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Exports are the Future of New Zealand

Exports and particularly elaborate exports matter. They capture our intellectual effort
in products and reward innovative people, and their country, for their endeavours.

New Zealand has a small domestic market, so naturally exports play a significant role
in the economy. Over the last quarter century, exports of goods and services as a
percentage of Gross Domestic Product (GDP) have increased from around 6 percent in
1971, to the most recent peak in 2000 of 35.5 percent. Few realise that the New
Zealand economy has a far greater reliance on its export performance than Australia,
the United States and most other OECD countries (see Figure 1).

Figure 1 Exports of goods and services as a percentage of GDP
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Reference: World Development Indicator, World Bank

A country 3 trade balance indicates the difference between the value of its exports and
imports; the trade balance plus the balance of investment flows and transfer items
form the current account balance. New Zealand has one of the worst current account
balances! in the developed world (see Figure 2). Our current account balance has
been in deficit for the last 28 years, with the largest annual deficit close to 9 percent
of gross domestic product. The latest prediction by International Monetary Fund
suggests the deficit would have been 9.26 percent by the end of 2008.

Low levels of export growth have contributed to the low levels of GDP growth per
capita in New Zealand. Export growth has been considerably lower than other OECD
countries since the mid-1980s (see Figure 3) with the trade balance contributing $3.4
billion of the current account deficit. However, a massive imbalance of inwards and
outwards investment has contributed a far larger proportion to the blow out in the
deficit.
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Figure 2 Current account balance
as a percent of GDP, current price
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Figure 3 GDP per capita
US dollar, current price and PPPs
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For any product or service to be traded internationally it must be globally competitive.
Competing on the world stage in commerce therefore forces higher levels of innovation.
The best ideas are often the result of competing with the best firms and striving to meet
stringent customer demands.
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A small economy a long way from it3 markets has its own special issues. Product
development with a domestic focus is likely to be very expensive, so developing
overseas markets is the best way to amortise development costs. If economic growth
is the goal, New Zealand has no choice but to sell products and services to the world.
There is no other growth option; exports must be a top priority for New Zealand.

Since economic growth depends on export growth, the first priority for many will be the
removal of trade barriers. New Zealand has close trading relationships with many
countries in the world, and this access to major export markets is crucial for export
growth. In the year ended June 2008, Australia continued to be New Zealand 3 principal
export market, worth $9.2 billion; the United States and Japan were New Zealand 3
second and third-largest export markets, receiving $4.0 billion and $3.4 billion of
exports respectively. New Zealand 3 fourth-largest export destination was China, where
exports were worth $2.1 billion. The make up of export markets is different depending
on the commodity or product types. For agricultural products, the United States is the
most popular export destination, worth $2.27 billion or 10.46 percent of total
agricultural exports, followed by Australia (9.6%), Japan (7%) and China (5%). For non-
agricultural products, 38.7% of exports go to Australia, followed by Japan (9.8%), the
United States (9.5%) and China (4.8%).

In the last half century New Zealand has actively sought Free Trade Aggreements. The
Australia and New Zealand Closer Economic Relations (CER) Trade Agreement has been
in force since 1983. This replaced the 1966 New Zealand Australia Free Trade
Agreement (NAFTA), and created one of the most open economic and trade relationships
of any two countries. The Free Trade Agreement between New Zealand and China (NZ-
China FTA) was signed in April 2008, bringing to an end a negotiation process that
spanned fifteen rounds over three years. New Zealand also has a Closer Economic
Partnership (CEP) with Thailand and Singapore. The Trans-Pacific Strategic Economic
Partnership Agreement (formerly known as P4) once again strengthened the trade
relationship between Brunei, Chile, New Zealand and Singapore, and comprehensive
negotiations for the United States to join the Trans-Pacific Agreement are scheduled to
begin in 2009. Furthermore, negotiations for a Free Trade Agreement (FTA) involving the
ten countries of ASEAN (Association of Southeast Asian Nations), Australia and New
Zealand are also in their closing phase.

For commodity exporters the removal of tariff barriers is the key issue in trade
negotations. The products are fairly uniform so market access is the only concern. For
elaborately transformed products technical barriers to trade can be just as damaging as
tariffs.  For example, the recently signed China FTA contains an agreement on the
mutual recognition of conformity assessment for electrical and electric equipment
(EEEMRA). This intended to reduce technical barriers by giving suppliers in both
countries an alternative way to demostrate compliance with electrical safety and
electromagnetic compatibility regulatory requirements. However, the Agreement only
concerns electrical and electronic products that are subject to the China Compulsory
Certification (CCC) system, and to the requirements of New Zealand supplier
declarations of conformity for such products. According to the Energy Safety Services in
New Zealand, only products that are considered to offer a medium or high saftey risk are
covered by a Supplier Declaration of Compliance (SDoC) prior to sale. This means
manufactuers exporting non-declared products would not be able to benefit from
EEEMRA reducing the potental benefit of the FTA.

There is a further fundamental imbalance in the Chinese FTA the framework. New
Zealand has implemented a post-market auditing process that applies to all except the
declared articles. This means that end-consumers are responsible for reporting sub-
standard or unsafe electrical and electronic products; otherwise compliance is
automatically assumed. Consequently, Chinese products approved in China continue to
have unfettered access to the New Zealand market. In contrast the pre-market
(compliance testing prior to sale) audit system in China continues to act as an effective
barrier for New Zealand exports of non-declared products. This fundamental contrast
of pre and post market approval regimes could be minimised by mutual recognition of
approved test laboratories, standards harmonisation and recognition of in country audit
and survailance authorities.
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