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4, A BRIEF HISTORY OF AUSTRALIA NEW ZEALAND TRADE
RELAT IONS

From about 1920 onwards every few years saw the develop=
ment of some major problem of trade disagreement between New
Zealand and Australia. In particular the imbalance of trade
in Austfalia”s favour was a constant annoyance to New Zealand.

The first formal trade agreement was negotiated in 1922,
It provided for a mutual exchange of preferential tariff
treatment for 129 ifems entering Australia-New Zealand trade
at rates in the British Preferential Tariff.

In 1933 a new trade agreement was signed by New Zealand
and Australia. Each country accorded the British Preferential
Tariff treatment to the other's goods but with numerous excep-
tions (a number of which caused the Australian rate to be
higher than the appropriate rate in the British Preferential
Tariff).

In 1938 New Zealand sought greater protection for its
domestic industry by increasing duties on a number of Aust-
ralian manufactures. New Zealand also introduced import
licehcingrwhich was to become a major irritant of trans-Tasman
relations.

In 1944 the Australian-New Zealand Agreement (ANZAC Pact)
laid the foundations for post-war mutual co-operation in broad
terms., Article 35(c¢) of this agreement stated that ‘The
development of commerce between Australis and New Zealand and
their industrial development should be pursued by consultation
and in agreed oases by joint plamning.,’

In 1947 both countries became members of the General

Agreement of Tariffs and Trade (GATT). GATT had little
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significance with respect to the bilateral relations between
the two countries. But with respect to rules laid down by
GATT regarding free trade aregs it was to become of greater
importance.

In March 1956 a Trade Understanding was reached in-
volving the bilateral granting of import licencing concessions.
This followed a major expansion of import licencing restric-
tions in the mid 1950's by both countries to protect their
balance of payments,

In February of 1960 Austral ian import controls were
removed, for New Zealand this nullified preferences gained
in the 1956 Trade Understanding.

1961 saw the establishment of the Australia-New Zealand
Consultative Committee on Trade, it's task being to investi-
gate the development of trans-Tasman trade (in particular the
future of New Zealand exports of forest products). At thie
stage New Zealand was becoming concerned at the diminished
value of preferences gained under the 1933 Trade Agreement.
Moreover, GATT obligations prevented Australia from granting
New Zealand further preferences.

In 1963 New Zealand formally suggested a free trade area
in forest products, however Australia could see little benefit
in sueh an arrangement for itselfo1 It is also doubtful
whether GATT would have approved such a limited free trade
area. In April of 1963 a Joint Standing Committee was

established to study trans-Tasman trade and to submit

L In 1963 while 60 percent of New Zealand's exports to

Australia comprised of forest products only a small
proportion of Australian exports to New Zealand were
represented by forest products.
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proposals for a free trade area, TFollowing the Committee's

report it was agreed that sufficient basis existed for
negotiations and Ministerial negotiations took place in
August 1965, 5

The New Zealand Australia Free Trade Agreement was
signed on 31st August 1965. It became operative on the ist
Japuary 1966, initially for ten years. '

GATT was notified of the Agreement. Following examin-
ation of the Agreement it was suggested by the Contracting
Partises of GATT that serious consideration should be given
to the formation of a 'plan and schedule' for the inclusion
of a 'substantial portion' of trans-Tasman trade in the Free
Trade Agreement. These suggestions are requirements of
Afticle XXIV before GATT Will'reoognise a free trade area.

The Australian and New Zealand Governments agreed to
repcert further to GATT on this point. A general report on the
formation of the Free Trade Area has been made to GATT each
year since the initial examination by the Contracting Parties.

In general the NAFTA agreement:

(a) confirmed the preferential tariffs and access
arrangements provided for in the 1933 Agreement,

(b) defined the‘area of free trade between the two
countries, which has subsequently been expanded by additions
to Schedule A,

(e) wvia the pfovisions of Article %:7, encouraged the
establishment of a mechanism in which more tentative approaches
to complete free trade could be attempted, and

(d) set up a machinery for consultation in which diff-
iculties could be resolved and also allowed the constructive

work of egtablishing a free trade area to proceed continuously.
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5. THE NEW ZEALAND AUSTRALIA FREE TRADE AGREEMENT (I\TAFTA)1

The main features of the Agreement are as follows:

(1) Objectives:

Article 2 states the objectives as follows:-

(a) +to further the development of the Area and the
use of the resources of the Area by promoting a sustained
and mutually beneficial expansion of trade;

(b) to ensure as far as possible that trade within
the Area tékes place under conditions of fair competition;
and

(e¢) to contribute to the harmonious development and
expansion of world trade and to the progressive removal

Hof barriers thereto.

Although NAFTA formally established (Article 1) a Free
Trade Area, complete free trade has never been achieved,
instead NAFTA provided a framework to allow progressive

development of free trade in selected items.

(2) Schedule A:

This lists all the items to which free trade provisions
apply. In accordance with Article 3:3, regular reviews of
items not listed in Schedule A (with the view to their in-
clusion in‘Schedule A) are made.,

When a commodity is added to Schedule A each member

L The text of the NAFTA agreement and the Exchange of Letters

attached to it can be found in:
The Appendix to the Journals of the New Zealand House of
Representatives. Vol 1, A 17. Wellington 1965,
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is required to reduce the import duty rate on the commodity
to free within eight years. In accordance with Article 4
if the initial rate is:

(a) already fréee, then no further action is required,

(b) 5 percent or less, then it should become free
immediately,

(¢) 5 = 10 percent, then it should be halved and
made free in two years,

(d) greater than 10 percent, then it should be reduced
to 80 percent of its initial rate and then every two years
be reduced by 20 percent of the initial rate, becoming free

after eight years.

(3) Article 3:7 :

Article 3:7 contains provisions for goodg not listed in
Schedule A. It states that 'Member States may agree on and
implement special measures beneficial to the trade and
development of each Member State and designed to further the
objectives of this Agreement. Such measures may include the
remission or reduction of duties on agreed goods or classes
of goods.'

This was intended to facilitate schemes to encourage trade
in items that if immediateiy added to Schedule A would create
difficulties for domestic industries in the importing country.
It was supposed that if controlled trade was allowed to take
place in such items proper evaluation of the effects on
domestic industry could be made before inclusion in Schedule A.

Trade arrangements under Article 3:7 have mainly involved

the granting (by New Zealand) of special import licences to
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Australia, in return for duty free entry into Australia of
1

'approved commodities®,
(4) Margin Elimination:

In 1965‘Australia was at a tariff disadvantage in‘the
New Zealand Tariff on a number of items, compared with other
Commonwealth countries receiving British Preferential Tariff
treatment. By aanxchange of Letters (at the same time of
signing NAFTA) New Zealand agreed to remove this disadvantage
completely by 1974. New Zealand fulfilled this commitment
by 1974 (though at a rather slow pace, 26 percent of the
items affected between 1966 - 1974 were not acted on until
1974). - Prior to NAFTA Australia had eliminated similar
differences existing in the Australian Tariff with respect

to New Zealand.

(5) Import Restrictions:

Australia undertook unilaterally not to impose restric-
tions against imports from New Zealand should it need to
apply import restrictions at some future date for balance
of paymen£ reasons. Under Article 5 of the Agreement, New
Zealand has undertaken to reduce and eliminéte import
restrictions on goods in Schedule A at the earliest practic—

able date, allowing for its balance of payments situation.

L These are commodities in which it has been shown that

trade would not take place without such duty rate
concessions.
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(6) Incorporation . of the 1933 Trade Agreement:

Except to the extent that NAFTA supersedes or modifies
them, the contractual rights of beth countries under the
1933 Trade Agreement have been maintained and incorporated

in the NAFTA agreement,
(7) Safeguard Provisions:

(a) Deflection of Trade. Article 7 established pro-

cedures to deal with the situation, where extreme injury is
caused or threatened by deflection of trade arising through
one member having access to inputs at significantly lower
prices, than producers in the second country. This Article
.permits the second country to seek remedy through consulta-
tion, or susﬁension of a relevant part of the agreement,

(b) Development of Industry. For the purpose of

protecting domestic industry to allow establishment or
expansion, items may be withdrawn temporarily from Schedule A
(duties introduced in such a way must be progressively
removed over 12 years).

(c) BSuspension of Obligations. Where imports from

one country are entering in such increased quantities and
under such conditions as to cause or threaten serious injury
to producers in the other country, the latter may\after
consultation and written notice suspend temporarily its
obligations under the Agreement relevant to the problem.

(d) Dumping. VArticle 10 provides for a dumping levy
to be applied (following consultation), where dumped or
subsidised imports into one country from the other is
causing or threatening to cause injury to producers in the

importing country.
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(8) Consultations:

Article 16 provides fcr consul.tations between the
two countries to deal with matters arising from the Agree-
ment. It also makes mandatory the holding c¢f annual

consultations for reviewing the operation of the agreement.



CHAPTER III

THEORY AND ESTIMATION PROCEDURES

1o A REVIEW OF EMPIRICAL STUDIES OF TRADE CREATION
AND TRADE DIVERSION IN THE LITERATURE

Generally the number of comprehensive attempts to asse
the static'effects of trading arrangements by deriving
estimates for trade creation and trade diversion have been
small. However there has for some time, been a well
developed theory in the area of welfare gains and losses
resulting from trade liberalisation in terms of trade crea-
tion and trade diversion, This has largely been the resu
of work by Meade (11) and Viner (15) in the early 1950's,

Much of the analysis in this area has been directed at
assesgsing the economic effects of the European Economic
Community. A significant attempt at deriving the trade
creation and trade diversion effects of the EEC was carried
out by Balassa (2) in 1967. Balassa further extended his
analysié of trade creation and trade diversion due to the
EEC in 1974 (3). In 1969 Truman (14) analysed the trade
creation and trade diversion in the trade of manufactured
products resulting from the establishment of the EEC. A
further study of the effects of the EEC on imports of manu-
féctures was carried out by Kreinin (8) in 1972,

The only trading arrangement that New Zeéland has
entered that covers a significant portion of its trade

in a free trade context and thus has the potential for

27
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significant trade creation and trade diversion, is the New
Zealand Australia Free Trade Agreement (NAFTA). To date
the only attempt at measuring trade creation and trade
diversion resulting from NAFTA was carried out by Burtt (4)
in 1977. |

The five1

studies mentioned provide a body of empiri-
cal approaches to the problem of estimating the trade
creation and trade diversion effects, of a trade agreement
involving a substantial movement towards a free trade area.
A brief coverage of the methods used to isolate the trade
creation énd trade diversion effects in the above mentioned

studies will now be made.

(1) Comparing Income Elasticities of Import Demand.

Balassa (2) uses a comparison of ex-post income elast-
icities of import demand2 in trade between the EEC countries
and with EEC trade (as a whole) with the rest of the world,
for periods preceding and following the signing of the
Treaty of Rome. Under the assumption that income elast-
icities of import demand would have remained unchanged in
the absence of integration. A rise in the income elasticity
of demand for imports from countries within the EEC was taken
to represent gross trade creation39 while an increase in the

income elasticity of demand for imports from all sources of

This is not an exhaustive list of studies of trade creation
and trade diversion but it certainly represents the most
comprehensive studies in this area and those authors most
active in this area of research.

This was the primary approach in Balassa's 1967 study, he
first suggested the method in 1963,

This refers to the growth in trade within the agreement
area, i.e. trade creation plus trade diversion.
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supply (i.e. both within and outside the EEC) would show
trade creation profper1° A fall in the income elasticity
of demand for imports from outside the EEC region was
assumed to provide evidence of trade diversion.

It is assumed that the formation of the EEC was the
single largest influence affecting trade flows of the
EEC countries and that other influences would not have
significantly altered the relationship between imports and
G.N.P.

(2) The Import Share Approach.

This method links imports to the total consumption of
‘commodities in question. This approach was used by Truman
(14) (1969), Balassa (3) (1974) and Kreinin (8) (1972).

Increases in the share of imports from partner
countries in domestic consumption represents gross itrade
creation, decreases in the share of imports from outside
the area of integration represents trade diversion and an
increase in the share of total imports represents trade
creation proper.

(3) Import Growth Rate Comparisons of Preferentially Traded”
and Non~preferentially Traded Items.
This approach compares the import)growth rates of those

items, receiving preferential trading conditions (as a

! See definition of trade creation (page 32),

2 Preferentially traded items refer to those import items
receiving preferential tariff rates as a result of the
bilateral trade agreement under study.



result of the agreement) with the import growth rate of
those items not covered under the agreement,

Trade diversion is indicated where the import growth
rate of preferentially traded items from all sources is
similar to that of the growth rate for non-preferentially
traded items from all sources. But where also the import
growth rate of preferentially traded items from the agree-
ment partner country is growing significantly faster than
that of other items not influenced by the trade agreement
with this country.

Trade creation is indicated where the growth of total
“imports of preferentially traded items (from-all-sources)
is faster than for other items. By applying the import
growth rate of non-preferentially traded iteﬁs to the
import of preferentially traded items a hypothetical level

30,

of imports (assuming the non-existence of the tariff prefer-

ences) is found. By comparing this hypothetical (non-

agreement) level of preferentially traded import items with

the actual level of imports for the total (i.e. from all
sources) preferentially traded imports?rthe excess of the
actual over the hypothetical level is assumed to be trade

created due to the trade agreement.

This method was used by Burtt, D.J. (4) in his analysis

of NAFTA.

For a further explanation of the application of this
method and a brief study attempting to estimate trade
created and trade diverted as a result of the 1961 New

Zealand Malaysia Trade Agreement see Appendix 1.
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(4) The Value of Empirical Studies on Trade Creation

and Trade Diversion.

Sellekaerts (13) suggests that trade creation and
trade diversion estimates as presented in the empirical
literature are so mu¢h affected, by simplifying assump-
tions, by the choice of pre-~ and post-integration periods,
ﬁy the methods of computing income elasticities, by
changes in trade shares and by structural changes not
attributable to integration (sﬁch as trade liberaliéation
. in general and autonomous changes in relative prices),
that the magnitude of no single estimate should be
taken too seriously.

But useful general conclusions can usually be drawn
and approximations made of‘welfare consequences of

significant moves towards integration in trade.
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2, TRADE CREATION AND TRADE DIVERSION DEFINED

The earliest customs-union theory followed the lines
that: |
"free trade maximises world welfare; a customs union
reduces tariffs and is therefore a movement towards
free trade; a customs union will, therefore,
increase world welfare even if it does not lead to
a world-welfare maximum.," L
However Viner showed this concept to be not necessarily

correct with the introduction of the concepts of trade

creation and trade diversion.

(1) MTrade Creationo2

This results from the removal of a tariff protecting
a high ébst (relative to the trading partner receiving the
tariff preference) domestic industry.

Following the introduction of a trade agreement éiving
a trading partner tariff preferences, a high cost domestic
source of production is replaced by a lower cost source
of supply within the new trading agreement area.

Using Figure III.1 the gains from trade creation and
trade diversion are described in terms of production and J
consumption effects following a removal of the tariff on

product j from Austraiia°3

"prom Lipsey (9), 1960 page 497.

2Much of the theoretical description of trade creation and
trade diversion here is based on a coverage of this area
by Scammell, W.M. (12).

3This approach assumes constant overseas costs of production
and that the pattern of consumption remains constant over
the period of study.
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(a) Production Effect: Wifh the fall in import price,
JK (Figure III.1) of domestic production will be replaced
by imports., To produce thiis domesticglly it would have
cost New Zealand JYXK but to import from Australia it
costs JYSK, the triangle YXS being a nét welfare gain to
Néw Zealand., ‘

(b) Consumption Effect: With the removal of the
tariff the New Zealand price will fall resulting in con=
sumption inereasing by MN. The value placed on this
additional consumption by New Zealand consumers is MRTN
(i.e. the area under the demand curve),»but this additional
consumption only costs consumers MZIN, the triangle ZRT

being a welfare gain from trade.

The total trade creation resulting from the assumed
freeing in trade of commodity j (in Figure III.1) with
Australia is the sum of the production and consumption

effects (i.e. the sum of the triangles YXS and ZRT).

(2) Trade Diversion.

This results from a movement from a lower to a higher
real cost source of su.pplyy i.e. it represents a movement
from a more to a less efficient allocation of resources.

' The high cost producer is made competitive by the tariff
preference it receives over other suppliers. Trade '
diversion is shown in Figure III.1 where following the
removal of tariffs on Australian supplies of commodity j,
Australia becomes the cheapest supplier to the New Zealand

market . .
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Using Figure III.t1 trade diversion can be described
in the following manner. Prior to the freeing cf tariffe
the domestic cost of imports KM equalled KILM (in overseas
funds paid to suppliers) plus IXRL (paid as tariff revenue
to the govermment)ﬂw Following the removal of tariffs
on imports from Australia the cost in overseas funds paid
to suppliers'for the original quantity of imports is

19 with there being no tariff revenue., This

equal to KSZM
results in a net2 welfare loss to the country as a whole

of ISZL.

(3) The Net Welfare Effect of Trade Creation and Trade

Diversion.

This is simply found by subtracting the trade
‘diversion effects from the trade Creation,l
i.e. YXS + ZRT - ISZL (for ﬁhe above example) .
Given a positive result, then the granting of tariff
preferences to Australia for commodity j will have

increaéed New Zealand's welfare.

' It is assumed that all imports are switched to the

most price competitive supplier (i.e. following the
granting of the tariff preferences Australia becomes
the most price competltlve supplier to the New
Zealand ma.rket)°

2 It is assumed all tariff revenue is redistributed

increasing all consumers welfare.



3. THE ANALYTICAL MODEL

(1) The Problem.

The problem was to establish an analytical model from
which the welfare gains or losses due to the trade creation
and trade diversion effects of NAFTA could be estimated
for selected commodity groups.

Thus to derive an estimate for trade creation, an
expression to find the area of the triangles YXS and ZRT

2 Likewise o find

- (shown in Figure IIIQ11) was necessary.
trade diversion an expression for the area of the rectangle

ISZL was necessary.

(2) Method of Appraach.

The trade creation triangles and the trade diversion
rectangle were estimated via their relationship to the
excess (import) demand function.

Because JK+MN (in Figure III.2(a)) equals BC in Figure
IIT.2(b)), (i.e. the change in imports of j following a
price change) and XS and RZ équal FG, then the sum of the
areas of the triangles YXS and ZRT (Figure III.2(a)) equals
the area of GFH (Figure III.2(b)). |

Similarly because KM equals OB (both being the quantity
of imports before the price change) and SI and ZL equal GA,
then the areas of the rectangles ISZ; and PAjGA PW° are

J
equal.,

1 Where commodity j refers to the group of commodities

under study.

2 Finding trade creation by the measurement of triangles YXS
and ZRT (Figure III.2(a)) was suggested by H.G.Johnson (7).
in 1960, however he did not further express it in terms
of the excess demand function.
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FIGURE III.2
(a)

The Excess Demand

(b)

Domestic Demand and Supply

Curves for Commodity Group j. Function.
Where;
I is the New Zealand import (excess) demand for
P commod ity group j as a function of price.
Sq is the New Zealand domestic supply curve for
-commodity group j.
Dd is the New Zealand domestic demand curve for
commodity group j.
tP 5 is the price of j from all import sources
J including tariffs.
PAj is the price of j from Australia with free trade.
ij is the price of j from all import sources with

free trade.



An expressicn for the area of GFH will provide an

gatinate of trade creation and likewise an expressgion for

the area of PAjGAPWj will provide an egtimats of trade
diversion,

(3) Deriving an Brpression for Welfars Gazins Due %o

Trade Crestion.

Define E., = Price elastic 1Vy cf import demand of
J commnodity J

I, P,

e S B
J T. A%

J
where; I. is the quantity of imports of commodity group j
L
P1 is the price per unit of commodity J

The estimation of the import function is described by
the following equation:

T, =8 _. + 8, ,P,, ~
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where P1_Ir rule &% point P in Pigure
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QQQ is the price coefficient in the impert function
3 .

Prior to any change in tariffs we are at point F in
Figure III.2(b).

The change in imports of commodity 3 (A Ij) as the
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result of a tariff change (causing a change in price)

must now be estimated.

A
From Equation 1:AI, =B, - I, » [ 4
L
13
By substituting in Equation 4 for Ej from Equation 3
then
AT, =4,.. Pig.1,. D3P
J 1] T J 7
J 13
T N - T

To fulfil the objective of finding a means of estab~
lishing trade creafion as the result of a tariff change
an expression must now be found for the area of GFH
(Figure I1I.2(Db)).

The area of GFH = % AIJTjoGEI (See Figure ITI.2(b))~ - 6
Following a change in price of the magnitude tPWj minus PAj
in Figure III.2(b) and GH equalling [&Ijo

By assumption the change in price equals the price
effect of the change in tariff,

If ATJ equals the price effect of the change in tariff

wJ

where; ij is the tariff assessment import price

and [&Tj equals P_. times [&ktj

A t. is the absolute change in the percent
J ad valorem tariff converted to a
decimal fraction representation.

Then by assumption;
P ] = o
A 13 A‘TJ
Now an e xpression of the welfare gains from trade creation
due to tariff changes is obtained by substituting Equation
5 in Equation 6
2 N

] - 1
gAP,ijoGH ZAPU. By

i



Thus the estimate of the welfare gain from trade
creation (W) is shown by the following expression
AT = AT 2.
2 R
(4) Deriving an Expression for Welfare Losses Due to

Trade Diversion.

Following a tariff removal on imports from Australia
the price of imports in New Zealand arops to PAj but the
‘loss of tariff revenue per unit of import is equal to
thj minus ijg The net loss to New Zealand in terms of
price being PAj minus ij (Figure III.2(a)). The

quantity affected by the trade diversion is 0B in Figure
IIIOZ(b) (the initial quantity imported subject to the
tariff removal).

The data provides values for OB and ijo PAj_was
found by substituting into the previously estimated import
functioh (Equation 2).  Where imports equal that level

is the

imported following the change in tafiffs and PAj

unknown.

io ° H s . =A 4 ) 4 -—— 3 . 2
e I+ AIJ 805 * BpyFpy * By iPny + B P

where : @.PA, = §1P1. is the import price of commodity j
J after tariff changes, i.e. the price
needed to induce imports of Ij + AT,

J
I. represents the quantity imported before .
J tariff changes
AT. represents the change in quantity imported
o (from Equation 5) following the
tariff change (and resultant price
change) .

1 For ease of description the independant variablé PAj

(price of commodity Jj) which is assumed to be P1j
in Equation 2, is shown separately.

40,
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The welfare loss due to trade diversion (TD) is given by

the following expression:

where: Pw“ is the nontariff price of imports from
J the whole world.

(5) Perverse Supply and Demand Curves.

In the analysis so far, normal supply and demand have
been assumed to0 exist. However the possibility of perverse
supply and demand curves (resulting in a positively sloped
excess demand curve) must not be ignored, particularly*és
a number of positive price coefficients did occur in this
- gtudy. Though these may well have resulted from poor
estimates of the import function.

For a detailed description of the affect of perverse
supply and demand curves on the excess demand curve and
the trade creation and trade diversion interpretations of
such cases, see the Appendix at the end of this chapter,

page 51.

(6) Summéryo

Throughout this study care must be taken not to forget
assumptions involved in a static partial equilibrium study of
this nature and assumptions involved in the estimation tech-
nique and data collection.

An excess demand function was established for each of
the {en commodity groupéo These provided estimates of price
coefficients for the estimation of price elasticities and
for the direct estimation of the change in import quantities
following a given tariff change. These estimates along with
relevant data were inserted into the expressions derived for

trade creation and trade diversion in this section.
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4., CLASSIFICATION OF IMPORT DATA

(1) Import Commodity Groups Chosen.

Inmport commodities were grouped under the Standard
International Trade Classificationo1 Though in two cases
a chosen commodity group had to be further divided on the
‘basis of the units of quantity.

There were ten commodity groups for which separate
studies of the trade creation and trade division effects of
tariff changes for the respective commoaity«groups were made.

The ten groups are as follows:

(a) Group 1 : The SITC is Section 2 Division 26 which
includes textile fibres (not manufactured into yarn, thread
or fabrics) and waste. ‘

(b) Group 2 : The SITC is Section 2 Divisions 27-29,
which includes crude fertilisers and crude materials éxcluding
coal and petroleum, metalliferous ores and scrap and animal
and vegetable crude materials.

(c) Group 3 : The SITC is Section 3 which includes
mineral fuels, lubricants and related materials.

(d) Group 4 : The SITC is Section 5 which includes
chemical elements and compounds, chemicals from coal, dyeing
chemicals, pharmaceutical prqducts, perfume materials, man-
| ufactured fertilisers, explosives and miscellaneous chemical
products.

(e) Group 5 : The SITC is Section 6 Divisions 61-64

1 The SITC is used to the two digit division level.
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which includes leather and leather products, rubber manufact-
ures, wood and cork manufactures and paper and paperboard
manufactures. |

(f) Group 6 : The SITC is Section 6 Division 65. This
group includes those imports under this SITC whose import
quantity is measured in square yards., It is predominantly
made up of textile fabrics, made up articles of textile
materials and floor coverings.

(g) Grouwp 7 : The SITC is Section 6 Division 65. This
group includes those imports under this SITC“whose import
quantity is measured in hundredweight. It is predominantly
made up of textile yarn and thread.

(h) Group 8 : The SITC is Section 6 Divisions 66—;69°
This group includes nonmetalic mineral manufactures, iron
and steel, nonferrous metals and manufactures of metals.

(i) Group 9 : The SITC is Section 7. This group
includes those imports classified under Section 7 whose
import quantity is measured by the number of items impqrtedc
This group includes machinery (not included in Group 10) and
transport equipment.

(i) Group 10 : The SITC is Section 7. This group
includes those imports classified under Section 7 whose
~ import quantity is measured by weight. This is a small
group including metalworking machinery, textile machinery

and specialised. industrial machinery.



(2) The Selection of Import Commodity Groups.

The first step was to select commodity groups that
were of relative importance in New Zealand import trade,

under this criteria Sections 1, 4 and 9 were omitted9

Furthermore the import commodity group, it was judged,

should have a significant portion being impqpted from
Australia, Section 2 Divisions 21-25 wasAomitted béaauée
of this criteria.

‘Because a weighted average price (on the quantity of
imports) for each import groﬁp was needed, a common unit
of import quantity had to be established for each group.
On this basis Section 8 was omitted and Section 6
Division 65 and Section 7 were divided because units were

either not given or too diverse to be aggregated.

Section O (food) was omitted because wheat and sugar -

imports make up a very large proportion‘of the value of
imports in this section, both of which were tariff free
prior to NAFTA (and still are). Wheat imports are
strictly qﬁantitatively controlled, imports depending on

the size of the domestic wheat crop.
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5., ESTIMATION OF THE IMPORT FUNCTIONS

For each import commodity group an import function was
estimated by regression analysis. The quantity of imports
being the only dependant variable, was regressed for 23
observations (i.e. data for 23 years) against the gross
domestic product, the exchange rate, net overseas assets
(to approximate the effect of quotas) and the New Zealand
price of imports (i.e. the CIF import price plus the
tariff). For the data matrix used in estimating the

import function and assoclated notes see Appendix 2.

(1) Form and Source of Data.

(a) Gross Domestic Product. All data for this

variakle was taken from the New Zealand Official Yearbook.

This was deflated using the Consumer Price Index (for all
groups), the base yeér being 1974. In all cases the data
was for the year ending the 31st March. |

(b) Net Overseas Assets. = This represents the total
net oVerseas assets of the New Zealand banking system as at

the %1st December from 1950-~1961 and at the 30th June from

1962-1972, - The data source was the Reserve Bank of New
Zealand Bulletin.

A1l figures were deflated using the Consumer Price
Index (for all groups), the base year being 1974.

(c) Exchange Rates. The New Zealand exchange rate
wag defined as the amount of New Zealand currency required
to purchase one unit of foreign currency. The values
used represent a simple average of the New Zealand exchange

rate with Australia, United Kingdom and U.S.A. The

450
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individual exchange rates with these countries are an aver-
age of the four quarterly rates (as at the last day of each
quarter), ending with the December quarter between 1950-1961
and the June quarter between 1962-1972, All data was

taken from the Reserve Bank of New Zealand Bulletin.

(d) Tariff Rates. The tariff rate used for any
tariff item represents a simple average of the rates
given for the Normal Tariff, the British Preferential
Tariff, the Canadian Tariff, the Australian Tariff and the
Less Developéd Countries Tariff.

The tariff rate derived for each group represents a
simple avefage of all tariff items at the four digit level
of classification, for each commodity group . Where there
is further subdivision to a lower level of classification
(i.e. fifth, sixth or seventh digit), a tariff value is
found by averaging the subdivisions of that tariff number at
the next lowest level of classification.

Where the basic system of classification of tariff items
changed from:the classification of commodity groupings in
this study (i.e. SITC), as it did twice over the span of the
study, then the tariff items were regrouped before the data
was collected to approximate the SITC system as closely as

possible,

All tariff rates were calculated from The New Zesland

Customs Tariff of New Zezland, Customs Department (N.Z.).

Tariffs were estimated for the years 1549, 1956, 1962,
1967 and 1972. They were assumed to remain unchanged between

these years.
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(e) Price and Quant ity Data. For each commodity
group a unit répresenting quantity was selected. All import
quantities were converted to this unit., Because quantity
data was not available for all imports (or it was not possible
to convert it to the common unit) the quantity totals do not
represent all New Zealand imports under that import classif-
iqg@ion (on average this unknown quantity represents less_
thaﬁ 20 percent by value).

An average c.i.f. price was found for the group by
dividing the total value of imports (of those commodities
for which quantities were available) by the total quantity
of imports as derived for the common unit.

The price used in estimating the import function repre-

1 for the

sents the c.i.f. price plus the average tariff
commodity group. This provides an estimate of the price
of the imported commodity in New Zealand,

From 1950=1961 quantity and price data refers to the
calendar year, following 1961 due to a change in the publica-
tion of import statistics, data refers to the year ending
30th June., All quantity and c.i.f. value data was féken from

New Zealand External Trade publications of the Department of

Statistics. All import values were deflated using the

Import Price Index, the base year being 1974.

1 Strictly the tariff cost should be calculated on the

c.d,v. price valuation, the resultant error is however
negligible.



(2) Inport Function Equations,
The following equations were estimated for each of
the import commodity groups.

Where; I. equals the quantity of imports of the jth group

GJ equals the gross domestic expenditure

E equals the exchange rate

A equals the net overseas assets

Pj is the average New Zealand price of the jth group.

(a) Group 1 (Textile fibres, not manufactured etc.)

I, = 3122,5+711,9G~2128,6E+2.74+173.8 P,
R® = 0.87 |
T values: (7.397) ("10239) (0.276) (0.306)

(b) Group 2 (Crude fertilisers, metalliferous ores

and crude materials etc)

I, = ~7953426 . 2+50898. 1G~148T720,6E+1278.,6A+5528776.6 P,

R® = 0.89
T values: (8.224) (1.313) (2.464) (2.058)
¥ Wk * % *
1 *  Indicates the estimate is statistically significant

at the confidence level of 0.9.

*¥ TIndicates the estimate is statistically significant
at the. confidence level of 0.95,

®¥*%  Indicates the estimate is statistically significant
at the confidence level of 0.99.

An absence of an asterisk indicates the estimate is
statistically non~-significant at the 0.9 confidence
level, '

48,
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(¢) Group 3 (Mineral fuels and related materials)

=
N
1l

74655104.9+46981 .86-T5781 . TE+954. 9416554153 B
R™ = 0.95 ‘

T values: (1.673) (=0.338) (0.83) (=3.76T)
Lk

(d) Group 4 (Chemicals)
14 = =1720506,4+18439.4G+18572,2E+82A=473954,.5 P4
R? = 0.9
T values: (7.655) (0.436) (0.357) (-5.415)
T *x
(e) Group 5 (Manufactures of leather, rubber, wood
and paper pulp)
Iy = 1354931 .9-2176.6G+1 1386, 4E+174.2A~24458.3 P5
R? = 0.7
T values: (=2.653) (0.785) (2.304) (=1.416)
X% *%

(£f) Group 6 (Textile fabrics, made up articles and

floor coverings)

i

Ig = 29789605.3+264901,66=773195.8E+4070.3A+218587272 Pg
R? = 0.88
T values: = (6.454) (-1.485) (1.286) (0.987)

kL

(g) Group 7 (Textile yarn and thread)

I7 = 33703%+256.6G=2164.3E=0.14=278.6 Pg
R2 = 0072
T values: (2,997) (=1.626) (-0.,016) . (=1.755)

* %% *
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(h) Group 8 (Manufactures of nonmetalic minerals,

I

iron and steel and nonferrous metals)

Ig =1442484 ,4+13785G=T2264.4E=3T73 .3A+5343171 bg

R2 = 0078

T values: (3.296) (=1.012) (=0.997) (2,635)

Yo W W * %

(i) Group 9 (Machinery and transport equipment )

9 6695016+9222,7G-57941 . TE+386.1A-34535.3 P9

2 - 0089

T values: (3.972) (=1.553) (1.87) (~6.133)

¥ * * KK

i

I
R

(j) Group 10 (MetalworkihgD textile and special
industrial machinery)
I, = 1591447.6+1930,4G-21590.4E~28 .8A+1656.8 P,
R = 0.82

T values (6.063) (=3%,568) (~0.787) (2.564)

R K *** * %
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APPENDIX TO CHAPTER III

A Positive Sloping Bxcess Demand Curve

A problem that occurred for half the estimates of the
excess demand function was that of the price coefficient
having a positive sign (i.e. the excess demand function
being positively sloped).

A positively sloped excess demand curve could have
been caused by two factors.

(1) A statistically non-significant estimate for
the price coefficient (i.e. poor t values).

(2) Perverse slopes in the supply and demand functions.

A study of the t wvalues for the price estimates with
positive price coefficients show them to be non-signifi-
cant on three occasions, thus indicating that poor estimates,
for price were likely culprits for these three positi?e pricé
coefficients,

However the second factor must not be ignored and a
study of the welfare gains and losses under such conditions
will be made. A positively sloping excess demand curve
may result from three different cases inyélving perverse

slopes of the demand and or supply curves.

1o CASE 1 : Perverse slopes for both the supply and

demand curves.

Following a tariff reduction the import level drops from

AB to DC, thé area MBGPAj must be accounted for, A
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FIGURE AIII.!

(a) A Perverse Supply and (b) The Positively Sloped
Demand Curve. Excess Demand Curve.

Where;
I. is the New Zealand import (excess) demand for
P commodity group j as a functionrof price.

Dd is the New Zealand domestic demand curve for
commodity group j.

Sd is the New Zealand domestic supply curve for
commodity group Je

hPW. is the price of j from all import sources including
J the tariff (t = 1 + T, T being the tariff rate).
PAj is the price of;j from Australia with free trade.

Ps is the price of j from all import sources with
J ‘free trade. ‘ , .
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consideration of the marginal unit at point U suggests that
the marginal valuation of that unit is UC while the consuﬁ;f
pays UG for it and thus incurs a marginal loss in consumer
surplus of GC. A tariff preference implies that point C

is the demand point so QU units involve a reduction in the

consumer loss of rectangle CGMPA Triangie GBC is

j°
considered below.

The rectangle AGCL repreéents a reduction in tariff
income to Government but is netted out against the redﬁcticn
in consumer loss mentioned above.

MALDPAj represents a negative producer surplus. Unit
number T has a marginal cost of AT yet the firm is paid
LT for it so there is a social loss of AL involved in the
production of the T'th unifo I‘/I.l\‘LPAj nets outsagainst the
reduction in the consumer loss mentioned above, thus ALD
represents a negative producer surplus that is not compen-
sated for after a tariff change. .

GBC represents a negativé consumer surplus (as dealt
with forrCGMPAj)9 the reduction in this being a gain to
consumers' welfare.,

Triangle IJK in Table AIII.1(b) equals the sum of ALD
and GBC but Wili overstate welfare gains via trade creation
by ALD. V

Trade diversion is measured by RS times SN (i.e. the

quantity shifted from a less to a more expensive import

source) .

2, CASE 2 : A perverse slope for the demand curve,
The slopes of the supply and demand curves in Figure
AIII.2(a) also yield an excess demand function with a positive

slope. This situation is not treated further for the reasons -
to be given on page 56. '
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(a) A Perverse Demand (b) The Positively Sloped
A Curve. Excess Demand Curve.

* For a description of the notation see Figure AITI.1.
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FIGURE  AIII.3

(a) A Perverse Supply " (b) The Positively Sloped
Curve. Excess Demand Curve.

. :
For a description of the notation see Figure AIII.1.
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3 CASE 3 : A perverse slope for the supply curve .

Following a tariff reduction, there is a gain in the
consumer surplus of MCF]?A:j (Figure AIII.3(a)). From this
must be subtracted ACEL which was initially tariff revenue
and is not now received by the Government.

MADPAj represen‘cs1 a negative producer surplus, of
which MALPAj nets out with the consumer surplus gain the
remainder ALD being a welfare loss to the country(as in
Case 1).

There remains the consumer surplus CEF as a welfare
gain.

. Thus the triengle IJK (which equals the area of ADL
minus the area of’CFE) represents a welfare loss2, following
a tariff change causing a pfice shift from thj to PAjo
IJK necessarily represents a welfare loss becauée the area
- ALD is a loss which exceeds the gain shown by area CEF.

Trade diversion can not be precisely measured on the
excess demand diagram. In Figure AITII.3(a) it is
represented by DE times DG. The closest approximation from
the excess demand function is RK (overstated by EF)

times RS,

! The same explanation applies for MADPAj in Figure AIII.3(a)

as for MABTAJ in Figure AITX.1(a).

2 Because the slope of Dd is greater than that of Sd the
triangle ALD can be agsumed to be larger than CFE,

thus IJK reprezents a net loss.
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4, Application of the perverse case.

If Cases 1 and 2 in fact describe the New Zealand sitxv
uation, then the estimates presented (where a positively
sloped excess demand curve existed) in the later sections
for welfare changes described as trade creation, are either
over estimates of welfare gains (if Case 1 prevailed) or
under estimates of welfare gains (if Case 2 prevailed);

However, as Case 3 relates to a situation of the
decreasing cost industry with a normally sloped demand
curve, it is here taken to be mopre plausible fhan; (a)
perverse slopes for both the supply and the demand functions
(Case 1) and (b) the positive demand curve (Case 2).

Case %, if it applies, gives areas in the excess
demand diagram which are equal to the sums of areas in its
underlying supply and demand diagram, at least as far as
trade creation effects are concerned. As long as Case 3
does apply the estimates1 of welfare effects in the perverse
case are accurate and are not’approximations as would be
the results if calculations were based on Cases 1 or 2.
Thus, it has been assumed that where the estimated import
functions have perverse slopes the positive price coefficient
arises because Case 3 applies, and calculations have been
made on that basis. Trade creation has a negstive effect on

welfare in the perverse case, as has been shown above,

T With the exception of the small overestimate for trade
diversion.



CHAPTER IV

ESTIMATION AND INTERPRETATION

1o ESTIMATES OF TRADE CREATION‘AND TRADE DIVERSION

This section provides a table of results for each group
of imports indicating the trade creation and trade diversion
effects of actual and potential tariff changes on imports.
The following paragraphs outline some notes relevant to
the general presentation of the results.

The trade creation estimafes have been given a sign
which indicates their influence on welfare. Under conditions
of normal supply and demand curves the welfare changes
represented by trade creation estimates (as discussed in the
explanation of the theory) are a posiﬁive gain in welfare,

In this study however, a positively sloping excess demand
curve was found on five bccasioné‘kthough the lack of
statistical significance of the price estimates must not be
'forgotten as a possible cause). Of the possible perverse
supply and demand curves causing a positively sloped excess
demand curve, the case of a normal demand curve and a perverse
supply curve has been assumed (see Appendix to Chapter III,
Case 3). . Assuming Case 3 where a positively sloped excess
demaﬁd cufve prevails the estimstes for tra&e creation indicate
negative Welfépé effects following a tariff reduction (see
béges 55-56) o -

Negative estimates for trade diversion have béen'

- omitted from the results tables as they lack any real

significahce in this study. " A negative value for trade
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diversion occurs when the derived Australian price is lower
than the world price thus there being no potential for
tfade diversion.

The estimates for PAj include remaining tariffs where
the change in tariff does not represent a movement to free
trade. This will cause an overstatement of trade diversiono1
The treatment of trade diversion as a welfare loss is un-
changed throughout the study.

In measuring tariff changes between 1950 and 1972 and
1966 and 1972, tariff rates were found to increase on some
groups. The tables have been arranged to show such increases
and also to estimate the welfare effects of eliminating the
increases,

The remainder of this section contains, for each
commodity group analysed, the average annual quantity.
imported for that group, the coefficient on the price variable
in the excess demand function and the price elasticity for
the group. The tables indicate the trade creating and trade
diverting effects and the net welfare result, of two actual

tariff changes and of two hypothetical changes.

(1) Group 1 Results (Section 2 Division 26).
The Standard International Trade Classification (SITC)
for this group includes textile fibres (not manufactured

into yarn, thread or fabrics) and waste.

t Though this approach is ideally only suited to analysing

trade diversion following a move to free trade. The
approximations of PA’ following other tariff movementis
was thought to be worthwhile to give a rough approx-
imation of the trade diversion. It would appear (by
comparison with the free trade situation) that the error
is very significant.



Pable IV.1

Results of the Analysis for Group 1

Units

Change in Tariffs
Tariff Change Tariff Change 25%.Cut in the Movement to
Between Between Average Free Trade
1950=T2 1966=T72 Tariff Rate

The ch e in

Tarife( 1) (At,) % —2.117(3) -0.464(4) -0.342(5) ~1.3676)

Change in Price (2)

(A P1) $ -1,107 =0.243 =0,179 =0.715

Ch e in Quantity

(AI4) after 4 Py __Cwt _=192.4 =42.233 =31.11 -124.27

Trade creation due

to At $ ~106.5'7) 5,17 —2.8t7) —44.4(7)

World Price Py, $ 52.289 52.289 52,289 52.289

Australian Price

(Ppa1) after A %14 $ 51.847 52,712 - 52.937 52.240

Trade Diversion $ (8) 80196.9 1228537 (8)

Net Welfare effect

of A by 3 ~106.5¢9) _80202.0¢9) _122856.5¢9)  _44.4(9)

! This represents the change in the percent ad valorem duty on imports.

2 The change in price is calculated by assessing the change in tariff duty per unit. The
tariff change is applied to the world import frice (Py). For the method of derivingtst
from A tj see page 39.

3 The change in the N.Z. tariff from the 1950 rate to the 1972 rate for this .
commodity group.

4

rate for this commodity group.

(continued)

The change in the N.Z. tariff from the 1966 rate (first year of NAFTA) to the 1972



Footnotes to Table IV.!1 continued:

This change in tariff represents a 25 percent across the board cut in the average
1950-1972 tariff rate for this commodity group (as was done by Australia in 1973).

This represents the change necessary to bring about free trade from the average
of the N.Z. tariff rate for the years 1950-1972.

The apparent small magnitude of these estimates is due to the lack of scope
for tariff reductions and the relatively small quantity of imports involwved.

Negative trade diversion (see introductory paragraphs, page 57).

The introductory notes relating to the estimation of trade creation and trade
diversion with a positively sloped excess demand curve and the Appendix to

Chapter III (Case 3) should be read in conjunction with viewing these
estimates.
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189,589 cwt

Il

Average annual quantity imported 1950=T2 (11)

Price coefficient (aP1) = 173%.8
Price elasticity import demand (E1) = 0.049
The N.Z. 1950-72 average price of

imported goods (t1P1) = $§53.0

(2) Group 2 Results (Section 2 Divisions 27-29).

See Table IV.2.

The SITC includes crude fertilisers -and crude materials
excluding coal and petroleum, metalliferoué ores and scrap,

and animal and vegetable crude materials.

It

Average annual quantity imported 1950-72 (I?) 20538890 cwt
) %

Price coefficient (392) = 5528776.6
Price elasticity import demand (EZ) = 0,553
The N.Z. 1950-72 average price of

imported goods (t2P2) = $2.095

(3) Group 3 Results (Section 3).
See Table IV.3,
The SITC includes mineral fuels, lubricants and

. related materials.

51123595 cwt

it

Average annual Quantity,impbrted 1950-72 (13)

Price coefficient (QPB) =~16534153
Price elasticity import demand (Ej) = -0,896
The N.Z. 1950-T72 average price of

imported goods (tSPB) = $2.77

61,



Table IV.2 Results of the Analysis for Group 2
Urits Change in Tariffs
Tariff Change Tariff Change 25% cut in the Movement %o
Between Between Average Free
1950-72 1966=72 Tariff Rate Trade
The change in
Pariff (1) (Ato) % -3.3518(3) 0.439(4) ~0.854(5) ~3.416(6)
Change in price
(2) (AP2) $ “'09067 000089 “”000173 ‘=‘00069
Change in quentity
(AIZ) after APo Cwt -370428 49206.11 =95647.84 =381485.58
Trade Creation due
to Aty 3 =12409.3 -219.0 -827 .1 ~13161.3%
World Price (sz) $ 2.023 2.023 2.023 2.023
Australian Price ' '
(PAZ) afterzxtz $ 2,028 2.104 2.078 2,026
Trade Diversion $ 102682.6 1663458.8 1129509 61609.6
Net Welfare effect
of At, $ ~115092.0(0  _1663677.8(T)  ~1130336.1¢T)  _74770.8(7)

Notes (1) = (6) see Table IV.1
(7) See introductory notes on trade creation and trade diversion

estimates with a positively sloped excess demand function,

page 57 and Appendix to Chapter III (Case 3).
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Table IV.

%3  Results of the Analysis for Gfbup 3

Unit Change in Tariffs -
Tariff Change  Tariff Change 25% Cut in The Movement %o
Between Between Average Free
1950=72 1966=T2 Tariff Rate Trade
The Change in
Tariff (1) (At3) . % =9°947(3) ~5°284(4) ~20501(5) -106003(6)
Change in price .
(2) (APB) $ -0.248 - =0.1317 =0.,062 -0.249
Change in quantity e
(AI3 afterAP3 Cwt 4100469.9 2177547 .9 1025117 4117004
Trade Creation due '
t04&t3 ' $ 508458 .3 143390.8 31778.6 512567
World Price (PW3) 3 2,492 2.492 2,492 20492
Australian Price . ,
\PAB) after Z&tB $ 2.116 2.233 2.302 ‘,25115
Trade Diversion 3 {7) (7) (7) ‘ (7)
Net Welfare effect e
of At $ 508458.3 143390.8 31778.6 512567

3

Notes: (1) - (6)

see Table IV.1

(7) Negative trade diversion (see page 57).
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(4) Group 4 Results (Section 5).

See Table IV.4.

The SITC includes chemical elements and compounds,
chemicals from coal, dyeing chemicals, pharmaceutical
products, perfume materials, manufactured fertilisers,
explosives and miscellaneous chemical products.

Average annual quantity imported 1950-T72 (14) = 6150977 cwt
Price coefficient (Q§4) = =473954.5
Price elasticity import demand (E4) = ~0,901

N.Z. 1950-72 average price imported
goods (t4P4) = $12.019

(5) Group 5 Results (Section 6 Divisions 61-64),

See Table IV.5.

The SITC includes leather and leather products,
rubber manufactures, wood and cork manufactures and paper

and paperboard manufactures.

il

Average annual gquantity imported 1950-72 (I;) 1203634,3% cwt
Price coefficient (QPS) = =24458.3
Price elasticity import demand (E5) = =0,697

The N.Z. average price of imported

goods (tEPE) $34.407

H

(6) Group 6 Results (Section 6 Division 65, imports by
quantity in square yards).

See Table IV.6.
This group is predominantly made up of textile fabrics,
made up articles of textile materials and floor coverings.

Average annual quantity imported 1950-72 (16) = 130581100 sq yd

Price coefficient (Bp) = 21858727
Price elasticity import demand (E6) = 00,1667
The N.Z. average price of imported

goods t6P6) = $0.996



Table IV.4

Results of the Analysis for Group 4

Units

Change in Tariff

Tariff Change

Tariff Change 25% Cut in The

Movement %o

Between Between . Average Free
1950=T72 1966=T72 Tariff Rate Trade
The change in
Tariff(1) (Bt,) % -4.396(3) —2.813(4) .,.20431(5) -9.724(6)
Change in Price
(2) (AP4) $ -0.481 =0.308 ~0.266 -1.065
Thenge in quantity
(AI4) afterL&P4 Cwt 227972.0 145977 .98 126071.9 504761.4
Trade creation due ’
to 15t4 3 54827 .3 22480.6 16767 .56 268785 .5
World Price (P, ) 3 10.95 70.95 70.95 10.95
Australian Price -
(PA4) afterz&t4 $ 11.538 11.711 11.753 | 10.954
Trade Diversion 3 3616714 4680893 49392%4.5 24603.9
Net welfare effect '
of At $ -3388802 ~4534915 .1 ~-4813162.6 480157.5

4

Notes: (1) = (6)

See Table IV. 1.
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Table IV. 5 Results of the Analysis for Group 5
Units Change in Tariff
Tariff Change Tariff Change 25% Cut in the Movement to

Between Between Average Free

1950=72 1966=T2 Tariff Rate Trade
The change in
Tariff (1) (Atg) % 5,626 ) ~1.899(4) ~4.798(9) ~19.192(6)
Change. in price
(2) (APg) '$ 1,047 ~-0.548 -1.385 -5 .541
Thange in quantity ’
(AIB) afterAP5 Cwt ~25607 .8 13403%.2 33874.8 135523.4
Trade creation due '
to th5 $ 13405.7 3672.5 23458.3 375467 .7
World Price (PWS) (3 28.873 28.873 28.873 28.875

- Australian Price

(PA5) afterJAt5 $ 35.453 33.858 33,021 28,865
Trade Diversion $ 7919913.6 6000116.9 4992675 (N
Net welfare effect
of At $ -7906507 .9 =5996444.4 -4969216.8 375467 .7

Notes: (1) - (6)

See Table IV.1.

(7) Negative trade diversion.

°99



*

Table IV.6 Results of the Analysis for Group 6

Units Change in Tariff

Tariff Change Tariff Change 25% Cut in The Movement to

Between Between Average - Free
1950-T2 1966-T72 Tariff Rate Trade
The change in
Tariff (1) (4tg) % 1.95 =2.339 -3.852 -15.408
Change in Price
(2) (APpg) $ 0.017 -0.0203 -0.0334 -0.133
Change in quantity ,
(AI;) after AP, Sq yd  371598.4 ~443732.2 -730081.5 -2907210.6
Trade creation
due to th6 3 =3158.6 =4503%.9 -12190.6 -193329.5
World Price (PW6) $ 0.866 0.866 0.866 0.866
Australian Price '
(3A6) z&tG $ 1.01 0.976 0.963 0.863%
Trade Diversion 3 18803678 14365921 12666366 &)
Net welfare effect
of A tg $ -188068368)  _14368424(8)  _12678556(8) ~193329.59)
Notes: (1) = (6) See Table IV.1.

(7)
()

Negative trade diversion.

See introductory notes on trade creation and trade diversion estimates
with a pesitively sloped excess demand function (page 57) and Appendix
to Chapter III (Case 3).

°L9



68,
(7) Group 7 Results (Section 6 Division 65, imports by
quantity in cwt). |
See Table IV.T.

This group is very predominantly textile yarn and

thread.
Average annual quantity imported 1950-72 (17) = 158539 cwt
Price coefficient (€%7) | = =278,6
Price elasticity of import demand (E7) = =0,436
The N.Z. average price of imported

goods t7P7) = $248.34

(8) Group 8 Results (Section 6 Divisions 66-69).

See Table IV.8. ‘

The 3ITC includes non-metalic mineral manufactures,
iron and steel, non~-ferrous metals and manufactures of

metals.

Average annual quantity imported 1950-72 (18) = 8301823 cwt

Price coefficient (§§8) = 534317
Price elasticity import demand (E8) = 1,393
The N.Z. average price of imported goods

(tBPB) = $21 0654



Table IV. 7 Results of the Analysis for Group 7 .

Units Change in Tariffs

Tafiff Change Tariff Change 25% Cut in the  Movement to
Between Between Aversge Pree
1950=T72 1966=72 Tariff Rate Trade
The change in
Tariff (1) (At.) % 1.95(3) ~2.339(4) ~3.852(5) ~15.408(6)
Change in price
(2) (AP,) 8 4,207 -5 .046 -8.31 =33.241
Change in quantity
(AI7) afterz;P7 Cwt -1172.1 1405 .8 2315 .17 9260.9
Trade creation e
due to £m7 $ ' 246505 3546 .9 9619.5 153921.5
World Price (P_,) 9 ~ 215,74 ~ 215.74 215,74 215,74
Lustralien Price ' ‘
(PA'?) after A'b7 $ 252 .89 243%.637 240.373 215.44
Trade Diversion $ 5889723 .8 4422762 .4 3905291 .1 (7
Net welfare A
effect of4A$7 $ =5887258.3 =4419215.5 -3895674.6 153921.5

Notes (1) - (6) See Table IV.1.
(7) Negative trade diversion.
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Table IV, 8 Results of the Analysis Group 8

Units Change in Tariffs
Tariff Change Tariff Change 25% Cut in the Movement to
Between Between Average Free
1950=T72 1966=72 Tariff Rate Trade
The change in
Toriff {1) (Atg) % 2,763(3) 2.608(4) -3.665(5) ~14.658(6)
Change in price
(2) APB) $ 00522 00493 “’09693 “2077
Chenge in quantity
(AIg) after APg) Cwt 278913 263418.3 370281.7 ~1480058
Trade creation due .
'tol&ta v $ ~72796 .4 -64932 .6 -128302.6 -2049880
World Price (P.g) % 18.9 18.9 8.9 18.9
Aystralian Price , '
(PAB) after[k%S $ 22 .176 22.147 22,347 . 18.884
Trade Diversion $ 27196772 26956019 28616385 (7)
Net welfare effect ‘
of At $ ~27269568(8)  _27020051(8)  _28744685(8)  _2049880(®)

Notes: (1) = (6) See Table IV.1.
(7) Negative trade diversion.
(8) BSee introductory notes on trade

to Chapter III (Case 3).

creation and trade diversion estimates
with a positively sloped excess demand function (page 57) and Appendix

*0L



(9) Group 9 Results (Section 7, import quantity measured

in number of items).
See Table IV.9.
This group includes machinery (not included

Group 10) and transport equipment.

Average annual quantity imported 1950-72 (19) = 2
Price coefficient (@T9) = -
Price elasticity import demand (Eg) = -
The N.Z. average price of imported goods

($5P5) = $

(10) Group 10 Results (Section 7, import quantity
measured in cwt).
See Table 1IV.10.

This is a small group inecluding metalworking

in

997337

34535.3
1.183

102,703

machinery, textile machinery and specialised industrial

ma chinery.

Average annual quantity imported 1950-72 (110)

i

Il

Price coefficient (8;,,)

i

Price elasticity import demand (E1O)

The N.Z. average price of imported
goods t1OP1O)

I

247303.5 cwt
1656,.8
0.887

$132.419

71,



Table IV, 9

Results of the Analysis for Greup 9

Units Change in Tariffs
Tariff Change Tariff Change 25% Cut in the Movement to

Between Between Average Free

1950=T72 1966=T72 Tariff Rate Trade
The change in
Tariff (1) (Axg) % 8°601(3) 00094(4) ?40295(5) =17o178(6)
Change in Price
(2) E&Pg) 3 7.648 0.0835 =3.815 =15.259
Change in quantity
(AIQ) after AP, No. =264126 ~2883,7 131752.2 526974 .1
Trade creation due
to thq 3 10100177 120.4 251317.3 4020549.2
World Price (Pq) $ 88.831 88.831 88.831 88.851
Australian Price -
(PA9) a:fterAt9 $ 103,703 102.787 08.888 8T7.444
Trade Diversion '$ 44576395 41830835 30144218 (7
Net welfare effect ' ‘ ‘
of L&tg $ =43566378 41830715 -29892901 4020549.2

- Notes (1) - (6)

See Table IV. 1.

(7) Negative trade diversion.
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Table IV.10

Results of the Analysis for Group 10

Units Change in Tariffs
Tariff Change Tariff Change 25% Cut in The Movement to

Between Between Average Free

1950=T72 1966=T2 - Tariff Rate Trade
The change in
Teriff (1) (At,) #  8.601(3) 0.094(4) -4,295(5) ~17.178(6)
Change in Price A
(2) QﬁP1O) $ 9.696 0.106 =4.842 =19.365
Change in quantity ,
(Alm) afterAP1o Cwt 16064.3 175.62 -8022.2 -32083.9
Trade creation due
to Atm $ =77879.9 -9.3 ~-19421 .8 -310652.7
World Price P_.. 3 112.735 T12.733 112.733 112.733
Australian Price
(Py o) after At,, $ 142,157 132.567 127.619 - 113.096
Trede Diversion $ T7276658.1 4905017.6 368135929 89771.2
Net welfare effect ,
of At s -7354538'T)  _4905018(T) -3700781.7¢7) =—4Qo423°9(7)

Notes (1) = (6)

See Table IV.1.

(7) 8See introductory notes on trade creation and trade diversion estimates
with a positively sloped excess demand function (page 57) and
Appendix to Chapter III (Case 3).
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2, INTERPRETATION OF RESULTS

This section will provide a brief interpretation by
commodity group studied of the results outlined in Tables

IV.1 to IV.10 in Section 1  of this Chapter.

(1) Group 1 (Section 26 Division 26).

The statistical non-=significance of the price estimates
for this group is very likely to be responsible for the
positive price coefficient but the possibility of a
perverse demand curve must not be forgotten. It is most
likely however, that other factors outweigh the importance
of price as a determinant of demand for Group 1 products.
Gross domestic demand was found to be a strong influencing
factor bngimports of this group. This is made more pléusible
considering that this group is largely made up of goods going
into the ﬁénufacture of clothing for domestic consumption .

(i.e. wool, cotton and synthetic fibres in the raw state).

(a) Trade Creation. The estimates for trade creation
are so small that the trade creation potential for this group
can be assumed to be zerc (see also Table V.2). This result
could be expected, considering New Zealand would be the
cheapest producer of those types of wool that it produces
and that it is not a producer of cotton and synthetic fibres.
Furthermore the low level of tariffs existing for this groﬁp
further feduces the likelihood of large trade creation gains,

(b) Trade Diversion. The potential for trade diversion
appears to be non-existent . This seems likely considering

“whe absence of tariffs,
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(2) Group 2 (Section 2 Divisions 27-29).

The price estimates are not statistically significant
thus poor estimates are likely to have caused the positive
price coefficient,

This group is largely made up of raw material inputs
for the fertiliser industry. The demand for fertilisers
(and therefore for the inputs) is likely to be largely a
function of primary product prices and the level of goﬁernw
ment fertiliser subsidy rather than the production price
of fertiliser. It is through this relationship that the
very strong positive correlation between gross domestic
expenditure and import demand for these commodities may
be explained.

(a) Trade Creation. Because of the positive
price coefficient the trade creation estimate represents a
welfare loss. The results only provide very small estimates
for trade creation. It would appear that no significant
changes in consumers or producers welfare is likely follow-
ing a tariff change. This would be expected considering
that this group is made‘up predominantly of commodities (in
particular calcium phosphate, gypsum and sulphur) that are
not available in New Zealand.

The lack of potential for welfare changes is also due
to the low level of tariffs existing for most of this group.
Even small tariff estimates for this group are likely to

represent overestimates, '

1 Particularly with this group (but to a small degree applic-
able to all groups) tariff rates must be viewed with some
caution. Considering that they are not weighted on import
value and that much of this group has always been tariff
free, the rate is influenced by tariff changes on a small
number of tariff items of possibly little trading import-
ance. -
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(b) Trade Diversion., Considering the over-estimation
of trade diversion with a positively sloped excess demand
functi@n1 and also a likely over-estimate of the tariff
for this group coupled with the relatively insignificant
estimate for trade diversion, then it can be assumed trade
diversion is unlikely to occur with this group. This lack
of traaé diversion potential is to be expected considering
Australia is already a major supplier of these products to

New Zealand.

(3) Group 3 (Section 3).
The price estimates are statistically highly significant
and the price coefficient has a negative value. ’
This grbup seems to have received a general reduction
in tariffs, being partly caused by a restructuriné’iﬁ
tariffs for this group and in part due to some preferences
under NAFTA, the former being of greater magnitude. However
these preferences, combined with a major growth in Australian
output of these products, have both attributed to a major
shift to Australia as a source of imports (see Table IV.11).
Table IV. 11 Percentage of Refined Petroleum

Products Imported from Australia. /

1955 1960 1965 1970 1974

% NoZ. Imports from
Australia 12 38 28 31 56

Source: Burtt, D.J. (4) page 65,

! See Appendix to Chapter III (Case 3).
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(a) Trade Creation. The trade creation gains would
appear to be significant (though not relatively large).

The estimates for trade creation may well indicate the
costs of expanding an inefficient petrochemical industry
in New Zealand, if the current tariff levels were required
for it to be competitive.

| In the absence of a domestic petrochemical industry
tariff reductions may confliect with attempts to encourage
energy conservation.

(b) Trade Diversion. With the apparent absence
of trade diversion potential it can be assumed that
Australia has become price competitive in the international
fefined'petroleum product market.

(e) Free Trade. There appears to exist worthwhile
trade creation potential from tariff changes with no risk
of trade diversion. If New Zealand was to accept NAFTA
in the true spirit of a free trade agreement then it would
not be tempted to establish an inefficient tariff protected

petroleum refining industry of its own.

(4) Group 4 (Section 5).

This group shows a very similar set of symptoms as
shown by Group 3 (petroleum products). The price esti~
mates are statistically significant with a negative price
coefficient. /‘ I

There has been a reduction in tariffs beﬁﬁgen 1950 and
1972 of 4.4 percent (with 2.8 percent of this bccurring since
1966) . An examination of the relative market shares of the

major commodity groups within Group 4 would indicate that if

any .of this reduction in tariffs is due to NAFTA it has been
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concentrated‘in the medicinal preparations group (see

Table IV.12), The existence of preferences under NAFTA
are indicated by the appearance of a preference in the

1972 tariff rate on Australian items over the 1972 British
Preferential rate (see Table V.7). This preference could
well have contributed to Australia'’s replacement of the
United Kingdom as New Zealand's number one source of
medicinal preparations. Australia also became the number
two source of chemicals (U.S.A. being number one) in 1974,
the United Kingdom shifting from first place (in 1965) to

third place as a source of chemicals.

Table IV.12 New Zealand Imports from Australis

of Group 4 Commodities.

% N.Z ., Imports from Australia

1965 1975
Chemicals (except Alumina
and Medicinal prepara-
tions) 39 19
Medicinal preparations 29 33
Plastics and Resins 18 15

Source: Bﬁrtt, D.J. (4) page T1.

The increased Austral ian importance as a source of
Group 4 commodities is largely accounted for by the growth
in the Austral ian chemical industry, though no doubt the
proximity and the preferential access (under thé British
Preferential Tariff and NAFTA) to £he New Zealénd market
acted as a stimulus.

(a) Trade Creation. The results indicate worthwhile
trade creation on a movement to free trade. This seems

agreeable with the apparent competitiveness in the



Australian industry, as it also exports significantly to the
U.S.A., Japan and the United Kingdom.

(b) Trade Diversion. The results indicate a small
amount of trade diversion potential on a move to free
trade (outweighed by trade creation). It is likely that
trade diversibn will occur (particularly in this group)

with the phasing out of the British Preferential Tariff.

(5) Group 5 (Divisions 61-64).

The price coefficient was negative but the price
estimates were statistically non-significant. There would
appear to be a slight decrease in the tariff rate in the |
1966-1972 period. Contained within this group is paper
and paper board manufactures, an area of considerable
importance under NAFTA for New Zealand's exports, though of
little apparent significance to Australian exporters to New
Zealand. The preferences under NAFTA are indicated by the
tariff rate preference on Australian items over the British
Preferential Rate for 1972 (see Table V.7). Australia:
receives tariff preferences for many of the items contained
in the four groups in Table IV.13, some are directly due %o
NAFTA but most are the result of earlier trade negotiations.

(a) Trade Creation. The freeing of the tariffs in
this group would appear to result in significant trade
creation. Considering the high tariff protection received
by local manufacturers of these commodities and the apparent
priée‘oompetitiveness of the Australian commodities then
this result seems in order,

(b) Trade Diversion., The results indicate the

absence of trade diversion under free trade., This indicates

19,
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that Australia is already the cheapest supplier. The quite
hiéh trade diversion values in the non-free trade situations
are caused by the remaining tériffs (on the Australian price),
their magnitude giving an indication of the revenue gener-

ated by the tariff.

Table IV.13 New Zealand Imports of Group 5
f Copmodities.

. 8000 CIF
Imports frém Totél Imports
, Austral;a ,

SITC 1965-66 1973-74 %A 1965-66 1973-74 %A
61 Leather &
Leather Manuf 353%.3% 572.9 62 - 3211 2413.5 =25
62 Rubber

Manuf 1185,5 2988.9 152 10851.7 25584 136
63 Wood & '
Cork Manuf 550.1 2492.7 353 4176.4 11611 178
64 Paper and
Paperboard ‘
Manuf '3239.2 5477.1 69 22553 32031 .8 42

Source: Country Analysis of External Trade, N.Z.
Department of Statistics. '

(6) Group 6 (Section 6 Division 65, imports by quantity
in square yards).
The price estimatés are not statistically significant,
this possibly accounts for the positive price coefficient.

It is interesting to note the high degree of statistical
significance of the estimates for gross domestic-exPenditureo
In general tariff preferences on Australian imports

derived from NAFTA are small, though Australias has always

received sgignificant tariff preferences under the British
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Preferential Tariff. By 1974 Japan had become New Zealand's

-~ number one supplier of textile fabrics, followed by Aust-

ralia and Hong Xong. The percentage of New Zealand

textile fabric imports from Australia rose from 7 percent

in 1965 to 10 percent in 1974, hardly a significant change.
The percentage of Australian exports of textile fabrics
going to New Zealand decreased from 71 percent to 59 percent
between 1965 and 1974. In general it would appear that
Japan is more price competitive than Australia,

(a) Trade Creation. The estimate for trade creation
represents a small welfare loss with a movement to free
trade because Case 3 (page 55) applies.

In general the direct welfare effects on producers and
consumers of such a move appears to be insignificant.

(b) Trade Diversion. The results indicate an
absence of trade diversion potential on a move to free
trade., The high values for trade diversion in the non-free
trade situation demonstrates the tariff revenue effect of
the tariff protection. It does seem logical that with the
abolition of thé British Preferentiagl Tariff trade diversion
from United Kingdom sources to Australia may occur. For
a group of products such as this facing such tough inter-
national competition, it would also seem likely that
expanded preferences to Australia may provide trade

diversion from Japanese gources.
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(7) Group 7 (Section 6 Division 65, imports by quantity
in Cwt).

The price estimates are statistically rather non-
significant, this was likely to be accounted for by the
small quantity of imports in Group ’701

NAFTA provides no significant tariff preferences that
were not already applicable under the British Preferential
Tariff. This is likely to be a major cause of the lack of

growth of such imports from Australia shown in Table IV.14.

Table IV.14 New Zealand Imports of Textile
Yarm and Thread

+*
$000 CIF
Imports from'Ausfralia Total Imports
1965 -66 1973=74 %A 1965-66 1973=74 %A
3648 .4 6179.4 41 23%92.5 35741 .4 50

Source: Country Analysis of External Tréde,
Statistics Department.

* Deflated using Import Price Index. Base Year 1974.

(a) Trade Creation. The quite high value for trade
creation on a movement to free trade is caused by the |
high level of protection enjoyed by domestic industry.

New Zealand imports very little of these commodities and
itself is a major producer., This represents the cost to
the New Zealand consumer of such high protecﬁiong the

necessity of its continued existence may well be in doubt

1 It includes imports of textile yarn and thread but with

a very minor number of other commodities.



considering: New Zealand's recent export sales of such
products (and thus its apparent international
competitiveness) .

(b) Trade Diversion. The potential for trade
diversion following the complete removal bf tariffs
appears to be nil, However with the Unitéd Kingdom
being a major supplier in the past and the high level
of preferences under the British Preferential Tariff,
it is likely that trade diversion from’sources such as
Japan to the United Kingdom and Australia has existed

for some time prior to NAFTA.

(8) Group 8 (Section 6 Divisions 66-69).

The price estimates were found to be statistically
significant only at the 95 percent level but with a
positive price coefficient.

As a whole this group has been subject to increased
protection (particularly commodities of iron and steel
and manufactures thereof). The only commodities within
this group for which Australia has received tariff prefer-
ences over all other suppliers (of any significance) is
for aluminium and aluminium alloys. In 1974 Australia
supplied 56 percent (14 percent in 1965) of New Zealand's
imports of aluminium products. This is'also due to
expanded local domestic production and reduced imports
(Table IV.15). |

Inports of iron and steel and related manufactures
from Australia decreased in real terms over most of the

1965=1973 period. Australia received no sgignificant

83,



tariff preferences over the British Preferential Rate,
though this contained a counsgiderable tariff preference

to Commonwealth suppliers (see Table V.7).

Table IV.15 New Zealand Imports of Aluminium

and Aluminium Alloys

so00”  CiF
- Imports from Australia Total Imports
1965-66 1973=T74 - 1965-66 = 1973=T4
1785.9 57471 12352,.6 10338

Source: N.Z. Counbry Analysis of External Trade,
Statistics Department.

#* Deflated vsing Import Price Index. Base Tear 1974,

Table IV.i6 New Zealand Imports of Iron and
Steel and Related Manufactures

$000"
Imports from Australia Total Imports
196566 Market 1973=T4 Maerket 1965=66  1973=T4
Share Share
60029 40% 55923 51% 150491 178562

Socurce: See previous Table.
* DPeflated, see previous Table,

(a) Trade Creation. The trade creation estimate of
a move to free trade is reasonably large and represents a
welfare loss because of thé vositive price coefficient in
the import“functiono The loss may be difficult %o

understand at first glance though it arises from the



Case 3 (page 55) interpretation which was chosen to
meet this perverse situation.

(b) Trade Diversiomn. The results indicate no trade
diversion potential in switching to Australia from present
suppliers (under free trade conditions), thus it ié
assumed that Australia is already a competitive éupplier
of imports.

This does not rule out the possibility of trade
diversion result ing from the British Preferential Tariff
favouring Australia over such suppliers as Japan and the

U.S Ao

(9) Group 9 (Section 7, import quantity by number of
items) . |

The price estimates were statistically highly signifi-
cant with a negative price coefficient.

This 1s a group for which Australia does receive a
selection of uséful preferences under NAFTA that are not
available to other suppliers.

The combination of the British Preferential Tariff
rates, the tar%ff prefgrences granted under NAFTA and the
growth of Austfalian heavy industry, has encouraged and
enabled New Zealand to drastically expand its imports of
‘ machinery and transport equipment from Australia (see Table
IV.17). Though by 1974 Australia remained (as in 1965)
New Zealand's number three source of imports of commodities
for this group, the main sources being the U.3S,A. and the

United Kingdom.

85,
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Table IV.17 New Zealand Imports of Machinery and
Transport Equipment

#*
$000 CIF
Imports from Australia Total Imports

SITC 1965=66 1973=74 % Inc. 1965=66 1973~74 % Inc
71 Machinery
(except '

electric) 23771 37219 56 265722 326658 19
72 Electric
Machinery 11643 21799 47 114594 133889 14
73 Transport
Equipment 39429 95175 59 232226 327344 29

Source: N.Z. Country Analysis of External Trade,
Statistics Department.

* Deflated using Import Price Index. Base Year 1974,

Table IV.18 Group 9 Imports from Ausf;alia as a
Percentage of Total Imports of Such Commodities

SITC | 1965-66 1973=74
71 Machinery except

electric 9 11
72 Electric machinery 10 16
73 Transport equipment 17 _ 29

New Zealand is Australia’s main export market for this
group of commodities. From Aﬁstralia”s point of view the
New Zealand market has been an ideal starting point for its
growing exports of heavy industrial finished goods., The
tariff preferences (under the security of NAFTA) combined
with the proximity of the market have given the Australians
an initial advantage.

(a) Trade Creation. New Zealand's heavy industry is

never likely to have the available resources to match



overseas production efficiency of most machinery and
transport equipment. Thus with Australia developing a
fully integrated and increasingly efficient industry there
would appear to be ample potential for trade creation, this
is reinforced by the trade creation estimates for major
tariff changes shown in Table IV.9,

A movement to free trade for this group would
provide New Zealand with a powerful bargaining tool for
reciprocal rights of entry into Australia for its own
lighter manufactured goods.

(p) Trade Diversion. The results indicate the
absence of trade diversion following a complete freeing
of trade. However built into these‘results is possible
trade diversion resulting from the British Preferential
Tariff, favouring Australia over such competitors as the
U.S. 4. and Japan. Further freeing of trade would increase

this advantage and provide further trade diversion potential.

(10) Group 10 (Section 7, import quantity measured in Cwt).

This small group provided statistically highly signi-
ficant price estimates with a positive price coefficient.
The specialised nature of this group and its relative
smallness may well have brought about the situation causing
a positive price coefficient.

(a) Trade Creation. For a small group the trade
creation estimate is quite large though because of the
positive price coefficient the estimate theoretically
represents a welfare loss to producers., This result is
likely to be the product of distortions introduced bedause

of the very specialised nature of the products and the very
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limited amount of domestic production. The lack of competi-
tion between domestis producers and imported supplies and
the quite high tariff protection received on the limited
domestic production maeke it difficult to draw an acceptable
conclusion from the welfare change indieatedxby the trade
creation estimateo‘ E
(b) Trade Diversion. Trade diversion is indicated in

a small but significant amount on a move to free trade. The
method of deriving trade diversion where a positive excess
demand curve exists is likely to produce a small over-
estimate.

~Australia has enjoyed quite considerable tariff prefer-
ences over West Germany (New Zealand's main supplier of
these products) but has only been able to maintain a very
average growth in its New Zealand import market share (see
Table IV.19). Thus there would appear a potential for
trade diversion through Australia's lack of competitiveness

in this product area.

Table IV.19 New Zealand Imports of Metalworking
Machines and Textile Machinery.

$000
From Australia % Total Imports %
1965=66 1973=74  Change 1965=66 1973=T74 Change

2134 2513 18 28092 33717 20

Source: See Table IV.17.
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CHAPTER V
CONCLUSIONS

1. THE WELFARE EFFECTS OF THE LIBERALISATION OF
TRANS~-TASMAN TRADE

(1) Trade Creation.

The results derived in this study (Table V.1) would
indicate that the welfare changes described by the trade
creation estimabtes have been very small as the result of
any tariff induced price changes due to NAFTA. This is in
keeping with the apparently small number of tariff prefer-

ences actually granted under NAFTA (see Tables V.6 and V.7).

Téble V.1 Trade Creation Estimates.

Trade Creation ($) Due to

Tariff Change Tariff Change 25% Cut in Movement
Between Between the Aver- to
1950=T2 1966=T2 age Tariff Free

rate Trade

G-I"O'Llp 1* "“10605 ”501 "‘208 "'44‘04

. 2% =12409.3 =219 ,0%* -827 o1 -1%161.2

% 508468.3 - 143390.8 31778,.6 512567 .0

4 54827 .3 22480,.6 16767 .6 268785 .5

5 13405,7** 3672.5 23458.3 375467 .7

6* =5158,6%%* =450%.9 =12190.6 -193329.5

7 2465 5% #* 3546.9 9619.5 153921.5

8% =T2796,4%% =64932 ,6%* -1283%02.,6 ~2049880.0

9 1010017 ,T** 120, 4 %% 251317.3 4020549.,2
T10O* =TT879.9%* =0, F%* =%510652.7"

-19421.8

Estimates described as trade creation for these groups
represent welfare losses, i.e., the consumer gain of such

a tariff move is outmwei%hed by a producer loss. See

Appendix to Chapter III (Case 3) page 55,

*¥These are the result of the reversal of an increase in tariff
over the indicated period (see.page 58 relating to a
positive tariff change).
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A description of the commodity coverage within groups
in Table V.1 is as follows:

Group 1

[%3

Textile fibres, not manufactured.
Group 2 : Crude fertilisers, crude materials and metalli-
ferous ores.

Group 3 ¢ Mineral fuels, lubricants and related materials.

oo

Group 4 : Chemicals.

Group 5 : Manufactures of leather, rubber, wood, cork, paper
and paper board.

Group 6 : Textile fabrics, made up articles and floor
coverings.

Group 7 : Textile yarn and thread.

Gfoup 8 : Non-metalic, metalic, iron and steel, nonferrous

metal manufactures,

Group 9 : Machinery and transport equipment.

Group 10 : Metalworking, textile and specialised industrial
machinery.

Table V.2 compares the positive and negative trade
creation effects of NAFTA with those of a proposed movement
to free trade, It would appear from this comparison that
a movement close to complete free trade is needed before
clearly meagurable welfare changes of this nature will occur.
- The trade creation gains appear to be most significant in
Groups 5 (leather, rubber, wood, cork, paper and paper board
manufactures) and 9 (machinery and transport equipment).
Group 8 (iron and steel and manufactures of metals and non-
metals) shows possible evidence of significant welfare losses
by producers on a move to free trade, These three groups
represent the areas of major importance in New Zealand'®s

import trade from Australia and also the groups facing the



Table V.2 Trade Creation as a Percentage of
Total Trade1 in the Commodity Group.
Tariff Change Movement to
Between . Free
1966=T2 Trade
Group** 1% 0.00005 0.00044
2% 0.0005 0.0305
3 0,101 0,362
4 0.0304 0,364
5 0.0089 0,907
6 * 0.0035 0.149
7 0,009 0,391
8# 0,036 1.114
9 0.00004 1,306
10%* 0.00002 0.949

* Egtimates described as trade creation for these groups

represented a welfare loss,

*x See Pable V.1 for a description of the commodity
groups.

highest tariff barriers. It is interesting to note that

though New Zealand is a major exporter of wood pulp and
newsprint it would appear that trade creation gains may
well result from the further importation of more
specialised types of paper products.

Burtt (4) derived estimates of the wvalue of trade
created and trade diverted2 due to NAFTA up to 1971 and

! 7otal trade was defined as the average quantity bimes

the average price (for the 1950-72 period) for each
commodity group.

influences rather than the welfare effects of such

influences on trade. Thus only very general compari-

goris between Burtt's estimates of trade created and
trade diverted and the estimates of trade creation
and trade diversion in this study are possible,

Burtt's (4) (page 152) estimates indicate the guantity
of trade affected by trade creation and trade diversion

91,
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an estimate for the combined effects up to 1975. The estimate
for trade created in New Zealand's imports from Australia
between 1966 and 1971 was relatively insignificant (less
than 1 percent of total New Zealand imports from Australia).
This is in agreement with the small welfare effects due to
changes in New Zealand's producers and consumers surpluses
(trade creation) in this study. His relatively much
higher estimates for trade diverted (than those for trade
diversion in the next section) are open to criticism as
their estimation does not focus directly on the relative
prices of alternative import sources. Rather they are
derived from a residual of trade not attributable to

normal trade growth or trade creation, which may well
include non-=tariff effects on trade. This neglect of such
factors is likely to cause the estimate of trade diverted
to be overstated, In this study trade diversion estimates
are calculated directly from the price1 difference between

the Ausbtralian and non=Australian sources.

(2) Trade Diversion,

On a move to free trade the potential for trade
diversion appears o be small, This would indicate that
Australia is sufficiently price competitive to be able to
compete successfully internationally with its industrial
goods. Thus the complete freeing ¢of trans-Tasman trade is
unlikely to involve major trade diversion costs (see

Table V.3).

! Due to the method of deriving the Australian price in

this study they may be understated (see page 58).



Table V.3 Trade Diversion Estimates.

Group. Description of Commodity Trade Diversion
Noo Groups (1) With a Movement
to Free Trade
(2) (&)
1 Textile fibres, not manufactured *
2 Crude fertilisers, crude
meterials, metal ores 61609.6
3 Mineral fuels and related
materials *®
4 Chemigals 24603.9
5 Manufactures leather, rubber,
wood , cork, paper and
paper board *®
6 Textile fabrics, made up articles,
floor coverings *
7 Textile yarn and thread *
8 Manufactures of metals, iron
and steel *
-9 Machinery and transport equipment *
10 Metalworking, textile and

‘specialised industrial machinery  89771.2

* Negative trade diversion (see page 57)

(1)
(2)

For a detailed description see page 42.

The reasons for not highlighting other trade
diversion estimates are embodied in the explanation
of the derivation of the Australian price (following
a tariff change). See page 58.

However excluded from these results is the long term

trade diversion effects of the British Preferentisl Tariff.

Considering the degree of this tariff preference (see

Table V.7) these effects may be quite large.

Of the prices in Table V.4 (for which a valid compar-

ison can be drawn) only the Australian price for Group 3

items is significantly larger than the world price. This

can be accounted for by the very high proportion of refined

petroleum products imported from Australis whereas crude

93.
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petroleum products make up the bulk of the total
impox“t? Se !

Table V.4 A Comparison of Import Prices for
the Year Ending June 1972,
(Average $ price/unit)

Group: Deécription of Uniﬁ Imports Imports
No. Commodity Groups from from
Australia World

Pibres for textile manu=

—

facture Cwt 13%8.,66% 39,959
2 Crude materials, fertilisers

and metal ores Cwt 1.523 1.971
3 Mineral fuels and related

materials Cwt 2.59 1.88
4 Chemicals Cwt 8,839 8.664
5 Manufactures leather, rubber,

wood and paper pulp Cwt 37T 37 .64
6 Textile fabrics, made up

articles and floor coverings Sq yd 0.675 0,704
7 Textile yarn and thread Cwt 274.23% 192.798
8 Manufactures of metals, iron
: and steel v Cwt 19.749 22.742
9 Machinery and transport

equipment Items 7T71.699 110.463
0

-

Metalworking, textile and
special industrial machinery Cwt 174.393*% 23%.029

Source: All import quantities and values to calculate
~ prices were taken from Country Analysis of
. External Trade, N.Z. Department Statistics.

* Because of the relatively small number of commod-
ities in these groups a valid comparison of the
average prices can not be made.,

The lack of trade diversion potential indicated by the
prices is consistent with the lack of trade diversion in-
dicated by the estimates in Table V.3. Furthermore, it is
likely that any potential for trade diversion has already

been occurring as a result of the British Preferential

! Thus the Group 3 price difference is a product of the

price estimation technique.
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Tariff and will continue %0 do so with these preferences
being passed onto the Australian tariff rate in the New

Zealand Tariff Schedule.

(3) Net Welfare Gains.

In general the net welfare effects of tariff reductions
on imports are only significant on a move to free trade with
Ahstraliag and even then they are by noc means large. How=-
ever the important factor is whether a movement to or
towards free trade is likely to involve welfare costs to
the econcmy as a whole, After all as long as the benefits
to one sector outweigh costs to another, compensatory”
transfers to the losing sectors will still leave some
sectors with a net welfare gain,

0f those groups having a negative net welfare effect
(see Table V.5) all but for Group 2, this is predominantly
caused by a welfare loss incurred by producers. of
Groups 1, 2 and 6 (which all had a positive price coeffic-
ient) the lack of statistical significance of the price
estimates would suggest doubt could be cast on the validity
of the sign of the coefficient. These results indicate
that the magnitude of welfare changes involved are likely
to be small whether they be positive or negative.

Generally the positive net welfare effects outweigh
the negative welfare effects (by about $2,824,214 in total)
on a move to free trade. It is however not valid to draw

more than a subjective analysisl from the aggregation of

! The results for each group represent a separate

analysis, using a separately derived import function.
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groupi results, Furthermore the significant positive gaiuns
occur in petrochemicals, chemicals, machinery and transport
equipment, all areas of major (current and potential)

trading importance.

Table V.5 Net Welfare Effects.

Group Commodity Group Description Net Welfare

No. Effect of a
Movement;, to
Free Trade*($)

1 Textile fibres, not manufactured =44 .4
2 Crude fertilisers, crude materials,
metal ores =74770.8
3 Mineral fuels and related materials 512567.0
4 Chemicals 480157 .5
5 Manufactures leather, rubber, wood,
' cork, paper and paper board 375467 .7
6 Textile fabrics, made up articles,
floor coverings =193329.5
T Textile yarn and thread 153921.5
8 Manufactures of metals, iron and
steel =2049880.,0
9 Machinery and transport equipment 4020549.2
10 Metalworking, textile and specialised
industrial machinery -400423% .9

# The net welfare of this situation only has been high-
lighted because of the distorting factor of the
trade diversion estimates in the non-free trade
situation. In the other casges the sign of the net
welfare effect would be unchanged and the magnitude
closely related to the trade creation values
(see Table Vol).

In conclusiori9 the net welfare effects of a complete
movement to free trade w@uld.appear to be small but at
least predominantly positive. Purthermore much of the
trade diversion potential included in these results has
alréady been exploited under the past British Preferential

Tariff preferences.
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2o NAFTA AND THE BRITISH PREFERENTIAL TARIFF (BPT)

The actual reduction of tariffs on Australian imports
into New Zealand has been far from spectacular and has
shown little evidence of a genuine effort to achievé a
free trade area.

Burtt (4) showed quite clearly that a large proportion
of items admitted to Schedule A were already tariff free
(prior to 1966) or were not involved in trans-Tasman trade

(see Table V.6).

Table V.6  The Effective* Proportion of Schedule

A TItems
1966 1971
Australian Tariff 5% 11%
New Zealand Tariff 10% ) 18%

ey

¥ Tariff items that when added to Schedule A required duty
rate reductions and were involved in trans-Tasman trade.

Source: Burtt, D.J. (4) page 106,

The apparent lack of tariff preferences for Australian
imports in the New Zealand tariff over the BPT indicates
the ineffectiveness of attempts at further tariff reductions.
See Table V,7 for a comparison of the Australian and BPT
rates,. It was not until 1974 that the last of the duty
margins1 (causing the tariff on Australian imports to be
higher than for British imports for some items) wae removed.
In all, these duty margin reductions affected 509 items be-

tween 1966 and 1974 (133 occurring in 1974).

4
‘ Bee comment on margin eliminations, page 24.



Table V.7 New Zealand Tariff Rates : A Comparisen of Preferences.

Br. Aust. Aver- Br. Aust . Aver- Br. Aust. Aver- Br, Aust,
SITC Pref. Pref. age Pref. Pref. age Pref., Pref. age Pref. Pref.
Classification Tariff Tariff Tariff Toriff Tariff Tariff Tariff Tariff Tariff Tariff Tariff
% % % % % % % % % % %
Section 2 Div 26 0 0 2.25 0 0 0.6 0 e 0.133 0 0
Section 2
Div 27=29 4,69 4.69 5.04 0.87 0.86 1.47 0.85 0.57 1.9 0.95 0.61
Section 3 9:25 9+25 13.09 3.2 3.2 9.05 2.62 2,58 3.77 2.49 2.03
Section 5§ 6.88  F.13 10.66 4.57T 4.57 9.7 3,51 3,05 6.88 4.29 3.12
Section 6
Div 61=64 1943 13.71 17 .31 15,69 14.38 22.3 14.32 11:.23 20.4 16.0 11.66
Section 6 Div 65 8.14 8.62 14.26 11.47 11.31 18.16 9.72 8.68 15.82 - 11:.41 8.96
Section 6 ,
Div 66-69 6.85 T7.97 14.39 T.32 6.32 13.84 9.59 8.19 16.45 11.47 8.63%
Section 7 6.82 T.25 14.21 10.57 9.85 21.24 11.27 9.55 21.3%4 13.67 9.53%

Source: The figures were calculated from The Customs Tariff of New Zealand (Customs Dept.);
1956, 1962, 1972, 1974. The rates for 1960 and 1965 were calculated using the 1956
and 1962 tariff schedules plus amendments.

(1) The 1960 tariff rate represents an average of the rate for each tariff item (where
tariff items are subdivided, the rates for the subdivisions have been averaged to
produce a single rate per item).

(2) The 1965 tariff rate represents an average of the items at the four digit lewel
(subdivisions treated as above) of the SITC classification. _

(3) The 1972 and 1974 tariff rate represents a simple average of the four digit tariff
itzms of the Brussels Tariff nomenclature.

The Average Tariff was calculated as described on page 46.
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}With the exception of pulp and paper products (Sectign 6
Division 64), some machinery items (Section 7) and a small
number of iron and steel products (Section 6 Division 69)
there has been no significant preferences over the BPT
prior to 1974,

The replacement of thé BPT with the Commonwealth Prefer—
ence Countries (CPC) Tariff, which does not include the
United Kingdom, Australia and Canada, is likely to place
greater emphasis on NAFTA, as a binding force to maintain
old BPT preferences passged onto Australian imports in the
New Zealand Tariff Schedule.

Tariff preferences for Australia are now listed
separately in the New Zealand Tariff, which include the o0ld
BPT preferences and preferences under NAFTA. O0f New Zealand's
six main suppliers of imports (accounting for 73 percent of
total imports) only Australia now receives significant
preferences over the General Tariff.

NAFTA largely took on the function of a trade agreement
designed to bind previously negotiated tariff preferences.
Several of the preferences to Australia had been negotiated
under the 1933 Trade Agreement and quite a few others in
separate agreements before NAFTA came into operation. Although
the function of ensuring that these tariff preferences are
not lost is important, NAFTA's main aim in the future (but
its biggest failure in the past) must be to expand signifi-
cantly on the prefefences on its own merits and using its
own machinery for doing so.

In general New Zealand has been able to take greater

immediate advantage'of trade preferenceé because of



Australia’s general lack of qaahfitative restrictions on
imports, In particular, New Zealand has been able to
ﬁake advantage of a high concentration of preferences and
a significant Australian net import situation in newsprint,
wood pulp and floor ooveringso1

Although Australia has been faced with Import licenecing
in New Zealand, its more diverse industry has enabled it

to take advantage of a broader range of tariff preferences.

1

Under NAFTA New Zealand is allowed to export 2.1 million
sq m of dutyfree woollen carpet to Australia. Above

this quantity it is subject to between a 5 percent to a
7.5 percent preferential duty (though this duty is

about to be changed the preferential margins will be

mg intained in relation to the General Tariff).
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3. MAJOR RESTRICTIONS TO NAFTA'S PROGRESS

(1) New Zealand Import Licencing.

Import licencing remains a major annoyance to Australian
exporters exporting to New Zealand, New Zealand had agreed
under Article 5 of NAFTA to remove remaining import
licencing restrictions as soon as practicable, allowing for
balance of payments conditions.

The maintenance of import licencing by New Zealand on
Schedule A items has caused dissatisfaction to Australian
industry. The result has been a degree of reluctance1 in
Australia to make additions to Schedule A unless New Zealand
Qould provide some guarantees on market access. A further
problem is that due to GATT directives import licences must
be issued on a non-preferential basis. It is quite likely
that a commodity's import demand may be so restricted by
import licencing that any preferences gained by Australia
become insignificant.

With the percentage of goods imported under licence
dropping from 78 percent in 1966 to 32 percent in 1976 (see
Table V.8) it would appear that reasonable progress towards
reducing import licencing is being made. However these
figures do not make allowance for commodities for which
imports have been prohibited due to import licencing
restrictions,

As balance of payments problems persist, with domestic

manufacturers calling for greater protection and Australia

! This has been reflected in findings by the Australian

Tariff Board on items referred to it for advice on their
inclusion in Schedule A. See Australian Senate Committee

“(1) page 12.
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introducing selective quotas (in textiles and garments),
then future reductions in New Zéaland’s import licencing
seems in doubt, at least in the absence of a major policy
change such as the introduction of an exchange rate policy

to control imports.

Table V.8 New Zealand Import Licencing.

June % New Zealand Imports (CDV)
Year Imported under Licence
1965 T8.1%*

1966 74.8

1967 63.8

1968 69 .1

1969 48.4

1970 43.2

1971 44 .2

1972 40.5

1973 36,8

1974 30.1

1975 5.2

1976 32.3

Source: Calculated from data in the Monthly Abstract
of Statistics, N.Z. Department of Statistics.

¥ The previous year's value of import licence allocations
was divided by the total imports (CDV) for the year
shown.

(2) Additions to Schedule 4.

This is an area of considerable debate and criticism
and would appear to contain the main weakness of NAFTA.

Severe criticism has bheen levelled at the apparent
slow growth in the number of items added to Schedule A (and
thus the slowness to adopt a substantial proportion of
trans=Tasmah‘trade as tariff free). This slowdown in the
growth of the Schedule A list is indicated in Table V.9,
Furthermore the reluctance to make concessions influenéing

a major part of trans-Tasman trade is indicated in Table V.10,



Table V.9 The Growth in the Number of Items
Listed in Schedule A,

As at No., Tariff Items Increaée in Total No.
June in Schedule A No., of Items Items in
NZ Tariff
1966 1140 4400
1970 1670 530 4550

1975 2000 330 . 4700

Source: Burtt, D.J. (4) page 120.

The initial growth was due to the inclusion of those
items previously traded free of tariffs or those requiring
very little tariff reduction. However when it came to
agreeing on more substantial reductions the method of
negotiation laoked any compulsion on meﬁbers to give
concessions, thus progress became Slow,

What is needed is a plan and a schedule for gradual
reductions with minimal exceptions. Such a plan would
allow either country to plan for foreseeable changes and
encourage industry to be prepared for the changes, and .
where necessary offer compensation. A schedule of tariff
reductions would include a form of compulsion to implement
the plan. This may involve a set of long term and gradual
across the board tariff reductions (with a restricted

schedule of exemptions).

(3) Article 3:7.

| Burtt (4) has shown that the value of trads involved
under Article 3:7 of NAFTA has been quite significant in
relation to Schedule A, though in relation to total trans-
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Tasman trade Article 3:7 trade has been quite small (see

Table V.11).

Table V,10 A conparison of New Zealand Imports of

Rate Reducing(1 Items with other Imports(2)o

i

Year Endiﬁ% June
1965(3) 197103 4gy5(4)

Imports Rate Reducing

Items ($mill) 2.6 15.7 35,8
Schedule A Imports ($mill) 54.8 108,5 297 .1
Total Imports From

Australia ($mill) 128,7 222.,7 502,6

% of Rate Reducing Items
- in imports under
Schedule A 5 14 12

% of Rate Reducing Items
- in Total Imports from
Australia 2 7 7

(1) Those items, when added t¢ Schedule A, requiring a
tariff reduction in the New Zealand Tariff (i.e.
items not already free).

(2) Except Schedule A, imports being CDV figures.

(3) 1965 and 1971 figures cover items in Schedule A
by 1971. e

(4) 1975 figures cover items in Schedule A by 1975.
Source:  Burtt, D.J. (4) page 122,

Y

Article 3:7 has several unaesirable features which are
contrary to progress towards a free tradé’areao Firstly, it
is a very selective method of granting trading preferences.
The arrangement occurs between two companies, one from each
country thus discriminating against other firms within the
same industry. Such an arrangement is also difficult %o
negotiate as it requires finding firms on either side of the

Tasman with complementary requirements,
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Table Vo1t Article %:7 Trade

$ million %
. Total Two Way Total Trans— of Total
Trade under Tasman Two Way Two Way
Article 337 Trade Trade
Up to 1972 33.6 1780.101 1.9
Year ending
June 1973 2203 455 .855 4,9
Year ending
June 1974 48 .8 616.989 7.9
Year ending

June 1975 - 39.4 690,162 5.7

Source: Burtt, D.J. (4) page 124
also: Qfficial New Zealand Yearbook

The initial function of Article 3%:7 was as a stepping
stone to Schedule A, but this has not occurred as the system
lacked any obligation for the further step to inclusion in
Schedule A of items traded under Article 3:7 conditions.
Trade under this Article has predominantly inveived motor

~vehicles and whiteware. It has provided some relief to
Australian exporters from New Zealand's tight import
licencing controls on imports of motor vehicles and motor
vehicle parts.

Because of the discriminatory and secret nature of
preferences under this Article and the considerable time
and negotiating effort required, Article 3:7 should\be
abolished9 What is needed is a system of partial tariff
reductions which would become an inftegral part of the move-
ment to free trade, Combined with this must be a continued
effort by New Zealand to replace import licencing controls

with import tariffs as a means of regulating imports.
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(4) Industry Panels.

These panels were set up for purposes of consultation on
marketing of certain primary products included in Schedule A,
Examples of these are the Pea and Bean Panel, the Lamb
Industry Panel and the Joint Panel on Sawmilling Products,
all of which were set up following increases in exports of
these products to Australia by New Zealand,

The stating of their purposes as to facilitate 'orderly
marketing'! or to achieve 'harmonious development of ths
industry’ provided what sounded like euphuisms for non-tariff
restrictions on trade. Via these panels Australian producers
have obtained quantitative restrictions to protect local
producers. Though New Zealand producers have been represented
on these panels, they have invariably quietly accepted the
restrictions imposed.

Perhaps the most controversial of these panels has been the
Pea and Bean Industry Pan6119 which has been instrumental in
setting up market arrangements of a monopolistic and market
sharing nature. In August 1971 the Australian Trade Practices
Tribunal ruled that a price arrangement agreed upon by
producer32 in both countries and represented by this Panel was
against the best interests of the consumer and contrary to the
spirit of NAFTA.

Industry panels have an important function in sorting out
trade difficulties (particularly) with respect to agricultural
products) ,» however these panels must not be allowed to become a
breeding ground for a host of quantitative restrietions.

1

See submissions contained in the Senate Standing Committee on
Industry and Trade (1), pages 15-18, 331=382 and 437-456,

J. Wattie Canneries was cited as one of 11 parties to an
"orderly marketing agreement." See Lloyd (10), page 84.

S 2
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4, BILATERAL BALANCING OF TRANS-TASMAN TRADE

In pressing for better treatment under NAFTA, New Zealand
politicians have consistently grizzled (in fact since about
19201) about the 'imbalance' of trans-Tasman trade in
Australia's favour. They have suggested that New Zealand
should receive sufficient tariff preferences for its exports
to Australia to allow it to significantly reduce the
imbalance. It was even suggested in the 1977 budget speech
by the New Zealand Prime Minister that a dollar for dollar
gquota could be imposed by New Zealand on trans-Tasman trade.

The implication that the trans-Tasman trade imbalance
is an unfair state of affairs does not hold up if we con-
sider New Zealand's balance of trade with Russia, for
example, of 39 to 1 in New Zealand's favour or similarly
over 5 to 1 with the Philippines,

The basic cause of the imbalance is not an unfair
distribution of tariff preferences, in fact considsring the

2 under NAFTA in each country's bariff

relative reductions
schedule, plus New Zealand's import licencing policy, it
would appear Australian exporters have had greater problems
of access to the New Zealand market than vice versa. Rather
the problem appears to be a basic lack of two way complemen-—
tarity in the trans-Tasman economies. Australia with its
abundant raw material resources and its integrated industry,
has a2 wide range of raw material, manufactured and heavy

industrial exports to offer., New Zealand on the other

hand relies on agricultural and forestry products with a

1 See Chapter II Section 4, page 10,

2 See Burtt, D.J. (4) page 97 for a comparison of tariff
reductions by each trans-Tasman partner of NAFTA.
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limited range of manufactured products for its export incoms.
But Australia is also a major exporter of agricultural
products. Thus in trade with Australia New Zealand must
rely heavily on forest products and light manufactured
products for its exports. Furthermore, of the mgjor
commodities entering trans-Tasman tradeg only woed pulp is
produced in larger quantities in New Zealand.

With further growth and development of Australian mining
and industry and the United Kingdom having lost all its
preferences under the British Preferential Tariff (except
those on motor vehicles)g then it is likeiy that the oppor-
tunities for New Zealand imports from Australia will grow at
s faster rate than such opportunities of Australian imports
from New Zealand. To take full advantage of the proximity
and price competitiveness of the Australian industiry, New
Zealand must put aside jideas of biiaterally balancing its
trans-Tasman trade, Attempts to achieve such balancing
would involve considerable tariff protection of domestic
petrochemical, chemical, iron and steel and heavy manufactur-
ing industries and would involve forgoing indicated trade
creation gains.

If a complete free trade area between Australia and New
Zealand could not be negotiated then a major freeing of
tariffs on Australian imports by New Zealand would give it
bargaining power sufficient enough to achieve freedom of
entry to the Australian market for its range of apparently
quite competitive light manufactures.

Even in free trade with Australia, New Zealand, in the

writer's view, would be better attempting to achieve greater
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miltilateralism in its trade. This would involve a con-

tinued emphasis on exports based on New Zealand's traditiocnal
primary industries, rather than any major shift of resources
into manufacturing which would be needed for any attempt at

the bilaterally balancing of trans-Tasman trade.



5a SUMMARY

The use of a partial equilibrium mcdel (and its ‘other
things being equal' assumption) to establish the affect of
changed tariffs on a country's welfare, leaves a host of
intersctions unaccounted for in a highly complex trading
world., Nevertheless this study attempts to isolate the
magnitude and type of influences on welfare caused by
tariff changes, which may then be viewed in the light of
subjective assessment of the general equilibrium conse-
quences or of other research which broadens the scope of
the study.

The overall result of this thesis is that a gradual
movenent to free trade, which would involve 25 percent
(about) tariff cuts with Australia, is unlikely to reduce
welfare. In general the welfare gains outweigh welfare
losses, particularly in those commodity groups most
important in New Zealand's imports from Australia (with
the exception of the group containing iron and steel and
metal manufactures).

Finally, if these estimates are to be believed it
would seem New Zealand has nothing to lose from granting
an across the board tariff concession to Australia and
may expect the benefits of reciprocal action by Australis

towards New Zealand's exports,

@1@0
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APPENDIX 1
TRADE CREATED AND TRADE DIVERTED DUE TO

THE NEW ZEALAND - MALAYSIA TRADE AGREEMENT1

1o INTRODUCTION

The aim of this short study is to try and isoclate the
gains from any trade stimulus (in terms of the quantity of
trade created and trade diverted) resulting from the 1961
New Zealand Malaysia Trade Jék.g‘reemento‘2

The Agreement was signed on 3rd February 1961 and came
into force on the 8th June 1961. 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,

2o METHOD OF ANALYSIS

The method used to estimate the quantity of trade created
and trade diverted is one used by Burtt, D.J. (4) in his recent
study of the NAFTA agreement.

In brief, this method assumes that growth in the value of

trade of preferentially traded items3

between agreement members
will be faster than in those commodities not receiving any

gpecial treatment under the trade agreement. This excesgs in

For the period of this study Malaysia was defined as in-
cluding West Malaya, Sgbah and Sarawak. Singapore was
at no stage included.

Hereafter referred to as the 1961 Trade Agreement, For
details of the Agreement see New Zealand Treaty Series 1961,
No. 6. Department of External Affairs. Wellington.

'Preferentially traded items', refers to those items
receiving trading preferences under the 1961 Agreement.,
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trade in preferentially traded commodities is assumed to be

made up of trade createdn and trade diverteéed:

(1) Excess Trade of Preferentially Traded Items.
A growth rate is found for both the non-preferentially

traded items1

and for the preferentially traded items. The
quantity of preferentially traded items entering trade above
that due to the growth rate of non-~preferentially traded

items is termed excess trade.

(2) Trade Created.

To find the trade created component of the excess trade,
an agreement member's expansion in trade with all countries
of the preferentially traded goods is calculated. From this
is taken the expected trade growth with all trading partners
(i.e. using the growth rate of non-preferentially traded
items) of the preferentially traded items,

The extra trade above the expected growth is assumed %o

be the trade created as a result of the agreement.

(3) Trade Diverted.

This is indicated by establishing the amount by which
the growth of trade in preferentially traded items is exceeded
by the growth in non-~preferentially traded goods with all
countries except the trade agreement partner.

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 created and excess

trade °

f The growth rate of non-preferentially traded items is

assumed to provide an expected or non-agreement trade
growth rate.



The time period of the analysis was from 1960 to 1974,
1960 representing the pre-trade agreement levels of trade
and 1974 being the most recent trade data available for

Malaysia (in sufficient detail).

3 ASSUMPTIONS IN THE ANALYSIS

(1) It is assumed that the portion of trade between the
two agreement members that does not receive trading prefer-
ences via the trading agreement, is sufficiently large to
give a reasonable estimate for the growth in trade of

commodities not included in the agreement.

(2) This approach assumes the non-existence of similar
trade agreements or other sources of trade creation for

the products involved.

(3) It is assumed that the growth in trade of preferentially
traded goods maintains only an average trade growth with

third countries.

Results of this approach are subject to quite sweeping
assumptions and it is likely that irregularities in world
trading patterns could overshadow the effects being Studiéd
but at the very least the resulfs would provide a basis for

qualitative judgement.

4, PART 1 : Malaysian Imports From New Zealand 1960-1974

From 1960 to 1974 there has been a considerably greater
growth rate in New Zealand exports to Malaysia of preferen-

tially traded items than of items not included in the agreement,
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Using the growth rate of ltems not receiving trading
preferences under the 1961 Agreement of a multiple of
14.29, then the expected level of Malaysian imports of ths
preferentially traded items would be $10,196,929 (i.e.
14,9 x 713072, see Table Al1.1). This leaves excess trade
of $7,888,226 which at‘least theoretically can be attributed

to stimulus given to trade as a result of fthe agreement.

Table A1.1 Excess Trade in Malaysian Imports

from New Zealand,

n‘u«. o

Malay 1an Imports 1960 1974 Increase Expected Excess
From New Zealand $NZ $NZ  (Mult- Level Trads
FOB* FOB iple) Pref
Iten
— | — Imports
Preferential
traded items 713072 18085155 25.36 10196929 7888226
Other items 189408 2707278 14.29

Source: MN,Z, Country Analysis of Bxternal Trade, N.Z.
Department of Statistics,

# The New Zealand export FOB valuation was used assuming
it to be reasonably comparable to CDV.

Table A1.2 The Trade Creation Component of
Excess Trade,

Malaysian Imporﬁs 1960 1974 Increase
From all Countries $NZ* CDV 3NZ CDV Multiple
Preferehtially tradéd

items 18604699 61735500 B.32
Other items 451702260 2667244300 5.9

Source: Trade Year Book : Food and Agricultural Organisation.

Yearbook of In#ernatlonal Trade Statistics, United
Nations, 1974,

* Because figures were only available for CIF valuation,
10 percent wag subtrascted to give an estimate for CDV.




118,

The value of trade created would appear to be nil whers-
as trade diverted would appear to be a very significant cause,
of the excess trade in Malaysian imports of preferentially
traded items from New Zealand. The overall growth of
preferentially traded items is considerably behind the growth
in non-=preferentially traded items (Table A1.2). Further-
more, considering the fall in importance of preferentially
traded items (i.e. from 4 percent in 1960 to 2.3 percent in
1974) of total Malaysian imports, there seems to be no evi-
dence of positive economic gains (trade creation) to Malaysia,
as é result of the tariff concessions granted in the 1961
Trade Agreémento

New Zealand's share of imports of preferential items
into Malaysia grew from 4 percent in 1960 to 29,3 percent
in 1974 and its share of the tobal Malaysian import market
- grew from 0.2 percent in 1960 to 0.8 percent in 1974, The
dramatic expansion of Malgysian imports of prefesrential
items from New Zealand would appear te be the result of a
shift in the source of Malaysian imports favouring New Zealand
products.

It is unlikely that the tariff preferences given to New
Zealand was the only major influence in New Zealand's expan-
sion of its share of the Malaysian import market.  Other
factors favouring‘NeW Zealand products such as a favourabls
exchange rate, price competitiveness, product range and
quality and promotional campalgns, have all been significant
contributors, The 1961 Trade Agreement no doub™ provided New
Zealand with security of ready access on a basis enabling

it to compete successfully for a growing market share.
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5 PART 2 : New Zealand Imports from Malsysia.

The percentage of New Zealand's total dmports dropped
from C.9 percent in 1960 to 0.4 percent in 1974=T75 and hag
seen a small improvement to 0.7 percent in 1975=76, On
the whole Malaysia appears to have missed ocut on receiving a
share of New Zealand's growing import market.

This ironically, appears to be largely causged by the
items included in SchedulesC and D which in total have
suffered az considerable decline in real terms (see Table
A1.3) and only a very modest growth (relative to other
items) in actual value (see Table A104)o In particular tin,
rubber and sago and tapiceca have all étayed approximately

static in actual value terms (see Tsble Al.5).

Table A1.3 Excesg Trade in New Zealand Imports
from Malaysia (Deflated)

Imports from | f960 197475 Increass 1975=76
New Zealand SNZ CDV* $NZ CDV* 3Nz CDV+*
Preferential

traded items 9549138 5040210 ~47% 4868176
Other items 738907 3716095 x5,.0 9541232

Sources N.Z, Country Analysis of External Trade, N.Z. Depart-
ment of Statistics. ' '

* Pigures deflated using Import Price Indeéex, Base year 1974.

Table Al.4 Excess Trade in New Zealand Imports
from Malaysia (Undeflated)

e

Imports from -
New Zealand - 1960 1974-75 Increase 1975=76

- $NZ CDV $NZ CDV $NZ  CDV
Preferential
traded items 4297112 5236778 21% 6460069
Other itens 332508

3861023 %1046 12661215

source:- See Table Al.1.



Table At1.5 New Zealand Imports of Preferential

Items
New Zealand Imperts 107475
From Malaysis, $NZ CDV $NZ CDV
Sago & Tapioca 40669
Rubber (Nat, & Syn.) 3426286 3500575
' 5810

Tin 480630

Source: See Table Al.1.

»3(.
Table At1.6 New Zealand Imports of Crude Rubbser

>

Source of Imports

Bz _CDV Increass
1960 1974~T75
Malaysia 3426286 3500575 2%
Japan 498 3049595 x6123
U.5.4A. | 1021494 1114411 9%
Canada, 413634 799441 93%
France - 766997
United Kingdom 158902 300604 89%
11182395 1155%

Total Imports 5202240

Source: see Table Al1.1.

* Includes synthetic and reclaimed rubber,

The inability of Malaysia to partake in the growth

of New Zealand rubber imports appsars to be due to a

lack of price competitiveness with large industrial

producers of synthetic rubber greatly outweighing any

tariff preferences given to New Zealand imports of

Malaysian'natural rubber,

1200
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Table A1.7 New Zealand Imports of Tin and
Tin Alloys.

Source of Imports 1960 1974=75 Increase
$NZ CDV $NZ CDV
Malaysia 480630 . 5810 + 8%
Australia 19484 1766557 % 91
United Kingdom 49096 66560 36%
24%

Totzl Imports 568292 - 1839526 22

Source: See Table Al1.1.

The rather'drastic shift in New Zealand's source of
tin imports to Australia can largely be attributed to the
equivalent tariff preferences given to Australia and its
growth as a major and competitive supplier of tin and tin
alloys.

~ There has been a tendency for New Zealand to import
semi~finished tin materials and tin alloys (for which
Australia receives greater tariff preferences than Malaysia),
rather than the bulk tin (i.e. tin billets and ingots) which
wag guaranteed to remain tariff free on imports from
Malaysia (but which hag remained completely tariff free
for all imports of this raw product, see Table A1.8)-.

The growih of New Zealand imports of Malaysilan pine=
apples (preserved) and the maintained dominance of Malaysia
as New Zealand's main source of this commodity indicates that
the margins of preference granted to this product have bheen
both meaningful and appropriate, They have at least nulli-
fied other tariff preferences granted to Australia and
enabled Malaysia to take advantage'of an apparent price

“advantage in a growing market.



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

1956 1962 1967 1972 1974

Tin in;ggliets,;ngots, Blooms or Pigs

General Tariff 0 0 -0 0 0

golder (unwrought, wrought)

Malaysia 3 0 0 15 15

Australia 5 0 0 T T
General Tariff 3 0 0 15 15

Ting ‘wrought bars, rods, angle shaped sheets, plates
and strips

Malaysia 0 12% 12% 12% 12%
Australia 0 11 T+ 4 4
General Tariff 10 36 36 36 25%

Source: The Customs Tariff of New Zealand, Customs
i Department (N.Z.)

Table A1.9 An Import Price Comparison of
Australian and Malaysian Preserved Pineapples.

Price N.Z. cents CIF/1b

Australian Malaysian
1960 12 8
1961 12 8
1964 10 10
1966 11 10
1968 9 i0
1970 12 12
1972 17 13

Source: New Zealand Imports Part A, Country by
Commodity, Dept. otatistlcs.

The agreement appears to have failed to produce any
excess trade in the commodities receiving tariff preferences

under Schedules C and D (i.e, Malaysian exports to New
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Zealand) with the possible exception of preserved pineapples.
This has been mainly due to competing tariff preferences
granted to trading partners (in particular Australia) and

to the price competitiveness of substitute products (i.e.
synthetic rubber and tin alloys). Transport costs may

have assisted in the shift in imports to Australia but

would have been a relatively small determining factor,

6. SUMMARY

There seemed to be an absence of trade creation in the
imports of both members of the 1961 Trade Agreement, from
each other,

The only significant trading growth was in New Zealand's
exports of preferential items (Schedules A and B) to Malaysia,
possibly the result of some quite major trade diversion, as
the relative importance of these products in total Malaysian
imports dropped markedly.

It is unlikely that the levei of preference to New
Zealand imports was of such a high level to encourage
serious trade diversion in Malaysian imports on its own. It
ig likely that the growth in New Zealand's exports of these
preferential products to Malaysia was asgsisted by the security
of access and unimpeded competition that the agreement provided.
But more likely to be directly influenced by factors mentioned
earlier (such as favoﬁrable exchange rates, price competitive-

ness and product range and quality).



APPENDIX 2

DATA USED IN DERIVING
IMPORT FUNCTIONS

The data matrix shows the 23 observations for each of
the 23 variables used.

The data was used to derive ten equations. Each
equation consisted of a single dependant variable (quantity
of imports for a given commodity group) as a function of
four independant variables (gross domestic expenditure,
the exchange rate, net overseas assets and the New Zealand
price of the imported commodity).

In the accompanying dats 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 varizbles. The values shown in the data
matrix represent the adjusted form of the data (where
gbtandardization of dats was necessary). The variables

appear in the data matrix in the following order.

(a) Gross 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 current for the price and quantity data,
thus over this period it is lagged by three months. The
data has been deflated using the Consumer Price Index (for

all groups), the base year being 1974,



(b) Exchange Rate. The values sheown have heen
multiplied by 102 prior to entering the data matrix. They
cover bthe same period as for the current price and quantity
data,

(¢) Net Overseas Assets. The values have been
multiplied by 1077 prior to entering the data matrix. 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), the base year
being 1974.

(d) New Zealand Prices. The next ten valuss in the
data matrix represent unadjusted price values for Groups 1
fo 10, The prices have been deflated using the Import
Price Index, the base year being 1974.

(e) Import Quantity. The last ten values (in the
group of 23) represent import gquantities for Groups 1 to 10,
which have been multiplied by 1077 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 (i.e. the

coefficients have been multiplied by 105)o
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