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COOK ISLANDS—MACROECONOMIC ASSESSMENT SUMMARY1 

 
1. Economic growth has been sustained and prices remained stable in recent years. 
Following a period of fluctuation—with growth ranging from –2.7% to 4.0%—in FY2010–2013, 
the Cook Islands’ economy grew by 4.5% in FY2014 largely due to improved performance from 
tourism-related services sectors. This expansion accelerated to 4.8% in FY2015, boosted by 
public infrastructure construction.2 Prices have been stable, with inflation averaging 1.9% per 
annum between FY2010 to FY2014. Inflation accelerated to 3.0% in FY2015, but this was 
driven by higher alcohol and tobacco duties introduced in the national budget.  
 
2. Tourism earnings drive current account surpluses. Imports of goods are generally 
driven by visitor arrivals and account for the large merchandise trade deficit equivalent to 31.5% 
of GDP in FY2015. Exports of goods, mainly of fish products, grew significantly in FY2014 but 
declined by 17.9% in FY2015 due to lower international prices. However, pearl exports appear 
to be recovering, increasing by 48.3% in FY2015 after years of decline. Substantial services 
trade surpluses arising from tourism flows more than offset the shortfall from merchandise trade, 
resulting in current account balances for the Cook Islands. The current account balance for 
FY2015 was equivalent to an estimated 26.8% of GDP. 
 
3. Expansionary fiscal policy has supported growth through infrastructure 
investments. Given the makeup of the economy and the adoption of the New Zealand dollar as 
its currency, fiscal policy is the main lever for growth and development in the Cook Islands. The 
Cook Islands government incurred fiscal deficits that were, on average, the equivalent of 1.9% 
of GDP between FY2010 and FY2015. Fiscal consolidation over FY2010 to FY2013 was 
reversed by an expansionary approach initiated in FY2014. Tax revenues have remained 
reasonably strong despite the weakness of the economy, largely due to improved tax 
administration and compliance, particularly in the collections of value-added and personal 
income taxes. Corporate tax collections have remained low. Government expenditure remains 
high, and capital expenditure has risen from the equivalent of 2.4% of GDP in FY2010 to 11.2% 
in FY2015. Capital expenditure is generally funded by external grants or borrowings. 
 
4. External debt is rising but remains at a sustainable level. To finance fiscal deficits, 
the external debt stock has increased from the equivalent of 12.8% of GDP in FY2012 to 21.7% 
in FY2015. This was estimated to have risen even further, to 24.8% of GDP, in FY2016. 
However, external debt remains well within the government’s threshold of 35% of GDP. The 
Cook Islands holds funds in reserve for debt service, which stood at the equivalent of 4.0% of 
GDP in FY2015. This reserve also includes prepayments by public enterprises of external 
borrowings on-lent by the government.  
 
5. A debt sustainability analysis (DSA) undertaken by ADB in 2015 finds the Cook 
Islands is at low risk of external debt distress. The DSA, which was based on the World 
Bank and International Monetary Fund template and guidelines, assumes long run growth of 
2.0%, declining fiscal deficits from 0.5% to 0.1%, and inflation at 2.0% over the long term. If 
reforms that improve the business environment are not undertaken, the medium-long term 
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  The Cook Islands is not a member of the International Monetary Fund nor the World Bank Group. This 

assessment replaces the International Monetary Fund assessment letter that is normally required for all 
policy-based operations. 

2
  Updated official figures have caused historical growth estimates to differ significantly from those 
reported in previous ADB publications and documents. 
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forecast growth may not be realized. The DSA also assumes that the government will hold 
insurance coverage over its assets and catastrophe insurance for the economy. 
 
6. Stable economic performance is expected in FY2017. The Cook Islands economy is 
seen to continue growing in the near term, albeit at a slightly slower pace. From an estimated 
growth rate of 4.2% in FY2016, the economy is projected to grow by 4.0% in FY2017 on the 
back of the tourism sector, as well as public and private investments. Inflation is seen to 
accelerate from 0.7% in FY2016 to 2.0% in FY2017, tracking expected international food and 
fuel price movements. Tourism earnings are seen to increase the current account surplus from 
the equivalent of 37.3% of GDP in FY2016 to 41.3% in FY2017. 
 
7. There is a need to ensure the sustainability and diversity of future economic 
growth. Although net debt is currently at a comfortable level, its recent rapid increase reduces 
the fiscal space for government investment, which is seen to remain a major driver of economic 
growth in the Cook Islands. To maintain adequate fiscal space for these essential investments, 
the government should seek more funding of its capital investment through non-debt creating 
financing where possible. Relying on the public sector alone to drive investment is not 
sustainable and poses considerable fiscal risks. Increased private sector investment is key to 
ensuring sustainable long-term growth. It is encouraging that private construction activity is 
expected to grow in response to demand for more and higher-quality tourist accommodation. 
Structural impediments must be addressed to promote private sector investment. 
 
8. Another considerable risk to economic outlook is the possible impact of 
disasters. The Cook Islands is vulnerable to disasters, specifically cyclones and tsunamis. The 
government has implemented several measures to reduce the fiscal impact of natural disasters, 
including catastrophe insurance and disaster management reserves. To further mitigate 
disaster-related risk, the government should continue to build up its disaster readiness and 
resilience, and explore financial options to support its cash position in the event of a disaster. 
 
9. Slowing economic growth in major trading partners also pose significant risks, 
especially to tourism. Economic slowdown in major trading partners, particularly New Zealand 
and Australia, could slow down tourism arrivals, and cause worsening terms of trade and higher 
prices in the Cook Islands. Apart from its direct trading partners, the country is also vulnerable 
to adverse economic developments in the People’s Republic of China, which has close trade 
links with New Zealand and Australia through their agriculture and commodity sectors. The 
county is also vulnerable to shocks from higher global food and fuel prices, which would result in 
steep increases in inflation and higher trade deficits. Although global commodity prices continue 
to decline, depreciation of the New Zealand dollar can also raise prices of imported goods. 
 
10. Adequate fiscal buffers help mitigate risks in an economy where the public sector 
plays a central role. While the government has accumulated fiscal buffers, it is essential that it 
controls the quantum and direction of fiscal expansion to ensure that fiscal stability is 
maintained. This would help maintain some fiscal space for public investment, as well as ensure 
adequate responsiveness to external risks from global economic downturns and the impact of 
disasters.  The government should thus continue to remain within the acceptable range of its 
financial ratios, particularly its debt target. In addition, some cash has been held as disaster 
management reserves and these should be ring-fenced for these risks. 
 
11. There is a need to carefully sequence reforms to address structural impediments 
to growth, while maintaining fiscal sustainability and considering social issues. The focal 
areas for reform have been clearly elaborated in the Public Expenditure and Financial 
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Accountability (PEFA) assessment3 and the Private Sector Assessment.4 The PEFA 
assessment prescribes a comprehensive set of recommended policy reforms across a range of 
policy spheres, including the land tenure system, public service, state-owned enterprises, 
welfare, banking, labor market regulation and immigration. Many of these reforms are culturally 
and socially sensitive, so should be resolved in a socially inclusive manner. Without these 
fundamental reforms, particularly on the land tenure system, economic growth is bound to 
remain low. This comes at a considerable cost to the Cook Islands’ economy and its people 
through low job creation and insufficient tax revenue to achieve and maintain the desired level 
of public services, including welfare support. 
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