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EXECUTIVE SUMMARY 

1. Force account operations have until recently dominated the road sector in Pacific Island 
Countries. With international experiences showing the benefits of outsourcing, a number of Pacific 
Island Countries have already transitioned to outsourcing road works, while others are still in the 
process of doing so. Outsourcing initially involved international contractors with high mobilisation 
costs and limited benefits in terms of employment, government revenue, and sustainability, leading 
to a general desire to encourage domestic private sector participation in the road sector. However, 
the road sector in these countries is faced by limited and volatile investments, weak domestic 
contracting industries and road networks that are spread over multiple islands, complicating the 
development and participation of the domestic private sector.  

2. This study on Encouraging Private Sector Development in the Road Sector in Pacific Island 
Countries aims to capture the best practices in involving local firms and workers in road 
infrastructure project delivery and to inform next steps for increased participation. The report 
focuses on a review of experiences in seven Pacific Island Countries (Samoa, Solomon Islands, 
Timor-Leste, Tonga, Vanuatu, Kiribati and Papua New Guinea) through a combination of desk 
reviews and visits to the countries concerned1. The subsequent analysis of information has looked 
at the four key components of encouraging private sector development in the road sector: i) 
policies, guidance, controls and incentives, ii) models of local participation, iii) capacity building 
efforts and iv) contract and project structuring. This report presents the main findings of the study 
from the perspective of each of the countries covered, as well as from a regional perspective. 

STUDY COUNTRIES 

3. Samoa – Samoa is the most developed of the countries studied in terms of private sector 
development in the road sector, having already initiated sector reform from force account to 
outsourcing in the early nineties. A dense road network that is predominantly paved and the 
proximity of the two main islands have allowed a strong private sector to develop, consisting of 
some 20-30 domestic equipment-based contractors. There is now a need to further open up 
competition between domestic contractors, develop dedicated funding sources to ensure a stable 
market, attract experienced staff for management and supervision, and carry out a detailed review 
of the performance-based contracting system. 

4. Solomon Islands – Road sector reform in the Solomon Islands was initiated in the early 
2000s. The largely unpaved road network spread over several islands and the low wage levels 
have resulted in a focus on developing labour-based equipment-supported (LBES) contractors for 
routine maintenance and minor repairs on outer islands. At the same time a few strong equipment-
based contractors have developed as a result of joint ventures with international companies. There 
is currently a need to strengthen the capacity building of LBES contractors and to relax restrictions 
on equipment use, to increase support to domestic equipment-based contractors in order to create 
a capable contracting industry, to carry out institutional restructuring in line with the road sector 
reform, and to improve the performance-based contracting system.  

5. Timor-Leste – Road sector reform in Timor-Leste was initiated in the early 2000s, although 
government does not appear to be fully supporting competitive and transparent outsourcing. Donor 
support has long been uncoordinated, resulting in many different approaches and procurement 
systems being promoted. In the rural road network there is strong support to the development of 

                                                
1
 For Kiribati and Papua New Guinea country visits were not carried out. 
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LBES contractors, but in the national road network support to domestic equipment-based 
contractors needs to be increased to ensure a sufficiently competitive contracting industry. 
Government support to competitive bidding should be increased, the procurement system and its 
use by government need to be improved in order to ensure free and fair competition, and the 
performance-based contracts being introduced should be reviewed in order that risks are properly 
distributed between international and domestic contractors.  

6. Tonga – Tonga has very recently transitioned to outsourcing of all works complemented by 
institutional restructuring, although it has also acquired a large amount of plant and equipment in 
support of government implementation capacity. It has opted for an approach of focusing on the 
emerging equipment-based contractors that have transitioned from the building sector or have 
been created by ex-ministry staff. The government strategy regarding force account operations 
needs to be clarified to ensure a stable market and support to the emerging contractors needs to 
be increased to avoid a disappointing performance. Government capacity for management and 
supervision should be increased and uneven competition from international contractors needs to 
be avoided. The potential for performance-based contracts should to be assessed with the aim of 
reducing the contract management burden. 

7. Vanuatu – Despite initial steps towards road sector reform, the Vanuatu government 
continues to prioritise force account operations. Only in the case of routine maintenance and minor 
works in unpaved roads on outer islands that are beyond its capacity to deliver, is it supporting 
outsourcing to LBES contractors. Experiences with national competitive bidding have been 
disappointing due to a lack of support to emerging equipment-based contractors. There is an 
urgent need to clarify the strategy of the government regarding outsourcing in order to create a 
stable market for the private sector, adequate support needs to be provided to the equipment-
based contractors to ensure sufficient capacity, and contracting with LBES contractors should be 
through competitive bidding. 

8. Kiribati – Road sector reform is only now being initiated in Kiribati, with planned support from 
an international contractor for the development of routine road maintenance microenterprises in 
light of a non-existent domestic road construction industry. It is questionable whether 
microenterprises are the best option, and the potential of existing building contractors transitioning 
to the road sector should be assessed, allowing an increase in the number of (sub)contracting 
opportunities for such contractors and supporting the development of a strong domestic contracting 
industry. At the same time, the government‟s management capacity needs to be strengthened and 
dedicated funding sources need to be developed to ensure a stable market for private sector 
development. The proposed introduction of performance-based contracting requires specific 
attention to be given to the development of a system appropriate to the capacities of government 
and the private sector. 

9. Papua New Guinea – Road sector reform in Papua New Guinea was initiated in the mid-
nineties, but has failed to result in sufficient capacity of the domestic contracting industry, leading 
to force account operations still being carried out. A limited number of strong equipment-based 
contractors has emerged with support from joint ventures with international companies but is 
working beyond its capacity, with smaller contractors struggling to obtain contracts and gain 
experience. Greater support to the development of these medium-scale contractors is needed, 
while the potential for LBES contractor development should also be assessed. There is a further 
need to review the long-term performance-based contracts that have been introduced in order to 
ensure that the scope of these contracts is in line with existing management and implementation 
capacities of both government and the private sector.  

PACIFIC REGION 

10. Policies, guidance, controls and incentives – Clear government commitment to road sector 
reform is a prerequisite to ensure the stable market required to encourage private sector 
development. This also needs to be reflected in donor projects, ensuring a coordinated approach in 
favour of private sector participation and development, and avoiding unnecessary support of force 
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account operations and international contracting. Dedicated funding sources, proper planning and 
adherence to these plans will further allow the private sector to predict contract opportunities and 
invest in skilled staff, equipment and materials.  

11. Models of local participation – As a country and its road network develop, domestic 
equipment-based contractors will play an increasingly important role. Although international 
contractors are required just after reform to ensure sufficient capacity and skills and can assist in 
domestic capacity development through joint ventures and subcontracting, they will gradually be 
pushed out by larger domestic contractors as these develop. In countries with low wages and 
dispersed unpaved road networks, community contracting and LBES contractors can be applied to 
ensure sufficient local capacity for routine maintenance and minor works, avoiding the high costs of 
equipment mobilisation. Due to the high management burden involved in community contracting, it 
is preferable to organise labour forces through LBES contractors. As wage levels increase and 
road networks become longer and are paved, the use of equipment will become more effective and 
efficient, and a shift will be seen from LBES contractors to equipment-based contractors. Although 
international contracting and LBES contractor development may be warranted at the current stage 
of development of a country, these approaches should be applied in view of the longer term 
context where domestic equipment-based contractors will dominate. The development of a capable 
domestic equipment-based road construction industry therefore needs to be an important part of 
any strategy of private sector development in the road sector. 

12. Capacity building efforts – Despite the importance of domestic equipment-based contractors, 
these have received only limited support in most countries. While extensive training programmes 
have been aimed at LBES contractors, capacity building for equipment-based contractors has 
generally been limited to a very small number of companies benefiting from joint ventures and 
subcontracts with international contractors. There is an urgent need for more targeted capacity 
building aimed at a larger set of equipment-based contractors in order to develop the required 
domestic contracting capacity. This needs to be combined with national competitive bidding in 
order to ensure that these contractors can gain experience. For LBES contractors it is important to 
ensure training is combined with trial contracts to increase interest of trainees and allow them to 
gain practical experience. Restricted bidding may also be applied for contracts with emerging 
contractors (equipment-based and LBES) to allow them to develop in a protected environment, 
although this should be stopped once a certain level of domestic capacity exists. Apart from 
contractor capacity building, attention needs to be given to the training of government staff, the 
development of skilled professionals in the countries concerned and the support from national 
training institutes. 

13. Contract and project structuring – The structuring of contracts and projects together with the 
procurement systems applied has a significant impact on private sector participation. There is a 
need for greater coordination between government and the different donors to ensure that 
contracts and projects are structured in the same way, avoiding confusion and inconsistency. A 
level playing field is important to ensure fair competition, with a few cases identified where certain 
companies had unfair advantages. Contract packages should reflect the capacities of the private 
sector while at the same time ensuring that the number of contracts is limited to avoid an increased 
management burden - contracts should start small and simple, and gradually grow in size, duration 
and complexity as private sector capacity develops. Unnecessary requirements in contract and 
bidding documents regarding qualification criteria and financial securities should be avoided, as 
these only serve to restrict competition. Timely payments need to be ensured to avoid problems 
with cash flow and labour payments. In light of the problems encountered with performance-based 
contracting in many of the countries, a regional review of this contracting approach should be 
carried out. 
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1. INTRODUCTION 

14. This is the Final Report for a study on Encouraging Private Sector Development in the Road 
Sector in Pacific Island Countries. The study focused on the development of the domestic 
construction industry in the implementation of road works, as an alternative to force account 
operations where the road works are carried out directly by government staff, and the contracting 
of international companies that only come into the country for a limited period of time and only for 
larger contracts.  

15. Force account operations have until recently dominated the road sector in Pacific Island 
Countries. A number of countries have already transitioned to outsourcing all road works, while 
others are still in the process of doing so. A few countries have yet to fully commit to such a 
transition and continue to carry out most road works through force account, arguing that the private 
sector does not have the required capacity and that in-house implementation is cheaper2. 
International experience has shown the benefits of a transition to outsourcing of road works, where 
open competition has resulted in lower prices (greater efficiency) and better quality (greater 
effectiveness)3.  

16. The capacity of the domestic private sector to participate in road sector contracts is severely 
limited in Pacific Island Countries, however. The history of force account operations has resulted in 
a small and weak domestic contracting and consulting industry. In addition, Pacific Island 
Countries are characterized by small economies, limited markets and high transport and 
mobilization costs as a result of being spread over many islands at considerable distance from 
other (larger) countries. Investments in the road sector are generally very uneven, with peaks 
caused by short donor-funded projects and low government spending on maintenance, resulting in 
a volatile marketplace that has made it difficult for the domestic private sector to grow. At the same 
time a lack of skilled staff (especially management and supervision level) and limited access to 
finance further complicates the development of the domestic private sector. 

17. In response to the weak domestic construction industry, many donor-funded projects have 
focused on the involvement of international companies to ensure the required capacities and skills. 
This has had the added benefit for donors of reducing the number of contracts and related 
management burden. However, this approach fails to achieve important benefits related to the 
involvement of the domestic private sector, which has a positive impact in terms of employment 
and incomes due to investments being spent locally, in some cases applying labour-based 
methods to increase local income generation and employment creation. Government revenue is 
also positively influenced by such local implementation. It furthermore tends to result in better 
value for money due to the fact that mobilization costs for equipment and people make up a 
smaller portion of the total investment costs. Lastly, a higher degree of sustainability is achieved as 
a result of the relationships of the local private sector with contracting agencies and local 
communities. These benefits form an important reason to pursue an increased role for the 
domestic private sector in delivering infrastructure in Pacific Island Countries. 

                                                
2
 Such claims that in-house units are cheaper are often based on improper costing of the force account activities (“Why 

road maintenance is important and how to get it done”, Transport Note TRN-4, World Bank, 2005) 
3
 An assessment of 15 outsourced road maintenance experiences in different countries found quoted savings of between 

10 and 40% (“Road Maintenance: Options for Reform”, Infrastructure Partnerships Australia, 2011) 
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1.1. OBJECTIVES AND SCOPE OF THE STUDY 

18. This study was commissioned by the Pacific Region Infrastructure Facility (PRIF) and 
focuses on Samoa, Solomon Islands, Timor-Leste, Tonga, Vanuatu, Kiribati and Papua New 
Guinea. An overview of the characteristics of these countries is given in the following table.  
 

Table 1 General data of countries included in the study 

 
Samoa 

Solomon 
Islands 

Timor-Leste Tonga Vanuatu Kiribati 
Papua New 

Guinea 

Capital Apia Honiara Dili Nuku'alofa Port Vila South Tarawa Port Moresby 
Number of islands (#) 2+8 islets 1,000+ 3 171 83 33 600+ 
Number of main islands (#) 2 6 1 2 6 2 5 
Population (#) 

a
 184,900 539,900 1,092,100 103,700 251,800 105,300 7,000,000 

Land area (km
2
) 

b
 2,830 27,990 14,870 720 12,190 810 452,860 

Population density (#/km
2
)

 
 65 19 73 144 21 130 15 

GDP (US$ million) 
b
 641 838 1,054 434 760 167 12,937 

GDP/capita (US$) 
b
 3,485 1,517 896 4,152 3,094 1,649 1,845 

GNI/capita (Atlas method US$) 
b
  3,160 1,110 2,730 3,820 2,750 2,030 1,480 

Road length (km) 
d
 2,337 (2001) 1,875 (2010) ±6,000 (2009) 878 (2010) 1,767 (2006) 808 (2010) ±17,600 (2008) 

Road density (km/100km
2
) 83 7 40 122 14 100 4 

Road density (km/1,000 people) 12.6 3.5 5.5 8.5 7.0 7.7 2.5 
Main roads (km) 

d
 857 (2001) 700 (2009) 2,295 (2009) - - 546 (2009) 3,600 (2008) 

Sealed roads (%) 
d
 29% 6% 30% 40% 4% 18% 20% 

Registered vehicles (#) 
e
 20,000 (2011) 10,000 (2006) 44,323 (2009) 15,500 (2010) 15,461 (2008) 16,000 (2008) 49,000 (2002) 

Vehicle density (#/1,000 people)  108 19 41 149 61 152 7 

Source: Consultant’s processing of country data 
a
 ADB Statistics , 

b
 World Bank Databank, 

c
 CIA World Factbook, 

d
 Government documents, project documents, 

consultancy reports, 
e
 WHO World Status Report on Road Safety 2009 

19. This study aims to look at the factors influencing domestic private sector development in the 
road sector in Pacific Island Countries and to identify actions undertaken in these countries to 
promote this, analysing what has worked to date and what further measures should be taken. The 
study has two core objectives: 
 

 To capture best practices in involving local firms and workers in road infrastructure project 
delivery. 

 To inform next steps for increased participation of local firms and workers in road 
infrastructure project delivery.  

20. In identifying the best practices and recommending next steps, the study has looked at the 
following key components of encouraging private sector development in the road sector: 
 

 Policies, guidance, controls and incentives – This looks at the influence of existing national 
or donor policies and related controls and incentives in terms of encouraging or 
discouraging the participation of local workers and firms. It looks specifically at the 
government policy regarding outsourcing of works and services and related policies and 
incentives applied in donor funded projects. It furthermore looks at the existence of 
sustainable funding and proper planning as a basis for creating a stable market for the 
private sector, allowing investment and growth to take place.  

 Models of local participation – This looks at different approaches being used for the 
participation of local workers and firms such as joint ventures or subcontracting with 
international contractors, national competitive bidding with medium- to large-scale 
domestic equipment-based contractors, contracting of small-scale labour-based 
contractors with appropriate equipment, small contracts with fully labour-based small-scale 
or community contractors, and community contracting (contracts signed with the 
community as a whole). It describes the objectives and scope of the different models, the 
role of government, donors and private sector, the impact in terms of economic and social 
benefits, the administrative burden involved in managing contract implementation, and the 
key risks to be managed. It furthermore describes under which circumstances specific 
models are appropriate and how a country may progress from one model to the next. 



6 

 Capacity building efforts – This looks at the types of technical, managerial and business 
skill capacity building and training that have been provided and the extent to which these 
have assisted in the development of different models of participation. It includes capacity 
building for the private sector (contractors, consultants, communities) as well as for the 
public sector (contracting agencies, professional staff).  

 Contract and project structuring – This looks at the ways in which procuring agencies have 
structured contracts and projects and the influence on opportunities for participation by 
local workers and firms. This includes aspects such as contract packaging, contracting 
modalities and procurement procedures, but also issues such as the requirements for and 
access to finance. 

1.2. STUDY METHODOLOGY  

21. Due to the limited size of the economies of Pacific Island Countries, by far the majority of 
road sector investments are carried out with donor funding4.  Although governments are gradually 
increasing road sector funding, especially for maintenance, donor funding currently still forms a 
major part of road sector funding in Pacific Island Countries5. The study has therefore focused on a 
review of relevant donor projects in each of the countries included in the study. This served both to 
get background information on the countries and their history regarding private sector development 
in the road sector, but also to determine the specific project activities being carried out to 
encourage private sector development. The following projects in each of the focus countries were 
reviewed. 
 

Table 2 Reviewed projects (US$ million) 

Country Project Start End Total 
World 
Bank 

ADB AusAID* NZMFAT** EC MCC JICA Other Govt. 

Samoa PTRP 2010 2013 11.79 10.00 
    

 
 

1.79 
 

Samoa SIAM-2 2003 2013 34.70 21.07 
 

3.83 
  

 
  

9.80 
Samoa SIAM-1 1999 2004 19.80 13.74 

 
1.30 

  
 

  
4.76 

Solomon Islands TSDP 2011 2016 82.83 
 

12.00 30.00 28.33 
 

 
  

12.50 
Solomon Islands REP 2010 2015 7.20 3.20 

 
2.00 

  
 

 
2.00 

 
Solomon Islands SIRIP-2 2010 2012 24.67 

 
15.00 4.75 0.42 3.34  

  
1.16 

Solomon Islands SIEAP 2007 2010 13.79 
 

4.95 
  

8.04  
  

0.80 
Solomon Islands SIRIP-1 2007 2011 21.82 

 
0.35 8.65 12.17 

 
 

  
0.65 

Solomon Islands CSP 2005 2010 14.99 
  

14.92 
  

 
 

0.07 
 

Tonga NUDSP 2012 2017 12.50 
 

6.06 6.44 
  

 
   

Tonga TSCP 2008 2013 17.09 5.44 
 

9.32 
  

 
  

2.33 
Timor-Leste R4D 2012 2016 50.57 

  
30.00  

 
 

  
20.57 

Timor-Leste RNUP 2012 2017 146.66 
 

40.00 
   

 68.70 
 

37.96 
Timor-Leste ERA 2011 2015 10.00 

    
10.00  

   
Timor-Leste RCRP 2011 2015 115.00 60.00 

    
 

  
55.00 

Timor-Leste RNDSP 2009 2015 52.90 
 

46.00 
   

 
  

6.90 
Timor-Leste TIM-Works 2008 2011 10.21 

  
2.15 

 
2.03  

 
3.65 2.39 

Timor-Leste RSIP 2005 2010 12.50 
 

10.00 
   

 
  

2.50 
Vanuatu VTSSP 2009 2012 12.00 

  
12.00  

 
 

   
Vanuatu VTIP 2006 2011 77.36 

   
11.67 

 
65.69 

   
Kiribati KRRP 2011 2016 38.84 20.00 12.00 5.79 

  
 

  
1.05 

Papua New Guinea RMRP-2 2011 2016 53.00 43.00 
    

 
  

10.00 
Papua New Guinea HRRIIP 2009 2018 750.00 

 
400.00 

   
 

 
150.00 200.00 

Papua New Guinea TSSP 2007 2022 342.11 
  

342.11 
  

 
   

Papua New Guinea RMRP-1 2002 2012 118.09 77.31 
    

 
  

40.78 
Source: Consultant’s processing of project data 

                                                
4
 For example, in Solomon Islands, road related donor projects over the past 20 years have added up to $96 million, 

while government investments have been limited to $11 million. 
5
 This is considered an appropriate move that will ensure more stable funding in future compared to short-term donor-

funded capital injections. This funding will likely be aimed mainly at routine and periodic maintenance, with rehabilitation 
and improvement works continuing to require donor support. 
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* Amounts reflect those noted in US$ in project documents or were calculated using an exchange rate of 
US$1=AUD0.95. 

** Amounts are calculated using an exchange rate of US$1=NZD1.20 
Samoa  PTRP: Post Tsunami Reconstruction Project, SIAM-2: Second Samoa Infrastructure Asset 

Management Project, SIAM-1: Samoa Infrastructure Asset Management Project, 
Solomon Islands TSDP: Transport Sector Development Project, REP: Rapid Employment Project, SIRIP-2: Second 

Solomon Islands Road Improvement Project, SIEAP: Solomon Islands Emergency Assistance 
Project, SIRIP-1: Solomon Islands Road Improvement Project, CSP:  Community Support Program 

Tonga NUDSP: Nuku‟alofa Urban Development Sector Project, TSCP: Transport Sector Consolidation 
Project  

Timor-Leste R4D: Roads for Development, RNUP: Road Network Upgrading Project, ERA: Enhancing Rural 
Access, RCRP: Road Climate Resilience Project, RNDSP: Road Network Development Sector 
Project, TIM-Works: Investment Budget Execution Support for Rural Infrastructure Development 
and Employment Generation, RSIP: Road Sector Improvement Project  

Vanuatu VTSSP: Vanuatu Transport Sector Support Program, VTIP: Vanuatu Transport Infrastructure 
Program 

Kiribati KRRP: Kiribati Road Rehabilitation Project  
Papua New Guinea RMRP-2: Second Road Maintenance and Rehabilitation Project, HRRIIP: Highland Region Road 

Improvement Investment Program, TSSP: Transport Sector Support Program, RMRP-1: Road 
Maintenance and Rehabilitation Project 

22. For the above mentioned projects and related countries, a review was made of project 
documents, consultant reports, national policy documents, study reports, statistical data, etc. (a full 
list of reference materials can be found in Annex 1). This initial desk review was complemented by 
a field visit to 5 of the study countries (Samoa, Solomon Islands, Timor-Leste, Tonga and Vanuatu) 
in October-November 2012. During this field visit, meetings were held with relevant government 
units, project staff from on-going projects, contractors, consultants and other actors relevant to the 
study (a full list of people met can be found in Annex 2). This served to obtain more up-to-date 
information, to fill any information gaps, and to compare project design with implementation.  

1.3. REPORT STRUCTURE 

23. This Final Report consists of two main parts. Chapters 2-8 provide an overview of the 
countries included in the study (Solomon Islands, Samoa, Timor-Leste, Tonga, Vanuatu, Kiribati 
and Papua New Guinea). This starts with a description of the main country characteristics and a 
historical overview of the developments and projects related to private sector development in the 
road sector over the past 5-10 years. The information provided is based on information obtained 
during the desk review and the subsequent field visits6. Particular attention is given to the following 
country characteristics that are considered to have a strong influence on the type of private sector 
development in each country.  
 

 Country size (population, land area, road network) – the larger the country, the greater the 
market for the private sector contracting and consulting industry 

 Land distribution/population density (number and size of islands, concentration of roads, 
concentration of population) – the more (small) islands and the more dispersed the 
population and the road network, the greater the mobilization costs for equipment and the 
more potential for labour-based techniques and small-scale contractors 

 Road surface (percentage of sealed roads, availability of materials) – the greater the 
percentage of sealed roads, the greater the need for equipment, imported materials and 
medium/large contractors (the greater the percentage of unsealed roads, the greater the 
potential for small-scale contractors and labour-based approaches) 

 Economy (GDP, GNI/capita, wage levels) – the smaller the economy and lower the wage 
levels, the more potential for small-scale contractors and labour-based approaches 

 Topography – the steeper the topography, the greater the need for structures and repairs to 
structures and related technical skills 

 Road sector reform – the further advanced the reform process from force account to 
outsourcing, the more developed the market and the private sector  

                                                
6
 In the case of Kiribati and Papua New Guinea field visits were not carried out, and the information presented is based 

exclusively on the desk review. 
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 Type of works – the more complicated the works being carried out, the greater the need for 
equipment-based domestic or international companies 

 Project objectives – depending on the objectives of past and present projects (private 
sector development, employment generation, capacity building, community development, 
etc.) a different development path may be followed 

24. The second part of these country chapters provides a more detailed analysis of the 
experiences in each country regarding private sector development in the road sector, identifying 
best practices and recommending steps for improvement in line with the two main objectives of this 
study. This analysis is structured according to the four key components of the study:  

 Policies, guidance, controls and incentives 

 Models of local participation 

 Capacity building efforts 

 Contract and project structuring 

25. The final chapter provides the main conclusions and recommendations. This is done both 
with a country perspective, focusing on the seven focus countries of the study, as well as with a 
regional perspective, focusing on the four key components of the study as listed above. This 
chapter summarises the best practices in terms of Encouraging Private Sector Development in the 
Road Sector in Pacific Island Countries. It provides recommendations for improvement in each of 
the countries, while also identifying those practices that can be replicated in other countries in the 
region and under which circumstances this should be done. 
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2. SAMOA 

 
Map source: Wikipedia 

Capital 
Number of Islands  
Number of main islands  
Population  
Land area   
Population density  
GDP   
GDP/capita  
GNI/capita (Atlas method) 
Road length  
Road density  
Road density  
Main roads  
Sealed roads  
Registered vehicles 
Vehicle density  

Apia 
2+8 islets 

2 
184,900 people 

2,830 km
2
 

65 people/km
2
 

US$ 641 million 
US$ 3,485 
US$ 3,160 

2,337 km (2001) 
83 km/100km

2
 

12.6 km/1,000 people 
857 km (2001) 

29% 
20,000 vehicles (2011) 

108 vehicles/1,000 people  

26. Samoa consists of 2 main islands7, which have 99% of the land area and lie some 20 km 
apart, as well as 8 minor islets. The total land area is only 2,830 km2. Almost three-quarters of the 
population live on the island Upolu and the country is divided into 11 districts (5 on Upolu and 6 on 
Savaii). Samoa has a population of 185,000 people, giving it a population density of 65 people/km2 
(similar to countries such as Mexico, Georgia and Kenya). It has a GDP of $641 million and with a 
GNI/capita of $3,160 it is considered a lower middle income country. According to the 2001 road 
survey, the road network is 2,337 km, of which 857 km are main roads (including 169 km in Apia 
town), 680 km village roads and 800 km plantation roads8. Approximately 650 km (65%) of the 
main roads are sealed (surface dressing), which is in line with the fact that almost half these roads 
have traffic volumes exceeding 300 vehicles per day (mainly on Upolu - some over 10,000 vehicles 
per day). The road density is high for Pacific Island Countries at 83 km/100km2 (comparable to 
countries such as Greece, Costa Rica, Israel and the United States). The road density per 1,000 
people is also quite high at 12.6. In 2011 there were reportedly some 20,000 registered vehicles 
according to the National Infrastructure Strategic Plan, giving 108 vehicles per 1,000 inhabitants. 
Responsibility for the main road network is under the Ministry of Works, Transport and 
Infrastructure9 (MWTI) and the recently created Land Transport Authority (LTA). 

27. Up till 2002, most road works were carried out by the Public Works Department (PWD) 
through force account. Already since the early nineties, however, Samoa has been implementing a 
reform policy moving towards private sector provision of services with the role of the government 
limited to policy development, regulation and management. It received support from AusAID and 
the World Bank through a number of studies carried out in the mid-nineties. These recommended 
devolution of services to the private sector and reformation of PWD, with its corporatization into a 
statutory body in the long term. After a long process of consultation with staff and the private sector 
it was decided to retrench the PWD staff, retaining only those staff members required for the new 
management and policy role of PWD. PWD staff were given the option to i) apply for the remaining 

                                                
7
 Upolu and Savaii 

8
 The 2011 National Infrastructure Strategic Plan mentions a network of 1,000 km, but this is understood to only refer to 

the main roads. 
9
 This ministry was created in 2003 in the merger of different activities of the Ministry of Works (formed from the Public 

Works Department in 2002), the Ministry of Transport and the Ministry of Police and Prisons. 
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positions in PWD, ii) create their own company with a guaranteed contract for three years, iii) 
become employed by existing private sector companies that would receive contracts in return, or 
iv) receive a redundancy package ranging from 3-18 months‟ salary. Most PWD staff opted for the 
redundancy packages (57%), while 25% opted for creating their own company and 17% 
successfully applied for the new positions in PWD. Three companies were formed by PWD staff, 1 
for each of the existing divisions within PWD (civil, building and electrical). Samoa Works and 
Engineering Limited (SWEL) was created by two staff members of the civil division and 
incorporated over 40% of the civil division staff (they were obliged to take anybody who wanted).  

28. In 2001 PWD was transformed into the Ministry of Works (MOW) which was given the 
mandate for the reform, and in October 2002 the official transition took place with staff numbers 
reducing from 403 to 58 (mainly management and professional staff). All service provision was 
transferred to the private sector (before reform 30-40% was already carried out by the private 
sector, mainly larger works). All plant and equipment was also sold (to SWEL at half the market 
price and the remainder to the existing private sector companies). A few services were retained by 
the government to avoid creating monopoly positions: Alafua quarry, the chip seal plant and the AC 
hot mix plant were set up as a separate business unit under the Ministry.  

29.  Shortly after the reform, the MOW was merged into the MWTI. Problems remained in filling 
the staff positions with competent professionals, despite an adjustment of government 
remuneration levels. Two positions had to be filled by consultants for an extended period of time, 
with financial support from the World Bank. Budgets for the road sector were inadequate at 
approximately $3 million, forming 60% of the required funding, with most of the budget going to 
routine maintenance. This led to a next step of setting up the Land Transport Authority (LTA) in 
2009 and making it responsible for the management of the road sector. As a private entity, it is not 
bound by government remuneration levels, but remuneration levels still remain much lower than 
average wage levels in the private sector, attracting only recent graduates10. As a result technical 
staff tends to be inexperienced11. At the same time a road fund was introduced, which was to be 
financed from increases to the fuel levy and vehicle registration charges. The levy is still under 
discussion, however, and instead a budget allocation to the road fund is made every year, 
complemented by vehicle registration fees and some fines that go straight to the road fund. 
Anecdotal evidence furthermore suggests that there is insufficient budget for proper supervision of 
the maintenance works, leading to poor performance in some cases. There is also no clear division 
of responsibilities between MWTI and the LTA with parliament still strongly influencing budget 
allocations, undermining the objective of having an autonomous authority in charge of road 
maintenance. 

30. For the new and existing private sector companies, MWTI provided training on two occasions 
in areas of technical capacity, contract procedures and quality. There are now approximately 10 
contractors in Upolu and 9 in Savaii. Initially the outsourcing did not result in an increase in size of 
the companies, but did result in partnerships being formed. By 2010 all maintenance and 
construction was being outsourced - in 2009/10 this resulted in $10.4 million in contracts for the 
private sector, and in 2010/11 this increased to $13.3 million.  

31. SWEL was initially provided with a guaranteed three-year maintenance contract for 30% of 
the road network in the area of Apia town. They were able to purchase equipment and plant from 
MOW at half the cost, were provided with business management training and were assisted in 
registering their company. The two owners were able to repay their initial loan within a period of 
two years. The performance of the company was below standard, however, and the duration of 
their contract was subsequently shortened. The company still exists, but is currently only 
dependent on road maintenance for 10% of its turnover. It has failed to renew its equipment and is 
not as competitive as other new private sector companies, operating at a loss in 2011. The 
company owners also state that it took a number of years for the staff to lose the old PWD 
mentality. From the original 86 staff members from PWD, only 10-11 remain with the company.  

                                                
10

 The government provides scholarships against a bond for 2-3 years employment for the government. 
11

 The Manager of the Procurement and Programming Division of the LTA, for instance, only graduated in 2009. 



11 

32.  Other domestic contractors have grown 
considerably since the reform, and currently there 
is a handful of larger category A domestic firms 
capable of most NCB works and even winning 
some ICB contracts (these are mainly based on 
Upolu). Some companies have existed for a long 
time, often starting in other sectors such as 
building and transport and transferring to roads 
with the reform12, benefitting from joint ventures 
with international companies to gain experience. 
Other companies were created after the reform in 
response to the new contracting opportunities. 
The contractors generally prefer to own their 
equipment as this is cheaper, resulting in an 
excess of equipment that will allow a quick 

response in case of any emergency. Two domestic contractors currently have asphalt plants and 
five have bitumen trucks. The increased competition has resulted in better value for money, and 
according to the ADB, productivity under the private sector has increased four-fold. 

33. Routine road maintenance is contracted out in annual performance-based contracts. For 
2012/13 there are 12 contracts in Upolu and 10 in Savaii, ranging in size from 32 to 72 km. 
Contractors can bid for three contracts but cannot be awarded more than one. Bidders must be 
registered in the separate Upolu and Savaii routine road maintenance registries with the LTA (this 
is done as prequalification and to protect the weaker Savaii contractors in order that they may 
develop further). An average of 6 bids was received for each contract package, although a few 
packages had to be retendered due to bid prices being too high or excessively low.  

34. Volume-based contracts were introduced in 2011 as it was considered that the earlier 
performance-based contracts were uncompetitive, but the bills of quantities were not properly 
prepared (unit rates were fixed by the LTA) and contractors tended to let the road deteriorate in 
order to generate greater volumes of work. For 2012 the performance-based contracts were 
reapplied, although the government is monitoring closely how much work is actually being carried 
out. Contractors are requesting longer-term contracts of 2-3 years in order to justify investments in 
new equipment. Vegetation control continues to be contracted out separately in order to provide an 
opportunity for small-scale contractors, but this is resulting in disputes between different 
contractors working on the same road. Payments under the LTA are found to be quick (2 weeks 
compared to 3 months under MWTI). Advance payments are not provided and this forms a 
problem for smaller contractors. 

35. Minor design work (e.g. access roads) is carried out by LTA or MWTI staff, but larger work is 
outsourced. The former PWD director created his own consultancy company after the reform, 
which has been very successful and is involved in many road related projects. He started with a 
joint venture with an international company, allowing him to gain more experience and improve the 
standards and quality. He also received training under different projects.  

36. In the reform process, the government was supported by the $19.8 million Samoa 
Infrastructure Asset Management Project (SIAM-1 1999-2004) with funding support from the World 
Bank and AusAID. This project included components for air, maritime and land transport 
infrastructure as well as an institutional development component. For the road sector it aimed to 
assist the PWD reform process and also support the private sector through appropriate packaging, 
stimulation of joint ventures and training in procurement and contracts. It was decided to apply 
NCB for contracts costing less than $1 million, applying New Zealand contract documents. Apart 
from assisting the reform process, the project also focused on capacity building of the remaining 
PWD staff and the setting up of procedures related to asset management, financial management 
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 Some companies were already hiring out equipment to PWD before the reform. 

SWEL equipment yard 
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and environmental management. The Samoa Asset Management System was developed and a 
full condition inventory and traffic survey was carried out.  

37. Procurement processing led to delays in a number of occasions, despite this being carried 
out by a private sector team. The project also ran up against delays with designs by local 
consultants and quality improvement was deemed necessary. A large portion of the proposed road 
works was delayed due to changes in road selection, design delays and cost overruns in other 
components, leading to the transfer of many SIAM-1 roads to SIAM-2. The use of smaller contract 
packages managed to stimulate the local contracting industry to form partnerships, but resulted in 
a heavy procurement management workload and related procurement delays and had a smaller-
than-expected effect on increasing local employment. The shift in funding towards the air and 
maritime transport components resulted in fewer NCB contracts. 

38. The $34.7 million Second Samoa Infrastructure Asset Management Project started in 2004 
(SIAM-2 2004-2013) with funding support from the World Bank and AusAID. The project included 
components for airport and road infrastructure, asset management and institutional development. 
The institutional strengthening component aimed to support the creation of the LTA and related 
land transport reform, as well as cost recovery through user charges (fuel levy and vehicle 
registration fees). To avoid similar procurement delays as in SIAM-1, this project required standard 
bidding documents to be approved. Although the standard bidding documents have been prepared 
as part of the MWTI contract manual used by LTA, problems with the specifications persist. In the 
project design it was decided to package some works and consultancy contracts into larger 
contracts with three-quarters of works procured through ICB, but in practise it appears that smaller 
packages were ultimately used to stimulate local participation. For the remaining ICB contracts 
international competition has been limited and the larger domestic companies have won the 
contracts. 

39. Currently the government of Samoa and the World Bank are preparing the $17.25 million 
West Coast Road Project, which will rehabilitate the road running from Apia to the west towards 
the international airport and the Mulifanua inter-island ferry wharf. An AusAID funded project is also 
under preparation that is foreseen to include $13 million for roads. 

2.1. POLICIES, GUIDANCE, CONTROLS AND INCENTIVES 

40. In Samoa the government policies and incentives have been strongly in favour of outsourcing 
and private sector development, with private sector-led growth seen as a prerequisite for economic 
development. The transition process from force account to outsourcing has been lengthy, but due 
to the strong focus on consultation has been very successful, with a smooth transition in the 
retrenchment of existing staff. Donor support to the reform process has been strong, providing the 
government with options to choose from and allowing the steps to be taken to be clearly defined. 
Results have been very positive, with competition increasing strongly and costs being reduced 
significantly as a result of the reform. Both government and private sector appear to be very happy 
with the reform and Samoa currently forms an example for the other Pacific Island Countries in 
terms of how to make the transition from force account to outsourcing. It also appears to be the 
furthest developed of the countries included in this study. The commitment to the reform process 
has provided the market security that has allowed the private road construction industry to develop. 

41. As part of its support to the reform process, the government adopted an approach of 
protectionism, where emerging contractors were allowed to access contracts in a protected 
environment where competition was restricted. This protectionism mainly involved aspects such as 
restricting routine maintenance contracts on Savaii to contractors registered on the island, limiting 
the number of contracts to one per contractor, splitting up contracts to provide opportunities for 
smaller contractors, etc. Although considered to have positively influenced the development of 
emerging contractors during the reform process, this approach is currently creating a disincentive 
for contractors to develop further, as they are almost guaranteed to obtain one of the routine 
maintenance contracts and know that improvements to their performance will not result in them 
being awarded more contracts. 
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42. Policies and incentives in donor-funded projects have also been in support of the 
development of the domestic private sector. In the design of SIAM-2, however, a move was made 
towards larger contract packages in an effort to reduce the management burden, reducing the 
market for the domestic industry. This decision appears to have later been reversed with contract 
packaging aimed at the domestic contracting industry. The few ICB contracts remaining appear to 
also have been within the capacity of domestic contractors, who were ultimately awarded the 
contracts. 

43. A road fund was created to generate sustainable financing for the road sector on the basis of 
different user charges. However, funding is currently only received from vehicle registration and 
some fines, with the fund very dependent on annual budget allocations from central government. 
The implementation of the foreseen fuel levy is needed to ensure a sustainable source of funding, 
allowing the private sector to better predict future investments. 

44. The creation of the Land Transport Authority endeavours to ensure greater autonomy and 
longer-term objective planning of road sector investments. Although this appears largely to have 
been the result, there is no clear division of responsibilities between LTA and government, with 
parliament strongly influencing budget allocations. This does not necessarily discourage private 
sector participation and development, as long as the plans are developed and adhered to, 
providing the private sector with the market certainty required for stimulating investment and 
growth. 

45. Overall the policies and incentives in place in Samoa very much support private sector 
development in the road sector, which is also evident from the enormous growth of the domestic 
contracting industry over the past decade.  

2.2. MODELS OF LOCAL PARTICIPATION 

46. In Samoa the focus has been on the model of national-level equipment-based domestic 
contractors. This is in line with the fact that wages in Samoa are quite high, that much of the road 
network is sealed, and that the country is basically limited to two islands, making an equipment-
based approach the most economical option and allowing contractors to work throughout the 
country with relatively low mobilisation costs.  

47. In the past some of these companies have participated in joint ventures allowing them to gain 
experience and grow, but now most of them work as main contractor. The number of contractors 
has increased significantly since the reform process, with the transition of existing companies 
towards the road sector and the entry of new companies. The market is dominated by a handful of 
large category A domestic contractors that have proved to be capable of winning ICB contracts, but 
also compete for routine maintenance contracts. In addition there are some 15-20 category B 
contractors who limit their activities to minor works and routine maintenance. Most companies also 
work outside the road sector. 

48. The private sector in Samoa is well developed and it seems that the end of the evolutionary 
ladder has been reached, with the larger contractors already capable of winning ICB contracts and 
the medium-sized contractors not far behind. The aims should now be to consolidate the private 
sector, allowing all companies to compete freely within their capacities. As a result, some 
companies are likely to grow stronger, while a few weaker companies may not survive. 

2.3. CAPACITY BUILDING EFFORTS 

49. Samoa has one of the most developed domestic private sectors included in the study. 
Capacity building in Samoa was concentrated around the start of the reform process, with several 
consultations and trainings held with the private sector, as well as capacity building activities for 
the public sector. Nevertheless, Samoa appears to have applied a more laissez faire approach to 
capacity building. Although training was provided to the private sector just after the reform, little 
subsequent direct support was provided to the emerging contractors. Joint ventures with 
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international companies were stimulated, and these resulted in significant experience gains for a 
limited number of companies, but for the rest the private sector was more or less left to develop 
itself. The only company provided with extensive initial training and support was SWEL which was 
formed by ex-ministry staff and where the capacity building formed part of the retrenchment 
package. 

50. The larger companies seem to have done well in this respect. Some of these already existed 
and simply migrated into the road sector, others came later with experience from other countries. 
These were also the companies that benefited from the limited number of joint venture 
experiences. The medium-sized companies appear to still be struggling, however. This is also 
evident from the fact that routine maintenance contracts are heavily regulated, with protection of 
Savaii-based contractors and a maximum of one contract per contractor. Additional capacity 
building support to these contractors could prove very beneficial in terms of increasing competition 
and improving performance, and is considered a better alternative to the approach of protectionism 
currently being applied. 

51. With respect to the public sector, capacities remain insufficient. This is largely related to 
difficulties in attracting and retaining skilled staff. Improvements have been made with the creation 
of a Land Transport Authority and the increase of remuneration rates, but staff members still lack 
experience, with experienced engineers and technicians opting for the private sector or moving 
abroad. Training is not a solution for this problem, and better employment packages are required if 
Samoa wishes to create sufficient capacity for the management of its road network. 

2.4. CONTRACT AND PROJECT STRUCTURING 

52. In Samoa there have been some obvious problems with procurement since the reform in the 
early 2000s. Under the SIAM-1 project it was decided to apply NCB contracting in support of the 
emerging domestic road construction industry. However, this lead to a heavy procurement 
workload and there were significant delays in procurement, despite this being carried out by a 
private team. As a result, under SIAM-2 it was initially decided to group works into larger contract 
packages applying ICB procurement. Although this may be justified for works beyond the scope of 
the domestic contractors, the use of larger packages simply to reduce the administrative burden of 
contract management may have severe effects on local private sector participation. This decision 
was later reversed, however, and most contracts were procured through NCB. The project also 
focused on developing standard bidding documents for use by MWTI, although problems with the 
specifications prepared by the Ministry still persist to date. 

53. The government currently restricts competition in order to protect the smaller contractors and 
encourage their development by allowing only Savaii contractors to operate in Savaii13, by splitting 
routine maintenance contracts into vegetation control (smallest contractors) and other maintenance 
(larger contractors), and by restricting certain types of contracts to a maximum of one per 
contractor. Contract packages are furthermore kept small (e.g. routine maintenance) whilst the 
current private sector capacity allows for larger packages. It is questionable whether this approach 
is still warranted given the current level of competition and development in the domestic 
construction industry, and whether it is not preferable to open up the market in order to stimulate 
competition and reduce costs, especially given the additional burden of managing many parallel 
small contracts.  

54. This approach is considered useful at the early stages of domestic private sector 
development to ensure the development of a broad private sector that can compete internally, and 
is assumed to have contributed to the success of Samoa‟s transition from force account to 
outsourcing. However, once a sufficient number of sustainable domestic companies have 
developed and levels of competition can be considered adequate, it is recommended to open up 
the market. This also avoids the situation where weaker companies continue to obtain contracts 
through protectionism, resulting in low quality works that may be avoided if competition was free. 
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 Although the use of class A and B contractor registration seems appropriate as a qualification of capacity, the use of 
separate registration systems for Upolu and Savaii seems counterproductive. 
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The aim of protectionism should be to ensure the development of a viable road construction 
industry market, not to protect each and every domestic company. 

55. Performance-based contracts are applied for routine maintenance, although government 
introduced volume-based contracts in 2011 as they were under the impression that performance-
based contracts were not competitive. This was not very successful as the unit rates fixed by 
MWTI were not appropriate and contractors tended to let the road deteriorate in order to have 
greater volumes of work (and related payments). In 2012 the performance-based contracts were 
reintroduced. It is recommended that a detailed review of the performance-based contracting 
system be carried out in order that improvements to the system may be introduced (it was not 
possible to review the procurement documents during this study). This review should also consider 
the possibility of multiannual contracts, which the contractors have been requesting. If this is 
introduced, it is recommended to carry out procurement in a staged manner, so that every year a 
certain portion of the contracts is tendered out, reducing the management burden involved in 
procurement.  



16 

3. SOLOMON ISLANDS 

 
Map source: Wikipedia 

Capital 
Number of Islands  
Number of main islands  
Population  
Land area   
Population density  
GDP   
GDP/capita  
GNI/capita (Atlas method) 
Road length  
Road density  
Road density  
Main roads  
Sealed roads  
Registered vehicles 
Vehicle density  

Honiara 
1,000+ islands 
6 main islands 

539,900 people 
27,990 km

2
 

19 people/km
2
 

US$ 838 million 
US$ 1,517 
US$ 1,110 

1,875 km (2010) 
7 km/100km

2
 

3.5 km/1,000 people 
700 km (2009) 

6% 
10,000 vehicles (2006) 

19 vehicles/1,000 people  

56. The Solomon Islands consist of over 1,000 islands with a total land area of 27,990 km2 and a 
distance of approximately 1,500 km between the westernmost and easternmost islands. There are 
six main islands and administratively the country is divided into 10 provinces14. It has a population 
of just under 540,000 people giving it a relatively low population density of 19 people/km2 (similar 
to countries such as Brazil, Sweden and Bhutan). It has a GDP of $838 million and with a 
GNI/capita of $1,110 it is at the low end of the lower middle income country range, with wages 
under $5 per day. The road network is approximately 1,875 km (2010), with only 6% sealed 
(amongst the lowest in the Pacific), approximately 60% with a gravel surface and the rest earthen. 
The road density is very low at 7 km/100km2 (comparable to countries such as Bolivia, Egypt and 
the Russian Federation), with only some 3.5 km of road per 1,000 people. In 2006 there were 
approximately 10,000 registered vehicles, resulting in only some 19 vehicles per 1,000 inhabitants. 
Most of the road network (66%) and traffic (98%) is situated on the islands of Guadalcanal and 
Malaita. Responsibility for the public road network is under the Ministry of Infrastructure 
Development (MID) and the city councils. 

57. Funding in the road sector is very much donor dependent, with $11 million own resources 
and $96 million donor funding over the past 20 years. Until the mid-2000s, all road works were 
carried out through force account. Labour-based projects had been carried out in the eighties and 
nineties, but these were also force account operations. The 2002 Transport Sector Strategy and 
2005 National Transport Plan already indicated a desire to promote development of the private 
sector and communities. At the time outsourcing was initiated, the private sector was very weak 
and limited to a few medium-scale contractors with international shareholding in Guadalcanal and 
to a lesser extent in Malaita. The road sector has undergone a significant reform in recent years, 
with service provision in the road sector now carried out by the private sector and MID responsible 
for policy formulation, regulation and management. Although all heavy equipment and plant has 
been sold and many activities have been transferred to line ministries or to the private sector, this 
has not led to staff retrenchment and some divisions have excess staff while others have a 
shortage of qualified staff. 
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 Guadalcanal, Malaita, Temotu, Makira, Renbel, Central, Western, Isabel, Choiseul, Honiara City. 
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58. In 2005 the $15 million Community Sector Program (CSP 2005-2010) started with funding 
from AusAID. The Road Rehabilitation and Maintenance Works Project (RRMWP) under the CSP 
focused on main roads in Malaita to restore access. The works were carried out through force 
account operations under the project, initially using equipment purchased by the project, and later 
with involvement of community labour supervised directly by the project for certain labour-based 
activities. In 2009 CSP started contracting out labour-based equipment-supported (LBES) routine 
maintenance activities covering 170 km to community contractors, applying the approach 
developed under the Solomon Islands Road Improvement Project (SIRIP). Tendering was, 
however, limited to only two community contractors for each contract15. CSP force account 
equipment for periodic maintenance and rehabilitation works was later divested to domestic 
contractors as part of a tendering process for three-year rehabilitation and maintenance contracts 
in which the successful contractors also hired some of the CSP force account staff. 

59. In 2007 the $19.4 million Solomon Islands Road Improvement Project (SIRIP-1 2007-2011) 
started with funding from ADB, AusAID and NZMFAT. This project had a specific focus to promote 
private sector development for road sector service provision, including a major road rehabilitation 
component, a road maintenance component, and a small-scale LBES pilot component. For the 
rehabilitation use was made of ICB and NCB contracts, with the aim of stimulating partnerships 
between international and domestic companies. Due to a lack of candidates with construction 
experience for the LBES component and project implementation delays, this component was 
changed from a pilot project to a capacity building component providing direct training to interested 
and eligible businessmen from other sectors and candidates from communities with the aim of 
developing LBES contractors. As a result of this change, extra attention had to be paid to technical 
skills development and business management that was not originally foreseen.  

60. Under the maintenance component the trained LBES contractors were invited to tender for 
maintenance contracts for 19 LBES contracts covering 170 km of roads on Guadalcanal, Malaita 
and Temotu. These contracts included spot improvements and routine maintenance and applied 
schedule of rates payments. Training was provided to a larger number of contractors than required 
(e.g. 10 contractors trained for 2 contracts), with only a few emerging contractors actually winning 
a contract under the project. Contractors were required to register their company only after they 
had won a contract. The LBES approach was considered successful, although there were 
problems identified with the technical and business management capacity of the LBES contractors, 
and with their understanding of the bidding and contract documents. Due to problems getting credit 
from banks that only accepted property and cash deposits as collateral, contractors were given an 
advance of 10-20% of the contract sum (the risk for the advance was carried by MID). Although 
performance securities were required for the larger works carried out by medium/large contractors, 
this was not the case for the LBES contracts. Tenders could be delivered in Honiara or the island 
concerned, facilitating the bidding process for contractors on the outer islands. 

61. In response to the 2007 earthquake and tsunami, the $13.8 million Solomon Islands 
Emergency Assistance Project (SIEAP 2007-2010) was approved with funding from ADB and the 
European Union. This project had a $4.71 million component related to road rehabilitation and a 
$0.31 million road maintenance component in Western and Choiseul Provinces. The rehabilitation 
contracts involved 2 ICB contracts (total cost $6,510,000) and 4 NCB contracts (total cost 
$5,220,000). A joint venture between an international company and the largest domestic contractor 
was awarded several contracts, and the same domestic contractor later won an ICB contract on its 
own. For maintenance the SIRIP LBES contracting modality was adopted, resulting in 8 LBES 
contracts with a two-year duration for 28 km in Western Province and 13 km in Choiseul (total cost 
$815,000). Performance-based contracting was also introduced, and 4 of the LBES contracts were 
performance-based (new contractors were started off with volume-based contracts to gain 
experience and bring the road to the required standard). Due to budget limitations for the 
rehabilitation component, maintenance contracts included spot improvements and routine 
maintenance.  
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62. A $24 million Second Solomon Islands Road Improvement Project was approved in 2010 
(SIRIP-2 2010-2012) with funding from ADB, AusAID and the European Union. This project 
included rehabilitation of water crossings and roads, as well as LBES road maintenance. 
Implementation was planned through two ICB contracts that included rehabilitation and bridges 
(with a margin of preference for domestic bidders), 2 NCB road rehabilitation contracts ($0.5 million 
each), 6 LBES spot improvement and routine maintenance contracts ($100,000 each) and 5 LBES 
maintenance contracts ($20,000 each). In the end 19 LBES contracts were awarded for the 
maintenance and spot improvement of 116 km and a cost of $168,000. The SIRIP-1 LBES 
contracting approach was used with additional attention given to training and support of the 
emerging contractors based on the lessons learned from SIRIP-1 (including monthly review of 
workplans). The pre-tender LBES training was a requirement in order to be able to bid (in future 
this training is foreseen to run on a regular basis for new contractors). The different road elements 
are now included in one single contract, compared to several different contracts running in parallel 
under previous implementation by MID (carriageway works, drainage, vegetation control). 
Payments under SIRIP were found to be relatively fast (1 month) compared to government 
procedures. Workers were hired as a group by the LBES contractors and paid an agreed lumpsum 
for the work required. 

63. The $84.5 million Transport Sector Development Program (TSDP 2010-2016) is a first step 
towards a sector wide approach, with a large amount of funding from ADB, AusAID and NZMFAT 
pooled together with $12.5 million from the government. The program includes land, water and air 
transport. Apart from the creation of a Central Project Implementation Unit (CPIU) for all transport 
infrastructure related funding, the program aims to carry out rehabilitation and maintenance 
through the recently created National Transport Fund (NTF), and capacity building for MID, 
domestic contractors and consultants, communities and professional staff (supervisors and 
foremen). Rehabilitation and maintenance will include LBES contractors, equipment-based 
contractors and community contracting.  

64. It aims to have 138 LBES maintenance contracts covering 1,050 km of roads by 2016 (by the 
end of 2013, 88 LBES contracts are expected to be in place). The SIRIP approach is to be used, 
although more attention is to be paid to contractor training and support after contract award. So far 
21 contractors have been trained, 6 of who have won contracts. For the other components smaller 
contract packages are to be applied to allow for domestic and local implementation, and additional 
supervisors and foremen will be hired under the program to supervise this increased number of 
contracts. The AusAID and NZMFAT funding for the rehabilitation and maintenance components 
allow for national tendering of all proposed contract packages. In practice only the AusAID and 
government funding flows through the NTF, with NZMFAT deciding to use their own funding 
mechanisms (ADB funding is aimed at supporting the CPIU and does not include civil works - it 
therefore does not involve NTF procedures). Contracts under TSDP with funding from the NTF are 
signed with MID, which has led to delays in payments compared to SIRIP. LBES contractors are 
provided with a 20% advance in light of difficulties in getting credit from banks (MID acts as 
guarantor). The project will also aim to improve the identification of projects suitable for a LBES 
approach, with project preparation consultants recommending differentiating between LB and 
LBES contractors. 

65. The $7.2 million Rapid Employment Project also started in 2010 (REP 2010-2015) with 
funding from the World Bank, the PRIF (AusAID and NZMFAT) and the State and Peace Building 
Fund. This project is in response to the global economic crisis and the high unemployment rates in 
Solomon Islands, and its main objective is to generate employment and create incomes in Honiara 
City. It includes a labour intensive public works component, with road works managed by MID and 
urban works and services managed by the Honiara City Council (HCC). The road works 
component aims to rehabilitate 80 km and have 110 km of unpaved roads in and around Honiara 
under maintenance by the end of the project.  

66. Whereas the HCC works and services are carried out through force account, the road works 
are contracted out to LBES contractors. The procurement of the LBES contractors has led to 
significant implementation delays compared to the HCC component. In part these delays occurred 
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due to a late start of the TSDP project responsible for the LBES contractor training, leading to REP 
having to invite existing domestic contractors based in Honiara for the first 3 contracts. However, 
these medium-scale contractors had limited interest because of the high demand for their services 
from other road projects and from HCC (for urban improvement works not related to REP), and as 
a result either did not bid or did not complete the contracts.  

67.  The project subsequently started training its own LBES contractors, applying shopping to 
target the procurement to a specific group of contractors to be trained. World Bank procurement 
requirements proved difficult, however, especially regarding the required experience as prime 
contractor in similar works and the provision of a bank deposit slip showing 10% of the contract 
sum available16. Advances were not provided under the contracts. Significant capacity building is 
provided by the project, including bid preparation training, supervisors training and bill preparation 
training. The bill of quantities is also provided with recommended productivity norms in order to 
facilitate the costing of activities. Contractors found the labour-based approach logistically 
challenging, however, and preferred using equipment (to the extent they had it), but this was not 
permitted under the REP contracts.  

3.1. POLICIES, GUIDANCE, CONTROLS AND INCENTIVES 

68. In the Solomon Islands, the government policy of transitioning towards private sector 
participation plays a very big role, with private sector-led growth seen as a prerequisite for 
economic development. The involvement of the private sector in the road sector is seen as a 
means of stimulating private sector-led growth, while at the same time ensuring cost-efficient 
service delivery. However, this transition process has not gone hand-in-hand with retrenchments of 
MID staff as happened in other countries (e.g. Samoa), and most staff members remain in their 
original unit or have been transferred to other units within MID. Many of these staff members are 
near retirement and generally do not have the qualifications required. The current approach 
appears to be to let these staff members retire and to create a group of skilled consultants that 
may be hired through outsourcing or as replacements for retired staff. As such, the government 
support to the reform process has definitely created a stable market and stimulated the private 
sector to develop. However, institutional reform is still insufficient, especially regarding staff 
capacities, leading to difficulties in supervision and management of contracts.  

69. The many donor projects in Solomon Islands are also strongly in support of private sector 
development in the road sector. The recent TSDP project also reflects an effort on the part of the 
donors to coordinate their approaches to private sector development in the road sector. However, 
these projects tend to have a strong emphasis on LBES approaches and LBES contractor 
development, with less attention being given to the national-level domestic contractors. SIRIP 2, for 
instance, has only carried out three contracts with national level contractors, all in response to 
unforeseen emergency repairs resulting from flood 
damage on Guadalcanal that was beyond the 
capacity of LBES contractors. Opportunities for 
national-level domestic contractors came mainly in 
the form of joint ventures under ICB contracts, 
benefiting only a small number of companies. 
National level domestic contractors were not 
provided with dedicated support aimed at 
improving their capacity and strengthening the 
national level construction industry, although this 
is planned under TSDP.  

70. The focus on LBES contractors also reflects 
the focus on the use of labour-based (equipment-
supported) technologies. This focus on LBES is 
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 Contractors had limited access to bank credit as they were unable to provide property or cash deposits as collateral 
and tended to borrow the money elsewhere just long enough to get a bank deposit slip with the required funds. This did 
show that contractors are able to mobilize the required funds if necessary. 

LBES contractor working for the REP project 
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justified by the objective to create employment and avoid social unrest in a country with high 
poverty and unemployment rates and a recent history of instability. The national context also 
justifies such an approach, with low wage rates and a highly dispersed road network consisting 
predominantly of unpaved roads, making labour-based methods both efficient and effective. 
However, in the case of Guadalcanal and Malaita, the road networks are larger and a greater 
percentage of roads is paved. In addition, many contractors are based here, several of which have 
their own equipment. Here the strict adherence to labour-based methods tends to limit the potential 
for these contractors to invest in equipment and expand their activities to larger works. This is 
especially the case around Honiara, where some of the LBES contractors have equipment that 
they are not allowed to use, reducing their profit margin (this is also evident from the fact that 
medium-scale contractors are not interested in LBES contracts). Given that in such a context some 
works can be done more effectively or efficiently using equipment, contractors should be given the 
freedom to select the methodology most suitable to them, unless the objective of employment 
generation supersedes the objectives of efficiency and effectiveness. However, the question then 
arises whether the road sector is the best sector to achieve these objectives of employment 
generation (public services generally result in higher numbers of jobs for the same investment as 
has been evident in the REP project). 

71. The creation of the National Transport Fund is likely to ensure more stable and sustainable 
funding for road works. However, currently AusAID is the only donor channelling its funding 
through NTF. The board of this fund only has representation from government and donors 
(currently AusAID is acting as the representative) and the private sector (e.g. transporters‟ 
association, automobile association, chamber of commerce and industry) is not represented, which 
is considered an important deficiency. Such private sector participation is common in older, more 
developed road authorities and funds, and ensures that those actually using the roads are involved 
in decision-making. 

72. A National Transport Plan (NTP) is also prepared on an annual basis with a rolling three-year 
workplan and a one-year activity plan. The NTF together with the NTP will allow contractors to 
better assess future contract opportunities and invest in the right equipment, materials and skills. It 
is not known, however, to what degree the plans are complied with in practice and thus provide 
contractors with the security required to justify their investments. 

73. Overall the policies and incentives in Solomon Islands provide strong support to private 
sector development in the road sector, as can be seen from the strong growth in the number and 
size of contractors. However, the focus appears to be very much on the LBES contracts, with 
insufficient attention being given to creating a stable market for and providing sufficient support to 
the national-level domestic contractors using equipment. The institutional side also remains weak, 
providing difficulties in terms of contract supervision, contract management and payments to the 
private sector. 

3.2. MODELS OF LOCAL PARTICIPATION 

74. In the Solomon Islands the models of participation being applied are very different from 
Samoa. There is a wide variety of models being supported by the different projects, including joint 
ventures with international companies, direct contracting with national-level equipment-based 
domestic contractors, small-scale LBES contractors, LBES community contractors and even 
community contracting.  

75. The main focus is on the LBES approach, which is considered appropriate in light of the 
many islands and related mobilization costs, the fact that most roads are unsealed, and the low 
minimum wages. This combination of factors means that the LBES approach is technically suitable 
for carrying out the required maintenance works and economically competitive compared to 
equipment-based options and larger contractors. The LBES contractors are mainly small-scale 
contractors owned by individuals (businessmen or artisans trained to be LBES contractors) who 
use limited appropriate equipment in their works. However, some of the LBES contractors are 
community contractors, which can be either individuals or community groups (youth groups, church 
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groups, etc.) that have formed their company and have been similarly trained as LBES contractors. 
The community contractors tend to be more limited in terms of the area they cover in their works.  

76. The number of LBES contractors is steadily growing and by the end of 2013 an estimated 88 
LBES contractors will have been created and trained. The focus is, however, on the creation of 
new contractors without a clear strategy regarding the total number of LBES contractors required in 
the country or how to make the existing LBES contracting industry sustainable. More contractors 
are trained than are required to carry out the contracts, and only a few are awarded contracts (this 
is different from Vanuatu and Timor-Leste where trained contractors receive trial contracts). 
Although the remaining contractors have an opportunity to bid for subsequent contracts, most will 
never win a contract and gain actual experience as a contractor, leaving only a small portion of the 
trained LBES contractors to develop as sustainable companies. 

77. There is also a need to distinguish between LBES contractors that have access to 
appropriate equipment and can carry out spot improvements, and LB contractors that limit their 
activities to the road near where they live and use only hand tools. This distinction has implications 
regarding the required capacities and training, the tendering arrangements, and the type and 
amount of contracts needed. Although some of the community contractors may be more LB 
contractors, the pure LB approach is mainly applied in community contracting, where a contract is 
signed with the representative of a community who then organises the required labour for specific 
works. This often borders on a force account approach, with supervision of the workers generally 
provided by the employer, but payment tending to be a lumpsum to the community with individual 
payments dealt with within the community.  

78. The community contracting approach appears to have lost steam under SIRIP-2, as the 
management burden was found to be too high. Instead it was decided to make the LBES 
contractors responsible for hiring and organising the required labour. Under the TSDP project, 
however, community contracting remains as one of the models to be pursued. In a situation where 
LBES contractors are being created, it is recommended to make these responsible for hiring the 
required labour, avoiding competition between LBES contractors and community contracting 
approaches, and ensuring sufficient work flow for the LBES contractors (as well as reducing the 
management burden). In doing so, account needs to be taken of social pressures to use only 
labour from local communities. Contract documents need to address this clearly, striking a balance 
between providing contractors with the freedom to bring in their own skilled staff, and ensuring 
local employment for community members. 

79. Although the different projects have aimed to also stimulate the national-level domestic 
contractors, this appears to have been limited to promoting national bidding or the use of 
international bidding with suitable contract packaging, preferences for national bidders or joint 
ventures. The joint venture approach has been successful, as is obvious from the SIEAP 
experience and the significant success of that domestic contractor17 in terms of winning ICB 
contracts. One of the main domestic consultancy firms has also started as a joint venture with the 
project managing consultant for the SIRIP/SIEAP projects, allowing it to steadily grow in size and 
experience18. Although the practice of joint venture contracts has been very successful in Solomon 
Islands, it has benefitted only a very limited number of companies. This is the result of the limited 
number of joint venture opportunities that have presented themselves, but also because in those 
opportunities the same companies tended to be involved. As a result, the total number of 
medium/large contractors and consultants in Solomon Islands remains very small, and a large part 
of the private sector has not benefited from joint ventures and has limited capacity. Those that are 
more capable are currently running at capacity and unable to take on more work without 
compromising performance.  

80. Another important point is that international companies are entitled to import equipment and 
materials free of taxes and duties under the umbrella of ICB contracts, and although the same 
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 It must be noted, however, that this involves a company from Fiji that branched out and started a new company in 
Solomon Islands. 
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 It now also has a good relationship with the international consultant, allowing it to request for specialists if required. 
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should apply for domestic contractors under such contracts, anecdotal evidence suggests that this 
is not the case and that domestic contractors awarded ICB contracts are still required to pay import 
taxes and duties. Under such conditions ICB contracts actually undermine the participation of the 
domestic construction industry. 

81. With respect to the small/medium-scale equipment-based contractors, there is a large 
number but only a few can be considered successful and are slowly growing in size. Most have 
backgrounds as artisans or working for MID, and a number have been trained as LBES contractors 
and gradually expanded after that. They generally lack business management and work 
organisation skills, and the capacity of these contractors and the quality of their work remains low. 
Although some tend to have access to the equipment required, they generally lack skilled 
personnel for work supervision. However, these contractors have grown beyond the LBES work 
and the medium-scale contractors already show little interest in the LBES contracts, while the 
small-scale contractors that have equipment prefer to use it in order to avoid the logistical and 
management burden of organising and supervising labour, and to allow them to increase their 
profit. 

82. The construction industry in Solomon Islands is very diverse and strongly concentrated 
around Honiara (although even there the capacity is insufficient at times of high demand). Apart 
from an obvious need to expand the existing construction industry (especially in the outer islands), 
there is a clear need to pay attention to the strengthening of the existing contractors and the 
creation of a more stable market to ensure their sustainability. This involves determining how many 
contractors and which types of contractors are required in the long run. In doing so, account must 
be taken of the fact that some contractors will evolve from one model to another and that over time, 
with road network expansion and improvement, different models may be required. 

83. In Solomon Islands it is already clear that national-level equipment-based domestic 
contractors are steadily growing, although there are a limited number of large capable companies 
that dominate the market. Additional support to the medium-sized companies is required to ensure 
sufficient competition as well as sufficient capacity during times of high demand. On the lower side 
of the scale, there is a clear need for LBES contractors on the outer islands to carry out the more 
common maintenance works where equipment-based contractors are currently not economically 
viable or lead to high mobilisation costs. In some cases these LBES contractors will develop further 
and become small-scale equipment-based contractors and possibly medium-sized contractors. 
This will largely depend on the existing market, however, with Guadalcanal-based contractors 
more likely to evolve in that manner than those on smaller islands. On the lowest part of the scale 
is the community contracting, which has proven to result in a high management burden and does 
not really lead to private sector development. Here it is strongly recommended to involve LBES 
contractors in hiring and organising the labour and avoid direct contracting, thus attaining the same 
employment benefits but without the related management costs, while at the same time ensuring a 
sustainable market for the LBES contractors. 

3.3. CAPACITY BUILDING EFFORTS 

84. In the Solomon Islands capacity building has 
been receiving increased attention, with the need 
for greater support to emerging LBES contractors 
becoming evident from the initial experiences. 
Capacity building activities for LBES contractors 
have increased under the subsequent projects. 
The duration of training for emerging contractors 
remains limited in order to ensure greater 
participation by trainees, as time spent in training 
only leads to contract award in a few cases. This is 
different from the experiences in Vanuatu and 
Timor-Leste where contractor training is followed 
by trial contracts, and as a result training 

On-the-job training of LBES contractor 
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programmes can be longer in duration (as participation results in income through the trial contract). 
Although contractor support post-contract award has been highlighted as being necessary to 
ensure capacity building objectives are met, this remains limited due to the lack of sufficient 
supervisors. It appears that this will be addressed under TSDP, however, with the hiring of 
additional supervisors based on the islands. Capacities of the existing LBES contractors remain 
weak, both regarding technical skills as well as business management skills. It is therefore 
recommended to look at the Vanuatu and especially the Timor-Leste approach of contractor 
capacity building, extending the support to emerging contractors both pre- and post-contract 
award. 

85. Capacity building for national-level domestic contractors is not explicitly addressed. Some 
contractors have benefitted from hiring former CSP staff, while others have been involved in joint 
ventures with international companies, which have led to significant development and growth. 
Some of these contractors are now successfully competing for ICB contracts. Most medium- and 
small-scale contractors remain weak, however, and would certainly benefit from specific capacity 
building programs aimed at them. This does not necessarily have to be project-based, and it would 
indeed be preferable to link this to existing capacity building institutions. The TSDP project does 
mention capacity building of national-level contractors, and it will be interesting to see how they put 
this into practice. 

86. Similarly, little appears to have been done to 
strengthen the domestic consultancy industry. 
Although the promotion of skilled professionals is 
planned under TSDP, this is mainly for MID staff. A 
similar program could be useful to ensure sufficient 
professionals in the consultancy sector, with a 
complementary program to ensure a steady market 
for them. Although the SIRIP/SIEAP project 
management consultant entered into a joint 
venture with a local company that was mainly 
responsible for hiring local personnel, this had 
enormous benefits in terms of skills and 
experience for the local consultancy firm. The 
approach of joint ventures has impact only on a 
very limited number of firms, however, and thus 
needs to be complemented with other approaches.  

87. With respect to the public sector, the reform has not gone hand in hand with staff 
retrenchments, and as a result the staff currently contracted generally does not have the required 
qualifications to deal with outsourcing (e.g. procurement, contract administration, payment 
administration, supervision, etc.). Training these staff members is not a realistic option, as many 
are nearing retirement. The approach taken so far is the creation of project implementation units, 
and most recently a Central Project Implementation Unit (CPIU). This CPIU has a large number of 
international and domestic consultants, complemented by government staff. Although this is likely 
to result in national counterparts gaining experience from the consultants, it is not clear to which 
degree they will be willing to return to their government positions afterwards. Retaining these staff 
members will be a serious challenge. Similarly, for supervision of outsourced contracts additional 
supervisors will be hired under TSDP, but it is not yet clear how these supervisors will be retained 
after the project ends. Although this approach will solve the immediate problems and allow the 
project works to be implemented, it does not necessarily provide a sustainable solution to the 
problem. 

3.4. CONTRACT AND PROJECT STRUCTURING 

88. In Solomon Islands a large number of (small) contracts are carried out with LBES 
contractors, with 138 contracts for 1,050 km planned under the TSDP project. Understandably 
there has been a continuing effort to ensure proper packaging and procurement systems for LBES 

New office of the consultant involved in SIRIP/SIEAP 
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contractors. Certain activities have been excluded from the BOQ over time as they were 
considered to be unsuitable, and the different road elements are now included in one single 
contract (previously separate contracts were applied for the carriageway, drainage and vegetation). 
Multiannual contracts and performance-based contracting have also been used.  

89. The practice of first applying volume-based contracts to bring the road up to standard and 
allow the LBES contractors to gain experience, followed by performance-based contracts at a later 
stage is considered very appropriate. The performance-based contracts themselves are not 
considered very suitable, however, with indicators that are not objectively applicable or easily 
measurable, leading to poor performance in some cases. It is highly recommended to carry out a 
review of the performance-based contracts and improve the types of indicators being used (there 
are several experiences with small-scale performance-based contractors that can be used as a 
reference).  

90. LBES contractors have had problems understanding the bidding documents, especially 
where these were only available in English. The bidding documents are currently explained in pre-
bid meetings, in which participation is required to be able to bid. Initially bids could only be 
submitted in Honiara, but now the bids can be submitted both in Honiara and the island where the 
works are to be carried out, facilitating bid submission for LBES contractors. 

91. In the approach applied in Solomon Islands a number of potential LBES contractors are 
trained, after which they immediately enter into open competition, with only a few finally awarded a 
contract. Although considered fair and free competition, this practice is resulting in low interest and 
disillusionment. It is recommended to link training to trial contracts with negotiated prices to allow 
trainees to obtain more experience, followed by open tendering. However, this would require a 
waiver for sole sourcing (with simulated tendering applied as is done in Timor-Leste).  

92. Payment delays and lack of continuous work provided a serious challenge to contractors in 
retaining their skilled workforce. In part the payment delays are caused by a lack of supervisors on 
the different islands, and additional supervisors are currently being hired under TSDP. The 
payment delays tend to be greater for small-scale contractors. Partly this is due to the fact that 
claims of smaller contractors are not always in order, resulting in delays to rectify errors. But 
anecdotal evidence suggests that having proper contacts is also crucial to ensuring timely 
payments, something that smaller contractors tend to be lacking. With part of the TSDP project 
funding flowing through the NTF, government systems are used for processing payments, causing 
delays compared to the SIRIP and SIEAP projects (where payments were managed by the 
project). 

93. The LBES contractors have difficulties getting credit with banks only accepting property and 
cash deposits as collateral. The LBES contractors are therefore provided with a 20% advance. MID 
acts as guarantor for the advance payment, resulting in some risk but greatly facilitating contract 
implementation. Bid securities and performance guarantees are not required for LBES contracts, 
further facilitating participation. For NCB contracts with national-level domestic contractors, bid 
securities and performance guarantees are required, but as these companies have better access 
to credit, this does not form an obstacle to their participation. 

94. Under the REP project different procurement systems are applied. Currently LBES 
contractors are contracted through shopping, limiting bidders to the group of contractors being 
trained. There are problems regarding the qualification requirements in the standard bidding 
documents, however, such as having experience as a prime contractor in similar works (many of 
the contractors are recently formed or only have experience as subcontractor). Contractors are 
also required to show that they have at least 10% of the contract sum in their bank account (copy 
of the deposit slip), although contractors tend to bypass this problem by lending money just long 
enough to get the required deposit slip. The REP bidding documents appear to be less suitable 
than the bidding documents developed by the SIRIP and SIEAP projects and currently used under 
TSDP. It is highly recommended to use the same procurement documents for all projects, avoiding 
confusion for the LBES contractors. 
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95. Most of the projects working with LBES contractors have restrictions regarding the use of 
equipment (some allow certain equipment to be used for transport and compaction). As a result, 
medium-scale contractors are no longer interested in the labour-based works due to the logistical 
management burden, and many smaller contractors are also complaining. It is recommended to 
give the contractors the freedom to use equipment or labour as they please. Most likely this will 
result in equipment-based operations in and around Honiara, and labour-based operations on the 
outer islands. Specific employment creation objectives around Honiara are best attained through 
complementary force account operations as is currently done for the urban services component of 
the REP project (at the same time this leads to fewer procurement related delays). 
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4. TIMOR-LESTE 

 
Map source: Wikipedia 
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96. Timor-Leste takes up the eastern part of the island of Timor and the exclave of Oecussi as 
well as the small islands of Atauro and Jaco, and has a total land area of 14,870 km2. The country 
is divided into 13 districts. The population of Timor-Leste is 1,092,100 people, giving it a population 
density of 73 people/km2 (similar to countries such as Morocco, Honduras and Iraq). It has a GDP 
of $1,054 million19 and with a GNI/capita of $2,730 it is considered a lower middle income country 
with wage rates in the order of $4 per day. According to 2009 data, the road network is 
approximately 6,000 km (including approximately 1,426 km national roads, 869 km district roads, 
716 km urban roads in Dili and some 3,000 km rural feeder roads), 30% of which is sealed 
(including 100% of the national roads and 70% of the district roads). The road density is 40 
km/100km2 (comparable to countries such as China, New Zealand and Romania), with 
approximately 5.5 km of road per 1,000 people. Many roads were damaged during the conflict and 
received very little maintenance since independence in 2002, resulting in 70% of the network 
considered to be in poor condition in 2008. In 2009 there were approximately 44,300 registered 
vehicles, resulting in only some 41 vehicles per 1,000 people. Traffic volumes are low, with only 
some 15% of the network having more than 500 vehicles per day. Responsibility for the 
management of the road network lies with the Ministry of Public Works (MPW) which was formed 
together with the Ministry of Transport and Communications in 2012 by splitting up the Ministry of 
Infrastructure (MOI).  

97. The Directorate of Roads, Bridges and Flood Control (DRBFC) is responsible for the day-to-
day management of the road network. The DRBFC consists of one central office and 5 regional 
offices. The DRBFC has 91 staff, of which only 12 have technical qualifications (7 at central level 
and 5 in the regional offices), limiting its capacity to design, procure, monitor and supervise works. 
Plans currently exist to decentralise the responsibility for rural roads to the district level. Capacities 
at this level are even more limited, posing a risk to the sustainable management of the rural road 
network. 

98. Regarding the financing of the road sector, in 2009 only $3.7 million was allocated to road 
maintenance for the entire network while it was estimated that $25 million was required for the 
maintenance of the national and district roads alone (reducing to $10.5 million once the roads had 
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been improved). Under the Road Network Development Sector Project the government was 
required to provide a 30% annual increase in maintenance funding. As a result, in 2011 the 
maintenance budget came to $5.3 million, although most was used for emergency maintenance. 
Funding for maintenance of rural roads is a serious problem, with no budget allocation from 
DRBFC in 2011, although a request of $3 million was made for 2012. In line with the planned 
decentralisation there is a proposal for conditional and unconditional grants to the districts that may 
be used for rural roads. 

99. Many government-funded contracts are presented as emergency works (65%-75% of all 
government-funded works are classified as emergency works) where open tendering tends not to 
be applied and contracts are sole-sourced. There is much anecdotal evidence of corruption in 
contract awards, with contractors even preparing projects that are then approved by local 
governments with contracts awarded to that same contractor. 

100.  On the private sector side, contractors tend to have different companies in an attempt to 
provide several bids for contracts. With some projects applying an approach of awarding only one 
contract per contractor, this also allows them to bid for other contracts after already being awarded 
a contract. Recently a contractor consortium (Consorcio Nacional Timorese - CNT) was created 
including 8 of the largest domestic contractors, 
which has been awarded a large contract ($30 
million) for the repair of urban roads related to the 
10th anniversary of independence. The creation of 
the consortium appears to have been at the 
request of Dili municipality rather than an initiative 
of the contractors in response to a large tender, 
and appears to be aimed at facilitating the 
procurement of the different road improvements 
(one large contract whereby the works are 
subdivided by the consortium members). Part of 
the works under this contract (especially drainage 
and concrete works) is being subcontracted to 
smaller contractors as this works out cheaper than 
consortium members hiring the required 
equipment.  

101.  Payment delays were mentioned as being a major problem, with contractors demonstrating 
in one case where government payments were delayed for more than a year. Obtaining bank credit 
is not a problem for larger contractors (although interest rates are high), but for LBES contractors 
this is very complicated, making it difficult to provide bid and performance securities. Although 
theoretically the contract could be used as collateral, with banks providing credit against future 
earnings of the contractor under the contract, banks tend to only accept property and cash 
deposits. 

102. The $12.5 million Road Sector Improvement Project (RSIP 2005-2010) was carried out 
through the Ministry of Public Works20 and the DRBFC, with grant funding support from the World 
Bank. The RSIP project foresaw the rehabilitation of 123 km of main roads and the labour-based 
rehabilitation and maintenance of feeder roads through small-scale labour-based equipment-
supported (LBES) contractors and community contracting (the latter with support from an 
international NGO). The project design considered the construction industry to be sufficiently 
competitive to allow for NCB. In practice only 91 km of sealed roads were rehabilitated, with 
contractors running into difficulties with local communities. In addition a total of 10 contracts were 
awarded to LBES contractors (approximately $40,000 each – average 10 bidders per contract) for 
47 km of routine and periodic maintenance with mandatory use of labour-intensive technologies. 
There were significant start-up delays resulting in additional damage to the road that was not 
covered under the maintenance contracts. Only a few contractors had the required capacity for the 
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maintenance works, and many had problems understanding the English language contracts. The 
community contracting, which was operated as a force account operation, was more successful, 
injecting significant funding into rural areas. The project concluded that more capacity building was 
required for contractors as well as for MOI staff.  

103. In 2008 the $10.2 million Investment Budget Execution Support for Rural Infrastructure 
Development and Employment Generation Project (TIM-Works 2008-2012) was started, 
implemented through the International Labour Organisation (ILO), with grant funding support from 
Norway, Ireland and the EU. The project had (youth) employment generation as its main objective, 
using labour-based technologies that resulted in 50% of works and 74% of maintenance costs 
going to labour. Due to this focus and the fact that another ILO project was already being 
implemented through the Secretariat of State for Vocational Training and Employment (SEFOPE), 
it was decided to use the same counterpart for this project. This resulted in some difficulties in 
implementation as the roads were formally the responsibility of the DRBFC.  

104. The project covered 309 km of unpaved road rehabilitation works in 7 districts (46 contracts) 
and over 2,000 km of maintenance contracts in all 13 districts (158 contracts of 2-3 months – also 
paved roads but excluding pavement repairs). Rehabilitation works were largely carried out 
through force account due to a lack of local contractor capacity, although increasingly works were 
outsourced. To build contractor capacity, 19 labour-based equipment-supported (LBES) 
contractors were trained (1 director and 3 supervisors for each firm) in aspects such as labour-
based technologies, bid preparation and costing, and given trial contracts (rollers were also 
procured by the project and hired out to the contractors). This allowed works to be progressively 
outsourced, with trained contractors carrying out a quarter of the rehabilitation works towards the 
end of the project. Training was also provided to 44 community contractors responsible for routine 
maintenance (labour-only contracts) and to 42 government engineers and supervisors. ILO 
procurement documents (service contracts) were used which are not very suitable for works, 
something that was highlighted in the project evaluation. Task rates were applied with payments 
made according to the volume of work completed. Labour productivity under the project was lower 
than expected, but costs remained competitive compared to equipment-based approaches (the 
daily wage rate was initially $2/day and later increased to $3/day). 

105. In 2009 the $52.9 million Road Network Development Sector Project (RNDSP 2009-2015) 
started in three districts west of Dili with grant funding support from ADB. The project originally had 
the Ministry of Infrastructure as counterpart (now the responsibility lies with the Ministry of Public 
Works) and aimed to rehabilitate 232 km of national roads, establish a road maintenance program 
for 302 km of national roads with small-scale LBES contractors, and replicate the RSIP and ILO 
approaches of community contractors for 90 km of rural road rehabilitation. Due to the limited 
capacity of medium/large domestic contractors (especially financial resources and 
technical/managerial skills), it was initially decided to carry out most of the rehabilitation works 
work through one large contract package in order to attract international companies. Domestic 
participation was limited to 6 smaller packages for rehabilitation and 15 small packages for routine 
maintenance. However, due to the deteriorated stage of the network and a desire for more 
comprehensive upgrading of the roads, this was later changed with 6 packages identified, 3 of 
which were to be procured through ICB and the other 3 through NCB, with a margin of preference 
given to domestic bidders for the ICB contracts. Training of 80 local LBES contractors was planned 
to enable them to bid for the routine maintenance contracts, with the training being a prerequisite 
for bidding.  

106. A technical assistance grant, Our Roads - Our Future (2009-2013), was added on to the 
RNDSP project to develop a community participation model for the planned rural road 
rehabilitation. The TA originally aimed to develop 10 community contractors and provide training to 
800 community members, using direct procurement in line with ADB‟s community participation 
approach. So far 37 labour crews of 11 persons have been created under the TA for carrying out 
unskilled works. 
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107. The $146.66 million Road Network Upgrading Project (RNUP 2012-2017) with funding from 
ADB and JICA focuses on the roads running west (59 km national roads - ADB) and east of Dili 
(116 km national roads from Dili to Bacau - JICA). The project aims to improve the competitiveness 
of the private sector and to continue the promotion of community participation in road works. It was 
decided, however, that the patch and mend approach was not sufficient and that full rehabilitation 
of the roads concerned was required. Contracting for the ADB section is through two ICB 
contracts, with the international contractor required to carry out performance-based maintenance 
during the two-year defect liability period. At the same time, 10 domestic contractors will be trained 
to continue with performance-based maintenance after the defect liability period ends, with a target 
of having half the national road network under performance-based maintenance by 2015. Road 
maintenance microenterprises are also mentioned in the project document, along the lines of the 
Latin American experiences, although it is not clear what role these would play. 

108. With the ADB taking care of the roads to the West of Dili and JICA taking responsibility for 
roads to the east of Dili, the $115 million Road Climate Resilience Project (RCRP 2010-2015) 
focuses on the 110 km road going to the south from Dili to Ainaro. Funding support comes from a 
World Bank IDA grant and IBRD loan. Originally the project was only for $23 million to repair the 
worst sections of the road, but after significant damage during the rainy season it was decided to 
do a full rehabilitation and to make the road more climate resilient. Where some of the originally 
planned repairs were to be carried out through NCB, in the adjusted project all contracts are 
procured through ICB (5 packages) with NCB contracts implemented only to keep the road 
accessible until rehabilitation works are carried out. Similar to the RNUP project, the rehabilitation 
contract is to include performance-based maintenance during the two-year defect liability period as 
part of the ICB contract, followed by three years of performance-based maintenance contracted 
through NCB. International contractors will be encouraged to subcontract routine maintenance to 
small-scale equipment-based or LBES contractors and community contractors and to create joint 
ventures with domestic contractors (it is even considered to make this mandatory). However, joint 
venture partners are required to comply for at least 25% with the qualification criteria, leaving very 
few domestic contractors that will be eligible. The domestic contractors will be supported by a road 
maintenance specialist under the project. 

109. With the end of the TIM-Works project, a follow-up Enhancing Rural Access (ERA 2011-
2015) project was started with $10 million funding from the EU and implemented by the ILO. This 
project focuses primarily on the development and training of the private sector through two national 
training institutions: the Institute for Support to Entrepreneurial Development (IADE21) for business 
and contract management training and the Don Bosco Training Centre for the technical training. 
The project foresees an eight-week training course for labour-based rehabilitation contractors and 
a six-week training course for routine maintenance contractors, each with 3 weeks of field work. 
The rehabilitation training will be followed by trial contracts, for which the project includes funding 
for 150 km of rural road rehabilitation. As the project is very much aimed at business development, 
it has the Ministry of Economy and Development as counterpart.  

110. Another project aimed at rural roads is the $50.6 million Roads for Development Project 
(R4D 2012-2016) with funding from AusAID and implemented by the ILO in all 13 districts. This 
project has the DRBFC as direct counterpart, but in light of the planned decentralization, funding is 
to be channelled through the 13 District Administrations. The project is currently lacking 
counterpart staff, with the Ministry giving more attention to the national and district roads and 
related projects. With a lack of sufficient capable supervisors in DRBFC and especially at district 
level, the project plans to make use of SEFOPE staff trained under TIM-Works. The project 
foresees 450 km of rural road rehabilitation, 40 km of new construction (to be funded by 
government), 700 km of periodic maintenance and 1,150 km of routine maintenance, with an 
estimated 200 contracts over a four-year period (up to 62 contracts per year). The project will make 
use of labour-based approaches, but has to cope with increased minimum wage rates of 
approximately $4.5 per day ($150/month).  
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111. The focus lies on creating private sector capacity for rural roads. Although it was considered 
that there would be enough capable contractors for the rehabilitation works from the TIM-Works 
and ERA projects, this has proven to be problematic as ERA contractors are still in training and 
insufficient TIM-Works contractors are available. There are a large number of registered 
contractors in the country22, but these lack technical skills and bidding experience. R4D is therefore 
currently training contractors itself with the aim of having some 10-20 capable LBES contractors 
per district. Training will include courses for contractors‟ supervisors and engineers (theoretical and 
practical) and for the company managers (pricing and bidding as well as general business 
management). Trial contracts will be used with trained contractors bidding for up to three contracts. 
Each contractor will only be awarded one contract and the final contract prices will be negotiated. 
This provides bidders with the opportunity to practice the acquired skills while still ensuring 
competitive and realistic prices. Although R4D has a provision for equipment procurement for 
contractors similar to TIM-Works, there is currently more equipment available from the private 
sector and contractors will likely be required to hire this equipment for their contracts. 

112. The community contracting modality used under TIM-Works for routine maintenance is 
considered too cumbersome in terms of contract management and supervision, and these works 
will instead be contracted out to LBES contractors (possibly in combination with periodic 
maintenance or rehabilitation) who in turn will subcontract the communities according to agreed 
modalities, standards and criteria. In principle one area-wide routine maintenance contract per 
district will be applied under the project (up to 90 km per contract).  

113. It is planned to use government procurement systems later on in the project, but at present 
these systems are not considered suitable as they lead to delays and many different procurement 
systems are in place (centralised and decentralised). Initially ILO procurement systems and service 
contracts are being used, despite not being very suitable for works (although the ILO service 
contract is complemented by the FIDIC short form of contract). R4D plans to support the 
development of harmonised systems for procurement and prequalification.  

114. Apart from the projects mentioned above, there has been considerable support to DRBFC in 
building their capacity. The JICA funded Capacity Development of Road Works (2010-2013) 
includes support in developing and operating a road asset management system, while ADB has 
provided several technical assistance grants aimed at institutional development and capacity 
building such as the Infrastructure Sectors Capacity Development (2005-2008) that supported the 
development of a Master Plan for National Roads (MPNR), and the recent Infrastructure 
Management (2012-2014) that will help develop a strategic plan for MPW. EC support was 
furthermore provided to the development of a Master Plan for Rural Roads (MPRR). 

4.1. POLICIES, GUIDANCE, CONTROLS AND INCENTIVES 

115. Although all road works are contracted out in Timor-Leste, there does not appear to be a 
strong political commitment to promoting competition with the aim of reducing costs. Most 
government funded works are classified as emergency works in an attempt to avoid open bidding. 
As such the benefits of outsourcing are not being achieved, while the lack of transparency in the 
construction market is discouraging the private sector to invest and grow.  

116. At the same time there is a lack of coordination between different donors and projects, 
resulting in a large number of different approaches and procurement systems being used. In this 
context, it is difficult for the government to decide which particular system to follow itself and to 
develop its own systems, leading to the problems mentioned in the previous paragraph. Lately 
there appears to be greater coordination in the road sector, with ADB taking the lead for national 
and district roads and AusAID for rural roads. This should be further encouraged with the aim of 
developing a uniform approach to private sector development in the road sector, taking into 
account the different road types and management responsibilities.  
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117. With the current oil revenues, a lot of money is going into infrastructure, providing significant 
work opportunities for domestic contractors (although much is outside the road sector). Funding for 
the road sector is limited, however, and maintenance allocations are insufficient to cover the 
maintenance needs. As a result, the market is very volatile with contracting opportunities 
dominated by the short-term donor-funded projects. Maintenance funding allocations are 
increasing, but are mostly allocated to emergency maintenance rather than planned maintenance. 
For rural roads, funding is very uncertain and highly donor project dependent, although R4D is 
attempting to stimulate government allocations. Planned decentralisation may prove beneficial if 
the districts are allocated sufficient funds and prioritise the rural road network (although 
experiences in other countries are not very positive in this regard).  

118. The development of the Master Plan for National Roads and the Master Plan for Rural Roads 
will assist in harmonising works and creating a more stable market. However, at the moment the 
works being carried out remain very much uncoordinated, making it difficult for contractors to 
identify future contracting possibilities and making it uncertain whether they will be eligible to bid or 
not. 

119. Overall there is a steady support to private sector development in the road sector. The 
government commitment is not that strong, however, and there is still a certain degree of chaos 
regarding the specific path to be followed in encouraging the private sector to participate. This is 
reflected by the different contractors who are struggling to understand the different project 
requirements and are having difficulties providing bids in light of the many different procurement 
and contracting systems being used. Further harmonisation together with clear government 
support is needed to create the required stable marketplace. 

4.2. MODELS OF LOCAL PARTICIPATION 

120. In Timor-Leste a similar range of models as in Solomon Islands has been used by different 
donors and projects, and even by government itself. These have included joint ventures with 
international contractors, direct contracting of national-level equipment-based domestic 
contractors, small-scale LBES contractors, labour-based community contractors and community 
contracting approaches. Often different models have been applied in parallel under different 
projects for the same type of works, especially in rural roads.  

121. For rural roads there is a strong focus on labour-based approaches which is justified given 
the low wage rates and the fact that most rural roads are unpaved. Especially in rural areas the 
very low wage rates and the limited equipment availability make the labour-based approach very 
competitive. Community contracting has been strong in the past, often implemented as a sort of 
force account approach, with supervision provided by the Employer. This approach appears to be 
losing ground, however, in favour of subcontracting community labour through LBES contractors or 
community contractors in order to reduce the management burden.  

122. The development of LBES contractors and community contractors is currently accelerating, 
with different projects taking this approach. The focus is currently on the rapid creation of these 
contractors in order that they may carry out the required project works. However, as these projects 
come to an end, the question is what the market size will be and how many of these contractors 
will be able to survive, especially in light of the planned decentralisation and the impact this may 
have on rural road funding.  

123. For routine maintenance of national roads the preferred model similarly appears to be 
community contracting and LBES contractors subcontracted by the main contractor (initially 
international contractors and later domestic contractors). It is expected that the same conclusion 
will be reached as in the R4D project, that community contracting is too cumbersome, especially 
for international contractors. Subcontracting of LBES contractors is likely to provide a more suitable 
approach, with these LBES contractors hiring the required labour from local communities. It is 
unlikely, however, that sufficient capable LBES contractors will be available without creating 
competition in demand for contractors developed for the rural road network. Additional LBES 
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contractors will therefore need to be developed and trained, including attention to performance-
based maintenance that is being introduced. 

124. For the other works on the national roads, the focus has shifted towards international 
contractors in light of the large works being carried out under the current projects. Joint ventures 
with and subcontracting of domestic contractors is encouraged, but direct contracting of these 
domestic contractors is limited. This approach is expected to be very beneficial to the domestic 
contractors involved in the joint ventures or subcontracts, but the number of benefiting domestic 
contractors will be very limited (likely the international contractors will focus on the most qualified 
domestic contractors, while less qualified contractors get left out). Additional support to national-
level domestic contractors through NCB contracts and capacity building is highly recommended to 
ensure sufficient competition in the future and to avoid a situation as in Solomon Islands and 
Papua New Guinea where the few developed domestic contractors are working beyond their 
capacity and less developed contractors have a lack of work. There is one experience with the 
creation of a consortium, but this appears to be more aimed at facilitating the procurement process 
on behalf of Dili municipality than at combining capacities to obtain a larger contract. It will be 
interesting to see, however, if the existing consortium has the capacity and will try to bid for the 
planned ICB contracts. 

125. In Timor-Leste there is a strong divide between the national and rural road networks in terms 
of the models being applied. In the national road network there is a tendency towards large works 
and long-term performance-based contracts requiring larger contractors (international or domestic). 
Under such an approach, smaller works will be subcontracted and ensuring sufficient capacity thus 
becomes the responsibility of the main contractor. Nevertheless, there is a need for the 
government and donors to decide which model of subcontracting they would like to see, in order 
that this may be promoted (e.g. through relevant clauses) and supported (e.g. through the 
development of LBES or community contractors). There is a strong risk of the larger contractors 
taking the easier option of attracting the LBES contractors from the rural road networks. Although 
rural road contractors should not be prohibited from working in national roads, sufficient capacity 
for both networks needs to be ensured. 

126. For the rural road network a large number of LBES and community contractors are currently 
being developed and the future focus will need to be on making them sustainable. It is strongly 
recommended to avoid community contracting in favour of making the contractors responsible for 
labour organisation. Although evolution to equipment-based options is not yet an important issue in 
Timor-Leste (unlike on Guadalcanal in the Solomon Islands), this is likely to happen at some point 
in time as Timor-Leste and its road network develop further. The LBES and community contractors 
should be free to use equipment, unless specific objectives of employment creation validate 
restricting contracts to the use of labour-intensive approaches (e.g. to avoid social unrest or 
alleviate poverty in rural areas).  

4.3. CAPACITY BUILDING EFFORTS 

127. Considerable attention is being given to capacity building in Timor-Leste. For the private 
sector, most of this is focused on LBES and community contractors. Where the TIM-Works only 
started training contractors at a later stage, carrying out initial works through force account, the 
subsequent ERA and R4D projects have a very strong focus on contractor capacity building as a 
prerequisite for initiating works. The ERA project is even concentrated around contractor training, 
with the works forming a means of providing on-the-job training rather than the ultimate objective of 
the project. This project also provides the training through two national training institutes (IADE and 
Don Bosco), meaning that training can continue even after the project ends. This appears to be a 
more sustainable approach than having project staff provide the training directly. Both these 
projects are being implemented by the ILO which has a lot of experience in training local 
contractors, and is ensuring proper coordination in the approaches being used in both projects.  

128. The capacity building programs for the LBES contractors are very comprehensive, consisting 
of 6-8 weeks of training (including 3 weeks in the field), significantly more than in Solomon Islands 
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and comparable to Vanuatu. This is followed by trial contracts, where contractors have the 
opportunity to gain on-the-job experience but at the same time earn an income, increasing interest 
in the training programme (this is different from Solomon Islands where trained contractors 
immediately have to compete with each other and do not necessarily obtain a contract). 

129. It is likely that by the end of the ERA and R4D projects, there will be a sizeable group of 
LBES contractors capable of carrying out most works in the rural road sector. Proper registration of 
the trained contractors is important to ensure that in future other projects may contract them. 
However, the contractors being trained will likely be fully occupied in the near future carrying out 
the planned works under these two projects. Demands for similar contractors from other projects 
(especially for routine maintenance of national roads) will require additional contractor 
development which is not sufficiently addressed under the national road projects, and additional 
capacity building will be required to ensure sufficient contractors for the national road network as 
well. 

130. Regarding the national-level equipment-based domestic contractors, insufficient support is 
being given and they are assumed to build their capacities through joint ventures, subcontracting 
and self-acquired training. Although some projects mention training of these contractors, this is 
generally not well worked out and budgeted, with the risk that it will not be properly carried out in 
practice. An example is the RNUP project that mentions the training of domestic contractors in 
performance-based maintenance, but has yet to work out how this will be done. As the RCRP 
project is applying a similar approach, the coordination of capacity building efforts will be important. 
Relying on international contractors to provide the capacity building through joint ventures or 
subcontracting will not result in a sufficient number of capable contractors to ensure proper 
competition after the end of the defect liability period. 

131. Government institutions have received large amounts of capacity building support over the 
years. However, with the frequent restructuring and the lack of qualified personnel, this does not 
appear to have had the desired impact. At the same time, projects have been working with different 
counterpart institutions. Notable in this respect are the rural road projects, which have had the 
Secretariat of State for Vocational Training and Employment (SEFOPE), the Ministry of Economic 
Development and the Department of Road, Bridges and Flood Control (DRBFC) as project 
counterparts. As a result, SEFOPE continues to receive funding from government for road works 
despite not having any formal responsibility in the sector, as it has capable staff trained under the 
TIM-Works project.  

132. With the considerable funds being received from oil revenues, funding will be less of an issue 
and the problem will be more the capacity to implement the works. Ensuring that DRBFC staff are 
properly trained (for national and rural roads) and retained within the department should be a high 
priority. If the planned decentralization of rural roads is put into effect, there will further be a need 
for additional capacity building at district level.  

4.4. CONTRACT AND PROJECT STRUCTURING 

133. Procurement is a serious problem in Timor-Leste, with a large array of different procurement 
systems being applied by different donors and government. Procurement regulations are spread 
over 13 different laws. There has been some harmonisation between donors as of late, but there is 
no formal coordination mechanism to ensure harmonisation and standardisation. This is making it 
very difficult for the private sector to provide proper bids and to comply with the contract 
requirements. At the same time, 65%-75% of government funded contracts are classified as 
emergency works and procured on a sole sourcing basis, avoiding the need for open tendering. 
Smaller contractors have also mentioned difficulties understanding the bidding documents that are 
often in English. This is of course exacerbated by the fact that each project is using different 
bidding documents. The development and use of a harmonised and standardised procurement 
system (preferably a government system) should therefore be a main priority. This is foreseen for 
the rural roads under R4D, but it is unclear if this will also be used for national roads.  
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134. Sole sourcing has also been used for the trial contracts forming part of the training 
programme for LBES contractors. This is only for the training period, and tendering is subsequently 
opened up for free competition. In the case of community contracting, force account operations are 
still in use. Under the RNDSP project sole sourcing of community contractors was applied in line 
with ADB regulations for community participation. 

135. An important change introduced recently is the use of performance-based contracts. These 
have not yet been used in Timor-Leste, although some maintenance contracts have had 
performance-based aspects. These will be applied in the contracts with international contractors for 
the rehabilitation of national roads and subsequent maintenance during the two-year defect liability 
period. The suitability of this approach is questionable, as performance-based maintenance differs 
strongly from a defect liability period. A two-year performance-based contract after significant road 
reconstruction is unlikely to provide visible benefits due to the limited damage expected in the first 
two years, and may as a result lead to the disqualification by government of the performance-
based approach as it is seen to result in high payments in return for little work. The use of two-year 
contracts during the defect liability period may be justified in terms of having the international 
contractor train domestic contractors in performance-based maintenance during the two-year 
period in order that they take over for the next three years, but then the main risk is placed with the 
domestic contractors who will become responsible for the period when more significant damage is 
expected and more maintenance is required.  

136. The true benefits of a traditional output- and performance-based contract (OPRC) require at 
least a five year maintenance contract linked to the initial repair work (and more in case of full 
reconstruction). It appears, however, that the decision for two-year contracts was taken to avoid 
the project duration being extended excessively (there are precedents, however, of performance-
based contracts extending beyond the project duration, and in Papua New Guinea contract periods 
of 10 years are being applied). Under such longer contracts the maintenance works will likely still 
be subcontracted to domestic contractors and thus still provide experience and incomes, while at 
the same time continued support from the international contractor is ensured as well as extended 
liability for the reconstruction work carried out (in terms of being financially responsible for ensuring 
a specific standard and repairing any damage). 

137. In some cases contractors can only be awarded one contract, irrespective of their capacity. 
As a result many contractors have several companies, allowing them to also submit different bids. 
This is also applied to regular bidding procedures, giving them a greater chance to win a bid. In 
one case a consortium was created and awarded a large contract on a sole-sourced basis as a 
means of avoiding extended procurement delays. The consortium divides the work between its 
members, with several smaller works subcontracted to other contractors. 

138. Payment delays were mentioned as a major problem by contractors, in one case even 
leading to demonstrations where payments had been delayed for more than one year. Access to 
credit is not difficult for larger companies, but is a major problem for smaller contractors that are 
not able to provide property or cash deposits as collateral (future earnings under the contract are 
generally not accepted as collateral), making it difficult for them to comply with requirements for bid 
securities and performance guarantees. 
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5. TONGA 

 
Map source: Wikipedia 

Capital 
Number of Islands  
Number of main islands  
Population  
Land area   
Population density  
GDP   
GDP/capita  
GNI/capita (Atlas method) 
Road length  
Road density  
Road density  
Main roads  
Sealed roads  
Registered vehicles 
Vehicle density  

Nuku'alofa 
171 islands 

2 main island 
103,700 people 

720 km
2
 

144 people/km
2
 

US$ 434 million 
US$ 4,152 
US$ 3,820 

878 km (2010) 
122 km/100km

2
 

8.5 km/1,000 people 
- 

40% 
15,500 vehicles (2010) 

149 vehicles/1,000 people  

139. Tonga consists of 171 islands (36 inhabited) with a total land area of only 720 km2. Most of 
the population (70%) is concentrated on the main island of Tongatapu. It has a population of 
105,000 people, giving it a high population density of 145 people/km2 (similar to countries such as 
China, Denmark, Uganda). It has a GDP of $434 million and with a GNI/capita of $3,820 it can 
almost be considered an upper middle income country with wage rates in the order of $10 per day. 
Donor funding is very important and provides 15% of GNI (over $500 per person per year), while 
remittances provide as much as 40% of GNI. According to 2010 data, the road network is 878 km 
(including 646 km of main roads and 232 km of community roads), 40% of which are sealed 
(mainly chip seals, a few sections with AC). The road density is very high for Pacific Island 
Countries at 122 km/100km2 (comparable to countries such as Sweden, Austria, and Latvia), 
although the high population density results in only 8.5 km of road per 1,000 people. In 2010 there 
were approximately 15,500 registered vehicles, giving a high vehicle density of 149 vehicles per 
1,000 people. The traffic volumes are relatively low, however, with 80% of the network having less 
than 500 vehicles per day. Responsibility for the management of the road network lies with the 
recently created Ministry of Infrastructure (MINFRA)23.  

140. According to the 2005 Transport Sector Review, 80-90% of maintenance was carried out 
through force account at the time, with some private sector involvement in grass cutting and 
equipment hire. The review recommended setting up a Ministry of Transport to be responsible for 
transport management, the government to withdraw from commercial activities (e.g. Mechanical 
Workshop) and to contract out all works under competitive bidding. It also identified a need to 
increase funding for maintenance from $0.59 million to approximately $1.45 million and for 
reinvestments from $0.08 million to approximately $1.00 million. This was to be achieved through 
an increase in user fees from fuel tax and vehicle registration, although it did not recommend 
creating a road fund at that stage. Procurement was also a problem, in response to which a 
Procurement Unit was created under the Ministry of Finance and National Planning in 2007, and a 
Procurement Act and associated Regulations, Manual and Standard Documents were enacted in 
2010. The Companies Act was also amended to allow for easier registration of companies. 

                                                
23

 Up till May 2012 this was the responsibility of the Ministry of Transport, which in turn was created from the Ministry of 
Works. 
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141.  In 2008 the ADB carried out a study under its Pacific Region Private Sector Development 
Initiative (PSDI) on the development of a sustainable road maintenance program in Tonga. This 
study identified a severe lack of maintenance in the past, with most roads not receiving any 
periodic maintenance for over 10 years, and many going without routine maintenance for the past 
three years. It concluded that most of the backlog required resurfacing works, with few foundation 
failures identified. It recommended using foreign contractors to carry out the resurfacing works in 
light of the absence of a domestic contracting industry capable of doing this, recommending 3-5 
year contracts of approximately $1 million to ensure sufficient interest from international 
companies. It also recommended including the operation of quarries in the contract to avoid 
disputes regarding materials. The resurfacing works would only be carried out during a few months 
a year, but the contractors would be required to provide full-time supervisors to manage the other 
maintenance activities carried out by domestic contractors. The New Zealand Transport Authority 
(NZTA) contract document was recommended as being easy to use and familiar to contractors in 
the region.  

142. There were only some 60 maintenance workers under MOW at the time and it was not 
considered feasible to create a company around them (as was done in Samoa) as part of the 
reform. Instead it was recommended to stimulate the private sector to hire them. Other MOW staff 
would be incorporated into the management functions in MOT. MOW equipment and plant would 
be sold to the private sector or as scrap metal. Hiring out of equipment by MOW was not seen as 
an option because the income would go straight to the Treasury instead of to MOW. 

143. As of 2012, almost all road works are being 
outsourced. Despite this important reform from 
force account to outsourcing, the ministry recently 
acquired a significant amount of heavy plant and 
equipment using a Chinese soft loan, which it 
plans to place on the islands and use for 
emergency works or hire out to contractors. 
Contractors have mentioned this to be a 
disincentive to invest in equipment, as they expect 
that MINFRA will underbid them when hiring out. 
They also expect problems in using the 
machinery, as most is Chinese-made for which 
little experience exists regarding use and 
maintenance. 

144. Funding for road maintenance currently comes from a $4 million allocation from the 
government budget, forming approximately 6% of the total budget. A road fund was recently 
created, receiving a $0.3 million allocation from the government budget. For the future it is planned 
that the road fund will be financed from vehicle registration and fuel excise.  

145. Based on the results of the Transport Sector Review, the $17.09 million Transport Sector 
Consolidation Project (TSCP 2008-2013) was approved with funding support from the World Bank 
and later from AusAID. The project aims to create suitable policy, institutional and operational 
frameworks. This includes the promotion of private sector development, increased market 
competition, and user charges to fund works. It also includes the introduction of a simple asset 
management system in response to several past failures. Infrastructure investments and support to 
the private sector were increased significantly with the additional AusAID funding, leading to the 
introduction of ottaseals, road maintenance funding and a significant expansion of the TA team. 
The target is to have 3 domestic consultancy firms fully capable of design and supervision for road 
maintenance, have 8 national-level domestic contractors trained and capable of submitting bids, 
and have 75 km under maintenance by domestic contractors by the end of 2013.  

146. With the recent move to outsourcing of road works, the TSCP project and MINFRA have 
decided to focus on the direct contracting of domestic contractors rather than using international 
contractors, contrary to the 2008 Private Sector Development Initiative report recommendations. 

New MINFRA plant and equipment 
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One contract was awarded to a joint venture with an international company, but that international 
company went into liquidation and the domestic contractor is currently struggling to complete the 
works.  

147. These TSCP contracts are some of the first road contracts to the private sector. The 
historical domination of the force account approach means that experienced domestic road 
contractors are non-existent. Existing domestic contractors consist of 2-3 large contractors 
(maximum contract sizes of $1 million - $2.5 million annual turnover), 6-8 medium-scale 
contractors, and some 40 small-scale contractors ($25,000-$50,000 annual turnover). The large 
and medium-scale contractors are mainly building contractors or quarry operators who are only 
now entering the road sector, while the small-scale contractors tend to be artisans or former MOW 
staff (approximately 50 MOW workers that had day labour contracts were dismissed with the 
reform). Currently the different contractors appear to be in direct competition for the smaller routine 
maintenance contracts, though this may change as the larger contractors gain more experience 
and more road sector funding becomes available. 

148. Although the building contractors generally have business management experience, they 
lack technical and organisational experience regarding road works (e.g. cash flow planning, quality 
assurance, work programming). For this reason many have hired former MOW staff to assist in 
works implementation, although they have mentioned problems adjusting them to the private 
sector way of working. Good skilled workers are still hard to come by, with company owners 
sometimes operating costly equipment such as bitumen trucks themselves, leaving less time for 
the management of their company.  

149. The former MOW staff members that created their own companies do have road experience, 
but lack business management skills. Although the TSCP program includes a provision for 
contractor training, this is insufficient in light of current contractor capacities. While the larger 
contractors generally have good relationships with banks for credit, smaller contractors tend to be 
dependent on other sources of credit, including lending from larger contractors. This is largely due 
to the fact that banks only accept property and cash deposits as collateral, and do not provide 
credit against future payments under the contract. Proper supervision is very important to provide 
timely feedback to contractors and ensure quality, but with little maintenance carried out in the past 
decade, MINFRA supervisors are very demoralised. 

150. Apart from the TSCP, there is a $12.5 million Nuku’alofa Urban Development Sector Project 
(NUDSP) with grant funding support from ADB and AusAID, which includes rehabilitation of 14 km 
of main roads entering Nuku‟alofa as well as the construction of sidewalks and drainage works. 
There is also an approximately $39 million National Road Improvement Project (NRIP) funded by a 
loan from China‟s EXIM Bank, that rehabilitated 64 roads on Tongatapu island with a length of 130 
km. This project involves concessional lending and is being carried out by Chinese contractors, 
although the requirements were later relaxed allowing support from domestic contractors. One of 
the Chinese contractors has also acquired a quarry license. The Chinese contractors have 
completed the works under the NRIP and appear to be awaiting a new project with Chinese 
funding rumoured to start soon. In the meantime the Chinese contractors have started bidding for 
NCB contracts and have been awarded a few contracts under NUDSP (they have also bid for one 
contract under TSCP). As these contractors still fall under the NRIP project and are exempted from 
paying taxes and import duties on equipment and materials, they are able to underbid the domestic 
contractors. In response to this, the TSCP project has increased the limit for shopping to $100,000, 
allowing only invited domestic contractors to bid in an effort to support the development of these 
contractors. There are also subsidiaries of other international contractors, but these are not tax 
exempted and tend to only bid for large contracts beyond the scope of most domestic contractors. 

151. A contractors‟ association was recently created under the Tonga Chamber of Commerce and 
Industry (TCCI) at the request of the government to act as a counterpart for discussions. The 
association currently has 20 members (mainly medium-large contractors), although it plans to 
expand its membership. Under the TCCI there is also a Tonga Business Enterprise Centre (TBEC) 
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funded by NZMFAT that provides business advice and support. They provide generic training 
courses but also give custom-made support24. 

152. In terms of consultancy firms, there are 3-4 stronger firms ($50,000-$200,000 annual 
turnover), including one subsidiary of an international firm and three domestic firms. Two of the 
domestic firms have experience in joint ventures with international companies. They mention that it 
is difficult to get skilled personnel, and one of the domestic firms therefore mainly uses engineers 
from the Philippines.  

5.1. POLICIES, GUIDANCE, CONTROLS AND INCENTIVES 

153. In Tonga there is government support for outsourcing of road sector services to the domestic 
private sector with a recent move away from force account. However, the purchase of new plant 
and equipment by MINFRA appears to be at odds with this approach and is likely to provide a 
disincentive for the private sector to invest in equipment. The Chinese funded road works have 
also provided limited opportunities for the domestic construction industry, with all contracts 
awarded to Chinese contractors (although a limited role for the domestic contractors was later 
introduced).  

154. Support to the reform towards outsourcing from the TSCP project, currently the main road 
sector project, is strong. However, it was not designed with sufficient capacity building activities 
aimed at the domestic construction industry. Although this support is currently being provided on 
an adhoc basis, a more structured approach in the project design would have been preferable. 

155. The recently established road fund is likely to ensure a more sustainable and predictable 
source of funding, ensuring a more stable market for contractors and providing them with an 
incentive to invest in equipment and plant. However, the road fund is currently financed by a 
(small) annual allocation from central government, and this needs to be replaced by dedicated 
funding sources from user charges, ensuring that the generated funds are in line with maintenance 
needs for the road network.  

156. The reform towards outsourcing is relatively recent in Tonga and support from government 
and donors appears to be insufficiently structured. Nevertheless the reform is strongly encouraging 
private sector development in the road sector, and a lot of support is being provided to the 
domestic contracting industry, albeit on an adhoc basis. 

5.2. MODELS OF LOCAL PARTICIPATION 

157. The model currently being promoted in Tonga is that of national-level equipment-based 
domestic companies contracted directly through NCB, similar to the approach used in Samoa. 
Labour-based approaches are not a viable option in Tonga in light of the high wage rates and high 
portion of sealed roads. As a country it is very similar to Samoa, although its network is spread 
over more islands. It is therefore logical that a similar model is being applied. The main difference 
with Samoa is that the contractors in Tonga are only recently entering into the road sector or are 
new companies formed by former MOW staff.  As a result, there are a large number of emerging 
small-scale contractors that are in direct competition for the smaller routine maintenance contracts 
with the larger established building contractors that are eager to establish themselves in the sector 
(although to a certain extent this is also the case in Samoa).  

158. This focus on domestic contractors appears to be ensuring sufficient competition (4-8 bids 
per contract, 14 bidders for the first contracts). The approach of national bidding with proper project 
support to contractor development is also considered to be more suitable for Tonga than an 
approach of joint ventures or subcontracting with international companies, which is likely to benefit 
only a small number of firms and would require larger contracts (in Tonga most works involve 
routine and periodic maintenance that is within the capacities of domestic contractors). However, in 
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 This is often done by international advisers as Tongan firms generally do not wish to show their financial data to 
domestic advisers. 
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the absence of joint ventures with international companies that provide support to domestic 
contractors, this support has to be provided by the government and donor projects. As long as 
sufficient support can be ensured, this approach will quickly result in a suitably sized road 
construction industry with sufficient technical and managerial experience.  

159. The suitability of national-level contractors for road works on smaller islands (and related 
mobilisation costs) will need to be further assessed. The creation of equipment pools on the 
different islands as proposed by MINFRA does not seem viable. Although the management of this 
equipment may be outsourced to the private sector in order to ensure proper maintenance, there is 
simply not enough work on most islands to warrant the year-round presence of such equipment, 
which is likely to quickly deteriorate. 

160. With time it is likely that there will be an evolution of the different contractors, with larger 
contractors focusing on larger periodic maintenance and rehabilitation contracts, and smaller 
contractors aiming at routine maintenance contracts (although this distinction may not be very clear 
due to the limited size of the road network). With larger contractors also active in other sectors 
(especially the building sector), there is sufficient potential for several companies to exist side by 
side in competition. For the smaller companies it is highly likely that a number will fail, especially 
with the current competition for routine maintenance contracts provided by larger contractors. The 
staff of these companies will likely be hired by the larger companies. However, it will be important 
to properly monitor this in order to avoid that the market is dominated by a small number of large 
companies, leading to higher costs and lack of capacity (as is happening for larger works in 
Solomon Islands and Papua New Guinea). Dedicated support to the smaller contractors to improve 
their business management and bidding skills appears warranted to ensure that they continue to 
compete with the larger contractors, at least for the routine maintenance contracts. 

5.3. CAPACITY BUILDING EFFORTS 

161. The relative infancy of the transition process towards outsourcing in Tonga means that the 
domestic private sector for the road sector is still very weak. Although the larger contractors have 
considerable experience as building contractors, they are weak in managing road works. The 
smaller contractors created by former MOW staff have no business management experience and 
need considerable support.  

162. Capacity building for these domestic contractors is currently provided by the TSCP project in 
the form of training before the start of each bidding process and follow-up support during 
implementation. The original project design included only limited capacity building, however, and 
training activities appear to be adhoc in response to identified needs and available training 
budgets. Contractors are also faced with a shortage of skilled personnel. As a result, the company 
managers are often involved in activities such as operating the more complicated equipment, at the 
expense of time spent on managing the company. 

163. NZMFAT also supports general private sector development training through the Tonga 
Business Enterprise Centre (TBEC), and this institute could be involved to provide more general 
business support to the contracting industry, and possibly even custom-made support. Another 
important entry point for capacity building is the new contractors‟ association. Although very new, 
this provides a good entrance point for delivering training to the entire construction industry, as well 
as forming a means of getting feedback from the industry regarding capacity building needs. This 
will require that the contractors‟ association becomes more inclusive, however, instead of only 
representing the larger contractors. 

164. With the recent creation of the Ministry of Infrastructure, people have been shifted around 
and a number of posts have not been filled yet. It would appear that there is some competent staff 
in place, but their new role as contract managers means that significant capacity building will be 
required to develop procedures and skills. The TSCP project has envisaged providing some of this 
capacity building. 
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165. In terms of consultancy firms, there are currently 3-4 stronger firms active in civil works, three 
of which are domestic. Two of these have joint venture experience with international companies, 
which allowed them to gain skills. Getting and retaining skilled personnel remains a problem, with 
one of the consultants using mainly staff from the Philippines. The TSCP project also foresees 
capacity building of consultancy firms, with a target of having 3 domestic consultancy firms fully 
capable of design and supervision for road maintenance. 

5.4. CONTRACT AND PROJECT STRUCTURING 

166. Up till recently, road works in Tonga were carried out through force account, and only in 2012 
did all road works become outsourced (except for some emergency maintenance works). The 
procurement procedures have recently been improved with the new Act, Regulations, Manual and 
Standard Documentation. World Bank procurement documents are currently being used under the 
TSCP project, but at a later stage Tongan procurement documents are to be used.  

167. Competition is quite strong, even for the smaller contracts, with both larger building 
contractors and smaller ex-MOW staff companies competing to establish themselves in the road 
sector. The TSCP project is providing procurement related training to the domestic contracting 
industry with the aim of improving their bidding and costing skills (this was initiated at the request 
of the contractors). There do appear to still be some problems in the bidding as demonstrated by 
the routine maintenance contracts. One of the smaller companies only submitted one bid in line 
with his capacity (which he did not win), while one of the larger companies submitted five bids that 
exceeded its capacity (and was awarded 4 contracts). There is a clear need for continued capacity 
building in this sense, making sure that all contractors fully understand the procurement system 
and that the same rules are applied to all, thus ensuring a level playing field for all companies. 
However, given the fact that this is one of the first procurements after the reform, the response and 
quality of bidding was very promising. 

168. A major procurement related problem in Tonga is the participation of the Chinese 
international contractors. These entered Tonga on the back of a concessional Chinese loan, and 
have now completed their work although the project period has not yet expired. Under the loan 
agreement they are able to import equipment and materials free of duties and taxes. Two of the 
companies have now started bidding for NCB contracts, and with the above-mentioned exemptions 
are able to underbid the domestic contractors. This has created a very uneven playing field. Such 
uneven conditions for participation should be avoided as they reduce the ability of the domestic 
industry to win contracts and gain experience, ultimately undermining their sustainability. As the 
presence of the Chinese contractors is likely to be only temporary, a viable domestic contracting 
industry will need to be in place to take over when the Chinese companies leave.  

169. The TSCP project has avoided this problem by applying shopping procedures with an 
increased limit of $100,000, allowing it to direct the procurement to the emerging domestic 
contractors. However, for larger contracts this will not be feasible. Under the NUDSP project two 
contracts have already been won by Chinese contractors. It is strongly recommended that this 
issue be discussed with the Tongan government. Although the Chinese contractors are free to 
compete in the Tongan market, they should do so under the same conditions as all other 
companies, whether domestic or international. 
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6. VANUATU 

 
Map source: Wikipedia 

Capital 
Number of Islands  
Number of main islands  
Population  
Land area   
Population density  
GDP   
GDP/capita  
GNI/capita (Atlas method) 
Road length  
Road density  
Road density  
Main roads  
Sealed roads  
Registered vehicles 
Vehicle density  

Port Vila 
83 islands 

6 main islands 
251,800 people 

12,190 km
2
 

21 people/km
2
 

US$ 760 million 
US$ 3,094 
US$ 2,750 

1,767 km (2006) 
14 km/100km

2
 

7.0 km/1,000 people 
- 

4% 
15,461 vehicles (2008) 

61 vehicles/1,000 people  

170. Vanuatu consists of 83 islands (65 inhabited) with a total land area of 12,190 km2 and 1,300 
km between the northernmost and southernmost islands. There are six main islands that have 80% 
of the population and administratively the country is divided into 6 provinces25. It has a population 
of 251,800 people, giving it a low population density of 21 people/km2 (similar to countries such as 
Brazil, Sweden, and Bhutan). It has a GDP of $760 million and with a GNI/capita of $3,094 it is 
considered a lower middle income country although daily wage rates are relatively high in the order 
of $9/day. According to the 2006 road survey, the road network is 1,767 km, with only 4% sealed 
(amongst the lowest in the Pacific), 74% gravel and the remainder earthen. The road density is low 
at 14 km/100km2 (comparable to countries such as Canada, Colombia, Iceland and Morocco) and 
7.0 km per 1,000 people. According to data from 2008, there were over 15,000 vehicles registered, 
giving a vehicle density of 61 vehicles per 1,000 people. Responsibility for the public road network 
is under the Public Works Department (PWD) of the Ministry of Infrastructure and Public Utilities 
(MIPU) and the city councils of Port Vila and Luganville. 

171. Currently PWD undertakes most maintenance through force account, but its capacity is 
limited and even with additional funding it would not be able to carry out all the required 
maintenance. PWD lacks appropriate light equipment for smaller repairs (especially smaller 
compaction equipment) that could be applied in a flexible manner, and tends to have only heavy 
equipment. Much of this equipment is aged, which together with a lack of regular provision of fuel 
and spare parts means that PWD struggles to keep its equipment running, significantly reducing 
productivity. The larger islands have some limited equipment year round, but PWD tends to move 
its equipment to a different island each year to carry out periodic maintenance. 
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 Shefa (Efate island and Port Vila town), Sanma (Espiritu Santo island and Luganville town), Malampa (Malekula 
island), Penama (Ambae island), Torba, Tafea (Tanna island). 
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Table 3 PWD equipment on Ambae, Malekula and Tanna (2009) 

Equipment Ambae Malekula Tanna 
Functional Non-functional Functional Non-functional Functional Non-functional 

Pick-up 1  1  4 1 
Motorcycle 1      
Steel drum roller  1 1    
Vibrating roller     1  
Tipper truck 2 1 1 1 3 1 
Bulldozer 1  1  1  
Loader  1 1  1  
Grader 1 1 1  1  
Backhoe  1 1   1 
Water bowser   1    
Source: VTSSP Design Document 

172. Some services are contracted out, but there are problems with contract supervision, quality 
and cost effectiveness. There is a specific lack of engineers, especially in the provinces, due to a 
general shortage of skilled people in Vanuatu with most skilled professionals opting to work for the 
private sector. A Tender Act is currently under review that will regulate outsourcing to the private 
sector. Although the MIPU Corporate and Business Plan 2011 talks about an increased role for the 
private sector in service delivery (including communities and small-scale contractors), it also talks 
about strengthening the implementation capacity of PWD. It appears that the government is not yet 
fully committed to outsourcing all works, but that it accepts the outsourcing of routine maintenance 
to communities and small-scale contractors as this is currently beyond PWD‟s capacity to carry 
out. However, for periodic maintenance and other larger works it continues to have a preference 
for force account implementation.  

173. The private sector is very small, with the few existing contractors (6-10 large and 15-20 
medium-scale contractors)  limited to Efate and Espiritu Santo and diversified into different sectors. 
Mobilizing these contractors and their equipment to the outer islands is very costly, and only 
justified for larger works. Creation of a private sector capacity on these islands is considered 
feasible for routine maintenance and other labour-based activities, but will not prove achievable for 
larger equipment-based works due to the limited market size on each island. There are furthermore 
two main civil works consultancy firms in Vanuatu, one domestically owned and the other a 
subsidiary of an international consultancy firm. 

174. Donor funding forms approximately half the government budget. Maintenance funding was 
increased to $5.5 million in 2007 in response to a requirement of the Vanuatu Transport 
Infrastructure Program (VTIP), although not all of this is actually spent on maintenance operations 
and its use is largely limited to the ring road improved under VTIP. Under a newly proposed policy, 
half of this funding will be used for a specific island each year (periodic maintenance) with the rest 
spread over the remaining islands (routine maintenance and spot improvements). It is estimated 
that approximately $22 million is required annually for maintenance of the entire network.  

175. In 2006 the $65.7 million Vanuatu Transport Infrastructure Program (VTIP 2006-2011) 
started with funding support from the Millennium Challenge Corporation (MCC) and later from 
NZMFAT. It included a large rehabilitation component and a component for capacity building of the 
Public Works Department (PWD) under MIPU. The rehabilitation component was to include several 
roads, but due to high costs only 2 main national roads were rehabilitated in Efate (92.5 km) and 
Espiritu Santo (57.2 km), upgrading them from single lane unsealed coral surface to 2-lane 
bituminous sealed road. Additional funding from NZMFAT was required to complete these two sub-
projects, while many of the other selected roads were taken up later by the AusAID funded 
Vanuatu Transport Sector Support Program. The VTIP project was largely carried out through an 
international contractor. Towards the end of the project, community-based routine maintenance 
contracts were introduced (52.9 km in Efate and 14.4 km in Espiritu Santo) in line with the 
approach promoted by a project funded by the European Union that ended in 2007. A domestic 
contractor was subcontracted for some of the smaller works and to carry out maintenance during 
the defect liability period. PWD was given training in contract management and maintenance, and 
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provided with equipment for future maintenance works (through force account). The project also 
managed to get the government to increase maintenance funding from less than $2.2 million to 
$5.5 million in 2007. 

176. In 2009 the $12 million first phase of the Vanuatu Transport Sector Support Program 
(VTSSP 2009-2012) started with funding support from AusAID. This phase was to focus on 
supporting the development of a viable and competitive private sector, including both small-scale 
labour-based equipment-supported (LBES)26 contractors based on the outer islands and 
medium/large national-level domestic contractors based mainly on the islands of Efate and Espiritu 
Santo. Subsequent phases (2012-2020) will aim to further strengthen this capacity, possibly 
expanding the approach to maritime and air transport. The proposed approach is to slowly 
introduce outsourcing to the private sector, first for those activities that PWD does not have the 
capacity for, and at a later stage replacing implementation by PWD through a more cost effective 
private sector.  

177. Initially the idea was to use community contracting for routine maintenance and spot 
improvements on the islands, and to complement this with support from PWD force account 
operations or national-level equipment-based domestic contractors for periodic maintenance. The 
community contracting consisted of short 2-week contracts signed with the community 
representatives, although the use of 1-year contracts was considered. This approach was later 
rejected, however, due to the high administrative burden, and instead it was decided to have the 
community groups sub-contracted by LBES contractors that were also being developed under the 
program (this actually resulted in greater interest from the LBES contractors). Recently, however, 
there appears to be a resurrection of the idea of community contracting for the second phase of 
VTSSP. 

178. The island-based LBES contractors are formed by existing building contractors, skilled 
individuals, businessmen or existing community maintenance groups. The program design foresaw 
the provision of training to emerging contractors, including the selection and training of interested 
candidates, followed by a small trial contract, a second phase of training, a maintenance contract 
in a protected environment with simulated competition, and ultimately registration of successful 
candidates and open tendering for contracts with continued monitoring and support during contract 
implementation. However, in practice all contracts continue to be negotiated and open competition 
has yet to be introduced. A waiver from the Tender Board is obtained to allow sole sourcing of 
contracts. Only in one of the NCB contracts with a national-level domestic contractor were the 
LBES contractors stimulated to compete for subcontracts for culvert construction. 

179. Attention was also given to modalities to make appropriate equipment available to local 
contractors, including increased advances, provision of equipment against payment retentions and 
hiring out by PWD. Community mobilization is also very important and a community engagement 
handbook is under preparation. The program is furthermore supporting PWD to develop 
procurement documents and carry out regular inspections. VTSSP aimed to contract out 148 km of 
roads in Malekula, Ambae and Tanna for routine maintenance, 103 km for spot improvement and 
17 km for periodic maintenance. In 2010-11, 27 LBES contractors were trained and certified on the 
three islands and for 2011 a total of 18 contracts were planned covering 49 km with a total cost of 
approximately $1.5 million. The second phase of VTSSP that is currently under preparation will 
continue to focus on these LBES contractors. Payments to these contractors have been a problem, 
taking on average 1.5 months. The second phase of VTSSP therefore foresees accounts at 
provincial level PWD offices, which will hopefully reduce the time required for payments.  

180. The project also included three NCB contracts for domestic contractors involving 89.7 km 
and a total cost of $6.7 million, with 8 companies prequalified by MIPU. However, the NCB 
tendering process was not considered successful. In part this was due to the poor bidding 
documents, although contractor capacity was also an important factor. The first contract was 
awarded successfully to a domestic contractor, but due to poor performance was later retendered 
and awarded to two other domestic contractors (with separate contracts for road base and 

                                                
26

 In Vanuatu the term labour-based appropriate technology (LBAT) is used, although this is basically the same as LBES. 



44 

structures). The bid prices received for the other two NCB contracts were much higher than the 
engineer‟s estimate (as much as 10 times as high in one of the contracts). As a result it was 
decided to carry out the works through force account with equipment hire and concrete works 
through the private sector (in both cases with foreign managed companies). For the equipment 
hire, contractors were initially required to provide a complete set of equipment, limiting competition 
to the larger companies and resulting in high bid prices. Later the equipment hire was split into 
different contract packages, increasing the participation of smaller contractors and resulting in 
lower costs (but also increasing susceptibility to breakdowns as the smaller companies had less 
developed support mechanisms). Emergency maintenance under the first phase of VTSSP was 
carried out by PWD through force account using funds that were transferred from NCB contracting 
to PWD. 

181. According to the AusAID country team, the 
use of force account resulted in much lower 
prices, although it is not clear if a proper costing of 
staff and equipment amortization has been taken 
into account or if this only included the costs to the 
project. For the second phase of the VTSSP 
program, AusAID is contemplating using force 
account in order to avoid the problems and delays 
involved in NCB tendering. This will further reduce 
the market for domestic contractors and may 
cause emerging contractors to fail (one contractor 
had already invested in new equipment in light of 
the 10-15 year VTSSP project and potential 
contracting opportunities).  

182. As MIPU has not yet fully committed to outsourcing works and is still carrying out a large part 
of its activities through force account, the road sector market for the private sector is very unstable. 
Anecdotal evidence furthermore suggests that many outsourced works involve small contracts (up 
to $55,000) that are contracted through invited bidding (three bids) with a limited number of 
befriended contractors. This provides serious difficulties for most domestic contractors to obtain 
contracts. An example is the contractor that won one of the VTSSP NCB contracts in Malekula for 
$1.6 million. He has recently completed the works, and with no other contract opportunities 
foreseen in the near future he is forced to pack-up his equipment at his home base in Espiritu 
Santo and lay off his staff. Part of his staff and equipment he can put to work in his farm and in the 
quarry he operates, demonstrating the importance of diversifying operations over different sectors. 
He is also unable to invest in new equipment as he is not able to amortize the cost over multiple 
contracts and doing so over a single contract would make him uncompetitive. In the current context 
there is little opportunity for him to grow and become a capable road sector contractor.  

183. Payment delays are also a problem for domestic contractors, forcing them to take loans to 
pay subcontractors and labourers in order to maintain relationships. Such loans are generally from 
friends and family, as banks do not provide proper products for this purpose. 

6.1. POLICIES, GUIDANCE, CONTROLS AND INCENTIVES 

184. In Vanuatu the government policies and incentives do not necessarily advocate a full 
transition from force account to private sector implementation. It would appear that the government 
has accepted the role of LBES contractors and communities in providing services that PWD cannot 
carry out with its current capacity, but that this is not the case for equipment-based activities. As 
such, PWD will continue to form an important source of competition for the national-level domestic 
contractors in the future, and the market for these national-level contractors is likely to be limited to 
donor-funded projects.  

185. Although the VTIP project promoted outsourcing, this was through ICB and participation of 
the domestic private sector was not actively promoted (although a domestic contractor was later 

New equipment purchased by contractor 
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subcontracted). The VTSSP had a strong commitment to domestic private sector development, but 
this is mainly aimed at island-based LBES contractors. Clear activities in support of the national-
level equipment-based domestic contractors were already lacking in the project design, and 
problems in the implementation of the NCB contracts appear to have led the project team to the 
conclusion that it is preferable to have the works carried out by PWD through force account.  

186. Funding for the road sector is limited, although funding allocations to road maintenance have 
increased at the requirement of the VTIP project. Recently discussions are taking place regarding 
the creation of a road fund with dedicated funding from fuel tax and vehicle registration fees. At the 
moment, however, road sector investments are very volatile and dependent on donor projects. 

187. With the continuing focus on force account, planning is less of an issue for private sector 
development. However, lack of adherence to plans has proven to be problematic with respect to 
the VTSSP project. Under this long-term project multiple NCB contracts for national-level 
equipment-based contractors were planned, leading some contractors to invest in equipment in 
order to make themselves more competitive. In practice, however, only a few NCB contracts were 
awarded, with a large part of the work carried out by PWD through force account and a similar 
approach being contemplated for the second phase. This creates a very unstable marketplace for 
the private sector, where many will be reluctant to invest. 

188. In Vanuatu the lack of commitment to outsourcing and reform is the main issue limiting 
private sector development and participation in the road sector. This is further exacerbated by a 
lack of commitment to domestic contractor development on the part of the existing donor projects. 
In such a context, private sector development is severely compromised, as is evident from the 
discussions with contractors who tend to focus on other sectors or simply pack up and wait for the 
next project to come along. 

6.2. MODELS OF LOCAL PARTICIPATION 

189. In Vanuatu there is not yet a clear path being followed in terms of the models being applied. 
Experience exists with subcontracts for international contractors, direct contracting of national-level 
equipment-based domestic contractors, small-scale LBES contractors and even community 
contracting. However, most works continue to be carried out through force account, limiting the 
participation of the private sector.  

190. There is a strong support from government and donor projects for the small-scale LBES 
island-based contractors, as these are responsible for routine maintenance and spot improvements 
that tend to be beyond the capacity of PWD to carry out through force account. These contractors 
provide a local capacity for routine maintenance and smaller works, hiring local community labour 
as required. The labour-based approach seems justified in light of the many islands and the fact 
that only a small portion of the network is sealed. Wage rates are high, however, meaning that 
labour-based approaches will only be competitive where mobilisation costs for equipment are high. 
For the islands of Efate and Espiritu Santo where many contractors are based, the use of 
equipment seems more appropriate (LBES contractors are not currently being developed on those 
islands), and in the near future the same is likely to be the case for other larger islands. 

191. The LBES contractors being developed on the other islands will likely transition into 
equipment-based contractors as the road networks and related works warrant it (taking into 
account competition from existing equipment-based contractors). As such the current focus on 
LBES contractors seems warranted, as long as these are given the freedom to start applying 
equipment as they see fit, allowing them to gradually develop and grow in line with the size and 
type of works on the islands where they operate. 

192. Community contracting was being promoted for the purely labour-based works, but was later 
included in the contracts for LBES contractors in the case of the VTSSP contracts. For the national 
roads developed under the VTIP project it appears that community contracting is still being applied 
by PWD through a sort of force account. Community contracting is likely to lose ground in favour of 



46 

small-scale contractors (LBES or equipment-based) due to the high management burden. At the 
same time it is expected that Vanuatu will gradually move away from force account operations, 
further stimulating this transition towards contractors. 

193. For periodic maintenance and larger works the model being supported is not very clear. Very 
little active support is being provided to the national-level domestic contracting industry, which 
remains weak due to the past focus on force account operations. As a result, recent outsourcing 
experiences have not been very positive due to a lack of competition and poor performance, 
reinforcing the government‟s conviction that force account is a better option. This even appears to 
be reflected in the development of the second phase of the VTSSP project, which is surprising 
given the program‟s focus on private sector development during the first phase. Vanuatu will need 
to move away from force account operations at some moment in time, and it is better to start doing 
so now in order to allow for a gradual transition (as originally planned under the VTSSP project). In 
doing so, national-level equipment-based domestic contractors will play an important role.  

194. However, without a steady and secure stream of contracts, contractors will be reluctant to 
invest and commit themselves to the road sector, resulting in high costs and irregular performance. 
A commitment from government to outsourcing (at least in the medium-term) is required, together 
with a commitment from donor projects to provide a steady stream of contracts and related 
capacity building support.  

195. International contractors have not been involved in road works since the VTIP project as 
other projects do not involve major road works. However, a second phase of MCC funding is 
rumoured to be under preparation. Should this indeed be the case, then it will be important to 
ensure a role for the domestic equipment-based contractors, either through joint ventures or 
through subcontracts.  

6.3. CAPACITY BUILDING EFFORTS 

196. In Vanuatu capacity building has focused on LBES contractors. The capacity building for 
LBES contractors is much more extensive than in Solomon Islands and is comparable to that in 
Timor-Leste. The number of iterations is far greater, however, with a focus on learning-by-doing 
through small trial contracts and sole-sourced negotiated contracts in a protected environment with 
simulated competition. Each contractor is also provided with a contract, unlike Solomon Islands 
where trained contractors immediately need to compete with each other and only a few end up 
getting a remunerated contract. Contrary to the approach used in Timor-Leste, however, all trained 
contractors in Vanuatu continue to receive negotiated contracts, and no real open bidding has 
been carried out yet. Tendering will need to be opened up in order to find out how well the different 
LBES contractors are doing, and also to teach them that ultimately they may fail to win a contract if 
they do not submit a good bid or do not perform well in implementation. 

197. There is no specific attention being given to capacity building for national-level domestic 
contractors. With hardly any NCB contracts and few ICB contracts and related joint venture or 
subcontracting opportunities, there is very little chance for national-level domestic contractors to 
gain experience in the road sector, let alone invest in equipment and retain staff. The few NCB 
contracts carried out under VTSSP have been disappointing, but in part this is also due to the fact 
that the domestic companies are new to the road sector and did not receive any significant 
support. Although the current trend appears to be to move away from NCB contracting towards 
force account by PWD, it would appear that a better alternative is to continue NCB contracting but 
with proper structured support to the domestic contracting industry in order that proper competition 
and realistic bidding can be stimulated. This support should involve significant capacity building 
efforts. 

198. A major constraint in Vanuatu, however, is that the government is not committed to 
outsourcing. This means that there is very little capacity in PWD to properly carry out the 
procurement and manage the contracts and that proper procurement procedures are lacking. 
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Without a clear commitment from the government, it will be very difficult to proceed in creating the 
required capacities and systems. 

6.4. CONTRACT AND PROJECT STRUCTURING 

199. Under the VTSSP program experience has been gained with the contracting of LBES 
contractors. Although community contracting was also foreseen originally, the large management 
burden for the administration of these contracts has caused a move towards subcontracting by 
LBES contractors. These LBES contractors are initially given a trial contract on the basis of sole-
sourcing, for which a waiver was obtained from the Tender Board. Although supposedly the 
subsequent contracts were to be tendered openly, this has not happened and contracts continue to 
be negotiated. 

200. The fact that the reform from force account to private sector provision is still in its infancy, 
means that the area of procurement is still very much subject to change. Anecdotal evidence 
furthermore suggests that most outsourced contracts are carried out as small packages, allowing 
invited bidding to be applied involving befriended contractors, resulting in both the public and 
private sector having very little experience with open competitive bidding. A Tender Act is under 
revision and PWD staff has received training in contract management. However, the failure of the 
NCB tendering under VTSSP shows that the national-level domestic contractors and PWD are still 
very weak when it comes to tendering. Although this was not purely due to procurement problems, 
the lack of proper tender documents apparently did play an important role. Contract packaging also 
had an important effect, with very few bids submitted and limited competition, resulting in high 
costs.  

201. This was also demonstrated when the contracts were later carried out through force account 
with equipment provision from the private sector. When complete sets of equipment were tendered 
out, only a few companies were able to bid and prices were very high, but when the contract was 
split into smaller packages, smaller companies also participated, increasing competition and 
resulting in lower costs. There is thus a clear need to improve contract packaging and tender 
documentation, in order that this properly responds to the capacity of the existing domestic 
construction industry (complemented by capacity building of both domestic contractors and PWD). 

202. Payments to LBES contractors have been a problem, with up to 1.5 months taken to pay 
contractors on outer islands. VTSSP foresees creating accounts at provincial level PWD offices, 
however, to reduce the time required for payments. 
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7. KIRIBATI  

 
Map source: Wikipedia 
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203. Kiribati (formerly Gilbert Islands) consists of 33 islands (21 inhabited) including the two main 
islands of Kirimati (Christmas Island) and Tarawa (where the capital is located). The total land area 
is only 810 km2 (half of which is Kirimati Island), spread over 3,500,000 km2 of ocean (Kirimati 
Island is over 2,000 km from Tarawa and is in fact closer to Hawaii). The population of Kiribati is 
105,300 people, and it has a high population density of 130 people/km2 (similar to countries such 
as France, Indonesia and Guatemala). Nearly half the population lives in South Tarawa, where the 
population density in urban areas such as Betio is as high as 2,588 people/km2 (comparable to half 
the population density of Tokyo). It has a GDP of $167 million that is strongly dependent on fishing 
licenses (22% of GDP and 50% of government revenue) and the public sector. The latter provides 
two-thirds of formal sector employment (only 18% of the working population has permanent 
employment). With a GNI/capita of $2,030 it is considered a lower middle income country, and 
suffers from high inequality as well as poverty levels in the range of 24% (in Betio and Bairiki cities 
as much as 70% of residents live on less than $1.75/day). It is strongly dependent on donor 
support, which forms a substantial contribution to the GDP.  

204. Although 2009 statistical data puts the road network at only 808 km (including 546 km of 
main roads and 262 km of feeder and access roads), the road density is relatively high for Pacific 
Island Countries at 100 km/100km2 (comparable to countries such as Greece, Japan and Qatar). 
Due to the high population density, however, this results in only 7.7 km of road per 1,000 people. 
Nevertheless, the small network spread over a large area means that road works cannot attain 
economies of scale, resulting in high costs. Approximately 16% (133 km) of the network is sealed. 
Road conditions in Kirimati are relatively good, with 45% of the 187 km sealed and low traffic 
volumes. On Tarawa, however, a similar percentage of the 96 km network is sealed, but the roads 
are heavily used (up to 6,000 vehicles per day at the Betio causeway) and most of the network is in 
poor condition (only 20% is considered to be in good condition). Responsibility for the main road 
network lies with the Civil Engineering Division (CED) under the Ministry of Public Works and 
Utilities (MPWU), while maintenance of feeder and access roads is formally the responsibility of the 
island councils (on South Tarawa this responsibility lies with Betio and Bairiki city councils). 

205. The city and island councils lack capacity for maintenance. MPWU has 80 staff members, 
but none of them are qualified civil engineers. In CED, which is responsible for roads, drainage, 
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bridges, causeways and airports, one-third of the 37 posts are currently vacant. CED is reasonably 
well equipped for maintenance of unsealed roads and general works which they carry out through 
force account using their own plant and machinery. There is currently no domestic private sector 
capacity for road works or even maintenance in Kiribati (there are building contractors but these 
have no experience with road works), and the equipment available in the private sector is basic 
and very limited. For larger works MPWU is therefore dependent on international contractors, 
generally contracted under donor funded projects. MPWU is interested in becoming more of an 
asset manager and outsourcing all implementation to contractors, entailing the development of the 
domestic contracting industry for the more common works complemented by international 
contractors for larger works.  

206. Of the total MPWU budget, 23-25% goes to operational costs, and only 10% goes to CED. 
Budget allocations to road maintenance are inadequate at $205,000 for the whole country in 
201027 (this funding is also used for seawall maintenance). Maintenance costs are estimated to be 
at least double that amount. Betio causeway generates approximately $315,000 per year from tolls 
which exceeds the maintenance needs, resulting in a current balance of $2.6 million from unused 
toll fees. Vehicle registration and drivers‟ license fees are collected by municipalities and go to the 
consolidated revenue account (estimated $74,000 per year).  

207. Kiribati does not have a significant history of road sector projects28, and the new $38.84 
million Kiribati Road Rehabilitation Project (KRRP 2011-2016) with funding support from a World 
Bank grant, an ADB loan and an AusAID grant (channelled through the PRIF) therefore forms an 
important capital injection for the sector. Government funding is to come from the revenue of the 
Betio causeway tolls. The project aims to rehabilitate the main road running from east to west (from 
the airport to Bairiki and Betio cities and the main port), the Betio causeway and roads in Betio 
(total 39.5 km). A second component will focus on road sector reform to assess the potential for 
creating a land transport authority and developing microenterprises for road maintenance (along 
the lines of the experiences in Latin America). The project will also look at developing a sustainable 
system for financing road maintenance, taking account of tolls from the Betio causeway and other 
user fees.  

208. The microenterprises refer to small-scale community-based contractors capable of carrying 
out routine maintenance. Five microenterprises will be formed and provided with business 
management training and basic plant and equipment as part of the project29, and subsequently 
contracted to carry out routine maintenance on a performance basis. MPWU and CED will be 
provided with operational support for management and monitoring of these contracts. The road 
rehabilitation itself will be contracted out under a single ICB contract to attain economies of scale. 
The international contractor will be required to subcontract the microenterprises for the routine 
maintenance during the two-year defect liability period and provide on-the-job technical training to 
them, after which the microenterprises will be contracted directly by MPWU. Periodic and 
emergency maintenance will not be included under their contracts. World Bank or ADB 
procurement systems will be used as government systems are not considered transparent enough 
as they do not collect information on open tendering and do not disclose contract awards. A project 
requirement is that government funding for road maintenance is increased to $1,500/km for sealed 
roads and $500/km for unsealed roads by 2013, to be adjusted thereafter according to the rate of 
inflation. It is unclear, however, how these targets were established and how compliance will be 
ensured after the project ends. 

7.1. POLICIES, GUIDANCE, CONTROLS AND INCENTIVES 

209. Kiribati is just now starting to move towards outsourcing, although it is unclear how strong the 
commitment of the government is. The KRRP project is a significant investment injection for the 
country, forming nearly a quarter of the GDP, and as such its focus on reform and outsourcing 
appears to reflect the commitment of the government, although the approach may be largely donor 
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driven. The fact that the PWD does not currently have sufficient capacity to do all the required 
works will allow outsourcing to be introduced gradually.  

210. Funding allocations are minimal, with Kiribati largely dependent on donor projects. As a 
result road investments in Kiribati are extremely volatile, with the current KRRP providing an 
enormous injection of funds that will only last until 2016. However, the project aims to develop 
sustainable funding systems that will support the development of a stable marketplace in the 
longer term. 

211. The road sector plans for the coming five years are pretty much developed as they are 
largely covered by the KRRP project. For this period it is largely clear to the private sector what 
investments will be made and what contracting opportunities will present themselves. It is 
important, however, that it be made clear what will happen after the project ends, how much 
funding will be available and what types of activities will be carried out. Most likely the budget and 
activities will be very limited, and the private sector will therefore need to take this into account 
when deciding whether or not to invest for road sector contracting opportunities. 

212. In Kiribati reform towards outsourcing is very new. Donor support to the road sector in the 
recent past has been limited, with the large new KRRP project only just starting. As such it is 
difficult to come to a conclusion on whether the policies and incentives are providing sufficient 
support to private sector development in the road sector. At first sight it would appear that the right 
intentions are there, but that a lot of work still needs to be done to ensure that these are translated 
into proper policies and incentives. 

7.2. MODELS OF LOCAL PARTICIPATION 

213. Kiribati does not have much experience with private sector development for the road sector. 
Most works in the past have made use of international contractors and the domestic road 
construction industry is virtually non-existent (although there are a number of building contractors 
that would be able to carry out certain road sector activities). The new KRRP project aims to bring 
a change in this sense and foresees two models to be pursued, namely joint ventures between 
international companies and domestic (building) contractors, and road maintenance 
microenterprises. 

214. The joint venture approach is one that has been used in many Pacific Island Countries and is 
quite successful, although its impact is limited to a small number of contractors. As the KRRP 
plans to package all works into one single ICB contract, the opportunities for joint ventures are very 
limited, and most likely only one or two of the existing building contractors will be able to benefit. 
Although likely to result in increased domestic capacity, this approach will not lead to domestic 
competition in the road sector. Even for future joint venture opportunities, it is likely that the 
domestic contractor(s) involved in this project will again be selected as partner. At best, this 
approach will ensure greater competition with international companies as one or two domestic 
contractors develop capacities for larger road works and are able to compete for (smaller) ICB 
contracts. Even this is questionable, however, as the market in Kiribati is severely limited and 
highly dependent on donor projects. With a GDP only a quarter that of Samoa, the potential for 
frequent large road contracts is small. 

215. It would appear that the approach applied in Tonga forms a better alternative. Applying NCB 
contracting with smaller contract packages allows different contractors to compete with each other 
from the beginning, and develop themselves in parallel. It also allows for a steadier stream of 
contracts, motivating the private sector to invest in equipment and skills. This is more likely to 
result in a competitive private sector for road works. However, the type of works contemplated 
under the KRRP will not allow all contract packages to be carried out under NCB, nor do the 
existing contractors have the capacity, skills and equipment required to do the works. There is 
potential, however, to identify a number of project activities that could be carried out by the 
domestic private sector, either as subcontractor under the ICB contract or as main contractor under 
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separate NCB contracts. The latter option may be easier to apply, but will require sufficient project 
support to the development of the domestic contractors, as is the case in Tonga. 

216. A different situation exists with the microenterprises. Although defined as microenterprises in 
line with the terminology used for the experiences in Latin America, it is likely that these will in fact 
be similar to small-scale contractors or community contractors as encountered in the other 
countries included in this study. The Latin American experience started in response to a similar 
context in rural areas where road maintenance was required, but private sector capacity was non-
existent. The approach organised local community members to form their own companies (so-
called microenterprises) which were subsequently trained and paid to carry out the required 
maintenance for a specific section of road. The microenterprises were generally associative, that is 
to say that all workers were owners and all owners were workers (on occasion additional 
temporary workers would be hired)30. These microenterprises started carrying out off-carriageway 
routine maintenance on sealed roads (Colombia) and were later adapted for full routine 
maintenance on unpaved roads (Peru), to be subsequently mainstreamed for sealed and unsealed 
roads throughout Latin America.  

217. Only later were microenterprises used for pavement repairs, and even then it generally 
involved a different model with limited liability companies set up by former ministry staff (e.g. Peru 
and Uruguay) as part of a retrenchment process. Although referred to as microenterprises, they 
have more in common with the small-scale (LBES) contractors in Pacific Island Countries than with 
the original associative labour-based microenterprises. Given the fact that the proposed 
microenterprises in Kiribati will be responsible for pavement repairs and will be provided with the 
required plant and equipment, it is better to classify them as small-scale contractors or community 
contractors in line with the terminology used for the other countries. 

218. Given the economic development of Kiribati, these small-scale or community contractors will 
probably be largely labour-based, using plant and equipment mainly for pavement repairs. As such 
they will be comparable to the LBES contractors in Solomon Islands, Timor-Leste and Vanuatu. 
Their development will not pose a significant challenge, but being located on Tarawa Island they 
will be in direct competition with the existing construction industry that is also largely based there. 
As Tonga has demonstrated, in the opening up of the road sector to outsourcing, larger contractors 
are likely to compete for the small routine maintenance contracts in an effort to establish 
themselves in the sector and develop experience.  

219. In this sense it needs to be questioned whether the development of LBES contractors 
(microenterprises) is the best option, and whether it is not preferable to assess the potential for 
existing (building) contractors to take on routine road maintenance. This is likely to ensure a 
greater capacity in the road sector, especially if combined with NCB contracts and active support to 
domestic contractors. It will also result in a lower contract management burden, as only a few area-
wide contracts will be required, whereas in the case of microenterprises several contracts of a few 
kilometres each are foreseen. Given the lack of experience with outsourcing and contract 
management in Kiribati, this is an important factor.  

7.3. CAPACITY BUILDING EFFORTS 

220. In Kiribati there is a significant need for capacity building. With a non-existent domestic road 
construction industry, existing contractors from other sectors will need capacity building in order to 
allow them to properly operate in the road sector. Currently this is foreseen to take place under the 
KRRP project through joint venture or subcontracting with an international company. Although this 
is likely to have good results, it will only benefit a couple of domestic contractors at the most, 
providing insufficient capable contractors to ensure proper competition in the future. It is strongly 
recommended to also include a direct capacity building programme aimed at domestic contractors, 
in order that a greater number of contractors have the required capacities at the end of the project 
to carry out basic road works. 
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221. The KRRP project also foresees the development and capacity building of microenterprises. 
This includes business management training by project staff and technical training by the 
international contractor. Although the capacity building approach is deemed appropriate, as 
discussed in the previous section, the model of microenterprises may not be the most suitable. 
Nevertheless, if a different model is applied, the same capacity building approach may still be 
used. 

222. The capacity building of the public sector would appear to be a major challenge. City and 
island councils lack capacity, MPWU does not have any qualified engineers, and a third of the 
positions in CED are vacant. The KRRP project foresees providing operational support in the 
management and monitoring of contracts, but this does not necessarily entail capacity building 
(and more likely entails a project management unit). Although project management staff may be 
taken over by MPWU after the project, this needs to be an objective from the very beginning. To 
ensure continued outsourcing and proper contract management beyond the project, a detailed 
capacity building programme (and institutional development strategy) is required for MPWU and 
CED (and to a certain extent for the two city councils).  

7.4. CONTRACT AND PROJECT STRUCTURING 

223. Kiribati has very little experience with contracting in the road sector. Most works are carried 
out through force account, and larger works are carried out through ICB under donor funded 
projects, with support from project management units. Under the KRRP project, procurement of 
microenterprises is foreseen. Initially, however, these will be subcontracted by the international 
contractor for the duration of the defect liability period (the same will be the case if a different 
model is applied as recommended earlier). This appears to be an appropriate approach, allowing 
the contract details to be properly worked out before transferring the responsibility for contracting 
to MPWU.  

224. As mentioned before, however, the use of multiple small contracts for microenterprises 
(contracts of approximately 5 km each are planned) will result in a significant management burden. 
This may be avoided by using area-wide routine maintenance contracts involving larger contractors 
(who may then subcontract microenterprises or hire the labour directly). 

225. The maintenance contracts are to be performance-based. Given the lack of experience with 
outsourcing in general in Kiribati (both public and private sector), this will require significant support 
to allow for an immediate transition to performance-based contracting. However, the defect liability 
period will allow experience to be gained under the umbrella of the international contractor. It will 
be important to ensure proper indicators are used, that are both objective and easily measurable, 
and to avoid immediately jumping to more detailed and complicated systems such as those used in 
Australia and New Zealand. 

226. For the implementation of the KRRP, ADB or World Bank procurement systems will be used. 
A problem in this sense is that only one ICB contract is planned under the project in order to 
achieve economies of scale, with funding from World Bank, AusAID and ADB. This means that one 
single bidding document is to be used that is approved by all three donors. Currently a draft 
bidding document has been prepared and approved by World Bank and AusAID, with ADB 
approval pending31.  

227. It is recommended, however, that during the project period an effort is made to develop a 
national procurement system that is considered sufficiently transparent and in line with 
international practice, under which the procurement of maintenance can be continued beyond the 
project. This will need to be taken into account when developing the bidding and contract 
documents for the microenterprises. 

                                                
31

 This involves, for example, extending the list of eligible countries beyond ADB member countries. 
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8. PAPUA NEW GUINEA 

 
Map source: Wikipedia 

Capital 
Number of Islands  
Number of main islands  
Population  
Land area   
Population density  
GDP   
GDP/capita  
GNI/capita (Atlas method) 
Road length  
Road density  
Road density  
Main roads  
Sealed roads  
Registered vehicles 
Vehicle density  

Port Moresby 
600+ islands 

5 main islands 
7,000,000 people 

452,860 km
2
 

15 people/km
2
 

US$ 12,937 million 
US$ 1,845 
US$ 1,480 

±17,600 km (2008) 
4 km/100km

2
 

2.5 km/1,000 people 
3,600 km (2008) 

20% 
49,000 vehicles (2002) 

7 vehicles/1,000 people  

228. Papua New Guinea occupies the eastern half of the island of New Guinea and over 600 
other islands (including the larger islands of Manus, New Ireland, New Britain and Bougainville) 
with a total land area of nearly 453,000 km2 divided into 19 provinces. It has a population of 7 
million people, giving it a very low population density of 15 people/km2 (similar to countries such as 
Russia, Bolivia and Saudi Arabia). However, due to the rugged mountainous topography the 
population is concentrated in dispersed population centres with only 7,300 km2 considered to be 
inhabited. It has a GDP of nearly $13 billion, but with a GNI/capita of $1,480 it is only just 
considered a lower middle income country with 70% of the population living on less than $2/day 
and 42% on less than $1/day.  

229. The road network is approximately 17,600 km according to 2010 road statistics, including 
8,738 km of national roads (2,500 km are considered to form the Highlands Core Road Network) 
and the remainder provincial and district roads. The road density is very low at 4 km/100km2 

(comparable to countries such as Namibia, Paraguay, and Australia) and 2.5 km of road per 1,000 
people. Approximately 20% of the network is sealed (a third of the national roads). According to 
2011 data, 31% of the national road network is considered to be in good condition and 21% in poor 
condition (respectively 46% and 7% in the case of the core network). In 2002 there were 
approximately 49,000 registered vehicles, giving a very low vehicle density of only 7 vehicles per 
1,000 people. Traffic volumes remain low with 74% of the network having less than 500 vehicles 
per day and 89% with less than 1,000 vehicles per day. Responsibility for the management of the 
road network lies with the Department of Works (DOW), although the responsibility for the 
maintenance of the paved road network is increasingly being transferred to the National Roads 
Authority (NRA).  

230. Up till 1995 all roads were the responsibility of the central government and works were 
carried out through force account using the heavy equipment fleet of the Department of Works and 
Transport (DOWT). With the New Organic Law passed in the mid-nineties, many responsibilities 
were devolved to provinces and local governments. However, there is a serious lack of qualified 
staff and funding at decentralised level. Despite government training programs, the private sector 
remained limited to a few larger contractors in some of the provinces, resulting in continued force 
account operations and limited competition. Emergency maintenance and rehabilitation/ 
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maintenance of unpaved roads are generally carried out by DOW as part of its Community Service 
Obligations. In 2003 the National Roads Authority (NRA) was created to take over responsibility of 
maintaining the national road network, although it is currently only responsible for some small 
sections of paved national roads. The NRA is managed by a board with membership of the 
chamber of commerce, commercial transporters, institutions and government, 

231. Most road sector funding used to be allocated to expanding and linking up the road network. 
In the period 1990-1995 an average of $80 million was spent on roads, of which only $17 million 
went to maintenance. Budget allocations tended to be much lower than the amounts requested by 
MOW. In 2003 a road fund was created linked to the NRA, which has received approximately $8 
million a year since 2005 from a limited fuel levy. Additional funding is received from the central 
government budget ($10 million) and there are plans to increase the fuel levy and introduce 
overloading fees.  

232. With the 2006-2010 National Transport Development Plan, the emphasis was further shifted 
to rehabilitation and maintenance of the existing network. In this period road sector investment 
increased significantly with an average budget of $250 million per year from government and 
donors in the period 2006-2009. The percentage of the transport sector budget funded by 
government furthermore increased from 20% in 2004 to 66% in 2011, with the total road sector 
budget (including donor funding) reaching $354 million in 2011. The government allocation to 
maintenance similarly increased, reaching $32 million in 2010 and rising further to $42 million in 
2011. 

233. In 2002 the $118.1 million Road Maintenance and Rehabilitation Project (RMRP 2002-2012) 
started in 8 of the 19 provinces with IBRD loan funding support from the World Bank. The project 
was aimed at outsourcing works to the private sector, with a target of increasing the percentage of 
outsourced expenditure from 40% to 90% (by 2012 it had achieved 95%). The project works 
included national road rehabilitation (440 km) and routine maintenance (2,200 km), provincial road 
rehabilitation (200 km) and routine maintenance (900 km), and bridge replacement (15 bridges), 
rehabilitation (60 bridges) and maintenance.  

234. Small- and medium-sized contractors were to be strengthened with the support of the 
Department of Trade and Industry. These were to act as main contractor for smaller works or as 
subcontractor for larger works. Routine maintenance was carried out by communities (789 annual 
contracts planned, 18 awarded) using direct agreements with the Provincial Supply and Tenders 
Board, while small works (less than $54,000 – 250 contracts planned, 20 awarded) were to be 
carried out by small-scale contractors using DOWT standard documents for minor works. Larger 
periodic maintenance and rehabilitation contracts were to be carried out by contractors through 
NCB (up to $0.5 million – 55 contracts planned, 18 awarded) and ICB (6 contracts planned, 14 
awarded) applying World Bank standard bidding documents. Force account was applied for 
emergency maintenance or small remote works. The above shows a clear shift in the 
implementation of the project away from smaller contracts with domestic contractors in favour of 
larger contracts with international contractors. In part this is due to a fierce competition for 
domestic contractors with the construction of a liquefied natural gas pipeline underway during 
project implementation. 

235. In 2007 the $308.75 million first phase of the 10-15 year Transport Sector Support Program 
(TSSP 2007-2012) started with funding support from AusAID. The key objective is to support 
increased government funding for maintenance. The program focuses on line agency reform, 
strengthening of central agency support and maintenance of priority transport assets. The first 
phase foresees 20 rehabilitation and maintenance contracts. The project preparation documents 
acknowledge that the domestic contracting industry has insufficient project implementation and 
management skills as well as a lack of skilled human resources and equipment to effectively 
deliver the required works. Despite recognising the need to strengthen the private sector, the 
program design does not include any clear activities to this end (only mentioning the need to 
include past performance in bid evaluation and to develop proper clauses for contract termination 
in case of poor performance). In practice, however, contract packages were reduced in size and 
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more minor works (less than $150,000) were carried out in order to attract greater interest from the 
domestic contracting industry and to encourage small-scale contractors to enter the market, while 
at the same time reducing the demand for larger contractors that tended to be working above their 
capacity (applying only 1 or 2 larger contracts per province). For 2012 a total of 31 procurement 
contracts were planned, including 29 minor works contracts and 2 long-term maintenance 
contracts. 

236. The $750 million Highlands Region Road Improvement Investment Program (HRRIIP 2009-
2018) is planned to be carried out in 4 or more tranches (first tranche $140 million) with ADB loans 
and additional donor funding. This program will focus on the 2,500 km Highlands Core Road 
Network, including the improvement of 1,400 km (211 km in first tranche) and the maintenance of 
the full 2,500 km (571 km in first tranche). Ten-year performance-based maintenance contracts will 
be applied to the improved roads (combined with improvement works), while for the roads that are 
already in good condition volume-based maintenance contracts may be applied initially to bring the 
roads up to the required standard. The long-term funding is expected to provide market stability 
and encourage contractors to invest, while the long-term contracts are expected to attract 
international companies and encourage joint ventures with domestic contractors. For the first 
phase of the program, 4 ICB contract packages are foreseen. Participation of local communities 
will also be encouraged in the routine maintenance, and community-based rehabilitation and 
maintenance works will be carried out in 80 km of rural roads with the support of (International) 
NGOs.  

237. The program also includes the preparation of the 2011-2020 National Transport 
Development Plan. It furthermore aims to strengthen the National Roads Authority which will be 
responsible for the funding of the maintenance contracts, while ADB funding will be used for road 
improvements. A 20% annual increase in maintenance funding is required under the project. A 
private sector analysis linked to the project preparation concluded that the market was dominated 
by a handful of contractors which have insufficient capacity to carry out more works. This 
frequently leads to implementation delays and rebidding, and causes contracts to be awarded to 
whichever contractor has substantially finished his ongoing contracts. It further recommended joint 
ventures between international and domestic contractors in order for the latter to gain experience 
and eventually function as main contractor.  

238. In 2011 the $53 million Second Road Maintenance and Rehabilitation Project (RMRP-2 
2011-2016) started with funding support from the World Bank and implemented through the 
Ministry of Works and the National Roads Authority. The project objectives are to improve road 
conditions and to strengthen institutional arrangements including private sector participation. 
Regarding the latter, $600,000 is reserved for capacity building of MOW and NRA and $400,000 
for training of small- and medium-scale contractors (costing, bid preparation, quality control, 
construction techniques, site planning, work management, and contract administration). The 
number of companies actively involved in the road sector is to be increased from 20 to at least 30, 
with 30 companies to be trained under the project.  

239. NCB contracts will be packaged to match contractor availability and interest, while ICB 
contracts (3 contracts) will include incentives for subcontracting of domestic contractors. 
Community contracting is cited as being little effective, with force account operations such as the 
National Capital District Council work camps considered a better option. As roads are improved, 
they will be transferred from the Department of Works to the NRA which will apply long-term 
performance-based maintenance contracts. World Bank funding will not flow through the NRA as it 
is considered to require strengthening first. The government is to increase NRA funding through an 
increase to the diesel levy, the introduction of a petrol levy and overloading fees, and the transfer 
of resources from the tax credit scheme. 

240. JICA is also providing $9.1 million grant funding for the Project for Improvement of Road 
Maintenance Equipment that aims to provide 4 DOW provincial offices with heavy equipment for 
force account implementation of emergency maintenance and rehabilitation/maintenance of gravel 
roads. The project will later be complemented by a technical cooperation Road Maintenance 
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Framework and Capacity Building Program, the main focus of which is to increase DOW‟s ability to 
maintain and rehabilitate unpaved roads using its own equipment. The Technical assistance will, 
however, also look at strategy and policy development as well as private sector participation. 

8.1. POLICIES, GUIDANCE, CONTROLS AND INCENTIVES 

241. The reform process towards outsourcing was initiated in the mid-nineties and currently 
almost all works for national roads are outsourced. The government has strongly supported this 
process, but has been faced with capacity constraints both in MOW and local authorities, as well 
as in the domestic private sector. Even now the capacity of the private sector appears to remain 
insufficient in light of existing demands from the road sector as well as other sectors. As a result, 
works in rural roads and unpaved main roads continue to be carried out through force account.  

242. Donor support to outsourcing has been strong, with some projects having specific targets 
regarding the percentage of outsourced works. Support to private sector capacity development has 
also been reflected in most projects reviewed. Nevertheless, force account operations continue to 
be actively supported by some donors, with some project components aimed at strengthening the 
implementation capacity of DOW. 

243. Funding for the road sector has grown significantly, with the government funded portion 
increasing from 20% in 2004 to 66% in 2011. This ensures that road sector investments are less 
dependent on donor projects and that a relatively stable marketplace is created for the private 
sector. In addition, a road fund is in place financed from a fuel levy, although this is still being 
complemented by central budget allocations. The RMRP-2 project is currently working on 
increasing the range of road user charges feeding into this road fund in order that it becomes fully 
autonomous and is able to cover all maintenance needs.  

244. A National Transport Development Plan 2011-2020 has also been developed, providing the 
basis for future road investments. This will especially structure the activities of the National Roads 
Authority that is gradually becoming responsible for a greater portion of the national road network. 
This will allow contractors to identify future investments and decide what type of investments to 
make. 

245. Overall Papua New Guinea appears to have created a set of policies and incentives in 
support of private sector development for the road sector. Nevertheless, private sector capacity 
does not appear to have developed in line with demand, although this appears to be for a large 
part influenced by high demands from other sectors. In response, force account operations 
continue to be applied by PWD, going as far as to strengthen its force account implementation 
capacity. In this sense the development of a set of dedicated road sector contractors may prove 
beneficial to ensure sufficient private sector capacity as well as to avoid the need for continued 
force account operations. 

8.2. MODELS OF LOCAL PARTICIPATION 

246. In Papua New Guinea the domestic construction industry is dominated by a handful of larger 
contractors that are working above their capacity. As a result, other models of subcontracting by 
international contractors and strengthening of small- and medium-scale contractors are being 
applied. Community contracting is also prevalent for routine maintenance works. 

247. After the transition from force account to outsourcing, a limited number of large contractors 
emerged that gained experience through joint ventures and subcontracts with international 
companies as well as from direct support from government and donor projects. These large 
domestic contractors are currently dominating the market, both for larger and for smaller contracts. 
Often they are working beyond their capacity, especially in light of demands from other sectors 
such as the quickly developing petroleum and mining industries.  
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248. There is thus a need to further expand the domestic construction industry. One approach 
used in the HRRIIP and the RMRP-2 projects has been to stimulate ICB contracts, with 
international companies required to subcontract domestic contractors. International companies are 
likely to prefer to work together with the more capable larger contractors, however, which will 
neither reduce the demand for these companies, nor increase the capacity of the domestic 
construction industry as a whole. 

249. Another approach taken in the RMRP-1 and TSSP projects (and to a certain extent the 
RMRP-2 project) has been to focus on developing the small- and medium-scale contractors 
directly and contracting them through NCB contracts. This requires significant capacity building 
support to these companies, however, which has not always been provided in sufficient measure. 
Where this support can be ensured, this approach would appear to have greater potential in 
developing additional capable companies and expanding the domestic construction industry, 
relieving the pressure. 

250. Community contracting has been promoted by several projects, although the suitability of this 
model has already been questioned during the preparation of RMRP-2 and cited as being little 
effective. The alternative mentioned in those project documents is to apply force account 
management of the required labour. It is, however, recommended to follow the path taken in 
neighbouring Solomon Islands, Vanuatu and Timor-Leste where small-scale (LBES) contractors 
act as intermediary and are responsible for hiring and organizing the required labour. This still 
ensures the employment generating potential is reached, while at the same time reducing the 
management burden (and ensuring greater effectiveness through proper supervision by the 
contractor). 

251. Papua New Guinea is comparable to Solomon Islands and Timor-Leste in terms of economic 
development and road network, and lessons can therefore be learnt from these two countries that 
were analysed in more detail. The development of a competitive equipment-based domestic 
construction industry is required to carry out the larger works, while for routine maintenance the 
development of small-scale LBES contractors forms a viable alternative. As the country and its 
network further develop (with the important revenues collected from the extraction industries this 
may be very rapid), there may be a shift in the LBES contractors towards a more equipment-based 
approach. 

8.3. CAPACITY BUILDING EFFORTS 

252. Papua New Guinea is the only country included in the study together with Tonga, where 
significant capacity building efforts are being targeted at the national-level domestic contracting 
industry. Past training programmes and joint ventures have resulted in a handful of relatively strong 
large domestic contractors, but these are working beyond their capacity and there is a need to 
develop additional capable contractors. The RMRP-1 project already targeted the medium-sized 
domestic contractors, although it appears it did not have very much impact. The HRRIIP project 
aims to develop domestic contractors capable of supporting international contractors in carrying 
out the proposed ten-year performance-based maintenance contracts. This is to be achieved 
through a joint venture approach, however, which will only benefit a couple of contractors at most, 
and most likely these will belong to the larger contractors currently dominating the market. The 
RMRP-2 project continues where RMRP-1 left off, and aims to train 30 domestic companies, with a 
target of increasing the number of capable companies in the road sector from 20 to 30 by the end 
of the project. 

253. Capacity building for community contracting, or as proposed in the previous section for small-
scale LBES contractors, will also be required. These may serve to carry out minor works and 
routine maintenance, reducing the pressure on the larger companies. However, proper systems for 
capacity building aimed at this level do not appear to be developed yet. 

254. Public sector capacities are still limited, especially at provincial level, but also in the NRA. For 
capacity building at provincial level a separate assessment is required, to identify the existing 
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capacities in each of the provinces as well as the requirements. These have to be in line with the 
funding levels to be managed. Regarding the NRA, it is only just starting to manage the 
maintenance of the national roads, and considerable capacity building is therefore required. It is 
likely that to a large extent this may be provided by the RMRP-2 project. 

8.4. CONTRACT AND PROJECT STRUCTURING 

255. In Papua New Guinea most road sector works are currently outsourced, although force 
account continues to be applied in response to limited private sector capacity. For the donor-
funded projects, this mostly involves ICB procurement. Under RMRP-1 NCB was planned, but 
competition for local contractors resulted in contracts being repackaged for ICB. Under RMRP-2 
long-term performance-based contracts are planned, requiring the involvement of international 
contractors with relevant experience (although joint ventures and subcontracting of domestic 
contractors is foreseen). NCB contracts are also planned under this project, as well as under the 
on-going TSSP program. 

256. The implementation of the performance-based contracts will be a challenge, especially given 
the 10-year duration of these contracts. Although there will be international companies with 
experience with such contracts, this experience will not necessarily be sufficient to take into 
account Papua New Guinea‟s specific characteristics of rugged terrain, fractured geology and 
severe climate. Anecdotal evidence suggests that the experience has not been very positive so far. 
Under these conditions it is advisable to consider a shorter contract period of 5 years in order to 
gain more in-country experience and avoid putting too much risk on the contractor (or having very 
high bid prices). Proper risk management procedures for both contractor and NRA need to be 
developed and included in bidding and contract documents (by limiting the risks involved, costs 
can be significantly reduced). 

257. The NRA is progressively taking over the maintenance of the national roads, and will be 
responsible for managing the performance-based contracts. Given the lack of experience of the 
NRA, it will be important to ensure sufficient capacity is created for procurement and contract 
management.
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9. CONCLUSIONS AND RECOMMENDATIONS 

258. This chapter provides the main conclusions and recommendations of the study on 
Encouraging Private Sector Development in the Road Sector in Pacific Island Countries. This is 
first done on a country-by-country basis for the seven Pacific Island Countries included in this 
study. The second part of this chapter has a more regional perspective, comparing the experiences 
of the different countries included in the study and identifying the best practices that may be 
applied to other Pacific Island Countries. 

9.1. STUDY COUNTRIES 

259. The main conclusions for the seven countries included in the study are presented here, 
looking at their strengths as well as their weaknesses, opportunities and any possible threats. 

Samoa 

260. Of the countries included in this study, Samoa is the most developed in terms of private 
sector development in the road sector. It is also one of the first Pacific Island Countries to introduce 
road sector reform towards outsourcing (fully implemented in 2002). In introducing the reform, the 
government has been very deliberate in providing support to the institutional restructuring and the 
retrenchment of staff. Although the private sector was also very much involved in the reform 
process, the support to the private sector was actually quite limited and a more laissez faire 
approach was adopted. Nevertheless, emerging contractors were protected and given time to 
develop by limiting the number of contracts any contractor could win, requiring contractor 
registration and dividing road works into smaller packages.  

261. The approach used has worked out well, with a very competitive private sector active in 
Samoa, consisting of large domestic contractors capable of competing for ICB contracts as well as 
smaller medium- and small-scale equipment-based contractors involved mainly in routine 
maintenance contracts. This development of the private sector has also been possible due to the 
fact that Samoa has a relatively dense road network distributed over only two islands that are 
relatively close together, resulting in much lower mobilisation costs than in many other Pacific 
Island Countries. This, together with the high wage rates and the fact that the majority of roads are 
paved, means that equipment use is predominant by both large and small contractors. As a result, 
all sized contractors tend to compete with each other for the more common works such as routine 
maintenance.  

262. Protectionism - This is not to say that the reform process is completed. Protectionism 
continues to be applied, limiting competition between the existing contractors and resulting in some 
contracts being awarded to contractors simply because they are the ones who have not yet won a 
contract. The private sector construction industry is sufficiently developed that it can suffer the loss 
of some private companies without affecting competition too much. More than 10 years after 
reform, the next step would therefore be to open up competition, allowing contractors to win 
multiple contracts and making it possible to merge routine maintenance contracts to include all 
activities on the roads concerned and to cover a larger network. Apart from ensuring that the 
contracts are won by those contractors that provide the best performance at the best price, this will 
also reduce the management burden involved in administrating the contracts. It will, however, be 
necessary to continue monitoring the sector to ensure sufficient companies remain to guarantee 
proper competition. 
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263. Funding - Maintenance funding also continues to be a problem in Samoa. Although a road 
fund was created, this only received funds from vehicle registration fees and some fines. Most of 
the funding continues to come from annual funding allocations from central government. This 
means that funding is highly subject to change, resulting in an unstable market for the private 
sector. It is highly recommended that the road fund be linked to a dedicated fuel tax or levy, as was 
originally planned.  

264. Skilled staff - Management of the road fund and the road network lies with the Land 
Transport Authority (LTA). However, the LTA continues to be faced by problems in attracting 
skilled staff. The low salary levels compared to the private sector mean that they can only attract 
recent graduates who lack the necessary experience to manage the road sector. An increase in 
salary levels is required in order to ensure that sufficient skilled staff is in place to ensure the 
proper management of the road network and the supervision of the contractors executing the 
works. 

265. Performance-based contracts - Performance-based routine maintenance contracts are 
applied in Samoa. There has been some dissatisfaction on the part of the government with these 
contracts, as it was under the impression that they were paying a lot for very little work. The 
introduction of volume-based contracts in 2011, however, was very disappointing and currently the 
performance-based contracts are used again. It is strongly recommended to carry out a proper 
review of the performance-based system in Samoa, in order to make the necessary improvements 
that may result in a system that is transparent and agreeable to both the private sector and the 
government. One of the aspects to look at is the extension of the contract duration from one year 
to a period of 3-5 years, encouraging investments by contractors and lower prices. In case of such 
longer contract periods, procurement should be done in a staged manner, avoiding high 
procurement peaks in certain years. 

Solomon Islands 

266. The Solomon Islands have also progressed a lot in terms of road sector reform, with most 
road works currently outsourced. Contrary to Samoa, its road network is spread out over many 
islands, resulting in very high costs for the mobilisation of equipment. Together with the fact that 
most of the network is unpaved and that wage rates are relatively low, this means that labour-
based approaches have a high potential. This is reflected in the support provided by government 
and donors to the development of so-called labour-based equipment-supported (LBES) island-
based contractors. This experience has had a very positive effect on road conditions on the islands 
and on employment generation. At the same time, joint ventures with international contractors for 
larger works have benefitted a number of domestic equipment-based contractors, and these are 
now able to compete for ICB contracts. 

267. LBES contractors - Although the LBES contractors are definitely considered a suitable 
solution for the outer islands, the approach used for the development of these contractors is 
subject to improvement. Currently large numbers of contractors are trained, but only a few actually 
obtain contracts as they immediately have to compete with each other. This means that the training 
courses are kept short as candidates are not willing to spend much time without any certainty of 
income, and that the skills of the trained LBES contractors are insufficient to properly carry out the 
contracts. It also means that a large part of the investment in training is lost with unsuccessful 
candidates returning to their previous employment. It is therefore recommended to link the training 
to trial contracts, providing trainees with some income and allowing them to gain more experience 
(similar to the approach used in Vanuatu and Timor-Leste). After the training and the trial contract, 
certified trainees should be allowed to bid for regular contracts through open competitive bidding, 
although continued support will be needed. Such an expanded support program is likely to result in 
stronger and more motivated contractors, while at the same time avoiding poor performance in the 
first contracts. It is furthermore recommended to avoid community contracting in favour of having 
such labour inputs managed through LBES contractors, providing these contractors with more 
work opportunities and reducing the management burden involved in labour organisation. 
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268. Where the LBES approach is considered appropriate where equipment mobilisation costs 
are high, this is not the case on islands such as Guadalcanal and possibly Malaita, where a lot of 
equipment is readily available. Some of the LBES contractors on these islands already have some 
basic equipment and are keen to use it in order to reduce their costs and the effort involved in 
managing large numbers of workers. Current restrictions on the use of equipment under certain 
projects should therefore be removed, giving the contractor the freedom to decide whether or not 
to use equipment. This will allow LBES contractors to further grow and develop instead of 
restricting them to only carry out smaller LBES contracts. 

269. Equipment-based contractors - Although some equipment-based domestic contractors have 
benefitted from the joint ventures with international companies, these are very limited in number. 
These few contractors tend to be working above their capacity, while other domestic contractors 
have not been so lucky and continue to struggle to get contracts. These other contractors have not 
benefitted from any targeted support from the government or donor projects, and remain very 
weak. In order to ensure sufficient competition at this level, the equipment-based domestic 
contractors need to be strengthened through the use of suitable contract packaging complemented 
by capacity building support. Only in this way can a sufficient number of capable domestic 
contractors be ensured. 

270. Institutional reform - Although the reform process has progressed significantly in Solomon 
Islands, there has been little institutional restructuring. MID still copes with large numbers of staff, 
many unqualified for their new roles as managers and supervisors. The approach currently 
appears to be to wait for the retirement of these staff members rather than addressing the issue of 
retrenchment. However, as a result there is a lack of qualified staff to carry out the activities 
required in a context of outsourcing, resulting in poor performance on the part of some contractors. 
Adequate skilled staff needs to be ensured in MID, either through the hiring of temporary 
consultants, the retrenchment and hiring of new staff or training of existing staff. 

271. Performance-based contracting - Performance-based contracting has been introduced under 
a number of donor projects and is likely to be mainstreamed. A quick review of the bidding 
documents, however, showed that there is a lot of room for improvement, with current performance 
indicators defined in loose terms rather than in terms of objectively and simply measurable values. 
It is recommended to carry out a detailed review of the performance-based contracting system in 
Solomon Islands, with the aim of ensuring an appropriate system is in place before mainstreaming. 

Timor-Leste 

272. Timor-Leste has recently moved away from force account operations towards outsourcing of 
road works, with almost all road works currently outsourced. The support of multiple donors has 
resulted in large investments in the road sector, and the increasing revenues from petroleum are 
likely to ensure increasing government funding allocations and a more stable market in the future. 
The concentration of most of the population and road network on the island of Timor makes it 
easier to mobilise equipment, although in the case of rural roads this is not necessarily the case. 
The low wage rates have led to the domination of the LBES approach, especially in the unpaved 
rural road network. The national road network is receiving significant reconstruction with the 
support of three important donors, with works outsourced to international companies with support 
from the domestic road construction industry (for off-carriageway works the LBES approach is 
supported). 

273. Government support to reform - Government support to free and fair competition appears to 
be limited, however, with a large portion of government-funded works classified as emergency 
works and sole sourced, and contracts often limited in size and procured through shopping with 
befriended contractors. This has led many contractors to register under several company names, 
allowing them to obtain multiple contracts without these seemingly going to the same company. In 
one case a consortium was formed with the objective of sole sourcing a large contract for road 
works. At the same time, donor projects in the rural road network are aimed primarily at emerging 
LBES contractors, while projects in the national road network involve international contractors. 
Opportunities for domestic equipment-based contractors to obtain contracts through open bidding 
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are thus limited. Greater support from government to outsourcing and related transparent and fair 
procurement procedures is necessary to create an environment of fair and free competition, 
leading to a strong and capable domestic construction industry. 

274. Procurement systems - Due to the involvement of multiple donors, many different 
procurement systems have been applied. Although there is currently a greater degree of 
coordination, contractors are still faced with multiple procurement systems. In order to facilitate 
procurement for both the government and the private sector, and to support fair and transparent 
procurement, a single common procurement system needs to be developed. This also requires the 
concentration of procurement responsibility with those responsible for the road network (DRBFC 
and later possibly the districts), avoiding the involvement of other government actors such as 
SEFOPE (it would be instead preferable to transfer the skilled staff from SEFOPE to DRBFC). 

275. Equipment-based contractors - Support to the domestic equipment-based contractors tends 
to be limited to gaining experience through joint ventures and subcontracts with international 
companies. These are the contractors that will need to take over most road works in future, both 
regarding the maintenance of the improved national roads but also for the rural road network that is 
likely to evolve quickly with increased petroleum revenues and donor support. Although the LBES 
contractors have a clear role to play in the rural road network at the moment, it is likely that within 
the next ten years equipment-based contractors will start to dominate due to a greater percentage 
of paved roads, increasing wage rates and greater equipment availability (this has already been 
evident in the past five years, with wage rates doubling and equipment becoming widely available). 
Increased support to this portion of the road construction industry is therefore required to ensure 
capable contractors and sufficient competition.  

276. Performance-based contracts - Performance-based contracts are planned to be introduced in 
the national road network under different donor-funded projects. This will involve Output- and 
Performance-based Road Contracts (OPRC) with initial repairs on a volume basis followed by 
performance-based maintenance. International contractors will be involved due to the scope of the 
initial repairs, although these will only be responsible for maintenance for the first two years, after 
which domestic contractors will be hired for an additional three years. Under this approach the 
international company will have very little risk, with little maintenance required in the first two years. 
The domestic contractor on the other hand will bear increased risk during the later years after 
repairs, as well as having the risk of poor workmanship on the part of the international contractor. 
This undermines the whole concept of OPRC, where the same contractor is responsible for both 
repairs and maintenance for a period of at least 5 years (more in case of extensive initial works as 
is the case in Timor-Leste). It is therefore recommended to make the international contractors 
responsible for at least the first 5 years, preferably longer. Without such longer contracts the 
benefits of performance-based contracts will be minimal if any, with maintenance costs likely to 
turn out significantly higher than under a volume-based approach. Under such an extended 
contract domestic contractors will continue to be involved in implementation, allowing them to 
obtain experience, while a greater portion of the risk is borne by the international contractor. It is 
furthermore recommended to ensure the use of simple performance indicators. Although 
international contractors may have experience with more complicated performance-based systems 
in other countries, the use of a basic system will greatly facilitate the participation of domestic 
contractors. 

Tonga 

277. Tonga has recently initiated significant road sector reform, with almost all works currently 
outsourced to the private sector. With high wage rates, a concentration of the road network on 
Tongatapu and a large portion of the road network sealed, the focus is on equipment-based 
contractors. Tonga is the only country in the study where direct support to the domestic equipment-
based contractors was selected as the main approach to be followed, with appropriate packaging 
of road contracts complemented by capacity building efforts aimed at these contractors. Joint 
ventures with international companies have played a minor role, mainly as a result of the fairly 
good road conditions resulting in smaller works. The emerging domestic road construction industry 
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consists of existing building contractors as well as small contractors formed by former ministry 
staff. 

278. Contractor support - Although the domestic contractors are receiving support and capacity 
building from donor projects, this is inadequate given the lack of experience in the road sector on 
the part of the building contractors and the lack of business management experience on the part of 
the contractors formed by ex-ministry staff. Additional capacity building will be required for the next 
few years to ensure a capable and competitive domestic construction industry. During this period it 
is also recommended to apply a certain degree of protectionism as was used in Samoa, allowing 
the weaker contractors to develop, thus ensuring a sufficient number of capable contractors for 
proper competition. 

279. Government support to reform - Despite the clear government support to outsourcing, it has 
recently acquired a large amount of equipment and plant that it plans to use and hire out on the 
different islands. This forms a threat to the development of the private sector. It is therefore 
recommended that the government clearly defines the strategy for the use of this equipment and 
plant, ensuring that it does not undermine the recently initiated reform process. 

280. Level playing field - Another threat to the development of the domestic contractors is formed 
by international companies active in Tonga under other donor projects. Some of these are currently 
competing with the domestic contractors for NCB contracts. Although in itself this is not a problem 
and ensures adequate competition, it appears that the playing field is uneven, with these 
international companies able to import equipment and materials free of duty under the umbrella of 
the project that brought them to Tonga. As these companies are unlikely to remain in Tonga 
indefinitely, they will not be able to provide the required road services in the future and it is 
therefore necessary to ensure the development of a strong and capable domestic road 
construction industry. At the very least this will require that all bidders compete under the same 
conditions, but in light of the lack of experience on the part of the domestic industry may even 
require a certain degree of protectionism to target contracts at the domestic industry until they are 
sufficiently developed to compete with foreign companies. 

281.  Government capacity - The reform has also included a major institutional restructuring with 
the creation of the Ministry of Infrastructure. Although there is some competent staff in place, many 
posts still need to be filled and existing staff have a lack of experience as contract managers. This 
capacity needs to be strengthened in order to ensure that works are properly supervised and 
contracts properly managed. 

282. Performance-based contracting - Although performance-based contracts have not been 
introduced in Tonga, the relatively good conditions requiring only pavement repairs and the recent 
road improvements under several projects, mean that performance-based routine maintenance 
contracts are definitely an option. Although it is recommended to only introduce such contracts 
once the emerging contractors have gained some experience working in the road sector, it is 
proposed to already start with the definition of the required performance standards and related 
indicators in order that the ministry and the private sector may become familiar with them, although 
their achievement may be remunerated through volume-based payments for the time being. As 
road conditions improve and contractors develop, the contracts may be converted into 
performance-based contracts, reducing the management burden. Where the duration of such 
contracts is extended to several years, this will also stimulate investments by contractors.  

Vanuatu 

283. After a history of force account and limited international competitive bidding, Vanuatu has 
recently started outsourcing road works in light of the limited implementation capacity of PWD. 
With donor support LBES contractors are being developed on different islands capable of carrying 
out routine maintenance and spot improvements of the dispersed and mostly unpaved road 
network, avoiding the high costs of equipment mobilisation from one island to another. 
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284. Government support to reform - Government support to outsourcing appears to be limited, 
however, and currently only the LBES contractor approach appears to be fully accepted. Most 
works are still carried out through force account, and this approach appears to be favoured over 
the contracting of equipment-based contractors. This view seems to be shared by donors, with 
current support to equipment procurement and foreseen support to project implementation through 
force account. This is severely affecting the private sector, with some contractors having invested 
in equipment in light of expected outsourcing, now faced with a shrinking market in the road sector. 
Given that the main argument is that of force account being cheaper, it is recommended to do a 
thorough cost analysis including all costs of force account operations. It is further recommended 
that the government clarify its strategy regarding outsourcing. 

285. Domestic equipment-based contractors - A factor contributing to the lack of support to 
contracting with domestic equipment-based contractors has been the lack of success with that 
approach under VTSSP. However, given the historical lack of road sector experience of and the 
limited support given to these contractors, the lack of success can hardly be said to be surprising. 
Assuming a favourable conclusion from the cost analysis recommended above, it is strongly 
recommended to continue with the approach of national competitive bidding, complemented with 
strong capacity building efforts aimed at the domestic equipment-based contractors. Proper tender 
documents and contract packaging are also required to ensure adequate competition. 

286. LBES contractors - The LBES contractors appear to be working well. However, contracts 
with these contractors continue to be negotiated, without any open competition. As such it is 
impossible to see to which degree the developed contractors are really sustainable and 
competitive with equipment-based contractors. Although in Solomon Islands and Timor-Leste the 
LBES contractors definitely have economic advantages, wage rates in Vanuatu are between two 
and three times as high. As a result, LBES contractors are likely to only be competitive in the outer 
islands where the costs of equipment mobilisation are high. On Efate and Espiritu Santo, 
equipment-based contractors will be more efficient, and likely this will also be the case for some of 
the larger and nearer islands. It is likely that equipment will rapidly become more readily available 
on other islands, and that LBES contractors will evolve into equipment-based contractors. This only 
serves to make the case for greater support of the domestic equipment-based contractors. 

Kiribati 

287. Kiribati is only now embarking on outsourcing of works to the domestic road construction 
industry that is virtually non-existent due to a history of force account operations. Although the road 
network in Kiribati is quite limited in size, its concentration on the two islands of Tarawa and 
Kirimati mean that a domestic road construction industry is likely to be viable. Due to the significant 
road repairs required on Tarawa, the approach to be used is that of international competitive 
bidding combined with joint ventures and subcontracting to support the development of domestic 
contractors. 

288. Domestic equipment-based contractors - Although the joint venture approach has proven to 
be very successful in the development of domestic contractors, it tends to benefit only a few 
contractors. In Kiribati it is expected to benefit only one or two contractors under the single large 
ICB contract planned under KRRP. This is insufficient to ensure proper competition in future, and 
there is thus a need to complement this approach with targeted support to the domestic 
construction industry, both in terms of contract packaging as well as through capacity building 
efforts. Possibilities for national competitive bidding are limited, however, due to the scope of the 
works involved under KRRP. Nevertheless, an effort should be made to identify those works that 
may be contracted out separately under NCB.  

289. Microenterprises - At the same time the development of microenterprises is envisaged. 
Although the traditional approach of community-based microenterprises in Latin America has been 
very successful in unpaved road networks, in paved roads the approach has tended to take on the 
form of small-scale contractors (although still referred to as microenterprises) due to the greater 
need for skilled workers and equipment. This is also likely to be the case in Kiribati for the routine 
maintenance of the paved roads. As such, the focus on community-based microenterprises seems 
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less appropriate than working with existing (building) contractors and allowing them to gain 
experience in road works. This would also support the recommendation above of increasing direct 
support to the domestic construction industry to ensure sufficient competition of capable 
contractors in the road sector. 

290. Government management capacity - With the transition from force account to outsourcing, 
government staff has to be converted from works implementers to contract managers and 
supervisors. This is a major challenge in Kiribati, where MPWU has few engineers and CED has 
many vacant posts, while city councils responsible for rural roads lack capacity altogether. With 
most of the road sector management in the next 5 years to be carried out by the PMU, it is 
important to ensure sufficient capacity is created to manage the road sector after the end of the 
project, focusing on the management of works carried out by the domestic construction industry. In 
doing so, the management burden should be reduced as much as possible, avoiding the use of 
very small contracts such as those proposed for the microenterprises (approximately 5 km each). 

291. Performance-based contracting - Performance-based contracts for routine maintenance are 
to be introduced under KRRP. These will further assist in reducing the management burden for 
CED and the city councils. Here it is important to ensure the use of simple and measurable 
performance indicators that can be easily applied by both CED and the domestic contractors. 
Ample experience with such indicators exists with the microenterprises in Latin America but also in 
many other countries. Such a simple system is likely to be more successful than the more 
complicated indicators applied in more evolved systems such as those in Australia and New 
Zealand. The approach of having the domestic construction industry gain experience with 
performance-based contracts with the support of the international contractor during the defect 
liability period is considered very appropriate.  

292. Funding - Limited government funding in the road sector combined with a high donor 
dependency means that road investments are highly volatile. This makes it difficult for domestic 
contractors to develop in the road sector and sustain themselves. Increased government funding is 
required to ensure a more stable market and to guarantee the sustainability of the domestic 
construction industry being developed. 

Papua New Guinea 

293. The transition from force account to outsourcing of works in Papua New Guinea was initiated 
over a decade ago, and through a system of joint ventures and subcontracting with international 
companies a set of strong domestic equipment-based contractors was developed. A National 
Roads Authority was further created to manage the road network and the emphasis was gradually 
shifted from new construction to rehabilitation and maintenance. Government funding for the road 
sector has increased significantly with income from petroleum revenues. 

294. Equipment-based contractors - The number of capable contractors remains very limited, 
however, with the joint venture approach only benefiting a small number of existing contractors. At 
the same time the demand from other sectors has put a great burden on these contractors, limiting 
competition as contracts are awarded to whoever has substantially completed ongoing contracts. 
In response to the limited capacity of the private sector, especially in more rural areas, many works 
continue to be carried out through force account (some donors are even supporting the 
strengthening of DOW‟s capacity to implement works through force account). This reflects an 
urgent need to expand and strengthen the domestic road construction industry through a 
combination of targeted capacity building and appropriate contract packaging. Although some 
projects are currently providing support to small- and medium-scale contractors, the degree of 
support appears to be insufficient. 

295. LBES contractors - LBES contractors appear to be absent in Papua New Guinea, with 
attention instead focusing on community contracting for labour-based road works. This tends to 
require a lot of management, and results have not been very positive. The reaction appears to be 
to move towards labour-based force account operations. Given the similarity in conditions between 
Papua New Guinea and Solomon Islands or Timor-Leste, it is expected that the LBES approach 
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would be a good alternative to the management of labour-based inputs, with skilled staff and 
supporting equipment provided by the LBES contractor. It is strongly recommended to look at this 
possibility in more detail32. 

296. Performance-based contracting - Performance-based contracts are being introduced under 
HRRIIP. These have a 10-year duration, however, with the aim of creating market stability and 
stimulating investment by contractors. Anecdotal evidence suggests that these contracts are not 
very successful. Although a detailed review is recommended to identify the exact causes, it is 
expected that the contracts are too long. Even though the contracts are aimed at international 
companies with performance-based maintenance experience (in joint ventures with domestic 
companies), the lack of country experience with performance-based maintenance and the 
demanding conditions of road maintenance in Papua New Guinea make it difficult to properly 
predict maintenance needs over such a long period. Five year contracts are considered more 
appropriate for a country introducing performance-based contracts, especially where initial repair 
works are limited in scope. This would avoid putting too much risk on the contractors, which is 
likely to result in high bid prices. This approach is also expected to benefit only few domestic 
contractors, resulting in a limited domestic capacity to carry out such contracts in the future, and 
additional support to the domestic contracting industry regarding performance-based contracting is 
therefore required. 

9.2. PACIFIC REGION 

297. This section looks at the main conclusions and recommendations from a regional 
perspective. This is done on the basis of the four key components influencing private sector 
development: i) policies, guidance, controls and incentives, ii) models of local participation, iii) 
capacity building efforts, and iv) contract and project structuring. 

Policies, guidance, controls and incentives 

298. Government support to reform - Government commitment to outsourcing of road sector 
related works and services is a minimum requirement for creating the stable market place required 
for private sector development in the road sector. Without such commitment, the private sector will 
be reluctant to invest, resulting in less competition and higher costs. This is evident from Vanuatu 
which has yet to fully commit to outsourcing and where the unstable market has resulted in a 
domestic road construction industry that does not function properly. Both Kiribati and Tonga were 
recently in the same position, but have taken important positive steps towards the outsourcing of 
road works. Even though the domestic road construction industry in these countries is virtually non-
existent, the experience in Tonga shows that with the proper support it can quickly develop. In 
Timor-Leste force account operations were dominant until the late 2000s, and although most works 
are currently outsourced, procurement is not always free and fair and the domestic contracting 
industry remains chaotic. In Solomon Islands works also continued to be carried out through force 
account until the late 2000s, but the government appears to have wholeheartedly adopted 
outsourcing, even though it continues to hold on to large numbers of government staff. This has led 
to the development of a number of strong domestic contractors. Papua New Guinea is a special 
case, with reform initiated relatively early in the mid-nineties, but force account operations going on 
to date, especially in the case of rural roads and unpaved main roads. Here the private sector 
consists of only a limited number of larger contractors who are unable to cope with the demand. 
On the other side of the scope, Samoa started the reform process with strong government support 
already in the early nineties (although actual reform only took place in 2002) and is considered the 
only country in the study where the reform process can be regarded as being more or less 
completed (even though there are still areas for improvement). As a result its domestic road 
construction industry is the most developed of the countries reviewed. Government support to 
outsourcing and the related certainty of a relatively stable market is therefore considered a 
prerequisite for encouraging private sector development in any country. 
  

                                                
32

 Given that no country visit to Papua New Guinea was carried out under this study, it is not possible to determine 
whether this is in fact suitable to the country conditions. 
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Table 4 Road sector reform from force account to outsourcing 

Country Year 1995 2000 2005 2010 2015 

Samoa      
Papua New Guinea      
Solomon Islands      
Timor-Leste       
Tonga      
Kiribati      
Vanuatu      
      

 Initiation of reform  Implementation of reform  Full reform 
Source: Consultant’s processing of country data 

299. Donor support to reform - Donor projects generally provide support to the reform process 
towards outsourcing, although there have been some exceptions where private sector 
development has not been one of the objectives (e.g. the MCC-funded project in Vanuatu, the 
China-funded project in Tonga and the Japan-funded project in Papua New Guinea). However, in 
order for such donor projects to achieve the desired effects on private sector development, this 
support needs to be harmonised and properly structured, taking into account all the different 
aspects of the transition from force account to outsourcing. The implementation model(s) to be 
applied need to be identified and agreed upon, capacity building needs to be provided and 
procurement systems need to be developed. If these aspects are not properly accounted for in the 
project design and harmonised between different donors and projects, the resulting marketplace 
will become unstable, creating disincentives for the private sector to develop and delaying the 
potential benefits of private sector development. Timor-Leste is an example where the lack of 
coordination between donors in the past has led to multiple implementation models and 
procurements systems existing in parallel. 

300. Funding - Stable funding for the road sector is another requirement for creating a stable 
marketplace for the private sector. Sufficient government funding should be ensured to avoid a 
volatile marketplace where donor projects create sudden peaks in investments followed by lulls 
where contracting opportunities are almost non-existent. In such a situation it is very difficult for the 
domestic private sector to ensure it has the proper capacity to respond to demand. Although this 
funding does not necessarily require a road fund, dedicated funding sources based on road user 
charges (vehicle registration, traffic fines, fuel tax or levy) have proven to result in more reliable 
and stable funding. Kiribati and Timor-Leste are dependent on annual budget allocations to the 
road sector and are highly dependent on donors (although in Timor-Leste government allocations 
are increasing as a result of petroleum revenues), resulting in very volatile investment levels. 
Vanuatu also has annual allocations that vary strongly from one year to the next, although the 
creation of a road fund with dedicated funding is being discussed (however, most funding goes to 
force account operations, making the private sector extremely dependent on donor funding). The 
National Transport Fund in the Solomon Islands and the newly created road fund in Tonga have no 
dedicated funding and remain dependent on annual allocations from the central budget. Samoa 
has a road fund with some dedicated funding, but this continues to be strongly dependent on 
annual budget allocations. In Papua New Guinea there is a road fund with dedicated funding from 
a fuel levy, although it also receives annual budget allocations. Adequate dedicated funding levels 
are highly recommended to ensure stable funding for road sector investments. Requirements for 
the creation of road funds, dedicated funding sources and funding increases linked to project 
financing have proven to have a lasting effect on funding levels and should be used as an incentive 
for change. 
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Table 5 Road sector funding sources 

Country  Central 
budget 

allocation 

Road 
fund 

Dedicated 
funding 

Remarks 

Papua New Guinea X X X Limited fuel levy 
Samoa X X X Only vehicle registration and some fines 
Solomon Islands X X   
Tonga X X   
Vanuatu X    
Timor-Leste  X    
Kiribati X    
Source: Consultant’s processing of country data 

301. Planning - The preparation of multiannual rolling plans allows contractors to determine what 
equipment, materials and skills to invest in. Such plans only have effect, however, if they are 
adhered to. For private sector development in the road sector it is of less importance whether the 
plans are based on objective economic assessments and asset management systems, or whether 
they are strongly influenced by political motivations and whims, as long as they are planned ahead 
(preferably for several years) and are followed in implementation, at least in terms of types and 
amounts of work. Apart from the type of works to be carried out, these plans should also give some 
insight regarding the contract packaging to be applied and the procurement system to be used, 
allowing contractors to determine whether they will be able to bid for the works. 

Models of local participation 

302. International contractors - International contractors are used for larger works beyond the 
capacity of the domestic construction industry with the objective of providing skills and capacities 
not available in the country concerned. This model is applied in all countries covered in this study, 
although the country of origin of the international contractors tends to vary33. Although traditionally 
this model was applied to complement force account operations of the government and formed a 
major part of donor projects, the domestic contractors are progressively taking over many of the 
activities as they develop the required skills and capacities (or the means to access them). As such 
the need for international contractors is reducing in all Pacific Island Countries, although there will 
continue to be a market for them as domestic companies will be limited in their capacity by the size 
of the domestic market that they cater for. Even where international contractors are involved, joint 
ventures and subcontracts will allow domestic contractors to carry out a large portion of the works, 
with the international contractor only providing the specific skills, equipment and capacities that do 
not exist in the country34. It is expected that international contractors will gradually play a smaller 
role as the domestic road construction industry develops and larger domestic road contractors are 
formed (as is already the case in Samoa, Solomon Islands and Papua New Guinea). This will 
especially be the case in larger and economically more developed countries where domestic 
contractors can become larger in light of the large domestic market. 

303. Domestic equipment-based contractors – Domestic equipment-based contractors are the 
backbone of the road construction industry in most countries, and this is not any different in the 
Pacific Island Countries. The equipment-based contractors are required for the regular pavement 
repairs, and as the contractors develop they will take over more and more of the larger works. In 
Solomon Islands, for instance, the largest domestic contractor started off in joint ventures with 
international companies and now carries out many of the large road contracts (including ICB 
contracts) in the country, and is even contemplating branching out to nearby Vanuatu. With an 

                                                
33

 In Timor-Leste, for instance, most are from Indonesia, whereas in the southern Pacific they tend to come from 
Australia and New Zealand. In Tonga Chinese contractors were present, but this was related to the Chinese funded 
project. 
34

 In some cases the role of the international contractor will be limited to ensuring the compliance with the qualification 
criteria (especially financial), with the works in fact carried out by domestic contractors. This is a risky situation 
experienced in other countries where international contractors require a certain percentage of the contract sum solely for 
ensuring compliance with the qualification criteria, reducing the profit of the domestic contractor and leaving him to 
implement the contract. Where this is observed, it is preferable to move towards NCB contracts, ensuring a proper 
balance between the qualification criteria and the implementation capacity. 
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increasing percentage of the road networks in the different Pacific Island Countries becoming 
paved and equipment becoming more readily available, the role for equipment-based contractors 
will increase, especially in countries where road networks are dense and concentrated and where 
mobilisation costs are limited (e.g. Samoa). This model is found in all countries included in the 
survey, although in Kiribati the domestic contractors are not yet active in the road sector (this is 
likely to change over the next couple of years, however).  

304. At the lower end of the scale are the small-scale equipment-based contractors. These may 
be formed by ex-force account staff (e.g. Tonga) or from LBES contractors that have acquired 
equipment (e.g. Solomon Islands), or simply created by emerging contractors. In some countries 
these small-scale contractors will be in direct competition with large-scale contractors, especially 
where the number of road sector contracts is limited (e.g. Samoa, Tonga). In other countries they 
will have a separate market, especially where road networks are spread over many islands and 
small-scale island-based contractors have advantages due to lower mobilisation costs, or where a 
large part of the road network is unpaved. Over time, however, the market for small-scale 
contractors is expected to reduce as area-wide contracts are applied and works involve more 
pavement repairs. In Samoa, for instance, small-scale contractors are only involved in off-
carriageway routine maintenance, and this is only possible because these activities are not 
included in the pavement maintenance contracts carried out by medium- and large-scale 
contractors. Where the road network is spread over different islands, however, small-scale island-
based contractors are likely to have an ensured market for more day-to-day works.  

305. LBES contractors - In countries with low wage levels and a large portion of the road network 
unpaved, these small-scale contractors may be largely labour-based with some minor equipment 
(LBES contractors). This is especially the case in countries such as Solomon Islands, Timor-Leste, 
Papua New Guinea (although LBES contractors are not promoted there) and to a certain extent 
Kiribati and Vanuatu. In Vanuatu, however, the wage levels are already prohibitive for a LBES 
approach and it is expected that with an increase in outsourcing and road sector funding, small-
scale equipment-based contractors will start to evolve. Whether individual LBES contractors or 
community contractors are used will depend a bit on the specific situation and culture, although 
individual contractors have proven to be better able to invest in the company, to expand the area 
they work in and to grow over time (community contractors are more prone to limiting their 
operations to the vicinity of the community and investing profits in the community or the focus of 
the group they were formed around).  

306. The context of these countries makes an LBES approach competitive, although for certain 
parts of these countries it is already becoming evident that there is a desire on the part of the 
LBES contractors to transition to more equipment-based options in order to reduce costs and 
management burden. To the extent possible, contractors should be free to decide which approach 
to apply, allowing them to develop and grow. However, in some cases where employment 
generation is an important objective, it may be decided to restrict equipment use in favour of 
creating incomes, albeit at a higher cost of the works. 

307. Community contracting - Community contracting has its place, especially in short once-off 
activities with a direct benefit for the community concerned (e.g. rehabilitation of a community 
access road). However, for roads of a more public nature and prolonged maintenance contracts, 
community contracting tends to result in a significant management and supervision burden due to 
the lack of management skills created locally. In many cases it takes on aspects of force account, 
with the employer managing the labour directly (the only difference being that payments are made 
on the basis of lumpsums or volume of works completed rather than as daily wages). In such 
cases it is preferable to apply a LBES contractor approach whereby the required labour is 
contracted through the LBES contractor, who ensures proper management and supervision of the 
labour as well as the provision of any required equipment. This will also increase the contracting 
opportunities for LBES contractors, ensuring greater sustainability. This trend has been seen in 
Solomon Islands, Timor-Leste and Vanuatu, although in Vanuatu there is talk of reviving 
community contracting. 
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Table 6 Models of participation in government and donor funded works 

Country  Force 
account 

International 
contractors 

Domestic 
equipment-

based 
contractors 

LBES 
contractors 

Community 
contracting 

Samoa  X XXX   
Tonga  X XXX   
Solomon Islands  X XXX XXX X 
Papua New Guinea X XXX XXX  X 
Timor-Leste   XXX X XXX X 
Kiribati XXX XXX    
Vanuatu XXX X X XXX X 

XXX Dominant model of participation  X Other existing model of participation 
Source: Consultant’s processing of country data 

308. The table above reflects that in the transition from force account to outsourcing, most 
countries start off with outsourcing works to international contractors (this is very evident in Kribati 
that is only just beginning with outsourcing). In some countries this is complemented by LBES 
contractors (and community contracting) for the unpaved road networks on outer islands and rural 
areas (in Vanuatu, for instance, an international contractor was contracted for the surfacing of main 
roads under the VTIP project, but under VTSSP the emphasis is on LBES contractors for 
maintenance of unpaved rural roads). In both cases the models of participation selected reflect the 
aim of introducing outsourcing in areas were force account operations are lacking capacity (thus 
avoiding to much immediate confrontation between the two approaches). 

309. As countries and their domestic road construction industry develop, however, there is a 
gravitation towards national-level domestic equipment-based contractors. As these contractors 
become stronger, they take over more and more of the works originally carried out by international 
companies. Similarly, as wage levels increase and road networks become larger and have a 
greater portion of paved roads, they also replace LBES contractors as the model of choice.  Both 
processes are evident in Solomon Islands, where larger domestic equipment-based contractors 
are winning ICB contracts and LBES contractors are converting into equipment-based contractors.  

310. Despite the importance of domestic equipment-based contractors, this model of participation 
has received little direct support in the different countries studied and continues to have insufficient 
capacity in most countries. Apart from some support from international companies through joint 
ventures and subcontracts, domestic equipment-based contractors have largely been left to fend 
for themselves. Tonga and Papua New Guinea are exceptions and have provided targeted 
support, although in both these countries the domestic equipment-based contracting industry 
remains weak. As a result of the lack of support to domestic equipment-based contractors, 
experiences with NCB contracts have not always been positive, in extreme cases leading to the 
conclusion that force account operations are preferable. It is therefore recommended to pay more 
attention to this model of participation that plays an important role in the road sector, both now but 
especially in the future. 

Capacity building efforts 

311. Joint ventures and subcontracting - Joint ventures and subcontracting with international 
companies have been one of the dominant means of providing capacity building to the domestic 
equipment-based construction industry. Although the practice appears to be very successful in 
developing the capacity of the domestic contractors involved, it tends to only benefit a small 
number of contracting/consulting firms. This is the result of the fact that ICB contracts are large and 
limited in number, providing only a few opportunities for joint ventures. In addition, in subsequent 
joint venture opportunities there will be a tendency to partner with the same domestic company that 
has participated in previous joint ventures, as that company will be more developed and have the 
required experience. The joint venture approach thus results in a few strongly developed domestic 
companies as is evident from the countries included in this study (e.g. Samoa, Solomon Islands, 
Papua New Guinea). These domestic companies then tend to dominate the sector, often working 
beyond their capacity while other companies that are less developed are struggling for contracts.  
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312. This approach is also not without its risks, as is demonstrated in Tonga where the 
international company entered into liquidation, leaving the domestic company struggling in order to 
complete the contract. Joint ventures alone are not sufficient to develop adequate capacity of 
domestic equipment-based contractors. Wherever ICB contracts are required, however, an effort 
should be made to encourage joint ventures or subcontracting with domestic companies, taking 
advantage of the capacity building potential of these contracts. 

313. NCB contracts - To ensure that a sufficient number of equipment-based domestic contractors 
gain experience, the complementary provision of a steady stream of NCB contracts. Due to the 
greater number of contracts involved, greater competition is possible, with parallel development of 
different companies. However, under such an approach capacity building support is no longer 
provided by international contractors and needs to be provided by either government or donor 
projects. Without adequate support, performance is likely to be poor, with the risk that outsourcing 
to domestic contractors is dismissed as being unfeasible and a preference is given to ICB 
contracting or force account (as the examples in Vanuatu and Papua New Guinea indicate). 

314. Domestic equipment-based contractor training – Direct capacity building support to 
equipment-based domestic contractors is very limited in the countries reviewed. Tonga and Papua 
New Guinea appear to be the exceptions, with training aimed specifically at equipment-based 
domestic contractors, although the level of support is considered insufficient (in Papua New 
Guinea the impact on private sector capacity has been limited). This lack of support to equipment-
based contractors appears to be in conflict with the importance of this model of participation for the 
road sector. It appears, however, that there is a general idea that the development of equipment-
based contractors should be driven by market forces rather than government or donor 
interventions, and as a result a laissez faire approach is adopted. Although this was successful in 
Samoa, this was mainly due to the fact that the road network is dense and paved and equipment 
mobilisation costs are low, facilitating private sector development. This lack of support to domestic 
equipment-based contractors is slowing down the development of the industry in most countries. 
This is evident in Vanuatu, where a lack of support to these contractors resulted in a disappointing 
experience with NCB contracts, to the extent that the whole idea of outsourcing to these 
contractors is being reconsidered. It is strongly recommended to introduce large-scale support to 
domestic equipment-based contractors in countries where the private sector is still developing in 
order to ensure a sufficient number of capable contractors to carry out NCB contracts.  

315. LBES contractor training – In contrary to the above, direct training of LBES contractors is 
very common in countries where this model is promoted, forming the main form of capacity building 
support. This is evident Solomon Islands, Vanuatu, and Timor-Leste where a lot of training is 
directed at the development of LBES contractors. However, training of contractors from scratch is 
not something that can be achieved in two weeks of training. In this sense the approach used in 
Vanuatu and Timor-Leste appears to be more appropriate than that used in Solomon Islands, with 
longer training programs linked to trial contracts, ensuring that trained LBES contractors are better 
prepared and actually acquire some practical experience, putting them in a better position to 
compete with each other. The certainty of remunerated trial contracts after the training course (as 
is the case in Vanuatu and Timor-Leste) also results in more interest from potential contractors and 
allows the training programme itself to be extended, ensuring that contractors are better prepared.  
 

Table 7 Domestic private sector capacity building approaches 

Country  Joint ventures / 
subcontracting  

Training of equipment-
based contractors 

Training of LBES 
contractors 

Tonga X XXX  
Papua New Guinea XXX XXX  
Samoa XXX X  
Kiribati XXX X  
Solomon Islands XXX X XXX 
Timor-Leste  XXX X XXX 
Vanuatu XXX X XXX 

XXX High level of application  X Limited application 
Source: Consultant’s processing of country data 
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316. Protectionism – The protection of emerging contractors, whether equipment-based or LBES 
contractors, can have beneficial effects on the development of the industry, resulting in a greater 
number of sustainable contractors that can compete with each other. The approach applied in 
Solomon Islands where several LBES contractors are trained for a single contract and immediately 
required to compete with each other, is resulting in many disillusioned contractors unable to find 
work. The approach applied in Vanuatu and Timor-Leste is considered more appropriate, where 
initial (trial) contracts are given to the trained LBES contractors applying negotiated prices, allowing 
contractors to acquire more experience. Similarly in Samoa the bidding for routine maintenance 
contracts is limited to contractors registered on the island concerned, with a maximum of one 
contract for each contractor, thus ensuring that several contractors are able to gain experience. In 
Tonga and Solomon Islands shopping is used to restrict the contractors able to bid for a contract, 
thus allowing contracts to be targeted at the contractors being developed.  

317. Such protectionism should not be applied for too long, however. There is a risk that 
competition is discouraged, leading to poor performance and increased costs. In Vanuatu, for 
instance, contracts with LBES contractors continue to be negotiated without any competitive 
bidding, making it impossible to judge the sustainability of these contractors. In Samoa, the 
restricted bidding and contract award is resulting in contracts being awarded to weaker contractors 
as the stronger contractors are no longer eligible (having already been awarded a contract or not 
being registered on the island concerned). At a certain moment the contracts need to be opened 
up to competitive bidding in order to achieve the objectives of outsourcing (improved quality and 
reduced costs), knowing that a portion of the contractors will not survive. A certain balance needs 
to be found, however, between applying protectionism to assist the development of emerging 
contractors and opening up the market to competition once a sufficient number of sustainable 
contractors have developed in order to ensure quality and cost objectives. 

318. Training of government staff - For the public sector, a lot of capacity building is still required, 
especially in countries that are just recently transitioning towards outsourcing such as Tonga, 
Kiribati and Vanuatu. In Solomon Islands institutional reform is still required to adjust the 
government structure to its new role as contract manager, ensuring a reduction in overall staff 
levels and guaranteeing sufficient qualified staff. The latter will require significant capacity building. 
The other countries will also need continued support, as government restructuring, difficulties in 
retaining staff, and decentralisation will pose a need for capacity building of new staff members 
and the development of new systems. 

319. Qualified staff - An important factor for both the private and the public sector has been the 
difficulty of finding and especially retaining qualified staff. Country level vocational training is 
generally not of the level required, and even regional training facilities are scarce, with most people 
going to Australia or New Zealand for higher education. However, even when people have 
received adequate training, it is difficult to get them to return to their country of origin as there are 
better (paid) employment opportunities abroad. The public sector especially bears the brunt of this, 
as it is often restricted to paying low salaries. As a result it not only loses staff to other countries, 
but also to the domestic private sector. Until a proper solution can be found for this problem, it will 
be difficult to really improve capacities, especially for the public sector. 

320. Training institutes - Part of the required training (especially business management training) 
may be provided through national training institutions such as TBEC in Tonga or IADE in Timor-
Leste, ensuring a greater level of sustainability. Such institutions may also be applied for the 
technical training of contractors, although appropriate technical training institutes are often lacking 
in the Pacific Island Countries. Custom made training programmes can be developed for use by 
existing training institutes, or regional technical training centres may be used (e.g. those in Fiji). 
Alternatively, training can be provided through projects as is currently often the case. This last 
option is the most appropriate where training is largely a one-off input, which does not need to be 
repeated regularly.  
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Contract and project structuring 

321. Standardised procurement system – With the recent transition from force account to 
outsourcing, the creation of procurement and bidding capacity for both the public and private sector 
and the development of appropriate procurement systems has been an important objective. A 
harmonised approach is important in this sense, to avoid different systems being used. Timor-
Leste is an example where both the different donors and government have been applying different 
systems, creating confusion for contractors but also creating a level of disorder that allows systems 
to be abused. In this sense it is considered a high priority to develop national procurement systems 
that are transparent and fair, and acceptable to the different donors, and as much as possible 
applying these in donor-funded projects.  

322. This is a difficult task, however, with many donors set in their ways and having their own 
standard bidding documents and procurement systems, with deviation from these systems 
requiring high level approval35. However, a certain degree of harmonisation should be possible. An 
example is China where recently a new set of standard bidding documents was prepared for use in 
donor-funded projects. The same documents are to be used in all projects, but there are provisions 
for certain clauses to be added or omitted in case of funding by for instance World Bank or ADB. 
This means that 98% of the document is the same irrespective of the donor, with only certain 
clauses being donor dependent. For contractors and the public sector this means they only have to 
be familiar with one set of bidding documents. 

323. Level playing field – A level playing field is important for private sector development. Two 
cases were identified in the study where the playing field was uneven. In Solomon Islands the 
domestic contractor awarded the ICB contracts, was required to pay import duties and taxes, 
whereas international competitors were not. In Tonga Chinese companies were participating in 
national bidding under a system of exemptions from taxes and duties that did not apply to domestic 
bidders. Under such conditions of uneven advantages for certain contractors, it is very difficult for 
the domestic private sector to develop properly and actual competition to flourish. 

324. Contract packaging – In order to create more opportunities for the participation of the 
domestic construction industry, contracts need to be adjusted to the capacity of the private sector. 
For the equipment-based contractors this will mean an increased use of national competitive 
bidding with adequate contract sizes. For LBES contractors the contract packages will need to be 
smaller still in accordance with their financial and technical capacity. A proper balance needs to be 
sought, however, between reducing the contract size to fit the capacity levels of the existing 
models of participation, and increasing the contract size to reduce the management burden 
involved in contract administration. Very large contracts can reduce the management burden, but 
prohibit participation of domestic contractors in many cases. Very small contracts enable local 
participation, but significantly increase the management burden.  

325. In this sense community contracting has proven to result in a very high management burden, 
and has been dropped in many countries in favour of contracts with LBES contractors. This 
tendency of moving towards fewer and larger contract packages (e.g. applying area-wide routine 
maintenance contracts) will continue in as far as local capacities allow for this. The same tends to 
happen with contract duration, with short contracts of a few weeks initially applied, and gradually 
evolving to annual contracts and multiannual contracts with the aim of reducing the need for 
procurement (as well as providing advantages to contractors in terms of market stability). It is 
strongly recommended to apply properly sized NCB contracts wherever possible, increasing the 
opportunities for domestic equipment-based contractors to participate. In countries where small-
scale (LBES) contractors are present, it is recommended to also ensure smaller contracts targeted 
at them. In both cases, however, the size of contracts should be increased over time in line with 
the improving capacities of the contractors concerned, motivating them to grow. 

                                                
35

 This is already obvious in Kiribati where the standard bidding document to be used in the jointly ADB and World Bank 
funded project requires high level approval regarding the countries of origin of eligible bidders. 
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326. Qualification criteria – With respect to the procurement of small-scale (LBES) contractors, the 
use of proper qualification criteria and requirements for securities and guarantees is very 
important. These contractors tend to have little previous experience, only as a subcontractor, or 
working as an individual, ministry staff or for another company (not under the current company 
name). Requirements regarding previous experience should take this into account and should be 
in line with the type of work to be carried out. In most cases it is sufficient to require that the bidder 
has participated in the LBES training or has staff with relevant experience. 

327. Access to credit – Similarly, small-scale (LBES) contractors tend to have difficulties 
accessing credit. They have little access to bank loans as they cannot provide property or cash 
deposits as collateral and are forced to lend from the private sector, often against high interest 
rates. The requirement of bid securities, performance guarantees and other financial securities 
often means a significant cost for them. Considering that the contracts involved are generally very 
small and the risks for the road agency are therefore minimal, these securities should be avoided 
as much as possible. Advances should also be provided to the extent possible (10-20%) in order to 
ensure that the contractors do not run into cash flow problems during the implementation of the 
works.  

328. Payments – Payment delays form a serious problem for contractors, especially small-scale 
(LBES) contractors. Apart from causing a cash flow problem and delaying works due to a lack of 
funds to purchase materials or other items, this can result in contractors being unable to pay their 
workers. Especially in labour-based approaches, this can lead to social problems with a 
community, making it impossible to continue the work and in some cases even undermining the 
whole LBES approach with community members no longer willing to work for LBES contractors. A 
number of LBES contractors have mentioned having to take out loans just to be able to pay their 
workers on time, and this is one of the main reasons why contractors prefer to use equipment 
instead of labour. More attention therefore needs to be paid to ensuring timely payments, 
developing simple payment procedures and claim forms, and ensuring decentralised accounts in 
the case of rural areas or outer islands (also decentralising payment authorisations to the extent 
possible). Sufficient supervisors/inspectors are also needed to ensure timely verification of 
completed works. 

329. Performance-based contracts – Performance-based contracts have been introduced in most 
of the countries included in the study (Samoa, Solomon Islands, Timor-Leste, Kiribati and Papua 
New Guinea). International experience with performance-based contracting has proven to have 
several benefits, including a reduced management burden, better and more predictable (constant) 
road conditions, more predictable budget requirements, and ultimately lower costs for the road 
agency (10-40% reductions in the USA) and higher profits for the contractor.  

330. A superficial review of some of the experiences and bidding documents together with 
anecdotal evidence, however, suggests that there are several issues undermining the success of 
the approach in the countries included in the study. Performance indicators are not objective or are 
very complicated, contract durations are not in line with foreseen damage or with existing 
capacities and experience, risks are unevenly distributed, insufficient general experience with 
outsourcing exists, deductions and penalties are not properly applied, inspections are not frequent 
enough, proper monitoring and review is not taking place, etc. Another concerning factor is where 
there is a direct transition from force account operations to performance-based outsourcing without 
first using volume-based contracts that require less management capacity on the part of the 
contractors. Although such a direct transition is possible for simpler works (e.g. off-carriageway 
and unpaved road surface maintenance), this is not recommended for costly pavement repairs 
where there are significant financial risks involved in bid preparation. 

331. In light of these findings, there is a large risk that the performance-based systems will not 
function well, leading to the approach being dismissed by governments and donors. It is therefore 
strongly recommended to carry out a specific assessment of the experiences with performance-
based road maintenance in the pacific region, describing different experiences, comparing these to 
international best practices, and developing recommendations for the use of performance-based 
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maintenance systems in Pacific Island Countries, taking into account the specific characteristics of 
the different countries (in a similar way as the current study). 
 

Table 8 Performance-based contracting 

Country  Performance-based contracting 

Samoa Annual contracts for routine maintenance with domestic equipment-based contractors 

Solomon Islands Annual contracts for routine maintenance with LBES contractors 

Papua New Guinea 
10-year OPRC contracts with international contractors in joint ventures with domestic 

equipment-based contractors 

Timor-Leste  
Planned 2-year OPRC contracts by international contractor followed by 3-year 

contracts for routine maintenance with domestic equipment-based contractors 

Kiribati 
Planned 2-year OPRC contracts with international contractor followed by annual 

contracts for routine maintenance with microenterprises 

Tonga Potential for application with equipment-based contractors in the near future 

Vanuatu Potential for application with LBES contractors in the near future 

Source: Consultant’s processing of country data 

9.3. OTHER SECTORS 

332. Although many of the conclusions and recommendations of this study on encouraging private 
sector development may be applicable to other sectors, it is important to take into account the 
differences that exist between sectors. Three important aspects in this regard are ownership, users 
and funding. 

333. Ownership – Ownership of the infrastructure is not the same for all sectors. In the case of the 
Pacific Island Countries, almost all roads are government-owned and the government is 
responsible for its management. This is different from, for instance, the water and sanitation sector 
where ownership of a drinking water system may lie with a private company or a users‟ 
association, while ownership of latrines generally lies with individual households.  

334. Users – The users of the infrastructure are also different. Where in principle everybody has 
access to a road and users are generally defined as the population as a whole, this is not 
necessarily the case for other sectors. Infrastructure in the water sector consists of separate 
systems, each with its own set of users that tend to be formally or informally registered, with use 
restricted to these registered users. For the energy sector the same generally applies, although 
different electricity systems may be linked together. However, usage is again restricted to 
registered users. In the case of sanitation, infrastructure users can vary from an entire city in the 
case of a sewer system, to a single household in the case of latrines. 

335. Funding – This also has an effect on the funding for operation and maintenance of the 
infrastructure concerned. In the road sector funding tends to come from the central budget or from 
dedicated funding sources related to road use (fuel tax or levy, vehicle registration fees, fines for 
traffic violations). Only in a few cases are charges directly related to the use of a specific road (e.g. 
tolls). In the case of drinking water systems and electricity, meters can be applied and fees 
charged depending on usage by each user. In the case of sewer systems and solid waste 
collection, fixed tariffs are generally applied to all users. In the case of latrines, individual 
households tend to hire service providers on a needs basis. In some cases the collection of these 
fees is done by the government, in others it is done directly by the company responsible for 
providing the service. 

336.  These three aspects alone show the great variety that exists between different sectors and 
even within sectors. These aspects have an important effect on private sector participation. 
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Depending on these aspects, operation and maintenance may be carried out through force 
account (e.g. a drinking water company maintaining its own system) or outsourced (e.g. a 
household hiring a company to clean a latrine). Remuneration for the service provider may be 
based on the volume of work carried out (e.g. payment for the cleaning of a latrine) or on the 
amount of usage (e.g. payment for the amount of electricity used). Even performance-based 
systems may be applied (e.g. with penalties applied for every day of breakdowns in a water 
system). The companies involved may be large-scale international companies (e.g. water 
companies for capital cities) or small-scale local companies (e.g. latrine cleaning companies). 

337. Given these differences between sectors and their influence on private sector participation, 
this report cannot provide specific conclusions and recommendations for other sectors. However, 
applying a similar approach to identifying the aspects of a specific sector in a country, and 
subsequently looking at the four key components of private sector participation defined in this 
report, it is possible to identify the best practices and next steps in encouraging private sector 
development. In doing so, it may be possible to replicate some of the findings from the road sector, 
while others may not be applicable at all. 
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 January 2011, World Bank, Project Appraisal Document 

 December 2010, World Bank, Project Information Document 

 November 2010, ADB, Project Administration Manual 

 November 2010, ADB, Report and Recommendation of the President 

 November 2010, ADB, RRP – Sector Assessment: Transport and Information and 
Communication Technology 

 November 2010, ADB, RRP – Terms of Reference for Technical Assistance 

PAPUA NEW GUINEA 
 August 2010, Department of National Planning and Monitoring, Papua New Guinea Medium 

Term Development Plan 2011-2015 

 December 2010, Department of Works, Papua New Guinea Road Statistics 2010 
 
Second Road Maintenance and Rehabilitation Project (RMRP-2) 

 August 2012, World Bank, Implementation Status and Results 

 April 2011, World Bank, Project Appraisal Document 

 February 2011, World Bank, Project Information Document 
 
Road Maintenance and Rehabilitation Project (RMRP-1) 

 July 2012, World Bank, Implementation Status and Results 

 December 2011, World Bank, Restructuring Paper 

 June 2007, World Bank, Procurement Plan 2008 

 March 2007, World Bank, Project Paper on a Proposed Additional Financing Credit 

 December 2006, World Bank, Project Information Document (Additional Financing) 

 May 2002, World Bank, Project Appraisal Document 
 
Transport Sector Support Program (TSSP) 

 May 2012, AusAID, Transport Program Annual Plan 2012 

 May 2012, AusAID, Transport Program Annual Report 2011 

 May 2012, AusAID, Annual Transport Sector Performance Report 2011 

 May 2010, AusAID, Capacity Building Framework 

 May 2010, AusAID, TSSP Staged Capacity Building Practice Model 

 February 2010, AusAID, Capacity Building Strategies to Assist with Organisational 
Development of Transport Sector Agencies 

 November 2009, AusAID, Transport Sector Capacity Building Framework & Approach – 
Program Logic 

 October 2008, AusAID, TSSP Advisor Situation Analysis Review 

 July 2008, Finnroad, Socioeconomic Study – Baseline Report 
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 February 2008, AusAID, Transport Sector News 

 December 2005, AusAID, Concept Design Document 
 
Highlands Region Road Improvement Investment Program (HRRIIP) 

 December 2011, ADB, National Transport Development Plan (2011–2020) Technical 
Assistance Completion Report 

 September 2010, ADB, Facility Administration Manual 

 December 2009, ADB, Papua New Guinea: Improving Road User Charges and Private Sector 
Participation in Road Development 

 February 2009, ADB, Papua New Guinea: Extending the Socioeconomic Benefits of an 
Improved Road Network to Roadside Communities 

 February 2009, ADB Loan Agreement 

 November 2008, ADB, Framework Financing Agreement 

 November 2008, ADB, Report and Recommendation of the President 

 June 2007, ADB, Papua New Guinea: Preparing the Highlands Highway (Southern Highlands 
and Enga Provinces Network) Rehabilitation Project 

GENERAL 
 August 2012, ADB, Learning Curves: Transport Sector in the Pacific 

 2011, PRIF, Pacific Infrastructure Performance Indicators 

 August 2010, ADB, Evaluation of Labor-Based Road Work Methods 

 November 2009, ADB, Pacific Private Sector Development Initiative Phase II 

 March 2007, ADB, Pacific Regional Transport Analysis 

 June 2004, AusAID, Pacific Regional Transport Study 

 2004, ADB, Swimming Against the Tide? An Assessment of the Private Sector in the Pacific 
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ANNEX 2 – PEOPLE MET 

SAMOA 
Ane Moananu CEO, Samoa Chamber of Commerce and Industry Inc. 
Anna Aiolupotea Manager Procurement and Programming Division, Land Transport Authority  
Anthony Stannard AusAID 
Faalogo Iosefa Falaniko  CEO, Samoa Works and Engineering Ltd 
James Reichert Senior Infrastructure Specialist, World Bank 
Leatigaga Peni Tofa Managing Director, Apia Lua Limited 
Leiataua Isikuki Punivalu Managing Director, Isikuki Punivalu & Associates (IPA) Ltd (Head PMU 

SIAM-2) 
Michael Anderson Project Component Manager Samoa Infrastructure Asset Management 

project (SIAM-2), Land Transport Authority (LTA) 
Montini Ott Managing Director, King Construction 
Peter Ott Manager, Ott Transport Company 
Ronaldo Serrano Engineer, Ott Transport Company 
Rudolph Ott Director, Ott Transport Company 
Sofaea Alo  Finance Manager, Samoa Works and Engineering Ltd 

SOLOMON ISLANDS 
Ambrose Kirei Acting Permanent Secretary, Ministry of Infrastructure Development 
Ananias Furi Finance Officer, Rapid Employment Project (REP) 
Arnulfo Garcia Project Manager, Rapid Employment Project (REP) 
Clement Lulumani Procurement Officer, Rapid Employment Project (REP) 
Edward John Senior Works Officer, Rapid Employment Project (REP) 
Eric Agita Iro Managing Director, EJ Construction 
Geffrey Kwanai Works Officer, Rapid Employment Project (REP) 
Jimmy Nuake Head Central Project Implementation Unit, MID 
John Vincent Alisae Managing Director, JV & Partner inc. Ltd. 
Jones Taoakalo Managing Director, Liu Construction 
Ken Munro Procurement, Contract Management and Community Development 

Specialist, Solomon Islands Road Improvement Project (SIRIP-2) 
Lemuel Beti Siosi Managing Director, LBS Engineers Ltd 
Matthew Howell First Secretary Development, New Zealand High Commission 
Paul Berris Meleha Works Officer, Rapid Employment Project (REP) 
Reginald Douglas Managing Director, Dalgro (SI) Ltd 
Richard Filewood Team Leader, Transport Sector Development Project (TSDP) 
Rose Mashie Wateha‟a Community Liaison Officer, Rapid Employment Project (REP) 
Scott McNamara  Senior Development Program Specialist, Economic Infrastructure, AusAID 
Simon James Works Supervisor, Solomon Islands Road Improvement Project  

(SIRIP-2) 
Tony Mani Managing Director, RH Construction 
Tony Telford Team Leader, Solomon Islands Road Improvement Project (SIRIP-2) 

TIMOR-LESTE 
Aldemiro da Silva Belo Manager, Maubere Spirit Lda 
Antonino Sereno Gomez Project Manager, Nulia Construction Unipessoal Lda 
Bas Athmer Chief Technical Adviser, Roads for Development Programme (R4D) 
David Hook Governance and PFM Specialist, World Bank 
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Gerard Cheong  Assistant Director, Infrastructure and Rural Development, AusAID 
Mitsuyoshi Asada Senior Transport Specialist, Sustainable Development Department, World 

Bank 
Olvio dos Santos Program Assistant, World Bank 
Richard Phelps Senior Infrastructure Specialist, ADB 
Tomas Stenstrom Project Coordinator, Enhancing Road Access Project (ERA) 
Veronica Lim Assistant Director, Montana Diak Unipessoal Lda 

TONGA 
Aloma Johansson President, Tonga Chamber of Commerce and Industry Inc. 
Bruce Jackson Technical Advisor Roads, Transport Sector Consolidation Project (TSCP) 
Collin McCarthy Fletcher Royco Joint Venture (by email only) 
Cyril Guiramand Manager, Tonga Business Enterprise Centre 
Hehea Tkuafu Managing Director, Oregon Pacific International 
Lawrence Carlson Project Coordinator, Transport Sector Consolidation Project (TSCP) 
Malakai Vakasiuola Deputy Project Team Leader, Integrated Urban Development Sector Project 

(ITS) 
Maria Paniagua Unit Head, Project Administration, South Pacific Subregional Office, ADB 
Mokiana Sika Manager, Five Star Construction 
Paula Taumoepeau Vice President, Tonga Chamber of Commerce and Industry Inc. 
Pesi „Ilangana Administrator Officer, Tonga Chamber of Commerce and Industry Inc. 
Richard Dixon Project Team Leader, Integrated Urban Development Sector Project (SMEC) 
Ringo Fa‟oliu CEO, Ministry of Infrastructure 
Saimone Fushimalohi CEO, Talalosia Construction Civil Work 
Siome Taumoepeau Manager, Pacific Engineering Consulting Group (PCEG) 
Siome Tukuafu President, Contractor Association (Manager, Willow Cove) 
Tahi Vehikite Manager, Kingdom of Tonga Engineering Consultants (KTEC) 
Tevita Lavemai Acting Director Land Transport Division, Ministry of Infrastructure 
Tomifa Paea  CEO Vava‟u Construction Limited 

VANUATU 
Ambatha Paraliu Manager Operations and Maintenance Unit, Public Works Department 

(PWD) 
Benjamin Shing Director Department of Strategic Planning Policy and Aid Coordination, 

Prime Minister‟s Office (PMO) 
Catherine Malosu  Environment and Social Mitigation Officer, Vanuatu Project Management 

Unit (VPMU) 
Jim Clarke Team Leader, Vanuatu Transport Sector Support Program (VTSSP) 
John Salong  Kwang Sing 
John Tonner Managing Director, MCI Ltd 
Johnson Binaru Iauma Director General, Ministry of Infrastructure and Public Utilities (MIPU) 
Jone Roqara Liason Engineer, Project Support Unit, Public Works Department (PWD) 
Mikaela Nyman Development Counsellor, New Zealand High Commission 
Peter Smith Vanuatu Infrastructure Adviser, Governance for Growth Program 
Robert De Raeve Charge d'Affaires a.i, European Union 
Simon Cramp Program Director, Governance for Growth Program 
Tony Care  The Fletcher Organisation (Vanuatu) Ltd 

REGIONAL 
Chris Bennett Senior Transport Specialist, World Bank 
Corazon Alejandrino-Yap Research Officer, Pacific Region Advisory Centre (PIAC) 
Katrin Bock Business Analyst, Pacific Regional Office, European Investment Bank 
Katherine Baker Senior Research Analyst, Pacific Region Infrastructure Facility (PRIF) 

Secretariat 
Rishi Ram Adhar  Senior Project Officer, ADB 


