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SUMMARY 

WdiQr Sjtpatjm 

Tonga bas aheady in place all the necemry elanents of an EP'Z pachge. An 

iaYCSIDr CID IDier pram regulltKm md proc:mes (i) establish a faclory on an industrial 

estate in Nuku'alofa or anywhere else in the Kingdom; (iJ) import maraials and equipment 

he of dalies .t mes (and widlout BY lllljor delays) .. oc:ea die llllfaials md export the 

Very few exidi11g w141factmen CID late adnmge of die EP'L ~ fxititits on offer 

because most of the 158 units claqificd IS ma1m£a biiiug lie Yel'J small (employing m than 

10 people), producing a range of ·~· products - Waits, COllClde products, 

oda bailcling products, fmnibiie de. Only n firm have cqat-cJriearl:d mtm. These 

mlJllMies 11e ~•altd in the dnthing, leadlcr ml jewellery sedOIS. Most of them are 

small scale (20-30 cmplojees). Wida few eueplicm they find it difficult to IDOUlll a 

snsflined eqat drive in oversea 11111lds. An amlysD of .. ...,fam.ed exports over the 

period 1984-92shows10Cal ma1Mfa biied exports pawing from 0.886 MT$ in 1984 to 

2.173 M T S iii 1988 aad fluc~111ting betwcca 2 and 2.S M in m:mt years. Macbipery and 

lnmpOrt (llllialy mvatol'S and boats) WIS impoltlllt in the mid 1980'5 but subscqumdy 

declined. &por1S of Imber' products expanded sipificaady in DIOR RCelll years ( 1988-91) 

but declined somewhat in 1992. Knitwear expons ldJicved a sustained growth in the period 

1984-90 due to the efforts of one company but declined in the last few years. &ports of 

shirts were important in 1992. 

WitbiD the IDlllU&cturiDg sector there bas been DO SH:Slained long tam growth in any 

product line. An explambon with which mny have agn:al is tblt oisring COIDplDies (with 

few eueptioas) are too small and lack the oversea CC'JlllleCtioas, especially in relation to 

martdiag and design, to mamin a stastained export drive over a aumber of years. 
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If Tonga is to acbieYe a snstained growtb of IDlllUfactured exports, it will be 

necessary to attract a steady flow of medium sized oversea imesaols with mong marketing 

coaoectioas ia export markets and die ability and rc:.una:s to mamge a subsidiary operation 

in Tonga. In gmeral, tbis would men CD1111'9Ws with a few laundred employees and a 

tmnover in ~ of S M S IDOlivaled (by IJIO&s) and lor#ing in Tonga to increase profits. 

To dllie this type of mmplllJ Im not iateslcd in Tonga OD a sigaific:ant scale. Mmt 

foreign investors are small-scale t-inesc people widl limited financial raomccs wbo have 

Dnestrd for a m1mber of llOIHCODOIDic rasom, e.g. a litiDg for die Tmgan people or 

lifestyle, or a desire to do SOllldhing fOI' die eowlly. 

There are no major obslades to invat11at in Tonga, except perhaps its remoteness 

ml small size. As a result, imemlOODll ttamport and domestic support saviccs (e.g. repair 

and majntrJpnCe) are ljmifal. However, tbc flelecmnuwmications SICIYice is good. The 

wortfon:e is wdl educatal and illlusbill rdatitm are good. People widt iaduslrial stills are 

in short supply. Labour coses could be classed IS avenge for the region and low iD 

c:ompu isoD with New 7nland and Aastnlia. lllduslrial esmte facilities are avaiiablc - which 

might be improved to respond quietly ID am:s. ttqairemeats. 

The induslrial esaate at Natu'ak6 is 20 acres in si7.e or 80,000 sq. m. The area of 

plOIS is S2,478 sq. m. or 66CI of total. nis a die normal ratio of plot si7.e to total area. 

Tbe ratio of built over arca to plot me is very low. BaildiDp occupy on average 22 Cl of tbe 

plot uea. The normal ratio is above .SO~. Tiie estate is making a km at present wbeo 

depn:ciaboa expcmes are included. Tiie Minisby is slat of funds to develop tbe rest of die 

esratc. There is however, ID 8l'PficatiOa for fiBls with die Asian Development Bank. There 

is a need to mficw die opaatioa of tbe estate ID (i) ICbieve a bigber ratio of built aver area 
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within plots and (ii) a better baJaoce bctwe!ll m'CllUe a1'Cl expenditure i.e. commerciali7.e the 

estate or operate it on commercial principles a.~ a sqm:ae profit centre, po.uibly within the 

respomibility of the proposed DevdopmePt Corporation. (There is a proposal 10 eslablisb a 

Development Corporation in Tonga md it is underslood that a oomultant will review the 

proposal lam- in the year). 

Australia and New Zealand are the best soun:es of iDYeUmaat in the short/medium 

tam because of the traditional trade, tramport md polilical liDb and geognpbic proximity. 

ID addition, there are establisbt.d promo1ion offices in both COUDlries - the South Pacific 

Trade CommisRoo (SPfC) in 8ymey, and the South Pacific Trade Office {SPfO) in 

Anctlmd, and Tongan tourism 1epesautives wbicb can be used to promote investment 

Tbe Eat Asia and the West Comt of the Unital S1atcs cn.dd be targdal for ptomolion in the 

medium tam. 

Tbe general reaction of the SPTC in Austtalia and the SPTO in New Zealand, as well 

a tourism repn:saativcs in both COUDtties and diploalllic 1epresadlfives, is that with a 

5USDincd and bigbly focused promolion effort it should be pcmibk t.l atn..ct a number of 

medium si7.ed investors to Tonga. At preselll vay little is known about Tcnga in Australia or 

New Zealand. 

A figure of 3-4 investors per ammm employing .50-100 people each was considered 

·ac:mev.m1e·. The promotion effort would require 1.50-200,000 T $ amamlly. The Tongan 

government would have to finance a percentage of the tol3I - about 20~. lndicatioos are that 

Australia, New Zealand or the EC would fund die t.Jana!. Tbc EC is currently financing 

part of the operation of the Fiji Trade and Investment Board (Fl1B). 
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ChpgjpliQoal Structur~ 

In order to amact invcstmcDt, strcngtheaing of investment promotion unit as described 

below will be important. In additioo, an EPZ law should be drafted which would set out 

cbrly the relatiombip between the investors and govrmment and outline the operating 

conditiom for investors. (See Annex I). 

The iDvestmcot promotion unit sbould be sqmate from the Ministry of Labour, 

Commen:e and lndmUy {MLCI) with its own budget and Board of Dirutors. A Sbldy OD the 

establishment of a Development Corpontioo is due to commence later in the year. ~ is a 

good argument for jndqdjng the inved111COt promotion unit widlin the Devdopmmt 

Corpontioo as well as the trade promotion efforts of the MLCI and the management of the 

iDdusarial estate. The organizalion would be modest in scale and couJd be modelled OD 

MEDIA - the Mauritius Export Development and lovestment Autbority - wbich bas 

rapomibility for trade and investmmt promotion md industtial CSlatc developmeaL 

Responsibility for project evaluation, approval and tbc licensing of EPZ or cxport

oricatal projects would remain with the MLCI as is the cme in Mamitius. This would allow 

a clear separation of the promotioa/commacial aspects of EPZ dcvdopmcnt oo one band and 

the evaluation, licensing and regulatory aspects OD die other. 

The Investment Promotion Unit should at all times work with and oo behalf of the 

investor - persuading him first of all to invest in Tonga, then progrmng bis application 

through the Ministry, misting and working with the investor in the es:2blishment and 

operating stages - providing factory buildings and supporting him with trade promotion 

activities. 

ID progressing the application through the Ministry, the Investment Promotion Unit 

would have the respomibility of ensuring that cacb application is acknowledged and processed 

quickly. There have been some complaints about the speed of proces.mig investment 

applicatioas in the put and the lack of acknowledgment of applications. The Ministry of 
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Labour, Commerce and Ioduslry would have the ~ility of emming that potmtia1 

iDvcstDrs will: 

(i) make a positive contnl>ution to the development of the Tongan economy {employment 

and exports); and 

(ii) that suit.Ible mangemclds arc in place 10 tramfcr production skills to Tongans before 

liamcs are ismcd - the evalmboa procc.u. 

The Ministry should c:asure that die ncrt'$R'J permits (building, labour, immigntion) 

follow autonat"ally once the prQjc:ct is l(JIJro'Ved. In addition, the Ministry would be 

resy.m"\ible fur emwiug dllt the investor ldbeR:s to the c:ondffions of the license. 

BA.C'KIJllOUND lNFORMATiON ON BXl.~O SITUATION 

1h: ~ Dcvdnpmeat Policy mmounr.cd in t9n aims ar developing private 

5':(10f b;:· ax,"QU!8ging: 

(i) mv~ by J.'Xcl entrepreneurs and 

{ii) foreign imesbnmts wbitb bring cootinoiog aod n:al benefits to the people of Tonga. 

Fomgn investJncuts with the follow•~~ char.se1~ are encouraged: 

- reqWring subst~ miount of risk capital~ 

- p.-ocessi~g of iOCli resourc..es: 

- substmi:\: c.:ont.ribrttion to local value added; 

· acr.~ to mana~erial and 1a&rketing skills; 

- lbOdeiD ts:<h.nology and technicai e-q>c:rtise; 

- labour intensiv~. ~:ith a nv:dium w. bigb labour to captta? ratio; 

- having export potcntiaI to augmem foo cfJUIO'y':i foreign cxchmlge earnings; 

- import substituti-Ja re!.11.lting io coo.~atiort aoo saving of foreign exchange; 



- a reasonable level Qf local equif:Y pmticipatioo; 

- having a multiplier effect providing ~ for the establishment and growth of 

ancillary industries; 

- likely to bring COOl?lcmcntary benefits to other manufacblrcS O£ producen in Tonga. 

Tbe fiscal aspcdS of the potir.y wa'C legislated in the Industrial Devdopmcnt 

~ Act of 1978. In accordance with Che provisions of the A~ regulatiom were also 

made fur~ of the Act. 

The fiscal mcmtiv~ inctode: iacome tax boliday for five years~ exteodable by 

mother five years in '2SC of m:epti.ooal cilo•"Lftl'Ce by His Majesty in Council; in case of 

~. income tax holiday for five yems; tax exemplioo on dividends duriug the tax 

ltOOday period; witbboktiDg cu exemplioo for llOIHaident slmdlolders/eataqxeaews; 

carry forward of kmes without lime or monifary limit; depreciation to commence afta' the 

tax holiday period; in case tax holiday is not availed, accelerated dcpreciatioa was to be 

alhlwed; mora1Drium on income tax after tax holiday, on specific requests, if it is to the long 

tam advantage of the Kingdom; full exemption from ~ duty on import of capital 

equipment and exemplioo of SO~ Port and Services Tax for five years; faciJi1y of drawback 

oi OIStOmS duty and Pert and Service Tu: OD import of raw materials and semi-finished 

products if the end products arc exported; facility of repatriation of funds as per Section 15 

of the IDI Act. 

Tbe oon-fiscal incentives include repatriation of funds generated on foreign 

investments; leue of SCl"'icm industtial plots and buih up factory buildings on long leue, 

entrepreneur visas, and provision of business advisory and promotion services. 

~ following amendments to the :.DI Act ~ made after 1978: 

export-oricnt:d industries were exempted to pay customs duty and port and services 

tax oo Un:w>rt of raw marerial/semi-finisbcd product at the time of import. F.arlier the 

duty was paid and reimbursement allowed after actual imports. 
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for the trial run (for maximum six monb), exemption oo payment of~ duty 

IDd port and senices &ax w allowed at the time of first impol1S. F.ar1ier only 

reimbursement was allowed. 

tax botiday wu allowed from the date of productioo imtead of date of mue of 

Development License. 

cmnplioo of witbbolding tax was also allowed for non-residents Cldlepeueurs; 

provision WIS made ID plUCillC duty free equipment from govrmmcnl stora; 

building llllda'ills for WiD11Kliou of fadDry buildings were included uodc:r the capital 

equipment for cmnplioo of CUSCOlm duty .. pmtial exemplioD of port md sr.rvice 

tax; 

import of duty free vebicle IS part of capital equipment was allowed with specific 

approval of the MiDista'; 

the scope of the IDI Act was enlarged with the iDtroductioa of an enabling clause to 

declare Ill)' industly under' the IDI Act; 

scrvice-oricnte industries such as automobile repair enterprises were included under 

the purview of the IDI Act in 1983 (most of these enterprises arc owned by Toogam); 

tax holiday wu incrcmed up to IS years. fbe duration for tax holiday which could 

be c:m&dc:ml is IS follows: 

* Traditional iDdustties in Toogatapu (service industries lite 

automobile rqJair shops. furiture and joinery. small tourist 

facilities, etc.) 

• IDdustties in outer islands 

• Export-oriented industries 

• Proces.Vng of agricuJtmal and marine products 

* Import substitute industties with capital investment of 

over two million pa'anga 

"' Industries and tourism prime facilities with a capital 

investment of over five million pa 'mga 

(No Development Liceme bas been issued with IS year tax holiday) 
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comtruction of factory buildings for renting to approved industries is included under 

the purview of the IDI Act for grant of incentives; 

also commercial farming for export and commercial fishing for exports are included 

under the pmview of the IDI Act. 

Specific amendments relating to export-oriented indmtries: the definition of export

oriented manufacturing industry is specified as one which exports 90S of its annual sales. 

Export proceem are reqoiJcd to be brought back to Tonga within 12 months of exports. Full 

exemption OD payment of port md services tax OD capital equipment (including motor 

vebicle) is allowed within two years of die imle of Development License. F.arlier only 504Ji 

was allowed. 

Olbcr developmeulS relating to export enterprises: the Tongan curmicy pa'anga. 

wbich was at par with Australian dollar until Februzry 1991. is now pegged to the basket of 

cunmcics. Export Finance Liquidity Scheme was introduced by the National Reserve Bank 

of Tonga (NRBT) in 1990 to overcome liquidity problems of the two banks in Tonga. The 

Scheme which originally covered merchandising exports bas now been extended to tourism. 

There is poaibility of the same being esteoded to the export manufacturers. Under the 

Scheme, the promismry notes originally discounted by the two financial institutions are 

rediscountcd by the NRBT. 

The following incentives were withdrawn in the end of 1992: facility of depreciation 

to commence after the tax holiday period; m holiday for expansion programmes; carry 

forward of I~. irrespective of monitory or time limit; moratorium on payment of income 

m. 
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Slatm of mntri§ in ~ 

Ovcr- one-hundred-eighty industries wae in operation in 1991, 26 were operating u 

•export-tJriard indusbics·. Tbc products exporkld by these~ include woollen 

knitwear, shins, patchwork items, spectacle ax:esmries, Jeatber garments, ladies bandbags, 

proa:sscd root aops, cocmut oil IDCI processed 'Vlllilla beam. The OUlpUt of all the 

iDdustties in operation in 1991 WU estimatal at TS 2S million with ID employment of 2,500 

womrs. 

The induslrial sector, tbllugb small in tmm of its contribution to the GDP, is growing 

steadily. The Asian DeYelopmmt BIDt in its rqJOll • Asian DevekJpmmt Outlook 1991 • bas 

estimatal contribution of manufactming sector at lOS during 1990 with 30S ~- The 

llllllUflctured exports are increasiDg IDCI are suhltiluting cocoaut-n:btal export trade. 
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In qKDtion Oose<I 

, 
- Food Procesmg/Batery/Bevengcs 46 24 70 

- Clothing! Apparel 23 13 36 

-Jewdlery 4 I 5 

-~ ~.Mucts 8 5 13 

- Famiturc and Wood Products 31 15 46 

- Building Material 10 4 14 

- Printing (publishing) 5 3 8 

- Non-metallic Products 2 4 f 

- Chemical Products 6 2 8 

- Fabricated Metal Products 8 2 10 

- Olber Transport Products 2 7 9 

- General Engineering 4 13 17 

- Spectacles ~ Acces.uies 2 1 3 

- Photo Processing I 2 3 

- Building Material IO 4 14 

- Miscellaneous 4 4 8 

- Auto Repair 39 15 54 

- Electrical/Electronic Repair 18 5 23 

- Dry Cleaning 3 2 5 

TOTAL: 216 121 337 

Nale: Figures do not include 58 service-oriented industries, workshops such as automobile 

repair, electrical repair enterprises. 
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lostitutiooa.I amo&CJDCDIS 

Under the IDI Act, for any industry to be set up in Tonga a De'lelopment License is 

oecesmy. The authority to approve the Development License vests with the Minister of 

Labour, Commerce and Industries, who is advised by a Standing Advisory Committee (SAC) 

on Industrial Licensing. 

The application for issuance of a Development License is submittal to the Seamly of 

the Ministty of Labour, Commerce al Industries (MLCI). The same is appraised by the 

Industrial Promotion Unit of the Ministry, and dim submitted to the SAC comtituted under 

the IDI regulatiom. The SAC is chaired by the Mwster. Other members are the Seaetuy 

of the MLCI, who is also the Seadaiy of the Committee, the Secretmy of Ministry of 

FiDaoce, the Managing Director of Tonga Dev:lopmcat Bank, the (]lief General Manager of 

Dant of Tonga, the Director of the Ministry of Agriculture and Forestry, and ~ Director of 

Cc:ntral Planning Department. All applications are mpaired to be submitted to the SAC 

which mates specific recommendations to the Minister (MLCI) about the proposal and 

incentiv~. 

Followiilg the recommeodatiom of the SAC, the Minister approves the issuance of 

license. The approval is conveyed by the Secretmy of the MiDistty through a Letter of 

Intent. The actual license is issued when the enterprise is about to be launched, so that 

maximum benefit is availed by the promotas. 

The incentiv~ granted are indicated on the body of the license. Copies of all 

Development Licenses are sent to the Customs Department, Immigration, Electric Power 

Board, Secretary of Finance, etc. For facilitating exemption from custom duty and port and 

service tax, the enterprises are required to submit the details to the MLCI which verifies the 

same and sends it to the Customs Department. The enterprises are advised to infonn the 

MLCI about their six monthly requiremeab in advance, so that the same is verified by the 

IPU and sent to the Customs Department. 
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Most of the approvals for setting up inclust:!ies are provided/processed by the MLCI 

and the investors arc not required tD go to differmt departments. These include grant of 

Development Liceme, lease of factory building/serviced i:ldustrial plots. regimatioo of 

companies, issue of trading liamc, msaance in undertaking market research, provision of 

business advisory ~. de. As such, the Ml.Cl Im now emerged as a One-Step Shop 

for local and ovmeas inYestors. 

Although, DDder the IDI regulatiom, the Minim' is empowered to reserve industries 

for local eneprenews, no sach n:senatim Im bcm made as yet. 

PotcptiaJ investor iota est 

Tonga bas favourable conditions for atb&1iug foreign investment. These include 

conces.mnat entry of Tongan products dDougb special bade and ecooomic agreements 

(SPARTECA) to the martds of New Z«-Jiifand and Austtalia and through GSP to the USA and 

Europe; political stability; iDdusttial harmony; near universal litaacy; easy bureaucracy (~ 

stop service). 

Industries which have scope m view of the existing natural resources, demand, skills 

and specific entrepreneur iDtaat, include: cuava products (chips, starch, alcbobal); papain 

from paw paw; fruit proces.Wg (mango, guava); srices proces.tjng (red chili and black 

pepper); vanilla ext.Ott; pumpkin squash powder; proces.Wg of special type of mushrooms; 

bio gas; coconut products (rdining of em-ting crude oil, improvement of emting coconut 

soap, coir products); mariDe-bascd products (fish fromi and proc.essed); garment industries; 

leather products; electronic sub-assemblies; artificial flowers for expor1S; flom mill with 

imported wheat; sbipway for repair of small ships. 

Although Tonga has not been very active in overseas investment promotion measures, 

it has been able to attract a few foreign investmems. Of the manufacturing enterprises in 

operation in 1991, about 20~ have oversea interests, either as joint venture or wholly 
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fot'Cigl' <.'WDCd. The mullmlm number Qf inv~ hzve cumc from New aaw:J, 

followed by Ausmlia and USA. 

Favourable schemes like Pacific Islands IDdusbiaJ Devc:opmatt Scheme (PODS) and 

uadc agreemem.s like Sooth Pacific Trade md Ecortomic Agreemcpt (SPARTECA) bn-c 

:tttracttd mestmcnlS from these commies. Oil the otba" hand, Tonga bas not been able to 

~ ~ of die Austtamn Joint Venlale Scheme or the Ow:rscu Private hndnent 

Corponlioo of USA (OPiC). 

Nu!Ma of JojJJt VafDRI 

New Zealand 

Australia 

USA 

Germany 

Sweden 

Fiji/India 

Qmada 

Denmark 

Tufal: 

Support infiasructuR 

15 

9 

5 

2 

2 

2 

I 

I 

37 

The thrust of the objectives of the Industry Sector for the Sixth Development Plan are 

to support the establishment of export«ieatcd industries. One of the pmequisites for the 

same is the provision of readily available built up factory space for export production. The 

objectives of the Industry Sector as emmciatcd in the Sixth Development Piao include the 

following: 
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to promote eatrcprmemsbip in viable manufacturing activities with domestic supply 

linbges in order to crate loc:al value added aw.' employmcllt, md geoeiate foreign 

cxcbaogc earnings; 

to cncomage the devdopmeut of export-<Jrieoted industric:s, particuJarly dime 

involving local ~ in onler' to divasify sourteS of foreign exchange earnings. 

There is only one industrial emte, tt..e Small Industries came (SIC) Oii Tongatapu, 

which opcntes under the MI.a. It Im been developed in slagCS widl loas from die Asian 

Development Bak. Tiie facility Im proven to be ID imporlaat industrial iDfrastructure in 

amaaiDg imestua•s. ~ ealapiises arc localrJd It the Cmue, iDvolviDg 

CDUqxeueurs from semal coumics besides Tonpn. Tbis facility bas bem developed in 

plmes over a period of tm yars. A similar a::ntte Im been ~ at Van'u in 1990 

and two factories arc in openlioa. The production of the industries locatal in these two 

te1111es increased from TS 6.S miltim in 1991 to TS 8.3 million in 19'J2. Tiie apart sales 

were 30~ of tOlal sales. 

The developnaJt of the industrial csaate at Vava'u coasisted of site preparation, 

devdopmeot of industtial infrlsbuctural facilities (such as roads, wata', power and 

telecommunication supplies, aad the construction of one factory sbed of 343 ml). The outlay 

for the second SIC development at Popua was otimatcd at TS 937 ,800 (excluding 

contingency) under the Fourdl Multi Project Loan. This comprised mainly provision of 

infrastructure at the new sit.e. 

In view of the pressing derm111d for built up sheds, the ADD bas approved to allocate 

funds for comttuctioD of tine factory builrungs at the Maufanga SIC. as a substitute project 

under the Fourth Multi Project Loan. 
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For the ~ of grant of iacadives, whole of Tonga is bmal u export proccuing 

mne. However, because of land regullliom (llDd ClllDOt be boagbl in Tonga by foreigners, 

it can only be lemed), establisbment of EPZ is litely 10 aaract inves&e111s. The EPZ is also 

expeclal to be a amhtiag tool for prnmcOlg Tonga for i1Ms111M"J•s en. ovc:rsea wl is 

likely lo have fa'VOlll'lble;....,.. m die etDMJIDic ~of Tonga. 

Delailed infm11••• m prCSClll physical iaframutbiie (includmg declric power, 

transport, tdecommunic:ati), labour forte and support 5a'rices (bmking) is giYm in 

Annex D. 
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CHAPTER I 

REVIEW OF EXISllNG GOVERNMENT POLICY 

AND INsnnJTIONAL SE'ITINO 

The policy of tbe Tongaa Gotenum:nt aad tbe ~ fur' .. OlllOliag indasttial 

devdopment have been reviewed ia die first .-rt of this report. Tables I. I - I .Jt provide 

SOIDC additioaal iafiJl11.m c.l lbe Toagaa cooaomy. The maia poilllS arising from these 

tables arc: 

• tbe small me of Tongan industry is higbligllleel in Table LS; 

• tbe failure rate does DOt nry sigaificalldy bctwc:aa iDdastty sectors or bdwc:aa domestic 

and export industry; 

• u might be expcctal, die failure nte among older firm is higher (see Table 1.4); 

• tbe compositioa of tbe export wwfiw:tmiag sector' ftuctH•$ llMI dmges widl time (fable 

1.6). Excavators according to the official SlarislQ were exported to Sc:anrlinma; 

• food is the major export earner (see Table 1.7). The major growth in 1991and1992 is 

due to squash pumptiD sales to J:lplll - valued at 7.ero in 1990, growing to 12.445 MTS in 

1991and8.674 MTS in 199'l. Prospects fol' 1993 ~also good. Oda- major export 

products are fish (1.141 MTS in 199'2 down from 2.295 M TI · 1988), and vanilla 

(2.083 MTS up from 1.349 MTS in 1988); 

• the trade imbalance is large and growing - 67.695 M 1l in 1992 - (see Table 1.8); 

• the trade imbalance is finaoc.ed largely by emigrants remittances (mainly Toogans resident 

in New Zealand and Australia) and official aid (mostly from Australia, New 1.ealand and 
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TABLE 1.1 - L+CENSED MANUFACTURING ESTABLISHMENTS 1~92 

Food Clothing .J~wel lerv Leather Furniture Concrete 

!n operation 46 23 4 8 27 9 
c:.osed 24 10 1 5 9 6 

Total 10 33 5 13 36 15 

Ministry of Labour, Commerce and Industrl'. 

TAsr,,.e: i. L-= _ ~·,IcENsEo EXPORT-OBif~NTEo MANUFACTYREBs 

I.1 '>peration 
Close<' 

'I·ctal 

~QV~~! Ditto. 

Food 

6 
i 

10 

Clothing 

10 
4 

14 

Jewellery 

4 

4 

Leather 

5 
2 

7 

Other 

2 
8 

10 

Other 

Total 

27 
18 

45 

41 
39 

80 

Total 

158 
94 

252 

-------- ... ·--···-_. ... <i• -----------------------------·-------------

( l.,) 



Ir. t>~1-~ tion 
Clc-~-;~d 

'l't>t!• l 

,'i\i:.IJ:~':l ~ t·itto 

Foc-d 

40 
2(.\ 

•30 

1'.A!:JLE L.:J_ -=.. .... .u~it{~J.}QME_Sj"~W.,UF'&;'l'irsJJ:Ba 

Cl'.>'t!'dng ~":"f-\W<Z' l ';.t".~Y r.ea tl'J et' Furnj.tura 

l .. 
,; 3 27 
0 l .) 9 

' \ j, G 36 

·--~--·-···-···---- .. ·-·- ·-· ---·- --·-·---------· 

:;.~'t&-~ A!;Al,.¥S ,'l:S .. J>.X...b~ 

___ _l?Q.:.ti!Htli;L£.._v· ~-· --

'78/55 e6/ 9C, 9, . .,. ·.rotal 78/95 ~>o/~O li-1+ rot"'t 

ln C"(•ffr·;·,t::.o~ 1 7 i:. 7 2? 39 36 :; 6 1:.;1 
('lo·.;~d l~ 5 .. 18 52 2'.;. 3 76 

Tt..i~::il 2(.• ~\$ 7 ~5 91 77 ·~~ 207 

~~-· o.; tt.o 

Concrete 

9 
6 

1 !5 

Other 

39 
31 

70 

Total 

131 
76 

207 

·~--------~----~~~-----------------

·--·-- --.'.i'~4l.. .. 

781 s::: fl~/~i· :; .t 'f' Tct1.1l 

~-6 6~· 43 158 
65 ir, ~ 94 

lll ~5 46 25~ 

- -···-- --------- _,. __ ..... ________ ... ____ , ______ .. _ -·--···---------------·-··--- --··-·---··-··----...... __ _ 
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Secc:-:;1 

'!~xtil~s 

Che.lica!.s 

Ho~<'r :~s!<e111bly 

furni \:1.1re/Ot!1er 

Tot; el 

I.\PLi l~:~WFACtUlUNG SECTuR ;~z 
QU!ft,,'T IJ!lJ ptiU}"-Jmri 

No. o~ 
U:a.i~"> 

21 

6 

' .. .... 
6 

2 

I: 

J 

e 

11 

2 

3 

b 

25 

l\)(J 

Output 
in K T $ 

7.~ 

C.5 

1.0 

0.9 

1.1 

'.?. 3 

(J. 7 

1.2 

il.07 

1. !1 

17.2M 

349 

128 

98 

109 

22 

117 

15 

51 

47 

13 

5 

33 

138 

1125 

&i!~:loyee:! 

?er u.,it 

J6.6 

21.3 

8.9 

18.2 

11.0 

29.3 

5 0 

6.4 

4.3 

6.5 

1. 7 

5.6 

5.5 

10.4 
·™-™"- ======= 

Nill'.~: ·~us tab~e ;.s ''"~ •~i.rectly .:oiwarPbl'J with tables J -1 and 1-4. 

ocfr:-.c~.J """r'-.shopt atic:i in::lu$:ric'a lacated fn nut<H it::lar.ds - Vava 'u, 
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TABLE 1. 6 - EXPOllI Kc\NUFACIURING IN 000 • s I. S 
SECTION 4 - 8 OF INIEIWTIQNAL DW>E SIATISIICS 

Year 1984 1986 1988 1991 

4) Oils/fats 5013 2010 1173 418 

5) Chemicals 129 
Paint 
Aloe Vera 

6) K/f red 
Articles 4 53 446 1450 
of which 
Handbags 5 6 401 
Leather ) ) 
Jackets ) ) 571 
Spec. Cases ) 11 ) 409 306 
Other ) ) 
Leather ) ) 128 
Other 
textiles 42 
Bottles/Gans 287 12 

7) Machinery/ 
Transport 318 286 222 1 
of which 
Excavators 318 128 1 
Boats 89 
Electrical 31 

8) Kise. 564 957 1505 861 
Shirts/Other 37 2 
Knitted 172 519 733 480 
Footwear 44 186 105 
Handicrafts 16 5 54 91 
Ta pa 11 16 102 50 
Sports 228 162 51 
Kats 3 7 50 65 

Total 4 - 8 5899 3306 3346 2730 
Total 5 - 8 886 1296 2173 2441 

Source: Dept. of Statistics. 
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1992 

437 

33 
26 

7 

1159 

268 

485 
226 

129 

34 

39 

912 
310 
377 

20 
68 

162 

2580 
2143 



TABLE 1.7 - EXPQRIS 

Year 1984 1986 1988 1991 1992 
... 

0) Food 3941 5115 5658 17675 13895 

1) Beverages 18 

2) Crude Materials 91 250 94 38 84 

3) Fuels 

4) Oil/Fats 5013 2010 1173 418 437 

5) Cbem.cals 129 33 

6) Kfred. Articles 38 53 705 1450 1159 

7) Machinery 318 286 222 1 39 

8) Kise. Kfred. 
Articles 564 957 1505 861 912 

9) Other 30 40 127 40 18 

TOTAL 9996 8711 9503 20611 16576 

Source: Dept. of Statistics. 
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TABLE 1,8 - IMPQRTS IN OOO's TONGAN S 

Year 1984 1986 1988 1991 1992 

,-

0) Food 10967 13566 17741 16520 18172 

1) Beverages/ 
Tobacco 2614 3476 3203 3123 3248 

2) Crude Materials 2947 2084 2635 3618 4032 

3) Fuels 6528 7340 6843 12147 10756 

4) Oil/Fat:s 72 127 178 186 196 

5) Che•icals 2794 5186 4603 6224 5204 

6) llfred. Articles 9306 13904 13453 11905 19163 

7) Machinery/ 
Transport 6356 9135 15472 14641 16230 

8) Miscellaneous 4813 4679 6028 8056 6951 

9) Other 215 116 520 396 319 

TOTAL 46614 59616 70689 76817 84271 

Trade 
Balance 36618 50905 61186 56206 67695 

Source: Dept. of Statistics. 
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CHAPTER II 

SUPPORT INFRASTRUCTURE 

The Small lnduslry Centre (SIC) is nm by the MLeI as part of a government 

departmeot. Radal prices tOI' plocs and buiklinp arc not nccc:mrily related to the cost. 

The area of the ~te is 20 ac. of which 12 ac. is developed. The remaining 8 ac. at the 

back of the estate is being set mde for dcvdopmr:ot as an EPZ. 

Tbe area of the SIC devoted to plots (52,478 sq. m. out of a total area of 80,000 

sq. m. or <>6~) is in line widl SlaDdard ratios for industrial estate development. The 

building density is, however, well below SWldard norms. In plots which have buildings 

(38,317 sq. m. of plots) the built over area is 8,593 sq. m. or 22~ of tbe total. In most 

industrial ~tes the guidelines for built over area is 50~ of tbe plot. The Ministry 

sboold e.ymjne the ePSfine d§ip and layout of the r+Satt witb a yiew to achievin& a 

l;ner area of buildiDp per ac. 

The cost of some of the existing buildings seems to be high. It was not part of the 

terms of reference to review building costs in detail, however, well designed low cost 

buildings will help to attract inv~. It is m;omrnc;ndal tberefore that the Miojstry 

(MLCI) review the desjp awl comtruction costs as part of tbe WI effort to deyelop a 

successful EPZ. 
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The SIC made a steadily increamlg operating~ in the 5 ycvs 198617 to 1990/l 

when depreciation figures are included. Tbc debtor figure bas also iDLTeased steadily. As 

with the design and layout of the SIC, the terms of reference of this SIUdy did not include 

detailed auessmcnt of the commercial viability of tbe SIC or exisring arnngemems for 

managing the centre. A commercially viable SIC with bigb standards of maintenance is 

an important element in the development of a succe.uful EPZ. A government department 

in Tonga or indeed any other country is not the most suitable agency for managing a 

commercial venture such u an iDdusbial c:sttrc. There is a sttoQ& nummt for aJJocatio& 

the rmpcm.MiliU for the deydqunent and manaec;mcnt of the SIC to die pqpcd 

development COQKlJatjog and RViewiD& mp1 mae&a m the SIC with a view m 

&OJCQtio& sufficient revenue to cover operatiu& qpenctitpre. depn:ciatioo. maiofmanq; 

and loan repayments. 

It was suggested by some Ministry officials th.at the deiaand for space at the SIC 

ex~ the supply and there are a number of potential tenants waiting for buildings at the 

centre. Application bas been made to the Asian Development Bank for additional funding 

to coostrua buildinp. In the context of EPZ development it is essential that the Tongan 

Government through the appropriate agency (proba1Jly the proposed Development 

Corporation) can respond immediately to EPZ investor demand for factory buildings. 

Otherwise the investor may be lost to some other Pacific Island countty. 
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In s11mmary. there is a need to oommrn;ialjy; (if not priyatigl the SIC so !hat 

bujktigp can be prmrjdal at the lowest p<&ible cost and at a tin; when investors want 

d!c;m and at a mtt,al chaq: whjcla myers not only opcratjnr msfS but dqn&jatinn 

TABLE 2.1 INT$ 

FINANCIAL DETAILS OF THE SIC II T$ 

Year 1990 1989 1988 1987 1986 
/91 /90 /89 /88 /87 

Rev~nue 124905 92590 85518 74401 68882 

Operating Expenses 98691 80557 83126 74345 67263 

Deprei!iation 86809 67497 50666 39339 37485 

l.oan Interest 16934 13866 8922 

Operating I.oss 60595 56104 49003 39478 36453 

Debtors 44806 24483 23938 23507 12774 

SQUrce: Small lndusr.ries Centn - Anrn1al Reper!: 1990/91. 
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CHAPTER III 

EXPORT PR~ING ZONE DEVELOPMENT 

lptmdudjnp 

1be free moe or export procesgng wne is a promotion cooccpt which Im bcco 

used over many c:calDries to promote intamliooal trade and investment Tbc cbancrr:I' 

and nature of the free zooc and even the terminology Im evolved and cbangal over the 

years in line with cbaDges in tedmology and t nsincu or commercial fdationdt~. 

A recent publication "The Challenge of Free Zma in Central and F.drm Europe 

- Intanational Paspectivcs• published by the United Nations in 1991 contained a list of 

23 tams used to describe free 7.0DCS. Most of these terms have a slightly different 

meaning from each otbrz. The most commonly used tams iDdude {i) fn:e trade :zone oc 

free port; {ii) industrial free zone or export procesmig zone; (iii) foreign trade wne; {iv) 

special economic moe and {v) free mne. 

Free Tracie l.one or Free Port 

This is the oldest term tw:d. It refers to the concept which existed in Gibraltlr 

from 1705 onwards or Aden, Singapore or Hong Kong. It also covers the concept 

developed in Northern Europe around the end of the 19th Century in Stockholm, Malmo, 

Copenhagen, Hamburg, Brcmerbaveo, and Bremen. In these ports ~ were set aside 

where goods could be stored without tbe payment of duty in a secure warehouse under 

Customs cootrol. The goods in question could be repacked and then exported. 
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M2nufacturiDg adivity was normally prolubited. The emphasis was oo trading, 

warehousing and dislributioo. 

Most of the mnes were established in or near port area. Zones were also 

eslablisbed at odn major tramport inlenec:tioos e.g. major nil aawinals. 

The zones were usually mamgcd and developed by the Port Authority or 

warehousing group. Tiie DiRctor of CUstolm usually bad the authority to approve the 

eslablisbment of free trade mnes ad respomibili1y to supervite their operation. The 

dqRe of supcrvisioD depeaded oo die levd of custom duties, the type of goods stmd in 

die mnc and die risk of illrgaJ diversion of goom oo to die domestic market. ID die case 

of Hong Kong and Singapor~ where duties were very low or non-existent, the levd of 

supervision was minimal. In Europe where duty rat.es of 40~ or more prevailed, 

supervision was much more intense. 

Foreip Trade l.ooes 

This temi applies mainly to wnes estaltlisbed in the United States under the 1934 

Focign Trade Zones Act. The first such mne •.:as established in Statten Island, New 

York in 1937 foHowed by New Orleans 1946, Seattle and San Francisco in the late 

1940's. Today there are 200 such zones spread throughout the United States. Uoods can 

be stored in such mocs witOOut the payment of duty. Manufacturing or processing 

activity is permitted. Most (75~ or more) of the goods passing through U.S. 7AlDCS are 

destined for the United States domestic market. Ibey are primarily import proce&mlg 

7.0DCS. 
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lndu.mial Frr.e Zone or ExPOrt Proa:.mne l.one 

This tttm rcfas to an idea which bcgm at Sbaonon in 1959 and spread to Taiwan 

(Kaosbiung 1965), Korea (Ma.ml 1971), Malaysia (Peoang 1971), Pbilippila (Bataan 

l'Tll) and later tommy more counuics in Asia, Africa, ca1tral and South America, the 

Pacific Islands and Europe iDcluding Cyprus (1975), the Unital Kingdom (1984) and 

France (1980). 

With the development of inlamliooal transport, communicatiom and pmductioo 

u:dmology OD one bllld and the ralaclion in tariffs Oil the odler, off-shore production 

became a possibility. GA 1T w formed in 1947 and the average tariff level fell from 

40~ in 1947 to about SS in 1990. 

Companies operating in certain sectors of industry (garments, light engineering, 

elcctrooics) could shift part of the production procm to low cost locatioas (mainly lower 

labour costs). The gains from lower labour costs more than offset any additiooal transport 

costs. Materials were sbippcd to the low cost locations for processing and re-export. It 

was essential of course that the mataials were (i) not subject to customs or other duties in 

low cost locations; and (ii) were not delayed by bureaucratic procedures. Ireland, 

Singapore and Hong Kong bad the necessary cost conditions (low labour custs, 

infnstructure, rasonable intanational transport services), political stability, and an 

administrative framework to acco3llDOdate this type of off-shore procesmig. Thus the 

export processing 1.0DC or industrial free 1.0DC came into operation. The export processing 

zooe differs from the older free trade ~ in a number of respects. The free trade zone 

is a warebousing and distribution ceDU'e usually located at a port or transport ictersection. 
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The EPZ is first of all a manufacturing centre. Warehousing disttibutioo and more 

rc:ceody iDlanaticml service activity may be also accommodm:d in an EPZ. The export 

processmg moe is an iDdmtrial estate and ideally should be located close !D a population 

aDle and iaduslrial savic:a (wata', dcclricity and sewerate>. R~ proximity to 

good intanational lnDSpOd savic::es is also e.vential. The economic impact of a free 

trade mne is limital in tmm of value added and cmploymcat. The EP'L will generate 

greater value lddcd. employment am expom. The En may also result in the transfer of 

some ta:lmology or amageriallmmhting blow bow from fon:igo investDrs to the boU 

COUDlry. 

An e.xport processing moe as it developed in t2r, 19<JO's at Sbannoo, Taiwan and 

Korea was a feoced in area of 20 to 100 bcctaRs in size with a 2 to 3 meter cbaiD link 

fence smrounding the ma. It wu developed as an inOustrial estate for light industry. 

MacbiDery and raw materials could be imported free of all duties, taxes and trade 

restricti'Jm, proces.w.d, manufactured, stored, warebouse.d, packed and exported. 

Domestic saics were usually prohibited. There was a bigb degree of customs surveillance 

in and around th: zone to prevent the illegal diversion of duty free goods on to the 

domestic market. Investors u.~ally benefitted from tax holidays (5 to 10 years). higb 

standards of infrastructure, good intanatiooal transport and telecommunications and 

streamlinM proc:edurts for clearing goods through customs (ideally Wider 24 bour.i). The 

txu'taUCl'IC)' was ~- Projec1s wm approved oormally in 2 to 6 weeks and 

special arrangements existed for securing the oea.ssary pennits to start a business 

(builc1ing permits, wort permits, emigration permits, health permits etc.). 
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ln 1970 the Macritia~ govcnuncnt expanded the EPZ concept by deciding ~t any 

land, area, or building could be tf :dmd an export processing moe by the ap(1ropriatc 

authority (the Minider for lodlmry)_ ID effect the v."bole island became u export 

anywbcrc oo the islaDd. 1 Im coone of actioc was pouible in Mauritius becataSe of its 

small me_ The rist of a legal dMnioa of duty frt.I! goods on to tbe do~ maJtct 

was small. The Mauritiam wiDttJd (i) to ~ the bcnefi1s of EP'Z development around 

of existing facilities (buiJdinp and incluslrial estates) by allowing EPZ enterprises to use 

diem, ratbel' tbaa c:onfiDing EPZ activity to a particulac iDdusttial estde. 

Today an export~ mne <.'3D ht' defined as an area of land or building ti) 

wbicb is declared by die compdalt authority (usually the Minister for Indmtry) to be an 

export proo!'SSing mnc; (ii) where approved or licemed export-orieored manufacturing, 

trading, or service activity can be undertaken; an:J (iii) where equipment aafmat.mals can 

be imported free of all taxes, duties, levies and tra<!e restrictiom, processed and exporred. 

Attracting export-oriented !.nvestment is a very compet!tive bu.sines.'> worldwide. 

This is partic:ularly true of •good quality• investment. A free zone or EPZ, especially in 

' the early st3ges of development, helps to im~e the image of a country from a foreign 

investor viewpoint. It is a partic:ularly useful iastr1Jment where a major bureaucracy is 

coocrolling ~- The type of iodustry that will bendit ~ from a tree :zone situation 

is that whic ~ requires regular (weekly) supplies of materfaJ5 from over.ns. Examp!~ 
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inc.Jude c.tOthing. re~tiJes. leather. pJa..'"tic. snorts goods, C('""..:..'"'1rn~ 1t,n1h!es, light 

mgiDttring and cledronics. The ilcU~~"l0'1 of an a..~ as a free u.ae ~ EP7 docs OOl 

~tomatically make an are::r ~ve a;~ iocatioo fO£ foreign exj)Of"..t.d indu'-try. The 

~ oonclifio.~ fOI' atttactiog fore~ ilm!:sbw:nt must t.ml. othen;ise tlK mveslmClt ~ill 

0e of a lower qualily than expect:d, or Wllf"SC mt: mv~"\lt \"tiU D nuter~Jiu. I.a this 

respect the key considcnliDns nc: 

i) Politic;i and ~ilit;y: for mo.u i~VCSlors mis is a •t."7Y ~1!iporta."tt 

c:omideraric!!. fssmtially wh.1t inv.estc~ hXk fur is a oomisteDt economic policy 

favrn..'ling private enterprise, fore4gn investmeat and exrort ~.Jopment aPd a 

poli!i~y Slable emir.-;mneot. 

ii) ~~~ anJ~~Jt:a~ facilitie.\; for m<;St free :zone industries e.~. 

electtoaics, ti~ :ngineel ing md clo!hing! g()J)d air counectiom are iniponant. 

This means adequate air wrgo capacity and ~ces to aJJ major destinP.tions. fm· 

inter&->..tl{..:.ll service acci~ities gooJ :·;11&Ti•'-'11icafioos facilities arc very importam. 

;ii) Q9;,'\1 ~~...imrunalt: ~free ZD!!~ invt..'"\or.: ~r~ intermtaor.ai comi;u:e!: 

with a good reJ".ttarioo. As Si.:dJ 1J':(;y v.>ill k><* for a ~Uutioo ~ envirooment 

and high standard.~ of physical plannt.-ig. 

iv) Re1iahle infra.Wuc:tme: a reliable water and ek:ctricity ~~ly is impmtant. 

v) ~: preferential ~ t~ a m..-Uor martet is an iM!vasitage e.g. Sooth 

Pacific country vi~-A-vi~ Australia ana New Zeaiand. Caa~':im countries vis-a-vis 

the United States and Canada and ACP countries vis-a~vis the EC. 

vi) ~: basic support services such as ba!W.ng ~r.d freight fcnt ~~irt6 

arc essential in all zones. If a wne is seeking high ~killed engineaing ;}I' 
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location decision 't<ill hinge en minor comideratfoos. ~ ovcnaJJ impression ~ 

Ul'lest.or can 'n such dtcums'2nee8 be ~isive. 

f'. 
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CHAP'l°'BR IV 

COMPETITION AND INVESTOR INTEREST 

Comperitioo for e~-<rsented irlv~ in Tonga ~JI oome primarily from 

od!a' Soulh Pacifac island nati<m_ T~.ga·s 8lity ID COIDf~ with c-?ller islands for 

&wcstmenl depenm or. tlr rel&tive -tua!i!y and am of iaputs and support services required 

by investors. 

The cost of laboor is an important factor for ~ e.iport--orieoted investors in the 

Soudl Pacific_ Ocher important factors are the cost and quality of int.emational transport 

and collllDm!icariom servic~ and ~ reliability and quaety of basic infrastrncture (water. 

cledricity. ~e. roads). 

Table 4.1 be-low sets out :be area, ~stion and per capita income of the nine 

iargeR 3outh P.atcific islmd n&tions. Americ:m Samoa, FteociJ Polynesia and New 

\.aledorua with their relative~::; mgb per capita incomes and consequently, relatively high 

wage costs will be uncompetitive in anractiag labour intensive manufacturing activity. 

Papua New Guinea and the Solomon Islands are ~. resource rich countries with a 

relativety under developed idfrastrudurc. Boda abo suffer from a degree of politiaJ 

inslability. 
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TA8LE 4 

Size Population GNP 
(area in sq. b.) in OOO's per Capita 

American Samoa 195 380 5,410 
Fiji 18,274 717 1,540 
French Polynesia 4,000 189 7,840 
Nev Caledonia 19,013 154 5,760 
Papua Nev Guinea 462,840 3,561 2,240 
Solomon Islands 27,556 299 430 
Tongan Islands 748 95 800 
Vanuatu 12,190 150 820 
Western SaJIOA 2,831 159 580 

Source: World Yearbook 1991 

Fiji, Vanuatu and Western Samoa a:e the most competitive. Fiji is weU 

established and well known in the South Pacific region as a me zone location, partly 

because of its sil.e. Western Samoa bas ~xport procemng moe legislation since 1974. It 

was amended in 1989. An industtial zone corporation was eslablisbed under the Free 

Zone Act and a hundred acre industrial estate in Vaitela near the capital Apia has been 

developed. The country bas attracted a number of investors. The most notable is a 

Japanese factory producing components for tbe motor industry and employing in excess of 

1000 people. 
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Fiji's tax free factory programme began in 1988. ~in the first 3 years of 

operation was good, due in part to the fact that a number of Fijian ~ people were 

waiting to apply for tax free factory (fFF) slablS. Since 1990 however,~ Im been 

slow. partly due to the wOOd m:cmoo of rea:nt years and the slowdown in invesbneDt 

The overseas image of Fiji as a place of civil strife was poGibly a factor also in the 

slowdown. There is a heavy conceottatioD on the garlDCllt seclOI' activity. 84 out of 119 

TFF projects in 1992 (or 71 Ii) and an even higher pmaage of tolal employment 

(II, 166 out of a total of 11,871, or 8Sli) beloog to the gallltlll sector. 

A significant number of projects are of Fijian origin. 64 out of 119 (or S4 ~) are 

lOOli Fiji:m and a further 19 (or 161i) lme Fijian joint vmture partners. As might be 

expected, the Australiam and New ZaJanders are the most impor1ant overseas investors -

although F.ast Asian investors have increa.4ied in importance in receot years. 

The situation in Fiji is in line with that in many of the EFZ's around the world and 

Mauritius in particular. A heavy cooceotration on the garment sector, a significant local 

investment and the majority of overseas investors are those with whom the country bas 

strong trade, business and cultural links e.g. France, the U.K. and Hong Kong in the case 

of Mauritius. 
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New Zealand 

New Zealand was the most important overseas investor in the Fijian TFF 

programme up to 1990 in tams of projecls, volume of investment and employment 

generated, followtd by Australia. In the last 2 years {199( and 1992), New 7.ealand bas 

been surpassed by Australia in tenm of numbc£ of projects and by Singapore in terms of 

the number of employee!. ln Tonga New Zaland tops the list of overseas investors with 

IS projects, followed by Australia with 9. 

In an attempt to evaluate (i) the awarmea of Tonga among New 7.ealanders; (ii) 

the levd of interest in Tonga as an investment location, interviews were conducted with a 

number of New 7.ealand personnel in Tonga and Auckland who are familiar with and 

sympathetic to Tonga. 

TABLE 4.1 - TAX FREE FACTORIES IN FIJI 

Year 1988 1989 1990 1991 1992 

Number of Factories 

Garments 27 53 78 79 81. 
Other 16 30 36 31 35 

Total 43 83 114 110 119 

F.mplo.vment 

Garments 3,022 6,434 7,829 8,745 10,066 
Other 1,185 1,501 1,674 1,441 1,811 

Total 4,207 7,935 9,503 10, 186 11,877 

Inyestgent in M Fijian S 

Garments 5.8 23.6 37.3 36.0 44.8 
Other 7.9 10.2 16.2 20.3 25.3 

Total 13.7 34.3 53.5 56.3 70.1 
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TABLE 4. 2 - QRIGIN OF TAX FREE FACTORIES 

1990 1991 1992 
Number Employed Nuaber Employed Nuaber Employed 

Fiji 58 4.528 61 4.349 64 4.988 
Australia 13 620 11 838 12 1.059 
Nev Zealand 16 830 12 594 9 502 
Singapore 3 693 4 1.524 4 1.950 
Hong Kong 3 824 5 918 
Other foreign 4 771 5 649 6 741 
Fiji/Australia 6 173 6 622 8 602 
Fiji/New Zealand 8 1,050 6 460 6 518 
Other joint 
ventures 6 838 2 326 5 599 

Total: 114 9,503 110 10.186 119 11,877 

There was a consensus among those interviewed that Tonga as an investment 

location is not ~ly known in New l.ealand. In fact, knowledge generally about Tonga 

in New Zaland is extremely limited. There is little point in trying to promote Tonga as 

an export processing zone location among the wider public. It would be an expensive 

exercise which would yield few results. 

However, those interviewed believe that a number of medium sized manufacturers 

could be persuaded to invest in Tonga. Persuading for such investors would require a 

well organii.ed promotion effort over a period of time. It was suggested that in the past 

sourcing information from Tonga on investment issues bas not always been easy. 

Sometimes, it was suggested, application forms were not acknowledged. 
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A number of suggestiom were made for promoting New Zealand investment in 

Tonga: a good information system including a dmilcd investors tit is important. There 

should be continuous personal contact - ideally the:'e should be somebody based in New 

Zealand (preferably in Anctiand where most of the New ZealalMI investors are located) 

with ~bility for making initial and regular COldaCt with investors. He should be 

supported by a good backup organiutioo in Tonga. A time limit on investment 

applicatiom would help to give applicants the confideDce tbat applic:atiom would be 

handled with speed and efficieacy. This confidence does not always exist at present. 

Wbetbel' Ibis is due to miSUDderstancfinp or some ocbel" reason is difficult to say. The 

Sooth Pacific Trade Office should be used to mist in promoting investment. The office 

in AuckJand is willing to assist in the investment promotion effort. It is n:cogni7.Cd that 

investmmt promotion is occessau y in order to promote trade. An article in tbe Pacific 

Islands Montbly, April l 99'2193 on changing a growth path - Page 9 - mates this very 

point •finding overseas markets will require in many cases inviting OVerse!IS investment•. 

New Zealand manufacturing output in 1991 was 36 BNZS or 22% of GNP. 

Import duty and quotas have been abolished oo about 90% of imports. Employment in 

the apparel, leather and footwear sectors bas fallen from about 30,000 to 24,000 in the 

last 7 years. A number of manufacturers in these sectors could possibly be persuaded to 

relocate part of their production in Tonga, availing of the lower labour coses in order to 

make them more competitive oo the New Zealand market. 
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Australia is the second must important countty after N~w Zealand as an invtstor in 

Tonga. In Fiji. Australia bas replac.ed New Z;.alaud as the most impurtalll inve>rur, bom. 

in tenm of number of projects and the volume of i:l·1~. 

The reaction in Australia to investing in Tonga was similar to that in New 7.ealarvl. 

Tt'llp is generally uotoown as an investment location. General knowledge of Tonga in 

any seme is limited. However. there was a confidence among those inteniewed that 

some Australian investors could be persuaded to locate in Tonga. Investnrs need to be 

me about the rules and regulations e.g. that immigration and wort pennilS will be 

forthcoming once projects are approved. The promotion effort to pezsuade investors 

needs to be well organiud and consistent. 1bis means well targeted promotion 

r.amprigm. good brochures and promotion materials, efficient response to requests for 

information and regular contact with potential investors. 

The South Pacific Trade Commimon (SYfq in Sydney are willing to amst in the 

promotion effort. The commission bas recently organiu:d two investment promotion 

seminars on Tonga - one in Sydney and one in Melbourne. The seminars took place in 

August 1993. 
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Other Investment Sources 

Japan is one of the world's leading centres of outward investment. Most of this 

investment is coocentrated in other F.ast Asian countries and the developed countries of 

Eumpe and North America. Cumulative in~estmeot in Oceania up to the end of 1990 was 

18b$. Most (16b$) of this investment is concentratal in Australia, followed by New 

7.ealaod (lb$), the Northern Marianas (0.5b$) and Papua New Guinea (0.7.5b$) account 

fl'f' most of the mnaining inve:mneat.. The Japanese investment in Australia and New 

7.ea!and is maiJlly in pmpcrty and tourist projects. Investment in Papua New Guinea is in 

uaamaJ resomccs. IDvestmmt in Fiji (O. lbS) is concentrated in tourism. The investment 

iD Vanuatu (O.lbS) is conccotrated in offshore banking activity. Promoting investment out 

of Japan is a slow, difficult process which can be rewarding if sucasful. However. it is 

necessary to be able to sustain a promotion campaign witbout results for a number of 

ycm. 

Taiwan is the most important outward investor in Asia after Japan. Most of the 

investment is c<.111CCD.trated in China via Hong Kong as well as in Europe and North 

America. There is a small amount of Taiwanese investment in Fiji. Korea, Hong Kong 

and Singapore arc also emerging as significant investors on the wMld scene. Singapore 

and 1-!ong Koog rank third and fourth after Australia and New l.eaJand as foreign 

investors in Fiji. Korean investment is coocentratr.d in other North East Asian countries 

and in Europe and North America. 
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The Malaysian govemmeat is also encouraging some outward investlllcnt. In 

particular, it is offering iDduccmcnts to garment manufactmas to move production 

~ overseu and release labour for electrooic:s and other high tcdmt.'logy industries. 

United States iDvcstmeot in the South Pacific up to the end of 1991 was about 

20b$. A1mmt all of this investment WIS CODCCDtlatal in Australia (16b$) and New 

Znland (3b$). The mnainder of the U.S. investment in ()nnja is spread among a 

number of tourist and offshore banking projects in calbes lite Fiji and Vanuatu. There 

are few examples of U .s. invemnem in me moc &cilitics in the Pacific. 

Joyes1nmt Prospec;1s 

New 7.ealand and Australia are the best sources of investment in the short term for 

a llUDlber of reaons. They are already major inveslOl'S in the South Pacific Island 

countries. They have the strongest trading links in the South Pacific Islands including 

Tonga. The best tramport connections :n the South Pacific are with Auckland and 

Sydney. 

Singapore is an important investor in Fiji. Tonga bas diplomatic relations with 

Taiwan. A new commercial bank - MBF Bank (Tonga) Ltd. - with connections in Hong 

Kong, Malaysia and Singapore bas recently commenced operations in Tonga. Malaysian 

companies have shown a willingoca to invest in dislant overseas locations, e.g. Botswam. 

It should be noted that Botswana succ«dcd in attracting a number of Malaysian 

companies through persistmt and well planoed promolioD efforts, political Slability, 

reliable infrastructure and auractive inceotives. Tonga should be able to build on these 
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coonections in the medium term and target these newly ~vcloping countries as investment 

sources. Investors in all of these coontries mate rdativcly quiet im-cument decisions. 

Thus a well planned promotion campaign in these countries over ooe or two years could 

produce some wordnvbile remits. Promotion efforts, h.oweVrt". in Japan and to a lesser 

exteut in the United States should be considered as long-tam proposi1iom and postponed 

for the moment. 
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CHAPTER V 

IMPACT OF EYZ DE"·:ELOPME.NT 

Pqeotpl for EPZ Deydq)mcnt 

Tonga compares well with key c:ompcUror locatiom as ~ hase fu:' export-oriented 

manufa:blli.Dg. trading and iotanational service activity i:l the South Pacific. Wage co.us 

may be sligbtly bigba (20~-30~) than in C6IDpding Iocatiom. Howevll', high levels of 

productmt:y ca& couataact sligbdy higher wage ams. F~ invC'iLJl'S i., Tllllp have 

admitted that with proper motivation and organiDtioD T~n workers can achieve good 

IC\ds of productivity. 

Fiji bas a better nmge of intmJational transpm services than other competing 

locations. Nev~. the tras!SpOrt services from Tonga to Auslnlia and New Zoland 

are reuooable. 'funga f!robilh~y bas a stronger image than its competitors from the point 

of view of political stability - an iEpOl1aDt considemioo for many investors. 

Overall Tonga bas sufK.cot attractions to make it an acceptable export procemng 

7.00C location. It should be possible, therefore, to persuade a number of investors to 

choose Tonga as a location. Those interviewed in Sydney and Auckland who have an 

UJJUer.;tmding of New 7.ealand and Australian industry and the South Pacific generally are 

convinced ~- a numbtr of investors can be persuaded to move to Tonga. 
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In the period 1983-1992 the Fijian TFF Programme resulted in 119 projects 

employing llC2rly 12,000 people or 100 people per ;:iroject. Fiji bas a population of 

717,tn.l. Tonga bas 95,000 people or 13S of the Fijian tolal. A possible target for the 

TOQp EPZ prognmmt in its mt 5 years of opcntion wodld be 1584 jobs m 16 projects 

(13.2S of the Fijian tctal). 'Ibis would 1eprcscnt a target of 3-4 projects 3 year 

employing an avenge of about 100 people. 

This sort of target WU dimmed at mrdinp in Aucklml and Sydney. The 

gmeral mmeasu:s w this type of target is acbievable if (i) dae is a coordinated -and 

well planned promoboo effort; (ii) the procedmes in Tonga for responding to queries and 

accepting and proces-9ng ~ arc reliable and efficient; m10 (iii) the infrastructure 

is of a bigb sraodard. 

It was suggested also that the ideal type of company to attract to Tonga would be .ll 

medium to large si7.ed Australian or New 7,ealar,d company capable of supporting illlt~ 

managing a subsidiary company in Tonga employing SO to 100 people with a turnover of 

half a million to one million S and marketing the output of that company. Target 

companies in Australia and New Zealand should have a turnover of at least 5 MS. 

Deyclqnneot Plan TQCU 

The Sixth Development Plan contains a number of labour force projectiom (Table 

4.14 Page 171). Tbe 1991-1996 projection for a growth in labour force ranges from 757 

to 1940 or ISi to 388 annually depending on mumptioo about emigration and activity 

nta. The 1996 to 2001 projectiom range from 1,044 to 2,730 or 209 to S46 annually. 
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i'he 19'jl lJbour force is in the 9rdc! of 26,000 people. The ~x~tioo is !hat a decline 

in cmigntfon ~ inaemcd fmaie {>11th.~ mes will result in growth ra~ closer to 

the higher figuR. 

Agriculture, wbidl is currQtfy th: major soo:r""~ ur cmp!oyment. accoonrs for 

about 36~ of GNP and about one tltird of the ll*t employment. Manut.cturing accounts 

for Stf, of GNP and a similar perc:eDlage of ~loymcm. There arc some problems of 

definition wbcD evalu.'lting the coattibutioa of die ~ sector. Soo:.e figures 

include small repair aoo maintmance facilitio in garages. Other figures co..~ on ~ 

DalIOYlel' defini1ion of manufaduring. 

In attempting to create empk,yment opportunities for the increased labour force, 

tourism, fishing and the development of an export l!Wl1lhctwing sector are comidercd to 

be the most promising sectors. 

Cootribution to the Economy 

An export m!!i?ufacturing sector that gener.Jtetl 1,200 jobs over 5 years •.rnuld 

rt.present a sigaiiicant addition to the Tongan economy. As a geocral guideline, export 

JMr.•!factur..ng would generate a~ ou1pUt of 10,000-12,000 TS per person ann,lally 

and added value in the ccooomy of around 4,000$ asmming all materials are imporud. 

Most of the value added would be wages paid to workers - at the rate of about 60S per 

week per worker. 
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if !i.te EPZ programme commences operation in 1994, by 1999 a total of 1,200 

jcbs could be created witb gross output/exports of 12,000$ per worker annually and value 

added of aboot 4,000$ per worker ammally. BJ 1999 therefore the contnl>utioo of the 

EPZ s.~tor wooM be (i) 1,200 prople CBJ?k:oyai; (ii) gross·Omp.-tfexports in 1999 of 

14.4 M TS !r. 1993 money tt:rm; md {iiil a1ue added of 4.32 .MT$ in 1993 money 

terms. 1be manufacturing SCdL1l" cootributed f;.7 M $in value added in 1992-93. Tbm 

t1'e F.YZ ~cto1 properly pimned and developed would result in a 50~ incn:ase in 

imnufactnring output. Exports from Tonga were valued at 20.6 MS in 1991 and 16.6 M 

$ in 1992, th\15 the EPZ sector would lead to a vesy substantial increase in gnm cxpor1S 

within 5 years. 
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CHAMI~R Vi 

LEGAL AND ADMINlSTRA TIVE ARRANGEMENTS FOR AN EPZ 

lrttn...~ 

Tonga is a small country with a limited home market. It follows therefore that 

there arc few incemivcs to dispose illegally on the dGmcstic mart.~ of duty free equipment 

or materials imporu:d for procasing and export. The number of idvcstors likely to be 

attracted to the Kingdom, ct indeed the numbel'" of projects wbicb the Kingdom can 

comfortably accommodate, arc limita!. Becanse of the above C0053der~tiom it is not 

neassai)· ro develop cJatKnte ~ tn amtrot the circ".1; .. 'ltti-00 of duty free equipment 

and materials e.g. 24 lJour patrois of the EPZ. Such patrols would in relative ienm be 

very costly and require an additiooal 8 to 10 staff to man the EPZ entranecslexits. 

Small island countries who have implemented the EPZ concept (e.g. Fiji and 

Mamitius). have opted for an island or row?trywide EPZ or more correctly an export 

pror..euiug regime. Such a regime would all<WI the ~iabl:~hment of ex}X>rt ~ng 

~ ~here witilin the lci11goow. 

lodumiial Estates 

Sncb an a.'Tlllgernent (the declaration of the whole kingdom as !lr. expo11 

~og rooe) tkJes not preclude the dev~lopmcot of part of tilt kingdom ~ an ~xport 

pr~r.g zcne or :an export pr<'CeSSing industrial estate. lt..bas. been sue&QlCd that ilO 8 

aar __ !';;a. m;arih the l>ack...of.JlllJiWflK 20 acrc.mWJ. jndmUy centre at Ma'Ufanp on 

T'.1nKZ;taW sto~Jf1J..br.cleYd ~. 111' study team 
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concurs with this $U&&f#im and $b'OD&ly reromrnen<k that the 8 acres at the biKk of tbc 

SIC be set rile for an export prnqain& zoot. This ma is already partly feqced off 

from the t§t of the SIC, There js no rmf. howeyer, foe the egttance to the EPZ to be 

maDMI or patmllcd on a coounuio& bMis by Custmm officers. 

There are bodl promOOooal and economic advantag:os in declaring a particular area 

(in this ~ 8 acres) to be an EPZ. Fron1 a promoliooal viewpoint investors can see 

dearly dial: {i) the gi.wemmeat of Tonga is serious about developing export-oriented 

indusery; (ii) facilitif.s exist (a well developed indusbial estate - muming of course that 

the arr.a is properly ~ as an ind'Jsttial ~ with suitable buildin~ for nm) 

where inv~ can eslablisb export fum'i; and (iii) that the EJYZ is a reality and not just 

an ido!. From m coonomic viewpoint, there are obvious economies of scale in 

ccncenttating di:velopmcnt in and around one area. 

EPZacti~ 

In most export proceamg wr.es the dominant at;tivity is manufacturing. This is to 

be expected as most w~ are established to specifically promote the growth of export 

Jr.anufacturing. lntematiooal trading and international service activities are permitted in a 

number cf 7DDCS around the world. lntematiooal trading activity conttibutes little (with 

f~ excq:-tior..s) in the 'Ml)" uf employment. tr..:.hnology trallSfer or value added in the host 

country. However, ~ trading does create ad<iiticaal payload for transport 

companies (air/shipping) ::ervicin~ tft~ host 00tmJ'y (Tonga in this case). Increased 

;>ay!i>Jtl cm in rum result i~ {ruproved transpnrt services, thereby ~nhancing the host 

country'~ attractivms' u an indumiaf ioc.auon. Intern2tional trading com~ wes based in 
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Tonga, or indeed any otbcl" location, may in time increase the value added within the :woe 

e.g. companies may emblisb repair/maintmancc facilities within the zone and eventually 

evolve into assembly and manufacturing activity. 

The site of the old airport building would be suitable fur the storage and 

traDsbipmmt of airfreight products. Some people may not consider Tonga to be an ideal 

trwbipmmt CCDtre. Neycrthe kss the Ggycrnmmt of Toop dmld explore d the 

yarious airljaes Wl)'S and IDC',I!§ Of pmmocigr lradjnr aod ttambipment acajyilJ IL9nr 

cPD& facilM. prom;om should be gwlc; in the EP'Z kzjslarjoo to allow lpdjpr and 

trambipmmt activity to hmdjt &om the fatjljti§ ancl joc:cptiycs ayajlahle um tbat 

lqjslatim. 

The port at Nuku'alofa might also be used, if only on a small scale for the 

dcvelopmmt of traosbipment activity. However, until ~ time as serious commercial 

proposals emerge for the development of such activity. no investment in facilities should 

be undmateD. 

International service activity such as data entry and data proces.m.g can provide 

useful employment and value added in an economy. It is often an appropriate activity for 

a relatively isolated location (transportwise) with good telecommunications and a literate 

workforce. Proyjsiog should be madc thca;fore in the EP'Z Act to allow such activi1Y to 

benefit from the jncentiycs aM facilities u ayailable WKler the Act. 
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Exjstjoe Mmioistrative Arrangements 

The existing amngements for promoting investment in the development of industry 

and tourism in Tonga are set out in the Industrial Development Incentives Act of 1988, 

the rcgulatiom associated with that Act and the subsequent.amendments. 

Section 3 of the Act dcfiDes an industrial eotaprise and it covets manufacturing 

activity, prime tourist facilities, priaging activity and the comtructioo of factory 

buiJdinp for rent. Under Sc:ctioo 4 of the Act, 211)' person who wants to esrablisb an 

industtial project, including a prime tourist facili1y must apply to the Minister for Labour, 

Commerce and ladusby (MLCI) for a development liccmc. An approved enterprise may 

be granted exemption from income tax for a period of up to IS years. The maximum tax 

holiday for different categories of industry is set out in Section 7 .2b of the associated 

regulatiom. Export induslries can gain a tax holiday of up to 10 years and projects with 

an investment of over S million pa'angas can have a maximum tax holiday of IS years. A 

condition of the tax cmnptioo is that the proceem of any exports should be brought into 

the Kingdom within 12 DJODtm. Approved enterprises may import capital goods free of 

duty for a 2 year period from the date of muc of the Development License. Export

orientaf enterprises a determined by the Minister may import nw materials and 

semi-finished products duty me, provided the final product is primarily for export. An 

export-oriented enterprise means an enterprise wbicb exports at leut 901> of its annual 

sales. (Section 2 Amendment November 1992). Export-oriented enterprises are also 

exempt from the port and service taxes. Section 14 of the main Act provides that 

industrial enterprises are exempt from any export levy. Section 10 of the associated 

rcguJalions provides tbat a liccme bolder must keep satisfactory records, i.e. records 
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which are satisfactory from the point of view of the controller of customs, of the 

co~ for inland revenue in comuhalion with the Minister of Labour, ColDIDCICC 

and Industry. 

The procedure for mating an application for a Development Licemc is set out in 

the &.~ regulations. There is a pRSCribed form which each applicant must 

complete. Additiooal iDfonmtion or documentalion may be requested by the Minister or 

the Secrmiy to the MiDisby to compldc the evaluation of the project. There is an 

advisory committee which ·s11a11 scrutiDi7.e all applicatiom .... and make appropriate 

recommendations to the Mitristcr OD the mac of a Devdopmeot Liame and conditions 

and incentives which sboukl app1y•. This Advisory Committee is chaired by the Minister 

and includes the Seaetaly of the Ministry for Labour, Commerce and Industry who is 

also Secretlry to the committee, the Seaetaly to the Ministry of Finance, the Managing 

Director of the Tonga Development ~ the General Manager of the Bank of Tonga and 

the Directors of the Ministry of Agricultme and Central Planning Departments. The 

Minister issues a Development Uceme on receipt of the committee's recommendations. 

No license may be transferred from one person to another without the written consent of 

the Minister. Under Article 18 of the Act the Minister, the Commimooer or the 

Controller shall have power to revoke, cancel or modify any license or order issued under 

this Act. 

In summary, export proceaing woe conditiom already exist in Tonga as a result 

of the Industrial Development Incentives Act. Any approved export-oriented (90% or 

more exports) enterprise may import materials, packaging and equipment free of customs 
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duties. taxes and service charges. process the raw materials and export the finisbc!d 

product. The eott.rprisc will qualify for a tax holiday of up to IO years (or 15 years if the 

investment exceeds S million pa'angas). The enterprise faces no serious bureaucratic 

obstacles during the proc:eu of impuating, IDlllUfacturing and exporting. 

The Nml'De.Wabili\Y for Egport Pmq;ttjne J&iisfarioo 

The EFL is primarily a promobonal concept. Wbm a oommy proclallm that it 

offers E.P'Z ~ to invmars it is Slating or implying that (i) domestic and foreign 

invesaors are wdcomc to establish cxport-Grialtal IMISincsc activity; (u) that invcmxs will 

be allowed to import equipment and materials free of duties, taxes and quantitive 

restridioos and bureaucratic procedures; (iii) that tbcre will be a good standard of 

infrastructure and the necesmy ancillary facilities (international transport and 

tdecommooicatiom) to support iDtematiooal trade. As with many products, the EPZ in 

reality may be different and less attractive than what is implied in the name or brochures. 

Nevertbeleu, many investors instinctively 1'lOk at or enquire about a location when the 

tenn EP'Z is used. 

Tonga is hoping to attract an increued number of foreign export-oriented 

investars. A declaration that the Kingdom is an export processing mne will help in the 

promocion effort. The export procemng zone can be compared with a wrapping or 

packaging on a product. The wrapping or packaging will attract consumer interest and 

may generate some initial sales. However, if the product itself bas no merit or consumer 

appeal it will not succeed. It is similar with an EP'Z. Unleu there is substaocc to the 

export processing 7.0DC idea i.e. a well managed industrial estate and infrastructure, 
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together with good transport. communications and banking services, investors will not be 

attracted. 

In summary, the declaration of the Kingdom as an Cxport processing woe will help 

to generate interest in Tonga among the investment community. especially in Australia 

and New Zealand. It will :-~so ease the task of those trying to promote export industry in 

Tonga. However. :be conversion af invmor intaest into actual proja.'1s in Tonga will 

require a continuing promotion/selling effort as well as good facilities on the ground in 

Tonga. 

The first step in declaring the kingdom to be an export processing mne is the 

drafting of suitable export processing moe legislatiou. The EP'Z law should set out the 

nature of the Tongan EP'Z, who will be respomible for the EP'Z (Le. which minister 

within the govemmmt), i1ow it will operate, the terms and conditions and incentives 

which investors may expect to find in the EP'Z and the powers and responsibilities of the 

various agencies involved in or mociated with EPZ development. 

Exwrt Procasine 7.one 14islation 

Existing amngemeots under the Industrial Development Incentives Act have 

proved sati,-factory from the point of view of the administrators and the investors. The 

EPZ legislation should therefore follow closely on the procedures and practices set out in 

the Industrial Development Incentives Act. By following similar procedures and practices 

in both acts, ti.e ~bHity of confusion and !:.isun~erstanding is minimi7.ed. The 

Industrial Development Incentives Act is divided into focr parts (i) preliminary; (H) 
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Development License; (iii) devefopment incentives; and (iv) miscellaocous. These four 

sectiom are also included in the ~ EPZ legislation and in so far u pos.Wlc, the 

same wording is used. An additional section is included in the EPZ legislation dealing 

with the eslablimmcnt of an export pmc:cs.mig mnc, customs comro&s of the :woe and the 

di~ of duty free goods. 

With the increased circulation of duty free goods within die Kingdom arising from 

the development of an EYL~ the customs authorities ~ more power than is provided for 

in the Industrial Development lncel!tives Act, to ensure that such goods (duty free) are not 

illegally disposed of 9'idlin the Kingdom. In particular, custom officas should have the 

power to (i) specify the form in which stock accounts arc kept by EJYZ investors; (ii) 

decide the length of time for which accounts should be kept; (iii) impect those accounts 

and all relevant rloo.uneotation relating to the accoonts al all reasonable times. The 

custmm should al.so be empowered to decide wbeR and bow duty free goods sbou1d be 

stored. In addition, the controller of customs should be empowered to demand duty liable 

on any duty free goods which are missing or not properly accounted for, in addition to 

any fines or penalties which might be imposed. 1be customs authorities should be 

consulted prior to the issue of any EPZ license. Finally, the customs authorities should be 

able to request the Minister to revoke or cancel a license when the bolder is convicted of 

any offence against the customs acts or contravenes a condition attached to the license. A 

draft EPZ law is set out in Annex 1. 
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Attractin& forei&n Investment 

CHAPTER VII 

INVESTMENT PROMOTION 

Throughout the world competition for foreign investment is becoming more intense 

each year. There is an increasing interest in understanding the investors decision-making 

process and factors which influence such decisions. Analogies have been drawn with 

fmns competing for market share. The product can be defined as the positive and 

negative features attached to a particular country (or area within a country) as an industrial 

or investment location. The price is the cost of establishing and operating in a particular 

area. 

Price (cost of production) and marketing variables (promotion efforts) were found 

to have little or no impact on decisions by investors to establish facilities which are geared 

to supplying the domestic market. The product itself is the key factor. i.e. investors 

focusing on the domestic market are persuaded by conditions in that market such as 

market size and level of competition. Cash grants, tax breaks or promotion efforts have 

very little impact on such decisions. 

In the case of export-oriented investors, price and marketing variables were found 

to have a very significant influence. Export-oriented investors, according to studies 

undertaken, react positively to incentives such as tax holidays and cash grants. Export

orieoted investors are also influenced to "a yezy si&nificant dew:e" jo ma.kin& decisions 

by the approaches and efforts of jnyestment promotion aeencies. 
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There are many examples around the world of companies who never considered 

investing overseas until they were approached by investment promotion agencies. One of 

the best known is the Apple Computer Company. In 1978 it had not considered investing 

overseas. However. it responded to a series of visits by investment promotion agencies 

by establishing plants in Ireland and in Singapore by J 980. 

lmtitvtional Requirements 

The way in which a free zone is organized and promoted 1.e. the institutional 

amngements, is a key factor in free zone development. Increasingly. economists are 

taking the view that the institutional framework (or the administrative competence of 

government) is a major variable in explaining why some economies (or free zones) 

achieve high levels of prosperity. A study of I J 5 market economies concluded that the 

institutional framework had ·a significant and large affect• on the growth rate. 

The organization responsible for promoting the proposed EPZ in Tonga and the 

development of the industrial estate must be able to relate to investors in a business or 

developmental context. A government ministry or department is not the ideal structure to 

handle investment or trade promotion or indusujal development initiatives (for industrial 

estate development). Business issues such as profit and loss and efficiency are not usually 

major considerations in government departments. The emphasis is more on budgeting and 

spending in line with rules and regulations. 
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Most countries have overcome this problem by establishing para-statal 

organizations (e.g. development corporations) to undenake development initiatives such as 

trade and investment promotion. The FflB in Fiji and MEDIA in Mauritius are two 

models which Toop could follow in promotin& jnvesunent <includin& EPZ jnvestmenU 

and industrial estate development. 

Orpnization Structure 

The orranization respomible for promotine the pro_posed export processin& zone 

and the deveiq>meut of the related jndustrial estate sbould be small and flexible and make 

use of existin& personnel and facilitiQ in so far as this is possible. 

The organization could be beaded by a small Board of Directors (maximum 5 

people). Ideally, the Chairman and one or two of the Board members would be drawn 

from the private sector. The remaining members could include a representative of the 

Ministry or Labour. Commerce and Industry and another government official. The 

organi7.ation would be divided into 3 main sections - (i) investment promotion; (ii) trade 

promotion; and (iii) industrial estate development. This repon is concerned only with the 

investment promotion and industrial estate aspects of the organii.ation. A separate srudy is 

proposed later on in the year dealing with the establishment of a development corporation. 

The Investment Promotion Division should appoint the Tongan tourism 

representatives in Auckland and Sydney to promote investment as well as tourism. These 

representatives would work closely with the SPTO in New Zealand and SPTC in Syjney 

in promoting investment. Both representatives as well as the SPTO and SPTC have 
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expressed a keen interest in promoting EPZ investment in Tonga. Such an arrangement 

would give Tcnga representatives in two key investment markets at very linle expense. A 

fee of about 10.000S in each case plus about 20.000S each in expenses would probably 

suffice. The promotion efforts in Ausualia and New Zealand would of course be 

supervised by an Investment Promotion Manager and one or two staff. The Investment 

Promotion Manager will be responsible for the overall promotion effort. including the 

production of brochures and promotion material. the arrangement of investment visits to 

Tonga in co-operation with the field representatives. maintaining via the field 

representatives contact with potential investors, assisting investors in processing 

investment proposals and EPZ license applications through the Ministry of Labour, 

Commerce and Industry. assisting investors during the establishment phase and monitoring 

progress through the operating phase. The Investment Promotion Division would also be 

responsible for public relations and publicity associated with export processing zone 

development, both in Tonga and overseas. 

The Industrial Estates Division would be responsible for the planning, development 

and management of the proposed export processing zone area in an efficient and 

businesslike manner. advising potential investors on aJJ issues in relation to physical 

development, including where necessary assisting investors to secure suitable sites or 

buildings. 

Finaocin~ lnyestment- Promotion 

The New Zealand, Australian and EC missions have all indicated a willingness to 

assist in funding the investment promotinn effort as.4i0Ciated with the development of the 

proposed export processing zone. The European Community has already assisted the 
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Fijian Trade & lnv~1ment Board with a number of investment pr->[lhltion mis.~ions. The 

Ministry of Finance has also expressed a willingness to fund part \1f the rromotion effort. 

A promouon budget of about 200.000S annually over 5 years should he more than 

adequate to achieve an employment target of 1200 jobs. An expendinm: hrealtdov.n and 

suggested source of funds is set out in the following table. 

TABLE 7.1 PROhOTION EXPENSES 

O·:erseas Offices (Sydney /Auckland) 

Travel/Entertainment 

Salaries;~wlages 

Broch~res/Prcmoti~n Materials 

Other Expenses 

Total: 

60,000 Tongan $ 

30,000 

50,000 

30,000 

30,000 

200,000 

Source of Fundin~ 

Tongan Government 

EC/Australia/New Zealand 

Total: 
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ANNEX 

EXPORT PROCESSING ZONES ACT 

An act to actively encourage Tongan and foreign investors to establish 
~T.port-ori«!nted manufacturing. trading. and service activity in Tonga 
through a system of granting relief from impon duties and taxes. pon and 
service taxes and income taxes. 

Short title: J. This Act may be dted as tbe Export Processing Zones Act 1993. 

Part 1 - Preliminary 

Interpretation 2. In this Act and any Regulations made i1~under unless the context 
otherwise requ~-

"Approved Enterprise· means an enterprise belonging to any of the 
categories as defined in section 3 of this Act in respect of which an Export 
Processing Zone Licens · has been issued by the Minister under section I 3 
of this Act; 

"Commissioner" means the Commissioner of Inland Revenue as defined in 
the Income Tax Act; 

"Controller" means the Controller of Customs; 

"Company" means any corporate body whether registered under me 
Companies Act or not and any partnership consisting of more than 7 
persons; 

"Customs Duty" means the tariff or import duty as set out in Schedule I to 
t'1e Customs and Excise Act: 

"Customs and Excise Act" means the Customs and Excise Act of the 
Kingdom as amended from time to time and the regulations framed 
thereunder; 
"Export Levy" means any duty or tax payable by any person under any 
en&."1ment for the time t>eing in for~ relating w the levy of such duty or 
tax on export~ of product( s); 
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Enterprise 

"Export Processing Zone License· mean~ a iic•:nse issued ~1y lilt Minister 
under Section 1 J of this Act; 

"Income Tax Act• means the income ta~ a\ defined. imposed anti payable 
under the Income Tax Act; 

"Kingdom" means the Kingdom of Tnnga; 

"Minister" means the Minister of Labour. Commerce ar,d i1!dustries ,,.. such 
Minister whom Privy Council may appoin! ~o be responsi~11e for ~lie time 
being for the performance of the duties un<ler tins A~'t; 

"Pon and Service Tax" means the tax lfabie ~o be collected :.nd paid on all 
goods imported into the Kingdom as specified in Secti~n 2f• of the Pen artl 
Services Tax Act; 

"Tax Holiday• means an exemption from oayment o~ inwme tax for any 
specified period. 

3.1 
(a) 
(b) 
(c) 

(d) 

<e' . } 

In this Act, the term "enterpnsc" m~m: -
any •company"; 
statutory bodies established under any Act or Ordinance; 
co-operative societies r~gis-crd under the Co-operative S(lcieties 
Act; 
private entrepreneurship be it o so;e proprietorship concern or a 
partnership finn comprising of not more than 7 partner:\, Tongan o: 
1:m~ign; 

:in,- 1}ther indlb"'tl)' or enterprise deemed by his Majeay ir. Coum.:il to 

be ai1 lndustrial Enterprise engaged iu or desirous of ~ngaging i~ wy 
processing inrlu.."try, m311ufacturing il'Jdustry, assemhly industry 
including !)8.Ckaging indusll) and/or any intl!rnational trading or 
service act:i"ity se! Ot!t ir. Schr..dule I attaci}ed to this Act. 

J.2 Schedt.1ie I of Secifon 3.1 ot" this Act may be amended by L'le 
Minister at any time. 

4. All e'1terpri:;es apprc-ve'' under 'iectio.1 i 3 of thi'I Act ~hall export all 
of their ootpct ~rJess permiss:on is graLteO und~r Sect;on 5 of this 
Act by the Minister to sell ;_ specified voit1me or p~rctntage of their 
ou•vut oo the "fl>np.an market. 
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Comestic 
S~ies 5. fhc Minister may appwv~ a!' o.,.;piicaticm frum •Ul enle!"prise to sell 

part Of ttS OE~t 00 tbt.' f \)Ogan ~-ket. lr. granting penni~SiU!I tht 
Mim~1Pr shal! h<Ivc i~ard to\.; ttti. po~s!~~e dam.lgc Stich ~~le!; 
P.'!.ight caUSt. tir oomr;~::ic r~:ecp~: (ii; the ext~'1t to which such 
sale.-. wou~J replace imports; !iii} ~he benefits in t~s of 
er.Jptoyme~t <nd import s!!hs..i~tio;1 ~tJ teY-'" Tongan ecmmmy; and 
<'vJ the ~.nefits t'l tbt> emerpri~ Cl\l~(erned. In gnmti!ig permissioP 
for dome';tic ~. the ~!Li~ shal! ~-pecify ~ volume d d':l~c 
sales permitted and the time limit ir. -A."illch thuse sales an 0e m~Je. 

E&plana~ocy Net.I!: The ~ of J'...rtid~ 4 and 5 i~ r·J 1emi:::t i'::mesuc 
:>ales and avoid damage ro CSJ.ablis:hl-ti or new dolllCSU<: industries. }a 

pre'i.'!nt an export company is defined as 90~ exi'arl- How'!ver, .ti iarge 
E~Z company selling !O~ of me oomesric market cvoid serioo:;•/ dlmage a 
~mall domestic company. H~ ~t is tic-.uer to restricc &lrr~'tic saies tQ 

r.ituatior.s in which Tongans will benefit e.g. if there is 110 cotnjXU"a~le 

prnduct ma& in Tonga it 1JLlkes sense to h>Jy fmro an EPZ wmpany ~thus 
.:-&i'ling wme of the bUlefff..s of T ouga/ ra~tCr W.il im~»"t tt~ p.roduc~ 
d!re-etly from ~me otiter c~lti·~-. 

Part 1. - Esmblishmcnt a.00 Operation 
of Export PmcessJog Z®es 

Estahlishme~r, of 
Expon f>r(icc~sing 
Zones 

6. I The Minist.er may by order declare thar on or af!'.er a spe.:ified d4tte 
the land and/c;r buildings enclosed within the limii.s rleCined hy tb: 
order shaU be an export procr.ssing zone for the purpoocs of this 
Act. 

6.2 The Minister may amend the order under ~..rtion 6.1 and vny 21~d 
limits of the zone. 

~W~~: This section allows the Minister to declare any area of 
land or building to be an export processing woe a&! also allows tJle 
Minister to amend, expand or re(fuce the area. 

6.3 No enterprise may commence operations within an Export 
Processing Zone without a license issued under Section 13 of this 
Act. 
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Non-Application 
of lmpon/Expon 
Laws 

7 _ I The laws in force relating to impons and ~xpons of goods shall not 
apply to gcods brought into or out of an expon processing zone 
from and to other countries or other zones within the Kingdom. 

7 .2 Imported goods of any description can be brought into the expon 
processing zone free of all customs duties. pon and service taxes 
and other forms of indirect taxation provided (i) such goods are pan 
of the ttade or business of a licensed enterprise; (ii) such goods are 
not prohibited for reasons of public order. security. public morality. 
public health. animal health or plant health. 

7.3 Goods exponed from an export processing zone shall be free of all 
taxes and duties and restrictions except goods whose expon is 
restricted or prohibited by law. 

Trade between 
the expon 
processing zone 
and the Kingdom 

8.1 Goods brought into an expon processing zone from another pan of 
the Kinguom not an expon processing zone and not in transit to 
another destination shall be deemed to ha,-e been exponed. 

Explanatmy Nore: the purpose of this section is to allow goods made in 
Tonga to benefit from drawback of customs duties. In this way Tonga 
manufacturers can compete on equal terms with overseas suppliers (e.g. 
Fijian suppliers selling to Tongan E.?Z enterprises will benefit from duty 
drawback in Fiji). 

8.2 Goods brought into the Kingdom from an expon processing zone 
(and not in transit to another destination) shall be deemed to have 
been imponed. 
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Customs 
Controls 

Consumption 

8.3 The Minister in consultation with the Minister for Finance shall 
make regulations governing rrade between the expon processing 
zone and the Kingdom. 

Explanawcy Note: The Minister may decide that expon processing zone 
goods should be subject to import duty on the imported raw material 
content of the product and not on the value of the finished product. This 
would give the expon processing zone product a competitive advantage over 
a competing imponed product. Alternatively. the Minister may if the 
circumstances warrant exempt the export processing zone product from the 
payment of any duty. 

9. J The Minister may with the consent of the Controller of Customs and 
the Minister for Finance may make regulations (i) adapting or 
modifying for the purposes of this Act any of the provisions of the 
Customs & Excise Act or any statutory instrument relating to 
Customs operations; (ii) governing the movement of persons or 
vehicles into and out of an export processing rone; (iii) covering the 
keeping. storage and handling of goods in an export processing zone 
(iv) covering the keeping and preserving of accounts and records in 
specified form in respect of goods in an export processing zone; (v) 
relating to the provision of security by oond or otherwise as required 
by the Controller of Customs in respect of goods in transit between 
entty/exit points and export processing zones. 

Explanatmy Note: The purpose of this section is to give the Minister 
power to make regulations dealing with the control of duty free goods 
should such be necessary. At this point in time such regulations are not 
considered necessary expect perhaps regulations dealing with the storage of 
goods and maintenance of records. Each licensed enterprise should be 
obliged to lodge all duty free goods in a secure store and maintain records 
for at least 3 years in a prescribed manner. Customs officials should have 
access to such records a.rid stored goods at all reasonable times including 
production schedules. 

goods 10.1 Goods shall not be brought in to an export processing zone for 
personal use or consumption except under conditions set out in 
Section JO. 2. 

10.2 If goods referred to in Section 10. I are liable to customs or excise 
duty this duty shall be paid before they are brought into the export 
processing 1.0ne and shall not be entitled to a drawback aJlowance. 
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Missing 
dutiable 11. I If goods on which duty has not been goods paid or duty has been 

refunded by way of drawback or brought into an export proc~ing 
zone and not removed lawfully from the zone are found to be 
missing or deficient without an acceptable explanation the Controller 
of Customs may demand from the licensee or other responsible 
person the duty in force at the time. · 

11. 2 If the licensee does not within X days pay the duty demanded he 
(the licensee) shall be liable for a fine not exceeding twice the duty 
demanded. 

11.3 In considering the volume of deficient goods the Customs Controller 
shall make due allowance for natural wastage, accidental destruction 
and similar causes. 

11. 4 It shall be an offence to dispose irregularly of goods or to assist in 
the disposal of goods from the export processing zone when such 
goods have been brought into the zone without the payment of duty. 

Part 3 - Export Processing Zone License 

Application for 
an Export 
Processing Zone 
License 12. I 

Development 
License 13 .1 

Any person planning to establish an export processing zone 
enterprise shall make an application to the Minister in such form and 
manner as may be prescribed by the Minister specifying the product 
or service to be provided and the equipment, machinery and raw 
materials to be used. The Minister may approve or refuse the 
application and no appeal shall lie against the decision of the 
Minister. 

If the Minister approves an export processing zone license 
application referred to in Section 12 he shall issue the license or 
authorize any person under his administrative direction to issue the 
license in favour of the e,;port processing zone enterprise approved 
by him. The license shall specify the products to be produced 
and/or services, activities to be performed. 

13.2 The license shall specify the development incentives available to the 
enterprise. 
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Transfer of 
License 

13.3 The Minister may attarh any conditions he considers appropriate to 
the license. 

Explanatory Note: It may be necessary to attach special conditions to 
particular licenses from time to time e.g. relating to the storage of duty free 
alcohol. 

14.1 No license issued under this Act shall be transferable without the 
prior written approval of the Minister. A license issued under this 
Act shall nm exempt the holder from obtaining any other license 
required in connection with the approved enterprise under any Olher 
Act. 

Part 4 - Development Incentives 

Tax Holiday 15.1 An approved expvn processing wne enterprise will be granted 
exemption from payment of any income tax in respect of any 
assessable income earned by the said enterprise derived from 
approved expon proces.sing zone activity from the date of 
commencement of that activity for I 0 consecutive years. 

15.2 The Minister may extend the period of exemption from income tax 
for particular categories of enterprise if he considers it appropriate. 

15.3 Every shareholder of a company approved as an expon processing 
zone enterprise for the purpose of this Act shall be entitled to 
exemption from payment of any income tax on the income derived 
by him or his nominee as a dividend on his shareholding in the said 
enterprise relating to the tax holiday period svecified in sub Sections 
I and 2 provided further that such dividends have actually been 
received hy him not later than 2 years after the expiry of the said tax 
holiday period. 

15.4 Every tax exemption is conditional on the net proceeds of exports 
being brought into the Kingdom within 12 months of the date of 
invoice. 

Explanatory Note: It is bener from a promotional viewpoint that the Act 
states clearly that a tax holiday will be granted for a specified number of 
years rather than that a ta\ holiday may be granted by the Mini~ter. In 
Section 15 .4 the date of invoice rather than the date of ship:nent is used as 
this covers service as well as rr.anufacturing activity. 
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Power of the 
Minister, the 
Commissioner ~d 
the Controller 

Revocation or 
variation of 

16.1 

16.2 

16.3 

License 17. 1 

Part 5 - M iscellancous 

If shall be lawful for the Minister, the Commissioner, the Controller 
or any other person authorized by any of them (a) to enter the 
premises of an export processing zone enterprise approved or 
otherwise with the express intent of inspecting all aspects of the 
business bP.ing carried on therein to himself collect, scrutinize, take 
or acquire the production of any document material as a sample or 
any information orally or in writing if in the opinion of the Minister 
the Commissioner or the Controller it is expedient to do so for the 
purposes of this Act. 

No person shall (a) obstruct the Minister the Commissior.er or the 
Controller or any authorized person in the exercise of their powers 
and duties under subsection I of the Sectioo; (b) wilfully fail to give 
information or to produce any docum~nts or sampl ~s required of 
him; and (c) knowingly give false information relating to any matter 
relatiag to this Act. 

Any person who contravenes the provisions of this Section or any 
order issued thereunder shall be liable on conviction to a fine not 
exceeding X $or .... 

The Minister may at his discretion revoke a license if (i) he is 
satisfied that there bas been a breach of condition attached to the 
License or (ii) the licensee is convicted of an offence against the 
Customs & Excise laws. 

17 .2 Before revoking a license tbe Minister shall give not less !Pan 30 
days notice of his intention to the licenSt:C an~ 1 shall consi~r any 
representations made to him by the iicens.ee wi,.hin that time. 

Regulations 18.1 The Minister may with the co11SCnt ot ms Majesty in council from 
time !n time make such regulations ~s are necessary or expedient for 
givinl? effect to the provisivns of r'lis Act and til~ due administr:~tion 
there· 

18.2 All such regulations shall be duly pubii)heu in the gazette. 
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Investors 

Repatriation 

19. l Foreign investors can hold up to 1003 of the shares in any expon 
processing zone enterprise. 

19.2 Tongan investors can hold up to 100~ of the shares of any expon 
processing zone enterprise. 

19.3 Foreign and Tongan investors will have equal status within the 
export processing zone. 

of Profits 20.1 Foreign investors can repatriate profits from an enterprise without 
restriction provided an Auditor's certificate is produced cenifying 
that the profits to be repatriated are the true profits accruing to a 
foreign investor as a result of a dividend being declared. 

Repatriation 
of Capital 21.1 Foreign investors may repatriate capital without restriction pro,·ided 

(i) the capital has been brought in to Tonga from overseas; (ii) the 
capital to be repatriated is realized from the sale of physical assets 
or shares and (iii) the proceeds from the sale represent the true value 
of the assets in question. 

Regulations 
arising from 
Export Processing 
Zone Ac! 

22. I The regulations arising from the Export Processing Zone Act can he 
modelled on the regulations made under the Industrial Development 
Incentives Act. The composition of the standing advisory committee 
for the Export Processing Zone Act would be very similar to that set 
o:.it in regulation .5(i) of the principle regulations of the IOI Act as 
amended in August 1990. Under this regulation the committee is 
made up of the Minister who is chairman. the Secretary of the 
Ministry who is the member secretary of the committee. the 
Secretary for Finance, the Director of Planning, the Managing 
Director of the Tonga Development Bank, the Director of 
Agriculture, Fishery and Forests and the General Manager of che 
Bank of Tonga. 
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ANNEX 2 

PRESENT PHYSICAL INFRASTRUCTURE 

ELECTRIC POWER: 

The total installed capacity in Tonga is as follows: 

Location Installed Capacity Peak Demand 

Tongatapu 5.90 MW 4.40 MW 
Vava'u 0.60 MW 0.51 MW 
Ha'apai 0.24 MW 0.28 MW 
'Eua 0.20 MW 0.11 MW 

The generation is by diesel. The tariff is about TS 0.36 per KWH. There is no special 
tariff for commercial or industrial consumers. The electric supply is 240 volts, 50 cyde 
sing!e phase and 415 volts, three phases AC supply. Of the total of 13, 100 consumers on 
Tongatapu, about 23 were industrial con"SUmers during the year 1991. 

The transmis.\ioo volt.'lge is I I kv on Tongatapu and 6.6 kv on outer islands. 

In the S1xtt1 ~velopment Plan ( 19~ I- i 995) an additio.-ial investm:nt of TS 4 million has 
been indic3tcd to overhaul generators and to u1>grade tran:;missio11 and distribution lines. 

ROAD TRANSPORT: 

Functional inventory of roads 

1988 Highway Trunk Feeder Access Total -----------------------------· ·-· --------------------- ------------------------------
Tongatallu 
Vava'u 
Ha'apai 
'Eua 
Niuas 

Total 

64.6 
9.3 
7.0 

.6 

81.5 

188.5 
93.3 
31.1 
20.8 
29.3 

363.0 
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248.0 
123.0 
145.0 
85.0 
65.0 

666.r. 

487.0 
97.0 
55.0 
40.0 

679.0 

988.i 
322.6 
238.1 
146.4 
94.3 

1, 789.5 



Number of rei:istered vehicles: 

Vehicles 1985 1990 

Cars & light trucks 1.823 3.0IO 
Heavy uucks 495 966 
Taxis 277 1.032 
Buses 111 118 
Motorcycles 392 501 

863 of the registered vehicles are al Tongatapu. 

AIR TRANSPORT - INTERNATIONAL AIR SERVICES: 

The following air connections are available from Tonga: 

-----------------------------------------
Route (from Fua'motu on 
Tongatapu) 

Airline Aircraft Frequency 

-------------------------------------------------~------------------------------
Apia (Western Samoa) Air New Zealand 8737 I/week 

Polynesian Airlines 8737 I/week 

Auckland (New l.ealand) Air New l.ealand 8737 2/week 
Royal Tongan Airline •1 8737 I/week 

Australia Polynesian Airline 8737 I/week 

Nandi (Fiji) Air Pacific 8737 2/week 
Royal Tongan Airline 8737 I/week 

Honolulu (Hawaii) Polynesian Airline 8737 I/week 
Air New Zealand 8737 I/week 

Suva (Fiji) Air Pacific 8737 I/week 
*)-lifaiiona1-<:an=re-r----------~-------------------------~-------------~---------------

Most manufactured expons (except coconut oil and processed root crops) are exponed hy 
air. However, raw materials are imported hy sea. 

Constraints: High internationaJ airfares from Tocga. Insufficient air services. Hawaiian 
airlines, which was a link to the West coast of the USA lhrough Hawaii, has withdrawn 
after operating for more than IO years. Inadequate cargo space. Relatively high 
international airfares. 
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SEA TRANSPORT - SHIPPING SERVICE.~: 

1 he fo:lowing shippil!g lines operate in Tonga: 

--- -_!:~~:':.~?. -- . -- -----··~-~PJ~~~~-----------------------~-~i.!!.Y-~~-----------------
Au.:.tra\i~t 

F~ji 

Sydney. Brisbane 
Su·;a, Lautoka 
A•..:ckfand. Lyttleton 
Apia 

New Zr...alar.d 
Western SafiH\:-t 
Uni~cl S~tes 

PFL 
PFL 

PfL, LINK 
?FL.REEF 

BS, SPJ Loos Bly. San Francisco. Los Angeles. 

New ~-,~edonia 
Japan 
Chile 
C~k Islanili, 
French Polyne.sia 

PFL 
RHL 

i\.EEF 
REEF 

Not~ for Shipping Line Abbreviation': 

_ Hawaii. i~ago PagG 
Noumea 
Chdkd, Kobe. Nag0~;a 
Valparaiso 
Rarotonga 
Tahiti 

PFL 
WP 
LINK 
BS 
SPI 
BHL 

Pacific Forum Line (Government owned) 
Warner Pacific 
Transiink Line 
Blue Star Line 
South Pacific 1f1terline 
Baii Hai Line 

The main wh2!f is Que..-,n Salote Wharf at Nuku'alofa (Tongatap1•): 

~ 

No. I Benh No. 2 Berth 

Length of Birth Face 93 m Length of Berth Face l lO m 
Water Depth 11.7 m Water Depth In -

.ti.) m 
Ship Length 250 m Stiip Length 140 m 
Orientation 90 degrees Onentation 90 degrees 
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TELECOMMUNICATIONS: 

Domestic telecommunications are operated hy Tonga Telecommunications Commi\sion. a 
public sector corporation. 

International services (telephone, fax, telex) are operated by Multinational Cahle and 
Wireless through an earth station on the INTELET system. Subscriber direct dialing 
facilities exist for most countries. 

Of the 5.215 lines. about 700 are in outer islands and the rest at Tongatapu. All lines are 
occupied at present. However. the Tongate:ecom has plans to double the capacity in the 
next five years. 

The rates charged for a local call of three minutes is TS 0. JO. Rates for international 
calls per minute are as follows: 

Direct dialing Operator assisted01 

Pacific region including 
New Zealand and Australia 

USA and Asia 

TS 1.50 

TS 3.00 

*) For operator assisted calls, TS 3.00 is charged per call 

USS 1.00 =TS J.37 

TS 1.60 

TS 3.85 

AVAILABILITY OF SKILLED LABOUR FORCE AND SUPPORT SERVICES: 

The population of Tonga as per the last census (1986) was 94,535. The average annual 
growth rate for the period 1976 - 1986 was 0.493. 

Population size and ~owth rate 

Census Year Population Period 

1956 
1966 
1976 
1986 

j6,838 
77,429 
90,085 
94,649 

1956-66 
1966-76 
1976-86 

Rate of growth 
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Population and labour tllrcc 

Population categories 1976 1986 

Males Femah!s i~a!cs I Female~ 
Tmal population I 46,036 44,049 47,611 47.038 

I 
Population of working age (15-64) 23.713 23.360 25.751 26,455 

LaOOtlr Force ( 15 +) 18,077 3,358 19.119 5,055 

Employed 15.888 2.743 17.886 4.109 
Unemployed 2,194 615 1.233 946 

BANKING: 

There is one commercial hank, Bank of Tonga. and one development bank. Tonga 
Development Bank. 

! 
! 
l 

Bank of Tonga, a joint venture between the Government of Tonga. Westpak and Bank of 
Hawaii. commenced operations in 1974. 

Approval has been granted to two other commercial banks to operate in Tonga. Boch 
banks. MBF and ANZ. are likely to set up operations by the end of 1993. 

Bank of Ton&a · composition of Loans and Advances 

The lending portfolio of the Bank of Tonga was as follows: 

in 3 1985-86 1986-87 1987-88 1988-89 

Agriculture 1.2 1.9 4.3 6.4 
Manufacturing 1.7 2.5 2.0 5.6 
Transport. storage and 

communications 3.5 4.9 6.6 6.1 
Commercial whole'>ale and 

rerai l trade 11.0 10.3 9.4 7.8 
Non-housing construction 0.6 1.3 1.2 3.9 
Other services 4.1 4.3 6.2 4.8 
Government and statutory 

hodies 29. l 14.4 13.7 9.7 
Housing 33.7 42.8 40.4 37 .. 1 
Personal 13.4 15. l 15.0 16.2 
Others 1.7 2.5 1.2 2.2 
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Th~ TDB was established in !9T?. The loan portfolio ot lhc TDB 1~ a.~ follows: 

. 
Sectors in TS .000 % of sub-sector 3 of total 

approvals 

Manufacturing & processing 2,934 13 5 7.1 
Mining & quarrying 739 3.4 1.8 . 
Electricity & gas 407 l.9 i.O 
Construction i,032 4.8 2.5 
Wholesale & retail trade 4.644 21.4 IL~ 

Hotels & restaurants 5.532 I 25.5 d.4 
Transpon I J.834 !?.7 9.3 . 
Finaocl! & busine<i~ 1.353 6.2 3.3 
Community services 

I 
1.243 5.1 3.0 

Suh-total non-primary ~--tors 21,718 100 52.5 

Beverages & spices (vanilla) 5,812 29.5 14.0 
Benin & other frJits 727 3.7 J.8 
Vegetables & pumpk!n 4,506 22.9 10.9 

I Fisheries 1,863 9.5 4.5 
Root-crops 4,934 25.1 11.9 
Livestock 947 4.8 2.3 
Other~ 881 4.5 2.1 

Suh-total primary sectors 19,670 100 41.5 
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A N N E X III 

PROMOTION OF llAllUFACTORING FOR EXPORTS 

-STUDY ON EXPORT PROCESSING ZONE AS A POLICY OPTION-

A. BACKGROUND 

Over the past years the Government of Tonga has taken a number 
of steps with a view to promoting manufacturing, industrial 
development being chosen as a long-term objective to diversify tne 
economy. Concrete measures were taken to that end, among which: 

the establishment of the Small Industries Centre; 
the introduction of an attractive Incentive Scheme package, 
spelling out fiscal incentives and other facilities provided 
by the Govern•ent to pro•ote investments by both local and 
foreign entrepreneurs; 
the creation of an Industrial Promotion Unit and the 
strengthening of the Industrial and Business Advisory Unit 
within the Ministry of Labour, CoJ11J11erce and Industries. 

The establishment of an Export Processing Zone (EPZ) in Tonga 
cou1,· be an effective instrument in increasing exports, enhancing 
the inflow of capital investaent, transferring skills and 
increasing employment. To pro•ote investments in the country, the 
Government has already introduced the above-mentioned Incentive 
Scheme package. Given its political stability, excellent 
coJ11J11unication facilities, educated labour force, attractive 
incentives and preferential access to overseas markets, basic pre
conditions for the establishment of an EPZ appear to prevail in 
Tonga. 

B. OBJECTIVE OF THE S'l'UDY 

The objective of the study is to provide the Government of 
Tonga with adequate techno-economic information on the viability of 
establishing an Export Processing Zone in Tonga as one of the 
instruments for export promotion and employment generation. 

C. ACTIVITIES 

The s~udy to be undertaken will cover: (1) a detailed 
"stocktaking exercise" as a base for ( 2) recommendations on the 
viability of the EPZ concept in the context of Tonga. The above 
will encompass the following steps: 
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l. 

2. 

3. 

4. 

5. 

6. 

Activities 

To review and assess the Gov~rnment's 
industrial policy and institutional 
environment:, including incentives 
pertaining to investment/export 
promotion; 

To determine the priority industrial 
subsectors/branches in which Tonga is 
expected to have a comparative 
advantage; 

To assess potential in•1estor interest 
{includ~ng eventual competition in this 
respect with other EPZs in the sub
region); 

To assess the impact of the establish
ment of an EPZ en the ecor.omic 
develcprnent of Tonga, including 
eY.pected impact on existing indu$trial 
enterprises; 

T0 assess the present physical infra
structure including transport facili
ties, telecommunications, utilities, 
etc.: 

To exand.n.a the availability of skilled 
labour, support services (effici6nt 
banking syste~, etc.); 

Responsible persgnCs) 

CTA DP/TON/86/002 

CTA DP/TON/86/002 

EPZ exper•:. 
UNIOO s/m 
CTA DP/TON/86/002 

CTA DP/TON/86/002 
EPZ expert 

CTA DP/TON/86/002" 
EPZ expert 

CTA DP/TON/86/002" 
EPZ 2xpert 

? • Tc analyze the administrative and EPZ expert 

a. 

9. 

. ) 

legisla~iva fra~ework for ~he 
establishment of an EPZ: 

To reco111mend appropriate incentives an~ 
other promotional and control measures 
for EPZ system; 

To draft EPZ legisla~ion; 

EP~ expert 
L'1H90 s/m 

Ef'Z expert 

The responsibility of the CTA is to collate data on physical 
infrastructure u.tili ties, trans~rt, shipping, emploYlnent, 
that. will be used as a basis !or· the: !inal analysis/report by 
UtHDO. 
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1 \). 

11. 

12. 

To prepare a comprehensive report on 
the above findings with detailed 
recoi:J!lendations as regards the 
viability of the EPZ concept for Tonga: 
(in the affirmative} spelling out 
requirements for a successful EPZ in 
Tonga (type of EPZ regime, required 
legislation/incentives, type of 
management and organizational 
structure, infrastructural facilities, 
technical capabilities and em·ironmen
ta~ precautions required, est~aate of 
financial implications to set up, 
promote and administer the zone 
programme etc.); 

'l'o present the study to the relevant 
au~horities and private sector 
representatives (in the for. of a local 
seminar); 

To suggest an action plan to set up a 
pilot expert processing zone. 

UNIDO s/m 
EPZ expert 

EPZ expert 

UNIDO s/m 

Th~ study wiil be prepared under the overall responsibility of 
the Institutional Infrastructure Branch. The work to be carried out 
cr.1111prises: 

UNIDO staff inputs 0.7 months 

{including desk research prior to the fielding of the mission, 
analysi~ of the draft report and sYbmission of the final report) 

mission of consultant 1.3 months 

(3 weeks in Tonga, including short visit to selected countries with 
potential investor interest (Australia, New Zealand, Fiji: 1.5 week 
briefing/debriefing in Vienna, including travel) 
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