
SOUTH PACIFIC
ISLANDS
Table 1 2022
Population, million

Samoa 0.20
Tonga 0.11
Vanuatu 0.32

GDP, US$ billion
Samoa 0.83
Tonga 0.50
Vanuatu 0.98

GDP per capita, current US$
Samoa 4128
Tonga 4695
Vanuatu 3050

Sources: WDI, World Bank staff estimates.

The economies of Samoa, Tonga, and

Vanuatu have been hit by multiple shocks,

including natural disasters and the

COVID-19 pandemic. Travel restrictions

hit tourism-related activity with negative

spillovers to the rest of the economy.

These restrictions have also delayed the

reconstruction progress from volcanic

eruption and tsunami in Tonga. To

achieve inclusive recovery, governments

must embark on structural reforms while

gradually redirecting assistance to be-

come more targeted.

Key conditions and
challenges

External shocks and natural disasters con-
stantly threaten livelihoods, economic
growth, and fiscal sustainability in the
South Pacific. The prolonged border clo-
sure due to the community transmission
of COVID in early 2022 has adversely im-
pacted the tourism industry, a major eco-
nomic sector for these countries. The pan-
demic and the pressure from commodi-
ty prices have decreased macroeconomic
policy buffers. For Tonga, the price pres-
sure, reflected in the higher cost of build-
ing materials, and border restrictions also
have impeded the reconstruction efforts
following the volcanic eruption and
tsunami in January 2022.
The main immediate challenge is limiting
rising inflation's harm to the most vulner-
able households. The near-term challenge
will be to strike an appropriate balance
between laying the foundation for in-
clusive economic recovery and maintain-
ing macroeconomic balance in the face of
competing pressures. Effective implemen-
tation of fiscal consolidation will be crit-
ical to ensure that the government has
enough fiscal space to implement poli-
cy measures. Finally, to achieve sustain-
able growth, the private sector will play
a crucial role in economic recovery, in-
cluding in tourism and investment. This
will require key reforms to lift burden-
some business regulations and restrictive
investment policies.

Recent developments

Multiple shocks have resulted in another
year of contraction for Samoa and Tonga,
while Vanuatu started to experience a re-
bound. In all countries, inflation rose sig-
nificantly driven by supply chain disrup-
tion and high global commodity prices.
The Samoan economy recorded a third
consecutive year of economic contraction
in FY22 by 6 percent, an accumulation of
more than 16 percent due to the impacts
of COVID-19. During the same period,
the overall unemployment rate increased
to 9.8 percent in 2021 from 8.4 percent in
2019. Inflation spiked to 8.8 percent (an-
nual average) in FY22, driven by supply
chain disruption and high global food
and oil prices. The current account deficit
narrowed to 11.6 percent of GDP in FY22
compared to 14.9 percent of GDP in FY21
on account of robust remittances. As op-
posed to a budgeted fiscal deficit, Samoa
recorded yet another year of fiscal sur-
plus (5.4 percent of GDP) in FY22. The
inadvertent fiscal tightening due to cap-
ital expenditure under-execution con-
tributed to a larger-than-expected eco-
nomic contraction in FY22 and is expect-
ed to weigh on the pace of economic re-
covery going forward.
The Tongan economy contracted by an es-
timated 2 percent in FY22. The volcanic
eruption and subsequent tsunami in Janu-
ary 2022 led to a sharp fall in agricultural
production, travel, and commercial ser-
vices. According to the World Bank phone
surveys collected in 2022, the recovery of
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income remained slow, particularly
among female, informal, and/or poorer
workers. Food insecurity continued to per-
sist in FY22. Consumer price inflation rose
by 8.5 percent on average in FY22, up from
1.4 percent in FY21. The rise in inflation
was primarily driven by higher global
prices and domestic supply disruptions
due to the recent disaster. Current account
balance swung to a deficit of 6.1 percent
in FY22 due to a surge in imported foods
and building materials and lower exports.
The fiscal deficit doubled to 1.8 percent of
GDP in FY22 on the account of significant-
ly higher needs for reconstruction spend-
ing amid lower domestic revenue.
In Vanuatu, economic growth is estimated
to have recovered with a slight increase of
1.9 percent of GDP in 2022 from 0.6 percent
in 2021. The adoption of the fiscal stimulus
program, an increase in industrial produc-
tion, increased agricultural output, and the
reopening of borders all contributed to the
recovery. However, the preliminary results
of the World Bank phone survey collect-
ed in mid-2022 indicate the negative im-
pacts of the COVID-19 outbreak and the
resulting lockdown on household income.
In 2022, inflation averaged 4.6 percent,
which is above the Reserve Bank of Vanu-
atu's target range of 0 to 4 percent. The cur-
rent account posted a deficit of 2.2 percent
of GDP, primarily due to weak tourism
revenues and increased demand for im-
ported industrial and transportation
equipment. The fiscal deficit is recorded at

3 percent of GDP in 2022 due to a drop in
revenue collection.

Outlook

With the reopening of borders in mid-2022,
economies were expected to recover grad-
ually. However, the external headwinds
affected the recovery with elevated infla-
tion levels. Despite the projected economic
growth over the next few years, continued
inflation will limit the positive spillover of
growth on poverty reduction.
In Samoa, the economy is projected to re-
cover in FY23 with a 5.0 percent growth
and average growth of 3.5 percent project-
ed in FY24 and FY25. Key drivers of
growth over the medium-term include eas-
ing of border restrictions in the first quar-
ter of FY23, rebound in tourism activity
and increase in capital projects. Inflation
is anticipated to be around 10 percent in
FY23 but expected to decrease to around 4
percent in FY25 as supply disruption and
high international food and fuel prices ta-
per off. The current account deficit is ex-
pected to narrow to 3.2 percent of GDP
over the medium term, supported by
tourism recovery and continued remit-
tance inflows. A fiscal deficit to GDP of 2.9
percent is estimated in FY23 with an aver-
age deficit of 2.8 percent in FY24 and FY25.
In Tonga, growth is projected to rebound
to 3 percent in FY23 and an average of

2.7 percent in FY24 and FY25. However,
should reconstruction efforts experience
further delays, economic recovery will be
more gradual. Inflation will remain elevat-
ed in FY23 but is expected to drop below
the 5 percent reference rate in FY24. Cur-
rent account deficit is projected to widen
in FY23 due to reconstruction combined
with the gradual normalization of grant fi-
nancing and remittances. Imports are ex-
pected to remain high while agricultural
exports and tourism services are projected
to only increase marginally. Fiscal deficits
are expected to persist over the course of
FY23-FY25 owing to the significant recon-
struction spending needs.
In Vanuatu, the economy is projected to
grow 3.5 percent in FY23. With this steady
uptick in tourism and ongoing growth in
agriculture and construction, the economy
is predicted to grow at 3.6 percent and 3.9
percent in FY24 and FY25. Nevertheless,
the poverty rate based on the lower-mid-
dle-income poverty line (US$3.65 per day
in 2017 PPP terms) is projected to remain
high from 42.5 percent in 2023 to 42.3 per-
cent in 2025. Despite high global commod-
ity prices, inflation is expected to moderate
to around 4 percent in FY23 before further
declining in the medium-term. The current
account deficit is projected to widen dur-
ing FY23-24 due to increased import costs
but is forecast to start narrowing in FY25.
Following the resumption of construction,
the fiscal deficit is expected to persevere in
the medium term.

TABLE 2 South Pacific Islands / Macro poverty outlook indicators (annual percent change unless indicated otherwise)

2020 2021e 2022f 2023f 2024f 2025f
Real GDP growth, at constant market prices

Samoa -3.1 -7.1 -6.0 5.0 3.4 3.3
Tonga 0.5 -2.7 -2.0 3.0 2.9 2.6
Vanuatu -5.0 0.6 1.9 3.5 3.6 3.9

Lower middle-income poverty rate ($3.65 in 2017 PPP)a,b

Vanuatu 39.9 41.5 42.5 42.9 42.8 42.3

Sources: World Bank and IMF.
Notes: e = estimate; f = forecast. Financial years for Samoa and Tonga are July-June, for Vanuatu it is January-December. Samoa improved the methodology for GDP calcu-
lation and revised the historical data in March 2022 GDP release. The MPO write-up for Vanuatu does not include the impacts of TC Judy and TC Kevin that passed over the
country in the week of February 27, 2023.
a/ Calculations based on EAPPOV harmonization, using 2019-NSDP.
b/ Projection using neutral distribution (2019) with pass-through = 1 (High) based on GDP per capita in constant LCU.
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