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EXECUTIVE SUMMARY 

This program performance evaluation report evaluates the Economic and Public Sector 
Reform Program (the program) in Tonga to assess its performance and highlight lessons. It 
provides inputs to two broader evaluations—the special evaluation study on Asian Development 
Bank (ADB) support for promoting good governance in Pacific developing member countries 
and the preparatory work for the regional evaluation of the Pacific strategy. 
 
The Program 
 

The program’s main objective was to support the government’s reform agenda for 
improved overall macroeconomic stability and private sector-led economic growth. According to 
the design and monitoring framework, the program’s expected goal or impact was a sustained 
and equitable rise in living standards of all Tongans. The expected outcomes were for the 
government to achieve a sustainable fiscal balance and provide improved public services to the 
private sector and the general public. The program included five outputs: (i) strengthening public 
expenditure management, (ii) enhancing revenue generation, (iii) improving the efficiency and 
effectiveness of the use of public resources by public sector enterprises (PSEs), (iv) putting in 
place the institutional framework for a performance-based public service, and (v) ensuring 
efficient and effective public service operations through a performance-based management 
system. 
 
Overall Assessment 

 
The program was designed during a period of deteriorating economic performance and 

structural weaknesses (i.e., huge public sector and extensive government exposure in PSEs), 
which left Tonga in a vulnerable condition. These conditions provided the incentives for the 
emergence of a political consensus to proceed with major reforms. Given the nature and extent 
of these conditions, program lending was the most appropriate instrument to address these 
problems. The government sought to accelerate the reform process through the program.  

 
A compelling basis for ADB support for fiscal reforms was the weak regulatory and 

institutional environment. ADB support for PSE reforms was also appropriate in view of the 
primary need to ensure a coherent legal framework that could facilitate regulation, restructuring, 
corporate governance, and privatization. Given the large share of the public sector in the 
economy, the rationale for supporting the establishment of a public service commission to 
implement institutional changes within the public sector was strong. ADB’s technical assistance 
activities and outputs essentially validated the internal logic and analytical basis of the design 
underlying the reform program.  

 
Government ownership of the reform program and its place in the national agenda was 

well established. The program loan was negotiated with the government in April 2002 and 
approved by ADB in May 2002. The Ministry of Finance, as the executing agency with overall 
responsibility for the program, established a fiscal reform team comprising five senior 
government officials to implement the fiscal policy reform measures. The Prime Minister’s 
Office, supported by a secretariat, was another key agency involved in guiding, overseeing, and 
coordinating program implementation. In addition, the government established a cabinet 
committee for reform to recommend and approve the reform agenda. 
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During program formulation, key legislation and institutions were lacking. Policy actions 
under the program were appropriate and set the foundation for important pieces of legislation 
such as the Public Financial Management Act, the Revenue Administration Act, the Public 
Enterprise Act, and the Public Service Act. These vital actions formed the core of the policy 
reforms under the program and supported the overall reform agenda. Through its contribution to 
capacity building for policy making and implementation, it helped prepare for future reforms. 
Other policy actions were administrative in nature and easily handled by the government 
bureaucracy, although some difficulties were encountered in tackling simultaneous reform 
measures due to the sheer number of these policy actions. 
 

Overall, the program is rated partly successful, second tier up in a four-scale rating 
system. The program is assessed relevant. Policy measures in the program design reflected 
conditions related to fiscal, public sector enterprise, and public sector, and were generally 
underpinned by economic logic. Various program components were interrelated. The program 
was consistent with government and ADB development strategies. Detracting from an 
assessment of highly relevant was the fact that some of the performance indicators and targets 
were not more conservatively formulated, taking into careful consideration the cause and effect 
mechanism of policy reforms and a more realistic program time frame. Limited progress was 
made with long-standing structural weaknesses of having a large public sector and extensive 
government involvement with PSEs.  
 

The program is assessed less effective. The program achieved some of its intended 
outputs. However, sustained fiscal balance and improvements in public services were not 
achieved. In retrospect, a sustainable fiscal balance could have been formulated in a different 
way. The fiscal surplus or deficit should have been allowed to fluctuate within certain limits or a 
band. This could have been used as an outcome indicator instead of the stringent fiscal rule that 
was used. On the other hand, reform measures undertaken to provide an enabling environment 
proved not sufficient to modernize the public sector and provide impetus for improving public 
service delivery. Performance measures for public servants have not yielded improvements in 
public service delivery. In the case of PSEs, profitability target set by the government was not 
achieved.  

 
The program is assessed efficient in the use of resources to achieve its intended 

program outcome and outputs. Tranche conditions were met as scheduled and no 
implementation delays were experienced. The program is assessed less likely to be 
sustainable. A sustainable fiscal balance was not achieved. Fiscal consolidation has remained 
an issue. Efforts to reduce recurrent expenditure have been ongoing since program 
implementation. The program's goal was ambitious given the focus and extent of the reform 
measures adopted. The envisaged growth and inflation targets were not achieved. More 
realistic impact indicators should have been formulated. The government’s commitment and 
ownership of the reform program strengthened the credibility of the policy measures put in 
place. Also, the program contributed to the provision of an enabling environment for reforms, 
built capacity for policy making and implementation, and fostered learning.  

 
Key Issue 

 
Performance targets, especially if they pertain to macroeconomic performance, 

have to be realistic and not bounded by a stringent program time frame. Often, 
macroeconomic targets take time to be realized in view of lag effects of policy measures. The 
size and timing of the effects of policy actions cannot be readily ascertained. Performance 
targets for program impact (goal) were expected to be realized almost at the same time as the 
program’s target closing date. This was also the time frame for one of the outcome indicators 
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(i.e., fiscal balance). In an economy with a small domestic market, reduced export proceeds, 
and narrow production base, contractionary policies aimed at containing inflation tend to 
contribute to economic slowdown as well. Thus, targeting both a low inflation rate and a higher 
gross domestic product growth rate within a short time appears to be unrealistic. Also, 
performance targets for structural reforms entail time lags. A case in point was the 
corporatization efforts for the PSEs, which did not result in immediate performance gain.  
 
Key Lessons 
 

Political economy dimension of reforms should be considered to better assess 
feasibility of policy measures. The civil service strike highlighted the importance of 
communicating the full implications of proposed actions. It then becomes important to identify 
and understand the various groups affected by and opposed to the reforms in order to have 
better ideas on the need, magnitude, and practical considerations for possible mitigation or 
compensation measures. As such, there is a need for careful assessment of winners and losers, 
including addressing the concerns of losers.    
 
 Careful prioritization of reform issues facilitate better sequencing and pacing of 
reform measures. Reform issues are often interrelated. As such, priority actions and measures 
should be established. Reform measures may require careful prioritizing, especially as they 
entail sequencing and pacing considerations. Although ADB chose to focus on fiscal policy 
measures, public sector and PSE reforms were also simultaneously tackled under the program. 
These reforms could have been paced over a longer time frame with appropriate sequencing, 
especially for PSEs since an appropriate regulatory framework was not in place to ensure 
affordable services and competition.  
 

Implementation is equally important. The reform process is ultimately about 
implementation. Although vital legislations were easily enacted within a short time period, 
concomitant implementing rules and guidelines, including changes in institutional arrangements 
entailed additional time for these to be put in place. As such, extra effort must be devoted during 
program preparation stage in considering the implementing mechanisms and the time needed 
for these to actually take effect. 
 
Follow-Up Action 
 

ADB should provide support to the government to strengthen economic and social 
impact monitoring, especially for improving data gathering, monitoring, and evaluation of the 
economic and social impacts of the reform measures. This may be undertaken through follow-
up capacity building technical assistance for the Policy and Planning Division of the Ministry of 
Finance and National Planning (the former Ministry of Finance after it was merged with the 
Central Planning Department). Technical assistance resources may be devoted to improving 
analytical and technical capacities of the Policy and Planning Division staff. This may involve 
hiring an impact monitoring adviser and improving source data and compilation techniques for 
the preparation and analysis of benchmark information on individuals or groups affected by 
policy measures under the program and the ongoing reforms. Review of institutional 
arrangements, policy issues, and gaps may also be undertaken. 

        
 
       Hemamala Hettige 

Officer-in-Charge 
       Independent Evaluation Department 



 

 

I. INTRODUCTION 

A. Evaluation Purpose and Process 

1. The Economic and Public Sector Reform Program (the program) was to support the 
government’s reform agenda for improved overall macroeconomic stability and private sector-
led economic growth. It focused on two areas of reform: (i) fiscal reform measures aimed at 
achieving a sustainable fiscal balance, and (ii) public service reform targeted at improving public 
service delivery.  
 
2. The program was included in the 2011 work program of the Independent Evaluation 
Department (IED) to provide inputs to two broader evaluations (i.e., special evaluation study on 
Asian Development Bank [ADB] support for promoting good governance in Pacific developing 
member countries and the preparatory work for the regional evaluation of the Pacific strategy). 
This program performance evaluation report, 8 years after program completion in 2003, allows 
sufficient time for the outputs and outcomes to be reassessed and the impact to become 
apparent, although attribution solely to the program is difficult. Following IED's evaluation 
guidelines,1 the program performance evaluation report assesses the performance of the 
program and highlights lessons.  
 
3. The September 2005 program completion report (PCR), rated the program partly 
successful, relevant, less effective, efficient, and less likely to be sustainable.2 The PCR noted 
that the program was implemented as conceived and the government made genuine efforts 
toward reform and substantially complied with the policy conditions. However, many of the 
performance targets, at the time of PCR preparation, were not achieved.   
 
B. Program Objectives 

4. According to the program framework in the report and recommendation of the President 
(RRP),3 the program’s expected goal or impact was a sustained and equitable rise in living 
standards of all Tongans.4 The expected outcomes were for the government to achieve a 
sustainable fiscal balance and provide improved public services to the private sector and the 
general public. The program included five outputs: (i) strengthening public expenditure 
management; (ii) enhancing revenue generation, (iii) improving the efficiency and effectiveness 
of the use of public resources by public sector enterprises (PSEs), (iv) putting in place an 
institutional framework for a performance-based public service, and (v) ensuring efficient and 
effective public service operations through a performance-based management system. 
 
5. The program objectives are reflected in the structure of the policy matrix, which sets out 
40 policy actions to be achieved: 23 related to fiscal reform, 14 to public service reform, and 3 to 
economic and social impact monitoring (para. 26). The program had nine first tranche conditions 
and six second tranche conditions.  The design and monitoring framework shows the impact, 
outcome, and output indicators (Appendix 1).  

                                                 
1  ADB. 2006. Guidelines for Preparing Performance Evaluation Reports for Public Sector Operations. Manila. 
2 ADB. 2005. Completion Report: Economic and Public Sector Reform Program in Tonga. Manila (Loan 1904). 
3  ADB. 2002. Report and Recommendation of the President to the Board of Directors: Proposed Loan and Technical 

Assistance Grant to the Kingdom of Tonga for Economic and Public Sector Reform Program. Manila.  
4  The program goal stated in both the RRP and the PCR is equated with program impact, while the program purpose 

and objective are equated with program outcome.   
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II. DESIGN AND IMPLEMENTATION 

A. Rationale 

6. The program, through fiscal and public service reforms, attempted to build the legal and 
regulatory framework and the institutional capacity to achieve macroeconomic stability. 
Combined with financial sector reform and private sector development, it was aimed at 
contributing to accelerated economic growth.5 In the Tongan context, these twin reform areas 
were interrelated and could not be tackled in isolation. Initiatives on both fiscal and public 
service reforms would have more chances of succeeding if these would include reforms for 
PSEs which overlapped both areas. ADB was correct in carrying out fiscal public sector reforms 
alongside the PSE reform measures.     
 

1. Fiscal Reforms 
 
7. Tonga was adhering to a balanced-budget rule requiring recurrent expenditure to equal 
recurrent revenue. However, government finances deteriorated from a fiscal deficit of 0.2% of 
gross domestic product (GDP) in fiscal year (FY) 1999 to −0.4% in FY2000 and −2.6% in 
FY2001. Although tax revenue rose during this period, it was outstripped by increases in current 
expenditure. This primarily reflected increased support to PSEs and rapid growth in current 
expenditure as public wages were adjusted by 20% for cost of living in FY2001. Wages and 
salaries of civil servants accounted for about 57% of current expenditure.  
 
8. Also, the government drew resources until mid-2001 from the Tonga Trust Fund (TTF)6 
to cover unbudgeted expenditures. The depletion of TTF resources exacerbated the situation 
and added impetus for fiscal reforms, especially to tighten fiscal discipline, reorient expenditure, 
and enhance revenue generation. The fiscal situation was not precarious at that time as a 2.6% 
fiscal deficit could be considered sustainable, given appropriate cost of borrowings, GDP growth 
rates, and stock of debt; however, economic growth was already sluggish and total public debt 
had started to increase.7  
 
9. A compelling basis for ADB support for fiscal reforms was the weak regulatory and 
institutional environment. Total public expenditure was exceeding budget estimates because of 
the failure to reform the tax system, which was heavily dependent on relatively high trade taxes; 
transfers to PSEs; and unbudgeted spending, including a loan to the national airline.  
 

2. Public Sector Enterprise Reforms 
 
10. Tonga had many PSEs and trading activities that were wholly owned or partly owned by 
the government. The government controlled about 50 PSEs. At project preparation, the PSEs 
employed about 2,000 personnel. Little reliable information was available on employment, 
revenue, or profitability, and most PSEs did not pay any dividend to the government even 
though they had higher salary structures than the public service (footnote 3). The International 

                                                 
5  The government’s overall reform program comprised four main reform areas: (i) fiscal reform, (ii) public service 

reform, (iii) financial sector reform, and (iv) private sector reform. The program focused on areas (i) and (ii). 
6  The TTF is an off-budget fund established in 1988 to hold proceeds from the sale of passports to Tonga-protected 

people. The resources were to be used for special development projects and disaster mitigation. The fund was 
invested almost entirely offshore and by June 2000 was reported to have reached $37 million, representing about 
25% of GDP. The fund declined to $3 million at the end of June 2002. 

7  Real GDP increased slightly from about 0.5% in FY2001 to about 1.6% in FY2002, while total public debt rose from 
about 50% of GDP in FY2000 to 60% of GDP in FY2002. 
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Monetary Fund (IMF) reported that only four of these enterprises paid dividends to the 
government.8  
 
11. Although information on the financial position of individual PSEs was being collected, 
their financial performance had not been analyzed systematically due to the inadequate skills of 
staff from the Government Investment Unit of the Ministry of Finance (MOF)9 and the absence 
of a financial monitoring framework.10 Many PSEs were performing poorly and required 
additional financial support from the government, resulting in large and unproductive 
investments in PSEs, which constituted a drain on the budget (footnote 3). Performance 
guidelines were also not applied to the PSEs.  
 
12. As such, PSE reforms could not be carried out independently of fiscal reforms. These 
were tied together unless a narrower focus was to be adopted, i.e., focusing narrowly on 
specific elements of fiscal reforms such as taxation and the budget process. Reforms in these 
areas could have been paced over a longer period with appropriate sequencing, especially for 
PSEs since the appropriate regulatory framework was not in place to ensure affordable services 
and competition. Also, the legal status of the commercial activities varied widely; a few PSEs 
were corporatized while others operated as proprietary companies or were part of government 
departments. ADB support for PSE reforms was therefore appropriate in view of the primary 
need to ensure a coherent legal framework that could facilitate regulation, restructuring, 
corporate governance, and privatization.  
 

3. Public Service Reforms 
 
13. In addition to its ownership of PSEs, the government was a major employer in the 
economy. The IMF estimated that government employment comprised about 40% of the formal 
sector and 18% of total employment (footnote 8). ADB’s own estimate showed that the 
government was the largest employer, with about 5,443 positions accounting for more than one-
third of total employment in FY2001.11 In addition, about 700 casual workers were paid on a 
daily basis (footnote 3). The huge salary and wage bill (para. 7) crowded out expenditures on 
essential goods and services and limited the domestic resources available for investment. Given 
the large share of the public sector in the economy, this situation was not sustainable as it 
continued to place a heavy burden on the government’s fiscal stance; straining the 
government’s ability to adhere to its long-standing balanced-budget rule. Thus, the case could 
be made for reducing the large public wage bill and limiting assistance to PSEs.  
 
14. Also, a performance-based remuneration system was needed, which the existing public 
service regulations could not address. Job grades, occupational classifications, and pay scales 
of the public service were not consistent with the reward merit system to attract and retain 
competent staff. Thus, the rationale for supporting the establishment of a public service 
commission (PSC) to implement institutional changes within the public sector was sound. 
Unemployment was also a serious concern in view of limited employment opportunities in the 
private sector.12 Against this economic backdrop, an opportunity was available to help improve 

                                                 
8  International Monetary Fund. 2001. Tonga: Recent Economic Developments. Washington, DC.  
9  Later changed to Ministry of Finance and Planning Department after it was merged with the Central Planning 

Department in 2006. 
10  ADB. 2003. Technical Assistance to the Kingdom of Tonga for Rationalization of Public Enterprises. Manila  

(TA 4111). 
11 This figure does not include the 2,000 PSE employees. 
12 Tonga has only a small private sector, with the vast majority of its enterprises of small or micro size; many 

economic activities are carried out in the informal sector. 
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macroeconomic stability, especially fiscal discipline, while at the same time helping the country 
get on track through reform measures. The rationale informing the program design was 
consistent with the economic situation. 
 
B. Formulation 

15. Tonga’s economy was in a vulnerable condition at that time of program preparation. 
Without major reform initiatives, sluggish growth and a persistent fiscal deficit could put the 
Tongan economy in the throes of a vicious cycle with the growing budget deficits leading to 
larger borrowings. These, in turn, could lead to higher interest rates, which then could lead to a 
combination of heavier debt service expenditures and lower-than-expected revenues (since 
investment and outputs would be stymied). These would lead to growing fiscal deficits. As a 
result, the economy would remain stagnant and inflation would accelerate while reserves would 
remain low.  Public debt could also rise. With the depletion of the TTF, the economy was not in 
a good position to buffer adverse external shocks. 
 
16. Against this background, the government sought to accelerate the reform process. The 
government asked ADB to provide program support. This request followed a process of policy 
dialogue that started in 1998 and included provision of advisory technical assistance (TA) to 
assist in formulating the program.13 In preparation for the program, on 23 January 2002, Cabinet 
approved a number of submissions, including all of those designated as first tranche 
conditions.14  
 
17. Formulation of the proposed loan was done through a consultative process involving 
ADB staff, government staff, development partners, and other stakeholders in Tonga. Focus 
group discussions, hearings, and workshops involving civil society were held. The efforts 
committed and the consensus that was built toward solving the emerging economic problems 
indicated that the consultation was adequate and fostered greater ownership among 
stakeholders on the possible reform paths. The main points of the policy dialogue and the 
government’s commitments are documented in the policy letter attached to the RRP. The 
program loan was negotiated with the government in April 2002 and approved by ADB in May 
2002. 
 
18. Shortly before approval of the loan, ADB approved a TA for capacity building for 
performance-based public services in conjunction with the program loan.15 The TA was to  
(i) facilitate the establishment of a PSC; (ii) facilitate good governance practices and strengthen 
the planning, monitoring, and reporting capabilities of all ministries; (iii) establish a central 
human resource management information system (HRMIS) to provide users with timely, 
accurate, and relevant information; (iv) introduce performance accountability for the heads of 
departments; (v) support the introduction of performance-oriented and merit-based 
remuneration policies and procedures; and (vi) assist in preparing regulations and 
implementation guidelines for the legislation under the program. 
                                                 
13 ADB. 2001. Technical Assistance to the Kingdom of Tonga for Advising on the Economic and Public Sector Reform 

Program. Manila (TA 3705). 
14 The approved submissions included (i) the development policy letter; (ii) instructions for the preparation of the 

FY2003 budget estimates of revenue and expenditure comprising all elements outlined in the draft policy matrix 
agreed upon during loan fact-finding; (iii) preparation of proposed legislation (a) to update the Public Finance 
Administration Act, Public Revenue Act, and Public Audit Act; and (b) to regulate public sector enterprises; and  
(iv) the organization structure, terms of reference, and appointment of a senior public servant for implementation of 
the overall reform program.  

15 ADB. 2005. Technical Assistance to the Kingdom of Tonga for Building a Performance-Based Public Service. 
Manila (TA 3873). 
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19.  Coordination with other development partners was adequate. The government asked 
ADB to play a leadership role in the design and coordination of external support for the program. 
This involved organizing a consultative group meeting in mid-April 2002, and ensuring effective 
coordination among the various external aid agencies. The Australian Agency for International 
Development (AusAID) and the New Zealand Ministry of Foreign Affairs and Trade provided 
complementary TA in support of the reform program. 
 
20. The Foreign Investment Advisory Service of the World Bank and ADB conducted an 
assessment of administrative barriers to private sector investments. Tonga was selected as a 
pilot country because of the program and the urgent need to facilitate private sector 
development in parallel with public sector reforms. Also, the TA team (footnote 13) worked 
closely with AusAID and advisers from the New Zealand Ministry of Foreign Affairs and Trade to 
enhance complementarity, to ensure consistency of advice, and to avoid duplication of tasks. 
The IMF regularly requested ADB inputs on the program during Article IV consultations with the 
government.  
 
C. Cost, Financing, and Executing Arrangements 

1. Costs and Financing 

21. The RRP estimates the program’s adjustment costs at about $15.2 million over 3 years. 
ADB provided a loan of SDR8,020,000 ($10.0 million equivalent), accounting for 66% of the 
total cost. The amount was based on estimates of adjustment costs under the program in the 
areas of tax administration improvement, corporatization and privatization, and public service 
reform. The loan had a repayment period of 24 years, including a grace period of 8 years, with 
an interest rate of 1% per annum during the grace period and 1.5% per annum thereafter.  
 
 2.  Program Adjustment Costs 
 
22. The major program adjustment costs, estimated to be about $15.2 million over 3 years, 
were to be incurred as a result of (i) improved tax administration, estimated at $1.5 million;  
(ii) privatization and corporatization of selected government business activities estimated at 
around $6.0 million; (iii) pension payments of $4.0 million; (iv) compensation payments of $2.0 
million for voluntary early retirement and retrenched public servants; (v) implementation costs of  
$0.2 million for the HRMIS; (vi) establishment costs of $0.5 million for the reform secretariat and 
social monitoring unit; and (vii) additional mitigation measures of $1.0 million.  
 
23. Tax reforms could have short-term loss of revenue but in the medium term, there would 
be revenue gains. Therefore, gains from a program loan cannot be a static number. A good 
program loan will have to indicate both costs of adjustment and potential long term gains from a 
reform program. Total savings of around $7.0 million were expected to result from reform 
activities supported by the program. However, these benefits were anticipated to materialize 
only toward the end of the loan period and were dependent on the extent and nature of the 
proposed rightsizing measures. As an example, improved tax collection efforts were expected to 
offset the adjustment costs for item (i) (para. 22). These types of benefits are often diffused and 
more distant, extending well beyond the program period. However, some of the estimated 
financial adjustment costs were not complete. For example, estimates for item (ii) did not 
include contingent liabilities such as loans guaranteed by the government ($11.8 million) and 
loans on-lent by the government ($11.9 million) (footnote 3). Many of these changes take place 
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over time as adjustments occur and cannot be fully anticipated. As such, some costs, including 
costs of uncertainty, are intangible while the benefits are often not immediately realized.   
 
 3. Program Scheduling and Implementation 
 
24. The program was approved on 28 May 2002. The implementation period was envisaged 
as 20 months and was divided into two tranches of $5 million for the first and $6.097 million for 
the second. The loan became effective on 11 June 2002 and the first tranche was released on 
26 June 2002. The loan closing date, as per the Loan Agreement, was 30 June 2004. The loan 
closing date took place on 23 December 2003, 6 months ahead of schedule as the second 
tranche was released in December 2003. The loan period was not extended.  
 
25. Implementation arrangements generally followed those proposed at appraisal. MOF was 
the executing agency with overall responsibility for the program. It established a fiscal reform 
team comprising five senior government officials to implement the fiscal policy reform measures. 
The Prime Minister’s Office (PMO), supported by a secretariat, was another key agency 
involved in guiding, overseeing, and coordinating program implementation. The Establishment 
Unit in the PMO was responsible for carrying out the public sector reform measures and was 
transformed into the PSC with the enactment of the Public Service Act. In 2000, the government 
established a cabinet committee for reform to recommend and approve the reform agenda. The 
Central Planning Department set up the Economic and Social Impact Monitoring Unit (ESIMU), 
although systematic monitoring of social and economic impacts of the program was not 
undertaken (paras. 69 and 71).  
 
26. The policy matrix comprises 40 policy actions to be implemented under the program,  
23 were related to fiscal reform, 14 to public service reform, and 3 to economic and social 
impact monitoring. Actions in the policy matrix were mostly administrative, with about 18 of 
these dealing with substantial policy actions such as the enactment of legislation. A few of the 
first and second tranche release conditions aimed to facilitate the passage of this vital 
legislation. The three conditions on economic and social impact monitoring were only partially 
complied with (para. 69). Appendix 2 indicates the status of the policy matrix. 
  
27. The loan agreement includes 26 covenants, 18 of which concern loan effectiveness, use 
of the loan proceeds, reporting requirements, implementation and coordination, implementation 
of the policy matrix, counterpart funds, special account, and stakeholder participation. The loan 
agreement was signed 1 day after loan approval and the loan was made effective one and a 
half months afterward. All of the covenants were complied with. Loan proceeds were used to 
support the balance of payments, which was in compliance with the loan requirements. 
Appendix 3 indicates the status of compliance with loan covenants. 
 
D. Consultants 

28. Consulting work was undertaken under two related advisory TA projects: one preceded 
the program and the second ran parallel with the program (paras. 16 and 18). TA consultants 
were hired according to ADB’s Guidelines on the Use of Consultants. The TA completion report 
indicates that consultants engaged under the first TA—Advising on the Economic and Public 
Sector Reform Program—provided excellent advice on the reform agenda and produced 
required outputs (footnote 13). Their services led to the policy matrix that formed part of the 
policy conditions of the program. Consultants recruited under the second TA—Building a 
Performance-Based Public Service—followed the agreed terms of reference  
(footnote 15). They assisted in establishing the PSC, and assisted the PSC in developing rules, 
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regulations, and procedures governing personnel management; developing the HRMIS system, 
and introducing the merit-based management system. Their services ensured completion of the 
public service reforms under the program. 
 
E. Outputs 

29. The envisaged activities of each of the five main outputs were as follows (paras. 48–59 
and Appendix 2 indicate the extent to which these outputs were realized): 

(i) Strengthen public expenditure management:  
(a) introduce a rolling 3-year medium-term fiscal framework, 
(b) determine overall expenditure ceilings aiming to reestablish fiscal 

balance,  
(c) enact a public finance management act to enable the minister of finance 

to maintain the integrity of the fiscal framework,  
(d) discharge fiduciary responsibilities to the civil service pension fund to the 

extent required to meet payments for retired civil servants, and 
(e) reduce the share of wages and salaries in the government cash 

expenditure and redirect spending to improve services. 
(ii) Enhance revenue generation: 

(a) fill vacancies of senior positions in tax administration, 
(b) amend current tax and custom legislation, and  
(c) establish an implementation schedule for the tax reform. 

(iii) Ensure efficient and effective use of public resources by PSEs: 
(a) formulate a public investment policy, 
(b) develop a corporatization and privatization policy framework,  
(c) enact a public enterprise act regulating the relationship between public 

enterprises and the government, and 
(d) corporatize selected public enterprises. 

(iv) Put in place an institutional framework for a performance-based public service:  
(a) establish a public service commission, 
(b) introduce an HRMIS, 
(c) implement a devolution policy, and 
(d) introduce public service regulations incorporating principles of good 

governance and a code of ethics. 
(v) Ensure efficient and effective public service operations through a performance-

based management system: 
(a) introduce strategic annual plans and performance reports for all 

departments, 
(b) carry out job evaluations including job grading and classification, and 
(c) introduce performance-based agreements to heads of department.  

 
III. PERFORMANCE ASSESSMENT 

30. The evaluation criteria focus on the program’s performance and not on the performance 
of the executing agency and ADB. IED’s guidelines (footnote 1) identify four evaluation criteria: 
(i) relevance of the program to the government and ADB development strategies, and the 
design; (ii) effectiveness of program implementation, outputs, and outcomes; (iii) efficiency of its 
design and implementation; and (iv) sustainability of the program outputs and outcomes. The 
other criteria such as impact and institutional development are discussed but not assessed due 
to difficulties in precise attribution and quantification.  
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A. Overall Assessment 

31. The program was designed during a period of deteriorating economic performance and 
structural weaknesses (i.e., a huge public sector and extensive government exposure in PSEs), 
which left Tonga in a vulnerable condition (paras. 7–15). These conditions provided the 
incentives for a political consensus to proceed with major reforms. Various changes addressing 
these issues had already been put in place, and were consistent with the prioritized 
development objectives and policies formulated in the government’s Seventh Strategic 
Development Plan, 2001–2003.16 The government sought to accelerate the reform process by 
implementing the program. Government ownership of the reform program and its place in the 
national agenda was well established. Given the nature and extent of these conditions, program 
lending was the most appropriate instrument to address these problems. TA activities and 
outputs (para. 28) essentially validated the internal logic and analytical basis of the design 
underlying the reform program.  
 
32. Key legislations and institutions were absent during program formulation. Policy actions 
under the program, in support of the overall reform agenda, were appropriate since these 
prepared the foundation for important legislation, such as the Public Financial Management Act 
(para. 49), the Revenue Administration Act (para. 52), the Public Enterprise Act (para. 54), and 
the Public Service Act (para. 56). These vital actions formed the core of the policy reforms 
under the program and laid the foundations for future reforms through its contribution of building 
capacity for policy making and implementation. Other policy actions were administrative in 
nature and amply handled by the government bureaucracy, although some difficulties were 
encountered in undertaking simultaneous reform measures due to the sheer number of these 
policy actions. Although pieces of legislation were easily enacted within a short period, the 
attendant implementing rules, guidelines, and institutional arrangements entailed another round 
of extra time for these to be set up. Thus, targeted outputs and outcomes were not easily 
realized because the whole reform process had its own unique gestation period. The selected 
package of measures was the best option for the government to ease the development 
constraints, given the situation prevailing at the time of program design.  
 
33. Overall, the program is rated partly successful, second tier up in a four-scale rating 
system. The program is assessed relevant. Policy measures in the program design reflected 
conditions related to fiscal, public sector enterprise, and public sector and were generally 
underpinned by economic logic. Various program components had a common thread and 
interrelationships (paras. 7–14). The program was also consistent with the development 
strategies of the government and ADB. However, the quality of the design and monitoring 
framework was poor. It lacked clarity in terms of the linkages between outputs and outcomes 
and goals and impacts. Performance indicators did not have valid assumptions and did not 
come out of the application of the internal logic and analytical basis of the design underlying the 
program. Limited progress was made with the long-standing structural weakness of having a 
large public sector and its extensive involvement with PSEs.  
 
34. The program is assessed less effective. The program largely achieved its intended 
outputs. However, sustained fiscal balance and improvements in public services were not 
achieved. The program is assessed efficient in the use of resources to achieve its intended 
program outcome and outputs. Tranche conditions were met as scheduled and no 
implementation delays occurred. The program is assessed less likely to be sustainable. A 

                                                 
16  Government of Tonga. 2000. Seventh Strategic Development Plan 2001–2004. Nuku’alofa. 
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sustainable fiscal balance was not achieved. Fiscal consolidation has remained an issue. Efforts 
to reduce recurrent expenditure have been ongoing since program implementation. 
 
35. The overall rating used four criteria: relevance (20% weighing), effectiveness (30%), 
efficiency (30%), and sustainability (20%). Individual ratings were in whole numbers from 0 to 3, 
and in increasing order of program performance (Table 1).  
 

Table 1: Overall Performance Assessment 
 

Criteria Weight (%) Assessment Rating Value  Weighted Rating 
Relevance 20 Relevant 2 0.4 
Effectiveness 30 Less effective 1 0.3 
Efficiency 30 Efficient 2 0.6 
Sustainability 20 Less likely 1 0.2 

Overall Ratinga  Partly successful  1.5 
a Highly successful > 2.7, Successful 2.7 > S > 1.6, Partly successful 1.6 > PS > 0.8, Unsuccessful < 0.8. 
Source: Independent Evaluation Department staff estimates. 

B. Relevance 

36. The program is assessed relevant. It was generally relevant at the time of program 
appraisal as well as at completion. Its envisaged impacts, outcomes, and outputs were consistent 
with government development strategies and ADB country strategies and programs. However, 
the quality of the design and monitoring framework was poor. Impact, outcome, and output 
indicators lacked clarity in linking outputs and outcomes and goals and impacts (para. 33).  
 
37. The program was consistent with the government’s Seventh Strategic Development 
Plan, with key policy objectives of developing an efficient and well-structured government sector, 
a stable macroeconomic environment, and a conducive environment for the private sector. One of 
the primary objectives of the Tonga Strategic Development Framework, 2011–2014 is to 
develop dynamic public and private sector partnerships as the engine of growth. Three of the 
enabling themes are (i) continuing progress to a more efficient and effective government;  
(ii) improving the macroeconomic environment and fiscal management, including effective 
revenue services; and (iii) ensuring public enterprises are sustainable and accountable and, 
where appropriate, moved to the private sector.17 Thus, the program remains consistent with the 
current strategies and programs of Tonga.  
 
38. ADB’s strategy for Tonga at the time of program approval was based on its Pacific 
Strategy for the New Millennium,18 which focused on five broad strategic objectives:  
(i) continuing support for economic, governance, and public sector reforms; (ii) promoting 
private sector development; (iii) promoting a more active role for women in the social, economic, 
and political spheres; (iv) supporting sustainable environmental management; and  
(v) supporting poverty reduction as a unifying theme. The program was designed to address the 
first two objectives of the Pacific Strategy. It also remains consistent with the ADB country 
partnership strategy for Tonga, 2007–201219 and the Pacific Approach 2010–2014.20 
 

                                                 
17 Government of Tonga. 2011. Tonga Strategic Development Framework. Nuku'alofa. 
18  ADB. 2000. Pacific Strategy for the New Millennium. Manila. This regional strategy for the Pacific was the guiding 

instrument for the country strategy for Tonga and for other Pacific developing member countries. 
19  ADB. 2007. Country Partnership Strategy: Tonga, 2007–2012. Manila. 
20 ADB. 2009. ADB’s Pacific Approach 2010–2014. Manila. 
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39.  The relevance of the program design is also a factor. Some of the performance 
indicators and targets during program appraisal should have been more conservatively 
formulated, taking into careful consideration the cause and effect mechanism of policy reforms 
(i.e., how the envisaged policy measures could be translated into activities and steps, outputs, 
outcomes, and eventually impacts), internal consistency of economic logic, and more realistic 
time frames. For example, the performance indicators and targets for the program goal and 
impact were (i) economic growth rate exceeding 3% by FY2004, and (ii) annual inflation rate 
falling below 5% by FY2004. Both of these were to be accomplished 2 years after loan approval 
and almost at the same time as the program’s target closing date (paras. 67 and 68). This 
brings forth the question of whether both macroeconomic targets could be realized within a 
short time. These performance indicators and targets should have resulted from the application 
of economic logic.   
 
40. Also, the inclusion of an inflation target as a performance indicator should have been 
carefully assessed during program design. Anti-inflation policy measures in the program 
focused only on the fiscal side (i.e., fiscal tightening). While fiscal policies could help ease 
inflation, these may have to be done in tandem with prudent monetary policies, and to a certain 
extent, the exchange rate policy regime. Both monetary and exchange rate policies were 
beyond the scope and control of the program. Moreover, in an economy with a small domestic 
market, reduced export proceeds, narrow production base, and factor rigidities (e.g., labor), 
contractionary policies aimed at containing inflation tend to contribute to economic slowdown. 
Thus, targeting both a low inflation rate and a higher GDP growth rate within a short time 
appears to be unrealistic. 
 
41. Moreover, including the reduction of the share of wages and salaries as a proportion of 
government cash spending net of debt service as a performance indicator may not have been 
prudent, as the government was already facing problems in retaining qualified staff, and 
professional wages and salaries were low at that time. Furthermore, the inclusion of a hiring 
freeze on public sector employment as a means of reducing the budget deficit may not have 
been advisable at that time given the difficulty in quickly reducing the size of the public sector 
and in shifting employment toward the private sector in a macroeconomic environment with 
fewer employment opportunities. 
 
C. Effectiveness 

42. The program is assessed less effective. The intended outcomes of (i) achieving 
sustainable fiscal balance and (ii) providing improved public services were not achieved. The 
outcome indicators, of (i) fiscal rule of expenditure not to exceed revenue is adhered to no later 
than FY2004 and (ii) private sector and general public satisfied with public service delivery, 
were not achieved. Although the expected outputs were generally achieved, these did not 
improve the envisaged fiscal position and the delivery of public service.  
 
43.  In retrospect, the intended outcome (i) could have been formulated in a different way. The 
fiscal situation was not that precarious despite a 2.6% fiscal deficit (para. 8). There was no 
economic case for stating a stringent policy rule (i.e., fiscal balance) to be achieved at a specific 
time (i.e., no later than FY2004). A countercyclical policy that would require running fiscal 
deficits during an economic downturn was preferable, as it could have provided policy makers 
with some discretion about their actions. As such, the output indicator was too stringent. A 
precise annual target for running a fiscal deficit or maintaining a balance may not be realistic 
especially in countries like Tonga that were vulnerable to risks. Fiscal surplus or deficit should 
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have been allowed to fluctuate within certain limits or a band. This could have been used as an 
outcome indicator instead of the fiscal rule.  
 
44. Reform measures under outcome (ii), while necessary preconditions in having an 
enabling environment, proved not sufficient to modernize the public sector and provide impetus 
for improving public service delivery. This could be explained in part due to weak enforcement 
and slow implementation of policy measures, and mostly due to the magnitude of political 
economy issues such as the size of public sector employment and slow progress in privatizing 
PSEs and private sector development (para. 64). 
 

1. Program Outcomes 
 
45. The program did not achieve its envisaged outcome of achieving a sustainable fiscal 
balance. Excluding grant infusions, the outcome indicator of expenditure not exceeding revenue 
by FY2004 was not achieved, even after program completion. Small budgetary surpluses were 
registered only in FY2005 and FY2008 (Table 2). The country’s fiscal position has remained 
vulnerable. The expected output of strengthening public expenditure management was partly 
achieved but was soon reversed by the civil service strike (para. 48 and Box). The targeted 
annual unbudgeted spending of less than 2% of overall budget estimates was not achieved 
(para. 50).  
 

Table 2: Central Government Finance 
 (% of GDP, per fiscal yeara) 

 

Item 2003 2004 2005 2006 2007 2008 2009b 2010c 
Total revenue 27.6 28.5 27.4 24.9 24.3 24.6 22.9 21.0 
Total expenditure and 
net lending 

31.4 29.5 26.3 29.4 26.9 24.3 29.6 31.9 

Overall balance (3.8) (1.0) 1.1 (4.5) (2.6) 0.3 (6.7) (10.9) 
( ) = negative value, GDP = gross domestic product. 
a The fiscal year (FY) of the government ends on 30 June. FY before a calendar year denotes the year in which the 

fiscal year ends, e.g., FY2011 ends on 30 June 2011. 
b Preliminary. 
c Projected. 
Sources: International Monetary Fund. Various years. Tonga: Article IV Consultation—Staff Report, Staff 
Supplement, and Public Information Notice on the Executive Board Discussion. Washington, DC. 
 
46. ADB’s support for the reforms which started with the program has continued through 
national and regional TA projects and in collaboration with development partners. A 3-year 
medium-term fiscal framework was introduced as part of the Public Financial Management Act. 
However, it was not fully adopted due to staff movement (para. 49). The use of a medium-term 
budget framework early on could have helped signal the authorities’ commitment to a 
sustainable fiscal policy by setting fiscal deficit targets within such a framework, foster 
development partner support, and guide development financing. Through TA, ADB has 
continued its support to economic and strategic management and the development of a 
medium-term budget framework.21 
 
47. The other targeted outcome of improved public services was not achieved even though 
the institutional and legal groundwork for public service reforms was laid out. This enabling 
environment was envisaged to make public service both efficient and effective. However, no 

                                                 
21  ADB. 2009. Technical Assistance to the Kingdom of Tonga for Support for Economic and Strategic Management. 

Manila (TA 7475). 
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concrete signs indicate that perceptible improvements in public service were realized. 
Performance measures for public servants have not yielded improvements in public service 
delivery. The lack of useful baseline data on pre-corporatization performance for PSEs (para. 
54) makes the measurement of productivity gains and improved performance difficult. Efforts to 
promote private sector activity, which could have reduced reliance on the public sector as the 
source of employment and supported “rightsizing” efforts, had negligible success. In the Doing 
Business report of the International Finance Corporation, Tonga’s ranking in the overall ease of 
doing business indicator slipped from 36 in 2006 to 51 in 2007, a few years after program 
implementation.22 
 

2. Program Outputs 
 
  a. Strengthened Public Expenditure Management 
 
48. Periodic and sizable nominal wage increases were often the result of years of real wage 
compression, which left public wages substantially below private sector wages.23 The program 
partially achieved its expected output of strengthening public expenditure management. In terms 
of output indicators, the share of wages and salaries of government cash spending, net of debt 
service, was reduced from 57% in FY2002 to about 53% in FY2005; the target for FY2005 was 
50%. However, the civil service strike during the second half of 2005 negated this partial 
achievement (Box).  
 
49. The Public Financial Management Act, a second tranche condition, was approved in July 
2003 to strengthen MOF’s ability to manage the budget execution process and enforce tighter 
fiscal discipline. The key feature was commitment control to ensure that government 
departments would have limited ability to spend beyond agreed upon budget caps. However, 
the 3-year medium-term fiscal framework was not fully adopted due to staff movement. In 
December 2004, ADB provided TA to help improve the government’s capacity for strategic and 
development planning, with emphasis on establishing a process that links economic and social 
targets, the medium-term fiscal framework, the annual budget allocation, and corporate plans of 
departments.24 The TA was rated highly successful.25 ADB and the Pacific Financial Technical 
Assistance Centre are currently collaborating to develop a public finance management road 
map to be implemented through ADB TA. Also, an ADB regional TA project supporting 
economic management in the Pacific will continue to provide assistance for fiscal 
management.26 
 
50. The output indicator of reducing annual unbudgeted spending to less than 2% of overall 
budget estimates was not achieved. Decisions concerning Royal Tongan Airlines resulted in 
increased subsidies that were not budgeted in FY2004. Net lending to nonfinancial public 
enterprises was almost 10 times the budget estimate because of authorized assistance to the 
airline outside the budget appropriation process.27 
 
                                                 
22 Doing Business is an annual report produced by the International Finance Corporation to compare the business 

environment across countries, based on 10 regulatory measures. An overall indicator, ease of doing business, is 
estimated based on these 10 measures.   

23 International Monetary Fund. 2008. Tonga: 2008 Article IV Consultation—Staff Report. Washington, DC.  
24 ADB. 2004. Technical Assistance to the Kingdom of Tonga for Integrated Strategic Planning, Medium-Term Fiscal 

Framework and Budgeting. Manila (TA 4510). 
25 ADB. 2006. Technical Assistance Completion Report: Integrated Strategic Planning, Medium-Term Fiscal 

Framework, and Budgeting in Tonga. Manila (TA 4510). 
26 ADB. 2011. Pacific Economic Management–Enhanced Economic Management (Subproject 2). Manila. 
27 ADB. 2004. Country Strategy and Program Update: Tonga, 2005–2006. Manila. 
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The Civil Service Strike in Tonga 
 
With the 20% public service wage increase for cost of living adjustment in fiscal year (FY) 2001, wages 
and salaries accounted for about 57% of the budget’s current expenditure during the preparation of the 
program. This contributed to the deterioration of the government’s finances. As a result, the government 
introduced a temporary hiring freeze on 1 July 2001; this was converted to a permanent hiring freeze in 
January 2002 and then extended up to 2005.  

The Public Service Commission was established in 2003 to design a more orderly mechanism for public 
sector employment and wages, to introduce a new pay scale in FY2006, and to better align compensation 
and skills. However, civil servants reacted negatively to its implementation and went on strike in July 2005 
to demand substantial wage increases for all civil servants, in addition to call for greater democratization 
of the political system. In September 2005, civil servants were granted a wage increase of about 60%–
80% to be implemented over 2 years. This had significant fiscal consequences. An increase in the wage 
bill of 1.60% of gross domestic product (GDP) was included in the FY2006 budget to finance the 
proposed pay scale, but additional corrective measures were needed to cover the cost of the first phase 
of the settlement (estimated at 4.50 % of GDP).  

To contain the cost of the second phase of the wage settlement, the authorities planned to downsize the 
relatively large civil service. By the end of FY2006, 1,000 positions (25% of the total) were to be cut. 
Savings were to be carried out (mostly capital expenditure cuts and a hiring freeze) to offset this cost as 
well as the likely revenue shortfall. This result was to be achieved by targeted and voluntary 
redundancies, with severances to be financed by government asset sales and development partner 
support. Staffing cuts eventually reduced personnel by a significant 18%. The severance packages for the 
voluntary redundancies imposed an additional cost on the budget, initially estimated at 5.50% of GDP. 
The government financed the program by withdrawing its domestic bank deposits, which depleted the 
fiscal cushions accumulated during previous years. The total cost of the wage settlement, including one-
off payments such as severance packages, accounted for about 9% of GDP in FY2006, and 3.75% in 
FY2007. Despite the substantial civil service retrenchment at the end of FY2006, the wage bill was 
estimated to increase to 13.80% of GDP in FY2008 from its pre-settlement level of 11.70% in FY2005. 
 
Sources: International Monetary Fund. Various years. Tonga: Article IV Consultation—Staff Report, Staff 
Supplement, and Public Information Notice on the Executive Board Discussion. Washington, DC. 

 
  b. Enhanced Revenue Generation 
 
51. The program achieved its expected output of enhanced revenue generation. In terms of 
the output indicator, revenue increased by around 10.0% in FY2004. Total revenue grew by 
21.0% in FY2002 over the previous year, exceeding the annual revenue growth target of 10.0%. 
This improved revenue performance was mainly attributed to improvements in collection 
efficiency. The increase continued up to FY2006 as a result of the introduction of a consumption 
tax in April 2005 and higher customs revenues. This eventually slowed to 2.6% in FY2007 but 
increased to almost 10.0% the following year.  
 
52. The Revenue Administration Act, another second tranche condition, was passed in 
November 2002. In combination with attendant regulations, the legislation laid the foundation for 
general modernization of the revenue administration system. The reform measures in the 
program’s policy matrix were mostly achieved. The administrative capacity of customs improved 
as key positions were filled by external experts. More rigid screening of applicants for 
development licenses was introduced to limit issuances. The tax and customs legislation was 
amended to strengthen tax administration and compliance enforcement. The 2002 
comprehensive tax reform was intended to shift Tonga’s tax system away from trade taxes and 
toward greater reliance on domestic taxation; it included efforts to strengthen tax compliance. 
This tax regime was introduced gradually and involved the introduction of a broad-based 
consumption tax to replace the domestic sales tax and the port and services tax, and 
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simplification of individual income tax, among other broad-based taxes. However, scope 
remains for improving revenue collection and administration such as expanding the tax base by 
streamlining tax exemptions and building a taxpayer culture.  

 
c. Efficient and Effective Use of Public Resources by Public Sector 

Enterprises  
 
53. The program only partly achieved its envisaged output of efficient and effective use of 
public resources by PSEs. In terms of the output indicators, the corporatization of at least two 
government business activities was achieved, but well beyond the target date of December 2002 
indicated as a performance target in the design and monitoring framework. Tonga Machinery Pool 
and Eua Forestry (merged with Eua Timber) were corporatized in 2003. The Printing Department   
was corporatized in 2005. However, financial and legal issues delayed the privatization and 
liquidation of most of the public enterprises. The output indicator of eliminating unbudgeted 
spending for PSEs by FY2004 was not achieved largely because of the 2003 capital infusion into 
Royal Tongan Airlines28 and failure of PSEs to submit their statements of corporate intent. Many 
public enterprises compete against the private sector, and do so with the advantage of subsidized 
capital and, in many cases, preferred access to business contracts.29 In 2006, the Ministry of 
Public Enterprises identified public enterprises to be rationalized and privatized.  
 
54. The aim of the Public Enterprise Act was to strengthen governance and tighten budget 
constraints by improving accountability of managers and establishing requirements for 
information reporting, regular financial statements, and business plans. However, its 
implementation was hampered by political sensitivity and capacity constraints. ADB has 
supported significant amendments to the act in 2010 to improve accountability and community 
service obligation processes, among other things. The introduction of the act, with its focus on 
transparency and accountability, highlighted the poor performance of PSEs and resulted in the 
establishment of the Ministry of Public Enterprises to provide a focus for PSE reforms. It is 
difficult to assess the trend in the performance of state-owned enterprises. From 2002 to 2006, 
the average return on equity on PSE portfolios was 7.7%, which was substantially below the 
profitability target of 10.0% set by the government, and demonstrated that the 12 PSEs cannot 
cover their cost of capital. This was also below the rate of return on private sector investments, 
which was generally over 10.0%.  
 
55. The overall return on equity of the PSE portfolio (10 PSEs) deteriorated from 4.12% in 
FY2008 to 0.41% in FY2009. This was largely attributed to (i) a 94% drop in the profitability of 
Tonga Communications; (ii) the addition of Tonga Power and Tonga Airport, which had large 
assets but low profitability in their first year of operations; (iii) significant losses by Shipping 
Corporation of Polynesia; and (iv) the global economic crisis, which resulted in a contraction of 
the Tongan economy in 2009.30 Also, 2006 data showed that investment in PSEs was 
substantial, representing 14%–22% of total fixed assets in the economy. Despite these sizable 
investments, the total contribution of PSEs to GDP was very low—about 6.3% (in 2005)—
demonstrating the low productivity of PSE assets.31 Each $1.00 invested in public enterprises 
contributed about $0.26 to GDP, compared with $0.84 for each $1.00 invested in the private 
sector (footnote 29). The pace of corporatization and privatization of PSEs has increased 

                                                 
28  In May 2004, the government placed Royal Tongan Airlines into liquidation to prevent serious impairment to the 

provision of services due to budgetary constraints.  
29  ADB. 2009. Technical Assistance to the Kingdom of Tonga for Reforming Public Enterprises. Manila (TA 7271). 
30 ADB. 2011. Technical Assistance Completion Report: Reforming Public Enterprises in Tonga. Manila (TA 7271). 
31 ADB. 2009. Finding Balance: Making State-Owned Enterprises Work in Fiji, Samoa, and Tonga. Sydney and 

Manila. 
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somewhat since 2008. Tonga Post was corporatized in July 2008, and the government sold its 
majority stake in Leiola Duty Free by competitive tender. However, the government repurchased 
Tonga Power in late 2008; this was only partially offset by the sale of shares in one of the main 
commercial banks. ADB provided a series of TA support to develop and implement 
rationalization strategies for selected PSEs and strengthen their governance. Cabinet endorsed 
a public enterprise rationalization work plan in 2010, including privatization of four PSEs 
(footnote 30). An ADB regional TA project for a private sector development initiative will 
continue to support state-owned enterprise reform and streamlining of the regulatory business 
environment.32 

 
d. Institutional Framework for a Performance-Based Public Service  
 

56. The program achieved its expected output of putting in place an institutional framework 
for a performance-based public service. In terms of output indicators, the program supported the 
establishment of the PSC. With support from ADB TA (para. 18), the Public Service Act was 
passed by the legislature in 2002 and became effective the following year. The act established 
the PSC, with defined functions such as to appoint, promote, confirm, discipline, and dismiss 
employees; and formulate salaries, allowances, and other financial benefits for employees. The 
establishment of the PSC led to devolution of human resource management decisions from the 
Cabinet to the PSC.33 The PSC is now fully functional and in the process of implementing a new 
performance management system, including a review of ministries to improve the performance 
of civil servants. The establishment of the PSC was a core policy action. In pursuing its 
mandate, the PSC has been beset by the issue of strengthening performance contracts, which 
is hampered by inadequate human and budgetary resources for line agencies to fully function.  
 
 57. The other reform measure in the policy matrix concerning approval of a devolution policy 
and implementation plan for the HRMIS was mostly achieved, although its development was 
slowed down by failure to sustain the technical development of its information system (i.e., 
Micropay) (para. 59).34 The PSC delegated human resource management operations such as 
those related to training, travel, and associated expenses to heads of departments. Also, earlier 
public service rules and regulations were reviewed and amendments proposed. The Code of 
Conduct for the Public Service, which was approved in 2004, was reviewed in 2010. 
Consultation with ministries has been conducted regarding the Code of Conduct and hard 
copies will be made available for ministries in the outer islands. 
 

e. Efficient and Effective Public Service Operations Ensured Through a 
Performance-Based Management System 

 
58. The program partly achieved its envisaged output of ensuring, through a performance-
based management system, efficient and effective public service operations. In terms of the 
performance indicator, a performance orientation was introduced in the public service. In 2003, 
the PSC placed all heads of departments under a 12-month employment contract, which was 
replaced with a 2-year contract in July 2004. The contract included a performance agreement, 
specifying eight key results areas. The performances of the heads of departments were to be 
evaluated against these key results areas. However, the performance-based contracts granted 
high salary increases to senior workers to help recruit and retain qualified staff. The increased 
                                                 
32 ADB. 2009. Technical Assistance for the Private Sector Development Initiative Phase II. Manila (TA 6353). 
33 ADB. 2005. Technical Assistance Completion Report: Building a Performance-Based Public Service in Tonga. 

Manila (TA 3873). 
34 Sun System is the financial software used for government’s expenditure. Micropay is a human resource software 

used for public servants’ payroll, including leave and staff attendance. Micropay is interfaced with Sun System. 



16 

 

salary disparities caused misunderstandings and dissatisfaction among civil servants at lower 
grades; this was one of the contributing factors to the civil service strike in 2005. Since the 
strike, the PSC has taken a more cautious approach. A consultant was hired in 2009 to design a 
more objective and result-oriented performance management system with appropriate linkages 
with the ministries’ corporate plans and the budget.  
 
59. In terms of reform measures in the policy matrix, the HRMIS was established in 2003. 
Full integration with the payroll system was almost fully achieved. Initially, all government 
ministries and departments, except the Ministry of Marine and Ports and the Palace Office, were 
connected to the HRMIS. The PSC was then in the process of integrating outer island 
employees to the system. However, the civil unrest in 200635 led to the discontinuation of the 
connection to the ministries. Also, technical difficulties were encountered in installing a wide 
area network for all government agencies that could have linked the ministries to the HRMIS. All 
government posts were evaluated and graded. The government approved a job classification 
and merit-based remuneration policy. Reclassification and regrading of all government posts 
with job descriptions and skill requirements were eventually completed. A corporate plan and 
annual report manuals were developed. The corporate plan format was revised in FY2010 to 
make it more focused and simpler, and linked with the budget. 

 
D. Efficiency 

60. The program is assessed efficient in the use of resources to achieve its intended 
program outcome and outputs. ADB supported the program with a loan of about $10.0 million. 
The loan amount took into account the scope of the proposed policy reforms, and the estimated 
adjustment costs associated with adopting the policy matrix. The program adjustment costs 
were estimated at about $15.2 million over 3 years, based on such items as expected costs of 
the program from the compensatory payments and improvements in tax collection (para. 23). 
The budget and funding agency resources, including those of ADB, AusAID, and European TA 
(footnote 2) funded the adjustment costs.  
 
61. Proceeds of the program contributed to the government’s implementation of a significant 
civil service redundancy program in 2006 (footnote 19). However, the adjustment costs that 
were actually incurred cannot be verified retrospectively. Also, corporatization and privatization 
are expected to take longer than expected. As such, part of the loan proceeds may have to be 
used to cover future adjustment costs. Tranche conditions were met as scheduled and no 
implementation delays were experienced. 
 
E. Sustainability 

62. Program sustainability, in terms of sustainability of outcomes and outputs, is assessed  
less likely to be sustainable. A sustainable fiscal balance was not achieved. Fiscal consolidation 
has remained an issue. Efforts to reduce recurrent expenditure, especially containing the wage 
bill and strengthening tax administration, have been ongoing processes since program 
implementation.  
 
63. AusAID has been supporting the PSC in developing a performance management system 
and through partial funding of the PSC commissioner position. In recent programming 
discussions with ADB, the government has not indicated civil service reforms as a priority area 

                                                 
35 This was different from the unrest the year before and was mostly due to protest over the slow pace of democratic 

reforms.  
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for ADB to focus its support. Thus, ADB was not able to continue most of the activities 
undertaken through the program, especially with the PSC. Performance-based budgeting was 
an area of support in early 2000, but this area of reform ceased to appear in TA and policy-
based lending policy actions in recent years. Given the complexity and time needed to embed 
such practice in the bureaucracy, and the shift in focus to more sector-specific themes such as 
public enterprise reforms and infrastructure, it is understandable that these early reform efforts 
were not fully followed through in recent years. Also, technical difficulties have been 
encountered in linking the ministries to the HRMIS (paras. 57 and 59). 
 
64. Enactment of legislation, such as the Public Finance Management Act, the Public 
Enterprise Act, and the Public Service Act, led to the creation of a few institutions, most notably 
the PSC. Regulations and policies were likewise adopted under the program (e.g., Code of 
Conduct, Discipline Regulations, Dispute Resolution Policy, performance agreement, Corporate 
Plan, Merit-Based Remuneration Policy, and performance evaluation system). However, 
preparation of regulations supporting this legislation was generally slow.36 Importantly, these 
reform measures, although necessary preconditions to establish an enabling environment, 
proved not sufficient to modernize the public sector and provide impetus for improving public 
service delivery. This could be explained in part due to weak enforcement and slow 
implementation of policy measures, and but was mostly due to the magnitude of political 
economy issues such as the size of public sector employment and slow progress in privatizing 
PSEs and private sector development. The major development partners including the AusAID 
and the World Bank are increasingly realizing that small island economies in the Pacific, 
including Tonga, will require programmatic (or budget) support for an extended time.  
 
F. Institutional Development 

65. The government’s commitment and ownership of the reform program strengthened the 
credibility of the policy measures that were put in place. Also, the program contributed to the 
provision of an enabling environment for reforms, built the capacity for policy making and 
implementation, and fostered learning.  However, some of these reform measures entail time 
lags and, as such, their effects could not be readily realized. A case in point was the 
corporatization of PSEs, which did not result in immediate performance gain. The program also 
made an important contribution to building capacity to spur and manage the reform process, as 
well as instituting procedures, legislative frameworks, and institutional mechanisms related to 
public service reforms and fiscal consolidation. Progress was made in ensuring that key 
legislation was passed (paras. 49, 52, 54, and 56). The limited progress made in translating 
performance-oriented public service to improved public service delivery (para. 47) and in 
privatizing PSEs (para. 55) suggests that more work is needed in these areas.  
 
66. Initially, reform measures gained momentum until they were derailed by the civil service 
strike of 2005. Implementation of civil service restructuring followed but was slowed by the riots 
in November 2006. Subsequent measures to regain initiative for reforms were impacted by the 
global economic crisis in 2008. The environment therefore for reforms has not been favorable. A 
new government was elected under Tonga’s first parliamentary elections late last year. The 
government continues to show commitment to advance reforms to diversify the economic base, 
promote private sector activity, and improve economic management in collaboration with 
development partners including ADB. 

                                                 
36 ADB. 2006. Technical Assistance to the Kingdom of Tonga for Support for the Implementation of the Strategic 

Development Plan 2006/07–2008/09. Manila. 
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G. Impact 

67. The program design and monitoring framework indicate that the targeted goal was to 
have a sustained and equitable rise in living standards of all Tongans through macroeconomic 
stability and private sector−led economic growth. Performance indicators were (i) economic 
growth rate exceeding 3% by FY2004, and (ii) annual inflation rate falling below 5% by FY2004. 
The program was ambitious, given the focus and extent of the reform measures adopted. The 
growth and inflation targets were not achieved. More realistic impact indicators should have 
been formulated.  
 
68. Various IMF Article IV reports indicate that real GDP increased by 3.0% in FY2002, by 
3.2% in FY2003, and by 1.3% in FY2004. It contracted by –1.0% in FY2005 but slightly 
recovered in FY2006 with a growth rate of 0.5%. Real GDP growth rates in succeeding years 
fluctuated and never reached 3.0%. On the other hand, inflation rose steadily during the 
program period. It increased from 10.4% in FY2001 to 11.1% in FY2003, and to 11.7% in 
FY2004. Although inflation then showed a declining trend owing to slower domestic food and 
import price increases, it peaked again at 9.8% in FY2008 (Table 3).   
 
69. Also, attributing any impact on poverty reduction is difficult, as public service delivery was 
not improved. While the ESIMU was established within the Central Planning Department, its 
functions were mostly focused on retirement matters such as conduct of exit interviews with 
resigned government employees and drafting a retirement bill. No concrete evidence indicates 
that the unit monitored the economic and social impacts of the program. It remained 
understaffed; improving the range, reliability, and timeliness of statistics remains a challenge in 
view of significant capacity constraints (footnote 36).    
 

Table 3: Real Gross Domestic Product and Inflation  
(% of GDP, per fiscal yeara) 

 
Item 2002 2003 2004 2005 2006 2007 2008 2009b 2010c 
Real GDP  3.0 3.2 1.3 (1.0) 0.5 (1.0) 2.7 (0.1) (0.5) 
Inflation (average) 10.4 11.1 11.7 9.7 7.0 5.1 9.8 5.0 2.0 
( ) = negative value, GDP = gross domestic product. 
a  The fiscal year of the government ends on 30 June, e.g., the 2010 fiscal year ends on 30 June 2010. 
b Preliminary. 
c Projected. 
Source: International Monetary Fund. Various years. Tonga: Article IV Consultation—Staff Report. Washington, DC.  
 

IV. OTHER ASSESSMENTS 

A. ADB and Executing Agency Performance 

70. In general, IED assessed ADB’s overall performance as satisfactory, with its diligent 
conduct of policy dialogue with the government; regular fielding of review missions; and 
consultation with civil society groups, church leaders, private sector organizations, business 
community, aid agencies, and other stakeholders. It initiated dialogue with the government in 
1998, well before the program inception regarding the need and nature of reform measures to 
be undertaken. ADB carried out four review missions and a consultation mission to monitor 
program progress and resolve implementation issues. Follow-up TA projects, especially on PSE 
reforms, were implemented to further pursue reforms initiated under the program.  
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71. The executing agency’s performance is assessed satisfactory despite understaffing. It 
coordinated well with ADB staff in implementing reform measures and reviewing program 
progress. Institutional arrangements that were set up, such as the establishment of various 
steering committees, allowed the program to move forward. Also, no major changes were made 
to implementation arrangements during the program years. The only caveat is that the ESIMU 
did not function as effectively as expected (paras. 25 and 69). This was partly due to the fact 
that it was housed in a different agency that was not directly involved in implementing the 
program. The subsequent establishment of the Policy and Planning Division (PPD) as a result of 
the merger of the MOF and the Central Planning Department in 2006 spurred data collection 
and monitoring of key economic and social indicators. However, these functions are considered 
part of the PPD’s mandate and not an offshoot of the program.  
 
B. Environmental, Resettlement, and Gender Impact 

72. The program was category C for potential environmental impacts and risks, requiring no 
environmental management plan or resettlement action. The IED evaluation mission did not find 
any program-related environmental issues or any adverse impact on the environment during 
implementation. Also, the mission did not find any land acquisition and involuntary resettlement 
issues. Loan covenants did not have a direct reference to issues involving indigenous peoples. 
There were no concrete indications that women had been disproportionately affected.  
 

V. ISSUES, LESSONS, AND FOLLOW-UP ACTIONS 

A. Issue 

73. Performance targets, especially if they pertain to macroeconomic performance, 
have to be realistic and not be bound by a stringent program time frame. Often, 
macroeconomic targets take time to be realized in view of lag effects of policy measures. The 
size and timing of the effects of policy actions could not be readily ascertained. The program’s 
performance targets for program and goal impact were expected to be realized almost at the 
same time as the program’s target closing date. This was also the time frame for one of the 
outcome indicators (i.e., fiscal balance). In an economy with a small domestic market, reduced 
export proceeds, and narrow production base, contractionary policies aimed at containing 
inflation tend to contribute to economic slowdown as well. Thus, targeting both a low inflation 
rate and a higher GDP growth rate within a short time does not appear to be realistic. Also, 
performance targets for structural reforms entail time lags and as such, their effects could not be 
readily realized. A case in point is the corporatization efforts for the PSEs, which did not result in 
immediate performance gain.  
 
B. Lessons 

74. Political economy dimension of reforms should be considered to better assess 
feasibility of policy measures. The civil service strike highlighted the importance of 
communicating the full implications of proposed actions. It then becomes important to identify 
and understand the various groups affected by and opposed to the reforms in order to have 
better ideas on the need, magnitude, and practical considerations for possible mitigation or 
compensation measures. As such, there is a need for careful assessment of winners and losers, 
including addressing the concerns of losers.    
 
75. Careful prioritizing of reform issues facilitate better sequencing and pacing of 
reform measures. Reform issues are often interrelated. As such, priority actions and measures 
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should be established. Reform measures may require careful prioritizing, especially as these 
entail attendant sequencing and pacing considerations. Although ADB chose to focus on fiscal 
policy measures, public sector, and PSE reforms were also simultaneously tackled under the 
program. The reforms in these areas could have been paced over a longer time with appropriate 
sequencing, especially for PSEs since an appropriate regulatory framework was not in place 
that would ensure affordable services and competition. More meaningful indicators may need to 
be adopted to capture the effects of the policy measures over a longer period of time. 
 
76. Implementation is equally important. The reform process is ultimately about 
implementation. Although vital legislations were easily enacted within a short time period, 
concomitant implementing rules and guidelines, including changes in institutional arrangements 
entailed additional time for these to be put in place. As such, extra effort must be devoted during 
program preparation stage in considering the implementing mechanisms and the time needed 
for these to actually take effect. 
 
C. Follow-Up Action 

77. Based on the evaluation findings, one follow-up action is proposed: ADB should provide 
support to the Government of Tonga in strengthening economic and social impact monitoring, 
especially improving data gathering, monitoring, and evaluation of the economic and social 
impacts of the reform measures. The ESIMU established in 2002 was rarely involved in reform 
activities and was not able to monitor the economic and social impacts of the program. Although 
the PPD has started to perform the functions initially envisaged for the ESIMU to some degree, 
its functions are considered part of its mandate and not the result of the government’s 
commitment to establish a dedicated ESIMU. This support may be undertaken through a follow-
up capacity-building TA project for the PPD. TA resources may be devoted to improving 
analytical and technical capacities of the PPD staff. This may involve hiring an impact 
monitoring adviser and improving source data and compilation techniques for the preparation 
and analysis of benchmark information on individuals or groups affected by the policy measures 
under the program and the ongoing reforms. Review of institutional arrangements, policy issues, 
and gaps may also be undertaken. 
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DESIGN AND MONITORING FRAMEWORK  

Design Summarya 
Performance 
Indicatorsb Assessment Program Achievements 

Impact: Sustained 
and equitable rise in 
living standards of all 
Tongans through 
macroeconomic 
stability and private 
sector-led economic 
growth 

(i) Economic growth 
rate exceeds 3% by 
FY2004 
 

 
Not achieved 

Real GDP increased by 3% in FY2002, 3.2% in FY2003, and 1.3% in FY2004.  
It contracted by –1% in FY2005 but slightly recovered in FY2006 with a growth 
rate of 0.5%. Real GDP growth rates in succeeding years fluctuated (with 
negative growth in FY2007, FY2009, and FY2010) and never reached 3%.  

(ii) Annual inflation 
rate falls below 5% 
by FY2004 

 
Not achieved 
 

Inflation rose steadily during the program. It increased from 10.4% in FY2002 to 
11.0% in FY2003, and 12.0% in FY2004; but then declined. It peaked again at 
9.8% in FY2008, and is unlikely to fall below 5% in the next 2 years. 

Outcome:  
1.  Sustainable fiscal 
balance achieved 
 

Fiscal rule of 
expenditure not to 
exceed revenue is 
adhered to no later 
than FY2004 

Not achieved 
 

Excluding grant infusions, the outcome indicator of expenditure not exceeding 
revenue by FY2004 was not achieved, even after program completion. Small 
budgetary surpluses were registered in FY2005 and FY2008. 

2.  Improved public 
services to the private 
sector and the general 
public provided 

Private sector and 
general public 
satisfied with public 
service delivery 

Not achieved 
 

Institutional and legal groundwork for public service reforms was provided. But 
no signs of improved public service are available. Corporatization of 
government-owned enterprises did not result in notable productivity gains or 
performance improvement. Also, no concrete signs indicate that public service 
delivery has been improved and that private sector-led growth is materializing. 

Outputs:  
1. Strengthened public 
expenditure 
management  
 
 
 
 
 
 
 
 
 

 
(i) The share of 
wages and salaries 
of government cash 
spending net of debt 
service reduced 
from 57% in FY2002 
to 50% in FY2005 

 
Partly 
achieved 

 
A hiring freeze was imposed from July 2001 to contain the share of wages and 
salaries in government current expenditure. Vacancies in government agencies 
were not filled unless justified and approved by Cabinet. As a result, the share of 
wages and salaries in government cash spending was reduced from 57% in 
FY2002 to 55.2% in FY2003, 51% in FY2004, and about 53% in FY2005.  
 
 

(ii) Annual 
unbudgeted 
spending below 2% 
of overall budget 
estimates 

Not achieved Unbudgeted spending was not curtailed in FY2003 and FY2004 due to large 
equity infusions into Royal Tongan Airlines and the inability of public enterprises 
to submit their statements of corporate intent. 

2. Enhanced revenue 
generation 

Revenue increases 
by at least 10% by 
June 2003 

Achieved Total revenue grew by 21% in FY2002 over the previous year, exceeding the 
annual revenue growth target of 10%. This was mainly attributed to 
improvements in collection efficiency. The increase continued up to FY2006 as 
a result of the introduction of a consumption tax in April 2005 and higher 
customs revenues. It eventually slowed to 2.6% in FY2007 but increased to 
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Design Summarya 
Performance 
Indicatorsb Assessment Program Achievements 

almost 10% the following year.  
3. Efficient and 
effective use of public 
resources by public 
sector enterprises 
(PSEs) 

(i) At least two 
government 
business activities 
corporatized by 
December 2002 

Achieved Three government business activities were corporatized by January 2005. 
 

(ii) Unbudgeted 
spending for PSEs 
eliminated by 
FY2004 

Not achieved Many public enterprises compete against the private sector, and do so with the 
advantage of subsidized capital and, in many cases, preferred access to business 
contracts. Despite sizable investments, the total contribution of PSEs to GDP 
was very low—about 6.3% (in 2005)—demonstrating the low productivity of PSE 
assets. 

4. Institutional 
framework for a 
performance-based 
public service in place 

Public service 
commission (PSC) 
established by 
December 2002 

Achieved The Legislative Assembly passed the Public Service Act in November 2002. The 
act became effective in April 2003, establishing the PSC with defined roles and 
functions. The PSC began operations in July 2003. 

5.  Efficient and 
effective public service 
operations ensured 
through a 
performance-based 
management system 

By December 2003, 
at least 50% of all 
heads of 
departments are 
engaged through 
performance-based 
agreements 

Partly 
achieved 

In July 2003, all heads of departments (23) were placed under a 12-month 
employment contract. In July 2004, the PSC placed them under a 2-year 
contract with no right of renewal. However, increased salary disparities caused 
misunderstandings and dissatisfaction among public servants at lower grades, 
which triggered the civil service strike in 2005. 

FY= fiscal year. 
a The design summary statements have been slightly modified in accordance with the Asian Development Bank (ADB) Guidelines for Preparing a Design and 

Monitoring Framework and to reflect design summaries included in design and monitoring frameworks of the report and recommendation of the President and 
the project completion report, and the findings of the Independent Evaluation Mission. 

b Performance indicators and targets are the same as those included in the design and monitoring framework in the report and recommendation of the President 
and the project completion report, except for an output indicator on revenue generation, which was slightly modified to make it more relevant. 

Sources:  Asian Development Bank (ADB). 2005. Completion Report: Economic and Public Sector Reform Program in Tonga. Manila; ADB. 2002. Report and 
Recommendation of the President to the Board of Directors: Proposed Loan to the Kingdom of Tonga for the Economic and Public Sector Reform Program. Manila  
(Loan 1904); ADB. 2009. Special Evaluation Study: ADB Support for Public Sector Reforms in the Pacific: Enhance Results through Ownership, Capacity, and 
Continuity. Manila; International Monetary Fund. Various years. Tonga: Article IV Consultation. Washington, DC; and various ADB technical assistance completion 
reports.   
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STATUS OF THE POLICY MATRIX  

 
Primary 

Objectives 

 
Secondary 
Objectives 

 
Policy/Reform Measures 

 
Status at the Time of the 
Second Tranche Release 

(October 2003) 

Status at the Time of 
the Program 

Completion Report 
(April 2005) 

 
Status  

(November 2011) 
 
1. Fiscal Reform 
A. To 
achieve a 
sustainable 
fiscal 
balance 
 

To strengthen 
public 
expenditure 
management 
 

Convene regular Cabinet 
meetings (at least 
monthly) dealing with 
overall reform. 

Cabinet had regular 
meetings every month 
based on reports from 
various reforms 
subcommittees (Public 
Service, Public Finance, 
Private Sector). Cabinet 
approved the Public 
Service Commission Act in 
2003. 

Cabinet had monthly 
meetings on reform up 
to the end of 2010.  

The new government set 
up the Cabinet Economic 
Committee, which meets 
every 2 weeks to deal 
with economic 
development and 
reforms. Reforms 
continue. ADB continues 
its support for the reforms 
through national and 
regional TA projects and 
in collaboration with other 
development partners.  

A1.  Establish a secretariat 
within the Prime Minister’s 
Office (PMO) to provide 
monthly reports to Cabinet 
on the progress of overall 
reform implementation 
(including the Economic 
and Public Sector Reform 
Program (EPSRP), and to 
carry out other secretariat 
functions in support of the 
overall reform program. 

EPSRP management 
structure was approved by 
Cabinet on 23 January 
2002. 

Since the approval of 
the EPSRP 
management structure 
in 2003, three reform 
subcommittees were 
established and report 
to Cabinet on a monthly 
basis. These 
subcommittees were 
Public Service Reform 
Committee, Public 
Finance Reform 
Committee, and Private 
Sector Reform 
Committee. 

The Public Service 
Reform Committee has 
not functioned since 2005 
after the civil service 
strike. Public service 
reforms completed before 
the strike include the 
establishment of the PSC 
and contracts for chief 
executive officers. Job 
evaluations were 
completed and were a 
cause of the strike. The 
performance 
management system was 
put on hold. 
 
The committee started to 
meet again in 2006 and is 
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Primary 

Objectives 

 
Secondary 
Objectives 

 
Policy/Reform Measures 

 
Status at the Time of the 
Second Tranche Release 

(October 2003) 

Status at the Time of 
the Program 

Completion Report 
(April 2005) 

 
Status  

(November 2011) 
now working on various 
reforms including the 
performance 
management system 
 
The Public Finance 
Reform Committee is no 
longer in operation. 
 
The former Prime 
Minister established the 
National Development 
Economic Committee to 
deal with private sector 
reform, mainly 
agriculture, fishing, 
tourism, and 
manufacturing. National 
sector bodies, each with 
strategic plans, were 
established and are 
operating.  
 
The new government 
disbanded the National 
Development Economic 
Committee; the Cabinet 
Economic Committee has 
taken over the tasks. 
 
ADB’s Economic Support 
Program grant 
recommended 
reactivation of the 
Macroeconomic Policy 
Committee (MPC), which 
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Primary 

Objectives 

 
Secondary 
Objectives 

 
Policy/Reform Measures 

 
Status at the Time of the 
Second Tranche Release 

(October 2003) 

Status at the Time of 
the Program 

Completion Report 
(April 2005) 

 
Status  

(November 2011) 
oversees policy 
development. The 
Macroeconomic 
Technical Committee 
(MTC) was reactivated in 
early 2011 to provide 
technical support to the 
MPC through economic 
analysis and forecasting 
to support policy 
development. Unlike the 
National Development 
Economic Committee, 
these committees do not 
have any private sector 
participation. 

A2.   Implement program 
budgeting and continue 
with automation of the 
financial management 
system. 

Cabinet has approved the 
proposed program-focused 
structure and presentation 
of the budget for FY2004. 
The Audit Department has 
qualified public accounts 
(PA) for FY2000. PA for 
FY2001 has been 
submitted to the Audit 
Department for 
assessment. PA for 
FY2002 is in progress, 
awaiting the completion of 
FY2001 PA. Purchase 
order module is currently 
running in the Ministry of 
Finance (MOF). Ministry of 
Health (MOH) has been 
connected, but is not in 
operation. Information 

Cabinet approved 
the proposed program-
focused structure and 
presentation of the 
budget for FY2005.  
 
 
 
 
 
Audit Department has 
qualified PA for FY2000 
and FY2001. 
Purchase order module 
is currently running in 
MOF, 
MOH, Revenue 
Services, Statistics 
Department, 
Environment, 

Implementation of the 
program-based budgeting 
continues. Budget 
monitoring will be 
elevated from activities to 
subprograms in FY2012. 
Internal audit at the 
Ministry of Finance and 
National Planning has 
been established. 
 
Government Audit 
Department has qualified 
public accounts. 
 
Sun System is being 
used but the connection 
with other ministries was 
affected by the civil 
unrest in 2006. As of 
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Primary 

Objectives 

 
Secondary 
Objectives 

 
Policy/Reform Measures 

 
Status at the Time of the 
Second Tranche Release 

(October 2003) 

Status at the Time of 
the Program 

Completion Report 
(April 2005) 

 
Status  

(November 2011) 
technology (IT) section in 
MOF is establishing a 
monitoring mechanism. The 
government IT network: 
fiber connection has been 
made from MOF to PMO, 
police, Legislative 
Assembly, Department of 
Environment, Ministry of 
Education, Ministry of 
Lands and Survey, and 
Ministry of Agriculture and 
Forestry. Ministry of 
Education, PMO, and 
Ministry of Agriculture and 
Forestry have been 
connected to the system. 
MOH, Statistics Office, 
Department of Inland 
Revenue have been 
connected and are 
operating through lease 
line. Interface of systems 
completed. 

Agriculture, Education, 
and PMO.  
 
 
The government IT 
network: fiber and lease 
connection has covered 
all ministries and 
departments except the 
palace, prison, and 
defense. 
 
 

now, only the Prime 
Minister’s Office, PSC, 
and the Ministry of 
Education are connected. 
About 80% of the 
ministries and agencies 
are not connected.  
 
 
 
 
 
 
 

A3.  Introduce and continue a 
hiring freeze, and other 
short-term measures 
necessary to contain 
expenditure, until fiscal 
balance is achieved. 

Effected 1 July 2001 except 
for justified recruitment 
approved by Cabinet. 
Cabinet reaffirmed this 
decision in October 2002. 

Effected 1 July 2001 
except for justified 
recruitment approved 
by Cabinet. Cabinet 
reaffirmed this decision 
for FY2003, FY2004, 
and FY20/05. 

In April 2011, Cabinet 
approved recruitment of 
100 more teachers for the 
Ministry of Education, 
Women Affairs and 
Culture. 
 

A4.  Secure approval of 
Cabinet for (i) budget 
preparation to include an 
estimate of government 
revenues from all sources, 

Budget guidelines for 
FY2004 were approved by 
Cabinet in January 2003. 
MOF and its Budget 
Monitoring Unit (BMU) 

Budget guidelines for 
FY2005 were approved 
by Cabinet in January 
2004. 
Legislative Assembly 

Parliament approved the 
2011/12 government 
budget in June 2011.  
 
A midterm budget 
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Primary 

Objectives 

 
Secondary 
Objectives 

 
Policy/Reform Measures 

 
Status at the Time of the 
Second Tranche Release 

(October 2003) 

Status at the Time of 
the Program 

Completion Report 
(April 2005) 

 
Status  

(November 2011) 
including anticipated 
revenues from the Tonga 
Trust Fund, tax revenues, 
and departmental cost 
recovery through fees and 
charges; and (ii) 
establishing an overall 
expenditure ceiling that, 
on the basis of the 
forecast, will re-establish 
fiscal balance between 
recurrent expenditures 
and government revenues 
no later than FY2005. 

started preparation of 
FY2004 budget. Legislative 
Assembly approved 
Government budget for 
FY2004 in June 2003. BMU 
and treasury are assessing 
cash flow performance for 
FY2003 on a regular basis. 
BMU has submitted a 
report on all extra 
budgeting by vote for 
FY2003. 

approved the 
Government Budget for 
2004/05 in June 
2004. BMU and MOF 
assessed cash flow 
performance for 
FY2004 on a regular 
basis. BMU submitted a 
report on all extra 
budgeting by vote for 
FY2004. 

framework (MTBF) is 
being developed through 
ADB TA 7475.  
 

A5.  Expenditure ceiling will be 
set to cover all 
government spending on 
departmental budgets and 
public enterprises that can 
be reasonably foreseen. 

BMU and treasury are 
assessing cash flow 
performance for FY2003 on 
a regular basis. 

BMU and treasury 
regularly assessed cash 
flow performance for 
FY2004.  

According to PEFA of 
PFM in 2010, Tonga was 
rated “A” in maintaining 
credible budget at 
aggregate level over 3 
financial years: 2007 to 
2009.  

A6.  Individual expenditure 
allocations to ministries, 
although subject to 
negotiation during budget 
finalization to be set to not 
collectively exceed the 
aggregate ceiling net of 
nondepartmental 
expenditure. 

Enforced Enforced The large number of 
significant in-year budget 
adjustments made using 
the Contingency Fund 
undermined credibility at 
the disaggregated level. 
Two MDAs made 
significant adjustments in 
all three of the financial 
years under review: (i) 
the Palace Office, and (ii) 
the Commissioner of 
Public Relations. The 
largest variance (Palace 
Office, 74% in FY2009) 
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was attributed to 
unforeseen expenditures 
associated with the King 
of Tonga’s Coronation in 
July 2008. 

A7.  Secure approval of 
Cabinet for budget 
guidelines for FY2003 
aimed at reducing the 
wages and salaries share 
of government cash 
spending net of debt 
services, from 57% in the 
FY2002 budget to 50% in 
the FY2005 budget. 

For FY2003, the budget 
ratio was 55.2%. For 
FY2004 budget, the ratio is 
estimated at 51.0% 

For FY2005, the budget 
ratio was estimated at 
53%. 

The budget ratio for 
FY2011 was estimated at 
54%. A budget ratio of 
45% is forecast for 
FY2012. 
 
The ratio is as follows: 
 
FY2004 – 42.4% 
FY2005 – 44.0% 
FY2006 – 55.0% 
FY2007 – 47.1% 
FY2008 – 42.8% 
FY2009 – 34.5% 

A8.   Draft a public finance 
management act and 
commence legislative 
process. 

Drafting completed  Public Finance 
Management Act 2002 is 
now in force  

A9.  Enact a public finance 
management act designed 
to strengthen the ability of 
MOF to maintain the 
integrity of the fiscal 
framework. 

Public Finance 
Management Act passed 
by Legislative Assembly on 
5 Nov 2002. Proclamation 
took place 1 July 2003 in 
conjunction with the start of 
FY2004. 

Public Finance 
Management Act 
enacted and passed. 

Implemented and has 
been assessed twice.  
 
 

A10.  Government to discharge 
its fiduciary responsibility 
to the former Civil Service 
Pension Fund by 
transferring cash or 
interest-bearing 

Transfer value is reflected 
in FY2004 budget. 
Discussion with Board of 
Civil Service Pension Fund 
ongoing. 

The old pension 
scheme was replaced 
with a new arrangement 
under which employees 
have to contribute a 
certain percentage of 

The civil service pension 
scheme is administered 
by the Retirement Fund 
Board. The fund’s board 
was established before 
the EPSRP. 
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government bonds to the 
new pension fund to the 
extent required to meet 
payments for retired civil 
servants. 

the basic salary, which 
was 5% in 2003/04 and 
7.5% in 2004/05. 

 
A consultant has been 
engaged to work on a 
national retirement fund 
scheme. 

B1. To enhance 
revenue 
generation 

Adopt measures to 
minimize revenue loss and 
increase revenue 
generation (including 
suspension of new 
development licenses and 
trade tax exemption, 
increased administrative 
fees and charges and 
collection of revenue 
arrears, and instructions to 
departments on keeping 
their fees and charges 
current and subject to 
automatic review every 2 
years). 

Selected fees and charges 
have been increased, 
collection of revenue 
arrears has been stepped 
up, and issuing of new 
development licenses has 
been limited. 

Selected fees and 
charges were 
increased, collection of 
revenue arrears was 
stepped up, and issuing 
of new development 
licenses was limited. 

Income tax decreased in 
the past 2 years due to 
the global economic 
crisis. A special team was 
organized to deal with 
arrears.  
 
Revenue started to pick 
up last year mainly due to 
tax debt recovered. The 
tax collection ratio 
increased from about 
98% in FY2007 to 105% 
in FY2008, and then 
declined to about 88% in 
FY2009.  
 
ADB mobilized AusAID 
funding to support the 
corporate planning 
exercise, including 
ensuring linkages to the 
overarching national 
planning framework and 
resource allocation 
(MTBF) process. Support 
will continue under new 
TA to be approved in 
2012 and regional 
technical assistance. 
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B2.  Amend the current tax and 

customs legislation to 
strengthen tax 
administration and 
enforcement of 
compliance in customs, 
sales, and income tax. 

Legislation was submitted 
and passed by the 
Legislative Assembly on  
6 November 2002. 
Regulations were approved 
by Cabinet on 28 August 
2003. Public information 
material on the legislative 
and regulatory changes 
was prepared and ready for 
distribution. 
Assessment of new tax 
structure and its 
implications for the 
economy is ongoing. Public 
consultations commenced 
early July 2003. ADB 
support requested by 
Revenue Department to 
help implement the 
regulations. 

Consumption tax was 
implemented in April 
2005. Major public 
awareness campaign 
commenced in January 
2005. The second 
phase of tax reform 
focusing on custom 
administration 
modernization and 
income tax legislation 
was planned and was to 
be discussed during the 
2005 session of 
Parliament. 

Custom and Excise Act 
was totally rewritten in 
2004, passed by 
Parliament in November 
2007, and implemented in 
February 2008. A new 
computer program is in 
place: the Custom 
Management System.  
 
In July 2009, included a 
risk management system. 
 
Tax efforts are focused 
on improving efficiency 
and widening coverage. 
In FY2008, tax revenue 
increased due to 
implementation of a new 
consumption tax, but 
declined in FY2009 and 
FY2010 due to 
overestimation of 
revenue. 
 
Currently, a team from 
PFTAC is currently 
reviewing the tax 
administration. Refer to 
latest current multiyear 
reform matrix. 

B3.  Suspend extension of 
credit by government 
departments and agencies 
without MOF approval, in 
accordance with existing 

Implementation ongoing Implementation ongoing By the end of FY2009, 
total arrears were 
estimated at $1.8 million, 
of which 41% were from 
revenue services, 15% 
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legislation. Monthly reports 
by ministries show no 
arrears starting March 
2002. 

from the Ministry of 
Agriculture, and 12% 
from the Ministry of 
Health. 

B4.   Authorize senior staff 
vacancies in tax 
administration to be filled. 

MOF finalized the 
recruitment of three senior 
positions for revenue 
administration on 24 April 
2003. The positions were 
filled in June 2003. 
Vacancies in Treasury are 
currently reviewed. 

Various posts in Inland 
Revenue were filled 
during FY2005, in line 
with the need to 
strengthen the capacity 
of revenue services to 
implement tax reform. 

Recruitment of senior 
staff is an issue due to 
lack of qualified 
candidates. Currently, 10 
posts are vacant in the 
Tax Department and 5 
senior posts at Customs. 
Two experts from 
Australia and New 
Zealand are now in place. 
 
According to the acting 
commissioner of revenue, 
no recruitment has been 
undertaken for more 
senior vacancies for the 
past 2 years. 

B5.  Implement a training 
program for staff in tax 
administration. 

Completed under previous 
Australian Agency for 
International Development 
(AusAID) technical 
assistance (TA) and will 
commence again after 
fielding of advisers for tax 
and customs operations. 

Training for auditors to 
enforce the 
consumption tax is 
ongoing. 

Started with AusAID 
funding but now 
conducted by an expert. 
  

B6.  Secure TA to support 
senior positions in tax 
administration and 
customs. 

AusAID agreed, and 
Cabinet approved 
recruitment of one adviser 
for tax operations and one 
for customs operations. Tax 
adviser commenced duty 
March 2003. Customs 

AusAID agreed, and 
Cabinet approved 
recruitment of one 
adviser for tax 
operations and one for 
customs operations. 
Both tax and custom 

Strengthening 
compliance and audit by 
two AusAID experts. 
 
The former 
Commissioner of 
Revenue is hired by the 
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adviser will be fielded in 
November 2003. 

advisers are currently 
working in Tonga. 

Revenue Services to 
support tax administration 
and customs. 

B7.  Examine costs and 
benefits of automation of 
tax administration 
activities, in particular the 
introduction of new 
software for customs 
administration. 

MOF has confirmed the use 
of the recommended 
software. New Zealand 
Agency for International 
Development (NZAID) has 
agreed to fund software 
and adaptation and 
hardware. A NZAID mission 
visited Tonga in January 
2003 to determine the 
scope of the required 
adaptation. The report 
prepared by NZ Statistics is 
under review by NZAID. 

NZAID has agreed to 
fund software and 
adaptation and 
hardware. Revenue 
Management System 
(RMS) is currently in 
place. 

Currently implemented 
and under review by the 
Pacific Financial 
Technical Assistance 
Centre team. 
 
 

C1. To improve the 
efficiency and 
effectiveness of 
resource use in 
the public 
enterprise 
sector 

Endorse public investment 
policy. (Completed April 
2001). 

  Implemented. 

C2.   Endorse a corporatization 
and privatization 
framework. 

Public Enterprise Unit 
prepared a progress report. 
Asian Development Bank 
(ADB) TA expected to 
commence in October 
2003. Pacific Enterprise 
Development Facility 
approved MOF's request to 
help restructure/privatize 
Royal Tongan Airlines. 

ADB TA concluded. 
Corporatization and 
privatization are 
ongoing. 

Privatization is ongoing; 
Tonga Print is to be 
advertised to the public in 
November 2011. 
 
Two privatization 
exercises were not 
successful: the 
privatization of Tonga 
Power and International 
Dateline Hotel. Both were 
returned to government 
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with debts. For Tonga 
Power, the assets exceed 
debt value and the public 
enterprise achieved an 
8% return on equity in 
2010. The hotel is now in 
liquidation with the 
intention of selling to a 
new investor.  
 
Tonga Timber now Tonga 
Forest has been 
restructured with capital 
injection through a loan to 
start harvesting timber 
forests in ‘Eua. 

C3.  Draft a public enterprise 
act and commence 
legislative process. 

Completed.  Completed 

C4.  Pass a Public Enterprise 
Act establishing rules and 
procedures regulating the 
relationship between 
public enterprises and 
government. 

Legislation submitted and 
passed by the Legislative 
Assembly on 21 October 
2002. Regulations are 
prepared with the support 
of an ADB TA. 

Legislation passed and 
enacted 

The Public Enterprises 
Act was amended in 
2010—main thrust is to 
be profitable and efficient. 
 
 

C5.  Corporatize at least two 
selected government 
business activities, e.g., 
Agricultural Machinery 
Pool, Eua Forestry, Post 
Office, Government 
Printing, with a view to 
reducing government 
expenditure and/or 
increasing government 
revenue. 

Preparatory work for 
corporatization of the Post 
Office has been completed. 
Final corporatizing is 
subject to approval of the 
new Postal Services Act, 
targeted for 1 January 
2004. Government Printing 
is targeted for January 
2004. Eua Forestry has 
been merged with Tonga 

In addition to the 
Machinery Pool and 
Eua Forestry, 
Government Printing 
was corporatized on  
1 January 2005. 
Preparations for 
corporatizing the Post 
Office were completed. 
Final corporatization is 
subject to the approval 

All implemented. The 
Machinery Pool has been 
sold, and the Post Office 
corporatized and become 
Tonga Post. Government 
Printing has been 
corporatized (now Tonga 
Print) and is about to be 
privatized. 
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Timber. The Machinery 
Pool was corporatized on  
1 July 2003. 

of the Postal Services 
Act scheduled in 2005. 
 

 
2. Public Service Reform 
A1.  
 

To establish the 
institutional 
framework for a 
performance-
oriented civil 
service 

To establish the 
institutional framework for 
a performance-oriented 
civil service. 

The team was established 
by Cabinet Decision (CD) 
286 of 20 February 2002. 
For convenience, most of 
the reform issues had been 
discussed at the monthly 
meetings of heads of 
department (HODs) before 
they were submitted to the 
Cabinet Committee on 
Reform (CCR). With the 
formation of the Public 
Service Commission 
(PSC), the role of PSRT is 
redundant. This team is 
effectively disbanded. 

PSC became 
operational in July 
2003. 

The PSC is now fully 
functional. 
 
 

A1.1.  Devolve selected financial 
and personnel 
management 
responsibilities from the 
Cabinet to line agencies 
by: (i) confirming the 
functions of a PSC. 

All human resource 
management (HRM) 
operating functions have 
been devolved from 
Cabinet to the PSC. 

The principal functions 
of PSC were confirmed 
in the Public Service 
Act. 

The PSC now functions 
according to the Public 
Service Act. The act was 
amended in 2010. 
 
 

A1.2.  (ii) Enacting a Public 
Service Act. 

Public Sector Act was 
passed in November 2002 
and received the Royal 
Assent in January 2003 
and published in April 
2003. Cabinet approved 
the establishment of PSC. 
Commissioners were 

Former Chief 
Establishment Officer 
was appointed to be the 
Secretary of PSC, 
effective 1 July 2004. 
He is on contract for 2 
years. 

The office of the 
chairperson for the 
commission is now a full 
time job. A new chief 
executive officer to the 
commission has been in 
place since March 2011. 
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appointed effective 1 May 
2003 and include Prime 
Minister-chair; minister of 
finance; and minister of 
lands, survey, and natural 
resources. The position of 
secretary for PSC has been 
advertised and applicants 
interviewed, but no 
appointment has been 
made to date. 

 

A1.3.  (iii) Approve a devolution 
policy and implementation 
plan for the human 
resource and financial 
management system 
(HRMIS). 

Cabinet approved the 
delegation of HRM 
operational matters to 
HODs (CD 1360; 12 August 
2003). A departmental self-
assessment for HRM 
capacity has been 
completed by the HODs. 
Departmental HRM 
capability auditing has 
commenced with 11 
departments completed by 
early September 2003.The 
order of delegations has 
been prioritized and the 
PSC has approved three 
HRM activities to be 
delegated. The HRM 
functions of internal 
transfers, and confirmation 
of appointment of new 
employees and acting 
appointments were 
delegated by PSC (PSCD 
124 of 8 September 2003) 

Additional functions of 
“travel and expenses,” 
“training,” and “all forms 
of leave” were 
delegated by PSC to 
heads of departments 
(PSCD No. 40, 28 
January 2005). 

In 2010, a devolution 
consultant was 
advertised, but is on hold 
now, as the PSC is 
currently conducting a 
restructuring exercise and 
then will continue with its 
usual human resource 
management.  
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to the HODs on  
8 September 2003. 

A2.  Approve a policy paper 
defining new civil service 
regulations that 
incorporate the principles 
of good governance and a 
code of ethics, to support 
building of an efficient and 
effective performance-
oriented civil service. 

Draft regulation containing 
values, principles, and a 
code of conduct was 
prepared and approved by 
the CCR and Cabinet in 
January 2003 (CD 148; 29 
January 2003). Briefings 
were held with all 
departments to familiarize 
public servants with the 
Committee, which took 
considerable time to 
process the regulations and 
determined in June 2003 
that the disciplinary 
provisions should become 
regulations and the matters 
concerning values, 
principles, and code of 
conduct should be 
resubmitted as policies. 
These are being 
reprocessed for separate 
submission to the CCR, 
PSC, and Cabinet. 

A Code of Conduct was 
approved by PSC on 28 
June 2004.Disciplinary 
Regulations were 
gazetted on 1 August 
2003. The Policy 
Manual was submitted 
to Cabinet for 
consideration. 

The code of conduct was 
reviewed in 2010 and is 
posted on the PSC 
website. Consultations 
with ministries have been 
conducted and hard 
copies will be printed for 
ministries with no internet 
linkage in the outer 
islands, e.g. Ministry of 
Education, Women 
Affairs and Culture as 
well as the Ministry of 
Health. 
 
 

A3.  Commence 
implementation of the 
devolution policy, and 
devolve financial and HRM 
responsibilities to selected 
ministries and department. 

See 2A.1.3. See 2A.1.3. See 2A.1.3. 

B1. To promote 
efficient and 
effective 

Prepare a plan to enhance 
the strategic and 
management planning, 

Cabinet approved (CD 477; 
26 March 2003) that the 
proposed corporate plan 

Heads of departments, 
senior officials and 
planning teams of the 

The corporate planning 
format was revised in 
2009/10. The consultants 
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performance 
management 

monitoring, and reporting 
capabilities of each 
department and 
commence 
implementation. 

and annual management 
plan manual be used by all 
departments and ministers. 
Section on annual reporting 
is under preparation 

departments underwent 
trainings on the 
principles underlying 
corporate planning and 
annual management 
planning provided in 
December 2003. 

found that corporate 
plans are too thick, 
unfocused, activity driven, 
not well implemented, not 
monitored, and not linked 
with the budget let alone 
a performance 
management system. 
 
The format was revised 
again to be more simple, 
focused, and results-
oriented. The ministries 
were encouraged to use 
measurable objectives 
and targets for 
achievement. An 
additional column was 
added to the CP and 
AMP matrix for 
monitoring purposes. A 
revised manual was also 
produced and key staff in 
ministries such as CEOs 
and executives were 
consulted and trained. 
 
The PSC chairperson has 
indicated that after the 
restructuring exercise, 
ministry CPs will be 
reviewed in 2012. 

B2.  Develop an HRMIS and 
implement it within the 
PMO/establishment 
division. 

AusAID provided funding 
for 6 weeks to assist with 
data entry training and 
developing establishment 

The last and third 
training funded by ADB 
was provided from 20 
March to 3 April 2005 

Micropay was updated 
three times and become 
very costly to the PSC. 
The PSC has its own 
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codes. Training and user 
manuals have been 
prepared. All large 
departments received 
training in these matters 
and, as of September 2003 
all departments’ human 
resource data had been 
entered in the HRMIS. 

by a Micropay training 
consultant. The training 
targeted matching 
Micropay standard 
bases, policies, and 
procedures to those in 
Tonga and forecasting 
future developments 
with a view to maximize 
utilization of the 
software. 

database and is trying to 
link to ministries and 
departments.  
 
The PSC now has an in-
built system and has 
started working with other 
ministries and interfacing 
with the Sun System at 
the MOF. 

B3.  Cause all government 
departments to prepare 
and submit to the 
appropriate authority 
annual plans and reports 
in line with the budgetary 
cycle in a standard model 
format. 

See 2.B.2. Submission of annual 
plans and reports is part 
of the key results areas 
in the Performance 
Agreement of the 
HODs. 

For the FY2012 budget, 
submission of AMPs is a 
prerequisite. Budget 
allocations must match 
the projects and activities 
in AMPs.  
 
 

B3.1  (i) The HRMIS is fully 
integrated with the civil 
service payroll system. 

MOH and PMO human 
resource data is integrated 
with the payroll system. 
Other departments will be 
brought on line as they gain 
access to the systems. 
Currently, PMO and MOH 
are on line. Ministry of 
Education and Ministry of 
Agriculture and Forestry 
have been recently 
connected, but do not have 
access to the software. 
Several issues have arisen 
in relation to the operations 
of the payroll, for example, 
the issue of payroll 

Payroll numbers for all 
employees had been 
changed to personal file 
numbers in PSC. A 
backup had been 
established for all 
employees who have 
left the public service 
since 1996 and whose 
personal files were 
deleted from the 
system. The HRMIS is 
now fully integrated with 
the payroll system. 

Payroll is run from MOF 
in the Micropay system 
and the PSC now has its 
own in-built HRMIS and is 
building its HRMIS—as 
mentioned in B2—trying 
to link with other 
ministries and interface 
with the Sun System at 
MOF. 
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numbers and the exclusion 
of some outer island staff 
from the active payroll. A 
payroll review group has 
been established and is 
reviewing input 
mechanisms and 
procedures to improve the 
efficiency of the payroll and 
the relationship to the 
HRMIS. 

B3.2  (ii) HRMIS has the 
capacity for ministries to 
direct access and update 
their human resource 
databases. 

Until the government has 
installed a wide area 
network, direct access to 
the HRMIS by departments 
and ministers will be 
limited. In the interim, it is 
intended that departments 
and ministries will have 
access using PSC, MOF, or 
other computers that are 
online. 

All ministries, except 
Ministry of Marine and 
Ports and Palace 
Office, have access to 
Micropay either by 
means of fiber optics or 
leased lines. PSC is 
improving accuracy of 
data and ensuring full 
coverage of employees. 
It is working to bring in 
Outer Islands 
employees to Micropay. 
The inclusion of 
employees in the island 
of Eua was completed 
in March 2005. 
Inclusion of the rest of 
the four outer islands 
will be completed by 
June 2005. 

Due to the civil unrest of 
2006, connection to 
ministries has been 
discontinued.  
 
Refer to B2 and B3.1.  
 
 

B4.  Secure Cabinet approval 
of model performance 
agreements for HODs 
aimed at raising the level 

Cabinet approved HODs 
performance management 
system with a performance 
agreement (CD 1207; 9 

All HODs have signed 
a Performance 
Agreement with their 
respective ministers. 

Ongoing, but needs to be 
reviewed. 
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of performance 
accountability to be 
formally agreed upon with 
their ministries. 

July 2003) Transition 
arrangements have been 
completed with all HODs 
signing a 12 months 
contract of employment 
(CD 1192; 1 July 2003). A 
draft long-term HODs 
employment contract has 
been prepared and is being 
considered by the CCR. A 
workshop has been held to 
complete a draft 
performance agreement for 
each HOD. A briefing is 
planned for all to familiarize 
ministers with the HODs 
performance agreements. 

Their annual 
performance will be 
assessed against the 
key results areas. 

B5.1  Secure cabinet agreement 
for the implementation of a 
performance remuneration 
policy by (i) approving the 
proposed classifications 
revised job grades and 
basic salary structures for 
implementation. 

Cabinet noted the job 
evaluation system to be 
used to establish internal 
relativities between 
positions. Cabinet 
approved (CD 478; 26 
March 2003) the 
government remuneration 
policy that includes a policy 
to link performance with 
remuneration and a new 
classification system (CD 
519; 2 April and CD 1412; 
19 August 2003). Job 
evaluation of 800 
benchmark posts and the 
slotting of 3,600 other posts 
are completed. HODs 
grading have been 

The classifications and 
merit-based 
remuneration policy 
was approved and are 
now standing policies of 
PSC. The job 
evaluation results 
(reclassifications and 
regrading of all posts in 
the public service) are 
now with the Higher 
Salaries Review 
Committee. 

This was one of the 
contributing factors 
behind the civil service 
strike in 2005 that ended 
with 60%, 70%, and 80% 
salary rises. 
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Primary 

Objectives 

 
Secondary 
Objectives 

 
Policy/Reform Measures 

 
Status at the Time of the 
Second Tranche Release 

(October 2003) 

Status at the Time of 
the Program 

Completion Report 
(April 2005) 

 
Status  

(November 2011) 
completed. Draft grading 
and salary levels have 
been prepared for all 
classifications, grades, and 
“steps.” AusAID will provide 
a short-term consultant to 
advise the Higher Salaries 
Review Committee. 

B5.2  (ii) Approving the 
implementation of a fair, 
transparent, and objective 
employee performance 
review procedure that 
objectively identifies and 
recognizes performances. 

Performance agreement 
systems are approved for 
appraising heads of 
departments performance. 
Draft appraisal process is 
under consultation and will 
be finalized in September 
2003. 

The Guide and the 
Performance 
Assessment Form of 
the Performance 
Appraisal System were 
approved by PSC in 
December 2004. 
Training sessions were 
conducted in December 
2004 and February 
2005 for senior 
employees responsible 
for coordinating 
performance appraisal 
in ministries and 
departments. The 
performance appraisal 
system for the public 
service will be 
implemented on 1 
July 2005. 

Since the 2005 strike, the 
PSC has been cautious. 
A consultant was hired in 
2009 to design a 
performance 
management system that 
is objective, result 
oriented, and linked with 
the corporate objectives 
and budget.  
 
Implementation of the 
performance 
management system is 
deferred until  2012 until 
the current restructuring 
is completed, including 
review of the corporate 
plans and with the PMS 
linked to the objectives of 
the CPs. 

 
3. Economic and Social Impact Monitoring 
A. To improve the 

quality of 
socioeconomic 
data production 
and 

Establish an economic 
and social impact 
monitoring unit (ESIMU) in 
PMO/Central Planning 
Department (CPD). 

Completed 1 August 2002. 
Operations are ongoing. 

 According to interviews 
with MOF staff (MOF is 
now merged with 
Planning), no specific 
monitoring unit was set 
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Primary 

Objectives 

 
Secondary 
Objectives 

 
Policy/Reform Measures 

 
Status at the Time of the 
Second Tranche Release 

(October 2003) 

Status at the Time of 
the Program 

Completion Report 
(April 2005) 

 
Status  

(November 2011) 
dissemination up for the EPSRP at the 

PMO or Central Planning 
Department.  However, 
Central Planning now 
Policy and Planning 
Division of MOF had its 
own data unit that 
provides data and advice 
to the minister and the 
CEC in the new 
government.  
 
The Policy and Planning 
Division also monitors 
some of the social data 
through the MDGs.  

B.  Prepare and submit for 
ADB review detailed 
retrenchment plans. 

Reform team leaders are 
currently reviewing 
voluntary redundancy 
proposal before submission 
to CCR. They discussed 
with project leader and 
offered TA support for this 
activity. Compensation 
strategy for early retirement 
is in progress. 
 

 The recruitment of 100 
teachers for the Ministry 
of Education, Women 
Affairs and Culture is a 
challenge for the PSC in 
terms of reducing public 
service numbers. 
 
The public service 
comprises more than 
3,000 employees and is 
considered overstaffed. 
The PSC will look into 
this in the years to come 
to improve efficiency and 
effectiveness in 
government services. 

C.  Ensure that progress 
reports and assessments 
of the reform program's 

Exit interviews with 
resigned staff. Public 
consultations on all aspects 

 Public consultations have 
been held on the planning 
(SDP 7 and 8) aspects 
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Primary 

Objectives 

 
Secondary 
Objectives 

 
Policy/Reform Measures 

 
Status at the Time of the 
Second Tranche Release 

(October 2003) 

Status at the Time of 
the Program 

Completion Report 
(April 2005) 

 
Status  

(November 2011) 
social and economic 
impacts are disseminated 
within the government and 
to the general public 
through government 
publications and the 
media. 

of EPSRP have taken 
place and consultations 
continue on the tax reform. 
Leaflets have been 
distributed, and radio and 
television programs are 
ongoing. 

and implementation of 
certain components such 
as tax reform, but there 
has not been any 
government publications 
and media releases on 
the social and economic 
impacts of the reform. 
Refer to notes on 3.A. 

Source: Asian Development Bank. 2005. Completion Report: Economic and Public Sector Reform Program in Tonga. Manila (Loan 1904); and study evaluation 
team. 
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STATUS OF COMPLIANCE WITH LOAN COVENANTS 

Covenant Reference in Loan Agreement Status of Compliance 
Loan Agreement 
(LA), Sec. 3.01 

 

The Borrower shall cause the proceeds of the loan to be applied to the 
financing of expenditures on the Program in accordance with the 
provision of the Loan Agreement. 

Complied with 

LA, Sect 4.01(a, b)  
 

The Borrower shall cause the Program to be carried out with due 
diligence and efficiency and in conformity with sound public financial 
management and public service practices. 

Complied with 

 In the carrying out of the Program, the Borrower shall perform, cause to 
be performed, all obligations set forth in Schedule 5 to this Loan 
Agreement. 

Complied with 

LA, Sec. 4.02  
 

The Borrower shall make available, promptly as needed, the funds, 
facilities, services, and other resources which are required, in addition 
to the proceeds of the Loan, for the carrying out of the Program. 

Complied with 

LA, Sec. 4.03  
 

The Borrower shall ensure that the activities of its departments and 
agencies with respect to the carrying out of the Program are conducted 
and coordinated in accordance with sound administrative policies and 
procedures. 

Complied with 

LA, Sec. 4.04(a)  
 

The Borrower shall maintain, or cause to be maintained, records and 
documents adequate to identify the Eligible Items financed out of the 
proceeds of the Loan and to record the progress of the Program.  

Complied with 

(b)  
 

The Borrower shall enable the Bank’s representatives to inspect any 
relevant records and documents referred to in paragraph (a) of this 
Section. 

Complied with 

LA, Sec. 4.05(a)  
 

The Borrower shall furnish, or cause to be furnished, to the Bank all 
such reports and information as the Bank shall reasonably request 
concerning (i) the loan, and the expenditure of the proceeds and 
maintenance of the service thereof; (ii) the goods financed out of the 
proceeds of the Loan, (iii) the Counterpart Funds and the use thereof; 
(iv) the implementation of the Program, including the accomplishment 
of the targets and carrying out of the actions set out in the Policy Matrix; 
(v) financial and economic conditions in the territory of the Borrower 
and the international balance-of-payments position of the Borrower; and 
(vi) any other matters relating to the purpose of the Loan. 

Complied with 
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Covenant Reference in Loan Agreement Status of Compliance 
(b)  

 
Without limiting the generality of the foregoing, the Borrower shall 
furnish, or cause to be furnished, to the Bank quarterly reports on the 
carrying out of the Program and on the accomplishment of the targets 
and carrying out of the actions set out in the Policy Letter. Such reports 
shall be submitted in such form and in such detail and within such 
period as the Bank shall reasonably request, and shall indicate, among 
other things, progress made and problems encountered during the 
quarter under review, steps taken or proposed to be taken to remedy 
these problems, and proposed program of activities and expected 
progress during the following quarter. 

Complied with. 

(c)  
 

Promptly after the closing date for withdrawal from the Loan Account, 
but in any event not later than three (3) months thereafter or such later 
date as may be agreed for this purpose between the Borrower and the 
Bank, the Borrower shall prepare and furnish to the Bank a report, in 
such form and in such detail as the Bank shall reasonably request, on 
the execution of the Program, including its cost, the performance by the 
Borrower of its obligations under this Loan Agreement and the 
accomplishment of the purposes of the Loan. 

Complied with. 
 

LA, Sec. 4.06 (a)  
 

It is the mutual intension of the Borrower and the Bank that no other 
external debt owned a creditor other than the Bank shall have any 
priority over the Loan by way of a lien on the assets of the Borrower. To 
that end, the Borrower undertakes (I) that, except as the Bank may 
otherwise agree, if any lien shall be created on any assets of the 
Borrower as security for any external debt, such lien will ipso facto 
equally and ratably secure the payment of the principle of, and interest 
charge and any other charge on, the Loan; and (ii) that the Borrower, in 
creating or permitting the creation of any such lien, will make express 
provision to that effect. 

Complied with 

(b) 
 

The provision of paragraph (a) of this Section shall not apply to (i) any 
lien created on property, at the time of purchase thereof, solely as 
security for payment of the purchase price of such property; or (ii) any 
lien arising in the ordinary course of banking transactions and securing 
a debt maturing not more than one year after its date. 

Complied with 

(c)  
 

The term “assets of the Borrower” as used in paragraph (a) of this 
Section includes assets of any subdivision or any agency of the 

Complied with 
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Covenant Reference in Loan Agreement Status of Compliance 
Borrower and assets of any agency of any such political subdivision, 
including the National Reserve Bank of Tonga and other institution 
performing the functions of a central bank for the Borrower. 

LA, Schedule 5, I 
(a) 

 

The Borrower’s Ministry of Finance, in its capacity as Program 
Executing Agency, shall be responsible for the overall implementation 
of the Program. 

Complied with 

(b)  
 

The Program Executing Agency shall establish a fiscal reform team 
composed of five senior government officials.  

Complied with 

(c)  
 

The Establishment Office in the Prime Minister’s Office shall establish 
and lead a public sector reform team, which shall be responsible for the 
coordination and implementation of the reform activities. 

Complied with 

(e)  
 

The secretariat shall coordinate program implementation on a day-to-
day basis, working with the fiscal reform team of the Ministry of Finance 
and the public service reform team of the Prime Minister’s Office, as the 
case may require. The two reform teams shall report monthly to the 
Cabinet through the secretariat and the Cabinet committee. 

Complied with 

LA, Schedule 5, II 
(a) 

 

The Borrower shall ensure that the policies adopted and actions taken 
as outlined in the Policy Matrix and as more fully described in the Policy 
Letter prior to the date of this Loan Agreement shall continue in effect 
for the duration of the program period. 

Complied with 

(b)  
 

The Borrower shall promptly adopt the other policies and take the other 
actions included in the Program, as specified in the Policy Matrix, and 
shall ensure that such policies and actions continue in effect for the 
duration of the program period. 

Complied with 

LA, Schedule 5, III  
 

Subject to paragraph (c) below, the Borrower shall ensure that the 
Counterpart Funds are used to finance the local currency costs incurred 
by the Borrower in implementing the structural adjustments required 
under the Program. 

Complied with 

(a) Immediately after the Effective Date, the Borrower shall establish, in a 
manner satisfactory to the Bank, a Special Account at the National 
Reserve Bank of Tonga for the specific purpose of depositing and 
utilizing at least twenty percent (20%) of the Counterpart Funds. 

Complied with 

(b) Whenever the Borrower withdraws proceeds of the Loan from the Loan 
Account, the Borrower shall promptly deposit into the Special Account 
the pa’anga amounts equivalent to at least twenty percent (20%) of the 

Complied with 



 

 

A
ppe

ndix 3
 

47 

Covenant Reference in Loan Agreement Status of Compliance 
amount of the proceeds so withdrawn. 

(c) Except as the Bank may otherwise agree, the Counterpart Funds so 
deposited into the Special Account shall be utilized to meet the 
expenditures to be incurred in mitigating the impact of public sector 
reform. The mitigation costs may include, but are not limited to, the cost 
of severance and pension benefits (including transfer value), paid to 
public servants rendered redundant as a result of reform. Severance 
benefits may include cash payments in recognition of past service, 
training allowances, relocation allowances and counseling costs. 

Complied with 

(d) Separate accounts and records in respect of the Special Account shall 
be maintained in accordance with consistently maintained sound 
accounting principles and shall be audited annually by independent 
auditors acceptable to the Bank in accordance with sound auditing 
standards. Certified copies of such audited accounts and records shall 
be furnished to the Bank promptly after their preparation, but in any 
event not later than six (6) months after the close of the fiscal year to 
which they relate, or not later than six (6) months after the date of the 
closing of the Loan Account, as the case may be. 

Complied with 

LA, Schedule 5, IV 
(a) 

 

The Borrower shall ensure that women are adequately represented on 
committees, task forces, and other public bodies dealing with the 
building of a performance-based public service under the Program. 

Complied with 

(b)  
 

The Borrower shall ensure that private sector and civil society groups 
are adequately involved in implementing Program reforms through 
membership in task forces and committees dealing with reform issues. 

Complied with 

Sources: ADB. 2005. Completion Report: Economic and Public Sector Reform Program in Tonga. Manila (Loan 1904); and study evaluation team. 
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