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GOVERNMENT OF THE COOK ISLANDS
OFFICE OF THE MINISTER OF FINANCE

P.O. Box 3246 Rarotonga, Cook Islands
Telephone: (+682) 2875; Facsimile: (+682) 248

Monday, 10" June 2019

STATEMENT OF RESPONSIBILITY
| have read the Fil Y OAL f { SONBGIFINBEQa {GFGSYSyld 2F wSalLkRya
preparation of the Budget Appropriatic2019 20.

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

| accept the overall responsibility for the integrity of the Budget Appropriaio@920 and the
compliance with theMinistry of Finance and EconorM@anagement Act 1995/96

Y

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 (+G2)67
Email: garth.henderso@cookislands.gov.ck

Monday, 10" June2019

STATEMENT OF RESPONSIBILITY

The Budget Appropriatior019/20has been produced in accordance with taistry of Finance and
Economic Management Act 1995/@6e Act).

The 2019/20 Budget process involved thannual publication of the Budget Policy Statement in
December 208 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 ad approval.

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

9 estimated revenue of the Crown;

T RSGFAfa 2F SIOK D2@SNYyYSyid 5SLINIGYSYyGQa o0AR T2
T /I N2osyQa RSol YIbitedSYSyd NBalLRyaAa

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 lbeyba
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 totimmal public finances is consistent with the
standards outlined in the International Monetary Fund (IMF) 2001 manual on Government Finance
Statistics.

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

G Reh

Garth Henderson
Financial Secretary




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 Aticlt nom0 G KFd aX Ftf SELSyY
Islands Government Account or from any other public fund or account, shall be in accordance with an
P LILINRLINR F GA2y | OG Xé

Clause 1 provides that, on enactment, the Bill will be called the Appropriation28d9

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'3dine 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 20&9/20
appropriation to actual expenditure incurred in the period 1 July@t@l 30 June
2020.

Subsections 4 limits any expenditure which may be charged to the &0%
appropriation to actual expenditure incurred up 30 June 2019

Subsection 8 limits any expenditure which may be charged to apjataprs from
years prior to 2018 9 to actualexpenditure incurred up to 30 June ZD1

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.




Appropriation BilR019
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 Transacs
Schedule 5b LoanRepaymentFund (LRF) Appropriations

Summary

An Act to appropriate certain sums of money out of the Cook Islands Government Account to the
services of the year endingthe thirtieth day of June 202@nd to appropriate the suppliesmgnted
in this period

MOST GRACIOUS SOVERE®GS:> |, 2dzNJ al 2SadeQa Y2aid RdziATdzZ | YR
the Cook Islands, towards making good the supply which we have cheerfully granted to Your Majesty

in this year, have resolved to grant Yddajesty the sum specified in this Act and humbly ask Your

Majesty to assent to the sum. And the Parliament of @k Islands enacts as follaws

1 Title

This Act is the Appropriation A2019
2 Application

This Act applies to the year ending on the tieitth day of Jun®0200 & 1 KS &SI NE 0 &
3 Grant and appropriation out of the Cook Islands Government Account

D The Minister responsible for Finance may authorise the incurrence of expenses or expenditure
and may issue and apply out of the Cook Islands Governnwauat, 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 276,240,536

2) Subject to subsection (3) the sums authorised to be supplied are appropriated for the services
setout 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 inthose 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 Aet 1995
96, the appropriations madender ths Act will lapse on 30 June 2020
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()

(6)
(7)

(8)

(9)

Payments that may be charged against any appropriationentgcthis Act after 30 June 2020
are limited tar

(@) selfbalancingournal entries to correct posting errors dng the year ended 30 June
2020 or

(b) expensesncurred 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 invoiceati not been made by 30 June
2020

The appopriations male in the Appropriation Act 2018ill lapse on 30 Juned29.

Payments that ray be charged after 30 June 20d@ainst any appropriation that lapses under
the provisions of subsection (6) are limited to

(@) selfbalancingournal entries to correc posting errors dring the year ended 30 June
2019 or

(b) Expenses incurred or payments dueridg the year ended 30 June 204&® which a
valid invoice vas submitted before 30 June 2Q18ut for which a payment or payments
to extinguish the liability in dation to that invoice had not been made by 30 June201

Where in the period ended 30 June Z2)1he Financial Secretary appointed under section 4
of the Ministry of Finance and Economic Management Act 3®%ad directed that an
unexpended appropriatiofirom an Appropriation Act for a previous year be available for
expenditue in the year ended 30 June 2Q1Bose appropriationsvill also lapse on 30 June
2019

Payments that ray be charged after 30 June 20d@ainst any appropriation that lapses under
the provisions of subsection (8) are limited to

(@) selfbalancingournal entries to correct posting errors diog the year ended 30 June
2019 or

(b) expenses incurred or payments due during the year ended 30 Jurgef@0tvhich a
valid invoice was submitted bafe 30 June 2(d, but for which a payment or payments
to extinguish the liability in relation to that invoicadh not been made by 30 June 2019
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Schedule 1
Agency Budget Appropriations

Agency Personnel Operating Administered Depreciation Gross Cfm_ent Trading Net C.urr.ent
Payments Appropriation Revenue  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 Autior 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 PaymentAllowanes 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 Depreciation Gross Cfm_ent Trading Net C.urr.ent
Payments Appropriation Revenue  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 TokBrown 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 782859
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
PukapukaNassau 906,017 142,706 0 213,381 1,262,104 73,695 1,188,409
Rakahanga 415,294 59,249 0 82,406 556949 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




Schedule 2

PAYMENTS ON BEHALF OF TREMBRPOBOCS)

2018/19 2019/20
Administering Ministry POBOC Supplementary Budget Variance
Estimate Estimate
Compensation of Employees
Finance & Economic Management Parliamentary Superannuation 180,000 180,000 0
Audit EEZS Salaries and Administra 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 POBO! 2,718,881 3,487,881 769,000
Use of Goodsrd 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 anc 109,000 109,000 0
overseas)
Parliamentary Services MP Travel and Allowances (local anc 321,000 341,000 20,000
overseas)
Foreign Affairs Interr?atlonal Maritime Organisain - 63,461 63,461 0
Maritime Cook Islands
Use of Goods and Services POBOC 1,045,261 959,261 -86,000
Subsidies
Cook lSla.mdS Investment Airport Authority subsidy 2,047,997 2,047,997 0
Corporation
Cook Isla_mds Investment Ban_k ofthe Cook_ Islandssocial 120,000 128,000 8,000
Corporation assistance subsidy
Cook Islands Investment Ports Authority: subsidy 110,099 110,099 0
Corporation
Cook Isla_mds Investment Te Aponga Uirasocial assistance 380,000 380,000 0
Corporation subsidy
Sulsidies 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 Pacifc 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 2019/20
Supplementary Budget Variance
Estimate Estimate
Cook Islands Government Capital programs 47,071,874  40,710,3% -6,361,538
Total Capital spending 47,071,874 40,710,336  -6,361,538




Schedule 4

Official Development Assistanée

2018/19 2019/20 Budget .
Supplementary . Variance
X Estimate
Estimate
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
2018/19
Category of Expense Supplementary 2019/20 B.udge Variance
Estimate Estimate
Contingency FundsOperating 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 Trusund 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
LoanRepaymentFund (LRF) Appropriations
2018/19
Category of Appropriation Supplementary 2019/20 B.Ud@t Variance
Estimate Estimate
Contribution to LRFPrincipal 6,995,000 7,696,000 701,000
Contribution to LRFInterest 2,367,000 2,229,000 -138,000
Total Contribution to LRF 9,362,000 9,925,000 563,000
Summary
2018/19
Category of Payment Supplementary 2019/20 B_udget Variance
- Estimate
Estimate
Schedule 1 Ministry Outputs (Gross Operating) 130,938,191 133,443,249 2,505,058
Schedule 2POBOCs 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 5a0ther Expenses and Financing Transactit 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 Parliame2®19

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



3 Budget Overview

3.1 Summary

The 2019/20 Budget is the first year of the 201972022/23 Mediumterm Fiscal Strategy (MTFS) and
reO2y FTANNVA GKS D2@SNYyYSydQa O2YYAlUYSyid G2 az2dz/R
signals adherence to the fiscal rules outlined in the BITdh 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.

¢KS D2@SNYYSyiQa T2 OdziermABhdged K DA ¥ hINB DA 3 a 8 REdz2Y02
productive capacity by:

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

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

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

Key budget measures to meet these policy elements are isedkéunding for:

9 Law and order; to ensure effective institutions, the backbone of a straugiety

1 Healthc¢ to ensure that Cook Islanders have access to a strong health care system and are able to
meet their productive potential

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

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

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

3.2 Economic performance and outlook

As shown irFigure3-1, the Cook Islands expericed real Gross Domestic Product (GDP) growth of
8.9per 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/a6id 6.8 per centni 2016/17.Growth isexpected to
remainrobust in the coming years, albeit at slightly lower levels, due to continued but slower growth
in tourism and investment, both public and priva#.growth rate of 6.3 per cent is estimated in
2018/19,with growth forecast to fall to 3.8 per cent in 2029, with annual average growth over the
4-year forward forecast at 3.9 per cent.
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Figure3-1 Real GDP growth, annual percentage change
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3.3 Fiscal performance and outlook

Strong economic growth is expected to wéisin 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 sliglitigt aga
recent appropriations, with a focus on increasing the ability of Government agencies to complete
projects appropriated in the Budget.
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Table3-1 Summary fiscal statemen01920 to 2022/23

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

$ million . Budget S . T
Actual Estimate . Projection  Projection Projection

Estimate

Operating Balance 28.7 30.3 18.6 18.6 14.4 19.4
Fiscal Balance surplus/deficit 20.4 9.2 -84 -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

The fiscal rules have been matthe 2019/20 Budget, with a fiscal deficit-&.4 per cent anticipated

in 2019/20. This improves todeficitin 2021/22 of0.5per cent. Debt levels are expected to improve

over the forward estimates, and cash reserves are expected to remain stable.

Table3-2 Fiscal rules performance

Rules Unit  Threshold 2019/20 2020/21 2021/22 2022/23
Total Expenditure Growth % 4 1.4 0.7 25 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 45 3.6 30 3.0

12



4 Fiscal Strategy
4.1 The Cook Islands Fiscal Framework 201%2022/23

The Cook Islands Government launched its new medearm fiscal planning and budget procegsth
the Cook Islands Fiscalafework 2019/2@2022/23 (the Framework) in December 2018 in the
2018/19 HaHyear Economic and Fiscal Updéate

The Frameworks designed tstrengthen the strategic focus f K S D 2 @ SeXgendifuye it &
tax decisions by incorporating a more robust med-term perspective that takes into account
interactions with the economyThe Framework has been established to achieve the following
outcomes

1 improved longterm fiscal sustainability through responsible fiscal management and debt
sustainability; and
1 improved mediumterm fiscal planning nationally, and within each agency.

Figure4-1 Framework elements

Cook Islands Fiscal Framework

2019/20¢ 2022/23

Fiscal rules
Reserve funds
Expenditure profile

[ NSDP Goals } . Mediumterm FiscalStrategy

. Mediumterm ExpenditureCeilings
Whole of Government
Agency level

. Mediumterm Budget
Agency business plans
Appropriation Bill

The Framework comprises three cascading, interlinked elements, shokigure4-1, that together
result in a fiscallyesponsible 4year budget that takes account of the economic cycle:

1 Medium-term Fiscal Strategy providesthe basis for the fiscal rulethe establishment of reserve
funds for economic downturnspatural disastersand future generations and a Government
expenditure profile guidethy the economic context

2 Availableat: http://www.mfem.gov.ck/images/MFEM_Documents/Treasury_Docs/Budget_Documentsf2018
19 Half_Year_Economic_and_Flistipdate.pdf
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1 Medium-term Expenditure Ceilingg, guided by the MTFS, whole of Government expenditure
ceilings for each of the 4 years are then divided into Agency ceilingsgtato account National
Sustainable Development Plan 2@26 (NSDP) goals and Agency capacity requirements.

1 Medium-term Budgetg Agency business plans that reflect individual ceilings, along with tax and
economic forecasts, are used to prepare the nueaterm budget¢ 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 applicationthis budget cycle are discussed below, with the
third element, the Mediurterm Budget, set out in the remainder of this Budget Book.

4.2 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 Mediemm Fiscal StrategyTF$, which
forms the base of the Framewo#k.

The MTFﬁims to§mooth Government expenditure over the course of the economic cydetdtout
G§KS D2 @SNYYSy tmaris over theOediumér, Yheldding the fiscal rules that the
Government will aim to achieve, economic forecasts and in turn,0He @ S NJ/ ©xPshdit@e
profile.

The specific objective of the MTHS to deliver fiscally sustainable budgets. To aahithis the
Governmenthascommitted to:

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

1 The development of, and appropriation inteeservefunds (Stabilisation Account and Sovereign
Wealth Fund}o improve econong resilience

1 An expenditure profile that iguidedby the economic context.

1 ¢KS D2 @SNY YSYy i Giouiddrginddd by the tolkdviig Pdicy eldmints:

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

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

0 Investing in the capabilities of Government Agesdo ensure they operate effectively and
efficiently.

The Governmenhas committed to four MTF8scal rules performance against which is publicly
reported:

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

9 FiscalBalanceRule: the fiscal balance cannot exceed a deficit of 1.9 per cemioafinal Gross

Domestic Product (GDP)

ExpenditureRule: budgeted expenditure cannot grow by more than 4 per cent yeayear.

CashReserves Rule: the equivalent of 3 months of operating expenditure must be held in cash at

any one time.

=a =

3 Available athttp://www.mfem.gov.ck/images/CEO/Medium_term_Fiscal Strateqy 2019- Z3opy.pdf
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Figure4-2 MTFS rule structure

Hscal Anchor:
Net Debt Rule

Expenditure Cash Reserves
Rule Rule

The Government has also committed to a numbeodrational MTFS guides:

9 Personnel rati@ expenditure on personnel less than 40 per cent of total Government revenue.

1 Requirement to spend cagimo newdebt commitments where the Government has sufficient cash
to fund the relevant expenditure

1 Cyclicallyadjusted balance¢ use of the cyclicallpdjusted balance as a benchmark when
developing the total expenditure ceilintp disconnect spending from cyclical revenues and
allowing governments to maintain expenditure during downturns

9 Stabilisation Account cash in excess @f months of operating expenditure at the end of the
financial year transferred to the Stabilisation Account at the beginning ofnthé year. (An
additional 1 month to the 3 months expenditure rule is retained as a buffer).

4.3 Performanceagainst the fiscal rules

The 2019/20 budget meets all the fiscal rule thresholds over thieat period.

431 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 adome, and is intended to control the overall level of debt taken on

by Government, includinfy h 9 Tha limit agreed to by Government is to maintain net debt within

hard target of 35 per cent of GDPhis would represent total borrowings of around $2dillion in
2019/20.The Government remains well within the net debt benchmark.

Figured-3 showsthe 30 per cent soft debt target that the Government is committed to staying below
which isequivalent to approximately $4 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 Jur20,2d is expected that
Government Wil have a net debt ratio of approximately8.6 per cent, well within the debt
benchmarks.

Debt levels are expected to further improve over the forward estimates2td per cent of GDP by
202223.
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Figure4-3 Net debt to GDP ratio, 208/17 to 2022/23
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The Government does not consider these ratios in isolation. Any proposal to take on additional
02NNRgAYy3d A& aasSaaSR Ay G(G(KS O2yGSEG 2F GKS gK2:
pay annual debtservicing and internationabest practice. The latter aspect includes prudential
NBIljdzZA NSYSyia aSi o0& (GKS / NRgogyQa f SYRSNAO®

Proposals to take on new loaasetreated under transparent processes as required by the MFEM Act

1995/96 and the LRF Act 2018he IRF Act 2014 requires MFEM to analyse and report to the

t I NITAFYSY(d yR GKS LlzotAO 2y GKS AYLI OG 2F ySg o
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.
Reportsare required tobe made in advance of loan agreements being finalised.

432 Fiscabalancerule

The fiscal balance is the operating balance less net capitaheipre (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 enaure 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.

AsFigured-4 illustrates, the Governmefl @xpectedfiscal balances for 2@/ 20is a deficit of 1.4 per
cent of GDP, well within the benchmark. The fiscal balance is expected to improve over forward
estimates to assurplus ofl.1 per cent of GDP in 2022/23.
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Figure4-4 Fiscal balance to GDP, 2018 to 2022/23
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4.3.3 Expenditurerule

The expenditure ruleintroduced for the first time in the 2019/20 Budget, contr@®vernment
expenditure operating and capital, by limiting yean-year growth to a maximm of 4 per centAs
shown inFigure4-5, the expenditure profile in 2019/20 and over the forward estimates is well within
the threshold.

Figure4-5 Expenditure growth, 209/ 20to 2022/23
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4.3.4 Caslreservesrule

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 toxtaollections, 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 caslgoid cash investments
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Figure4-6 shows that the Government is currently in a strong position to support any liquidity
shortageshould it be required

Figure4-6 Cash reserves to operating expenditure, 2018 to 2022/23
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Sensitivity performance against the rules under a range of fiscal and economic scenarios, positive and
negative, isanalyzedn Chapter4.11

4.4 Establishment of reserve funds

With a view to improving the fiscal resitice of the Cook Islands against economic shocks and natural
disasters, and collecting revenues from seabed minerals harvesting for future generdkiens,
Government has committed to establishitvgo reserve fundsinder the MTFS.

Stabilisation Account

Thefirst isthe Stabilisation Accountvhichholdsexcess cash and will be usechtakeadditional debt
repayments in periods of strong economic growth, and to cover operational and capital expenditure
during periods of economic contractions.

The Stabilisatin Account has been set up in the 2019/20 budget, wib.% million of the $115.2
million unencumbered cashsat 1 July2019.

To guide the administration of the account, MFEM has drafted a Stabilisation Account Policy. This sets
out clear rules around émsfers 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 reacheSitatiksation
Account, the funds can be used to makigaional 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 nneesult in a breach ahe MTFSiscal rules.

Sovereign Wealth Fund

The secondeserve funds a Sovereign Wealth Fund which will capture the revenues expected in the
future from seabed minerals harvesting for use by future generatidhsfund will be £oped and
established in concert with the development of the seabed minerals sector.

4.5 Medium-term expenditure ceilings

A mediumterm expenditure profile, effectively a Government budget ceiling for each year of the
2019/20 budget cycle, that is both congst with the fiscal rules and the economic context, was
announced in the MTF$abled-1 shows the profile, along with the fiscal space, indicating the amount
of additional expenditure that the Government can undertake in each geapared to the respective
forward estimates set out in the 2018/19 Budget.

Table4-1 Expenditure profile performance

$ million 2019/20 2020/21 2021/22 2022/23
Total expenditure¢ MTFS planned 206.3 204.8 205.2 205.2

Hscal space 8 23 40 40
Total expenditureq 2019/20 Budget 211.0 2093 2040 2016
Under (+)/ Over) 2% 2% 0% -2%

In determining the recommended expenditure profile for the MTFS, MFEM considered two fiscal
space measures, bottonsistent with the MTFS fiscal rules: theustural deficit ceilingapproach,
which estimatestie difference between the structural fiscal balance and nominal fiscal bglande

the gyclicallyadjusted balancenethod, which acountsfor the effects of lusiness cycle fluctuations

on revenue and expenditurdlFEM 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 201®/Budget are slightly higher than the
announced ceilings for 2019/20 and 2020/21, as showrTable 4-1. This expenditure remains
consistent with the fiscal rules, as showrséettion4.3, 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:

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

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

To guie the development of mediunterm expenditure ceilingfor each Governmernfgency within
the overall ceilingMFEM commissioned @Governmeniwide public expenditure review (PERJhe
focus of the review was on the efficiency and effectiverefSSovernment Agenciga meeting their
National Sustainable Development Plan goalss Tihformation 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 showfable4-2. This highlights in particular the
adjustments to laseline operating expenditure for Agencies, Ministerial support and the Pa Enua,
Administered payments and Paymeiats behalf of the Crown (POBOC)

Table4-2 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 14.2 145
PaEnua .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

Baselne 26.2 26.2 26.2 26.2
Adjustments 15 1.7 1.6 1.7
POBOC Total 27.7 27.9 27.8 27.9
Capital 407 35.5 26.1 255
Other 9.1 8.8 8.6 8.6
Total 211.0 2093 2040 2016

* Includes Personnel, Operating, Administered Payments and Depuretiati

4.6 Medium-term national priorities

The mediumterm expenditure ceilinghas beenallocated across& range ofNational Sustainable
DevelopmentPlan 201620 (NSDP)agls as agreed by Government at the November 2018 Cabinet
Retreat.

The priority goal$or each yeawof the 2019/20 Budget and forward estimates is showfigure4-7.

The mediumterm focus is on investing in infrastructure (Goal Gil@resilient infrastructure and ICT

to improve our standard of liv) 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 estineayears
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Figure4-7 Medium-term NSDP gal priorities
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A summary of the new expenditure initiatives by priority gioal2019/20is outlined below irrable

4-3 andFigure4-8. This covers all funding for capital projects and new funding allocated into operating
(ie existing operating baselines are not considered he&dtal of $219millionis allocated towards
capital and n& operating funding initiatives across the mediterm. Areas of more substantial

funding are further described below, and further detail is providedhagZer 12
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Table4-3 Summary of perating andCapital Initiatives6 b nnn Qa v

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 Gige 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%

Figure4-8 Summary of Ependiture by 2019/20 goals, 2019/2€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 multigleals 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¢ Water and Sanitation 10 per cent of the totaljs largely the result ofwo legacy
water and seweragerpjects which are migtonstruction or project planning e Mato Vai and Mei Te
Vai Ki Te Vai.

Goal 5¢ Infrastructure and ICT 43 per cent of the total, include a significant ramp upaiad
and sea transport infrastructure and drainage capital projects.

Goal 7¢ 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¢ Resilience & Climate Changerimarily composed of new Cyclone Centers for
the Pa Enua.

Goal 16¢ Governance, Law and Ordesccouns for 19 per cent of the totalspend This
includes substantial new operating fundirigr Ministry of Justice to increase personnel and thereby
improve systemic efficiency, funding for the Cook Isladiéce 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 alsbeen funded across the whole of government.

4.7 Medium-term fiscal outlook

The Cook Islands hasntinued thestrongrun of economic growtltseenin recent years, generating a
stream of Governmentrevenue that has increased at a faster rate thaavernmentexpenditure,
providing a sound fiscal basis for the 2020 Bidget. A strong fiscal position makes the Cook Islands
moreresilient to future economic shocks and natural disasters.

Fiscal performance and outlook

Figure4-9 shows atime series of general Government operating revenue and expenditure from
2012/13 to 2018/19 with forecast data included for the mediutarm. The chart shows that, on
average over the last six years, Government operating revenues have been rising at afattgtly
rate @ per cent) than operating expenditur8 per cent). From 2012/13 to 2014/15, the net operating
balance averaged $5.8 million. This compares to an averageQdf $@llion over the last four years,

a 5fold increase.
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operating balanceninus capital expenditureplus depreciation.Expenditure on capital projects has

risen, rising from an average of $@&3nillion from 2012/13 to 2014/15, to $24 million over the last

four years. This reflects expenditure on a number of large capital projects, such as renewable energy

in the Pa Enudlle Mato Vai and Tereora College.

The fiscal balance has risen from an averag8&26 million from 2012/13 to 2014/15, to &1.1million
over the last four years.
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4.8 Fiscal update

48.1 Overview

Table4-4 Fiscal Indiators Summary

2017/18 2018/19 2019/20 2020/21  2021/22  2022/23
Budget o o o
Actual  Actual . Projection Projection Projection
Estimate
Statement of Financial Performance
Taxation Revenue ($m) 140.6 144.6 151.6 156.4 159.5 162.6
Saocial Contributionébm) 0.0 0.1 0.1 0.1 0.1 0.1
Other Revenue ($m) 40.1 51.3 37.1 35.9 32.7 32.7
Total Operating Revenue ($m) 180.7 196.0 188.8 192.4 192.3 1954
Total Operating Revenue (% GDP) 35.0 35.1 325 31.7 30.3 29.4
Tax Revenue (% GDP) 27.2 25.9 26.1 25.7 25.1 24.5
Total Cyclical Revenue ($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 ($m) 165.3 167.7 171.9 176.6 179.6 182.5
Total Structural Revenue (% GDP) 32.0 30.1 29.6 29.1 28.3 27.5
Peasonnel ($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 53.5 563 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 ($m) 113.7 138.8 129.5 120.3 109.5 90.1
Excluding Coigency Loan 129.6 124.9 115.5 106.4 96.1 86.9
Percentage of GDP 22.0 31.1 22.3 19.8 17.2 14.9
Net Crown Debt, end of FY ($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 -575 -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 &gals in recent years, but with moderating future growth expectations. This
Budgetis mildly expansionary witiminor growth in Government operating expenditures. Growth in
operating revenues are expected to result in continued operating surpluses avetdgingllion per
yearover the budget and forward years.

Total operating revenue as a percentage of GiB from 325 per cent in 2019/20 to 24 per cent
in 2022/23.0perating expenditure ialso expected talecreasefrom 29.3 per cent of GDP in 201920
to 26.5per cent in 2022/23Expenditure on personnel is expectedrtee as a percentage of total
revenue over the forwardgrom 36.8per cent in 2019/20 tal0.1per cent in 2022/23.

Capital expenditure increases td@&7 million in the 2019/20 Buddeand is expected to moderate in
the forward years to $25 million in 2022/23 noting that there are several pential large projects
whose timing is yet to be determined. The fiscal balance is forecast to improve from a defidipef 1.
cent in 2019/® to a fiscal surplus df.1 percent 202223.

With the introduction of the Stabilisation Account in 2019/20, the expected cash in excegsariths
of operating expenditure at the end of 2019/20, aboli6® million, has beerreserved intothe
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. Nettdés now expected thavepealed at 264

per cent of GDP in 2018/1Before decreasing to&8.9 per cent in2019/20 and falling further to 12

per cent by2022/23.

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

1 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);

1 achieving and maintaining levels ab@n net worth that provides a buffer against factors which
may impact adversely on net worth in the future;

1 prudently managing the fiscal risks facing the Crown; and

1 pursuing policies that are consistent with a reasonable degree of predictability abolgval 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 urtd&en by Government;

Technical adjustments;

Reclassification of expenses; and

Parameter changeg movements that occur due to economic changes that are outside of a
decision by the Government, including depreciation, movements in welfare beneficiargars

and the impact of changes in fuel costs on the underwrite.

)l
1
1
)l

Table4-5 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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Table4-5 Reconciliation of Operating Statemerf$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 -6,15 -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
OtherRevenue 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
Redassifications 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 Bur 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 BALANCES at 2019/20 Budget 9,248 -8,38 -3,171 2,045 7,593

Table4-5 shows the chage in estimates of operating revenue and expenditure since the 2018/19
Supplementary Budg€Bupplementary)

For 2018/19 pward revisions have been made @her Revenue estimate$or 2018/19 principally
due to increases to Fisfg Licences ($11.45 mdh), Fisheries Treaties ($1.8 millicemd 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 reféedrop 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 expenditsiresethe Supplementary for
the 2019/20 Ridget and the forward estimates. Operating expenditure adjustm@néslominantly
compriseof expenditure decisions by Government, peaking in 2021/22 4tB8illion.

Primary drivers for these changes are the minimum wage increases andngwrg payroll
adjustments in support of NSDP GoaWe(fare & Equity, Goal 2Economic Opportunitigsand Goal
16 (Good Governance, Law & Ordefhe $15.8 million adjustment for 2019/20 primarily relates to
revised baselines for all government agescie€overing shortfalls in operating and personnel,
supporting Goal 16

At the time of the last official update to the financial estimateMiswrch2019 for the Supplementary

it was anticipated that the 2018/19 operating balance would be in surplus 823%tillion. After
updating revenue and economic forecasts, the estimated operating budget surplus has increased
significantly to 80.3million for 2018/19. Operating surpluses have similarly been revised upwards fo
the forward estimates, showing a decreagitrend from$18.6 million in 2019/20 towards $1.4

million in 202122 (pending the abowenentioned Fishing Treaties, before returning to $19.4 million.

4.8.3 Revenue

Total operating revenuai2019/20 is estimated at $1888illion; consisting of $151.6 milloin tax
revenue and $3.1 million in nontax revenue.

Total revenue changes are reflectedTiable4-6 Operating revenue, 20118 to 202/236 b Qn n n 0
Overall movements since the release of the Supplementary continue to indicatéathrevenue will
increase over the forward years from 2019/20 to 2022/23.

Table4-6 Operating revenue, 204/181to0 202/236 bQnnn 0

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23
X Budget _ T I
Actual Estimate . Projection  Projection  Projection
Estimate

Taxation Revenue
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 expeed to remain steady at $28 million in 2019/20 and over the forward estimates.
Company tax is estimated to increase to around B#fion over the forward estimate from $22
million in 2019/20. This too is expected to slowly increase over the forward agtisn as shown in
Table4-6.

VAT is expected to reacfi%6 million in 201920. With continuedeconomic growth, VAT is expected
to continue tocontinue growing idine with economic movements, reaching@4 million in 202/23.

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

28



4.8.4 Expenditure

Changes in expenditure are made up of #higroad types of changes, parameter changes, policy
changes, reclassifications and technical changes. Followindgstipplementarythere have been
significant changes in expenditures, predominantly expenditure decisions on behalf of the
Government.

As shown inTable4-7, total operating expenditure i8019/20is expectedto reach $71.1 million, an
increase of 8.8million on 201819. This increase is largely the result of nspending initiatives in
the 201920 Budgé. The new expenditure initiatives being pursued by Government in th&/201
Budget aim to address the 202 mediumterm NSDRoals while continuing to build capacity within
Government.

Government agency spending shortfalls have been identified andeadéed 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 andigital infrastructure and Te Mato Va\dditional funding for Personnel

has been directed to the Pa Enua to support the Island Administrations and their staff.

Table4-7 Operating expenditure, 201/481t0 202/236 P Qn n n 0

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23
Actual Estimate Forecast Forecast Forecast 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 expenditurareas areshown below, with greater detail of the funding providegainst 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 strengthering the police force Additional fundinghas beendirected towardsthe
Ministry of Justice to suppotthe employment of additional staffin order to better manage the
existing workloadThe 2019/20 Budget also finalizes the split of Mimistry 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 serviggth the aim of building a system that
decreases recidivism

Good Governance

In order tomake some progress towards reducihg disparity in pay between the public and private
sector, which irturn affects the ability of the government to hire and retain quality staff and deliver
on its programmes, the Governmentlivindertake a phased increase to pukdiector pay over the
mediumterm. 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.
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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 Administratibhs directly supports
Goall by improving equity within the Cook Islands.

The Old Aged Pension for those aged 70 and basrbeen increaseaks of 2019/20 to $700 per month
to provide greater financial support to this vulnerable groEgpenditure on the Pension is expected
to increase over th mediumterm asthe population agesTheCare Givers allowance will also increase
to $200 per monthas of July 1 201® provide greater funding to those who care for the vulnerable
in our community.

Health

Ministry of Health has been allocate$1.8 million in additional funding in 2019/20 to enablie
ministryto retain and source necessary specialist sgaffvide better services to the Pa Enua and to
ensure that additional funding is available for tRatient Referrafund.

Pa Enua Fundin

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 $400,000ohd the funding formuland
minimum wage adjustmentwith a focus on Island Administrations being able to emlofficient
personnelandincrease productivity.

4.8.5 Capital budget

Total capital spending, from both the Cook Islands Government and donoresoir09/ 20 is

estimated to reach &7.5million, including €7.0million from donors.

¢tKS /221 LatlyRaQ D2@SNYYSyid o/ SRO 60EdzpiRSR / QR Ay @
reservesCIG @pital expenditurds estimated to be$40.41million in2019 20, as shown iTable4-8.

The Government has committed to a significant infrastructure prograRamtonga and the Pa Enua.

Projects include,water, renewable energy, roads, harbour rehabilitation, cyclone centers, and
telecanmunicationgnfrastructure, all ofvhichaim to improve the livelihoods of Cook Islanders

Table4-8 CIGCapital expenditure, 207/181t0 202/236 bQnnn 0

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

Budget Forecast Forecast Forecas Forecas

CIG Capital Expenditure 35,197,383 40,710,336 35,540,000  26,070,00( 25,520,00(
Official Development Assistance 18,265,475 47,093,335 21,154,309  12,000,00(  2,000,00(
Total Capital Expenditure 53,462,858 87,803,671 56,694,30 38,070,00( 27,520,00(

The Government is committed to improving the fiscal balance going forwzagital estimatesver

the mediumterm consider he local capacity to deliver and complete projects, reinforcing proper
planning and improving the fiscabgition of GovernmentThe Government has provided additional
support to relevant agencies facilitate greater projectnanagement taid this goal.

Refer to the capital expenditure chaptéChapter 9¥or a detailed analysisf all capital projects for
201920 to 202223, this includes all capital projects funded thgiuthe Cook Islands Government.

Physical Infrastructure, Water and Sanitation

Infrastructure Cook Islands is receiving substantial additional funding which will be directed primarily
towardsroad maintenance and improvement, as well as bridges and drainage. On Rarotonga, existing
asphalt road services are expected to be extended through to Tymapangst others. fie main
bridgein Avaruais also to beeplaced Fundingisalsoprovided for pad improvemens n the Pa Enua
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Water security is a key focus of the Government. As sucidifig has been allocated to facilitate
water infrastructure projects both in the Pa Enua (Mitiaro, Aitutaki and various other water tanks
which require replacemeias 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
infragructure. This is expected to allow the government to successfullyomlithe Financial
Management Information System (FMIS) across all government agencies over the next several years,
as well as leverage the improved internet expected to be delivereivayua 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) feuitehase of
a CT Scanner which will facilitate better primary care in the Cook Islands.

4.9 Assumptionsunderlying theeconomic andikcal

projections

Various assumptionsiave been made to forecastthe Cook Islands economic outlook and the
@R ISNYYSyiQa 7TA dpokitonihiBeMofter }eiis. y OS | Y

491 Economic

Introduction

The Cook Islands Statistics Office publishesentiprice and real price (A® 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 &atisti
Office is for theSeptemberQuarter 20B.

The Government has relied on an econometric time series model to forecast gDErating
estimates of GDP production for 2819, and forecasts for the-¢ear forward budget period from
201920 to 2022/23.

Theaggregate and component outputs of the GDP model are present€thapters.
GDP production model

A time series ARIMA modelling approach was used to forecast aggregate GDP production, in real
terms:* A combinatim forecasting method has been adopted, utilissngange ofjuarterly 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 gerir more detailed
information on the time series model, s€2ook Islands time series economic forecasting model:
Working Paper No. 18/Javailable on the MFEM website.

The GDP forecasts assume historical trends iregowent expenditure,rather than current policy
commitments

4The autoregressive integrated moving averd@dRIMA) 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 valuestspast emurrent
and past values and ermmof 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 GORyuarterly data toSeptember2018;

Trade, imports and exportsquarterly data tobecember2018;

CPI¢ quarterly index data tdviarch2019;

International arrivés ¢ Qustoms and Immigration monthly data March2019;
Building approvalg quarterly data toDecember2018;

=A =4 =4 =8 =4

Key economic indicator assumptions
Nominal GDP is expected to grow bgé Chapteb for more detail):

8.1per cent in 208/19.
4.2per cent in 209/ 20.
45 per centin 2Q@0/21.
4.6 per cent in 202/22.
4.6 per cent in 202/23.

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

0.4 per centin 2018/19
-0.4per cent in 2019/20
1.1per centin 2020/21
1.6 per cent in 2021/22.
1.8 per cent in 2022/23

=A =4 =4 =8 =4

= =4 =4 =8 =9

49.2 Fiscal

¢tKS D2@SNYyYSyioa SELISOGSR FTAa0lt LISNEFBNMgyOS 20
assumptions:

9 operatingrevenues are forecast on the basis of recent trends in economic activity, the economic
forecasts set out in Chapt&; and one off considerations;

9 operating expenditure movementgflect current Government policy commitments; and

1 the level of Government borrowing is based on exchange rét@® Consensus Economics
forecasts.

4.10 Economic andi$cal risks

4.10.1 Introduction

¢ KS LaC RSTA ydduatioAsoffisthl butcotilesi flodhatlwis expected at the time of
thebudgeQ® ¢KS LaC fA&AGA& | ydzYoSNI 2F &42dz2NOSa 2F FTAa

9 shocks to macroeconomic variables, such as economic growth, commaodity prices, interest rates,
or exchange ratesand
9 calls on contingent liabilitiewbligations triggered by an uncertain event, including:

o explicit liabilitiesg those defined by law or contract, such as debt guarantees; and
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o implicit liabilities¢ moral or expected obligations for the Government, based on public
expectations or pressusg such as bailouts of banks or public sector enthies.
¢tKS D2@SNYYSyl adzaONROSa (2 (GKS LaCQa tdzof A0
program which provides a framework for strengthening public financial management systems using a
range ofguantitative indicators to measure performance.

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

9 contingent liabilities and other general fiscal risks;
1 public corporationg; state-owned enterprises in th€ook Islands context; and
1 subnational governmentsg 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
F2NBOFada GKIG dzy RSNLIAY dsifob. THes @ dblisMSed bedw, inh@ NI | NF
particular order.

Global economicisks

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 M&md.ahis could reduce

the visitor arrivals assumptions that underpin the positive GDP forecasts over the forward budget
LISNA2R® CS6SN) (2dzNRadGa O2dA R AYLI OO 2y (GKS D2@S
revenueg for example, less VAT Ingj 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 amilar 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 thamfteet of
exchange rate depreciations isrimediate, and can be especially strong whdarge share of the debt

is in foreign currencyThe potential impact of exchange rate movements on the Cook Islands debt
position is assessed below.

Domestic capacity risks

As discussed ifChapter 5, the evidence suggests that the Cook Islands economy is currently
performing above its potential capacitythat is we are facing a positive output gap. There are already

signs of capacity constraints appearing in the laband housing markets. Should these constraints

tighten over the forward period, thanks to higher than expected tourist arrivals, for example, this
O2dzZA R AYLI OO0 2y GKS SO2y2YAO FyR FTAaOlIf FT2NBOFail
its captal program due to the lack of skilled construction labour.

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

7 Seehttps://pefa.org/. The Cook Islands Government was assessed in October 2015.
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Natural disasters

The IMF cites evidence thatrdct economic losses from natural disasters haften exceeded 10
percentage points of GDP in developing counteird amounted to a few percentagpoints of GDP
in some advancedountries

TheCook Island haslagh exposure to disaster risk dueite geographic location in th8outh Pacific
cyclone beltthe remoteness and lovying nature of many athe outerislands andthe proximity of
manybuildings and infrastructure services to the coast, especially on Rarotonga. In addition, the heavy
reliance on revenues from the tourism sectorakes the economy vulnerable to the impact of
disasters.

A destructive weather event, such as a cyclone, wdwalde 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 Cookhatapesodically
expetienced major cyclones that have caused substantial economic damage and losésetliiable

4-9)8

Table4-9 Sgnificant cyclones in the Cook Islands

Year Name  Category Estimatedlosses  Estimated losses
($m) (% 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

* Combinedestimated losses for all four cydes in 2005.

To mitigate the economic risk posed hgturaldisasters, theGovernment has put in placa range of
structures to reduce its financial exposure to disaster risk, including:

9 establishing alisaster emergency trust fund in 2017

9 taking outinsurance coverage under the Pacific Catastrophe Risk Assessment and Financing
Initiative for cyclones, with a-ih-10-year probability of occurrence with paput based on
the assessed severity of a specific cycjara

9 arranging aDisaster Recovery Mechanmidoan from the Asian Development Bank (ADB)
$13.5 million which will only be triggered and drawn down in the event of a catastrophe
Contingent liabilities
¢tKS D2@SNYyYSyiliQa O02yiAy 3&gsumniaksedibaliled-10A S& | a | G

8 ADB (2016)Report and Recommendation of the President to the Board of Directors: ProposedBRedidy
Loan Cook Islands: Ditar Resilience PrograrRroject Number: 5022201. November 2016.
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Table4-10 Quantifiable contingent liabilities, as at 30 June

Category PQn
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 $0rbillion as scurity for loans associated with the Pearl Production Credit
Scheme. The full guarantee has been included as a contingent liability.

Uncalled capital

The Government holds $1miillion in the Asian Development BamkCook Islands Government
Property Corpaation. Thistakes 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 legabceedingsand disputes is about $4qillion.

Financial liabilities relating to Isid 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 ardneated 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 ateased 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 padis and procedures, and are accountable to the National Audit Office
and the Cook Islands Parliament.

Stateowned enterprises

The Cook Islands Government has a number of Statey SR 9y I SNIINAAaASa 6{h9
management of the Cook Islands InvestmentN@d2 NI G A2y 6/ LL/ 0d ¢KS 1Se@
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
Avaoa Cable Limited (Manatua cable project).

¢KS 1S@& Nral Faaz20AFriSR gAGK {h9Qa O2yOSNya LkR2!
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:

1 exogenous shocksmacroeconomic, for example;

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

1 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:

35



TLXIFOAY3I it {h9Qa dzydR&itdJprindipd objettives beidgytideNalidient] > & A
LINEFAGIOES FYR LINRPFSaaAazylft YFyF3aSyYSyid 2F {h9oQ:

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

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

4.11 Economic and fiscal sensitivity analysis

4.11.1 Introduction

The Cook Islands Government has developed an analytical fiscal to®lCook Islands Fiscal Tool
2018 to first calibrate, and then operationalise tmew set of fiscal rules that form the cord the
MTFS.

The fiscal tool, which is described in detailaifechnicalPaper published on the MFEM websijte
comprises a number of interrelated elemerits:

9 the Calibration Model;
9 the Fiscal & Macro Impact Model:

o fiscal and macro shocks;
o fiscal multiplier nodel; and
0 taximpact.

The operational part of the fiscal toglthe Fiscal & Macro Impact Modelmodels the interactions
between fiscal policy decisions and economic output, and the fiscal impact of economic shocks, within
the framework of the revised seof 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 providefor three types okhock:

i Fisal ¢ change in operating expenditure, capital expenditure and/ or revenue;
1 GDP; models the impact of a direct change in GDP;
1 Arrivalsg models the impact of a change in the number of international visitors to the Cook Islands.

The Cook Islands Governmetiso conducts sensitivity analysis oovements in the value of the New
%SEfFyYyR R2ff 1N F3FAyal tohsBessf@impacto@asd débNandRdelyt 3 O dz!
servicing requirements

The followingsectiors shows the potential impact of a seled range of fiscahnd macroeconomic

shocks on the2019/20 Budget profilaising the fiscal impact tophnd the impact of exchange rate
fluctuations on Crown debt

4.11.2 Fiscal shocks

Fiscal shocks or alternatively government fiscal policy decisianare evduated in terms of their
direct impact on fiscal indicatorsthese are the first order impactsand 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/MTES_Technical paper Fiscal Tool 2018.pdf
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changes in the baseline oming expenditure, capital expenditure or tax revenue as relevant. The
second order impacts are estimated using fiscal multipliers and a slingértax impact model.

Revenue shock

Two revenue shocks are applied: low and high, using the forecast 98mdow and high confidence
intervals.

The low revenue case, with revenues fallinglByo 26 per cent per year over the modelling period,
is presented inmable4-11. The fiscal balance breaekthe -1.9 per centof GDP rule in 2019/2énd
all the forward years

Table4-11 Low revenue shock

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

Change impex($m) 0 0 0 0
Change inapex ($m) 0 0 0 0
Change in &xRevenue ($m) -20.5 -29.2 -35.5 -40.8
Fiscal balance (% of GDP) Base -1.4 0.5 0.3 11

Shock -49 53 5.2 -5.0

The high revenue case, with revenues highet Byo 53 per cent per year over the modelling period,
is presented imable4-12. The key result is a significant strengthening of the fiscal balance.

Table4-12 High revenue shock

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

Change iropex ($m) 0 0 0 0
Change in capex ($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 11

Shock 32 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 wer the forward period. The impact tie additional expenditure over the modelling
period is presented iffable4-13. The fiscal balance breassthe -1.9 per cent of GDP ruie 2019/20

and 2020/21, before impramg. There is a positive impact on GDP of al#hGiper cent or $¥ million

by 2022/23.
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Table4-13 Higher OpEx shock

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

Change iropex ($m) 17 17 18 18
Change in capex ($m) 0 0 0 0
Change in tax revenue ($m) 0.8 2.1 3.3 44
Fiscal balance (% of GDP) Base -1.4 -0.5 0.3 11
Shock 4.1 -3.0 -1.9 -0.8

Change in nominal GDP % 1.0 2.1 2.6 25
$m 5.6 12.8 16.6 16.8

Capital Shock

A lower than expected capital expenditure skds 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 presentd@tie4-14. The
negative impact on GDP of @it $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.

Table4-14 Lower capex shock

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

Change imopex ($m) 0 0 0 0
Change in capex ($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 11
Shock -0.2 0.3 0.6 1.3

Changen 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 drop in GDP is presented Trable4-15. Tax revenue falls b4 to

$12 million per yearby 2022/23, which causes the fiscal balancétbenough to beach the-1.9 per

cent of GDP rulen 2019/20, before improvingThe cumulative GDP impact in 2022/23 is minus 8 per
cent, or a reuction of $2 million.
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Table4-15 Lower GDP shock

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

Change iropex ($m) 0 0 0 0
Change in capex ($m) 0 0 0 0
Change in tax revenue ($m) -4.0 7.2 -10.0 -12.3
Fiscal balnce (% of GDP) Base -1.4 -0.5 0.3 11
Shock -2.2 -1.8 -14 -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 thstftaec
each year of the forward period. The impact of the reduction in arrivals is preseniedbied-16. Tax
revenue falls by about #1million per yearby 2022/23,which reduces the fiscal balance enough to
breach thefiscal balanceule in 2019/20, before improving.he impact on GDP is substantial, with a
7 per cent reduction by 2022/23.

Table4-16 Lower arrivals shock

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

Change iropex ($m) 0 0 0 0
Change in capex ($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 11
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 debtsensitivity analysis

Introduction

Movements in the value of thedW Zealand dollar 3+ Ay ad / N2 gy Qa Yl 22NJ 4N RA
a risk. The sensitivity analysis demonstrates the impact ofgel@ent appreciation or depreciation
by the NZDd determine the impact on the gross borrowings and the debt servicing cost.

Table4-17 Base exchange rates assumptions used in 2019/20 BudgetlO per cent

Budget

Assumption
Foreign Exchange Currency -10% 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

39



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 increasen bgst@mated

$8.75million compared to a $7.16 million if the NZD were to appreciate by 10 per cent. This
RSoid f S@St
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Figure4-10 Sensitivity of Direct Crown Gross Debt to NZD movements
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A 10 per cent decrease in the foreign currency value of the NZD would increase debt servicing costs
to the LRF by $0.64illion in the 2019/20 year.

2019/20
122.31
129.47
138.22

2020/21

113.72
120.32
128.38

2021/22
103.55
109.48
116.74

2022/23
93.70
99.08

105.65

2023/24
84.07
88.91
94.83

Figure4-11 Sensitivity of Crown Debt Servicing Costs to NZD movements
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2019/20
9.31
9.84

10.48

2020/21

10.14
10.75
11.50

Long term debt projections and fiscal risks

2021/22
11.38
12.05
12.87

2022/23
11.85
12.50
13.30

2023/24
11.71
12.35
13.14

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

Aa

Proposals to take on new loans must be treated uridErsparent 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 amaoudisachedule, 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 Enterpris®ebt

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

TheAirport Authority is currently paying off its loan from the commercial b@@20: $3.024 million).
The estimate for 2019/20 includes an additiot@dn of $1.0 millionfor the RESA project and for the
building of the Air NZ cargo shed. The loan is todmisd 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. Thisusrently estimated to cost an additional
$16.0 million. Other projects totalling $8million include the work to complete the RESA project, the
building of the new VIP Lounge and thuway slab replacement project.

Te Aponga Uira

The Te Aponga Uira (TAld) estimated to spend $22.9 million in 2019/20 on renewable energy
projects funded largely by Grant of $10.7 millwith the balance of $12.2 million being sélinded.

TAU is also anticipating an additional $25.0 million on capital spending in thiboeyears following
2019/20, of which replacing the Crelstand 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 considekternal financing to meet its capital plans.

Ports Authority

The Ports Authority is currently repaying its loan obligatitmthe ADB(2020: $18.96 millionand

have made lump sum prepayments as part of managing its debt exposure to foreign exchange
moverrent 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

5.1 Summary

5.1.1 Performance

The Cook Islands economy ramsitinued te strong run of real economic growihhas experienced

in recent years, averaging4 per cent per year over the period 2011/12 to 2018, thanks to
unprecedented tourism arrivals and higher levels of public and private capital investim@otL7/18,

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 if®27/18. July 2018 saw the most visitors the Cook Islands has ever
seen, with 18,332 arrivaldlore recent datashows the strong growth in tourist arrivals tailing off to
more realistic levels. The tourism markatly saw growth of 3 per cent in the year March 2019

with visitor arrivals isingfrom 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 2810ékpite 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 resaddining, driven by tourism
growth, now dominate the total value, following the completion of a nhumbetas§ie community
projects

There are clear indications that thétrong economic performands likely toresult in the graduation

of the Cook IsldRd FNBY GKS hNHIyAalidA2y F2N 902y2YAO [
Official Development Assistance (ODA) eligibilityflistn January 2020Work undertaken by the

Statistics Office to develop comprehensive balance of paymentshdatheen usetb determine the

/ 221 LaflFryRaQ DNRBAaa blidAz2ylf LyO2YS TFrgaNdaioKS I &
of Economic Development and Cooperation (OE®@DJetermine whether the Cook Islands has

reached the level of economic developmentrddlB R (2 3I NI Rdzk 6§ S @&tahe KA IK A Y
2019 meeting of its Development Assistance Committee

Further analysis by the Government suggests that the Cook Islands ecaontityues to perform
above its potential leve] that is the Cook Island®ntinues to facea positive output gap. While there

is little sign othe econony overheating in the leading economic indicator, tiensumer Price Index
there are increasing signs of capacity constraints emerging in the labour and housing markets, and th
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 growthof 6.3 per cent is estimated in 2018/1%allingto 3.8 per cent in 2019/20with
average annual gnth over the 4year forward period at.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 coisstrain
alluded to above are expected to tighten in the medisnm. Further pressure on the domestic
housing market is likelyotentiallywith wageprice pressure flowing from an increasing shortage of
skilled workersand an increase in the minimum wage in 2P0 from $7.25 to $7.60 per houAlong
with imported inflationshould the New Zealand dolldepreciat further, this is expected to result in
inflation rising froman estimated minu$.4 per cent in 208/19to 1.1 per cent in 2019/20 before
rising furher to about 1.8 per cent per year over the forward budget period.

Table5-1 provides a summary of the key indicators for the budget appropriation year and the three
forward years of the 208/ 20 budget cycle.

Table5-1 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 changgéar on yeay 13.0 8.1 4.2 4.5 4.6 4.6
Real GDP 504,453 536,225 556,858 578,103 600,852 624,870
(at constant 2@6 Prices, $'000)

Percentage changgéar on yeay 8.9 6.3 3.8 3.8 3.9 4.0
Inflation (CPI)

Percentage changeyerage over 0.4 -0.4 11 1.6 1.8 1.8

Construction/capital investment

Commercial building approvals ($'00( 7,968 7,465 7,465 7,465 7,465 7,465
Residential building approvals ($'000 11993 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 21 2.0
Agriculture valueadded ($'000) 10,41 10,446 10,446 10,446 10,446 10,446
Fisheries valuadded ($'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 rated[SD/NZD average) 0.71 0.66 0.67 0.68 0.70 0.71

5.2 The global eonomy

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 Ze#lanttaliaand the Uited States

of Americain particular. As such, it iecessary to examine tteconomic conditions and outlook for

our key partners, as well as tihegional andjlobal economy.

New Zealand

In its May 2019Monetary Policy Statement, the Reserve Bank of Mealand (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 domestiogth 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 soms. dnea
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 outlookeimployment 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 sin2818iceasig demand
F2NI bSg »%SIflFyRQa 3I22Ra YR aSNBAOS&X Ff2y3a gAGK

Australia

In its May 201%tatement on Monetary PolicyReserve Bank of Australia (RBAbseto leave the
cash rate unchangeat 1.5 per cent, where it has ba since August 2016.

The RBA reports that Australian GDP growth is expected to be around 2% per cent over both 2019 and
2020, lower than previously forecast, reflecting subdued growth in household consumption spending
and dwelling activity. Stronger grolwvin exports and, further out, work on new mining investment
projects are expected to support growth. The RBA expects inflatidoettower than previously
forecast, ataround 1% per cent over 201&hcreasinggradually 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 Statemeand are around 10 per cent lower over the past ydar.put this in
context, the RBA noted that capital city housing prices have now retraced t@@d#@l levels but
remain 15 per cent higher than five years ago.

Looking forward, the RBA highlightancens for global growth resulting from trade growth
remaining subdued due to the decline in Chinese domestic demand growtimarehsing levels of
trade protectionism, particularly for tradexposed economie§.he RBA warned that although global
financial canditions 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 @ith

the United States more than doubling tariffs on US$200 billion of Chinese imports. The Chinese
Government responded by announcing it will raiseffs onUSs60billion of United Stateggoods from

1 June2019.

United States

The International Moné | NBE Cdzy RQ& &6 LacCuy 2 2 NI9Bxpeet©Injfedl Stat€d h dzi f 2
GDP growth tdall from 2.9 percent in 20Bto 2.3percent in 20D, before moderating slightly td.9

percent in 2@0 with the unwinding of fiscal stimulus. The downward revisioR019 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

Ay GKS LacQa h Chespite$hNdownwarg revisidnNiBeOMFandtes that the projected

LI OS 2F SELIY&aAA2Y F2NI Hnmd Aad 0208 GKS ' { S02y?
In May 2018, the US Federal Reserve (the Feditained itstarget benchmark rat®f 2%to 24 per

cent on the basis that this will enable the sustained expansion of economic activity, strong labor
YFEN] SO O2yRAGAZ2YasZ FYyR AYyFiradAz2y ySIENI GKS / 2YYA
indicated that in light of global economic and financial depalents and muted inflation pressures,

it will take a cautious approach to any future adjustments to the target range.
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The highelJS interest rates have led to a brebdsed appreciation of the US dollar, including against
commodity currencies such as tiaustralian and New Zealand dollaFsgure5-1 shows the steep
decline in the New Zealand dollar from Z&ents inFebruary2018 to 65.3 cents inOctober2018
followed by a rally to 67.3 cents by April 2019

Figure5-1 US dollar exchange rate, New Zealand and Australia
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Asia Pacific

The Asian Development Bank (ADB), irAjsil 2019 Asian Development Outlookexpectsregional
GDPgrowth to soften to 5.7per cert in 2019 and 56 per cent in 20. Following inflation rising in

2018 thanks to oil prices rising and Asian currencies depreciating, the ADB expects inflation to remain
subdued at 2.%er cent in both 2019 and 2020 as a result of stable commodity prices.

The ADB notes thatsks remain tilted to the downside, citing the trade conflict betwélea US and
China uncertainties stemming from US fiscal policy and a possible disordezkit,Bpotentially
undermining investment and growth in developing Aside ADB also highlighted the perennial
disaster risk from natural hazardsecommending thaGovernments integrate disaster risk reduction
into nationaldevelopment and investment plans.

The ADB expects economic growth in the Pawfrebound from 0.9 pecent in 2018 to 3.5 per cent

in 2019 as liquefied natural gas production in Papua New Guinea, thRdBUB A 2 Y Q&4 R2 YA Yl y i
returns to full capacity following the 2018 earthquake. The ADB projects economic growth of 6.0 per
centin 2019 and 4.5 per oein 2020 for the Cook Islands.

Global

¢KS LYOGSNYyraAz2ylt az2ySial NEB Cdz/ RQétesdhe asCalatiod & NI R 9 «
U China trade tensions, macroeconomic stress in Argentina and Turkey, disruptions to the auto

sector in Germany, tiger 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 expectsethkness 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.Ber cent in 2019.
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With improvements expected in the second half of 2019, the IMF projects gtababmic 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 uncertainBeyond 2020, the IMF expects growth to stabilise

at around 3% percent, bolstered mainly by growth in China and India and their increasing weights in
world income(seeFigure5-2).

Figure5-2 IMF GDP growth estimates, selected countries
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The IMF notes that hile the overall outlook remains benign, theage many downside risk3his
includes trade polictensionsthat could playout in other areassuch as the autmotive industry, with
large disruptions to global supply chains. GrowtlChinacould alscsurprise on the downside, and
the riskssurrounding Brexit remain heightened.

Bearing in mind these downside riskdhile the outlook for return to 3.er centgrowth in 2020 is
L2aAGAGS ySsa F2NJ 6KS /221 LaftlyRaQ SOz2yz2vye
increased inflation.Consistent with the softer outlook for commodity prices and the expected
moderation in growth,the IMF expectsnflation to decline to 1.6 percentin 2019in advanced
economies, from 2.0 pecent in 2018. Inflation in emerging market and developing economies
excluding Venezuela, while stable across most regions, is nonetheless expected to firm tocérét per
in 2019from 4.8 gercent in 2018, reflecting developments in a few economiid#ation isthen set to
moderate to about 4 pecent over the medium ternfseeFigures-3).
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Figure5-3 IMF inflation estimdes, selected groupings and countries
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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 lasmonths 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 contractthe IMF projectaverage diprices atU$59.2 in 2019 andJ$559.0 in

2020. Qil prices are expected to remain in that range, reaching about $60 a barrel by 2023, consistent
with subdued mediuterm demand prospects and offsetting production adjustments that avoid
large excess supplseeFigureb-4).

Figure5-4 IMF oil price estimates, 1992 to 2024, US$/barrel

120 West Texas crude ® 3 spot price average

100
80

60

40
St
’\9(5'7/ '@qb( of N ’LQQ’L K I

'LQXD(

US$/barrel

@% @cb% NN NN 1@% ’)90% @@ ’190 ”@@ 10”% 1@6 1@1 m@u

47



5.3 Cook Islands Economic Output

5.3.1 Performance

As shown irFigure5-5, the Cook Islands experienced real Gross Domestic Product (GDP) growth of
8.9per cent in 2017/18, rising from $463.2 million to $504.5 million. This compares to the estimate of
9.0 per cent for 207/18 presented in the 2018/19 HYEFThis performance continues a strong run

of growth of 6.0 per cent in 2015/16 and 6.8 per ceanR016/17.

Figure5-5 Real GDP growth, annual percentage change
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Figure5-6 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, tradad accommodation services accounting for
more than a quarter of total economic output.
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Figure5-6 Cook Islands economy by industry, 20118
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In 2017/18, high tourist arrivals drove strong growth in the eoamy along with Government use of
professional consulting services, with thertiary secor contributing 5.2percentage points taeal
economic growth(seeFigure5-7). The strongest industry contributions were from professional and
administrative services (3.6 percentage points) and trade (1 percentage pdishg this period,
professional and administrative serviogew by91 per centfrom $18.2 million to $34.7 million and
trade rose by 7.®er centfrom $60.3 million to $6% million A number of industries contracted in
2017/18, including finance and insurance and public administration.

Figure5-7 Contribution to 2017/1 8 real growth (percentage point)
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The secondary sector, wdh includes construction, electricity and manufacturing, contributed
0.8 percentage points to growth, while the primary sector, agriculture and fishing nmaae
contribution.
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5.3.2

Outlook

Observed and forecast real GDP from 2006/07 to 2022/23 is showgume5-8. 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.

Figure5-8 Observed and forecast real GDihancial year($m)
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The forecast percentage change over the forward budget period compared to recent years is shown
in Figure5-9. A growth rate 06.3per cent is estimated in 2@/19, with growth forecast to fall t&.8
per cent in 209/ 20, with annualaveragegrowth over thed-year forward forecast a3.9 per cent.
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Figure5-9 Annual change in real GDP (percentage)
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The economic frecasts presented above are lower than the annual average growth forecast of 5.4
per year presented in the 2018/19 Hakar Economic and Fiscal Update (HYEFU) published in
December 2018. This reflects lower forecast growth for visitor arrivals on theobackeaker global

outlook.
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Figure5-10 shows the forecast percentage change for nominal GDP. A growth r&té pér cent is
estimated in 208/19, with growth forecast to fallo 4.2 per cent in 209/20, aeraging 4.5 per cent
per year over thel-year forward period.

Figure5-10 Annual change in nominal GDP (percentage)
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In summary, as shown fable5-2, nominal and reeGDP growth is expected to remain robust in the
coming years, albeit at lower levdlsan in the recent pastdue to continued but slower growth in
tourism and investment, both public and private.

Table5-2 Annual GDP growth summary

2017/18  2018/1% 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
5.4 Consumerprice index
54.1 Annual average performance to 2017/18

Inflation in the Cook Islands is measured by the consumer price index (CPI), which is reported on a
guarterly 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 2017/18p%ePI
slightly to an average of 0.4 per cent over the yéagire5-11).
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Figure5-11 CPI, year average, 20806 ¢ 2017/ 18 (percentage change)
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Figure5-12 shows the contribution to aggregate inflation in 2017/18 by major category. The key driver
of the increase was the transport catagaoat 08 percentage points, with the household operation
and housing categories partially offsetting this rise with falls®?2 and-0.5 percentage points,
respectively.

Figure5-12 Contribution t02017/18 average inflation(percentage point)
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-0.6 -0.4 -0.2 0.0 0.2 0.4 0.6 0.8 1.0
Percentage point contribution

5.4.2 Year to March 201¢erformance

The @Ifor the Marchquarter 208, the most recent data available, showdexreaseof 0.56 per cent
compared to the Mach quarter 2018, as showirigure5-13.2° Over this period,ises in theiransport,
apparel andfood groups were more than offset by falls in theusing,household operations and
tobaccoandalcohol groups.

10 Note thatwhen 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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Figure5-13 CPI, year to March, annuglercentage change
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Year to March

Figure5-14 shows the contribution to aggregate inflationthre year to March 2018y major category.
The key driver of thelecrease was the transport category minus 1.4percentage points, with the

food cate@ry in particulampartially offsetting thidall with a rise 0f0.4 percentage points.

Figure5-14 Contribution toyear to March 2019nflation (percentage point)

All groups
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Tobacco and alcohol
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Food
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2 04 06

Thefall in transport costs entirely driven by the overseas travel stdlomponent of the transport
category is consistent witthe fall in spotprice of oilover the year to March 201%s shown irfrigure
5-15. Over this period, the spot price of West Texas Intermediatdefall by 7 per cent from US$64.9

per barrel to US$60.2 per barrel.
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