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EXECUTIVE SUMMARY 
 
 
Development Context Tonga has made progress toward the Millennium Development 

Goals, but slow domestic economic growth has limited expansion 
of employment opportunities and prevented significant poverty 
reduction. The Government of Tonga (the Government) has 
recently had to address increasing demands for political reform, a 
major threat to macroeconomic stability arising from large public 
service wage increases, and the serious economic and social 
consequences of urban riots that destroyed part of the capital’s 
central business district. 
 

Government 
Development Strategy 

The long-term development vision of Tonga, outlined in the Eighth 
Strategic Development Plan (SDP-8), is to create a society in 
which all Tongans enjoy higher living standards and a better 
quality of life. Goals of the medium-term development strategy 
are: (i) a better governance environment, (ii) macroeconomic 
stability, (iii) sustained private sector-led economic growth, (iv) 
equitable distribution of the benefits of growth, (v) improved 
education standards, (vi) improved health standards, (vii) 
environmental sustainability and disaster risk reduction, and (viii) 
maintenance of social cohesion and cultural identity. Since the 
2006 riot, the Government has given priority to ensuring social 
stability through maintenance of law and order, promoting 
productive sector development, and investing in urban 
infrastructure. 
 

Asian Development Bank 
(ADB) Development 
Strategy 

ADB’s strategy for Tonga will align with and support 
implementation of SDP-8 by focusing on poverty reduction, with 
three intervention pillars: (i) providing infrastructure for the poor 
through urban development; (ii) financing of pro-poor policies, 
through effective and prudent macroeconomic and fiscal 
management; and (iii) private sector development. Country 
partnership strategy (CPS) outcomes are: (i) improved social 
services delivery in urban areas, (ii) improved fiscal governance, 
and (iii) an improved private sector-enabling environment.  
 

Priority Sectors and 
Themes 

(i) multi-sector (urban development); (ii) financial governance and 
promoting macro-economic stability; and (iii) private sector 
development. 
 

Financing Envelope $21.3 million 
  
  



 ii 

Partnership 
Arrangements 

Preparation of the CPS has been closely coordinated with the 
formulation of country strategies by the Australian Agency for 
International Development (AusAID) and the New Zealand 
Agency for International Development (NZAID). AusAID, NZAID 
and the World Bank were involved in the CPS Formulation 
Mission. A draft declaration between the Government and 
development partners has been formulated to harness the 
principles of the Paris Declaration on Aid Effectiveness at country 
level. 
 

Risks and Mitigating 
Actions 

The major risks during the CPS period are political and social 
instability, macroeconomic instability, lack of political commitment 
to the implementation of economic and public sector reforms and 
lack of commitment from the public administrators involved. Civil 
society needs to be closely involved in CPS implementation. 
Political and social developments will be closely monitored, and a 
macroeconomic assessment given in the Pacific Islands 
Economic Report for Tonga will provide the basis for ongoing 
monitoring of public financial management risks, including debt 
sustainability issues and balance of payments risks. The CPS 
explicitly acknowledges that technical assistance is essential to 
building both the ownership of economic and public sector reforms 
and the capacity to implement these reforms, and to easing the 
specific and severe capacity constraints in urban planning and 
management.  
 

 
 
 



 

 

I. DEVELOPMENT CONTEXT: CURRENT TRENDS, ISSUES, AND CONSTRAINTS 
 
1. Tonga has made progress in achieving many of the Millennium Development Goals. It 
has a high literacy rate as well as high primary and secondary school enrollment ratios. Health 
indicators have improved steadily and access to safe water and sanitation is widespread, 
although access does not extend to urban squatter settlements established as a result of rural-
urban migration. General economic and social progress reflects the combined impact of the 
subsistence economy, consistently high levels of public expenditure on health and education, 
and support for consumption and investment from remittance and aid flows. 
 
2. Past assessments of Tonga’s growth potential have pointed to the constraints imposed 
by (i) the country’s small size, with a land area of just 750 square kilometers (km2) and 
population of 101,134; (ii) geographic fragmentation and resultant high internal transport costs 
(Tonga is composed of 170 islands spread over an ocean area of 360,000 km2); and (iii) 
remoteness from major markets (Tonga is located in the mid-Pacific, just west of the 
international dateline). Tonga’s small size and isolation are two factors underlying weak country 
performance.1 Commercial production and exports are dominated by a few primary products 
(squash, fish and vanilla), making the economy vulnerable to changes in export markets and 
supply conditions, while consumption and investment needs are met largely by imports. Imports 
of goods and services are above 60% of gross domestic product (GDP), three times the recent 
ratio for the exports of goods and services. At the same time, Tonga has a number of offsetting 
advantages, including (i) fertile land; (ii) extensive marine resources, including an exclusive 
economic zone of some 700,000 km2; (iii) a relatively well-educated and English-speaking 
workforce; and (iv) until recently, law and order and political stability, although these have been 
thrown into question following the political developments and civil unrest in 2006.2 In addition, 
the large emigrant population maintains close relations with families in Tonga and possesses 
savings, know-how, market connections and entrepreneurial talent that could be tapped. 
 
3. Population growth within Nuku'alofa, Tonga's capital and largest urban area, is due 
primarily to urban drift and has intensified the demand for land, leading to unplanned and 
uncontrolled development. The growth of Nuku'alofa is constrained by both its geography and 
the absence of land development procedures. Consequently, most of the recent land 
development has been in un-drained wetland areas to the east and west of the primary urban 
area, to accommodate immigrants from Tonga's outer islands. The basic infrastructure within 
Nuku'alofa, such as roads and drainage, is no longer able to adequately service the growing 
urban population. 
 
4. Macroeconomic stability was under threat on occasion during the 1990s and early this 
century. Fiscal and monetary expansions, fuelled by civil service wage rises and private sector 
credit growth, respectively, have placed pressure on the balance of payments, and restoration of 
aggregate fiscal discipline has involved control of non-wage expenditure, which in turn has 
constrained the efficiency and effectiveness of public administration and implementation of aid-
funded projects. 
 
5. More recently,  the Government of the Kingdom of Tonga (the Government) has had to 
address (i) increasing demands for political reform; (ii) a major threat to macroeconomic stability 
arising from large public service wage rises granted after a civil service strike from July to 

                                                 
1  ADB. 2007. Achieving Development Effectiveness in Weakly Performing Countries. Manila. 
2 ADB. 2002. Tonga. Natural Resource Use and Sustainable Socioeconomic Development. Pacific Islands Studies 

Series. Manila. 
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September 2005; (iii) growing community concerns over a range of social problems; (iv) the 
death of the King,3 and (v) the serious economic and social consequences of urban riots on 16 
November 2006, which destroyed part of the capital’s central business district (CBD). The 
Government recognizes that economic deterioration in recent years has given rise to high 
unemployment (particularly among youth), a rural-urban drift towards the main island of 
Tongatapu, increasing petty crime, substance abuse, a high incidence of teenage pregnancy, 
and a rapid increase in lifestyle diseases (e.g., obesity and diabetes). The Government’s 
capacity to meet these challenges is limited by its relatively meager resources, which is another 
factor underlying weak country performance.  
 
6. While Tonga does not meet the specific criteria established for a weakly performing 
country (WPC) under Asian Development Bank’s (ADB) policy for achieving development 
effectiveness in WPCs,4 it is nevertheless highly vulnerable to factors that have been 
acknowledged to underlie weak performance. Tonga’s small size and geographic isolation 
contribute to a high-cost investment environment. The country suffers from capacity constraints 
that are exacerbated by difficulties in retaining skilled workers and generating appropriate 
competency and performance among workers. This is due in part to political and social 
pressures in Tongan society, and the longstanding reliance on patronage and family 
associations for career progression. Further social pressures may emerge as a consequence of 
the fiscal moratorium on capital and service expenditures introduced following the civil service 
strike of 2005, which will impact educational and employment opportunities and the delivery of 
basic social services. Finally, Tonga is vulnerable to changes in the flow of aid assistance, 
particularly as development partners seek to identify the best means to promote political 
stability, harmonize development outcomes, and pursue opportunities to implement programs 
effectively. The Government’s resources are primarily directed to financing civil service salaries, 
leaving much of the financing of pro-poor objectives dependent on continuing aid assistance.  
 
A. Political Environment 
 
7. The political system consists of a hereditary constitutional monarchy with a unicameral 
legislative assembly that is composed of 15 ex officio cabinet members, 9 representatives of 33 
hereditary nobles, and 9 representatives elected by universal suffrage for 3-year terms. Civil 
society pressures for political reform intensified during the 2005 civil service strike. The first 
commoner was appointed prime minister in March 2006 and the National Committee of the 
Kingdom of Tonga on Political Reform (NCPR) was created to review the constitution and 
political system. The NCPR’s recommendations on a road map for democratic reforms were 
presented to the Government in September 2006. These called for increased representation of 
the people in the legislative assembly and a national referendum on key issues. Reacting to a 
rumored cabinet rejection of the NCPR recommendations, a pro-democracy demonstration 
resulted in violence on 16 November 2006 that involved the burning and looting of businesses in 
the capital, Nuku’alofa, and the loss of life. Social capital has been diminished as a result, with a 
breakdown in mutual trust within civil society organizations and the general population.5 
Government statements on the reconstruction and recovery effort now underway have stressed 
the need for reconciliation and pursuit of political reforms.  
 
 
 
                                                 
3   His Majesty King Taufa'ahau Tupou IV passed away on 10 September 2006. 
4   ADB. 2007. Achieving Development Effectiveness in Weakly Performing Countries. Manila. 
5 Physical and social disruption linked to violent conflict is a factor underlying weak country performance (cf. Achieving 

Development Effectiveness in Weakly Performing Countries, p. 2). 
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B. Macroeconomic Management Issues 
 

1. Macroeconomics 
 
8. Annual GDP growth during 1986–1996 averaged 2.1%. Over the period 
FY1996−FY2006, growth ranged between 1.4% and 5.2% (Appendix 1, Table A1.2) and 
averaged 2.5%, but was well below the Government’s growth target of a little over 5% given in 
Strategic Development Plan 7, 2001–2004 and below the modest 3% target established in the 
Economic and Public Sector Reform Program6 (EPSRP) that began in 2002. The key driver of 
growth for most of FY1996–FY2006 was commerce, restaurants and hotels, reflecting relatively 
high levels of remittances, bank lending and expenditures by visitors. The construction, finance 
and business services and public administration sectors made positive contributions to growth, 
whereas agriculture and fisheries declined because of falling production and weakening 
international prices. The economy is expected to contract by about 3.5% in FY2007 because of 
a 20% contraction in public service employment at the beginning of the fiscal year and a 
weakening of commerce, restaurants and hotels following the November 2006 urban riots. 
 
9. Slow growth was accompanied by variable, relatively high inflation, which ranged 
between 2.7% and 13.9% from FY1998 to FY2006, and averaged 7.3%. Increases in inflation 
from FY2000 to FY2004 were driven by a rise in import prices, particularly of fuel, while in FY2005 
and FY2006, high local food prices (resulting from adverse weather) and public service wage 
increases were the major factors. Inflation dropped to 3.9% in the first quarter of 2007, although 
upward pressures have developed subsequently. 
 
10. In the external accounts, a narrow export base showed little diversification or sustained 
expansion, while imports grew steadily. The trade deficit has been offset by remittances, but the 
current account remained in deficit for most of FY1998−FY2006, with a particularly marked rise in 
FY2006 as a result of a decline in remittances and growth in imports fuelled by the public service 
wage increase. Despite continued official net capital inflows, the level of official foreign exchange 
reserves after FY1999 provided less than the targeted 3–4 months of import cover. The offshore re-
financing of the debt of a large utility company, the Shoreline Group, and receipt of funds from 
an ADB loan reversed this trend in FY2004. Official reserves were above 4.3 months of imports 
for most of 2006 and into early 2007 as remittance flows increased to typical levels.  
 
11. The rebuilding of official reserves after FY2004 helped stabilize the exchange rate of the 
pa’anga, which in nominal effective terms had depreciated 36% between FY1998 and FY2004.7 
The nominal effective exchange rate was steady in FY2005 and FY2006 and remained relatively 
stable against the US dollar into FY2007. However, Tonga’s real effective exchange rate 
appreciated by 17% between FY2003 and FY2006, reflecting a loss in Tonga’s international 
competitiveness. 
 
12. The money supply increased at an average rate of 14.9% per year over FY1998 to 
FY2006, while commercial bank minimum prime lending rates remained in the range of 9.0% to 
9.5%, and weighted average rates on term and savings deposits ranged from 4.2% to 5.8%. The 
offshore refinancing of the electricity company’s debt generated a substantial expansion in 
                                                 
6 ADB. 2002. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

Kingdom of Tonga for the Economic and Public Sector Reform Program. Manila (L1904-TON [SF], approved for 
SDR 8,020,000 in May). 

7 The value of the pa’anga is based on a weighted basket of currencies, including the United States, Australian, and 
New Zealand dollars and the Japanese yen. The National Reserve Bank of Tonga is allowed to adjust its value 
relative to the basket by up to 5% per month. 
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domestic liquidity in FY2004, with a consequent 42.3% expansion in lending to the private sector 
between June 2004 and August 2005. This rapid credit growth and the public service wage 
increase granted in September 2005 threatened to create balance of payments pressures that 
could potentially have undermined exchange rate stability. In January 2006, the National Reserve 
Bank of Tonga (NRBT) imposed credit ceilings on commercial banks, and in March 2006, 
reintroduced NRBT notes as a market-based policy instrument, though NRBT’s ability to engage in 
open market operations was for some time constrained by a weak balance sheet.8 Additionally, 
exchange controls were tightened following the events of 16 November. By December 2006, 
private sector credit and broad money growth had slowed to 5.7% and 5.2%, respectively, and in 
February 2007, the credit ceilings were lifted in order to facilitate lending for business recovery 
and reconstruction. NRBT also reduced Reserve Requirement to inject liquidity into the banking 
system to assist with lending for business recovery. 
 
13. For many years Tonga followed an inward-looking approach to economic management, 
the chief demonstration of which was provided by the Government’s heavy reliance on trade 
taxes, notably import duties. The move to an outward-looking approach to economic 
management initially focused on trade reform. Motivated by an interest in expanding trade 
opportunities and better integration with the global economy, Tonga sought accession to the 
World Trade Organization (WTO) in the mid-1990s. Tonga signed bilateral market access 
agreements with various states, including Australia, Canada, the European Union (EU), Japan, 
New Zealand and Panama. Extensive work was done on multilateral rules, including issues of 
tax reform, tariffs, business licensing, intellectual property, sanitary and phytosanitary 
regulations and technical barriers to trade. Accession to the WTO was achieved in December 
2005, making Tonga the fourth Pacific island nation to achieve this milestone (following Fiji 
Islands, Papua New Guinea and Solomon Islands). Tonga ratified its accession package to the 
WTO on 27 June 2007, becoming its 151st member.  
 
14. The economy is expected to begin a slow recovery in FY2008 as rebuilding of the CBD 
gets underway and some restoration of business and consumer confidence occurs. However, 
further contraction in the agriculture and fisheries and commerce, hotels and restaurants sectors 
is anticipated, and real GDP is forecast to rise by less than 1.0%. Upward pressure on the 
inflation rate is expected to the extent that the public service wage increase feeds into the 
private sector. Post-riot supply shortages temporarily affected prices of locally-produced goods 
and services and imported prices rose as a result of the strengthening of the Australian and New 
Zealand dollars. 
 
15. A sustained acceleration in growth is needed to make significant inroads into 
unemployment and poverty. Tonga’s human development index (HDI) score (0.815 in 2006) 
places it 55th out of 177 countries, and within the “high” category with respect to human 
development, but this reflects relatively high levels of life expectancy and educational 
achievement, rather than strong growth performance (see Appendix 1, Table A1.3). Tonga’s 
GDP per capita (in purchasing power parity terms) is only 30% of the average for the high 
human development group. 
 

                                                 
8 The NRBT has two main instruments of monetary management: credit ceilings and reserve requirements. Reviews 

by the International Monetary Fund have highlighted the weaknesses of these instruments and recommended that 
the central bank be recapitalized to improve its capacity to undertake open market operations. Amendments to the 
NRBT Act to provide for, among other measures, a doubling of its capital and improved profit transfer rules, were 
readied for submission to Parliament in 2005 and were passed in August 2007. 
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2. Fiscal Management Issues 
 
16. After four years of increasing deficits, the government budget moved into surplus in 
FY2004 and FY2005, largely because of a reduction in capital expenditure and the effect of a 
hiring freeze on the public service wages bill. The strategic allocation of the budget improved as 
a result of a reduction in wages as a share of total expenditure. 
 
17. These fiscal improvements were put at risk by a 6-week public service strike in July–
September 2005 and the subsequent decision to award pay increases of 60%, 70% and 80% to 
specific categories of civil servants. The increases were to be paid in two tranches, 60% 
effective from 1 July 2005 and the remaining 40% effective from 1 July 2006, backdated to 1 
July 2005. About one-third of the amount needed for the first tranche was covered by existing 
budget appropriations. The rest was covered by canceling capital and program expenditures, 
freezing public service vacancies that existed on 1 July 2005, implementing a range of other 
expenditure-saving measures, and drawing down the contingency fund. However, a major fiscal 
problem loomed for FY2007, when the postponed second tranche of the salary increases had to 
be paid, and the full salary increases borne. This prospect forced the initiation of a civil service 
restructuring and downsizing exercise in the latter half of FY2006, which culminated in 815 
voluntary redundancies, or an 18.5% reduction in the public service workforce. The FY2006 
budget deficit was estimated to have increased to 6.1% of GDP (inclusive of redundancy 
payouts), and was financed by depleting the Government’s cash and loan reserves. 
 
18. Fiscal pressures increased after November 2006 because of the need to support 
economic recovery and reconstruction of the capital. November’s riots damaged both 
infrastructure and many businesses that were uninsured against civil unrest. Reconstruction 
costs will probably exceed $50 million, and reestablishing businesses and confidence in the 
sector will be a medium-term exercise. The Government’s response to the November 2006 
urban riots has been to (i) reaffirm the broad relevance of the goals and strategies presented in 
Strategic Development Plan Eight, 2006/07–2008/09 (SDP-8); (ii) give short-term priority to 
ensuring social stability through maintenance of law and order, promoting productive sector 
development and investing in urban infrastructure in order to support business reconstruction 
and public service delivery; while (iii) not weakening the foundations of macroeconomic stability 
and environmental sustainability and disaster risk reduction  (see Section II).  
 

3. Debt Sustainability Assessment (DSA)9 
 
19. Gross government debt (at book value) has been within the range of 50–55% of GDP for 
most of the period since the late 1980s, peaking at 63% of GDP in FY2003 and dropping to 
about 55% of GDP in FY2006–FY2007, of which 86% was external debt. Government’s 
contingent liabilities add another 10% of GDP to this gross debt figure. The level of debt has 
become a concern, because of the loss of Tonga Trust Fund assets (equivalent to about one 
quarter of GDP) during FY2001 through poor management, turning a comfortable net debt 
position into an at-risk position. Much of the debt is concessional, so that the net present value 
of net debt (exclusive of contingent liabilities) is about 35% of GDP, but this is still high enough 
to warrant an investigation of debt sustainability.  
 

                                                 
9 This sub-section is based on the following reports: (i) ADB. May 2007. Draft Pacific Island Economic Report for 

Tonga. Manila; (ii) Tonga: 2007 Article IV Consultation Discussions, International Monetary Fund, April 2007; (iii) 
World Bank and International Monetary Fund. June 2006. Tonga: Joint Bank-Fund Debt Sustainability Analysis. 
Available: http://siteresources.worldbank.org/INTDEBTDEPT/Resources/DSAFY06Tonga.pdf.  
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20. The assessment of debt sustainability given in the draft Pacific Islands Economic Report 
(PIER) for Tonga presents several scenarios for the evolution of the country’s debt position in 
2006─2018, concluding that (i) even under the most favorable scenario, debt levels and 
servicing costs are high when compared to GDP and the export of goods and services, although 
not when compared to revenue;10 (ii) the sustainability of the debt position depends on whether 
additional debt is used to fund much-needed investment in productive infrastructure rather than 
to fund, for example, public service wage rises and/or the public repurchase of the power assets 
of the Shoreline Group; and (iii) that Government should consequently exercise caution in taking 
on additional debt and seek to strengthen its fiscal position through continuing its good revenue-
raising performance, public service wage restraint and public enterprise reform. The latter 
conclusion is supported by the 2006 Tonga: Joint Bank-Fund Debt Sustainability Analysis 
prepared by the International Monetary Fund (IMF) and World Bank and by the IMF Article IV 
Mission in April 2007. In subsequent discussions between ADB’s country team and the IMF 
Mission, it was agreed that new debt should be highly selective and concessional, and address 
the binding constraints for growth.11 New external debt—including that under negotiation with 
People’s Republic of China (PRC) for the reconstruction of the CBD—is likely to be contracted 
on a concessionary basis. However, the borrowing for reconstruction will significantly increase 
the overall debt stock and raise the debt servicing burden. 
 
C. Poverty and Limited Employment Opportunities 
 
21. Although demonstrating weak economic performance similar to that of WPCs, Tonga has 
surpassed many of its Pacific neighbors in terms of making significant progress toward 
achievement of the Millennium Development Goals (Appendix 1). It has a high literacy rate and 
high primary and secondary school enrolment ratios. Health indicators have been steadily 
improving, but there is a rapid increase in lifestyle diseases. Available data suggest that access 
to safe water and sanitation is widespread. There are, however, signs of rising unemployment 
and a rural-urban drift to the main island of Tongatapu and the capital Nuku’alofa, where 
migrants often live in makeshift housing that lacks water and sanitation facilities and is prone to 
flooding. Efforts need to be strengthened to ensure that all parts of the population have access 
to essential basic social services and quality education.  
 
22. The recent Nuku’alofa socioeconomic survey undertaken through technical assistance 
(TA) associated with the Tonga Integrated Urban Development Sector Project12 revealed that 
22% of households migrated into Nuku’alofa from other areas in the last 10 years, with 11.6% 
migrating within the last 2 years. Population growth has intensified the demand for land, and 
entitlements to land as guaranteed under the Land Act (1988) can no longer be fulfilled. During 
the 5-year period to 2000, a 10% decline in town allotment registration for Tongatapu suggested 
that pressure for space in Tonga’s main commercial center is compounding the issue of limited 
land availability. The basic urban infrastructure can no longer adequately service Nuku'alofa's 
residents. 
 
                                                 
10 The thresholds are those used in the World Bank’s 2005 Country Policy and Institutional Assessment and include 

(i) net present value of debt (a) to GDP (30%), (b) to exports (100%), and (c) to revenue (200%); and (ii) debt 
servicing costs (a) to exports (15%) and (b) to revenue (25%). 

11 The concluding Statement of the IMF Mission mentions in this regard: “The Tongan government is currently in 
discussions with the Chinese authorities on a possible loan of as much as US$50 million to help in the 
reconstruction of Nuku'alofa, at terms that are notionally concessional. However, the resulting large debt does not 
appear to be consistent with the maintenance of Tonga's fiscal and external sustainability, while the loan's currency 
denomination may be exposing Tonga to significant foreign exchange risks.”  

12 ADB. 2005. Technical Assistance to the Kingdom of Tonga for Preparing the Tonga Integrated Urban Development 
Project (TA4648-TON). Manila. 
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23. Slow domestic economic growth will limit opportunities for employment expansion to the 
unemployed and the 700 new entrants to the labor force each year.13 Unemployment was last 
estimated (in 2003) at 5.2%. Youth accounted for 43% of the unemployed. Unemployment is 
higher among women (7.4%) than among men (3.6%); unemployment among youth (aged 15–
24) in 2003 was 11.9%, but lower among male youth (9.9%) than female youth (15.1%). 
Recently, increased numbers of unemployed people have migrated to the capital Nuku’alofa and 
to the regional centers, giving cause to a growing concern over consequent increases in crime, 
especially burglary. Unemployment, particularly youth unemployment, was identified as one of 
the major problems facing families in the 2005 consultations for the formulation of SDP-8.   

 
24. Unemployment and a lack of income-earning opportunities are major causes of poverty 
or hardship. Hardship in Tonga is defined as inadequate sustainable human development, 
manifested by a lack of access to basic services, a lack of opportunities to participate fully in the 
socioeconomic life of the community, and a lack of adequate resources (including cash) to meet 
the basic needs of the household or customary obligations to the extended family, village 
community and/or the church. 
 
25. It is estimated that about 5% of Tongan households in 2001 received incomes below a 
food poverty line of T$703 per head per year, and 23% received incomes below a basic needs 
poverty line of T$1,466 per head per year, meaning that they experienced periodic difficulties in 
meeting their daily costs of living for food and other essential expenditures. A 2003 participatory 
poverty assessment in 16 communities throughout the country concluded that many people in 
both urban and rural areas were experiencing hardship because they lacked access to some 
essential basic services, or because they did not have jobs and a steady income.14 Specific 
vulnerable groups include rural-urban migrants living in squatter communities or on government 
land in low lying areas subject to regular wet season flooding, neglected children, youth, women 
suffering domestic violence, the disabled and the elderly. 
 
26. Hardship among the resident population of 101,134 (2006) is alleviated by private 
remittance flows from up to 100,000 Tongans living abroad. A World Bank study showed that 
total remittances were equivalent to 42.5% of GDP in 2004, with 91% of households receiving 
cash remittances averaging $3,067 per household and $753 per capita.15 Remittances support 
consumption and investment in assets and education, as well as significantly improving the 
average incomes of the poorest households. Remittance income is also relatively stable, 
offsetting the high vulnerability of the economy to fiscal contraction, natural disasters, crop 
diseases and fluctuations in world markets.16  
 

                                                 
13 Central Planning Department, Government of Tonga. 2006. Jobs for the Jobless. Ngāue ma'ae kau ta'ema'u 

ngāue. 
14 ADB. 2003. Tonga, Hardship and Poverty Status, Discussion Paper. Manila. 
15 World Bank. 2006. Pacific Islands at Home & Away: Expanding Job Opportunities for Pacific Islanders Through 

Labor Mobility. Washington. 
16 An index of output volatility calculated by the Commonwealth Secretariat for 111 countries during the period 1980–

92 placed Tonga as the fourth most volatile on the list, attributing this high volatility to economic exposure through a 
narrow export base, which currently consists mainly of squash and fish exports. Tonga suffered 16 natural disasters 
between 1950 and 2004, with economic losses averaging 14.2% of GDP during the disaster years. (Atkins, J.P. and 
Mazzi, S. 1999. Small States: A Composite Vulnerability Index. Joint Commonwealth Secretariat/World Bank Task 
Force Conference on the Small States, St. Lucia, West Indies, 17–19 February 1999. World Bank 2006. Not if but 
when: Adapting to Natural Hazards in the Pacific Islands Region. Washington).  
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D. Improving Public Financial Management and Procurement, and Combating 
Corruption for Development Management 

 
27. Tonga’s scores on all World Bank governance indicators are low, even by comparison 
with the generally low scores of other Pacific island countries. Scores are particularly low for 
voice and accountability, control of corruption and regulatory quality. Government 
effectiveness—as defined by the quality of public service provision, the quality of the 
bureaucracy, the competence of civil servants, the independence of the civil service from 
political pressures and the credibility of the Government's commitment to policies—is limited. 
The 2005 country performance assessment (CPA) ratings are in Appendix 2. A governance 
assessment is in Appendix 3. While Tonga is not classified as a WPC on the basis of the 2005 
CPA, ADB's approach to WPCs "recognizes a spectrum of performance and fragility"; in 
accordance with ADB’s WPC policy, flexibility may be exercised in application of the approach to 
specific country situations.17 Consequently, the Country Partnership Strategy (CPS) for Tonga 
proposes that the tools, instruments, and modalities included under the WPC approach be 
utilized under the lending and non-lending program. These include: (i) the expanded use of 
Asian Development Fund (ADF) grants for projects;  (ii) specific arrangements on cost sharing 
and eligibility of expenditures, including financing for recurrent expenditures, as indicated in 
Appendix 4; (iii) increased community involvement in project design and implementation, starting 
with the proposed Integrated Urban Development Sector Project (IUDSP); (iv) longer-term TA, 
incorporating capacity and institutional building; and (v) TA support for project implementation. 
  
28. Fiscal governance and sustainability were the focus areas under the Economic and 
Public Sector Reform Program (EPSRP),18 which put into place the legislative framework for 
improved public financial management and helped move to a budget surplus in FY2004 and 
FY2005 after 4 years of rising deficits and consequent balance of payments and inflationary 
pressures. A process of substantial tax and tariff reform was also initiated and is ongoing. A new 
consumption tax came into force on 1 April 2005, replacing three former taxes on sale of goods 
and applying a uniform rate of 15% to imports and supplies of goods and services. Changes to 
the tariff regime to align with WTO accession requirements will be implemented by the 
Government in October 2007, resulting in a maximum tariff rate of 20%, down from the current 
rate of 45% on general goods. A new excise tax is proposed to replace customs and excise 
duties on alcohol, tobacco products, petroleum fuels and motor vehicles. Parliament passed the 
Income Tax Act in June 2007. From 1 October 2007, the individual tax threshold has been 
raised from T$5,000 to $7,400 per annum.19 Business taxes are also being substantially 
reformed. The current graduated scale of tax applicable to resident businesses would be 
replaced by a single uniform company tax rate of 25%, applicable to resident and non-resident 
businesses.  
 
29. However, as noted, the fiscal revenue gains have been jeopardized by a large public 
service wage increase granted in September 2005, a consequent public service downsizing 
requiring substantial redundancy payouts, and by fiscal pressures arising from the 16 November 
2006 riots. A heavy adjustment burden has in turn been placed on monetary policy. Law, 
economic management and public policy is a priority sector and governance and sustainable 
economic growth are priority themes for Tonga. These are discussed fully in Appendix 5 
(country sector and theme road maps). 
                                                 
17 Achieving Development Effectiveness in Weakly Performing Countries, page 11.  
18 ADB. 2001. Technical Assistance to Tonga for Advising on the Economic and Public Sector Reform Program. 

Manila. Approved by the board in September 2001 for  $10 million. 
19 No income tax for wage earners with less then T$7,400, 10% for those with incomes between T$7,400 and 

T$30,000, and 20% for those with income above T$30,000.  
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E. Gender 
 
30. Life expectancy and literacy rates of females exceed those of males (Appendix 1, Table 
A1.3), but their earned incomes reach only about 50% of those of males.20 Tonga is well behind 
its neighboring island countries in terms of women’s participation in decision making at national 
or local levels. Women have restricted rights to land compared to male relatives, and therefore 
have more restricted opportunities for income-generating activities, although these rights are 
under review and will be amended. Rural women have very few options for income-generating 
activities. Maltreatment of women is a particularly worrying aspect of the weakening of social 
bonds and cultural values: according to 2004 police statistics, 46.1% of victims of reported 
offences against the person were female, and 16% of these were victims of domestic violence. 
In recognition of the high prevalence of domestic violence, the Government has supported the 
creation of a domestic violence unit, and provided financial support for the Center for Women 
and Children and a temporary safe house for victims. SDP-8 provides for implementation of the 
action plan of the 2001 National Policy and Gender and Development, which aims at achieving 
gender equity by 2025.21 
 
F. Urban Development 
 
31. Data collected during the 2006 census indicates that about 43% of the population lives in 
urban areas. Physical infrastructure in these areas is inadequate, with many basic services 
inefficiently delivered and often charged to users at a high price. As a result, business input and 
transaction costs in Tonga are internationally uncompetitive. In addition, increased demand for 
town allotments in urban areas has forced residential development for low income earners onto 
low-lying wetlands that are frequently inundated due to storm surges and heavy rainfall, 
exposing residents to water-borne diseases and other health risks associated with stagnant 
water and sewage contamination. Social services in Nuku’alofa are deteriorating and sanitation, 
drainage, roads, and waste disposal need urgent improvement. 
 
32. Historically, little or no strategic or urban spatial planning has been undertaken in Tonga. 
Strategic spatial planning is not within the current mandate of the Ministry of Lands, Surveys, 
Natural Resources and Environment (MLSNRE). The work carried out by the Department of the 
Environment (DOE), in terms of global resource management planning for Tonga, goes some 
way towards broad-based spatial planning, while a planning and urban management division 
has recently been established within MLSNRE. However, planning activities by DOE are not 
currently enshrined in any active environmental legislation and the planning and urban 
management division operates without legislative guidelines as planning legislation has yet to be 
drafted. The DOE was re-merged with the MLSNRE in July 2006, and its new mandate remains 
unclear. With no forward planning and no plans, there are no spatial guidelines to assist decision 
making on either strategic or local development issues, particularly infrastructure investments. 
There is also no structured identification of development issues that might arise such as the 
provision of urban services. The civil unrest of 16 November 2006 resulted in significant damage 
to infrastructure with Nuku’alofa’s CBD. The Government is seeking assistance from the PRC 
and from the Australian and New Zealand governments for reconstruction of the CBD. In the 
absence of urban planning legislation and an effective urban planning and management 
authority, the Government has formed four working groups, with overall coordination by the 
Minister for Foreign Affairs, to plan and coordinate the reconstruction activities. The planning 

                                                 
20 UNDP. 2007. Human Development Report 2006. New York. 
21 The Government also will be ratifying the 1979 United Nations Convention on the Elimination of All Forms of 

Discrimination Against Women (CEDAW) by end 2007. 
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and urban management division is the secretariat for the CBD reconstruction planning and 
coordination. The drafting and promulgation of urban planning legislation and urban planning 
and management capacity development is essential to ensure sustainable urban development. 

33. Urban development is a multi-sector priority that addresses the themes of sustainable, 
equitable economic growth and environmental sustainability and is discussed fully in Appendix 
5. 
 
G. Private Sector 
 
34. A key factor behind Tonga’s poor economic growth has been the lack of an appropriate 
enabling environment for private business. Although Tonga ranks a reasonable 51st of 175 
countries covered in the World Bank’s Doing Business rankings for 2006,22 this hides a number 
of problems. Tonga’s weakest performance is in related areas of property registration, the 
protection of investors, paying taxes, contract enforcement and obtaining credit. The time taken 
to register property is lengthy (estimated as 81 days on average) and costly, investors are 
hampered by poor information disclosure and difficulties in ensuring the accountability of 
directors, and enforcing contracts is a costly and lengthy process. While the laws designed to 
expand access to credit are reasonable, there is poor access to information on credit worthiness 
(such as through public registries or private bureaus), and Tonga’s Doing Business rankings 
have dropped from the 2005 levels. 
 
35. Improvement in the investment climate is crucial to promoting both domestic and foreign 
direct investment (FDI). Tonga has a very low level of FDI ($27 per capita in 2003) compared 
with other small states (average of $431 per capita for all small states with populations under 
one million).23 Remedying this situation requires ongoing political and macroeconomic stability 
and a range of improvements in the private sector enabling environment, encompassing 
regulatory quality, utilities services and infrastructure development. The private sector must be 
the source of growth in incomes and employment, especially in view of recent public sector 
contraction. 
 
36. Assessments24 and discussions held with the Government, private sector organizations, 
development partners and other stakeholders indicate a high level of consensus on the main 
constraints that should be addressed to support private sector development: 
 

• Infrastructure constraints: The physical infrastructure necessary to foster economic 
development is weak and needs urgent attention. Many basic services are inefficiently 
delivered, and often charged to users at a high price. As noted in the Pacific Islands 
Economic Report for Tonga, widespread concerns at the state of physical infrastructure 
are supported by expenditure data that show a long term decline in funding for physical 
infrastructure (i.e., transport, water and sewerage infrastructure) and maintenance. As a 
result, business input and transaction costs in Tonga are uncompetitive internationally, 
exacerbating the comparative disadvantage of being a relatively small and remote island 

                                                 
22 World Bank. 2007. Doing Business. Washington. Available: http://www.doingbusiness.org/economyrankings/. This 

aggregate ranking is based on ten indicators for opening, operating and closing a business as prescribed by law 
and regulations. 

23 L. Briguglio, B. Persaud and R. Stern. 2005. Toward an Outward-Oriented Development Strategy for Small States: 
Issues, Opportunities, and Resilience Building. A Review of the Small States Agenda Proposed in the 
Commonwealth/World Bank Joint Task Force Report of April 2000, p. 49. 

24 Constraints to private sector development in Tonga were identified and analyzed under the Pacific Island Economic 
Report for Tonga. This will be followed by a mini-private sector assessment, expected to be completed by end 
2007.  
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state. There is a need to rebuild public infrastructure, particularly the urban infrastructure 
in Nuku'alofa, where the basic infrastructure cannot adequately service the town's 
population. There is also a need to extend the coverage of essential services and lower 
the economy’s cost structure. Weaknesses in the budget, however, mean the 
Government has little ability to increase public investment without recourse to external 
borrowing, which requires caution in view of concerns over debt sustainability. 

 
• Extensive Role of the State: A key issue in economic management is the extensive 

Government ownership of enterprises. The financial return on these assets has generally 
been low. This is due in part to constraints on the level of charges and an obligation of 
enterprises to deliver non-commercial services for social reasons, as well as to 
inefficiency arising from (i) a lack of competitive pressure, (ii) gaps in external 
supervision, and (iii) weaknesses in internal performance management. The economy 
overall suffers from the consequence of a low contribution to growth from the substantial 
capital tied up in poorly performing government enterprises. The Public Enterprises Act 
2002 was enacted as part of ADB’s assistance provided under the EPSRP loan25. To 
undertake determined action toward the rationalization of public enterprises, the 
Government has established a Privatization Task Force in the Ministry of Finance and 
Planning (MFP) that is responsible for reviewing and executing divestiture opportunities 
for a long list of public enterprises. While action on public enterprises has been slow in 
recent years, the Government had recognized the urgent need to accelerate the reform 
process. ADB is currently providing TA to the Government through the Rationalization of 
Public Enterprises project (phase III)26 for the rationalization and/or privatization of (i) 
Sea Star, (ii) the International Dateline Hotel, (iii) Leiola Duty Free Limited, (iv) the 
Shipping Corporation of Polynesia, (v) the Tongatapu Machinery Pool, and (vi) Tonga 
Timber. However, this policy may be hampered if the Government decides to re-
purchase the power assets of the Shoreline Group.27 

 
• Regulatory Constraints: The regulatory environment imposes unnecessary barriers to 

the private sector. Businesses face a myriad of rules that impede their operations without 
a clear public policy rationale. The commercial legal framework in Tonga is outdated and 
is often less than effective in supporting modern business transactions, particularly with 
the increased globalization of the economy. The Taskforce for the Implementation of 
Regulatory Reform was approved by Cabinet in January 2006. The taskforce is a 
decision-making body overseeing detailed work being done by four working groups 
looking at (i) business start-up; (ii) licenses, permits and inspections; (iii) immigration 
issues; and (iv) fishing industry issues. The World Bank has supported this work through 
a technical advisor. 

 
• Land Issues: Under the Constitution and the Land Act, the Crown28 is the owner of all 

land. More than 90% of the land has been distributed as hereditary estates (tofi’a) to 
nobles and talking chiefs (matapule), or as Crown land, and may not be sold; up to 5% 
may be leased with Cabinet approval (and, in the case of foreigners, a permit from the 

                                                 
25 ADB. 2002. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

Kingdom of Tonga for the Economic and Public Sector Reform Program. Manila (L1904-TON [SF], approved for 
SDR 8,020,000 in May). 

26 ADB. 2001. Technical Assistance to Tonga for Rationalization of Public Enterprises, Phase III. Manila (TA 4899-
TON, approved for $400,000 in December 2006). 

27 The Government indicated that this would be a transitional arrangement that would be followed by divestment into 
private hands. 

28 The Crown, in the sense of the Constitution, is represented by the head of state, the King.  
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Minister of Lands). Tax and town allotments (‘api) granted from hereditary estates and 
Crown land to male Tongan subjects cannot be sold either, but may be leased for up to 
20 and 99 years, respectively, with Cabinet approval and (in the case of foreigners, a 
permit from the Minister of Lands is again required). There has been no land available for 
allotment allocation for several decades, forcing many Tongans to rely on subdivision of 
relatives’ holdings, formal or informal leasing of others’ land, or alternative economic 
activities. Simultaneously, the number of absentee landholders has grown, with the result 
that some fertile land lies idle, potentially indefinitely under current legislation. There is a 
need to address land issues if private investment is to be encouraged.29  

 
• Limitations in Financial Intermediation: Private investment is also hindered by the 

underdevelopment of the financial sector. This problem is connected to the lack of an 
adequate collateral framework for securing loans, which impedes access to affordable 
credit. However, the Government is aware of these limitations and is currently 
addressing this through its effort to formalize the lengthening of land leases to over 99 
years. The Government is also exploring acceptable land market mechanisms to 
establish commercial lease value for lease holders.  

 
H.  Environment and Climate Change 
 
37. While Tonga’s performance in regard to environmental health indicators is encouraging 
(Appendix 1, Table A1.4), several environmental concerns have arisen in recent years. Growth 
in the urban population has stimulated a boom in housing construction, which has placed heavy 
demands on sand and gravel supplies and involved the removal of mangroves. Consequently, 
habitat for juvenile fish and crustaceans has been lost and soil and coastal erosion has 
increased. Pollution is a problem largely arising from increasing utilization of fossil fuel, improper 
solid waste disposal, pesticide and fertilizer runoff into the groundwater lens and sea, and 
random waste disposal by seagoing vessels. Sanitary facilities in Nuku’alofa still include some 
pit latrines, but consist primarily of flush toilets with septic tanks and vertical soakaways. The 
current sanitation practices heighten the potential for contamination of the fragile groundwater 
aquifer—on which the island is primarily reliant for its water supply—and the surrounding near-
shore reef and lagoon. The Tonga Water Board has reported little or no fecal coliform 
contamination in tests made to date, but little is known of groundwater conditions and quality 
throughout much of the aquifer system. 
 
38. Tonga’s renewable natural resources have been under growing pressure. An estimated 
4,000 hectares (5.3%) of Tonga’s total land area is forested, and this is increasingly fragmented 
and subject to disturbance by invasive weeds and pests, as well as by humans who strip bark 
and cut branches for firewood. Only about a dozen endemic plant species and two endemic bird 
species remain in the country. Marine resources and biodiversity are yet to be fully surveyed, but 
it is clear that there has been a loss of inshore biodiversity due to open access by coastal 
populations, which has led to substantial overexploitation of inshore fisheries resources. In 
addition, the population must contend with the country’s vulnerability to natural disasters, which 
may increase in the future due to the effects of climate change. The vast majority of the 
population living on coastal fringes could experience increased coastal erosion, storm surges 
and inundation as the sea level rises, and the intensity of cyclones could well increase. 
Agriculture, forestry and fisheries could be affected adversely, and dengue fever could become 

                                                 
29 ADB. 2001. Financial Sector Development in Pacific Island Economies. Volume 2: Country Reports. Manila: Asian 

Development Bank, p. 263. 
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more problematic.30 In this event, disaster mitigation measures would become more urgent. 
Environmental conservation and management and disaster management are major policy 
challenges addressed under SDP-8’s 7th goal: Ensure environmental sustainability and disaster 
risk reduction. Urban environmental sustainability is discussed in the context of urban 
development in Appendix 5. 
 
I. Regional Cooperation and Integration 
 
39. The Government of Tonga is an active participant in several regional initiatives aimed at 
promoting economic and social development. Tonga’s recent accession to full WTO 
membership is a cornerstone for Tonga’s trade policy. Government commitment to trade 
liberalization and trade facilitations is evidenced by its ratification of the Pacific Island Countries 
Trade Agreement (PICTA), which aims to create a regional free trade zone, and of the Pacific 
Agreement on Closer Economic Relations (PACER), which aims to liberalize trade with Australia and 
New Zealand.31 The Government supports the implementation of the Pacific Plan, which focuses 
on four regional priority areas: good governance, economic growth, sustainable development 
and security.32   
 
40. ADB’s Pacific Strategy 2005–200933 provides a framework for operations both in the 14 
Pacific developing member countries (PDMCs) and in support of regional cooperation in the 
Pacific. The strategy perceives regional cooperation as playing an important complementary role 
to ADB engagement and operations at the country level, although it is through country 
engagement that the fundamental need to strengthen policies and institutions can best be 
addressed. The Pacific Strategy envisages regional cooperation as “improving the environment 
for the private sector and supporting the provision of basic social services through providing 
regional public goods including in specialized skills areas; contributing to service delivery, 
including strengthened financial management; promoting knowledge sharing and economies of 
scale; and supporting improved governance and development processes through peer 
accountability.” 
 
41. ADB Pacific regional assistance in Tonga will be targeted at two levels. First, support will 
be provided for inclusive, participatory and consultative dialogue and information sharing with 
stakeholders. This will elevate awareness, understanding and public debate of regional issues 
and create the foundation for the acceptance and success of regional and subregional actions to 
address priority issues. Secondly, specific regional and subregional pilot activities will provide 
direct benefits to participating PDMCs, but more importantly will become models for further 
regional interventions. The current ADB Pacific regional portfolio will contribute substantially to 
the achievement of the strategic objectives. The Private Sector Development Initiative, provision 
of regional aviation safety services through the Pacific Aviation Safety Office (PASO),34 and 
provision of financial TA through support to the Pacific Financial Technical Assistance Centre 
(PFTAC), are just a few examples of the strong foundation upon which this strategy is based 

                                                 
30 World Bank. 2000. Cities, Seas and Storms: Managing Change in Pacific Island Economies. Washington: World 

Bank. 
31 There is an obligation under PACER for Pacific island members to negotiate a free trade agreement with Australia 

and New Zealand if similar arrangements are put in place with the European Union. 
32 Pacific Islands Forum Secretariat. 2005. The Pacific Plan for Strengthening Regional Cooperation and Integration. 

Suva.  
33 Available: http://www.adb.org/Documents/CSPs/PAC/2004/Pacific-Strategy-2005-09. 
34 Tonga is one of eight countries involved in establishment of PASO in 2002, which is constituted as a non-profit 

intergovernmental organization responsible for oversight of flight operations, air worthiness, security, airports and 
personnel licensing. 
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and seeks to build. SDP-8 indicates that development of the country’s information and 
communications technology system will occur with reference to the regional Digital Strategy. 
 

II. THE GOVERNMENT’S DEVELOPMENT STRATEGY 
 
A. Development Goals and Strategy 
 
42. The Government signed a Poverty Partnership Agreement with ADB in November 2002 
to achieve sustained, sustainable and equitable economic growth, to provide the population with 
education, health and other basic services in an effective and efficient manner, to achieve better 
governance and to address the special needs of the least well-off, the more vulnerable, 
marginalized and disadvantaged groups in society. These goals have been integrated into SDP-
8, which was formulated after extensive consultation and approved by the Cabinet in May 2006. 
SDP-8 sets out the Government’s development vision, its eight medium-term national 
development goals, and specific strategies for achieving these goals.  
 
43. The long-term vision is to create a society in which all Tongans enjoy higher living 
standards and a better quality of life. The goals are: (i) a better governance environment, (ii) 
macroeconomic stability, (iii) sustained private sector-led economic growth, (iv) equitable 
distribution of the benefits of growth, (v) improved education standards, (vi) improved health 
standards, (vii) environmental sustainability and disaster risk reduction, and (viii) maintenance of 
social cohesion and cultural identity. Quantitative and qualitative targets were set for each of 
these goals, including a budget deficit less than 2% of GDP, inflation below 7%, GDP growth in 
the 3–4% range and a reduction in the poverty headcount index below 23%.  
 
44. SDP-8 sets out a comprehensive medium-term reform agenda to be implemented within 
the new government structure. The Government is committed to completing implementation of 
the EPSRP and expanding EPSRP’s objectives into a second phase of an economic and public 
sector reform program with TA from development partners. Through this second phase, SDP-8 
strategies will be implemented through ministry corporate and annual management plans and 
funded through a combination of annual budget support (preferably to be financed by 
development partners on a grant basis) and TA. 

 
45. In the post-riot situation, Government has affirmed that SDP-8 remains the core guiding 
policy document, and that maintaining macroeconomic stability and environmental sustainability 
are fundamental objectives. However, Government has identified three short-term priorities: (i) 
ensuring social stability through maintenance of law and order, (ii) promoting productive sector 
development,35 and (iii) investing in urban infrastructure. 
 
B. Resource Mobilization and Investment 
 
46. As noted, FDI in Tonga is low compared to other small countries. Public enterprises have 
made major domestic investments in a range of sectors, and in telecommunications, electricity 
and brewery businesses owned by members of the royal family.36 The Government’s capital 

                                                 
35 The Government has allowed for temporary suspension of consumption tax payments by riot-affected businesses, 

and extended the time period for leases of government land in the CBD held by affected businesses from 20 to 99 
years. The Government is also establishing a business recovery facility with external assistance from development 
partners (mainly the Australian Agency for International Development and the New Zealand Agency for 
International Development) to facilitate access to finance by businesses. 

36 The King has divested the royal family’s brewery interests and is in the process of divesting other business 
interests. 
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expenditure is determined largely by the availability of official external grants and loans; SDP-8’s 
macroeconomic framework indicates annual capital expenditure for the period FY2007–FY2009 
in the range of T$8–12 million, and notes that this expenditure would be funded by development 
partners.  
 
47. The Government’s resource requirements have increased since the riot because of the 
need to support urban reconstruction and business recovery, with resultant increased pressure 
on the Government’s administrative and technical capacities. Even before the November 2006 
riots, the Government acknowledged the need to strengthen aid management and planning and 
implementation of public investment projects in the context of the phased development of a 
medium-term expenditure framework. Organizational changes were implemented in 2006 to 
facilitate the strengthening process, and included relocation of the planning and aid coordination 
functions to a restructured MFP. The need for sound public investment programming has 
increased in the post-riot environment while human resource capacity constraints have become 
more acute, due to a general reduction in the availability of human resources resulting from the 
2006 civil service downsizing, and increased demand for urban planning and management 
services. 
 
C. Role of External Assistance 

48. Official external loans and grants to the Government totaled $5.8 million in FY2004–
FY2005, equivalent to 2.7% of GDP. Key development partners include ADB, Australia, PRC, 
European Union (EU), Japan, New Zealand, United Nations agencies, and World Bank. 
 
49. Development partners have supported the adoption and implementation of SDP-8 as an 
important means for coordinating donor assistance to Tonga’s development efforts, recognizing 
that some revisions to SDP-8 and public resource allocations will occur as a result of the 
November 2006 civil unrest. Implementation of SDP-8 and achievement of the short-term 
priorities identified in the post-riot situation rely heavily on financial and technical support from 
Tonga’s development partners. 
 
50. A comprehensive list of development partners and their areas of interest in Tonga is 
shown in Appendix 1, Table A1.5. 
 
D. Asian Development Bank’s Assessment of the Government’s Development 

Strategy 

51. ADB’s assistance to the preparation of SDP-8—through TA for Integrated Strategic 
Planning, Medium-Term Fiscal Framework and Budgeting37—was highly successful, and 
allowed ADB to be involved with civil society in a highly effective consultation and participation 
process. The process continued during the formulation of the CPS 2007–2012, and will be 
followed during CPS implementation, particularly through the Support for the Implementation of 
the SDP-8 TA. 38 
 
52. SDP-8 presents a well-formulated set of development goals and strategies, prepared 
through a process involving extensive consultation with the Tongan people and private sector 
and civil society organizations, as well as with public sector agencies. These agencies now 
                                                 
37 ADB. 2004. Technical Assistance to the Kingdom of Tonga for Integrated Strategic Planning, Medium-Term Fiscal 

Framework and Budgeting). Manila (TA 4510-TON). 
38 ADB. 2006. Technical Assistance to the Kingdom of Tonga for Support for the Implementation of the Strategic 

Development Plan 2006/07–2008/09. Manila (TA 4865-TON approved for $510,000 in October). 
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utilize the SDP-8 strategic framework for the purposes of preparing and revising their medium-
term corporate plans and formulating their annual budget submissions, thus ensuring that public 
resource allocation is aligned with SDP-8 priorities. SDP-8 also serves as the key reference 
point for the formulation of country strategies and programs by donors. Results-based targets 
have been set for each of the eight development goals and there is a monitoring and reporting 
system in place (SDP-8 goals and targets are attached as Appendix 6). Progress in 
implementing SDP-8 strategies is to be monitored every 6 months by an SDP-8 working group in 
the MFP, which undertook preliminary consultations with 30 implementing agencies in July–
August 2006. Mid-term and end-term reviews will report on progress in achieving the SDP-8 
targets. The Support for the Implementation of the SDP-8 TA will help implement SDP-8 in areas 
related to economic and public sector reforms and—in the context of a medium-term fiscal 
framework—will assist with preparing and estimating the cost of EPSRP-related road maps to 
achieve SDP-8 goals. This assistance is guided by 2 of the 12 the Organization for Economic 
Co-operation and Development Economic Co-operation Directorate (OECD-DAC) principles for 
good international engagement in fragile states, namely: focus on state building as the central 
objective, and align with local priorities and/or systems.39 
 

III. ASIAN DEVELOPMENT BANK’S DEVELOPMENT EXPERIENCE  
 
A. Development Impact of Past Assistance 
 
53. Tonga became a member of ADB in 1972. In the early years of the country’s 
membership, ADB’s project work in Tonga focused on infrastructure, particularly power and 
telecommunications sectors, and development finance through the Tonga Development Bank, 
with some assistance to business development. As the Government’s policy moved to support 
the disadvantaged outer islands, ADB’s assistance was redirected to target agriculture and 
fisheries sectors and economic reforms. While infrastructure projects during this period were 
rated “successful”, support for economic reforms proved disappointing, attributable in large 
measure to a lack of political will. In reaction, however, demand for effective reforms grew over 
time and contributed to the formulation of the 2002 EPSRP loan. The program completion report 
for the EPSRP, ADB’s most recent loan to Tonga, concluded that the program was “partly 
successful”.40 While a number of program targets where achieved, these achievements did not 
lead to a sustainable fiscal balance and improved public service delivery to the private sector 
and the general public, or to a 3% economic growth rate and annual inflation of 5%.41 In 
retrospect, however, EPSRP has been instrumental in supporting the Government’s prudent 
economic policy stance in the context of challenging political and economic conditions, 
characterized by the civil service strike in 2005 and the riot of 2006. This is evidenced by (i) the 
role of the foreign exchange reserves, which were supplied in part through the proceeds of the 
program loan, in (a) reducing pressure on foreign exchange fluctuations as the Tongan Reserve 
Bank moved to protect its reserves against the volatility experienced in the money supply and 
through import growth and (b) alleviating pressure on the Government’s budget resulting from 
the large civil service redundancy payment due in end FY 2006; and (ii) the reform initiatives that 
paved the way for improvements in the business environment, particularly through tax reform 
that (a) contributed to alignment of the trade regime with Tonga’s obligations under various trade 
agreements, (b) reduced the tax burden on businesses, and (c) reduced the potential for 
corruption within Tonga’s customs service. A project performance evaluation of the EPSRP by 
ADB’s Operations Evaluation Department is planned for 2008. 
                                                 
39 ADB. 2007. Achieving Development Effectiveness in Weakly Performing Countries. Manila (p. 7). 
40 ADB. 2005. Program Completion Report for Economic and Public Sector Reform Program, EPSRP 2002. Manila 

(Loan 1904-TON). 
41 A program performance evaluation report (PPER) for the EPRSP will be prepared in 2008. 
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54. The CPS 2007–2012 is the first prepared for Tonga, and consequently a country 
assistance program evaluation (CAPE) has not been prepared. ADB has prepared a number of 
evaluations addressing the Outer Islands Agriculture Project,42 however, and a number of 
regional TA projects, most recently providing support to PFTAC.43 Lessons from these projects 
were considered in the preparation of this CPS and its appendixes, including those related to 
improvements in the quality of project implementation. 
 
55. Project preparation, administration and implementation in PDMCs is typically costly and 
prolonged. The requirements for adopting and managing ADB’s processes, in addition to those 
of the Government and other donors, add to the administrative task of government staff and can 
lead to confusion in public agencies. The complexity and duplication of processes can divert 
resources from the primary objectives—cost-effectiveness, accountability, and outcomes—and 
can serve to decrease the appeal of ADB financing relative to domestic financing. Despite 
extensive input by ADB staff with respect to project processing and administration, projects have 
still suffered from inadequate supervision. 

56. Lessons from past experiences, highlighted in project performance audit reports for 
various PDMCs, including Tonga, include (i) the presence of technical failures in project design 
due to inadequate pre-feasibility studies, (ii) inadequate beneficiary participation, (iii) failure to 
recognize institutional weaknesses, (iv) the setting of ambitious targets in the absence of 
adequate groundwork, and (v) inadequate project monitoring and coordination. These 
shortcomings resulted from inadequate capacity and institutional development of counterpart 
staff and agencies, including the need for a better understanding and compliance with ADB’s 
procurement guidelines and ADB procedures, a lack of stakeholder consultation, and 
inadequate attention to quality control processes within ADB.  
 
57. During the formulation of the Country Strategy and Program Update (CSPU) 2005–2006, 
the Government expressed the view that further lending in support of reform implementation was 
no longer required and requested that ADB focus on providing TA for the completion of the 
ongoing EPSRP. The CSPU 2005–2006 for Tonga set three main objectives: (i) continuing 
assistance to the Government’s reform program to enhance sound economic and public sector 
management, (ii) addressing the emerging deterioration in some social indicators through 
targeted interventions that promote inclusive social development, and (iii) improving the enabling 
environment for private sector development.  
 
58. ADB TA to improve economic and public sector management during the previous cycle 
of assistance included the Integrated Strategic Planning, Medium-term Fiscal Framework and 
Budgeting project that supported preparation of SDP-8 and strengthening of linkages between 
planning, policy and budgeting by initiating the development of a multi-year fiscal framework. 
This was completed successfully between February 2005 and March 2006.44 An ongoing 
process of public enterprise reform was supported by TA,45 and involved changes to corporate 
                                                 
42 ADB. 2006. Project Performance Evaluation Report for the Outer Islands Agriculture Development Project in the 

Kingdom of Tonga. July. The PPER rated the project “unsuccessful”. The agriculture sector has received a total of 
four ADB-funded TA projects, including the project preparatory TA for the evaluated project (Agricultural 
Development), its two piggy-backed TAs (Capacity Strengthening of Ministry of Agriculture and Forestry and 
Institutional Strengthening of Tonga Trade) and a TA for Agriculture Sector Review. 

43 ADB. 2006. Technical Assistance Performance Evaluation Report: Technical Assistance in Support of the Pacific 
Financial Technical Assistance Centre in the Pacific Island Countries. Manila.  

44 ADB. 2006. Technical Assistance Completion Report for TA4510-TON: Integrated Strategic Planning, Medium-
Term Fiscal Framework and Budgeting. Manila. 

45 ADB. 2003. Technical Assistance to the Kingdom of Tonga for Rationalization of Public Enterprises (TA 4111-TON). 
Manila. 
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governance of public enterprises, implementation of a financial performance monitoring 
framework, training of directors and senior officials and building capacity of the Public Enterprise 
Division of MFP. The Government has also initiated privatization of a number of public 
enterprises.46 
 
59. The CSPU 2005–2006 envisaged several interventions to support private sector 
development and job creation. The first was an agricultural development TA project for 
institutional strengthening and implementation of an agriculture sector roadmap.47 
Recommendations supporting greater private sector participation were not accepted by the 
Ministry of Agriculture and Food and the follow-on TA resources were reallocated to support 
public enterprise reform. The second ongoing intervention is provided in the 2004 program for 
youth micro-enterprise development and supports the SDP-8 strategy of designing and 
implementing a countrywide program for the development of youth enterprises.48 Finally, TA 
relating to rationalization of public enterprises stimulated demand for business development 
services for micro-, small, and medium-sized enterprises, and facilitated market development for 
business development services. This TA project was rated “partially satisfactory”. 49 
 
60. The CSPU 2005–2006 provided project preparatory TA (PPTA) for an Integrated Urban 
Development Sector Project in 2005. Prior to the civil unrest in November 2006, Tonga 
requested an ADB loan to finance an infrastructure program to address problems arising from 
the limited availability of land, low levels of public asset maintenance, and a rapidly growing 
population. Infrastructure components of the project were selected to address the most urgent 
community needs identified following extensive consultations with key stakeholders and the 
wider Nuku'alofa community as part of the PPTA. A proposed Integrated Urban Development 
Sector Project loan, scheduled for implementation by early 2008, will address specific urban 
needs of the country’s capital. 
 
61. A regional CAPE will be prepared in 2008 for the Pacific island countries, the  results of 
which will support the planned mid-term review of the CPS 2007–2012.  

62. A CSPU 2005–2006 Completion Report is attached as Appendix 7. 
 
B. Portfolio Performance and Status 
 
63. The Kingdom of Tonga is classified as a B1 Developing Member Country (DMC), but in 
practice is an ADF borrower. As of 31 December 2006, cumulative lending to Tonga since 1972 
consists of 15 loans totaling $57.8 million, and 54 TA projects with a value of $15.3 million. 
Currently, there are no active loan projects in the portfolio, but there are five ongoing TA projects 
for a total of $2.01 million, two of which have just been mobilized. Overall, ADB’s country 
portfolio is progressing satisfactorily (see Tables A1.6 to A1.9 in Appendix 1).  
 

                                                 
46 ADB. 2005. Technical Assistance Completion Report for TA 4111-TON: Rationalization of Public Enterprises. 

Manila. 
47  See footnote 30. 
48 ADB. 2004. Technical Assistance to the Kingdom of Tonga for Youth Micro-enterprise Development. Manila (TA 

4488-TON). The objective of the TA is to build, test and evaluate models for the development of youth micro-
enterprises that are capable and ready for broader implementation on a larger scale under the proposed private 
sector development cluster. A survey conducted under the project will identify potential income-generating 
opportunities that align with the capacities and interests of youth. The project will also develop a hub of 
interventions that will provide the support needed to implement youth micro-enterprise activities. 

49 ADB. 2006. Technical Assistance Completion Report for TA4114-TON: Business Development Services. Manila. 
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C. Conclusions and Lessons for the Country Partnership Strategy 

64. Although the objectives set in the CSPU 2005–2006 were appropriate, the relevance of 
the projects varied. Basic concerns relate to how conducive the political environment is for 
continued economic reforms and counterpart capacities, which are coming under increased 
pressure because of the recent civil service downsizing. 
 
65. The implication for ADB’s new CPS is that a firmer focus on providing effective and 
sustained support to address the identified binding constraints is required in order to achieve the 
SDP-8 goals. ADB should remain closely engaged in policy dialogue and ensure capacity is 
developed for project implementation. The CPS 2007–2012 will be flexibly implemented, 
responding to issues that arise during implementation with appropriate adjustment of the size, 
scope and sequencing of the country program. In particular, the chances of project success will 
be maximized by ensuring the engagement is of sufficient duration in accordance with the 
OECD-DAC principles for good international engagement in fragile states.50 
 
66. In addition, there are also valuable lessons to be learned and applied from recent 
experience in implementing ADB-financed projects in Tonga and elsewhere in the Pacific region. 
The main issues to be addressed in achieving better implementation and improved portfolio 
management are outlined in Appendix 8, which also includes a checklist for ensuring project 
quality at the outset. The proposed actions, applicable by both ADB and the Government, 
prioritize measures for strengthening project design and moving toward timelier project 
implementation. 
 
67. While the regional CAPE planned for 2008 will review ADB’s effectiveness across the 
Pacific region, including in Tonga, it is nevertheless useful to focus on the lessons identified 
above. These lessons fall under four broad categories: (i) project design and implementation 
issues, (ii) policy setting and implementation capacity, (iii) constraints to private sector 
development and (iv) political economy. In addition to the flexibility to be accorded to project 
design and implementation under the new WPC approach, ADB’s CPS for Tonga will design and 
implement the lending and non-lending programs incorporating the previously identified lessons 
as follows:  

 
(i) Project Design and Implementation. As identified in Appendix 8, lending and 

non-lending interventions will: (a) be designed and implemented with the support 
of strong consultation and participation processes involving civil society and the 
private sector, (b) adjust design to local conditions with a specific focus on 
realistic time-frames and capacity building activities, particularly through the use 
of domestic consultant services and the use of the cluster TA modality, (c) 
sequence and tailor activities to sector-specific capacity constraints, and (d) build 
on achievements and advances when concepts introduced earlier are fully 
absorbed. Lending and non-lending interventions will be supported by services 
developed under the regional TA for Results-based Project Management 
(proposed for 2008). This will include desk advisory assistance for resolving 
implementation issues, competency enhancement through annual refresher 
training on project implementation, and mentoring and support of a regional 
fraternity of project managers. Finally, ADB’s South Pacific Subregional Office 
(SPSO) will support the delivery of the lending and non-lending program through 

                                                 
50 OECD-DAC. 2005. Principles for Good International Engagement in Fragile States. Available: 

http://www.oecd.org/dataoecd/59/55/34700989.pdf.  
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frequent dialogue with both the project implementing officials as well as the 
country authorities at all levels.  

 
(ii) Policy Setting and Implementation Capacity The Support for the 

Implementation of the SDP-8 TA will support implementation of the Government’s 
SDP-8 in a harmonized manner, and with the broader support of the core 
development partner group will foster confidence in the directions undertaken 
within the national strategies. With an economy-wide impact, the TA will provide 
international advisory services for: (a) development of specific and realistic 
roadmaps for the achievement of the SDP-8 objectives, (b) prioritization of these 
roadmaps to account for fiscal and other constraints; and (c) contracting of local 
consulting services to support the absorption of the adopted roadmaps. The later 
will include provision of resources for development of in-country capacity and 
provision of pragmatic, step-by-step guidance to achieve more permanent 
support, through appropriate recruitment and performance management that 
directly benefits “champions of change” (in particular,  the offices of the Minister 
of Finance and Planning and the Prime Minister). The non-lending programs 
under formulation will explore opportunities for utilizing the services of expatriate 
and skilled Tongans, where appropriate, to (a) build the capacity of Tongan 
institutions generally, and (b) benefit monetary policy management by the 
Reserve Bank of Tonga in particular.  

 
(iii) Constraints to Private Sector Development. Increased private sector 

consultation and participation is essential for Tongan growth and development, 
both to ensure sustained employment growth and a more competitive economy in 
the regional context. ADB's private sector assessment has identified expressed 
demand for upgrading the enabling environment, particularly demand for reform 
to the Companies Law, the Companies Registry, and a framework for secured 
transactions, providing for greater access to financing. The role of the public 
sector in the economy is pervasive and crowds out private sector development. 
The divestiture of state-owned enterprises has become a realistic possibility due 
to the democratic reforms, which have brought ministers with private sector 
backgrounds into Government. This is evidenced by the establishment of 
oversight of the reform of state-owned enterprises within a separate ministry, 
supported by ADB’s TA51 that aims to reduce the Government’s role in the 
economy. With the support of these reforms, the demonstration effect of the 
private sector capacity to generate employment will build confidence in a private-
sector driven economy as a whole, removing the over reliance on the public 
sector.  

 
(iv) Political Economy. Tonga is experiencing significant changes to its political 

environment as it evolves into a modern state with democratic decision-making 
processes. The magnitude of the changes should not be underestimated, and will 
not go unchallenged. Public acceptance of and demand for reforms is crucial if 
these are to be successful and sustainable. ADB’s non-lending program will be 
designed on the basis of a candid and realistic assessment of the conditions for 
reform, incorporating an assessment of dynamics within (a) the political economy, 

                                                 
51ADB. 2006. Technical Assistance to Tonga for Rationalization of Public Enterprises, Phase III. Manila (TA 4899-

TON, approved in December 2006 for $400,000). 
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(b) the decision-making process and (c) mitigating programs. All highlight the 
need for in-depth consultation and participation processes. The non-lending 
program will be supported by loan resources that will foster change processes, 
such as the IUDSP, which provide much-needed impetus to boost employment.  

 
IV. ASIAN DEVELOPMENT BANK’S STRATEGY 

 
A. Summary of Key Development Challenges 
 
68. Constrained capacity and institutional weakness remain two major obstacles to 
sustainable development in Tonga. The effectiveness of capacity development investments 
needs to be strengthened to avoid negative impacts on service delivery to the poor, the 
investment climate, and the effectiveness of development lending. 
 
69. The major medium-term challenges facing the Government comprise maintaining law 
and order, managing the process of political reform in a way that ensures political stability, 
improving the governance environment, maintaining macroeconomic stability, developing basic 
infrastructure, improving the quality of infrastructure-based public services, and achieving faster, 
sustained private sector-led economic and employment growth. While meeting these medium-
term challenges, the Government must undertake the immediate task of rebuilding the capital 
and business confidence lost during the riots. 
 
70. Some of the development constraints facing government policymakers and the private 
sector are largely immutable, while others can be eased or removed entirely. Constraints that 
can be eased or removed in part through ADB assistance include: (i) poor infrastructure 
(particularly in urban areas) and limited urban planning; (ii) fiscal pressures that threaten 
macroeconomic stability and limit improvements in the strategic allocation of public resources, 
and an associated limitation in the ability of NRBT to conduct open market operations; and (iii) a 
weak private sector-enabling environment, coexisting with the extensive role of the state in the 
economy.  
 
B. Strategic Framework 
 
71. Development partners and the Government have agreed that assistance in the post-riot 
environment will continue to be guided by the SDP-8 medium-term strategic framework, but with 
greater emphasis placed on improved fiscal governance, reconstruction of urban infrastructure, 
and private sector development, including short-term post-riot business recovery, and 
rationalization of public enterprises. The CPS identifies areas of intervention that combine 
Tonga’s priorities, as set out in the SDP-8, and ADB policies, as articulated in the Medium Term 
Strategy II 2006−2008 (MTS II)52

 and the Pacific Strategy 2005–2009. MTS II aims to increase 
ADB’s poverty-reduction impact by further strengthening its focus and capacity in areas 
important to development in Asia and the Pacific, and in which ADB has a comparative 
advantage. The CPS addresses issues such as urban infrastructure, private sector development 
and fiscal governance that are core operational sectors and thematic areas under MTS II. In 
other sectors, ADB is expected to take a partnership rather than lead role. Product and process 
innovations, increased cofinancing, more focused TA, and a stronger emphasis on portfolio 
management are also central CPS measures for delivering results. In alignment with MTS II, the 
CPS proposes that ADB’s governance interventions give priority to public financial management, 

                                                 
52 ADB. 2006. Medium-Term Strategy II 2006−2008. Manila. 
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the legal and regulatory framework, and capacity and institutional development in sectors where 
ADB is active. The CPS Formulation Process is describe in Appendix 9. 
 
C. CPS Strategic Focus 
 
72. As agreed with the Government, the CPS 2007–2012 will support SDP-8 implementation 
in alignment with the objectives of the 2005 Paris Declaration on Aid Effectiveness. The CPS will 
focus on poverty reduction by means of three intervention pillars—pro-poor, environmentally 
sustainable integrated urban infrastructure development; financing of pro-poor policies through 
effective, prudent macroeconomic and fiscal management; and private sector development—
that address binding constraints on growth.53 Capacity strengthening and institution building will 
be among the key outcomes of the results-based CPS 2008–2012.54 This provides continuity but 
refines the strategic approach as defined in the CSPU 2005–2006. This strategy is fully 
consistent with ADB’s MTS II and the Pacific Strategy 2005–2009, and supports Tonga’s 
continued economic and social development and achievement of the Millennium Development 
Goals. The CPS will promote the use of ADB’s knowledge products and expertise, staff-based 
policy dialogue, and TA in development of strategic road maps for implementing SDP-8, with the 
objectives of: (i) building capacity and credibility among government agencies on policy 
implementation, (ii) ensuring strong development partner commitment to SDP-8, and (iii) 
avoiding exacerbation of Tonga’s debt burden.  
 
73. The CPS outcomes expected are (i) improved fiscal governance, (ii) improved social 
services delivery in urban areas, and (iii) an improved private sector-enabling environment. 
 
D. Assistance for the Strategic Priorities 
 
74. The country cost-sharing ceiling for Tonga was determined in accordance with the ADB’s 
Staff Instructions of 15 March 2006.55 A macroeconomic assessment addressed the following 
criteria: (i) the fiscal policy stance in the country, (ii) the quality of public financial management 
systems, (iii) the structure and characteristics of the public expenditure program, (iv) debt 
sustainability issues, (v) the balance of payments situation, and (vi) qualitative aspects of the 
Government’s ownership and commitment.  
 
75. The country-specific ADF allocations were derived on the basis of the results of the 2005 
country performance assessment exercise, after applying the performance-based allocation 
(PBA) formula. ADF allocations for Tonga for 2007–2008 have been set at $4.45 million. 
Additionally, an unused balance of $8.13 million from 2005–2006 ADF allocations for Tonga 
could be carried over as allowed under the revised PBA policy.56 The ADF assistance program 
for 2009–2012 is tentative, with actual ADF assistance levels subject to the results of the 2007 

                                                 
53 The closing statement by ADB’s President to the 40th Annual Meeting of the Board of Governors, held in May 2007 

in Kyoto, included the following: “Governors noted that infrastructure will remain essential to ensure the poor benefit 
from the region's prosperity. Infrastructure not only supports economic growth, but also connects children to 
schools, families to health care, and all people to economic opportunities. It is also an area where ADB has a 
distinct comparative advantage, and decades of experience. Governors agreed that ADB should improve the 
investment climate for private sector participation and scale up its infrastructure financing, while ensuring a clear 
linkage with improvements in people's standards of living.” 

54 ADB. 2007. Integrating Capacity Development into Country Programs and Operations. Medium-term Framework 
and Action Plan, 19 January. Manila. 

55 ADB. 2006. Cost Sharing and Eligibility of Expenditures for Asian Development Bank Financing. Staff Instructions, 
15 March. Manila. 

56 ADB. 2004. Review of the Asian Development Bank's Policy on the Performance-Based Allocation of Asian 
Development Fund Resources. Manila. 
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CPA exercise and the outcome of the discussions on the next ADF replenishment. Under the 
recently approved ADF grants framework, the terms of ADF assistance will also depend on the 
outcomes of the debt sustainability assessments.57 For 2007-2008, Tonga has been classified 
as a country with a moderate risk of debt distress and is eligible for part of its ADF allocations in 
the form of grants. On the basis of the latest debt sustainability assessment,58 it is possible that 
Tonga will be receiving all of its ADF allocations in the form of grants starting 2008. Tonga’s 
access to ADF grants is subject to the Board’s approval of the forthcoming R-Paper on 
Graduation Policy.59 For planning purposes, the 6-year allocation for 2007–2012 has been set at 
$21.3 million. The IUDSP has been included in the lending program for Tonga for $11.30 million 
in grants. The project’s financial plan was carefully designed and discussed with the 
Government and with development partners in order to comply with the debt sustainability 
requirements, as summarized in paras. 18–19. The IUDSP, scheduled for approval in early 
2008, will address specific urban needs of the country’s capital island of Tongatapu, including 
high priority physical components in the road, drainage and sanitation sectors. The IUDSP will 
require close coordination with the post-riot reconstruction of Nuku’alofa’s CBD, which will be 
addressed though a proposed loan from the PRC.  
 
76. Indicative annual TA support for 2007–2012 is set at $900,000. As agreed with the 
Government, ADB TA will focus on: (i) establishment of effective institutional and legislative 
frameworks for preparation of an urban planning and management system, (ii) improved fiscal 
governance, (iii) further support for the ongoing program for the rationalization and privatization 
of public enterprises, and (iv) a private sector development cluster that will provide support for 
the creation of a multi-sector regulator for the utilities sectors and continue with youth micro-
enterprise development support. To complement the TA program and leverage scarce TA 
resources, ADB will include Tonga in regional TA activities where feasible. 
 
77. The country operations business plan for 2007–2009 is in Appendix 10 and includes 
Indicative Assistance Pipeline for 2007–2009.  
 
78. ADB, in partnership with the Government, will ensure that gender60 and environment61 
considerations are mainstreamed in all lending (and where applicable) non-lending operations, 
with a view to supporting SDP-8 implementation. In addition, given the climate change-related 
risks facing Tonga, all relevant ADB infrastructure lending projects will be “climate-proofed” at 
the design stage in accordance with the methodology and recommendations contained in ADB’s 
Climate Proofing—A Risk-based Approach to Adaptation.62 These considerations are 
incorporated in the checklist for ensuring project quality at entry (Appendix 8, Table A.8). 
 
E. External Funding Coordination and Partnership Arrangements 
 
79. ADB has closely coordinated with Tongan development partners on country operations, 
strategies, and programs, including with Australia, EU, Japan, New Zealand, PRC, United 
States, IMF (through the PFTAC, and 2005 and 2007 Article IV missions) and World Bank. The 
PIER has contributed toward policy dialogue, clearer division of interventions, and movement 
                                                 
57 The new policy, Revising the Framework for Asian Development Fund Grants, was approved by the Board of 

Directors on 26 September 2007. 
58 IMF. 2007. Tonga: 2007 Article IV Consultation—Staff Report. Washington (30 August 2007). 
59 The W-Paper Review of ADB’s 1998 Graduation Policy was considered by ADB Board on 26 September 2007. The 

paper proposes reclassification of Tonga from Group B1 to Group A. 
60 SDP-8 goal 8 (maintain social cohesion and cultural identity), and particularly strategy 2 (implement the national 

policy on gender and the development action plan). 
61 SDP-8 goal 7 (ensure environmental sustainability and disaster risk reduction). 
62 ADB. 2005. Climate Proofing–A Risk-based Approach to Adaptation. Pacific Studies Series. Manila. 
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toward joint advocacy among development partners. ADB has promoted a number of actions on 
harmonization and coordination, including through (i) exchange of information with development 
partners; (ii) periodic meetings with all ambassadors and/or high commissioners (resident and 
non-resident in Nuku’alofa) and donor representatives; (iii) consultations with the New Zealand 
Agency for International Development (NZAID) in Wellington in 2006 and 2007; (iv) 
consultations with the Australian Agency for International Development (AusAID) in Manila in 
2006; (v) organization of a series of video and teleconference meetings on Tonga for 
development partners; and (vi) participation in the meeting of development partners in 
December 2005, the Pacific Donors Informal Meeting of 27–28 June 2006 in Auckland, and the 
third Development Partners Forum, held 26–28 July 2006 in Nuku'alofa. 
 
80. The preparation of CPS 2007–2012 was undertaken in close coordination with the 
preparation of AusAID’s and NZAID’s new country programs, and in alignment with SDP-8 
priorities. A Joint Tonga Country Programming Mission (CPM) with AusAID and NZAID was 
fielded in Nuku’alofa from 26 March to 3 April 2007, with the World Bank also participating in 
some of the discussions. Other development partners, including the EU, Japan, PRC, United 
States, IMF and World Bank were consulted and kept informed of the CPS preparation process, 
including relevant discussions on thematic assessments and co-financing opportunities. 
 
81. During the Joint CPM, ADB, AusAID, NZAID and the Government have agreed that the 
three development partners would provide a coordinated set of TA projects to support 
implementation of SDP-8, to be financed under the new programming cycle.63 This coordinated 
set of TA projects will mainly address fiscal governance improvements through a program of 
economic and public sector reforms, within the strategic framework provided by SDP-8. The 
reform program will be designed with assistance from the consultants active in the Support for 
the Implementation of SDP-8 TA project. ADB, AusAID and NZAID will field a joint inception 
mission shortly after the consultants start their assignment to discuss the design process and 
the coordination mechanisms for implementation of the TA program.  
 
82. In order to ensure effective coordination of support from ADB, AusAID, NZAID and the 
World Bank, a draft declaration between the Government and development partners64 was 
formulated in conjunction with the Government during the Joint CPM. The draft declaration is 
guided by the principles of the Paris Declaration on Aid Effectiveness, and sets out areas of joint 
agreement on a process of effective coordination in development cooperation work in Tonga. 
The document incorporates an action plan that defines concrete coordinated actions by the 
Government and development partners to improve aid effectiveness. The declaration is 
expected to be signed by late 2007, after being approved by higher authorities of all signatories. 
 
83. Co-financing and parallel financing opportunities for the IUDSP are currently being 
explored with several donor partners. AusAID has committed to providing grant funds of 
approximately $150,000 (A$200,000) per year over a 3-year period to assist poor households 
within the Sopu areas to raise the elevation of their flood-prone allotments. The IUDSP will 
require close coordination with the post-riot reconstruction of Nuku’alofa’s CBD, including the 
$60 million loan from the PRC. This loan is planned to support the reconstruction of affected 
buildings, and the development and/or rehabilitation of roads, sanitation and drainage in the 
CBD. 
                                                 
63 In the case of ADB, this would include the recently approved Support for the Implementation of SDP-8 (TA4865-

TON) and Rationalization of Public Enterprises Phase III (TA-4899), as well as the three TA projects included in the 
proposed 2008 and 2009 pipeline, addressing fiscal governance, institutional strengthening of the NRBT, and 
phase IV public enterprise rationalization. 

64 Proposed signatories to the declaration are the Government, ADB, AusAID, NZAID and the World Bank. 
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V. RISKS AND PERFORMANCE MONITORING AND EVALUATION 
 
A. Risks 
 
84. Successful implementation of the CPS requires political and social stability, sound 
macroeconomic management, ongoing political commitment to the implementation of economic 
and public sector reforms and commitment from the public administrators involved. Civil society 
needs to be more closely involved in CPS implementation. The Government has indicated its 
intention to introduce a more representative political system in the near future, and law and 
order has been maintained since November 2006 through an extended state of emergency. 
However, political and social tensions remain high and there is a possibility of renewed civil 
unrest. The likelihood of such unrest is difficult to determine, but SPSO will maintain close 
contact throughout the CPS period with the Government, civil society and development partners 
in Nuku’alofa (i.e., AusAID and NZAID) in order to closely monitor political and social 
developments.  
 
85. To date, the Government has maintained aggregate fiscal discipline in difficult 
circumstances, and has demonstrated its determination to ensure external stability through 
appropriate fiscal and monetary policy actions. Excessive borrowing should be avoided to 
improve debt sustainability. Support for improved fiscal governance, including adequate debt 
sustainability and macroeconomic stability, are critically dependant on assistance from 
development partners for building both the ownership of economic and public sector reforms and 
the capacity to implement these reforms. 
 
86. Tonga’s susceptibility to natural disasters constitutes a major risk. Specific and severe 
capacity constraints in the infrastructure sector, including infrastructure-related services, will also 
need to be addressed. Improvement of construction standards, including climate-proofing of 
relevant projects, will be required. ADB’s planned interventions in the areas of urban 
infrastructure, urban management, and public enterprise reform contribute to efforts by 
development partners to tackle these challenges.  
 
B. Results-Based Monitoring Process and Plan 
 
87. The results framework of the CPS presented below was finalized after discussion with 
Government. It identifies realistic impacts and target outcomes of ADB’s assistance that are 
linked to SDP-8 goals and targets and ADB inputs and outputs. The results framework will 
provide a management tool for evaluating performance of the CPS and for consequent 
corrective action by both the Government and the ADB. A CPS mid-term review will be 
undertaken in the second half of 2009 focusing on the lending and non-lending programs and 
will be complemented by rolling business plans as required. As agreed with the Government, 
ADB will assess opportunities to mainstream environmental and gender considerations into all of 
its activities.  
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COUNTRY PARTNERSHIP STRATEGY RESULTS FRAMEWORK 
 
Country Development Goals Country Partnership Strategy (CPS) Outcomes 

Country-Level 
Outcomes 

Key Constraints 
 

CPS 
Outcomes 

Outcome Indicators 
 

ADB Interventions 
 

Risks 
 

Strategic Development 
Plan Eight 2006/07–
2008/09 (SDP-8) Goal 
3: Promote sustained 
private sector-led 
economic growth 

Goal 4: Ensure 
equitable distribution of 
the benefits of growth 
 
Goal 6: Improve 
health standards 

 

Goal 7: Ensure 
environmental 
sustainability and 
disaster risk  reduction 
 

 

Weak infrastructure: 
poor, high-cost service 
delivery and 
environmental health 
problems in urban areas 

 
Limited urban planning 

Improved social services 
delivery in urban areas 

Lower transport costs in 
urban areas 

 

 

 
 
Improved environmental 
health through pro-poor 
investment in urban 
development  

 

National human 
development index is 
equal to or exceeds 
0.815 during 2008–2012 
(baseline year 2006) 

Average vehicle journey 
time for a 7 kilometer 
trip through Nuku'alofa 
during peak hours drops  
from 28 minutes to 18 
minutes or less by 2012 
(baseline year 2006) 

Reduction in the number 
of reported cases of 
waterborne diseases, as 
indicated by: 

• less than 1,500 cases 
of diarrhea by 2012 
(baseline 2,320 cases 
in 2003) 

• less than 100 cases of 
dengue fever by 2012 
(baseline 194 cases in 
2003) 

• less than 15 cases of 
typhoid fever by 2012 
(baseline 23 cases in 
2003) 

Groundwater remains 
safe for potable use. 
Reticulated water quality 
continues to meet World 
Health Organization 
Guidelines for Drinking 
Water Quality (1997) 

Ongoing: 

• Preparing the 
Integrated Urban 
Development Project 
(2005) (Technical 
Assistance [TA]  4648-
TON) 

Future: 

•  Integrated Urban 
Development Sector 
Project (2008) 

• Tonga Urban Planning 
and Management 
System TA (2008) 

• Urban Infrastructure 
Enhancement Project 
TA (2010) 

•  Urban Infrastructure 
Enhancement Project 
(2011) 

Inadequate public 
sector budget 
allocations for 
investment and 
maintenance — to be 
mitigated by improved 
public financial 
management 

Land acquisition for 
projects proceeds 
without significant 
delay — to be 
mitigated by 
identification by the 
Government of land 
acquisition 
requirements and 
finalization of land 
acquisition activities 
well before 
construction. 

Insufficient  market 
interest in Public 
Private Partnerships 
and privatizations — to 
be mitigated by 
effective project 
preparation 
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Country Development Goals Country Partnership Strategy (CPS) Outcomes 
Country-Level 

Outcomes 
Key Constraints 

 
CPS 

Outcomes 
Outcome Indicators 

 

ADB Interventions 
 

Risks 
 

SDP-8 Goal 1: Create a 
better governance 
environment  

 

 

 

 
Goal 2: Ensure 
macroeconomic stability  

 

Fiscal pressures that 
threaten 
macroeconomic stability 
and limit improvements 
in the strategic 
allocation of public 
resources  

 
 
Limited capacity of the 
National Reserve Bank 
of Tonga (NRBT) to 
conduct an effective 
monetary policy 

 

 

Improved fiscal 
governance  

 

 

 

 
 
Effective execution of 
open market operations 
by the NRBT 

Balanced budget by 
FY2012 (baseline: 2.9% 
over gross domestic 
product (GDP) in 
FY2007)   

Total debt (internal plus 
external) to GDP ratio is 
below 50% by end of FY 
2012 (baseline: 59% in 
FY2007)  

 

Introduction of a 
medium-term 
expenditure framework 
as a core part of 
improving public 
financial management 

Increased use of open 
market operations in 
place of credit ceilings 
and reserve 
requirements 

Ongoing: 

• TA for Supporting 
Implementation of 
SDP-8 (TA4865-
TON) 

Future: 

• TA for fiscal 
governance & 
macroeconomic 
capacity building 
(2008) 

• TA to support 
organizational 
development 
strategy for the 
NRBT (2008) 

 

Political and social 
instability 

Weak commitment 
and coordination 
amongst government 
agencies – to be 
addressed through TA 
support for the 
Economic and Public 
Sector Reform 
Program (EPSRP) 
Steering Committee 

Inadequate 
institutional and 
human resource 
capacity in ministries 
and the National 
reserve NRBT– to be 
addressed by TA 

Excessive borrowing 
affecting debt 
sustainability 

SDP-8 Goal 3: Promote 
sustained private sector-
led economic growth-  

Weak private sector 
enabling environment: 

Infrastructure 
constraints 

Extensive role of the 
state 

Regulatory constraints  

Land issues 

Limitations in financial 
intermediation 

 

Strengthened private 
sector enabling 
environment 

 

Privatization of targeted 
public enterprises 

Increase in private 
investment/GDP ratio 
from 17.5% (baseline, 
FY 2004) to 23% (in 
FY2012). 

Privatization of at least 
five public enterprises 
by the end of FY 2012 
(baseline: public 
enterprises existing at 
end-FY2007) 

Rationalization of at 
least five other public 
enterprises through 
corporatization, 

Ongoing: 

• TA 4488-TON for 
youth micro-
enterprise 
development (2004) 

• TA for Rationalization 
of Public Enterprises, 
Phase III – 
privatization 
component 

• RETA 6353 Private 
Sector Development 
Initiative (2006) 

Limited private sector 
response – to be 
addressed by the 
Government’s Business 
Recovery Facility and 
through a revived 
private sector 
consultation committee 

Political commitment to  
reform, rationalization 
and privatization of 
public enterprises is 
lacking 



 

 

28 Country Development Goals Country Partnership Strategy (CPS) Outcomes 
Country-Level 

Outcomes 
Key Constraints 

 
CPS 

Outcomes 
Outcome Indicators 

 

ADB Interventions 
 

Risks 
 

improved corporate 
governance, and (where 
feasible) development of 
joint ventures with 
private sector (baseline: 
public enterprises 
existing at end-FY2007) 

• Private Sector 
Assessment (2007) 

Future: 

• TA for Rationalization 
of Public Enterprises, 
Phase IV (2008) – 
privatization 
component 

• TA support for private 
sector development  
cluster (2009) 

• Integrated Urban 
Development Sector 
Project (2008) 

• Urban Infrastructure 
Enhancement Project 
(2011) 

SDP-8 Goal 1: Create a 
better governance 
environment  

 

Goal 2: Ensure 
macroeconomic stability  

 

Extensive role of the 
state and poor service 
delivery by public 
enterprises 

Improved corporate 
governance  and 
improved financial 
performance of  
remaining public 
enterprises 

Reduced fiscal 
allocations to and 
contingent liabilities from 
public enterprises 

Enhanced corporate 
governance and 
improved financial and 
service delivery 
performance of retained 
public enterprises 

Ongoing: 

• TA4899-TON for 
Rationalization of 
Public Enterprises, 
Phase III  

Future: 

• TA for 
Rationalization of 
Public Enterprises, 
Phase IV (2008) 

Public enterprise reform 
process may be too 
slow within the duration 
of the TA because of 
inadequate Government 
commitment 

Source: Asian Development Bank.
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COUNTRY AND PORTFOLIO INDICATORS 
 

Table A1.1: Progress Toward the Millennium Development Goals and Targets 
 

Goals and Targets 1990 1995 Latest Year 

Goal 1: Eradicate Extreme Poverty and Hunger     

Target 1: Halve $1-a-day poverty      
1. Proportion of population below US$1 per day (PPP-values) 

(%) 
 

— 
 

— 
 

4.0 
 
(2001) 

2. Poverty gap ratio (%) — — 7.7 (2001) 
3. Share of poorest quintile in national consumption (%) — — 4.9 (2001) 

Target 2: Halve proportion of people suffering from hunger    
4. Prevalence of child malnutrition (% of children under 5) 1.6 

(1986) 
— 2.0 (1997) 

5. Proportion of population below minimum level of dietary 
energy consumption (%) 

— — —  

Goal 2: Achieve Universal Primary Education     

Target 3: Ensure completion of full primary schooling     
6. Net enrollment ratio in primary education (%) 

Total 
 
Male 
 
Female 

 
91.8 

 
93.6 

 
89.9 

 
91.7 

(1998) 
91.9 

(1998) 
91.6 

(1998) 

 
99.7 

 
100.0 

 
99.7 

 
(2001) 
 
(2001) 
 
(2001) 

7. Proportion of pupils starting Grade 1 who reach Grade 5 89.6 89.2 
(1998) 

83.1 (2000) 

8. Literacy rate of 15–24 year olds (%)  
Total 
 
Male 
 
Female 

 
— 

 
— 

 
— 

 
99.2 

(1996) 
99.2 

(1996) 
99.1 

(1996) 

 
99.3 

 
99.2 

 
99.3 

 
(2000–04) 
 
(2000–04) 
 
(2000–04) 

Goal 3:  Promote Gender Equality and Empower Women     

Target 4: Eliminate gender disparity in education     

9. Ratio of girls to boys in: (%)  
Primary education 
 
Secondary education 
 
Tertiary education 

 
96.0 

 
101.0 

 
— 

 
98.0 

(1999) 
110.0 

(1999) 
127.0 

(1999) 

 
95.0 

 
108.0 

 
167.0 

 
(2004) 
 
(2004) 
 
(2004) 

10. Ratio of young literate females to males (% of age group 
15–24)  

94.0 
(1986) 

95.0 
(1996) 

100.0 (2000–04) 

11. Share of women in wage employment in the non-agricultural 
sector  

— 36.0 
(1996) 

—  

12. Proportion of seats held by women in national parliament  0.0 0.0 3.4 (2006) 
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Goals and Targets 1990 1995 Latest Year 

Goal 4: Reduce Child Mortality      

Target 5: Reduce by two-thirds the under-5 mortality rate     

13. Under-5 mortality rate (per ‘000 live births) 27.0 24.0 25.0 (2004) 
 

14. Infant mortality rate (per ‘000 live births) 23.0 20.0 20.0 (2004) 
15. Proportion of 1 year old children immunized against measles 86.0 94.0 99.0 (2004) 

Goal 5: Improve Maternal Health      

Target 6: Reduce by three-quarters the maternal mortality ratio     

16. Maternal mortality ratio (per 100,000 live births) 39.0 — 78.2 (2002) 
17. Births attended by skilled health staff (% of live births) 92.0 

(1991) 
93.9 95.3 (2001) 

Goal 6: Combat HIV/AIDS, Malaria and Other Diseases     

Target 7: Halted and begun to reverse the spread of HIV/AIDS     
18. HIV prevalence rate among: (%) 

15-24 year old pregnant women 
Adult rate (aged 15–49) 

 
— 
— 

 
— 
— 

 
— 
— 

 

19. Contraceptive prevalence rate (% of women aged 15–49) — — —  

20. Number of children orphaned by HIV/AIDS — — —  

Target 8: Halted and begun to reverse the incidence of major 
diseases 

    

21. Malaria: 
Prevalence rate (per 100,000 people)  
Death rate (per 100,000 people) 

 
— 
— 

 
— 
— 

 
— 

9.0 

 
 
(2000) 

22. Proportion of population in malaria risk areas using effective 
malaria prevention and treatment measures 

— — —  

23. Tuberculosis (TB): 
Prevalence rate (per 100,000 people) 
 
Death rate (per 100,000 people) 

 
145.0 

 
11.0 

 
— 

 
2.0  

(1994) 

 
42.0 

 
4.5 

 
(2004) 
 
(2004) 

24. TB cases, DOTS: 
Detection rate (%) 
Treatment success rate (%)  

 
— 
— 

 
53.0 
89.0 

 
80.0 
83.0 

 
(2003) 
(2003) 

Goal 7: Ensure Environmental Sustainability     

Target 9: Reverse the loss of environmental resources     
25. Forest area (% of total land area) 5.5 — 5.0 (2005) 
26. Nationally protected areas (% of total land area) 0.1 27.6 27.8 (2005) 
27. GDP per unit of energy use (PPP$ per kg oil equivalent) — — —  
28. Carbon dioxide emissions (per capita metric tons) 0.8 1.2 1.1 (2003) 
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Goals and Targets 1990 1995 Latest Year 

Target 10: Halve the proportion of people with access to water 
and sanitation 

    

29. Access to an improved water source (% households) 
Total 
 
Urban 
 
Rural 

 
 

91.5 
(1986) 

96.6 
(1986) 

90.2 
(1986) 

 
 

— 
 

96.8 
(1996) 

— 

 
 

100.0 
 

100.0 
 

100.0 

 
 
(2002) 
 
(2002) 
 
(2002) 

     

Target 11: Improve lives of at least 100 million slum dwellers     

30. Access to improved sanitation (% households) 
Total 
 
Urban 
 
Rural 

 
97.0 

 
98.0 

 
96.0 

 
— 

 
99.3 

(1996) 
— 

 
97.0 

 
98.0 

 
96.0 

 
(2002) 
 
(2002) 
 
(2002) 
 

31. Access to secure tenure (slum population as % of urban 
population [secure tenure index]) 

1.0 — 1.0 (2001) 

     
— = not available; DOTS = directly observed treatment, short course; GDP = gross domestic product; kg = kilogram; 
HIV/AIDS = human immunodeficiency virus/acquired immunodeficiency syndrome; PPP = purchasing power parity. 
Sources:  Secretariat of the Pacific Community (SPC). 2004. Pacific Islands Regional Millennium Development Goals 
Report 2004, Statistical Annex. Available: http://www.spc.int/mdgs; SPC, Pacific Regional Information System (PRISM). 
Available: http://www.spc.int/PRISM; UNDP. 2006. Asia-Pacific Human Development Report 2006. Available: 
www.undp.org; UNDP, Pacific Human Development Report 1999; United Nations Educational, Scientific and Cultural 
Organization (UNESCO), Institute for Statistics. Available: http://portal.unesco.org/uis); United Nations Statistics Division 
(UNSD). 2003. Millennium Indicator Database. Available: http://millenniumindicators.un.org; World Health Organization 
(WHO). Available: http://www.who.org; WHO. 2006. The World Health Report 2006. Available: http://www.who.int/whr/en/; 
ADB. Statistical Database System. Available: http://lxapp1.asiandevbank.org:8030/sdbs/index.jsp).  
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Table A1.2: Country Economic Indicators 

      Fiscal Year a 
Item   2002 2003 2004 2005 2006 
A. Income and Growth      

 1. GDP Per Capita ($, current prices) 1,433 1,596 1,820 2,148 2,244 

 2. GDP Growth (%, in constant prices) 2.98 3.24 1.37  2.30  1.90 

  Agriculture 3.31 3.76 (3.32) (3.00) (0.50) 

  Industry 27.09 27.26 25.93  24.57  23.99 

  Services 5.01 2.42 (1.01) 9.70  2.50 
B. Saving and Investment (current market prices, % of GDP)    
 1. Gross Domestic Investment 20.39 18.93 17.47  — — 

 2. Gross Domestic Saving (22.49) (12.79) (16.00) — — 
C.  Money and Inflation (annual % change)      

 1. Consumer Price Index b 10.0 10.7 11.8  10.0  7.2 

 2. Total Liquidity (M2) 7.8 13.4 18.6  12.1  8.0 
D. Government Finance (% of GDP)      
 1. Total Revenue and Grants 29.93 31.31 28.15  26.69  — 

 2. Total Expenditure 30.63 28.42 29.84  29.12  — 

 3. Overall Fiscal Surplus (Deficit) 0.71 (2.89) 1.69  2.43  (6.10) 
E.  Balance of Payments      
 1. Merchandise Trade Balance (% of GDP) (43.6) (56.7) (69.0) (89.6) (98.1) 

 2. Current Account Balance (% of GDP) (12.2) 30.3 21.6  29.8  9.5 

 3. Merchandise Export ($) growth (fob, annual 
% change) 49.0 (1.1) (21.2) 15.9  (1.2) 

 4. Merchandise Import ($) growth (fob, annual 
% change) (61.4) (74.3) (82.9) (105.7) (114.0) 

F. External Payments Indicators      

 1. Gross Official Reserves ($ million, end of 
period) 18.18 16.83 44.00  44.35  41.79 

 2. External Debt Service (% of exports of 
goods and services) 4.65 6.10 8.56  8.41  — 

 3. External Debt (% of GDP) 41.96 47.05 42.29  37.69  — 

G. Memorandum Items      

 1. GDP (current prices, $ million) 142.6 159.4 182.4 215.7 225.8 

 2. Exchange Rate ($ official currency) 2.18 2.19 2.04 1.93 2.01 

  3. Population (mid-year, thousands) 99.6 99.9 100.2 100.4 100.6 
— data not available, ( ) =negative, fob = free on board, GDP = gross domestic product 
a ending 30 June; b average for the fiscal year. 
Sources: Statistics Department, National Accounts Statistics Year 2005, June 2005; Statistics Department, 
Statistical Bulletin on Consumer Price Index, various issues; Ministry of Finance and Planning, Budget Statement 
for the Year Ending 30th June 2007; NRBT. Quarterly Bulletin. various issues; NRBT. February 2007. Press release 
on Official Foreign Reserves.; IMF. June 2006. 2006 Article IV Consultation. Available: www.imf.org; IMF. World 
Economic Outlook Database. Available: http://www.imf.org/external/pubs/ft/weo/2007/01/index.htm; UN 
Department of Economic and Social Affairs. World Population Prospects (WPP): The 2004 Revision Population 
Database. Available: http://esa.un.org/unpp/. 
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Table A1.3: Country Poverty and Social Indicators 
 

 Period 
Item 1990 1995 Latest Year 
A. Population Indicators    
 1. Total Population (‘000) 96.4 97.4 101.8 (2004) 
 2. Annual Population Growth Rate (% change) 0.4 0.3  0.4 
    
B. Social Indicators    
 1. Total Fertility Rate (births/woman) 4.8 4.1 (1996) 3.4 (2003) 

2. Maternal Mortality Rate (per 100,000 live  
births) 

39.0 —  78.2 (2002) 

3. Infant Mortality Rate (below 1 year/1,000 live  
births) 

23.0 20.0 20.0 (2004) 

 4. Life Expectancy at Birth (years) 68.7 71.1 73.4 (2004) 
  a. Female 70.8 73.2 — 
  b. Male 66.8 69.2 — 
 5. Adult Literacy (%) — — 98.9 (2000-04) 
  a. Female — 98.9 (1996) 99.0 (2000–04) 
  b. Male — 98.8 (1996) 98.8 (2000–04) 
 6. Primary School Gross Enrollment (%) 105.8 110.8 (1998/99) 115.0 (2004) 
 7. Secondary School Gross Enrollment (%) 97.1 92.8 (1998/99) 98.0 (2004) 
 8. Child Malnutrition (% below age 5) 1.6 (1986) — 2.0 (1997) 
 9. Population with Access to Safe Water (% 

households) 
91.5 (1986) — 100.0 (2002) 

 10. Population with Access to Sanitation (% 
households) 

97.0 — 97.0 (2002) 

 11. Public Health Expenditure (% of GDP) — 5.0 (1998) 6.0 (2003) 
 12. Public Education Expenditure (% of GDP) 4.8 7.0 (1998) 5.0 (2004) 
 13. Human Development Index (Pacific) — 0.723 (1994) 0.647 (1998) 
           Pacific Rank / number of PDMCs — 3/12 5/14 
 14. Human Development Index (Global) — — 0.815 (2004) 
           Rank / number of countries — — 55/177 
 15. Gender-Related Development Index (Global) — — 0.809 (2004) 
           Rank / number of countries — — 46/177 
    
C. Poverty Indicators    
 1. Poverty Line (T$ per capita per month) — — 122.1 (2001/02) 
 2. Poverty incidence (headcount index (%)) — — 22.3 (2001/02) 

a. Urban — — 23.6 (2001/02) 
b. Rural — — 22.1 (2001/02) 

 3. Poverty Gap (%) — — 7.7 (2001/02) 
 4. Poverty Severity Index (%) — — — 
 5. Inequality (Gini coefficient)    

a. By total household expenditure — — 0.36 (2001/02) 
b. By total household income — — 0.42 (2001/02) 

 6. Human Poverty Index (Pacific) — — 5.9 (1999) 
           Pacific Rank / number of PDMCs — — 1/14 
 7. Human Poverty Index (Global) — — — 
           Rank / number of developing countries — — — 

— = not available; GDP = gross domestic product; PDMCs = Pacific developing member countries 
Sources:  Abbott, D. and S. Pollard. 2004. Hardship and Poverty in the Pacific.; Manila. Abbott, D. 2003. Tonga 
Hardship and Poverty Status Discussion Paper. Manila.; SPC. 2004. Pacific Islands Regional Millennium 
Development Goals Report 2004. Statistical Annex. Noumea. Available: http://www.spc.int/mdgs; UNDP. 2006.  
Human Development Report 2006.. UNDP. 1994, 1999. Pacific Human Development Report. City; United Nations 
Educational, Scientific and Cultural Organization (UNESCO), Institute for Statistics (UIS). Available: 
http://www.uis.unesco.org; UNESCO. 2006. Global Education Digest 2006. Available: 
http://www.uis.unesco.org/TEMPLATE/pdf/ged/2006/GED2006.pdf); United Nations Statistics Division (UNSD), 
Millennium Indicators Database  Available: http://unstats.un.org/unsd/mi; World Bank, World Development Indicators 
online database. Available: http://devdata.worldbank.org; ADB, Statistical Database System. Available: 
http://lxapp1.asiandevbank.org:8030/sdbs/index.jsp. 
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Table A1.4: Country Environment Indicators 
    
Item 1990 Latest Year 
1.   Energy Efficiency of Emissions    
Traditional Fuel Use (% of total energy use) — —  
2.   Water Pollution    
Water Bodies Exceeding Contact Recreation Standards    
        Biological Oxygen Demand (BOD) — —  
        Chemical Oxygen Demand (COD) — —  
3. Water and Sanitation    
Access to improved water source (% of total population) — 100 (2007) 

Rural (% of rural population) — 100 (2007) 
Urban (% of urban population) — 100 (2007) 

Access to improved sanitation (% of total population) 97 97 (2007) 
 (1990)   

Rural (% of rural population) — 96 (2007) 
Urban (% of urban population) — 98 (2007) 

4.   Air Pollution    
Carbon Dioxide (CO2) Emissions    
                Total ('000 metric tons) 77.0 114 (2003) 
                 Per unit of GDP (kg/PPP$ GDP) — 0.2 (2000) 
        Sulphur Dioxide (SO2) Emissions    
                  Total ('000 metric tons) — 0 (1955) 
5.   Land Use and Deforestation    
Total Land Area (km2) 718 718 (2007) 
Forest Area (% of total land) 5.0 5.6 (2007) 
 (1990)   
Average Annual Deforestation     
                  Area (remaining km2) — 41.8 (2000) 
                  % change  0.0 (1990–2005) 

Arable Land (% of total land) 
24.0   

 (1993)   
Cropland, Permanent (% of total land) 43.0   
                    (1993) 73.0 (2007) 
 Pastures, Permanent (% of total land) 6.0   
 (1993)   
Population, Density, Rural (people per km2) 367 398 (2002) 
                    (1998)   
6.   Biodiversity and Protected Areas    
Nationally Protected Area(s)    
                    Area (km2) 38.0 10105 (2005) 
 (1990)   

% to total surface area 0.104 27.75 (2005) 
 (1990)   

                     Number — 4 (2003) 
Mammals (number of known species) — 5 (2007) 
Mammals (number of threatened species) 0 2 (2007) 
 (1996)   
Birds (number of known species) — 46 (2007) 
Birds (number of threatened species) 2 4 (2006) 
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 (1996)   
Higher Plants (number of known species) 463 3 (2006) 
 (1992)   
Higher Plants (number of threatened species) — 3 (2006) 
Reptiles (number of known species) 17 3 (2006) 
 (1992)   
Reptiles (number of threatened species) 3 3 (2006) 
 (1996)   
Amphibians (number of known species) 0 0 (2003) 
Amphibians (number of threatened species) 0 0 (2006) 
 (1996)   
Fishes (number of known species) 106 106 (2003) 
 (1992)   
Fishes (number of threatened species) 1 5 (2006) 
 (1992)   
7.   Urban Areas    
Urban Population    
              Total ('000) 32.6 34.5 (2005 est.) 
               % of total population 32.0 33.8 (2007) 
 (1996)   
Per Capita Water Use (liters/day) — —  
Wastewater Treated (%) — —  
Solid Waste Generated per Capita (kg/day) — —  
        

― = no data available; GDP = gross domestic product; kg = kilogram; km2 = square kilometer; PPP$ = purchasing 
power parity in US dollars 
Sources: Central Intelligence Agency (CIA). 2007. The World Factbook. Available: http://cia.gov; International Union 
for the Conservation of Nature and Natural Resources (IUCN). 1996, 2003, 2006. The IUCN Red List of Threatened 
Species. Available: http://www.iucnredlist.org; SPC. 2000, 2003. Oceania Population. Noumea.; SPC. Pacific 
Regional Information System (PRISM). Available: http://www.spc.int.PRISM; UNSD. 2003. Millennium Indicator 
Database. Available: http://millenniumindicators.un.org; World Bank. 2007. The Little Green Data Book. New York. 
World Resources Institute (WRI). 2003. Earth Trends 2003. Available: http://earthtrends.wri.org; UN ESCAP. 2005.  
State of the Environment in Asia and the Pacific.2005.  
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Table A1.5: Development Coordination Matrix 
 

Sectors and 
Themes  

Other Development Partners’ Strategies and/or Main Activities 

 

Current ADB 
Strategy/ Activities 

Multilateral Institutions and the UN System  Bilateral 

Sector 
Agriculture and 
Natural 
Resources 

 FAO • Sheep Farming Development 
• Vegetable Production Project 
• Future Farmers of Tonga 
• Honey Bee Production
• Livestock Production 
• Development of Sustainable 

Agriculture 

AusAID • Fisheries Management Project 
• Training and Vegetable Planting 

Education  PRIDE 
 
World Bank 

• Education Support 

• Tonga Education Support 

AusAID 
 
 
 
PRC 
 
 
 
Japan 
 
 
NZ 
 
 
 
 
 

• Distance Education 
• Aus Development Scholarship 
• Aus Regional Development Scholarship 

 
• Tonga High School 
• Chinese Scholarships 

• JOCV Volunteers 
• ODA Group Training Courses 

• NZ Development Scholarships 
• NZ Zealand Regional Development   
  Scholarships 
• Education Support  
• Vocational Training 
• Public Sector Management Diploma 

Health, Nutrition 
and Social 
Protection 

 UNFPA 
 
 
World Bank 

• Demographic Health Survey 

• Health Sector Support 

AusAID 
 
 
 
PRC 
 
 
Japan 
 

• Health Management 
• Construction of New Clinic 
• Construction of New Staff Quarters 

• Construction of Health Centers 
• Vava'u Hospital Renovation 

 
• Hospital Staff Quarters 
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Sectors and 
Themes  

Other Development Partners’ Strategies and/or Main Activities 

 

Current ADB 
Strategy/ Activities 

Multilateral Institutions and the UN System  Bilateral 

Sector 
Law, Economic 
Management, 
and Public Policy 
 
 

• Implementation of SDP-8 

• Support for economic and 
public sector reforms 

• Rationalization of public 
enterprises 

• Macroeconomic capacity 
building 

 
 

PFTAC 
 
 
 
World Bank 

• Public Finance Management 
Training 

• Procurement Reform
 

AusAID 
 
 
PRC 
 
 
Common-
wealth 
 
EU 
 
 
Japan 
 
 
 
NZAID 
 
 

• Financial & Economic Management  
  Program 
• Population and Housing Census 

• Short-term Training and Teaching  
  Program MOFA 

• Temporary High Court Judge 

• Technical Cooperation Facility MOFA 

• Strengthening of Fire Services 

• Cabinet Manual Proposal 
• Administration of Justice &  
  Constitutional Reform 
• Prosecutors for the Prosecution Unit 
• Defence counsel 
• Customs Reform 
• Tax Revenue Reform 
• Population and Housing Census 
• Temporary Supreme Court Judge 

Water Supply, 
Sanitation and 
Waste 
Management 

   AusAID 
 
Japan 
 

• Solid Waste Management 
 

• Rural water system 

Transportation 
and 
Communication  
 

 World Bank • Transport Reform AusAID 
 
PRC 
 

• Construction of access and local roads 
 

• Tongatapu Roads 

Multisector • Urban infrastructure 
(roads, drainage and 
sanitation) 

 
 

World Bank • Improving the delivery of 
infrastructure services 
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Sectors and 
Themes  

Other Development Partners’ Strategies and/or Main Activities 

 

Current ADB 
Strategy/ Activities 

Multilateral Institutions and the UN System  Bilateral 

Sector 
Theme 

Environmental 
Sustainability 

• Urban planning 
• Urban management 

UNDP 
 
 
 
 
 
UNEP 
 
World Bank 

• National Biodiversity Strategy 
• Sustainable Lands Management 
• Persistent Organic Pollutants 
• Water Pollution from Land Based 
Environment Activities 

 
• Biosafety Clearing House 
Module 

• Cyclone Emergency Recovery 
and Management 

EU • Sustainable Urban and Environmental 
 Management Capacity Building 
• Disaster Preparedness and Risk  
   Management 
 

Gender and 
Development 

   NZAID • Centre for women and children 

Governance • Fiscal Governance 
• Institutional building of  
NRBT 

UNDP • Strengthening Civil Society AusAID 
 
 
NZAID 

• Creation of a Anticorruption  
   Commission 
• Public Service Commission 
• Public Service Commission 

Inclusive social 
Development 

   AusAID 
 
 
EU 
 
 
NZAID 

• Tonga/Australia Community  
   Assistance 
   Community Development 
 
• Vava'u Social Sector Support  
 
• Community Development Fund 
• Eua Strategic Development Plan 
• Eua infrastructure 

Private Sector 
Development 

• Youth Micro-finance 
• Business services 
Development 
• Privatization of public 
enterprises 

UNDP 
 
World Bank 

• Retirement Benefit Scheme 

• Regulatory Reform for Private 
Sector Cost 

 

AusAID 
 
 
NZAID 
 

• Business Recovery Facility  
• Business Hardship Fund 
 
• Business Recovery Facility 
 

ADB = Asian Development Bank, AusAID = Australian Agency for International Development, EU = European Union, FAO = Food and Agriculture Organization, 
JOCV = Japan Overseas Cooperation Volunteers, MOFA = Ministry of Foreign Affairs, NRBT = National Reserve Bank of Tonga, NZ = New Zealand, NZAID = 
New Zealand Agency for International Development, ODA = Overseas Development Assistance, PFTAC = Pacific Financial Technical Assistance Centre, PRC = 
People’s Republic of China, PRIDE = Pacific Regional Initiatives for the Delivery of Basic Education, UNDP = United Nations Development Programme, UNEP = 
United Nations Environment Programme, UNFPA = United Nations Population Fund 
Source: Government of Tonga. 
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Table A1.6: Portfolio Indicators—Portfolio Amounts and Ratings 
(public sector loans, as of 31 December 2006) 

  
 Rating  

 Net Loan 
Amount Total Highly 

Satisfactory Satisfactory 
Partly 

Satisfactory 
Unsatis- 
factory 

Potential 
Problem  At Risk  

Sector $ million % No. % No. % No. % No. % No. % No. % No. (%) 
Agriculture and Natural  
 Resources 

2.5 4.3 1 6.7  0.0  0.0 1 6.7  0.0  0.0  0.0 

Education                 
Energy 13.0 22.5 2 13.3 2 13.3  0.0  0.0  0.0  0.0  0.0 
Finance 5.9 10.2 2 13.3  0.0  0.0 2 13.3  0.0  0.0  0.0 
Health, Nutrition, and 

Social Protection 
                

Industry and Trade 0.4 0.7 1 6.7 1 6.7  0.0  0.0  0.0  0.0  0.0 
Law and Public Sector 

Management  
11.1 19.2 1 6.7  0.0  0.0 1 6.7  0.0  0.0  0.0 

Multisector  14.2 24.6 6 40.0 5 33.3  0.0  0.0 1 6.7  0.0  0.0 
Transport and  
 Communications 

10.7 18.5 2 13.3 2 13.3  0.0  0.0  0.0  0.0  0.0 

Water Supply, Sanitation, 
and Waste 
Management  

0.0 0.0  0.0  0.0  0.0  0.0  0.0  0.0  0.0 

 0.0 0.0  0.0  0.0  0.0  0.0  0.0  0.0  0.0 
 Total 57.8 100 15 100 10 66.6  0.0 4 26.7 1 6.7  0.0  0.0 

No. = number  
Source: Asian Development Bank estimates. 
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Table A1.7: Portfolio Indicators—Disbursements and Net Transfers of Resources 
(public sector loans, as of 31 December 2006) 

 
Disbursements and Transfers OCR ADF Total 
Disbursements     
 Total Funds Available for Withdrawal ($ million) 0.00 0.00 0.00 
 Disbursed Amount ($ million, cumulative) 0.00 0.00 0.00 
 Percentage Disbursed (disbursed amount/total available) 0.00 0.00 0.00 
 Disbursements ($ million, latest year) 0.00 0.00 0.00 
 Disbursement Ratio (%) 0.00 0.00 0.00 
Net Transfer of Resources ($ million)    
 2006 0.00 (1.46) (1.46) 
 2005 0.00 (1.37) (1.37) 
 2004 0.00 (1.26) (1.26) 
 2003 0.00 5.02 5.02 
     
( ) = negative, ADF = Asian Development Fund, OCR = ordinary capital resources  
Source: Asian Development Bank estimates. 
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Table A1.8: Portfolio Implementation Status 
(public sector loans, as of 31 December 2006) 

  
 
Currently, there are no active loan projects in the portfolio. 
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Table A1.9: Evaluation Rating by Sector, Public Sector Loans 
1996–2006 

 

 
Highly 

Successful Successful 
Partly 

Successful Unsuccessful No Rating Total 
Sector No. % No. % No. % No. % No. % No. % 
Agriculture and Natural Resources  0.0  0.0  0.0  0.0  0.0  0.0 
Education  0.0  0.0  0.0  0.0  0.0  0.0 
Energy   0.0  0.0  0.0  0.0  0.0  0.0 
Finance     1 14.3     1 14.3 
Health, Nutrition, and Social Protection             
Industry and Trade  1 14.3  0.0  0.0  0.0  0.0 1 14.3 
Law and Public Sector Management   0.0  0.0  0.0  0.0  0.0  0.0 
Multisector 3 42.8  0.0  0.0 1 14.3  0.0 4 57.1 
Transport and Communications 1 14.3  0.0  0.0  0.0  0.0 1 14.3 
Water Supply, Sanitation, and Waste 

Management 
 0.0  0.0  0.0  0.0  0.0  0.0 

  0.0  0.0  0.0  0.0  0.0  0.0 
      Total 5 71.4  0.0 1 14.3 1 14.3  0.0 7 100 

  Source: Asian Development Bank project (program) audit reports. 
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                             COUNTRY PERFORMANCE ASSESSMENT RATINGS (2005) 

PDMC = Pacific developing member country 
Source: Asian Development Bank estimates. 
 

Country Performance Assessment Rating Cluster 
Rating 

Average 
Rating 
PDMCs 

A. Economic Management  3.3 3.8 
1. Macroeconomic Management (33.3%) 3.0  3.9 

2. Fiscal Policy (33.3%) 3.0  3.7 

3. Debt Policy (33.3%) 4.0  3.9 

    
B. Structural Policies  3.2 3.4 
4. Trade (33.3%) 2.0  3.7 

5. Financial Sector (33.3%) 4.5  3.6 

6. Business Regulatory Environment (33.3%) 3.0  2.9 

    
C. Policies for Social Inclusion/Equity  3.6 3.3 
7. Gender Equality (20.0%) 3.5  3.3 

8. Public Resource Use (20.0%) 4.0  3.5 

9. Building Human Resources (20.0%) 4.5  3.4 

10. Social Protection and Labor (20.0%) 2.5  3.0 

11. Policies and Institutions for Environmental 
Sustainability (20.0%) 

3.5  3.2 

    
D. Public Sector Management and Institutions  3.1 3.4 
12. Property Rights and Rule-based Governance (20.0%) 4.0  3.6 

13. Quality of Budgetary and Financial Management (20%) 3.0  3.4 

14. Efficiency of Revenue Mobilization (20.0%) 3.0  3.4 

15. Quality of Public Administration (20%) 3.5  3.2 

16. Transparency, Accountability, and Corruption in the 
Public Sector (20.0%) 

2.0  3.3 

    
Economic and Social Policy and Institutional 
Performance 

 3.4 3.5 

    
Public Sector Management and Governance 
Performance 

 3.1 3.4 

    
Portfolio Performance  4.5 3.9 



 Appendix 3 

 

44 

GOVERNANCE ASSESSMENT 
 
A. Introduction 
 
1. The governance profile of the Kingdom of Tonga is unique among its Pacific island 
neighbors. Tonga is the only Pacific island country that was never colonized, and is a highly 
centralized constitutional monarchy, with a constitution that remains largely unchanged from 
when it was written in 1875. The Tongan constitution preserves the ultimate power of the 
Tongan crown and the status of the 33 hereditary, landed noble titles. All other Tongans are 
commoners. It provides for Westminster-style institutions,1 but lacks the conventions that limit 
the powers of sovereigns in other modern-day constitutional monarchies.2 In practice, the 
Cabinet manages the government’s daily affairs, and the formalities of consultation and 
delegation are generally preserved. Nevertheless, the sovereign has constitutional pre-
eminence and is immune from impeachment. The monarch has the right to act unilaterally, to 
appoint and dismiss without reason, to assent or reject any bills passed by Parliament, to 
appoint nobles, and to grant hereditary lands. Tonga has no independent electoral commission 
and a media that is “lacking in good, investigative reporting,” according to Transparency 
International in 2004.3 

2. Popular participation in government has traditionally been very limited, with the peoples’ 
representatives easily outvoted in the legislative assembly. At the same time, there have been 
moves from people wanting greater representation in parliament or protesting government 
decisions on which they have had little input. These have succeeded in bringing issues of 
transparency and accountability to public attention, and the last decade has seen increasing 
social, economic and political change in Tonga. 

B. A Time of Unprecedented Change 
 
3. Several dramatic events occurred in the period from 2005 to 2007, which have together 
contributed to greater emancipation in Tongan society. First, thousands participated in 
numerous protest marches which resulted in an unprecedented public sector strike that lasted 6 
weeks from late July 2005. The general strike encompassed both demands for public sector pay 
equity and calls for democratic reform, and ended on 3 September 2005, following direct 

                                                 
1 The Tongan constitution instituted three branches of government:  

(a)  The Privy Council, made up of the King and his cabinet ministers (all of whom are appointed by the King), is 
the highest executive arm of government and the final appeal tribunal in issues concerning land and title. 
Commoners may be appointed to cabinet ranks, at which time they are accorded the same status in 
Parliament as a noble. Until 2005, Tonga’s Cabinet was composed of 12 (ten ministers of the crown and the 
two governors of the outer islands, Ha’apai and Vava’u). Following the 2005 elections, four additional ministers 
were appointed (two peoples’ representatives and two nobles). This brings the total to 16 (although one 
position is vacant). 

(b) The Legislative Assembly (parliament) is a unicameral house that debates matters of law, makes 
recommendations to the Government, and assesses and passes the annual government budget. The 
legislature currently totals 34. It is made up of the Cabinet (16 ministers); nine nobles’ representatives elected 
by their peers (the 33 noble families); and nine peoples’ representatives, representing electorates based on 
island groups (Tongatapu has 3 such electorates, Ha’apai and Vava’u each have 2, and the Niuas and ‘Eua 
each have 1). The peoples’ representatives are elected by universal suffrage (by Tongans aged 21 years and 
over). The last election was in March 2005; the next is due in 2008. 

(c) The Judiciary is comprised of four courts. The Appeals Court is the highest court in the land, including the 
cabinet, a selected judge, and the monarch as supreme judge. Tonga also has a Supreme Court, Lands Court 
and Magistrate’s Court.  

2 Such as in Britain, Scandinavia and Japan. 
3 Transparency International. 2004. National Integrity Systems, Tonga Country Study Report 2004. Canberra. 
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intervention by the Princess Regent and the signing of a memorandum of understanding 
agreeing Cabinet would consider the establishment of a royal commission on democratic 
reform. The King assented to establishment in November 2005 of a National Committee on 
Political Reform. The committee undertook widespread community consultations (Talanoa), 
including with the Tongan diaspora, and presented its report to the King on 31 August 2006.4 
Stalled parliamentary debate over preferred models for taking political reform forward saw the 
renewal of protests, which escalated into riots on 16 November 2006. The riots destroyed about 
80% of the central business district in the capital, Nuku’alofa, and resulted in several deaths. At 
the request of the Government of Tonga (the Government), joint deployment of Australian and 
New Zealand defense and police personnel helped restore law and order. 
 
4. A number of other significant events occurred during this period. On 30 March 2006, the 
King appointed the first popularly-elected commoner, Dr Feleti (Fred) Sevele, as Prime Minister. 
The first woman was also appointed to cabinet.5 Following the death at 88 years of King 
Taufa’ahau Tupou IV on 10 September 2006, after a reign of 41 years, his eldest son, Crown 
Prince Tupouto’a, was proclaimed King Siaosi Tupou V and became head of state on 11 
September. 
 
5. As part of its broader Second Governance and Anti-corruption Action Plan, the Asian 
Development Bank (ADB) is focusing its 2007 governance assessments in Pacific developing 
member countries (PDMCs) on three key issues: public financial management, procurement, 
and anti-corruption issues. The following synopsis of the status of Tonga’s progress in each of 
these areas is based on readily available information, rather than new analysis.  
 
C. Public Financial Management 
 
6. Tonga has a resident population of about 100,000. It is a small, open economy with a 
narrow export base, and is heavily reliant on remittances from Tongan communities living 
overseas, foreign aid, and public sector employment.6 Classified as a lower middle income 
country by the World Bank, Tonga’s average per capita income is about $1800. 
 
7. Tonga’s economic performance over recent decades has been disappointing. In 
particular, efforts to strengthen governance and promote private sector activity have had 
negligible success, resulting in low growth rates, while efforts to broaden the country’s narrow 
production and export base have seen little progress. The Government’s past failure to collect 
or adequately account for trade taxes has cost the country millions of pa’anga each year in lost 
revenue, but reforms to strengthen the taxation system are now complete. The country’s 
macroeconomic and external stability was brought under further pressure through FY2005/06,7 
and its fiscal position shifted significantly from surplus to an estimated deficit of 6.1% of gross 
domestic product (GDP). The outlook for FY2006/07 is similarly bleak, with economic activity 

                                                 
4  Australia and New Zealand provided financial support to facilitate the committee’s work. Its recommendations were 

expected to help develop community consensus around a roadmap for political change. Parliamentary debate was 
stalled by the protests and subsequent riot. 

5  'Alisi Taumoepeau was appointed by the King on the recommendation of Prime Minister Sevele. 
6  Remittances account for about 43% of Tonga’s gross domestic product. Donor assistance accounts for about 16%. 

The public service accounts for some 45% of the formal workforce and 57% of recurrent budget expenditure. 
7  Following the public service strikes, a political decision was made in September 2005 to grant wage increases 

averaging about 70% to public servants. The unanticipated cost of this was estimated by the International 
Monetary Fund as being about 3% of gross domestic product. Added to this, severance payments associated with 
public service downsizing efforts were anticipated to amount to 5% of gross domestic product. Tonga was also 
expecting a revenue shortfall in 2005/06. 
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expected again to slow down. Fiscal pressures increased again following the November 2006 
riots, because of the need to support economic recovery and the reconstruction of Nuku’alofa. 
 
8. Effective economic management in Tonga continues to be hampered by a lack of 
specific competencies in the Ministry of Finance and Planning. This is a challenge that has 
persisted for many years now, in spite of substantial support since the early 1990s for training 
and capacity building, including from ADB and bilateral development partners.8 In short, the 
incentives for well-qualified personnel to move to the private sector locally or overseas far 
outweigh those that exist within the public service.9 This issue constrains capacity building, the 
availability of counterparts and, ultimately, the sustainable impact of any development initiative. 
 
9. From 2002 to 2004, with donor support including through a 2002 ADB loan, the 
government implemented a wide-ranging Economic and Public Sector Reform Program 
(EPSRP), aimed at improving public service transparency, accountability and efficiency, and 
achieving private sector growth. Key reforms included introduction of (i) a new Public Service 
Act and Public Finance Management Act, (ii) a code of ethics for public officials, and (iii) a 
performance-based remuneration policy. The Government also embarked on a significant 
program of downsizing to reduce the size of the public service.  
 
10. The initial assessment of the EPSRP, conducted at the completion of the ADB loan-
related activity, concluded the program had been partly successful.10 Over the short term at 
least, the EPSRP assisted government in maintaining overall macroeconomic stability, and it did 
achieve a number of program targets. Adoption of the Public Finance Management Act 2002, 
for example, greatly strengthened budgeting in Tonga. It provided the Minister of Finance with 
the legislative authority to manage budget execution, enforce tighter fiscal discipline, and ensure 
that spending is within allocations. Nevertheless, the targets achieved did not lead to a 
sustainable fiscal balance, to improved public service delivery, or to the desired 3% economic 
growth rate and 5% annual inflation.  
 
11. Further efforts to improve public expenditure management are needed to ensure 
Tonga’s scarce public resources are used to optimal effect. To this end, Tonga is now looking to 
introduce a medium-term budget framework to help signal its commitment to sustainable fiscal 
policy and foster donor support. Donor support for the EPSRP provided a start in terms of 
helping strengthen staff skills and experience. As of September 2007, almost all of Tonga’s 15 
ministries were effectively connected to the accounting system. Timely and reliable financial 
reporting remains a priority. Although there has been some progress in improving tax and 
customs administration through better resourcing and computerization, the International 
Monetary Fund (IMF) has stressed that much more is needed to strengthen the legal 
framework, improve tax enforcement and build a taxpayer culture. Tongan government officials 
themselves acknowledge that these issues are critical to offset the decline in tariff revenue 
expected from Tonga’s accession to the World Trade Organization. Importantly, concerted effort 
                                                 
8  This has included long-term support for in-line positions, support to develop and implement the Financial 

Management Information System for public accounting, interim assistance for budget reforms in 1999 and 2000, 
and the Strengthening of Budget Systems Project from 2001 to 2004. 

9  An Australian Agency for International Development evaluation in 2004 concluded that MOF’s inability to retain 
qualified professional staff was a critical constraint to development of its organizational capacity. In addition to the 
salary differentials between local and overseas employment opportunities, poor staff management was a key 
disincentive. “MOF is not seen by its staff to be an attractive employer or workplace, with hard work and minimal 
recognition being the norm.” (AusAID. 2004. Capacity Building in Public Finance: An evaluation of activities in the 
South Pacific. Canberra). 

10 ADB. 2005. Program Completion Report for Economic and Public Sector Reform Program, EPSRP 2002 (Loan 
1904-TON). Manila. 
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to reduce the salary share of the budget and raise the share allocated to other expenditure 
items is needed. High wage and salary payments reduce the scope to finance capital, 
maintenance and other goods and services spending. 
 
12. Although restoring fiscal balance will constrain growth in the short-term, it is vitally 
important that the Government act on its stated reform commitments to safeguard 
macroeconomic stability, improve governance, and enhance the role of the private sector. This 
will create a climate conducive to higher investment and enable real GDP growth to reach about 
3% over the medium term. On the other hand, the IMF has warned that if reforms stall and the 
wage bill remains unchecked, fiscal deficits could increase to some 4.5% of GDP. In these 
circumstances, the economy would likely stagnate, with GDP growth slowing over the medium 
term to about 1%. In this event, Tonga would be at high risk of debt distress. 
 
D. Procurement 
 
13. Tonga has no public procurement legislation or regulations, no formal procurement 
policies or procedures, and no public procurement officers.11 Procurement functions are 
devolved to and within individual ministries, across staff rather than in one area. This is unlikely 
to be either efficient or effective given Tonga’s public sector capacity constraints. Tenders for 
public works are advertised in newspapers, but bidders are often given insufficient time and 
inadequate instructions about the evaluation criteria to be used in assessing proposals. The 
results are not advertised, but can be obtained from the relevant ministry. Parties who feel they 
have been unfairly treated can ask the departments involved in the tender selection process to 
explain the reasons for their choice. 
 
14. Recognizing the need to ensure public funds are spent in an economic, efficient and 
transparent manner, the Government established a procurement committee in 2002, with a 
mandate to develop proposals for a long-term procurement policy framework. In April 2003, 
Cabinet gave approval for an assessment of government procurement of goods, works and 
services, in order to ensure compliance with generally accepted accounting principles and to 
maintain an asset register for the Government. The procurement committee subsequently 
formulated a procurement policy that was endorsed by Cabinet in August 2005. This policy 
document sets out guiding principles and mechanisms for carrying out procurement of different 
amounts. Procurement involving amounts in excess of $100,000 are handled by a Bids and 
Awards Committee and a Procurement Committee. In the Strategic Development Plan 8 (SDP-
8) period to 2009, enabling legislation will be developed and presented to parliament, utilizing 
World Bank technical assistance. 
 
E. Anti-corruption 
 
15. Insufficient transparency and accountability within government produces extensive 
opportunities for manipulation and mismanagement of public funds. Over time, there has been a 
loss of public confidence in government procedures. SDP-8 enunciates a number of specific 
measures to combat corruption, and indicates that steps will be taken to address the lack of a 
leadership code, utilizing support available under the governance initiatives of the Pacific Plan.12 
As a result, Parliament approved the Anti-corruption Commission Act on August 2007. A 

                                                 
11 The Government has indicated that new regulations on procurement will be approved by the end of 2007 with the 

support of the World Bank’s technical assistance on regulatory reforms. 
12 Pacific Islands Forum Secretariat. 2005. The Pacific Plan for Strengthening Regional Cooperation and Integration. 

Suva. 
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Leadership Code is being prepared for consideration by Cabinet to create a code of conduct for 
public office holders. 
 
16. Although various anti-corruption measures are now in place—such as establishment of a 
commissioner for public relations (ombudsman) and an auditor-general—these institutions 
require more power and independence to be truly effective. Parliament has recently passed a 
new Audit Act to give more power and operational independence to the auditor general.13 
Ministers and officials try to implement risk management principles, and the EPSRP was 
designed to encourage good governance in both the financial and public sector, but the impact 
of these recent changes has yet to be fully felt.  
 
17. Development partners have in place a range of means to protect aid funds from misuse, 
and have sought to support moves toward greater transparency, accountability and efficiency. 
AusAID has supported the creation of the Anticorruption Commission in the Ministry of Justice.  
 
18. Tonga needs to seriously consider developing an anti-corruption strategy, as part of its 
reform program, to establish guidelines on issues such as bribery, conflict of interest and 
disclosure of assets and interests; to distinguish between cultural practice and corruption; and to 
establish means by which to censure unacceptable behaviour. The strategy needs to be 
accompanied by the introduction of associated legislation and widespread education of people 
as to what the laws mean and what corruption costs the country. Role models could be 
identified to help change attitudes about corruption. At the same time, adequate resources need 
to be provided to support the relevant offices and institutions, and to allow existing rules and 
regulations to be enforced. Importantly, the strategy needs to identify where these clash with 
local culture and resolve any actual or potential problems. 
 
19. More broadly, in 2004 Transparency International called for research to explore ways in 
which good governance might be progressed through more effective integration of modern and 
traditional practices.14 For example, traditional forms of recompense and reconciliation enable 
people to go on living with one another, while litigation will often punish one individual but leave 
all concerned less well off. 
 
F. Conclusions 
 
20. Tonga compares unfavorably with the rest of the Pacific region in terms of many key 
indicators of governance. 

Table A.3: Governance Indicators, 2005a 
 Voice and 

Accountability 
Political 
Stability 

Government 
Effectiveness 

Regulatory 
Quality 

Rule of 
Law 

Control of 
Corruption 

Tonga -0.16 0.53 -0.48 -0.69 0.45 -1.28 
Pacific 
Average b 0.53 0.60 -0.41 -0.54 0.17 -0.36 
a The indicators are measured in the range -2.5 to +2.5, with a higher score indicating better governance. 
b The Pacific average is for Fiji Islands, Kiribati, Marshall Islands, Micronesia, Papua New Guinea, Samoa, Solomon  
 Islands, Timor-Leste, Tonga, Tuvalu and Vanuatu. 
Source: World Bank. September 2006. Governance Matters V: Governance Indicators for 1996-2005. Policy Research. 
Washington.  
 
                                                 
13 This was an output identified under EPSRP.  
14 Transparency International. 2004. National Integrity Systems, Tonga Country Study Report 2004. Canberra. 
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21. The small size of the country is a key constraint on the effective functioning of its many 
Western-style political, legal and administrative institutions. The relatively few experienced 
personnel must fill multiple roles, public duties can conflict with kinship roles, and leaders tend 
to be highly visible. At the same time, Tonga’s traditionalism, its constitution and evolving 
political system have not diminished the country’s access to modern health, education and 
technology, or its development progress relative to its neighbors. On most if not all development 
indicators, Tonga has achieved favorable levels by Pacific and developing country standards.15 
 
22. Whatever the governance regime, in the interests of improved service delivery, better 
public financial management must be given more attention. Although there is very little absolute 
poverty in Tonga, there is inequality in income distribution between households and regions, 
growing unemployment, particularly among young people, and hardship for some groups. At the 
broadest level, Tonga continues to lack a common vision of how best to strengthen financial 
governance. This is of increasing concern given the country’s difficult medium-term fiscal 
outlook. Ongoing challenges include the need to strengthen revenue collection, maintain a 
stable exchange rate, and contain inflation. A performance orientation needs to be fostered in 
the public service, including active support for accountability and transparency in its operation. 
 
 

 

                                                 
15  For example, Tonga is the highest-ranking Pacific island country on the United Nation’s Development Programme’s 

human development index and the lowest on the human poverty index. 



 

 

50 
Appendix 4 

COUNTRY COST-SHARING ARRANGEMENTS AND OTHER FINANCING PARAMETERS 
 

Table A.4: The Financing Parameters for Tonga, approved by the President in 2007 
Item Parameter Remarks/Explanation 

Country Cost Sharing 
Ceiling for the loan 
portfolio over the period 
2007-20121 

Up to 99% Higher percentages of financing would be provided for projects and activities with 
strong evidence of ownership and commitment, and addressing binding constraints to 
growth and development.  
 
The assessment of ownership and commitment would take into account budget and 
planning processes. The availability of full time and dedicated staff to coordinate, 
supervise and assistance provided by ADB and other development partners would 
form a key consideration in determining whether to provide a high financing ratio. 
 
The aggregate loan portfolio would be kept to a level consistent with the sustainability 
of the public debt position. 

Country Cost Sharing 
Ceiling for the TA 
portfolio and other grants 
over the period 2007-
20122 

Up to 99% Higher percentages of financing would be provided for projects and activities with 
strong evidence of ownership and commitment, and addressing binding constraints to 
growth and development. This would bring TA financing more in line with those of 
other development partners. 
 
The assessment of ownership and commitment would take into account budget and 
planning processes. The availability of full time and dedicated staff to coordinate, 
supervise and assistance provided by ADB and other development partners would 
form a key consideration in determining whether to provide a high financing ratio. 

Cost Sharing Ceiling for 
all sectors 

Up to 99% Sector specific variations have not been proposed. 
 

Recurrent Cost Financing 
 

No country limits At the project level, recurrent cost financing would be considered if consistent with 
project objectives, provided there is strong demonstration of arrangements to ensure 
sustainability after ADB financing ceases. 
 
Integration of ADB financing in budget and planning processes would be strongly 
emphasized to help ensure that increased recurrent costs from ADB projects avoid 
adverse impacts on fiscal sustainability. 

                                                 
1 Projects financed with Asian Development Fund grant funds will be counted as part of the loan portfolio.  
2 The country cost sharing ceiling for TA and other grants will exclude projects that are ADF-grant financed. 
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Item Parameter Remarks/Explanation 
Taxes and duties There are no taxes and 

duties that ADB would 
not finance, subject to 
compliance with the 
ADB’s Charter 

At the project level, ADB would consider whether taxes and duties constitute an 
excessively high share of project costs. ADB could monitor local taxes for possible 
distortions and ensure these remain consistent with acceptable practices. 
Taxes and duties are considered reasonable, and there are no taxes and duties 
specifically targeted at ADB projects. Tax and duty arrangements set out in ADB’s 
charter are complied with. 

ADB = Asian Development Bank; TA = Technical Assistance 
Source: Asian Development Bank. 
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COUNTRY SECTOR AND THEME ROAD MAPS 
 

I. URBAN DEVELOPMENT ROAD MAP 
 
1. The purpose of this roadmap is to describe key issues and challenges facing the 
Kingdom of Tonga in the urban sector, the response by the Government of Tonga (the 
Government) to these challenges, and how the Asian Development Bank (ADB) proposes to 
work with the Government and the other stakeholders to address these challenges in the period 
2007–2012. This roadmap was developed through consultation and advisory involvement with 
the various ministries and stakeholders. 
 
A. Sector Situation and Key Issues  
 
2. Urbanization is a relatively recent phenomenon in Tonga, but problems associated with 
unplanned and uncontrolled development are already being experienced. There are only three 
urban areas of significant size: the capital Nuku'alofa on Tongatapu Island, Neiafu in the Vava'u 
island group, and Pangai in the Ha'apai island group. At the last census in 2006, the populations 
were 34,058 (Nuku'alofa), 5,650 (Neiafu) and 2,966 (Pangai). At that time, the population of 
Nuku'alofa was approximately 34% of the national population and about 75% of the national 
urban population. 
 
3 The annual growth rate in the Nuku’alofa urban area between 1996 and 2006 was 
0.85%. This is below the natural growth rate due to the high incidence of emigration from 
Nuku’alofa, although it may actually underestimate rural-urban migration to some degree. The 
recent Nuku’alofa socioeconomic survey undertaken through the Preparing the Integrated 
Urban Development Project TA revealed that 22% of households migrated into Nuku’alofa from 
other areas in the last 10 years, with 11.6% migrating within the last 2 years.1 The survey also 
confirmed a high rate of overseas migration, with 30% of households reporting that household 
members had emigrated in the last 5 years.2 
 
4. All land in Tonga belongs to the Crown, divided between the King’s land, the royal 
family’s hereditary estates, hereditary estates belonging to nobles and chiefs, and government 
land. The latter two estates are subdivided into allotments for the rest of the people of Tonga. 
The land tenure regulation stipulates that every Tongan male over the age of 16 is entitled to a 
tax allotment of 3.3 hectares for farming, and a town allotment of up to 1,618 square meters for 
residential purposes, all of which is hereditary through the eldest male heir.  
 
5. Population growth has intensified the demand for land, and regulatory entitlements can 
no longer be fulfilled. During the 5-year period to 2000, a 10% decline in town allotment 
registration for Tongatapu suggested that pressure for space in Tonga’s main commercial 
center is compounding the issue of land availability limitations. The leasing of land is as 
common as registering land, and leases have different terms depending on the purpose. 
 
6. The growth of Nuku'alofa is constrained by both its geography and the absence of land 
development procedures conducive to planned development. The urban area is bounded to the 
north by the ocean, to the east and west by wetlands, and to the southeast and south by the 

                                                 
1 ADB 2006. Preparing the Tonga Integrated Urban Development Project, Technical Report–Social Issues in Urban 

Development. Manila. 
2 The actual rate of urbanization will be more accurately determined following the release of the December 2006 

census results. 
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Fanga'uta Lagoon. The only options for significant growth are to increase development densities 
in the existing urban area, or expand to the southwest, but land to the southwest is utilized 
primarily for agricultural purposes, and held by individuals in the form of tax allotments. 
 
7. The land allotment system does not encourage private development on any significant 
scale, inhibiting land acquisition for commercial and industrial investment.3 Consequently, there 
is little urban expansion through either planned or speculative schemes. The Government does 
not plan or undertake any form of guided land development, other than subdivision of the 
marginal swamplands to the east and west of Nuku’alofa. Through its land registration and 
allocation role, the Government authorizes development, but only in response to applications 
rather than through proactive initiatives. As a consequence of the limited expansion options, 
much recent land allocation and development has been in marginal wetland areas to the east 
and west of the primary urban area. 
 
8 The buildup of traffic in and around Nuku’alofa in recent years has meant that the main 
approach roads to the urban area and roads in the town center are experiencing congestion,4 
which is especially severe around the public market and in other areas at peak office and school 
arrival and departure hours. Traffic congestion in the town center is exacerbated by restrictions 
placed on vehicular access to the wharves and industrial sites to the east of the primary urban 
area, which force vehicles to either pass through or close to central commercial areas. In 
addition, the lack of adequate traffic management in strategic locations along the main road 
network, especially in terms of off-street parking, also contributes to traffic congestion.  
 
9. The lack of adequate sidewalks along many of the busiest roads results in significant 
levels of conflict between pedestrians and vehicles. The situation is particularly acute during 
rains, when roadside flooding forces pedestrians onto the main roads. 
 
10. There is a generally low standard of road maintenance and repair. Poor sections of road 
are repeatedly patched, and when resurfacing does take place, a new layer of chip seal is laid 
atop the existing surface without repairing the base course in soft areas. In addition, due to the 
absence of adequate road drainage or the poor maintenance of existing drains, flooding is 
frequent along or over roadways. In 1998, the Ministry of Works (MOW) prepared a 
comprehensive nationwide road improvement program, and considerable work has been 
accomplished in completing the primary and secondary roads throughout Nuku’alofa. However, 
many of the roads completed prior to the 1998 plan have now exceeded their useful design lives 
and again require resurfacing. The surface of most localized residential access roads remains 
gravel, and many are badly broken and potholed. 
 
11. Limited interagency and/or interdepartmental coordination means that inadequate 
allowance is made in many road reservations for the provision of infrastructure and public 
utilities such as drainage, water, and electricity supply lines.  
 
12. At present, there are basic drainage systems in certain areas of Nuku’alofa, such as 
around the town center, along the foreshore, and in a number of small residential areas. 
However, these systems do not function well due to siltation and other forms of blockage, 
coupled with a general lack of repair and maintenance. There are very limited drainage systems 
                                                 
3 A government task force supported by the World Bank is currently addressing the needs of the private sector and 

recommending changes to the lease regulations. 
4 A one day manual traffic count was conducted in June 2006 over an eleven-hour period, which recorded nearly 

11,000 vehicle movements on Taufa'ahau Road, the main artery into the urban area. This represents an increase of 
270% over results of a survey completed in 1999. 
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elsewhere throughout the city. As a result, after heavy rain, stormwater collects in low points, 
and only drains to ground after an extended period. In other parts of the city there are open 
drainage channels with limited culvert interconnections. These channels frequently have either 
no or substantially blocked outlets, resulting in stagnant water lying for days until it eventually 
infiltrates or evaporates. 
 
13. There are extensive swamplands within the urban area of Nuku’alofa, notably in the 
areas of Popua and Sopu, to the east and west of the primary urban area, respectively. These 
areas have been, and continue to be subdivided into residential plots in order to meet land 
entitlement pressures under the land tenure regulations, resulting in the ad hoc infilling of lots 
and blocking of natural drainage ways.  
 
14. Sanitary facilities in Nuku’alofa still include some pit latrines, but consist primarily of flush 
toilets with septic tanks and vertical soakaways. A survey undertaken under the Preparing the 
Integrated Urban Development Project indicated that 84% of the 431 households surveyed 
utilize septic tank systems. Septic tank pumping frequency was also found to vary markedly, 
ranging from weekly pumping for some downtown restaurants and other businesses, to several 
years in the case of residences. Sludge from the pumping operations is taken to the sludge 
beds at Patangata, but will be taken to the new Tapuhia sanitary landfill facility once it is fully 
operational. Many septic tanks are undersized, and it is suspected that numerous tanks may 
have been improperly constructed prior to the adoption of formal permit review procedures, 
raising potential environmental and health concerns due to possible surface inundation of 
contaminated wastewater during times of high groundwater and flooding. 
 
15. The current sanitation practices heighten the potential for contamination of the fragile 
groundwater aquifer—the island is primarily reliant on groundwater resources for its water 
supply—and surrounding nearshore reef and lagoon. The Tonga Water Board has reported little 
or no fecal coliform contamination in tests made to date; but little is known of groundwater 
conditions and quality throughout much of the aquifer system.  
 
16. An estimated 95% of households in the urban Nuku’alofa area have access to the water 
supply system operated by the Tonga Water Board. Water supply is by means of a reticulated 
system, drawing on groundwater from Mataki’eua well fields located about 5 kilometers 
southwest of the town center. The salinity of the aquifer increases with proximity to the sea and 
the Fanga’uta Lagoon. 
 
17. In March 2004, the Australian Agency for International Development (AusAID) initiated a 
4-year Solid Waste Management Project for Tonga. The project involves closing the dump site 
at Patangata and developing a new landfill at Tapuhia with a proper liner, leachate treatment, 
and sludge drying beds.  
 
B. Government’s Sector Policy and Planning Framework 
 
18. The Government's goals for urban planning and infrastructure development are 
expressed in Strategy 20 of the Strategic Development Plan for Tonga (SDP-8): “Develop an 
urban planning and management strategy for Tonga and formulate an investment project for 
development of urban areas”. While Strategy 20 is not specific, it does provide the basis for the 
development of a comprehensive urban development plan for Nuku’alofa. The urban 
development plan for Nuku’alofa will improve linkages to national development plans and 
policies. 



 Appendix 5 

 

55

C. Government’s Institutional Arrangements and Capacity in the Sector 
 
19. In the wake of significant government restructuring and downsizing in 2006, the roles of 
agencies involved in urban planning and management are in a state of flux. Broadly, the 
planning and provision of urban services is undertaken by the MOW (roads, drainage, and 
major projects), Tonga Water Board (water supply), and the Ministry of Civil Aviation, Marine 
and Ports (MCAMP; airports and ports). The MCAMP is to be renamed the Ministry of Transport 
in July 2007. It will assume road planning responsibility, while construction and maintenance will 
remain with the MOW. A new Waste Management Authority (WMA) came into being in October 
2006 and will be responsible for solid waste collection, management and disposal, under the 
guidance of a WMA board. There are no centralized sewerage systems in Tonga, and on-plot 
sanitation has previously been overseen by the Ministry of Health. It is understood that this 
responsibility is likely to move to the MOW in the future. 
 
20. Little or no strategic or urban spatial planning is being undertaken in Tonga. Strategic 
spatial planning is not within the current mandate of the Ministry of Lands, Surveys Natural 
Resources and Environment (MLSNRE). The Department of the Environment (DOE) carries out 
some broad-based spatial planning that addresses global resource management planning for 
Tonga. However, this activity is not currently enshrined in any active legislation. DOE was 
remerged with the MLSNRE in July 2006, and its new mandate remains unclear.  
 
21. The Central Planning Department (CPD), previously a separate body reporting to the 
deputy prime minister, has been under the Ministry of Finance and Planning since early July 
2006. The planning work undertaken by CPD and its associated agencies is primarily national 
and economic in nature. A wide range of activities that relate to urban planning and 
management are being undertaken, albeit in a rather ad hoc and uncoordinated manner. No 
agency in Tonga is charged with preparing spatial plans. Consequently, no planning takes place 
for either urban areas or other localities. 
 
22. With no forward planning and no plans, there are no spatial guidelines to assist decision 
making on either strategic or local development issues, particularly infrastructure investments. 
There is also no structured identification of development issues that might arise such as the 
provision of urban services. As described above, land development is primarily led by the land 
tenure system. The subdivision of lots is reviewed, registered and mapped by MLSNRE, but all 
in response to subdivision proposals, rather than as part of an overall forward-looking plan. 
 
D. ADB Sector Experience 
 
23. ADB has provided support to the sector through the Preparing the Tonga Integrated 
Urban Development Project ($700,000, approved in September 2005 and due to close by May 
2007). Through this project, ADB has investigated options for the development of capacity in 
urban planning and infrastructure management and has established, in consultation with 
stakeholders, a prioritized infrastructure investment plan that incorporates construction of 
access roads within the low income areas of Nuku'alofa, rehabilitation of arterial roads, 
construction of major drains to mitigate flooding, and capacity building and institutional 
strengthening in urban planning drainage infrastructure management. 
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E. Role of Other Development Partners in the Sector 
 
24. Assistance provided by other development partners is listed below. Due to the 
fragmented nature of planning and management responsibilities amongst the various 
government ministries, there has been no comprehensive assistance provided to the sector by 
development partners other then the assistance provided by ADB through the TA associated 
with the Integrated Urban Development Project. 
 

Table A.5: Assistance Provided by Other Development Partners 
Funding 
Agency 

 

Sector Project Description Value 
$ 

AusAID Roads Nuku'alofa Urban Roads and Drainage Study 
Completed (1993) 
 

  Not  known 

JICA Roads Airport to CBD Road Project 
Completed (included roadside drains in CBD) 
 

Not known 

AusAID Community 
Development 

Tonga/Australia community Assistance Scheme 
Ongoing 
 

1,244.555 

AusAID Solid Waste Solid Waste Management Facility 
Ongoing 
 

2,500,000 

NZAID Environment Popua Dump Rehabilitation 
Ongoing 
 

660,000 

UNDP Environment Sustainable lands Management 
Ongoing 
 

20,000 

World Bank Infrastructure Transport Reform - 
Ongoing 

64,718 

AusAID = Australian Agency for International Development ; JICA = Japan International Cooperation 
Agency; NZAID = New Zealand Agency for International Development; UNDP = United National 
Development Programme 
Source: Asian Development Bank estimates. 

 
F. Intended Sector Outcomes and Key Outputs Supported by ADB 
25. The development policy objectives set out in SDP-8 focus on development of efficient 
and cost-effective infrastructure that will facilitate economic and social development and private 
sector investment, accompanied by institutional developments to increase efficiency and raise 
the standards of facilities and services provided. Strategies to achieve these objectives include 
improving human and environmental health through improved drainage and sanitation 
infrastructure; access to safe, efficient, affordable, and environmentally sustainable transport 
services; and reducing the cost of transport of people and goods. Specific targets include 
construction of major drains and access roads within the low income areas of Nuku'alofa; 
rehabilitation of arterial roads, including drainage augmentation and provision of sidewalks for 
pedestrians; increased capacity for urban planning and management; and monitoring of 
groundwater quality and quantity. The sector results framework provides further detail and 
indicators. 

G. Links to CPS Outcomes and Other Sectors/Thematic Areas 
26 Three primary goals in the SDP-8, emphasized in the CPS outcomes, are creation of a 
better governance environment, ensuring macroeconomic stability, and promotion of sustained 
private sector-led growth and the promotion of physical infrastructure development by the 
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Government. ADB interventions in the urban sector will have a significant role in growth, urban 
development, and poverty alleviation. 

H. Indicative Areas for Interventions  
27. ADB involvement in the urban sector will to contribute to social and economic 
development and to reduction of poverty through the provision of infrastructure and capacity 
building in urban planning and urban infrastructure management. The proposed Tonga 
Integrated Urban Development Sector Project will contribute to economic growth and poverty 
reduction through improved environmental quality and public health in Nuku'alofa. It will (i) 
reduce flooding and flooding on roads and on residential plots, (ii) improve road conditions and 
increase road safety, and, (iii) improve environmental safeguards with respect to groundwater. A 
second phase on the Integrated Urban Development Sector Project is scheduled for preparation 
in 2010 and implementation in 2011. 

I. Monitoring Mechanisms 
28. Through the proposed projects and TA, ADB will assist the Government in implementing 
standard monitoring and reporting practices, including progress and completion reports covering 
project implementation; costs and benefits; road maintenance budgets and activities; and 
implementation of policy initiatives, regulations, and legal reforms.  
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Urban Sector Results Framework 2007–2012 

CPS Outcomes Sector-level Outcomes Areas of 
Interventions 

Risks and 
Mitigation 

Relevant CPS Outcomes Key Opportunities 
and Constraints 

Sector Outcomes and 
Outcome Indicators 

Sector Milestone 
(Tracking) Indicators 

  

SPD-8 Strategy 20 (Develop 
an urban planning and 
management strategy for 
Tonga and formulate an 
investment project for 
development of urban areas).  
 
Poverty reduction through 
improved standards of 
environmental quality and 
public health in Nuku’alofa. 
 
Improved drainage and road 
conditions and in the urban 
area of Nuku’alofa, and 
improved groundwater 
monitoring. 

Weak infrastructure: 
poor, high-cost 
service delivery and 
environmental health 
problems in urban 
areas. 
 
Limited urban 
planning. 

Vehicle operating costs 
reduced by 5% by 2012. 
 
Reduced traffic 
congestion within 
Nuku'alofa. 
 
Improved safety for 
drivers and pedestrians 
on urban roads. 
 
Improved drainage and 
flood management. 
 
Reduced frequency and 
duration of flooding 
within urban areas. 
 
Monitoring of 
groundwater quality and 
quantity. 

 

Rehabilitation of 15.0 
km of arterial roads 
including widened 
roadway, improved 
drainage and 
sidewalks by end-
2010. 
 
Construction of 4 km of 
all-weather access 
roads in Popua and 
Sopu by end-2009. 
 
Duration of flooding on 
all major roads 
reduced from 4 hours 
to less than 30 minutes 
by mid-2009. 
 
Drain maintenance 
equipment procured 
and 2.6 km of urban 
drains cleaned by 
end-2008. 
 
Construction of 2.1 km 
of trunk drains by 
end-2010. 
 
Construction of 8 
monitoring wells by 
end-2008. Water 
quality testing 
commenced by mid-
2009. 
 

Ongoing: 

• Preparing the Integrated 
Urban Development 
Project (2005) (TA 
4648-TON) 

Future: 

• Integrated Urban 
Development Sector 
Project (2008) 

• TA Tonga Urban 
Planning and 
Management System 
(2008) 

• TA Urban Infrastructure 
Enhancement Project 
(2010) 

• Loan Urban 
Infrastructure 
Enhancement Project 
(2011) 

Inadequate public 
sector budget 
allocations for 
investment and 
maintenance. 
Mitigated by 
improved public 
financial 
management. 

Land acquisition for 
projects proceeds 
without significant 
delay. Mitigated by 
identification by the 
Government of land 
acquisition 
requirements and 
finalization of land 
acquisition activities 
well before 
construction. 

Insufficient market 
interest in PPPs 
and privatizations. 
Mitigated by 
effective project 
preparation. 
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Urban Sector Results Framework 2007–2012 

CPS Outcomes Sector-level Outcomes Areas of 
Interventions 

Risks and 
Mitigation 

Relevant CPS Outcomes Key Opportunities 
and Constraints 

Sector Outcomes and 
Outcome Indicators 

Sector Milestone 
(Tracking) Indicators 

  

Preventative 
maintenance program 
for stormwater 
drainage established 
by end-2008. 
 
Preventative 
maintenance program 
and management 
system for urban roads 
established and staff 
trained by mid-2009. 

PPP = Public Private Partnership, SDP-8 = Strategic Development Plan Eight 2006/07–2008/09, TA = technical assistance 
Source: Asian Development Bank. 
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II. ROAD MAP: MACROECONOMIC STABILITY AND FISCAL GOVERNANCE 
 
29. The road map traces the Government’s plans to address economic development in 
alignment with SDP-8, which presents the country’s medium-term development vision and 
strategies. 
  
A. Key issues in the Sector 
 
30. Tonga’s economic development has been hindered by the typical constraints 
experienced by small, resource poor and open island economies. The economy is vulnerable to 
internal and external shocks. In addition, Tonga faces potential political instability as its 
traditional monarchical system is being widely questioned in favor of more democratic 
institutions.  
 
31. While Tonga has made considerable progress toward achieving the Millennium 
Development Goals, its gross domestic product (GDP) per capita remains at 30% of the 
average for the 63 other countries also in the “high” category of the human development index. 
Due to the recent deterioration in macroeconomic conditions and the poor export outlook, 
poverty is a concern, as fiscal resources have declined, the public sector has contracted, and 
the business sector is unable to create sufficient jobs to absorb unemployment or provide 
sufficient opportunities for income generation. 
 
32. Macroeconomic Stability. In the 10-year period from FY1996–FY2006, real GDP grew 
at an average annual rate of 2.5%, well below the Government’s target of 5%. In FY2007, the 
economy is likely to contract by about 3.5%, while budget constraints will make it difficult to 
support effective public service delivery, create employment and reduce hardship. Even without 
the riots in November 2006, the economic fundamentals needed correction, as the benchmark 
growth rate has remained low (1.0%) from FY2002 to FY2007. Long term deterioration in the 
country’s external position had contributed to sluggish growth. In addition, the 6-week public 
service strike from July to September 2005, and the subsequent decision to award an average 
70% pay increase to the entire civil service, have challenged the Government’s capacity to 
maintain a sound fiscal position.  
 
33. External Position: Tonga’s trade balance has deteriorated over time, reflecting 
declining exports and rising imports. Given the decline over time in the export of traditional 
squash and fishery products, as well as the riots of 16 November 2006, this trend is not 
expected to reverse in the near term. Import growth has continued to be fueled by both private 
and public expenditure, with aid flows and remittances helping to finance the balance of 
payments. The growth in money supply has largely been driven by domestic credit expansion 
for home construction, placing pressure on official foreign reserves. The Government needs to 
rethink its policies to create viable export sectors that could improve the country’s foreign 
exchange earnings.  
 
34. Fiscal Management. Maintaining a stable fiscal position is a major development 
challenge during the SDP-8. The public sector has suffered from a history of fiscal expansion, 
resulting in poor public service delivery. The fiscal conditions were further challenged by 
payments necessitated by the civil service pay increase and the civil service redundancy 
scheme in 2006. In addition, the cost of post-riot reconstruction in FY2007 and FY2008, and the 
expected financial implications from the political reforms in the coming years, cast doubt on the 
Government’s capacity to manage the fiscal burden. Recovery and reconstruction of the 
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destroyed central business district in the capital will demand further spending from the 
Government, thereby potentially raising its already high debt level.  

35. Governance in Public Finance: A priority issue in public finance management is the 
need to strengthen corporate governance in the public enterprise sector. The Government plans 
to enforce the Public Enterprise Act of 2002 by rationalizing selected government commercial 
activities and privatizing selected public enterprises, with the objective of reducing fiscal 
pressures, achieving transparent and efficient public services, and fostering greater 
accountability and transparency in public finance. Capacity building among the central agencies 
of the Government is needed to build confidence in the Government’s ability to target and 
maintain fiscal prudence and to ensure optimal use of the scarce public resources in productive 
areas. 

36. Sustained Private Sector-led Growth. Creating viable industries and an expanding 
private sector is essential for generating employment and export revenues, and for improving 
basic services to achieve sustainable and inclusive economic growth. Tapping the opportunities 
in Tonga’s natural resource endowments, especially in agriculture, fisheries and tourism, calls 
for increased levels of domestic and foreign direct investment (FDI). Tonga has a very low level 
of FDI ($27 per capita in 2003), compared with the average ($431) for all small states with 
populations under one million.5 To attract greater private sector investment, the Government 
must strengthen the enabling environment.  

37. In 2006, the World Bank ranked Tonga 51st out of 175 countries evaluated under its 
Doing Business index6 a decline of five positions from the previous year, reflecting the need for 
improvement across the sector indicators, and particularly in enforcement of contracts and 
investor protection, the high level of taxation, access to credit, and employment conditions. The 
Government is determined to promote private sector development, including through (i) 
privatization of selected public enterprises; (ii) outsourcing of public services under competitive 
tenders; (iii) improving utilities’ services; (iv) investing in physical infrastructure; (v) developing 
the legal and regulatory framework and support for businesses; (vi) completing tax reforms; (vii) 
investing in education and health to generate a skilled and productive workforce; and (viii) 
implementing sector-specific strategies for agriculture, fisheries and tourism. 
 
38. In collaboration with the World Bank, ADB supports the Government with formulation of 
a road map to target private sector development through preparation of a private sector 
assessment (PSA) in conjunction with the draft Pacific Island Economic Report (PIER) for 
Tonga.  

B. Target Outcomes under the road map 
 
39. Macroeconomic Stability. To achieve macroeconomic stability, aggregate fiscal 
discipline and exchange rate stability, the Government plans to complete the reform processes 
commenced in 2001 under the Economic and Public Sector Reform Program.7 With a carefully 

                                                 
5 L. Briguglio, B. Persaud and R. Stern. 2005. Toward an Outward-Oriented Development Strategy for Small States: 

Issues, Opportunities, and Resilience Building. A Review of the Small States Agenda Proposed in the 
Commonwealth/World Bank Joint Task Force Report of April 2000, p. 49. 

6 World Bank. 2006. Cost of Doing Business: Available: http://www.doingbusiness.org/ExploreEconomies/Tonga. 
7 ADB. 2002. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 

Technical Assistance Grant to the Kingdom of Tonga for the Economic and Public Sector Reform Program. Manila. 
(L 1904-TON (SF), approved in April 2002 for SDR8.02 million equivalent to US$10 million).  

 



62 Appendix 5 

 

designed two-stage capacity development strategy, the Ministry of Finance and Planning (MFP) 
and the NRBT will upgrade capacity in the areas of macroeconomic forecasting, fiscal planning 
and expenditure process, debt management, and management of monetary policy and 
instruments. The program supports achievement of fiscal and economic stability through (i) 
completion of economic and public sector reforms, and (ii) development of the institutional 
capacity to manage economic development by the MFP and the NRBT. A coordinated design 
and management of the TA was agreed upon by the Government and development partners, 
including ADB, AusAID, the New Zealand Agency for International Development (NZAID) and 
the Pacific Financial Technical Assistance Centre (PFTAC).8 As it first stage, this will include 
ongoing TA for Support for Implementation of SDP-8,9 followed by proposed TA for Capacity 
Building for Improved Fiscal Governance and Macroeconomic Capacity Building. 

40. Public Finance Management. Given the current political and fiscal conditions, public 
sector reforms will need to proceed with caution. Public enterprise reform contributes to SDP-8 
Goal 2 by supporting disengagement from public enterprises and thus increasing the private 
sector share of GDP and of formal employment, facilitating a more efficient holding of 
government assets and reducing fiscal expenditure to the non-performing public enterprise 
portfolio. The Government has established a Privatization Task Force to review and implement 
divestiture opportunities of public enterprises. The task force will implement the TA for 
Rationalization of Public Enterprises phase III,10 which is designed to support privatization and 
corporatization of specified public enterprises. A phase IV is proposed to further advance 
reforms expected under the current ADB-funded phase III TA. 
  
41. Private Sector Development. Developing a more conducive environment for private 
sector operations aims to create jobs and additional income sources, to reduce the current 
reliance on remittances and civil service wages for livelihood. In tandem with an enhanced 
enabling environment, a greater capacity at the central agencies to manage fiscal and monetary 
policy will support on-time policy adjustments, augmenting the restructuring efforts to create a 
greater space for private sector-driven economic growth. Finally, the envisaged infrastructure 
development under SDP-8 Goal 3, aimed at improving the conditions in the outskirts of the 
capital (primarily inhabited by the poor), and at recovery of the central business district, will help 
absorb labor in the short term, and has the potential to generate longer-term local savings and 
investment in the private sector. 
 
42. A range of strategies will support achievement of the SDP-8 Goal 3 of promoting private 
sector-led growth. In addition to promoting a more stable macroeconomic environment (Goal 2) 
and investing in physical infrastructure (Goal 3), the Government will review the options for 
improving the legal and regulatory framework for business. ADB will prepare a private sector 
assessment on Tonga in conjunction with the PIER, which will formulate a detailed road map for 
moving to a more investor-friendly policy environment and identify relevant TA for private sector 
development to succeed the ongoing TA for Youth Micro-Enterprise Development. 

 

 

                                                 
8 The Development Partners Forum that was held in Nuku’alofa on 27 and 28 July 2006. 
9 ADB. 2006. Technical Assistance to Tonga for Support for the Implementation of the Strategic Development Plan 

2006/07-2008/09. Manila. (TA 4865-TON, approved in November 2006 for US$510,000). 
10ADB. 2006. Technical Assistance to Tonga for Rationalization of Public Enterprises, Phase III. Manila. (TA 4899-

TON, approved in December 2006 for US$400,000). 
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C. Links to CPS Outcomes and Other Sectors and Themes 
 
43. The Government’s macroeconomic stability and fiscal governance road map is aligned 
with the SDP-8, as prioritized to account for the post-2006 riot environment. The CPS will focus 
ADB’s assistance for SDP-8 Goals 2 and 3 through its lending and non-lending program. Non-
lending for Capacity Building for Improved Fiscal Governance and Macroeconomic 
Management will support SDP-8 Goal 2 (to achieve macroeconomic stability), while lending and 
non-lending financing for urban infrastructure development will support SDP-8 Goal 3 
(infrastructure development to achieve sustained private sector-led economic growth). In 
addition, ADB’s knowledge products, particularly the PIER and the PSA, as well as its staff-
based policy dialogue, will build broader confidence, capacity and credibility in support of the 
adopted road maps under SDP-8, and foster development partner commitment to SDP-8. These 
products leverage ADB’s past experiences and enhance collaboration among development 
partners. The proposed CPS will extend benefits across the eight goals of SDP-8 by (i) creating, 
through greater fiscal and macroeconomic stability, conditions conducive to law and order and 
social cohesion; and (ii) through sector-based restructuring, which is needed to help the country 
advance economically.   
 
D. Government’s Institutional Capacity in the Sector 
 
44. Tonga is implementing far-reaching and complex political reforms to incorporate 
democratic principles within its longstanding monarchical political systems. The riots of 
November 2006 sent a clear signal of the urgent need for change. Tonga is faced with a 
daunting task of political reform under low-growth economic conditions, characterized by fiscal 
contraction and reduced job security in both the public and private sectors. The weaknesses 
imposed by Tonga’s political economy were compounded by implementation of the 2006 civil 
service redundancy scheme, which was a response to the wage increase granted to the entire 
civil service. These complex and weakening institutional conditions—which include deep cuts in 
staffing levels and near-zero recurrent spending capacity in the public sector—have led to a 
new working environment, but not one that was carefully designed using change management 
processes, retraining, and revised job descriptions. While reforms and capacity building are 
sorely needed, they must be undertaken with caution and careful awareness, and utilize 
consensus building and harmonization within government organizations and leadership, as well 
as among Tonga’s development partners.  
 
45. Following the public service downsizing and administrative reorganization in 2006, the 
Government has formulated a 5-year Public Sector Development Plan aimed at improving 
public services. This aims to develop governance frameworks, leadership and management 
capacity, performance and outcomes focus, and workforce skills and capabilities. The plan 
acknowledges the need for a coordinated TA to upgrade the reduced civil service, and 
undertake organizational and institutional development and rationalization, including rethinking 
of management structures and redeployment of personnel to develop reformed systems, 
processes, and programs capable of delivering the outcomes envisaged under SDP-8.  
 
E. ADB’s Fiscal Governance and Macroeconomic Development Experience 
 
46. ADB’s experience in the sector is reflected in the achievements and lessons under the 
ADB loan-funded Economic and Public Sector Reform Program (EPSRP) 2002–2005, which led 
to implementation of tax reform and promulgation of reform legislation to improve public 
financial management, implement public enterprise reform, create a performance-oriented 
public service, and facilitate private sector development and environmental management. The 
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formulation of the reformist legislation was funded through the partially successful program 
loan,11 and the proceeds of the program loan contributed to the Government’s implementation 
of a significant civil service redundancy program in 2006. The Government had planned to 
implement and regularize the reforms using the privatization proceeds from sales of the 
Government’s public enterprises, but these proceeds did not materialize and implementation of 
the reforms was largely incomplete.  
 
47. The lessons from the EPSRP recognize foremost that economic and public sector 
reforms are complex and therefore need long-term implementation processes. A short-duration 
program loan cannot achieve goals involving GDP growth, inflation, fiscal balance, efficient and 
effective use of resources by public enterprises, and improved public services. The CPS 2007–
2012 acknowledges that TA needs to build on results and needs to be delivered through a 
staged process over the term of the strategy. The EPSRP also acknowledges that a careful 
country analysis and diagnosis is essential to identify and prioritize interventions and design 
programs. CPS 2007–2012 relies on a detailed assessment through the PIER and the PSA that, 
in tandem, support design of carefully sequenced assistance in close coordination with 
development partners. In addition, EPSRP denotes that the program lending modality has 
limitations in its ability to bring about structural change, and that successful implementation of 
reforms and restructuring programs calls for attention to realistic policies with support for 
specific actions, rather than a focus solely on underlying incentives. The CPS 2007–2012 
focuses on staggered build-up of capacity that enables absorption of reforms in conjunction with 
support to specific actions under the reform agenda. Finally, the EPSRP experience indicated 
that 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. The mid-term review of the 
CPS 2001–2012 allows for an opportunity to revise the lending program for potential financial 
support through a second phase of the EPSRP, if deemed necessary. More significantly, the 
CPS 2007–2012 places importance on the capital resources from the recovery and 
reconstruction civil works, including the proposed ADB-funded Integrated Urban Development 
Sector Project that would generate local employment and, by extension, local savings and 
investments.  
 
48. Additional lessons stemming from ADB’s sector experience are (i) the benefit of 
recognition by the Government of the role of the private sector in promoting economic growth 
and creating employment opportunities, and (ii) awareness that meaningful and sustained 
private sector development hinges on the quality of governance. This experience encourages 
the Government to pursue political and macroeconomic stability—including through creation of 
adequate protection for property rights, enforcement of contracts rules and regulations, and 
support services—if the private sector is to flourish. The CPS 2001–2012 will, through the PSA, 
formulate a road map for improvement of the private sector enabling environment and identify 
specifically designed TA to support implementation of the private sector development road map. 
 
49. ADB’s sector experience furthermore indicates the Government should be encouraged 
to upgrade the governance conditions and portfolio performance of public enterprises. Under 
the CPS, the ongoing ADB-funded TA for Rationalization of Public Enterprises, Phase III, will 
assist the Government with (i) a review of its privatization and corporatization strategy, and (ii) a 
rigorous cost-benefit analysis and impact assessment of the privatization proposals. TA for the 

                                                 
11 ADB. 2005. Program Completion Report on Economic and Public Sector Reform Program of the Kingdom of Tonga 

(L 1904-TON [SF]). Manila. 
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public enterprise portfolio is proposed to continue throughout the term of the CPS, implementing 
portfolio improvement in accordance with the absorptive capacity of the Government and private 
sector, and building on results expected under the current phase.  
 
F. Role of Other Development Partners in the Sector 
 
50. Most development partner assistance, including that of ADB, is aligned with the SPD-8. 
The CPS 2007–2012 has been formulated in close coordination with the new country programs 
of AusAID and NZAID. In addition, ADB has coordinated with the European Union, Japan, IMF 
(through PFTAC and the 2005 and 2007 Article IV missions) and World Bank, and has kept 
representatives of the PRC and the United States abreast of the preparation and content of the 
emerging CPS 2007-2012. There is frequent dialogue among the key development partners, 
and a clear division of interventions. The country programming mission was conducted jointly 
with AusAID and NZAID from 26 March to 3 April 2007. The CPM agreed on a draft declaration 
between the Government and the development partners that aims to develop greater adherence 
by the broader development partner community with the Paris Declaration on Aid Effectiveness, 
with a focus on the close alignment of development assistance with the SDP-8.    

51. AusAID’s White Paper and Country Strategies focus on four key areas, namely (i) 
strengthening governance and accountability through the strengthening of key institutions; (ii) 
accelerating broad-based economic growth, particularly for women and youth, and in the outer 
islands; (iii) investing in people through improved service delivery, particularly in education, 
technical vocational training and basic health care; and (iv) reducing vulnerability to 
environmental threats, border security threats, natural disasters, gender-based discrimination 
and pandemics. The focus on political reform, health, education, and business recovery support 
ADB’s proposed programs in infrastructure, public sector reform, and private sector 
development.  

52. NZAID’s Pacific Strategy 2006–2015 is in line with that of AusAID and targets similar 
areas, namely (i) strengthening governance, (ii) achieving broader-based growth and improving 
livelihoods, (iii) improving health and education, and (iv) reducing vulnerability. With respect to 
governance, NZAID intends to work on leadership at all levels of society; stronger participation 
by Pacific peoples, particularly civil society, in all levels of decision-making; and improved 
government institutions and processes. This focus complements ADB’s strategy to target (i) 
fiscal governance through improved public enterprise performance and (ii) macroeconomic and 
institutional capacity through development of greater absorptive capacity for reforms.  

53. The World Bank and the International Finance Corporation have a focus on improving 
the environment for doing business, and PSD and will participate as peer reviewers to ADB’s 
PSA, as well as in subsequent preparation of relevant TA.  

G. Monitoring Mechanism 
 
54. ADB assistance to Tonga makes use of non-lending and lending instruments, knowledge 
products (primarily the PIER and PSA reports), and staff-based policy dialogue. The results 
measurement, monitoring, and management will be incorporated within TA and loan inputs, 
outputs, and impact objectives and will be measured through TA and reviews, results-based 
portfolio reviews and country program confirmation consultations. Macroeconomic and fiscal 
impacts will be further monitored under the country performance assessment and IMF Article IV 
reviews. 
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Relevant CPS Outcomes 

 
Sector-level Outputs   

CPS Outcomes 
Relevant to the Sector 

 

Key Opportunities and 
Constraints 

 

Subsector 
Outcome/Key Sector 

Outputs 
 

Sector 
Milestone/Tracking 
Indicators/Interim 

Indicators 
ADB Assistance Risk 

SDP-8 Goal 1: Create a 
better governance 
environment  

 

 

 

Goal 2: Ensure 
macroeconomic stability  
 

Fiscal pressures that 
threaten macroeconomic 
stability and limit 
improvements in the 
strategic allocation of 
public resources  

 

Limited capacity of NRBT 
to conduct an effective 
monetary policy 

 
 

Improved fiscal 
governance  

 

 

 

 
 
Effective execution of 
open market operations 
by the NRBT 

Balanced budget by 
FY2012 (baseline: 2.9% 
over GDP in FY2007)   

Total debt (internal plus 
external) to GDP ratio is 
below 50% by end of FY 
2012 (baseline: 59% in 
FY2007)  

Introduction of a medium-
term expenditure 
framework as a core part 
of improving public 
financial management. 
 
Increased use of open 
market operations in place 
of credit ceilings and 
reserve requirements. 

Ongoing: 

• TA for Supporting 
Implementation of 
SDP-8  (TA4865-
TON) 

Future: 

• TA for fiscal 
governance & 
macroeconomic 
capacity building 
(2008) 

• TA to support 
organizational 
development 
strategy for 
National Reserve 
Bank of Tonga 
(2008) 

 

Political and 
social instability 

Weak 
commitment and 
coordination 
among 
government 
agencies, to be 
addressed 
through TA 
support for the 
EPSRP Steering 
Committee 

Inadequate 
institutional and 
human resource 
capacity in 
ministries and 
NRBT, to be 
addressed 
through TA. 

 
ADB = Asian Development Bank, CPS = country partnership strategy, EPSRP = Economic and Public Sector Reform Program, FY = fiscal year, GDP = gross 
domestic product, NRBT = National Reserve Bank of Tonga, SDP-8 = Strategic Development Plan Eight, TA = technical assistance, TON = Tonga  
Source: Asian Development Bank. 
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SDP-8 GOALS AND TARGETS 
 

Goal Target Source of Information 

Vision: To create a 
society in which all 
Tongans enjoy higher 
living standards and a 
better quality of life 
through good governance, 
equitable and 
environmentally 
sustainable private sector-
led economic growth, 
improved education and 
health standards, and 
cultural development 

Tonga’s high ranking among countries 
with respect to human development is 
maintained, and its HDI score is 
improved. 

UNDP, annual Human 
Development Report 

Goal 1: Create a better 
governance environment 
 

The public sees an improvement in the 
transparency, accountability and 
predictability of government decision-
making. 

Customer surveys of the 
public, civil society 
organizations and private 
sector organizations 

Goal 2: Ensure 
macroeconomic stability 
 

Keep the overall budget deficit to less 
than 2% of GDP. 

Reduce inflation to 7% or less. 

Manage the exchange rate to maintain 
foreign reserves at 3 months or more of 
import cover. 

Public accounts; national 
accounts 

Consumer Price Index 

NRBT database 

Goal 3: Promote 
sustained private sector-
led growth of a globally 
competitive economy 
 

Economic Growth 

Real GDP average annual growth rate 
reaches 3–4%. 

General private sector development 

Increase in the private investment/GDP 
ratio from 17.5% in FY2003/04 to 23% in 
2008/09. 

Agriculture, fisheries & tourism 

Agriculture grows at 2% per annum; 
fisheries grows at 3% per annum; and 
total visitor numbers grow to 75,000, with 
holiday air arrivals growing to 35,000 by 
FY2008/09, moving towards the official 
long-term target of 300,000 visitors 
annually. 

 

 

National accounts 
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Goal Target Source of Information 

EIA = environmental impact assessment, GDP = gross domestic product, HDI = human development index, NRBT = 
National Reserve Bank of Tonga, PSDP = private sector development plan, SDP-8 = Strategic Development Plan 
Eight 2006/07–2008/09, UNDP = United Nations Development Programme 
Source: Government of Tonga. 2006. Strategic Development Plan Eight, 2006/07—2008/09: Looking to the Future, 
Building on the Past. Nuku’alofa. 

Goal 4: Ensure equitable 
distribution of the benefits of 
growth 
 

Gini coefficient falls from 2001 level 
of 0.42 for income and 0.36 for 
expenditure. 
 
Headcount index falls below 23% 
(plus falling poverty gap index). 
 
Reduction in urban-rural income 
disparities. 

Monitoring systems for identifying 
and measuring problems faced by 
vulnerable groups are in place and 
being used by Government to target 
resources. 

Household income and 
expenditure survey 

 

 

 

 

Social survey 

Goal 5: Improve education 
standards 
 

Reduce year-6 repeaters from 
19.8% in 2004. 

Reduce the dropout rate in non-
government schools from 7.9% in 
2004 towards the rate for 
government schools (2.3% in 2004). 

Ministry of Education, 
Women’s Affairs and 
Culture records 

Goal 6: Improve health 
standards 
 

Maintain the infant mortality rate 
below 14 per 1,000. 

Reduce the prevalence of diabetes 
from 277 in 2003. 

Ministry of Health 
records 

Goal 7: Ensure environmental 
sustainability and disaster risk 
reduction  
 

Subject all major PSDP projects to a 
formal EIA. 

Department of 
Environment records 

Goal 8: Maintain law and 
order, social cohesion and 
cultural identity  
 

Increase the conviction rate for “true” 
cases of criminal offences above the 
average 28% recorded in 2000–
2004. 

Ministry of Police, 
Prisons and Fire 
Services records 
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Table A.6: Alignment of Development Partners’ Strategies with SDP-8 
 
Development 

Partner 
Country 
Program 
for Tonga 

Alignment 
with 

Country’s 
Strategy 
(SDP-8) 

Party on Joint Declaration 
Governmentt/Development 

Partners on Aid 
Effectiveness 

Remarks 

ADB Yes Yes Yes CSPU 2005–2006 supported the 
development objectives set out in 
Strategic Development Plan-7. 
 
ADB provided TA for the preparation 
of SDP-8. CPS 2007–2012 is 
strongly aligned with SDP-8. 
 
The mid-term review of the CPS will 
follow the preparation of SDP-9. 

AusAID Yes Yes Yes AusAID activities in the Pacific are 
guided by the Pacific Regional Aid 
Strategy 2004–2009. 
AusAID is currently preparing a new 
Tonga Country Strategy and 
Program that emphasizes alignment 
with SDP-8. 
Australian support for Tonga is 
focused on improved governance 
and public sector reform, economic 
development, service delivery and 
income generation at the community 
level. Education and training are an 
integral part of these focal areas.  

European 
Union 

Yes Yes No The 9th EDF Country Strategy 
Paper (2002–2007) provides a 
framework for EC cooperation with 
Tonga under the Cotonou 
Agreement. It is based on the global 
objectives of ACP-EC cooperation, 
Tonga’s own development policy 
and strategy, an analysis of the 
political and economic situation in 
the country, and the assessment of 
past cooperation programs of the 
EC and other donors. The 10th EDF 
Country Strategy Paper (2008–
2013), currently in preparation, is 
aligned with SDP-8. 

Japan No _ No There is no specific country program 
for Tonga. The Grant Aid program 
has been a major component of 
Japan’s ODA to Tonga. However, 
Japan provides general grant aid to 
Tonga only for projects in the 
fisheries and the environmental 
sectors. Japan also provides grant 
assistance for grassroots projects 
for grassroots communities, 
emergency aid in such cases as 
natural disasters, and cultural grant 
aid for maintaining historical sites 
and promoting education and 
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Development 
Partner 

Country 
Program 
for Tonga 

Alignment 
with 

Country’s 
Strategy 
(SDP-8) 

Party on Joint Declaration 
Governmentt/Development 

Partners on Aid 
Effectiveness 

Remarks 

culture. JICA has a resident office in 
Nuku’alofa. 

NZAID Yes Yes Yes NZAID is currently preparing a new 
5-year Country Program Strategy 
2007-2012 for the Tonga/NZAID 
program. The paper considers 
possible assistance to Tonga with 
reference to the four key focus areas 
of the New Zealand Pacific Strategy: 
governance; broad-based economic 
growth and livelihoods; social 
sectors (particularly health and 
education); and vulnerability, with 
reference to relevant elements of 
Tonga’s SPD-8. 
 

People’s 
Republic of 
China 

No _ No The PRC has no specific country 
strategy and program for Tonga. 
Development assistance is mainly 
provided through punctual 
construction of public infrastructure 
by Chinese contractors. Possible 
future assistance in the rehabilitation 
of the Nuku’alofa CBD will likely be 
provided through concessional 
lending from the PRC’s EXIM Bank. 
 

United 
Nations 

No _ No The UN is currently preparing a 
multi-country program document 
2008–2012 for the Pacific. 
Assistance to Tonga will mainly 
consist of supporting (i) MDG targets 
and local poverty initiatives, (ii) good 
governance and human rights, and 
(iii) sustainable environmental 
management. 
 

World Bank No _ Yes The World Bank has a Pacific 
Regional Strategy 2006–2009 
covering the ADB’s PDMC 
members. Key areas of intervention 
in Tonga are: (i) strengthening 
government capabilities in service 
delivery; and (ii) improving the 
incentives for private sector growth 
and employment.  
 

ACP = African, Caribbean and Pacific group, ADB = Asian Development Bank, AusAID = Australian Agency for 
International Development, CBD = central business district, CPS = country partnership strategy, CSPU = country and 
strategy program update, Dev. = development, EC = European Community, EDF = European Development Fund, 
Govt. = government, JICA = Japan International Cooperation Agency, MDG = Millennium Development Goal, NZAID 
= New Zealand Agency for International Development, ODA = official development assistance, PDMC = Pacific 
developing member country, PRC = People’s Republic of China, SDP-8 = Strategic Development Plan Eight 
2006/07–2008/09, TA = technical assistance, UN = United Nations 
Source: Asian Development Bank. 
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COMPLETION REPORT FOR TONGA CSPU 2005–2006 
 

Item 
 

Major Achievement 
 

Lessons and/or Recommendations 

Country Development Goals 
SDP-7 2001–2003 aimed to achieve social 
and economic objectives of individual 
fulfillment, gender equity, political stability, 
and a stable economic and financial 
environment. The CSPU focused on 
improving access to basic services and 
creating employment opportunities, in 
alignment with SDP goals. 
 

 
Tonga has made significant progress toward the 
Millennium Development Goals, but slow domestic 
economic growth has limited expansion in employment 
opportunities and prevented significant poverty 
reduction. Over the last few years, the Government of 
the Kingdom of Tonga (the Government) has had to 
address increasing demands for political reform, a 
major threat to macroeconomic stability arising from 
large public service wage rises (in September 2005), 
and the serious economic and social consequences of 
urban riots that destroyed part of the capital’s central 
business district in November 2006. These 
extraordinary events occurred during the CSPU period 
and the Government’s attention was divided between 
responding to demands dictated by these events and 
focusing on implementing a sound policy framework 
towards achievement of its development goals. 
  

There is a need for ADB’s future country strategy and 
program to (i) focus firmly on providing effective, sustained 
support to achieving the country’s development goals; (ii) 
maintain a continued, effective engagement and policy 
dialogue with key stakeholders; and (iii) pay special 
attention to capacity development. ADB must also monitor 
progress and issues, and be ready to adjust the size, 
scope, and sequencing of its country program delivery. 

ADB’s assistance to the preparation of SDP-8 2006/07–
2008/09 was highly successful, and allowed ADB to be 
involved in a highly participative process of consultation 
and participation that benefited the preparation of the CPS 
2007–2012. This assisted the Government in maintaining a 
continued focus on macroeconomic stability and good fiscal 
governance, and its commitment to private sector 
development, despite the difficulties of the last 2 years. 
It is recommended that ADB continue to assume the role of 
preferred development partner, assisting the Government in 
the review of SDP-8, and preparation of the next SDP. 

Expected CPS Outcomes 
Outcome 1 
Sound economic and public sector 
Management: 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  
 
Until late 2005, ADB focused on completion of the 
EPSRP Loan, approved in 2002. Significant progress 
was achieved under the EPSRP in 2002–2005, 
particularly in creating institutional and legislative 
frameworks for public financial management, public 
enterprise management, and public service delivery. 
Key legislation passed included the Public Finance 
Management Act 2002, the Revenue Services 
Administration Act 2002, the Public Enterprises Act 
2002, and the Public Service Act 2002. Corporate 
planning was introduced in the public service, along 
with a code of conduct, performance agreements for 
department heads, and a merit-based remuneration 
and performance evaluation system. Also, legislation 
was introduced to improve financial sector 
performance, and the Tonga Development Bank 
achieved a stronger financial and overall performance. 

 
 
The successes and failures of the program loan pointed to 
a number of lessons: (i) the complexity and long-term 
nature of the economic and public sector reform process 
need to be recognized; (ii) careful country analysis and 
diagnosis of issues are essential to identify and prioritize 
ADB interventions and design programs; (iii) the 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, in 
which the Government has adequate financial resources 
and alternative employment opportunities are available. 
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Item 
 

Major Achievement 
 

Lessons and/or Recommendations 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

A tax reform package intended to reduce reliance on 
trade taxes was approved. The Government’s 
commitment to trade liberalization and trade facilitation 
continued, with (i) the signing of the Pacific Island 
Countries Trade Agreement and the Pacific 
Agreement on Closer Economic Relations, (ii) 
progress on Tonga’s accession to the World Trade 
Organization, and (iii) continued negotiations with the 
European Union on a new trade arrangement under 
the Economic Partnership Agreement. The legal and 
regulatory environment for local and foreign 
investment was improved with the passage of the 
Foreign Investment Act 2002 and the Business 
Licenses Act 2002, which both contributed to the 
streamlining of business procedures. However, the 
EPSRP was not fully implemented and, in late 2005, it 
required reformulation in light of the economic and 
political developments. The PCR concluded that the 
program was “partly successful”.  
 
ADB assistance to improving economic and public 
sector management during the previous cycle of 
assistance also included the Integrated Strategic 
Planning, Medium-term Fiscal Framework and 
Budgeting TA to support preparation of SDP-8 and 
strengthening of planning-policy-budget linkages 
through development of a multi-year fiscal framework. 
SDP-8 sets out a comprehensive medium-term reform 
agenda to be implemented within the new government 
structure. The Government is committed to completing 
the implementation of the EPSRP and expanding 
EPSRP’s objectives into a second phase of an 
economic and public sector reform program with TA 
from development partners. Through this second 
phase, SDP-8 strategies will be implemented in the 
corporate and annual management plans of 
government ministries, and funded through a 
combination of annual budget support (preferably 
financed by development partners on a grant basis), 
and TA. The Integrated Strategic Planning, Medium-
term Fiscal Framework and Budgeting TA was rated 
“highly successfully” between February 2005 and 
March 2006. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Ownership by the Government and stakeholders of the 
activities and outputs produced was essential for successful 
TA implementation. It was apparent that the reduced impact 
of the previous SDPs stemmed from a lack of stakeholder 
participation in the preparation process. A major lesson 
related to the need to adopt more participatory, less 
centralized approaches to planning processes. ADB has 
already taken these lessons into account in the ongoing 
preparation of CPS 2007–2012. As requested by the 
Government, a support program for implementation of 
SDP-8 was agreed between the Government, ADB (as lead 
development partner) and other partners (AusAID, NZAID, 
and PFTAC/IMF). This program, to be designed under the 
recently approved TA supporting implementation of SDP-8, 
will be delivered through a set of TA projects to be financed 
by several partners.  
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Item 
 

Major Achievement 
 

Lessons and/or Recommendations 

Outcome 2  
Inclusive social development: 
 
 
 
 
 
 
 
 
 
 
Outcome 3 
Enabling environment for private sector 
development: 

 

 
The CSPU 2005–2006 provided project preparatory 
TA (PPTA) for an Integrated Urban Development 
Project in 2005. Infrastructure components of the 
project were selected to address the most urgent 
community needs identified following extensive 
consultations with key stakeholders and the wider 
Nuku'alofa community as part of the PPTA. A 
proposed Integrated Urban Development Sector 
Project, scheduled for implementation by early 2008, 
will address specific urban needs of the country’s 
capital island of Tongatapu.  

Public enterprise reform was supported by the 
Rationalization of Public Enterprises TA (phases I and 
II)  and involved changes to corporate governance of 
public enterprises, implementation of a financial 
performance monitoring framework, training of 
directors and senior officials and building capacity of 
the Public Enterprise Division of MFP. The 
Government also initiated action to privatize a number 
of public enterprises.  
 
The Business Development Services TA project 
stimulated demand for business development services 
for micro-, small, and medium enterprises, and 
facilitated market development for such services. The 
TA attempted to bridge the gaps between existing 
demand and support of business development 
services, although it was challenging to determine an 
accurate impact assessment due to the poor choice of 
survey methodology used by the project manager. 
 
The CSPU 2005–2006 envisaged an agricultural 
development TA for institutional strengthening and 
implementation of an agriculture sector roadmap. 
Recommendations that supported greater private 
sector participation were not acceptable to the Ministry 
of Agriculture and Food, and TA resources have been 
reallocated to support public enterprise reform. 

 
Poor infrastructure, particularly in urban areas where a 
large part of the population is concentrated, is a binding 
constraint to economic growth. As a result, many basic 
services are delivered inefficiently, with high prices often 
charged to users, with a correspondent impact on poverty 
and business. There is no forward planning and a lack of 
spatial guidelines to assist decision making on either 
strategic or local development issues, particularly 
infrastructure investments and the provision of urban 
services. These problems will be addressed under the 
IUDSP and piggy-backed TA for developing an urban 
management system in Nuku’alofa. 
 
There is a strong commitment by the Government to 
continue the process of rationalization of public enterprises 
with ADB support. The Government identified a list of five 
public enterprises that will be rationalized under the 
recently approved Rationalization of Public Enterprises, 
phase III TA. The assistance will improve (i) corporate 
governance in the remaining public enterprises; and (ii) the 
private sector environment by off-loading fiscal 
responsibilities related to selected public enterprises and 
paving the way for alternative, private sector-driven service 
provision modalities. 
 
The market development of business development services 
is a long-term task and requires a long-term commitment to 
awareness raising. In particular, there is a need to change 
the prevailing expectation that such services will be 
provided free of charge. There is also a need to highlight 
that improvement in the performance of businesses was 
due to their use of business development services. 
 
Lessons pointing to the need for an appropriate policy 
environment and institutional context to support greater 
private sector participation in the economy are also drawn 
from the PPER for the Outer Island Agriculture 
Development loan, which rated the project “unsuccessful”. 
In spite of efforts under the TA for Agriculture Sector 
Review and by other development partners (i.e., AusAID), 
processes to improve sector performance have been 
resisted by sector management, which has constrained 
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Item 
 

Major Achievement 
 

Lessons and/or Recommendations 

development of opportunities to expand private sector 
involvement in the sector. 
 

CSPU Implementation 
Quality and Portfolio Management 
 
 
 
 
 
 
 
 
 
Results Management 
 
 
 
Partnership with Government 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Overall, current ADB’s country portfolio is progressing 
satisfactorily. The current portfolio includes five 
technical assistance projects, of which two have 
recently closed, two have just started and one is 
ongoing. The Business Development Services TA has 
been appreciated locally and the Government has 
supported its continuation. As noted, the TA for 
development of SDP-8 was completed highly 
satisfactorily, while the other TAs are ongoing. 
 
The CSPU 2005–2006 was not results-based, and had 
no medium-term goals and targets. The CSPU had no 
results-based road maps. 
 
In the post-riot situation, Government’s resource 
requirements have increased because of the need to 
support urban reconstruction and business recovery. 
The pressure on the Government’s administrative and 
technical capacities has consequently intensified. 
Even before the November 2006 riots, the 
Government acknowledged that aid management and 
the planning and implementation of public investment 
projects needed strengthening in the context of the 
phased development of a medium-term expenditure 
framework. Organizational changes were implemented 
in 2006 in order to facilitate the strengthening process 
and included relocation of the planning and aid 
coordination functions to a restructured MFP. The 
Government also initiated the development partners 
forums in April and December 2005, and hosted a third 
forum in July 2006 in Nuku'alofa that included 
discussions on donor harmonization, programming, 
and policy issues. The need for sound public 
investment programming has increased in the post-riot 
environment while human resource capacity 
constraints have become more acute, due to a general 
reduction in the availability of human resources 
resulting from the 2006 civil service downsizing, and 

 
Although the objectives set in CSPU 2005–2006 were 
appropriate, the pipeline of lending and non-lending 
assistance failed to provide for sufficient continuous support 
to complete implementation of EPSRP, and the relevance 
of projects varied. Basic concerns have related to the 
conduciveness of the political environment for continuing 
economic reforms and counterpart capacities that will be 
under increased pressure because of the recent civil 
service downsizing. 
 
The major implication for ADB’s future country strategy and 
program is that there is a need for a firm focus on providing 
effective, sustained support to achieving SDP-8 goals, and 
that a continual and effective engagement and policy 
dialogue with key stakeholders is required, with special 
attention paid to capacity development. ADB must also 
monitor progress and issues, and be ready to adjust the 
size, scope, and sequencing of its country program 
delivery. 
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Item 
 

Major Achievement 
 

Lessons and/or Recommendations 

 
 
 

Development Partners Coordination 
 

increased demand for urban planning and 
management services  
 
ADB has closely coordinated with Tongan 
development partners on country operations, 
strategies, and programs, including with Australia, 
PRC, European Union, Japan, New Zealand, United 
States, IMF (through PFTAC and the 2005 and 2007 
Article IV missions) and World Bank. There is a strong 
dialogue and a clear division of interventions among 
donors. ADB has promoted a number of actions on 
harmonization and coordination, including: (i) intensive 
exchange of information with development partners; 
(ii) periodic meetings with all ambassadors and/or high 
commissioners (resident and non-resident in 
Nuku’alofa) and donor representatives; (iii) 
consultations with NZAID in Wellington on 24 April 
2006; (iv) organization of a series of development 
partner video-conferences on Tonga, including on 16 
May 2006; (v) participation in the development 
partners meeting in December 2005, the Pacific 
Donors Informal Meeting of 27–28 June 2006 in 
Auckland, and the third Development Partners Forum 
on 26–28 July 2006 in Nuku'alofa. 
 

ADB = Asian Development Bank, AusAID = Australian Agency for International Development, CPS = country partnership strategy, CSPU = country strategy and 
program update, EPSRP = Economic and Public Sector Reform Program, EXIM = export/import, IMF = International Monetary Fund, IUDSP = Integrated Urban 
Development Sector Project, MFP = Ministry of Finance and Planning, NZAID = New Zealand Agency for International Development, PCR = program completion 
report, PFTAC = Pacific Financial Technical Assistance Centre, PPER = project performance evaluation report, PPTA = project preparatory technical assistance, PRC 
= People’s Republic of China, SDP = Strategic Development, SDP8 = Strategic Development Plan 8, TA = technical assistance 
Source: Asian Development Bank. 
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PROJECT IMPLEMENTATION GUIDELINES 
 
1. There is room for considerable improvement in the future for both project implementation 
and overall portfolio performance in Tonga. It is difficult to pinpoint a single cause or factor 
requiring improvement, but based on lessons from Asian Development Bank (ADB) Pacific 
developing member countries (PDMCs), two issues stands out as being the biggest obstacles to 
efficient and effective project implementation: (i) lack of direct payment procedures, and (ii) 
generally weak project management.  
 
A. Disbursement 
 
2. By using the reimbursement procedures, some governments first utilize funds from their 
own budgets to finance all project costs up front and only later apply for the agreed 
reimbursement percentage. This may result in constraints on public finances jeopardizing 
project contracts, a situation that can be averted if direct payment procedures are in place. In 
particular, foreign exchange payments may cause serious delays in disbursement, as these 
would be dependent on a government’s judgment regarding the priority areas for foreign 
exchange funding. Timely disbursements for investment projects though adoption of ADB’s 
direct payment procedures is crucial if the expected economic benefits of projects are to be 
achieved.  
 
B. Project Management 
 
3. Capacity constraints generally hinder assignment of qualified counterparts to ADB-
funded loans and technical assistance (TA) projects, primarily because the executing agencies 
appoint staff from within their own departments, instead of engaging professional managers and 
accountants through a public tendering process. Greater effectiveness could be achieved if 
project management unit (PMU) functions were outsourced to professional managers and 
accountants through public tender, using the loan proceeds to finance the project management 
units.  
 
C. Dialogue and cooperation 
 
4. Tonga’s Ministry of Finance and Planning (MFP) has the ultimate responsibility for 
checking and forwarding Withdrawal Applications to ADB for processing. The role of ADB’s 
South Pacific Subregional Office (SPSO) in Suva is unique for facilitating coordination and 
support to project implementation. 
 
5. Dedicated regional project implementation seminars will be conducted yearly and SPSO 
will include participants from both the MFP and the executing agencies. 
 
 
D. Project Counterpart Funding 
 
6. The average time between ADB loan signing and effectivity is 3.7 months. Delays in 
investment project disbursement and implementation have been caused equally by: (i) the lack 
of direct payment procedures, and (ii) the lack of proper budget allocations for counterpart funds 
and/or the use of these funds for other purposes. A focused discussion with the Government on 
budget requirements during loan negotiations can generate a stronger commitment to ensuring 
counterpart funding will be available, and is essential to effective implementation.  
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Table A.8: Checklist for Ensuring Quality-at-Entry 

 

 
 Key Control Area Yes No N/A Milestone 

Indicators of 
Achievement Remark 

Design Stage          

1 

Clear strategic approach with linkage 
to Government's development 
strategy and CPS             

2 Project implements SDP-8 priorities             

3 

Full participation of HQ, SPSO, PMU 
(EA/IA) and other stakeholders during 
design             

4 
Thorough assessment of the external 
environment undertaken             

5 
Sector/environment/social 
assessment undertaken             

6 
Institutional assessment undertaken 
to determine EA and IA's capacity             

7 
Lessons from past projects 
incorporated             

8 
All alternative development proposals 
assessed             

9 
Results-focused design and 
monitoring framework developed             

10 

Relevant infrastructure projects to be 
climate-proofed at the design stage. 
Disaster risks assessed and 
mitigation measures designed.        

11 

Ensure that gender and  environment 
considerations are mainstreamed in 
the project       

12 
Results-focused design and 
monitoring framework developed       

13 

Appropriate consultation and 
participation of civil society during the 
design stage       

Fact-finding/Appraisal Stage             

1 
Simple project design with limited 
number of project components             

2 
Clear result monitoring mechanism 
developed             

3 
Outcome is measurable and 
monitorable             

4 

Resettlement framework and/or 
resettlement plans prepared and 
endorsed by the EA/IA             

5 
Action plan for environment/social 
impact assessments agreed             

6 

Limited number of EA/IAs with clear 
and well defined roles and 
responsibilities             

7 Fund flow mechanism well defined             

8 
Procurement package simple and 
unambiguous             

9 
Realistic disbursement schedule 
prepared             

10 
Capacity building support clearly 
identified and stated             
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 Key Control Area Yes No N/A Milestone 

Indicators of 
Achievement Remark 

11 

Action plan for financial management, 
procurement and monitoring and 
evaluation systems agreed             

12 
Implementation modality is 
participatory             

13 Content project agreement discussed             

14 
Budget and funding for the 1st year of 
project implementation agreed             

15 
Standard bidding documents for the 
1st year of project discussed             

16 

Advance action for procurement and 
consulting services, retroactive 
financing agreed             

17 
Ensure project funding is budgeted in 
the EA's submission             

18 
Draft audit arrangement and TOR 
discussed             

Loan Negotiation Stage              

1 
Project implementation or 
management unit established             

2 
Limited and achievable number of 
covenants             

3 
Draft project administration 
memorandum (PAM) ready             

4 
MOU of appraisal mission states key 
features from the PAM             

5 Cofinancing availability confirmed             

6 
Reconfirm counterpart fund 
availability for the 1st year             

Loan Effectiveness Stage              

1 
Project manager and accountant 
appointed             

2 
Project financial system established 
for immediate start-up of activities             

3 
Engineering design finalized for 1st 
year implementation             

4 
Consultants recruitment finalized for 
immediate deployment             

5 
Establish project 
steering/coordination committees             

6 

Ensure project manager/accountant 
attends project implementation 
workshop             

Project Implementation Stage              

1 
Convene project 
steering/coordination committees             

2 
Secure budget for immediate start-up 
activities             

3 Operationalize the imprest account             

4 
Social monitoring reports prepared 
and disclosed       

CPS = country partnership strategy, EA = executing agency, HQ = headquarters, IA = implementing agency, MOU = 
memorandum of understanding, PMU = project management unit, SDP-8 = Strategic Development Plan Eight 2006/07–
2008/09, SPSO = South Pacific Subregional Office, TOR = terms of reference 
a SDP-8 goal 8 (maintain social cohesion and cultural identity), and particularly strategy 2 (implement the action plan of 
the National Policy on Gender and Development). 
Source: Asian Development Bank. 
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COUNTRY PARTNERSHIP STRATEGY AND PROGRAM FORMULATION 
 

1. The country partnership strategy (CPS) and program formulation process for the first 
CPS for Tonga began in 2006, with the development of specific thematic assessments and 
intensive policy dialogue with the Government, development partners and other stakeholders. 
Assistance provided by the Asian Development Bank (ADB) to the Government of the Kingdom 
of Tonga (the Government) in the preparation of the Strategic Development Plan Eight 
2006/07–2008/09 (SDP-8) allowed ADB to be involved in a highly participative consultation and 
participation process with civil society, which benefited preparation of the CPS 2007–2012. 
Consultation with and participation by civil society, including the private sector, continued during 
CPS consultations through meetings and workshops. 
 
2.  After nearly 8 months of preparatory discussions, ADB fielded a Joint Country 
Programming Mission to Nuku’alofa from 26 March to 3 April 2007 with the Australian Agency 
for International Development (AusAID) and the New Zealand Agency for International 
Development (NZAID). The World Bank also joined the programming discussions from 27 to 28 
March 2007. The Joint Mission undertook extensive discussions with the Government and 
representatives of local communities and civil society organizations. The subsequent 
preparation of the CPS 2007–2012 was undertaken in close coordination with the new AusAID 
and NZAID country programs, and in accordance with SDP-8 priorities. The formulation process 
is summarized in Table A.5. 
 

Table A.9:  The CPS Formulation Process 
 

Pre-CPS Formulation Mission 30 May–1 June 2006 

Conceptual Design Meeting/Stock-Taking Meeting 
(chaired by Director General, PARD) 

15 June 2006 

RMT Meeting to discuss the CPS 25 November 

Initiating meeting (chaired by Vice President, 
Operations 2) 

16 March 2007 

CPS Formulation Mission  26 March–3 April 2007 

Draft RCS/CPS for Interdepartmental/Peer Review 16 July 2007 

MRM 30 August 2007 

Draft CPS for Government Review/Endorsement 3 September 2007 

Government Endorsement 7 September 2007 

Editing 28 September 2007 

Submit to Management for Circulation to the Board 3 October 2007 

Management Approval for Circulation to the Board 6 October 2007 

Printing 7 October 2007 

Board Circulation 14 October 2007 

Board Discussion 5 November 2007 

Chairman’s Summary 12 November 2007 

CPS Web Release 17 November 2007 

CPS = country partnership strategy, MRM = management review meeting, PARD = Pacific 
Department, RCS – Regional Cooperation Strategy =, RMT = regional management team
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INDICATIVE ROLLING COUNTRY OPERATIONS BUSINESS PLAN 
2007–2009 

 
I. INDICATIVE LENDING AND NON-LENDING PROGRAM  

A. Asian Development Fund Assistance Program 
1. The country-specific Asian Development Fund (ADF) allocations were derived on the 
basis of the results of the 2005 country performance assessment (CPA) exercise, after applying 
the performance-based allocation (PBA) formula. ADF allocations for Tonga for 2007–2008 have 
been set at $4.45 million. Additionally, an unused balance of $8.13 million from 2005–2006 ADF 
allocations for Tonga could be carried over as allowed under the revised PBA policy.1 The ADF 
assistance program for 2009 is tentative, with actual ADF assistance levels subject to the results 
of the 2007 CPA exercise and outcome of the discussions on the next ADF replenishment. 
Under the recently approved ADF grants framework, the terms of ADF assistance will also 
depend on the outcomes of the debt sustainability assessments.2 For 2007-2008, Tonga has 
been classified as a country with a moderate risk of debt distress and is eligible for part of its 
ADF allocations in the form of grants. On the basis of the latest debt sustainability assessment,3 
it is possible that Tonga will be receiving all of its ADF allocations in the form of grants starting 
2008. Tonga’s access to ADF grants is subject to the Board’s approval of the forthcoming R-
Paper on Graduation Policy.4 For planning purposes, the 3-year allocation for 2007–2009 has 
been set at $15.33 million. An Indicative Assistance Pipeline for Lending Products for 2007–2009 
is in Table A10.1.  
 
2. For 2007–2009, an Integrated Urban Development Sector Project (IUDSP) has been 
included in the assistance program for Tonga for $11.30 million in grants. The project, scheduled 
for approval in early 2008, will address specific urban needs of the country’s capital island of 
Tongatapu, including high-priority physical components in the road, drainage, and sanitation 
sectors.  
 
B. Technical Assistance 
3. The Asian Development Bank (ADB) is considering indicative annual technical assistance 
(TA) support for 2007–2009 at around $900,000. Based on an agreement reached with the 
Government of Tonga (the Government), ADB TA assistance will focus on: (i) improved fiscal 
governance, (ii) private sector development, (iii) further support for the rationalization of public 
enterprises, and (iv) preparation of an urban planning and management system. An Indicative 
Assistance Pipeline for Non-Lending Products for 2007–2009 is in Table A10.2.  
 

II. INDICATIVE INTERNAL RESOURCE REQUIREMENTS 
 

4. It is estimated that the following internal staff resources will be required for timely delivery 
of the operations under the proposed business plan: (i) in 2007, 16.5 person-months of 
professional staff and 8.5 person-months of supporting staff; (ii) in 2008, 15 person-months of 
professional staff and 7.5 person-months of supporting staff; and (iii) in 2009, 11 person-months 
of professional staff and 5.5 person-months of supporting staff. 

                                                 
1  ADB. 2004. Review of the Asian Development Bank's Policy on the Performance-Based Allocation of Asian 

Development Fund Resources. Manila. 
2 The new policy, Revising the Framework for Asian Development Fund Grants, was approved by the Board of 

Directors on 26 September 2007. 
3 IMF. 2007. Tonga: 2007 Article IV Consultation—Staff Report. Washington (30 August 2007). 
4 The W-Paper Review of ADB’s 1998 Graduation Policy was considered by ADB Board on 26 September 2007. The 

paper proposes reclassification of Tonga from Group B1 to Group A. 
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Table A10.1: Indicative Assistance Pipeline for Lending Products, 2007–2009 
:  

    Year of   
Sector Targeting   Project  Cost ($ million) 
Project/Program Classifi- Thematic  Preparatory  ADB  Co- 
Name cation Priority Division Assistance Total OCR ADF Total Gov’t. financing 
       Loans Grants    
2008 Firm Loans            
 Multisector            
  Integrated Urban 

Development 
Sector Project 

 
 

GI 

 
 

ENV 

 
 

PAHQ 

   
 

0.00 

 
 

0.00 

 
 

11.30 

 
 

11.30 

 
 

0.00 

 
 

0.00 
    Total      0.00 0.00 11.30 11.30 0.00 0.00 
            

ADB = Asian Development Bank, ADF = Asian Development Fund, ENV = environmental sustainability, GI = General intervention, Gov’t = government, OCR = 
ordinary capital resources, PAHQ = Pacific Operations Division  
Source: Asian Development Bank staff estimates.      
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Table A10.2: Indicative Assistance Pipeline for Non-lending Products and Services, 2007–2009 
 

   Sources of Funding  
   ADB Others  
Sector Responsible Assistance  Amount   Amount    Total 
Assistance Name Division Type Source ($'000) Source ($'000)   ($'000) 

        
2008        

Multisector        
Tonga Urban Planning and Management System PAHQ ID JSF 700.0   700.0 

        
Law, Economic Management and Public Policy        
Fiscal Governance and Macroeconomic Capacity Building SPSO ID TASF 500.0 — — 500.0 
Support for Organizational Development Strategy of the 

Reserve Bank of Tonga 
SPSO ID JSF 500.0   500.0 

        
Total    1,700.0   1,700.0 

        
2009        

Law, Economic Management and Public Policy        
Rationalization of Public Enterprises, Phase IV SPSO ID JSF 700.0   700.0 
Support for Private Sector Development Cluster SPSO ID TASF 500.0   500.0 

        
Total    1,200.0   1,200.0 

        
ADB = Asian Development Bank, ID = institutional development, JSF = Japan special fund, PAHQ = Pacific Operations Division, TASF = Technical Assistance 
Special Fund, SPSO = South Pacific Subregional Office 
Source: Asian Development Bank staff estimates.  
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