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Executive Summary 

The objective in undertaking the review was to define a long term strategy for the 
provision of banking services for the Cook Islands economy that will on a sustained basis: 

• lower the cost of banking for businesses operating in the Cook islands; 

• improve the accessibility to banking by Cook Islands businesses and residents; 

• provide the banking services necessary to support the major growth sectors of the 
economy; and 

• minimise the need for Government financial support to achieve the above. 

The conclusions and recommendations of the review are based on conversations I had with 
Government leaders, the regulator, business owners, the banks and suppliers. Research and 
analysis was also carried out based on official documents, bank information and external 
banking studies. The key conclusions of the review are that the: 

• Cook Islands banking system is operating on a developing country model, whilst the 
business customers have developed country needs and expectations; 

• low scale of the banking systems makes it a high cost model; 

• profitability of the banking sector is relatively low, and is possibly at unsustainable 
levels; 

• banking system has a significant non-performing loan problem that is a major drag on 
the economy; and 

• structure and operation of the current suite of property legislation is the major 
underlying cause of high bank lending rates 

Action to address all these issues will be required if the Cook Islands banking system is to 
contribute towards the restructure of the economy so that there is continued sustainable 
growth. The key recommendations of the review cover both short and medium term 
strategies including: 

• the need to take urgent action to assist in clearing the market of the many properties 
covered by non-performing debt; 

• amendments to existing laws to make lending a lower cost process for the banks; 

• changing bank licensing to encourage the banks to move towards a model that provides 
customers access to the scale and range of services provided by the New Zealand and 
Australian banking system; and 

• undertaking a review of relevant land legislation that considers how to best establish a 
property category that is better aligned to the banking requirements for securing loans 
while still preserving the cultural significance of landownership 

Further detail and discussion of these recommendations is provided in the full report below. 
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Context and Conversations 

As a banker numbers speak to me. They tell of the productivity of a business, of the level of 
competition, of decisions that have not turned out as expected and of the sustainability of 
an enterprise. More important than the numbers are the conversations. In my week in 
Rarotonga undertaking this review I had many. I talked with bankers, with business 
owners small and large, with government leaders and with regulators.  

The themes of the conversations were very consistent. The bankers told me, “We have a 
very effective and competitive banking regime relative to any other Pacific Island country – 
but we are not making the returns our owners expect.” They know they are doing a good 
job under the circumstances, but are defensive as their owners expect profits comparable 
to other markets.  

The business people talk with the energy of frustration, “The banks are not meeting our 
needs and it is getting more difficult to borrow – we pay too much for too little compared 
with what we pay in New Zealand.” The regulators are very focused on their role. They are 
proud of rapidly bringing Cook Islands to a first world compliance regime and they want it 
to stay that way. 

Intertwined in all conversations with all parties was a deeper concern: “There is a lack of 
growth opportunities with skilled people leaving at an increasing rate and there is not yet a 
clear plan to address the situation.”  In my discussions with officials and the Minister of 
Finance there were clear aspirations to achieve a higher growth economy to close the gap 
between the Cook Islands economy and those of Australian and New Zealand, so as to 
retain people in the Cook Islands and attract back those who have already emigrated. 

These conversations define the fundamental purpose of this banking review: To identify 
how banking can more effectively contribute to achieving higher economic growth. With 
banking, more than most industries, how effectively the industry works depends largely on 
the Government.  

A successful banking industry depends on the laws that govern finance, business and 
property, on the costs of establishing and enforcing contracts and on the regulators 
achieving the desired outcomes at lowest cost. Accordingly, any significant change 
necessitates Government action. As this review will outline, the pace of change must be 
measured and considered. Getting it right is a long run game. A five to ten year vision with a 
series of initiatives and regular review is far more likely to be successful than short term 
interventions that simply attempt to regulate desired outcomes. 
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The Role of Banking in an Economy 

Banking is a crucial part of any economy.  The efficiency and effectiveness of the financial 
system is a key to underlying economic success.  In advocating financial reform in Australia 
in the 1980s, Paul Keating the then Australian Treasurer said, “Banking is the artery of the 
modern economy – we need to clear the financial arteries to get blood to the economy”. 

Banking is made up of two main businesses. The largest of these businesses is known as 
intermediation and is simply the taking of deposits and then lending them to other parties. 
At its most basic, intermediation by banks (i.e. deposits and lending) enables those with 
excess resources for their needs today to pass them safely on to those who could benefit 
from access to more resources in their lives or businesses.  

Significantly, the major flows underlying modern banking are intergenerational, older 
people with accumulated savings which are provided to younger people to buy houses and 
consumption goods like cars.  

Likewise in the business sector, money flows from more mature businesses and 
organisations that are generating surplus cash to businesses that are growing quickly, and 
from cultures with excess saving habits to those who do not save enough. 

The gap between what banks pay for deposits and how much they charge for lending 
reflects the bank’s cost of doing business - both the administrative and legal tasks in 
lending money and the cost from borrowers who default on their loans.  

The other business of banking is payments. The payments business is the transferring of 
money between people or organisations in different physical locations. Historically this 
involved cheques and cash, however payments is where technology has really changed 
banking. Electronic settlements and internet banking have revolutionised the way modern 
banking is done. 

Mobile and smartphone technology is currently taking payments to the next level. For 
example, in Australia and New Zealand, most customers can  access live account 
information and balances instantly and undertake banking activities such as  money 
transfers and bill payments, ,through their smart phones.  More sophisticated online 
systems provided by the banks also allow for improved expenditure tracking and budget 
management tools. Customers can now open accounts and manage foreign exchange 
through internet banking – all usually at little or no extra cost.  
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Banking has usually been a significant component of most countries economic reform 
programmes to improve economic outcomes. While it may not be impossible, it is very hard 
to envisage the Cook Islands moving closer to developed economy status without access to 
developed economy banking services and skills. In this regard the most critical banking 
services for the Cook Islands today are: 

• cost effective lending products that match business and personal needs and risks; and 
• high functionality electronic payment and money-management internet banking platforms 

that are directly linked to global payments networks. 

Access to high functionality internet banking will become even more important in the 
future as businesses move to models which are not limited to a physical presence, such as 
cloud computing on the internet. For example, over 40,000 small businesses in New 
Zealand use accounting software that takes data feeds from their bank and integrates into 
other cloud software such as stock management or customer relationship management 
applications. The speed in take up in new connected business models is illustrated by 
Facebook which in ten years has over 900 million active customers – almost half of the two 
billion people who now have some form of access to the internet. 

The Pacific Islands Banking Model 

In most Pacific Island countries the banking sector is limited to three or four commercial 
banks, of which ANZ and Westpac are the most significant participants. Most countries 
have or have had at least one local bank. Over the past 25 years a number of foreign banks 
have exited (e.g. Citi, HSBC, Barclays, BNZ, Commonwealth and Bank of Hawaii) these 
markets and the number of local banks reduced.  

The mechanism for reducing the number of local banks has usually been through sale to 
ANZ or Westpac or the relatively recent entrant, the Bank of the South Pacific. This has 
made the two Australian banks the dominant players across the Pacific.  Their AA ratings - 
resulting from their strong domestic economy and robust regulatory environment- have 
been particularly beneficial in the last five years in providing stable banking in the Pacific 
through the continuing global financial crisis. 

As is highlighted in Table 1, banking in the Pacific has the characteristics of developing 
economy banking rather than developed country banking to which Cook Islands banking is 
regularly compared. 
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Table 1 – Performance Comparisons –Pacific Banking 
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Solomon Islands 13.6 6.8 7.8 6.7 7.6 30.3 17.8 
Samoa 8.8 6.2 5.5 5.7 5.8 24.2 18.1 
Vanuatu 8.7 3.6 2.7 2.8 3.4 34.3 11.1 
Tonga 7.0 6.1 5.2 5.4 3.6 16.5 15.4 
Papua New Guinea 6.5 4.6 4.3 4.0 5.0 32.7 13.1 
Fiji  6.1 4.8 3.3 4.0 3.6 32.7 9.1 
Cook Islands 4.3 3.0 1.9 2.9 1.6 11.6 9.7 
Source PFTAC : Cook Islands – Average of last 6 years to 2010 All others – Average of last 10 years to 2010 

Compared with other Pacific Island countries the Cook Islands Banking regime performs 
well with the ratios that measure what the customer pays (interest spreads, fees, costs and 
profits) which are all lower than other Pacific Island countries.  

Notably, the level of non-interest income is considerably lower than other nations, 
reflecting the lack of foreign exchange income due to the use of the New Zealand dollar as 
the national currency.   

The Cook Islands banking ratios sit between those of the developing and developed 
economies reflecting the reality of its current position.  

Table 2 – Performance Comparisons – Cook Islands and New Zealand 

 

 Net Interest 
Income 

Non Interest 
income 

Expenses Post Tax Returns Return on 
Assets 

New Zealand 2.0 % 0.7 % 1.2 % 15 % 2 %. 

Cook Islands 3.0 % 1.9 % 2.9 %   

Customer Needs 

Cook Islands business customers set their benchmark for the banks by what they 
experience in their banking relationships and functionality in New Zealand. Most of the 
businesses I spoke with have adopted a dual banking regime model that includes: 

• Having accounts at all three of the local banks so they can make payments direct to the 
customers of those banks and avoid the transfer charge for interbank transactions; 

• Having an account with a New Zealand based bank, and if they directly purchase 
services or supplies from New Zealand, using that account via internet banking as their 
primary business account. They also frequently use their New Zealand banking 
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relationship for their foreign exchange needs as rates and ease of access is considered 
better. Where they have adopted this practice they are likely to also keep their money 
on deposit in New Zealand where savings rates are not dissimilar to those offered in the 
Cook Islands. 

• Alternatively they work through a New Zealand agent who does their financial 
transactions on their behalf. 

• On the basis of a small sample, balances held by Cook Islands businesses in New 
Zealand based banks may be in the order of $20-$40 million. Some tax leakage is likely 
to be resulting from this situation. 

• Business requiring retail card payment capabilities usually have two EFPTOS terminals 
for domestic customers with the different banks (BCI routes via Westpac terminals). 
One of these terminals is usually enabled for the international schemes credit and debit 
transactions (i.e. Visa and MasterCard) and for visitors with credit cards.  New Zealand 
debit cards are treated as foreign transactions with additional fees for both parties 

Businesses also expressed concern that the cost of business finance is too high – 
particularly compared with what they believe is charged in New Zealand for NZD loans. 
Specific concerns raised by business included the: 

• observed margin for mortgage secured finance is over 7 per cent (i.e. term deposits at 
3 per cent -loans from 10.5 per cent) compared with the 2  per cent similar margin in 
New Zealand; 

• banks are lending less than in the past against asset values and requiring far more 
regular and detailed financial information; and 

• lack of development finance available for new ventures – while other Pacific Island 
countries appear to have schemes operating. 

Current State of Banking Industry 

The Cook Islands banking industry grew strongly through the mid-2000s fuelled by a 
buoyant economy that provided good incomes to support both business and personal 
borrowing. Since the global recession starting in 2007, incomes have dropped significantly 
leaving many borrowers struggling to meet their payment obligations. This has led to a 
major overhang of non-performing debt and attendant securities (mortgages) which the 
banks are struggling to clear through a market exhibiting very low sales levels for 
businesses and homes (particularly high value residences).  

In this situation the banks have significantly tightened their monitoring of business risk as 
they potentially see much lower value in the underlying mortgage securities for their loans. 
The demands on businesses for financial information and loan compliance are now much 
higher. 
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Key features of the domestic banking industry are: 

• Three main banks with respective average market shares of ANZ 45 per cent, Westpac 
40 per cent and BCI 15 per cent. BCI has expanded to compete across most markets 
following its restructure in 2004. 

• Total lending of $285 million (including provisions of$17.5 million) giving net lending 
of $267 million with business loans 51 per cent ($136 million), housing 43 per cent 
($115 million) and unsecured personal of 6 per cent ($15 million). Total lending growth 
is static to decreasing. 

• Local deposits of $240 million with a funding gap of between $15 million and 
$40 million funded through parent loans by the branch banks. Local deposit growth 
increased in prior years following global trends in savings rates but is currently static. 

• At current levels, bank lending is around 1.2 times GDP, compared with bank lending in 
New Zealand of around 1.5 times GDP.  There is good branch access in Rarotonga and all  
islands (supported by a small Government payment to BCI). 

• On average the banks are well capitalized with total capital of $53 million but one bank 
is significantly overcapitalized and one undercapitalized on international standalone 
norms. 

• Total provisions at 31 March 2012 sat at a very high level of 5.6 per cent of total loans 
with non-performing loans levels of around 16 per cent of total loans. 

• Average returns on capital after tax have been in the 10 per cent-15 per cent range in 
the last few years and are currently around 10 per cent. This is well under Pacific levels 
of 20 per cent-30 per cent and Australian and New Zealand levels of the Australian 
owned banks of around 20 per cent. 

• All transactions between banks are done manually with no electronic clearing/ 
payments platform between them. 

• Although all banks offer internet banking, many of the processes arising from internet 
transactions are manual including all those to other banks. 

• Total employee numbers for the banks are approximately 210(with the same 
population ratio New Zealand would have 60-70). 

Currently the key issues for the banking industry are: 

• The lengthy, complex and expensive processes of getting to the situation where they 
can put their mortgage security (i.e. lease) up for sale – legal fees for this process can be 
up to $10,000. 

• The lack of buyers of property leases in a market restricted to residents and approved 
business applicants. 

• The lack of enforceability of personal lending contracts with there being no statutory 
bankruptcy provisions or court order enforcement capability. 
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• Few new business opportunities and competition for existing business is limited by the 
high cost and complexity of transferring or increasing a mortgage on a lease. 

• There is no business case for investing the $2-$3 million it would cost to put an 
electronic clearing system between the banks. 

The Non-Performing Loan Problem 

The domestic banking system has a significant non-performing loan (NPL) problem. A non-
performing loan is where a borrower has stopped making payments and the bank has 
stopped accruing interest.  NPLs currently sit at around 16 per cent ($45 million) of 
lending. Compared with other countries this is high. NPLs in the Irish and Greek banking 
systems were 15 per cent and 15.9 per cent respectively at 31 December 2012. The 
corresponding number for the New Zealand banking system is just over 1 per cent. 

Unlike Ireland and Greece the NPL problem is not primarily a sovereign problem as over 
70 per cent of the NPLs are on the balance sheets of the Australian banks. However, the 
problem does have significant economic implications as the NPLs are estimated to cover 
over $60 million of leases that the banks are seeking to clear through mortgagee sales. 
Given current annual sales levels of 10-12 properties this NPL overhang will take many 
years to clear. While it is difficult to be completely definitive, implications of this are likely 
to include: 

• Continued reduction in property values – in turn reducing the amounts the banks are 
prepared to lend. 

• Further economic migration as indebted households seek new economic beginnings or 
higher income to service loans in New Zealand or Australia. 

• Low bank profitability for a number of years. Money has been set aside (i.e. 
provisioned) to cover an expected capital loss of 35 per cent of NPLs. If property values 
fall further as is likely this level may need to increase significantly with a corresponding 
impact on bank profitability. 

• Lending interest rates increasing, due to the banks cost of carrying the NPLs and the 
increase in lending risk. 

• Very limited new construction activity due to the overhang of existing property for sale 
at below replacement cost. 

• Significant reduction on access to credit with the two Australian banks now making all 
major lending decisions outside of the Cook Islands using very conservative loan to 
value ratio criteria. 

The Scale Problem 

Banking in the Cook Islands is of a very low scale. Using a simple ratio of population if 
banking had the same scale of the New Zealand, the industry would employ 60-70 people 
rather than the current 210. The scale situation is actually worse than this as many 
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businesses do a proportion of their banking in NZ and the services offered by the local 
banks are limited compared to NZ. 

The major investment required to improve the functionality of the banking system is to 
establish an electronic clearing between the three banks providing transactional services. 
This is a major undertaking that requires establishing a common account numbering 
system, clearing rules and bilateral or multilateral switches for file exchange.  My ball park 
estimate is that total costs for this across all banks would be in the $3m-$5m range. The 
business case would be difficult for the banks to justify as active customers are around 
8,000 giving a per person cost of $400-$600. 

Drivers of Interest Rate Differentials with New Zealand 

The nominal interest spread difference between the cost of deposits and the lending rate 
for New Zealand and the Cook Island is around 5 per cent. This is driven by three areas of 
additional cost: 

• Offshore funding - the gap currently of between $15-$40 million is estimated to 
contribute up to 0.5 per cent (of  the 5 per cent ) due to the price charged by the parent 
bank in Australia for this funding. It has been up to 1 per cent (of the 5 per cent) in the 
past but is likely to decrease further as the trend in local saving increases and demand 
for lending remains subdued 

• Scale – the situation of three standalone banks operating in a market the size of a town 
with a first world supervision and compliance regime and high input costs is extremely 
low scale. At least 2 per cent of the extra spread can be attributable to this on the basis 
that costs are more than twice what they would be in a scale market.  

• Risk Cost – this is currently adding 2 per cent to 3 per cent due to cost of funding and 
managing non-performing loans and the provisions and write-offs required to clear the 
situation. This cost is the main reason that rates have not come down in parallel with 
Australian and New Zealand rates. Unless some of the underlying issues inhibiting the 
sale of mortgage leases supporting current non-performing loans are addressed, this 
cost is likely to increase 

Notwithstanding the factors above, the banking market appears reasonably competitive 
with businesses providing anecdotal examples of rate competition and negotiated 
reductions. Competition of two and sometimes three banks in a declining market is keeping 
profit levels down below organisational targets and loan rates below where the high cost of 
undertaking banking and high business risk in lending implies they should be. 
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Strategies to Make Banking Work Better for the Cook Islands Economy 

 In the short to medium-term (i.e. the next 24 months) the key issues are: 

• The faster clearance of the overhang of non-performing debt in the banking system; and  

• lowering the costs of making loans. 

In the medium term to long term (i.e .two to five years) the major issue is whether it is 
possible to move from a developing economy banking system to a developed economy 
model. 

Dealing with the Non-performing Loan Problem 

Recommendation 1 –That the Ministry of Finance establish a task force with an independent 
Chair that includes the Financial Secretary, Banking Regulator, a legal representative and the 
three Bank’s CEOs (or their representatives) to fully define the problem and recommend within 
90 days an action plan that would reduce NPLs below 5 per cent of loans within 18 Months. The 
Task Force would be serviced by staff from the Office of the Banking Regulator  

The economic consequences of having high levels of non-performing debt in an economy 
are significant. The absence of decisive action to address the problem now will have an on-
going impact on continued sustained economic growth and banking costs for many years to 
come.  

The first step required is for all participants to gain a deeper understanding of the 
composition of the portfolio of leases and business assets that support the loans to identify 
the strategies that could be employed by Government to ensure the assets are brought back 
to full economic use. Such strategies are likely to include: 

• Increasing liquidity of the lease market by allowing a much wider range of non-resident 
purchasers to buy leases on high value residences. 

• Providing automatic approval of sale of businesses to non-residents for businesses that 
are security for non-performing loans. 

Lowering lending costs 

Recommendation 2 – Reduce the cost and complexity of selling a property leaseand 
registering a mortgage against that same lease through amending the property laws to standardise 
the processes of obtaining consents of landowners 

With a large portion of the landowner population now living outside the Cook Islands,the 
process for obtaining landowner consent is becoming increasingly difficult and expensive.  

Banks and their legal representatives comment that the lack of   legal process for obtaining 
consent has led to a situation where the process of securing a mortgage over a lease or 
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moving to mortgagee sale is very costly and takes an extended period of time. This 
situation would be best addressed by proscribing standard consent processes in legislation 
that if followed could not be challenged legally (often called “safe harbour” rules) 

Recommendation 3 – Improve the enforceability of lending contracts by establishing 
bankruptcy provisions or alternative court processes 

The banks comment that there are currently no processes for enforcing court orders to 
repay personal debt. Ideally such processes relating to personal debt would be codified 
through a bankruptcy law so that an orderly consideration be made of what is fairest way 
of dealing with a person’s assets when they get in a position where they can no longer pay 
back their loans.  

Bankruptcy processes also support the rehabilitation of the debtor so that after a defined 
period they can be discharged and resume normal commercial activity.  

Recommendation 4 – Banks establish a credit reference bureau preferably linked to an NZ 
based bureau so an individual’s credit history would be available across both countries 

Credit bureaus provide an information base on whether individuals have outstanding 
debts, the number of times they apply for loans and whether they pay their bills on time. 
They are used by banks for loan approval and businesses that provide delayed payment 
terms to ensure they do not advance loans or credit to anyone who has a history of 
mismanaging debt.  

The logical move would be to become part of a New Zealand bureau so the history of 
people moving between countries could be maintained and the provisions for the 
protection of privacy adopted. (There will need to be an evaluation as to whether there are 
any legal impediments to this occurring.) 

Recommendation 5 – That the Government should not re-establish a development finance 
entity.  

Businesses and the banks commented that the Cook Islands is missing out on development 
finance potentially available from the international development funds. While the Cooks 
GDP per person ratio is above that of developing economy status it is believed that there 
may be enough special purpose development funding to justify the establishment of a 
government agency to develop programmes and source funding.  

The experience of government owned development banks in the pacific islands and other 
developing countries has typically been one of commercial failure with the occasional 
modest success. This outcome has occurred because the skills required in development 
banking are more aligned to the venture capital industry than to traditional banking or 
government agency management. Where development banking has been successful it has 
usually been through selecting business that can be done on better terms or lower cost 
than would normally be done by commercial banks. On balance, it is judged that the 
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Government would be better to focus on improving the business environment for 
commercial banking rather than take the risks of involvement in development banking.  

Move to a First World Banking System 

Recommendation 6–Provide a first world banking capability by establishing a new class of 
branch license that allows for a fully integrated branch for a bank that has a New Zealand 
license. 

Integrating into the New Zealand system would allow Cook Islands customers to access 
current banking services locally as well as the full range of New Zealand dollar 
denominated internet banking services and global connectivity through an effective 
“borderless” relationship with New Zealand.  

The prerequisites to this strategy are broadband bandwidth and speed to allow Cook 
Islands to operate on a New Zealand based banking IT system, agreement with Cook 
Islands and possibly New Zealand regulators, agreement with the Government of New 
Zealand on tax treatment for Cook Islands domiciled customers and persuading ANZ or 
Westpac to move their operations to their banking systems in New Zealand. 

Current broadband speed and latency (i.e. response time caused by signal return path 
delay) is not adequate to operate a New Zealand based banking IT system from Cook 
Islands. The proposed O3b network that is projected to be live in July 2013 will - if it 
delivers on current specification - be  adequate to support the modern desktop 
virtualization technology that allows access to a  full banking IT system from a remote 
location. Subject to coverage by O3b, this model would also support enhanced banking 
capability in the other Islands. 

Most of the financial regulatory issues to implement this recommendation are within the 
Cook Islands jurisdiction as New Zealand banks already open bank accounts and operate 
them for people and businesses outside of New Zealand. Potentially there may have to be 
some type of agreement with New Zealand regulators so the Cook Islands can confirm that 
it is complying with all its international obligations for the supervision of banking and 
payments. 

The tax treatment of deposited funds is an issue that would need to be agreed with New 
Zealand. There are a number of options to address this issue depending on revenue 
collection, alignment and simplicity objectives.  

The likely operating model if ANZ or Westpac moved to this new type of license would be 
that Cook Islands personal and business customers would have the same range of 
transaction and deposit products as in New Zealand with full internet and smart phone 
banking. Lending products however would be different reflecting the different security 
structures and property laws(i.e. mortgage over a lease) and the much higher cost of doing 
such business in the Cook Islands. These products would need to be managed locally. 
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The outcome of a net lower cost model is that there would be fewer local jobs in banking in 
the Cook Islands. This is considered a benefit as these jobs are effectively paid for by local 
businesses making an inefficient banking system effectively a “tax” on local business 

An outstanding question is whether Westpac or ANZ would move to the new lower cost 
operating model.  The assumption is that the market would eventually prevail and lower 
costs and better products and services for customers would lead one to make the change 
and the other follow quickly.  An alternative scenario is to have BCI work with a New 
Zealand based bank to establish a merged operation. 

Recommendation 7 – Undertake a review of the Land Laws that considers how best to establish 
a property category that is better aligned to the banking requirements for securing a loan while 
still preserving the cultural significance of landownership 

As a visitor it is very apparent that the major economic issue for the Cook Islands is the 
better utilisation of land to benefit the people that choose to live in the Islands. There is 
opportunity for the country to unlock more economic potential from local land from 
agriculture and tourism and provide better returns for landowners. From a banking and 
business perspective having most of the land with relatively short-term and non-
standardised leases with multiple individual owners and complex and uncertain approval 
processes makes the Cook Islands a relatively unattractive place to do business. 

The challenge of finding a set of land tenure structures that preserve cultural values while 
supporting economic aspirations is not a unique one. There will undoubtedly be much to 
learn from other countries that have faced similar situations (including Maori land In New 
Zealand). The Cook Islands has however been in the unusual position of not having to fully 
address the potential conflicts between economic and cultural objectives in land ownership 
structures due to having the pressure valve of open access to the New Zealand and 
Australian labour markets. Without change in this area the contribution banking can make 
to develop the Cook Islands economy to a first world one is severely constrained.  
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Conclusions 

Banking in the Cook Islands is at a cross roads.  

The current model is meeting less of the customer needs, the legal processes for managing 
land ownership make lending high cost and there is a large non-performing debt problem 
left from the lending excesses of the mid-2000s. The total banking system is contracting 
and will contract more unless the problems are addressed promptly and in way that 
recognizes they are systemic issues. The policy recommendations in the report layout path 
forward. In principle, the endorsement of those policy directions by government is a first 
step. However, much further work by respective government agencies supported by the 
banking sector will be required to put the recommendations into effect. 

The option of doing nothing is the choice of stagnation. Without strong action on the 
immediate banking problems and reform to move to a first world banking capability it is 
difficult to see the Cook Islands returning to strong and sustained economic growth.  And 
without strong economic growth the objective expressed by all of reversing the current 
trend of increasing emigration will not be achieved.  

 


