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GOVERNMENT OF THE COOK ISLANDS 
OFFICE OF THE MINISTER OF FINANCE 

 

 

P.O. Box 3246 Rarotonga, Cook Islands 
Telephone: (+682) 24-875; Facsimile: (+682) 24-178 
 
Monday, 10th June 2019 

 

STATEMENT OF RESPONSIBILITY 
I have read the FiƴŀƴŎƛŀƭ {ŜŎǊŜǘŀǊȅΩǎ {ǘŀǘŜƳŜƴǘ ƻŦ wŜǎǇƻƴǎƛōƛƭƛǘȅ ŀƴŘ ŎƻƴŎǳǊ ǿƛǘƘ ƘƛƳ ǊŜƎŀǊŘƛƴƎ ǘƘŜ 
preparation of the Budget Appropriation 2019/20.  

The economic and fiscal information included in the Budget is based on the best professional 
judgement that we have at this time.   

I accept the overall responsibility for the integrity of the Budget Appropriation 2019/20 and the 
compliance with the Ministry of Finance and Economic Management Act 1995/96. 

 

 

 

 

Honourable Mark Brown 
Minister of Finance 
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MINISTRY OF FINANCE AND ECONOMIC MANAGEMENT 
GOVERNMENT OF THE COOK ISLANDS 

 
 
PO Box 120, Rarotonga, Cook Islands 
Phone (+682) 22878 or 22879 Fax (+682) 29467 
E-mail:  garth.henderson@cookislands.gov.ck 
 

Monday, 10th June 2019 

 

STATEMENT OF RESPONSIBILITY 
 

The Budget Appropriation 2019/20 has been produced in accordance with the Ministry of Finance and 
Economic Management Act 1995/96 (the Act).   

The 2019/20 Budget process involved the annual publication of the Budget Policy Statement in 
December 2018 which was available on the mfem.gov.ck website, and the establishment of the 
Budget Support Group which was commissioned to review agency budget proposals prior to Cabinet 
consideration and approval. 

In compliance with Section 24 (1) of the Act, the Ministry of Finance and Economic Management 
provided Cabinet with the: 

¶ estimated revenue of the Crown; 

¶ ŘŜǘŀƛƭǎ ƻŦ ŜŀŎƘ DƻǾŜǊƴƳŜƴǘ 5ŜǇŀǊǘƳŜƴǘΩǎ ōƛŘ ŦƻǊ ŦǳƴŘǎΤ ŀƴŘ 

¶ /ǊƻǿƴΩǎ ŘŜōǘ ƳŀƴŀƎŜƳŜƴǘ ǊŜǎǇƻƴǎƛbilities. 

Cabinet, as required under Section 24 (2) of the Act, returned to the Ministry a fiscally responsible 
budget in accordance with the principles outlined in the Act. 

The information in the supporting documentation is comprehensive, going well beyond the 
requirements of the Act, and includes a Statement of Fiscal Responsibility that clearly sets out the 
position in terms of fiscal responsibility as required in section 23 (2) (a) of the Act. 

It should be noted that financial information relating to national public finances is consistent with the 
standards outlined in the International Monetary Fund (IMF) 2001 manual on Government Finance 
Statistics. 

As Financial Secretary, I accept full responsibility for the integrity of the information provided. 

 

Kia Manuia, 

 

Garth Henderson 
Financial Secretary 



 

3 

 

PARLIAMENT OF THE COOK ISLANDS  
 

APPROPRIATION BILL 
 

EXPLANATORY NOTE 
 

This note does not form part of the Bill but is intended to indicate its effect. 

The Constitution of the Cook Islands provides in ArticlŜ тлόмύ ǘƘŀǘ άΧ ŀƭƭ ŜȄǇŜƴŘƛǘǳǊŜ ŦǊƻƳ ǘƘŜ /ƻƻƪ 
Islands Government Account or from any other public fund or account, shall be in accordance with an 
!ǇǇǊƻǇǊƛŀǘƛƻƴ !ŎǘΧέ 

 

Clause 1 provides that, on enactment, the Bill will be called the Appropriation Act 2019. 

Clause 2 is the application provision, which specifies the financial year to which the Bill relates. 
In this case it is the financial year ending 30th June 2020. 

Clause 3 authorises expenditure out of the Cook Islands Government Account of the amounts 
not exceeding those set out in the Schedules to the Bill, for the several votes specified 
therein. 

Subsection 5 limits any expenditure which may be charged to the 2019/20 
appropriation to actual expenditure incurred in the period 1 July 2019 to 30 June 
2020.  

 Subsections 6-7 limits any expenditure which may be charged to the 2018/19 
appropriation to actual expenditure incurred up to 30 June 2019. 

 Subsection 8 limits any expenditure which may be charged to appropriations from 

years prior to 2018/19 to actual expenditure incurred up to 30 June 2019. 

Note:   Budget Books numbered 1 and 2 will be available with the Bill.  The breakdown of 
items and amounts, to justify the figures in the Bill, are presented in those Books. 

 

_________________ 
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Hon. Mark Brown 
 

Appropriation Bill 2019 
Contents 
1 Title 4 

2 Application 4 

3 Grant and appropriation out of the Cook Islands Government Account 4 

 
Schedule 1 Agency Budget Appropriations 

Schedule 2 Payments on Behalf of Crown (POBOC) 

Schedule 3 Cook Islands Capital Spending  

Schedule 4 Official Development Assistance 

Schedule 5a Other Expenses and Financing Transactions 

Schedule 5b Loan Repayment Fund (LRF) Appropriations 

Summary 

 
An Act to appropriate certain sums of money out of the Cook Islands Government Account to the 
services of the year ending on the thirtieth day of June 2020 and to appropriate the supplies granted 
in this period 

MOST GRACIOUS SOVEREIGN:  ²ŜΣ ¸ƻǳǊ aŀƧŜǎǘȅΩǎ Ƴƻǎǘ ŘǳǘƛŦǳƭ ŀƴŘ ƭƻȅŀƭ ǎǳōƧŜŎǘǎΣ ǘƘŜ tŀǊƭƛŀƳŜƴǘ ƻŦ 
the Cook Islands, towards making good the supply which we have cheerfully granted to Your Majesty 
in this year, have resolved to grant Your Majesty the sum specified in this Act and humbly ask Your 
Majesty to assent to the sum.  And the Parliament of the Cook Islands enacts as followsτ 

1 Title 

This Act is the Appropriation Act 2019.  

2 Application 

This Act applies to the year ending on the thirtieth day of June 2020 όάǘƘŜ ȅŜŀǊέύΦ 

3 Grant and appropriation out of the Cook Islands Government Account 

(1) The Minister responsible for Finance may authorise the incurrence of expenses or expenditure 
and may issue and apply out of the Cook Islands Government Account, towards making good 
the supplies granted to Her Majesty for the services of the year, any sums which in total do 
not exceed the sum of $276,240,536. 

(2) Subject to subsection (3) the sums authorised to be supplied are appropriated for the services 
set out in the votes specified in the Schedules to this Act. 

(3) The votes identified in Schedule 4 to this Act as being funded through loans from financing 
partners or from grants by development partners are further limited to the lesser of the votes 
specified in those Schedules and the loan proceeds or grants received for the purpose of 
financing the expense or expenditure in relation to those votes. 

(4) Notwithstanding Section 37 of the Ministry of Finance and Economic Management Act 1995-
96, the appropriations made under this Act will lapse on 30 June 2020. 
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(5) Payments that may be charged against any appropriation made by this Act after 30 June 2020 
are limited toτ 

(a) self-balancing journal entries to correct posting errors during the year ended 30 June 
2020; or 

(b) expenses incurred or payments due during the year ended 30 June 2019 for which a 
valid invoice was submitted before 30 June 2019, but for which a payment or payments 
to extinguish that liability in relation to that invoice had not been made by 30 June 
2020. 

(6) The appropriations made in the Appropriation Act 2018 will lapse on 30 June 2019. 

(7) Payments that may be charged after 30 June 2019 against any appropriation that lapses under 
the provisions of subsection (6) are limited toτ 

(a) self-balancing journal entries to correct  posting errors during the year ended 30 June 
2019; or 

(b) Expenses incurred or payments due during the year ended 30 June 2019 for which a 
valid invoice was submitted before 30 June 2019, but for which a payment or payments 
to extinguish the liability in relation to that invoice had not been made by 30 June 2019. 

(8) Where in the period ended 30 June 2019, the Financial Secretary appointed under section 4 
of the Ministry of Finance and Economic Management Act 1995-96 had directed that an 
unexpended appropriation from an Appropriation Act for a previous year be available for 
expenditure in the year ended 30 June 2019, those appropriations will also lapse on 30 June 
2019. 

(9) Payments that may be charged after 30 June 2019 against any appropriation that lapses under 
the provisions of subsection (8) are limited toτ 

(a) self-balancing journal entries to correct  posting errors during the year ended 30 June 
2019; or 

(b) expenses incurred or payments due during the year ended 30 June 2019 for which a 
valid invoice was submitted before 30 June 2019, but for which a payment or payments 
to extinguish the liability in relation to that invoice had not been made by 30 June 2019. 



Appropriation Bill 2019 

6 

Schedule 1 
Agency Budget Appropriations 

Agency Personnel Operating 
Administered 

Payments 
Depreciation 

Gross Current 

Appropriation 

Trading 

Revenue 

Net Current 

Appropriation 

Agriculture 1,006,072  315,509  0  22,181  1,343,762  90,535  1,253,227  

Audit (PERCA)  993,854  114,300  0  21,000  1,129,154  60,700  1,068,454  

Crown Law  769,756  181,319  300,000  6,000  1,257,075  0  1,257,075  

Cultural Development  740,850  164,502  977,500  93,655  1,976,507  150,000  1,826,507  

Business Trade and Investment Board  432,796  344,866  0  4,500  782,162  28,000  754,162  

Education  11,366,964  3,275,358  4,612,289  641,000  19,895,611  0  19,895,611  

Environment 971,843  351,952  332,241  30,381  1,686,417  35,000  1,651,417  

Finance and Economic Management 5,024,219  926,483  14,914,371  358,344  21,223,417  954,341  20,269,076  

Financial Services Development Authority 242,797  277,906  0  9,868  530,571  0  530,571  

Foreign Affairs 1,815,692  868,103  15,000  77,726  2,776,521  28,000  2,748,521  

Head Of State 162,503  43,603  36,000  8,057  250,163  0  250,163  

Health 11,643,618  2,842,444  2,146,870  886,614  17,519,546  350,000  17,169,546  

Infrastructure Cook Islands 2,399,009  444,564  3,200,000  241,596  6,285,169  300,000  5,985,169  

Internal Affairs 1,195,725  277,199  2,978,309  20,113  4,471,346  6,000  4,465,346  

of which: Welfare Payments - Allowances     1,291,309          

Justice 1,930,495  377,805  460,000  87,463  2,855,763  550,000  2,305,763  

Corrective Services 1,105,842  190,115  0  43,984  1,339,941  100,000  1,239,941  

Marine Resources 1,231,685  745,933  300,000  95,000  2,372,618  28,000  2,344,618  

Ombudsman 256,350  68,226  0  5,822  330,398  0  330,398  

Parliamentary Services 557,267  71,835  110,000  19,579  758,681  0  758,681  

Police 3,518,527  541,724  305,000  1,009,948  5,375,199  201,783  5,173,416  

Prime Minister's Office 1,393,400  396,447  873,000  59,039  2,721,886  0  2,721,886  

Public Service Commission 375,149  285,616  1,741,645  21,200  2,423,610  0  2,423,610  

Tourism Corporation 1,918,191  2,398,471  4,922,000  36,000  9,274,662  150,000  9,124,662  

Transport 899,951  208,034  0  52,247  1,160,232  36,000  1,124,232  

Cook Islands Investment Corporation 1,507,476  1,353,014  5,380,000  50,000  8,290,490  753,831  7,536,659  

Cook Islands Seabed Minerals Authority 196,778  89,127  0  9,387  295,292  0  295,292  

Total Ministries, Crown & Statutory Agencies 53,656,809  17,154,454  43,604,225  3,910,704  118,326,192  3,822,190  114,504,002  
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Agency Personnel Operating 
Administered 

Payments 
Depreciation 

Gross Current 

Appropriation 

Trading 

Revenue 

Net Current 

Appropriation 

Ministerial Support 

Prime Minister  301,696  109,773  0  11,100  422,569  0  422,569  

Deputy Prime Minister  260,784  81,289  0  7,927  350,000  0  350,000  

Minister Vaine Mokoroa 121,200  163,300  0  5,500  290,000  0  290,000  

Minister Vainetutai Toki-Brown 181,000  97,838  0  11,162  290,000  0  290,000  

Minister Robert Tapaitau 188,000  92,010  0  9,990  290,000  0  290,000  

Minister George Angene 164,000  114,000  0  12,000  290,000  0  290,000  

7th Minister Office 180,000  108,000  0  2,000  290,000  0  290,000  

Leader Of Opposition  115,160  168,040  0  6,800  290,000  0  290,000  

Total Ministerial Support Offices 1,511,840  934,250  -    66,479  2,512,569  -    2,512,569  

Outer Islands               

Aitutaki 1,209,626  416,495  0  434,365  2,060,486  67,828  1,992,658  

Atiu 851,976  427,184  0  416,555  1,695,715  224,318  1,471,397  

Mangaia 943,706  578,760  0  635,824  2,158,290  301,000  1,857,290  

Manihiki 707,715  150,616  0  474,383  1,332,714  119,000  1,213,714  

Mauke 730,255  212,655  0  417,034  1,359,944  113,853  1,246,091  

Mitiaro 678,693  73,824  0  91,242  843,759  60,900  782,859  

Palmerston 282,500  65,474  0  84,399  432,373  20,500  411,873  

Penrhyn 599,964  163,309  0  138,881  902,154  74,000  828,154  

Pukapuka-Nassau 906,017  142,706  0  213,381  1,262,104  73,695  1,188,409  

Rakahanga 415,294  59,249  0  82,406  556,949  50,000  506,949  

Total Outer Islands 7,325,746  2,290,272  -    2,988,470  12,604,488  1,105,094  11,499,394  

Gross Total  62,494,395  20,378,976  43,604,225  6,965,653  133,443,249  4,927,284  128,515,965  
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Schedule 2 
PAYMENTS ON BEHALF OF THE CROWN (POBOCs) 

Administering Ministry POBOC 
2018/19 

Supplementary 
Estimate 

2019/20 
Budget 

Estimate 
Variance 

Compensation of Employees         
Finance & Economic Management Parliamentary Superannuation 180,000 180,000  0  

Audit 
PERC Salaries and Administration 
Costs 

42,500 57,500  15,000  

Parliamentary Services Civil List - Personnel 2,267,961 2,901,961  634,000  
Parliamentary Services House of Ariki 228,420 348,420  120,000  

  Compensation of Employees POBOCs 2,718,881 3,487,881  769,000 

Use of Goods and Services        

Audit Audit Fees 95,600 95,600  0  

Prime Minister's Office Local Government Election 0 30,000  30,000 

Parliamentary Services Civil List - Constituency Visits 170,200 170,200  0 
Parliamentary Services Parliamentary Sitting Expenses 286,000 150,000  -136,000 

Parliamentary Services 
QR Travel and Allowances (local and 
overseas) 

109,000 109,000  0 

Parliamentary Services 
MP Travel and Allowances (local and 
overseas) 

321,000 341,000  20,000 

Foreign Affairs 
International Maritime Organisation - 
Maritime Cook Islands 

63,461 63,461  0 

  Use of Goods and Services POBOCs 1,045,261 959,261 -86,000 

Subsidies         
Cook Islands Investment 
Corporation 

Airport Authority subsidy 2,047,997 2,047,997  0 

Cook Islands Investment 
Corporation 

Bank of the Cook Islands - social 
assistance subsidy 

120,000 128,000  8,000 

Cook Islands Investment 
Corporation 

Ports Authority - subsidy 110,099 110,099  0 

Cook Islands Investment 
Corporation 

Te Aponga Uira - social assistance 
subsidy 

380,000 380,000  0 

  Subsidies POBOCs 2,658,096 2,666,096 8,000 

Social Assistance       0 
Internal Affairs Welfare Payments 18,156,712 19,689,535  1,532,823  

  Social Assistance POBOCs 18,156,712 19,689,535 1,532,823 

Other Expense       0 
Finance & Economic Management Pacific Catastrope Risk Insurance 120,694 120,694  0 
Finance & Economic Management CIG Insurance 100,000 100,000  0 

Finance & Economic Management BEPS Subscription 0 35,000  35,000 

Foreign Affairs International Subscriptions 673,717 687,967  14,250 
  Other Expenses POBOCs 894,411 943,661 49,250 

Grand Total   25,473,361 27,746,434 2,273,073 

 

Schedule 3 
Cook Islands Capital Spending 

  
2018/19 

Supplementary 
Estimate 

2019/20 
Budget 

Estimate 
Variance 

Cook Islands Government Capital programs 47,071,874 40,710,336 -6,361,538 

Total Capital spending 47,071,874 40,710,336 -6,361,538 
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Schedule 4 
Official Development Assistance1 

  
2018/19 

Supplementary 
Estimate 

2019/20 Budget 
Estimate 

Variance 

Operating or recurrent expenditure 16,047,701  10,396,102  - 5,651,599  

Capital Project Expenditure 37,406,056  47,093,335  9,687,278  

Total Official Development Assistance 53,453,757 57,489,437 4,035,680  

 

Schedule 5a 
Other Expenses and Financing Transactions 

Category of Expense 
2018/19 

Supplementary 
Estimate 

2019/20 Budget 
Estimate 

Variance 

Contingency Funds - Operating 365,000 100,000 -265,000 

Crown Infrastructure Depreciation 4,602,500 4,602,500 0 

Provisional for Doubtful Debts 0 0 0 

Transfer to Emergency Response Trust Fund 50,000 50,000 0 

Transfer to Reserve Trust Fund 740,767 0 -740,767 

Depreciation Contingency Fund 2,173,500 2,173,580 80 

Total Other Expenses 7,931,767 6,926,080 -1,005,687 

 

Schedule 5b 
Loan Repayment Fund (LRF) Appropriations 

Category of Appropriation 
2018/19 

Supplementary 
Estimate 

2019/20 Budget 
Estimate 

Variance 

Contribution to LRF - Principal 6,995,000  7,696,000 701,000 
Contribution to LRF - Interest 2,367,000 2,229,000 -138,000 

Total Contribution to LRF 9,362,000 9,925,000 563,000 

 

Summary 

Category of Payment 
2018/19 

Supplementary 
Estimate 

2019/20 Budget 
Estimate 

Variance 

Schedule 1 - Ministry Outputs (Gross Operating) 130,938,191 133,443,249 2,505,058 

Schedule 2 - POBOCs 25,473,361 27,746,434 2,273,073 

Schedule 3 - CIG Capital Expenditure 47,071,874 40,710,336 -6,361,538 

Schedule 4 - Official Development Assistance 53,453,757 57,489,437 4,035,680 

Schedule 5a - Other Expenses and Financing Transactions 7,931,767 6,926,080 -1,005,687 

Schedule 5b - Loan Reserve Fund Appropriations 9,362,000 9,925,000 563,000 

TOTAL APPROPRIATION 274,230,950 276,240,536 2,009,586 

 
_______________________________ 

 
This Act is administered by the Ministry of Finance and Economic Management. 

Printed under the authority of the Cook Islands Parliamentτ2019. 
_______________________________ 

 

                                                           
 

1Excluding Budget Support (Core Sector Support) and appropriated through agencies in Schedule 1.  
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3 Budget Overview 

 Summary 
The 2019/20 Budget is the first year of the 2019/20ς2022/23 Medium-term Fiscal Strategy (MTFS) and 
re-ŎƻƴŦƛǊƳǎ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ŎƻƳƳƛǘƳŜƴǘ ǘƻ ǎƻǳƴŘ ŦƛǎŎŀƭ ŀƴŘ ŜŎƻƴƻƳƛŎ ƳŀƴŀƎŜƳŜƴǘΦ ¢ƘŜ .ǳŘƎŜǘ 
signals adherence to the fiscal rules outlined in the MTFS, an improvement in the fiscal balance and a 
declining debt profile. This is in the context of strong economic growth, which is expected to stabilise 
over the forward budget period to 2022/23. 

¢ƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ŦƻŎǳǎ ƛƴ ǘƘŜ нлмфκнл aŜŘƛǳƳ-term Budget is on ƛƳǇǊƻǾƛƴƎ ǘƘŜ ŎƻǳƴǘǊȅΩǎ 
productive capacity by: 

¶ Investing in infrastructure that will ensure the sustainability of economic growth and the resilience 
of the economy to climate change. 

¶ Increasing revenue without increasing the tax burden on society, through economic growth and by 
ensuring that tax legislation is enforced in an equitable manner. 

¶ Investing in the capabilities of Government Agencies to ensure they operate effectively and 
efficiently. 

Key budget measures to meet these policy elements are increased funding for: 

¶ Law and order ς to ensure effective institutions, the backbone of a strong society.  

¶ Health ς to ensure that Cook Islanders have access to a strong health care system and are able to 
meet their productive potential. 

¶ Roads and drainage ς to create safe and efficient transport on Rarotonga and to facilitate 
sustainable tourism. 

¶ Government salaries ς to reflect the increased cost of living in Rarotonga and the need to attract 
returning highly skilled Cook Islanders.  

The 2019/20 Budget is an investment in the future of the Cook Islands by ensuring essential services 
and infrastructure are available to support economic stability.  

 Economic performance and outlook 
As shown in Figure 3-1, the Cook Islands experienced real Gross Domestic Product (GDP) growth of 
8.9 per cent in 2017/18, rising from $463.2 million to $504.5 million. This performance continues a 
strong run of growth of 6.0 per cent in 2015/16 and 6.8 per cent in 2016/17. Growth is expected to 
remain robust in the coming years, albeit at slightly lower levels, due to continued but slower growth 
in tourism and investment, both public and private. A growth rate of 6.3 per cent is estimated in 
2018/19, with growth forecast to fall to 3.8 per cent in 2019/20, with annual average growth over the 
4-year forward forecast at 3.9 per cent. 
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Figure 3-1 Real GDP growth, annual percentage change 

 

 Fiscal performance and outlook 
Strong economic growth is expected to result in a robust fiscal profile over the forward years. 
Revenue, having increased significantly since 2012/13, is expected to continue to grow, albeit at lower 
rates. Expenditure is expected to grow strongly against historical actuals, but only slightly against 
recent appropriations, with a focus on increasing the ability of Government agencies to complete 
projects appropriated in the Budget. 

 

Figure 3-2 CƛǎŎŀƭ ǇŜǊŦƻǊƳŀƴŎŜ ŀƴŘ ƻǳǘƭƻƻƪ όϷΩлллύ 
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Table 3-1 Summary fiscal statement, 2019/20 to 2022/23 

 

The fiscal rules have been met in the 2019/20 Budget, with a fiscal deficit of -1.4 per cent anticipated 
in 2019/20. This improves to a deficit in 2021/22 of -0.5 per cent. Debt levels are expected to improve 
over the forward estimates, and cash reserves are expected to remain stable.  

 

Table 3-2 Fiscal rules performance  

Rules Unit Threshold 2019/20 2020/21 2021/22 2022/23 

Total Expenditure Growth % 4 1.4 -0.7 -2.5 -1.2 

Net debt to GDP % 30 18.6 16.3 14.1 12.1 

Fiscal balance to GDP % -1.9 -1.4 -0.5 0.3 1.1 

Cash reserves Months 3 4.5  3.6  3.0  3.0  

 

$ million  
2017/18 

Actual 
2018/19 
Estimate 

2019/20 
Budget 

Estimate 

2020/21 
Projection 

2021/22 
Projection 

2022/23 
Projection 

Operating Balance 28.7 30.3 18.6 18.6 14.4 19.4 
Fiscal Balance surplus/deficit 20.4 9.2 -8.4 -3.2 2.0 7.6 
Working Capital 125.9 130.5 58.8 47.8 41.3 39.9 
Stabilisation Account 0.0 0.0 56.7 56.7 56.7 56.7 
Net Crown Debt, end of FY 95.6 117.9 108.0 99.2 89.4 80.1 
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4 Fiscal Strategy 

 The Cook Islands Fiscal Framework 2019/20ς2022/23  
The Cook Islands Government launched its new medium-term fiscal planning and budget process, with 
the Cook Islands Fiscal Framework 2019/20ς2022/23 (the Framework) in December 2018 in the 
2018/19 Half-year Economic and Fiscal Update.2 

The Framework is designed to strengthen the strategic focus of ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ expenditure and 
tax decisions by incorporating a more robust medium-term perspective that takes into account 
interactions with the economy. The Framework has been established to achieve the following 
outcomes: 

¶ improved long-term fiscal sustainability through responsible fiscal management and debt 
sustainability; and 

¶ improved medium-term fiscal planning nationally, and within each agency. 
 

Figure 4-1 Framework elements 

 

 

The Framework comprises three cascading, interlinked elements, shown in Figure 4-1, that together 
result in a fiscally-responsible 4-year budget that takes account of the economic cycle: 

¶ Medium-term Fiscal Strategy ς provides the basis for the fiscal rules, the establishment of reserve 
funds for economic downturns, natural disasters, and future generations, and a Government 
expenditure profile guided by the economic context.  

                                                           
 

2 Available at: http://www.mfem.gov.ck/images/MFEM_Documents/Treasury_Docs/Budget_Documents/2018-
19_Half_Year_Economic_and_Fiscal_Update.pdf.  

1. Medium-term Fiscal Strategy
Å Fiscal rules
Å Reserve funds
Å Expenditure profile

2. Medium-term Expenditure Ceilings
Å Whole of Government
Å Agency level

3. Medium-term Budget
Å Agency business plans
Å Appropriation Bill

Cook Islands Fiscal Framework 
2019/20 ς2022/23

NSDP Goals

http://www.mfem.gov.ck/images/MFEM_Documents/Treasury_Docs/Budget_Documents/2018-19_Half_Year_Economic_and_Fiscal_Update.pdf
http://www.mfem.gov.ck/images/MFEM_Documents/Treasury_Docs/Budget_Documents/2018-19_Half_Year_Economic_and_Fiscal_Update.pdf
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¶ Medium-term Expenditure Ceilings ς guided by the MTFS, whole of Government expenditure 
ceilings for each of the 4 years are then divided into Agency ceilings, taking into account National 
Sustainable Development Plan 2016ς20 (NSDP) goals and Agency capacity requirements.   

¶ Medium-term Budget ς Agency business plans that reflect individual ceilings, along with tax and 
economic forecasts, are used to prepare the medium-term budget ς the appropriation estimates 
for 2019/20, and forecasts for three forward years to 2022/23. 

The Framework has been implemented for the first time in the 2019/20 budget cycle. The first two 
elements of the Framework, and their application in this budget cycle are discussed below, with the 
third element, the Medium-term Budget, set out in the remainder of this Budget Book. 

 Medium-term Fiscal Strategy  
At the same time as the public launch of the Framework, the Ministry of Finance and Economic 
Management (MFEM) published a detailed paper on the Medium-term Fiscal Strategy (MTFS), which 
forms the base of the Framework.3 

The MTFS aims to smooth Government expenditure over the course of the economic cycle. It sets out 
ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ŦƛǎŎŀƭ ŎƻƳƳƛtments over the medium-term, including the fiscal rules that the 
Government will aim to achieve, economic forecasts and in turn, the DƻǾŜǊƴƳŜƴǘΩǎ expenditure 
profile.  

The specific objective of the MTFS is to deliver fiscally sustainable budgets. To achieve this the 
Government has committed to: 

¶ Adhere to the fiscal rules on debt, fiscal balance, expenditure growth and cash reserves. 

¶ The development of, and appropriation into, reserve funds (Stabilisation Account and Sovereign 
Wealth Fund) to improve economic resilience. 

¶ An expenditure profile that is guided by the economic context. 

¶ ¢ƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ŦƛǎŎŀƭ ǎǘǊŀǘŜƎȅ ƛǎ also underpinned by the following policy elements: 

o Investing in infrastructure that will ensure the sustainability of economic growth and the 
resilience of the economy to climate change. 

o Increasing revenue without increasing the tax burden on society, through economic growth 
and by ensuring that tax legislation is enforced in an equitable manner. 

o Investing in the capabilities of Government Agencies to ensure they operate effectively and 
efficiently.    

The Government has committed to four MTFS fiscal rules, performance against which is publicly 

reported: 

¶ Net Debt Rule: net debt should not exceed a soft cap of 30 per cent of GDP, and cannot exceed a 
hard cap of 35 per cent of GDP. 

¶ Fiscal Balance Rule: the fiscal balance cannot exceed a deficit of 1.9 per cent of nominal Gross 
Domestic Product (GDP). 

¶ Expenditure Rule: budgeted expenditure cannot grow by more than 4 per cent year-on-year. 

¶ Cash Reserves Rule: the equivalent of 3 months of operating expenditure must be held in cash at 
any one time. 

                                                           
 

3 Available at: http://www.mfem.gov.ck/images/CEO/Medium_term_Fiscal_Strategy_2019_23_-_Copy.pdf. 

http://www.mfem.gov.ck/images/CEO/Medium_term_Fiscal_Strategy_2019_23_-_Copy.pdf
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Figure 4-2 MTFS rule structure 

Fiscal Anchor:
Net Debt Rule

Expenditure
Rule

Cash Reserves
Rule

Fiscal Balance 
Rule

 

 

The Government has also committed to a number of operational MTFS guides: 

¶ Personnel ratio ς expenditure on personnel less than 40 per cent of total Government revenue. 

¶ Requirement to spend cash ς no new debt commitments where the Government has sufficient cash 
to fund the relevant expenditure. 

¶ Cyclically-adjusted balance ς use of the cyclically-adjusted balance as a benchmark when 
developing the total expenditure ceiling to disconnect spending from cyclical revenues and 
allowing governments to maintain expenditure during downturns. 

¶ Stabilisation Account ς cash in excess of 4 months of operating expenditure at the end of the 
financial year transferred to the Stabilisation Account at the beginning of the next year. (An 
additional 1 month to the 3 months expenditure rule is retained as a buffer). 

 Performance against the fiscal rules 

The 2019/20 budget meets all the fiscal rule thresholds over the 4-year period. 

4.3.1 Net debt rule 

Net debt (taken here to be gross debt obligations, net of the funds in the LRF) to GDP measures the 
level of debt relative to national income, and is intended to control the overall level of debt taken on 
by Government, including {h9Ωǎ. The limit agreed to by Government is to maintain net debt within a 
hard target of 35 per cent of GDP. This would represent total borrowings of around $204 million in 
2019/20. The Government remains well within the net debt benchmark. 

Figure 4-3 shows the 30 per cent soft debt target that the Government is committed to staying below, 
which is equivalent to approximately $174 million in 2019/20. This ensures that there is at least 
5 per cent of GDP available in debt financing should there ever be a major economic or natural disaster 
before the Government breaches the voluntary debt limit. As at June 2020, it is expected that 
Government will have a net debt ratio of approximately 18.6 per cent, well within the debt 
benchmarks. 

Debt levels are expected to further improve over the forward estimates to 12.1 per cent of GDP by 
2022/23. 
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Figure 4-3 Net debt to GDP ratio, 2016/17 to 2022/23 

  

 

The Government does not consider these ratios in isolation. Any proposal to take on additional 
ōƻǊǊƻǿƛƴƎ ƛǎ ŀǎǎŜǎǎŜŘ ƛƴ ǘƘŜ ŎƻƴǘŜȄǘ ƻŦ ǘƘŜ ǿƘƻƭŜ ƻŦ ǘƘŜ DƻǾŜǊƴƳŜƴǘ .ǳŘƎŜǘΣ ǘƘŜ /ǊƻǿƴΩǎ ŀōƛƭƛǘȅ ǘƻ 
pay annual debt servicing and international best practice. The latter aspect includes prudential 
ǊŜǉǳƛǊŜƳŜƴǘǎ ǎŜǘ ōȅ ǘƘŜ /ǊƻǿƴΩǎ ƭŜƴŘŜǊǎΦ 

Proposals to take on new loans are treated under transparent processes as required by the MFEM Act 
1995/96 and the LRF Act 2014. The LRF Act 2014 requires MFEM to analyse and report to the 
tŀǊƭƛŀƳŜƴǘ ŀƴŘ ǘƘŜ ǇǳōƭƛŎ ƻƴ ǘƘŜ ƛƳǇŀŎǘ ƻŦ ƴŜǿ ōƻǊǊƻǿƛƴƎ ƛƴ ǘƘŜ ŎƻƴǘŜȄǘ ƻŦ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ƭŜƴŘƛƴƎ 
policy, including the amortisation schedule, the impact on debt service burden of the Government 
over the life of the loan, and an assessment of the sustainability of aggregate Government debt. 
Reports are required to be made in advance of loan agreements being finalised. 

4.3.2 Fiscal balance rule 

The fiscal balance is the operating balance less net capital expenditure (total capital expenditure less 
depreciation). Where the fiscal balance is in deficit, it must be serviced through lending or a drawdown 
of reserve funds. The rule states that the fiscal balance cannot exceed a deficit of 1.9 percent of GDP 
to ensure that Government does not accumulate debt too quickly, and taken together with the net 
debt to GDP rule, ensures that debt is managed and taken on within sustainable levels.   

As Figure 4-4 illustrates, the GovernmentΩǎ expected fiscal balances for 2019/20 is a deficit of 1.4 per 
cent of GDP, well within the benchmark. The fiscal balance is expected to improve over forward 
estimates to a surplus of 1.1 per cent of GDP in 2022/23.  
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Figure 4-4 Fiscal balance to GDP, 2018/19 to 2022/23 

 

 

4.3.3 Expenditure rule 

The expenditure rule, introduced for the first time in the 2019/20 Budget, controls Government 
expenditure, operating and capital, by limiting year-on-year growth to a maximum of 4 per cent. As 
shown in Figure 4-5, the expenditure profile in 2019/20 and over the forward estimates is well within 
the threshold.  

Figure 4-5  Expenditure growth, 2019/ 20 to 2022/23 

 

4.3.4 Cash reserves rule 

For prudential reasons, the Government requires a level of cash reserves to be on hand at all times, 
to act as a buffer in case of a liquidity shortage. For example, if a large cyclone were to impact 
Rarotonga, and cause a halt to tax collections, the Government would require a level of cash to be 
held in reserve to cover this scenario. A prudent level of cash reserves is considered to be three 
months of operating expenditure, either available as cash or liquid cash investments.  
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Figure 4-6 shows that the Government is currently in a strong position to support any liquidity 
shortage should it be required. 

 

Figure 4-6 Cash reserves to operating expenditure, 2018/19 to 2022/23 

 

 

Sensitivity performance against the rules under a range of fiscal and economic scenarios, positive and 

negative, is analyzed in Chapter 4.11.    

 Establishment of reserve funds  

With a view to improving the fiscal resilience of the Cook Islands against economic shocks and natural 

disasters, and collecting revenues from seabed minerals harvesting for future generations, the 

Government has committed to establishing two reserve funds under the MTFS. 

Stabilisation Account 

The first is the Stabilisation Account, which holds excess cash and will be used to make additional debt 

repayments in periods of strong economic growth, and to cover operational and capital expenditure 

during periods of economic contractions. 

The Stabilisation Account has been set up in the 2019/20 budget, with $56.7 million of the $115.2 

million unencumbered cash as at 1 July 2019. 

To guide the administration of the account, MFEM has drafted a Stabilisation Account Policy. This sets 

out clear rules around transfers into and out of the account, along with investment strategies for 

managing the funds in the account.  

Once a minimum balance, which will initially be set at $25 million, has been reached in the Stabilisation 

Account, the funds can be used to make additional repayments on current debt during periods of real 

economic growth greater than 4 per cent per year. The decision to make additional repayments, as 

opposed to maintaining funds in the Stabilisation Account will be guided by a Debt Management 

Strategy to be developed in 2019.  
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During periods of real economic contraction, defined as growth less than 1 per cent per year, funds 

can be drawn from the Stabilisation Account to fund government operations and investment, however 

the use of the funds must not result in a breach of the MTFS fiscal rules. 

Sovereign Wealth Fund 

The second reserve fund is a Sovereign Wealth Fund which will capture the revenues expected in the 

future from seabed minerals harvesting for use by future generations. The fund will be scoped and 

established in concert with the development of the seabed minerals sector. 

 Medium-term expenditure ceilings 

A medium-term expenditure profile, effectively a Government budget ceiling for each year of the 

2019/20 budget cycle, that is both consistent with the fiscal rules and the economic context, was 

announced in the MTFS. Table 4-1 shows the profile, along with the fiscal space, indicating the amount 

of additional expenditure that the Government can undertake in each year compared to the respective 

forward estimates set out in the 2018/19 Budget.  

Table 4-1 Expenditure profile performance 

$ million 2019/20 2020/21 2021/22 2022/23 

Total expenditure ς MTFS planned 206.3 204.8 205.2 205.2 

  Fiscal space 8 23 40 40 

Total expenditure ς 2019/20 Budget  211.0   209.3   204.0   201.6  

Under (+)/ Over (-) 2% 2% 0% -2% 

 

In determining the recommended expenditure profile for the MTFS, MFEM considered two fiscal 
space measures, both consistent with the MTFS fiscal rules: the structural deficit ceiling approach, 
which estimates the difference between the structural fiscal balance and nominal fiscal balance, and 
the cyclically-adjusted balance method, which accounts for the effects of business cycle fluctuations 
on revenue and expenditure. MFEM then adopted a ceiling which provided a fiscally responsible level 
of fiscal space, while acknowledging the investment needs of the country. 

The total expenditure estimates contained in the 2019/20 Budget are slightly higher than the 
announced ceilings for 2019/20 and 2020/21, as shown in Table 4-1. This expenditure remains 
consistent with the fiscal rules, as shown in section 4.3, with the minor increase reflecting the need to 
invest in improving the productive capacity of both the economy and the Government over the next 
four years: 

¶ investing in infrastructure that will ensure the sustainability of economic growth and the resilience 
of the economy to climate change; and 

¶ investing in the capabilities of Government Agencies to ensure that they are operating effectively 
and efficiently.  

To guide the development of medium-term expenditure ceilings for each Government Agency within 
the overall ceiling, MFEM commissioned a Government-wide public expenditure review (PER). The 
focus of the review was on the efficiency and effectiveness of Government Agencies in meeting their 
National Sustainable Development Plan goals. This information in turn informed the budget 
allocations for 2019/20 to 2022/23 that are presented in this Budget. 
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The resulting allocation of the budget ceiling is shown in Table 4-2. This highlights in particular the 
adjustments to baseline operating expenditure for Agencies, Ministerial support and the Pa Enua, 
Administered payments and Payments on behalf of the Crown (POBOC). 

Table 4-2 Aggregate ceiling breakdown, $ million 

Category 2019/20 2020/21 2021/22 2022/23 

Baseline*     

Ministries 106.1 104.2 104.2 104.2 

Pa Enua 10.1 10.1 10.1 10.1 

Ministerial Support 2.2 2.2 2.2 2.2 

Baseline - Total 118.4 116.5 116.6 116.6 
     

Operating Adjustment      

Ministries 5.0 10.5 14.2 14.5 

Pa Enua .6 1.3 1.3 1.3 

Ministerial Support .3 .3 .3 .3 

Depreciation 2.1 2.1 2.1 2.1 

Administered Payments 7.1 6.4 7.2 4.9 

Operating Adjustment - Total 15.2 20.7 25.1 23.2 
     

New Total Operating Baseline 133.5 137.2 141.7 139.7 
     

POBOC     

Baseline 26.2 26.2 26.2 26.2 

Adjustments 1.5 1.7 1.6 1.7 

POBOC Total 27.7 27.9 27.8 27.9 
     

Capital 40.7 35.5 26.1 25.5 
     

Other 9.1 8.8 8.6 8.6 
     

Total 211.0 209.3 204.0 201.6 

* Includes Personnel, Operating, Administered Payments and Depreciation  
 

 Medium-term national priorities 
The medium-term expenditure ceiling has been allocated across a range of National Sustainable 
Development Plan 2016ς20 (NSDP) goals, as agreed by Government at the November 2018 Cabinet 
Retreat. 

The priority goals for each year of the 2019/20 Budget and forward estimates is shown in Figure 4-7. 
The medium-term focus is on investing in infrastructure (Goal 5: Build resilient infrastructure and ICT 
to improve our standard of living) and climate change resilience (Goal 13: Strengthen resilience to 
combat the impacts of climate change and natural disasters). These two goals are priorities for 
2019/20 and each of the forward estimate years 
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Figure 4-7 Medium-term NSDP goal priorities 

 

A summary of the new expenditure initiatives by priority goal for 2019/20 is outlined below in Table 
4-3 and Figure 4-8. This covers all funding for capital projects and new funding allocated into operating 
(ie existing operating baselines are not considered here). A total of $219 million is allocated towards 
capital and new operating funding initiatives across the medium-term. Areas of more substantial 
funding are further described below, and further detail is provided in Chapter 12. 
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Table 4-3 Summary of Operating and Capital Initiatives όϷлллΩǎύ 

Goal Summary of New Initiatives 2019/20 2020/21 2021/22 2022/23 Total % 

1 Welfare & Equity  549 684 939 1,024 3,196 1.5% 
2 Economic Opportunity 200 100 111 111 522 0.2% 
3 Waste Management  0 0 0 0 0 0.0% 
4 Water & Sanitation  12,772 6,430 1,855 1,500 22,557 10.3% 
5 Infrastructure & ICT 20,774 23,415 25,265 24,815 94,269 43.0% 
6 Transport & Energy  4,616 1,396 1,396 1,396 8,805 4.0% 
7 Health  2,976 5,980 4,580 4,480 18,016 8.2% 
8 Education  390 510 2,269 2,269 5,437 2.5% 
9 Gender & Vulnerable  536 958 939 940 3,374 1.5% 
10 Agriculture & Food Security  340 490 390 390 1,610 0.7% 
11 Environment & Biodiversity  542 537 537 537 2,152 1.0% 
12 Ocean Lagoon and Marine Resources 400 590 740 740 2,470 1.1% 
13 Resilience and Climate Change 4,650 7,150 50 50 11,900 5.4% 
14 Culture 330 525 2,548 548 3,951 1.8% 
15 Population  50 50 50 50 200 0.1% 
16 Good Governance, Law & Order  8,955 10,093 11,008 10,913 40,969 18.7% 

  Total 58,079 58,908 52,677 49,763 219,428 100% 

 

Figure 4-8 Summary of Expenditure by 2019/20 goals, 2019/20 ς 2022/23 
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Note that the allocation of funding into goals is quite subjective. Individual projects and funding 
initiatives will often have a benefit across multiple goals at any time, such an analysis is not practical 
here, hence projects and funding initiatives are assigned to a single goal in each case. 

Goal 4 ς Water and Sanitation - 10 per cent of the total, is largely the result of two legacy 

water and sewerage projects which are mid-construction or project planning; Te Mato Vai and Mei Te 
Vai Ki Te Vai.  

Goal 5 ς Infrastructure and ICT - 43 per cent of the total, include a significant ramp up in road 

and sea transport infrastructure and drainage capital projects. 

Goal 7 ς Health - Funding to enable hiring and retention of specialist medical staff and a CT 

Scanner to improve primary diagnosis and care within the Cook Islands. 

Goal 13 ς Resilience & Climate Change - Primarily composed of new Cyclone Centers for 

the Pa Enua. 

Goal 16 ς Governance, Law and Order - accounts for 19 per cent of the total spend. This 

includes substantial new operating funding  for Ministry of Justice to increase personnel and thereby 
improve systemic efficiency, funding for the Cook Islands Police Service to improve wages and hiring 
capacity, and Ministry of Corrective Services to strengthen the prison and probation services. 
Operating shortfalls which have been restricting the ability of government agencies to deliver 
effectively have also been funded across the whole of government. 

 Medium-term fiscal outlook 
The Cook Islands has continued the strong run of economic growth seen in recent years, generating a 
stream of Government revenue that has increased at a faster rate than Government expenditure, 
providing a sound fiscal basis for the 2019/20 Budget. A strong fiscal position makes the Cook Islands 
more resilient to future economic shocks and natural disasters.  

Fiscal performance and outlook 

Figure 4-9 shows a time series of general Government operating revenue and expenditure from 
2012/13 to 2018/19, with forecast data included for the medium-term. The chart shows that, on 
average over the last six years, Government operating revenues have been rising at a slightly faster 
rate (9 per cent) than operating expenditure (8 per cent). From 2012/13 to 2014/15, the net operating 
balance averaged $5.8 million. This compares to an average of $29.1 million over the last four years, 
a 5-fold increase.  
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Figure 4-9 Medium-ǘŜǊƳ ŦƛǎŎŀƭ ƻǳǘƭƻƻƪ όϷΩлллύ 

 

 

Figure 4-9  also shows ŎŀǇƛǘŀƭ ŜȄǇŜƴŘƛǘǳǊŜ ŀƴŘ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ŦƛǎŎŀƭ ōŀƭŀƴŎŜΣ ǿƘƛŎƘ ƛǎ ǘƘŜ ƴŜǘ 
operating balance minus capital expenditure plus depreciation. Expenditure on capital projects has 
risen, rising from an average of $13.6 million from 2012/13 to 2014/15, to $20.4 million over the last 
four years. This reflects expenditure on a number of large capital projects, such as renewable energy 
in the Pa Enua, Te Mato Vai and Tereora College. 

The fiscal balance has risen from an average of -$2.6 million from 2012/13 to 2014/15, to $21.1 million 
over the last four years. 
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 Fiscal update 

4.8.1 Overview 

Table 4-4 Fiscal Indicators Summary 

  

2017/18 
Actual 

2018/19 
Actual 

2019/20 
Budget 

Estimate 

2020/21 
Projection 

2021/22 
Projection 

2022/23 
Projection 

Statement of Financial Performance             

Taxation Revenue ($m) 140.6 144.6 151.6 156.4 159.5 162.6 
Social Contributions ($m) 0.0 0.1 0.1 0.1 0.1 0.1 
Other Revenue ($m) 40.1 51.3 37.1 35.9 32.7 32.7 

Total Operating Revenue ($m) 180.7 196.0 188.8 192.4 192.3 195.4 

Total Operating Revenue  (% GDP) 35.0 35.1 32.5 31.7 30.3 29.4 
Tax Revenue  (% GDP) 27.2 25.9 26.1 25.7 25.1 24.5 
Total Cyclical Revenue ($m) 15.3 28.3 16.9 15.8 12.7 12.9 
Total Cyclical Revenue  (% GDP) 3.0 5.1 2.9 2.6 2.0 1.9 
Total Structural Revenue ($m) 165.3 167.7 171.9 176.6 179.6 182.5 
Total Structural Revenue  (% GDP) 32.0 30.1 29.6 29.1 28.3 27.5 

Personnel ($m) 55.7 62.0 69.6 74.5 77.9 78.3 

Percentage of Total Revenue   30.8 31.6 36.8 38.7 40.5 40.1 
Percentage of Structural Revenue 33.7 37.0 40.5 42.2 43.4 42.9 

Total Operating Expenditure ($m) 152.0 165.7 170.2 173.7 177.9 176.0 

Percentage of GDP  29.4 29.7 29.3 28.6 28.0 26.5 
Percentage of Operating Revenue  84.1 84.5 90.2 90.3 92.5 90.1 

Cash Operating Expenditure* 138.6 151.5 155.8 159.6 164.0 162.2 

Operating Balance ($m) 28.7 30.3 18.6 18.6 14.4 19.4 

Percentage of GDP  5.6 5.4 3.2 3.1 2.3 2.9 
Capital Expenditure 21.6 35.2 40.4 35.5 26.1 25.5 
Depreciation 13.3 14.2 13.7 13.7 13.7 13.7 
Non Operating Balance ($m) -20.5 -40.4 -87.2 -39.0 -35.1 -34.5 

Fiscal Balance surplus/deficit ($m) * 20.4 9.3 -8.1 -3.2 2.0 7.6 

Percentage of GDP  3.95 1.7 -1.4 -0.5 0.3 1.1 

Statement of Financial Position ($m)             

Assets ($m) 431.3 466.1 535.1 566.2 581.4 591.4 
Liabilities ($m) 155.0 152.0 166.9 156.4 133.5 121.9 
Crown Balance ($m) 276.3 314.1 368.2 409.8 447.9 469.4 
Percentage of GDP  53.5 56.3 63.3 67.5 70.5 70.6 
Working Capital ($m) 125.9 130.5 58.8 47.8 41.3 39.9 
Working Capital (months coverage) 10.9 10.3 4.5 3.6 3.0 3.0 

Statement of Borrowings ($m)             

Gross Debt end of FY ($m) 113.7 138.8 129.5 120.3 109.5 99.1 
Excluding Contigency Loan 129.6 124.9 115.5 106.4 96.1 86.9 

Percentage of GDP  22.0 31.1 22.3 19.8 17.2 14.9 
Net Crown Debt, end of FY ($m) 95.6 117.9 108.0 99.2 89.4 80.1 

Percentage of GDP  16.8 26.4 18.6 16.3 14.1 12.1 
Loan Repayment Reserves Held ($m) 18.1 20.9 21.4 21.1 20.1 19.0 
Net Debt Servicing ($m) 10.3 7.3 7.1 8.0 9.3 9.7 

Percentage of Total Revenue  5.8 3.9 3.8 4.1 4.8 4.9 
Percentage of Structural Revenue  6.8 4.5 4.1 4.5 5.2 5.3 

Development Partner Support ($m)             

Grants ($m) 50.6 -22.8 -57.5 -28.9 -14.6 -3.8 
Percentage of GDP  9.8 -4.1 -9.9 -4.8 -2.3 -0.6 

Memo item:  Nominal GDP ($m) 516.3 557.9 581.4 607.4 635.2 664.5 
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The 2019/20 Budget has been developed in the context of continuing strong economic growth and 
similarly strong fiscal actuals in recent years, but with moderating future growth expectations. This 
Budget is mildly expansionary with minor growth in Government operating expenditures. Growth in 
operating revenues are expected to result in continued operating surpluses averaging $18 million per 
year over the budget and forward years.  

Total operating revenue as a percentage of GDP falls from 32.5 per cent in 2019/20 to 29.4 per cent 
in 2022/23. Operating expenditure is also expected to decrease, from 29.3 per cent of GDP in 2019/20 
to 26.5 per cent in 2022/23. Expenditure on personnel is expected to rise as a percentage of total 
revenue over the forwards, from 36.8 per cent in 2019/20 to 40.1 per cent in 2022/23.  

Capital expenditure increases to $40.7 million in the 2019/20 Budget, and is expected to moderate in 
the forward years to $25.5 million in 2022/23, noting that there are several potential large projects 
whose timing is yet to be determined. The fiscal balance is forecast to improve from a deficit of 1.4 per 
cent in 2019/20 to a fiscal surplus of 1.1 percent 2022/23. 

With the introduction of the Stabilisation Account in 2019/20, the expected cash in excess of 4-months 
of operating expenditure at the end of 2019/20, about $56.7 million, has been reserved into the 
account.  

Due to the high cash levels, no new loans have been committed to in the 2019/20 Budget. Additionally, 
drawdowns of some existing commitments have been delayed due to project delays, resulting in a 
shift in the debt profile over the forward estimates. Net debt is now expected to have peaked at 26.4 
per cent of GDP in 2018/19, before decreasing to 18.9 per cent in 2019/20 and falling further to 12.1 
per cent by 2022/23.   

In terms of fiscal policy and macroeconomic stability, the 2019/20 Budget reflects the fiscal 
responsibility principles as outlined in the MFEM Act: 

¶ ensuring that unless Crown debt is at prudent levels, operating expenses will be less than operating 
revenues (i.e. Government will run an operating surplus); 

¶ achieving and maintaining levels of Crown net worth that provides a buffer against factors which 
may impact adversely on net worth in the future; 

¶ prudently managing the fiscal risks facing the Crown; and 

¶ pursuing policies that are consistent with a reasonable degree of predictability about the level and 
stability of tax rates for future years. 

4.8.2 Movements since the 2018/19 Supplementary Budget 

The 2019/20 Budget classifies expenditure and revenue adjustments according to the following 
categories:  

¶ Policy decisions leading to new initiatives undertaken by Government;  

¶ Technical adjustments;  

¶ Reclassification of expenses; and  

¶ Parameter changes ς movements that occur due to economic changes that are outside of a 
decision by the Government, including depreciation, movements in welfare beneficiary numbers 
and the impact of changes in fuel costs on the underwrite.   

Table 4-5 shows the movements from the 2018/19 Supplementary Budget (Supplementary) to the 
2019/20 Budget, which are explained in greater detail below. 
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Table 4-5 Reconciliation of Operating Statement ($000) 

Reconciliation of Operating Revenue and Expense between 2018/19 Supplementary Budget and 
2019/20 Budget   

Statement of Government Operations 2018/19 2019/20 2020/21 2021/22 2022/23 

Operating balance as at 2018/19 
Supplementary 

                   
19,182  

                          
36,749  

                         
44,634  

        
51,306  

        
51,306  

Revenue           

Revenue Parameter Changes -3,518 -2,656 -3,717 -6,125 -3,002 
Adjustments to:           
Value Added Tax (VAT) 1,468 354 -819 -3,102 -1,703 
Income tax -1,141 -1,316 -1,067 -1,055 -819 
Import levies 573 311 325 340 442 
Company tax -3,526 -1,678 -1,786 -1,894 -1,344 
Departure tax 98 130 139 147 839 
Withholding tax -989 -457 -510 -561 -417 

            
            
Other Revenue Changes 14,350 1,155 -144 -4,323 -4,313 
Other revenue 14,350 2,874 1,573 -2,626 -2,616 
Trading Revenue 0 -1,719 -1,717 -1,697 -1,697 
Dividend 0 0 0 0 0 
Core Sector support 0 0 0 0 0 
            
Total Revenue Changes to 2019/20 

Budget 10,832 -1,501 -3,862 -10,448 -7,315 

            

Expenditure           
Expenditure Decisions by Government 0 15,048 20,576 24,940 23,071 

Technical adjustments -281 1,619 1,569 1,545 1,548 

Reclassifications of expenditure 0 0 0 0 0 

Parameter changes 0 0 0 0 0 

            

Total Expenditure Changes to 2019/20 
Budget -281 16,667 22,145 26,485 24,619 

            

OPERATING BALANCE as at 2019/20 Budget 30,295 18,581 18,627 14,373 19,372 

            
Capital Expenditure 35,197 40,710 35,540 26,070 25,520 
Depreciation 14,151 13,742 13,742 13,742 13,742 
            
FISCAL BALANCE - as at 2019/20 Budget 9,248 -8,388 -3,171 2,045 7,593 

 

Table 4-5 shows the change in estimates of operating revenue and expenditure since the 2018/19 
Supplementary Budget (Supplementary).  

For 2018/19 upward revisions have been made to Other Revenue estimates for 2018/19, principally 
due to increases to Fishing Licences ($11.45 million), Fisheries Treaties ($1.8 million) and dividends 
($450,000).  

Upward revsions for 2019/20 also primarily consist of Fishing Licenses ($1.5 million) and Fishing 
Treaties ($0.5 million), and dividends ($350,000). 

Changes to Other Revenue forecasts reflect a drop in 2021/22 principally due to the expiry of contracts 
under Fishing Treaties. These values may change as new contracts are negotiated in coming years. 
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The Government increased its appropriation of operating expenditures since the Supplementary for 
the 2019/20 Budget and the forward estimates. Operating expenditure adjustments predominantly 
comprise of expenditure decisions by Government, peaking in 2021/22 at $24.9 million.   

Primary drivers for these changes are the minimum wage increases and government payroll 
adjustments in support of NSDP Goal 1 (Welfare & Equity), Goal 2 (Economic Opportunities), and Goal 
16 (Good Governance, Law & Order). The $15.8 million adjustment for 2019/20 primarily relates to 
revised baselines for all government agencies, covering shortfalls in operating and personnel, 
supporting Goal 16. 

At the time of the last official update to the financial estimates in March 2019 for the Supplementary, 
it was anticipated that the 2018/19 operating balance would be in surplus of $19.2 million. After 
updating revenue and economic forecasts, the estimated operating budget surplus has increased 
significantly to $30.3 million for 2018/19. Operating surpluses have similarly been revised upwards for 
the forward estimates, showing a decreasing trend from $18.6 million in 2019/20 towards $14.4 
million in 2021/22 (pending the above-mentioned Fishing Treaties, before returning to $19.4 million. 

4.8.3 Revenue 

Total operating revenue in 2019/20 is estimated at $188.8 million; consisting of $151.6 million in tax 
revenue and $37.1 million in non-tax revenue.  

Total revenue changes are reflected in Table 4-6 Operating revenue, 2017/18 to 2022/23 όϷΩлллύ. 
Overall movements since the release of the Supplementary continue to indicate that tax revenue will 
increase over the forward years from 2019/20 to 2022/23.  

Table 4-6 Operating revenue, 2017/18 to 2022/23 όϷΩлллύ 

  

2017/18 
Actual 

2018/19 
Estimate 

2019/20 
Budget 

Estimate 

2020/21 
Projection 

2021/22 
Projection 

2022/23 
Projection 

Taxation Revenue     2015/16 2016/17 2017/18 2018/19 
Value Added Tax (VAT) 63,509 69,592 72,759 75,557 76,957 78,356 
Income tax 28,689 27,724 27,773 28,244 28,479 28,715 
Company tax 21,760 19,664 22,170 22,720 23,270 23,820 
Import levies 14,165 14,732 14,557 14,659 14,761 14,863 
Withholding tax 1,842 1,518 2,247 2,391 2,536 2,680 
Departure tax 10,623 11,405 12,120 12,813 13,505 14,197 

Other Revenue 32,593 44,703 32,277 31,047 27,828 27,838 

 

Income tax is expected to remain steady at $28 million in 2019/20 and over the forward estimates. 
Company tax is estimated to increase to around $23 million over the forward estimate from $22 
million in 2019/20. This too is expected to slowly increase over the forward estimates, as shown in 
Table 4-6. 

VAT is expected to reach $72.6 million in 2019/20. With continued economic growth, VAT is expected 
to continue to continue growing in-line with economic movements, reaching $78.4 million in 2022/23. 

Departure Tax estimates have been revised downwards slightly, however it is still expected to be 
higher than 2017/18 actuals, at $11.4 million in 2018/19 with increases continuing over the forward 
estimates.  
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4.8.4 Expenditure  

Changes in expenditure are made up of three broad types of changes, parameter changes, policy 
changes, reclassifications and technical changes. Following the Supplementary there have been 
significant changes in expenditures, predominantly expenditure decisions on behalf of the 
Government.  

As shown in Table 4-7, total operating expenditure in 2019/20 is expected to reach $171.1 million, an 
increase of $4.8 million on 2018/19. This increase is largely the result of new spending initiatives in 
the 2019/20 Budget. The new expenditure initiatives being pursued by Government in the 2019/20 
Budget aim to address the 2019/20 medium-term NSDP goals while continuing to build capacity within 
Government.  

Government agency spending shortfalls have been identified and addressed in support of Goal 16 
(Good Governance, Law & Order), and substantial additional increases in operating and administered 
funding focused on the improvement of both digital and physical infrastructure, including roads, the 
government IT network and digital infrastructure and Te Mato Vai. Additional funding for Personnel 
has been directed to the Pa Enua to support the Island Administrations and their staff. 

Table 4-7 Operating expenditure, 2017/18 to 2022/ 23όϷΩлллύ 

  
2017/18 

Actual 
2018/19 
Estimate 

2019/20 
Forecast 

2020/21 
Forecast 

2021/22 
Forecast 

2022/23 
Forecast 

Personnel 50,437 56,241 62,493 67,383 71,065 71,422 
Operating 20,199 21,153 20,380 21,691 21,702 21,710 

Administered Payments 33,587 45,586 43,604 40,977 41,743 39,424 

Depreciation 4,783 7,375 6,966 6,966 6,966 6,966 

POBOC 24,850 25,473 27,746 27,884 27,827 27,912 

Other Operating Expense 18,137 9,861 9,059 8,832 8,613 8,613 

Total Operating Expenditure 151,993 166,273 171,055 174,521 178,700 176,835 

 

Key expenditure areas are shown below, with greater detail of the funding provided against each goal 
in Chapter 12. 

Law & Order 

Shortfalls in Police personnel funding have been addressed to facilitate hiring and personnel retention, 
with the aim of strengthening the police force. Additional funding has been directed towards the 
Ministry of Justice to support the employment of additional staff,  in order to better manage the 
existing workload. The 2019/20 Budget also finalizes the split of the Ministry of Corrective Services 
from the  Ministry of Justice, with its own independent funding, which will increase over the next 4 
years in order to strengthen the prison and probation services, with the aim of building a system that 
decreases recidivism. 

Good Governance 

In order to make some progress towards reducing the disparity in pay between the public and private 
sector, which in-turn affects the ability of the government to hire and retain quality staff and deliver 
on its programmes, the Government will undertake a phased increase to public-sector pay over the 
medium-term. This will result in improvements to compensation for existing personnel, and is 
expected to enable the government to hire staff with greater experience, skills and qualifications in 
order to strengthen the various agencies. 



 

30 

Welfare & Equity 

Increased personnel funding is being made available to agencies impacted by the increases in the 
minimum wage commencing in 2019/20, particularly Island Administrations. This directly supports 
Goal 1 by improving equity within the Cook Islands. 

The Old Aged Pension for those aged 70 and over has been increased as of 2019/20 to $700 per month 
to provide greater financial support to this vulnerable group. Expenditure on the Pension is expected 
to increase over the medium-term as the population ages. The Care Givers allowance will also increase 
to $200 per month as of July 1 2019 to provide greater funding to those who care for the vulnerable 
in our community. 

Health 

Ministry of Health has been allocated $1.8 million in additional funding in 2019/20 to enable the 
ministry to retain and source necessary specialist staff, provide better services to the Pa Enua and to 
ensure that additional funding is available for the Patient Referral fund.  

Pa Enua Funding 

Since the implementation of the Pa Enua Funding Model, the total pool of funds has been increased 
once, in the 2018/19 Budget when Government increased the pool by $280,000. In the 2019/20 
budget this additional funding is extended by another $400,000 beyond the funding formula and 
minimum wage adjustments with a focus on Island Administrations being able to employ sufficient 
personnel and increase productivity.  

4.8.5 Capital budget  

Total capital spending, from both the Cook Islands Government and donor sources in 2019/20 is 
estimated to reach $87.5 million, including $47.0 million from donors. 

¢ƘŜ /ƻƻƪ LǎƭŀƴŘǎΩ DƻǾŜǊƴƳŜƴǘ ό/LDύ ŦǳƴŘŜŘ ŎŀǇƛǘŀƭ ŜȄǇŜƴŘƛǘǳǊŜ ǿƛƭƭ ōŜ ŦǳƴŘŜŘ ōȅ ǘƘŜ /ǊƻǿƴΩǎ ŎŀǎƘ 
reserves. CIG Capital expenditure is estimated to be $40.41 million in 2019/20, as shown in Table 4-8. 
The Government has committed to a significant infrastructure program on Rarotonga and the Pa Enua. 
Projects include; water, renewable energy, roads, harbour rehabilitation, cyclone centers, and 
telecommunications infrastructure, all of which aim to improve the livelihoods of Cook Islanders.  

Table 4-8 CIG Capital expenditure, 2017/18 to 2022/23 όϷΩлллύ 

  
2018/19 
Budget 

2019/20 
Forecast 

2020/21 
Forecast 

2021/22 
Forecast 

2022/23 
Forecast 

CIG Capital Expenditure 35,197,383 40,710,336 35,540,000 26,070,000 25,520,000 

Official Development Assistance 18,265,475 47,093,335 21,154,309 12,000,000 2,000,000 

Total Capital Expenditure 53,462,858 87,803,671 56,694,309 38,070,000 27,520,000 

 

The Government is committed to improving the fiscal balance going forward. Capital estimates over 
the medium-term consider the local capacity to deliver and complete projects, reinforcing proper 
planning and improving the fiscal position of Government. The Government has provided additional 
support to relevant agencies to facilitate greater project management to aid this goal. 

Refer to the capital expenditure chapter (Chapter 9) for a detailed analysis of all capital projects for 
2019/20 to 2022/23, this includes all capital projects funded through the Cook Islands Government. 

Physical Infrastructure, Water and Sanitation 

Infrastructure Cook Islands is receiving substantial additional funding which will be directed primarily 
towards road maintenance and improvement, as well as bridges and drainage. On Rarotonga, existing 
asphalt road services are expected to be extended through to Tupapa, amongst others. The main 
bridge in Avarua is also to be replaced. Funding is also provided for road improvements in the Pa Enua.  
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Water security is a key focus of the Government. As such, funding has been allocated to facilitate 
water infrastructure projects both in the Pa Enua (Mitiaro, Aitutaki and various other water tanks 
which require replacement) as well as Rarotonga (Te Mato Vai). 

Digital Infrastructure 

In order to allow the government to utilise more efficient and effective technology to manage its 
finances and communication, funding has been allocated to strengthen the existing network 
infrastructure. This is expected to allow the government to successfully roll-out the Financial 
Management Information System (FMIS) across all government agencies over the next several years, 
as well as leverage the improved internet expected to be delivered by Avarua Cable Limited and the 
Manatua Cable. 

Health 

An amount of $1.5 million ($1.3 million in 2020/21, $100,000 in 19/20 and 21/22) for the purchase of 
a CT Scanner which will facilitate better primary care in the Cook Islands. 

 Assumptions underlying the economic and fiscal 

projections 
Various assumptions have been made to forecast the Cook Islands economic outlook and the 
GƻǾŜǊƴƳŜƴǘΩǎ ŦƛǎŎŀƭ ǇŜǊŦƻǊƳŀƴŎŜ ŀƴd position in the outer years.  

4.9.1 Economic 

Introduction 

The Cook Islands Statistics Office publishes current price and real price (2016 base year) estimates of 
GDP on quarterly basis, using the production approach. GDP production estimates are disaggregated 
by major industry classifications, including institutional sectors. The latest data from the Statistics 
Office is for the September Quarter 2018.  

The Government has relied on an econometric time series model to forecast GDP, generating 
estimates of GDP production for 2018/19, and forecasts for the 4-year forward budget period from 
2019/20 to 2022/23. 

The aggregate and component outputs of the GDP model are presented in Chapter 5. 

GDP production model 

A time series ARIMA modelling approach was used to forecast aggregate GDP production, in real 
terms.4 A combination forecasting method has been adopted, utilising a range of quarterly time series 
models, multivariate and univariate. Nominal forecasts are then derived by applying an implicit GDP 
price deflator, derived using time series forecasts over the forward period. For more detailed 
information on the time series model, see Cook Islands time series economic forecasting model: 
Working Paper No. 18/1, available on the MFEM website.5  

The GDP forecasts assume historical trends in government expenditure, rather than current policy 
commitments. 

                                                           
 

4 The autoregressive integrated moving average (ARIMA) procedure is a time series technique designed to model the lagged relationships 

in serially correlated data. The ARIMA procedure models a time series event as a linear function of its past values, past errors and current 
and past values and errors of other time series (in a multivariate ARIMA model). 

5 Available at: http://www.mfem.gov.ck/economics.  
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Data 

The key data sets used for the model are: 

¶ Real and nominal GDP ς quarterly data to September 2018; 

¶ Trade, imports and exports ς quarterly data to December 2018; 

¶ CPI ς quarterly index data to March 2019;  

¶ International arrivals ς Customs and Immigration monthly data to March 2019; 

¶ Building approvals ς quarterly data to December 2018; 

Key economic indicator assumptions 

Nominal GDP is expected to grow by (see Chapter 5 for more detail): 

¶ 8.1 per cent in 2018/19. 

¶ 4.2 per cent in 2019/20. 

¶ 4.5 per cent in 2020/21. 

¶ 4.6 per cent in 2021/22. 

¶ 4.6 per cent in 2022/23. 

Growth in prices, measured through movements in the CPI, and forecast using an econometric time 
series approach, is expected as follows (see Section 6.4 for more detail): 

¶ 0.4 per cent in 2018/19. 

¶ -0.4 per cent in 2019/20. 

¶ 1.1 per cent in 2020/21. 

¶ 1.6 per cent in 2021/22. 

¶ 1.8 per cent in 2022/23 

4.9.2 Fiscal 

¢ƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ŜȄǇŜŎǘŜŘ ŦƛǎŎŀƭ ǇŜǊŦƻǊƳŀƴŎŜ ƻǾŜǊ ǘƘŜ ŦƻǊǿŀǊŘ ǇŜǊƛƻŘ ƛǎ ōŀǎŜŘ ƻƴ ǘƘe following 
assumptions: 

¶ operating revenues are forecast on the basis of recent trends in economic activity, the economic 
forecasts set out in Chapter 5, and one off considerations; 

¶ operating expenditure movements reflect current Government policy commitments; and 

¶ the level of Government borrowing is based on exchange rates from Consensus Economics 
forecasts. 

 Economic and fiscal risks 

4.10.1 Introduction 

¢ƘŜ LaC ŘŜŦƛƴŜǎ ŦƛǎŎŀƭ Ǌƛǎƪǎ ŀǎ Ψdeviations of fiscal outcomes from what was expected at the time of 
the budgetΩΦ ¢ƘŜ LaC ƭƛǎǘǎ ŀ ƴǳƳōŜǊ ƻŦ ǎƻǳǊŎŜǎ ƻŦ ŦƛǎŎŀƭ ǊƛǎƪΣ ƛƴŎƭǳŘƛƴƎΥ 

¶ shocks to macroeconomic variables, such as economic growth, commodity prices, interest rates, 
or exchange rates; and 

¶ calls on contingent liabilities, obligations triggered by an uncertain event, including: 

o explicit liabilities ς those defined by law or contract, such as debt guarantees; and 
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o implicit liabilities ς moral or expected obligations for the Government, based on public 
expectations or pressures, such as bailouts of banks or public sector entities.6 

¢ƘŜ DƻǾŜǊƴƳŜƴǘ ǎǳōǎŎǊƛōŜǎ ǘƻ ǘƘŜ LaCΩǎ tǳōƭƛŎ 9ȄǇŜƴŘƛǘǳǊŜ ŀƴŘ CƛƴŀƴŎƛŀƭ !ŎŎƻǳƴǘŀōƛƭƛǘȅ όt9C!ύ 
program which provides a framework for strengthening public financial management systems using a 
range of quantitative indicators to measure performance.7 

PEFA indicator 10 requires governments to monitor and report on the fiscal risks associated with: 

¶ contingent liabilities and other general fiscal risks; 

¶ public corporations ς state-owned enterprises in the Cook Islands context; and 

¶ sub-national governments ς Island Governments of the Pa Enua. 

4.10.2 Sources of risk 

There are a number of risks over the forward budget period that could affect the macroeconomic 
ŦƻǊŜŎŀǎǘǎ ǘƘŀǘ ǳƴŘŜǊǇƛƴ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ŦƻǊǿŀǊŘ ŦƛǎŎŀƭ Ǉosition. These are considered below, in no 
particular order. 

Global economic risks 

Should the current trade war escalate and cause a global economic downturn, or there is an economic 
recession in one of the Cook Islands main tourism markets, such as New Zealand, this could reduce 
the visitor arrivals assumptions that underpin the positive GDP forecasts over the forward budget 
ǇŜǊƛƻŘΦ CŜǿŜǊ ǘƻǳǊƛǎǘǎ ŎƻǳƭŘ ƛƳǇŀŎǘ ƻƴ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ŦƛǎŎŀƭ Ǉƻǎƛǘƛƻƴ ōȅ ǊŜŘǳŎƛƴƎ ŜȄǇŜŎǘŜŘ ǘŀȄ 
revenue ς for example, less VAT being collected than forecast. 

The risk of the US dollar continuing to appreciate, should the Federal Reserve raise US interest rates 
further, could impact on inflation in the Cook Islands through increased costs of imports. An oil price 
shock would have a similar effect on inflation. 

Exchange rate variations can also impact on the Cook Islands debt portfolio as a number of loans are 
denominated in US dollars and other international currencies. The IMF notes that the impact of 
exchange rate depreciations is immediate, and can be especially strong when a large share of the debt 
is in foreign currency. The potential impact of exchange rate movements on the Cook Islands debt 
position is assessed below. 

Domestic capacity risks 

As discussed in Chapter 5, the evidence suggests that the Cook Islands economy is currently 
performing above its potential capacity ς that is we are facing a positive output gap. There are already 
signs of capacity constraints appearing in the labour and housing markets. Should these constraints 
tighten over the forward period, thanks to higher than expected tourist arrivals, for example, this 
ŎƻǳƭŘ ƛƳǇŀŎǘ ƻƴ ǘƘŜ ŜŎƻƴƻƳƛŎ ŀƴŘ ŦƛǎŎŀƭ ŦƻǊŜŎŀǎǘǎ ōȅ ŎƻƴǎǘǊŀƛƴƛƴƎ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ŀōƛƭƛǘȅ ǘƻ ŜȄŜŎǳǘŜ 
its capital program due to the lack of skilled construction labour. 

                                                           
 

6 IMF (2009), Fiscal risks: sources, disclosure, and management. IMF Fiscal Affairs Department. See: 
https://www.imf.org/external/pubs/ft/dp/2009/dp0901.pdf. 

7 See: https://pefa.org/. The Cook Islands Government was assessed in October 2015. 

https://pefa.org/
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Natural disasters 

The IMF cites evidence that direct economic losses from natural disasters have often exceeded 10 
percentage points of GDP in developing countries and amounted to a few percentage points of GDP 
in some advanced countries.   

The Cook Island has a high exposure to disaster risk due to its geographic location in the South Pacific 
cyclone belt, the remoteness and low-lying nature of many of the outer islands, and the proximity of 
many buildings and infrastructure services to the coast, especially on Rarotonga. In addition, the heavy 
reliance on revenues from the tourism sector makes the economy vulnerable to the impact of 
disasters. 

A destructive weather event, such as a cyclone, would have a significant impact on the outlook for 
Cook Islands economy, and severely impact our fiscal position. The ADB, in its 2016 report on a loan 
proposal for the Cook Islands Disaster Resilience Program, notes that the Cook Islands has periodically 
experienced major cyclones that have caused substantial economic damage and loss of life (see Table 
4-9).8    

Table 4-9 Significant cyclones in the Cook Islands 

Year Name Category Estimated losses 
($m) 

Estimated losses 
(% of GDP) 

1987 Sally 2 24.6 51.6 
1997 Martin 3 7.5 7.6 
2005 Meena 4 10.0* 5.5 
 Nancy 4   
 Olaf 5   
 Percy 5   
2010 Pat 2 7.8 3.2 

                                           * Combined estimated losses for all four cyclones in 2005.  

To mitigate the economic risk posed by natural disasters, the Government has put in place a range of 
structures to reduce its financial exposure to disaster risk, including: 

¶ establishing a disaster emergency trust fund in 2017; 

¶ taking out insurance coverage under the Pacific Catastrophe Risk Assessment and Financing 
Initiative for cyclones, with a 1-in-10-year probability of occurrence with pay-out based on 
the assessed severity of a specific cyclone; and 

¶ arranging a Disaster Recovery Mechanism loan from the Asian Development Bank (ADB) of 
$13.5 million, which will only be triggered and drawn down in the event of a catastrophe.  

Contingent liabilities 

¢ƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ŎƻƴǘƛƴƎŜƴǘ ƭƛŀōƛƭƛǘƛŜǎ ŀǎ ŀǘ ол WǳƴŜ нлм9 are summarised in Table 4-10. 

 

                                                           
 

8 ADB (2016). Report and Recommendation of the President to the Board of Directors: Proposed Policy-Based 
Loan Cook Islands: Disaster Resilience Program, Project Number: 50212-001. November 2016. 
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Table 4-10 Quantifiable contingent liabilities, as at 30 June 

Category ϷΩллл 

Guarantees and indemnities 500 
Uncalled capital 1,755 
Legal proceedings and disputes 40,000 

Total  42,255 

 

Guarantees and indemnities 

Government has entered into a program under the New Zealand Aid Programme focused on Pearl 
Sector Support run by the Cook Islands Pearl Authority. Through the program the Government has 
agreed to guarantee up to $0.5 million as security for loans associated with the Pearl Production Credit 
Scheme. The full guarantee has been included as a contingent liability.  

Uncalled capital 

The Government holds $1.7 million in the Asian Development Bank ς Cook Islands Government 
Property Corporation. This takes the form of 88 uncalled shares with a par value of USD 13,500 each. 

Legal proceedings and disputes 

The total quantifiable risk to the Crown under legal proceedings and disputes is about $40 million. 

Financial liabilities relating to Island Governments 

Currently, MFEM has not approved any of the Island Governments to take out any contract or security 
that could result in a potential liability for the Crown. 

In terms of public liability or other indemnity, the Island Administrations are not treated differently to 
other Government agencies. The capacity for the Island Administrations to generate such liabilities is 
estimated to be low. No risk mitigation has been undertaken to ameliorate risk any more than for 
other Government bodies that are based in Rarotonga. 

Unpaid invoices are a potential risk that would be difficult to mitigate without tighter financial controls 
than those imposed on other Government agencies. Island Administrations are fully covered by the 
MFEM Act, MFEM financial policies and procedures, and are accountable to the National Audit Office 
and the Cook Islands Parliament. 

State-owned enterprises 

The Cook Islands Government has a number of State-ƻǿƴŜŘ 9ƴǘŜǊǇǊƛǎŜǎ ό{h9Ωǎύ ǳƴŘŜǊ ǘƘŜ 
management of the Cook Islands Investment CoǊǇƻǊŀǘƛƻƴ ό/LL/ύΦ ¢ƘŜ ƪŜȅ {h9Ωǎ ŀǊŜ ǘƘŜ !ƛǊǇƻǊǘ 
Authority, Bank of the Cook Islands, the Ports Authority and Te Aponga Uira (electricity). CIIC has also 
recently established two new subsidiary companies, To Tatou Vai Limited (water and sanitation) and 
Avaroa Cable Limited (Manatua cable project).  

¢ƘŜ ƪŜȅ Ǌƛǎƪ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ {h9Ωǎ ŎƻƴŎŜǊƴǎ ǇƻƻǊ ŦƛƴŀƴŎƛŀƭ ǇŜǊŦƻǊƳŀƴŎŜΣ ŀƴŘκƻǊ ŜȄŎŜǎǎƛǾŜ ōƻǊǊƻǿƛƴƎ 
that can result in central governments having to bail out failing enterprises, and potentially restructure 
their debt, often at substantial budgetary cost. Poor performance can result from a range of factors 
including: 

¶ exogenous shocks ς macroeconomic, for example; 

¶ lack of incentive to be competitive compared to a private sector enterprise that would go bankrupt 
as result of protracted poor performance; and 

¶ government requirements to undertake community obligations. 

 The Cook Islands has put in place a range of measures to mitigate against SOE fiscal risk. These include: 
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¶ ǇƭŀŎƛƴƎ ŀƭƭ {h9Ωǎ ǳƴŘŜǊ ǘƘŜ /LL/ ǳƳōǊŜƭƭŀΣ ǿƛǘƘ one its principal objectives being the efficient, 
ǇǊƻŦƛǘŀōƭŜ ŀƴŘ ǇǊƻŦŜǎǎƛƻƴŀƭ ƳŀƴŀƎŜƳŜƴǘ ƻŦ {h9ΩǎΤ 

¶ ensuring that SOE debt falls under the broader Government debt ceiling target; and 

¶ providing for a portion of SOE debt repayments in the Loan Repayment Fund.    

 Economic and fiscal sensitivity analysis 

4.11.1 Introduction 

The Cook Islands Government has developed an analytical fiscal tool ς the Cook Islands Fiscal Tool 

2018 ς to first calibrate, and then operationalise the new set of fiscal rules that form the core of the 

MTFS. 

The fiscal tool, which is described in detail in a Technical Paper published on the MFEM website, 

comprises a number of interrelated elements:9 

¶ the Calibration Model; 

¶ the Fiscal & Macro Impact Model: 

o fiscal and macro shocks; 
o fiscal multiplier model; and 
o tax impact. 

The operational part of the fiscal tool ς the Fiscal & Macro Impact Model ς models the interactions 

between fiscal policy decisions and economic output, and the fiscal impact of economic shocks, within 

the framework of the revised set of fiscal rules. This is accomplished by running fiscal and 

macroeconomic shocks through a simple version of the Cook Islands Government accounting 

framework using fiscal multipliers and tax impact models. 

The model provides for three types of shock: 

¶ Fiscal ς change in operating expenditure, capital expenditure and/ or revenue; 

¶ GDP ς models the impact of a direct change in GDP; 

¶ Arrivals ς models the impact of a change in the number of international visitors to the Cook Islands. 

The Cook Islands Government also conducts sensitivity analysis on movements in the value of the New 

½ŜŀƭŀƴŘ ŘƻƭƭŀǊ ŀƎŀƛƴǎǘ /ǊƻǿƴΩǎ ƳŀƧƻǊ ǘǊŀŘƛƴƎ ŎǳǊǊŜƴŎƛŜǎ to assess the impact on gross debt and debt 

servicing requirements. 

The following sections shows the potential impact of a selected range of fiscal and macroeconomic 

shocks on the 2019/20 Budget profile using the fiscal impact tool, and the impact of exchange rate 

fluctuations on Crown debt. 

4.11.2 Fiscal shocks 

Fiscal shocks ς or alternatively government fiscal policy decisions ς are evaluated in terms of their 

direct impact on fiscal indicators ς these are the first order impacts ς and their second order impacts 

via changes in GDP flowing through to tax revenues. The first order impacts are simply one for one 

                                                           
 

9 See: http://www.mfem.gov.ck/images/CEO/MTFS_Technical_paper_Fiscal_Tool_2018.pdf. 

http://www.mfem.gov.ck/images/CEO/MTFS_Technical_paper_Fiscal_Tool_2018.pdf
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changes in the baseline operating expenditure, capital expenditure or tax revenue as relevant. The 

second order impacts are estimated using fiscal multipliers and a simple linear tax impact model. 

Revenue shock 

Two revenue shocks are applied: low and high, using the forecast 95 per cent low and high confidence 

intervals. 

The low revenue case, with revenues falling by 14 to 26 per cent per year over the modelling period, 

is presented in Table 4-11. The fiscal balance breaches the -1.9 per cent of GDP rule in 2019/20 and 

all the forward years. 

Table 4-11 Low revenue shock 

  2019/20 2020/21 2021/22 2022/23 

Change in opex ($m)  0 0 0 0 

Change in capex ($m)  0 0 0 0 

Change in Tax Revenue ($m)  -20.5 -29.2 -35.5 -40.8 

Fiscal balance (% of GDP) Base -1.4 -0.5 0.3 1.1 

 Shock -4.9 -5.3 -5.2 -5.0 

The high revenue case, with revenues higher by 17 to 53 per cent per year over the modelling period, 

is presented in Table 4-12. The key result is a significant strengthening of the fiscal balance. 

Table 4-12 High revenue shock 

  2019/20 2020/21 2021/22 2022/23 

Change in opex ($m)  0 0 0 0 

Change in capex ($m)  0 0 0 0 

Change in tax revenue ($m)  26.4 42.5 62.2 84.8 

Fiscal balance (% of GDP) Base -1.4 -0.5 0.3 1.1 

 Shock 3.2 6.5 10.2 14.0 

 

Operating shock 

A higher than expected operating expenditure shock is applied, assuming a 10 per cent increase above 

the estimates over the forward period. The impact of the additional expenditure over the modelling 

period is presented in Table 4-13. The fiscal balance breaches the -1.9 per cent of GDP rule in 2019/20 

and 2020/21, before improving. There is a positive impact on GDP of about 2.5 per cent or $17 million 

by 2022/23. 
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Table 4-13 Higher OpEx shock 

  2019/20 2020/21 2021/22 2022/23 

Change in opex ($m)  17 17 18 18 

Change in capex ($m)  0 0 0 0 

Change in tax revenue ($m)  0.8 2.1 3.3 4.4 

Fiscal balance (% of GDP) Base -1.4 -0.5 0.3 1.1 

 Shock -4.1 -3.0 -1.9 -0.8 

Change in nominal GDP % 1.0 2.1 2.6 2.5 

 $m 5.6 12.8 16.6 16.8 

 

Capital Shock 

A lower than expected capital expenditure shock is applied, assuming a 20 per cent reduction in the 

estimates over the forward period. 

The impact of the reduced expenditure over the modelling period is presented in Table 4-14. The 

negative impact on GDP of about $16 million by 2022/23 has a knock on effect on revenue of about 

$4 million. The net effect on the fiscal balance is positive, with the capital expenditure reduction 

outweighing the fall in revenue.   

Table 4-14 Lower capex shock 

  2019/20 2020/21 2021/22 2022/23 

Change in opex ($m)  0 0 0 0 

Change in capex ($m)  -8 -7 -5 -5 

Change in tax revenue ($m)  -0.9 -2.2 -3.2 -4.1 

Fiscal balance (% of GDP) Base -1.4 -0.5 0.3 1.1 

 Shock -0.2 0.3 0.6 1.3 

Change in nominal GDP % -1.1 -2.2 -2.5 -2.4 

 $m -6.3 -13.6 -16.1 -16.1 

GDP shock 

A low GDP shock is applied, assuming a 5 per cent decrease on the forecast for each year of the 

forward period. The impact of a drop in GDP is presented in Table 4-15. Tax revenue falls by $4 to 

$12 million per year by 2022/23, which causes the fiscal balance to fall enough to breach the -1.9 per 

cent of GDP rule in 2019/20, before improving. The cumulative GDP impact in 2022/23 is minus 8 per 

cent, or a reduction of $52 million.  
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Table 4-15 Lower GDP shock 

  2019/20 2020/21 2021/22 2022/23 

Change in opex ($m)  0 0 0 0 

Change in capex ($m)  0 0 0 0 

Change in tax revenue ($m)  -4.0 -7.2 -10.0 -12.3 

Fiscal balance (% of GDP) Base -1.4 -0.5 0.3 1.1 

 Shock -2.2 -1.8 -1.4 -0.8 

Change in nominal GDP % -5.0 -6.9 -7.8 -7.8 

 $m -29.1 -42.0 -49.7 -52.0 

 

Arrivals shock 

A low international visitor arrivals shock is applied, assuming a 5 per cent decrease on the forecast for 

each year of the forward period. The impact of the reduction in arrivals is presented in Table 4-16. Tax 

revenue falls by about $11 million per year by 2022/23, which reduces the fiscal balance enough to 

breach the fiscal balance rule in 2019/20, before improving. The impact on GDP is substantial, with a 

7 per cent reduction by 2022/23. 

Table 4-16 Lower arrivals shock 

  2019/20 2020/21 2021/22 2022/23 

Change in opex ($m)  0 0 0 0 

Change in capex ($m)  0 0 0 0 

Change in tax revenue ($m)  -3.5 -6.4 -9.0 -11.1 

Fiscal balance (% of GDP) Base -1.4 -0.5 0.3 1.1 

 Shock -2.1 -1.7 -1.2 -0.6 

Change in nominal GDP % -4.4 -6.1 -6.9 -7.0 

 $m -25.6 -37.1 -44.1 -46.2 

4.11.3 Crown debt sensitivity analysis 

Introduction 

Movements in the value of the New Zealand dollar ŀƎŀƛƴǎǘ /ǊƻǿƴΩǎ ƳŀƧƻǊ ǘǊŀŘƛƴƎ ŎǳǊǊŜƴŎƛŜǎ ǊŜƳŀƛƴǎ 
a risk. The sensitivity analysis demonstrates the impact of a 10 per cent appreciation or depreciation 
by the NZD to determine the impact on the gross borrowings and the debt servicing cost. 

Table 4-17 Base exchange rates assumptions used in 2019/20 Budget, +/- 10 per cent 

Foreign Exchange Currency -10% 

Budget 
Assumption 

Rate +10% 

EUR 
             

0.5221  
             

0.5801  
             

0.6381  

USD 
             

0.6093  
             

0.6770  
             

0.7447  

RMB 
             

4.1522  
             

4.6136  
             

5.0750  

SDR 
             

0.4308  
             

0.4787  
             

0.5266  
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Sensitivity of Current Debt Stock to Exchange Rate Movements 

If the relevant NZD exchange rates were to depreciate by 10 per cent against trading foreign 
currencies, Crown debt estimated to the end of June 2020 would increase by an estimated 
$8.75 million compared to a $7.16 million if the NZD were to appreciate by 10 per cent. This 
ŘŜƳƻƴǎǘǊŀǘŜǎ ǘƘŜ /ǊƻǿƴΩǎ ƎǊƻǎǎ ŘŜōǘ ƭŜǾŜƭ ƛǎ ƳƻǊŜ ŀŘǾŜǊǎŜƭȅ ǎŜƴǎƛǘƛǾŜ ǘƻ ŘŜǇǊŜŎƛŀǘƛƻƴ ƻŦ ǘƘŜ b½5Φ 

Figure 4-10 Sensitivity of Direct Crown Gross Debt to NZD movements 

 

 

A 10 per cent decrease in the foreign currency value of the NZD would increase debt servicing costs 
to the LRF by $0.64 million in the 2019/20 year. 

Figure 4-11 Sensitivity of Crown Debt Servicing Costs to NZD movements 

 

 Long term debt projections and fiscal risks 

Government does not have any immediate plans to take on additional borrowing. 

Proposals to take on new loans must be treated under transparent processes as required by the MFEM 
Act 1995/96 and the LRF Act.  
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The LRF Act requires MFEM to analyse and report to the Parliament and the public on the impact of 
new borrowing in the context of Government lending policy, including the amortisation schedule, the 
impact on debt service burden of the government over the life of the loan, and an assessment of the 
sustainability of aggregate government debt. Reports should be made in advance of loan agreements 
being finalised. 

State Owned Enterprise Debt 

Since the enactment of the LRF Act, all new Crown debt (including SOE debt) must go through a full 
debt sustainability analysis, and be approved by Cabinet (via the Minister of Finance), on the advice 
of the Financial Secretary. 

Airport Authority 

The Airport Authority is currently paying off its loan from the commercial bank (2020: $3.024 million). 
The estimate for 2019/20 includes an additional loan of $1.0 million for the RESA project and for the 
building of the Air NZ cargo shed. The loan is to be secured by registered mortgage debenture over 
the assets and undertakings of the Authority. 

The Airport Authority is considering further borrowings in the next 24 months to expand the passenger 
terminal facility at Rarotonga International Airport. This is currently estimated to cost an additional 
$16.0 million. Other projects totalling $8.0 million include the work to complete the RESA project, the 
building of the new VIP Lounge and the runway slab replacement project. 

Te Aponga Uira 

The Te Aponga Uira (TAU) is estimated to spend $22.9 million in 2019/20 on renewable energy 

projects funded largely by Grant of $10.7 million with the balance of $12.2 million being self-funded. 

TAU is also anticipating an additional $25.0 million on capital spending in the next four years following 

2019/20, of which replacing the Cross-Island Feeder cables network is a major component, in addition 

to the ongoing renewable energy projects. Funding the additional work has not been confirmed but it 

is likely that TAU will consider external financing to meet its capital plans. 

Ports Authority 

The Ports Authority is currently repaying its loan obligations to the ADB (2020: $18.96 million) and 
have made lump sum prepayments as part of managing its debt exposure to foreign exchange 
movement and more importantly continue to improve its serviceability. Taking on any further debt is 
not a feasible option given the high gearing position the Authority is already in. 
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5 Economic Update 

 Summary 

5.1.1 Performance 

The Cook Islands economy has continued the strong run of real economic growth it has experienced 
in recent years, averaging 4.4 per cent per year over the period 2011/12 to 2017/18, thanks to 
unprecedented tourism arrivals and higher levels of public and private capital investment. In 2017/18, 
real Gross Domestic Product (GDP) growth of 8.9 per cent was recorded, rising from $463.2 million to 
$504.5 million. 

Over the last three years, tourist arrivals have risen by an average of nearly 11 per cent per year, from 
121,772 in 2014/15 to 164,800 in 2017/18. July 2018 saw the most visitors the Cook Islands has ever 
seen, with 18,332 arrivals. More recent data shows the strong growth in tourist arrivals tailing off to 
more realistic levels. The tourism market only saw growth of 3 per cent in the year to March 2019, 
with visitor arrivals rising from 162,650 to 167,262 over this period.   

The value of residential and commercial (commercial, tourism and community buildings) building 
approvals has also been much higher than trend in the three years to 2017/18. Despite more recent 
data showing a substantial decline, about 46 per cent, in the year to December 2018 compared to the 
year to December 2017, the value remains well above trend. 

Residential approvals, most likely for holiday houses rather than residential living, driven by tourism 
growth, now dominate the total value, following the completion of a number of large community 
projects.  

There are clear indications that this strong economic performance is likely to result in the graduation 
of the Cook IslanŘǎ ŦǊƻƳ ǘƘŜ hǊƎŀƴƛǎŀǘƛƻƴ ŦƻǊ 9ŎƻƴƻƳƛŎ /ƻƻǇŜǊŀǘƛƻƴ ŀƴŘ 5ŜǾŜƭƻǇƳŜƴǘΩǎ όh9/5ύ 
Official Development Assistance (ODA) eligibility list from January 2020. Work undertaken by the 
Statistics Office to develop comprehensive balance of payments data has been used to determine the 
/ƻƻƪ LǎƭŀƴŘǎΩ DǊƻǎǎ bŀǘƛƻƴŀƭ LƴŎƻƳŜ ŦƻǊ ǘƘŜ ƭŀǎǘ ǘƘǊŜŜ ȅŜŀǊǎΦ ¢Ƙƛǎ Řŀǘŀ ǿƛƭƭ ōŜ ǳǎŜŘ ōȅ ǘƘŜ hrganisation 
of Economic Development and Cooperation (OECD) to determine whether the Cook Islands has 
reached the level of economic development requiǊŜŘ ǘƻ ƎǊŀŘǳŀǘŜ ǘƻ ΨƘƛƎƘ ƛƴŎƻƳŜ ǎǘŀǘǳǎΩ at the July 
2019 meeting of its Development Assistance Committee. 

Further analysis by the Government suggests that the Cook Islands economy continues to perform 
above its potential level ς that is the Cook Islands continues to face a positive output gap. While there 
is little sign of the economy overheating in the leading economic indicator, the Consumer Price Index, 
there are increasing signs of capacity constraints emerging in the labour and housing markets, and the 
construction sector.  

5.1.2 Outlook 

In summary, the outlook for Cook Islands economy is positive, albeit at lower levels than seen in recent 
years. Real growth of 6.3 per cent is estimated in 2018/19, falling to 3.8 per cent in 2019/20, with 
average annual growth over the 4-year forward period at 3.9 per cent. The slowdown is due to 
continued but much slower growth in tourism and investment, both public and private. 
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With a mildly expansionary fiscal stance over the forward budget period, the capacity constraints 
alluded to above are expected to tighten in the medium-term. Further pressure on the domestic 
housing market is likely, potentially with wage-price pressure flowing from an increasing shortage of 
skilled workers and an increase in the minimum wage in 2019/20 from $7.25 to $7.60 per hour. Along 
with imported inflation should the New Zealand dollar depreciate further, this is expected to result in 
inflation rising from an estimated minus 0.4 per cent in 2018/19 to 1.1 per cent in 2019/20 before 
rising further to about 1.8 per cent per year over the forward budget period. 

Table 5-1 provides a summary of the key indicators for the budget appropriation year and the three 
forward years of the 2019/20 budget cycle. 

 

Table 5-1 Summary of Economic Indicators 

  2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 

  Actual Estimate Projected Projected Projected Projected 

Economic activity       

Nominal GDP ($'000)  516,316   557,913   581,385   607,445   635,233   664,524  

    Percentage change (year on year) 13.0 8.1 4.2 4.5 4.6 4.6 

Real GDP  
(at constant 2016 Prices, $'000) 

 504,453   536,225   556,858   578,103   600,852   624,870  

    Percentage change (year on year) 8.9 6.3 3.8 3.8 3.9 4.0 

Inflation (CPI)       

    Percentage change (average over 
year) 

0.4 -0.4 1.1 1.6 1.8 1.8 

Construction/capital investment        

Commercial building approvals ($'000)  7,968   7,465   7,465   7,465   7,465   7,465  

Residential building approvals ($'000)  11,993   13,308   12,656   12,656   12,656   12,656  

Productive sector indicators       

Visitor arrivals  164,800   166,209   169,997   174,625   178,325   181,845  

     Percentage change (YOY) 6.2 0.9 2.3 2.7 2.1 2.0 

Agriculture value-added ($'000)  10,641   10,446   10,446   10,446   10,446   10,446  

Fisheries value-added ($'000)  1,484   1,529   1,529   1,529   1,529   1,529  

External sector       

Merchandise trade balance ($'000) -190,678 -196,722 -200,560 -205,286 -209,419 -209,419 

Exchange rate (USD/NZD average) 0.71 0.66 0.67 0.68 0.70 0.71 

 The global economy 
The Cook Islands is a small, open economy whose economic growth is heavily reliant on the export of 
goods and services to a number of key partner countries, New Zealand, Australia and the United States 
of America in particular. As such, it is necessary to examine the economic conditions and outlook for 
our key partners, as well as the regional and global economy. 

New Zealand 

In its May 2019 Monetary Policy Statement, the Reserve Bank of New Zealand (RBNZ) reduced its 
official cash rate from 1.75 per cent to 1.5 per cent, citing a need for an easier monetary policy stance 
thanks to a more subdued outlook for employment growth along with low inflationary pressure. 
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The RBNZ noted that domestic growth has slowed from the second half of 2018, from 3.2 per cent in 
the June quarter to 2.3 per cent in the December quarter, as a result of slower growth in household 
spending due to lower population growth and continuing house price softness in some areas. In 
addition, the RBNZ identified ongoing low business sentiment, tighter profit margins, and competition 
for resources restraining investment. Moreover, although employment is close to its maximum 
sustainable level, the RBNZ reports that the outlook for employment growth is more subdued, with 
capacity pressure expected to ease slightly in 2019. Consequently, the RBNZ expects inflationary 
pressure to rise only slowly.  

The RBNZ also cited concerns about slowing global economic growth since mid-2018, easing demand 
ŦƻǊ bŜǿ ½ŜŀƭŀƴŘΩǎ ƎƻƻŘǎ ŀƴŘ ǎŜǊǾƛŎŜǎΣ ŀƭƻƴƎ ǿƛǘƘ ǳƴŎŜǊǘŀƛƴǘȅ ŀōƻǳǘ ǘƘŜ Ǝƭƻōŀƭ ƻǳǘƭƻƻƪΦ  

Australia 

In its May 2019 Statement on Monetary Policy, Reserve Bank of Australia (RBA) chose to leave the 
cash rate unchanged at 1.5 per cent, where it has been since August 2016. 

The RBA reports that Australian GDP growth is expected to be around 2¾ per cent over both 2019 and 
2020, lower than previously forecast, reflecting subdued growth in household consumption spending 
and dwelling activity. Stronger growth in exports and, further out, work on new mining investment 
projects are expected to support growth. The RBA expects inflation to be lower than previously 
forecast, at around 1¾ per cent over 2019, increasing gradually to 2 per cent in 2020 and a touch 
above 2 per cent by early 2021. 

Conditions in the Australian housing market have continued to ease. The RBA reports that established 
housing prices in Sydney, Melbourne and Perth are down by around 3 per cent since the February 
2019 Monetary Policy Statement and are around 10 per cent lower over the past year. To put this in 
context, the RBA noted that capital city housing prices have now retraced to mid-2016 levels but 
remain 15 per cent higher than five years ago. 

Looking forward, the RBA highlighted concerns for global growth resulting from trade growth 
remaining subdued due to the decline in Chinese domestic demand growth and increasing levels of 
trade protectionism, particularly for trade-exposed economies. The RBA warned that although global 
financial conditions have become more accommodative since the start of the year, increasing trade 
tensions and other political risks could lead to tighter financial conditions.  

May 2019 saw the latest round in the bilateral trade war between the United States and China with 
the United States more than doubling tariffs on US$200 billion of Chinese imports. The Chinese 
Government responded by announcing it will raise tariffs on US$60 billion of United States goods from 
1 June 2019.   

United States 

The International MoneǘŀǊȅ CǳƴŘΩǎ όLaCύ ²ƻǊƭŘ 9ŎƻƴƻƳƛŎ hǳǘƭƻƻƪ !ǇǊƛƭ нлм9 expects United StatesΩ 
GDP growth to fall from 2.9 per cent in 2018 to 2.3 per cent in 2019, before moderating slightly to 1.9 
per cent in 2020 with the unwinding of fiscal stimulus. The downward revision to 2019 growth reflects 
the impact of the government shutdown and lower fiscal spending than previously anticipated, while 
the modest upward revision for 2020 reflects a more accommodative stance of monetary policy than 
ƛƴ ǘƘŜ LaCΩǎ hŎǘƻōŜǊ нлму ŦƻǊŜŎŀǎǘΦ Despite the downward revision, the IMF notes that the projected 
ǇŀŎŜ ƻŦ ŜȄǇŀƴǎƛƻƴ ŦƻǊ нлмф ƛǎ ŀōƻǾŜ ǘƘŜ ¦{ ŜŎƻƴƻƳȅΩǎ ŜǎǘƛƳŀǘŜŘ ǇƻǘŜƴǘƛŀƭ ƎǊƻǿǘƘ ǊŀǘŜΦ  

In May 2018, the US Federal Reserve (the Fed) maintained its target benchmark rate of 2¼ to 2½ per 
cent on the basis that this will enable the sustained expansion of economic activity, strong labor 
ƳŀǊƪŜǘ ŎƻƴŘƛǘƛƻƴǎΣ ŀƴŘ ƛƴŦƭŀǘƛƻƴ ƴŜŀǊ ǘƘŜ /ƻƳƳƛǘǘŜŜΩǎ ǎȅƳƳŜǘǊƛŎ н ǇŜǊ ŎŜƴǘ ƻōƧŜŎǘƛǾŜΦ ¢ƘŜ CŜŘ ŀƭǎƻ 
indicated that in light of global economic and financial developments and muted inflation pressures, 
it will take a cautious approach to any future adjustments to the target range.   
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The higher US interest rates have led to a broad-based appreciation of the US dollar, including against 
commodity currencies such as the Australian and New Zealand dollars. Figure 5-1 shows the steep 
decline in the New Zealand dollar from 73.1 cents in February 2018 to 65.3 cents in October 2018, 
followed by a rally to 67.3 cents by April 2019.    

Figure 5-1 US dollar exchange rate, New Zealand and Australia 

 

Asia Pacific 

The Asian Development Bank (ADB), in its April 2019 Asian Development Outlook, expects regional 
GDP growth to soften to 5.7 per cent in 2019 and 5.6 per cent in 2020. Following inflation rising in 
2018 thanks to oil prices rising and Asian currencies depreciating, the ADB expects inflation to remain 
subdued at 2.5 per cent in both 2019 and 2020 as a result of stable commodity prices.  

The ADB notes that risks remain tilted to the downside, citing the trade conflict between the US and 
China, uncertainties stemming from US fiscal policy and a possible disorderly Brexit, potentially 
undermining investment and growth in developing Asia. The ADB also highlighted the perennial 
disaster risk from natural hazards, recommending that Governments integrate disaster risk reduction 
into national development and investment plans. 

The ADB expects economic growth in the Pacific to rebound from 0.9 per cent in 2018 to 3.5 per cent 
in 2019 as liquefied natural gas production in Papua New Guinea, the sub-ǊŜƎƛƻƴΩǎ ŘƻƳƛƴŀƴǘ ŜŎƻƴƻƳȅΣ 
returns to full capacity following the 2018 earthquake. The ADB projects economic growth of 6.0 per 
cent in 2019 and 4.5 per cent in 2020 for the Cook Islands.  

Global 

¢ƘŜ LƴǘŜǊƴŀǘƛƻƴŀƭ aƻƴŜǘŀǊȅ CǳƴŘΩǎ όLaCύ ²ƻǊƭŘ 9ŎƻƴƻƳƛŎ hǳǘƭƻƻƪ !ǇǊƛƭ нлм9 cites the escalation of 
USςChina trade tensions, macroeconomic stress in Argentina and Turkey, disruptions to the auto 
sector in Germany, tighter credit policies in China, and financial tightening alongside the normalisation 
of monetary policy in the larger advanced economies as contributing to a significantly weakened 
global expansion, especially in the second half of 2018. The IMF expects this weakness to persist, 
projecting that global growth, which peaked at close to 4 per cent in 2017, softened to 3.6 percent in 
2018, will decline further to 3.3 per cent in 2019. 
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With improvements expected in the second half of 2019, the IMF projects global economic growth in 
2020 to return to 3.6 percent, predicated on a rebound in Argentina and Turkey and some 
improvement in a set of other stressed emerging market and developing economies. The projections 
are therefore subject to considerable uncertainty. Beyond 2020, the IMF expects growth to stabilise 
at around 3½ percent, bolstered mainly by growth in China and India and their increasing weights in 
world income (see Figure 5-2). 

Figure 5-2 IMF GDP growth estimates, selected countries 

 

 

The IMF notes that while the overall outlook remains benign, there are many downside risks. This 
includes trade policy tensions that could play out in other areas, such as the automotive industry, with 
large disruptions to global supply chains. Growth in China could also surprise on the downside, and 
the risks surrounding Brexit remain heightened. 

Bearing in mind these downside risks, while the outlook for return to 3.6 per cent growth in 2020 is 
ǇƻǎƛǘƛǾŜ ƴŜǿǎ ŦƻǊ ǘƘŜ /ƻƻƪ LǎƭŀƴŘǎΩ ŜŎƻƴƻƳȅ ƎƛǾŜƴ ƛǘǎ ǊŜƭƛŀƴŎŜ ƻƴ ǘƻǳǊƛǎƳΣ ƛǘ ŘƻŜǎ ǇƻǎŜ ŀ Ǌƛǎƪ ƻŦ 
increased inflation. Consistent with the softer outlook for commodity prices and the expected 
moderation in growth, the IMF expects inflation to decline to 1.6 per cent in 2019 in advanced 
economies, from 2.0 per cent in 2018. Inflation in emerging market and developing economies 
excluding Venezuela, while stable across most regions, is nonetheless expected to firm to 4.9 per cent 
in 2019 from 4.8 percent in 2018, reflecting developments in a few economies. Inflation is then set to 
moderate to about 4 per cent over the medium term (see Figure 5-3). 
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Figure 5-3 IMF inflation estimates, selected groupings and countries 

 

The IMF notes that oil prices increased to more than US$80 a barrel in early October 2018, attaining 
their highest level since November 2014 as United States sanctions against oil imports from Iran 
loomed. In the last months of 2018, however, oil prices declined sharply as a result of record 
production growth in the United States and the issuance of waivers for most of the countries that 
import oil from Iran. 

Based on oil futures contracts, the IMF projects average oil prices at US$59.20 in 2019 and US$59.0 in 
2020. Oil prices are expected to remain in that range, reaching about $60 a barrel by 2023, consistent 
with subdued medium-term demand prospects and offsetting production adjustments that avoid 
large excess supply (see Figure 5-4). 

Figure 5-4 IMF oil price estimates, 1992 to 2024, US$/barrel  

 

0

1

2

3

4

5

6

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

World Advanced economies

Emerging markets & developing countries Australia

New Zealand

0

20

40

60

80

100

120

U
S

$
/b

a
rr

e
l

West Texas crude 3 spot price average



 

48 

 Cook Islands Economic Output 

5.3.1 Performance 

As shown in Figure 5-5, the Cook Islands experienced real Gross Domestic Product (GDP) growth of 
8.9 per cent in 2017/18, rising from $463.2 million to $504.5 million. This compares to the estimate of 
9.0 per cent for 2017/18 presented in the 2018/19 HYEFU. This performance continues a strong run 
of growth of 6.0 per cent in 2015/16 and 6.8 per cent in 2016/17.    

Figure 5-5 Real GDP growth, annual percentage change 

 
 

Figure 5-6 shows the breakdown of the Cook Islands economy by industry in 2017/18. The economy 
is dominated by the tertiary or services sector, accounting for about 77 per cent of the total economy 
in 2017/18, with the two largest tertiary industries, trade and accommodation services accounting for 
more than a quarter of total economic output. 
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Figure 5-6 Cook Islands economy by industry, 2017/18 

 

In 2017/18, high tourist arrivals drove strong growth in the economy along with Government use of 
professional consulting services, with the tertiary sector contributing 5.2 percentage points to real 
economic growth (see Figure 5-7). The strongest industry contributions were from professional and 
administrative services (3.6 percentage points) and trade (1 percentage points). During this period, 
professional and administrative services grew by 91 per cent from $18.2 million to $34.7 million and 
trade rose by 7.8 per cent from $60.3 million to $65.0 million. A number of industries contracted in 
2017/18, including finance and insurance and public administration. 

Figure 5-7 Contribution to 2017/18 real growth (percentage point) 

 

The secondary sector, which includes construction, electricity and manufacturing, contributed 
0.8 percentage points to growth, while the primary sector, agriculture and fishing made no 
contribution.  
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5.3.2 Outlook 

Observed and forecast real GDP from 2006/07 to 2022/23 is shown in Figure 5-8. A 95 per cent high 
and low confidence interval has also been computed and is displayed as the shaded area either side 
of the forecast time series.  

Figure 5-8 Observed and forecast real GDP, financial year ($m)  

 

The forecast percentage change over the forward budget period compared to recent years is shown 
in Figure 5-9. A growth rate of 6.3 per cent is estimated in 2018/19, with growth forecast to fall to 3.8 
per cent in 2019/20, with annual average growth over the 4-year forward forecast at 3.9 per cent. 

Figure 5-9 Annual change in real GDP (percentage) 

 

The economic forecasts presented above are lower than the annual average growth forecast of 5.4 
per year presented in the 2018/19 Half-year Economic and Fiscal Update (HYEFU) published in 
December 2018. This reflects lower forecast growth for visitor arrivals on the back of a weaker global 
outlook.     
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Figure 5-10 shows the forecast percentage change for nominal GDP. A growth rate of 8.1 per cent is 
estimated in 2018/19, with growth forecast to fall to 4.2 per cent in 2019/20, averaging 4.5 per cent 
per year over the 4-year forward period. 

Figure 5-10 Annual change in nominal GDP (percentage) 

 

In summary, as shown in Table 5-2, nominal and real GDP growth is expected to remain robust in the 
coming years, albeit at lower levels than in the recent past, due to continued but slower growth in 
tourism and investment, both public and private.  

Table 5-2 Annual GDP growth summary 

 2017/18 2018/19e 2019/20f 2020/21f 2021/22f 2022/23 

Nominal GDP growth (%) 13.0 8.1 4.2 4.5 4.6 4.6 

Real GDP growth (%) 8.9 6.3 3.8 3.8 3.9 4.0 

Implicit GDP deflator   102.4   104.0   104.4   105.1   105.7   106.3  

 Consumer price index 

5.4.1 Annual average performance to 2017/18 

Inflation in the Cook Islands is measured by the consumer price index (CPI), which is reported on a 
quarterly basis by the Cook Islands Statistical Office. Aggregate inflation has fallen steadily since about 
2011/12, from 2.8 per cent per year then, to minus 0.1 per cent in 2016/17. In 2017/18, CPI rose 
slightly to an average of 0.4 per cent over the year (Figure 5-11). 
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Figure 5-11 CPI, year average, 2005/06 ς 2017/ 18 (percentage change) 

 

Figure 5-12 shows the contribution to aggregate inflation in 2017/18 by major category. The key driver 
of the increase was the transport category at 0.8 percentage points, with the household operation 
and housing categories partially offsetting this rise with falls of -0.2 and -0.5 percentage points, 
respectively.  

Figure 5-12 Contribution to 2017/18 average inflation (percentage point) 

 

5.4.2 Year to March 2019 performance 

The CPI for the March quarter 2019, the most recent data available, shows a decrease of 0.56 per cent 
compared to the Mach quarter 2018, as shown in Figure 5-13.10 Over this period, rises in the transport, 
apparel and food groups were more than offset by falls in the housing, household operations and 
tobacco and alcohol groups. 

                                                           
 

10 Note that when comparing the March quarter 2019 to the March 2018 quarter, this is a year on year rather 
than average across the year measure. 
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Figure 5-13 CPI, year to March, annual percentage change 

 

Figure 5-14 shows the contribution to aggregate inflation in the year to March 2019 by major category. 
The key driver of the decrease was the transport category at minus 1.4 percentage points, with the 
food category in particular partially offsetting this fall with a rise of 0.4 percentage points. 

 

Figure 5-14 Contribution to year to March 2019 inflation (percentage point) 

 

The fall in transport costs, entirely driven by the overseas travel sub-component of the transport 
category is consistent with the fall in spot price of oil over the year to March 2019, as shown in Figure 
5-15. Over this period, the spot price of West Texas Intermediate crude fell by 7 per cent from US$64.9 
per barrel to US$60.2 per barrel.  
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