
In recent years, the Government of Tonga has faced increasing demands for political reform, 
a major threat to macroeconomic stability from large public service wage rises granted after 
a civil service strike in July–September 2005, the death of the King, and serious economic and 
social consequences from urban riots in November 2006 that called for political freedoms and 
destroyed most of the capital’s central business district.

While in 2005–2006, gross domestic product (GDP) recorded slight growth of 1.9% while 
real GDP growth for fiscal year (FY) 2006–2007 (ending 30 June 2007) contracted by 3.5%. The 
public-sector downsizing in mid-2006 subsequent to the civil service strike in 2005 and before 
the November 2006 civil disorder that destroyed part of the downtown business district of the 
capital Nuku’alofa, contributed to depression in business confidence and a contraction in most 
economic activity in 2007. Exports were depressed and tourism remained weak in light of the 
negative publicity.

The risks to the outlook of 1% GDP growth for FY2007–2008 include lingering political 
uncertainties and a decline in job opportunities, particularly for Tongan youth who comprise 
about 50% of the population. Improving private sector development and restructuring 
state-owned enterprises (SOEs) are key to sustainable economic growth. The Government is 
addressing the challenge of accelerating growth and reducing poverty through its Strategic 
Development Plan Eight, 2006/2007–2008/2009 (SDP-8). SDP-8 has eight medium-term 
national development goals, and specific strategies for achieving them. The goals are (i) better 
governance; (ii) macroeconomic stability; (iii) sustained, private sector-led economic growth;  
(iv) equitable distribution of the benefits of growth; (v) improved education standards;  
(vi) improved health standards; (vii) environmental sustainability and disaster risk reduction; and 
(viii) maintenance of social cohesion and cultural identity. Quantitative and qualitative targets 
were set for each of these goals.

Relationship with ADB
Tonga has received $57.79 million in loans since joining ADB in 1972. ADB changed its 
operational emphasis in 1992 when technical assistance (TA) began to focus on macroeconomic 
policies, the investment climate, and public sector performance. A reform program to enhance 
sound economic and public sector management was initiated in 2002 through the Economic 
and Public Sector Reform Program (EPSRP).
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Table 1. Tonga:  
Development Indicators
Non-MDG 

Population in millions 0.10 (2007)

Annual population  0.3 (2005–2007) 
 growth rate (%)

Adult literacy rate (%) 98.9 (1996)

Percent of population 34.0 (2006) 
 in urban areas

MDG

Percent of population  4.0 (2001) 
 living on less than  
 $1 a day

Percent of population  22.3 (2002) 
 living below the  
 national poverty line

Under-5 mortality rate per  24 (2006) 
 1,000 live births

Percent of population  100 (2004) 
 using an improved  
 drinking water source

... = data not available, MDG = Millennium 
Development Goal.
Sources:  ADB. 2007. Key Indicators 2007. Manila. 

ADB. 2008. Basic Statistics 2008. Manila. 
UNESCO. 2008. Institute for Statistics Data  
 Centre. 
UNSD. 2008. Millennium Development 
 Indicators Database Online.



will. Amidst continued demand for effective reforms, ADB approved, 
in 2002, the Economic and Public Sector Reform Program (EPSRP), 
and a program loan was completed by the end of 2003.

The completion report for the program concluded it was partly 
successful. While a number of targets were achieved, these did not 
lead to a sustainable fiscal balance and improved public service 
delivery to the private sector and the general public. However, the 
EPSRP has been instrumental in supporting the prudent economic 
policy stance of the Government in the context of challenging 
conditions characterized by the civil service strike in 2005 and the 
riot of 2006. This can be seen in (i) the role played by the foreign 
exchange reserves, in part supplied through the proceeds of the 
program loan; (ii) the reduction in the pressure on the foreign 
exchange fluctuation as the Tongan Reserve Bank moved to protect 
its reserves against volatility in the money supply and from import 
growth; (iii) the alleviation of  pressure on the budget when the 
Government faced a large civil service redundancy payout at the 
end of FY2005–2006; and (iv) the implementation of the reform 
initiatives that paved the way for improvements in the business 
environment, particularly tax reform that contributed to the aligning 
of the trade regime with Tonga’s obligations under various trade 
agreements.

Under the CSPU 2005–2006, further lending in support of 
reform implementation was no longer required and ADB aimed at 
completing the ongoing EPSRP through TA. One key success was 
the Government’s preparation of the Eighth Strategic Development 
Plan 2006/2007–2008/2009 (SDP-8). The processing of the only 
loan in the pipeline has been delayed until 2008, although the now 
adjusted Integrated Urban Development Sector Project still retains 
its relevance, particularly in providing the employment impetus 
the economy needs. The agriculture policy TA projects and the 
Population Study technical assistance were replaced by the ongoing 
TA4899-TON: Rationalization of Public Enterprises, Phase III and 
TA4865-TON for Support for the Implementation of SDP-8. These 
TA projects are expected to provide an important contribution to 
the improvement of fiscal governance and capacity building in 
key areas of the Government. Rationalization and privatization of 
public enterprises is currently benefiting from a strong momentum 
for reform toward increased private sector participation in the 
economy.

Future Directions
ADB’s CPS 2007–2012 supports the overarching goal of poverty 
reduction, is fully consistent with ADB’s Pacific Strategy 2005– 
2009, and supports Tonga’s economic and social development and 
achievement of the Millennium Development Goals.

The intended outcomes of the CPS are (i) improved fiscal 
governance, (ii) an improved private sector-enabling environment, 
and (iii) improved social services delivery in urban areas. It will 
emphasize the benefits of ADB’s expertise, staff-based policy 
dialogue, and TA in the development of strategic road maps for 
implementing SDP–8, with the objectives of (i) building capacity and 
credibility among government agencies on policy implementation, 
(ii) ensuring strong development partner commitment to SDP–8, and 
(iii) avoiding exacerbation of Tonga’s debt burden. Future assistance 
is likely to focus on macroeconomic stability, fiscal governance, and 
private sector development, as well as urban development.

The Country Partnership Strategy (CPS) 2007–2012 for Tonga, 
approved in November 2007, defined as its main objectives: (i) the 
provision of infrastructure for the poor though urban development; 
(ii) financing of pro-poor policies through effective and prudent 
macroeconomic and fiscal management; and (iii) private sector 
development.

Impact of Assistance
The national strategic vision aims for a higher standard of living 
for all Tongans. Achievement of this objective has been limited, 
however, by low, long-term economic growth and the creation of 
fewer jobs than can keep pace with the growth of the workforce.

The situation reflects policy and governance environments that 
have discouraged private sector investment, and the crowding-out 
effects of a relatively large public sector. Considerable effort by ADB 
and bilateral aid agencies in the past to support reforms yielded 
disappointing results, which were attributed to a lack of political 

Table 2. Tonga: Economic Indicators, 2003–2007
Economic Indicator 2003 2004 2005 2006 2007

Per capita GNI ($) 1,520 1,750 1,970 2,170 …
GDP growth  3.2 1.4 2.3 1.9 -3.5 
 (% change per year) 
CPI (% change per year) 10.7 11.8 10.0 7.2 5.1
Unemployment rate (%) 5.2 ... ...  ...  ...
Fiscal balance (% of GDP) -2.9 1.6 2.4 -4.7 1.4
Export growth  -1.1 -21.2 15.9 -4.1 -14.2 
 (% change per year) 
Import growth  21.1 11.5 27.5 15.6 -11.7 
 (% change per year) 
Current account (% of GDP) -3.1 4.0 -2.6 -9.6 -10.1
External debt (% of GNI) 51.3 45.2 38.5 38.1 ...

… = data not available, CPI = consumer price index, GDP = gross domestic product,  
GNI = gross national income.
Sources:  ADB. 2007. Key Indicators 2007. Manila. 

ADB. 2008. Asian Development Outlook 2008. Manila. 
World Bank. 2008. Global Development Finance Online. 
World Bank. 2008. World Development Indicators Online.

Table 3. Tonga: 2007 Loan, TA, and Grant Approvals  
($ million)

  Loans   

 Sovereign  Nonsovereign TA Grants Total

 – – – – –

– = nil.

Cumulative Lending (as of 31 Dec 2007) : $57.79 million 
Cumulative Disbursements (as of 31 Dec 2007) : $52.26 million 

Table 4. Tonga: Cumulative ADB Lending  
as of 31 December 2007
  Loans Amount 
Sector  (no.)  ($ million) % a

Agriculture and Natural Resources 1 2.40 4.15
Energy 2 12.20 21.11
Finance 2 6.50 11.25
Industry and Trade 1 0.37 0.64
Law, Economic Management, and  1 10.00 17.31 
 Public Policy
Multisector 6 15.02 25.98
Transport and Communications 2 11.30 19.56 

Total 15 57.79 100.00

a Total may not add up because of rounding.



Operational Challenges
Restoring political stability; maintaining macroeconomic stability; 
improving the governance environment; and achieving faster, 
sustained private sector-led economic and employment growth, 
while also maintaining education and health standards, are the 
major medium-term challenges facing the Government of the 
Kingdom of Tonga. 

The Government has requested significant funding agency 
assistance, and the fiscal outlook will depend largely on the 
appraisal of reconstruction needs. Again, SDP-8 will continue to 
serve as the key document identifying development objectives 
and strategies, despite an inevitably greater emphasis on urban 
reconstruction. The momentum for economic and public sector 
reforms elaborated in the Plan needs to be maintained if medium-
term growth prospects are to improve.

Partnership
The preparation of CPS 2007–2012 was undertaken in coordination 
with the preparation of the Australian Agency for International 
Development (AusAID) and the New Zealand Agency for 
International Development’s (NZAID) new country programs, and 
in alignment with SDP-8 priorities. A Joint Tonga Programming 
Mission was conducted by ADB, AusAID, and NZAID on 26 March–
3 April 2007. The Government and the Joint CPS Formulation 
Mission have also reached an agreement on a TA to support 
implementation of SDP-8. This is being financed by ADB, AusAID, 
and NZAID under their new programming cycle and will mainly 
address planned fiscal governance improvements.

Another concrete result was the signing of the draft 
“Declaration between the Government of Tonga and Development 
Partners” in October 2007 to apply the principles of the Paris 
Declaration on Aid Effectiveness at the country level. The objective 

of the Declaration is to set out areas of joint agreement for 
effective coordination in development cooperation work in Tonga. 
The document incorporates an action plan that defines concrete 
coordinated actions by the Government and development partners 
(ADB, AusAID, and NZAID) to improve aid effectiveness.

Cofinancing and Procurement
Cofinancing operations enable ADB’s financing partners—
government or their agencies, multilateral financing institutions, 
and commercial organizations—to participate in financing of ADB 
projects. The additional funds are provided in the form of grants, 
official loans, or credit enhancement products.

As of year-end 2007, cumulative value-added cofinancing for 
Tonga amounted to $10 million for one investment project and 
$204,000 for two TA projects.

Table 5. Tonga: Project Success Rates
   Evaluation 
 By Sector Percentage (no.)

Agriculture and Natural Resources 0.0 1
Energy 100.0 1
Finance 0.0 2
Industry and Trade 100.0 1
Law, Economic Management, and  0.0 1 
 Public Policy
Multisector 85.7 7
Transport and Communications 100.0 2 

Total 66.7 15 

 By Year of Approval 

 2000s 0.0 1
 1990s 50.0 4
 1980s 83.3 6
 1970s 75.0 4



In this publication, “$” refers to US dollars. 
Data are as of 31 December 2007 unless otherwise indicated. Fact sheets are updated annually in March. 
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About Tonga and ADB
Tonga is the 37th largest shareholder among regional members and the  
45th largest shareholder overall. It shares both positions with Kiribati, Maldives, 
Federated States of Micronesia, and Nauru.

ADB Membership
Joined 1972
Shares held 142 (0.004%)
Votes 13,374 (0.30%)

Ceppie K. Sumadilaga is the Executive Director and C. J. (Stan) Vandersyp 
is the Alternate Executive Director representing Tonga on the ADB Board  
of Directors.

The South Pacific Subregional Office (SPSO) was opened in 2004 and 
provides the primary operational link between ADB and the government, 
private-sector, and civil-society stakeholders in its activities. SPSO engages 
in policy dialogue and acts as a knowledge base on development issues in 
Tonga, Cook Islands, Fiji Islands, Kiribati, Samoa, and Tuvalu.

Sirpa H. Jarvenpaa is the Regional Director of SPSO.

The Tonga government agency handling ADB affairs is the Ministry of Finance.

About the Asian Development Bank
ADB is a multilateral development bank owned by 67 members, 48 from the 
region and 19 from other parts of the world. ADB’s main instruments for 
helping its developing member countries are policy dialogue, loans, equity 
investments, guarantees, grants, and technical assistance (TA). Over the last 
4 years (2004–2007), ADB’s annual lending volume averaged $7 billion, with 
TA averaging $218 million and grant-financed projects $616 million.  
In 2007, lending volume was $10 billion, with TA at $243 million and  
grant-financed projects at $673 million.

Contacts
South Pacific Subregional Office
Level 5, Ra Marama Building
91 Gordon Street
Private Mail Bag, Suva, Fiji Islands
Tel +679 331 8101
Fax +679 331 8074
adbspso@adb.org
www.adb.org/SPSO 

ADB Headquarters
6 ADB Avenue, Mandaluyong City
1550 Metro Manila, Philippines
Tel +63 2 632 4444
Fax +63 2 636 2444
information@adb.org

Ministry of Finance
Vuna Road, P.O. Box 87
Nuku’alofa, Tonga
Tel +676 23066
Fax +676 26011

Useful ADB websites
Asian Development Bank
www.adb.org

Country website
www.adb.org/tonga

Asian Development Outlook
www.adb.org/Documents/Books/
ADO/2008/SMALL-PAC.pdf

Annual Report
www.adb.org/Documents/reports/
annual_report/2007/


