses make more use of credit and keep better records. As the figures
on business turnover (Table K18) suggest, none of the stores keep
particularly good records. Only one store reported a profit (Table K19),
which was saved.

As mentioned, recordkeeping is poor, with only two stores using any
kind of system (Table K20). In addition, only one business used a business
adviser (Table K21).

Although the stores are small some of the small local econamies
obviously have generated sufficient cash to enable the success of three of
the stores. As Table K22 shows, owners that had satisfactorily operating
stores were satisfied with the econamy and its future. One of these owners
planned expansion while the other two intended to maintain the current
level of operations (Table K23). Two of the unsatisfactorily operating
stores planned to contract levels of operation while the third planned to
cease operations. Since those planning contraction are already quite small
it is difficult to imagine how they could become smaller. It should be
noted, however, that these two stores were owned by people with other jobs,

which could explain the contraction in terms of a reduction in working
hours.

Given the proximity to Honiara's financial services one might expect
that the businesses would take advantage of this resource. However, as
Table K24 shows only two of the businesses used the BDB and no other
government assistance was utilized. This is even more surprising
considering that five of the six owners had worked in wage and salary
employment, usually in Honiara. Thus physical access and exposure to
services does not mean that they will be used. Although one could argue
that the small size of the businesses could indicate that these services
are not needed, we also found small businesses in other provinces that used
a range of government's business assistance initiatives. A possible
explanation could be that the trade stores are more closely tied to their
immediate local econamy than to Honiara's. This would suggest that these
stores not taking advantage of Honiara's services or its market.

Business problems are shown in Table K25. Lack of capital and
training were most prominent, with a lack of skilled workers and government
delays and regulations cited by 50 percent of the businesses. Both the
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traditional system and a weak market were indicated as major problems by
one-third of the businesses. -

Business needs (Table K26) paralleled to some extent the identified
problems: training, loans, and reduce import duties. In addition,
improved transportation was seen as a major need., However, two-thirds of
the owners wanted more information and one-third wanted more BDB adviscry
services and more financial services. While there could very well be
justification for these comments it must be noted that services already
available in Honiara are not being utilized.
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‘Table K1. Activity of Businesses (by number of responses): Guédalcanal

Parameter: Location. Activity : - Operational
Activity ‘ Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Main
Activity

Trade - 6 6 - 3 3

Nontrade ' - - - - - -
Secondary Activity

Trade - - - - - -

Nontrade - 1 1 - 1 -

None - 5 5 - 2 3
Total Businesses - 6 6 - 3 3

Table K2. Ownership of Businesses (by number of responses): Guadalcanal

- Parameter: Location Activity - Operational -

Ownership Urbén Rural Trade Nontrade Satisfactory Unsatisfactory

Joint Venture
Registered
Partnership
Registered
Co-op T
Registered
Family
Registered
Self
Registered
No Response
Registered
Total
Registered
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Table K3. Age of Business: Guédalcanal

Parameter: Location Activity Operational
Age (Years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range
Lwel‘ - 0‘5 0-5 - 0-5 2.0
Upmr - 9.0 9!0 ' - u.o 9-0
Mean - u 02 u l2 - 2 02 6 . 3
Median - 3-0 3.0 - 2-0 8-0

Table Ki. Reasons for Starting Business (by number of responses): Guadalcanal

Parameter: Location Activity Operational
Reason for i '
Starting Business Urban Rural Trade Nontrade Satisfactory Unsatisfactory

]
ey
—

1

1

—_

Service to Community
Profit -
To be oWn boss

Show that Solamon

—b
—
1
!
b

Islanders "can do" - - - - - -
For national

development - - - - - -
Other - - - - - -
No Response - 5 5 - 3 2
Total - - 6 6 - 3 3
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Table K5. Age of Owner/Manager: Guadalcanal

Parameterﬁ Location Activity Operational

Age (Years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range
- Lower - 30 30 - 35 30
- Upper - 58 58 - 52 58
Mean - u2|7 42-7 - 39 '3 42 -7
Median - "40 05 u0.5 - u‘1 uo
Table K6. Sex of Owner/Manager (by number of responses): Guadalcanal
Parameter: Location Activity Operational
Sex | Urban Rural  Trade Nontrade Satisfactory Unsatisfactory
Male - 6 6 - 3 3
Female - - - - - -
Total - 6 6 - - _ -
Table K7. Marital Status of Owner/Manager (by number of responses):
Guadalcanal
Parameter: Location Activity Operationai '
Marital Status Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Married - 6 6 - 3 3
Single ' - - - - - -
Total - 6 6 - 3 3
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Table K8. Owner/Manager's Family Size (by number of respdnses): Guadalecanal

Parameter: Location Activity Operational
Family Size Urban Rural’ Trade Nontrade Satisfaétory Unsatisfactory
Range
- Loder - 3 3 - 3 5
- Upper - 8 8 - 8 8
Mean - 6 . 0 6 . 0 - 5 L] 7 6 . 3
Median - 6.0 6.0 - 6-0 6-0

Table K9. Religion of Owner/Manager (by number of responses): Guadalcanal

Parameter: Location Activity Operational
Religion Urban Rural . Trade Nontrade Satisfactory Unsatisfactory
Roman Catholic - - - - - -
Anglican - 3 3 - 1 2
coM . - 1 1 - 1 -
SDA - - - - - -
SSEC - 1 1 - 1 -
United - 1 1 - - -1
Methodist - - - - - -
Other - - - - - -
No Response - - - - - -
Total - 6 6 - 3 3
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beable K10._ Educatlon of Ownen/Manager (by number of responses) Guadalcanal

~ Parameter" Locatlon ' Actlvity 1;; Sy Operatlonal ‘
.Educatlon R Urban Rural Trade Nontrade Satisfactory Unsatlsfactory

: ,Prlmary - 3 3 - 2 1

. ".Secondary - 1. 1 - - 1

4 ‘Certlflcate - 1 1 - - 1

. Trades - - - - - -

~ Degree - - = - - - -

None - 1 1 - 1 -

No Response - - - - - =

.Total ' - 6 6 = 3 3

Note' A satisfactorlly operat1ng trade bu31ness had two owners, both of whom
- were included.. . _

-;Table K11.. Owner/Manager's Tra1n1ng (by number of responses): Guadaicanal.;

Parameter: - Location Act1v1ty ' Operatlonal_“f

;:Training.:i - Urban Rural ' Trade Nontrade Satisfactory Unsatisfactory ‘

. Trades -’ ".- _ - - - -

Business - 2 -2 - 1 1

Management R | 1. - 1 -

_Other ‘ - 1 1 - - 1

- No Response/None - 4 - 4 - 2 2

. Total - 6 6 - 3 3
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Table K12. Owner/Manager's Work Experience (by number of responsés):

Guadal canal
7 Parameter: Location Activity Operational
Work Experience Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Wage/Salary Employment -
Relevant to Business -
Overseas Experience
No Response/None
Total

[ 0N B\ e )
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Table K13. Owner/Manager's Race (by number of responses): Guadalcanal

Parameter: Location Activity _ Operational
Race - Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Melanesian - 5 5 - 3 2
Polynesian - 1 1 - - 1
Chinese - - - - - -
European - - - - - -
Part~European - - - - - -
Other - - - - - -
Total - 6 6 - 3 3
203

Pacific'Islands Development Program
East-West Center ’



Table K14. Ounér/Manager's Province of Birth (by number of responses):
_ Guadal canal :

Parameter: Location Activity Operational

Province of Birth Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Santa Ysabel - 1 1 - 1 -
Central - - - - - -
Malaita - 2 2 - 1 1
Makira/Ulawa - - - - - -
Eastern - - - - - -
Western - - - - -~ -
Guadalcanal - 3 3 - 1 2
Honiara - - - - - -
Foreign - - - - - -
Total - 6 6 - 3 3

Note: A satisfactorily operating trading business had two owners, boﬁh of whom
were included.
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‘Table K15. Source of Capital Investment by Amount (SI$'000s): Guadalcanal

Parameter: Location Activity Operational

Source Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Self/Shares (number)
Range
Lower
Upper
Mean
Median

LI T B |

wEohNo
L[]

00O OO0

DBSI (number)
Range
Lower
Upper
Mean
Median

Commerical Banks (number)
Range
Lower
Upper
Mean
Median

Other (number)
Range
Lower
Upper
Mean
Median

TOTAL (number)
Range
Lovwer
Upper
Mean
Median
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‘Table K16. Total Assets of Businesses (SI$'000's): Guadalcanal

Parameter: Location Activity Operational

Assets ' Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Stocks
Range
Lower
Upper
Mean
Median

L)
O OO -
I I I |

Working Capital
Range
Lower
Upper
Mean
Median

Parts/Equipment
Range
Lower
Upper
Mean
Median

111
111
I I N |
lofoNoRa
L ]
ooWwWww

Reserves
Range
Lower
Upper
Mean
Median

TOTAL
Range
Lower
Upper
Mean
Median
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Table K17. Credit Levels (SI$'000s): Guadalcanal

Parameter: - Location Activity - Operational

Item ~ Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Qutstanding Credit
(business owes)

Range
LCHer - 0.0 0-0 - 000 -
Upm!" - 500 500 - 500 -
Mean - 008 0.8 - 1!7 -
Median - 0.0 0.0 - 0.0 -
Trade Debts
(business owes)
- Range
Lower - 0.0 0.0 - 0.0 -
UDFBI" - 103 1.3 - 0.5 -
Mean - 0.2 0.0 - 0.1 -
Median- - 0.0 0.0 - 0.1 -
Bad Debts
(owed to business)
Range
Lower - 0.0 0.0 - - 0.0
Upper - 0.8 0.8 - - 0.8
Mean - 0.2 0.2 - - 0.4
Median - 0.0 0.0 - - 0.4
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Table K18. Business Turnover (SI$'000s/month): Guadalcanal

Parameter: Location Activ iﬁy » Operational

Item - Urban Rural - Trade Nontrade Satisfactory Unsatisfactory

Turnover
Range
Lower
Upper
Mean
Median

LI T I |
- O
L]

Gross Profit
Range
Lower
Upper
Mean
Median

Net Profit
Range
Lower
Upper
Mean
Median
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Table K19. Use of Profits (by number of responses): Guadalcanal

Parameter: Location Activity ' Operational

Use ' Urban Rural 'frade Nontrade Satisfactory Unsatisfactory
Self/Family - - - - - -
Shareholders - - - -
Reinvested in

Business - - - - - -
Savings - 1 1 - - 1
None - 1 1 - - 1
Total - 5 5 - 3 2

Table K20. Recordkeeping Systems (by number of responses): Guadalcanal

Paranet;er: Location Activity Operational

System Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Single Ledger - 1 1 - - 1
Double-entry Ledger - 1 1 - 1 -
Computer/Business

System - - - - - -
None - 4 4 - 2 2
Total - 6 6 R 3 3
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Table K21. Source of Business Advice (by mumber of responses): Guadalcanal

Parameter: Location Activity Operational

Source of Advice Urban Rural Trade Nontrade Satisfactory Unsatisfactory

ADB

Co-ops

Private Accountants
Other

None

Total

HEEREE
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Table K22. Views on the Econamy's Future (by number of responses):

Guadal canal
Parameter: Location Activity Operational
View Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Positive - 2 2 - 2 -
Satisfactory - 2 2 - 1 1
Mixed - 1 1 - - 1
Negative - 1 1 - - 1
Total - 6 6 - 3 3

Table K23. Future Plans for the Business (by number of responses):

Guadal canal
Parameter: Location Activity Operational

"Plan to: Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Expand - 1 1 - 1 -
Maintain Current

Trends - 2 2 - 2 -
Contract - 2 2 - - 2
Dissolve - 1 1 - - 1
No Response - - - - - -
Total - 6 6 - 3 3
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Table K24. Use of Government Incentives/Assistance (by number of responses):
Guadal ¢canal

Parameter:

Incentive/
Assistance

Location

. Activity Operational

Urban Rural

Trade Nontrade Satisfactory Unsatisfactory

BDB -~Advisory
Co-ops - Advisory
DBSI - Loans

Govermment/ Provincial

Financial Assistance

" Overseas Assistance
Other

No Information/None
Total Businesses
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Table K25. Business Problems (by number of responses): Guadalcanal

Parameter:

Problem

Location

Activity Operational

Urban Rural

Trade Nontrade Satisfactory Unsatisfactory

Capital

Training

Skilled Workers

Government Delays/
Regulations

Transportation

Traditional System

Competition

Weak Market

Taxes

Cash Flow

Site of Business

Subtotal

No Response

Total
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Table K%6. Needs of Businesses (by number of responses): Guadal canal

Parameter: Location Activity Operational

Needs Urban Rural Trade Nontrade Satisfactory Unsatisfactory

More BDB Adviscry
Services -
Training -
Loans -
Reduce Import
Duties -
Reduce Export
Duties -
Improved Financial
Services
Better Sites
Improved Transport
Reduce Taxes
More Business
Associations
Overseas Travel
More Information
Subtotal '
No response
Total
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APPENDIX L. HONIARA

As the national capital and by far the largest urban area, Honiara has
the most developed business sector in Solamon Islands. With the size of
its market, plus serving as the main overseas trading point, the financial
services and econamic infrastructure found in Honiara are more
comprehensive than in other areas in the country.

A total of 20 businesses were surveyed in Honiara. This is shown in
Table L1. As the table shaws, 12 businesses were trading coperations and
eight were involved in nontrade activities., Only four businesses had
diversified outside of their primary activity, which is a lawer ratio than
for the total sample. This could reflect the mwore specialized nature of
the Honiara market. However, all of those businesses that had diversified
were operating satisfactorily. All but two of the businesses were
registered under the Companies Act (Table L2).

Table L3 shows age of business. Trade stores had been operating
longer than nontrade operations and satisfactorily performing businesses
were older than their less successful counterparts. Reasons for starting a
business are shown in Table L4. Forty-five percent of the businesses did
not respond to the question. Of those responding, to be one's own boss was
cited by 20 percent of the businesses, with 15 percent citing either "for
national development™ or "show that Solamon Islanders can do." Responses
for "service to the community" and "profit™ were given by only 10 percent
of the businesses, which is interesting because these were the most common
responses in the other provinces. Thus one might conclude that nationalism
is higher in the capital than in outlying areas where community and
personal reasons are more important.

Age of the owners/managers is shown in Table LS. Trade store and
satisfactorily operating business owners/managers were slightly older than
their counterparts. Honiara was the only area in which female owners were
included in the survey (Table L6). There were four female owners/managers,
including two who had a joint venture. All of those responding to the
question were married (Table L7). The average family size was 5.3 persons
(Table L8). Seven different religions were represented (Table L9).

Table L10 shows the educational levels of the owners and managers of
the businesses surveyed in Honiara, Education levels of the
owners/managers included in the survey are much higher in Honiara than in
other parts of Solamon Islands. Although the sample is too small to
disaggregate and then dra+ fimm conclusions, the survey data indicate that
higher levels of education do not necessarily correlate with success:
proportionally, as many people owning satisfactorily operating businesses
had post-secondary education as those people owning unsatisfactorily
operating businesses.

Training levels were also higher in Honiara than in the provinces
(Table L11). Of special prominence is that those owners/managers who had
been trained in management were all operating satisfactorily performing
businesses. With respect to work experience (Table L12), the major
noticeable item is that the proportion of owners/managers operating

213
Pacific Islands Development Program
East-West Center



satisfactorily performing businesses with overseas experience was higher
than that of unsatisfactory businesses,

Although a majority of the owners/managers were Melanesian (Table
L13), the percentage of non-Melanesian owners/managers was higher than in
the provinces. In the section on Malaita Province we discussed emigration
from Malaita to other provinces. This is clearly shown in Table L14, which
indicates the business owner/manager's province of birth. Malaitans enter
both trade and nontrade sectors and generally are successful. Whether this
is because of migration or being brought up in an area in which the primary
resource, land, is heavily utilized is uninown, However, as the table
indicates the Malaitans included in the survey seemed to do well.

Source of capital investment is shown in Table L15. Honiara
businesses are on average larger than those in the provinces and utilize
more sources of capital. Although several large operations tend to skew
the data, two interesting trends appear: (1) the unsatisfactorily
operating businesses make more use of DBSI facilities and (2) the
satisfactorily operating businesses make more use of commercial banks. In
addition, perscnal sources (including shares) are used more often by
satisfactorily operating businesses.

Again, total assets (Table L16) are skewed by several large
operations. Of notice, however, is that satisfactorily operating
businesses have more money invested in working capital, reserves, and
stocks than their less successful counterparts.

Credit levels (Table L17) are also higher for satisfactorily operating
businesses. This reflects more use of credit facilities and better
recordkeeping.

Better records are also indicated in terms of monthly turnover (Table
L18). Clearly, satisfactorily operating businesses have better performance
(as expected by definition) and can state this performance (e.g., better
records). Having better data facilitates the use of commercial banks.

While none. of the unsatisfactorily operating businesses reportéd
profits (Table L19), the bulk of satisfactorily operating businesses
reinvested their profits in the business.

Recordkeeping systems are shown in Table L20. Noticeable is that
proportionately more unsatisfactorily operating businesses have no
recordkeeping system and that satisfactorily operating businesses use more
sophisticated systems (e.g., double-entry, computer, accountant).

Table L21 shows the sources of business advice used by the surveyed
businesses. Generally, no clear pattern emerges except for those using
private accountants. All of the businesses using private accountants were
operating satisfactorily, which supports the argument in the text that
using an external business adviser often 1nd1cates satisfactory
performance.

Views on the econamy's future are shown in Table [22. C(learly, the
satisfactorily operating owners/managers are optimistic. However, most
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intend to maintain current lévels of operation rather than expand (Table
[23). The unsatisfactorily operating businesses did not respond to the
question.

Table [24 describes use of government assistance. Of notice is the
use of the DBSI. In addition, responding unsatisfactorily operating
businesses used several types of assistance. However, it should also be
noted that satisfactorily operating businesses made more use of private
advisory sources than unsatisfactorily operating businesses.

Business problems are shown in Table L25. While training, lack of
capital, and competition were the most commonly identified problems it is
interesting that a higher proportion of unsatisfactorily operating
businesses cited these than did satisfactorily operating businesses. On
the other hand, satisfactorily operating businesses were concerned with
lack of skilled workers, taxes, and business sites, These answers could
reflect a more defined sense of what is needed to increase productivity and
increase profit margins.

Table L26 indicates the needs of the surveyed businesses in Honiara.
More information and increased access to lending facilities were considered
"~ the two most important needs. Of interest is that while four
unsatisfactorily and four satisfactorily operating businesses stated that
they needed more credit, eight of the businesses that identified more
information as a need were operating satisfactorily. As mentioned above,
more information is requested on prices, including overseas products and
for exports, technology, equipment, and management techniques such as
computers.

The request for better sites came almost entirely from satisfactorily
operating trading businesses. Thus "better sites" means a prime location
with more access by the public. This is discussed in Chapter 3.

Surprisingly, more training and criticisms of taxes were given lawer
priority. In fact, as many businesses requested overseas travel as those
requesting training., This could be due to the higher educational levels
- mentioned above as well as a recognition that some of the factors that can
contribute to the success of a business occur overseas. These factors
include prices for imports and exports and new marketing ideas.

It should also be noted that one of the reasons that more "business
associations" received such a low ranking is because associations already
exist in Honiara. Evidently, the existing associations are meeting
expectations or presumably it would have been given a higher priority.
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Table L1. Activity of Businesses (by number of responses): Honiara

Parameter: Location Actiyity Operational

Activity Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Main Activity

Trade 12 - 12 - 10 2

Nontrade 8 - - 8 4 y
Secondary ‘

Activity

Trade 2 - - 2 2 -

Nontrade 2 - 2 - 2 -

None 16 - 10 6 10 6
Total Businesses 20 - 12 8 14 6

Table L2. Ownership of Businesses (by number . of responses): Honiara

Parameter: Location Activity Operational

Ownership  Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Joint Venture
Registered
Partnership
Registered
Co-op
Registered
Family
Registered
Self
Registered:
Job Response
Registered
Total
Registered
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Table L3. Age of Business: _Honiara

Parameter: Location Activity Operational
Age (Years) Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Range .
Lﬂﬂer . 0.2 - 1.0 0.2 0-2 0.7
Upper 16.0 - 16.0 6.0 16.0 3.0
Mean 407 - 6.3 2-3 6.0 1-6
MEdian 3.0 hd 5-0 1'5 uoa 105

Table L4. Reasons for Starting Business (by number of responses): Honiara

Parameter: Location Activity Operational
Reason for

Starting Business Urban Rural Trade Nontrade Satisfactary Unsatisfactory

Service to Community 2 - - 2 1 1
Profit 2 - 1 1 2 -
To be own boss 4 - 3 1 3 1
Show that Solomon

Islanders "can do™ 3 - 2 1 2 1
For National _

Devel opment 3 - 2 1 2 1
Other - - - - - -
No Reponse 9 - 6 3 6 3
Total Responses 23 - 4 9 16 7
Total Businesses 20 - 12 8 14 6
Table LS. Age of Owner/Manager: Honiara

Parameter: Location Activity Operational

Age (Years) Urban Rural Trade Nontrade Satisfactory Unsétisfaet.ory
Range

Lower 25.0 - 28.0 25.0 28.0 25.0

Upper 60.0 - 60.0 49.0 60.0 52.0
Mem 38-3 - 39-8 35-0 ‘ 39-8 3“.2
Median 39-0 - 40-5 34.5 39-5 2900

217

Pacific Islands Development Program
East-West Center



Tabls' L6.4 Sex of Owner/Manager (by nunber of responses) Honiaré

Paraneter. Locatlon ‘ _:‘ Activ 1ty R Operatlonal
‘ Séx'- s _‘ Urban Rural Trade Nontrade Satlsfactory Unsatlsfactory
Male 15 ~,”-‘ 10 s A TIR y
. Female = 4 - - 3 1 - .3 A
Total. .- 19 - 13 6 - 14 -5

,'Table L7 Maritai Status vof' O;mer/Manager (by number of responses): Honiara

Paraneter. Location Activity - T Operatiomal . ,
Maritval Status . Urban Rural Trade Nontrade Satisfactory Unsati‘sféctory }
 Married 19 = 13 6 1w 5.
. Single . - = - T T
‘Total =~ - 19 - 13 6 14

(%]

| Table L8 mner/Ménafgér's Family Size (by number of responses): Honjara |

Parameter: Locatibn : “Activ ity o Operatiohal A
Family Size  Urban Rural  Trade Nontrade Satisfactory Unsatisfactory
" Range -

Lower . 2 . - 2 3 -2 .3

Upper = . M- 11 9. 11 9
Mean . . 53 -. 55 48 5.6 by
Median = 5.0 - 5.0 4.0 5.5 3.0
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Tablé L9. Religion of Owner/Manager (by number of responses): Honiara

Parameter: Location Activity Operational
Religioh Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Roman Catholic 3 - 2 1 2 1
Anglican 4 - 3 1 4 -
COM 4 - 3 1 4 -
SDA 3 - 1 2 3 -
SSEC 3 - 2 1 1 1
United 1 - 1 - 1 -
Methodist - - - - - -
Other 1 - 1 - 1 -
No Response 4 - 2 2 1 3
Total 21 - 13 8 15 6

Table L10. Education of Owner/Manager (by humber of responses): Honiara

Parameter: Location Activity Operational
Education Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Primary 5 - 3 2 4 1
Secondary 4 - 3 1 3 1
Certificate - 2 - 2 - 2 -
Trades - - - - - -
Degree 5 - 3 -2 3 2
None 1 - 1 - 1 -
No response 4 - 1 3 2 2
Total 21 - 13 8 15 6

Note: A satisfactorily operating trade business had two owners, both of wham
Wwere included.
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Table L11. Owner/Manager's Training (by number of responses): Honiara

Parameter: Location Activity Operational.

Training L Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Trades 5 - 4 1 4 1
Business 4 - 2 2 2 2 .
Management 5 - 4 1 5 ‘-

Other 1 - 1 - - 1

No Reponse/None 6 - 2 4 4 2

Total ) 21 - 13 8 15 6

Table L12. Owner/Manager's Work Experience (by number of responses): Honiara

Parameter: Location Activity : Operational

Work Experience Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Wage/Salary

Employment 18 - 13 5 13 5
Relevant to Business 18 - 13 5 13 5
Overseas Experience 10 - 9 1 9 1
No Response/None 3 - - 3 2 1
Total 21 - 13 8 15 6

Table L13. buner/Manager's Race (by number of responses): Honiara

Parameter: Location Activity Operational
Race ' Urban Rural Trade Nontrade Satisfactory Unéatisfactory
Melanesian 12 - 6 6 8 4
Polynesian 1 - 1 - 1 -
Chinese 1 - 1 - 1 -
European 3 - 3 - 2 1
Part-~European 1 - 1 - 1 -
Other 1 - 1 - 1 -
Total 19 - 13 6 14 5
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Table L14. ' Owner/Manager's Province of Birth (by number of responses):
Honiara '

Parameter: Location Activity Operational

Province of Birth Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Santa Ysabel - - - - - -
Central - - - - - -
Malaita 10 - 6 4 8 2
Makira/Ulawa - - - - - -
Eastern - - - - - -
Western 2 - 1 1 1 1
Guadal canal 1 - - 1 - 1
Honiara 1 - 1 - 1 -
Foreign y - 4 - 3 1
Unknown 3 - 1 2 2 1
Total 21 - 13 8 15 6

Note: A satisfactorily operating trading business had two owners, both of whom
were included.
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Source of Capital Investment by Amount (SI$'000s):

Table L15. Honiara
Parameter: Location Activity Operaticnal
Source Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Self/shares (number)
- Range

Lower
Upper
- Mean
- Median

0.0
100.0
10.1
1.0

[ I T |
Ny
500
*

DBSI (number)
-~ Range

Lower

Upper 50
- Mean : 3
- Median

Canmercial Banks
(number)
= Range
Lower 0.0
Upper 90.0
- Mean 8.3 -
~ Median 0.0

Other (number)
- Range
Lower 0.0
Upper 13.0
- Mean 0.6
- Median 0.0

1111
1y 0t
LI I |
—t
ONL.AJO

Total (number)
- Range

Lower 0.0

Upper 540.0 1
- Mem 7600 - 2
- Median 7.3
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Table L16. Total Assets of Businesses (SI$'000s): Honiara

Parameter: Location Activity Operational

Assets . Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Stocks
= Range

Lower 0.0 - 1.0 0.0 0.0 0.0

Upper 510.0 - 510.0 70.0 510.0 10.0
- Median 10.0 - 30.0 0.0 32.5 0.0
Werking Capital
- Range

Lawer 0.0 - 0.0 0.0 0.0 0.0

Upper 220.0 - 220.0 50.0 220.0 40.0
- Mean 24.0 - 29.0 16.5 - 30.8 6.0
- Median 8.0 - 9.0 5.4 12.5 1.8
Plant/Equipment
- Range

Lower 0.0 - 0.0 0.0 0.0 0.0

Upper U414.0 - 300.0 414.0 300.0 414.0
- Mean 6809 - 51.1 9506 68-8 69-2
- Median 5.5 - 8.0 0.5 8.0 0.0
Reserves
- Range

Lower 0.0 - 0.0 0.0 0.0 -
- Mean "I’-T - 6.0 2.8 607 -
- Median 0.0 - 1.0 0.0 5.5 -
Total
- Range

Lower 0.0 - 8.5 0.0 4.5 0.0

Upper 1,030.0 - 1,030.0 454.0 1,030. 454.0
- l‘kan 162.u - 185-1 12805 197-7 60.2
- HEdia‘n 60.5 - 60-5 42-9 91 -5 7'1
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Table L17. Credit Levels (SI$'000s): Honiara

Parameter: Location Activity ' Operational

Item Urban Rural Trade Nontrade Satisfactory Unsatisfactory

Qutstanding Credit
(Business Owes)
- Range
Lower .
Upper 8
- Mean 1
- Median

[ I I I |
= n
= QO

- O\ = O

L]

nwhhoo

Trade Debts
(Business Owes)
- Range

Lower

Upper 20
- Mean 1
- Median

Bad Debts
(Owed to Business)
- Range

Lower 0.0

Upper 30.0 - 30.
- Mean 1.8
= Median 0.0
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Table L18. Business Turnover (SI$'000s/month): Honiara

Parameter: Location Activity Operational

Item Urban Rural Trade Nontrade = Satisfactory Unsatisfactory
Turnover
- Range

Lower 0.0 - 0.0 0.0 0.0 0.0
- man 33-0 - 51.8 uoa 47.1 002
"= Median 1.1 - 9.6 0.5 15.5 0.0
Gross Profit
- Range

Lower 0.0 - 0.0 0.0 0.0 0.0
- Mean 4.4 - 12.6 1.6 6.3 -
- Median 0.0 - 1.0 0.0 1.0 -
Net Profit
- Range _ i

Lower 0.0 - 0.0 0.0 0.0 0.0

Upper 12.5 - 12.5 4.5 12.5 0.4
- l‘ban 1.8 - 2-"" 0.8 2.5 0-1
- mdim Onu - 0-6 0.2 0.9 0.0
Table L19. Use of Profits (by number of responses): Honiara

Parameter: Location Activity Operational

Use ' Urban Rural Trade Nontrade ‘ Satisfactory Unsatisfactory
Self/family 3 - 3 - 3
Shareholders - - - - -
Reinvested

in Business 8 - 4 4 8 -
Savings 2 - 2 - 2 -
Total 13 - 9 4 13 -
None 7 - 3 i 1 6
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Table L20. Recordkeeping Systems (by number of responses): Honiara

Parameter: Location Activity Operational

System - Urban Rural Trade Nontrade - Satisfactory Unsatisfactory
Single Ledger 3 - 2 1 1 2
Double-entry Ledger 9 - 6 3 7 2
Comput er/Business

System 2 - 1 1 2 -
Accountant 1 - - 1 1 -
None 5 - 3 2 3 2
Total 20 - 12 8 14 6

Table L21. Source of Business Advice (by mumber of responses): Honiara

Parameter: Location Activity Operational

Source of Advice Urban Rural Trade Nontrade Satisfactory Unsatisfactory

BDB

Co-ops '
Private  Accountants
Other

Subtotal
None/Unknown

Total
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Table [22. Views on the Econamy's Future (by number of responses): Honiara

_ Parameter:r Location Activity Operational
View Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Positive 8 - 6 2 8 -
‘Satisfactory 3 - 1 2 2 1
Mixed - - - - - -
Negative 1 - - 1 - 1
Total 12 - T 5 10 2

Note: No response from eight businesses.
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Table L23. Future Plans for the Business (by number of responses): Honiara

Parameter: Location - Activity Operational

Plan to: Urban Rural Trade Nontrade -~ Satisfactory Unsatisfactory
Expand 2 - 1 1 2 -
Maintain

Current Levels 8 - 5 3 8 -
Contract - - - - - -
Dissolve - - - - - -
No Response 10 - 6 y 4 6
Total 20 - 12 8 14 6

Table L24., Use of Government Incentives/Assistance (by number of responses):

Honl ara
Parameter: Location Activity Operational

Incentive/ Urban Rural Trade Nontrade Satisfactory Unsatisfactory
Assigtance
BDB-Advisory 2 - 1 1 2 -
Co-ops-Advisory - - - - - -
DBSI-Loans 7 - 3 it I 3
Government/

Provincial

Financial

Assistance 2 - 2 - - 2
Overseas Assistance 2 - 2 - 1 1
Tax Holidays 2 - 1 1 1 1
Other 2 - 2 - 2 -
Subtotal 17 - 11 6 10 7
No Information/None 7 - 4 3 4 3
Total Businesses 20 - 12 8 14 6
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Table L25. Business Problems (by number of responses): Honlara

Parameter: Location Activity : Operational
Problem Urban Rural Trade Nontrade  Satisfactory Unsatisfactory
Capital 10 - 6 y 6 I
Training 11 - 6 5 6 5
Skilled Workers 6 - 3 3 5 1
Government Delays/

Regulations 7 - 2 5 4 3
Transportation 5 - 3 2 3 2
Traditional System 2 - 1 1 1 1
Campetition 9 - 6 3 5 4
Weak Market 3 - 2 1 2 1
Taxes 4 - 3 1 4 -
Cash Flow 1 - 1 - 1 -
Site of Business 4 - 3 1 y -
Subtotal 62 - 36 26 L} 21
No Response 3 - 2 1 3 -
Total .20 - 12 8 14 6

Table L26. Needs of Businesses (by number of responses): Honiara

Parameter: Location Activity ' Operational

Need Urban Rural Trade Nontrade Satisfactory Unsatisfactory

More BDB advisory
services 1
Training 3

Loans _ 8 -
3

TN —

Reduce
Import Duties
Reduce
Export Duties
Improved Financial
Services
Better Sites
Improved Transport
Reduce Taxes
More Business
Associations
Overseas Travel
More Information
No Response
Total Businesses 2
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PACIFIC ISLANDS DEVELOPMENT PROGRAM

The Pacific Islands Development Program (PIDP) at the East-West Center helps meet
the special development needs of the Pacific islands through cooperative research, educa-
tion, and training. Its quality in-depth research provides island leaders with information
on alternative strategies to reach development goals and meet the needs of the island

eoples.
. 1?’IDP serves as the secretariat for the Pacific Islands Conference, a heads of govern-
ment organization, and for the Standing Committee, composed of eight island leaders.
PIDP’s projects—requested and reviewed by the Standing Committee—respond to the de-
velopment themes discussed at the First (1980) and Second (1985) Pacific Islands Confer-
ence. This process is unique within the EastWest Center and in other research and
educational organizations serving the Pacific.

Since 1980 PIDP has conducted research and training in nine areas: appropriate
government systems, aquaculture, disaster preparedness and rehabilitation, energy,
faculty development, indigenous business development, nuclear waste disposal, regional
cooperation, and roles of multinational corporations in the Pacific tuna industry.

At its Tenth Meeting in January 1986, the Standing Committee endorsed a set of new
projects for PIDP. These are health and nutrition, roles of multinational corporations—
petroleum marketing and supply, Pacific youth, policy analysis, role of the private sector
in Pacific development, and urban and rural life.

EASTWEST CENTER

The East-West Center is a public, nonprofit educational institution with an interna-
tional board of governors. Some 2,000 research fellows, graduate students, and profes-
sionals in business and government each year work with the Center’s international staff
in cooperative study, training, and research. They examine major issues related to popu-
lation, resources and development, the environment, culture, and communication in
Asia, the Pacific, and the United States. The Center was established in 1960 by the U.S.
Congress, which provides principal funding. Support also comes from more than 20
Asian and Pacific governments, as well as private agencies and corporations.






