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Foreword
Sustainable economic growth is the key to unlocking Tonga’s potential and 
strengthening its greatest asset—the people of Tonga. It is the avenue through 
which the government can deliver a better, more prosperous, and fairer society.

Global economic conditions have changed markedly since 2007, following 
the deepest global recession in over 50 years which affected Tonga in several 
ways. Actions taken by the Government of  Tonga and its development partners 
have contributed to progress but economic conditions remain challenging. 
In particular, Tonga’s recovery is threatened by the scale and profile of its 
indebtedness which would limit the scope for discretionary fiscal policy to 
provide the level of service the public demands. Tonga must also be vigilant to 
the challenges of global uncertainty.

It is within this context that we provide this economic update and 
outlook study for Tonga. It examines the measures taken to accelerate Tonga’s 
recovery, support growth, and strengthen pro-poor policy development. The 
study comprises a compilation of short topical policy pieces and stand-alone 
sectoral/thematic chapters. 

We have taken the opportunity to identify areas where we believe further 
actions are needed or where there are new and emerging opportunities for 
Tonga’s economy. Improvements in economic and land policies, a better private 
sector enabling environment, affordable civil service pay, and concerted fiscal 
consolidation could help the country to boost sustainable growth, combat 
poverty, and foster social development. 

This report, a part of the Pacific Studies Series, was prepared under the 
Asian Development Bank regional technical assistance project, Strengthening 
Pacific Economic Policy Analysis and Policy Development, with generous 
support from the Government of Australia. 

Xianbin Yao
Director General
Pacific Department 
Asian Development Bank
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Executive Summary
Tonga has a relatively high level of socioeconomic development. Central to 
Tonga’s achievements is the country’s social capital. Traditional values and 
culture emphasize cooperation and an obligation of mutual assistance among 
members of the family and community. These have generally provided the 
core basis for social stability in Tongan society and have been instrumental in 
minimizing disadvantages arising from economic pressures on the people of 
Tonga. Further, these traditional values and culture underpin much of Tonga’s 
economic activity, in terms of remittances from expatriate Tongans and an 
overseas market for traditional Tongan products. 

Tonga’s political system has recently undergone major reforms, giving 
voters the majority of seats in the Legislative Assembly for the first time in 
the November 2010 elections. On 14 January 2011, Prime Minister Lord 
Tu’ivakano was sworn in. Subsequently, the members of the royal family 
divested themselves of some of their commercial interests, and significantly 
lessened their decision-making roles in government. 

Tonga is highly vulnerable to domestic and external shocks. Over the 
past decade, Tonga’s economy has been adversely affected by climatic shocks, 
soaring prices of imported fuels and food, civil disturbances in 2005 and 2006, 
and the global financial crisis. The crisis contributed to a fall in Tonga’s main 
primary commodity exports, caused a sharp decline in remittance inflows and 
constrained commercial bank lending. However, following a 4.1% fall in real 
gross domestic product (GDP) in FY2007, the economy rebounded with five 
consecutive years of positive growth; the FY2011 figure of 4.7% being the 
second highest since FY1995.

The growth spurt in FY2008–FY2011 was largely attributable to the high 
level of spending on infrastructure financed by development partners. The 
winding down of infrastructure spending is reflected in the slower growth—
estimated at 1.3% of real GDP in FY2012. 

Investment in infrastructure is crucial to economic recovery in Tonga. It 
is vital to growth: spending on infrastructure not only provides a timely boost 
to economic activity and jobs but also creates a legacy of assets that could have 
long-lasting economic benefits. Domestic investment levels in Tonga have 
averaged 20% of GDP in the past several years. However, the productivity 
of much of this investment is low, being channeled either into poorly 
performing state-owned enterprises (SOEs) or into residential construction. 
Government capital spending has historically been low while poor transport 
infrastructure and high costs of power and broadband internet services are 
significant constraints on doing business in Tonga; these compound the effects 
of remoteness on economic activity. 

In recent years, the government has taken important steps to put in 
place the policy levers that will enable the drivers of economic growth. For 
example, measures have been taken to liberalize external trade and foreign 
direct investment, downsize the civil service, simplify and improve the tax 
system, reform SOEs, modernize the public procurement system, and 
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strengthen public sector financial management by introducing a medium-
term budget framework. These measures were accelerated during 2010 and 
2011 when Tonga’s development partners provided budget support to help the 
government make up for a sharp fall in domestic tax revenues. 

However, the government does not yet have control over all the policy 
levers. Government’s fiscal policy remains hampered by the legacy of a large 
and highly paid public service, the quasi-fiscal obligations of SOEs, and weak 
linkages between policy priorities and the budget. A loan from the Export-
Import Bank of China financed the reconstruction of the capital’s central 
business district, improving the quality of essential infrastructure. But it has 
also stepped-up borrowing and caused debt levels to breach borrowing ceilings 
recommended by the International Monetary Fund. The extent of the debt 
overhang raises concerns as it will impact on public sector finances and the 
outlook for future budgets and, consequently, on service delivery in Tonga for 
years to come.

The decline of the economy as a result of the global crisis, and continuing 
weakness in the global economy has affected Tongans travelling offshore 
for the purpose of work, to Australia and New Zealand, and has increased 
unemployment among Tongan youth. At the same time, rising prices of 
essential staples and declining remittances have contributed to a sharp rise in 
household poverty. In 2009, 22.5% of the population (or almost 23 out of 100 
Tongans) were living below the basic needs poverty line compared with 16.2% 
(or 16 out of 100 Tongans) in 2001. The outer islands have been hardest hit, 
with almost twice as many people living below the basic needs poverty line in 
2009 than in 2001. 

People are Tonga’s greatest economic asset. A skilled, educated, and healthy 
workforce is crucial to building comparative advantage and to the delivery of 
sustainable economic growth. Investment by individuals, employers, and the 
public sector in primary and secondary schools and higher education has a 
proven impact on the employability and productivity of all individuals and, in 
turn, on growth. Learning and skills development are also vital to developing 
a more adaptable and resilient economy. 

The high level of national investment in education and the high value 
accorded school achievement explain the almost universal participation in 
basic education and a high rate of adult literacy among Tongans. Moreover, 
girls and women in Tonga enjoy equal access to primary or secondary education 
to that of boys and men. However, concerns remain regarding the quality 
of primary education, access to secondary education, and the imbalance in 
education quality between government and nongovernment schools. Financial 
constraints, including deteriorating school facilities and the reliance on 
communities to fund many basic school supplies, also pose problems. 

Investment in health has improved standards of health care in Tonga 
over the last 2 decades, but the health sector faces serious challenges. Rural 
and outer-island clinics and health posts suffer from shortages of supplies and 
qualified personnel. The incidence of early adult death is rising, this being 
linked to a rising incidence of obesity and noncommunicable diseases, which 
places a heavy burden on health spending. 

Facilitating private investment is essential in order to provide greater 
income and employment opportunities for the labor force. But Tonga’s private 
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sector is small and hampered by multiple geographic, institutional, and policy 
constraints. The remnants of a state-led growth strategy, characterized by a 
large and highly paid civil service and leading role played by several SOEs in 
commercial activities, continue to hamper private sector development. 

Business regulation is also a major impediment to private investment. The 
licensing regime is onerous and it involves a high degree of administrative 
discretion. However, the government has begun to reform the licensing 
regime and has developed an ambitious roadmap for reforming business laws, 
regulations, and strategies. 

A critical area for private sector development is access to land. Both local 
and foreign investments have been constrained by the unavailability of land, 
which is exacerbated by the typically short term of land leases and the lack of 
provisions for regular review of rental agreements and protection for investors. 
Land tenure systems are intimately linked with cultural traditions and the 
structure of society, making it difficult to bring land management into line 
with the needs of a market-based economy. 

The challenge for Tonga is to respond to public sector inefficiencies and 
private sector constraints in order to make possible faster economic growth 
along a sustainable path. Tackling developmental issues will be crucial to 
alleviating unemployment, poverty and hardship. Reforms in many areas of 
the economy are needed if Tonga is to deliver the quality of education, health, 
and other services commensurate with its status as a middle-income country. 
Nurturing private sector-led growth is essential to increasing levels of private 
sector investment and improving productivity, competitiveness, and resource 
efficiency. This will require effective government, appropriately functioning 
factor markets, and an enabling climate where companies with available capital 
feel confident in taking their investments forward. 

It is within this context that we identify and focus on the drivers of growth, 
the policy levers, and the strategic priorities that are necessary to unlock the 
government’s potential to deliver shared and sustainable economic growth to 
Tonga and its people in the coming years.
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Introduction
Geography, Demography, and Culture 
Tonga is located in the western South Pacific Ocean approximately 
750 kilometers east of Fiji and 2,000 kilometers north of New Zealand. There 
are 170 islands in the archipelago, of which 36 are populated. The total land 
area of Tonga is 747 square kilometers, surrounded by an exclusive economic 
zone of 640,050 square kilometers. 

The population of Tonga was estimated at 103,036 in 2011.1 Nearly 70% 
reside on the largest island of Tongatapu, where the capital, Nuku’alofa, is 
located. Emigration has been high over the past 30 years, at a rate of about 
2% annually; this has lowered the rate of population growth to an average of 
0.4% annually. 

Tonga has achieved a high level of human development. Gross domestic 
product (GDP) per capita in fiscal year (FY) 2011 was estimated at $4,118. 
This places the country in the ranks of middle-income countries. Gross primary 
school enrolment is 100%. Until very recently, life expectancy stood at 70 years 
for men and 72 years for women (though these figures have begun to fall back 
because of the increasing incidence of non-communicable diseases). And the 
infant mortality rate of 16 per 1,000 live births is comparable to levels achieved 
in high-income countries. In terms of the human poverty index of the United 
Nations Development Programme, Tonga ranks highest among Pacific island 
countries on account of high life expectancy and adult literacy, widespread 
availability of safe water, and low numbers of underweight children.

The Tongans are an ethnically homogenous Polynesian people, with 
a shared language and culture. Very few residents of Tonga belong to other 
ethnic groups, with the exception of a small number of Chinese and Indian 
business operators and visiting aid workers. Tongan culture was transformed 
during the 19th century when the Christian religion and new customs and 
institutions were adopted.

Central to Tonga’s development achievements is the country’s wealth 
of social capital. Tongan society is structured around three hierarchies: the 
extended family, the monarchy and traditional hierarchy, and the religious 
hierarchy of the churches. All three hierarchies have clear ranking systems that 
Tongans generally respect and support. This web of social interrelationships, 
obligations, responsibilities, privileges, and rights brings with it a pervasive 
system of mutual obligations and rights. It conditions the way Tongans view 
all activities in society. Every person and entity, including government, is seen 
as having obligations that transcend their individual functions and the services 
they provide. 

The Tongan identity and network of community support have provided 
social stability and a system of sharing community resources. These have 
done much to minimize disadvantages and also underpinned much of 
Tonga’s economic activities, which depend on large flows of remittances from 

1 Tonga Department of Statistics. 2012. Census 2011 preliminary count. Nuku’alofa: Government 
of Tonga.
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expatriate Tongans and an overseas market for traditional Tongan products 
such as the ceremonial Tapa cloth. According to official data, Tonga is second 
only to Lesotho worldwide in per capita receipts of remittances.2 Education 
is highly valued in a traditionally ranked society in which the attainment of 
formal educational qualifications offers commoners their main avenue to social 
advancement in Tonga, as well as opportunities to emigrate.

Despite being strongly grounded in a shared and respected past, Tongan 
culture is evolving. The tight bonding of family and community is coming 
under increasing pressure as Tongans adapt to changes in their environment 
and way of living. Increasing urbanization, combined with influences from 
abroad, is gradually distancing Tongans from traditional commitments. 

Political Developments 
Between 2005 and 2010, Tonga’s political system underwent profound 
change. In November 2005, the National Committee for Political and 
Constitutional Reform, a constitutional committee, was established by the 
Legislative Assembly to consult the public on political reforms. Starting  
January 2006, the committee held public consultations throughout Tonga, as 
well as among Tongans living abroad. 

In March 2006, an elected people’s representative was appointed Prime 
Minister. As part of a cabinet reshuffle in May 2006, the Prime Minister 
appointed three new ministers, among them Tonga’s first female cabinet 
minister. In August 2006, the National Committee for Political and 
Constitutional Reform presented its report, which recommended a fully 
elected Legislative Assembly. The report was submitted to the Legislative 
Assembly in October 2006 and, at the same time, the government and the 
people’s representatives submitted alternative models for the new Legislative 
Assembly. 

Recent political developments in Tonga have also been shaped by civil 
unrest that occurred in Nuku’alofa, on 16 November 2006, and events that 
led to the unrest. The most significant of the preceding events was a large 
increase in public service pay granted in FY2006. Earlier, in FY2005, a 
proposed increase in pay averaging 13% was rejected by public servants. This 
subsequently led to a public service strike that started in July 2005 and lasted 
for six weeks. Ultimately, the government granted the strikers’ demands for 
pay increases of 60%, 70%, and 80% (referred to in succeeding sections as 
“60/70/80”). 

On 16 November 2006, with electoral reform still before the Legislative 
Assembly, an initially peaceful public pro-democracy demonstration was held 
in Nuku’alofa. This quickly turned into a violent protest in which part of the 
central business district of the town, including buildings housing businesses 
owned by a number of Tonga’s leaders, was burned down. Small shops run by 
Chinese traders were also targeted and eight lives were lost. Law and order was 
quickly restored by the Defense Forces; and political reform processes were 
accelerated thereafter. 

In April 2010, after extensive consultations, debates, and negotiations 
on political and constitutional change, the Legislative Assembly enacted a 

2 World Bank. 2006. Pacific Islands at Home and Away: Expanding Job Opportunities for Pacific 
Islanders Through Labor Mobility. Washington, DC. 
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package of political reforms. With the approval of the King of Tonga, the 
Assembly increased the number of people’s representatives from 9 to 17: 
10 seats for Tongatapu, 3 for Vava’u, 2 for Ha’apai, and one each for the Niuas 
and Eua. All of the seats are single-seat constituencies, as opposed to the earlier 
system of multi-member constituencies. The nobles retained 9 seats with their 
representatives chosen from among them. The remaining seats, which were 
previously filled by the monarch’s nominees, were abolished, although the 
King retained the power to veto decisions by the Legislative Assembly.

On 25 November 2010, free and peaceful elections were held in Tonga 
with 17 of 26 representatives directly elected by the people; this increased the 
representation of commoners to 65.4% of total seats in the Parliament. The 
Friendly Islands Democracy Party, led by a number of longtime democracy 
advocates and former people’s representatives, won 12 of the 17 seats. Of 
these, 9 seats were in Tongatapu electorates and 2 were in outer islands. 
Political transition proceeded smoothly in 2010 and 2011, with parliamentary 
processes functioning effectively. A substantial increase in consultations, at all 
levels of government, confirms that democratic processes have been steadily 
taking hold.
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Recent Economic  
Developments
Economic Growth
Faster economic growth is the key to unlocking Tonga’s potential. However, 
Tonga, as with other small economies in the Pacific region, is highly vulnerable 
to domestic and external shocks and is not insulated from further global 
correction. Over the past decade, structural constraints, climatic events, 
political disturbances, and global economic developments have constrained 
economic growth; while reliance on aid and remittances has contributed to the 
instability of the economy. 

The appropriate interpretation of data on the growth performance of the 
Tongan economy over the past few years has been complicated by a recent 
change in the estimation methodology used by the Tonga Department of 
Statistics to calculate growth rate. Figures from fiscal year (FY)1995 have 
been adjusted to include large numbers of projects funded by development 
partners—in-kind funding which had not previously been captured. This 
change makes a significant difference to growth data from FY2005 onwards.3 
In the interest of avoiding confusion between the old and the new time series 
for growth, both are presented: Figure 1 shows the old series while Figure 2 
presents the new series.

3 Particulars of the change in estimation methodology and growth estimates from FY1995 to 
FY2011 are given in Kingdom of Tonga, National Accounts Statistics 2010–2011—Statistics 
Department, 2012.

Figure 1: Real GDP Growth Rate: Old Series, FY2001–FY2010

FY = fiscal year, GDP = gross domestic product.
Note: Values for all years are “revised.”
Source: Tonga Department of Statistics. 2012. National Accounts Statistics: 2010–11. (Based on 
Table 13). Nuku’alofa: Government of Tonga.
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Figure 2: Real GDP Growth Rate: New Series, FY2001–FY2011

FY = fiscal year, GDP = gross domestic product.
Note: Values for all years FY2001 to FY2010 are “revised.” Value for FY2011 is a “preliminary 
estimate.”
Source: Tonga Department of Statistics. 2012. National Accounts Statistics: 2010–11. (Based on 
Table 13). Nuku’alofa: Government of Tonga.
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In the 1990s, growth of real gross domestic product (GDP) was relatively 
stable, averaging 2.3% annually. However, the first decade of the millennium 
saw increasing volatility in growth rates. Between FY2001 and FY2005, growth 
averaged 2.0% (old series) or 2.5% (new series) before briefly falling to near, 
or below, zero in FY2006 and FY2007. From FY2005 onwards, the two series 
diverge sharply, the old series displaying an erratic growth path with 3 years 
below or close to zero growth and only 1 year exceeding 2% growth (FY2008). 
The new series which includes the contribution to growth from development 
partner funding, is considerably more bullish, with 4 fiscal years posting growth 
of more than 1.0%, of which 3 fiscal years had growth of above 2%. The 
estimated (real) growth figure for FY2011 of 4.7% is the highest since FY1999. 

Notwithstanding the improved growth figures, it is clear that the Tongan 
economy has entered the new decade much weakened by the prolonged downward 
pressure exerted on worldwide levels of economic activity by the global recession. 
The 2009 Household Income and Expenditure Survey reported an annual per 
capita income of T$3,376 compared with T$3,450 in 2001, representing a 2.1% 
fall over the decade.4 Adjusted for inflation, the decline is 20.7%. Disposable 
income per capita, which is considerably higher than per capita GDP as a result 
of remittances from Tongans working abroad, has also declined sharply over the 
past 5 years. This decline has a direct impact on the income and welfare of Tongan 
households, since nearly all of them rely on remittances from overseas members 
of the household for a significant proportion of their income. 

By mid-2012, the economy was showing some signs of recovery, though 
the situation remains volatile. The government forecast 1.5% real GDP growth 
in FY2012 and 2.0% in FY2013.5 These are comparable with the most recent 
(July 2012) estimates of the International Monetary Fund (IMF) of 1.6% for 

4 Tonga Department of Statistics. 2009. Household Income and Expenditure Survey 2009. 
Nuku’alofa: Government of Tonga.

5 IMF, July 2012, Tonga 2012 Article IV Consultation IMF Country Report, No. 12/166 (Public 
Information Notice No. 12/64, Table 1).
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FY2012 and 1.2% FY2013. Strategic priorities toward recovery and growth 
include boosting agricultural and fisheries exports, increasing high-value 
tourism, implementing donor-assisted infrastructure investments, supporting 
community-based development initiatives to generate income in rural and 
outer-island communities, reviewing the implementation of the energy 
roadmap to reduce power costs, and improving the enabling environment for 
private sector development.6 

Performance in Key Sectors
The structure of the Tongan economy has changed little in the last decade 
(Table 1). The services sector in FY2011 is estimated to account for 60.2% 
of the economy; the industrial sector (mining, manufacturing, utilities, and 
construction), 22.4%; and the primary sector (agriculture, forestry, and 
fishing), 19.3%. 

Tonga’s agriculture and finance sectors have been hit hard by recent global 
developments, and these have impacted on the economic performance of the 
country. The construction sector, on the other hand, has benefitted since 2008 
from significant investment in rehabilitating the central business district and 
in roads infrastructure. 

Agriculture, forestry, and fisheries form the backbone of the economy. The 
sector has an important bearing on rural growth, employment, and livelihoods, 
accounting for an estimated 19.3% of GDP, 60.2% of total exports, and 40% 
of employment in 2010-11. For example, squash alone accounted for about 
39% of the total value of Tonga’s merchandise exports in 2006. However, the 
combined effect of a fall in export prices, rising costs, unfavorable weather 
patterns which caused significant damage to production, and persistent 
marketing and quality control problems, saw the exports of squash fall from 
T$5.6 million in 2006 to T$0.5 million in 2010, a decline of 91%. Exports 
have since expanded, but to levels much lower than earlier in the decade.

With the support of the European Union, the government established 
fumigation facilities for exports of fruits and vegetables. In 2011, watermelon 
exports to New Zealand increased as a result of the use of these facilities. In 
addition, there was progress in the export of root crops to informal markets 
in New Zealand. With improved agro-processing facilities—blast freezing, 
coolers, and associated equipment—the export of root crops for supermarkets 
and other retail distributors in New Zealand and Australia increased. Vanilla 
and coconut production and exports have also increased in recent years, but 
this has not been sufficient to offset the decline in squash exports. 

Projections for agricultural exports in FY2012 foresee a modest increase 
of 2.0%, an improvement compared to the 0.7% growth in FY2011 and 
0.8% decline in FY2010. However, the industry faces important challenges, 
in particular, falling export prices, increasing production costs, unfavorable 
weather patterns, and unreliable shipping schedules.

For fisheries, the contraction in fish exports was primarily due to climatic 
conditions that pushed pelagic fish out of the range of the Tongan fishing fleet, 
and the increase in fuel costs. As a result, fish exports fell by 50% between 
FY2006 and FY2009. Current difficulties with transport also limit fish 

6 Ministry of Finance and National Planning. 2011. Budget Statement 2011/12. Nuku’alofa: 
Government of Tonga.
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exports. Sea cucumber has been the leading fisheries export in recent years but 
production has been extremely volatile. Exports fell from 426 tons to 144 tons 
between FY2008 and FY2009 before recovering to nearly 400 tons in FY2010. 
In this case, overharvesting and poor stock management contributed to loss  
of stocks. 

Tourism, which accounts for approximately 9% of GDP, was affected by 
the global economic crisis, albeit for a relatively short period of time. Tourism 
receipts and visitor arrivals have more than doubled since the start of the 
millennium, but with considerable year-to-year variability. Visitor arrivals 
declined from just over 80,000 in FY2009 to 74,000 in FY2010. Better 

Table 1: Distribution of GDP by Sector, FY2008 to FY2013
(% GDP at factor cost)

Industry FY2008 r FY2009 r FY2010 p FY2011 e FY2012 f FY2013 f

Primary Sector 21.0 20.0 19.4 19.3 19.1 19.4

Agriculture, Forestry, 
Fishing 21.0 20.0 19.4 19.3 19.1 19.4

Industrial Sector 18.2 19.4 21.1 22.4 21.6 20.6

Mining and quarrying 0.3 0.4 0.9 0.8 0.8 0.7

Manufacturing 7.6 6.8 6.5 6.7 6.5 6.6

Electricity and water 
supply 3.4 3.2 3.0 3.0 3.0 3.0

Construction 6.9 9.0 10.7 12.0 11.3 10.2

Services Sector 63.6 62.8 61.6 60.2 61.2 61.7

Trade 11.8 12.4 11.5 11.3 11.5 11.6

Hotels and restaurants 3.5 3.6 3.3 3.3 3.4 3.5

Transport and 
communication 5.8 6.5 7.2 7.0 7.2 7.3

Financial intermediation 9.0 6.9 6.6 6.2 6.2 6.2

Real estate, renting and 
business services 2.1 2.1 2.1 2.1 2.2 2.1

Public administration and 
services 14.0 14.0 13.8 13.3 13.3 13.3

Education 2.4 2.3 2.4 2.4 2.4 2.4

Health and social work 0.6 0.7 0.6 0.6 0.6 0.6

Recreation, cultural, and 
sporting activities 1.0 1.0 1.0 1.0 1.0 1.0

Other community and 
personal services 2.3 2.3 2.4 2.5 2.7 2.9

Ownership of dwellings 11.1 10.9 10.8 10.5 10.7 10.8

Less imputed bank  
service charge 2.8 2.3 2.1 1.9 1.9 1.8

GDP at factor cost 100.0 100.0 100.0 100.0 100.0 100.0

FY = fiscal year, GDP = gross domestic product, r = revised estimate, p = preliminary estimate, e = error due to 
rounding, f = forecast.
Source: Statistics Department and Ministry of Finance and National Planning.
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marketing helped spark a rebound in 2010 and 2011, with total tourism receipts 
reaching a record level of T$61 million for FY2011 compared to T$50 million 
for FY2010. This improvement appears to have been maintained: provisional 
figures for FY2012 put total earnings for the year at T$68 million. 

Difficulties with international and domestic air services adversely 
affected the sector in the mid-2000s, though a recent increase in the number 
of international flights, that included direct flights from Australia, has 
significantly boosted visitor arrivals. However, tourism development continues 
to be hampered by a dearth of good quality accommodation and high-cost 
international access. With the support of the New Zealand Aid Programme 
and the World Bank, the government has committed to cooperate with the 
private sector in promoting tourism, and it has been bringing in agents from 
key tourism markets to Tonga. The preparation of a tourism sector development 
plan has been underway since 2008.

Financial and business services were hardest hit by the global economic 
crisis, with output in these sectors falling by nearly 17.8% in FY2009, 
the contraction continuing through to FY2011 but at a slower pace. The 
finance sector in Tonga is underdeveloped, comprising mainly banks. Credit 
provision to the private sector by commercial banks has slowed in recent years 
and continues to shrink as the banks look to repair their books. Borrowers 
meanwhile are struggling to find investments. For these reasons, credit is not 
growing which frustrates economic growth and undermines the development 
of a dynamic private sector. The finance sector is now slowly recovering and 
banks are becoming profitable once more—but bad loans persist and lending 
remains constrained. 

The construction sector has been one of the fastest growing sectors in 
recent years, helping offset some of the decline in the other sectors. In FY2011, 
construction output increased by 12% as a result of heavy spending on the 
reconstruction of Nuku’alofa business district, renovation of the Palace, 
construction of the Vuna wharf, and several road projects. However, the 
rapid growth in construction has raised concerns regarding the quality of 
buildings. In addition, given depressed private sector demand, an oversupply 
of commercial premises emerged in 2011. 

Remittances
Tonga is one of the most remittance-dependent economies in the world. 
In FY2003, remittances from overseas Tongans were the country’s single 
most important source of foreign exchange. Remittance inflows (including 
remittances in kind) were believed to be equivalent to around 40% of GDP, 
twice the figure for Samoa (20% of GDP), and greater than Kiribati (17% 
of GDP), and Fiji (9% of GDP). While remittances declined sharply after 
FY2008––cash remittances alone fell from $202.8  million in FY2008 to 
$122  million in FY2012 (Figure  3)––the fact remains that the Tongan 
economy is still critically dependent on private transfers from abroad. 

A key reason for the decline in remittance inflows has been the global 
financial crisis. Flows to Tonga have declined particularly steeply from  
countries where Tongan migrants live and work (notably the US and 
New Zealand). The recessions in these countries have had a strong negative 
impact on the employment and incomes of Tongans living there, especially 
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those in the construction and agriculture sectors. As a result, remittances to 
Tonga have dropped dramatically, this, in turn, triggering a fall in domestic 
demand, which has led to an increase in nonperforming assets in the banking 
system and to tight credit conditions. 

In the past, remittances have played a countercyclical role, increasing 
during years of economic shocks or of weather-related disturbances, and 
declining modestly thereafter. However, recent experience suggests that 
remittances may no longer be counted on as a countercyclical stabilizer. The 
decline continued in 2011 and 2012 with year-on-year inflows (March 2011–
March 2012) down 28% on the previous 12 months.

In recent years, there has been a steady increase in in-kind remittances 
which have helped to offset the decline in financial remittances. In-kind 
remittances take various forms: direct shipment of boxed goods; collection 
of prepaid groceries, building supplies, and other goods in selected shops; 
and delivery of services (for example house repairs) that have been prepaid in 
overseas markets.

Savings and Investment
Domestic investment is essential to sustaining long-term growth while 
domestic savings are crucial to the success of Tonga’s development strategy. 
However, since the mid-1990s, the investment-to-GDP ratio has been 
approximately 20% while the overall savings-to-GDP ratio has averaged 
around 15%, indicating the presence of a large resource gap (Figure 4). 
This gap has traditionally been financed by foreign savings, including loans 
and grants from Tonga’s development partners. Aid finances the vast bulk 
of the government’s capital spending and a growing proportion of current 
outlays. Australia, the European Union, Japan, and New Zealand are the 
largest sources of bilateral aid, mainly in the form of grants. For FY2011, in-

Figure 3: Private Remittances to Tonga, FY2000–FY2012 

FY = fiscal year, GDP = gross domestic product.
Notes: Values for FY2011 “preliminary.” Value for GDP in FY2012 “projection.” Value for 
remittances in FY2012 is for 12 months to end March 2012.
Sources: International Monetary Fund. Various years. Reports on Article IV Consultation with 
Tonga. Washington, DC.; Tonga Department of Statistics. 2012. National Accounts Statistics 
2010–11. Nuku’alofa: Government of Tonga.
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kind grant-aid has been estimated at T$135 million, concessional borrowing 
at T$40 million, and budget support at T$28 million. These flows have 
generally contributed between 15% and 25% of gross national income over 
the last 2 decades. 

In recent years, the government has increasingly resorted to domestic 
borrowing to supplement foreign funds. But this has had negative effects 
by exposing the economy to significant risks and leaving it more vulnerable  
to shocks. 

A notable feature of the Tongan economy is that the efficiency of 
investment is low, as manifested in low productivity and, ultimately, in poor 
economic growth performance. The relatively low productivity is a result of 
several factors: inadequate absorptive capacity because of weak institutional 
infrastructure, poor financial and economic performance of state-owned 
enterprises (SOEs), small private sector relative to the state sector, inadequate 
human capital formation, and adverse market conditions in domestic real 
estate and primary commodities markets. 

Trade and the Balance of Payments
As with the other small Pacific island countries, Tonga is highly dependent on 
imports. Since FY1998, imports of goods and services as a share of GDP have 
fluctuated around the 55% mark. During the same period, exports of goods 
and services as a share of GDP have shown pronounced volatility, averaging 
16.2%, with an underlying downward trend. 

Imports are dominated by basic consumption goods. Recent increases in 
the prices of food and fuel, in particular, have caused Tonga’s total import 
costs to rise. In real terms, food prices increased by 47% and fuel prices by 
73% between FY2007 and FY2011. The cost of gasoline, fuel, and lubricant 
imports rose, from 4.4% of GDP at factor cost in FY1998 to a high of 12.3% 
in FY2011. Other consumer goods typically comprise 17%–20% of imports. 
In FY1998, capital goods accounted for 6.0% of the import bill, falling steadily 

Figure 4: Savings and Investment in Tonga, FY1994–FY2010
(% GDP)

FY = fiscal year, GDP = gross domestic product.
a calculated as gross capital formation minus gross savings.
Source: World Bank. Various years. World Development Indicators Database. Washington, DC.
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to only 2.5% of imports in recent years, a trend not usually associated with 
rapid economic growth. 

Tonga has recorded substantial trade deficits, equivalent to 30%–40% 
of GDP, for much of the last 2 decades. However, as a result of large aid and 
remittance inflows, the overall balance of payments has usually been positive. 
Since late 2009, high global prices for fuel and imported foodstuffs have led 
to a steady increase in the current account deficit. But the overall position 
remains positive, with an overall balance of payments surplus at the end of 
March 2012 estimated at T$82.1 million. Large official capital inflows and, 
in particular, the loans from the Export-Import Bank of China in FY2009 
to FY2011, have helped the government to finance the large and growing 
current account deficit while also building official reserves (Figure 5). 

Between FY1998 and FY2012, the import coverage of Tonga’s official 
foreign reserves fluctuated between a low of 2.4 months in FY1998 and a high 
of 9.1 months in FY2012. Gross official foreign reserves at the end of June 
2012 equivalent to T$243.8million, were then at a record level (Figure 6). 
The sharp increase in import coverage since FY2009 is attributed primarily to 
the accumulation of loan proceeds from external borrowing, donor-financed 
budget support, and weak domestic borrowing.7

Tonga has a fairly open and competitive trade regime. For many years, 
the government has followed an inward-looking approach to economic 
management, relying heavily on import duties to shelter domestic industries. 
However, an outward-looking approach was gradually adopted following the 
implementation of the Economic and Public Sector Reform Program in 2002. 

Reform efforts initially focused on international trade. Tonga first sought 
accession to the World Trade Organization (WTO) in the mid-1990s; and 
the process was completed in July 2007 when Tonga became a member of 
WTO. A comprehensive customs reform and modernization program 

7 National Reserve Bank of Tonga (NRBT). 2011. Monetary Survey. Nuku’alofa. Government of 
Tonga.

Figure 5: Balance of Payments, March 2007–March 2012

Note: Based on estimates of overseas exchange transactions.
Source: National Reserve Bank of Tonga. 2012. Monetary Policy Statement March 2012.
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accompanied entry to WTO, resulting in a significant reduction in tariff rates 
and simplification of the tariff band structure. In addition to encouraging 
international trade, these measures reduced the scope for discretion and 
corruption. The current tariff schedule has three bands with a maximum rate 
of 20%. The simple average applied tariff is 11.7% while the trade-weighted 
average tariff has been around 7% since 2008. 

A consumption tax was introduced in 2005 to replace most import duties, 
and new, more liberal foreign investment legislation came into effect in April 
2007. 

Nontariff barriers are used infrequently, and Tonga has made a 
commitment to WTO to apply such barriers in a transparent and 
nondiscriminatory manner, and only for the purpose of addressing genuine 
public policy concerns (e.g., quarantine protection or product safety). Tonga 
does not impose export taxes. In addition, Tonga restricts trade in services 
in only a few sectors. Market access in wholesale trade, retail grocery trade, 
taxi and car hire businesses, security services, small electrician businesses, and 
cultural services is precluded for foreign service providers. This leaves the 
majority of the service sector—including all of the key infrastructure service 
subsectors—free from limits on market access or special “national treatment.”

In further pursuit of trade liberalization, Tonga has ratified the Pacific 
Island Countries Trade Agreement and the Pacific Agreement on Closer 
Economic Relations (PACER). It is also negotiating an economic partnership 
agreement with the European Union, and a PACER Plus treaty with Australia 
and New Zealand.

Exchange Rate and Inflation
Tonga operates a fixed exchange rate regime—pegging the pa’anga against a 
basket of currencies. The authorities may adjust the rate within a 5% band either 
side of the current rate on a monthly basis. Between FY1997 and FY2003, the 

Figure 6: Official Foreign Reserves, and Months Import Cover,  
March 2006–June 2012 (T$ million and months)

Q = quarter.
Source: National Reserve Bank of Tonga. Various dates. Quarterly Bulletin; and July, 2012. Press 
Release. Nuku’alofa: Government of Tonga.
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pa’anga was allowed to depreciate against the currencies of Tonga’s principal 
trading partners at an annual average rate of 4.7%. This helped maintain a 
fairly stable real effective exchange rate pre-FY2003.

The building of official reserves since FY2004 has helped stabilize the 
nominal exchange rate against the currencies of Tonga’s trading partners. Since 
then, the average annual rate of depreciation has slowed to less than 1.0%. As a 
result of higher inflation in Tonga than in its trading partners, the real effective 
exchange rate appreciated by 20% between the end of FY2007 and the second 
quarter of 2011. Inflation has reduced the international competitiveness 
of Tonga’s merchandise exports and the value in local currency of inward 
remittances. While the adverse effects of currency appreciation on exports are 
likely to be small (as overseas demands are fairly price inelastic), the negative 
impact of currency appreciation further explains the decline in remittances. 

Inflation has been volatile in recent years, following trends in import 
prices and growth in money supply. Annual consumer price inflation peaked 
at more than 12% in May 2008 due to soaring prices of imported fuel and 
basic foodstuffs and a rise in excise duty on tobacco imports. Since FY2008, 
inflation has been on a declining trend, contained at 5% in FY2009, 2% in 
FY2010, just over 4% for FY2011, and 1.2% for the four quarters to the end 
of October 2012.

Monetary and Financial Market Conditions
The National Reserve Bank of Tonga (NRBT), the central bank, is responsible 
for implementing monetary policy. Its actions are guided by two primary 
objectives: maintaining foreign reserves equivalent to more than 3 months of 
imports, and keeping the annual inflation rate below 10%. In calibrating its 
policy settings in recent years, the NRBT has had to allow for the economic 
contraction caused by the global economic crisis and recent natural disasters; 
the economic stimulus that could potentially be provided by projects associated 
with external loans; and the effects of rising commodity prices, particularly for 
oil, on domestic inflation.

Prior to mid-2008, there was a lending surge in Tonga as the two major 
commercial banks competed for market share. Credit to the economy 
increased by an annual average of 20.4% between FY1999 and FY2008. 
For most of these years, the NRBT adopted an accommodating monetary 
policy stance. Fearing overheating in the property sector, the NRBT moved to 
restrict lending to housing in FY2006. This resulted in a significant cut back 
in housing sector activity and overall lending. Lending to the housing sector, 
however, continued to expand by over 25.0% annually, and FY2008 saw a 
45.9% surge in such lending.

Starting in FY2008, property prices began to fall and, as credit conditions 
tightened, the banks were no longer willing to refinance urban properties. 
Nonperforming assets climbed sharply while domestic lending entered into 
a period of sharp decline. Net domestic credit fell by 5% in FY2009 and by 
11.5% in FY2010, was flat in FY2011, and fell by a further 7% by February 
2012. (Figure 7). 

Nonperforming assets in the banking system rose from 5% of total loans 
in 2007 to 10% by end-2008, to 24% by end-2009, and to 18% by end-
2010, with large defaults registered in the property sector. Banks increased 
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their provisions to cover distressed loans and substantially tightened lending 
standards. The knock-on effects of the global economic crisis further weakened 
demand for exports and services, depressing domestic business activity and 
reducing credit demand. Further factors specific to Tonga also contributed 
to holding back growth in private sector credit—in particular, the one-
off settlement of large private loans, competition from the Government 
Retirement Fund small loan scheme, and lending by the South Pacific Business 
Development Microfinance. 

The government has also taken measures to tighten its supervision of the 
commercial banks. NRBT reinforced its bank supervision and it now has four 
bank examiners and a bank supervision manager. On-site visits to the banks 
are conducted on a more regular basis.

Bank deposit and lending rates have declined in recent years while profit 
margins have increased modestly. Commercial deposit rates fell sharply 
from early FY2008 to the end of FY2010, and were stable from then until 
March 2012. Commercial bank lending rates for the 10 years up to FY2007 
stayed in the 9.0% to 9.5% range for the prime rate, with rates for home 
loans higher by 1.0 to 1.5 percentage points. Lending and deposit rates fell 
sharply over the period FY2009 to FY2011 stabilizing from the end of that 
period to March 2012 (Figures 8 and 9). The weighted average interest rate 
on deposits in commercial banks fell from 5.7% in February 2009 to 3.7% in 
February 2011, rising thereafter to 4.0% in March 2012 as depositors moved 
from 3 months to longer term investments. The weighted average lending rate 
fell from its peak of 12.5% in February 2009 to 10.9% in July 2012. Bank 
interest rate spreads increased by 1.4 percentage points between FY2009 and 
FY2011, as higher profit margins were used to build reserves and cover losses 
on large nonperforming portfolios. 

In the face of rapid expansion in bank lending in early 2000, the NRBT 
adopted a tight monetary policy stance in order to ensure that its principal 

Figure 7: Private Sector Credit Growth, March 2007–March 2012
(% annual change)

Source: Ministry of Finance and National Planning. 2012. National Reserve Bank of Tonga. Budget 
Statements 2012–13. Nuku’alofa: Government of Tonga.
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objectives of maintaining internal and external monetary stability and 
promoting a sound and efficient financial system were achieved. This stance 
achieved its desired effects as foreign reserves continued to increase and 
inflation declined. Since 2009, monetary policy has been geared to reversing 
the pronounced decline in bank lending. The reserve requirement was halved 
in mid-2009, but with little influence on total bank lending. Instead, the 
banks built up provisions from 3% of total gross loans in 2006 to nearly 14% 
of total gross loans in 2010. In 2011, the NRBT began to expand banks’ 
exchange settlement account balances by over T$1 million in a further attempt 
Tonga’s financial system is currently awash with liquidity on account of large 
foreign exchange inflows, but credit growth has been slow. Private sector credit 
is relatively flat and commercial banks continue to maintain tight lending 

Figure 9: Lending Rates, March 2007–March 2012 (%)

Source: Ministry of Finance and National Planning. 2011. Budget Statements for Year Ending 30 
June 2012. Nuku’alofa: Government of Tonga.
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Figure 8: Retail Deposit Rates, March 2007–March 2012 (%)

Source: Ministry of Finance and National Planning. 2011. Budget Statements for Year Ending 30 
June 2012. Nuku’alofa: Government of Tonga.
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standards while they attempt to restore the health of their balance sheets. 
Uncertainty about global and domestic economic prospects also hampers 
efforts to restore bank lending. Relaxation of credit ceilings and reserve 
requirements has, in the past, been followed by a rapid increase in lending. 
However, given the current levels of bad and doubtful debts of commercial 
banks, the near-term response to stimulatory monetary policy is likely to  
be muted. 

Fiscal Policy
Fiscal policy in the late 1990s and early 2000s was distinguished by efforts aimed 
at countering persistent deficits, maintaining the proportion of the budget 
committed to education and health, and—most significantly—responding to 
demands for increases in public service wages. Revenue collections improved, 
which eventually resulted in small budget surpluses in FY2004 and FY2005. 

Following the public service strike in FY2005 and the resultant wage 
agreement (wage increases of 60%, 70%, and 80% over the next 5 years) in 
FY2006, a civil service restructuring and downsizing exercise took place aimed 
at reducing the number of civil servants by approximately 20%. This created 
additional expenditure related to pay increases and redundancy packages 
equivalent to about 15% of gross domestic product (GDP). Despite planned 
expenditure cuts and the sale of the 20% government share in Westpac Bank 
of Tonga, the budget moved into deficit. However, prudent expenditure 
management and strong revenue performance helped contain the deficit at 
4.8% of GDP in FY2006, and achieve an overall surplus of 1.6% of GDP in 
FY2007 and 1.5% in FY2008. 

Table 2: Selected Fiscal Indicators, FY2008–FY2013 (% GDP)

FY2008 FY2009 FY2010 FY2011p FY2012 pr FY2013 pr

Total revenue and grants 25.8 34.6 27.0 27.1 26.0 30.6

o/w Tax revenue 20.8 19.7 16.5 17.5 16.2 16.8

o/w Grants 1.3 6.9 6.3 6.9 7.2 11.6

Total expenditure and net lending 24.3 34.8 33.0 33.0 28.7 30.0

o/w Current expenditure 23.8 25.5 27.7 23.7 21.2 25.5

o/w Wages and salaries 10.6 11.6 11.8 11.2 10.7 10.6

o/w Capital expenditurei 0.5 6.1 4.0 7.8 5.8 4.5

Primary fiscal balance (including grants) 2.1 0.6 (5.2) (5.1) (1.9) 1.5

Overall balance (including grants) 1.5 (0.2) (6.0) (5.9) (2.7) 0.6

( ) = negative, FY = fiscal year, GDP = gross domestic product, o/w = of which, p = provisional,  
pr= projection, i= includes China EXIM Bank loans.
Source: International Monetary Fund (IMF). 2012. Tonga 2012 Article IV Consultation—IMF Country 
Report No. 12/166. Staff Report Informational Annex (Tables 1 and 2). Washington, DC.

With the onset of the global financial crisis combined with a series of 
natural disasters, Tonga’s fiscal situation deteriorated rapidly. Between FY2009 
and FY2010, in the face of weakening domestic activity, tax revenues fell by 
the equivalent of 3.2% of GDP, and all (non-grant) government revenue by 
7%. These losses were to some extent offset by greatly increased inflows of 
grant aid, up by a factor of 5 from FY2008. Between FY2009 and FY2011, 
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government spending increased by nearly 4% of GDP, due primarily to urban 
reconstruction and road projects financed by loans from the Export–Import 
(EXIM) Bank of China. As a result of the expansionary fiscal stance, the fiscal 
deficit (including grants) widened from a small deficit of 0.2% of GDP in 
FY2009 to deficits of 6.0% of GDP in FY2010 and 5.9% of GDP in FY2011. 
Without donor budget support during these 2 years, the fiscal deficit would 
probably have exceeded 11% of GDP, fuelling inflation and adding to an 
already high level of public debt. 

The FY2012 budget forecast a reduction in total government spending of 
about 3%. Estimates of total government spending published in the FY2013 
Budget Statement in June 2012 suggest that the reduction in spending in 
FY2012 over FY2011 will be of the order of 11%—implying a fall in the ratio 
of spending to GDP from 42.8% to 38.2%. The projected level of spending 
in FY2013 is 1.0% below the FY2011 figure. While this implies a fall of 0.4% 
in the ratio of spending to GDP in FY2011, it implies a rise in the ratio of 
4.2% against the FY2012 figure.8 Capital expenditure, including grants, is 
expected to decrease by over 20% in FY2012, to about T$47 million (that 
is, from 7.8% of GDP to 5.8%) and to fall to T$39 million in FY2013, only 
two-thirds of the FY2011 level. 

Current expenditure is expected to fall from T$178.4 (23.7% of GDP) 
in FY2011 to T$169.3 (21.2% of GDP) in FY2012, before rising again in 
FY2013 to T$219.5 (25.5% of GDP). Within this category of spending the 
largest single item, the public sector wage and salary bill, is expected to increase 
slightly in FY2012 (by 1.2% to T$85.3 million) in part because of a modest 
increase in contributions to employee pension funds. A somewhat larger 
increase of 6.6% (to T$90.9 million) is expected in FY2013. These changes 
will, however, result in a decline in government spending on wages and salaries 
expressed as a % of GDP from 11.2% in FY2011 to 10.7% in FY2012 and 
10.6% in FY2013. 

Allowing for increased budget support grants and continued expenditure 
restraint (particularly on wages and salaries), an overall fiscal deficit of 2.7% 
of GDP is estimated for FY2012, with FY2013 seeing a return to positive 
territory with a small surplus equal to 0.6% of GDP. 

In recent years, the government has made progress in strengthening 
expenditure controls, treasury management, and medium-term revenue and 
expenditure forecasting. Fiscal control has been frustrated, however, by a 
tendency of government ministries and agencies to reallocate their budgets 
across different expenditure categories throughout the year. Other constraints 
include: (i) the large share of current expenditure absorbed by the wage and 
salary bill, this is estimated at 56% for FY2011 with an “estimated outturn” for 
FY2012 of 54%, and a “budget estimate” of 53% for FY2013 (footnote 8); (ii) a 
rising share of recurrent spending allocated to debt service (13% of expenditures 
in FY2012 and estimated to reach 26% by FY2014); (iii) insufficient resources 
available to meet emergency disaster-relief requirements; (iv) high and rising 
expenses for international travel; and (v) high, unbudgeted rent demands for 
land leased to the government. More generally, throughout the government 
structure, resources available for nonwage recurrent costs, operation and 

8 Ministry of Finance and National Planning. June 2012 Budget Statement 2012–2013 (Table 2)
Nuku’alofa, Government of Tonga.
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maintenance, and local government investment are far below the estimated 
requirements of the ministries concerned. 

Historically, the government has used an off-budget Contingency Fund 
to accumulate resources to meet unexpected spending requirements, such as 
reconstruction after natural disasters. About 5% of each year’s recurrent budget 
is earmarked for the Contingency Fund. The Fund’s resources were largely 
exhausted in FY2007 and FY2008 to finance the large increase in civil service 
wages following the 60/70/80 wage accord. In FY2011, the government was 
able to deploy part of its budget support inflows to rebuild the Contingency 
Fund. However, a lack of transparency in the accumulation and use of the 
Contingency Fund is an additional source of fiscal risk. 

Looking ahead, the government has prepared a draft medium-term fiscal 
reform strategy that includes a modest increase in revenues by broadening the 
tax base; a slight decrease in the wage bill resulting from a (partial) hiring freeze 
and, over time, the elimination of vacant posts; and increased allocation of 
resources to tourism, agriculture, and fisheries as resources permit. The fiscal 
reform strategy identifies the key ways by which the government intends, 
through the budget, to provide support for private sector development, 
reinforce community development, strengthen governance, and improve 
the productivity and effectiveness of the public service. A combination 
of government restructuring and use of corporate plans and annual 
management plans linked to 3-year rolling medium-term budgets should 
help ministries to better focus on key outputs and limit expenditure on low  
priority areas. 

The draft fiscal reform strategy identifies a series of specific reform measures; 
and fiscal targets, which include capital expenditure to be maintained at no less 
than 5% of the government’s budget, no new government borrowing, and 
reduction in the wage bill to 45% of public spending over a 3-year period.9

Tonga’s external debt deserves special mention. It increased sharply 
between FY2008 and FY2011 as a result of the two loans from the EXIM 
Bank of China. The loan agreements were signed in November 2007 for the 
reconstruction of the central business district, and in February 2010 for roads 
rehabilitation. The drawdown of the loans is off-budget because it is treated as 
‘in-kind,’ although it added directly to public debt. 

A joint debt sustainability assessment of the International Monetary 
Fund (IMF), the World Bank, and the Asian Development Bank in 2011 
found that Tonga had breached recommended ceilings for the level of external 
debt. Tonga’s external-debt-to-GDP ratio in June 2011 was 51.4%, compared 
to an IMF recommended ceiling of 40.0% of GDP and compared to little 
more than 24% of GDP in FY2008. Similarly, the debt-to-exports (including 
remittances) ratio was 147.7% of GDP in June 2011, compared to an IMF 
recommended ceiling of 100%. The government has subsequently revised 
these figures on the basis of updated GDP growth data (Tables 3 and 4). The 
revised debt indicators are included in the table. Restoring fiscal sustainability 
will require that the government generates primary fiscal surpluses in the next 
several years and exercises prudence in public borrowing.

9 Ministry of Finance and Planning. 2012. Budget Strategy 2012/2013–2014/2015. Government of 
Tonga. 
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Labor Market
There is a dearth of information on the Tongan labor market, and the data 
available are outdated. The 2006 Population Census provides the latest official 
source of information (Table 5). In 2006, the labor force participation rate 
was estimated at 56.6%; the unemployment rate at 4.9%; and the rate of 
underemployment was significant. Unemployment among females was 
estimated to be slightly higher (5.5%) than among males (4.4%).

It is important to note that the “rate of unemployment” depends on the 
definition used. Using a developed country-type definition of “unemployed”—
specifically excluding those not looking for work—yields an unemployment 
rate of 1.1%. Broadening the definition of “unemployed” to include those 
not looking for work raises the unemployment rate to the 4.9% recorded in 
Table 5. And, even higher, or all, of Tonga’s substance workers were included 
in the unemployed category, on the grounds that these people would look 
for work if they believed cash work were available in their labour market 
communitiy.10

10 For further details see Tongan Statistics Department and the SPC Statistics and Demography 
Programme 2008. Tongan 2006 Census of Population ad Housing, Volume 2: Analytical Report.
(pp. 50–51). Nuku’alofa and Noumea, New Caledonia.

Table 3: Selected Debt Indicators, FY2010–FY2011

FY2009 FY2010 FY2011

Total external debt (% of GDP) 30.47 32.16 36.30

Public debt (unitary government) (% of GDP) 33.85 36.30 38.85

External debt service (% of exports) 9.79 9.68 11.10

Public debt service (% of revenue) 11.12 11.87 16.51

FY = fiscal year, GDP = gross domestic product. 
Sources: Ministry of Finance and National Planning. Various years. Budget Statements. Nuku’alofa: 
Government of Tonga; IMF. 2012. Tonga 2012 Article IV Consultation — IMF Country Report No. 
12/166. Washington, DC.

Table 4: Public Debt Sustainability Indicators and Government Targets, 
June 2011

Indicator
Government 

Target Actual
Revised 
Actual

NPV of external debt

Total debt as % of GDP 40.0 51.4 36.3

Total debt as % of exports  
 (including remittances)

100.0 147.7 130.0

Total debt as % of revenues 200.0 253.1 199.0

Debt Service

Debt service as % of exports  
 (including remittances)

15.0 9.6 10.0

Debt Service as % of revenues 25.0 16.5 17.0

GDP = gross domestic product, NPV = net present value. 
Source: Ministry of Finance and National Planning. Various years. Budget Statements. Nuku’alofa: 
Government of Tonga; IMF. 2012. Tonga 2012 Article IV Consultation—IMF Country Report No. 12/166. 
Washington, DC.
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Table 5: Labor Force Participation, Employment,  
and Unemployment Rates in Tonga, 2006

Item
Population 
(number)

Labor Force 
Participation 

(%)
Employed  

(%)
Unemployeda 

(%)

All persons 101,991 56.6 34.6 4.9

Males 51,772 64.2 38.5 4.4

Females 50,219 49.0 30.5 5.5

a Includes workers willing to work but not actively seeking work. 
Source: Tonga Department Statistics. 2008. Tonga 2006 Census of Population and Housing: Vol II: Analytical 
Report. Nuku’alofa: Government of Tonga. 

Agriculture accounted for nearly 30% of total employment and 46% of male 
employment. Manufacturing accounted for approximately 25% of employment, a 
great majority are females engaged in handicraft manufacture. Wholesale and retail 
trade remains an important employer of both males and females. Wage and salary 
employees constitute approximately 38% of the labor force. Females are more likely 
than males to be self-employed. Unpaid family workers accounted for as much as a 
fifth of the labor force, a reflection of businesses often being family-based.

Conclusions and Policy Recommendations
Tonga has been hit hard by the global financial crisis. Outputs of key sectors of 
the economy, notably agriculture, fisheries, and the finance sector, have declined 
sharply as have remittance flows.

The government’s ability to influence macroeconomic outcomes is limited in 
the foreseeable future. High government debt will reduce the use and effectiveness of 
expansionary fiscal policy for many years to come. The weak monetary mechanism 
and large overhang of nonperforming debts in the commercial bank portfolio 
would make it difficult for the government to jumpstart lending through monetary 
easing. And, if leading regional economies, such as Australia and New Zealand, 
were to slow down, this would hurt tourism, remittances, and exports, and would 
negatively impact Tonga’s efforts toward sustaining growth and development. 

Nurturing private-sector-led growth is essential if the extremely low rates of 
both capital and labor productivity were to be reversed. While government’s trade, 
tax, and investment reforms have improved the enabling environment for private 
sector development, these have not been sufficient to overcome steady declines in 
export and production of Tonga’s main export-oriented primary products. Efforts 
will need to be made to lower the high costs of doing business in Tonga, to improve 
transport and communication facilities, and to reduce the drag on economic 
activity created by poorly performing state-owned enterprises. For a small, trade-
dependent country, maintaining creditworthiness is absolutely essential, and this 
implies that government borrowing must be reduced to more sustainable levels. A 
more detailed discussion of the private sector enabling environment is provided in 
a later section.

The falloff in remittances post-FY2008 is a source of great uncertainty. While 
the downturn in the construction sector in Australia and New Zealand was an 
important factor to the decline in remittance inflows, it is equally likely that the 
appreciation of the pa’anga has also contributed to it. Maintaining an exchange rate 
that ensures the real value of remittances is not unduly eroded by inflation could 
help to bolster incentives to remit in source markets. 
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Socioeconomic  
Development
Tonga has a long tradition of heavy investment in social development. The 
government has been giving high priority to education and health in the 
budget, and Tongans also consider education a top priority. The country has 
registered good progress toward achieving the Millennium Development 
Goals (MDGs). It has either met or is likely to meet its MDG commitments 
to reducing absolute poverty and combating hunger, delivering universal 
education, reducing infant and child mortality, and improving access to safe 
drinking water and improved sanitation facilities. In terms of fostering gender 
equality, enhancing environmental sustainability, and providing treatment to 
all HIV/AIDS sufferers, considerable progress has been made, although the 
country is not on track to meet its commitments in these areas.11 

Demographic Trends and Urbanization
Tonga has a small and relatively young population with one-third of the 
population under 20 years of age. Total population is estimated at 103,036 in 
2011.12 During 1986–1996, the average total fertility rate was 4.2 children per 
woman. The rate of natural increase of the population is 2% (2011); but with 
a net out-migration rate of 1.7% annually, population growth is low at 0.4%. 

The Tongan population is mobile, both within the country and abroad. It 
has been estimated that there are more Tongans living overseas (mainly in the 
US, New Zealand, and Australia) than in Tonga. More than half of households 
have at least one overseas migrant while the average across all households in 
Tonga is 2.4 family members living abroad.13 Migrants are predominantly men 
in the economically active age group (15–45 years old).

Migration within Tonga is primarily from the outer islands to the main 
islands and urban centers. The population of Nuku’alofa has grown faster 
than in other, smaller, urban centers, albeit at less than 0.5% annually over 
the past 10 years. Apart from ‘Eua, the population of the other island groups 
has declined. The rate of decline is highest in the tiny northern islands of 
Niuatoputapu and Niuafo’ou, but net losses are highest in Ha’apai and Vava’u.

Within each island group, the trend is for emigrants to move from the 
outer islands to the main island, this being most evident in Ha’apai. Although 
these flows are mostly small, their cumulative effects can be significant. Out-
migration from certain outer islands could eventually push communities 
on those islands below a size that is sustainable. The government has tried 
to reverse this trend by extending services on outer islands—for example, 

11 Ministry of Finance and National Planning. 2010. Tonga: 2nd National Millennium Development 
Goals Report. Nuku’alofa, Tonga: Government of Tonga. 

12 Tonga Department of Statistics. Census 2011 Preliminary Count. Secretariat of the Pacific 
Community. 

13 World Bank. 2006. Pacific Islands at Home and Away: Expanding Job Opportunities for Pacific 
Islanders Through Labor Mobility. Washington, DC: World Bank.
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each of the small Niuas islands has been provided with a secondary school. 
However, this may not be sufficient to stem the gradual decline in the outer-
island population as people tend to look for improved economic opportunities 
elsewhere.

Urbanization is increasing: approximately 30% of Tongans reside in urban 
areas, of which 77% are in the capital, Nuku’alofa. Tongatapu has a good road 
network and many people residing in villages commute to work in Nuku’alofa. 
Thus, many villages have a suburban character. However, moving to town is 
not easy in Tonga because of difficulties in obtaining residential land. As a 
result, many new houses have been built on registered sections of reclaimed 
swampland around Nuku’alofa. 

Poverty and Hardship
The standard of living in Tonga has improved dramatically over the past 50 
years and absolute poverty is not widespread. However, the incidence of 
hardship among the economically disadvantaged groups has been increasing. 
Hardship is officially defined as “having difficulties in meeting basic needs 
such as education and transport.” From this perspective, the rural and outer-
island communities, especially those in the rural areas of Nuku’alofa and 
the Niuas and Ha’apai outer-island groups, are experiencing higher rates 
of hardship. Residents of these areas have fewer income opportunities, and 
poorer schooling and health services. They depend heavily on subsistence 
production including handicrafts, and on remittances from overseas members 
of their households to fund their social and cultural obligations for ceremonies 
and church donations. 

The results of the 2009 Household Income and Expenditure Survey, 
the latest data available, suggest that the incidence of hardship in Tonga has 
increased over the past decade. It has been estimated that in 2009, 16.4% 
of households (22.5% of the population) were living below the basic needs 
poverty line, compared with 12.2% of households (16.2% of the population) 
in 2001 (Table 6).

The outer islands experienced the sharpest increase in hardship, which 
almost doubled between 2001 and 2009. Compared to 2001, there were more 
households in the rest of Tongatapu and Nuku’alofa that fell into hardship 
in 2009: an increase of 3 households for every 100 households in the rest of 

Table 6: Poverty incidence in Tonga by Location, 2001 and 2009  
(% of households/population with expenditure below  

the basic needs poverty line)

Location

Households Population

2001 2009 2001 2009

Nuku’alofa 13.7 14.7 18.0 21.4

Rest of Tongatapu 14.4 17.5 18.8 23.5

Other Islands 9.0 17.0 11.8 22.9

National Average 12.2 16.4 16.2 22.5

Source: Tonga Department of Statistics. 2009 Household Income and Expenditure Survey. Nuku’alofa: 
Government of Tonga.
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Tongatapu and 1 household for every 100 households in Nuku’alofa. In terms 
of population, almost a quarter of the population outside of Nuku’alofa were 
experiencing hardship in 2009. 

Several factors could explain the increasing trends in poverty and hardship. 
In the case of outer-island households, they rely more heavily on subsistence 
activities and are therefore more sheltered from rising food prices. However, 
they are also affected by rising fuel prices, which translate into higher transport 
costs and increasing vulnerability associated with isolation and remoteness. 
By comparison, those in urban and peri-urban areas are more vulnerable to 
economic downturns, which increase risks of unemployment, and higher food 
prices, since they purchase a greater proportion of their food.14 Those without 
access to land are particularly disadvantaged in this respect.

Food security for many households is a major concern. Of all food 
consumed, 65% is purchased by rural Tongans and 85% by urban households. 
Tonga is highly vulnerable to periodic food shortfalls because of its high 
dependence on imported food items (25% of all imports), and the high 
proportion of household expenditure (51%) on food in both rural and urban 
areas.

Slow economic growth has limited the expansion of job opportunities 
in urban and rural areas. Unemployment, particularly youth unemployment, 
has become a significant problem. There is a paucity of labor market data, but 
the last population census in 2006 put the labor force participation rate at 
56.6%, and the unemployment rate at 4.9% across all age groups (Table 5). 
The Ministry of Training Employment and Youth Services reported that in 
2003, youth unemployment rate was 13%, but anecdotal evidence suggests it 
could be as high as 20%. Two-thirds of the working age population are in the 
informal sector, being engaged in microenterprises and subsistence activities. 

Education
The government has consistently given a high priority to investment in 
education. There are 126 primary schools, 50 secondary schools, and 15 
technical and vocational education and training (TVET) and post-secondary 
schools in the country, with approximately 33,000 students (Table 7). There 
is almost universal participation in basic education and a high rate of adult 
literacy, estimated at 99% in the 2006 Population Census.

The education sector is funded by a combination of government, donors, 
churches, and private sources. As indicated in Table 16, over the years FY2007 
to FY2011, education expenditure was the largest single sectoral outlay 
in the government’s budget. Over the 5-year period FY2007 to FY2012,  
expenditure on education by the government averaged 14.5% of public 
expenditure.

14 Ministry of Finance and National Planning. 2011. Social Protection Issues Paper (draft). 
Nuku’alofa, Tonga: Government of Tonga.
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Table 7: Number of Schools and Enrolment by Subsector, 2008

Controlling Authority

Primary Schools Secondary Schools
TVET and Post-Secondary 

Schools

Number of 
Schools

Number of 
Pupils

Number of 
Schools

Number of 
Students

Number of 
Schools

Number of 
Students

Government 112 15,005 14 5,307 8 1,055

Mission

Free Wesleyan Church 8 748 14 3,383 3 642

Latter Day Saints 0 0 6 2,250 0 0

Catholic Church 0 0 4 1,686 3 558

Seventh Day Adventist 2 398 3 440 0 0

Free Church of Tonga 0 0 3 656 0 0

Tokaikolo Fellowship 3 370 3 352 0 0

Anglican Church 0 0 1 326 0 0

Bahai Faith 1 146 1 117 0 0

Mission Total 14 1,662 35 9,210 6 1,200

Private

‘Atenisi 0 0 1 115 1 31

TOTAL 126 16,667 50 14,632 15 2,286

TVET = technical and vocational education and training.
Source: Ministry of Education, Women Affairs and Culture (MEWAC). Annual Report, 2008.

Table 8: Education and Training Spending, FY2004 to FY2009

Item FY2004 FY2005 FY2006 FY2007 FY2008 FY2009

Education and training recurrent  
 spending (T$ million)

16.4 16.8 22.6 24.5 24.7 26.9

Total recurrent government  
 spending (T$ million)

110.8 111.2 160.5 153.2 147.9 176.7

Education and training spending  
 as share of recurrent  
 government spending (%)

14.8 15.1 14.1 16.0 16.7 15.2

Education and training as a share  
 of government spending (%)

14.8 15.0 14.0 14.3 15.2 13.7

Source: Treasury National Accounts data, Ministry of Finance and National Planning (MoFNP). Cited in A. ‘Atiola, R. ‘Esau, T. Lavemaau, and M. Minford. 2010. 
Review of Public Expenditure on Education, Final Report. Report Commissioned by the Government of Tonga and the Australian Agency for International 
Development. Nuku’alofa, Tonga.

Church-run schools play a crucial role in the education system, providing 
schooling to approximately 10% of primary and about 65% of all secondary 
students. An estimated 45% of total costs of pre-tertiary schooling is funded 
by churches and missions, and by parents through school fees and other 
contributions.15

15 A. ‘Atiola, R. ‘Esau, T. Lavemaau, and M. Minford. 2010. Review of Public Expenditure 
on Education, Final Report. Report Commissioned by the Government of Tonga and 
the Australian Agency for International Development. Nuku’alofa, Tonga. 
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Table 9: Primary Schools: Net Enrolment Rate and Number of Students, 
2002, 2005, and 2008

Item 2002 2005 2008

Net enrolment rate (%) 99.9 95.9 93.1

No. of students

Government schools 15,444 15,648 15,005

Nongovernment schools 1,498 1,384 1,662

Total no. of students 16,942 17,032 16,667

Sources: Net Enrolment Rate (NER) 2002 and 2005: United Nations Educational, Scientific and Cultural 
Organization (UNESCO) Institute for Statistics database; and NER 2008: Education Management 
Information System, Ministry of Ministry of Education, Women Affairs and Culture (MEWAC). Cited in A. 
‘Atiola, R. ‘Esau, T. Lavemaau, and M. Minford. 2010. Review of Public Expenditure on Education, Final 
Report. Report Commissioned by the Government of Tonga and the Australian Agency for International 
Development. Nuku’alofa, Tonga.

Primary school enrolment rose significantly between 1998 and 2003 
to almost 18,000 students, but fell to just under 16,700 students in 2008 
(Table 9). The gross primary school enrolment rate is 100%, a reflection of 
universal access to primary schools in Tonga. 

The government operated 112 of the 126 primary schools in 2008, with 
church organizations operating the other 14. Government primary schools 
accounted for just over 90% of primary school enrolment. Average government 
school size was 134 pupils, with schools in the main islands generally larger, 
averaging 187 pupils, and smaller in outer-island schools with 38 pupils on 
the average. Average class sizes ranged from 14 in outer-island schools to 27 
in main-island schools (Table 10). The large number of small outer-island 
schools reflects a provision in Tongan law that children should not travel more 
than 2 miles to reach school. 

The difference in the primary school enrolment and completion rates for 
females and males is small. In 2007, girls accounted for 47% of all primary 
school enrolments. However, in terms of performance, there is some evidence 
that boys are performing less well than girls. Overall, 21% more boys than 
girls took the Secondary School Entrance Examination (SEE) in 2008 (1,560 
boys compared to 1,290 girls), which suggests that more boys are repeating 
the SEE than girls.

It also appears likely that the quality of education in the outer islands 
lags behind that in Tongatapu—given that outer-island primary schools are 
commonly in poor condition, staffed by unqualified teachers, and short of 
funds, and that graduation rates from primary to secondary schools in the 
outer islands are low relative to those on the mainland. Moreover, outer-island 
communities have less cash than those on Tongatapu, making it difficult for 

Table 10: Government Primary Schools by Island Group, 2008

Item Total Tongatapu Vava’u Ha’apai  ‘Eua Niuas

No. of government primary schools 112 51 31 19 6

No. of students 15,005 10,252 2,592 1,071 848 242

Average no. of primary students per school 134 201 84 56 141  48

Source: A. ‘Attila, R. ‘Esau, T. Lavemaau, and M. Minford. 2010. Review of Public Expenditure on Education, Final Report. Report Commissioned by the 
Government of Tonga and the Australian Agency for International Development. Nuku’alofa, Tonga.
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them to supplement government education funding. However, the situation 
is not entirely clear-cut as, in terms of education outcomes across districts in 
Tonga, mean scores at SEE level do not vary greatly. 

Overall, Tonga’s primary education sector is hampered by a low (and 
declining) average primary school size; a widespread lack of textbooks, 
workbooks, and other materials; and very low budgets for repair and 
maintenance. This is reflected in the significant number of students that repeat 
the SEE and the high dropout rate. In 2008, only 67% out of a cohort of 
nearly 2,800 students in Year 1 reached Year 5 (i.e., around 800−900 students 
dropped out by Year 5) and only 50% progressed to Year 6. Only about 10% 
of all students starting primary school reach Year 7. 

Although primary schooling is nominally free, families must shoulder a 
number of costs, including transport, school materials, and contributions to 
school operating expenses. The varying capacity of families and communities 
to supplement government funding ultimately affects student performance. 
Poorer families and communities are caught in a cycle where their children 
perform less well in secondary SEEs, and consequently have limited options 
for further education. Ultimately, their earning capacity will be limited. The 
government’s School Grants Program is currently addressing this problem.

At the age of 11, students are “streamed” into government high schools 
and nongovernment schools according to their SEE scores.16 This shows the 
importance of getting a good result in SEE, which prompts many Year 6 
primary students to attend after-hours classes. About 27% of students also 
repeat the final year of primary school in an effort to improve their performance 
in the examination. However, the high number of repeaters entails additional 
costs both to the school system and their families. In addition, students who 
perform better tend to go to government secondary schools, which leads to 
disparities in access to and the quality of education between government and 
nongovernment schools. 

Secondary school enrolment has been stable for the past decade. In 2008, 
there were 14,632 students enrolled in secondary schools, which included 
Forms 1 to 7 and students aged mostly from 12 to 18 years (Table 11). 
Historically, most secondary schools are operated by church organizations. 
However, the government has become increasingly involved in secondary 
education during the past decade, operating 14 of the 509 secondary schools 
in 2008 and accounting for 36% of total secondary school enrolment. Well-
established government secondary schools are now present on all the main 
islands. 

As in primary schools, there are no significant gender differences in 
enrolment and completion rates in secondary schools. Girls accounted for 
about 50% of secondary school enrolment in 2008. 

The size of secondary schools varies considerably, depending on their 
location. In Tongatapu, the average school size is 371 students while it is 146 
in Ha’apai schools and 131 in Niuas schools. The small size of some schools 
makes it difficult for them to offer more than a limited range of subjects. It also 
reduces their cost effectiveness as cost per student is higher.

The average cost to government of providing primary education rose 
from T$404 per pupil in 2001 to T$688 per pupil in 2008, while the average 

16  Parents’ preferences are also considered.
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cost of secondary schooling in government schools increased from T$785 
per student in 2003 to T$1,246 in 2008. By comparison, the average cost 
of providing secondary education in the Free Wesleyan Church and Catholic 
schools averaged T$688 per student in 2008. Most church secondary schools 
rely heavily on school fees and fund-raising activities for financing teacher 
salaries, and the parent-teacher associations for funding operating costs and 
essential maintenance. The government subsidy covers 20%–25% of the cost 
of secondary education in church schools. 

Annual fees for students attending government secondary schools average 
T$160–T$170 depending on the level. Fees in Tongatapu tend to be at the 
high end of the range, while fees in the Nuas are markedly lower. Students 
at nongovernment schools typically pay annual fees ranging between T$200 
and T$350. School fees and related costs to parents are relatively high in 
nongovernment schools. The amount of fees paid may also contribute to the 
high dropout rate of students, especially those who face high costs and an 
uncertain probability of success. 

Teachers’ salaries are highest in government secondary schools. For this 
reason, the quality of education at government secondary schools is better than 
in nongovernment schools since higher salaries attract better-qualified teachers. 
In addition, there seems to be a link between salaries, teacher retention rate, 
and student results. Prior to the 60/70/80 salary accord, teachers’ salaries in the 
Catholic school system were 25% lower than the salaries of their counterparts 
in government schools, and salaries of teachers in Free Wesleyan schools 
were even lower. The gap in the salaries was further widened by 60/70/80, 
making it even more difficult for nongovernment schools to retain teachers. 
For example, in FY2009, a principal might be paid T$25,000–T$32,000 per 
year in a government school, compared to only T$13,000–T$17,000 per year 
in a typical nongovernment school. A senior teacher in a government school 
would receive around T$23,000, while pay in a mission school was around 
T$8,500–T$12,000.

Spending on education has increasingly become more oriented toward 
financing TVET and higher education, with the share of government spending 
allocated to primary education diminishing (Table 12). Between FY2007 
and FY2010, the share of total government spending on primary education 
declined from 46% to 34% while the share allocated to higher education 
remained at 24%. Given the high dropout and repetition rates in primary 

Table 11: Secondary Schools: Net Enrolment Rate  
and Number of Students, 2005–2008

Item  2005  2006  2007  2008

Net enrolment rate (%) 68.2 70.3 67.0 75.7

No. of students

Government schools 5,057 5,229 5,238 5,307

Nongovernment schools 9,448 9,082 9,342 9,325

Total no. of students 14,505 14,311 14,580 14,632

Source: A. ‘Atiola, R. ‘Esau, T. Lavemaau, and M. Minford. 2010. Review of Public Expenditure on 
Education, Final Report. Report Commissioned by the Government of Tonga and the Australian Agency 
for International Development. Nuku’alofa, Tonga.
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education, the shift in education resources away from primary education is a 
source of concern. 

Both primary and secondary school curricula are strongly oriented toward 
academic subjects, while TVET is less well developed. There are post-secondary 
vocational and technical training institutions, but these are difficult to access by 
students with subpar academic records. Students who do not achieve satisfactory 
levels of attainment at primary or secondary school will have difficulty getting 
any training because admission to most post-secondary institutions requires 
satisfactory completion of secondary school.17 School dropouts and some school 
leavers are thus left without opportunities to acquire additional skills. Efforts 
are being made to improve access to, and the quality of, vocational training. 
Considerable support for vocational training is being provided through the 
Australian, New Zealand, and United States aid programs. 

In 2003, a comprehensive study of the Tonga education sector identified 
changes needed to align the sector with contemporary demands of the labor 
market and national development.18 From this study emerged the Tonga 
education policy framework and a 15-year (2004–2019) strategic education 
plan. The plan envisaged major reforms in the education system, including 
extension of compulsory education to 8 years (comprising early childhood 
education and the first year of secondary school). The plan further included 
improvements in education accessibility and quality, provision of more support 
for nongovernment schools to reduce inequalities at the secondary level, and 
expansion of vocational education in schools. The core of the strategy is to 
improve education administration and management. The plan is largely 
funded by international donors through, among others, the Tonga Education 
Support Project.19

17 However, the concept of “satisfactory completion” is fuzzy: students leaving school at the end 
of Form 5 or Form 6 with satisfactory records at that point may be accepted by technical and 
vocational institutions. 

18 Government of Tonga and New Zealand Agency for International Development (NZAID). 
2003. Education Sector Study Final Report. Wellington. NZAID.

19 The Tonga Education Support Project began in 2005, with NZ$14 million from New Zealand 
Aid Programme and $1 million from the World Bank. Other key donors to the education sector 
are Australia, the European Union, and Japan.

Table 12: Education-Related Spending by Subsector, FY2007 and FY2010

Subsector

FY2007 FY2010

Budget 
Allocation
(T$ million)

% of Total 
Education 

Expenditure

Budget 
Allocation
(T$ million)

% of Total 
Education 

Expenditure

Primary 11.2 46 9.8 34

Secondary 5.4 22 7.9 27

TVET 1.9 8 4.3 15

Others  
 (including tertiary)

5.8 24 6.9 24

Total 24.3 100 28.9 100

TVET = technical and vocational education and training.
Source: A. ‘Atiola, R. ‘Esau, T. Lavemaau, and M. Minford. 2010. Review of Public Expenditure on 
Education, Final Report. Report Commissioned by the Government of Tonga and the Australian Agency 
for International Development. Nuku’alofa, Tonga.
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Health
The Ministry of Health (MoH) is the principal provider of health services 
in Tonga, augmented by a few private practitioners and some traditional 
healers. The main national hospital is located in Nuku’alofa, with district 
hospitals in Vava’u, Ha’apai, and ‘Eua; and 13 health centers on islands with 
small populations. The national health service operates on the principle of 
primary health care, which emphasizes universal accessibility, acceptability, 
appropriateness, and affordability. The MoH reports that the entire population 
has access to appropriate health care services with a regular supply of essential 
drugs within one hour’s walk. The district hospitals provide standard medical 
treatment and have the capacity to perform basic surgery. Serious cases are 
treated at the main hospital in Nuku’alofa. Extremely serious cases and those 
requiring specialist care are evacuated to New Zealand through the New 
Zealand and Government of Tonga Medical Treatment Schemes.

Tonga’s health standards are good (Table 13). A strong focus on staff 
development, and the upgrading of the Vaiola Hospital and health centers, 
have considerably improved health service delivery. Reported rates for child 
survival, infant immunization, antenatal care, births delivered with trained 
care, and community-based health care are high. Tonga has reached and 
successfully maintained a low infant mortality rate (averaging around 15 
per 1,000 live births), partly as a result of a highly successful immunization 
program, a high percentage of delivery in health facilities, and a well-structured 
public health nursing-led child health program. Immunization has been a clear 
success story and communicable diseases now pose very limited health burden 
on the population. Medical and dental officers are trained overseas, and nurses 
are trained at the Queen Salote School of Nursing in Nuku’alofa. A rising 
share of government spending is devoted to health services, helped by a high 
level of donor assistance. The MoH also supervises and inspects water supply, 
sanitation, and waste disposal in most islands. 

A real and major challenge is the provision of health services to a 
population that is scattered over 36 islands. The logistical problems of ensuring 

Table 13: Key Demographic and Health Indicators, Selected Years

Indicator 1998 2000 2004 2008 2009 2010

Estimated population 98.4 100.3 101.8 102.3 103.1 103.6

Percentage of population less than 14 years 36.0 39.0 36.0 35.0 38.0 38.0

Percentage of population 65 years and over 5.2 5.2 6.0 6.0 6.0 8.0

Total fertility rate (births per woman) 3.2 3.3 3.8 3.7 3.7 3.8

Crude death rate (per 1,000) 4.4 6.5 6.1 5.1 5.5 5.3

Male life expectancy (years) nk 70.0 70.0 70.0 70.0 65.0

Female life expectancy (years) nk 71.0 72.0 72.0 72.0 69.0

Number of maternal deaths 1 2 2 2 nk nk

Maternal mortality ratio (per 100,000 live births) 40.2 77.5 82.3 76.1 114.4 37.1

Infant mortality rate (per 1,000 live births) 15.0 13.1 15.7 16.4 14.5 21.5

Perinatal mortality rate (per 1,000 live births) 10.4 16.9 10.3 18.9 13.5 12.4

nk = not known.
Source: Ministry of Health. Various years. Annual Reports. Nuku’alofa: Government of Tonga.
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reliable, uninterrupted, and good quality primary health care on remote outer 
islands include infrequent transport links, costly communication, and high 
operational costs. However, despite these difficulties, access to health care 
services is nearly universal. 

Immunization rates against infectious diseases are almost 100%, and 
respiratory and gastric infections are now the principal health problems 
affecting children. Few children are underweight for their age; and although 
many are overweight, there is some evidence of child malnutrition and 
food deprivation among poorer families.20 In the latest nutrition survey, the 
committee cited 23% of children in Tonga at 120% of their weight for age by 
World Health Organization (WHO) standards.

The total fertility rate is moderately high and steady at around 3.8 births 
per woman. Contraceptive services are widely available, at least for married 
women, but rates of use are reported to be low. The majority of women in 
Tonga have good access to health care during pregnancy and at birth. In 2007, 
93.2% of pregnant women received antenatal care.21 Infant mortality rates are 
low, and showed no clear trend over the 10 years since 2000. About 95% of 
women give birth in hospitals with few maternal deaths, though in this respect 
women in remote areas are more at risk than urban dwellers. (The maternal 
mortality rate does fluctuate sharply from year to year but this reflects the tiny 
number of deaths—1 to 3 annually—used in calculating the ratio rather than 
significant shifts in the care situation). Pregnancy and birth complications 
remain a risk for the rising number of women with other health risks, such as 
heart disease or hypertension, and are the leading cause of admission to Vaiola 
Hospital, the national health center. 

For Tongans, the leading causes of morbidity are acute respiratory 
infections and influenza-like illnesses. Other infectious diseases are uncommon, 
although there are intermittent outbreaks—including those of typhoid and 
sexually transmitted diseases. Mental illness is considered another significant 
cause of morbidity, but its actual incidence is unknown. Tuberculosis is rare, 
and malaria nonexistent. 

The known incidence of HIV/AIDS in Tonga is low. However, the fact 
that all but one of the 13 people known to be HIV positive in 1984–2004 have 
died of AIDS indicates that local surveillance is limited. Furthermore, many 
Tongans either live abroad or seek medical assistance overseas; and there is 
no system by which infections detected abroad are reported to Tongan health 
authorities. Sexually transmitted diseases, as recorded in official statistics, have 
declined over the past 30 years. As there are no reliable baseline data on the 
prevalence of sexually transmitted infections (there is possibly substantial 
underreporting), a national survey of sexually transmitted infection is planned. 
Tonga has participated in a number of regional HIV/AIDS prevention and 
care initiatives funded by the Global Fund to Fight AIDS, Tuberculosis and 
Malaria; UNAIDS; and WHO. Tonga is also participating in the Pacific 
Regional HIV/AIDS Project, which aims to implement the Regional HIV/
AIDS Strategy and Regional Strategy Implementation Plan supported by a 

20 National Millennium Development Goals Committee. 2005. Tonga First National Status Report: 
Millennium Development Goals Today and Tomorrow. Nuku’alofa, Tonga: Government of Tonga. 

21 Ministry of Health (MoH). 2008. Annual Report, 2007. Nuku’alofa, Tonga: Government of 
Tonga. 
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number of donors including the Asian Development Bank, Australian Agency 
for International Development, New Zealand Aid Programme, United Nations 
agencies, and the Global Fund to Fight AIDS, Tuberculosis and Malaria. 

Despite Tonga’s good standard of basic health, problems are emerging. 
Figures published by the MoH suggest that life expectancy for both males and 
females has recently fallen after many years of being steady or rising.22 This 
may be explained by the increases in adult mortality due to noncommunicable 
diseases. 

Thus the incidence of early adult deaths has been rising, especially among 
males reflecting greater exposure to accidental death and to diseases related to 
alcohol, tobacco, and diet and lifestyle (Figure 10). Diabetes, hypertension, 
cancer, diseases of the circulatory system, endocrinic diseases, and other 
noncommunicable diseases, now account for most deaths in Tonga, putting 
a heavy burden on the health system. The recorded incidence of Type II 
diabetes, now 18%, has more than doubled in the past 25 years, and its onset 
has occurred (on average) a decade earlier than previously. It is believed that the 
majority of cases go undiagnosed or unreported, and the real incidence may be 
as much as four times higher than the number of reported cases.23 To address 
these emerging health trends, public education and awareness programs about 
diet and disease have become prominent features of the national strategy to 
control noncommunicable diseases.

The high incidence of obesity reflects both cultural tastes and inadequate 
public understanding of health risks associated with poor diet and limited 
exercise. Risks are evidently growing—on average, women are heavier by 20 
kilograms and men by 17 kilograms than they were 25 years ago. The traditional 

22  MoH. 2011. Annual Report 2010. (Table 1) Nuku’alofa: Government of Tonga.
23 Evidence presented in a recent appraisal of Tonga’s mortality statistics supports the view that 

significant increases in noncommunicable disease incidence have taken place since 2001. 
K. Carter, S. Hufanga, C. Rao, S. Akauola, D. Lopez, R. Rampatige and R. Taylor. 2012. Causes 
of Death in Tonga: Quality of Certification and Implications for Statistics. Population Health 
Metrics. 10 (4).

Figure 10: Leading Causes of Mortality in Tonga, 2000 and 2010 

Source: MoH. 2011. Annual Report 2010. Nuku’alofa: Government of Tonga.
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high-fiber diet has been partly replaced with processed, energy-dense food 
high in fats and sugar. Schools do not encourage physical education and this 
also adds to health risks. Noncommunicable diseases are even becoming more 
common in children. This burden of disease imposes heavy costs on health 
care facilities, and on households that must not only meet direct health care 
costs but also suffer reduced incomes when principal breadwinners fall ill. The 
incidence of childhood obesity is also rising. By 2025, WHO estimates show 
that Tonga will have a diabetes prevalence nearly double that of Australia, 
Japan, and New Zealand, at a rate nearing 20%. This escalation of diabetes 
incidence as a result of obesity will have significant impacts on future health 
care requirements. 

Tonga’s level of spending on health as a percentage of gross domestic 
product (GDP) is below that of most of its Pacific neighbors: nearly 50% 
lower than that of Samoa, nearly 20% lower than Fiji, and 6% lower than 
Vanuatu. Further, Tonga’s public health spending per head is more than 40% 
lower than in Samoa and Fiji.24

At around 12% of GDP, the proportion of total government expenditure 
allocated to the health sector has fluctuated between 10% and 12% since 
FY1994. Health spending as a share of the government’s recurrent budget rose 
as high as 13% in FY2007 and FY2008, but declined to 12% in FY2010 
(Table 14). Recurrent spending per head grew from T$133 to over T$200 
from FY2007 to FY2011, a rise of 50% in nominal terms but a little over 
15% in real terms. The increase in non-salary spending has been much more 
limited, rising from T$59 to T$72 per head, an increase of 22% in nominal 
terms and a fall of about 10% in real terms. Donor spending has typically 
accounted for a third of total health sector expenditure. 

Most medical services are provided by the government and are free to 
the public. External assistance plays a crucial role in public health by funding 
capital investment in water supply, sanitation, and hospitals. It also provides 
non-capital support in the form of medical evacuations to New Zealand 
under the Medical Treatment Scheme, technical assistance, and overseas 
scholarships. Donor funding from development partners is the main source 
of nongovernment health funding, which amounted to T$11.1 million in 
FY2006. In addition, around T$3.5 million was provided by households, 

24 T. Ahio, S. Foliaki, T. Lavemaau, and M. Minford. 2010. Review of Public Expenditures on Health, 
Final Report. Report Commissioned by the Government of Tonga and the Australian Agency for 
International Development. Nuku’alofa, Tonga.

Table 14: Health Spending in Tonga, FY2007−FY2010

Item FY2007 FY2008  FY2009  FY2010

Health sector recurrent spending  
 (T$ million)

20.0 19.2 20.9 21.8p 

Total recurrent government  
 spending (T$ million)

153.3 148.9 192.7 180.0

Health spending share of  
 government recurrent budget (%)

13.0 12.9 10.8 12.1

FY = fiscal year, p = preliminary.
Source: Government of Tonga. 2011. Treasury National Accounts. Nuku’alofa. 
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mainly for spending on traditional healers, drugs, and private clinics. A further 
T$0.7 million was provided by other sources, the largest proportion of which 
came from nongovernment organizations.

Tonga’s success in maintaining good health standards is all the more 
commendable given persistent staff shortages in the sector. Staffing levels in 
the MoH ran, on average, at 83% of full capacity from 2003 to 2009. Staffing 
difficulties are particularly acute in some small outer islands, where the loss of 
even a few staff can seriously jeopardize the delivery of health services. 

Since FY2004, salaries and wages have nearly doubled in absolute terms 
from T$7 million to T$13.5 million. As a share of total MoH spending, 
salaries have risen from 60% in FY2004 (before the salary increases in FY2006) 
to 65% in FY2009. High salary costs also reflect the recruitment of medical 
staff on short-term contracts to replace doctors on leave and to overcome the 
continuing shortage of doctors. 

In contrast, operational spending of MoH fell from 40% to 35% between 
FY2006 and FY2009. During this period, spending on drugs increased by 
nearly 50% as a result of higher import costs, straining the government’s 
ability to meet its other operational costs (in particular, building maintenance, 
transport, and equipment). The maintenance budget is very low, amounting to 
around T$300,000 for preventative and curative services in FY2010. Despite 
higher spending on drugs, the small outer islands have to cope with occasional 
shortages of essential drugs and medical supplies. 

Gender
Tongan girls and women do at least as well as Tongan boys and men in key 
development indicators: life expectancy, adult literacy, and school enrolment. 
Institutionalized discrimination against women is not evident in business, the 
professions, and politics; and some women have risen to high positions. In 
other important aspects, however, Tongan girls and women are disadvantaged. 
Traditionally, women are not entitled to town and tax allotments of land, and 
are not able to inherit them. Notably, women are underrepresented in the 
Legislative Assembly. 

Despite positive gender achievements, Tonga ranks relatively poorly 
in the gender-based measures of the Human Development Index (HDI) of 
the United Nations Development Programme (UNDP): the Gender-related 
Development Index (GDI) and Gender Empowerment Measure (GEM). 
In 2009, Tonga GDI was estimated to be 0.765 and it ranked 39th out of 
157 countries for both HDI and GDI estimates. Tonga’s rating was below that 
for Australia (0.966) and New Zealand (0.943), but similar to the ratings for 
Fiji (0.732) and Samoa (0.763). In terms of ranking, Tonga (78th) ranked 
ahead of Samoa (80th) and Fiji (90th). Tonga ranked very low on the GEM, at 
0.363 in 2009, placing it 102nd out of 109 countries for which the GEM was 
calculated. The main reasons for Tonga’s low ranking on these indices include 
legal discrimination against girls and women in relation to property rights; 
few Tongan women have held office in local government, and very few women 
have been elected to Parliament.

Government recognition of the need to ensure gender balance in social, 
economic, and political spheres and to integrate gender issues into the national 
development agenda was demonstrated with the launch of Tonga’s national 
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gender and development policy in 2001. However, no funding was allocated 
for policy implementation, either by government or by bilateral donor 
agencies. While there has been some progress in improving gender equality—
mostly through national programs in education and health—women remain 
underrepresented in positions of authority.

Girls and women in Tonga excel in education, and enjoy equal access 
to primary and secondary education. Girls generally outperform boys in the 
national entrance examination for secondary school; at the secondary school 
certificate examination; and at the senior secondary school level, even though 
they are outnumbered by boys at this level. Boys’ performance in senior 
secondary school has become a concern since they are more than twice as likely 
as girls to repeat classes or drop out. 

Violence against women, mainly by husbands, is common but 
underreported. The Police Force has established a domestic violence desk 
to record and deal with all domestic violence complaints; and the National 
Centre for Women and Children, which is run by a civil society group, offers 
counselling and a safe house. Furthermore, the government announced in 
November 2012 that a Family Protection Bill had been drafted “with a clear 
purpose to protect women and children from domestic violence”.

Currently, women can only access land as leaseholders. Widows are allowed 
to inherit land owned by their deceased husbands but legislation stipulates that 
a widow’s ownership is forfeited once she remarries. If that happens, the land 
reverts to the ownership of the eldest son or the family of the deceased husband. 
Lack of rights to land, which can be used as collateral, inhibits women’s ability 
to start businesses above a micro level although this is offset to some extent by 
remittance support from overseas relatives.

Some measures have been taken to eliminate gender discrimination in 
Tongan legislation. In August 2007, the Nationality Act ended discrimination 
against women who marry foreigners. Prior to the amendment, foreign 
husbands and their children with Tongan women had no right to Tongan 
citizenship, whereas foreign women married to Tongan men can have Tongan 
citizenship. Tonga is, however, the only one of the 14 independent Pacific 
countries that has not yet ratified the Convention on the Elimination of all 
Forms of Discrimination Against Women.

Environment
Risks and Threats
Tonga has many pristine but fragile islands, which are potentially vulnerable to 
the effects of climate change, localized pollution, and environmental degradation. 
In particular, if the “worst case” global warming predictions were to occur, 
with sea levels rising significantly, Tonga would face serious environmental 
challenges. These range from sea water intrusion into groundwater supplies, 
coastal inundation, and soil erosion, to the consequential loss of the livelihoods 
of the population dependent on the natural resource base. 

Coastal zones are already under considerable pressure. An increasing 
population, together with urbanization, are creating a demand for access to 
coastal zones for a range of uses—notably land reclamation, coastal stabilization, 
clearing of mangroves, mining of construction materials (including sand), and 
waste disposal—all of which threaten to destabilize beaches and coasts.
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Deforestation has already substantially reduced Tonga’s forest cover, with 
an associated increased risk of soil erosion, and destruction of forest resources, 
biodiversity, and natural wildlife habitats. A lack of effective community 
participation in the management and conservation of protected forest areas 
is resulting in human encroachment on these areas. Only 4%–11% of the 
country’s indigenous forests remains, mostly located within protected areas 
or areas which are largely inaccessible, steep, or remote; uninhabited islands; 
coastal strips; swamps; and mangroves.

Many Tongans rely on groundwater for both commercial and household 
uses; but to date, there is no adequate legal code dealing with issues of ownership, 
management, and protection of water resources. The most significant risk to 
water quality comes from poor waste disposal practices.25 Solid, liquid (human 
and animal), and agrochemical wastes pose serious risks to human health and 
the environment. And the growing use of petroleum products further increases 
the rate of pollution, including contamination of groundwater, by spillage and 
the use of inappropriate or inadequate waste disposal procedures.

A 1999 study ranked Tonga as “very vulnerable” to the effects of natural 
disasters. In the past 25 years, Tonga had been the second most affected (as a 
percentage of population) by natural disasters of 111 countries reviewed.26 

Population, infrastructure, and economic activity are concentrated in the 
capital, Nuku’alofa, creating environmental problems associated with excess 
demand for land resources. Under the Tongan Constitution, every male citizen 
is entitled to two plots of land: one tax (rural) and one town allotment. Some 
new households will inherit existing town lots or tax allotments, but many will 
not. Pressure is now being placed on the land allocation system, with urban 
growth forced into peripheral areas, including low-lying wetlands where living 
conditions are poor and the cost of extending urban infrastructure is high. 

The decreasing availability of suitable land in Nuku’alofa is also putting 
pressure on public service delivery. Roads, sanitation, drainage, and waste 
disposal services are all under strain because of excess demand. Fanga’uta 
Lagoon, for example, is already suffering from serious environmental decline 
as a result of nutrient overloading from household septic tanks surrounding 
the lagoon. This, together with unregulated surface water run-off and increased 
sedimentation, is putting all users of the lagoon and foreshore at great risk. 
The lack of a systematic and comprehensive urban planning and management 
system exacerbates the problem. Urban management problems are also evident, 
albeit on a smaller scale, in Neiafu and Pangai. 

Management of solid and liquid waste currently costs the country 
T$3.6  million annually.27 A recent study estimated that each household 

25 P. Lal and L. Takau. 2006. Economic Costs of Waste in Tonga. Report Prepared for the 
International Waters Project (IWP)–Tonga, the South Pacific Regional Environment 
Programme (SPREP), and the Pacific Islands Forum Secretariat. Tonga IWP Technical 
Report No. 10. Apia, Samoa. SPREP and United Nations Development Program 
(UNDP).

26 J.P. Atkins and S. Mazzi. 1999. Small States: A Composite Vulnerability Index. Advisory 
Board to the Joint Commonwealth Secretariat/World Bank Task Force Conference on 
Small States, St. Lucia, West Indies.

27  P. Lal and L. Takau. 2006. Economic Costs of Waste in Tonga. Report Prepared for the International 
Waters Project (IWP)–Tonga, the South Pacific Regional Environment Programme (SPREP), 
and the Pacific Islands Forum Secretariat. Tonga IWP Technical Report No. 10. Apia, Samoa. 
SPREP and UNDP.
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produces an average of 1 ton of solid waste each year, a large part of which 
is organic or recyclable; yet, the government waste collection services are 
available only in Nuku’alofa and Neiafu (Vava’u) in return for a monthly fee 
payable to the MoH. Otherwise, private waste collectors must be used, where 
these are available. 

With Australian aid, the government has developed a new solid waste 
management facility on Tongatapu and implemented a user fee scheme to 
cover operational costs of the facility. But to date, there is reluctance on the 
part of households to pay this fee; thus, the government finds itself subsidizing 
Waste Management Limited, the public enterprise responsible for solid waste 
collection and disposal. 

Environmental Issues: Existing Legislation and Opportunities
A 2005 review of environmental legislation found that although there was 
an extensive range of provisions in Tonga’s laws concerning various aspects of 
environmental management, effective policy formulation, coordination, and 
implementation were still weak.28 The lack of comprehensive environmental 
legislation has resulted in an ad hoc, uncoordinated implementation and 
enforcement of many separate legal measures covering different aspects of 
environmental management and conservation.

Recent or pending legislation includes the Environment Impact Assessment 
(EIA) Act, which seeks to apply environmental impact assessment provisions 
to new development; an environment management bill; a marine pollution 
bill; a pesticides act; a solid waste management bill; an ozone bill; and a bio-
safety bill. The harmonization of legislation to implement four international 
conventions dealing with hazardous and chemical waste management—the 
Stockholm, Rotterdam, Basel, and Waigani conventions—is also planned.

Overarching Measures
Tonga has made significant progress in addressing environmental issues, 
including climate change, disaster risks, biodiversity, and land degradation. 
These issues are priority goals in the Tonga Strategic Development Framework 
2011–2014. The government has also developed several plans, policies, and 
programs on these issues, notably, the Joint National Action Plan on Climate 
Change Adaptation and Disaster Risk Management 2010–2015; the Second 
National Communication on Climate Change Report 2012; and the National 
Water Policy 2011.

In addition, environmental legislation and regulations have been enacted 
and are being administered by the Ministry of Environment and Climate 
Change (MECC). These include the

n Environment Impact Assessment Act 2003,
n Waste Management Act 2005,
n Renewable Energy Act 2008,
n Biosafety Act 2009,
n Environment Impact Assessment Regulations 2010,

28 M. Pulea, 1992. Kingdom of Tonga: Review of Environmental Law. Apia, Samoa. SPREP; and 
B. Thistlewaite, D. Sheppard, and N. Prescott. 1993. The Kingdom of Tonga: Action Strategy for 
Managing the Environment. Apia, Samoa. SPREP.
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n Environment Management Act 2010,
n Hazardous Wastes and Chemicals Act 2010, and
n Ozone Layer Protection Regulations 2010.

In the context of legislation and regulations, the MECC will play a 
central role in environmental planning, management, and monitoring in close 
collaboration with relevant key stakeholders in Tonga.

Need for Further Action
Effective implementation and enforcement of legislation depends on further 
capacity building, which includes creating the required technical and formal 
skills and expertise. This in turn requires making available additional funds 
and physical resources in addition to those that are currently provided. 
This is particularly urgent with regard to enforcement of the EIA Act 2003, 
which requires that EIAs are carried out prior to the approval of any major 
development project. Unfortunately, the current capacity to verify EIAs, as 
well as to monitor and enforce regulations, is weak because of the lack of 
technical capacity, and physical and financial resources. 

Cross-Sectoral Coordination
The Tongan Cabinet has approved the establishment of environmental 
committees, including the National Environmental Coordinating Committee 
and the Climate Change Cabinet Committee. These committees promote 
closer coordination between ministries and aim to ensure effective coordination 
of policy implementation across government, nongovernment organizations, 
and civil society. The Standing Committee for Environment and Climate 
Change, which was established in 2011, serves as the venue for discussing 
environmental issues in the Parliament.

This coordinated approach has resulted in relevant ministries integrating 
environmental considerations into their policies and planning process. 
The Ministry of Agriculture, Food, Fisheries and Forestry has included 
environmental and climate change considerations in its National Forest Policy 
2010. Further, the National Water Policy 2011 and Water Resources Bill 2012 
have also integrated environmental considerations including climate change. 
But there is still a need for additional human and financial resources to effect 
full implementation of all legislation. 

Public Information and Participation
As yet, the legislative provisions for public provision of information and for 
engaging stakeholders in the decision-making process are limited. However, 
it is well understood that awareness programs involving stakeholders and 
dialogue with them on environment-related concerns and activities are crucial 
in formulating environmental policies, strategies, and project proposals, 
and eventually in implementing policies. The Environment Management 
Act 2010 mandates the MECC to undertake awareness campaigns and to 
facilitate community participation in environment related-issues. But the 
availability of adequate financial resources is critical if ongoing awareness 
programs are to be extended to all relevant stakeholders in Tonga. As yet, 
funding is inadequate.
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There are, however, ongoing initiatives to promote community 
participation and to disseminate information to stakeholders. These include 
the following:

n Communities are made responsible for the management of marine 
resources in Special Management Areas under the Fisheries Management 
Act and in rural areas; and village committees are responsible for managing 
freshwater resources. 

n The MECC has established a website to disseminate environmental 
information and provide advice on best practices to the general public.

Sector-Specific Issues
Freshwater Resources Management
The most significant risk to water quality comes from improper disposal of 
wastes. The two main sources of water in Tonga are groundwater and rainwater, 
which are used for commercial, industrial, and household purposes. The 
Water Resources Bill currently with Parliament deals with issues of ownership, 
management, and protection of water resources. There are also laws containing 
provisions that address water pollution. 

Key issues and challenges in groundwater management include the 
following:

n The MoH has clear responsibility for water quality but the Act relevant to 
that ministry does not specify the water quality standards to be applied or 
require the publication of test results.

n The Water Board is responsible for supplying water in its areas of authority 
while the MoH is responsible in the rural areas. However, there is no 
provision for community participation or public awareness in any relevant 
law; nor are rights of access to information about water standards or the 
results of water testing spelled out in any relevant law.

n The Water Board Act provides for a 3-year operational plan, but community 
involvement in the planning process is not required under the Act.

n The Environment Management Act 2010 does not specify the agencies 
responsible for the country’s water resources.29

Land Resources Management
Urban Planning
An urban planning and management strategy for Tonga is being prepared with 
assistance from the Asian Development Bank (ADB), as well as a project for 
development of urban areas. The project will include high priority physical 
infrastructure such as roads, drainage, and sanitation. New legislation is also 
expected to address planning, the amendments required to existing land 
legislation, new procedures for preparation of urban and strategic plans, and 
issues in land registration processes. In 2008, the government established a 
spatial planning and management unit to serve as the focal point for urban 
management actions and to coordinate planning of investment in Tonga’s 

29 Department of the Environment and International Waters Project 2005. Water Quality Survey at 
Nukuhetulu. Tonga IWP Technical Report No. 8. Apia, Samoa: SPREP and UNDP.
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urban areas, particularly in Nuku’alofa. Urban planning guidelines were also 
developed and published in 2008.

Coastal Management
Coastal zones are under stress due to new settlements, compounded by 
urbanization and other forms of development that increase use of coastal zones 
for land reclamation, sand mining for construction, and fishing; littering; 
and clearing of coastal vegetation. Priorities in this area call for (i) the urgent 
revision of the existing Sand Mining Act, and (ii) formulation of a proper 
coastal management plan to address issues on coastal management.

Solid and Hazardous Waste Management
Tonga has passed the Urban Spatial Management Act 2012, which provides 
for new procedures on the preparation of urban and strategic plans, and the 
consideration of planning issues in land registration processes. 

Forests
Reforestation and afforestation programs are being carried forward through the 
Deutsche Gesellschaft für Internationale Zusammenarbeit/Secretariat of the 
Pacific Community project Climate protection through forest conservation in 
the Pacific Island Countries—under the MECC in collaboration with relevant 
stakeholders. 

The ministry is also formulating a National Land Use Policy for the 
sustainable use and management of land resources. These activities should be 
supplemented. In particular, Forest Act 1961 may need revision to integrate 
environmental considerations addressed in the National Forest Policy 2010. 
And the policy has to be implemented by the Forestry Division of the Ministry 
of Agriculture, Food, Fisheries and Forestry in cooperation with relevant 
stakeholders.

Natural Disasters
With the assistance of the World Bank Cyclone Emergency Recovery 
Management Project, the government has developed new national emergency 
management procedures and has implemented the Building Control and 
Standards Act. Disaster mitigation and alleviation strategies and procedures 
are being integrated into departmental and national development planning 
processes. The establishment of the National Disaster Management Fund in 
2008, with an initial capital of T$15 million, helped increase the resilience of 
communities to natural disasters.

Air Pollution Management 
Air pollution is not, as yet, a significant problem in Tonga. However, the 
government has signed, or acceded to, several conventions—the United 
Nations Framework Convention on Climate Change, the Montreal Protocol, 
the Stockholm Convention—which have reporting requirements with regard 
to air pollutants, and follow-up actions on phasing out of polluting gases. Tonga 
has also passed the Hazardous Waste and Chemical Act 2010 and the Ozone 
Layer Protection Act 2010. As with much of Tonga’s extensive environmental 
program, additional financial and physical resources are required to enforce 
these laws effectively.
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Conclusions and Policy Recommendations
Tonga has achieved considerable success in social development. There is 
widespread access to basic health and education services, and many of the 
country’s social development indicators are at levels comparable to those 
of developed economies. But poverty levels are rising, particularly in the 
peri-urban areas and outer islands; the provision of extensive social services 
depends on continued access to generous donor grant resources; and an aging, 
increasingly sedentary and urbanizing population is making it more costly to 
provide high quality services to all. 

Combating poverty will require, first and foremost, an effort to improve 
income-earning opportunities, both in the rural areas of the outer islands 
and in the peri-urban areas. While private assistance will likely continue to 
play a dominant role in helping the poor to withstand shocks, expansion of 
community development programs targeted at the poorest regions will also be 
important. 

The education sector faces major issues of spending efficiency, quality, and 
relevance. Policy actions will be needed to address (i) an insufficient maintenance 
and operating budget; (ii) inadequate levels of classroom equipment and 
materials; (iii) poor performance of students prior to Form 4; (iv) high 
repetition and dropout rates after Form 4; and (v) underperforming schools 
and relatively low Tonga School Certificate pass rates. The highest priority 
should be accorded to reducing dropout and repetition rates in primary and 
secondary education, as these are the areas where scope for quality improvement 
in basic education would be critical. Continued support for school grants to 
ensure that all primary schools meet minimum service standards and have 
sufficient funds for teaching materials, repairs and maintenance, and fixed 
assets, will be important, particularly as migration puts new strains on already 
overburdened schools.

The health sector faces staff and resource constraints, particularly in the 
outer islands, and an alarming rise in noncommunicable diseases. Continued 
emphasis on preventative and primary health care is appropriate, with a focus 
on encouraging good diet and healthy lifestyles. Ensuring that rural and 
regional clinics are adequately staffed, stocked, and provisioned will continue 
to be an important policy priority. Steady improvement in the information 
systems of the MoH can help to better align public assistance with area-specific 
health needs. 

Tonga’s strong gender achievements are marred by discriminatory 
treatment against women in access to land, their low representation in 
Parliament, and inequality between men and women in earnings in the same 
sector. More concerted attention should be accorded to implementing Tonga’s 
national gender and development policy.

Environmental pressures in Tonga are substantial; and with climate 
change, the country’s vulnerability is increasing. A high priority should 
be given to integrating climate resilience into all aspects of development 
planning, adopting a more consolidated legislative and regulatory approach to 
environmental protection, and strengthening urban management institutions 
and programs. It is clear that effective implementation of existing legislation 
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will require significant augmentation of present levels of funding. Hence, 
given the current and prospective pressure on resources, it is important that 
funding and implementation priorities are more closely aligned with Tonga’s 
actual and immediate needs rather than with global concerns that are of less 
relevance domestically. 
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Achieving Fiscal  
Sustainability
Fiscal Performance
Government spending plays a large role in the economy, so good fiscal 
discipline and management are essential to macroeconomic stability. As noted 
earlier, the reconstruction requirements following the civil disturbances of 
2006 and the adoption of a countercyclical fiscal stance in response to the 
global economic crisis of 2008 and 2009 have caused fiscal deficits to widen 
and have resulted in a rapid buildup of public debt. Meanwhile, high levels 
of aid have allowed the government to provide a welcome level of economic 
and social services––but, these have also contributed to the emergence of a 
large and costly civil service and public assets that are expensive to maintain 
and operate. Ensuring that fiscal policy is sustainable, over the medium term, 
remains a key macroeconomic management challenge in Tonga. 

As is apparent from Figure 11, Tonga’s overall fiscal balance (as a % of gross 
domestic product [GDP]) was unstable over the period FY2000 to FY2011. 
Moreover, the budget has been in deficit for much of the last 2 decades, 
including 8 deficit years in the 12 years FY2000 to FY2011. The deficits since 
FY2000 were largely the results of a series of one-off events: (i) the takeover 
of Cable and Wireless in 2000; (ii) a large cost-of-living adjustment in public 
service salaries in FY2002; (iii) the cost of repairing the damage caused by 
cyclone Waka in 2002; (iv)  large loans to assist the ailing Royal Tongan 
Airlines in FY2003; (v) payments made pursuant to the 60/70/80 settlement 
of increases in the salaries of public servants in FY2006; and (vi) the global 
financial crisis of 2009 and 2010. 

Figure 11: Overall Fiscal Balance as % GDP, FY2000–FY2013

e = estimate, f = forecast, FY = fiscal year, GDP = gross domestic product.
Source: IMF. Various years. Tonga Article IV Consultation—Staff Report. (Tables 1 and 2). 
Washington, DC. 
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Table 15: Tonga’s Fiscal Balance, FY2006–FY2013 (% GDP)

Year

Government 
Revenue  
Including 

Grants

Government 
Revenue 

 Minus Grants
Government 
Expenditure Grants

FY2006 26.6 24.9 29.4 1.7

FY2007 28.0 24.6 27.3 3.7

FY2008 25.8 24.4 24.3 1.3

FY2009 34.6 27.7 34.8 6.9

FY2010 27.0 20.7 33.0 6.3

FY2011a 27.1 20.2 33.0 6.9

FY2012e 26.0 18.8 28.7 7.2

FY2013b 30.6 19.0 30.0 11.6

FY = fiscal year, GDP = gross domestic product.
a preliminary.
b projection.
e estimate.
Source: IMF. 2010 and 2012. Tonga 2010 Article IV Consultation and Tonga 2012 Article IV Consultation 
(Tables 1 and 2). Washington, DC.

The budget recorded small surpluses in FY2004 and FY2005 through 
a recovery in revenue from tax and nontax sources, a reduction in capital 
expenditures, and restrictions on public service recruitment and allowances. 
Subsequently, the fiscal position was improved through the introduction of 
further prudent public expenditure management measures, but the global 
economic crisis severely impacted the underlying position in FY2009. The 
government was required to move quickly to safeguard the nation’s balance 
of payments position and the associated capacity to maintain expenditure on 
essential services. Significant grant assistance, in the amount of T$25 million, 
secured from the People’s Republic of China, helped the government to sustain 
expenditures. But the fiscal position came under further pressure from the 
continuing decline in inward remittances, the impact of which flowed through 
to government revenue, as well as the cost of a previously agreed 10% pay 
increase for public servants that took effect in FY2010.

The budget outturn at the end of FY2010 was a substantial deficit of 
T$42 million (equivalent to 6% of GDP), the result of a significant decline 
in government revenue (Table 15), particularly consumption tax and trade 
taxes which closely track remittance trends. In FY2011, tax revenues, which 
amounted to T$115 million, remained depressed. Current spending declined 
from T$184 million in FY2010 to T$169 million in FY2011 as expenditure-
restraint measures were imposed. Despite efforts to contain current spending, 
an increase in capital spending from T$18 million in FY2010 to T$52 million 
in FY2011 contributed to another large negative overall balance, equivalent 
to 5.9% of GDP. The overall deficits in FY2010 and FY2011 were the largest 
recorded in the past 2 decades. 

Government revenue (including grants) rose steadily over the years 
FY2000 to FY2009, increasing from about 26% of GDP in FY2000 to 44% 
of GDP in FY2009. Revenue and grants peaked in FY2009 at an estimated 
T$225.7 million. Because of the decline in economic activity resulting from the 
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global financial crisis and weather disturbances in FY2010, revenues declined 
to T$192 million. Grant inflows increased to T$46 million in FY2009 and to 
T$49 million in FY2010. With strong grant inflows, total domestic revenue 
(including grants) remained relatively high in FY2010 at 28.6% of GDP. But 
removing the grant component shows revenue performance over the years 
FY2009 to FY2012 in a much less favourable light—suffering a fairly sharp 
decline (Figure 12).

The extreme fragility of the budgetary situation from F2009 onwards 
is apparent from the rapid increase in the ratio of grants (from overseas) to 
government revenue (excluding grants). This is forecast by the International 
Monetary Fund (IMF) to remain an important feature of the budgetary 
situation in FY2012 and FY2013. The IMF does expect a return to a fiscal 
surplus in FY2013, but this forecast is heavily dependent on grant income 
reaching almost twice the FY2011 level, and government expenditure being 
effectively restrained below the FY2010 and FY2011 level.

Quality of Public Expenditures
The budget accounts of the Government of Tonga are formally divided into a 
number of funds: the principal funds, which pertain to cash expenditures by 
the government (the Tonga Fund); and the revolving funds, which are for a 
range of self-financing activities. In FY2010, the government removed most 
of these revolving funds to ensure greater transparency in government revenue 
and expenditure. In addition, the “Development Fund” records expenditures 
financed from donor cash contributions; consolidated summaries of the 
contributions from separate funding sources are published. Information on 
donor in-kind contributions is also provided, but is incomplete. 

The presentation of the budget follows the IMF’s Government Financial 
System, which is used in many countries for classifying government 

Figure 12: Tonga’s Fiscal Balance, FY2006–FY2013 (% GDP)

FY = fiscal year, GDP = gross domestic product.
Notes: Values for FY2011 are preliminary; values for FY2012 and FY2013 are projections.
Sources: Ministry of Finance and National Planning. 2011. Budget Speech. Nuku’alofa: 
Government of Tonga; and IMF. 2010 and 2012. Tonga 2010 Article IV Consultation and Tonga 
2012 Article IV Consultation (Tables 1 and 2). Washington, DC.
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transactions. The use of Government Financial System enables assessment 
of the overall performance and financial position of the government, as 
well as promoting international comparability of accounts. Tonga’s public 
financial management system reports all known government receipts. There is 
comprehensive budgetary and fiscal risk oversight, and the public can access 
budget information once it has been adopted. However, there is a lack of 
transparency in budget execution due to the limited nature of information on 
actual government performance in implementing budgets. 

Government budgeting was substantially strengthened with the adoption 
of the Public Finance Management Act 2002. The Act authorizes the minister 
of finance to manage budget execution, enforce tighter fiscal discipline, and 
ensure that spending is within allocations. Budget estimates are fully subject to 
authorization by appropriation in the Legislative Assembly. 

The Public Enterprises Act 2002 provides a framework for monitoring the 
activities of government enterprises and their relationships with the budget. 
Moreover, the Expenditure Review Committee, chaired by the Prime Minister, 
was established to improve the supervision of the overall budgetary process, 
review all expenditure requests from line ministries, and monitor budget 
performance. However, the linkage between the budget and programs on the 
one hand, and the achievement of national development goals on the other, 
has been relatively feeble. While programs are defined, the system for linking 
expenditures to programs, and monitoring outcomes, is weak.

Aggregate expenditure and revenue outturns have broadly matched budget 
plans. And, importantly, the monitoring and supervisory system can exert 
aggregate fiscal discipline over total expenditure.30 However, the usefulness of 
the disaggregated budget is undermined by the practice of moving resources 
between ministries, departments, and agencies during the budget year. These 
in-year budget adjustments are made using the Contingency Fund, rather than 
through any formal supplementary budget process.

The Expenditure Review Committee is adopting a medium-term 
approach to budgeting. This process, which was introduced in FY2012 for 
implementation in the FY2013 budget, begins with a multiyear forecast of 
revenue and expenditure established to ensure that the country remains on 
a sustainable debt path. Line ministries provide the Ministry of Finance and 
National Planning with their 3-year corporate rolling plans, which are costed 
and aligned with priorities in the Tonga Strategic Development Framework—
the overall statement of the principles and directions guiding Tonga’s 
development over the next 4 years.31 The rolling plans are then consolidated 
and reconciled to ensure that a consistent, performance-based budget is 
presented to the cabinet for approval. Monthly monitoring of revenue and 
expenditure will be undertaken as part of the medium-term approach, while 
biannual monitoring of the corporate plans and the government’s annual 
management plans will be done. In subsequent years, the forecasts and plans 
will be updated, and performance will be monitored against the targets set in 
the corporate plans. Use of the medium-term budget framework is expected 

30 Ministry of Finance and National Planning. 2010. Public Expenditure Financial Accountability 
(PEFA) Report. Nuku’alofa: Government of Tonga.

31 Ministry of Finance and National Planning. 2011. Tonga Strategic Development Framework 
(TSDF) 2011–2014. Nuku’alofa: Government of Tonga. 
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to make an important contribution to fiscal prudence and to the effectiveness 
of public spending. It should formalize the medium-term outlook and allow 
agencies to seek multiyear commitments for their initiatives. 

Consistent with Tonga’s emphasis on building human capital, allocations 
to the education and health sectors account for a significant proportion of the 
budget each year (Table 16). Over the past 20 years, the education budget has 
averaged 4.7% of GDP. The health budget is the second largest, typically about 
3.7% of GDP, with allocations somewhat less variable than for education. 
In FY2011, education accounted for 15.3% of total government spending, 
followed by health at 9.6%. Debt service absorbed an average of 11.5% of 
public expenditure over the years FY2007 to FY2011. The proportion of 
government expenditure going to agriculture, forestry, and fishing has been 
stable at around 3.3% (nearly 2% of GDP), significantly lower than allocations 
to the social sectors. Budget expenditures on transport and works were high, at 
around 5.6% of GDP in the mid-1980s, after which they declined to figures in 
the vicinity of 2.6% of GDP. However, spending on transport and works was 
significantly up in FY2011 as a result of increased spending on rehabilitation 
of roads and ports. 

Nearly half of all public spending (47.6%) in FY2011 was allocated to the 
Police, Prime Minister’s Office, Defense, Legislative Assembly, Foreign Affairs, 
and “unclassified” categories, which include local government spending. This 
situation is indicative of the very high overhead costs of managing a small 
economy, and the difficulties faced in properly linking spending to different 
functional categories.

Development partners fund much of the expenditure on physical 
infrastructure and buildings. However, despite large aid inflows there are 
concerns over the low and declining levels of capital expenditure, which, 
when combined with the reduced funding for the ministries of Transport 
and Works, has resulted in deterioration of infrastructure. Over the 10-year 
period from FY1999 to FY2009, annual capital expenditure averaged 1.8% 
of GDP compared with 5.0% on average during the previous decade. Capital 
spending increased modestly to an estimated 3.3% of GDP in FY2009 and 
2.7% in FY2010 as reconstruction efforts intensified. Much of the recent 
capital spending has been devoted to education and health infrastructure (e.g., 

Table 16: Share of Public Expenditure by Sector, FY2007–FY2011

Sector FY2007 FY2008 FY2009 FY2010 FY2011

Education 14.8 15.2 11.6 15.1 15.3

Health 13.1 12.9 10.1 12.8 9.6

Agriculture 3.5 3.4 2.8 3.2 5.9

Public Works 2.1 2.9 4.1 1.9 8.5

Debt Service 10.6 10.5 8.4 15.0 12.8

Others 55.9 55.2 63.0 52.0 47.6

Notes:
“Others” include Police, Prime Minister’s Office, Defense, Legislative Assembly, Foreign Affairs, and 
“unclassified” categories.
Share of education includes all expenditure by the Ministry of Education, Women’s Affairs and Culture.
Source: Ministry of Finance and National Planning. Various Years. Budget Speeches.
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a new high school in Ha’apai, the Vaiola Hospital in Nuku’alofa, and other 
health facilities). Contributions from donors have been an important source 
of funding for capital expenditure on schools and hospitals.

Problems with infrastructure in transport, sewerage, and water sectors are 
growing. These problems are being addressed in part by the Integrated Urban 
Development Sector Project supported by Asian Development Bank (ADB) 
and funding from the People’s Republic of China’s Export-Import (EXIM) for 
the reconstruction of Nuku’alofa’s commercial center. Both projects will also 
upgrade the drainage, sewerage, and water supply infrastructure in Nuku’alofa 
and Tongatapu. The World Bank is also assisting through the Transport Sector 
Consolidation Project. Meanwhile, the government intends to contract out 
road maintenance. A further soft loan from the EXIM Bank of China is aimed 
at addressing rural road requirements.

Based on the findings of a 2003 procurement assessment undertaken 
by ADB and the World Bank, and a subsequent World Bank operations 
procurement review, the government has developed plans, including 
guidelines, manuals, and capacity development programs, for the 
establishment of an effective legal and regulatory framework governing 
public procurement. With World Bank assistance, the government passed 
the new Procurement Act 2009, established a procurement committee, 
and set up a procurement section within the Ministry of Finance and 
National Planning. The Australian Agency for International Development 
(AusAID) and the New Zealand Aid Programme have also been supporting 
the government in strengthening capacity for the implementation of the  
procurement system. 

Public Sector Wage Bill
Careful management of the wage bill is essential to ensure that public service 
salaries are competitive. Salaries need to reflect the productivity of public 
servants and should be affordable, as well as consistent with salaries in  
other sectors.

Historically, the government has followed the practice of granting large 
and periodic increases in the wage bill, followed by several years of no, or 
very small, wage increases. In FY1990, public servants were granted a 50% 
pay increase, with a further 10% increase in FY1999. In FY2002, a 25% rise 
in salaries was granted to offset higher costs of living, fuelling a wage-price 
spiral. As a result, the practice of cutting government expenditure on goods 
and services to help fund salary increases has undermined the efficiency of 
government operations.

In 2005, the government entered into a public sector wage agreement 
by committing to implement salary increases for the public sector of between 
60% and 80% by FY2006, and to undertake regular salary reviews. Following 
this, the government implemented a large program of voluntary redundancies, 
which resulted in an 18% reduction in the number of government employees. 
Nonetheless, the wage and salaries bill (including redundancy costs) increased 
to 52% of budget in FY2007, before falling back to 39% in FY2009. Before 
FY2006, the government employed 13% of Tonga’s workforce at a cost of 16% 
of GDP. In FY2012, the government employs some 10% of Tonga’s workforce 
and is spending around 43% of its total budget, equivalent to 12% of GDP 
on their wages and salaries.
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To contain wage pressures, the government has been operating with a 
hiring near-freeze and a redundancy program. These measures have helped 
to contain public spending on the wage bill to T$83 million in FY2010 and 
T$86 million in FY2011. But wage restraint and redundancy efforts have 
hampered the provision of core public services. In addition, the civil service 
performance rating system, which categorizes civil servants as “performing” or 
“not performing,” does not reflect adequately the range of staff performance 
and promotions are based on seniority rather than merit. 

Reforming the Revenue System
In November 2002, the Revenue Services Administration Act was approved. 
The Act laid the foundation for the modernization of revenue administration 
based on self-assessment and voluntary compliance. It provided for a redesign 
of the objection and appeals process and the penalties regime, seizure of assets 
to recover taxes, and introduction of the World Trade Organization (WTO) 
valuation system. 

Starting in 2004, the Inland Revenue Division (of the Ministry of 
Revenue) was restructured into the large and small business divisions; a new 
compliance and audit unit was established; computer administration systems 
were updated; several senior positions were filled; and training was provided 
to revenue staff. Meanwhile, the Tax Tribunal was established to handle tax 
appeals and hear applications for review of decisions made by the Inland 
Revenue Division. In FY2009, the establishment of a debt recovery unit saw 
the successful collection of T$10 million in tax arrears, which was a significant 
improvement over past years. 

Considering that consumption taxes on imported goods and import 
duties constituted nearly 50% of total tax revenues, a computerized, internet-
based customs management system was introduced in FY2009. This revenue 
reform initiative allowed more effective checking of importers’ documents, 
and led to greater focus on reducing revenue leakage through the ports. The 
new system has also reduced the clerical inputs required for the clearance of 
goods and enabled importers and exporters to submit Customs Declarations 
speedily; these innovations have speeded up the clearance of goods. 

The tax reform effort has been successful. The ratio of government revenue 
to GDP has risen, and actual revenue collections from major taxes have, in 
most cases, exceeded original budget estimates. The level of arrears, which 
comprised mostly overdue income taxes, was relatively low at T$24.6 million 
as of the end of FY2008.32

There has also been a substantial improvement in the structure and 
buoyancy of government revenues. Tax revenue provides approximately 
83% of current revenue. Tariffs, which tend to have a regressive impact, are 
relatively low (maximum tariff of 20%, simple average of 11.7%, and trade-
weighted average of around 7%), and provided only 11% of tax revenue in 
FY2011. Of total tax revenue in FY2011, 27% came from excise taxes. While 
excise taxes in general have the potential to be regressive, in Tonga these are 
applied only to a limited number of goods—alcohol, tobacco, vehicles, and 
petroleum, excluding that used to generate electricity. Tonga’s consumption 
tax, which is levied at 15%, accounted for 43% of tax revenue in FY2011. 

32  Tonga Revenue Services.
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Tonga has taken steps to mitigate the impact of taxes on the poor by zero-
rating household electricity and water, and goods and services related to health 
and education, and by setting a reasonably high business turnover threshold, 
which effectively excludes small and micro enterprises from paying tax on 
their own output. Income and profit taxes provided 18.5% of tax revenue in 
FY2011. The income tax threshold is reasonably high, which means that the 
poor do not pay income tax. 

Fiscal Performance of Public Enterprises
In Tonga, public investment in public enterprises is substantial, 13 state-
owned enterprises (SOEs) absorbed an estimated 15%–31% of total fixed 
assets in 2008.33 Despite these sizeable investments, the contribution of Tonga’s 
SOEs to GDP in 2008 was low, at 5.5%. From a budgetary perspective, 
satisfactory financial performance of public enterprises is important because 
their profits are needed to service the capital (loan or equity) provided by 
the government. And from an economic perspective, generation of income 
by public enterprises is critical. Inability of these enterprises to realize 
income could result in substantial capital resources being locked up in  
low-productivity activities.

Many public enterprises have performed poorly, however, and some have 
required sizeable injections of capital and loans. Notable examples are the Royal 
Tongan Airlines, which was liquidated in 2004; and the Janful International 
Dateline Hotel, the future of which is uncertain. Although some enterprises 
pay dividends, the level of cash returns to the government in interest and 
dividends has been unpredictable. In FY2011, 8 of the 13 public enterprises 
were operating at a loss. In particular, large losses were registered by Tonga 
Airports, Tongatapu Market, Tonga Broadcasting Commission, Tonga Print, 
and Tonga Post. Among the public enterprises, only the Tonga Development 
Bank and Tonga Power operated with a return-on-equity that is more than 
7%. Overall, Tonga’s state enterprises returned only 2% on government’s 
capital investment in FY2011.

The actual fiscal performance of public enterprises is worse than official 
figures suggest, as several have outstanding tax arrears. Meanwhile, several 
insolvent enterprises have been unable to meet the interest on their outstanding 
loans from the government and other creditors. Overall performance suggests 
that the actual value of public enterprises is much less than the book value of 
the government’s equity.

Debt Sustainability
Over the past decade, the Tongan government has relied primarily on foreign 
borrowing to finance large capital projects and the recurrent budget deficits. 
In FY2009 and FY2010, Tonga contracted two loans from the EXIM Bank 
of China with a face value equivalent to nearly 30% of GDP. An estimated 
66% of the EXIM Bank reconstruction loan is being used to finance direct 
government capital expenditures, and the balance was on-lent to the private 
sector for office, residential, and retail construction. The second EXIM 
bank loan is being used to finance government capital spending on road 

33 ADB. 2012. Finding Balance, Benchmarking the Performance of State-Owned Enterprises in Papua 
New Guinea.
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improvements. Disbursement of the first loan began in FY2009 and of the 
second on FY2010. 

Tonga’s domestic debt had declined from around 20% of GDP in FY2000 
to an estimated 5% of GDP by June 2011. All outstanding government bank 
loans have been repaid since FY2008. Government guarantees and unfunded 
obligations of financial institutions account for the bulk of the government’s 
domestic debt obligations. 

The 2011 joint analysis by the International Monetary Fund (IMF) and 
the World Bank of the sustainability of Tonga’s debt concluded that:

Tonga remains at a high risk of debt distress based on the joint IMF-
World Bank low-income country debt sustainability assessment. 
Both the PV-of-debt to GDP, as well as the PV-of-debt to export 
ratios remain above the country-specific indicative thresholds for 
a prolonged period under the baseline scenario. The two loans 
from the China EXIM Bank (one for reconstruction of the 
central business district and one for road construction) total over 
T$200 million, close to 30% of GDP. The loans, denominated in 
renminbi, pose a currency risk to the government’s balance sheet. 
Nonetheless, Tonga’s very high and relatively stable remittance 
inflows (normally over 30 percent of GDP)—which are by far 
the largest source of foreign exchange earnings—help mitigate 
liquidity risks. Tonga’s overall public sector debt indicators, are 
elevated in the short term, but are expected to show a decreasing 
trend over the longer run. Taking into account the cushion 
provided to the economy by the large workers’ remittances, the 
projected debt profile is consistent with manageable—if high 
risk—debt dynamics.34

The analysis went on to state further that:

Stress tests show the vulnerability of the debt position to a 
slowdown in exports or a significant depreciation. The export 
shock stress test causes the present value of debt to exceed 500 
percent of exports and remain above the 100 percent threshold for 
the entire projection period. Similarly, the debt service-to-exports 
ratio rises even further above the 15 percent threshold, reaching 
almost 40 percent in 2017. A large one-time depreciation causes 
the present value of debt to rise to around over 55 percent of 
GDP and remain persistently above the 30 percent threshold even 
after 2020…. The future scenario is more risky than the historical 
trends would indicate because the recent China EXIM loan and 
donor financed construction projects have caused a larger current 
account balance than in the past (footnote 35). 

With a view to enabling the Tongan authorities to bring the debt situation 
back within the bounds of sustainability by 2020, the IMF recommends that a 
primary surplus of about 1% per year should be the target of debt policy. 

34 IMF and World Bank. 2011. Tonga. Joint IMF/World Bank Debt Sustainability Analysis 
2011. Washington, DC: IMF and World Bank.
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The government is mindful of the need to keep public borrowing within 
sustainable levels and, as part of the ADB-assisted Economic Reform Support 
Program approved in 2011, it formulated a debt risk management and 
mitigation policy and strategy. The new policy improves the integration of 
debt into the annual budget, tightens the processes for debt oversight, and 
links the management of public debt to the medium-term fiscal forecast. 

Public Sector Financial Management
To date, linkages between the budget and programs intended to achieve 
national development goals have been weak. Even when the programs are 
defined, there is little effective effort to link expenditures to programs and 
monitor the outcomes. Prioritization of budget expenditure remains ill-defined 
and somewhat ad hoc. Ministries report on some indicators of achievement 
but the analysis is not effectively integrated into the preparation of subsequent 
budgets. 

The government is working with development partners to strengthen this 
linkage, through ADB support for the development of the National Strategic 
Planning Framework and AusAID support that helps the line ministries 
to prepare their corporate plans. The government also undertook public 
expenditure reviews of the education and health sectors in FY2011, which 
have informed strategic planning and budget preparation in these two major 
sectors. Further, ADB is assisting the government to develop a medium-term 
budget framework and improve revenue forecasting capabilities. 

According to the 2010 public expenditure and financial accountability 
(PEFA) assessment, Tonga’s public financial management system is, overall, 
operating at average or above average levels when compared to international 
best practice.35 However, some areas are worthy of continued attention, 
especially in light of the difficult fiscal situation that the government will face 
over the medium term. The key issues identified in the 2010 PEFA report 
on the different dimensions of public sector financial management in Tonga 
include the following:

Credibility of the budget. The system can exert fiscal discipline over total 
spending, but the credibility of the disaggregated budget items is undermined 
by sizeable shifts in the composition of outturns at the agency level due to 
the practice of moving substantial volumes of funds between ministries, 
departments, and agencies over the budget year. 

Comprehensiveness and transparency. Budget documentation and 
fiscal information are generally comprehensive and clear about the underlying 
fiscal operations. Areas for improvement include the presentation of the 
budgetary impacts of policy changes and information on financial assets in the 
budget papers; collection and publication of more comprehensive financial 
information for public enterprises; and public release of the individual audit 
reports for ministries, departments, and agencies. 

Policy-based budgeting. The annual budget formulation process 
appears to be running smoothly. Ministries, departments, and agencies are 
provided with sufficient guidance and time to prepare and debate proposals 

35 World Bank. 2010. Public Expenditure and Financial Accountability Performance Report. 
Washington, DC: World Bank.
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with the central agencies. First steps toward a multiyear budgeting system 
have been taken. 

Predictability and control in budget execution. The government has 
made progress in improving tax administration. The procurement policy 
provides a good basic framework and establishes open competition as the 
method for tendering above certain thresholds. Internal audit is operational 
using a framework that was strengthened when Public Audit Act 2007 was 
introduced. 

External scrutiny and audit. The Audit Office effectively operates 
as a hybrid internal and external auditor in the absence of a supreme audit 
institution in Tonga. There are long lags in the tabling and approval of reports 
to the Legislative Assembly. Overall, there is limited scrutiny of external audit 
reports by the Legislative Assembly, since it receives only a summary of audit 
findings.

Conclusions and Policy Recommendations 
Tonga has long struggled to meet its domestic financing requirements. Since 
2002, major reforms have vastly improved the management of public finances. 
Domestic revenues are far more buoyant and progressive than they were in the 
past, the downsizing and more regular performance assessment of the public 
service have started, corporate governance standards of public enterprises have 
been tightened, and budget controls and processes have been significantly 
enhanced. Despite this progress, however, public debt levels have reached debt 
sustainability ceilings, and the effectiveness of public spending is hampered by 
a large public wage bill, low levels of capital spending, insufficient resources 
for operation and maintenance, and poor linkages between policy priorities 
and budget allocations. Moreover, despite several rounds of reforms of public 
enterprises, they continue to loss-making. 

The results of the debt sustainability analysis underscore the importance 
of maintaining a small budget surplus and sustaining growth near or above 
historical averages. Policies to improve Tonga’s growth potential, diversify 
exports, and support fiscal consolidation are likewise key to maintaining stable 
debt levels in the medium term and declining debt levels in the long term. But 
there is a need for both fiscal consolidation and increased capital spending. The 
poor state of Tonga’s physical infrastructure is one of the pressing issues facing 
government today and is hampering the development of the private sector. 
Public borrowing, to the extent that it is relied upon to boost infrastructure 
and other development outlays, must be embedded in the government’s 
medium-term fiscal framework and public borrowing strategy. 

In the near term, there is some scope for improving domestic revenue 
mobilization. Provision of a simplified small enterprise tax, development of a 
natural resource tax regime, and a reduction in the use of tax concessions could 
help improve the government’s tax take. But more effective public spending is 
the key to achieving fiscal sustainability. The top priority is a steady reduction 
in the size of the public service, with continued emphasis on performance 
assessment and results-linked remuneration. A reduction in the wage bill to 
45% of total spending requires a broader public sector reform program and a 
well-designed performance management system. Shifting budget allocations 
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toward neglected spending categories (i.e., supplies, maintenance, and capital 
outlays) merits support. Prioritization of budget expenditures needs to be 
better linked to performance targets and indicators of achievement. 

Better alignment of government budgets with national plans and policies 
can help to prioritize public spending and to encourage a more results-oriented 
public sector. In the near term, efforts should be made to limit in-year transfers 
to non-priority programs to ensure that what is budgeted is what is actually 
spent. The establishment of a medium-term budgetary framework should be 
continued and linked over time to a programmatic approach to budgeting 
and reporting. There is also a need for more comprehensive accounting and 
management of Tonga’s public debt. 
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Enabling Private  
Sector Development
Introduction
The Tongan economy has now been underperforming for more than a decade. 
Factor productivity (human and capital) is low, resulting in poor returns on 
investment. Few new businesses have started and existing ones have been slow 
to expand. 

Tonga’s business environment has both strengths and weaknesses. 
Since FY2008/09, the government has mounted an aggressive economic 
reform program. Although the short-term impacts of the reform have been 
relatively modest, progress has been made in improving Tonga’s investment 
climate. According to the World Bank’s Doing Business 2012 survey, Tonga 
ranked in the top quarter of 183 economies for ease of starting a business, 
obtaining construction permits, getting electricity, and paying taxes. Contract 
enforcement was also comparatively good. But Tonga falls far behind 
comparator countries in terms of rankings for resolving insolvency, registering 
property, and protecting investors.36

The destruction of the commercial district at the capital city discouraged 
investment by hampering access to essential business services, and by creating 
the perception that the country is a risky place to do business. Conversely, the 
rebuilding of the commercial district has served as an important indicator that 
political stability has returned and that the government is determined to move 
forward with the transformation of the economy. 

Rebuilding Nuku’alofa
Major construction projects have been undertaken since 2008, and the 
rebuilding of the central business district (CBD) is well advanced. The 
Nuku’alofa Development Council has been successful in ensuring that 
the buildings meet local building standards and are of acceptable quality. 
Reconstruction has proceeded with significant grant funding provided by the 
Australian and New Zealand governments, and a concessional loan from the 
Export-Import (EXIM) Bank of China. Nine major reconstruction projects 
have been mounted: (i) reconstruction of the Vuna Wharf and Tungi Arcade; 
(ii) construction of the last phase of Vaiola Hospital; a new branch of the ANZ 
Bank; and the Taumoepeau, Royco, and Sanft office complexes; (iii) renovation 
of the Royal Palace; and (iv) repair and reconstruction of infrastructure in 
the CBD. While the EXIM Bank loan was originally linked to an in-kind 
construction contract with a Chinese construction firm, the work was 
contracted out to local and international firms. 

36 World Bank/IFC. 2012. Ease of Doing Business in Tonga. Washington, DC: World Bank. Tonga’s 
rankings for 2012, out of 183 economies, were 33rd for starting a business, 32nd for dealing with 
construction permits, 29th for getting electricity, 141nd for registering property, 78th for getting 
credit, 111th for protecting investors, 29th for paying taxes, 77th for trading across borders, 53rd 
for enforcing contracts, and 108th for resolving insolvency.
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Reducing the Presence of the State in the Economy
Tonga’s public enterprise reform process has only just begun. Its public 
enterprise sector still inhibits private sector development and depresses 
economic growth. Many public enterprises compete with the private sector 
and they do so with the advantage of subsidized capital and, in many cases, 
preferred access to government contracts. This practice crowds out the private 
sector, reducing opportunities for private investment and innovation. 

The low productivity of public enterprises weakens the economy’s overall 
performance. Public enterprises control 15%–31% of total fixed assets within 
the economy, yet contribute only 5.5% to gross domestic product (GDP). Each 
$1 invested in public enterprises contributes only $0.27 to GDP, compared to 
$0.35 for each $1 invested in the non-state-owned enterprise (SOE) sector. 

The return on equity from Tongan public enterprises has been equally 
disappointing.37 During the period FY2002–FY2007, the average annual 
return on equity was 7.7% and it fell to 3.6% in FY2007–FY2008 and declined 
further to –0.4% in FY2009 before recovering to 2.5% in 2010 (latest date 
available). The negative return in 2009 reflects a sharp decline in the earnings of 
Tonga Communications Corporation, losses registered by the interisland ferry 
company after the sinking of the Ashika Ferry, and the creation of two new 
SOEs—Tonga Power and Tonga Airports––which had large asset holdings but 
low returns. The rates registered have been well below the 10% target return 
on equity set by the government for the public enterprise portfolio, and far less 
than the rates of return expected in the private sector.

The government has accomplished a great deal in the rationalization of 
the public enterprise sector. With support from the Asian Development Bank 
(ADB), rationalization strategies were prepared for all Tonga’s 13 SOEs. An 
amendment to the Public Enterprise Act was enacted in October 2010, which 
limits the scope for appointing civil servants as directors on the boards of public 
enterprises;38 imposes stronger commercial discipline on the public enterprise 
boards; provides rules for the establishment, funding, and documentation 
of community service obligations; and strengthens SOE governance and 
monitoring frameworks to enhance accountability. As a result of amendments 
to the SOE Act on 2010, only 4 of the boards of the 13 public enterprises have 
civil servants or ministers as directors. To foster transparency, the financial 
results of all public enterprises are now published in local newspapers, in both 
Tongan and English. 

A start was made with SOE divestiture when, in 2008, the government 
privatized its 75% holding in Leiola Duty Free. It had also sold all government 
assets in Tonga Machinery Pool before it was liquidated in 2009. And in 2010, 
the government sold its interest in Westpac Bank of Tonga. 

Managing the Size and Cost of the Civil Service 
The large size of the civil service is a major drain on public resources. High 
public sector wages have a negative effect on private sector development by 
crowding out capital spending and the purchase of other services from the 

37 ADB. 2008. Transforming Tonga: A Private Sector Assessment. Sydney/Manila: ADB.
38 Public servants may be appointed to boards, but their numbers are limited to a maximum of one 

director per board. Those appointed may not serve as chairs of boards. 
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private sector, by encouraging the government to boost taxes, and by setting 
up a knock-on effect on private sector wages and salaries.

Progress has been made in downsizing the civil service. The Public Service 
Commission had eliminated more than 400 vacant public service positions 
by the end of FY2009. Total public service employment declined to less than 
3,000, compared to over 4,000 in FY2005. In addition, the government has 
implemented a public service employment reform program that combines 
salary increases with changes in employment conditions in order to enhance 
the productivity and capacity of public sector employees. These changes include 
a significant reduction in leave entitlement and an enhanced performance 
measures and accountability. 

The government has been restructuring the public service in an effort 
to reduce duplication, strengthen accountability, streamline service delivery, 
and improve its effectiveness. The government has reduced the number of 
ministries from 19 to 14 and increased the number of government agencies 
from 3 to 9, effectively converting several ministries (such as Defense and 
Statistics) into agencies. Meanwhile, a new ministry (Internal Affairs) was 
created in June 2012 to take responsibility for local government, community 
development, and other functions. 

Improving Infrastructure
In most of Tonga, infrastructure is adequate, but in some areas, the low quality, 
limited nature, or absence of infrastructure is a constraint on private sector 
activity. Transportation and communication are especially important for a 
small and remote island economy. In Tonga, improved land, water, and air 
transportation services would allow faster movement of goods and people. 
Progress is being made in improving the planning and delivery of economic 
infrastructure. A 5-year strategic plan for infrastructure development was 
completed in 2010. A guiding principle of the plan is to maximize private 
sector involvement in the development of infrastructure. 

Transport. While road density is high by international standards, only 
30% of the roads are paved. Little has been spent on road maintenance in 
the past several years following the decision by the government in 2008 to 
cut back the number of daily workers involved in road maintenance at the 
Ministry of Works. ADB has provided grant funding to reconstruct two main 
roads that lead to Nuku’alofa’s CBD, including improvement of drainage, and 
grant funding from the People’s Republic of China is being used to reconstruct 
some of the roads within the CBD. With World Bank support, efforts are 
being made to develop a sustainable funding structure for road maintenance.39 
The government has also contracted out road maintenance. 

Power. A reliable electricity supply is vital for offices, hotels, and shops, 
and does away with the need to install costly back-up generators. While much 
has been done recently to improve the reliability of Tonga’s electricity supply, 
power prices remain among the highest in the Pacific. The government’s 
purchase of the monopoly power provider, Shoreline, was completed in July 
2008; and a new public enterprise, Tonga Power, was established as the new 
sole electricity provider. This company has improved cash flow management, 

39 World Bank. 2008. Tonga Transport Sector Consolidation Project.
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receivable collections, and long-term asset planning. And the medium- to 
long-term structure and operations of Tonga Power are being reviewed. 

Almost 100% of the electricity generation in Tonga is fuelled by 
imported diesel, which is costly and harmful to the environment and 
makes the economy highly vulnerable to oil price shocks. The government 
has therefore announced an ambitious plan to achieve 50% of electricity 
generation through renewable energy sources by 2012. To achieve this target, 
the government embarked on an “energy roadmap,” with support from several 
development partners. An interim roadmap was presented to the government 
in November 2009, and the final roadmap in 2010. The principal drivers 
behind the roadmap were reducing the vulnerability of the country to future 
oil price shocks and the spiralling cost of electricity supply, and meeting 
the objectives of increasing access to a reliable and affordable electricity 
supply in an environmentally sustainable manner. However, lifetime costs of 
renewable sources of power are significantly more expensive than traditional 
diesel generation. Hence, the roadmap will only be successful if upfront 
investment costs are funded by low cost loans, or through grant funding from  
development partners.

Information and communication technology. There is competition 
in the provision of mobile telephone services in Tonga. There are two main 
providers: Digicel and the government-owned, Tonga Communications 
Corporation. In January 2011, Digicel added Mobile Money, a mobile 
payments system, and by March 2011 had 15,000–16,000 active Mobile 
Money clients. This rapid take-up in mobile telephony could be attributed 
to the fact that telecommunication costs are generally lower in Tonga than in 
other Pacific island countries. On the other hand, Tonga Communications 
Corporation remains dominant in the provision of fixed line services with over 
9,500 fixed lines clients, most of whom are commercial customers. 

In contrast, Tonga suffers from high-cost and capacity-constrained 
international internet connection. While broadband is available, it is based on 
satellite feeds. In 2012, the Government of Tonga, ADB, and the World Bank 
launched a $34 million project which will allow Tonga to gain high-speed 
internet access by financing the development of a submarine cable system. An 
underwater fiber optic cable will connect Tonga to the Southern Cross Cable, 
the main trans-Pacific link between Australia and the United States. The 
establishment and operation of the 827-kilometer submarine cable system, 
which will run from Tonga to Fiji, will provide Tongans with affordable, 
accessible information and communication technology services. The project is 
expected to bring significant economic and social benefits once the cable is in 
place by mid-2013. In addition to greater connectivity, it will help businesses 
to expand and create more jobs, and make it easier for Tongans living abroad 
to remit money home.

Improving Commercial Laws and Regulations
The Business Licenses Act 2002 and Regulations 2007 govern business 
licensing in Tonga. ADB has supported the government in the drafting of the 
Business Licences (Amendment) Act which was passed by the Parliament in 
October 2012. 
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Under the present business licensing regime, doing business in Tonga means 
contending with complex regulations that are difficult to comply with and 
greatly increase the costs of doing business in Tonga. A single business 
engaged in a number of activities has to obtain a license for each activity. 
And each license has to be renewed annually. Most business activities require 
the approval of several ministries. The process imposes large costs because 
of delays and lack of clarity. Another problem is the degree of discretion 
that is embedded in the registration process. For example, there are no 
clear criteria for meeting licensing requirements, especially in the tourist 
industry. Moreover, since licenses have to be renewed every year, there is no 
guarantee that the license of a foreign investor will automatically be renewed 
the following year. This has the effect of discouraging much-needed foreign  
direct investment. 

Some progress has been made in making business licensing less onerous. 
The length of time required to obtain a business license has been significantly 
reduced, from nearly one month in 2007 to an estimated two days in 2011. 
Speedier procedures and the establishment of an electronic company registry 
have resulted in a substantial increase in the number of registered companies, 
from 1,800 in 2009 to 3,810 in 2011. Of these, the number of new licensed 
businesses has increased from 458 in 2009 to 891 in 2011. The vast majority 
of the latter are in retail, wholesale, and distribution ventures.40 

The absence of an effective framework for drawing up contracts or 
arbitration adds to the costs and uncertainty associated with business 
agreements and in the settling of contractual disputes. An effective arbitration 
law would allow disputants to reduce delays and costs by avoiding the courts. 
Normally, international contracts have binding arbitration clauses. However, 
overseas arbitration awards cannot be enforced in Tonga, thereby increasing 
risk for foreign investors. 

The commercial law in Tonga has many gaps, which impact significantly 
on the private sector. For example, in 2003, an amendment to the Civil Law 
Act 1996 removed all of the English statutes of general application from 
Tongan law. As a result, essential statutes such as the Sale of Goods Act, 
and the Insolvency Act no longer apply in Tongan Law. The absence of the 
latter increases the risk to lenders and damages the supply of credit more 
generally. An insolvency bill was presented to the legislature in 2009, but failed  
to pass. 

The government is mindful of the need to improve the commercial 
legal framework. Hence, it has undertaken a number of important legal and 
regulatory reforms in recent years. The Companies Amendment Bill was 
passed in September 2009, and an interim company registry commenced 
operations on 1 December 2009. However, due to the anticipated funding 
becoming unavailable, a fully electronic registry is not yet in place. As a result, 
filing of information and searching is limited. The International Finance 
Corporation (IFC) has assisted the government in completing nine “process 
maps” on the procedures necessary to start a business. A comprehensive license 
review is underway to assess the various licenses required under the Business 
License Act, and to recommend further reform toward improving the business 

40 Ministry of Labour, Commerce and Industries. 2012. Business License Registry Update. Nuku’alofa, 
Tonga. Government of Tonga. 
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environment. The Ministry of Labour, Commerce and Industries (MLCI) has 
separated the task of foreign investment regulation from the functions of its 
investment promotion unit. 

A business reform roadmap has been developed by MLCI to simplify 
licensing procedures and reduce regulatory compliance costs to businesses. 
Proposed reforms are predominantly based at the ministry. These include 
the amendments to the Business License Act which provide for modernized, 
efficient licensing processes that will lower costs to businesses; instituting 
simplified, transparent, and prompt licensing procedures; and improving 
accessibility to comprehensive and up-to-date business information. Foreign 
investment registration and business and employment visas are also included 
in the reform. A technical review and further simplification of licensing 
requirements will also be conducted for sector-specific license requirements, 
covering such areas as transport, aviation, maritime, Codex Standards, price 
and wage control, and weights and measures.41 

The roadmap further envisions a restructuring of the MLCI to enable it 
to provide one-stop business service to firms, and a revision of the Foreign 
Investment Act to expand the range of sectors open to foreign investors. It is 
also intended to develop a new Receivership Act, an Electronic Transaction 
Law, a Competition and Fair Trade Policy, and a Product Standardization 
Policy. Further, the Micro, Small and Medium-Sized Enterprises Strategy and 
the functioning of credit unions will be reviewed, new business promotion 
incentives will be formulated, a public–private consultation framework will 
be developed; and a series of market research studies will be conducted. 
The roadmap envisions completing the comprehensive review and reform 
of the business regulatory regime by 2013. ADB through its Private Sector 
Development Institute42 is providing substantial support for these reforms.

Improving Access to Finance
As noted earlier, since 2009, bank lending to the private sector has slowed. 
In 2009 and 2010, the share of nonperforming assets in banks increased 
significantly, which prompted the banks to substantially tighten their lending 
standards. Improved access to financing is required to meet current demand 
for credit and to make possible an upturn in private activity 

A number of steps have been taken to help develop Tonga’s financial 
markets. The most important of these was the passage of the Personal Property 
Securities Act in September 2010. The Act promotes business and consumer 
access to credit by facilitating the use of personal property as collateral or 
security for loans and other financial obligations. It also establishes an electronic 
personal property securities registry to receive, store, and disseminate notices 
of security interests and other rights in personal property. Other achievements 
in financial market development in recent years include the (i) setting up 
of a credit bureau with IFC assistance; (ii) implementation of the Tongan 
Development Bank microfinance program; (iii) commencement of operation 
of a private microfinance company; and (iv) creation of greater transparency of 

41 Ministry of Labour, Commerce and Industries (MLCI). 2011. Business License Reform, and 
Business License Reform Roadmap. Nukualofa, Tonga. Government of Tonga.

42 Pacific Private Sector Development Initiative ADB. PSDI is a regional technical assistance facility 
co-financed by AusAID.
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remittance fee charges through a combined initiative of the New Zealand and 
Australian governments.43

Enhancing Access to Land
The Constitution gives the royalty and the nobility control over land but 
prescribes access rights for commoners who have performed their traditional 
obligations to the higher ranks. The modern land tenure system established 
under the Constitution categorizes land into three: royal land, government 
land, and noble estates. Land under the category of noble estates is further 
subdivided into tax and town allotments. Every adult male is constitutionally 
entitled to an allotment of land from the noble estate on which he lives. Men 
wishing to acquire their allotment must apply to the Minister of Lands to have 
the allotment registered in their names. Their application must be supported 
by a written consent from the owner of the estate on which the allotment is 
situated. Obtaining this consent is time-consuming and cumbersome.

Leasing of land is becoming increasingly common for landowners living 
abroad. While it is possible to formalize land lease agreements by registering 
them with the Ministry of Lands, many agreements are informal. Banks will 
accept formally registered lease agreements as collateral. The term of lease may 
not be longer than the maximum period specified in the Lands Act, and all 
formal leases are subject to ministerial approval. 

The increasing importance of land leasing is a positive development as this 
trend is expected to bring underutilized land into production, benefit both the 
lessee and lessor, and contribute to economic growth. However, land records in 
Tonga are incomplete and often inaccurate, thereby placing a constraint on the 
use of land for economic purposes and raising the risks and costs of engaging 
in land transactions. The problem is especially acute for those trying to lease 
land for business purposes. In addition, the mortgage framework has a number 
of operational problems. In particular, the Land Act requires the Minister of 
Lands to approve and register all mortgages, which increases the amount of 
time needed to finalize deals on land that is being leased. Furthermore, the 
granting of mortgages is restricted to banks, which effectively excludes credit 
unions from financing leases. 

In an attempt to break the bottlenecks, some progress has been made with 
reform of Tonga’s land system. The Land Commission was established under 
the Royal Commissions Act 1960 to inquire (without changing the basic land 
law) into all matters concerning land laws and practices in Tonga. It will focus 
on providing more efficient and effective land allocation practices. And leases 
with a term of 99 years have already been made available to parties rebuilding 
premises as part of the Nuku’alofa reconstruction.

Strengthening Agriculture
Tonga has a proven agricultural production system, growing traditional root 
crops and a range of introduced vegetables for local markets and to meet its 
own subsistence needs. However, Tonga does not have a comparative advantage 
in the production of most agricultural crops for export primarily because of 
distance to major markets. Niche markets for low volume crops are hard to 
develop and even more difficult to sustain. 

43 The initiative can be found at www.sendmoneypacific.org
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Tonga’s climate and soils are good for agricultural production. However, 
the output from agriculture has been in decline for a number of years although 
it is still the largest sector in the economy. Together with fishing and forestry, it 
makes up about 19% of total output. Previously dominant, coconut production 
has long been in decline because it no longer provides an attractive return to 
growers. The production of coconut oil and desiccated coconut ceased some 
years ago. A once vibrant banana export industry collapsed in the 1980s under 
the combined effects of the inability to adapt to the arrival of new diseases and 
competition in the New Zealand market from industrial-scale producers in the 
Philippines and South America, coupled with the removal of guaranteed access 
to that market. Similarly, winter production of vegetables for the New Zealand 
market died under competition from more efficient and reliable producers in 
Australia. More recently, squash production for the Japanese market boomed 
until it faced strengthening competition from producers in other countries. 
This, coupled with indiscipline in enforcing quality standards, led to a rapid 
decline in Tonga’s market share and a significant fall in output. Similarly, 
the early promise of vanilla production could not be sustained in the face of 
competition from other producers. Various attempts have, in fact, been made 
to export fruits such as papaya and watermelon, but the difficulty of competing 
with other suppliers, problems with the regularity of supply and volume of 
production, and difficulties in meeting demanding quality and quarantine 
requirements, have meant limited success, or success not being sustained. 

Aside from technical challenges and a lack of market competitiveness, 
a common factor contributing to disappointing performance in commercial 
export agriculture has been poor public policy choices and an interventionist 
public sector. Furthermore, meeting the demanding standards of quality and 
ensuring regularity of supply—a risky undertaking in the face of the vagaries 
of climate and markets—are beyond the discipline, capacity, and resources of 
all but a few committed producers. Production of nontraditional commercial 
crops for export is likely to continue, but by only the few producers with 
the will and resources to satisfy market demands and weather adverse  
climatic events.

The one bright spot in export of agricultural products in recent years has 
been root crops, mainly for consumption by expatriate Pacific islanders in 
Australia and New Zealand. Tonga has an underlying comparative advantage 
in the production of root crops, the technology is well known, and relatively 
little input of pesticides is required. Hence, production can be carried out at 
low, competitive, cost. Moreover, capital requirements are low and are within 
the means of most farmers. Additionally, quarantine requirements are not 
demanding and can be met within existing capabilities, quality standards are 
not high and are easy to meet, and marketing to the Pacific island population 
is easily carried out. For these reasons, developing the market for traditional 
root crops beyond the Pacific island population in New Zealand and 
Australia is likely to be more certain of success than attempting to compete in 
nontraditional crop exporting.

The government is taking steps to revitalize export-oriented agriculture. 
The most significant recent achievement has been the formation of agriculture 
industry sector groups under the Tonga Chamber of Commerce and the 
National Economic Development Council. This has the potential to return 
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the promotion of agricultural production to the control of the private sector. 
In addition, a chemical treatment facility has been built adjacent to the main 
port in Nuku’alofa to address biosecurity and phytosanitary issues for exports, 
and the heat treatment facility adjacent to the airport on Tongatapu has been 
re-established.

Tourism Development
Tourism holds considerable potential for private sector-led growth and 
development. Tourism numbers declined sharply between June 2009 and June 
2010, but rebounded in 2011. In FY2010, there were about 60,000 visitors 
to Tonga, spending T$50 million. Partly due to more aggressive promotion 
(the Ministry of Tourism ran tourism summits in Australia and New Zealand 
to promote Tonga overseas) the corresponding figure for FY2011 was T$61 
million. The reconstruction of the Vuna Wharf, which is close to the center of 
Nuku’alofa, will also have a beneficial impact on cruise vessel visits. 

The lack of good quality international hotels limits the country’s ability 
to attract and accommodate high-value tourists. The only large hotel in 
Nuku’alofa is well below international standards. A major constraint on 
tourism development is the licensing regime, which makes any investment 
dependent on the goodwill of the government with regard to whether or not 
to issue a license, and whether or not to renew annually the long list of activity-
based licenses. 

Conclusions and Policy Recommendations
Substantial improvements are required in Tonga’s investment climate if the 
productivity of capital and labor are to be increased, if new businesses are to 
be attracted to the country, and if existing ones are to expand their operations. 
The rebuilding of the capital city sends a signal that political stability has been 
restored in Tonga––which is, in effect, “open for business.” Ensuring that 
good quality standards are maintained in the reconstruction is essential if this 
strategic investment is to pay off. Construction has more than doubled the 
stock of commercial real estate in the center of Nuku’alofa. However, demand 
for such property is depressed, and the government may have to exercise its 
guarantee for the real estate portion of the reconstruction loan. 

Tonga’s state-owned enterprises (SOEs) drain the budget and hamper 
economic growth. In the near term, the government should ensure that SOEs 
operate on business principles. Further, it is crucial that the government 
continues to enhance effective stewardship of SOEs by removing ministers 
and public servants from boards of directors, and expanding the pool of skilled 
directors from the private sector with targeted training. In the medium term, 
the government should seek to privatize suitable SOEs or outsource their 
operations in a transparent manner through public–private partnerships. 

Tonga’s large and highly-paid civil service raises the costs of doing business 
in the country. Priority should be accorded to continuing with the civil service 
downsizing effort that began in 2006 and containing the wage bill.

Access to economic infrastructure is essential to boost private sector 
competitiveness. In terms of infrastructure development, priority should 
be given to (i) regularly updating the Infrastructure Development Plan; 
(ii) improving the speed, cost, capacity, and availability of broadband internet 
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services; and (iii) reducing the high cost of electricity, improving the reliability 
of electricity supply, and eliminating the near total dependence on diesel to 
generate electricity by implementing the renewable energy roadmap. While 
renewable energy capacity is being developed, the installation of a tank farm, 
consisting of large diesel storage tanks, could result in savings of nearly 20% 
in the cost of electricity. In transport, better road maintenance and a higher 
proportion of all-weather roads are required. And immediate efforts are 
needed to establish a sustainable road maintenance fund and complete the 
contracting-out of road maintenance works. 

A number of initiatives have been identified that would simplify and 
clarify the commercial, legal, and regulatory framework. These include steps 
to (i) broaden the scope of the Companies Act to include provisions for the 
formation of community companies and other indigenous forms of business; 
(ii) complete the electronic version of the Companies Registry; (iii) repeal 
price and wage controls; (iv) shift business licensing from an “activity” to an 
“enterprise” basis, substantially reduce redundant licenses, and provide long-
term operating licenses; (v) eliminate procedures not specified in laws or 
written regulations; and (vi) develop key business legislation, to fill the gaps in 
the commercial legal framework. 

Improved and more efficient operation of the financial markets could 
be fostered by (i) establishing a credit information system, including a legal 
framework for credit information; (ii) lowering remittance fees by promoting 
competition between institutions transferring funds, and using modern 
technologies such as smart cards and mobile phones; and (iii) establishing an 
effective bankruptcy framework. These measures would also help mitigate the 
large overhang of nonperforming loans in the banking system. 

To improve the use of land for economic purposes, there is a need to 
streamline and modernize the leasehold system and its administration. The 
land leasing process could be made less complex and more transparent by 
creating a register of landowners amenable to leasing their land for cultivation 
or business. Ultimately, an electronic land registry could be created. Restrictions 
on other financial institutions engaging in financing mortgages should also be 
removed. 

Agriculture will continue to remain an important private sector activity; 
and although many efforts have been made to foster niche-export crops, progress 
has been short-lived. The emphasis of the government in the agriculture sector 
needs to shift from direct intervention in production to regulation and trade 
facilitation. In the near term, consideration should be accorded to contracting 
out the provision of phytosanitary services and cash-crop extension services. 
This should free up significant government resources that could be used more 
productively to stimulate agricultural production or be directed to other 
sectors.

Tourism holds considerable potential, and although visitor arrival 
numbers have been volatile, performance is on an upward trend. Faced with a 
dearth of accommodation that satisfies international standards, priority should 
be given to boosting investment (including inward foreign investment) in 
tourism facilities through, among other measures, establishing a competitive 
licensing regime for the tourism industry.
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Fostering Good  
Governance
Governance 
Weak governance has been a constraint on development in Tonga. Too often, 
key decisions have been inconsistent with the intent of strategic development 
plans and public sector reform. Recent improvements in governance—the 
appointment of the first commoner as Prime Minister in 2006, constitutional 
reform, elections in November 2010, and the subsequent relinquishing by His 
Majesty of much of his executive power—are positive steps toward a more 
accountable polity. 

Tonga’s political system is unique in the Pacific––with regard to the 
power invested in the monarch to appoint the Prime Minister, members of 
the cabinet, and the 26-member tripartite, unicameral Legislative Assembly. 
However, local government in Tonga has long been democratic, with elections 
held every 3 years for 155 town officers and 23 district officers. All registered 
adults residing in the electoral districts are entitled to stand for election and 
to vote.

The tripartite structure of the Legislative Assembly reflects Tonga’s system 
of social rank, representing the monarchy, nobles, and commoners. Since the 
elections in November 2010, commoners have increased their representation 
from 9 to 17 elected seats. Nobles continue to appoint the holders of 9 seats 
from among themselves. Since the King has given up his right to appoint the 
Prime Minister and cabinet, they are now appointed by majority vote in the 
Legislative Assembly. However, the King retains the power to veto legislation. 
And the option is provided for an additional 4 members of the cabinet to be 
selected by the Prime Minister outside the Legislative Assembly.

Although there is no formal recognition of party politics in Tonga’s 
electoral system, a strong political party emerged from a group of long-term 
advocates of democratic reform in Tonga. The Friendly Islands Democratic 
Party won 12 seats in the November 2010 elections while independents held 
the remaining 5 seats, and nobles 9 seats.

The new political system has changed international assessment of Tonga’s 
governance status. For example, the World Bank ranked Tonga as one of the 
“weakest” countries (with a percentage rank of 7) for corruption control in 
2005. By 2011, the country was ranked at the midpoint of all participating 
countries (with a percentage rank of 48) (Table 17). And in the Freedom 
House assessment of political rights, Tonga’s rating improved from 5 to 3 due 
to the free and fair parliamentary elections held in November 2010. For the 
first time in Tonga’s political history, a majority of the seats were filled through 
universal suffrage and were won by pro-democracy candidates. 
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Governance Reform Priorities
Strategies have been defined to improve governance––the key to success in 
implementing the government’s development plan. Important initiatives 
include:

n continuing progress towards a smaller and more efficient government by 
transferring and maintaining resources to improve service delivery,

n ensuring that state-owned enterprises (SOEs) are accountable to 
government as owner and that they provide dividends for the benefit of 
the people in proportion to capital invested,

n improving the effectiveness of revenue collection to ensure a level playing 
field where services to the people can be appropriately funded, 

n ensuring a more coordinated whole-of-government approach to donor 
funding, and

n improving economic development planning.

Efforts are being made within government ministries to link corporate 
plans to the Tonga Strategic Development Framework, and to move these 
plans from being objective-orientated and activity-orientated to results-
orientated. The new corporate plans are also designed to identify more 
realistically the core public services that can be provided within projected 
government budgets. Moves towards a results-orientated planning process are 
being frustrated, however, by tight fiscal conditions and the capital spending 
preferences of Tonga’s development partners, which may not be aligned with 
the priorities set in the ministries’ corporate plans. To help improve alignment 
of aid with the government’s plans, a Project and Aid Coordinating Committee 
was established in 2011 to vet all proposed projects from line ministries and 
submit these to potential donors.

Table 17: International Governance Ratings for Tonga, 2005 and 2011

Indicator

Percentile Ranking

2005 2011

Control of corruption  7 49

Government effectiveness 34 44

Political stability 68 72

Regulatory quality 27 34

Rule of law 65 57

Voice and accountability 49 57

Freedom in the World indicators 

Overall freedom (out of 5) NA  3

Civil liberties (out of 5) NA  3

Political rights (out of 5) NA  3

NA = not applicable.
Note: Freedom House status can be “free,” “partly free,” or “not free.” The best performer would have 
a rank of 1.
Sources: World Bank. 2012. Worldwide Governance Indicators. Washington, DC: World Bank; Freedom 
House. 2011. Freedom in the World 2011. Washington, DC: Freedom House.
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Efforts have also been made to involve the private sector more in economic 
policy making. The Macroeconomic Technical Committee, for example, now 
has private sector participation. An extensive series of consultations undertaken 
by the Ministry of Finance and National Planning with stakeholders from 
different sectors in 2011 and 2012, and those undertaken by the National 
Reserve Bank in preparation for the 2012 Economic Dialogue, have helped to 
bridge the gap in expectations between public and private sectors and made 
possible a frank and open exchange of views. 

Progress in Implementing Public Sector Reform
Smaller and More Efficient Government
The government employs around 10% of Tonga’s workforce; and the low 
productivity of the public sector has been one of the factors retarding economic 
growth. Before the implementation of the public sector reform program, 
the public sector was highly centralized and bureaucratic, with considerable 
redundancy. In many ways, service delivery practices conflicted with the basic 
tenets of good governance––accountability, transparency, and efficiency. 

The framework for reform of the public service was established with the 
passage of Public Service Act 2002 and the creation of the Public Service 
Commission in May 2003 with support from the Asian Development Bank 
(ADB). The principal functions of the Public Service Commission are to 
appoint, promote, confirm, discipline, and dismiss public employees, and 
to formulate policies on salaries, allowances, and other employee benefits. 
As part of the Public Service Act, the Public Service Commission was given 
the responsibility for performing these functions by the cabinet for all public 
servants below head of department level. (Prior to the implementation of the 
public sector reform program, the cabinet made all public sector appointments 
and promotions.) 

However, the intended reforms of the public sector have not been fully 
achieved. The system of wage adjustment has been implemented sporadically. 
Large increases in public sector salaries have been granted in 1 year to be followed 
by several years of zero increases, the last increase often seriously eroded by 
inflation. The personnel management system has not rewarded above-average 
performance since promotions have been based on seniority rather than merit. 
And the civil service has continued to be overstaffed, employing over 4% of 
the population. Despite all this, service standards are often low.

The management of the public service is now being overhauled. The main 
elements of the reform consist of:

n Rationalizing the number of staff at each grade and activity level in order 
to flatten the structure of the public service salary grades;

n Eliminating automatic merit pay increases in order to reward above-
average performers;

n Introducing biennial public sector pay reviews to ensure that pressures 
arising from demand for salary hikes does not build up during periods of 
rising inflation;

n Streamlining personnel systems by introducing consistent rules regarding 
timing of performance reviews and merit increases;

n Introducing annual performance assessments that focus on outputs in 
order to make staff and their supervisors accountable for results;
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n Making major changes in leave policies; and
n Introducing a new system of control over public sector wages. 

In FY2010, the Public Service Commission launched a comprehensive 
public service remuneration reform program that provided for (i) a significant 
cut in annual and sick leave provisions, which had been among the most 
generous in the region; (ii) a 10% across-the-board salary and wage increase 
for all public sector employees; (iii) an increase in the government contribution 
to the pension fund from 7.5% of salaries and wages to 10%;44 (iv) a biennial 
performance-based review of public service remuneration; (v)  setting of 
a fixed salary ceiling for remuneration of government departments; and 
(vi) prohibition of the creation of new positions without approval of the Public 
Service Commission.

Under the new civil service management system, and in concert with 
the current government’s structural reform exercise, the Public Service 
Commission will implement throughout FY2013 an improved performance 
management system, and will also review the remuneration regime to 
ensure that a performance-centered, competitive, affordable, and sustainable 
remuneration system is put in place. This work will build on the current public 
service wage policy such that wage reviews occur within reasonable periods 
(such as biennial to triennial) and any adjustment in salaries keeps pace with 
the reform of the public service. 

Public Enterprise Reform
In October 2002, the government approved the Public Enterprise Act (2002), 
which provides a comprehensive legislative framework for improvement of 
corporate governance in SOEs. The Act provides a framework for monitoring 
the activities of SOEs and their relationship with the budget. The ADB-
assisted Economic and Public Sector Reform Program helped the government 
to restructure 10 SOE boards to comply with the requirement of the Act, 
restricting the number and role of members of the Parliament and civil servants 
serving as directors of SOEs. 

In addition, the Public Enterprise Amendment Act (2010) significantly 
strengthens the governance and management of SOEs. It puts in place legal 
rules that enhance the commercial governance practices of these enterprises, 
strengthens their monitoring framework, formalizes the government’s decision 
that politicians should not serve as public enterprise directors, specifies the rules 
and processes associated with the approval of community service obligations, 
establishes clear guidelines for the selection and appointment of directors, and 
clarifies director accountabilities. 

As a result of these reforms, the membership of government officials on 
SOE boards has been restricted, new corporate governance systems have been 
introduced, and training courses have been provided for the new set of SOE 
directors. Strategies geared toward rationalization of eight of the major SOEs 
have been developed with ADB support. With this ongoing rationalization 
and the removal of many civil servant directors on SOE boards and their 
replacement by private sector representatives, opportunities for conflicts of 
interest within the government have been substantially reduced.

44 As scheduled in the 1999 Retirement Fund Administration Regulation.
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Public Sector Financial Management
High quality public sector financial management was identified earlier in 
this report as a crucial requirement for achieving fiscal sustainability. While 
significant progress has been made in upgrading this area of public sector 
management in the recent past, more remains to be done in what is, clearly, an 
essential component of public sector reform. 

Though important advances have been made with respect to the 
establishing of policy-based budgeting and tightening up predictability and 
control in budget execution, there is an urgent need for further action with 
regard to:

n Credibility of the budget, in particular, with respect to outcomes at the 
disaggregated level;

n Comprehensiveness and transparency, with special reference to presenting 
information on the budgetary impacts of policy changes; providing 
information on financial assets in budget papers; collecting and publishing 
more comprehensive financial information on public enterprises; and 
making public the individual audit reports for ministries, departments, 
and agencies. 

n External scrutiny and audit, where there appears to be a need for a supreme 
audit institution, and for more detailed, and more timely, scrutiny of 
reports by the Legislative Assembly. 

Corruption 
Tonga was ranked 101 out of 178 countries in Transparency International’s 
2010 Corruption Perceptions Index. An Anti-Corruption Commissioner Act 
was promulgated in 2007, which criminalizes corrupt conduct, and provides 
for the creation of a code of conduct for ministers and members of the 
Legislative Assembly. The Act further stipulates that the Office of the Anti-
Corruption Commissioner will absorb the Office of the Commissioner for 
Public Relations. Under this legislation, the anti-corruption commissioner, to 
be appointed by the Privy Council, will have wide-ranging powers to investigate 
any alleged or suspected corrupt act by any government official or employee of 
a public body. The commissioner is also tasked with raising public awareness 
of corruption issues. The new attorney general was appointed in January 
2012 and the cabinet issued a policy decision to recruit an anticorruption 
commissioner. A freedom of information policy has been developed with 
legislation underway. This will encourage greater transparency of information 
held by the government.

Improve Economic Development Planning
In 2009, the government adopted a new approach to economic development 
planning—one that identifies key objectives and outcomes, and defines 
the main strategies to achieve the results.45 The new approach adopts a 
more inclusive consultative process in the design and implementation of 
government strategies. Under its current strategy for the 2010−2014 period, 

45 Government of Tonga. 2010. Tonga Strategic Development Plan. Nuku’alofa: Government of 
Tonga.
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the government is focused on achieving the following nine key outcomes that 
are fundamental to sustained economic growth:
n strong inclusive communities;
n dynamic public and private sector partnership (the “engine of growth”);
n appropriate, well-planned, and maintained infrastructure that improves 

the lives of the people and lowers the cost of doing business;
n sound education standards;
n appropriately skilled workforce;
n improved health of the people;
n cultural awareness, environmental sustainability, disaster risk management, 

and climate change adaptation, all of which are integrated into the 
planning and implementation of programs;

n good governance; and 
n safe, secure, and stable society. 

Harmonization and Alignment of Aid
Tonga adheres to the principles established under the Paris Declaration on 
Aid Effectiveness, and most development partners working in Tonga are 
signatories to the declaration. The emphasis on harmonization and alignment 
of development partner programs is increasing. Donor funding focuses on 
infrastructure, support for government-led programs in the health and 
education sectors, and public sector and economic reform.

Aid coordination is the responsibility of the Project and Aid Management 
Division in the Ministry of Finance and National Planning. The institutional 
location of this unit creates strong links between development partner 
activities, the national development plan (now the national strategic planning 
framework), and the annual budget process. To ensure effective coordination 
of donor support, a declaration between the Government of Tonga and 
development partners was signed during the Pacific Islands Forum Leaders’ 
meeting in Tonga in late 2007. This sets out areas of joint agreement based 
on a process of effective coordination in development cooperation work in 
Tonga. The declaration incorporates an action plan that defines concrete 
coordinated actions by the government and development partners to improve 
aid effectiveness.

In addition to quarterly development partner teleconferences, the 
government has hosted high-level donor consultations annually since 2005. 
These consultations typically include discussions on donor harmonization, 
programming, and policy issues. The forum provides an opportunity for the 
government to present its development plans and priorities, update progress 
with the implementation of existing priorities, and seek development partner 
support for new initiatives. However, despite progress in aid coordination, 
determining the actual level of funds provided by development partners 
remains difficult. In-kind support is reported in detailed budget estimates 
but not in government accounts which report only cash transactions. Such 
information gaps make it difficult to assess the importance of donor support 
and the use of donor funds. More accurate and detailed information on donor 
support is thus needed.

The response to the 2009 and 2010 global financial crisis, which was initially 
aimed as a joint response by the government and development partners, has 
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since evolved into the provision of longer-term support to make the economy 
more resilient to future shocks. The importance of improved coordination is 
underscored by Tonga’s efforts to reduce its high debt levels through a program 
of fiscal consolidation. Importantly, there is agreement among partners that 
continued coordination of policy dialogue and development support around 
a core set of government-led policy issues (as with the program policy matrix) 
should be pursued.

Conclusions and Recommendations
The public sector reform program has made substantial progress over the 
past decade. The framework for government systems and procedures is being 
reformed through passage of modern and appropriate legislation. And the 2010 
elections have substantially improved popular participation in the electoral 
process, encouraging more accountable and responsive governance. 

The shift to a more indicative set of national strategies, anchored to a 
broad-based consultation process, is also promising. Important reforms in 
public sector management, civil service pay, SOEs, public sector financial 
management, and anticorruption have also been launched. However, the pace 
of reform implementation has been slower than expected due to the slow 
formulation of regulations in support of legislation. Staffing and capacity 
constraints have also meant that that the potential for progress inherent in the 
reformed legislative framework has not yet been fully realized. 

The government has defined the main parameters of an ambitious 
governance reform agenda. But reforming institutions takes time, and the 
process must steadily overcome capacity constraints and resistance by vested-
interest groups. The key priorities are, however, widely understood and 
supported by the public-at-large. These priorities are:

n strengthening participatory planning mechanisms and the results-
orientation of government plans at all levels;

n managing the cost and size of the civil service and aligning public sector 
pay to performance;

n better aligning government budgets with national plans and policies, and 
improving the programmatic focus and results reporting of the budget;

n implementing the restructuring plans that have been developed for 
eight SOEs while ensuring that these public companies adhere to proper 
standards of good corporate governance;

n steadily building checks and balances by improving the timeliness and 
legislative scrutiny of audit reports and by appointing an anticorruption 
commissioner; and 

n encouraging the development partners, through budget support and 
other means, to adopt more harmonized approaches to the planning and 
utilization of external assistance. 
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Statistical Appendix
Table A.1: Selected Economic Indicators, FY2008−FY2013

Item FY2008 FY2009 FY2010 FY2011a FY2012b FY2013b

(annual % change)

Output and Prices

Real GDP 1.1 0.0 1.9 1.4 1.6 1.2

Consumer pricesc 9.6 5.5 1.7 6.1 4.6 4.5

GDP deflator 7.9 (1.2) 3.7 7.1 4.3 6.4

(% of GDP)

Central Government Finance

Revenue and grants 25.8 34.6 27.0 27.1 26.0 30.6

Grants 1.3 6.9 6.3 6.9 7.2 11.6

Current expenditure 23.8 25.5 27.7 23.7 21.2 25.5

Capital expenditure 0.5 6.1 4.0 7.8 5.8 4.5

Overall balance 1.5 (0.2) (6.0) (5.9) (2.7) 0.6

External financing (net) 0.2 5.5 3.6 6.8 5.2 (0.3)

Domestic financing (net) (1.7) (0.3) 2.5 (0.9) (2.5) (0.3)

(annual % change)

Money and Credit

Broad money (M2) growth 9.2 (2.4) 5.6 3.3 5.9 7.7

Domestic credit 13.9 (0.2) (11.5) (12.3) (3.8) 8.9

($ million, unless otherwise indicated)

Balance of Payments

Private remittances (net) 106.7 84.0 82.0 87.5 91.9 96.5

Private remittances (% of GDP) 30.5 26.7 22.8 21.3 19.7 19.9

Exports (fob) 8.3 7.2 7.9 10.9 11.7 12.4

Imports (fob) (142.2) (130.5) (130.4) (152.5) (184.5) (184.7)

Services (net) (13.3) (15.2) (8.5) 6.7 4.2 4.3

Current account balance (% GDP) (7.3) (8.9) (6.7) (1.5) (6.1) (2.3)

Overall balance 1.2 19.5 20.9 32.0 3.5 12.3

(Gross official foreign reserves)

Months of import cover 3.2 4.6 5.1 5.7 5.9 6.2

(% of GDP)

External debt 24.8 31.9 33.3 36.3 40.8 39.4

( ) = negative, f = forecast, fob = free on board, FY = fiscal year, GDP = gross domestic product.
Note: 
FY ends 30 June.
a Figures for FY2011 are preliminary.
b Figures for FY2012 and FY2013 are projections.
c Figures are period averages.
Source: International Monetary Fund. 2012. Tonga 2012 Article IV Consultation Report, Informational Annex (Table 1). Washington, DC. 
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Table A.2: GDP at Current Prices, Old Series and New Series,  
FY1994–FY2011

FY
Old Series
(T$ million)

New Series
(T$ million)

New Series/Old Series
(%)

1994 255.8 256.4 100.2

1995 257.4 262.7 102.1

1996 270.5 271.0 100.2

1997 268.1 268.5 100.1

1998 281.5 282.1 100.2

1999 311.3 311.7 100.1

2000 331.7 332.8 100.3

2001 351.5 354.7 100.9

2002 397.0 399.1 100.5

2003 444.4 445.7 100.3

2004 470.3 474.8 101.0

2005 503.3 513.3 102.0

2006 592.5 594.6 100.4

2007 611.0 602.9 98.7

2008 661.5 659.3 99.7

2009 650.1 664.3 102.2

2010 671.9 711.4 105.9

2011 753.5 783.4 104.0

FY = fiscal year, GDP = gross domestic product.
Note: 
FY ends 30 June. 
Source: Government of Tonga, Department of Statistics of Tonga. National Accounts Statistics 2010−11 
(based on Table 13). Nuku’alofa.
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Table A.3: GDP Growth by Sector, FY2008–FY2012 (% annual change)

Sector FY2008 FY2009 FY2010 FY2011 FY2012f

Primary Sector 0.6 (1.7) (3.1) 0.3 1.0

Agriculture, Forestry and Fishing 0.6 (1.7) (3.1) 0.3 1.0

Secondary Sector 4.8 1.8 (0.5) 4.4 5.8

Mining and Quarrying 12.1 (0.2) (21.5) 3.0 0.5

Manufacturing 0.6 6.4 (0.7) (0.3) 0.5

Electricity and Water 0.6 6.4 (0.7) (0.3 2.3

Construction 10.9 (1.7) 1.9 12.0 1.9

Tertiary Sector 2.1 (1.9) 0.9 0.8 1.2

Commerce, Hotels and Restaurants 7.4 7.6 (0.3) 0.3 1.2

Transport and Communications (6.1) (5.7) 3.7 1.9 2.7

Finance and Business Services 2.6 (17.8) (3.7) (0.5) 1.0

Government Administration and Community Services 2.6 (1.1) 2.3 0.8 0.6

Entertainment, Recreation and Personal Services 0.3 (0.9) 4.9 2.0 1.4

Ownership of Dwellings 1.4 1.2 1.3 1.1 1.1

Less: Imputed Bank Service charge (5.1) (12.8) (16.0) (0.5) 1.0

Real GDP at factor Cost 2.5 (0.9) 0.2 1.5 1.2

Net Indirect Taxes 3.1 (1.8) 1.0 1.5 1.2

Real GDP 2.6 (1.0) 0.3 1.5 1.2

( ) = negative, f = forecast, FY = fiscal year, GDP = gross domestic product.
Note: 
FY ends 30 June.
Sources: Government of Tonga, Department of Statistics of Tonga, and Ministry of Finance and National Planning.
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Table A.4: Distribution of GDP by Sector at Constant 2010−11 Prices, FY2003 and FY2008–FY2011 (%)

Sector FY2003r FY2008r FY2009r FY2010p FY2011p

Agriculture Sector

Agriculture 16.7 17.4 17.1 16.5 15.9

Forestry 0.4 0.5 0.5 0.4 0.7

Fishing 5.8 3.1 2.5 2.4 2.6

Total 22.9 21.0 20.1 19.3 19.2

Industry Sector

Mining and Quarrying 0.3 0.3 0.4 0.9 0.8

Manufacturing 7.4 7.6 6.8 6.5 6.7

Electricity and Water Supply 2.8 3.4 3.2 3.0 2.9

Construction 8.5 6.9 9.0 10.7 12.0

Total 19.0 18.2 19.4 21.1 22.4

Services sector

Trade 10.7 11.8 12.4 11.5 11.3

Hotels and Restaurants 3.4 3.4 3.6 3.3 3.3

Transport and Communications 5.6 5.8 6.5 7.2 7.0

Financial Intermediation 7.4 8.9 6.9 6.6 6.2

Real estate, Renting and Business Services 2.1 2.1 2.1 2.1 2.1

Public Administration and Services 15.4 14.0 14.0 13.8 13.3

Education 2.5 2.4 2.4 2.4 2.4

Health and Social Work 0.7 0.6 0.7 0.6 0.6

Recreation, Culture and Sports 0.9 1.0 1.0 1.0 1.0

Other Community and Personal Services 2.4 2.3 2.3 2.4 2.5

Ownership of Dwellings 9.6 11.1 10.9 10.8 10.6

Total 60.7 63.4 62.8 61.7 60.3

Less: Imputed Bank Service Charge 2.7 2.7 2.3 2.1 1.9

GDP at factor cost 100.0 100.0 100.0 100.0 100.0

FY = fiscal year, GDP = gross domestic product, r = revised estimate, p = preliminary estimate.
Notes: 
FY ends 30 June. 
Total percentage may not add up because of rounding.
Source: Government of Tonga, Department of Statistics of Tonga. 2012. National Accounts Statistics 2010−11 (based on Table 3). Nuku’alofa.
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Table A.5: Indicators of Economic Activity, FY2007–FY2011

FY
New Vehicle Registrations 

(Number)
Electricity Consumed  

(kWh ‘000)

2007 2,069 44,892

2008 1,550 47,301

2009 1,131 44,539

2010 1,142 42,551

2011 1,029 –

– = not available, FY = fiscal year, kWh = kilowatt-hour.
Note: 
FY ends 30 June.
Sources: Government of Tonga, Ministry of Transport, and Tonga Power.

Table A.6: Agricultural Production, FY2004–FY2011 (tons marketed)

FY
Root 

Cropsa Coconuts Bananas Watermelons Other Fruits Vegetables Miscelllaneous Total

2004 784.8 166.9 69.3 376.7 63.2 245.7 4.7 1,711.2

2005 948.6 176.8 86.5 242.7 76.4 175.3 2.5 1,708.8

2006 964.8 220.6 68.0 411.4 43.6 192.3 1.8 1,902.5

2007 543.7 200.3 29.9 183.7 36.2 281.1 3.2 1,278.2

2008 1,199.1 613.9 175.4 765.3 40.5 120.1 0.3 2,914.6

2009 345.3 127.6 35.6 608.5 27.0 109.2 0.8 1,254.0

2010 1,744.7 340.5 86.8 1,495.0 169.6 420.9 2.6 4,260.1

2011 940.7 352.5 57.5 476.1 70.8 314.4 3.0 2,215.0

FY = fiscal year.
Notes: 
FY ends 30 June. 
Total may not add up because of rounding.
a Comprises kape, cassava, taro, yams, sweet potatoes, and mixed foods.
Source: Government of Tonga, National Reserve Bank of Tonga. June 2008 and June 2012. Quarterly Bulletin. (Table D3). Nuku’alofa. 

Table A.7: Tourism Statistics, FY2004–FY2011

FY

Tourism 
Receipts
(T$ ‘000)

Tourist
Arrivals by 
Cruise Ship 
(Number)

Tourist Arrivals by Air (Number)

Australia
New 

Zealand US
Other 
Pacific Others Total

2004 30,418 3,309 8,547 15,023 7,737 2,455 6,479 40,259

2005 25,648 11,805 7,433 16,895 7,459 2,195 6,149 40,131

2006 26,974 11,384 8,930 17,215 7,865 2,380 5,516 41,906

2007 24,167 11,602 8,760 19,115 6,303 1,991 5,008 41,177

2008 41,567 19,426 11,338 22,094 5,717 3,299 5,202 47,650

2009 57,856 20,401 11,712 23,440 6,233 3,798 6,073 51,256

2010 50,144 15,404 10,794 21,978 6,213 2,691 6,185 47,861

2011 60,899 15,194 7,822 15,816 4,102 2,092 3,785 33,617

FY = fiscal year, US = United States.
Note: 
FY ends 30 June. 
Source: Government of Tonga, National Reserve Bank of Tonga. June 2008 and June 2012. Quarterly Bulletin. (Table F6). Nuku’alofa. 
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Table A.8: Consumer Price Index, 2006 to 30 June 2012  
(October 2010 = 100)

Item 2006 2007 2008 2009 2010 2011 2012

All Items 80.1 84.7 93.6 94.9 98.3 104.8 106.9

Food 76.4 81.6 88.5 95.4 98.3 104.7 108.2

Housing 92.6 96.4 99.5 103.8 102.1 99.8 99.3

Household Operations 86.4 94.6 104.5 98.5 93.9 101.6 104.7

Clothing and Footwear 84.4 89.0 96.2 100.8 99.8 104.6 104.6

Transportation 86.0 88.3 109.0 95.2 100.5 112.6 114.3

Tobacco, Alcohol and Kava 71.2 73.0 78.9 82.9 93.7 101.6 101.9

Miscellaneous Goods and Services 88.6 93.3 101.4 104.1 99.4 101.7 102.3

Local Items 82.2 86.5 94.4 97.9 98.3 102.3 105.8

Imported Items 78.8 83.7 93.0 93.2 98.1 106.1 107.7

Note: Index is measured for calendar years except for 2012 which reports the year to 30 June 2012.
Source: Government of Tonga, Department of Statistics of Tonga. 2012. CPI Spreadsheet. Nuku’alofa. 

Table A.9: Major Exports and Re-Exports, FY2004–FY2011 (T$ million)

FY Fisha
Root 

Cropsb Squash Vanilla

Other 
Agricultural 

Products Manufactures Othersc Total

2004 12.5 1.5 14.1 5.4 3.8 1.1 0.0 38.5

2005 11.0 2.5 8.1 1.1 1.4 2.9 0.1 27.1

2006 6.6 1.5 8.3 0.1 0.7 1.3 0.0 18.5

2007 8.4 2.9 5.6 0.2 2.0 1.9 0.0 21.2

2008 5.9 2.8 0.0 0.1 1.2 3.9 1.2 15.1

2009 4.2 3.1 0.0 0.0 3.6 3.8 0.3 15.1

2010 9.9 1.2 0.5 0.4 1.9 1.4 0.1 15.3

2011 9.9 1.3 0.7 0.7 5.4 1.8 0.2 19.9

FY = fiscal year.
Notes: 
FY ends 30 June. 
Total may not add up because of rounding.
a includes fish and other marine products.
b Includes kape, cassava, taro, yams, sweet potatoes, and mixed foods.
c includes kava exports.
Source: Government of Tonga, National Reserve Bank of Tonga. June 2008 and June 2012. Quarterly Bulletin (Table F3). Nuku’alofa. 
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Table A.10: Major Imports, FY2003–FY2011 (T$ million)

FY

Food, 
Animal and 
Vegetable 
Products, 

Beverages, 
etc.

Fuels, 
Minerals, and 

Chemicals

Crude 
Materials 
(Inedible)

Manufactured 
Goods

Machinery, 
Transport 

and Service 
Equipment Miscellaneous Total

2003 52.6 43.5 14.6 20.0 34.2 23.0 187.9

2004 60.2 51.4 15.9 16.7 30.3 24.9 199.3

2005 61.9 61.6 15.8 19.4 44.3 21.6 224.7

2006 65.9 73.9 18.8 19.3 30.1 24.7 232.9

2007 76.9 81.9 17.0 20.4 37.0 18.5 251.6

2008 88.1 98.7 19.7 22.9 57.4 20.3 307.0

2009 92.7 98.3 18.9 22.7 57.0 19.8 309.3

2010 96.4 83.5 16.5 22.8 57.7 8.9 285.8

2011 91.0 100.9 21.8 37.4 59.9 6.7 317.6

FY = fiscal year.
Notes: 
FY ends 30 June.
Total may not add up because of rounding.
Source: Government of Tonga, National Reserve Bank of Tonga. June 2008 and June 2012. Quarterly Bulletin. (Table F7). Nuku’alofa. 

Table A.11: Nominal Effective Exchange Rate and Real Effective Exchange 
Rate, FY2003–FY2012 (Index: January 1991 = 100)

FY Nominal Effective Exchange Ratea Real Effective Exchange Rate

2003 63.4 89.0

2004 64.7 97.8

2005 62.7 100.8

2006 62.7 104.4

2007 59.8 102.0

2008 58.6 113.6

2009 59.5 114.4

2010 59.2 114.4

2011 60.6 119.7

2012 60.3 118.2

FY = fiscal year.
a at end of year.
Source: Government of Tonga, National Reserve Bank of Tonga. 
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Table A.12: Balance of Payments, FY2008–FY2011 (T$ million)

Item FY2008 FY2009 FY20010 FY2011

A. Merchandise trade balance (238.9) (259.9) (196.6) (218.3)

 Exports, fob 23.5 11.4 11.4 11.2

 Imports, fob 262.4 271.3 208.0 229.5

B. Services balance (6.2) (5.4) (7.9) 4.9

 Receipts 70.1 83.7 71.8 89.0

 Payments 76.3 89.1 79.7 84.1

C. Investment income balance 6.4 9.6 5.3 4.9

 Receipts 13.0 13.0 14.7 13.1

 Payments 6.6 3.4 9.4 8.2

D. Transfers balance 180.2 157.8 146.7 138.7

 Receipts 203.6 177.7 163.1 149.6

  Private 202.8 175.2 157.4 146.5

  Official 0.8 2.5 5.7 3.1

 Payments 23.4 19.9 16.5 10.9

  Private 23.1 18.5 12.7 8.8

  Official 0.3 1.3 3.8 2.1

E.  Current account balance 
(A+B+C+D)

(58.6) (97.8) (52.6) (69.7)

F. Capital account balance 69.0 117.6 58.0 118.9

  Official capital 22.7 37.0 28.6 63.5

 Inflows 26.5 66.4 43.0 73.1

 Outflows 3.7 29.4 14.4 9.6

  Private capital 46.2 80.6 29.4 55.4

 Inflows 50.5 88.9 38.0 77.7

 Outflows 4.3 8.3 8.6 22.3

G. Other items (net) (12.9) 27.4 28.8 (15.9)

H. Overall balance (E+F+G) (2.5) 47.1 34.2 33.3

( ) = negative, fob = free on board, FY = fiscal year.
Note: 
Source: Government of Tonga, National Reserve Bank of Tonga. 2010 and 2012. Quarterly Bulletin. 
Nuku’alofa. 
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Table A.13: Gross Foreign Exchange Reserves, FY2007–FY2011

FY

Official Foreign Reserves (T$ million)
Total Official 

Foreign Reserves
(T$ million)

Ratio of Official 
Foreign Reserves to 

Importsa

(Months)
Reserve  

Position in IMF
Holdings  
of SDRs

NRBT Foreign  
Exchange Holdings

2007 5.0 1.1 85.5 91.6 4.4

2008 5.2 1.4 82.6 89.1 3.5

2009 5.3 1.5 129.4 136.3 5.3

2010 4.9 20.3 145.2 170.5 7.2

2011 4.6 19.1 180.1 203.8 7.7

FY = fiscal year; IMF = International Monetary Fund; NRBT = National Reserve Bank of Tonga; SDR = special drawing right.
Note: 
FY ends 30 June.
a Imports are measured at cost, insurance, and freight.
Source: Government of Tonga, NRBT.

Table A.14: Interest Rates on Deposits, FY2007–FY2011

FYa

By Original Maturity (% per annum)

Weighted 
Average 

on Savings 
Deposits

(%)

Weighted 
Average on 
Term and 
Savings 
Deposits

(%)3 months 6 months 12 months 24 months 36 months 48 months

2007 6.25 6.77 7.08 7.08 7.08 7.38 3.20 5.75

2008 6.20 6.66 7.04 7.04 7.06 7.34 3.20 5.75

2009 5.90 5.96 6.33 6.58 6.64 6.74 2.06 5.26

2010 4.14 4.31 4.61 4.73 4.74 4.24 1.52 3.76

2011 3.70 4.17 4.17 4.32 4.32 3.10 1.57 3.39

FY = fiscal year.
a at end of year.
Source: Government of Tonga, National Reserve Bank of Tonga.
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Table A15: Commercial Banks Lending and Other Assets, FY2007–FY2010  
(T$ million)

Fiscal Year ending June 30 2007 2008 2009p 2010p

Total revenue and grants 171.2 172.2 225.7 192.1
  Total revenue 148.5 163.6 179.9 143.6
    Current revenue 148.5 163.6 152.7 143.6
      Tax revenue 126.2 139.1 131.5 116.2
      Nontax revenue 22.3 24.5 21.2 27.3
    Capital revenue 0.0 0.0 27.2 0.0
  Grants (in cash) 22.7 8.7 45.8 48.6

Total expenditure and lending 
minus repayments

163.5 161.5 220.6 230.1

  Total expenditure 164.1 161.5 186.5 211.7
    Current expenditure 158.5 158.5 167.4 193.2
    Capital expenditure 5.6 3.04 19.1 18.4
      China EXIM Bank Loan 1.2
  Total lending minus repayments (0.6) (0.05) 34.1 18.5
      China EXIM Bank Loan 2.6

Overall deficit/surplus 7.7 10.8 5.1 (38.0)
Total financing (7.7) (10.8) (5.1) 38.0
  External financing (5.1) (5.0) (1.0) 24.7
  Domestic bank financing (2.6) (5.8) (4.1) 13.3

Total revenue and grants 28.0 26.0 34.7 28.6
  Total revenue 24.3 25.2 27.7 21.4
    Current revenue 24.3 25.2 23.5 21.4
      Tax revenue 20.7 21.4 20.2 17.3
      Nontax revenue 3.7 3.8 3.3 4.1
    Capital revenue 0.0 0.0 4.2 0.0
  Grants 3.7 1.3 7.0 7.2

Total expenditure and lending 
minus repayments

26.8 24.8 33.9 34.2

  Total expenditure 26.9 24.8 28.7 31.5
    Current expenditure 25.9 24.4 25.7 28.8
    Capital expenditure 0.9 0.5 2.9 2.7
  Total lending minus repayments (0.1) 0.0 5.2 2.8

Overall deficit/surplus 1.3 1.7 0.8 (5.7)
Total financing (1.3) (1.7) (0.8) 5.7
  External financing (0.8) (0.8) (0.2) 3.7
  Domestic bank financing (0.4) (0.9) (0.6) 2.0

Memorandum items: 0.0 0.0 0.0 0.0
Current balance excluding grants 0.0 0.0 0.0 0.0
Overall balance excluding grants 4.6 4.0 5.3 4.3
Current expenditure 4.0 3.9 4.3 3.2
Total revenue 4.0 3.9 3.6 3.2
Effective import tariff (In percent)

GDP (T$ million) 611.0 661.5 650.1 671.9

EXIM = Export-Import, GDP = gross domestic product, p = preliminary.
Source: Government of Tonga, Ministry of Finance and National Planning. 
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Table A.16: Government Revenue Collection, FY2000–FY2010 (T$ million)

FY Foreign Trade Taxes Domestic Taxes Others Total

2000 34.0 18.2 22.4 74.6

2001 35.8 19.7 29.3 84.8

2002 48.4 23.2 22.5 94.2

2003 56.2 24.8 23.4 104.5

2004 58.4 26.3 27.6 112.3

2005 67.0 30.1 20.7 117.7

2006 81.3 40.1 26.8 148.2

2007 91.2 33.6 26.7 151.5

2008 100.3 37.9 23.6 161.8

2009p 81.7 46.1 59.1 186.8

2010p 80.9 34.6 44.1 159.6

FY = fiscal year, p = provisional.
Notes: 
FY ends 30 June.
Total may not add up because of rounding.
Source: Government of Tonga, Ministry of Finance and National Planning.

Table A.17: Major Sources of Tax Revenue, FY2007–FY2010

Item

FY2007 FY2008 FY2009p FY2010p

T$ 
million %

T$ 
million %

T$ 
million %

T$ 
million %

Import duties 47.5 38.1 40.5 29.4 16.1 12.2 14.9 12.8

Port and service taxes 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Excise taxes and duties 0.7 0.6 10.8 7.9 24.0 18.2 25.2 21.7

Income tax 26.4 21.2 26.8 19.5 40.3 30.6 28.1 24.1

Sales/consumption taxes 49.2 39.4 59.7 43.3 47.2 35.9 42.9 36.9

Subtotal 123.9e 99.3 137.9 100.0e 127.5e 96.9 111.1 95.6e

Others 0.9 0.7 0.0 0.0 4.0 3.1 5.1 4.4

Total 124.8 100.0 137.9 100.0 131.5 100.0 116.2 100.0

FY = fiscal year, p = provisional, e = error due to rounding.
Notes: 
FY ends 30 June.
Total may not add up because of rounding. 
Source: Government of Tonga, Ministry of Finance and National Planning. 
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Table A.19: Development Aid in In-Kind Grants, FY2012 (T$ million)

Item FY2012 Budget Estimate

Runway Maintenance 6.0

Road Maintenance 10.9

Land Register, Map, Street Signs 1.0

Rentals 0.3

Training and Conferences 0.2

Research 1.0

Overseas Medical Treatment 0.8

Consultants and Technical Assistance 31.4

Scholarships 5.5

New Buildings and Plant 53.1

New Machinery and Equipment 15.2

Community Development Programmes 5.8

Others 3.0

Total 134.2

FY = fiscal year.
Note: FY ends 30 June.
Source: Government of Tonga, Ministry of Finance and National Planning. 

Table A.18: Development Assistance Received as Cash Grants,  
FY2010–FY2012 (T$ million)

Source
FY2010 
Actual

FY2011 
Estimate

FY2012 
Budget 

Estimate

World Bank 4.4 2.3 11.1

Australia and New Zealand  
 (pooled funds)

3.2 6.6 10.1

Australia Bilateral 10.6 3.7 9.0

ADB 10.7 0.8 2.3

New Zealand Bilateral 3.9 1.1 2.1

European Union 2.7 6.3 1.5

FAO 0.0 0.0 1.4

Germany 0.0 0.0 0.7

Australian Defense Cooperation 0.5 0.3 0.3

UNDP 0.6 0.4 0.1

SPREP 0.1 0.2 0.1

Forum Fisheries Agency 0.0 0.0 0.1

Other 2.1 3.0 0.7

Total 39.2 24.8 39.5

ADB = Asian Development Bank, FAO = Food and Agriculture Organization of the United Nations, 
FY = fiscal year, SPREP = South Pacific Regional Environmental Programme, UNDP = United Nations 
Development Programme.
Notes:
FY ends 30 June.
Total may not add up because of rounding.
Source: Government of Tonga, Ministry of Finance and National Planning. 
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Table A.20: Development Partner Funding Tonga 2011–2012 (T$m)

Bilateral 

 Australia 14.8

 China, People’s Rep. of 14.2

 New Zealand 11.1

 Japan 11.0

Mutilateral

 World Bank 26.6

 European Union  0.7

 Asian Development Bank 44.4

 United Nation Agencies  1.4

Note: These figures include in-kind funding, grants, and loans.  Figures for the World Bank and Asian 
Development Bank include Australian funding.
Source: Government of Tonga Draft Budget Statement, 2012–2013, June 2012, except for figures for 
New Zealand which were provided by New Zealand government staff in Tonga.

Table A.21: Selected Indicators on SOEs (as of latest financial year available)

Public Enterprise
Financial Year

(end date)
Total Assets
(T$ million)

Shareholders’ 
Funds

(T$ million)
Profit

(T$ million)

Return  
on Equity  

(%)

1 Tonga Development Bank December 2009 54,227,000 16,670,000 1,570,000 9.4

2 Tonga Communications Corporation June 2009 55,175,627 46,909,490 300,660 0.6

3 Tonga Airports Ltd. June 2010 37,191,686 34,895,162 (888,355) (2.5)

4 Tonga Water Board June 2010 21,676,297 21,500,758 855,414 4.0

5 Ports Authority Tonga June 2010 20,111,983 15,288,150 535,642 3.5

6 Tonga Investment Ltd. June 2009 2,697,000 1,166,000 (35,000) (3.0)

7 Waste Authority June 2009 3,802,000 3,536,000 (646,000) (18.3)

8 Tonga Timber Limited June 2009 5,405,417 4,375,957 (355,382) (8.1)

9 Tongatapu Market Ltd. December 2009 4,130,072 1,399,869 (106,555) (7.6)

10 Tonga Broadcasting Commission June 2005 3,900,000 2,500,000 (100,000) (4.0)

11 Tonga Print Ltd. June 2010 1,404,554 1,282,409 (199,999) (15.6)

12 Tonga Post Ltd. June 2009 1,835,523 1,793,091 (177,324) (9.9)

13 Tonga Power Ltd. June 2010 60,635,372 38,564,816 2,881,877 7.5

Total 272,192,531 189,881,702 3,834,977 2.0

( ) = negative, SOEs = state-owned enterprises.
Source: Government of Tonga, Ministry of Public Enterprises. 
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Table A.22: Government External Debt Outstanding, at end of FY1997–FY2011 
(T$ million)

Fiscal Year
Total Government 

Debt

Domestic Debt External Debt

Bank Loans Bonds Total Totale

FY1997  82.2 1.3 13.9 15.2 67.0

FY1998  95.8 2.5 12.9 15.4 80.4

FY1999 105.3 2.4 11.0 13.4 91.9

FY2000 109.3 0.0 13.9 13.9 95.4

FY2001 131.8 0.0 18.9 18.9 112.9

FY2002 156.3 1.0 20.9 21.9 134.4

FY2003 178.8 6.0 26.2 32.2 146.6

FY2004 184.0 5.1 26.2 31.3 152.7

FY2005 178.4 3.4 25.4 28.8 149.6

FY2006 192.9 2.4 24.9 27.3 165.6

FY2007 187.1 1.0 24.7 25.7 161.4

FY2008 180.4 1.0 21.5 22.5 157.9

FY2009 224.9 1.0 21.5 22.5 202.4

FY2010 258.3 0.0 29.5 29.5 228.8

FY2011 304.4 0.0 29.5 29.5 274.9

e = estimate.
Source: Ministry of Finance and National Planning. 
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