Overseas Economy

e The IMF’s World Economic Outlook (WEO) July 2025 update projected global

growth at 3.0% for 2025 and 3.1% in 2026. This is an upward revision from the
@] April 2025 WEO by 0.2% and 0.1%, respectively.

e The downside risks to the outlook persist from potentially higher tariffs, elevated
uncertainty, and geopolitical tensions. Restoring confidence, predictability, and
sustainability remains as key policy priorities.

Domestic Economy
7T~ *® Domestic indicators were mostly favourable in June 2025.
e Ongoing and new construction projects boost the industrial sector.
‘, e The services sector remains active from strong consumption demand during the
annual festivities.

e The primary sector reported lower agricultural and marine exports over the

month, but annual performance continues to improve.

Domestic Inflation

e Annual headline inflation was higher at 1.4% in June 2025, compared to 1.2% in

& the previous month, and 6.4% in June 2024.

e Higher import prices was the main driver of the headline inflation, stemming from
prices of food & non-alcoholic beverages, goods for personal care, clothing &
footwear, furnishings & household items, and purchase of vehicles.

e Domestic prices, however, declined mostly in local food prices which offset the
higher prices for electricity, alcoholic beverages, tobacco, kava and food & bev-
erage serving services.

e Core inflation increased to 9.8% in June 2025 from 9.5% in the previous month
and 1.6% in June 2024.

Banking System

e Credit growth changed little in June 2025, but rose strongly over the year by
13.4% supported by higher loans to public enterprises, private businesses, and
households.

e Total deposits increased over the month and year to June 2025 by 3.7% and
4.3%, respectively, to a new record high of $1.002 billion.

e Non-performing loans to total loans ratio rose slightly to 14.2% in June 2025.

e Overall banking system remained sound, supported by high liquidity and ample
capital reserves held by banks, while the non-performing loans are being man-
aged and monitored closely.
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Liquidity & Interest Rates

lT . e Broad money increased over the month and year to June 2025 by 1.5%

and 4.4%, respectively, to $945.8 million. This largely reflects the move-
ments in foreign reserves.

e The weighted average interest rate spread widened over the month by
5.9 basis points to 6.1%. This was attributed to a decline in weighted
average deposit rate coupled with an increase in weighed average lend-
ing rate. Annually, the interest rate spread narrowed by 20.4 basis points
driven by the lower weighted average lending rate.

Exchange Rates

e The NEER increased in July 2025 as the TOP appreciated against the
AUD, NzD, JPY, GBP and EUR. Conversely, the REER declined as
inflation eased compared to trading partners.

Global Prices

N e Average price of Brent crude oil slightly fell in July 2025 to US$69.27/

A, ‘\\ barrel from US$69.83/barrel in June 2025. Brent crude oil prices are
\“\ expected to remain at an average of USD$68/barrel by end of August
B
Foreign Reserves

2025.

e Food prices increased again in July 2025, underpinned by higher prices
for meat and vegetable oils.

o Official foreign reserves declined in July 2025 by $4.1 million to $921.0

million, largely due to import payments outflows. Over the year, it ex-

panded by $11.9 million. This is equivalent to 10.7 months of import

(£ 0 coverage, well above the optimal threshold of 7.5 months.

e Remittance receipts fell by $3.9 million (8.0%) in June 2025, due mainly
to lower private transfers and employee compensation. However, it grew
over the year by 3.7%, accounting for around 39% of GDP.

Labour Market

e Job vacancies advertised to the public increased to a total of 82 new job
= vacancies in July 2025. Most of the advertised vacancies were in public
‘ l '8 administration, utilities, and transport & communication sectors.
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Global growth outlook remains firm amid persistent
uncertainty

The IMF's World Economic Outlook (WEO) July 2025
update projected global growth at 3.0% for 2025 and 3.1%
in 2026, an upward revision of 0.2% and 0.1% respectively,
from the April 2025 WEO. The revision in growth stemmed
from improvement in international trade, lower effective
tariff rates, improvement in financial conditions, and fiscal
expansion in some major economies. This reflects the
pause in the US tariffs and the de-escalation of trade
tensions with China. However, downside risks to the outlook
persist from potentially higher tariffs, elevated uncertainty,
and geopolitical tensions. Restoring confidence,
predictability, and sustainability remain as key policy
priorities.

Growth in advanced economies is projected to slow from
1.8% in 2024 to 1.5% in 2025 and 1.6% in 2026. The US
economy is forecasted to expand at a rate of 1.9% in 2025
(down from 2.9% in 2024), on the back of lower tariff rates
and looser financial conditions. Meanwhile, growth in the
Euro Area is estimated to accelerate to 1.0% in 2025 and to
1.2% in 2026, from a modest contribution from exports and
a rebound in private consumption. Growth for Emerging &
Developing Economies (Tonga included) is projected to be
41% in 2025 and 4.0% in 2026. Global inflationary
pressures continue to ease, with World Consumer Prices
declining by 4.2% in 2025 and 3.6% in 2026 (from 5.6% in
2024), on the back of cooling demand and falling energy
prices.

The Asia Development Bank in their Outlook for July 2025
however, downgraded their growth outlook for the region to
4.7% for 2025 and 4.6% for 2026 (from 4.9% and 4.7%
respectively in the April 2025 outlook), due to the increased
tariffs and global trade uncertainty. The impact of the tariffs
on Pacific Island economies’ exports will be minimal,
however Tonga may be worse off from the movements in
exchange rate and the new US tax imposed on remittances.
About more than 40% of remittance receipts in Tonga are
from the US.

Key events support domestic performance in June
2025

Primary sector activities were slower in June 2025. Total
agricultural exports fell by 161.9 tonnes (17.6%), due to
lower export volumes of root crops, watermelon, and
coconut. In contrast, total agricultural export receipts rose
by $0.5 million (132.8%), reflecting lag in receipt. On an
annual basis, total agriculture exports increased by 675.5
tonnes (9.8%), reflecting the sector’s recovery from adverse
weather conditions and development initiatives. Similarly,
total marine exports fell by 65.8 metric tonnes (70.3%) in
June 2025, along with aquarium exports by 2,850 pieces
(39.1%). However, total marine export receipts increased
by $0.2 million (149.6%). On the outlook, upcoming
government development projects such as the bio-gas
production, pack house, butchery, and the acquisition of
fishing vessels, are anticipated to boost sectoral growth.

Development projects outlined in the Government Budget
Statement for the fiscal year 2026 are expected to support
growth in the industrial sector. Major initiatives include the
construction of the Fanga'uta Lagoon Bridge, the Tonga
Resilience Climate Project I, the Fua’amotu Airport
upgrade, the new Parliament House, and the National
Museum, among others. The spillover effects of these
projects will benefit other industries such as mining &
guarrying, manufacturing, and the utilities sector. In June
2025, the total value of construction permit applications
rose significantly by $71.7 million (536.1%), reflecting the
inclusion of high value infrastructure projects. Meanwhile,
private applications for construction permits also increased
by $19.5 million (160.5%), indicating continued private
sector development.

Domestic events such as the annual church conferences,
spurred vibrant outcomes in the tertiary sector. Total
container registrations increased by 543 containers
(71.9%), driven by increases in both business and private
containers. The rise in business containers reflects
increased trading activities during the festive season,
coinciding with increased wholesale & retail import
payments of $0.5 million (1.5%). Meanwhile, the increase in
private containers suggests higher in-kind remittances.

Job vacancies rose in the beginning of new fiscal year

The NRBT’s job advertisement survey recorded 82 job
vacancies in July 2025, an increase from 39 job vacancies
in the previous month. Most of the advertised vacancies
were in public administration, utilities, and transport &
communication sectors. This increase coincides with the
implementation of new projects and the new positions
approved in the new Government Budget.

Over the year to July 2025, the total number of job
vacancies advertised declined by 112 (12.8%). Majority of
the advertised vacancies were in public administration,
transport & communication, financial intermediation, and
business services sectors.

Annual headline inflation edged up to 1.4% during
festive month

Consumer Price Index increased by 2.6% in June 2025,
predominantly due to higher domestic prices by 5.0%,
reflecting high demand during the peak festive season.
Import prices remained relatively stable over the month.
Higher domestic prices stemmed from local food prices,
alcoholic beverages, tobacco, and kava. All root crops, and
most vegetables, fruits, and meat prices increased during
the month.

Headline inflation rose by 1.4% in the year to June 2025,
but still lower than the 6.4% in June 2024. Imported inflation
outpaced domestic prices over the year, due to higher
prices of food & non-alcoholic beverages, goods for
personal care, clothing & footwear, furnishings & household
items, and purchase of vehicles. These increases were
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partially offset by lower prices for fuel, and gas & other fuels.
Contrarily, domestic prices continued to decline annually,
driven mostly by lower local food prices. Nonetheless,
prices of electricity, alcoholic beverages, tobacco, and
kava, food & beverage serving services were still higher
compared to the previous year.

Core inflation increased further to 9.8% in June 2025 from
9.5% in the previous month, driven by price increases
across core goods and services. The diversion of the core
inflation trend from the headline reflects price stickiness in
core items, keeping cost of living relatively high. On the
other hand, non-core inflation recorded a year on year
decline of 4.9%, as a result of the declining local food and
energy prices.

Nominal Effective exchange rate increased in July 2025

The Nominal Effective Exchange Rate (NEER) increased
by 0.5% over the month as the Tongan Pa’anga
appreciated against the weighted basket of its trading
partners’ currencies. On the other hand, the Real Effective
Exchange Rate (REER) slightly declined during the month
by 0.1%, in line with the easing of inflation in Tonga.

Over the year, the NEER declined by 0.7%, while the REER
strengthened by 0.4% suggesting that Tonga’s prices are
relatively higher compared to its trading partner countries,
which could result in a loss in trade competitiveness.

Foreign reserves declined in July 2025

Foreign reserves was at $921.0 million in July 2025,
declining by $4.1 million (0.4%) over the month, largely due
to outflows of import payments. This is equivalent to 10.7
months of import coverage, well above the optimal
threshold of 7.5 months. Over the year, foreign reserves
increased by $11.9 million. The majority of official foreign
reserves are held in USD, NZD, and AUD.

Remittances declined in June 2025

Following the hike during the family month (May),
remittance receipts fell by $3.9 million (8.0%) in June 2025,
mainly due to declines in private transfers and employee
compensation. Annually, total remittances still grew by
$19.4 million (3.7%), equivalent to around 39% of GDP.

Money supply and Reserve money expanded in June
2025

Broad money increased over the month and over the year
to June 2025, by $13.9 million (1.5%) and $39.8 million
(4.4%) respectively, to a new high level of $945.8 million.
This was mostly driven by the rising foreign reserves. The
net foreign assets grew over the month reflecting higher
foreign reserves and other foreign assets, but declined
annually owing to higher liabilities. The net domestic
assets, on the other hand, decreased over the month
underpinned by lower net credit to the central government,
but rose annually as lending to the private sector increased,
along with the net credit to non-financial corporations and
the central government.

Liquidity in the banking system increased over the month,
but declined annually in June 2025, by $30.0 million (5.0%)
and $0.8 million (0.1%), respectively. The monthly rise was
attributed to higher Exchange Settlement Accounts (ESA)
and Currency in Circulation (CIC) offsetting the lower
Statutory Required Deposits (SRD). Annually, the ESA
declined and outweighed the rises in both the SRD and CIC.

Total bank deposits climbed to a new high record of $1.002
billion in June 2025. This resulted from an increase of $35.6
million (3.7%) over the month, and $41.2 million (4.3%)
annually. All deposit types increased, mostly from the
central government, public enterprises, retirement funds,
microfinance, and non-profit organizations. The rise in total
deposits contribute to the excess liquidity in the banking
system.

Monthly credit growth stalled in June 2025

The banks’ total lending slightly decreased over the month
of June 2025 by $0.1 million (0.02%), however, continued
to increase annually by $71.7 million (13.4%) to $605.2
million. Over the year, more loans were issued to public
enterprises and private businesses such as professional &
other services, distribution, and tourism sectors. Household
loans also increased, led by higher housing loans followed
by other personal and vehicle loans.

The non-performing loans to total loans ratio slightly rose to
14.2% in June 2025 from 14.0% in May 2025, and remained
higher compared to 11.2% a year ago. This reflects financial
challenges faced by the private sector, including those in
the transport, construction and manufacturing sectors.

Interest rates spread widened in June 2025

The weighted average interest rate spread widened over
the month of June 2025 by 5.9 basis points to 6.1%. This
was attributed to the 3.3 basis points decline in the weighted
average deposit rate, coupled with the 2.5 basis points
increase in the weighted average lending rate. Over the
year the weighted average interest rate spread narrowed by
20.4 basis points as the 24.1 basis points drop in the
weighted average lending rate outweighed the 3.7 basis
points decline in the weighted average deposit rate.

Outlook

Economic recovery is underway for the Tongan economy
supported by fiscal expansionary measures and easing
inflationary pressures. Nonetheless, the weakening global
economy and elevated uncertainties on trade policies and
geopolitical tensions remain as significant risks to both the
growth and inflation outlook. Nonetheless, headline inflation
is projected to remain below the 5% reference rate, while
core inflation remains persistently high at over 9 percent
and expected to take longer to converge back to the
headline. Foreign reserves fluctuated to its peak over the
last 12 months in August 2025. The financial system
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remains sound, while systemic risks are closely monitored
to manage compliance with prudential requirements.

Given the state of the economy and the outlook, the NRBT
in its August 2025 Monetary Policy Statement has shifted
from its accommodative to a neutral policy stance in
response to persistently high core inflation at over 9
percent. The policy change reflects NRBT’'s commitment to
modernising its operational frameworks to strengthen
monetary policy transmission and preserve the exchange
rate peg. Measures are being implemented to gradually
develop Tonga’'s underdeveloped money market, which
lacks a yield curve and any interbank activity for over 15
years and have therefore constrained transmission through
interest rates and the NRBT’s influence.
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TONGA: ECONOMIC & FINANCIAL STATISTICS

KEY INDICATORS

1. Sectoral Performance Indicators*

(year-on-year % change)

2. Consumption Indicators*
(year-on-year % change)

3. Consumer Prices**
(year-on-year % change)

4. Labour Market***
(year-on-year % change)

5. Reserves***
(end of period)

6. Exchange Rates***
(end of period, TOP$1 equals)
(index, Dec 2006=100)

7. Liquidity***
(end of period)

8. Money and Credit***
(year-on-year % change)

9. Interest Rates (%0)***
(monthly weighted average)

10. Commodity Prices****
(end of period average)

Alir visitor arrivals
Travel receipts
Electricity production
Agricultural exports”

New vehicle registrations
Container registrations
Electicity consumption
Remittances

Al items”

Domestic

Imported

Core inflation (ex energy & food)

NRBT Job Advertisement survey

Foreign Reserves ($m) ¥
Months of imports

US dollar

Australian dollar

New Zealand dollar

Fijian dollar

Nominal effective exchange rate
Real effective exchange rate

Reserve money ($m) ¥
Currency in circulation ($m) ¥

Exchange settlement account ($m) ¥

Required reserve ($m) ¥

Broad money

Net foreign assets
Net Domestic Asset
Narrow money
Total Lending
Business lending
Household lending
Total Deposits

Lending rate
Deposit rate

Crude oil/barrel (US$)

Jun-24 Mar-25 Apr-25 May-25 Jun-25
51.0 111 10.4 9.1 0.6
42.0 245 24.8 22.6 215
3.7 6.6 7.7 7.4 7.7
-14.8 -15.8 =7/l 0.7 9.8
9.4 13.2 9.1 1.9 -15
17.8 B.7 18 -4.3 0.9
4.9 7.8 7.1 6.8 6.4
=18 0.8 i3 3.4 37
6.4 33 2.3 1.2 14
10.5 Sl 12 -1.4 -0.6
18 35 3.6 43 3.7
1.6 8.3 8.8 9.5 9.8
-1.9 5.1 -6.3 -0.4 -8.5
924.3 842.6 867.6 8715 925.1
119 9.7 10.0 10.0 10.6

0.4222 0.4125 0.4168 0.4180 0.4195

0.6351 0.6558 0.6529 0.6482 0.6421

0.6938 0.721 0.7018 0.6989 0.6941

0.9572 0.9591 0.9512 0.9556 0.9495
95.8 96.0 95.0 94.9 94.7
127.1 126.3 123.6 124.6 125.0
632 599 601 601 631
128 122 125 131 132
369 337 334 330 359
135 141 142 141 140
7.6 12 7.7 4.8 4.4
54 -0.1 -1.7 -25 -0.7
36.6 1104.0 -212.6 -523.2 -161.7
158 11.9 13.0 5.6 4.2
4.0 124 135 134 13.4
2.0 20.3 227 223 229
6.0 4.6 4.6 4.6 4.1
6.6 9.6 76 34 43
7.79 7.56 7.56 7.52 7.55
1.52 1.46 1.48 1.52 1.49
82.82 71.40 66.96 63.97 69.83

Note

1/Agricultural production shows the year on year change in terms of volume.
%2021 rebase. Previous data had 2018 as its base.

* TOP millions

n.i.- not issued
n.a. - not available

Sources

*Various industry sources

**Tonga Department of Statistics
***National Reserve Bank of Tonga
*xxxReuters
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