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A. Background 
 
1. Tonga is a small open economy that has been experiencing sluggish economic growth 
and deteriorating fiscal and external balances. Gross domestic product (GDP) continued to 
contract in FY2009/10 (year ending June) as the impact of global economic crisis tightened and 
tourism and remittances inflows declined with the weak global economy, particularly in the 
United States, Australia, and New Zealand—Tonga’s main trading partners and sources of 
remittances and tourist activity. The International Monetary Fund (IMF) estimated GDP growth 
for Tonga to rebound to 1.25% in FY2010/11 on the back of stronger tourism activity and an 
expansionary fiscal policy financed by donor aid and previously contracted loans. Limited 
private sector development, geographical isolation, and high public debt are considered key 
constraints to faster growth.1

 
 

2. Since 1998, the Government of Tonga and ADB had been in discussion over a public 
sector reform program. Sluggish economic growth, rising employment pressure, deteriorating 
fiscal and external positions, and the eroded Tonga Trust Fund2

 

 further convinced the 
government of the need for reform. During the program preparation stage in 2001, real GDP 
growth rate at 2000/01 prices fell substantially from approximately 6% in 1999/2000 to less than 
2% in 2000/01. While government revenue and grants as a percentage of GDP remained 
stable, total expenditure grew at a quicker pace. As a result, budgetary performance 
deteriorated markedly. The fiscal deficit rose from 0.2% of GDP in 1999/2000 to 2.6% in 
2001/02. The share of wages and salaries reached 57% of government operating costs. The 
balance of trade, services, and income all worsened, requiring balance-of-payments support 
(footnote 1).  

3. The program was consistent with the Tongan Government’s 7th Strategic Development 
Plan (SDP7)3

                                                
1  IMF. 2011. Tonga-2011 Article IV Consultation-Staff Report. Available: 

http://www.imf.org/external/pubs/ft/scr/2011/cr11110.pdf. 

 which specified an efficient and well-structured government sector, stable 
macroeconomic environment, and a conducive environment for the private sector as key policy 
objectives. The 2009 National Strategic Planning Framework for the Government of Tonga, 
which replaced the SDPs, provides a long-term strategic approach. It identified the need to 
support private sector growth through better engagement with the government as one of the 
primary outcome objectives. It also indicated the need for improved effectiveness of revenue 

2 An off-budget fund established in 1988 to hold proceeds from the sale of passports to Tonga-protected persons. 
The resources were intended 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 US$37 million. The fund 
declined to US$3 million at end-June 2002. 
3  Government of Tonga. 2000. Seventh Strategic Development Plan (SDP7) 2001-2004. Nuku’alofa. 
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collection as one of its enabling themes.4

 

 Thus, the program remains consistent with the current 
strategies and programs of Tonga. 

4. ADB’s strategy for Tonga during the time of the program’s approval was based on its 
Pacific Strategy for the New Millennium5 which focused on five broad strategic objectives: (i) 
continuing support for economic, governance, and public sector reform; (ii) promoting private 
sector development; (iii) promoting a more active role of 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’s country partnership 
strategy for Tonga for the period 2007–20126 and the Pacific Approach for 2010–2014.7

 
 

5. The program was ADB’s 15th loan to Tonga since Tonga joined ADB in 1972, with only 
one loan approved in the area of public sector management. The loan was approved on 28 May 
2002 in the amount of SDR8,020,000 ($10 million equivalent). Two technical assistance (TA) 
grants were provided to formulate the program and support its implementation. A $650,000 TA 
was approved to advise the government on the design of the program to enhance private sector-
led economic growth.8 On the other hand, a $700,000 TA was also approved to support public 
service reform and build a performance-oriented public service.9

 

 The program was also prepared 
through a consultation mission followed by loan fact-finding and a pre-appraisal mission. The 
executing agency was the Ministry of Finance. The project was implemented during June 2002 
to December 2003.  

 
B. Program Objective and Scope at Appraisal 
 
6. The intended impact of the program was to assist in achieving a sustained and equitable 
rise in living standards of all Tongans through macroeconomic stability and private sector-led 
economic growth. Two impact indicators/targets at appraisal were: (i) economic growth rate 
exceeding 3% by FY2004; and (ii) annual inflation rate falling below 5% by FY2004.  
 
7. As originally conceived at appraisal, there were two intended outcomes of the program: 
(ii) achieving a sustainable fiscal balance; and (ii) providing improved public services to the 
private sector and the general public. Two outcome indicators/targets were: (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. 
 
8. The program focused on two areas of reform—fiscal reform and public service reform. 
The fiscal reform program consisted of three components: (i) strengthening public expenditure 
management, (ii) enhancing revenue generation, and (iii) improving the efficiency and 
effectiveness of the use of public resources by public sector enterprises. On the other hand, the 
components of the public service reform program were: (i) establishing the institutional 
framework for a performance-based public service, and (ii) promoting efficient and effective 
performance management. 
 

                                                
4  Government of Tonga. 2009. National Strategic Planning Framework . Nuku'alofa. 
5  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 also for the other Pacific DMCs. 
6  ADB. 2007. Tonga: Country Partnership Strategy (2007–2012). Manila. 
7  ADB.2009. ADB’s Pacific Approach 2010–2014. Manila. 
8  ADB. 2001. Technical Assistance to the Kingdom of Tonga for Advising on the Economic and Public Sector Reform 

Program. Manila. 
9 ADB. 2002. Technical Assistance to the Kingdom of Tonga for Building a Performance-Based Public Service. 

Manila. 
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C. Major Findings and Recommendations of the Program Completion Report (PCR) 
 
9. The PCR rated the program partly successful overall, based on a review of its relevance, 
effectiveness, efficiency, and sustainability.  
 
10. The program was assessed relevant. According to the PCR, its rationale and design 
were fully consistent with the ADB’s and the government’s development strategies, all of which 
stressed sound economic management, good governance, and private sector development as 
top priorities. The design of the fiscal reform was rated relevant for ensuring financial discipline, 
restraining public expenditure, increasing revenue, and reducing the budget drain by the public 
enterprises. The design of the public service reform program was also deemed relevant for 
laying down a foundation for an efficient and effective civil service. 
However, the program was rated less effective (or less efficacious). The achievement of most of 
the performance targets for the intended outputs did not lead to the achievement of a 
sustainable fiscal balance and improved public service delivery to the private sector and the 
general public which were the two objectives of the program. 
 
11. The program was efficient in achieving its outcome and outputs. Tranche conditions 
were met as scheduled. ADB missions went to the field on a quarterly basis to continue policy 
dialogue with the government and ensure timely program implementation. Laws to regulate 
financial management, tax administration, and public service were enacted. The public service 
commission was established and is in full operation. ADB loan proceeds helped to support the 
balance-of-payments. 
 
12. The program was rated less likely to be sustainable since the underlying problems of the 
fiscal deficit and public service were not adequately addressed. Strengthening expenditure 
management is important, but public expenditure is difficult to control. Although much of the 
revenue went to wages and salaries, the remuneration of government officials was still low. The 
liabilities of the government to its trade activities and public enterprises were also likely to 
remain large in the medium to long term. The program was considered institutionally driven. 
Many institutions were created which introduced new ideas, values, and principles into the 
public service, which, if implemented well, will contribute to the change in mind-set and work 
practices. However, the PCR noted that if enforcement is not sound, these may produce little 
impact.  
 
13. The PCR did not rate program impact. However, it indicated that despite the fact that 
program’s impacts were not monitored, it can be argued that the program benefited Tongans 
politically, socially, and economically through its support to the balance-of-payments.  
  
14. The PCR drew the following lessons: (i) the complexity and long-term process of the 
economic and public sector reform need to be recognized; (ii) careful country analysis and 
diagnosis of issues are essential to identify and prioritize ADB interventions and designing 
programs; (iii) program lending modality has limitations in its ability to bring about structural 
changes; and (iv) downsizing of the public service and restructuring of public enterprises are 
more likely to succeed in a favorable macroeconomic environment, where the government has 
financial strength and alternative employment opportunities are available.  
 
 
D. Key Issues of Concern for Independent Evaluation Mission  
 
15. The proposed PPER aims to identify lessons and recommendations for future ADB 
assistance, especially in public sector reforms in Tonga. It will assess various aspects of 
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program formulation, design, implementation and sustainability, as well as its impact, to the 
extent possible. The proposed PPER will review the PCR’s findings and recommendations and 
assess the program’s relevance, effectiveness and efficiency in achieving outputs and 
outcomes, and sustainability of outcomes and impact. The proposed PPER will also verify key 
learnings for ADB operations, including identification of issues. 
 
16. The PPER will focus on the following major issues: (i) progress made on the tax reform 
and revenue administration, including debt management; (ii) progress made in improving 
performance of public sector enterprises, including privatization and corporatization efforts; and 
(iii) civil service reforms. 
 
 
E. PPER Approach and Schedule 
 
17. The assigned team leader (F. De Guzman) has reviewed the pertinent program files 
from which discussion on issues associated with the program's formulation and implementation 
was based. The meeting notes from the Tonga mission on 25–30 March 2011 as part of the 
special evaluation study on ADB’s Support for Good Governance in the Pacific DMCs will also 
be utilized. It is proposed that the contract for the consulting services of a national consultant be 
extended from 30 August 2011 to 30 November 2011 which will cover 24 working days on an 
intermittent basis.  
 
18. The following schedule is proposed:   
  

Milestone Target Date 
Approval of evaluation approach paper 16 August 2011 
Draft PPER for internal review IV September 2011 
Draft PPER for interdepartmental review II October 2011 
Draft to Editor I November 2011 
Submission to Director, IED2 III November 2011 
Submission to Director General, IED II December 2011 

 
19. The PPER will be available to the public after the approval by the Director-General, IED. 
The report will be uploaded on ADB external and internal websites and will provide inputs to 
ADB’s evaluation information system.  
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