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Executive Summary

Regional integration in the Pacific has progressed quickly in the last decade. The
Cook Islands, as member of the Pacific Islands Forum, is advancing toward more
cohesive regional economic relations, in areas including trade, security, politics
and social development. For a small country with significant human and capacity
resource constraints, economic integration and regional cooperation can help
widen global linkages. However, the limited human resource in some government
departments such as the department of Customs and department of Immigration
as an example has often contributed to piecemeal delays for some projects
including regional initiatives that have a direct bearing in the overall regional
integration with the Cook Islands.

This is a common dilemma that exists in almost all Forum Island Countries (FICs)
where there are growing international obligations and errands to attend to amidst
a thinly stretched size of resources coupled with other national developmental
priorities. It is on this premise that there appears a need for more national
prioritisation and efficient use of existing resources to bring about the desired level
of results for a small country like Cook Islands which constantly faces a trend of
depopulation with a sizeable portion being either low-skilled or skilled and highly
qualified Cook Islanders migrating mainly to New Zealand.

The most recent move toward greater regional cooperation was the triggering
in July 2007 of Article 6 of the Pacific Agreement on Closer Economic Relations
(PACER), subsequently giving rise to what is now known as ‘PACER Plus’.
PACER Plus allows Australia and New Zealand to seek discussions toward a new
economic partnership agreement with the Pacific Island Countries (PICs). It is likely
to replace the existing agreement under which the PICs gain duty and quota-free
access to Australia and New Zealand, under the South Pacific Area Regional Trade
and Economic Cooperation Agreement (SPARTECA).

A number of recent studies provide insights into the Cook Islands’ tariff policy,
investment, trade in services, migration and Rules of Origin (RoO). Even if these
studies do not primarily analyse PACER Plus, important lessons for the Cook
Islands remain. It is particularly important to examine potential development
benefits, given that the agreement may not carry many of the conventional
implications of a trade pact. The Cook Islands is in a special position given that it
has already liberalised most trade, and that its people already have access to New
Zealand (and therefore Australia).

Among the findings of these studies is that there are a number of impediments
to incoming investment. Review of the reserved list of investment activities should
be a priority. Regional liberalisation of labour would benefit the Cook Islands in
the form of greater access to skilled workers and better regional opportunities
for Cook Islanders. One major drawback is that considerable amounts of data
are unavailable or unreliable due to the country’s non-membership of certain
international organisations. This makes the job of analysing investment policy
and flows difficult. A number of recent studies also focus on depopulation,
making recommendations on how to stem the outflow of Cook Islanders including
improving health and education facilities, and enhancing educational facilities.
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The economy has suffered from the global financial crisis, with GDP growing
only an estimated 0.1% in 2009 (ADB 2010). A number of opportunities in this
sector are highlighted below. The government has increased capital expenditure
in response to the crisis, taking out a number of international loans to finance
infrastructure projects. Fiscal prudence will be required in the years ahead.

Goods exports have also declined in recent years, reaching almost negligible
levels. This is partly due to increased globalisation, with tariff preference erosion
meaning that exporters must compete with much larger and efficient producers
in countries such as the Philippines and Indonesia. Exports are now concentrated
in a very small number of areas: fisheries, pearls and juice. The majority of these
exports go to New Zealand, and opportunities exist in the Australian market,
especially given targeted assistance under PACER Plus. It is suggested that in
PACER Plus negotiations all export products that face potential quarantine or
technical barriers be prioritised for defensive reasons, even if they are in decline
or are undergoing a temporary cessation. This said, as in the case of pawpaw and
pearls, much of the decline in exports can be explained by supply-side constraints
rather than a lack of demand or technical or quarantine difficulties in destination
markets.

Investment follows a similar picture to exports, with most investment coming from
New Zealand. The data supports a picture of good private sector development
growth until about five years ago, when growth slowed considerably. The latest
data, for 2008, shows that incoming investment stagnated. Amongst other
measures it is suggested that the Business Trade Investment Board (BTIB)
Investment Action Plan 2009-2010 should be implemented as soon as possible.

In light of the vulnerable economic outlook, the Cook Islands should seek to
direct any prospective PACER Plus arrangements toward helping to broaden
the economic base. Over-reliance on tourism is undesirable, although moves to
support the industry should be supported, particularly in enhancing linkages with
the wider economy. Given the country’s good educational standards, relatively
high wages, restricted labour supply as well as the difficulty in goods export, it
may make sense for the government to prioritise services exports, including
traditional knowledge-based and design-related activities, or niche areas with a
unique cultural basis.

Benefits of PACER Plus include improved access to export markets in Australia
and New Zealand, especially in terms of rules of origin, quarantine, sanitary and
phytosanitary (SPS) measures and standards. Additional technical assistance may
be secured. Australia in particular may also be willing to promote tourism further.
Further benefits may exist from the development of trade policies that seek to
address supply-side constraints to meeting internal and external demand for
primary products.

Without mitigating measures, the biggest single cost of PACER Plus is likely to
be the administrative burden it places on the Cook Islands’ small administration.
Technical assistance may be needed in order to help the country cope with
negotiations, while narrowing down the scope of the agreement will also help
reduce the administrative load. The more issues that can be dealt with collectively
at the regional level, the smaller will be the burden on the government. Indeed the
formation of a series of new regional institutions may have long-run administrative
and substantive benefits.



A number of further specific recommendations regarding PACER Plus are made in
the report. To summarise:

¢ In quarantine, significant gains are possible from enhancing the level,
predictability and security of market access.

e On Rules of Origin, there would be a benefit in supporting the regional Pacific
position so as to simplify procedures and enhance regional trade.

¢ The Cook Islands should seek a reaffirmation of WTO commitments on
Technical Barriers to Trade.

e Both human and capacity constraints will need to be addressed in all line
ministries before the advent of formal negotiations.

e There is a need to focus more on working conditions, pay incentives, creating a
clear and transparent career path aimed at helping retain skilled professionals
such as doctors, lawyers, teachers and accountants.

e There is a need for pragmatic policies to arrest the increasing outflow of the
population. The causes of migration need to be addressed, including the quality
of education and health services, as well as career and promotion opportunities
in the public sector to make staying in the Cook Islands more attractive.
Policies aimed at fostering connections with the Diaspora and strengthening
economically beneficial links with the Diaspora will help stem the outflow.

e There is need for an analysis of the current labour force and skills in the different
occupational categories, with an identification of areas of need in training and
capacity building.

e The government should consider improving the timeliness and depth of data on
trade and investment held by BTIB to make available and attractive information
that is required by potential investors into Cook Islands.

e The current move to a more efficient system such as PC-Trade or ASYCUDA
should be supported, in order to speed clearance of imports and enhance the
efficiency of the Department of Customs.

e The government should not include government procurement in PACER
Plus negotiations as Australia and New Zealand may seek further binding
liberalisation in this area. Furthermore, reciprocity from Australia and New
Zealand will mean little for the Cook Islands.

e |tis not in the interests of the Cook Islands to include more complex intellectual
property legislation or new intellectual property institutions in any PACER
Plus agreement. The primary objective should be to ensure that intellectual
property legislation promotes health and education through access to medicine,
resources for education and health and other items.

Modalities for negotiations should be established early on. Negotiations should be
approached in two tiers, with tier one bilateral negotiations between the FICs as a
single group. Negotiations at tier two should mostly entail issues that are specific
to the Cook Islands including negotiations on tariff liberalisation, investment and
services.
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1. Introduction

PACER Plus can be a valuable tool to advance economic integration
between Pacific island countries and New Zealand and Australia,
but only if it is considered in terms beyond the narrow confines of
existing trade relationships. It is, after all, to be a Pacific Agreement
on Closer Economic Relations — which needs to consider a whole
range of issues, such as improving living conditions, consumer
protection, business development, social inclusion, infrastructure,
the environment and migration.

Regional integration in the Pacific has evolved at an unprecedented trend in the
last ten years. The Cook Islands as member of the Pacific Islands Forum is part
of the regional bloc progressing toward more cohesive economic relations, trade,
security, politics and social development. For the Cook Islands, a small country
with significant human and capacity resource constraints, economic integration
with close neighbours and with other partner economies could assist in the
process of wider global integration.

As a central and cohesive effort to address a number of the pressing issues in
the region, the Pacific Islands Forum Leaders endorsed the Pacific Plan at their
meeting in Port Moresby in October 2005. The Pacific Plan calls for strengthening
of regional cooperation and integration to advancing support to the special and
unique needs of the Pacific Forum Island countries work to address should it be
able to raise living standards, increase access to opportunity and stimulate pro-
poor growth for the peoples of the Pacific, which includes the Small Island States
(SIS). The four key pillars of the Pacific Plan are economic growth, sustainable
development, good governance and security. The Forum Leaders have mandated
the Pacific Islands Forum Secretariat (PIFS) to deal with individual member
countries. The document forms the basis of ongoing strengthening of regional
cooperation and integration efforts for the benefit of the people of the Pacific.
While the Pacific Plan offers a regional response to the economic and security
challenges that Pacific island countries face, it does not endeavour to promote
a ‘one-size-fits-all’ model of regional cooperation, nor work to limit the ability of
countries in the region to pursue their own nationally based policies.

In July 2007, Australia and New Zealand claimed that Article 6 of the Pacific
Agreement on Closer Economic Relations (PACER) has been ‘triggered’, thereby
beginning the discussion on a regional free trade agreement amongst other
issues of regional economic integration. Article 6 of PACER allowed ANZ to seek
negotiations toward a free-trade agreement with PACER members if any of the
parties to PACER launched negotiations toward a free trade agreement with a non-
PACER party; in this case the European Union.

The triggering of Article 6 has given rise to what is now known as ‘PACER Plus’.
It is the ‘plus’ that needs to be explored and defined through wider stakeholder
consultations in the Cook Islands as well as through negotiations with the other
Pacific island parties to the PACER agreement and Australia and Zealand before
the Cook Islands decides whether to participate in a PACER Plus Agreement.



The outcomes for the Cook Islands so far seems to rest on how well it is able to
articulate its interests, understand the interests of the other parties, and prepare
strategies and tactics to achieve those interests.

Trade relations between the Cook Islands, Australia and New Zealand have been
largely governed by the South Pacific Regional Trade and Economic Cooperation
Agreement (SPARTECA), which came into effect in 1981. The Agreement allows
the Cook Islands to export to Australia and New Zealand duty free subject to
meeting the rules of origin requirement, which stipulates that the product must
contain 50% of local value addition. The preferences extended by Australia and
New Zealand under SPARTECA are non-reciprocal. In other words, the Cook
Islands do not need to offer the same preferences to Australia and New Zealand.
Studies and reviews of the SPARTECA have variously criticised the stringent
Rules of Origin (RoO), as they have generally restricted the scope of exports and
value addition. SPARTECA has also been criticised for failing to address the more
restrictive non-tariff and technical barriers to trade, such as quarantine, sanitary
and phytosanitary measures and standards. While duty free market access was
welcomed under SPARTECA, experience suggests that the non-tariff barriers
presented much bigger hurdles for the Cook Islands’ exports to Australia and New
Zealand.

In 2002 the Cook lIslands along with the other Pacific Forum Island Countries
(FICs), Australia and New Zealand became party to PACER, effectively agreeing
to negotiate towards the broad objective of greater regional integration.' Article
5 of PACER provides the foundation for a prospective free trade agreement or
trade liberalisation in the Pacific region, which would go beyond the coverage of
SPARTECA. In this regard it bridged the existing framework (i.e. SPARTECA) and
an envisioned expanded trading arrangement (i.e. PACER Plus). Article 6 of PACER
conditions the commencement of negotiations for such an expanded trading
arrangement and is premised on any of the parties to PACER negotiating a free
trade agreement with a non-PACER party.

In July 2007, during the Forum Trade Ministers and Officials meeting in Port Vila,
both Australia and New Zealand formally notified that within view such a condition
had been met’ and marked the beginning of discussions on a new trading
arrangement that would eventually replace SPARTECA. The FICs posited the need
for preparation (identification of opportunities and challenges) before they could
meaningfully engage in such a discussion. Giving time and space for the FICs to
formulate national strategies is ensconced in the guiding principles of the original
PACER framework, as is the notion that any trade arrangements are intended to
provide ‘stepping stones’ to allow the gradual integration of the FICs into a single
regional market and the international economy.

Much of the debate on PACER Plus to date has centred on tariff revenue losses
and the massive trade imbalance in goods between the PICs and Australia and
New Zealand. However, these issues alone do not represent the whole picture of
regional trade and economic relationships. A humber of island countries including
the Cook Islands are well poised to capitalise on being significant exporters
of services to Australia and New Zealand, mainly through tourism. Shifting the
focus to develop a greater appreciation of how to position the economy in light

" For further discussion see: FORUM (2001) and PiPP (2009)

2 Australia and New Zealand argued that the completion of the Pacific Island Countries Trade Agreement
(PICTA) and the initiation of the Economic Partnership Agreement (EPA) with the European Union were the
basis for triggering Article 6.
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of shifting global political and economic landscapes may help the Cook Islands
identify the most suitable strategies for future revenue generation and employment
creation of particular concern for trade officials in the Cook Islands, as elsewhere
in the region, has been the lack of trade baseline or other such studies that look at
the situation from a micro economic viewpoint and then build up, in order to inform
necessary fiscal and administrative adjustments. Capacity building and research
support will need to be augmented with political buy-in and consultation with all
aspects of civil society if there are to be tangible national benefits from regional
economic integration initiatives arising from PACER Plus negotiations.

The eventual costs and benefits of PACER Plus will very much depend not only on
content but on how PACER Plus is structured and subsequently managed. It will
remain vital throughout negotiations for the Government to establish consultation
forums with wide representation from private sector and civil society to inform the
eventual outcome of PACER Plus, as well as its management and structuring.

The Government of the Cook Islands, through the Ministry of Foreign Affairs and
Immigration, commissioned this study to the Pacific Institute of Public Policy to
assess the development needs and constraints in relation to an engagement in
a prospective PACER Plus Agreement. The report examines the Cook Islands’
trade relations (exports, imports, investment, services, etc) with Australia and New
Zealand, as well as opportunities and areas requiring attention to benefit from
PACER Plus. It presents a study of the Cook Islands opportunities and challenges
in engaging in a prospective discussion on PACER Plus covering both trade and
beyond trade issues.

The study is in response to a request by the Cook Islands government for the
recruitment of an agency to analyse the impact of PACER Plus. The report was
compiled by the Pacific Institute of Public Policy. Two consultation missions
were conducted during early 2010. The team involved in the actual consultations
and write up of the report composed of international specialists in the areas of
investment, trade, migration and stakeholder consultations. In accordance with the
Terms of Reference an early draft was made available to the Government in March
2010. At the request of the Government this report is submitted in confidence.



2. Literature review

A number of recent studies provide insights into the Cook Islands’ tariff policy,
investment, trade in services, movement of natural persons and RoO. Even
if these studies do not primarily analyse PACER Plus, important lessons for the
Cook Islands remain. The relationship of PACER Plus with other trade agreements,
related development and trade initiatives need to be considered. In the case of the
Cook Islands it is particularly important to examine potential development benefits,
given that the agreement may not carry many of the conventional implications of a
trade pact.

Watergall (2007) looks at the regional trade agreements with which the Pacific
island nations are involved — PACER, PICTA and the Economic Partnership
Agreements with the EU — and assesses the potential government revenue losses.
It calculates that in the Cook Islands the fiscal adjustment required for all the trade
agreements would be in the range of a one-off cost of 4-9% of total recurrent
revenue or about NZ$3-7 million. PACER Plus is expected to account for a very
small revenue loss as most tariffs have already been liberalised. The Cook Islands
government has a programme of adjustments in place to cover the adjustment
costs of PICTA and PACER. The study includes two main recommendations:
strengthening customs computerisation and linking various tax databases; and
undertaking a series of public expenditure reviews to try and improve the efficiency
of public spending.

PDP (2007) undertakes a stock take of limitations and restrictions applying to
trade in services in the Pacific region. The study finds that in the Cook Islands
horizontal restrictions on land and labour are tight. “Annual work permits are
renewable for just three years, and there is a five-year limit on lease-holdings
without approval, stifling the inflow of both skills and investment capital.” (PDP
2007: 27) The Investment Code contains a lengthy Reserved List. Services sectors
such as tourism and information technology are affected by the scope of this list,
with investment in these areas either barred or approvals subject to extensive
criteria. The reservation on “visitor accommodation” is a hurdle to development
of the tourism industry. Telecommunications and postal services are the remit of
exclusive public monopolies and the banking legislation breaches the principle
of national treatment by distinguishing clearly between foreign and locally-based
operations. The Shipping Act places a clear limit on who may register a vessel in
the Cook Islands. While these various restrictions are not excessive, they are likely
to have some negative effect on the business environment.

PDP (2007) outlines a number of options for reform. Review of the reserved list of
investment activities should be a priority. Many items on the list are key investment
targets and while de facto exceptions are normal, the list nevertheless acts as
an impediment to the promotion of foreign direct investment, especially smaller-
scale investments. Liberalisation of the banking and maritime sectors, removing
shades of national treatment violations, and elimination of the legislated monopoly
in telecommunications service provision are options for increasing the flow of
investment and trade in services in the Cook Islands.

(1]

MOVING BEYOND SPARTECA:
OPPORTUNITIES AND
CHALLENGES FOR THE

COOK ISLANDS

Pacific Institute of Public Policy



n2]

MOVING BEYOND SPARTECA:
OPPORTUNITIES AND
CHALLENGES FOR THE

COOK ISLANDS

Pacific Institute of Public Policy

Eco-Consult Pacific (2008) looks at the Pacific Island Countries Trade Agreement
(PICTA) Temporary Movement Of Natural Persons (TMNP) scheme, finding that
temporary migration within the region holds a number of advantages. Remittances
from workers overseas constitute a major contribution to FICs’ foreign reserves.
Acquired skills and education, the promotion of entrepreneurship, and a growing
culture of savings and investment and small business development among
returning migrants give additional value to both the host and the sending country.

The study includes the following recommendations:

a. A possible two-tier approach that consists of professionals (first tier) who are
allowed to move freely within the FICs, and semi-skilled/trades professionals
(second tier) who are subject to a quota mechanism;

b. The roles and responsibilities of national immigration and labour departments
in facilitating the scheme and the necessary reforms needed;

c. The role of the South Pacific Board for Educational Assessment (SPBEA)
in the development of the Pacific Regional Qualifications Register (PRQR)
and the National Qualification Authorities (NQASs) in the assessment and
recognition of qualifications for the purposes of the scheme; ?

d. Aspects on the protection of migrant workers’ rights and the roles of various
agencies in facilitating the PICTA TMNP scheme in the sending and receiving
FICs.

All of these possibilities have the potential to benefit the Cook Islands, given its
limited labour supply and the problem of brain drain. However, on bullet point (c)
above, consultations with the Cook Islands department of Immigration raised a
valid concern on the need for the SPBEA database on skills to be made accessible
for the employers in Cook Islands.

A study by the Institute for International Trade and Pacific Trade Consult (2007)
looks at the potential impact of PICTA on the smaller FICs. The main finding is
that “smaller FICs should treat PICTA as a stepping stone to a more open,
integrated and transparent trading system where the potential benefits far
outweighs the more immediate challenges”. Although much of the study focuses
on tariff liberalisation — which is less relevant to the Cook Islands given that the
government has already reduced most tariffs to zero — there are a number of
potential benefits

e The expanding services sector in most FICs reduces dependence on import
tariffs and increases benefits from services liberalisation

e Importantly, PICTA provides strong incentives for:
o A more integrated regional market

o More efficient and transparent tax collection and long-term improvement
in tariff compliance

5 In regards to this recommendation included in the Eco-Consult Pacific (2008) study, the Government of

the Cook Islands is concerned that the SPBEA may end up with the role of maintaining a register through
the creation of the NQA which they feel could create another layer of bureaucracy rather than one that has
access to authority.



o Customs reform, increased transparency and less corruption
o Integrated trade related capacity building plan

o Consolidated aid commitments based on reform

o Potential increases in remittances

o Development of the private sector to increase sustainability and diversify
exports

o Adjustment and re-evaluation as trading proceeds

e There are the longer-term benefits of embracing more sustainable processes
of open, transparent trading systems to assist in achieving better standards,
practices and lower tariffs for consumer goods.

e PICTA is a first step in an almost inevitable process that becomes more costly
and disruptive the longer it is delayed.

Recommendations relevant to the Cook Islands include:

e Develop strategies for the expansion of services and trade in services under
PICTA;

¢ FICs should refine strategies to increase the flow of remittances, including
negotiation with developed country trading partners for more liberalised Mode
IV trade in services commitments;

e FICs should note that, while there would be little impact on economic welfare
from the extension of PICTA to the US and French territories, all possible
opportunities for increased exports should be exploited, particularly in the
fishing sector and provision of services;

¢ FICs should build on the existing Pacific Plan, to develop a more detailed,
integrated, trade-related capacity building plan which details the need for
specific funding support in areas of technology, infrastructure development,
systems management and in employment and training in order to achieve the
aims of a single, more integrated Pacific economy. Specific components for
human resource development should include:

o employing, training and up-skilling of officials and administrators in trade
negotiations

© increased recruitment and training of officials in policy research, analysis
and development

o recruitment and training of economists, tax experts and regulators to
assist in tasks from statistical analysis to legislative policy reform

A study by the Pacific Islands Forum (2007) looks at the SPARTECA RoO and
concludes that “SPARTECA did not promote significant export growth from FICs,
both in terms of volume and composition (diversification)” (Pacific Islands Forum
2007: 4).
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New SPARTECA RoO could improve FICs’ access to Australia and New Zealand.
There are two options: improving the Value Added (VA) rule or shifting to a Change
in Tariff Classification (CTC) rule but departing from the model used in recent FTAs
by Australia and New Zealand. The study finds that a CTC (at 4 — and 6 — digit
level) could significantly ease access of FICs’ exports to the Australian and New
Zealand markets but that it is not likely to be very effective in improving FICs’
levels of market access if it is supplemented by restrictive VA requirements.

Investment

Although there are some publications on private sector development in the Cook
Islands, very little has been written on investment, particularly compared with the
amount of literature on trade issues.

The high prominence given to trade agreements at the international, regional
and bilateral level has effectively swamped other activities. For example, a whole
industry employing thousands of experts and support staff has been built up
around the WTO. The issues involved, and the consequences thereof, are so
complex that not only do all member countries (and aspiring members) need to
have dedicated staff, but also there are hundreds (if not thousands) of consultants
who specialise in WTO issues. Similarly, the EPA negotiations between the EU and
ACP countries have spawned a similar group of government staff and experts in
the issues involved. For the northern FICs (FSM, Marshalls and Palau) a similar
situation has arisen regarding the Compact of Free Association they have with the
USA. To a lesser extent government staff and expert consultants across the region
are working on trade agreements such as PICTA, MSG and APEC. Large amounts
of funding have been made available to assist regional groups and individual
countries to move forward towards accession to these trade agreements.
Insignificant resources has been made available to support those agencies
pursuing improvements to the private sector environment and relatively, far less for
improving the investment environment.

The government departments responsible for trade have achieved a high profile
within government and, usually being part of the Ministries of Foreign Affairs,
have exerted this influence in regional and international forums such as PIFS
where there are currently around 14 staff working on trade policy and almost
nobody working on investment policy. The Ministries of Commerce and Industry
responsible for private sector development and investment have a lower profile
and tend to be understaffed and under-funded leaving them unable to carry out
their mandate effectively.

Very few studies have been commissioned and few major regional meetings held
on investment in the FICs. The resulting dearth of publications is a consequence of
this situation.

The Cook Islands is not a member of the World Bank. Therefore it does not
participate in important World Bank initiatives such as their annual Ease of
Doing Business surveys. Nor does it benefit from the research and assistance
provided by associated organisations such as International Finance Corporation
(IFC), Foreign Investment Advisory Service (FIAS) and the Multilateral Investment
Guarantee Agency (MIGA). Similarly, the Cook Islands is not a member of
the United Nations Economic and Social Committee for Asia and the Pacific
(UNESCAP) (although it has been an Associate Member since 1972), and hence



it does not feature in their research and technical assistance on investment and
private sector development.

Few statistics are available on inward or outward investment flows for the
Cook Islands. An Expert Meeting on Capacity Building in the Area of FDI: “Data
Compilation and Policy Formulation in Developing Countries” organised by
UNCTAD in 2005 under the auspices of PIFS stated that “The FICs, as many
other developing countries, are also facing difficulties in terms of technical and
human resources for developing and managing FDI data. Thus there appears to
be little effort to collect information on foreign investment to enable reasonable
comparison with other countries in the region.” Their tabulation of Foreign Direct
Investment Net Inflows in FICs showed the figures for the Cook Islands as not
available. Little seems to have changed since.

The Cook Islands Statistics Office’s Annual Statistics Bulletin 2009 does not
include any statistics on investment. Regional bodies such as ADB and UNCTAD
have also published very little data.

In the ADB report, information on FDI for the Cook Islands for the years (2004-
2008) was “not available”. Although the UNCTAD report gives more information,
a closer examination brings up some anomalies that bring into question all of
the data. For example, starting from an FDI stock of US$14 million in 2006, and
with an inflow of US$3 million and no outflows for that same year, the FDI stock
for 2007 is shown as US$34 million. Similarly the FDI stocks as a percentage of
GDP vary from 24.1% in 2006 to 42.5 in 2007 and 18.0% in 2008 while FDI stock
moved from US$14 million in 2006 to US$34 million in 2007 and US$39 million in
2008. It would therefore be unwise to place undue emphasis on these figures.

A Cook Islands BTIB paper covering the period from 2002 to 2008 gives some
relevant data on Foreign Enterprise Approvals by number, value and sector.

e The number of new foreign investment approvals has been between 10 and 20
per year except for 2007. The figure for 2008 is for a part year only (up to April).

e The value of the investments each year varied greatly, as did the average value
per enterprise, so no generalisations can be drawn from the data. In summary
between 2002 and 2008, $91.95 million was invested into the Cook Islands
economy by 98 foreign enterprises, i.e. on average less than $1 million per
investment.

e Analysis of the sectors in which this investment occurred shows that 52% was
in the tourism sector and 14% in the agriculture sector.

e With 51% New Zealand was by far the main source country of investment,
followed by Australia with 12%.

A June 2007 report on “The Potential Impact of PICTA on Smaller Forum Island
Nations” by the Institute for International Trade and Pacific Trade Consult is mostly
concerned with trade but also refers to investment. This report makes some
sweeping generalisations about the effects of trade liberalisation. For example it
says on page 11 that “... there is usually a greater investment in the liberalising
economies and export industries become more competitive and cost efficient...”.
Whilst this may be true of larger more sophisticated economies, the reverse might
be the case in very small economies such as in the Cook Islands.
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The above report makes two recommendations (out of a total of 19) concerning
investment. It suggests that FICs should embrace a range of measures to privatise
inefficient government enterprises and facilitate foreign direct investment through
close consultation with the private sector. It also suggests that FICs should explore
the potential of promoting increased private sector investment through nationals
living abroad. Both recommendations have been made many times before and
as they were not backed up by tangible support from regional organisations and
development partners nothing has been implemented.

A different view of the impact of trade agreements can be found in the 2009
OXFAM report “PACER Plus and Its Alternatives: Which way for trade and
development in the Pacific”. It is argued that since PACER Plus is primarily not a
standard free trade agreement, it will require a different approach. According to
OXFAM, it will be difficult for negotiators who have been schooled in the language
and mindset of adversarial trade negotiations to respond to the challenge. Lessons
need to be learned from the failure of the EPA negotiations. Serious consideration
should be given to assembling the most appropriate range of skills and knowledge
in what is a highly technical area. This particularly applies to negotiations on
investment where appropriate skills and experience may have been lacking in the
past.

The OXFAM report agrees that foreign investment can have a positive role to play
in improving the efficiency of PIC services sectors. However a GATS-type (WTO)
agreement, because of the requirements for national treatment and MFN, is likely
to reduce the ability of PIC governments to harness that investment to the benefit
of the FICs as well as foreign investors. There is little evidence that making GATS-
type commitments actually increases foreign investment. The World Bank has
argued (in the context of investment treaties) that “creating new protections does
not seem to be associated with increased investment flows”, while UNCTAD has
found that “there is no empirical evidence to link any significant increase in FDI
flows to developing countries with the conclusion of GATS”.

Similar views are given in the two Oxfam reports “Trade Agreements and
Development in the Pacific”, a 2008 submission to the Australian government,
and “Weighing the Options”, a 2007 briefing note prepared for a Trade Ministerial
Meeting in Vanuatu. Both reports urge PICs to exercise caution before signing any
reciprocal investment agreements.

The 2003 Forsyth Investment Study on a Framework for EPA Negotiations with the
European Union called for urgent action on investment, possibly in the shape of
the introduction of an Investment Promotion and Protection Agreement (IPPA) into
the EPA negotiations. This has not been carried forward.

A 2006 World Bank Policy Research Paper looked at “Foreign Direct Investment,
Regulation and Growth”, exploring the linkage between income growth rates and
FDI inflows. It states that the evidence is mixed as no robust relationship has
been established between FDI and income growth. It argues that countries need
a sound business environment in the form of government regulations to be able to
benefit from FDI.

The following reports were obtained from the Cook Islands Government:

¢ Living the Cook Islands Vision —a 2020 Challenge: National Sustainable
Development Plan (2007-2010)



e Enabling Enterprises: A 10 Year Strategy for SME Development in the Cook
Islands

e Cook Islands Annual Statistical Bulletin 2009

e Cook Islands Development Investment Act 1995-96
e The Cook Islands Investment Code

e BTIB Investment Action Plan 2009-2010

e BTIB Snapshot 2002 — 2008

The Cook Islands National Sustainable Development Plan 2007 — 2010 (NSDP)
has five Strategic Outcomes. The third of these is concerned with Private Sector
Development and the Investment Environment. All activities in these areas need
to work towards achieving that outcome. The SDP develops this Strategic Goal
into the Goal of achieving an Innovative and Well Managed Private Sector Led
Economy. This goal is further developed into a number of specific strategies, viz:

e To ensure sound macroeconomic management of the Cook Islands economy;
e To promote the development of a vibrant financial services industry;

e To strengthen government support to SME Centre with a national focus on both
outer islands and Rarotonga;

e To review and reform economic structures based on future government and
private sector economic growth; and

¢ To promote and enhance tourism development that recognises the importance
of the natural environment and the cultural heritage of the Cook Islands.

The above report finds that the goal of achieving an Innovative and Well Managed
Private Sector Led Economy should be incorporated into the negotiation strategy
for PACER Plus.

Hence, the NSDP offers meaningful Goals and Strategies for private sector
development and investment. The recent SME strategic plan “Enabling
Enterprises” is a ten year strategy that establishes priorities and gives more detail
on what needs to be done to increase private sector development and investment.
This document contains valuable guidelines on how SME development should
occur in the Cook Islands and therefore should also be incorporated into the
negotiation strategy for PACER Plus.

The Cook lIslands Statistics Office publishes a wide range of statistics on a
monthly, quarterly and annual basis. Up-to-date information is available on the
website http://www.stats.gov.ck. This is the main source of data on the private
sector for this study. The data include population and vital statistics; national
accounts; prices; overseas trade; public sector accounts; tourism and migration;
taxation statistics; and banking statistics.

The Development Investment Act and the associated Investment Code directs the
Business Trade Investment Board on foreign investment in the Cook Islands and
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as such will guide PACER Plus negotiations on the extent to which Australian and
New Zealand foreign investment can be accepted into the country.

The BTIB Investment Action Plan 2009-2010 was commissioned by PIFS as part
of the Investment Policy Support Programme (IPSP). The BTIB Business Plan is an
internal document that reviews foreign enterprise approvals and trade statistics for
the period 2002 to 2008. As the only source of reliable data on foreign investment
in the Cook Islands it is an important document. It gives a comprehensive picture
of investment in the Cook Islands and makes three main recommendations:

a. Develop a new and updated investment code and stronger investment
regulations by end July 2009.

b. Develop a common country strategy and policy to promote and monitor both
local and foreign investment.

c. Set up a strategy for developing a local knowledge base and capacity
building in business and entrepreneurship.

None of these has yet been implemented, but all should be considered in the
context of PACER Plus negotiations.

Migration

The Cook Islands has experienced significant declines in population, especially
since 1996, with large numbers of Cook Islanders migrating to New Zealand and
increasingly to Australia and other countries. The total resident population of the
Cook Islands was estimated at 13,000 in late 2009 (Statistics Office Cook Islands
2009). Due to high emigration rates, it is projected to fall to less than 10,000 by
2029 (Duncan et al., 2006).

Wright-Koteka (2006) argues that Cook Islander migration is a complex
phenomenon that occurs for a variety of personal and structural reasons. In her
thesis, she explores the structures that impact on the migration decisions and
actions of Cook Islanders. The study finds the structures contributing to high
migration rates include New Zealand citizenship that allows free entry to New
Zealand; the family that supports migration; and the culture of migration that
encourages the propensity for movement. On the individual level, Cook Island
migrants have indicated that because the migration decision is generally an
informed one, the issues that may impact upon the lives of the participants’ were
already expected and appropriate responses were formulated to minimise any
negative effects. There is also a degree of return migration to the Cook Islands
which is not confined to those born in the Cook Islands but also includes the
children of emigrants born and raised abroad. The reasons for return migration are
predominantly personal rather than economic.

Cook Islanders are New Zealand citizens with full work and residence rights in
New Zealand. This has resulted in a situation where more Cook Islanders live in
New Zealand than in their home island. The last census in New Zealand of 2006
counted 58,011 Cook Island Maoris living in New Zealand (Statistics New Zealand,
2007). Between 2001 and 2006, the Cook Island Maori population increased by
5,442 persons (10%).



At the time of the 2006 Census, 16,443 (55%) of adult Cook Island Maori in New
Zealand had a formal educational qualification, which was lower than for the total
Pacific and total New Zealand adult populations (65% and 75%, respectively).
The labour force participation rate of persons 15 years and older for the Cook
Island Maori population in New Zealand in 2006 was 64%, which was slightly
lower than the comparable rates for the total Pacific and total New Zealand adult
populations. In 2006, the three most common occupations for Cook Island Maori
in New Zealand were labourers (23 %), machinery operators and drivers (14 %),
and technicians and trade workers (13%) (Statistics New Zealand, 2007).

All New Zealand citizens have access to Australia under the Trans-Tasman
Agreement. This has led to an increase in the number of Cook Islanders in
Australia, entering as New Zealand citizens. The latest Census in 2006 recorded
5,030 Cook Islands-born people in Australia, an increase of 6.4% from the 2001
Census. In the 2006 Census, 11,410 people indicated Cook Islander ancestry
in Australia, which included persons born in the Cook Islands as well as their
overseas born offspring. At the 2006 Census, 33.0% of the Cook Islands-
born aged 15 years and over had some form of higher non school qualifications
compared to 52.5% of the Australian population. Among Cook Islands-born
people aged 15 years and over, the labour force participation rate was 66.8% and
the unemployment rate was 9.6%. The corresponding rates in the total Australian
population were 64.6 and 5.2% respectively. Of the 2,570 Cook Islands-born who
were employed, 6.5% were employed in a Skill Level 1 occupation, 4.0% in Skill
Level 2 and 8.1% in Skill Level 3. The corresponding rates in the total Australian
population were 28.7, 10.7 and 15.1 per cent respectively (Department of
Immigration and Citizenship).

Due to high levels of emigration as a result of free labour mobility into New
Zealand (and Australia), the Cook Islands have suffered from depopulation and
shortages of skills.

The Cook Islands face difficulties maintaining basic services such as health and
education due to the continuous emigration of skilled labour and a declining
population and workforce (Voigt-Graf et al., 2009). While education and health
services have declined, other areas such as the construction industry, tourism
management, and a range of professional services have reduced capacity. The
absence of immigration and emigration data by occupation prohibits an analysis
of the accurate extent of Cook Islander migration by occupation. Thus, while
the Cook Islands clearly face a situation of a shortage of well-trained secondary
teachers, how much this is attributable to emigration is unknown (Voigt-Graf et al.,
2009).

Emigration however is not the only reason for skill shortages. ADB’s
comprehensive study on technical and vocational skills development covering
all PACP countries except Niue found that skill shortages are also caused by
inappropriate and unclear organisational structures in technical and vocational
education and training (TVET) (Asian Development Bank and Pacific Islands Forum
Secretariat, 2008). The TVET system in the Cook Islands suffers from significant
shortcomings in formal institutional provision of post secondary education and
skills training.

As a result of substantial labour shortages in the Cook Islands, the temporary
importation of labour has increased quite significantly in the last 10 years with
labour being imported for the education, health, financial, tourism and hospitality
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sectors. In the tourism sector, foreign workers have largely been engaged in skilled
and managerial positions but increasingly also in lower skilled positions such as
housekeeping, as the expanding industry’s labour requirements cannot be met
by locals. Traditionally, semi-skilled workers were imported from New Zealand
whilst the low-skilled workers were imported from Fiji. In the last 5 years, the
Cook Islands has seen a diversification of country of origin for labour imports. In
2008, there were well over 1,000 work permits issued to foreign workers as well
as another 1,100 expatriates were given residency status. One negative effect of
the lack of skilled labour has been an increase in the cost of doing business in
the Cook Islands with the need to spend time and money on searching for and
importing specialist or skilled labour, and increasingly even unskilled labour
(Okotai, 2009).

Migrants, while signifying a loss, may also be regarded as a resource, in the sense
that many send remittances, and bring back new ideas, skills, technologies and
capital. Migration opportunities may increase incentives for families to invest
in education and training. However, with the exception of remittances, most
benefits linked to migration are impossible to quantify. In general, benefits from
temporary migration schemes, as opposed to permanent migration, have been
well documented for migrant source countries (see e.g. Thomas-Hope, 2002 and
Abella, 2006). Temporary migration can help stimulate countries’ economies, and
contribute to national and regional skill development. Remittances from temporary
employment may not only be an important export earner, but can contribute
to further education and up-skiling of the labour force. Acquired skills and
education, the promotion of entrepreneurship, and a growing culture of savings
and investment and small business development among returning migrants give
additional value to both the host and the sending country.

For FICs in general, one of the main potential benefits from a PACER Plus
agreement with Australia and New Zealand is access to Australia and New
Zealand under Mode IV (Movement of natural persons referring to services
providers of one country travelling temporarily to the territory of another country to
supply a service). Since Cook Islanders are already free to move to New Zealand
and as New Zealand citizens also to Australia, Mode IV access to these two
countries is not a potential additional benefit for the Cook Islands. Nevertheless,
as argued below the Cook Islands will potentially benefit from negotiations
surrounding Mode IV access. Therefore some findings and recommendations from
studies on Mode IV under PICTA and EPA are valid for the context of the Cook
Islands and the PACER Plus negotiations.

Through the implementation of PICTA, FICs intend to consolidate themselves as
an integrated regional unit to strengthen their participation in the wider regional
and global processes. In 2001, the scope of PICTA was broadened to include
Trade in Services (TIS) and Temporary Movement of Natural Persons (TMNP),
in order to draw from labour surpluses within the region to meet national skill
shortages and stimulate skills development. The Pacific ACP (PACP) Trade
Ministers meeting of October 2008 agreed on the development of a framework for
a TMNP scheme that considers using a two tier approach, whereby recognised
professionals could move freely amongst FICs, and semi-skilled / trades
professionals would be subject to a mechanism based on minimum quotas (Eco-
Consult Pacific, 2009).

In respect to PICTA, it has been recommended that FICs should refine strategies
to increase the flow of remittances, including negotiation with developed country



trading partners for more liberalised Mode IV trade in services commitments
(Institute for International Trade and Pacific Trade Consult, 2007). One issue of
importance right across the Pacific and including in the Cook Islands is that visa
application processes are slow, with a high prevailing degree of administrative
discretion. The Stocktake shows that economic needs tests, localisation policies
and local training obligations on foreign firms are present in most jurisdictions
(PDP Australia Pty Ltd, 2007).

As part of the EPA negotiations with the European Union, FICs are negotiating for
EPA adjustment costs. One area in which adjustment costs can be claimed as part
of the EPA adjustment process is in the area of development and expansion of
training programmes, namely to provide qualifications needed by PACP nationals
to take advantage of the proposed TMNP scheme; to meet domestic skill needs,
focusing on the needs of key industries and addressing skill shortages in PACPS
that may be exacerbated under the EPA; and to provide retraining for workers
displaced from employment in domestic industries as a result of implementation of
the EPA (Scollay, 2007).

For the Cook Islands in particular, Scollay (2007) has identified an expansion
and upgrading of tourism and hospitality courses at the Tourism and Hospitality
Training School as a requirement. Another requirement is the upgrading of facilities
(plumbing workshop and library) at the Trade Training School to enable more
advanced programmes to be offered, as well as the upgrading of facilities at the
Cook Islands Nursing School to enable more advanced courses to be offered
(Scollay, 2007). The Cook Islands is set to benefit from training expansion schemes
introduced under the EPA adjustment process.
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3. Trade and investment
baseline

3.1 Overview of the Cook Islands economy

After registering high economic growth rates in the late 1990s and early 2000s — at
times in the double digits — growth has declined in recent years. In 2004 the Cook
Islands suffered its first annual economic contraction for nearly a decade. After
an upturn in the subsequent two years, the economy shrank by 2.1% in 2007,
returned to positive growth in 2008, before contracting by an estimated 0.1% in
2009 (ADB 2010).

Figue 1 GDP % change 1995-2008 at current market prices
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Source: Government of the Cook Islands

Over the last decade wholesale and retail trade have driven economic growth,
accounting for almost a quarter of GDP by 2008. By industry, the next highest
contributors to growth were restaurants and accommodation, which now account
for around 16% of GDP. These two trends together support the view that tourism
has been the prime driver of growth over the last decade. The only industries to
have suffered a notable decline are agriculture and fisheries, which have together
shrunk in real terms each year for the past six years and currently contribute only
10% of GDP.

The global economic crisis has had a significant effect, with economic growth
suffering due to a 3.1% decline in tourism arrivals in 2008. Fewer tourists arrived
from high-spending markets — the US, Canada and Europe, outweighing an
increase in tourism arrivals from New Zealand (ADB 2009: 2). High consumer price



inflation, at 7.8% in 2008 and 6.7% in 2009, reduced purchasing power. Food
prices rose 10.8% during 2009, disproportionately hitting lower income groups.

The Cook Islands government responded to the crisis by increasing capital
expenditure, largely on infrastructure development. Total capital expenditure is
predicted to rise from an estimated 12.2% of GDP in 2009 to a budgeted 20.4%
of GDP in 2010. The budget deficit will be financed partly by US$29.7 million in
ADB loans from 2009-2012, along with US$35.7 million in loans from China
disbursed between 2009 and 2014. Total international loans during these years are
expected to comprise 31.9% of GDP (ADB 2009: 5). The significant increase in
public debt will clearly require an accompanying increase in economic activity in
order to generate the fiscal revenues needed to finance the loans. A number of
commentators have expressed concerns about a doubling in public debt in recent
years, to a predicted quarter of GDP in 2010.

Figure 2 GDP by industry 1995-2008 in NZ$
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In 2008, public administration grew 18.8%, second only to electricity and water
supply, which grew by 19.6%, confirming that government activity contributes
substantially to economic growth. Indeed the cost of public administration has
grown steadily since the years following the late 1990s government reform
package when a wide range of civil service reforms were enacted, including
a significant reduction in the government workforce. Both public and private
investment, however, declined until the recent infrastructure investment plan.

The drivers of economic growth remain very narrow and concentrated in a few
selected sectors — particularly tourism and related services. Agricultural exports
have all but ceased, while manufacturing and fisheries are stagnating. That the
Cook Islands has a narrow economic base is perhaps unsurprising given the small
size of the population and economy (GDP is estimated at around NZ$325.2 million
in 2009/09), However the trend toward specialisation is relatively new, and appears
to be partly a result of globalisation. Traditional export crops such as Pawpaw, for
example, are less viable given the opening of New Zealand to cheaper sources
such as the Philippines, together with tariff preference erosion in the fisheries
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sector. The international tourism market, in contrast, has continued to expand over
the long term despite the downturn as a result of the global financial crisis.

Unlike small neighbouring economies such as Samoa (where an IMF study found
that remittances comprised an average of 20% of GDP between 1990 and 2003),
remittances are small, rendering the economy more reliant on tourism. Cook
Islanders are culturally less reliant on remittances although there are more Cook
Islanders living abroad in New Zealand and Australia unlike their neighbouring
Polynesian countries such as Tonga and Samoa.

3.2 Assessment of goods trade

Goods exports are low and declining, and concentrated in a handful of products.
Exports totalled NZ$10.7 million in 2004, equivalent to around 4% of GDP. By 2008
exports had nearly halved, to NZ$5.9 million. This level is very low even by PIC
standards, where goods exports are generally low, and which in many countries
have fallen in recent years.

Imports are growing rapidly, totalling NZ$212.9 million in 2008. The trade deficit,
which has always been significant, expanded to NZ$207 million in 2008, a sum
worth 72% of GDP. The following graph shows that imports and exports are
volatile and that imports have grown faster than exports in recent years, with an
increase in exports during 2007 accompanied by a corresponding temporary
reduction in imports.

Figure 3 Total imports and exports of goods, % change, 2004-8
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By destination, the vast majority of exports go to Japan and New Zealand, with
a small proportion going to the United States and other destinations. Exports to
Australia are very low, at an average of NZ$735,109 per year between 2005 and
2009. Exports to New Zealand are significantly higher, at an annual average of
NZ$5.2 million over the same period.



The following figure shows that overall exports have declined in recent years,
primarily as a result of supply-side constraints which led to reduction in shipments
to Japan and New Zealand.

Figure 4 Exports by principal destination, NZ$’000, 2004-8
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Imports have almost doubled since 2004, reaching NZ$212.9 million in 2008.
Much of the increase is associated with an expansion in tourism. Most imports
come from New Zealand, followed by Fiji. Australia is a distant third, accounting
for NZ$11.5 million in imports during 2008.

Figure 5 Imports by country of purchase, NZ$°000, 2004-8
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The following graph shows that machines, transport and equipment are the
biggest import by category, followed by food and live animals. Minerals and fuels
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have comprised a growing proportion of imports in recent years, followed by basic
manufactures and miscellaneous manufactured goods.

Figure 6 Imports by category, NZ$’000, 2004-8
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By product, fresh fish has historically been the biggest export, comprising
an average of 34% of total exports over the last five years, followed by pearls,
at 30%. Juice, clothing, pawpaws, live fish and pearl shells largely make up the
remainder of exports. There is a small export market of Noni juice, mainly to
Japan. Cook Islands Noni Marketing Ltd. reports that it exports up to 15,000 litres
to Japan per month.

Figure 7 Value of main exports, NZ$’000, 2004-8

12,000
10,000
M Clothing
5000 M Pawpaws
6,000 M Pearl shells
M Live fish
4000 [ Other
M Pearls
2,000
M Fresh fish
0
2004 2005 2006 2007 2008
MOVING BEYOND SPARTECA: Source: Government of the Cook Islands
OPPORTUNITIES AND
CHALLENGES FOR THE
COOK ISLANDS

Pacific Institute of Public Policy



3.3 Assessment of trade with Australia and New Zealand

The Cook Islands has historically run a trade deficit with Australia and New
Zealand, importing most consumer goods and manufactures and exporting a
narrow range of commodities. Both imports and exports from New Zealand are
far higher than those of Australia. In absolute terms, imports from New Zealand
have recently increased in line with the overall increase in imports noted above,
while those from Australia have stayed about the same. However analysis of the
data shows that while imports from Australia have remained roughly steady as a
proportion of the total, at 5%; the proportion of total imports coming from New
Zealand has declined in recent years, from 81% in 2004 to 67% in 2008. This
decline has been accompanied by a shift toward imports from Fiji, from which
imports grew from 7% to 17% over the same period. This is largely a result of
importers widening their source markets for manufactures and consumer goods.
It is unlikely to have been the result of trade liberalisation as tariffs on goods from
both countries fell to the same levels and by the same amount. The data show
an upturn in overall imports following the tariff liberalisation but it is difficult to
determine the cause — it is likely to have been the result of increased domestic
demand as much as lower tariffs.

Figure 8 Imports from Australia and New Zealand, NZ$’000, 2004-8
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Imports from Australia largely follow the same profile as from all countries shown
in figure 6. A further reason for not conducting extensive analysis of imports by
category is that most tariffs are at zero, which means that PACER Plus will have
little implication on import on levies or government revenues. Table 1 below shows
that revenues from import levies were 13.9% of total revenues in 2009. Any tariff
reductions will likely be delayed by a number of years. The General Agreement
on Tariffs and Trade (GATT) article XXIV requires that the agreement covers
‘substantially all’, rather than all trade, and so certain levies can remain in place.
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3.4 Exports to Australia and New Zealand by product
category

The following analysis is based on a detailed summary by 8-digit HS code of
exports to Australia and New Zealand from 2005-9. The data show that three
major products dominate exports: pearls, fish, and juice. These items account for
over three-quarters of all exports to these countries during the period.

The biggest export product is fish, mostly tuna. Between 2005 and 2009 fish
(HS03024000, HS03034000, HS03037000 and HS03041000) comprised 28% of
total exports to Australia and 29% of the total to New Zealand. Of total exports to
both countries during the period, 28% were fish.

Juice (HS20098000) is the next major export item by value, comprising 30% of
total exports to New Zealand and 14% of the total to Australia. Juice accounted
for 27% of total exports to both countries during the period.

Pearls and related products (HS71010000, HS71011010, HS71011020,
HS71011030, HS71012210, HS71012220 and HS 71161000) are the next largest
export item, comprising an average of 28% of exports to New Zealand and 65%
of exports to Australia between 2005 and 2009. As with all exports, however, there
is significant volatility within this period. For example pearls accounted for 86% of
exports to Australia in 2005 and only 38% in 2009, a result of the recent decline
in the industry owing to disease and other supply constraints (the remainder of
exports to Australia in 2009 were almost entirely fish). Similarly in 2008 there was
a one-off shipment of jewellery (HS71130090) worth NZ$111,600, a quarter of
exports to Australia during that year. No other significant jewellery exports were
made to Australia from 2005 to 2009.

The following table summarises the contribution of each of the three main exports
to total exports to Australia and New Zealand. Full data can be found in Annex 1.

Table 1 Major exports to Australia and New Zealand, 2005-2009

Item Annual average, % of total % of total | % of total exports
NZ$ 000 exports to NZ exports to AU to AU and NZ

Pearls 1,231 28 65 21

Juice 1,595 30 14 27

Fish 1,666 29 28 28

Source: Pacific Islands Trade and Investment Commission (PITIC)

Although only three or four products dominate exports, a number of other items
have been exported in small amounts over recent years, such as live fish, pawpaw,
clothing (see box 1), shells and some fruit and vegetables. In many cases, such
as pawpaw, the amounts are very small and contribute little to overall aggregate
exports; yet these products are valuable sources of cash to poorer sections
of society, particularly those in the outer islands. The Ministry of Agriculture has
indicated that it is targeting the production of a number of other products including
red chillies, pawpaw, lime, small root crops and giant clams. Transport costs
create a high natural effective rate of protection, making some of these products
viable in the domestic market. A few might even be exported in small volumes,
but it is unlikely that they will prove internationally competitive in the long run.
Although some government officials talk of a return to the high levels of fruit and
vegetable exports in the 1980s and earlier, when the Cook Islands was a major



producer of oranges and pawpaw, this was a result of high trade preferences in
developed markets. International trade liberalisation has eroded the value of these
preferences, and the Cook Islands now has to compete with far larger and cheaper
producers such as the Philippines and Indonesia.

It is suggested that in PACER Plus negotiations all export products that face
potential quarantine or technical barriers be prioritised for defensive reasons, even
if they are in decline or are undergoing a temporary cessation. This said, as in the
case of pawpaw and pearls, much of the decline in exports can be explained by
supply-side constraints rather than a lack of demand or technical or quarantine
difficulties in destination markets.

3.5 Assessment of investment relationship with Australia
and New Zealand

Given the history of the relationship between the Cook Islands and New Zealand it
is not surprising to see that the Cook Islands-New Zealand investment relationship
is very strong and the Cook Islands-Australia investment relationship is relatively
weak. The following chart is taken from a BTIB assessment of foreign investment
over the period 2002 to 2008.

Figure 9 Foreign Enterprise Approvals, 2002-2008
2%
3% .

. New Zealand
. Australia

. Europe

United States
. Canada

. Japan

Other Asian countries
. South America

. Other Pacific Islands

It shows that 51% of Foreign Enterprise Approvals for the period came from
New Zealand and only 12 % came from Australia, with Europe and the USA each
accounting for 10%. Not only do these figures reiterate the strong relationship
between the Cook Islands and New Zealand, but they also clearly show the
relative unimportance of the relationship with Australia in that it ranks equally with
Europe and the USA. This is cause for concern as (a) Australia is a much larger
economy New Zealand that has significant investments in other Pacific Island
countries, (b) the east coast of Australia has strong cultural, social and educational
links with the Pacific, and (c) there is a significant Cook Island population in
Australia.
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Further work is needed to determine why Australian businesses are not investing in
the Cook Islands to the extent that they are in some other PICs. Possible reasons
include:

e Alack of awareness in Australia of the Cook Islands in general, and of its
potential for investment.

e The Cook Islands is not a recognised holiday destination for most Australians,
with Fiji, Vanuatu and New Caledonia attracting most Australian tourists to the
Pacific.

e A perception that the Cook Islands is a high risk and/or low reward investment
destination.

e The lack of transport links (air and sea) between Australia and the Cook Islands.

These areas could be addressed within the framework of a PACER Plus
agreement.

It was noted that Air New Zealand is now challenged by Pacific Blue on the
Auckland Rarotonga route. In addition the two largest banks are Australian owned
(though managed out of New Zealand). An Australian group has a significant
tourism investment in the Edgewater Resort and the Club Raro both of which are
located in Rarotonga.

We were told that Air New Zealand will be trialling a Rarotonga-Sydney flight
for three months as from July 2010. This would include 2-3 tonnes of freight
per week. This is being subsidised by the Cook Islands government and would
need to achieve financial viability within the trial period for it to be continued. An
opportunity exists for a major trade and investment promotional campaign to be
run in parallel to the opening up of this new air route.

With many Cook Islanders holding New Zealand passports, and with the use of the
NZ$ meaning that there is no central bank, it is difficult to ascertain exactly what
businesses are owned by New Zealanders and what are owned by Cook Islanders.

3.6 Overview of the private sector development and
investment environment

National Sustainable Development Plan

The Cook Islands National Sustainable Development Plan 2007 — 2010 (NSDP)
has five Strategic Outcomes. The third of these, quoted below, is concerned with
Private Sector Development and the Investment Environment. All activities in these
areas work towards achieving that outcome.

The strategic outcomes of sustainable economic growth in harmony with the Cook
Islands’ social values, culture and environment as contained in the SDP for 2007
— 2010 has the following key visions: 1) to lead the private sector to reach NZD
0.6 billion based on sustainable development principles by 2010, 2) to achieve the
minimum standards set for basic infrastructure for all islands by 2010 on areas
including transport and utilities to support economic development, 3) to achieve a
more fair distribution of benefits from economic growth across all islands by 2010.



The SDP develops this Strategic Goal into the Goal of achieving an Innovative
and Well Managed Private Sector Led Economy. Under this goal it is noted that
although the Cook Islands has been one of the better performing economies in the
region, it is based on very few industries and is susceptible to external forces.

Most importantly, it has limited scope to expand or diversify its economic base.
This means that future economic growth relies the Cook Islands continuing to do
what it already does, but to do it better.

In this context the NSDP argues that it is essential that the policy framework for
private sector led growth is enhanced to meet the government’s goal of economic
growth averaging 3.5% per year over the medium and long term in order to double
GDP by 2020. As the NSDP says, it is generally recognised that for the economy
to continue to grow, private sector-led development must be strengthened with the
government providing a favourable macroeconomic environment, critical physical
and social infrastructure, institutional and political stability whilst maintaining
law and order. So in addition to maintaining prudent fiscal management of the
economy and public sector spending, government must provide consistent and
effective support to allow the private sector to lead the economy into the future.
These ambitions are totally consistent with the aims of PACER Plus, so it is
important that PACER Plus be seen as a tool for achieving them.

This goal is further developed into a number of specific strategies, viz:
e Ensure sound macroeconomic management of the Cook Islands economy.
* Promote the development of a vibrant financial services industry.

e Strengthen government support to SME Centre with a national focus on both
outer islands and Rarotonga.

e Review and reform economic structures based on future government and
private sector economic growth.

e Promote and enhance tourism development that recognises the importance of
the natural environment and the cultural heritage of the Cook Islands.

It is important that the NSDP be embedded in PACER Plus negotiations so that
(a) there is alignment between what each is trying to achieve, and (b) financial and
technical assistance to implement the plan can be sought under PACER Plus.

Investment regime

The Cook Islands, like many FICs, already has an ongoing domestic reform
program relating to its investment regime. Because the Cook Islands is not a
member of the World Bank it has not been able to receive assistance from the IFC/
FIAS who have been active in this area of assistance in the Pacific region, assisting
many countries to improve their investment environments, and the Cook Islands
is therefore not as advanced as some FICs in providing an attractive investment
environment.

Some developed countries believe that the added value of rules-based
international agreements on investment ensures implementation and ‘lock in’
of reforms — thus increasing attractiveness to foreign investors — or that it would
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act as an additional impetus for this reform agenda. That argument is difficult to
sustain as the examples given in the preceding paragraphs show. For a small
economy such as the Cook Islands, with very limited investment opportunities,
it would be a big step backwards to embark on this strategy. It could however
benefit investors from developed economies wanting to take advantage of a future
investment opportunity by preventing the Cook Islands government responding
flexibly to changed international circumstances and putting in place measures that
would protect the best interests of its citizens.

The general investment policy for the Cook Islands is basically same as in other
FICs where it is a requirement that any business establishment must be seen
to contribute in real terms to the economic development of the Cook Islands
and offers a net economic benefit to the Cook Islands. The Investment policy
also provides that priority should be given to Cook Islanders and there is like
most other FICs, a reserved investment list which lists the names and types
of businesses that are exempted from foreigners and reserved solely for Cook
Islanders to engage in and expand. In addition, joint ventures between foreign
investors and Cook Islanders are highly encouraged as well.

The priority areas for investment are in agriculture, marine resources or the tourism
industry. For example where a foreign enterprise applies for approval to carry on
business in the Cook Islands in a reserved activity, the Board would consider to
the application notwithstanding the Foreign Investment Policy which stipulates
very clearly that foreign investment should contributed to the future development
of the country but is restricted to a Foreign enterprise which is as defined in
section 2 (1) of the Development Investment Act 1995-96. In that Act, it is stated
that a foreign investment refers to an enterprise or an activity which is owned
by 33.3 percent or more by an overseas investor. Other conditions on defining
a foreign investment is that the Board should not approve or register a foreign
enterprise to operate in the Cook Islands unless it is satisfied at the minimum that
the activity concerned is not listed in the reserved investment list, the proposal.
The proposal should also be able to offer net economic returns to the Cook Islands
or at least one island in the Cook Islands. Another notable condition is that the
foreign business must engage local participation in forms such as shareholding,
profit sharing, transfer of skills and technology.

Foreign direct investment

The Cook Islands Statistics Office’s Annual Statistics Bulletin 2009 does not give
any statistics on investment, though it does give some useful statistics in private
sector development‘. The Statistics Office referred enquiries to the BTIB, who
provided statistics on Foreign Enterprise Approvals for the period 2002 to 2008.
This is the main statistical basis for the section on investment.

The ADB and UNCTAD publish data on foreign investment across the region,
however data on the Cook Islands is incomplete. Relevant tabulations of data from
their reports have been included in this report where available.

The only sources for statistics on investment that could be located were:

e Asian Development Outlook 2009: Rebalancing Asia’s Growth, ADB, 2009
o Table A16: Foreign direct investment

4 Few statistics are available on investment flows in and out of the Cook Islands.



e World Investment Report 2009: Transnational Corporations, Agricultural
Production and Development, UNCTAD, 2009:
o Table B1: FDI Flows, by region and economy, 2006-2008
o Table B2: FDI stock, by region and economy, 1990, 2000, 2008
o Table B3: FDI flows as a percentage of gross fixed capital formation,
2006-2008, and FDI stocks as a percentage of gross domestic product,
by region and economy, 1990, 2000, 2008

e BTIB Snapshot 2002 - 2008

The ADB report shows that information on FDI for the Cook Islands for the years
(2004-2008) was “not available”.

The UNCTAD report gives a bit more information. The table below estimates
inward FDI for the Cook Islands for the years 2007/8/9 as:

FDI Flow (US$millions) 2006 2007 2008
Inflows 3 - 1
Outflows - 1 -

The table below estimates FDI stock for the Cook Islands for the years 2007/8/9
as:

Year ‘ 2006 ‘ 2007 ‘ 2008
FDI Stock (US$millions) ‘ 14 ‘ 34 ‘ 39

The table below shows FDI flows as a percentage of gross fixed capital formation
and FDI stocks as a percentage of gross domestic product for the same years.

FDI (%) 2006 2007 2008
Flow as % of gross fixed capital formation
- Inward 11.8 -1.2 3.2
- Outward 1.1 2.2 1.1
Stocks as % of GDP
- Inward 241 42.5 18.0
- Outward - - _

These figures make little sense. For example, starting from an FDI stock of US$14
million in 2006, and with an inflow of US$3 million and no outflows for that same
year, the FDI stock for 2007 is shown as US$34 million. Similarly the FDI stocks
as a percentage of GDP vary from 24.1% in 2006 to 42.5% in 2007 and 18.0% in
2008 while FDI stock moved from US$14 million in 2006 to US$34 million in 2007
and US$39 million in 2008. It would therefore be unwise to rely heavily on these
figures.

An Expert Meeting on Capacity Building in the Area of FDI: Data Compilation
and Policy Formulation in Developing Countries organised by UNCTAD in 2005
under the auspices of PIFS stated that “The FICs, as many other developing
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countries, are also facing difficulties in terms of technical and human resources for
developing and managing FDI data. Thus there appears to be little effort to collect
information on foreign investment to enable reasonable comparison with other
countries in the region.” Their tabulation of Foreign Direct Investment Net Inflows
in FICs showed the figures for the Cook Islands as not available. Little seems to
have changed since.

A Cook Islands BTIB paper covering the period from 2002 to 2008 gives some
relevant data on Foreign Enterprise Approvals for those years by number, value,
sector and country of origin.

a. The number of new foreign investment approvals has been between 10 and
20 per year except for 2007. The figure for 2008 is for a part year only (up to
April).

Figure 10 Number of new F/E Registrations, 2002-2008
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b. The value of the investments each year varied greatly, as did the average
value per enterprise, so there are no conclusions that can be drawn from
this. In summary between 2002 and 2008, $91.95 million was invested into
the Cook Islands economy by 98 foreign enterprises, i.e. on average less
than $1 million per investment.

Figure 11 Value of new F/E Registrations, 2002-2008
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All of these data support a picture of good private sector development growth until
about five years ago when it slowed considerably. For 2008 the picture is one of a

c. The sectors in which this investment occurred is much more indicative, with

52% being in the tourism sector and 14% in the agriculture sector.

Figure 12 Sector breakdown, F/E Registrations, 2002-2008

Tourism — 52%

Finance — 5%

Marine — 3%
Unit Title — 1%
Retail — 1%

Other — 20%
Transport — 2%
Agriculture — 14%

Manufacturing — 2%

d. By country of origin, New Zealand was by far in the majority with 51%
followed by Australia with 12%.

Figure 13  Country of Origin, F/E Registrations, 2002-2008

New Zealand — 51%
Australia — 12%

Europe — 10%

United States — 10%
Canada — 4%

Japan — 6%

Other Asian countries — 3%
South America — 2%

Other Pacific islands— 2%

static economy. The full tables are included as appendices to this report®.

5

Banking Statistics referring to Loans and Advances by Industry in Annex 2, Number of Hotel Motels with
Number of Employees Annex 3, Taxation Statistics refer to Cook Islands Gross Turnover by Industry Annex 4
and Cook Islands TOT Payable/VAT collected on Sales and Income by Industry Annex 5 and Miscellaneous

refer to Building Approvals in Annex 6 and Energy Generated in Annex 7.
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4. Potential benefits,
challenges and ways
forward

PACER Plus carries a number of potential costs and benefits. The Cook
Islands is in a unique position among the Pacific Islands given that it already
unilaterally liberalised tariffs on most items. Any consumer gains from goods
trade liberalisation have largely already been realised (or else appropriated by
monopolist domestic businesses). As a result of tariff reductions the government
will have even less bargaining power in any negotiations with Australia and New
Zealand than it otherwise might have. The main offensive interest of most other
Pacific island nations — labour mobility — has already long existed. Indeed access
to New Zealand contributes to brain drain as the best-educated workers move
abroad to take advantage of higher wages. The impact of PACER Plus - positive or
negative — is therefore likely to be more muted than in elsewhere in the region.

Whilst the country clearly has a comparative advantage in tourism, and the
promotion of this industry should continue (particularly with regards to enhancing
tourism vyield), over-specialisation in such a volatile area renders the economy
particularly vulnerable to external shocks. In this regard the Cook Islands should
seek to direct any prospective PACER Plus arrangements toward helping to
broaden the economic base. Given the country’s good educational standards,
relatively high wages, restricted labour supply as well as the difficulty in goods
export, it may make sense for the government to prioritise services exports,
including traditional knowledge-based and design-related activities, or niche
areas with a unique cultural basis. Improved Internet availability and speeds would
facilitate services export and may even attract additional incoming FDI.

Benefits may exist in the form of improving access to export markets in Australia
and New Zealand, especially in terms of rules of origin, quarantine, sanitary and
phytosanitary (SPS) measures and standards. Additional technical assistance
may be given as a result of PACER Plus, particularly with regard to the kind of
institutional capacity issues that currently constrain the trade-related government
offices (Nathan Associates 2007: xv). Australia and New Zealand may also
be willing to promote tourism further in their own markets, given that they are
intermediary or source destinations for tourists visiting the region. Further benefits
may exist from the development of trade policies that seek to address supply-
side constraints to meeting internal and external demand for primary products.
Within the remit of Pacific regional integration as a whole, including PICTA, the
Cook Islands may benefit from temporary access to workers from other PICs.
Skills shortages exist in a variety of areas, including tourism management and the
professions.

Without mitigating measures, the biggest single cost of PACER Plus is likely to be
the administrative burden it places on the Cook Islands’ tiny administration, both in
its initial negotiation and its continued implementation. Technical assistance may
still be needed in order to help the country cope with negotiations, while narrowing
down the scope of the agreement will also help reduce the administrative load.



The more issues that can be dealt with collectively at the regional level, the smaller
will be the burden on the government. Indeed the formation of a series of new
regional institutions may have long-run administrative and substantive benefits.

A number of people interviewed for this study questioned why the country must
embark on PACER Plus at all. The triggering of article VI of PACER owing to the
EPA notwithstanding, the potential development benefits have a limited natural
association with a trade agreement. Many of the potential economic gains have
already been realised, while the costs are not all strictly associated with PACER
Plus. New Zealand has always had a positive supporting relationship, and many
of the proposed advantages of PACER Plus are in New Zealand’s own interests.
Similarly if Australia is really interested in development — “putting substance into
the Plus” — as Trade Minister Simon Crean put it in 2009, Canberra would extend
many of the proposed benefits in any case, irrespective of any trade agreement.

41 Borderissues

Quarantine and sanitary and phyto-sanitary (SPS) measures

It is unlikely that the Cook Islands will be able to negotiate a lowering of quarantine
standards for its exports to Australia and New Zealand. However significant gains
are possible from enhancing the level, predictability and security of market access.
This goal can be achieved by securing binding commitments in some or all of the
following areas:

a. Consolidating and formalising the progress made to date in securing market
access for SPS-sensitive goods;

b. Securing commitments to address specific outstanding market access SPS
issues i.e. the development of standards for specific products;

c. Seek agreement on a mechanism for Australia and New Zealand to recognise
equivalence of SPS-related procedures in the Cook Islands, and establish
mechanisms through which future requests can be addressed (this may
require a change to existing Australia and New Zealand legislation, which
currently do not recognise equivalence in the Cook Islands);

d. Creating an accessible and effective system for dealing with future FICs
market access requests and resolving SPS-related disputes;

e. Greater and more formalised cooperation between the Cook Islands and
Australia and New Zealand quarantine authorities, including at the regional
level (with a potentially strengthened role for a regional body such as SPC)
and in international fora such as CODEX and WTO;

f. Securing commitments to build capacity in the Cook Islands’ physical (e.g.
reference laboratories) and human SPS infrastructure (e.g. Departments of
Quarantine or Agriculture) and in the private sector, potentially using existing
mechanisms established already under the original PACER agreement (such
as a strengthened RTFP, Import-Export Technical Assistance (IMPEXTEK)
centre, etc) or those identified at the national level.

It will be important for the Cook Islands along with other PICs to establish within
the negotiations that some SPS issues require crop-specific solutions (such as
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the development of individual import protocols or health standards), while from
the perspective of long-term development many quarantine issues are instead
systemic, requiring capacity-building investments in knowledge and infrastructure,
rather than being linked simply to individual crops. Similarly it will be important
to establish that provisions in a PACER-plus agreement need to go beyond a
simple restatement of WTO principles (for example that of non-discrimination
in the application of any SPS import restriction, that such restrictions be based
on objective scientific analysis, that there be transparency and consultation, etc)
towards a more detailed capacity-building approach, with firm commitments to
that end.

In specific terms, the Cook Islands has, or potentially has specific interests in the
following export crops: noni, lime, red chillies, taro, fish, dried fruit, processed
foods, tropical fruit (including coconut-based products), pawpaw, root crops and
giant clams. The Director of Agriculture has expressed interest in eradicating
fruit fly in the Cook Islands using ANZ quarantine methods, which costs up to
NZ$200,000 for certification.

In addition, the specific terms and conditions for the Dispute Settlement
Mechanism (DSM) for dealing with SPS-related disputes will also be important in
assessing the balance of a PACER-Plus agreement. For example features such
as a form of ‘legal aid’ for bringing disputes (perhaps a Pacific fund) or financial
compensation for confirmed violations of commitments could be potentially
beneficial to the Cook Islands and other Pacific island countries. Similarly,
intellectual property would appear to be an area where there is scope for reaching
some form of truly innovative agreement, with the potential for facilitating trade in
novel Pacific products and varieties.

From a defensive point of view, the focus should be on bio-security and ensuring
that the Cook Islands has adequate capacity to deal with any quarantine-related
threats.

Quarantine and bio-security cooperation

There has been small but significant progress in relation to quarantine and bio-
security cooperation, both amongst FICs regionally and with Australia and New
Zealand, most notably under the quarantine component of the Regional Trade
Facilitation Programme (RTFP), which has resulted in:

e Preparation of model bio-security legislation for the simultaneous upgrading
and greater harmonisation of different FIC regimes

e Training programme in market access issues for national quarantine officials

e Development of ‘export pathways’ for certain key commodities to Australia and
New Zealand, within a new IMPEXTEK Centre based at the Secretariat of the
Pacific Community (SPC) in Fiji. This has led, for example, to the development
of a number of new quarantine protocols — also known in New Zealand as
Import Health Standards (IHS) - for FIC exports.

In addition to these initiatives, FICs have also seen great benefit from having
dedicated desk officers within the New Zealand and Australian Quarantine



Services, to work on FIC market access issues and act as contact points for their
requests.

However it is worth noting that the RTFP — originally designed in 2003 to prepare
FICs for an eventual deepening of trade ties with Australia and New Zealand and
seen by FICs as a precondition for signing up to the original PACER agreement
— has not been without some severe problems in its operation. Most obviously
there were significant delays in securing promised funding from Australia and
New Zealand, and then in building adequate capacity to deliver the component
through the Secretariat of the Pacific Community (SPC). The review of the RTFP
highlighted this problem clearly and recommended that ‘funding for the Quarantine
component should be restored to its original level so that the originally planned
programme can be implemented’ (FORUM, 2008).

Rules of origin

Rules of Origin (RoO) are less critical for the Cook Islands than some other PICs,
given that the country does not generally export processed goods and the origins
of key exports — pearls, fish and juice — are usually easy to identify. There would
be a benefit, however, in supporting the regional Pacific position on RoO, which
would also leave open the possibility for the future possibility of new exports. In
terms of specific goals for the reform itself, recent discussions have focused on a
move towards a change in tariff classification (CTC) system (which also appears
in recent trade agreements negotiated by Australia and New Zealand). It will be
important to ensure that no additional conditions accompany the simple CTC
rule (such as a minimum value added thresholds) in sensitive areas for Australia
and New Zealand: instead FICs should be offered a value addition rule as an
alternative to a CTC rule (Pacific Islands Forum 2007). A general relaxation of the
RoO would be both desirable and consistent with previous FIC positions and with
RoO regimes agreed in other free trade agreements involving Australia and New
Zealand.

In light of the declining value of preferences for the region as a whole, the most
important question at this point is one of timing, and whether reform should
occur in the context of SPARTECA or negotiations on a reciprocal PACER Plus
agreement.

It is recommended that the Cook Islands support any regional position on seeking
an ‘early harvest’ on better RoO in negotiations — either as a prerequisite to PACER
Plus negotiations or at an initial stage. If changes are not agreed early on, the
Cook Islands will need to reassess the value of market access under the goods
agreement. In order to advance this position, the Cook Islands will need to work
quickly with key potential beneficiary FICs (most notably Fiji) to adopt common
position on the type of RoO reform sought, and a timeframe for delivery.

In strict legal terms, the current ‘baseline’ for the Cook Islands’ access to
Australian and New Zealand markets is the World Trade Organisation’s SPS
Agreement®, which is weighted heavily in favour of the right of importing countries
to establish and maintain restrictions necessary to protect human, animal or plant
life or health. But the WTO text on SPS also establish a number of basic principles,

Although Cook Islands is not considering WTO accession at this stage it is likely that Australia and New
Zealand would still apply SPS measure that comply with the WTO standard as they would do for WTO
members and WTO observers.
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for example that of non-discrimination in the application of any SPS import
restriction, that such restrictions be based on objective scientific analysis and
that there be transparency and consultation. It would be expected that a PACER
Plus agreement include a reaffirmation of commitments to the WTO agreement,
(although there may be language to take into account that not all FICs are WTO
members and in the Cook Islands’ case, there has not been any consideration on
accession from the government).

Technical barriers to trade, standards and conformance

Technical barriers to trade (TBT) include non-tariff measures that consist of
standards, conformance, and quality by importing countries (Bossche, 2008).
For example, most countries require that products must be properly labelled to
include manufacturing and expiry dates and product contents. TBT measures
are designed to ensure the quality of products, prevent deceptive practices and
protect the environment. As with quarantine measures, technical barriers to trade
can be misused to block imports. However, it is mainly due to lack of capacity
within developing countries like the Cook Islands to meet the onerous TBT
requirements that poses the greatest obstacle for exporters.

As with SPS measures, it is unlikely that the Cook Islands will be able to lower
or seek exemptions to standards in Australia and New Zealand, even if this were
desirable. Instead, the major benefits are from improving standards of exports,
including greater levels of technical assistance to achieve this at the national level,
sub-regional and regional level.

The Cook Islands in PACER Plus discussions should seek a reaffirmation of WTO
commitments on Technical Barriers to Trade even though the country is not likely
to join the WTO. It may be worth especially emphasising certain clauses of the TBT
text, such as: Article 10 on provision of information about technical regulations
and assessment procedures; Article 11 on technical assistance; and Article 12
on special and differential treatment of developing country members. The Cook
Islands could seek ‘stronger-than-WTO’ commitments in these and other areas,
for example by stipulating clear timeframes to supplement WTO rules on notice
periods or the process for dealing with TBT-related disputes.

The Cook Islands should seek binding commitments on a programme of regional
integration and capacity upgrading to meet and enforce Australia, New Zealand
and international standards. This should build upon the S&C programme of the
RTFP, covering metrology, regional laboratory services, registration of standards
and legislative improvements. In addition to being enhanced at the regional level
(for example with improved commitments to training) it should also be extended to
the national level, to include support for the provision of assessment services for
specific private sector companies on an ‘on-demand’ basis, as well the creation
and maintenance of an adequate framework for implementing and enforcing
appropriate level of standards.

The Cook Islands might also consider clauses designed to increase harmonisation
of standards within the FICs, including the creation of a regional standards body
as already envisaged under the Regional Trade Facilitation Programme to be
based at NISIT in Papua New Guinea. As suggested above there could be legal
recognition in the PACER Plus agreement for a new regional standards body
and institutional infrastructure, together with specific commitments of technical
assistance and staff exchange with Australian and New Zealand institutions.



‘Beyond the Border Barriers to Export of Goods to ANZ’

Quarantine standards in ANZ are stringent and prevent many potential FIC
agricultural and wood-based goods from being sold in the ANZ market. FICs
have raised concerns about the implementation of SPS measures in ANZ. While
the application of SPS measures in ANZ is WTO consistent, the absence of
authorised flexibility to recognise the potential equivalence of FIC SPS measures
poses a barrier to FIC exports. Most FICs have limited resources to overcome
ANZ quarantine requirements. Many do not have adequate treatment facilities to
eliminate pests in the pre-shipment phase and treatment options at the border can
diminish the value of goods as, for example, would fumigation of organic produce.
Both Australia and New Zealand require import permits for quarantine materials to
be obtained in advance, which can be a difficult administrative barrier. Permits are
emphasised in particular for fresh fruit or vegetables or any food item containing
dairy, egg, meat, or animal products. Application of Risk Category—the highest
level of surveillance—applies to many potential FIC exports including beef, dried
coconut, tuna (fresh, frozen or canned) and shellfish.

Exports to ANZ must also meet legally defined product standards. Both Australia
and New Zealand share a regime for quality assurance in food standards through
Food Standards Australia New Zealand (FSANZ). For food and other goods,
ANZ require that producers have a documented operating Hazard Analysis and
Critical Control Point (HACCP)-based quality system as well as ISO 9000 series
quality management standards. Implementing a Quality Assurance system that
meets HACCP and ISO 9000 standards can be excessively difficult for small
FIC businesses; the cost of implementation alone can be prohibitive. Processed
agricultural goods are subject to these standards, which in turn can prevent FIC
agricultural producers from moving up the value chain in export goods.

FIC exports must also adhere to packaging and labelling requirements set forth by
ANZ regulatory agencies. These requirements can be complex and confusing to
potential FIC exporters despite the presence of many ANZ-origin products in their
own economies. Both Australia and New Zealand retain the right to refuse import of
improperly labelled items.

Source: Nathan Associates (2007)

It would be in the Cook Islands’ interests to ensure that standards comply with
New Zealand, its biggest trading partner. If that body does not exist by the time of
signature, there might be a framework for incorporating legal recognition for the
body into the PACER Plus Agreement at a later date.

In practical terms, the current baseline is characterised by significant under-
capacity both within the private sector in the Cook Islands (as in other FICs) to
meet standards, and within the government to provide support services to that
end (for example conformity assessment by laboratory testing). It is worth noting
however that standards themselves might be varied — ranging from those used for
grading agricultural produce, quality controls in industrial assembly lines, those
used in the tourism sector to rate hotels, to builders’ codes in the construction
industry.

The benefits to the Cook Islands of better standards is often unclear, yet in many
industries the adoption or improvement, recognition and enforcement of standards
that lead to higher quality can promote value addition, and can sometimes create
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2005 World Trade Report on TBT

Increased standardisation activity reflects, among other factors, demand by
consumers for safer and higher quality products, technological innovations,
the expansion of global commerce and the increased concern paid by many
government and NGOs to social issues and the environment. Standards have
played an important role in fulfilling these needs...[But] standards can [also] be a
means of hidden protection. Even if standards are not protectionist in intent, badly
designed and applied standards can have highly discriminatory consequences for
trade partners. In the world of reduced tariff protection and multilateral trade rules
that limit the ability of governments to increases taxes and quantitative restrictions,
it is not surprising that they are sometimes tempted to use other means to restrict
imports. This is a perennial issue in international trade relations.

Source: WTO 2007

opportunities for new sectors to emerge, for example niche markets for high-
grade products. Perhaps more importantly, standards also play an essential part
in ensuring consumer welfare, safety and information — and through this, greater
social development. Export markets often demand that certain quality controls
are applied, or tests carried out, on products before trade can occur. The area of
technical standards is a large and complicated, including:

e Laboratory testing facilities and their accreditation

e QOversight and development of standards

¢ Improved marketing techniques for export commodities such as black pearl

e Certification of products

¢ Conformance to standards, and putting a legislative and regulatory framework
in place

While standards themselves might be varied, the key work to be done on
standards is — at least at a basic level, to put in place a framework for developing,
identifying and logging standards and then ensuring that they are applied correctly.
The Cook Islands will need assistance, both financial and technical from Australia
and New Zealand to strengthen its institutional capacity to meet the technical
barriers to trade.

4.2 Trade preferences and revenue implications

The Cook Islands has a very limited available range of trade-related policies. It has
already reduced most import levies to zero. Like most other Pacific island states
it is a tiny, open economy influenced heavily by a large neighbour, a situation
which reduces policy autonomy. Because the Cook Islands uses the New Zealand
dollar, base interest rates and the exchange rate are managed by the Reserve
Bank of New Zealand. There may be room for some limited lowering of domestic
bank lending rates (see box 2), particularly given the concerns over the cost of
borrowing expressed by several business people, but this is best achieved not
by interest-rate caps or state-directed lending, but by improving information on
borrowers and improving financial intermediation and competition.

As mentioned above, the government has already reduced most tariffs to zero,
apart from specific and ad valorem duties and excise on sin and luxury goods.
Revenues experienced a one-off reduction of around NZ$5 million owing to the



import tariff liberalisation, which the government has attempted to recoup via
higher VAT collections. A small number of other products, including certain
vegetables, pork and eggs, carry a protective rate of 25-70%, some on a seasonal
basis, aimed at protecting local producers. Ice cream imports are taxed at 12.5%,
the coconut import levy is 75%, while black pearl imports are taxed at 100% to
protect the local industry.

Value added tax was introduced in 1998 as part of the civil service reform
package, and has come to represent the highest single source of revenue, at
an average of 54% of revenues for the last five years. Income tax is levied on a
progressive basis, reaching 30% for the highest earning individuals. Revenues
from this source amount to 27% of total government revenues for the 12 months
until June 2009. Import levies generated 13.9% of revenues. A number of other
smaller taxes account for the remainder of revenues, which totalled NZ$76.9
million. The following table summarises revenue sources for 2008-9.

Table2 Government revenue sources, 2008-09

Revenue source Amount, NZ$’000" % of total
VAT 41,845 54.40
Income tax/ PAYE 20,771 27.00
Import levy 10,690 13.90
Departure tax 3,571 4.64
Overtime recoveries 24.5 0.03
Other 13.2 0.02
Turnover tax 5.6 0.01
Miscellaneous 2.5 0.00
Total 76,923 100

" NB 12 months until 30 June 2009

Compliance is generally good. Applying the 80:20 rule or the 90:10 rule, large
taxpayers pay about 70% of the taxes. Pursuing small tax payers carries high
associated costs. In such a small and centralised country it is relatively easy to
cross-check compliance using VAT receipts and other methods. Duty exemptions
exist in a number of areas including vehicles. Exemptions are issued by the
Trade Investment Development Board and are intended to promote business
development.

Fiscal expenditure is often considered in isolation from trade policy, yet it has
strong implications for trade policy, particularly in small economies, as it is often
the government that drives imports; fiscal and trade deficits are often closely
associated. Although tariffs are often set for revenue rather than trade-related
reasons, the Cook Islands is somewhat unusual in that it has apparently based
its tariff policy on economic rather than fiscal motivations. One advantage
of making the transition to lower tariffs in advance of PACER Plus is that the
government does not have to worry about replacing lost revenues. Fiscal space
is limited, however, given the recent increase in capital expenditure and rise in
the loan stock. Some room for manoeuvre exists in customs and quarantine, but
these should be used for technical or environmental reasons rather than as trade
promotion tools.
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Subsidies are offered in a selected number of areas, including the Rarotonga-
Los Angeles flight operated by Air New Zealand. The total cost of subsidies (also
supported by the New Zealand government) to Air New Zealand alone amounted
to around 4% of government operating expenditure. Interest rate subsidies took
up 2.7% of operating expenditure in the 2009 budget (ADB 2009). As noted above,
this may not be the best use of government funds.

4.3 Trade-related capacity building

Ameliorating human capacity constraints

The Ministry of Foreign Affairs and Immigration with engagements at numerous
fronts such as PICTA, EPA, and more recently PICTA Trade in Services will
be stretched to its limit. This will severely curtail its ability to provide focal
responsibility on PACER Plus discussions. The same challenge will more likely
be faced by the Ministry of Finance and Economic Management’. Both human
and capacity constraints will need to be addressed in all line ministries before
the advent of formal negotiations. Discussions with the department of Customs
revealed that New Zealand has already indicated its support to fund an automated
Customs system and discussions are now at the concept stage with funding
likely to be made available once a feasibility study is undertaken. In addition to
the continuance of capacity development, there will be need for additional human
resources to provide full time attention to the issues of PACER Plus.

Building the workforce

The Cook Islands have lost a large number of qualified and experienced
professionals. This has been exacerbated by the free movement of Cook Islanders
to New Zealand and Australia. However, as pointed out earlier, there is a need to
focus more on the working conditions, pay incentives and a clear and transparent
career path to help retain skilled professionals such as doctors, lawyers, teachers,
accountants and even hotel chefs which are some of the shortages in skilled
labour.

Capacity building programs should tie in with the Australian Pacific Technical
College (APTC) centre in Nadi, Fiji and the University of the South Pacific which
has a campus in Rarotonga to agree on a form of accreditation arrangements
between the Cook Islands and both Australia and New Zealand to allow for
a flexible and recognised training system. Training should include exchange
programs with Australian and New Zealand tertiary institutions aimed at specific
fields such as medicine, law, finance, engineering, public/ administration
management and teaching. These trainings could be tied to a bond system where
new graduates are expected to spend at least 3 years in the Cook Islands to serve
in the public service or private sector before considering employment elsewhere.
Another option is to adopt a scheme where additional allowance is paid to skilled
professionals to relocate to far-flung or remote locations to retain quality service
delivery to the outer islands.

Skills Database: There is need for an analysis of the current labour force with an
identification of areas of weakness where there is need for training and capacity
building. It is then a matter of deciding what further programs or courses need to

" The lack of automated Customs valuation system means increased imports is more likely to stretch the

capacity of the existing Customs officers.



be offered or what other initiatives are required in building capacity in these areas
of need and how they may be delivered.

Tourism: There is need for more short-term based practical training as part
of tourism and hospitality programs targeting small-to-medium-sized tourism
enterprises. This could include on the job mentoring and coaching related
programs geared towards up-skilling in areas such as reception, tour guides, chefs
and waitress. The Cook Islands’ training plan on tourism-related fields should
continue to reflect hands-on practical issues and in close consultation with the
Cook Islands Hotels Association and partnership with existing tourism-related
business enterprise associations. The Cook Islands National Tourism Organisation
could be tasked to provide training programs to small and medium sized hotels
throughout the Cook Islands to meet international standards and also conduct
public awareness campaigns through media.

Health Sector: The health sector in the Cook Islands, like in most other FICs
needs an upgrade with the level of medical facilities, technical capacity and
medical specialists on areas such as urology, cardiology, surgery, orthopaedic,
ophthalmology and psychiatry. A major push factor for outward migration is a lack
of quality medical facilities and support in Rarotonga to deal with complicated
ailments.

4.4 Opportunities by sector

One way to determine where the best opportunities in the Cook Islands might
be is to examine the turnover of the various sectors to assess where the growth
sectors might be. The table in Annex 8 provides the figures for the five years from
2004 to 2008. The growth sectors are in wholesale and retail (10% increase over
the 5 years), hotels and motels (20%), transportation and communication (9%),
financial and business services (11%) and commercial and personal services
(34%). Intriguingly the highest growth (39%) is in “other industries”, so perhaps
more research as to exactly what this includes would yield some niche investment
opportunities. However, not all sectors are open for investment by foreigners in the
Cook Islands. Under current foreign investment regulations a number of business
activities are, subject to specified exceptions, reserved for Cook Islanders to
develop and expand. The ‘rules’ governing foreign investment are described in
the Development Investment Act 1995-96 and the associated Investment Code.
These are implemented by the Development Investment Board®. Tourism has been
the pillar of the Cook Island economy for many years, with the Hotels and Motels
and the Restaurants and Bars sectors accounting for 17.6% of the turnover of all
industries®. The Hotels and Motels sector employs 542 Cook Islanders and 175
expatriates. Tourist arrivals each year number approximately 76,000. Almost 57%
of arrivals come from New Zealand and only 11% come from Australia. When the
multiplier effect is taken into account the tourism industry is overwhelmingly the
most significant industry in the Cook Islands.

The needs of each of the three segments of the tourist sector referred to in an
earlier section of this report need to be considered separately as regards PACER
Plus. At the lower end alternative business models need to be considered. An

8 Atable summarizing the potential benefits, challenges and opportunities under a PACER Plus agreement in

the different investment sectors in Cook Islands and their state of performance is contain as Annex 9
All figures are 2008 figures taken from the 2009 Annual Statistical Bulletin
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example of this would be to convert to the ‘lifestyle villages’ that have become
popular for the over-50s in Australia and New Zealand. To be successful, this
concept would need changes to retirement and taxation law as well as improved
infrastructure in certain areas. This could be facilitated under PACER Plus.
The middle level competes directly with resorts in other countries and needs to
address its relative ‘value’ by focusing on distinct Cook Island advantages. PACER
Plus can contribute through improved airline agreements lowering the airfare
component, improved service levels through quality and training accreditation, and
better marketing through business-to-business networking. The upper level would
also benefit from these measures, but as its market is international it is to some
extent independent of PACER Plus.

In summary, the areas where benefit could be gained from the proposed PACER
Plus agreement for the tourism sector include:

e |mproved efficiency of importing goods from Australia and New Zealand would
result in lower operational costs and hence improved competitiveness.

¢ Reducing barriers to foreign investment would allow new operators into the
market who would bring with them new products and who could source from
new markets.

¢ Improvements to the regulatory/legal environment including transferability of
retirement benefits and more flexible taxation arrangements for retirees.

e Any harmonisation of the regulatory environment, e.g. in health and safety,
would improve the quality and hence the competitiveness of the tourism
product being offered by the Cook Islands.

e The same would apply to training standards and accreditation.

4.5 Private sector investment
Investment opportunities in the Cook Islands are limited by:

e a shortage of commercially viable opportunities in a sector with sustained
growth

e an investment environment that is not as competitive in comparison to other
Pacific Island countries as it could be, and is perceived by some to be not
totally transparent and not consistently implemented

* land issues

e relatively high costs of doing business

e the geographic isolation of the Cook Islands leading to higher transport and
communication costs.

The advantages of investing in the Cook Islands include;

e a more sophisticated business environment than other Pl countries

¢ relatively good governance

e familiarity with the New Zealand and Australian way of doing business
e a well developed tourism industry

e lifestyle advantages.



PITIC New Zealand reported that one of the stumbling blocks of the investment-
ready projects in the Cook Islands is the price of those projects. Most of the
participants who went on their investment mission to the Cook Islands in 2009
mentioned that it is very expensive to invest in the real estate and tourism projects
in the Cook Islands. This could be because there is a ‘point of resistance’ (perhaps
related to a perception on the part of tourists as to value for money) that prevents
the existing resorts from charging more, or because the internal market is very
competitive, or because of price competition from other countries.

The NZ investors also mentioned that the land tenure is another difficult issue.

Whilst the current regulations might have worked effectively in the past several
people we interviewed commented adversely about them. So it was encouraging
to know that they are under review and could change considerably in the future (a)
to more accurately reflect the views of the people of the Cook Islands as to what
areas of investment should be open to foreigners and under what conditions, (b)
to increase the level of foreign investment in the Cook Islands and to direct it to
particular sectors and/or geographical regions, and (c) to be more transparent and
more effectively implemented. One of the main objectives of PACER Plus should
be to increase inward foreign direct investment (FDI) into the Cook Islands from
Australia and New Zealand. This leads to two important issues. First, the Cook
Islands will have to make the investment environment more conducive to attract
FDIs from Australia and New Zealand, which could be achieved through PACER
Plus and/or independently of PACER Plus agreements. Second the Cook Islands
should consider targeting FDIs within its broader development objectives. Tourism,
for example, has been identified by the Government of the Cook Islands as a
key sector, and the NSDP aims to attract investment in hotels to address room
shortages. While the broader investment environment is important in and of
itself, the greatest gains will come from aligning foreign investment reforms with
the development goals of the Cook Islands. Especially as the latter can be better
managed and monitored.

Developing an SME strategy

Whilst the NSDP offers meaningful Goals and Strategies for private sector
development and investment, nothing much changes until these are effectively
implemented. Of more value to this study is the recent SME strategic plan
“Enabling Enterprise”®. This document establishes priorities and gives more detail
on what needs to be done to increase private sector development and investment.
The broad outline of the plan is shown in the following diagram. Each of these
factors has relevance to PACER Plus.

" Gook Islands Government, Enabling Enterprise: A 10 Year Strategy for SME Development in the Cook Islands
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Figure 14 Outline of SME Strategic Plan
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1. Drivers of Productivity

a. Skills: The implementation of a PACER Plus agreement could be expected
to result in a greater alignment between the skill levels (qualifications) in the
Cook Islands and Australia-New Zealand in the same way that the 1990
Agreement on Standards, Accreditation and Quality and the 1991 Joint
Accreditation System for Quality Accreditation did for Australia-New Zealand.
The organisation’s key objective was the establishment of an internationally
recognised accreditation system for quality management systems, product
certification and personnel certification. This accreditation established
confidence in, and recognition of, the producers and products of New
Zealand and Australia.

b. Innovation: The development of a culture of innovation within a society is
a complex issue that takes time to develop. A closer economic relationship
with Australia-New Zealand, where innovation is well entrenched, can only
assist Cook Island business people. This could be augmented by specific
measures such as integration of innovation into the primary and secondary
school curriculum and business-to-business programme that include
mentoring and education. These are measures that can be built into a
PACER Plus agreement in the same way that a separate and specific focus
on industry sectors, such as the dairy and information technology industries,
was built into the CER Business Dialogue programme of the Australia-New
Zealand CER.

c. Enterprise: A similar situation as exists for innovation.

d. Competition: It is interesting to note that no safeguards measures or
anti-dumping actions apply in the Australia-New Zealand CER. Domestic
competition law prohibitions on the misuse of market power were extended
to trans-Tasman markets. Also that there are no export subsidies or export
incentives on goods traded in the area. This is an approach that could be
extended to PACER Plus provided technical and financial assistance was
made available to improve competition law in the Cook Islands.

e. Investment: As noted in previous sections of this report, rules-based
investment agreements are not recommended for the Cook Islands.



However, investment will increase when an attractive investment environment
based on, for example, a good regulatory environment, is provided.

2. Enablers and Enterprise

a. Culture: The business culture in the Cook Islands will inevitably move closer
to that of Australia-New Zealand as PACER Plus is implemented. This can be
encouraged by specific measures such as Business Dialogue and mentoring
programmes.

b. Knowledge and skills: Discussed above.

c. Access to finance: This is an inherent problem with small under-
developed economies everywhere. It may be appropriate to include specific
measures, e.g. the establishment of an investment fund, in the PACER Plus
negotiations.

d. Business innovation: Discussed above.

e. Regulatory framework: One of the first actions under the Australia-New
Zealand CER was the 1988 Memorandum of Understanding (MOU) on the
Harmonisation of Business Law. This provided the starting point for dialogue
between Australia and New Zealand on business law issues. In August
1999, Australian and New Zealand officials agreed to revise the existing
MOU to ensure that it reflected Australia’s and New Zealand’s common
understanding of coordination in business law, key objectives for progressing
work in this area, and revised work programme. The Memorandum of
Understanding on the Coordination of Business Law was subsequently
signed in August 2000. This MOU is focused on coordination and recognition
that one single approach is not necessarily suitable for every area. A similar
approach could be followed by the Cook Islands.

Successful delivery of the SME Development Strategy is expected to result in:

e A greater proportion of people with ambition to start businesses;

e An increase in the proportion of SMEs making use of business advice; and

¢ An increase in the proportion of SME turnover due to new or significantly
improved products.

Private sector development

There are approximately 1,500 VAT registered businesses in the Cook Islands
plus an unknown number of informal businesses. However the trend for new
registrations is down as shown in the following graph taken from the SME strategic
plan “Enabling Enterprise”.
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Figure 15 New business registered for VAT
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The table Annex 4'" gives Gross Turnover by sector for those businesses and the
percentage change over the previous year. Although the figures fluctuate greatly,
some conclusions can be drawn.

a. The private sector as a whole has recorded good growth for the last ten
years to 2008, although with large fluctuations (from 1.7% in 2008 to 25.1%
in 2000).

b. Within this overall growth there have been significant fluctuations across the
sectors. It is difficult to ascertain any pattern, and hence any reasons, for
these fluctuations.

c. Consistent growth is recorded for the Hotels and Motels sector (except for
2008 which may be as a result of the effect the global recession has had
on major markets such as New Zealand) and associated sectors such as
Restaurants and Bars, Transport and Communications, and Wholesale and
Retail.

d. The Agriculture and Fishing sector grew for the first five years of the period,
peaking in 2003, but has been steady since then. This is consistent with the
decline in fish stocks across the Pacific.

e. The classification of Other Industries has seen the greatest growth over
the period (VAT revenues increasing by over 2 %2 times) until it is now the
fourth largest sector. This would indicate that the business community has
responded to a changing local and international business environment by
moving into new businesses.

f. The only sector to decline is in Community and Personal Services (by 40%).

It is useful to examine the main sectors in more detail to determine where the
potential for growth is. What might be done in the context of a PACER Plus
agreement to promote growth is examined in a subsequent section of this report.

These figures are supported by figures on TOT/VAT Collected on Sales and
Income.

The Hotels and Motels sector, whilst only the third largest in term of turnover (after
Wholesale and Retail and Transport and Communications) is the most significant

™ Cook Islands Annual Statistical Bulletin 2009



because of the large number of other businesses that are dependent on it. The
table™ on Annex 3 shows the growth in this sector in terms of the number of hotels
and motels and the number of employees. The number of rooms has reached a
plateau at around 1,100 for the last five years, and the only growth in employment
has been in expatriate workers.

The growth in total arrivals and departures are shown in the following chart™.

Figure 16 Total Arrivals and Departures (% change over previous year)
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This shows steady growth, with one of the main challenges being to extract more
value from each tourist. This means more use of local goods and services, and
offering a wider range of activities.

More worrying is that the room occupancy for 2008 was only 53.3% leaving
little space for new investment in the sector in its current format for some years.
Superficially this indicates that investment has outpaced the growth in tourist
numbers. However, this is not the full picture as the industry is quite segmented.
At the bottom are a large number of individual home stay units where demand is
seasonal and management is often less sophisticated than at the larger resorts,
giving lower occupancy rates. In the middle are the small to medium sized resorts
that were probably most affected by the downturn in tourist numbers. At the
top end are the larger resorts and ‘up-market’” accommodation that serves the
premium market.

The offshore banking (financial services) industry is ranked second only to tourism
in its contribution to the GDP of the Cook Islands™. Where previously it had a
poor record it is now properly regulated and meeting international standards. It
has entered into Tax Information Exchange Agreements (TIEA) with Australia and
New Zealand and has the potential for expansion. However this is limited by the
poor quality and relatively expensive internet services available. The offshore
finance industry in the Cook Islands has mostly recovered from the bad reputation
it gained in the 1980/90s from events such as the so-called “wine box affair” in
New Zealand. With the establishment of the Financial Services Development
Authority and the Financial Supervisory Commission, and with the signing of
OECD-recognised Tax Exchange Agreements with 11 countries including Australia
and New Zealand (with one more to go), the Cook Islands reputation has improved
considerably. However, there is still room for improvement as evidenced in the
recent decision of France to blacklist the Cook Islands.

2" Cook Islands Annual Statistical Bulletin 2009

¥ Cook Islands Annual Statistical Bulletin 2009
™ Source: Meeting with the Financial Services Development Authority
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4.6 Trade-related Infrastructure

Shipping and ports

Up to 90% of imports arrive by ship, mostly from New Zealand. Annual cruise ship
spending has been calculated at up to $25 million, or 7% of GDP. This sum alone
is approximately four times the value of all goods exports. Ports and shipping are
therefore a particular priority.

International goods shipments are relatively reliable, regular and frequent, although
some business people suggest that the cost of international shipping restricts
export (see box 3 — Perfumes of Rarotonga). As noted earlier, the government
may wish to look at opening up its reserved list of investments to international
competition in order to reduce the cost of inter-island shipping.

The cost of security measures owing to increased international vigilance over
terrorism is a particular burden for the Cook Islands Ports Authority, particularly
because land at the wharf is scarce. Funding may be sought under PACER Plus
in the areas of health, bio security, premises for customs, policing and quarantine.

The harbour is being extended using an ADB loan, and the Ports Authority
Manager is finding other revenue opportunities in order to service the loan,
including the development of a new retail outlet. An attempt is being made to
harmonise port charges with those in other Pacific countries, which will mostly
mean an increase in the number of charges, with a consequent increase in
revenues. A loan has also been taken out to build a new harbour for cruise ships
on the West coast. Up to 10 cruise ships fail to stop at the main harbour each year
due to storms or big seas. A cost-benefit analysis suggests that missed arrivals
cost the country up to NZ$1.3 million a year.

Flights

Currently there are six flights a week from the Cook Islands to New Zealand
and one a week direct to Los Angeles, direct. Flights are usually full, while
cargo space for exports is significantly underutilised at around 99 percent of
free cargo space. The reverse is true for imports into Rarotonga from Auckland
where the cargo space is fully utilised at almost 70-80 percent on average plus
incoming passengers. The Los Angeles flight is considered to be important as
it is estimated to bring in NZD 35 million. Air New Zealand offers discounts for
major exports. However supply of export produce is usually low; for example it is
estimated that at least 60 tonnes of free cargo space per week remains unutilised
from Rarotonga to New Zealand. Because of the increasing tourism demand from
Australia, the government has committed to subsidising a new route from Sydney
to be effective by July 2010 for a four month trial period with a 37% loading factor
(i.e. 220 seats per flight) on a Boeing 737. The total subsidy cost will be NZD 2.5
million. Negotiations are also underway for another service to connect Rarotonga
with Nadi, Fiji with Air Pacific around October 2010. Both service routes are highly
sought after by the private sector, including hotel operators as a means to open up
access and offer competitive fares and access to other markets such China, Japan
and the rest of Asia as well as Europe.



Case study: Success by design - Tav Pacific

Tav Pacific is a boutique clothing manufacturer based in Rarotonga with a large
retail outlet in Auckland. Employing 20 staff at its headquarters, the company sells a
range of handmade cotton garments to a range of overseas markets. With a history
spanning two decades, Tav has built up exports to an annual NZ$600,000, mainly to
Japan and New Zealand. Other export destinations include Hawaii, Tahiti, Samoa,
and Solomon Islands. Shipments have previously gone to France and the UK.

“Considerable work has gone into building up the brand over many years,” says
owner and manager Ellena Tavioni. “For instance it costs NZ$40,000 to put on a
show at Auckland fashion week.” Owning a dress designed and manufactured in the
Cook Islands is a big draw for many foreign customers.

A growing tourism market means that domestic sales are rising. Tavioni is launching
a new marketing campaign to take advantage. She says that production could
almost double with the same labour force, given better marketing and improved
overseas market access. Potentially the workforce could expand to 30. Tav can
now be counted as one of the biggest and long-standing goods exporters in the
Cook Islands. One of the main challenges, however, is that foreign manufacturers
often copy Tav’s designs using cheaper materials imported from China. In the Cook
Islands Tavioni has seen identical patterns printed on cheap cloth for less than
half the price. Tavioni doesn’t think that intellectual property legislation would help
because it would be easy for the imitators to alter a small part of the design in order
to claim originality. The technical nature of the legislation and high costs of bringing
a lawsuit would be a big burden for such a small company.

High tariffs are another obstacle. Fiji levies a 30% import duty on garments to
protect its domestic industry, primarily from Chinese imports. Tavioni would
consider producing via a factory within the region - particularly Fiji, where labour
costs are cheaper - but she is put off by the government’s protectionist stance.
French Polynesia could also prove a lucrative market but high protective tariffs look
set to remain in place for many years. A few years ago the company opened a store
in Tahiti, only for it to be burnt down two weeks later along with NZ$20,000 in stock.

Tav faces a classic case of tariff preference erosion. The recent New Zealand-
China Free Trade Agreement allows Chinese garments to enter the country duty-
free, heralding new competition for Tav - although its products are aimed at a higher
market segment. Given that Tav already has duty-free access to New Zealand under
SPARTECA, Tavioni believes PACER Plus has little more to offer. She has faced no
technical challenges in entering New Zealand and says that the government has
always been supportive.

The Cook Islands has already reduced tariffs on most items to zero, so PACER
Plus would mean no new foreign competition in the domestic market; and Tav
has already proved it is internationally competitive. The possibility of new TRIPs
legislation under PACER Plus might be a deterrent to potential counterfeiters, but
given the tricky nature of the business and the high costs of bringing a case, it is
unlikely to be much help. Any legal action would have to be pursued in the country
of the transgressor rather than in the Cook Islands. Ultimately Tav is a Pacific
success-story, founded not on trade preferences or historic colonial relationships,
but on unique designs and years of hard work. It is exactly the kind of niche
business that any new trading arrangement should continue to support.
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Case study: Perfumes of Rarotonga

Tatiana and Colin Burn employ 15 to 17 workers in a printing company, a clothing
store and a perfumes producer, Perfumes of Rarotonga. Their business typifies the
conditions which currently characterise the Cook Islands economy. The couple
say that the tourism market drives growth in each business. The government
contracts that sustain the printing operation are largely tourism-related, whilst it is
mostly tourists who shop at the clothing store. Diversification across three areas of
business has proven necessary in such a small and volatile market.

The handmade range of perfumes sells well to visitors, but exports, which have
previously been made in small quantities, would be uncompetitive in large volumes
owing to high labour costs — the minimum wage is NZ$5 and the going rate for
experienced workers is higher, at NZ$9 or more. Shipping costs are also expensive
(even though Air New Zealand offers a special export rate of NZ$1 per kilo).

A franchise arrangemevnt might be feasible, whereby the perfumes are produced
abroad. But for now Perfumes of Rarotonga remains a boutique enterprise which
looks set to prosper on the back of the tourism boom.

4.7 Migration

Generally, one of the potential benefits from a PACER Plus agreement with
Australia and New Zealand is access to Australia and New Zealand under Mode IV
(temporary movement of natural persons — also referred to as ‘labour mobility’).
Since Cook Islanders are already free to move to New Zealand, and as New
Zealand citizens also to Australia, such access under PACER Plus would not carry
the same potential additional benefit that it does for the other FICs.

Constraints in the New Zealand and Australian labour markets

Notwithstanding the access to labour markets, in New Zealand, Cook Islanders
have a lower labour force participation rate than the total population (55% versus
75%) while in Australia, the labour force participation rates of Cook Islanders
(67%) is slightly higher than for the total population (65%). In both countries, Cook
Islanders are less qualified than the total population. In New Zealand, 55% Cook
Islanders of 15 years and above hold a formal qualification compared to 75% of
the total population of this age group. In Australia, 33% of Cook Islanders above
15 years of age hold a post school qualification, compared to 53% of the total
population of 15 years and above. Since their English language skills are very
good - in Australia for instance, of the 3,190 Cook lIslands-born people who
spoke a language other than English at home at the 2006 Census, only 6.0%
spoke English not well or not at all — the low level of qualifications and skills is
the main constraint that Cook Islanders face in the New Zealand and Australian
labour markets. This is the reason for their employment in predominantly low to
medium skilled occupations. In Australia for instance, only 7% of Cook Islanders
work as Managers & Administrators or Professionals, compared to 29% of the
total population. In New Zealand, the average income of Cook Islanders is 81%
of the average income of the total population, while in Australia their income is
almost the same.



Return and circular migration

Some emigrants return to the Cook Islands. The biggest cohort of returnees is that
of people in their 40s who managed to save money abroad and want to start a
new life in the Cook Islands. However, return migration is not confined to those
born in the Cook Islands but some children of emigrants who were born and raised
abroad have also returned. In contrast to the reasons for migration which are often
economic, the reasons for return migration are predominantly personal.

While living overseas, many Cook Islanders retain close links to the Cook Islands.
Many migrants visit regularly. In 2008, 9,626 people visited the Cook Islands for
the purpose of visiting friends or relatives. The vast majority of these were Cook
Islanders.

The Director of Immigration has suggested that the New Zealand government
could consider paying unemployment benefits to jobless Cook Islanders — say
for a period of six months — on the condition that they returned to the Cook
Islands to look for work. This would relieve the financial burden on the New
Zealand government as well as encouraging repopulation. However even if
the New Zealand government agreed to fund the programme there would be
nothing to prevent people from returning after six months. The system would be
administratively difficult to operate and would be unlikely to attract skilled workers
or professionals.

Furthermore, existing policies regarding superannuation and unemployment
benefits in New Zealand make it unattractive for Cook Islanders to return to the
Cook Islands. Superannuation funds in New Zealand can only be accessed when
workers reach retirement age. If the person has returned to the Cook Islands, he or
she must move back to New Zealand and stay there for five years in order for the
funds to be released (Mission notes: PMs Office, Policy Unit). This policy has been
an important factor for retirees staying in New Zealand rather than in the Cook
Islands.

In regards to unemployment benefits, Cook Islanders are eligible to receive these
after moving to New Zealand, making it an incentive to remain in New Zealand
(Mission notes: Combined Law Agency Group). In 2006, 32% of Cook Island Maori
in New Zealand received income support from the government.

There are several strategies that could be applied to make a return to the Cook
Islands more attractive. Given that better health and education services as well
as better employment opportunities overseas are important reasons to migrate,
measures to attract Cook Islanders back to the Cook Islands either permanently or
temporarily should include:

e improved health services including medical treatment for age-related illnesses;
e improved education and training especially in the area of apprenticeship
programs to provide skills training locally, instead of Cook Islanders moving to

New Zealand or Australia for training and eventually staying there;

e review of existing investment-related policies, aimed at attracting and retaining
Cook Islander businesspeople;

e improved management structures, career and training opportunities in the
public sector;

[55]

MOVING BEYOND SPARTECA:
OPPORTUNITIES AND
CHALLENGES FOR THE

COOK ISLANDS

Pacific Institute of Public Policy



[56]

MOVING BEYOND SPARTECA:
OPPORTUNITIES AND
CHALLENGES FOR THE

COOK ISLANDS

Pacific Institute of Public Policy

e temporarily supplementing wages for return migrants in the public sector.

In regards to superannuation and unemployment benefits, the following measures
are suggested to make it more attractive to return to the Cook Islands:

e abolishing the requirement of returning to live in New Zealand for five years in
order to access superannuation funds;

¢ introducing incentives for Cook Islanders on unemployment benefits to return to
the Cook Islands to work, for instance by continuing the payments of a certain
% of unemployment benefits for a certain amount of time after their return.

On the other hand, the Cook Islands could introduce a circular migration scheme,
similar to that in place in Mauritius. Mauritius’ initiative to develop Circular
Migration aims at widening the scope of opportunities for workers to work abroad,
save money and come back to start a small business or invest in other economic
activities. While receiving countries could fill labour shortages, increase revenue,
and reduce social tensions related to undocumented and unmanaged migration;
sending countries would accumulate savings and human capital that might
otherwise be lost; and migrants could increase their income, build human capital
and financial savings, maintain links with their families, pay lower remittance costs,
create trade/investment linkages between countries and come and go freely.

A bilateral agreement on circular migration was signed between Mauritius and
France in 2008. Under the Agreement, Mauritian workers are allowed to go and
work in France for a specific period, gain experience, save money, before returning
to Mauritius to find employment in new sectors of the economy or set up their own
Small and Medium Enterprises (SMEs). This Agreement is unique. A multiple entry
visa is issued for short stays to a wide range of persons who are actively involved
in economic relations, commerce, professionals, university students, scientists,
cultural and sport activities. The visa is valid for up to 3 months per semester for a
duration of one to five years.

Mauritius is currently seeking Financial and Technical Assistance from
Development partners, including a “Matching Savings Scheme” as an incentive
for return and reintegration; a “Development of Remittance Schemes” to attract
remittances to SME development, and “Capacity Building” by training of all
organisations involved in labour migration and institutional strengthening.

Based on the Mauritian model, the Cook Islands could negotiate the introduction
of a similar scheme with Australia and New Zealand under the PACER Plus.

Policies to prevent the loss of skills

There is a need for pragmatic policies to arrest the increasing outflow of the
population if the Cook Islands are to achieve long-term growth and investment.
While labour migration has the potential to generate positive development
benefits, it should not be regarded as an alternative to sound policies for home
country development. It will also be expensive to attract and retain migrant
workers especially in high skilled employment. The long term solution to low
incomes, unemployment and poverty in the Cook Islands is through rapid
growth and development which will serve to generate employment opportunities
at home so that people migrate out of choice and not necessity. Hence, the
causes of migration need to be addressed, including the quality of education



and health services, as well as career and promotion opportunities in the public
sector to make staying in the Cook Islands more attractive. Moreover, if training
opportunities in the Cook Islands were enhanced and were meeting Australian and
New Zealand accreditation standards, the outward migration for education and
training would be slowed.

Policies aimed at being compensated

A policy option that has been increasingly discussed in the migration literature
concerns compensation payments for permanent migrants. In the case of
the Cook Islands, this would mean that if Cook Islander migrants remain in the
Australia or New Zealand, there should be a compensation payment by the host
country to the source country, at least covering the public costs of education and
training of the migrants. However, this policy is unlikely to be accepted by the
migrants’ host country, unless perhaps as part of a broader agreement such as
under PACER Plus.

Migrant workers’ rights

The treatment of migrant workers in the Cook Islands is an issue worth reviewing if
the Cook Islands is to negotiate a reciprocal TMNP chapter under PACER Plus or
even under the imminent PICTA TMNP.

The protection of migrant workers requires a sound legal foundation based
on international law including the two International Labour Organisation (ILO)
Conventions dealing with migrant workers and the UN Convention on migrant
workers.

The Commonwealth Secretariat has developed a code of practice for the
international recruitment of health workers and a protocol on teacher recruitment,
providing frameworks for interaction between countries as they seek to meet the
basic health and education needs of their populations. Under PACER Plus, source
and destination countries will be encouraged to adhere to these Codes.

4.8 Budgetary support

Another potential ‘trade plus’ issue to be raised in PACER Plus discussions will be
the linking of aid from Australia and New Zealand as a direct budgetary support
based internationally recognised good governance criteria.”” Most donor agencies
have a longstanding concern with governance issues and institutional structures of
recipient countries including those in the Pacific. At the same time, donor agencies
have been criticised for failing to harmonise procedures and activities in line with
the national priorities of host countries. The Paris Declaration® and Accra Agenda
for Action' have sought to bridge these concerns and improve the effectiveness of
aid delivery, including: Improving country ownership, building more effective and
inclusive partnerships and achieving development results and openly accounting
for them. The latter, especially, has led a focus to support developing countries to
produce stronger national statistical and information systems improve monitoring

BA paper titled PACER Plus Linking Aid as Direct Budgetary Support to Internationally Recognised Good
Governance Criteria was presented at the Small Island States (SIS) meeting in Tonga in September 2007.
Arising from the Paris High Level Forum on Aid Effectiveness, hosted by the French government and
organised by the OECD in February 2005.

Arising from the third High Level Forum on Aid Effectiveness held in Accra, Ghana in September, 2008
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and evaluate impact. One suggested tool for ensuring better harmonisation of aid
flows to national development strategies is the provision of direct budget support.
The ‘quid pro quo’ from wary donors is to link direct budgetary support to ‘good
governance’ mechanisms — encompassing a minimum respect for human rights
related issues, media freedom, pluralistic democracy and rule of law, including
independence for the judiciary, as well as anti-corruption with implementation of
prevention and control measures to be put in place.

The key aid donors to Cook Islands are the Asian Development Bank (ADB), China,
New Zealand and Australia and the EU. The latter is a relatively small donor. There
are also regional donor assistance programs from institutions including the SPC,
PIFS, The Pacific Financial Technical Assistance Centre (PFTAC) and others. China
has recently funded a huge project on constructing water tanks in Rarotonga. ADB
is currently injecting some funds to the Cook Islands as direct budgetary support
with the expansion and upgrade of the wharf in Rarotonga which is being viewed
as a pilot project to stimulate growth.

The idea of direct budgetary support however is something that the Cook
Islands is quite neutral about, perhaps because of the shortfall associated with
the independency of such an arrangement as they have observed with NZAid
which combines both New Zealand and Australian aid. It was also revealed
that discussions on this has commenced between New Zealand and the Cook
Islands under NZAid program which have a harmonised aid program with AusAID
combined to the tune of NZD 16 million for 3 years. Although the government
may be in favour of direct budgetary support to secure funds into areas such
as infrastructure upgrade it is still concerned about the length of time and
administrative work load to get approval process from project proposal to the
disbursement of funds.

The fact that New Zealand is the Cook Islands’ key trading partner and donor
raises the very real prospect that these issues will be tabled during PACER
Plus discussions and there is a likelihood that Australia will follow suit because
of its combined aid with NZaid. In many ways it makes sense to include aid
harmonisation and direct budget support into a wider program of economic
integration. But that then exposes ‘aid’ as a negotiable tool. Linking aid to better
governance reforms is one thing, but the risk in discussing this under a trade
deal is that it could be linked to other market liberalisation reforms that may not
necessarily be in the Cook Islands’ best interests. On the other hand, negotiating
aid delivery in PACER Plus could enable the Cook Islands to seek quantitative
and time bound commitments on aid as direct budgetary support from Australia
and New Zealand. One possible scenario would be to link aid flows to per capita
income however in thisv case the Cook Islands could receive relatively less
aid compared to most of its Pacific partners but in fair proportion to its level of
economic development.

It is noted that the terms of the original PACER agreement signed in 2001,
stipulates both Australia and New Zealand ensure adequate level of funding to
‘promote timely implementation of the objectives of the agreement including trade
facilitation programmes’. PACER also establishes a framework for regional trade
facilitation programmes designed to enhance the effectiveness and benefits of
trade liberalisation among Forum members. So the bottom line is that it is in the
Cook Islands’ interests that any inclusion of aid funding in PACER Plus discussions
be over and above what is otherwise negotiated bilaterally with Australia and



New Zealand combined under the NZaid, and not result in aid being tied to trade
liberalisation measures.

4.9 Beyond trade

Public administration and procurement

Given the small populations of most Pacific Island states, the State plays a
prominent role.” In the Cook Islands budgeted government expenditure for 2010 is
54.8% of GDP, while the public sector workforce constitutes up to half the working
population, at around 2,000-2,500 including parastatals. In the absence of a large
private sector the government must provide a number of essential public services.
Rather than the government crowding out private sector activity, there may be a
residual level of state activity below which the economy simply ceases to function
effectively. The recent government stimulus package in response to the crisis is
an important example of the need for an effective government with the capacity to
raise international and domestic funds in times of downturn.

It is sometimes assumed, particularly within the business community that a
shrinking of the state could lead to a flourishing of the private sector. Although an
increase in the size of government would be undesirable, conversely a significant
transfer of activities to the private sector is unlikely, if only because of the tiny
size of the working population, skills shortages and the absence of a number
of key industries. Further, under the late 1990s civil service reform programme
a considerable number of public sector workers moved to Auckland because
they could not find jobs locally. A shrinking of the public service contributed to
depopulation, and there is little reason to believe it would not do so in future.

For these reasons the Director of Public Service argues that PACER Plus should
not be an opportunity to remove a large number of activities from government,
suggesting instead that a proportion of development assistance be directed
toward improving the efficiency of key government agencies — such as Customs
and Quarantine — through capacity building and technical assistance.

The Cook lIslands should not include government procurement in PACER Plus
negotiations as Australia and New Zealand may seek further binding liberalisation
in this area. Furthermore, reciprocity from Australia and New Zealand will mean
little for the Cook Islands. The Cook Islands already has a credible open tender
system for government, including monitoring and reporting mechanisms that meet
international requirements. A number of countries continue to explicitly exclude
government procurement from free trade agreements; many for developmental
reasons.

Government procurement can be an important tool of development. As
government is often the largest purchasers of products and services, it can
generate employment and promote local production in particular areas deemed
desirable. When local companies are given preference by government for a short

1 Apart from the recent resurrection of Keynesian economic policy as a result of the global economic crisis,
there is also an emerging body of economic thought that recognises that a small public sector may be less
efficient than a moderate-sized one (see recent writings by Danny Rodrik, Paul Krugman, Joseph Stiglitz and
Ha-Joon Chang). The ‘night watchman’ state appears likely to be an ideal that is not realisable in practice.
States can play a unique role in activities such as ensuring economic stability; providing ‘complementary
goods’ (Shin 2005); building and running some infrastructure; regulating markets; mitigating coordination
failures; and reducing asymmetries of information.
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period of time, they can learn new techniques or production processes, helping to
make them internationally competitive.

PACER Plus negotiations can include “thresholds” (below which local companies
can be prioritised, but above where tenders must be made internationally).
However such thresholds can be arbitrary, and locking in thresholds in trade
agreements can curtail future policy space.

If government procurement were to be included in PACER Plus, it should be in
the form of legal Acts rather than quantitative thresholds, and the Cook Islands
should seek recourse to special provisions as a Small Island State. Legal Acts can
include measures under which the country can change its policies (including any
thresholds) as necessary. Because legal acts are both transparent and legal (from
a sovereign point of view) they go beyond the purview of trade agreements. Under
PACER Plus, government procurement would reflect the Cook Islands’ Legal Act
on Procurement rather than any arbitrary quantities.

Finally, the government is likely to come under considerable administrative
pressure as new trading arrangements come into place. Instead of creating
additional national bodies to administer the new arrangements, the establishment
of regional organisations would make considerable sense for the Cook Islands.
During consultations it was suggested that some degree of regional harmonisation
could take place in qualifications and skills; quarantine; TRIPs; standards (see
below); customs; utilities regulation; competition; and criminal prosecutions.

Intellectual property rights

Because of the additional administrative burden and the reduction in policy space
arising from stricter intellectual property rules, it is not in the interests of the Cook
Islands to include more complex intellectual property legislation or new intellectual
property institutions in any PACER Plus agreement. The primary objective should
be to ensure that intellectual property legislation promotes health and education
through access to medicine, resources for education and health and other items.

Additional intellectual property legislation runs the risk of undermining human
development goals by raising the costs of generic medicine and educational
materials. It can also be a drain on administrative capacity and resources, with
few clear development benefits and heightened risks of litigation from foreign
companies. Even the potential benefits of protecting traditional knowledge can
be problematic. While it may be useful to support the inclusion of intellectual
property in PACER Plus for the sake of raising its prominence in international trade
discussions, at the national level it may open up unproductive, resource-draining
disputes.

Addressing health concerns

Consultations with most of the stakeholders including the Combined Law Agency
Group (CLAG) indicated that there is an increasing import and consumption of
unhealthy food products including imports of poorly labelled food items, some
of which are labelled in foreign languages (eg. Indonesian/Filipino/Chinese) and
are not understood by the general public. These include food items such as
snacks and biscuits. This poses a health concern for the population which by
observation suggests a relatively high number of obesity both in the youth and
elderly age bracket. There is also concern of dumping of second grade imported



products from New Zealand including not conforming to bilaterally agreed
quarantine standards on goods such as potatoes (with presence of soil on them),
exposing risks to possible bugs and diseases that can be transported through
poor standards. It was widely accepted that there is a need for a Food Act and
Standards regulation covering food and general imports (of other items such
as appliances) into the Cook Islands to regulate and improve quality whilst also
mitigate risk factors associated with health and safety.

Alternative (renewable) sources of energy

There is a general demand for alternative sources of power such as solar and
windmill. Discussions with the private sector, Non-Governmental Organisations
(NGOs) and the department of Agriculture suggested the need for the Government
to explore erecting or facilitate investments geared towards establishing large-
scale renewable energy power plants/supplies. This is mostly for environmental
reasons including to maintain its pristine environment to remain as a hot spot
for tourists in the region. In addition, the argument also lies to the high cost of
electricity which equates to high processing costs for its exports and even
for services industries such as hotels, offices and the like. It is estimated that
on summer a standard/average company size building such as the size of the
National Tourism Office located in Rarotonga is billed at around NZD 2,500 per
month with possible higher consumption depending on the increased usage of
air condition units. The Cook Islands could include discussions with Australia and
New Zealand for technical assistance in the form of renewable sources of energy
such as wind farms and solar power plants to help cut down on reliance on fossil
fuel, which is a major contributing to the high costs of doing business in the Cook
Islands.

Bulk procurement of fuel

At the Forum Leaders’ Meeting of 2009 in Brisbane, Leaders applauded the
signing of a government to government memorandum of understanding between
the Governments of Cook lIslands, Nauru, Tuvalu and Niue. This MOU which
Cook lIslands is party to outlines the responsibilities of the aforementioned
Forum member countries under the auspices of the Pacific Petroleum Project.
Discussions with the Ministry of Internal Affairs confirmed that is an area which
Cook lIslands should continue to pursue with the PIFS for technical assistance
from Australia and New Zealand for bulk procurement of petroleum from their bulk
procurement arrangement to achieve greater economies of scale and lower costs
to the Cook Islands. This report suggests that the Cook Islands take a lead role in
this discussion with potential allies at the regional level if it has not done so.

Waste management

Consultations also noted the concerns raised by the traditional chiefs and the
civil society groups on the country’s current capacity and resources to properly
manage and address waste including sewage disposal in a small island country
and capital city such as Rarotonga which covers 67 Square Kilometers in land
size. Rarotonga is the most populous island with a population of around 12,000
residents and hosts the bulk for some 90,000 visitors who visit Cook Islands on
an annual basis. Cook Islands may need to conduct a thorough assessment of
its current waste disposal versus its growing industries and planned investment
activities to ensure that its traditional way of life, culture and natural habitat
remains intact amidst its plans to invest and attract increased tourists and

[61]

MOVING BEYOND SPARTECA:
OPPORTUNITIES AND
CHALLENGES FOR THE

COOK ISLANDS

Pacific Institute of Public Policy



[62]

MOVING BEYOND SPARTECA:
OPPORTUNITIES AND
CHALLENGES FOR THE

COOK ISLANDS

Pacific Institute of Public Policy

investors into the country. The government is quite silent about this issue, perhaps
because it does not see it as a threat or priority issue at this stage and that is
understandable.

Waste treatment and or conversion of waste material such as human waste
into other useful forms such as to general power could be another innovative
discussion for the Cook Islands if it is serious about keeping its environment safe
and free of pollution to continue attracting tourists. The process of converting
human excrement into fuel has been developed for example by scientists in
Thailand. Although the process maybe expensive, in the future as natural oil
supplies dwindle and as demand increases, this form of bio-energy could
become economically viable. Although most island countries face waste disposal
problems, it remains one of the key developmental issues to address if the country
is determined to maintain its pristine natural beauty such as its clean beaches and
blue oceans, one of the best in the region.



5. Sequencing and
modalities for
PACER Plus

It is imperative that the modalities for PACER Plus negotiations be established
early on. The modalities will involve the framework, approach and subjects for
negotiations. For instance, should the negotiations be pursued bilaterally between
the Cook Islands— Australia and Cook Islands—-New Zealand or between the
Cook Islands and Australia and New Zealand? Or should the Cook Islands form
coalitions with the other FICs and negotiate as two regions — FICs and Australia
and New Zealand. Each approach has its own pros and cons. For example,
while bilateral discussions may facilitate more contextualisation to the interest
of the Cook Islands, it may also expose the Cook Islands to the vast resources
and expertise of the Australian and New Zealand negotiation machine. Similarly,
a regional approach may mitigate the latter concerns, but at the same time there
might be trade off with contextualisation of interest that is unique to the Cook
Islands.

In light of these complexities, a Two-Tier Approach maybe best suited for the
Cook Islands to pursue its interest and assuage any trade offs involved in other
alternatives. The Two-Tier Approach basically disaggregates negotiations
depending on subject matter in the following manner:

51 Tier one

Tier One should be framed as bilateral negotiations between the FICs as a single
group, to which the Cook Islands is a member and Australia and New Zealand.
This tier should be utilised by the Cook Islands, along with other FICs, to
establish the preamble of PACER Plus negotiations. In addition, the Cook Islands
should also utilise this tier for negotiations on PACER Plus Dispute Settlement
Mechanism.

The preamble should cover issues such as what are the issues that would
be discussed in PACER Plus negotiations, how the discussion would take
place (and hence the defining of Tier Two), the timeline and benchmarks for
such negotiations, what are the resource constraints and how they will be
addressed, and so forth. In simple terms this tier should establish the rules
and norms for PACER Plus negotiations. While the details of the preamble will
require cooperation and consultation with other FICs to establish a common
understanding, the Cook Islands could lead the debate by placing importance on
the discussion of ‘Non Tariff Barriers’ (NTB) and ‘Technical Barriers to Trade’ (TBT).
The benefit of PACER Plus will be greatest to the Cook Islands by addressing NTB
and TBT issues such as rules of origin, SPS measures, quarantine, accreditation
on tertiary education, technical assistance on health and education, mutual
recognition of qualifications, capacity constrains, amongst others. And therefore
at the time of drafting the preamble in tier one the Cook Islands should aim to
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establish that NTB and TBT issues will given first priority and discussed before
other trade issues such as tariffs, investments, services, etc.

Given the importance of trade with Australia and New Zealand, how the Dispute
Settlement Mechanism (DSM) is structured under PACER Plus will be of vital
importance. New Zealand is by far the bigger trading partner than Australia for
the Cook Islands. While the main export destination is Japan, New Zealand and
Australia ranks second and third respectively. New Zealand is the main port for
the Cook Islands global trade both by sea link and air. Given these binding factors,
it is likely that there will be trade-related disputes between the Cook Islands and
New Zealand and Australia, more so with the latter. While all three (Cook Islands—
once it becomes a member) will have access to the PACER Plus DSM, it is more
desirable that disputes emanating from trade between the three be resolved
amicably, both through the PACER Plus mechanism and perhaps amicably as the
Cook Islands shares a warm relationship with New Zealand and Australia that goes
beyond trade. In light of these realities, the details of a PACER Plus DSM should
be first discussed and established between the Cook Islands and FICs, and then
between Pacific island countries and Australia and New Zealand.

It is also important that benchmarks be established to inform the progress in
PACER Plus negotiations. The Cook Islands should use capacity development (as
per the needs identified in this paper and others that will emerge as negotiations
progress) as one of the key benchmarks for informing progress in PACER Plus
negotiations. As already stated above, the benefit of PACER Plus will rest on
addressing NTB’s and TBT’s that restrict realising trade potential between
the Cook Islands, Australia and New Zealand. For instance, progress would
be achieved and negotiations could proceed to the next stage if the capacity
constraints of Cook Islands exporters to meet Australia and New Zealand’s SPS
measures are satisfactorily met.

5.2 Tier two

Negotiations at this level would mostly entail issues that are specific to the
Cook Islands including negotiations on tariff liberalisation, investment and
services. While most of these issues will be context specific, negotiators may
nonetheless, in the course of negotiations, find commonalities with other FICs. It
is recommended that the Cook Islands pursue negotiations both bilaterally with
Australia and New Zealand and in close partnership with other Forum Island
Countries. The decision to choose either or both should be based on the subject
being negotiated and how the Cook Islands best perceives the promotion of its
interests. In this regard, the Cook Islands must be flexible in forming different
coalitions, on different subjects of negotiations with other FICs. And for others it
may be best pursued bilaterally and directly with Australia and New Zealand.



6. Summary of key
findings and
recommendations

The report so far has highlighted the opportunities and challenges for the Cook
Islands in PACER Plus. This section focuses further on a number of the reoccurring
findings and recommendations.

6.1 Attracting and retaining Cook Islanders

The government should look at retaining and attracting Cook Islanders in
order to effectively arrest depopulation. These policies could include providing
for scholarships the Cook Islands nationals to study in Rarotonga; additional
investment and expansion of the university campus; and better policing and
enforcement of the scholarship bond system. Other incentives could include
incentives to professionals such as doctors, teachers and others wishing to
relocate back to the Cook Islands

The Cook Islands could consider introducing a circular migration scheme, similar
to that in place in Mauritius, aimed at widening the scope of opportunities
for workers to work abroad, save money and come back to start a small
business or invest in other economic activities. There is a need to focus more
on pay incentives and a clear and transparent career path to help retain skilled
professionals such as doctors, lawyers, teachers, accountants and even hotel
chefs.

6.2 Potential benefits from a strong Cook Islands diaspora
scheme

There are various potential policies aimed at fostering connections with the
Diaspora and strengthening economically beneficial links with the Diaspora.
These can include programmes and policies to stimulate knowledge exchange,
business contacts and Diaspora philanthropy which can be fostered by organising
government delegations to visit the Diaspora and organise Diaspora meetings in
New Zealand and Australia. The Diaspora can be economically integrated into the
Cook Islands by establishing business associations. If members of the Diaspora
feel that they are involved in the home country, philanthropy and FDI will follow.
Diaspora members may benefit through greater potential access to economic
opportunities, and information resources. Incentives such as discount on freight
luggage especially on outbound flights (which are usually at low capacity) for
families carrying food and or handicrafts back to New Zealand and Australia could
be an option for Diaspora members.
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6.3 Promoting a strong private sector and building an FDI
conducive environment

There is a need for the Cook Islands to review and rejuvenate government
enterprises that are not performing and/or being seen as bottlenecks to facilitate
ease of foreign direct investment and private sector engagement in the country.
The government should embrace a range of measures to privatize inefficient
government enterprises and facilitate foreign direct investment through close
consultation with the private sector. It should explore the potential of promoting
opportunities for entrepreneurial-minded people both in the Cook Islands
and those abroad. The Cook lIslands could continue to take a leading role in
spearheading a strong private sector and FDI investment role in the PIPSO
meetings on issues such as the long-discussed idea of a “South Pacific Brand”
to compete and maintain its image and product quality differentiation on products
such as black pearl.

There is also a need to reflect on the BTIB Investment Action Plan 2009-2010
which was commissioned by PIFS as part of the Investment Policy Support
Programme (IPSP) but yet to be implemented. These are:

a. Embark on a new and updated investment code and stronger investment
regulations in place by end July 2009.

b. Develop a common country strategy and policy to promote and monitor both
local and foreign investment.

c. Formulate a strategy for developing a local knowledge base and capacity
building in business and entrepreneurship.

6.4 Capacity building/training needs

PACER Plus negotiations will aim at sharing the costs of training, improving market
access concessions, strengthening supply capacity for domestic and external
demand, increasing transparency in qualification/certification recognition and
visa procedures. National policies would then aim at providing access to Mode
IV movements into the Cook Islands on an equitable basis, retaining skills, and
increasing the potential benefits and reducing the costs of the scheme.

Capacity building programs should tie in with the APTC centre in Nadi, Fiji, and
the University of the South Pacific which has a campus in Rarotonga to agree on
a form of accreditation arrangement to allow for a flexible and recognised training
system between the Cook Islands and both Australia and New Zealand. Training
should include exchange programs with Australian and New Zealand tertiary
institutions aimed at specific fields such as medicine, law, finance, engineering,
public/administration management and teaching. These trainings could be tied to
a bond system where new graduates are expected to spend at least three years in
the Cook Islands to serve in the public service or private sector before considering
any offshore employment elsewhere. Another option is to adopt a scheme where
additional allowance is paid to skilled professionals to relocate to far-flung or
remote locations to retain quality service delivery to the outer islands. Focus on
some ‘innovative training’ schemes that involves on-the job training, coaching and
or mentoring to improve skills at the existing job.



6.5 Skills database

There is need for an analysis of the current labour force and skills in the different
occupational categories, with an identification of areas of weakness where there
is a need for training and capacity-building. It is then a matter of deciding what
further programs or courses need to be offered or what other initiatives are
required in building capacity in these need areas and how they may be delivered.
The lack of skilled labour also increases the cost of doing business in the Cook
Islands with the need to spend time and money on searching for and importing
labour. An analysis of the current labour force is required with an identification of
areas of weakness where there is a need for training and capacity building.

6.6 Adapting an improved evidence based database

In order for the Cook Islands to be effective in PACER Plus negotiations and other
trade negotiations, and trade and development policy it will need access to more
accurate and comprehensive trade, investment and other economic activities data
such as updating its skill labour force against its outward migration and number
of migrant workers. For example, requests to the Department of Immigration for
data were either inadequately met or unanswered largely either due to thinly-
stretched human resources or to the unavailability of data. Updated trade and
investment data that is made available to foreign direct investors and or potential
investors is vital for a well-informed decision for potential businesses as well as for
the government and or donor agencies in informing and formulating trade-related
policies and incentives to support decision making and implementation of various
national development programs. The Cook Islands should consider establishing
a trade and investment database, frequently updated, at the Ministry of Foreign
Affairs in conjunction with the BTIB In producing this trade data, it should work
closely with the Ministry of Finance and Economic Management including the
division of Statistics. It will require technical assistance in the form of training for
collecting and analysing trade and investment data.

6.7 Ameliorating human capacity constraints

Without mitigating measures, the biggest single cost of PACER Plus is likely
to be the administrative burden it places on such a tiny administration — both in
its initial negotiation and its continued implementation. The Crown Law Office,
for example, has only five staff, outsourcing all drafting to freelance consultants.
The Department of Customs has eight permanent and 12 part-time staff. The
Business Trade and Investment Board (BTIB) is similarly capacity-constrained
and is currently dealing with trade agreements ranging from PICTA services
negotiations to the Economic Partnership Agreement with the European Union,
although Nathan Associates (2007) cites the Cook Islands negotiating structure as
exemplary. The Ministry of Foreign Affairs with engagements at numerous fronts
such as PICTA, EPA, and more recently PICTA Trade in Services will be stretched
to its limit. This will severely curtail its ability to provide focal responsibility on
PACER Plus discussions. Technical assistance may still be needed in order to
help the country cope with negotiations, while narrowing down the scope of
negotiations will also help reduce the administrative load. The more issues that
can be dealt with collectively at the regional level, the smaller will be the burden on
the government. Indeed the formation of a series of new regional institutions may
have long-run administrative and substantive benefits.
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6.8 An opportunity to address the health sector

The health sector in the Cook Islands, like in most other FICs needs an upgrade
with the level of medical facilities, technical capacity and medical specialists
in areas such as urology, cardiology, surgery, orthopaedic, ophthalmology and
psychiatry. A major push factor for outward migration is lack of better medical
facilities and support in Rarotonga to deal with complicated ailments such as
Osteoporosis and others such liver and kidney failures which are mostly common
in old age citizens. The government could use this opportunity under PACER Plus
to investigate some new form of medical packages with the assistance of Australia
and New Zealand based on both improved public health care program and a user-
pays system for the affluent Cook Islanders or investors. This could also attract
retiree investors who may have been discouraged due to lack of proper medical
facilities to treat their illnesses and or possible risks associated with lack of such
facilities.

6.9 Need to modernise customs systems

The Department of Customs is exploring options to move to a more efficient
system such as PC-Trade or ASYCUDA to fast track clearance of imports and
support businesses that rely on imports. Although ASYCUDA can be costly and
can be more complicated than is needed for a small island economy, PC Trade
should only be adopted if long-term technical support can be guaranteed. The
Solomon Islands government found that after the adoption of PC Trade, New
Zealand stopped providing support. Officials in the departments of Trade and
Customs in the Solomon Islands suggested that they would have preferred to
undergo the more complex initial installation and training costs of ASYCUDA
rather than be left with a system which has limited technical support. Now that
the system has been installed, it would be difficult to scrap it and retrain staff.
Officials found that PC Trade lacks several of the functions required for successful
integration with trade databases and customs compliance. The UN Conference on
Trade and Development (UNCTAD) expresses a preference for ASYCUDA, which
they say carries the additional benefit of being used by neighbouring countries.
ASYCUDA would be preferable as it is better supported and more common
in other PICs. There is also a need to strengthen customs computerisation and
link tax databases and agents to the central system with the Customs database
to speed up clearance processes. Although New Zealand is already examining
the possibility of support to Customs upgrades, future support may come under
PACER Plus.

6.10 Need to streamline fast tack approval processes

Across the Pacific visa application processes are slow, with a high degree of
administrative discretion. Economic needs tests, localisation policies and local
training obligations on foreign firms are present in most jurisdictions (PDP Australia
Pty Ltd, 2007). Horizontal restrictions on land and labour in the Cook Islands
are tight. Annual work permits renewable for just three years, and a five-year
limit on lease-holdings without approval act to stifle the inflow of both skills and
investment capital (PDP Australia Pty Ltd, 2007). The process of importing labour
into the Cook Islands could be streamlined, thereby making the process both
faster and more affordable.



6.11 Forming a regional bloc on Rules of Origin

In light of the declining value of preferences for the region as a whole, the most
important question at this point is one of timing, and whether reform should
occur in the context of SPARTECA or negotiations on a reciprocal PACER Plus
agreement.

It is recommended that the Cook Islands support any regional position on seeking
an ‘early harvest’ on better RoO in negotiations — either as a prerequisite to PACER
Plus negotiations or at an initial stage. If changes are not agreed early on, the
Cook Islands will need to reassess the value of market access under the goods
agreement. In order to advance this position, the Cook Islands will need to work
quickly with key potential beneficiary FICs (most notably Fiji) to adopt a common
position on the type of RoO reform sought, and a timeframe for delivery. This
position may not be aimed at supporting export industries which export goods
that are of Cook Islands’ origin, but rather to take a lead role in consolidating the
FICs’ regional position on a common RoO that is easier to administer and less
burdensome.
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All Agricuure  Whaolesale & Holels Transpeet & Finance Pubdc Personal  Other
Inciustries & Fisning Fetai Trade & MOWEls Communicasion & Business Administration  Services
YE&R $000
2004105 183,102 1354 18,528 11,671 14,311 2,523 72,748 10,371
200506 226,939 1,548 23,778 11,453 11,047 2178 55453 10,556
200607 260064 1,584 24,118 10,612 10,580 3,840 120027 17427
2007108 286,551 1997 26,777 10,355 18,033 1,791 140,354 21 324
200813 305 245 1,714 17,268 3,48 20187 1,438 161,540 18017
QUARTER
2005
Mar 185,473 1,902 21,555 52,807 11,470 10,050 2558 TETTS B34
Jun 182,102 1,354 18,928 60,397 11,871 18,311 2583 12,748 10,371
380 201,538 1.986 19,785 53,656 11,852 12,536 2420 19885 97
Cec 291,871 1,818 21,505 65,781 11,372 12,679 239 ES623 476
2006
Mar 219,781 13935 21,79 66,951 11,167 12,069 2,288 52,871 10594
Jun 276,999 1,548 23776 67,74 11,459 11,047 2974 08,453 10,656
Sep 236,317 1,543 21,4582 [N ET 8,865 13,524 2,743 11,226 140,556
Dec 242 435 1,802 21,388 §5,238 5,858 12,770 2066 119,363 10902
2007
Mar 265,714 1831 3,168 12,347 13,508 2,08 116,843 12 456
Hn 260,064 1,584 24,118 10612 10,550 3840 120027 17427
Sep 265 024 1331 22911 10433 9,150 1897 125334 17,198
Cec 2TE, 008 1972 23,176 10,715 10,351 1,551 132,060 18,990
2008
KMar 288 204 209 25570 10,553 12,504 1,635 13T 677 21,582
Hun 286,551 1,997 26,777 10,355 18,033 1,791 140,354 21 324
Sep 304,502 1,853 26,965 1033 23,242 1,702 1438954 18,403
Dec 3mTar 1,774 26,168 7,850 22 458 1,605 145,366 19,075
2008
Mar 303,744 24 B30 7 52493 22 063 1,549 157,162 12497
4un 30T.245 17,268 T, 3,148 20,157 1,438 161,940 18,017
Sep 2 7ie TTE4 TIM2 9654 18,307 1,503 fE093 18,045
Parcantags changs over the previous guarter
2005
Mar 21 {308y 5.2 6.6 01 (254} (0.5 45  (252)
Jur 41 27 112.2) 14.4 35 423 [1.4) 52 243
5ep 44 16 45 5T (0.2} [12.4) (4. 95 (121}
e 51 E.5) BT 46 (4.0} 1.1 (5.3) 7 74
2006
Mar 37 B4 14 0.3 (1.8} a8y 10.1) 85 G2
Jun 33 [14.8) 9.1 12 3.0 {B.5) [5.0) 6D (0.4)
5e0 4.1 o1 [2.6) (1.5) [22.9) 233 (1.3) 130 {09)
Dec 26 6.3 [0.5) (2.3) 0.3 (6.3} [3.8) 7.3 a3
2007
Mar a6 15 457 15.5 3he 58 14 (2.0 143
Jun 21 23 122.6) 5.2 (1.0 18.5) 738 26 399
5ep 19 25 [5:0) 6.4 1.7 (156} [45.9) 44 {13
Cec 41 21 12 (0.8} 27 128 1.8 61 104
2008
Mar 45 E1 103 0s 237 (5.5 g 136
Jun 29 14.5) 47 10.1) 408 (2.5) 19 {3
580 16 2 0.7 (1.5} 283 [5.0) 26 (137
Cec o 14.3) 50 {0.8] 32 (5.7 31 37
2009 MOVING BEYOND SPARTECA:
Mar o7 45.1 [5.2) 0.5 ; [RE:] {35 59 (345 OPPORTUNITIES AND
Jum 0.6 [33.9) (304 3 10.3 [{:1:1] 73 o 22z CHALLENGES FOR THE
Sep 0.3 0.2y 23 2.7 55 13.3) 45 0E 02 COOK ISLANDS
Fourcs: Banking Survey Pacific Institute of Public Policy
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Annex 3

Number of Hotels and

Motels with Number of
Employees

Calendar Number Number C Iz Resident Employees Expatriate Employses
Year of rooms of beds Total Males Females Total Males Females
1987 409 356 279 108 T 15 1 4
1988 442 934 244 87 157 20 15 5
1959 481 1,04% 220 B4 136 26 20 b
19490 497 1,239 258 119 139 22 17 5
1941 561 1,309 269 108 161 21 16 5
1992 587 1,492 366 123 243 22 16 ]
1993 548 1,389 37T 147 230 21 15 b
1994 561 1,348 400 137 263 26 17 9
19495 Bi2 1,707 427 151 278 33 21 12
1996 T42 1,956 405 149 256 29 15 11
1997 704 1,896 407 181 246 17 12 5
1948 757 1,989 387 159 228 17 13 4
1999 Tir 2,128 423 172 251 21 14 T
2000 785 2,186 493 196 297 33 20 13
2001 868 2347 575 215 364 62 7 25
2002 049 2 468 574 197 76 [51:) 34 B b
2003 927 2,465 548 183 Jed 73 45 28
2004 1,028 2,825 563 179 384 94 53 41
2005 997 2172 578 183 395 13 61 52
2006 1,069 2,698 539 188 351 152 Fi 75
2007" 1,19 3,143 534 179 355 173 bl 82
2008F 1,173 3,138 h42 186 356 175 92 83
Percentage change over the previous year
1958 B.1 -2 3 -125 -19.4 H.2 333 364 250
1989 89 124 -85 -34 -13.4 300 333 200
19490 34 181 173 4.7 22 154 -15.0 167
1991 12.8 he 43 492 15.8 -45 -5.9 0.0
1992 47 14.0 361 1338 50.9 48 0.0 200
19493 -£8 45 30 195 5.3 -45 6.3 0.0
1954 24 30 B.1 -b.8 143 238 133 50.0
1995 19.5 287 B.7 102 49 26.9 235 333
1996 10.3 146 -5.2 -13 72 -121 -14.3 83
1997 =51 -3 05 &1 -39 414 -333 -54.5
1998 3 49 -49 -1.2 -3 0.0 8.3 -20.0
19499 2o 6.9 93 8.2 101 235 .7 750
2000 11 28 16.6 14.2 18.3 ar 423 569
2001 10.5 73 174 9.4 226 583 ard 911
2002 4.8 h2 09 -82 34 83 -25 243
2003 19 -0 -44 T4 259 78 222 -9
2004 10.9 146 27 -19 51 292 19.1 451
2005 -3 -18 27 22 29 202 151 268
2006 7.2 2.7 6.7 27 -11.1 345 26.2 442
2007 114 165 09 -4.8 11 138 18.2 93
2008F -1.5 02 15 39 0.3 12 1.1 12
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Agrculture  Construction Whalssale Restaurants  Hotels Tranzport Fmance  Community, Otier
Calendar All & & & & & & & Industries
Year Industries Fishing Retzil Trade Bars Motels  Communication  Business Perzonal
Services Services
($000)
1984 72637 79 2116 45910 i 4554 841 4391 2159 3,000
1985 68909 427 3300 55Mm 2281 8387 1571313 5,29 2042 5173
1988 102,077 1,382 4313 55712 2N 8016 15,185 7480 2993 4815
1987 116,178 . . % o
1988 130,228 1,663 5016 67,328 3785 11,804 19,780 11,034 3508 6,310
1989 140,154 3567 5,656 74,278 194 10,549 16,346 12457 5,730 7,047
1940 157315 §R34 734 T4 820 35858 12,784 17,642 15,7495 12248 5,889
1991 166,309 5424 5179 84 058 5252 14 360 24508 15,472 427 7218
1992 214916 1353 15,878 109,255 104596 12,867 279%0 20237 8,015 10,826
1993 234621 1,508 10,094 12,748 12485 17345 323% 29,558 5,930 12017
1994 51761 1,752 1267 112,600 12854 21,354 34,664 44 450 5,931 9,609
1945 pALYTH 1,295 5143 100,053 9 456 16,132 32068 38,105 5,42 8,976
1996 188,945 1,713 5,356 88,273 4,405 20,212 29,112 26,781 6,032 7,106
1g87 5 » .. . . . . . . .
1938 278347 7600 6,789 101,357 6,907 25,048 50,686 18,967 41019 19,114
1999 284 487 6364 7348 12,184 76N 30,907 56,954 16,716 23,865 19919
2000 355,974 5190 11329 143,168 12046 51268 69414 M5 15,152 24M
2001 393572 6,735 12817 157,640 14,389 54,403 76,588 26,364 16,155 26,123
2002 405,033 7388 12,865 162724 13301 56,694 80,047 24 406 16,140 28,669
2003 457 925 11401 17515 185,652 14,837 63,201 89152 25,305 16,540 123
2004 482,081 6850 17,785 201,742 15535 66,161 88357 29,860 16,2689 354682
2005 430,940 5308 12,172 2110 14 658 66,045 82474 27 86T 19,768 37,388
2008 524619 7393 16,026 222 897 16,880 81,748 90332 30,255 21,983 37,105
2007 533,860 6021 17,8687 21211 17 486 90,403 83719 B 24639 42425
2008 543,064 5,764 16,133 22392 15593 [ERYI 96,397 33,19 4543 49,319
Percentage change over previous year
1584 6.8 [ -18.1 53 281 il U6 336 a1 82
1985 32 514 559 04 1041 826 857 134 54 724
1986 32 2258 307 08 A 44 -35 188 166 64
1987 138
1948 121 " " " . B - - = =
1989 76 1145 1248 103 b} 106 143 129 63.3 "
1980 122 X1 249 07 03 2 41 %8 1138 22
1991 57 -10 -85 124 327 125 39 11 £5.1 48
1932 292 751 2066 29 999 -105 142 %7 405 500
1993 92 15 -364 32 189 s 155 161 85 14
1994 13 162 -28.0 01 30 31 78 504 61 154
1985 127 261 282 111 215 -151 -0 43 143 -4
199 140 323 41 118 558 15 42 2.7 15 208
1ge70
1998 - . . . . - . . . .
1999 22 41 82 107 102 196 124 13 419 42
2000 51 173 542 6 569 659 ik} 194 363 153
2001 108 178 137 10.1 19.0 6.1 108 180 195 137
2002 25 186 01 32 -4 46 41 74 01 a7
2003 131 27 361 141 16 11 14 37 22 127
2004 53 224 15 a7 47 47 08 181 -1. 98
2005 18 05 -282 96 Rl 42 &7 BT 82 54
2008 69 -18.1 255 08 131 2348 95 85 111 48
2007 18 -186 16 48 16 106 Bk 94 121 143 MOVING BEYOND SPARTECA:
2008 17 43 48 48 -10.8 -8 74 03 04 162 OPPORTUNITIES AND
Jurce Revenue Management Divizion MFEM CHALLENGES FOR THE
ote: ! Figures for the months January to June 1957 are not avalable and figures for July onwards are not comparable due to a change from COOKISLANDS
Turnover Tax to Value Added Tax. Pacific Institute of Public Policy
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Annex 5
TOT Payable/VAT
Collected on Sales &

Income, by Industry

Al Agriculture  Construcfion Wholezale Restaurants  Hotels Transpart Finance Community Cither
Calendar | Industries & & & & & & & Industries
Year Fishing Retail Trade Bars Moiels  Communication  Business Persomal
1984 2221 12 79 1413 41 184 196 153 57 82
1985 3,968 ] 168 2068 126 41 & 242 10e 100
1985 4563 5 240 2387 139 482 m 433 128 a4
1967 6,989 % i ..
1988 9,565 51 438 4571 ki 1,168 1442 1,024 3L 182
1969 10,340 # 47 5131 390 1,033 1,334 1322 422 194
1280 10,419 95 248 4540 385 1,261 1408 1543 519 N
1991 12171 Lyl 2 5584 525 1412 1,974 1,563 360 260
1982 186,187 &8 927 7 5og 1,005 1,282 2443 2003 508 Jaa
1983 18,133 L] 810 7763 1211 1,682 2838 2783 561 Ll
1984 19,216 38 607 7040 1224 2132 3,071 3455 569 21
1985 16,717 3B 451 6,740 340 1,784 2,803 3,008 30 445
1996 14628 3 450 5 R4 438 2028 2538 2378 524 kS|
1987 . . - . - . ; ; B .
1968 27,380 320 754 10,580 768 2847 4,088 2,008 4521 2,085
12969 26,808 309 808 11,874 303 3438 4782 2m7 2638 2,058
2000 38,078 237 1278 15,358 134 5,898 5,658 2434 1,591 2,387
2001 40,37 74 1429 16,858 1,600 6,058 6,537 2854 1,973 2,688
2002 41,862 484 1,096 17,248 1,638 6,708 8,712 3077 1,787 2834
2003 45,248 578 1,965 19,847 1,683 5,821 6,950 2787 2313 3,228
2004 43127 420 1,938 palizhg 1,708 7,343 7188 3,240 2025 3332
2005 50,528 543 1,396 23,780 1,857 7,293 8,827 3,037 1914 37T
2006 53,885 554 1,709 23,842 1,666 8,756 7581 3314 2,385 3,897
2007 56,508 o4 187 22,388 1,835 10,193 7,585 4588 2722 4483
2008 56,635 535 1,797 21,561 1,700 10,580 7,851 3545 271 5,255
Percentage change over previous year
1 756 1 -113 95 -3rt -ig 4 252 175 403
1985 786 37 108.8 454 266 1524 2538 531 82g 26
1906 177 i H“T 154 108 41 28 797 25 58
1987 487
1988 383 p " 3 3 .. i o 2 5
1969 70 588 -24 98 14 115 -5 291 B8 G2
1290 56 179 k] 3T 1 20 57 16.7 28 a0
1881 115 a7 -L6.8 153 32T 120 400 13 305 32
1982 330 25T 2182 329 M5 42 238 282 411 475
1983 120 -28 27 28 204 320 181 7. 10.3 123
19684 &0 152 -250 15 08 X0 B3 252 13 7.0
1995 -130 -35.0 -257 -118 -0 158 47 131 119 -33
1986 125 A3 10 -133 536 3.0 7. 208 48 -252
197"
1969 3 -13 62 131 141 a8 165 05 A48 -18
2000 250 -13 582 282 576 667 198 2086 87 160
2001 1% X0 120 98 180 8.3 148 173 44 128
2002 32 292 -213 23 24 10.7 27 78 47 54
2003 110 185 794 144 28 17 41 -104 31 138
2004 62 1583 114 98 13 77 28 175 145 32
2005 29 109 -298 a0 147 £7 5.0 £3 55 132
2006 (13 20 24 02 47 201 107 8.1 M7 34
2007 49 Bk 158 62 37 164 04 415 141 150
2008 -15 -18 8.1 .7 Bral 38 4 222 -4 172
DUrcE Revenus Management Division, =]
ote- 1t Figures fier the months January to June 1997 are not available and figures for July orwards are not comparable due to a change from

Tumower Tax to Valus Added Tax.



Annex 6

Building Approvals

Calendar Taotal Residential Commercial (*)
Year MNo. Value Mo. Value Mo, Value
(%' 000 (S' 000) (3' 000)

19687 52 4,094 44 1,780 15 2315
1888 B3 2,599 42 1,944 21 655
1989 94 5,023 52 2916 35 2107
1990 51 7.726 BT 2,629 24 5,096
1991 104 b.297 B9 3.507 35 2,790
1992 208 10,4456 168 7.605 40 2,841
1993 186 14,017 150 10,280 36 3737
1994 B2 5,863 49 3.119 13 2744
1995 112 6,561 o7 5,449 1 1,112
1996 102 5,300 7O 3,028 32 2272
1997 s 5,358 44 2,153 31 3,205
1998 164 5,430 147 5611 17 2819
1999 B8 7.243 45 3,539 23 3,704
2000 102 10,613 b4 4,079 38 6,534
2001 127 12,797 T4 5,600 53 7,197
2002 140 20417 T4 B,354 b6 12,063
2003 134 23,933 BO 7,982 54 15,951
2004 111 12,566 75 b, 174 36 65,392
2005 104 13,951 76 B,308 28 5643
2008 157 21,532 121 13,883 36 7,649
2007 149 22,276 117 14,111 32 8,165
2008 128 22,948 113 11,8486 15 11,102

Percentage change over the previous year

1886 -1.1 157.7 -20.6 -0 54.2 3385
1987 -35.2 -48.0 -18.5 91 -59.5 -62.9
1988 68 -36.5 -4.5 92 40.0 -T17
1989 492 93.3 405 50.0 B6.7 2217
19590 -3.2 53.8 136 98 -31.4 1419
1991 14.3 -18.5 3.0 33.4 45.8 -45.3
1992 100.0 565.9 1435 116.9 14.3 1.8
1993 -10.6 342 -10.7 35.2 -10.0 3.5
1994 567 -58.2 -67.3 287 -563.9 -26.6
1995 BO0.6 119 98.0 T4.7 15.4 -59.5
1996 -89 -18.2 278 -44 8 113.3 204 4
1997 -26.5 11 -37.1 -28.9 -3.1 411
1998 1187 573 2341 160.6 452 -12.0
1999 -58.5 -14.1 -569.4 -36.9 353 314
2000 50.0 46.5 422 15.3 65.2 76.4
2001 245 208 158 373 39.5 10.1
2002 10.2 59.5 0.0 492 24.5 B7.6
2003 4.3 17.2 8.1 -4.5 -18.2 322
2004 -17.2 475 -6.3 -22.7 -33.3 -59.9
2005 6.3 11.0 13 34.6 -22.2 -11.7
2008 51.0 543 59.2 67.1 286 355
2007 5.1 35 -3.3 16 411 B.F
2008 -14 1 3.0 -3.4 -16.0 531 36.0

Source: Physical Plannming Division - MOWEFPP
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Calendar Cook Rarotonga  Aitutak At  Mauke Mangaia MiBaro Pen- Raka- Mani- Palm-
Year Islands rhyn  hanga hiki erston
{lewh"000}
1287 12,521 10,964 983 170 78 116 4 64 43 56 7
1388 14 308 12,574 1,069 194 82 168 30 74 A i} T
1289 14 681 12,81 1,106 197 108 M kS a6 3 ] 16
1380 13,176 11,348 1,060 174 133 221 35 78 7 5 15
1951 16,250 14,080 1427 207 143 235 32 83 36 B7
1292 17,254 14 848 1,508 223 158 263 53 116 35 45 5
1993 18,621 16,080 1,551 249 198 285 56 112 11 55 2
1294 19,488 18,77 1,568 302 25 302 1M 16 113
1295 18,750 16,655 1,840 12 164 350 74 %0 22 7 [
1956 19 640 17,045 1,756 228 138 T il 93 41 111 1
1297 19,615 18,780 1,831 289 155 &3] 13 78 i T8 3
1298 19,822 17 22 1,642 293 166 308 T8 86 22 2
1993 21851 18,135 1,751 255 202 338 74 84 1
2000 24 B97 21,367 223 359 154 383 83 a7 18
200 25,837 22 292 2410 353 196 31 &2 T 36 b3 3
2002 27,715 23,988 2,393 335 166 ]| 114 85 36 185 2
2003 29 119 25,785 1,892 354 182 A7 115 N1 36 17
2004 29,758 26,287 2mz2 389 250 42 110 118 28 134
2005 30,294 27 107 1,541 308 183 458 111 118 28 138
2006 32,154 26,380 2,345 ka1 218 485 115 121 30 154
2007 33,695 28 552 2384 443 273 454 130 124 54 il |
2008 33,547 28,471 3,201 534 i 485 121 124 72 233
Percentzge change over the previous year
1387 043 03 54 214 74 -27 4 0o 32 67 A7 -125
1388 14.3 145 7.7 4.1 16.5 448 &BOO 158 -354 250 Q0
1368 25 18 35 15 174 136 200 182 0.0 129 1288
1280 101 -4 42 -7 231 10.0 -2 83 184 51 B3
1981 238 238 He 19.0 75 6.3 56 &4 27 07
1292 59 58 57 .7 10.5 118 656 398 28 328
1293 73 g4 29 17 253 12.2 94 34 E46 222 w00
1954 47 43 1.0 213 36 24 224 107 455 1065
1295 15 05 115 3 214 158 42 214 W5 -263
1296 0.3 11 46 -ITB -18.3 04 41 33 864 542 B33
1987 -11 -15 43 19.0 123 -3 -85 161 -1 297 727
1288 14 28 103 29 T4 34 200 103 -185 e 333
1298 10.2 111 66  -130 217 101 51 -23 500
2000 130 nr 274 40 8 &4 71 122 38 B3B
2001 48 43 8.0 -1.7 37 0k 12 103 1000
2002 7.3 ) 07 5.1 -153 8.3 390 218 0o 8115 -333
2003 51 75 -16.8 57 157 a1 08 168 0o -388
2004 22 18 1.0 93 g2 7 43 45 .22 145
2005 148 k| 45 -8 264 8.8 08 17 0.0 7
MOVING BEYOND SPARTECA: 2008 61 47 74 26 191 13 3/ 25 71 108
CHOEEEEEUE@TF'(E)%%E 2007 48 42 17 402 252 02 130 25 800 500
COOK ISLANDS 2008 04 -3.8 M43 205 a7 44 568 00 333 268
Pacific Institute of Public Policy Source: Energy Division - MOWEPP, and Te Aponga Uira, Rarotonga.




Annex 8

Gross Turnover by
Industry (NZ$’000)

Year 2004 2005 2006 2007 2008
All Industries 482,081 490,940 524,619 533,860 543,064
Agriculture & Fisheries 8,850 8,808 7,393 6,021 5,764
Constr 17,785 12,772 16,026 17,887 16,133
Wholesale & Retail 201,742 221,110 222,897 212,111 222,392
Restaurants & Bars 15,535 14,668 16,880 17,486 15,593
Hotels & Motels 66,161 66,045 81,748 90,409 79,727
Transport & Communication 88,357 82,474 90,332 89,791 96,397
Financial & Business Services 29,880 27,887 30,255 33,091 33,196
Commercial & 18,289 19,788 21,983 24,639 24,543
Personal Services

Other Industries 35,482 37,388 37,105 42,425 49,319

Source: Table 7.1, Cook Islands Annual Statistical Bulletin 2009 (from Revenue Management Division of MFEM)
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Annex 10

Summary of key findings
from stakeholder
consultations

Depopulation - a product of automatic immigration access
to New Zealand

There is a clear indication based on statistics and from consultation that Cooks is
facing increasing depopulation and lack of skilled labour to support its economy
and planned investment activities both in the export (agriculture) and services
sector. The total population currently stands at around 22,000 or which only
13,200 resides in the country (2009 census). Under the Cooks Free Association
with New Zealand, Cook Islanders are granted automatic citizenship to New
Zealand with access to employment in New Zealand. This includes access to
Australia under the Trans Tasman treaty which New Zealand has with Australia.
This automatic access has in fact increased outward migration for Cook Islanders
and has become embedded as a culture like tradition where all Cook Islander visit
New Zealand (or Australia) to pursue education, employment, medical treatment
and in most cases decide to remain there and or return at some stage later in
their life. In most cases, there are fewer returnees than those living and working
in NZ and Australia permanently. There is a need for pragmatic policies to arrest
the increasing outflow of the population if Cooks through creating economic and
social incentives. It was widely noted during consultations that policies should
be geared towards: 1) improved health services which should include medical
treatment for aging (elderly) type illnesses, 2) improved education and training
especially in the area of apprenticeship programs to build ‘work ready’ population
rather than to move into NZ or Australia for training and 3) review and streamline
investment-related policies geared to attract and retain returned/remaining Cook
islanders 4) pursue an accreditation program with the USP campus in Rarotonga
to meet and offer ANZ tertiary standards/programs in Rarotonga; 5) develop
incentives to persuade skilled Cook Islanders to return home as well as to assist
Cook Islanders who are unemployed overseas to return home.

Increase in migrant workers

As a result of depopulation coupled with shortages of skilled labour, sourcing
migrant workers from countries such as Philippines, Fiji and even China is
becoming a remedy by most employers especially in the tourism and hospitality
industry. There are increasing numbers of Fijians for example in most of the
resorts. The bulk of these migrant worker arrangement undertake on an employer/
employee contractual arrangement with no Government institution labour union
intervention such as labour from either side. The Cook Islands Immigration
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department is responsible for issuance of work permits which is usually a subject
of negotiation under the contract between the employee and the employer.
Standard minimum wage is NZD 5 per hour in the private sector although
Government general offer at NZD 5.50 per hour. The denial of basic medical®
services for migrant workers is a rising issue that will need review and addressing
in order for the Cook Islands to be compatible with other regional partners on any
a Temporary Movement of Natural Persons (TMNP) chapter in both PICTA and
PACER Plus if there is any. Meetings with the President of the Cook Islanders
Workers Association tend to indicate the association either have little concern
over this issue and or have not seriously done enough to address the problem or
propose an alternative for migrant workers.

Tariff liberalisation and customs

On trade liberalisation, the government has undertaken a comprehensive tariff
reduction on most tariff lines largely as a result of its reform policies and signatory
to PICTA in 2007 which directed the government to liberalized its tariff leaving
only the sin goods such as alcohol and tobacco with protection. The country sees
no threat on imports through a PACER Plus agreement given its relatively high
liberalized sector. Customs processes, however, are still conducted manually, with
import entries and clearance done manually. There is no Customs automation
or systems such as ASYCUDA or PC-Trade. Customs expect to upgrade if a
PACER Plus trade treaty is to come into force. It is recommended that Customs
explore options to move into a relatively cost efficient system such as PC-Trade or
ASYCUDA to fast track clearance of imports. Tourism

Tourism is the key driver of the economy, contributing around 60% of the GDP
with visitor arrivals for 2009 up by 7% despite the financial economic crisis. Four
star hotels include: the Rarotongan Beach Resort, Sanctuary Rarontonga on the
beach, Muri beach club, Pacific Resort Rarotonga, Edgewater Resort and Spa.
There some others which are relatively small in size both in Rarotonga and the
outer Islands. There are also numerous small and special accommodation - villas,
apartments, beach fales, lounges and small type company owned as well as family
owned units around the island. The majority of these accommodation and family
owned and are well designed and built to suit specific tourist needs with adequate
facilities. There is also a wide variety of tourist activities being offered. Generally,
there is lack of professional/hospitality related skills in most resorts/hotels
including the family owned villas. Most of the hospitality treatment is a result of
the Cook Islands’ natural beauty and friendly culture to visitors coupled with their
relatively high level of English which is perhaps of the highest in the Pacific Islands.
The Cook Islands National Tourism Office (NTO) revealed that there is a need to
build a large-scale international 5 Star brand hotel such as the Sheraton hotels
to provide increase hotel beds capacity and improve marketing and exposure of
the Cook Islands in the other international markets. It is also expected that this
could raise the level of standards across the tourism industry. Most of the family
owned type accommodation do not spend on marketing overseas yet receive high
booking rates compared to the big players such as the Edgewater resort simply
because of the ‘word of mouth’ mode of advertisement coupled with their offer
of special packages. There is also a significant need for hospitality and mentoring

19 . . . . . .
In-country consultations confirmed that (medical workers have access to basic medical services - although

they pay a slightly higher rate than locals. In overall, the cost of medical services are still highly subsidized by
the CI government



programs to help raise the standard of hospitality services in the whole tourist
industry.

Protection of traditional knowledge

Art works, drawings, designs and related culturally inherited piece of work are
a rich component of the Cook Islands Traditional Knowledge sector that are left
exposed to outside manipulation mainly because of lack of relevant Trade Related
Intellectual Property Rights (TRIPSs) legislation such as laws on copyrights, patents,
designs and trademarks. The TRIPs legislation which are currently in place are:
Copyright Act 1962 (NZ), Designs Act 1953 (NZ), Trademarks Act 1953 (NZ) and
Patents Act 1953 (NZ). Cooks art work includes paintings, drawings, tattoo and
even traditional herbal remedies and other forms of healing such as traditional
massage techniques. None of these forms of TK are protected given the lack
of TRIPs legislation and regulatory framework and resources and as a result
they have been copied by outsiders and in some instances commercialized into
established entities. For example possibly Cooks’ designed tattoos into NZ tattoo
studios and Cook Islands Songs were alleged to have been copied by French
Polynesia. Technical assistance on setting up a resource centre for advise on
Traditional Knowledge including reviewing the current old legislations could be one
potential area worth exploring as in other areas through a bilateral closer relations
and assistance with New Zealand and Australia State (Crown) Law Offices.

Offshore finance

Offshore finance which is looked after by the Cook Islands Financial Authority
(CIFA) has faced challenges including those imposed by the OECD just like
other tax haven related jurisdictions. The government believes that their offshore
financial legislations and obligatory requirements are well ahead of most
countries, even including New Zealand given that they were the few to review
and tidy up their legislations the latest since they were blacklisted in 2000 by the
OCED. To attract more serious investors will require serious improvement in the
telecommunication services including lower charges and wider pool of products
and services to speed up their daily operations, most of which rely solely on
high speed/capacity internet services. Cooks have in fact lost several potential
investors in the offshore finance sector including a number of clients from the
famous HSBC bank simply because of the relatively poor telecommunication
service. Consultations revealed that there is a need to explore ‘Time-access’ in the
financial market and the Foreign Affairs playing a more active role in inviting the
CIFA to the committee on key facilitating stakeholders in the trade and investment
committee.

Telecommunications

Telecommunications and postal services are exclusive public monopolies and the
banking legislation breaches the principle of national treatment by distinguishing
clearly between foreign and locally-based operations. While these various
restrictions are not excessive, they probably have some general negative effect on
the business environment. In particular, competition in the telecom sector could
carry significant rewards. Telecom costs are reasonably high, whilst wireless
internet coverage is sporadic. In other Pacific Island countries, particularly Vanuatu
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and Samoa, the introduction of a new provider has lowered costs and contributed
to vastly improved coverage and services, including mobile internet. Services
to outer islands have improved, contrary to fears that the new players would
consider them unprofitable. Although Digicel has previously attempted to enter the
Cook Islands market, the government should consider using PACER Plus as an
opportunity to rethink its policy on the sector.

Exports

Key exports are pawpaw, pearl, fish, chilly and lime with the latter three (3) being
the key performers while lime and chilly are mostly ‘on and off’ depending on
supply. Meetings with the Agriculture and Quarantine exports confirms that
while supply and consistent with supply is a key factor hindering Cooks exports.
The other key problem faced is unavailability to consistently meet quarantine
requirements such as SPS, standards, packing and packaging, labelling and
related Technical Barriers to Trade (TBTs) in the ANZ market, more so in NZ (which
is the more significant market). The agriculture sector needs an over-haul of their
policy and priority crops consistent to Cooks comparative advantage and also
long term investment and value — added opportunities/down stream processing
that could demand supply of such produc