INTERNATIONAL MONETARY FUND

|
July 2, 2013

TONGA

JOINT IMF/WORLD BANK DEBT SUSTAINABILITY
ANALYSIS 2013

Approved By Prepared By
(IMF) Luis Breuer The International Monetary Fund and

(IDA) Sudhir Shetty; Jeffrey ~ The International Development Association
D. Lewis

Tonga'’s rating has been changed from high to moderate risk of debt distress based on
the joint IMF-WB low-income country debt sustainability assessment (LIC DSA). This
change is mainly due to the improvement of the Country Policy and Institutional
Assessment (CPIA) rating from 'Weak’ to ‘Medium’ by the World Bank last year. Although
the relevant indicators of external and public debt and debt service show a similar path
for debt dynamics as last year's DSA, the upgrade of the CPIA rating for Tonga
significantly increases thresholds of these indicators, with only a single threshold (PV of
debt in percent of exports) now breached for no more than three years under the baseline
scenario. Because remittances have declined significantly in recent years, they are
excluded from debt burden thresholds and indicators under the baseline scenario, but
may mitigate liquidity risks. Notwithstanding the upgrade of the DSA rating, risks remain
signficant, and a cautious approach is recommended towards new nonconcessional loans.
With scheduled repayments on two loans (reconstruction and roads) from the China EXIM
Bank, Tonga'’s debt service burden is expected to rise sharply from FY 2013/14 (July 1 to
June 30), substantially draining the government’s cash balance. The government’s
balance sheet is also exposed to a currency risk, with about 60 percent of the outstanding
external debt denominated in Chinese renminbi. A declining path of external public debt
is critically dependent on steadfast implementation of medium-term fiscal consolidation,
as outlined in the Tonga Strategic Development Framework (TSDF).
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I BACKGROUND

1. As a small open economy, Tonga is facing the dual challenge of large fluctuations on the
external side and a limited production base on the domestic side. On one hand, it heavily relies on
remittances, tourism, and foreign aid. On the other hand, the production and export bases are quite narrow
and based mainly on a few agricultural products and fishery.

2. The economy is gradually recovering from the effects of the global slowdown and the
domestic credit crunch. After averaging about 3 percent during the previous three years, economic
growth slowed down to 0.8 percent in FY 2011/12. In the previous three years, public investment projects,
particularly those funded by China EXIM Bank, had offset spillovers from the global financial crisis. However,
those projects have been completed, and a normalization of construction activity has reduced the impetus
for growth—along with weaknesses in remittances, other investment spending, and tourist arrivals. In

FY 2012/13, the economy is expected to grow by 0.5 percent. Starting in FY 2013/14, however, a gradual
recovery of remittances and tourism—along with improved infrastructure—will help growth to gradually
increase to about 134 percent over the medium term.

3. Tonga's total public sector debt stock (including publicly guaranteed debt) has risen since
FY 2008/09 and is expected to reach about 45 percent of GDP by the end of FY 2012/13. External
debt accounts for the majority of the debt stock, amounting to about 40 percent of GDP, leaving Tonga
vulnerable to foreign exchange liquidity and currency risks. This rise in debt stock was primarily on account
of two loans (for reconstruction and roads) from China EXIM Bank®. These loans account for about

60 percent of the outstanding external debt and pose an excessive exposure to a single foreign currency,
while long-term loans by international financial institutions (IFIs) account for about 35 percent of external
debt. In the current fiscal year, disbursements by China EXIM Bank have been completed for both the
reconstruction and road loans. In total, about 80 percent of the reconstruction loan was used to finance
direct government capital expenditure while the remainder was used for on-lending to the private sector
for office, residential, and retail construction. The terms of the on-lending include an interest of 5 percent
on the outstanding Tongan pa‘anga amount, and the government receives repayments from the private
borrowers after the completion of the project’. The entire road reconstruction loan was used to finance
direct government capital spending on road improvements, including on the outer islands.

These loan commitments were signed in November 2007 (for reconstruction), and in February 2010 (for roads), and
bear a 2 percent interest rate, 5-year grace period, and 20-year maturity. The arrangement with the Chinese
contractor performing the work associated with these loans required an initial disbursement of 30 percent to cover
the down payment, while outstanding disbursements were paid quarterly as work was completed and claims filed.
The authorities hope to negotiate with China for a debt relief or a debt rescheduling for another 5 to 10 year grace
period.

2 Since March 2012, the private borrower has started to repay the government.
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4. Tonga's DSA builds on the baseline scenario assumptions presented in Box 1. Under the
baseline scenario, over the medium term, recovery of remittances and tourism, along with improved
infrastructure will help growth to gradually increase to about 134 percent, slightly lower than its long-term
average growth rate of about 2 percent. Public spending is assumed to grow slower than projected
revenues and grants over the medium term, limiting the longer-term need for additional external
borrowing. Remittances—the largest source of foreign exchange earnings (one-half of Tongans live abroad,
mostly in Australia, New Zealand, and the United States)—are assumed to recover in the medium to long
term, in line with economic recovery in remittance-originating countries, and remain an important source
of foreign exchange inflows. The recovery in remittances is, however, more sluggish than assumed in the
previous DSA. Remittances are projected to recover from 14 percent of GDP in FY 2011/12 to 17 percent of
GDP by FY 2017/18 and an average of 18 percent of GDP over the longer term. This level is roughly the
average during 1994-2000, but much lower than the 32 percent of GDP average observed during 2001-10.
Because of recent declines, debt burden indicators and thresholds are exclusive of remittances under the
baseline scenario.

5. On the fiscal front, the government is expected to implement a medium-term fiscal reform
plan supported by tax reform and restraint on payroll expenditure while increasing priority
spending. Under these assumptions, the government will be able to rebuild cash balances and maintain a
declining debt path while covering rising debt service costs. Revenues are expected to get some boost
from proposed reforms to tax policy and administration, as well as the gradual economic recovery, and this
will hep offset the gradual decrease of cash grants. The government is expected to continue with its policy
to reduce the share of the wage bill to 45 percent of recurrent spending, bringing down current
expenditure by about 2 percent of GDP in the medium term. Given all of these, the medium-term overall
fiscal balance (excluding the China EXIM Bank loans) is projected to average a surplus of about 1-2 percent
of GDP.

6. The Country Policy and Institutional Assessment (CPIA) rating for Tonga was upgraded from
‘Weak' to ‘'Medium’ by the World Bank last year. Credit was given for major gains in macroeconomic
policy management, social protection systems, and business environment reforms. Consistent with the
stronger rating for Tonga’s macroeconomic policies and institutions, it's indicative debt distress thresholds
were raised relative to 2012 levels, thereby improving the

country’s performance under baseline and alternative debt Thresholds for External Debt
scenarios (Figures 1a-b). (In percent)
Threshold
7. Based on the updated DSA, Tonga has been Indicator Before Now
upgraded from high to moderate risk of external debt Present value of debt to GDP 30 40
. 3 . Present value of debt to exports 100 150
distress’. Only one threshold (PV of debt in percent of Present value of debt to revenue 200 250
export) is still breached under the baseline scenario, and Debt service to exports 15 20
. - . Debt service t 25 20
this breach is not protracted, lasting for only three years. D7 service To revenue

% This judgment reflects the Staff Guidance Note on the Application of the Joint Fund-Bank Debt Sustainability

Framework for Low-Income Countries and Revisiting the Debt Sustainability Framework for Low-Income Countries.
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While remittances are excluded from debt burden indicators and thresholds, remittances are expected to
help mitigate liquidity risk.*

8. However, Tonga continues to face important debt vulnerabilities, and the current DSA
suggests a similar path for debt dynamics as the previous year's DSA. The debt burden peaks early in
the projection period and gradually declines in the absence of new nonconcessional external borrowing. It
also assumes that going forward, the Tongan government will undertake planned revenue reforms which,
together with restraints on recurrent spending, will contribute to a buildup of adequate cash reserves. It
also assumes that the Tongan government will continue to refrain from taking new nonconcessional loans
until Tonga is upgraded to a low risk of debt distress classification. It does not factor in any debt relief or
rescheduling.

EXTERNAL DSA

Baseline

9. Under the baseline, due to the upgrade in the CPIA rating, the external debt trajectory
currently breaches only one policy-dependent threshold, the PV of debt-to-export ratio. However,
this breach is not protracted, with the ratio falling below the threshold in FY 2015/16 and remaining at
lower levels over the medium term (Figure 1a)’. The PV of public and publicly guaranteed (PPG) external
debt is currently about 35 percent of GDP, which breaches the former indicative threshold (30 percent of
GDP) but is below the revised indicative threshold (40 percent of GDP). The PV of debt-to-revenue ratio,
meanwhile, would stay well below the threshold throughout the projection period.

10. Debt service is expected to rise in the medium term on account of the expiration of the
grace period on the China EXIM Bank loans. But it will remain well below the threshold of both exports
and revenue (Figure 1a).

11. Tonga'’s remittances would help reduce liquidity risks. Remittances to Tonga have averaged
about twice export receipts over the past decade, and have provided a considerable source of foreign
exchange inflows. Because they have declined significantly in recent years, remittances are excluded from
debt burden thresholds and indicators under the baseline scenario. In an alternative scenario including
remittances, the PV of PPG external debt relative to exports and remittance is projected to stay below the

* The Interim Guidance on the Use of Remittances in the DSA Framework for Low-income Countries, which considers

remittances as part of the base case for countries with large remittances, will be used from next year.

° According to the DSA guidelines, countries should be considered at a high risk of debt distress if there is a

protracted breach of debt or debt-service thresholds under the baseline scenario.
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(lower) modified threshold of 120 percent®’. When remittances are considered with export earnings,
external debt service remains well under 10 percent throughout the projection period (Figure 1b).

Sensitivity Analysis

12. Risk of debt distress is sensitive to assumptions regarding the external environment. Stress
tests show that the debt position is vulnerable to a significant slowdown in exports and currency risks. An
export shock stress test causes the PV of debt-to-export ratio to approach 260 percent of exports and
remain above the indicative threshold in the medium terms. Likewise, an exchange rate depreciation shock
causes the PV of debt-to-GDP ratio to breach the indicative threshold until FY 2015/16. The alternative
scenario based on historical averages (red lines) provides a more sanguine picture than the baseline®,
mainly because inflation rates of the U.S dollar denominated GDP deflator was higher in the past.

PUBLIC SECTOR DSA

Baseline

NPV of Public Sector Debt Under Different Scenarios
13. The public sector DSA reinforces the (In percent of GDP)

conclusions of the external DSA’. The high level of ®
public sector borrowing for road building and
reconstruction of the capital city over the past few 40
years pushed PV of debt to stand to 40 percent of EV
GDP in the current fiscal year. But it is expected to 20 -

50

decline steadily under the baseline scenario Lo | —Baseline:fiscal scenario

(Figure 2). This highlights the importance of fiscal . —Altemative scenario:no fiscal consolidation o
prudence and commitment to limiting new 23855538588 88858¢888883¢8
nonconcessional PPG borrowing™. source: Fund staff calculations

€ Under recently-issued guidance (Interim Guidance on the Use of Remittances), remittances will be included in the
base case starting with the 2014 DSA. This is likely to reinforce the conclusion that Tonga is at moderate risk of debt
distress.

”In a recent review, the IMF Executive Board approved modifications in some of the thresholds.

8 In this alternative scenario, the following four variables are set at their historical levels; (i) real GDP growth; (ii)
growth of GDP deflator (in U.S. dollar terms); (iii) non-interest current account in percent of GDP; and (iv) non-debt
creating flows.

% The public sector DSA covers all Government and Government-guaranteed debt. Public enterprises are not
included but all external borrowing by them is accounted for, as public enterprises do not have access to
international capital markets.

10 Domestic debt (including government guaranteed debt) reached $36.9 million in FY 2012 (about 4.6 percent of
GDP), comprising of GoT's bonds issued, with the majority of holdings by Financial Institutions and Retirement Fund

Board. GoT's bonds are mainly issued on a roll-over basis with the exception of any redemptions or new issues.
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Sensitivity Analysis and Alternative Scenario

14. Stress tests indicate that vulnerabilities remain throughout the projection period, especially
to a significant depreciation (Figure 2). The PV of public debt would increase up to 53 percent in

FY 2013/14 when a one-time 30 percent real depreciation takes places, but subsequently fall to 42 percent
of GDP over the medium term. It should settle at around 19 percent of GDP in FY 2032/33.

15. Alternative scenarios highlight the importance of fiscal consolidation and growth enhancing
reforms. An alternative scenario that maintains the primary balance at the FY 2011/12 level results in a
slightly slower decline in debt and debt service indicators relative to the baseline. The other alternative
scenario, where the long-term real GDP growth and primary balance are fixed at the average of the past
decade (both of which are significantly worse than in the baseline), leads the relevant debt and debt service
indicators either to fail to improve (PV of debt to GDP ratio and PV of debt to revenue ratio) or to improve
only marginally (debt service to revenue ratio).

16. A no-reform scenario also highlights the importance of following through with the
government's fiscal reform strategy. In a scenario of no tax reforms coupled with a failure to cut wages
expenditures (including due to socio-economical challenges), the authorities will have to borrow
domestically to bridge the financing gap. This will cause substantial further stress on the public debt level,
increasing the PV of the debt-to-GDP ratio to about 50 percent over time.

N STAFF ASSESSMENT

17. Tonga has moved from high to moderate risk of debt distress. This change is driven by an
improvement in Tonga’s CPIA rating from ‘weak’ to ‘'medium’ and associated changes in debt distress
thresholds. While not included in debt burden indicators and thresholds under the baseline scenario,
remittances will mitigate liquidity risks. Threshold breaches under alternative scenarios indicate continued
external vulnerabilities.

18. The assessment of reduced risk of debt distress is heavily contingent on successful fiscal
consolidation. The fiscal authorities need to build enough cash balances (about 2 months of recurrent
expenditure) to ensure servicing of the increased external debt obligations from FY 2013/14 without
sacrificing essential public spending™. Alternative scenarios underline the importance of sustained fiscal
consolidation for effective debt management. Additionally, there is a currency mismatch on the
government’s balance sheet (about 60 percent of the external debt are denominated in Chinese renminbi)
which, if left unhedged, could pose additional risk to Tonga’s debt dynamics.

19. Key medium-term vulnerabilities include major external shocks, currency mismatches, and
lower GDP growth. These vulnerabilities underscore the importance of sound macroeconomic policies to
improve Tonga’s growth potential on a sustainable basis (as highlighted in the staff report), diversification

" More detailed information is provided in the staff report.
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of export products and markets, and continued efforts to build fiscal buffers. Sound public debt
management is also essential to guide future development financing in Tonga. Priority should be given to
projects that would generate higher growth and employment, especially in the context of the Tonga
Strategic Development Framework (TSDF), to help strengthen debt service capacity in the future.
Consideration should also be given to hedging exchange risks on foreign liabilities using financial
instruments, and developing a comprehensive debt management strategy with technical assistance.

The Authorities’ Views

20. The authorities recognize the risks posed by the high debt burden and would like to bring
down the public debt below 40 percent of GDP. The authorities agreed that creating fiscal space will be
crucial in reducing the debt burden and protecting priority spending. In discussions with staff, the
authorities noted that they were seeking to reschedule some of Tonga's debt obligations to China EXIM
Bank. They shared staff's concerns about the currency risk posed by the current external debt structure, and
noted that they were seeking technical assistance to mitigate this risk.
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Box 1. Key Macroeconomic Assumptions

Real GDP growth is projected at 0.5 percent in FY 2012/13. In the previous three years, spillovers from the
global economic crisis were offset by public investments, in particular reconstruction and road projects
funded by China EXIM Bank in FY 2011/12. However, as construction activities normalize and the recovery
of remittances remains slow, economic growth is expected to be weak in FY 2012/13. Over the medium
term, recovery of remittances and tourism, along with improved infrastructure, will help growth gradually
increase to about 1% percent, slightly lower than its long term average growth rate of about 2 percent.

The government is assumed to achieve an overall fiscal surplus of about 1-2 percent of GDP over the
medium term, including to meet the expected debt repayment. Reforms in tax policy and administration
are expected to improve the tax-to-GDP ratio to 16.4 percent of GDP from 15.7 percent of GDP over the
medium term, while cash grants will decline to 4.6 percent of GDP in FY 2017/18 from 9.9 percent of GDP
in FY 2011/12. Current expenditures (excluding ones funded by project grants) are expected to slow down,
led by a reduction in the ratio of the wage bill to GDP by about 1 percentage points over the medium
term. Total capital expenditure is expected to increase from about 2 percent of GDP to 3.4 percent of GDP
over the medium term.

Over the longer term, the primary fiscal surplus is expected to be eliminated with the gradual reduction
in cash grants. Lower project grants primarily explain the reduction in expenditure, while the wage bill is
targeted to average 45 percent of domestically-funded expenditure. Total capital expenditure is assumed
to remain at about 4 percent of GDP.

Financing. Majority of the grants, together with projected disbursements from concessional loans, are
assumed to be spent on development projects and associated maintenance. Following the final
disbursement of the China EXIM Bank road loan, there will be no external nonconcessional borrowing until
Tonga is upgraded to low risk of debt distress. The external financing from the World Bank and Asian
Development is expected to be under the rule of 50:50 (grants vs loans). On the domestic front, no new
(net) domestic borrowing is assumed.

The current account deficit is projected to narrow from 6.6 percent of GDP in FY 2011/12 to 5.9 percent
of GDP in FY 2012/13, due mainly to a decline in imports. The current account deficit should average about
3 percent of GDP over the medium term and narrow slightly over the long term, as remittances and
tourism receipts improve.

Remittances are expected to recover during the current fiscal year, along with strengthening economic
prospects in Australia, New Zealand, and the United States. Remittances are expected to remain an
important source of foreign exchange in the medium term.

Tourism receipts are projected to average around 10 percent of GDP and increase to an average of
13 percent of GDP over the long term

assuming that the tourism environment Tonga: Key Macroeconomic Assumptions (in percent)
continues to improve. 2012DSA 2013 DSA
2012-17 AVG 2013-18 AVG
The export base is projected to remain Real GDP growth L7 L5
. . ope GDP deflator in US dollar terms (change) 3.8 15

narrow and relatively undiversified. The o

. f the fumiqati Effective interest rate 1.6 19
prqper operation of the fumigation . Growth of exports of G&S (US dollar terms) 7.2 7.6
faC|||ty should help exports by meeting Growth of imports of G&S (US dollar terms) 6.6 29
New Zealand's bio-security requirements. |Grant element of new public sector borrowing 34.9 31.3
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Figure la. Tonga: Indicators of Public and Publicly Guaranteed External Debt under

Alternative Scenarios, 2013-33 1/
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1/ The most extreme stress test is the test that yields the highest ratio in 2023. In figure b. it
corresponds to a one-time depreciation shock; in c. to a exports shock; in d. to a one-time
depreciation shock; in e. to a exports shock and in figure f. to a one-time depreciation shock.
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Figure 1b. Tonga: Indicators of Public and Publicly Guaranteed External
Debt under Alternative Scenarios, with Remittances, 2013-33 1/
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1/ The most extreme stress test is the test that yields the highest ratio in 2023. In figure b. it
corresponds to a one-time depreciation shock; in c. to a exports shock; in d. to a one-time
depreciation shock; in e. to a exports shock and in fiqure f. to a one-time depreciation shock.
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Figure 2. Tonga: Indicators of Public Debt under Alternative Scenarios,
2013-331/
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1/ The most extreme stress test is the test that yields the highest ratio in 2023.
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Table 1a. Tonga: External Debt Sustainability Framework, Baseline Scenario, 2010-33 1/

(In percent of GDP, unless otherwise indicated)

Actual Historical ® Standard Projections
Average Deviation 2013-2018 2019-203:
2010 2011 2012 2013 2014 2015 2016 2017 2018 Average 2023 2033 Average
External debt (nominal) 1/ 31.8 354 41.2 40.3 38.9 37.1 35.1 33.2 31.3 23.0 14.2
of which: public and publicly guaranteed (PPG) 318 354 41.2 40.3 389 371 351 332 313 23.0 14.2
Change in external debt 71 35 5.8 -0.9 -14 -1.8 -20 -1.9 -1.9 -1.5 -03
Identified net debt-creating flows -0.6 -2.8 19 34 18 0.7 0.1 -0.2 -0.3 0.0 -0.4
Non-interest current account deficit 4.3 2.2 6.1 3.9 3.6 5.1 4.0 3.0 25 2.2 2.2 2.6 2.6 26
Deficit in balance of goods and services 355 326 36.3 26.7 269 284 29.2 29.6 295 29.1 293
Exports 127 16.9 17.2 18.1 184 19.2 20.2 21.3 224 228 223
Imports 482 495 53.5 44.8 45.2 47.6 49.4 50.9 51.9 51.9 51.6
Net current transfers (negative = inflow) -295 -278 -274 -31.3 2.8 -18.2 -19.4 -219 -23.2 -24.0 -239 -233 -23.6 -23.4
of which: official -47 -4.8 -3.8 -1.0 -2.0 -4.7 -4.6 -4.3 -4.1 -27 -14
Other current account flows (negative = net inflow) -1.7 -2.7 -2.9 -35 -3.5 -3.5 -3.5 -3.5 -34 -33 -3.0
Net FDI (negative = inflow) -2.0 -1.5 -1.1 -4.3 3.9 -2.3 -2.4 -2.4 -2.4 -2.5 -2.5 -2.6 -2.9 -27
Endog debt dy ics 2/ -2.8 -3.5 -3.1 0.6 0.2 0.1 0.0 0.0 0.0 0.0 -0.1
Contribution from nominal interest rate 06 0.6 0.5 0.8 0.7 0.7 0.7 0.6 0.6 0.4 01
Contribution from real GDP growth -0.7 -0.8 -0.3 -0.2 -0.6 -0.7 -0.6 -0.6 -0.6 -0.4 -0.2
Contribution from price and exchange rate changes -2.7 -3.2 -3.4
Residual (3-4) 3/ 7.7 6.3 3.9 -4.2 -3.2 -2.4 -2.2 -1.7 -1.6 -1.5 0.1
of which: exceptional financing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
PV of external debt 4/ 357 353 3338 320 29.9 27.9 26.0 174 9.2
In percent of exports 207.5 195.1 184.1 1669 1479 131.0 1159 76.5 414
PV of PPG external debt . . 35.7 35.3 33.8 32.0 29.9 27.9 26.0 174 9.2
In percent of exports .. 2075 195.1 184.1 1669 1479 131.0 1159 76.5 41.4
In percent of government revenues .. 197.6 1948 186.8 1744 1619 1489 137.6 89.8 46.7
Debt service-to-exports ratio (in percent) 9.8 7.1 7.6 9.0 13.9 14.2 14.2 129 11.2 8.4 1.1
PPG debt service-to-exports ratio (in percent) 9.8 7.1 7.6 9.0 13.9 14.2 14.2 129 11.2 8.4 1.1
PPG debt service-to-revenue ratio (in percent) 6.2 6.1 7.2 8.9 14.1 14.9 15.5 14.6 13.3 9.9 1.3
Total gross financing need (Billions of U.S. dollars) 12.8 8.0 29.7 20.6 20.2 16.7 153 133 12.2 131 -0.2
Non-interest current account deficit that stabilizes debt ratio -28 -14 03 6.0 54 4.8 46 4.1 4.1 41 29
Key macroeconomic assumptions
Real GDP growth (in percent) 33 29 0.8 1.1 24 0.5 1.5 17 17 17 17 15 1.7 1.7 17
GDP deflator in US dollar terms (change in percent) 12.2 114 10.5 9.0 74 -0.9 1.8 1.8 19 2.0 2.2 15 24 24 24
Effective interest rate (percent) 5/ 27 2.0 16 1.5 0.7 19 19 19 19 1.8 18 19 17 0.9 15
Growth of exports of G&S (US dollar terms, in percent) 113 52.0 136 104 193 4.6 5.0 8.1 9.3 9.3 9.3 7.6 4.0 4.0 4.2
Growth of imports of G&S (US dollar terms, in percent) -1.6 17.8 20.5 12.8 124 -16.7 43 9.0 7.5 7.0 6.0 29 4.2 4.0 4.2
Grant element of new public sector borrowing (in percent) 111 354 354 354 354 354 313 354 354 354
Government revenues (excluding grants, in percent of GDP) 20.2 19.6 181 181 181 184 185 188 189 194 19.8 19.6
Aid flows (in Billions of US dollars) 7/ 25.2 285 466 271 29.7 27.2 27.1 26.6 26.0 21.0 16.8
of which: Grants 25.2 285 466 271 29.7 27.2 27.1 26.6 26.0 21.0 16.8
of which: Concessional loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Grant-equivalent financing (in percent of GDP) 8/ 59 6.6 59 57 54 51 34 18 29
Grant-equivalent financing (in percent of external financing) 8/ 88.0 87.7 86.8 86.7 86.5 86.3 83.8 81.0 83.0
Memorandum items:
Nominal GDP (Billions of US dollars) 369.2 4230 4716 4695 4851 5023 5206 5402 5619 690.6 1043.2
Nominal dollar GDP growth 159 146 115 -0.4 33 35 36 38 4.0 3.0 4.2 42 42
PV of PPG external debt (in Billions of US dollars) 163.0 164.7 1623 158.5 1535 148.4 143.7 1184 94.8
(PVt-PVt-1)/GDPt-1 (in percent) 0.3 -0.5 -0.8 -1.0 -1.0 -0.9 -0.6 -0.8 0.2 -0.5
Gross workers' remittances (Billions of US dollars) 82.0 87.5 66.8 70.1 736 75.5 84.5 92.6 97.2 1240 202.0
PV of PPG external debt (in percent of GDP + remittances) 313 30.7 294 27.8 257 238 221 14.8 7.7
PV of PPG external debt (in percent of exports + remittances) 113.8 106.8 100.8 93.6 82.0 726 65.4 42.8 222
Debt service of PPG external debt (in percent of exports + remittances) 42 49 7.6 8.0 7.9 7.1 6.3 47 0.6

Sources: Country authorities; and staff estimates and projections.
1/ Includes both public and private sector external debt.

2/ Derived as [r - g - p(1+9)]/(1+g+p+gp) times previous period debt ratio, with r = nominal interest rate; g = real GDP growth rate, and p = growth rate of GDP deflator in U.S. dollar terms.
3/ Includes exceptional financing (i.e., changes in arrears and debt relief); changes in gross foreign assets; and valuation adjustments. For projections also includes contribution from price and exchange rate changes.

4/ Assumes that PV of private sector debt is equivalent to its face value.
5/ Current-year interest payments divided by previous period debt stock.

6/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability.

7/ Defined as grants, concessional loans, and debt relief.

8/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the PV of new debt).
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Table 1b. Tonga: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External Debt, 2013-33 1/

(In percent)

Projections
2013 2014 2015 2016 2017 2018 2023 2033
PV of debt-to GDP ratio
Baseline 35 34 32 30 28 26 17 9
A. Alternative Scenarios
Al. Key variables at their historical averages in 2013-2033 1/ 35 30 26 22 19 16 6 -1
A2. New public sector loans on less favorable terms in 2013-2033 2 35 34 33 31 29 28 21 15
B. Bound Tests
B1l. Real GDP growth at historical average minus one standard deviation in 2014-2015 35 34 33 31 29 27 18 10
B2. Export value growth at historical average minus one standard deviation in 2014-2015 3/ 35 35 37 35 33 31 21 11
B3. US dollar GDP deflator at historical average minus one standard deviation in 2014-2015 35 34 32 30 28 26 17 9
B4. Net non-debt creating flows at historical average minus one standard deviation in 2014-2015 4/ 35 29 24 22 20 18 11 6
B5. Combination of B1-B4 using one-half standard deviation shocks 35 26 19 17 15 14 8 4
B6. One-time 30 percent nominal depreciation relative to the baseline in 2014 5/ 35 47 45 42 39 36 24 13
PV of debt-to-exports ratio
Baseline 195 184 167 148 131 116 77 41
A. Alternative Scenarios
Al. Key variables at their historical averages in 2013-2033 1/ 195 163 134 109 89 73 28 -4
A2. New public sector loans on less favorable terms in 2013-2033 2 195 186 170 153 138 125 93 68
B. Bound Tests
Bl. Real GDP growth at historical average minus one standard deviation in 2014-2015 195 182 165 146 129 114 75 40
B2. Export value growth at historical average minus one standard deviation in 2014-2015 3/ 195 221 262 234 209 187 127 69
B3. US dollar GDP deflator at historical average minus one standard deviation in 2014-2015 195 182 165 146 129 114 75 40
B4. Net non-debt creating flows at historical average minus one standard deviation in 2014-2015 4/ 195 156 124 107 93 80 48 26
B5. Combination of B1-B4 using one-half standard deviation shocks 195 150 116 99 84 71 39 21
B6. One-time 30 percent nominal depreciation relative to the baseline in 2014 5/ 195 182 165 146 129 114 75 40
PV of debt-to-revenue ratio

Baseline 195 187 174 162 149 138 920 47
A. Alternative Scenarios
Al. Key variables at their historical averages in 2013-2033 1/ 195 166 140 119 101 86 32 -4
A2. New public sector loans on less favorable terms in 2013-2033 2 195 188 178 168 157 148 109 77
B. Bound Tests
B1l. Real GDP growth at historical average minus one standard deviation in 2014-2015 195 190 182 169 155 144 93 48
B2. Export value growth at historical average minus one standard deviation in 2014-2015 3/ 195 194 200 187 174 162 109 57
B3. US dollar GDP deflator at historical average minus one standard deviation in 2014-2015 195 185 172 160 147 136 88 46
B4. Net non-debt creating flows at historical average minus one standard deviation in 2014-2015 4/ 195 158 129 117 105 95 57 29
B5. Combination of B1-B4 using one-half standard deviation shocks 195 143 104 93 82 73 40 21
B6. One-time 30 percent nominal depreciation relative to the baseline in 2014 5/ 195 262 244 226 207 192 125 65
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Table 1b. Tonga: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External Debt, 2013-33 (continued)
(In percent)
Debt service-to-exports ratio

Baseline 9 14 14 14 13 11 8 1

A. Alternative Scenarios

Al. Key variables at their historical averages in 2013-2033 1/ 9 12 12 11 9 8 4 0
A2. New public sector loans on less favorable terms in 2013-2033 2 9 13 14 14 13 11 9 4

B. Bound Tests

B1. Real GDP growth at historical average minus one standard deviation in 2014-2015 9 13 14 14 12 11 9 2
B2. Export value growth at historical average minus one standard deviation in 2014-2015 3/ 9 15 19 19 17 15 13 4
B3. US dollar GDP deflator at historical average minus one standard deviation in 2014-2015 9 13 14 14 12 11 9 2
B4. Net non-debt creating flows at historical average minus one standard deviation in 2014-2015 4/ 9 13 13 13 12 10 7 1
B5. Combination of B1-B4 using one-half standard deviation shocks 9 14 15 14 13 11 7 1
B6. One-time 30 percent nominal depreciation relative to the baseline in 2014 5/ 9 13 14 14 12 11 9 2
Debt service-to-revenue ratio
Baseline 9 14 15 16 15 13 10 1
A. Alternative Scenarios
AL Key variables at their historical averages in 2013-2033 1/ 9 13 12 12 11 9 5 0
A2. New public sector loans on less favorable terms in 2013-2033 2 9 13 14 15 14 13 11 4
B. Bound Tests
B1. Real GDP growth at historical average minus one standard deviation in 2014-2015 9 14 15 16 15 14 11 3
B2. Export value growth at historical average minus one standard deviation in 2014-2015 3/ 9 13 14 15 14 13 11 3
B3. US dollar GDP deflator at historical average minus one standard deviation in 2014-2015 9 14 14 15 14 13 10 3
B4. Net non-debt creating flows at historical average minus one standard deviation in 2014-2015 4/ 9 13 14 14 13 12 8 1
B5. Combination of B1-B4 using one-half standard deviation shocks 9 13 13 14 13 12 7 1
B6. One-time 30 percent nominal depreciation relative to the baseline in 2014 5/ 9 19 20 21 20 18 14 4
Memorandum item:
Grant element assumed on residual financing (i.e,, financing required above baseline) 6/ 31 31 31 31 31 31 31 31

Sources: Country authorities; and staff estimates and projections.

1/ Variables include real GDP growth, growth of GDP deflator (in U.S. dollar terms), non-interest current account in percent of GDP, and non-debt creating flows.

2/ Assumes that the interest rate on new borrowing is by 2 percentage points higher than in the baseline., while grace and maturity periods are the same as in the baseline.

3/ Exports values are assumed to remain permanently at the lower level, but the current account as a share of GDP is assumed to return to its baseline level after the shock (implicitly assuming
an offsetting adjustment in import levels).

4/ Includes official and private transfers and FDL

5/ Depreciation is defined as percentage decline in dollar/local currency rate, such that it never exceeds 100 percent.

6/ Applies to all stress scenarios except for A2 (less favorable financing) in which the terms on all new financing are as specified in footnote 2.
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Table 2a. Tonga: Public Sector Debt Sustainability Framework, Baseline Scenario, 2010-33 1/

(In percent of GDP, unless otherwise indicated)

Actual Estimate Projections
Average Starjdiard s/ 2013-18 2019-33
2010 2011 2012 Deviation 2013 2014 2015 2016 2017 2018 Average 2023 2033 Average
Public sector debt 1/ 40.0 40.7 45.8 446 43.0 410 387 365 344 251 15.2
of which: foreign-currency denominated 31.8 354 41.2 40.3 38.9 37.1 351 33.2 313 23.0 142
Change in public sector debt 7.7 0.7 51 -1.2 -1.6 -20 -23  -22 -2.1 -1.7 -04
Identified debt-creating flows 25 0.5 2.2 -1.4 -1.2 -27 -33  -32 -24 -1.5 -0.9
Primary deficit 4.5 6.8 1.9 0.9 3.1 -1.2 -0.9 -22  -27 -25 -1.6 -1.9 -08 -04 -0.8
Revenue and grants 27.0 26.3 28.0 23.9 24.2 23.8 237 237 235 224 214
of which: grants 6.8 6.7 9.9 5.8 6.1 5.4 5.2 4.9 4.6 3.0 1.6
Primary (noninterest) expenditure 31.5 33.1 29.9 226 233 216 210 211 21.8 216 21.0
Automatic debt dynamics -2.0 -6.4 0.8 0.0 -0.3 -0.5 -06 -0.6 -0.8 -0.6 -0.5
Contribution from interest rate/growth differential -0.7 -1.2 -0.2 0.4 -0.1 -04 -04 -04 -0.4 -0.3 -0.3
of which: contribution from average real interest rate 04 0.0 0.1 0.6 0.6 0.4 0.3 0.3 0.3 0.1 0.0
of which: contribution from real GDP growth -1.0 -1.1 -0.3 -0.2 -0.7 -0.7 -0.7 -0.7 -0.6 -0.5 -0.3
Contribution from real exchange rate depreciation -1.4 -5.2 1.0 -0.4 -0.2 -0.1 -03 -03 -0.4
Other identified debt-creating flows 0.0 0.1 -0.6 -0.2 0.0 0.0 0.0 0.0 0.0 0.0 00
Privatization receipts (negative) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Recognition of implicit or contingent liabilities 0.0 0.1 -0.6 -0.2 0.0 0.0 0.0 0.0 0.0 00 0.0
Debt relief (HIPC and other) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00
Other (specify, e.g. bank recapitalization) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00
Residual, including asset changes 53 0.2 29 0.3 -0.4 0.7 1.0 1.0 0.3 -0.2 0.5
Other Sustainability Indicators
PV of public sector debt 40.3 39.6 379 359 335 313 29.1 196 103
of which: foreign-currency denominated 35.7 353 33.8 320 299 27.9 26.0 17.4 9.2
of which: external 35.7 353 33.8 32.0 29.9 27.9 26.0 17.4 9.2
PV of contingent liabilities (not included in public sector debt)
Gross financing need 2/ 6.0 9.6 3.8 15 2.6 15 10 0.7 17 17 0.1
PV of public sector debt-to-revenue and grants ratio (in percent) 144.2 165.8 1564 1509 141.5 1321 1239 87.3 479
PV of public sector debt-to-revenue ratio (in percent) 2231 2185 209.3 1954 1814 1668 154.3 100.9 51.8
of which: external 3/ . 197.6 1948 186.8 1744 1619 1489 1376 89.8 46.7
Debt service-to-revenue and grants ratio (in percent) 4/ 5.5 10.7 6.8 11.7 14.4 15.5 15.8 13.6 14.3 11.2 2.4
Debt service-to-revenue ratio (in percent) 4/ 7.4 14.4 10.5 15.4 19.3 20.1 20.2 17.2 17.8 12.9 2.6
Primary deficit that stabilizes the debt-to-GDP ratio -3.2 6.1 -31 -0.1 0.7 -0.2 -0.4 -0.4 0.5 0.8 0.0
Key macroeconomic and fiscal assumptions
Real GDP growth (in percent) 3.3 29 0.8 1.1 24 0.5 1.5 1.7 1.7 1.7 1.7 1.5 1.7 1.7 1.7
Average nominal interest rate on forex debt (in percent) 2.7 2.0 1.6 1.5 0.7 19 19 19 19 1.8 1.8 19 1.7 0.9 " 15
Average real interest rate on domestic debt (in percent) -0.3 -2.0 1.8 -3.1 4.6 2.8 2.4 16 11 0.7 0.5 15 0.0 00" 0.1
Real exchange rate depreciation (in percent, + indicates depreciation -5.6 -16.8 3.0 -5.3 8.2 -1.0
Inflation rate (GDP deflator, in percent) 3.7 5.8 23 6.2 5.0 29 35 4.4 4.9 5.3 5.5 4.4 6.0 6.0 6.0
Growth of real primary spending (deflated by GDP deflator, in percer 0.0 0.1 -0.1 0.0 0.2 -0.2 0.0 -0.1 0.0 0.0 0.1 0.0 0.0 0.0 0.0
Grant element of new external borrowing (in percent) 111 354 354 354 354 354 313 354 354

Sources: Country authorities; and staff estimates and projections.

1/ [Indicate coverage of public sector, e.g., general government or nonfinancial public sector. Also whether net or gross debt is used.]

2/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period.

3/ Revenues excluding grants.

4/ Debt service is defined as the sum of interest and amortization of medium and long-term debt.
5/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability.
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Table 2b. Tonga: Sensitivity Analysis for Key Indicators of Public Debt, 2013-33 1/

Projections

2013 2014 2015 2016 2017 2018 2023 2033
PV of Debt-to-GDP Ratio
Baseline 40 38 36 34 31 29 20 10
A. Alternative scenarios
Al. Real GDP growth and primary balance are at historical averages 40 39 40 40 41 41 38 36
A2. Primary balance is unchanged from 2013 40 38 36 35 34 32 22 7
A3. Permanently lower GDP growth 1/ 40 38 36 34 33 31 25 26
B. Bound tests
B1. Real GDP growth is at historical average minus one standard deviations in 2014-2015 40 39 39 38 36 34 28 25
B2. Primary balance is at historical average minus one standard deviations in 2014-2015 40 42 44 42 39 37 26 16
B3. Combination of B1-B2 using one half standard deviation shocks 40 41 43 41 39 37 29 22
B4. One-time 30 percent real depreciation in 2014 40 53 51 48 45 42 31 19
B5. 10 percent of GDP increase in other debt-creating flows in 2014 40 45 43 41 38 36 26 15
PV of Debt-to-Revenue Ratio 2/
Baseline 166 156 151 142 132 124 87 48
A. Alternative scenarios
Al. Real GDP growth and primary balance are at historical averages 166 162 168 170 172 172 169 168
AZ2. Primary balance is unchanged from 2013 166 155 153 148 143 136 97 33
A3. Permanently lower GDP growth 1/ 166 157 153 145 137 131 109 121
B. Bound tests
B1. Real GDP growth is at historical average minus one standard deviations in 2014-2015 166 161 163 157 150 145 124 114
B2. Primary balance is at historical average minus one standard deviations in 2014-2015 166 172 186 176 166 157 118 73
B3. Combination of B1-B2 using one half standard deviation shocks 166 169 180 173 164 158 129 102
B4. One-time 30 percent real depreciation in 2014 166 220 214 202 191 180 136 89
B5. 10 percent of GDP increase in other debt-creating flows in 2014 166 187 182 173 163 154 115 70
Debt Service-to-Revenue Ratio 2/
Baseline 12 14 15 16 14 14 11 2
A. Alternative scenarios
Al. Real GDP growth and primary balance are at historical averages 12 14 16 16 15 17 16 9
A2. Primary balance is unchanged from 2013 12 14 15 16 14 15 12 2
A3. Permanently lower GDP growth 1/ 12 14 16 16 14 15 12 6
B. Bound tests
B1. Real GDP growth is at historical average minus one standard deviations in 2014-2015 12 15 16 17 15 16 13 6
B2. Primary balance is at historical average minus one standard deviations in 2014-2015 12 14 16 17 16 17 13 4
B3. Combination of B1-B2 using one half standard deviation shocks 12 15 16 17 16 17 14 6
B4. One-time 30 percent real depreciation in 2014 12 17 21 21 19 20 17 5
B5. 10 percent of GDP increase in other debt-creating flows in 2014 12 14 16 17 16 17 13 4

Sources: Country authorities; and staff estimates and projections.

1/ Assumes that real GDP growth is at baseline minus one standard deviation divided by the square root of the length of the projection period.

2/ Revenues are defined inclusive of grants.
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Press Release No. 13/276 International Monetary Fund

FOR IMMEDIATE RELEASE Washington, D.C. 20431 USA

July 25, 2013

IMF Executive Board Concludes 2013 Article 1V Consultation with Tonga

On July 19, 2013, the Executive Board of the International Monetary Fund (IMF) concluded the
Article IV consultation with Tonga® on a lapse of time basis

Economic growth slowed to 0.8 percent in fiscal year 2011/12 (July-June), from an average of about
3 percent during the previous three years. Reflecting the completion of public investment projects,
Tonga’s growth is likely to remain low in 2012/13, at about % percent. Starting in 2013/14, recovery
of remittances and tourism—along with improved infrastructure—will lead economic growth to
recover to a slightly lower growth rate than the historical trend.

Headline inflation has fallen significantly. After peaking at 9.7 percent in May 2011 (above the
official reference range of 68 percent), inflation decelerated to 0.5 percent in April 2013, led mainly
by imported food and oil prices. Going forward, inflation is expected to recover to about 5.5 percent.

There are no imminent risks to the external balance. Despite the continued contraction of remittances
since 2008, increases in foreign grants and, more recently, a decline in imports led gross official
foreign reserves to rise to about 8% months of imports as of March 2013.

The overall budget deficit decreased to 2.7 percent of GDP in 2011/12 from 7.6 percent in the
previous year. The 2012/13 budget aims to eliminate the fiscal deficit. While a mid-year assessment
of the 2012/13 budget suggests that revenue collections could be less than budgeted, this is projected
to be matched by spending restraint. Following an upgrade by the World Bank of its Country Policy
and Institutional Assessment rating for Tonga’s macroeconomic policies and institutions, the risk of
external debt distress for the country has been reclassified from high to moderate. Monetary policy
continues to be accommodative, and recent data show some signs of stabilization in credit growth.

! Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with members, usually every
year. A staff team visits the country, collects economic and financial information, and discusses with officials the
country's economic developments and policies. On return to headquarters, the staff prepares a report, which forms the
basis for discussion by the Executive Board. At the conclusion of the discussion, the Managing Director, as Chairman of
the Board, summarizes the views of Executive Directors, and this summary is transmitted to the country's authorities.

2 Under the IMF’s lapse of time procedures, the Executive Board completes Article 1V consultations without convening
formal discussions.

Washington, D.C. 20431 e Telephone 202-623-7100 o Fax 202-623-6772 » www.imf.org



Progress in improving the regulatory and institutional infrastructure has continued, including
inauguration of a credit bureau.

Executive Board Assessment

On July 19, 2013, the Executive Board of the IMF concluded the Article IV consultation with Tonga
and considered and endorsed the staff appraisal without a meeting.

The Tongan economy is expected to remain weak in FY 2012/13, following the completion of key
public work projects. Beyond FY 2012/13, staff projects the economy to recover gradually, but to a
slightly lower growth rate than the historical trend before the global financial crisis. Risks to the near-
term outlook are tilted to the downside, reflecting external risks and weak business confidence.

The current macroeconomic policy mix, which combines fiscal consolidation and monetary
accommodation, is appropriate. The overall fiscal deficit fell from 7.6 percent to 2.7 percent of GDP
in FY 2011/12; and the FY 2012/13 budget aims to eliminate the remaining deficit. Monetary
conditions have remained accommodative for the past three years.

In view of Tonga’s level of external debt—an important vulnerability despite the Debt Sustainability
Assessment rating upgrade—and the expected increase in debt repayments, fiscal consolidation
should be sustained. The FY 2013/14 budget could aim to maintain a similar level of primary balance
surplus as in FY 2012/13, to preserve cash buffers with the expected repayments on the external loans
and limited borrowing options. A credible fiscal consolidation strategy should not factor in debt relief
until it becomes certain, and the space that could result from debt relief should be prudently used.

The authorities need to start considering an unwinding of the accommodative monetary policy stance.
In particular, the National Reserve Bank of Tonga should stand ready to mop up excess liquidity with
the bottoming out of the credit cycle. At the same time, other efforts to overcome obstacles to
renewed credit growth should continue. In this context the government’s plan to further
commercialize Tonga Development Bank has merits, but a thorough due diligence assessment is
essential.

Staff strongly supports the creation of a presumptive tax regime for small and medium-sized
companies and the natural resource tax regime. Revenue reform efforts should include streamlining
and enhancing the transparency of tax exemptions. Formalization of the Public Financial
Management (PFM) reform roadmap is important to demonstrate the authorities’ commitment to
reform and to inform technical assistance from donors.

Tonga’s structural challenges to growth call for reforms to strengthen investor confidence. Reforms
should focus on policy coordination and judicious deregulation. The current framework for
coordination could be further strengthened, for example by establishing a high-level coordinator. A
tailored support mechanism for foreign investors should also be put in place. The business licensing
reform has achieved an important milestone, and could now focus on easing ancillary licenses.



Tonga: Selected Economic Indicators, 2008/09-2013/14 1/

Average Prelim. Projections
2003-12  2008/09 2009/10 2010/11 2011/12 2012/13 2013/14

Output and prices (annual percent change)

Real GDP 2/ 11 3.2 3.3 29 0.8 0.5 15

Consumer prices (period average) 7.1 55 1.7 6.0 33 29 35

Consumer prices (end of period) 6.9 1.2 2.7 7.1 2.3 3.0 4.0

GDP deflator 6.2 -2.4 3.7 5.8 2.3 29 35

Central government finance (in percent of GDP)

Total revenue and grants 26.6 34.3 27.0 26.3 28.0 23.9 24.2
Total revenue 22.6 27.4 20.2 19.6 18.1 18.1 18.1
Grants 4.0 6.8 6.8 6.7 9.9 5.8 6.1

Total expenditure and net lending 28.2 344 323 34.0 30.6 23.7 24.3

Of which: Current expenditure 239 25.2 25.8 23.0 23.9 21.6 21.7

Capital expenditure 2.6 2.7 2.6 9.4 5.6 2.0 25

Overall balance -1.6 -0.2 -5.3 -7.6 -2.7 0.2 -0.1

Overall balance (excl. China's EXIM Bank loans) 11 6.1 -0.2 1.6 3.2 1.2 -0.1

External financing (net) n.a. -0.7 35 8.4 52 -0.7 -0.3

Domestic financing (net) n.a. -5.2 1.9 -0.8 -2.5 0.5 0.4

Money and credit (annual percent change)

Total liquidity 3/ 7.9 -1.8 5.1 31 -1.7 8.2 7.0

Of which: Broad money (M2) 8.2 -2.4 5.6 3.3 -1.8 8.4 7.2

Domestic credit 53 -5.2 -11.5 -12.3 -8.7 -5.9 10.9

Of which: Private sector credit 55 -3.7 -15.6 -9.9 -2.7 -6.9 8.1

Interest rates (end of period)

Average deposit rate n.a. 5.3 3.8 3.4 35
Base lending rate n.a. 10.0 9.6 9.6 9.6

Balance of payments (in millions of U.S. dollars)

Exports, f.0.b. 12.2 7.2 7.9 10.9 14.8 15.3 16.1

Imports, f.0.b. -123.0 -130.5 -130.4 -152.5 -179.3 -136.5 -142.0

Services (net) -8.7 -15.2 -8.5 35 -6.8 -4.2 -4.4

Investment income (net) 4.8 6.4 4.0 9.0 11.2 12.7 13.3

Current transfers (net) 99.6 104.0 109.0 1175 129.0 85.3 94.0
Of which: Remittances 89.9 84.0 82.0 87.5 66.8 70.1 73.6

Current account balance -15.1 -28.1 -17.9 -11.6 -31.1 -27.6 -23.0
(In percent of GDP) -4.3 -8.8 -4.9 -2.7 -6.6 -5.9 -4.7

Overall balance 46.9 19.5 19.7 33.2 19.8 2.7 3.6

Terms of trade (annual percent change) 0.1 -4.5 5.1 -4.4 0.0 -0.5 1.2

Gross official foreign reserves

In millions of U.S. dollars 65.7 67.7 87.5 120.7 1405 143.3 146.8

(In months of next year's goods and services imports) 4.4 4.6 5.0 5.7 8.0 7.8 7.4

External debt (in percent of GDP)

External debt 32.0 315 31.8 35.4 41.2 40.3 38.9

Debt service ratio 1.2 0.7 1.2 1.2 1.3 1.6 25

Exchange rates

Pa'anga per U.S. dollar (period average) 2.0 2.1 1.9 1.8 1.7 1.8 1.8

Pa'anga per U.S. dollar (end of period) 1.9 2.0 1.9 1.7 1.8 1.8 1.8

Nominal effective exchange rate (2005=100) 98.8 95.7 96.9 97.4 103.4 102.4 100.6

Real effective exchange rate (2005=100) 102.6 107.5 108.3 1115 1184 118.4 1184

Memorandum items:

Remittances (in percent of GDP) 29.3 26.4 22.2 20.7 14.2 14.9 15.2

Tourism (in percent of GDP) 6.3 8.7 7.0 7.9 7.7 8.5 8.8

FDI (in percent of GDP) 5.2 12.0 2.0 15 11 2.3 24

Nominal GDP (millions of T$) 623.8 664.3 7122 775.0 799.3 826.3 868.1

Population (thousands) 102.0 102.5 102.8 103.0 103.3 103.5 103.8

Sources: Tongan authorities; and IMF staff estimates and projections.

1/ Fiscal year beginning July.
2/ Including preliminary data.

3/ From the Banking Survey, which includes the Tonga Development Bank.





