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MACROECONOMIC ASSESSMENT1 
 

A. BACKGROUND 

1. The Cook Islands is not a member of the International Monetary Fund (IMF) or World 
Bank Group. As such, the IMF letter usually accompanying an Asian Development Bank (ADB) 
policy-based loan is unavailable. This document provides a detailed macroeconomic 
assessment of the Cook Islands and has been undertaken as a substitute for the IMF 
assessment.  
 
2. The Cook Islands comprises 15 widely-dispersed islands in the South Pacific Ocean 
between French Polynesia and Fiji. The total land area of the country is 240 km2, while the Cook 
Islands' exclusive economic zone covers a maritime area of nearly 2 million km2. The country is 
broadly divided into the southern and northern groups. The southern group possesses about 
90% of the total land area of the Cook Islands and includes the island of Rarotonga where the 
national capital is located. The total population of the Cook Islands is estimated at 26,000, of 
whom two thirds are on Rarotonga, with about 40% of these being Cook Islands’ residents and 
the remainder visitors and tourists.2 Holding New Zealand passports, Cook Islanders are a 
mobile population - more than 50,000 Cook Islanders reside in New Zealand and a further 
estimated 15,000 in Australia.  
 
3. The economy is narrowly based and highly vulnerable to external forces. Tourism 
generates receipts equivalent to about 70% of gross domestic product (GDP), contributing 
significantly to industries including retail trade, agriculture and construction. The four leading 
income earning activities for the Cook Islands are tourism, fishing, agriculture and financial 
services (the Cook Islands has a sizeable offshore finance sector).  
 
B. KEY ISSUES 

1. Growth Performance 

4. The Cook Islands economy achieved six consecutive years of growth to 2004 (averaging 
6.1% annually) as it maintained a steady recovery from the economic crisis of the mid-1990s. 
Economic reforms adopted in response to the crisis, with the support of ADB, addressed the 
root causes—an expanding public sector, a limited private sector resource base, and a rapidly 
increasing debt burden.3 The reforms provided the catalyst for growth and provided the 
foundation for robust expansion in private-sector activity.  
 
5. The growth dividend generated by this reform had evaporated by 2005. Minimal 
infrastructure investment (in part influenced by the ongoing need to bring debt back under 
control), the impact of several cyclones (in 2005 and 2010), lack of skilled professionals due to 
outmigration, high inflation (particularly in 2008 and 2009 where inflation was over 6.5% 
following the surge in food and fuel prices), and the global economic crisis (which saw a 
significant drop in revenues from tourism in 2009), underlay a period of weak performance, 
culminating in economic contraction in 2008 and 2009. Raised government expenditure, 
                                                           
1  Fiscal issues (revenue system quality, fiscal stance, quality of public financial management and public expenditure) 
are discussed in detail in Linked Document: Fiscal Assessment and are not replicated in this linked document.  
2  Government of the Cook Islands. 2011. 2012/2013 Budget Policy Statement and 2011/2012 Half Year Economic 

and Fiscal Update. Rarotonga. 
3  ADB. 1996. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 

Technical Assistance Grant to the Cook Islands for the Economic Restructuring Program. Manila (L1466-COO).  
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particularly for capital investment, supported a small expansion in 2010. The strong growth 
experienced in FY2011 was largely on the back of a stronger than expected rebound in visitor 
arrivals, a cyclical increase in exports of fish and continued raised government expenditure 
(Figure 1).  
 
Figure 1: GDP growtha  

%, annual 

 
e = estimate, f = forecast, GDP = gross domestic product, p = preliminary 
a The statistics office presents national account data (including GDP growth) on a calender year basis. Thus data 

2006-2010 is for calender years, while 2011 and subsequent data are from Budget documents which present 
fiscal year data.   

Sources: National Statistics Office. National Accounts. Ministry of Finance and Economic Management. 2012. Budget 
Estimates 2012/13. 
 

6. The macroeconomic outlook is positive (see table).5 Government have been cautious 
with their growth projections on the basis of the risk to the tourism industry of uncertainty in the 
world economy. Continued tourism growth and the commencement of large infrastructure works 
(roads, water and energy) should be able to support a higher growth path beyond FY2013.  
7.  

Economic Outlook, FY2012–FY2015 
 

Item FY2012 (e) FY2013 (f) FY2014 (f) FY2015 (f) 
Real GDP (% change) a 3.4 2.0 1.0 0.5 
Inflation (%) 3.0 3.0 3.0 3.0 
Budget deficit (% of GDP) 2.2 2.3 1.6 5.7 
Personnel costs (% of total revenue) 43.1 43.1 41.2 39.1 
Net debt (% of GDP) 12.7 18.3 16.8 15.5 
Nominal GDP (NZ$ million) 369.8 388.3 403.8 417.9 

(e) = estimate, (f) = forecast, FY = fiscal year, GDP = gross domestic product. 
a This presents the government’s forecast of GDP as at June 2012. The Asian Development Bank considers out-

year forecasts to be conservative, with rates of more than 3% considered more likely. See Macroeconomic 
Assessment (accessible from the list of linked documents) for additional analysis.  

Source: Government of the Cook Islands. 2012. Budget Estimates 2012/2013 Book 1 Appropriation Bill, 
Appropriations and Commentary. Rarotonga (June).  

                                                           
5  ADB’s analysis is backed by the December 2011 Standard & Poor’s assessment which gave a stable outlook 

reflecting “the stabilization in the political and institutional settings under the new government and the sound 
performance and outlook for the key tourism sector”. 
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8. Buget support under subprogram 1, received late in FY2010, enabled capital 
expenditure to exceed that in FY2009, despite the otherwise fiscally constrained environment. 
Significant planned borrowings for the water sector, scheduled for FY2011 were delayed, 
reducing the actual level of capital expenditure. Expenditure in FY2010 and FY2011 largely 
comprised small construction and maintance projects across education, health, infrastructure, 
outer islands (harbors, jetties and emergency shelters), and police. These provided important 
stimulus to local businesses and supported local employment. The FY2012 expenditure 
includes some significant road upgrading contracts post-November 2011. Development 
assistance plays a significant role in funding infrastructure investments, particularly for the outer 
islands. As a ratio to GDP, foreign aid is relatively high and between FY2010 and FY2012, it 
ranged from 9% to 12% of GDP. 
 
9. The underlying problems of a narrow economic base, high level of migration, relatively 
low capital investment, and an inefficient public sector remain. The public service, for example, 
now totals around 16.0% of the workforce (compared to 15.5% in 1996, i.e. prior to the reform), 
and a 2009 assessment found segmented management, accountability, and performance 
structures have developed.7 
 

2. The Monetary Sector 

10. The Cook Islands has no independent monetary authority or policy as it utilizes the New 
Zealand dollar as its currency. As a result, monetary sector challenges are characterized by 
credit and liquidity problems rather than balance of payments or foreign exchange ones. There 
are no balance of payments estimates. The government eliminated tariffs on most products from 
1 July 2006, as part of its commitments under the Pacific Island Countries Trade Agreement to 
remove most tariffs by 2013.9 However, protective tariffs were retained, especially on a number 
of agricultural products.  
 
11. The Cook Islands relies heavily on imported items with few exports. Given the low 
volume of exports there can be significant year-on-year fluctuations. The latest data (September 
2010) showed that exports in FY2009 decreased 25% on FY2008 levels due to a 64% reduction 
in the exports of fish while imports increased by 36.3% over the same period. This led to the 
further deterioration of the trade deficit by 38% during this period.  
 

3. Financial Sector Policies 

12. There are three commercial banks operating in the Cook Islands. Two branches of major 
Australian banks, Westpac and Australia and New Zealand Banking Group Limited, account for 
over 90% of loans (Westpac is by far the largest). The third bank is the state-owned Bank of 
Cook Islands (BCI). Banking soundness is enhanced by having the two foreign branches 
prudentially supervised by the Australian Prudential Regulatory Authority and also by the Cook 
Islands’ Financial Supervisory Commission, which also supervises the BCI. Banks, including 
foreign branches, must be licensed by the Financial Supervisory Commission to operate in the 
Cook Islands to ensure prudential soundness in accordance with the Basel core principles on 

                                                           
7  ADB. 2008. Technical Assistance to the Government of Cook Islands on Public Sector Review and Improvement. 

Manila 
9  The Pacific Island Countries Trade Agreement is a free trade agreement among the island members of the Pacific 

Islands Forum, which will gradually, over the next 10 years, lead to the establishment of a free trade area. Those 
who have ratified the agreement are obliged to remove barriers to trade in regard to other members - primarily 
through the reduction of tariffs to zero on substantially all of the products traded among members.  
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banking supervision. The number of licenses is not fixed, and entry to banking is open to any 
applicant meeting the prudential requirements. 
 
13. Commercial bank lending provides a key source of funding for private investment, 
complementing high levels of foreign investment. Business lending has been concentrated 
towards personal services and hotels and motels. However commercial lending peaked in the 
June quarter of 2009 and has shown a decline in each subsequent quarter being 7% below the 
peak by the June quarter 2011.10 Over this period money supply (both M1 and M3) has 
expanded. The BCI’s small market share means it is unlikely to be providing noticeable 
competitive pressures for the two major banks and all three banks have an interest rate spread 
of around 9% which has proved to be fairly constant in the past four years.  
 
C. PUBLIC DEBT 

1. Projected Debt Levels 11 

14. Government debt had reached extraordinarily high levels over the 1990s (peaking at 
140% of GDP) due to poor management of the government’s involvement in commercial 
activities and high budget deficits. A debt restructuring facilitated by the ADB, known as the 
Manila Agreement, cut debt by around half. Subsequent budget surpluses, the appreciation of 
the NZ dollar and a further write down in the debt in 2004 and in 2006 reduced gross general 
government debt to a low of 16.2% of GDP in FY2008.  
 
15. In FY2009, the Ministry of Finance and Economic Management (MFEM) removed the 
then existing restriction on borrowing in order to finance much needed infrastructure 
developments. Subsequent borrowing raised gross government debt to 31.9% of GDP in 
FY2011, still at an acceptable level. Favorable exchange rate movement has resulted in the 
expected reduction of the gross debt level in FY2012 to 28.7%. Total gross debt is projected to 
be $90.4 million by end of FY2012. At current debt level and exchange rate, government will 
stay within the total debt servicing as a share of total revenue benchmark of 5% even when the 
grace periods from ADB loans expire. 
 
16. An ADB assessment of the Cook Island’s debt situation in 2009 using the IMF and World 
Bank’s Debt Sustainability Framework for middle-income countries found that debt is projected 
to remain at levels well below sustainable thresholds. An updated assessment undertaken in 
2012 to inform the preparation of subprogram 2 found that the 2009 conclusion still holds. 12 The 
updated assessment shows the present value of public sector debt to GDP ratio will peak at 
about 34% in 2027 (well below the standard 50% ceiling used in debt sustainability 
assessments), and is then expected to decline thereafter. Only under extreme shock scenarios 
would a 35% threshold be breached. Similarly, other solvency indicators such as present value 
of debt to exports, and revenue, show Cook Islands debt being well under the relevant 
thresholds. Liquidity indicators such as debt service to exports and revenue peak in 2032 at 
around 3.1% and 7.5% respectively—again, well below the relevant sustainability thresholds. 

                                                           
10  The decline in public sector commercial borrowing follows a similar pattern.  
11  Net debt is typically used in MFEM documentation. This is arrived at by offsetting the substantial cash reserves 

held by Government against the level of gross debt, similarly measures of net debt servicing ratios offset the 
drawdown from these reserves to repay debt. However, this approach does not reflect the alternate uses of 
government reserves. In the debt analysis presented in this section gross debt data is utilized. 

12  The updated DSA assumes that the economy will maintain its long-run growth rate of 3-3.2% over the forecast 
period. Recovery of economic growth to its long-run average and a commitment to prudent debt management 
will be very important to avoid any possibility of debt distress. 
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2. Options for Funding Debt 

17. A potential option for funding further debt and maintaining fiscal sustainability would be 
to allocate more responsibility for infrastructure to the private sector or well managed state 
owned enterprises (a path already being sued in the Cook Islands). This would minimize 
demands on the budget, and has the potential to also minimize the cost of provision. Costs are 
minimized because out-sourcing allows competitive pressures in infrastructure provision to be 
maximized. However, not all infrastructure provision can be outsourced and some would still 
require budget funding. This can met either through identifying new revenue sources (including 
grant financing) or by reducing non-capital budget expenditures. 
 
18. User charges for infrastructure services would help align infrastructure provision to client 
needs and provide a secure source of funding for operating, maintenance and rehabilitation 
costs. Cabinet acceptance of user charges for water and sanitation services is a positive step.  
 
D. OUTLOOK AND RISKS 

19. Raised public sector efficiency is needed to support stronger growth. Implementation of 
public sector reforms could provide benefits through strengthened alignment of organizational 
structures to national development objectives and legal mandates, improved rate of returns from 
state owned enterprises, providing for administrative savings, and facilitate increased 
opportunities for private sector activity. The size of the public sector is an issue requiring 
government consideration. 
 
20. Tourism is likely to remain the driver of economic growth, concentrated on Rarotonga 
and Aitutaki. The capacity of this industry to continue to grow will depend largely on its capacity 
to remain internationally competitive. Competition for tourists from the major markets of 
Australia and New Zealand has increased, including from within the region – Fiji, Samoa, and 
Vanuatu, which are more competitive because of lower wages, have also stepped up their 
marketing efforts. Cost pressures therefore need to be contained as much as possible to retain 
international competitiveness. Competitiveness could be enhanced by removal of the remaining 
protective import tariffs, which are also acting to lock scarce local labor and capital into areas of 
the economy with low productivity and questionable long-term prospects, and continuing with 
public infrastructure development to alleviate increasing pressure on existing facilities.  
 
21. Cook Island’s narrow economic base makes it vulnerable to external shocks. The 
economy is particularly vulnerable to natural disasters, as demonstrated by the substantial 
damage to housing and public infrastructure caused by a series of cyclones in 2005 and in 
2010. Domestically generated threats to economic growth include environmental damage, 
infrastructure constraints, weak policy, limited planning and project preparation capacity, and an 
emerging labor shortage. Indeed, population loss remains a concern to the Cook Islands and is 
an economic risk. The outer islands are experiencing a steady decline and comprise only 
around 15% of the population.  
 
22. Labor shortages, particularly in the tourism sector, are being addressed through the 
employment of foreign workers, particularly from Fiji. Foreign workers are estimated to account 
for around 10% (2011 estimates) of the resident population. Adult education and further 
improvements in educational standards have the potential to lift labor productivity and underpin 
a move to higher-valued activities (e.g., in tourism), as well as helping to keep residents in the 
Cook Islands so they are available to meet the needs of the labor market. Education is 
particularly important to support the mobility of outer islanders. 
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