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FISCAL ASSESSMENT 
 
A. Context for Fiscal Policy 

1. As a small island nation, the Cook Islands has been successful in developing the size of 
its economy and the role of the private sector in this. Tourism directly and indirectly generates 
around 70-75% of gross domestic product (GDP), while fishing, agriculture, and financial 
services are also significant income earning activities. Nonetheless, the Cook Islands’ economy 
is reliant on government expenditure (equivalent to almost one third of GDP) particularly for 
capital investment. Government also directly employs around 16% of the workforce.  
 
2. The small, open Cook Islands economy is vulnerable to external shock, be this a natural 
disaster, rising oil price, or a global economic downturn. In recent years the Cook Islands has 
weathered a series of five cyclones in 2005, high oil prices in 2008, and the global economic 
crisis of 2009. Such shocks have placed pressures on government revenues with lowered 
taxation receipts being driven by reduced tourism expenditure and a slowing of business 
activity.  

 
3. The spread of the population—72% are located on the main island of Rarotonga, 11% 
on the next most populous island of Aitutaki, while the other islands each have an average 
population of just 250 persons. Meeting the needs of this disperse population and the growing 
demand for infrastructure services (water, power, transport) from the non-resident population, 
on which the economy is so dependent, places expenditure demands on government.  
 
4. Sound public financial management (PFM) is essential to ensure both expenditures and 
revenues are well managed to enable a sustainable budget balance which does not create an 
undue debt burden, and to underpin the long term growth of the Cook Islands. The Ministry of 
Finance and Economic Management (MFEM) Act 1995-96 requires the Minister of Finance to 
run at least a balanced budget (that is recurrent expenses should be matched by recurrent 
revenue). Government’s fiscal responsibility ratios give a leeway of +2% to -2% of GDP and 
there has been a sound track record in meeting this budget objective.  

 
5. The PFM system is largely a creation of the reform process that the country undertook 
between 1996 and 1998 when government had become insolvent as it was unable to meet its 
debt obligations as they fell due. It was during this time that much of the legislation that is the 
foundation of the current PFM system was developed, including the Ministry of Finance and 
Economic Management Act (1995-96), Income Tax Act (1997), Value Added Tax Act (1997), 
Public Expenditure Review Committee and Audit Act (1995-96), Public Service Commission Act 
(1996), and the Cook Islands Investment Corporation Act (1997-98).  
 
6. These reforms were heavily focused on the fiscal framework and were successful in 
overhauling the financial processes and the credibility of PFM. There have been subsequent 
incremental improvements to PFM with the development of the financial policies and procedures 
manual in 2001 and more recently, the development of a mid-term budgeting framework (which 
projects only aggregate budget totals).  
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B. The Quality of Public Expenditure 

7. In 2011, the government undertook a comprehensive PFM performance report prepared 
according to the Public Expenditure and Financial Accountability (PEFA) methodology.1 This 
found the PFM system is centered on a set of relatively advanced budget and financial 
management rules and structures around a clear legislative framework, and the rules are well-
documented. Compliance with these rules and processes in many areas is high, whilst in others 
limited capacities, particularly in financial management, constrain their ability to implement the 
processes efficiently; the relative sophistication of PFM systems, including the use of accrual 
budgeting and accounting, may mean less than optimal functioning.  
 
8. Oversight and transparency are important, especially given the small population of the 
Cook Islands. The PFM performance report identified improved timeliness in the completion of 
annual accounts as a priority, as well as greater transparency in the procurement process. 
Weak parliamentary oversight of public finance represents a significant break in the 
accountability chain, and the difficutly a non-technical audience has in understanding the public 
accounts make it more difficult for civil society to play this role effectively. The Cook Islands has 
initiated improvements to its procurement process during 2012. A review of procurement in the 
public service was undertaken by two international experts and developed a number of 
recommendations to the Financial Secretary designed to improve the nation’s public 
procurement process. This report was completed in May 2012. MFEM has instituted public 
notification of tender awards through their website.  
 
9. The allocation of public expenditure is guided by the revised fiscal responsibility ratios, 
set as part of subprogram 1. These ratios set ceilings for: (i) overall budget deficit to GDP (2%), 
(ii) personnel expenditure to total revenue ratio (40%), (iii) tax revenue to GDP ratio (25%), (iv) 
gross debt to GDP (35%), and (v) debt servicing to revenue (5%). Targeting the ratios 
demonstrates Government’s fiscal restraint and budgetary control at the broadest levels (see 
para. 13).  

 
10. Operating expenditure is predominately made up of compensation of employees 
(35%), use of goods and services (33%), subsidies (13%), social benefits (11%), and other 
operating expenditure (8%). Social expenditures remain a key government priority. In 
FY2013, 12.3% of budget resources are directed to education, 10.8% to health, 14.5% to 
internal affairs (responsible for social welfare and gender issues), while around 10% is 
spent on outer islands. Grant and aid in-kind support from development partners is 
additional to this being reflected in capital expenditure. The Cook Islands demonstrates 
strong budgetary support for social sector development expenditure.  

 
11. The government has identified ongoing savings totaling $3.4 million in FY2013, 
including savings in personnel and rental costs. Government has allocated sufficient funds 
to meet its legal and contractual commitments from the underwriting of Air New Zealand’s 
flights from Los Angeles and Rarotonga and the legal settlement with Apex Agencies 
Limited (operating as TOA Petroleum) providing a guaranteed minimum earnings before 
interest, tax, depreciation and amortization of NZ$1.2 million per annum. 
 

                                                
1  Okotai, P. Puna, N., Allsworth-Spooner, T., Hutchinson, T., Betley, M., and Moores, G. 2011. Public Financial 

Management Performance Report and Performance Indicators, Rarotonga 
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C. The Quality of the Revenue System 

12. Government revenues and expenditures represent a very large share of total economic 
activity in the country. This implies the government has a relatively small private sector tax base 
that can be taxed to raise additional revenues. Given the limited revenue base, government 
needs to carefully manage domestic revenue raising so as not to constrain the growth of the 
private sector. The Cook Islands has a modern taxation system centered on a progressive 
income tax for individuals, a flat-rate income tax for companies, and a flat-rate (currently 12.5%) 
value-added tax. Tax rates have been kept at reasonable and stable levels and attention has 
been paid to maintaining the simplicity of the system. Over time improvements have been made 
to administration and compliance to raise further the performance of the tax and customs 
system. The most recent notable change was the reintroduction of a withholding tax on interest 
income in September 2011.  
 
13. As a ratio to GDP, development assistance ranges from 5% to 7% of GDP. Grants 
typically provide between 15-23% of government current revenue. Much of this assistance is 
project based and provides limited ability for government to redirect its use. 
 
D. Current Fiscal Position and Outlook 

14. The Cook Islands is subject to the ongoing instability in the global economy. A key 
concern is the impact this will have on tourist arrivals and expenditure. Government has 
operated an expansionary fiscal policy, with the support of development partners, since 
FY2010. The need to maintain domestic economic growth is made more pressing by the threat 
posed by depopulation, which is supported by the ease of movement of people from the Cook 
Islands to New Zealand.2 It is a priority of the government to create an environment conducive 
to private sector growth to mitigate this risk. 

 
15. The fiscal responsibility ratios, set as part of subprogram 1, are used by government as 
a tool to guide budget allocations and in assessing policy proposals (table 1).3 Government 
proactively seeks to remain within ceilings for the ratios: 

(i) The tax revenue to GDP ratio (ceiling 25%) sets the revenue boundary and ensures 
government limits the diversion of resources away from the private sector. 

(ii) The personnel to GDP ratio (ceiling 40%) is aimed at controlling the expansion in the 
size of the public service as the largest expenditure item of government. 

(iii) Net debt to GDP (ceiling 35%) measures the level of debt relative to national income 
and is intended to control the overall level of debt taken on by government. 

(iv) Debt servicing to total revenue (ceiling 5%) measures the ability of government to 
service its debt obligations from revenue collected. Debt servicing includes both 
interest and principal payments. 

(v) Overall budget deficit to GDP (maintained within +/-2%). Where the budget overall 
balance is in deficit, it must be serviced through lending or payment through reserve 
funds. The benchmark is set to be to ensure that government does not accumulate 
debt too quickly, and taken together with the debt servicing to total revenue and net 
debt to GDP ratios ensures that debt is managed and taken on within sustainable 
levels. 

 
                                                
2  Cook Islanders hold New Zealand passports and have right of access to the New Zealand labor market as well as 

to New Zealand’s social services, including social welfare.  
3 Cabinet adopted the current fiscal responsibility ratios in December 2009. These updated the similar (but expired) 

ratios Cook Islands had committed to meeting under the 1998 Manila Agreement.  
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16. The FY2013 budget was prepared in the context of a tightening fiscal setting. This 
position has been driven by weakened tax revenue forecasts reflecting lowered value added tax 
collection. The ability of government to restrain expenditure in light of reduced revenues is 
constrained by factors including prior commitments to invest significantly into growing the 
tourism industry through airline underwrites and marketing funds. In  
 
17. As a result of the lowered revenue forecasts, performance against the fiscal 
responsibility ratios in FY2013 is projected to be weaker than was expected in the December 
2011 budget policy statement. While initially expecting to meet all ratios (bar the personnel 
expenditure ratio) in FY2012-FY2015, government now also expects to marginally exceed the 
budget deficit to GDP ceiling in the short term (table 1). Government’s active decision to 
reduce personnel numbers by 2% will bring the personnel ratio back within the ceiling by 
FY2015, about a year later than initially forecast. The delay in meeting this ratio is being 
driven by the lower revenue forecast; table 2 demonstrates the strength of government 
efforts to hold salary expenditure.  
 

Table 1: Fiscal Responsibility Ratios 
 

Ratio (benchmark/ceiling) FY2010 FY2011 FY2012(e) FY2013(f) FY2014(f) FY2015(f) 
Tax revenue to GDP (25%) 26.6 25.1 24 24 23 23 
Personnel expenditure to 
revenue (40%) 

40.3 41.1 43 43 41 39 

Budget overall balance to GDP 
(+/-2%) 

(1.8) (1.4) (2.2) (2.3) (1.6) (5.7)a 

Net debt to GDP (35%)  16 15 24 18b 17 15 
Debt servicing to revenue (5%)a 4.0 1.8 1.8 3.1 4.6 4.6 
e = estimate, f = forecast, FY = fiscal year, GDP = gross domestic product. 
a Lack of clarity as to the likely level of grant receipts in FY2015 makes this forecast inaccurate. 
b The significant reduction since the time of the FY2012 Budget is due to a revaluation of debt based on favorable 

exchange movements. 
Source: Government of Cook Islands. 2011. 2012/2013 Budget Policy Statement and 2011/2012 Half Year Economic 
and Fiscal Update. Rarotonga. Government of Cook Islands. 2012. Budget Estimates 2012/2013 Book 1  
 

Table 2: Budget Aggregates, NZ$’000 
 

 
FY2012(e) FY2013(f) FY2014(f) FY2015(f) 

Revenue 153,680 158,214 158,320 143,914 
Taxes 88,890 91,922 94,032 96,827 
Social Contribution 75 75 75 75 
Grants 44,932 47,498 43,879 26,251 
Other Revenue 19,783 18,719 20,334 20,760 
     Expenditure 128,906 131,452 127,787 127,250 
Compensation of employees 46,944 46,674 46,056 46,081 
Goods and services 44,024  43,251  37,537  36,190  
Social benefits 13,495 14,066 14,443 14,433 
Subsidies 14,894 16,827 17,143 16,026 
Depreciation 5,753 6,963 8,899 10,900 
Interest  969 993 938 839 
Other expense 2,823 2,677 2,770 2,770 
     Net operating balance 24,774 26,762 30,533 16,664 

… = not available; e = estimate, f = forecast, FY = fiscal year. 
Source: Government of Cook Islands. 2012. Budget Estimates 2012/2013 Book 1. 
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18. The FY2013 Budget presents a comprehensive medium term budgeting framework 
which covers a three year planning horizon (FY2013 to FY2015) and outlines all items of 
revenue and expenditure in this three year context (table 2). In contrast to previous years, the 
FY2013 Budget presents revenue and expenditure in a manner consistent with the standards 
set out in the IMF Government Financial Statistics Manual 2001 (GFS Framework). A detailed 
three year capital expenditure plan is also presented which recognizes the proposed Economic 
Recovery Support Program loan as a funding source. 
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