


































































































































































































































APPENDIX 1 

TRADE CREATED AND TRADE DIVERTED DUE TO 

THE NEW ZEALAND - MALAYSIA TRADE AGREEMENT 1 

1 0 INTRO])UQTION 

The aim of this short study is to try and isola,te the 

gaj.ns from any trade stimulus (in terms of the quantity of 

trade created and trade diverted) resulting from the 1961 

New Zealand IvIalaysia Trade Agreement 0
2 

The Agreement was signed on 3rd February 1961 and came 

into force on the 8th June 1961 0 The basis of the agree-

ment was the granting of a preferential tariff rate (via 

Schedules A and C) and margins of preference (via SchedulesB 

and D) on a group of commodities,by each member p 

20 �~�i�l�i�T�H�O�D� OF ANALYSIS 

The method used to estimate the quantity of trade created 

and trade diverted is one used by Burtt v DoJ 0 (4) in his recent 

study of the NAFTA agreementQ 

In brief, this method assumes that grow-bh in the value of 

trade of preferentially traded items3 between agreement members 

will be faster than in those commodities not �r�e�c�e�i�~�~�n�g� any 

special treatment under the trade agreemento This exeess irt 

For the period of this study Malaysia was a,sfined as in= 
eluding West �I�v�r�a�l�a�y�a�~� Sabah and Sarawako 8in,i:r;8.pore was 
at no stage includedo 

2 Hereafter refe:rTed to as the 1961 Trade Agreement o For 
details of the Agreement see New Zealand Treaty 8eries19619 
No 0 6 0 Department of External Affairs 0 \'lellingtono 

j 'Preferentially traded items', refers to those ,items 
receiving tradi.ng preferences under the 1961 Agreement 0 



trade in preferentially traded commodities is assumed to be 

made up of trade createdn and trade diverteda 

(1) Excess Trade of Preferentially Traded Itemso 

A growth ~ate is found for both the non-preferentially 

traded items 1 and for the preferentially traded itemso The 

quantity of preferentially traded items entering trade above 

that due to the growth rate of non-preferentially traded 

items is termed excess tradeo 

(2) Trade Created .. 

To find the trade created component of the excess trade 9 

an agreement member'S expan sion in trade 11i iih all countries 

of the preferentially traded goods is calculated 0 From this 

is taken the expected trade growth with all trading partners 

(ioe~ using the growth rate of non-~referentially traded 

items) of the preferentially traded itemso 

The extra trade above the expected growth is assumed to 

be the trade created as a result of the agreement 0 

(3) Trade DivertedQ 

This is indicated by establishing the amount by which 

the growth of trade in preferentially traded items is exceeded 

by the grmtfth in non-preferentially traded goods with all 

countries except the trade agreement partner 0 

Note that because the trade created plus trade diverted 

is assumed to equal excess trade~ trade diverted may be treated 

as a residual after calculating the trade cre~ted and excesS 

trade .. 

-----------------------------~q-----.----------~,---~--~~-, ------=-==~~-=== 

1 The growth rate of non-preferentially traded items is 
assumed to provide an expected or non-agreement trade 
growth rate 0 



The time period of the analysis was from '1960 to 19749 

1960 representing the pre-trade agreement levels of trade 

and 1974 being the mOE,t recent trade data available for 

Malaysia (in sufficient detail) 0 

30 ASSUMPTIONS IN THE ANALYSIS 

( 1) It is assumed that the portion of trade between the 

two agreement members that does not receive trading prefer= 

enees via the trading agreement~ is sufficiently large to 

give a reasonable estimate for the growth in trade of 

commodities not included in the agreement 0 

(2) ~his approach assumes the non-existence of similar 

tradE? agreements or other sources of trade creation for 

the products jnvolvedo 

(3) It is assumed that the growth. in trade of preferentially 

trs,ded go ods maintains onl;y an average trad.e growth ltd th 

third countri.eso 

Results of this approo.ch are sUbject to quite sweeping 

assumptions an\i j,t is likely that irregularities in world 

trading patterns could overshadow the effects being studied 

but at the very least the results would pr'ovide a basis for 

qualitative judgement 0 

40 PART 1 : r'lalaysia.n Imports From Nevv Zealand 1960=1974 

From 1960 to 1974 there has been a oonsiderably greater 

growth rate in New Zealand exp~rts -bo Malaysia of preferen,= 

tially traded items than of items not included in the agreemento 



Using the ~rowth rate of ~tems not receiving trading 

preferences upder the 1961 Agreement of a multiple of 

14029, then the expected level of Malaysian imports of the 

preferentially traded items would be $10p196 p929 (i080 

." .... ". 

This leaves excess trade 

of $7 p888,226 which at least theoretically can be attrihllted 

to stimulus given to trade as a result of the agreemento 

Table A 1 .1 Excess Trade in Malaysian Imports 

from New Zealand 9 

. ~ ~--~ ~ 
" , 

l-'Ialay'sia;p. Imports 1960 1974 Increase 
(Ivrul t-

Expected Excess 
From Ne-v.t Zealand $NZ $NZ Level Trade 

]'OB* FOB iple) Pref 
Item 

... "*'f"W -, t!IIfI'* , .,.-. Imports 

Preferent;Lw. 
traded :ltems 713072 18085155 25.36 10196929 7888226 

Other items 189408 2707278 14029 
....... -
Source; NQZy CountFY: A!l.§J.ysis ot]]xternal Trade? NoZo 

Department of Statist;ics p 

*" The New Zealand export FOB valua'tion was used assuming 
~t to be reasonably comparable to CDVo 

Table l;!.1.2 The Trade Creation Component of 
Excess Trade 9 

Malaysian Imports 
From all Countries 

Preferentially traded 

1960 
$NZ-X- CJDV 

items 18604699 
Other items 451702260 

,r i 'T 

1974 
$NZ CDV 

61735500 
2667244300 

Increase 
Multiple 

Source: Trade Year Book: Food and Agricultural Organisa1;iol1o 
Yearbook of International Trade Statistic~ United 
Nat i ons"-;-' 197 47-' '-= ... 

*" Because figures were only available for eIF valuationD 
10 percent was subtracted to give an estimate for ODVo 



The value of trade created would appear to be ni.l wherr9~~ 

as trade diverted would appear to be a very significant; cmlse~ 

of the excess trade in Malaysian imports of preferentially 

traded items from New Ze aland 0 The overall growt;h 

preferentially traded items 'is considerably behind the growth 

;in nan""preferentially traded items (Table A'I 02) 0 

more, considering the fall in importance of preferentially 

traded items (iqe" from 4 percent in 1960 to 203 peI'oent. in 

1974) of tot9.-1 r·Talaysian imports 9, there seems to "be nc) evi.= 

dence of positive economic gains (trade creation) to Malaysia. p 

as a result of the tariff concessions granted in the 1961 

Trade Agreement" 

New Zealand's share of imports of preferential items 

into Malaysia grew from 4 percent in 1960 to 2903 percent 

in 1974 and its share of the total Malaysian import market 

grew from 002 peroent in 1960 to 008 percent in 19740 The 

dramatio expansion of Malaysian imports of preferential 

items :from New Zealand would appear to be the result a 

shift in the source of IVIalaysian imports favouring New Zealand 

products" 

It is w1likely that the tariff preferences given to New 

Zealand was the only major influenqe in New Zealandus expan= 

sion of its share of the Malaysl.an import marketo Other 

factors favouring New Zealand products such as a favourable 

exchange rate, price competitiveness, product range and 

quality and promot~.onal campa:l,gns~ have all been significant 

contri"putors 9 The 1961 Trade Agreement np dout'~·· provided New 

Zealand w:tth secu.rity of' rE)ady acc;ess on a. basis enabling 

;it to qompete sucoessfully for a growing marke"1;; share 0 



PART 2 New Zealand Imports from Malaysiao 

The percentage of New Zealandis total imports dropped 

from 009 percent in 1960 to 0.,4 percent in 19740975 and has 

seen a small. i.m.provement to 007 percent in 1975=76 0 On 

the whole Malaysia appears to have missed out on receiving a 

share of Ne~'f Zealand's grow ing import market 0 

This ironically, appears to be largely caused by the 

items i.ncluded :tn SchedulesC and D whioh in total have 

suffeJ;'ed a oonsiderable decline in real terms (see Table 

A1,,3) and on_lY a very modest gr'owth (relative to other 

items) in actual value (see Taple A 104)" In particular tiu g 

ru,bber a:p.d saJ6'o and tapioca have all stayed approximat ely 

static in actu.al value terms (see Table A'J 1>5)" 

Table A 1 ~3 Excess Trade in New Zealand Import;s 
fram Malaysia (Deflated) 

-----------¥%----~4------------~--------~~---·------ -----------=-== Impori;s from 
New Zealand 

Preferential 
traded items 

Other it ems 
']Z ... _-,.. " 

1960 
$NZ CDV'* 

9549138 
738907 

1974-75 Increase 
$NZ CDV-1<-

5040210 
3716095 

1975=76 
$NZ aDV~\' 

4868176 
9541232 

Source ~ N.,Z • ...Qou,mr;y Ar~."y;"s:ts....2f_E}~,ti~E}-& Tl"a~ 9 N oZ 0 Depart,~ 
ment of Statistios g 

*" Figures deflated using Import price Indexp' Base year] 40 

Table A 1 ~4 Excess Trade in New ZeaJ_and Imports 
from Malaysi.a (Undeflat ed) 

----.-.... f -==t' ""'f'AA;i' ~_~ .... ~~ , __ ~.-=--- -== '? ~-==:X~'1=~ 

Imports from 
New' Z ea::j.and 

PrefE:'3ren tial 
traded .1 tems 

Other i"tiems 

1960 
$NZ anv 1974=-75 

$NZ anv 

429711·2 5236778 
332508 . 3861023 

Source:- See ~able A1Q1 0 

Inorease "i975=76 
$NZ CDV 

6460069 
1266'1215 



Table A105 New Zealand Imports of Preferential 
Items 

New Zealand Imports 
From Malaysia 

Sago & Tapioca 
Rubber (Nat 9 & SynQ) 
Tin 

Sourqe: See ~able A'I 010 

1960 
$NZ ODV 

32498 
3426286 
480630 

1974=75 
$NZ G.nv 

40669 
3500575 

58'10 

Table A 1 06 -x' New Zealand Imports of Crude Rubber 

Source of Imports _._JlJ:]o;;;:;.Z,....,,;;.CD::;;._ V.;..-___ _ Increase 
1960 1974-75 

="1"'1 sp ............ "'~~i 

Malaysia 3426286 3500575 2% 
eJapan 498 3049595 x6123 
U.S.A. 1021494 1114411 9% 
Canada 413634 799441 93% 
France 766997 
United Kingdom '158902 300604 89% 
Total Imports 5202240 11182395 115% 
~ ..... ~~ ....... ....., - ="""..........., 

Source: see Table A1 01. 
·if Includes synthetic and l"Elclaimed rubber. 

The inabilj"ty of l\1alaysia to partake ,in the growth 

of New Zealand rubber imports appE)8,rs to be due to a 

lack of price competitiveness with large indu,strial 

producers of syntheti.c rubber greatly outweighing any 

tarif';f preferences given to New Zealand import2; of 

l\falaysian natural rubber. 



Table A107 

Source of Imports 

Malaysia 
Australia 
United Ki~gdom 
Total Imports 

...,-

Source: See Table 

New Zealand Imports of Tin and 
Tin AlIQYso 

1960 1974=75 Increase 
$NZ CDV $NZ CDV 

===--== 

480630 5810 0 83 .. 
19484 1766557 .x: 9 'I 
49096 66560 36% 

568292 1839526 2247; •. .o=:o:=a:::.::~== 

ALL 

The rather drastic shift in New Zealandvs source of 

tin imports to Australia can largely be attributed to the 

equivalent tariff pref(:irences given to Australia and its 

growth as a major and competitive supplier of tin and tin 

alloys~ 

12L 

Tnere has been a tendency for New Zealand to import 

semi~fjnished tin materials and tin alloys (for which 

Australia receives greater tariff preferences than lVlalaysia)9 

rather than the bulk tin (i060 tin billets and ingots) which 

was guaranteed to remain tariff :eree on imports from 

Malaysia (but wh:j.ch has remained completely tariff free 

for all imports of this ravl produot v see Table A 1 0 8) 0 

The growt:Q. of New Zealand imports of rJIalaysian pine= 

apples (pres~rved) and the maintained dominance of Malaysia 

as New Zealandis main source 0;[ this commodity indicates that 

the margins of preference granted to this product have beEm 

both meaningful and appropriate. They have at least nulli= 

;fied other tariff preferences granted to Australia and 

enabled IVlalaysia ,to take advantage of an apparent price 

'advantage in a grow ing market., 



Table A1,,8 Tariff Rates for Tin Products (%) 

1956 1962 1967 19'72 1974 
______ v_. ____ - __ ~----~----~-~----~----------->-~~--~==---=_.=== 

~in in Bi11etsgIngots? Blo~ms or Pigs 
General Tariff 0 0 0 o 
Solder __ 1"1V=W ~ unwrought R W£,O$l-J.~) 

J'.lalaysia 3 0 0 15 
Australia 3 0 0 71 
General Tariff 3 0 0 15 

Tin? wrought bars, rod§.~ angle 
I i 

shaped s.qe ets £ pl§.tes 
and strips 

MalaYE:;ia 0 12t 12t 12t 
Australia 0 11 7t 4 
General Tariff 10 36 36 36 

Source: The Customs Tariff of New Zealand, Customs 
Department~ {N oZ 0) 1 -

Table A109 An Import Price Comparison of 
Australian and Malaysian Preserved Pineappleso 

Source: 

, 

Price N oZo cents eIF/lb 

Australian Malaysian 

1960 12 8 
1961 12 8 
1964 10 10 
1966 1'1 10 
1968 9 10 
1970 12 12 
1972 17 13 

New Zealand Imports Part ~country by 
Oommodit;y 9 lJep:L stat;1.s~CS 0 

o 

15 
7-L 

:2 

15 

121 -2 

4 
251 

The agreement appears to have failed to prolluce any 

excess trade in the commodities receiving tariff preferences 

under Schedules C and D (i 9 91' Malaysian exports to New 



Zealand) with the possible exception of preserved pineapples, 0 

This has been mainly due to competing tariff preferences. 

granted to trading partners (in particular Australia) and 

to the price competitiveness of substitute products (i080 

synthetic rubber and tin alloys) 0 Transport costs may 

have assisted in the shift in imports to Australia but 

would have been a relatively small determining factoro 

60 SUMMARY 

There seemed to be an absence of trade creation in the 

imports of both members of the 1961 Trade Agreement, from 

each othero 

The only significant trading growth WaS in New Zealandus 

exports of preferential items (Schedules A and B) to Malaysia 9 

possibly the result of some quite major trade diversion g as 

the relative importance of these products in total Malaysian 

imports dropped markedlyo 

It is tmlikely that the level of preference to New 

Zealand imports was of such a high level to encourage 

serious tr~de diversion in Malaysian imports on its owno It 

is likely that the growth in New Zealandis exports of these 

preferential products to Malaysia was assisted by the security 

of access and unimpeded competition that the agreement providedo 

But more likely to be directly influenced by factors mentioned 

earlier (such as favourable exchange rates 9 price competitive= 

ness aJld product range and quaJ.ity). 



APPENDIX 2 

DATA USED IN DERIVING 
IMPORT ]'UNCTIONS 

The data matrix shows the 23 observations for each of 

the 23 variables used 9 

The data was used to derive ten equationsQ Each 

equation consi$ted of a single dependant variable ( quantity 

of imports for a given commodity group) as a function of 

four independant variables (gross domestic expenditure g 

the exchange rate p net overseas assets and the New Zealand 

price of the imported commodity). 

In the accompanying data matrix (pages 126 and 127) 

the first 23 numbers (reading across the eight number row 

covering two pages) represents the first observation for 

each of the 23 variables. The values shown in the data 

matrix represent the adjusted form of the data (where 

standardization of data was necessary). 'rhe variables 

appear in the data matrix in the following ordero 

(a) Gros s Domestic Expenditure. The values shown 

have been multiplied by 10-7 prior to entering the data 

matrix. The values are for the March year following the 

current year for the price and quantity data between 1950 

and 1961 thus over this period it has a lead of three 

months. Between 1962 and 1972 the data is for the March 

year of the year clJ~rent for the price and quantity da tao 

thus over this period it is lagged by three months., The 

data has been deflated using the Consumer Price Index (for 

~l groups)p the base year being 19740 



(b) Exchange Rate.. The values shown have been 

multiplied by 102 prior to entering the data matrixo They 

cover the same period as for the current price and quant 

data. 

(c) Net Overseas Assets .. The values have been 

multiplied by 10-7 prior to entering the data matrixQ The 

values are lagged 12 months from the current year for the 

quantity and price data. The data has been deflated using 

the Consumer Price Index (for all groups)g the base year 

being 1974 .. 
(d) New Zealand Priceso The next ten values in the 

data matrix represent unadjusted price values for Groups 1 

to 100 The prices have been deflated using the Import 

Price Index9 the base year being 19740 
(e) Import Quantityo The last ten values (in the 

group of 23) represent import quantities for Groups 1 to 10 9 

which have been multiplied by 10~5 prior to entering the 

data matrix., 

The derived equations shown in the text (Chapter III 

Section 5) have been readjusted to allow for the standard= 

ization adjustment of the dependant variable (1.,e" the 

coefficien·ts have been multiplied by 105) .. 
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