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1. EXECUTIVE SUMMARY

This report has analysed international trade within New Zealand.

International trade theory is made up of absolute and comparative advantage.

New Zealand’s main exports are farmed goods such as dairy, wool and lamb (Bergstrom, 1955). However, in recent years tourism and wine production have also become a main trading export (Hall, et al., 1996).

New Zealand’s main imports are petroleum, vehicles and machinery (Lennox, 2012).

New Zealand’s main trading partners are China, Australia and the United States of America (USA). There is a recent trade war between China and the USA (Hughes, 2005) which could possibly affect New Zealand as they are both trading partners.

A SWOT analysis showed New Zealand’s strengths to be their food production and renewable energy resources. Their weaknesses are their dependence on FDI. They have agricultural opportunities and there is a threat of disease that could affect this area of trade.

The PESTLE analysis concluded that overall New Zealand are in a strong position politically, economically and socially. 

The advantages trade has brought to New Zealand would be: increased choice, economy growth, better financial performance and trade protection. This is important as trade constitutes 60% of New Zealand’s economic activity. The disadvantages are barriers such as language, culture and costs of international trade, as well as credit and exchange risks.

New Zealand has a positive credit rating of AA. They are known for good accounting and auditing with no corruption. They are also members of the WTO and GAAT.

The reserve bank of New Zealand is incredibly important to the country and to stimulating international trade. They have set the interest rate at 1.75%, however, they look to lower this to encourage trade. They are known for a good reputation and transparency.

New Zealand has a strong government and good sustainability within the country.

The recommendations drawn from the report are: attempting to reduce high debt, remove dependence from foreign direct investment (FDI), raise the gross domestic product (GDP) and limit dependence on food export.

2. INTRODUCTION

This report will discuss international trade theory and the contributing factors that affect trade relating to New Zealand.

3. INTERNATIONAL TRADE THEORY

International trade theory looks at two different areas of trading, where countries can have either absolute or comparative advantage.

3.1 ABSOLUTE

Absolute advantage was defined by Adam Smith. It is where a country has a cheaper cost of making a product (Schumacher, 2012). With this absolute advantage it is sensible for the country to specialise in the production of this product for trading purposes. New Zealand have an absolute advantage in agriculture.

3.2 COMPARATIVE

David Ricardo’s theory of Comparative advantage explains how a country can still compete with a country that has absolute advantage through establishing comparative advantage (Schumacher, 2012). Comparative advantage analyses the opportunity cost for producing a product. Opportunity cost is the process of comparing the cost of producing one product against another and concluding which product is more efficient to produce. This can be done through finding the opportunity cost ratios. New Zealand also have a comparative advantage in agriculture, therefore providing a valuable source of trade as they are superior in this field.

4. SWOT

SWOT stands for: Strengths, Weaknesses, Opportunities and threats (Pickton & Wright, 1998).

4.1 STRENGTHS:

Growing large amounts of food is a strength for New Zealand, furthering self-sufficiency, allowing the chance to trade (Le Heron, 1989), and ensuring exports are greater than imports.

New Zealand has a small, high quality reserve of oil and gas (McBeath, 1977). The country continues to import petroleum, as the reserve is minimal, however they are not completely dependent upon imports.

New Zealand uses 60% of electricity from renewable resources (Kelly, 2011) creating  environmental advantage and self-sustainability.

New Zealand’s currency fell from 2017 strength, during 2018, to weak 2019 currency (Reserve Bank of New Zealand, 2019), leading to higher spending, increased exports and an improved economy.

High literacy is a strength resulting in an educated population (Country Digest, 2017).

New Zealand’s independent geographical location from other countries can create strength (McCann, 2009). 

The population distribution can provide advantage with the availability of land and resources.

4.2 WEAKNESSES:

	Business and trade can suffer due to remote areas and inaccessibility (McCann, 2009).

New Zealand trade encourages safe FDI policies. However, New Zealand seems dependent on FDI (Scott-Kennel, 2004). In 2017, FDI was 2.144 Billion compared to -1.508 Billion in 2000 (THE WORLD BANK, 2019).

New Zealand has a lack of developed manufacturing (Ratnayake, 1999). 

	The USA and China trade war increases tariffs, thus creating economic barriers, which negatively affect partnered countries such as New Zealand. 

	Economic damage resulted from conflict with China, in relation to technology company Huawei, when New Zealand’s security concerns prevented a deal, resulting in China’s cancellation of a lucrative tourism initiative (Jolly, 2018).	

	 Reserve Bank of New Zealand (2002) showed one in five banks being foreign owned,  which creates a reliance on other countries

	Larger economies can pressure smaller economies such as New Zealand (Hamilton & Dana, 2003).

New Zealand’s remaining dependence on fossil fuels is a weakness for the country (Jafar, 2000) relying on oil imports.

There is a dominance of neoclassical economic viewpoints in New Zealand (Challies & Murray, 2008) which prevents newer economic approaches enhancing the country’s position.

4.3 OPPORTUNITIES:

The country is rich in agricultural resources, with this export totalling 6.1% of their GDP (Aerni, 2009). There is ideal land and animal farming opportunities, creating a unique selling point.

There is potential to convert most of their energy to renewable, especially having the geographical features their environment could support, for example, hydroelectric (Kelly, 2011).

4.4 THREATS:

The withdrawal of investment from the country is a threat. New Zealand is highly dependent on FDI (Scott-Kennel, 2004). In order to protect this, New Zealand has to keep its appeal to other countries through trade and other agreements.

A further threat to New Zealand is climate change as global warming can cause droughts, which can significantly affect food production (Plummer, et al., 1999). Participation in environmental programmes can help the country to minimise this threat.

Disease can affect farming practices (Lean, et al., 2008). With dairy being a main export for New Zealand any threat to animals would harm exports, damaging the economy.

5. PESTLE

Pestle stands for Political, Economic, Social, Technological, Legal and Environmental (Cadle, et al., 2014).




5.1 POLITICAL:

New Zealand has a strong political standpoint. The government is stable and effective, and they have rules and regulations that stimulate trade, whilst still providing the protection necessary to sustain the market. 

There has been a recent terrorist attack in New Zealand (BBC News, 2019). A terrorist threat can lead to a political problem, or concern among the public. The prime minister effectively dealt with the issue by commencing a ban on automatic weapons (BBC News, 2019), restoring political confidence in the country.

5.2 ECONOMIC:

New Zealand has a strong economy and uses free market principles (THE TREASURY, 2018).  The GDP per capita is 42,940.58 in 2017 (THE WORLD BANK, 2019). Population in 2017 was 4,793,900. New Zealand had a GDP of 205.853 Billion in 2017. The unemployment rate in 2018 was 5.039%. The annual GDP growth in 2018 was 2.6%. However, it is expected to rise to 3% in 2019 (Reserve Bank of New Zealand, 2019).


5.3 SOCIAL:

According to Country Digest, (2017) New Zealand’s literacy rate is 99% for men and women. They invest in their educational system with around 6.2% of GDP being put into the system. Life expectancy is 83.2 for females and 79.5 for males. Tourism reached 3,555,000 in 2017 compared to just 2,434,000 in 2007 (THE WORLD BANK, 2019).

5.4 TECHNOLOGICAL:

Technology has improved renewable energy and the development of the E-government (Deakins & Dillon, 2002).

	E-government has enhanced public services. Gauld, et al., (2010) discusses the benefits of this system being properly integrated, however, explains the narrow chance of success.

5.5 LEGAL:

New Zealand does have high tax (Diewert & Lawrence, 1996). It is the simplicity and clear structure that is attractive to investment.

The country has eradicated corruption, leaving a safe environment for businesses to operate in (Gregory, 2002).

	New Zealand’s market has strict regulations; however, this provides protection and allows free market trade.

5.6 ENVIRONMENTAL:

New Zealand implemented their policies when the Energy Efficiency and Conservation Act of 2000 was implemented (Kelly, 2007). The United Nations Framework Convention on Climate Change (UNFCCC) was created in order to address the issues of climate change (Ministry for the Environment, 2019). The Kyoto Protocol was later developed to create a more binding contract to countries’ green policies. New Zealand’s aim under the Kyoto Protocol was to bring their greenhouse gas emissions back to their 1990’s rate.

	The environmental aim is for 90% electricity from renewable energy, providing a sustainable future (Graham, et al., 2009).

New Zealand has sustainable environmental policies, such as: the Antarctica Treaty System, United Nations Convention on The Law of The Sea and Convention for the Protection of The Natural Resources and Environment of The South Pacific Region (Noumea convention) (Ministry for the Environment, 2019).

6. NEW ZEALAND

6.1 HISTORY 

According to New Zealand Now, (2019) the country was originally populated by Māori ancestors. There was a period of land wars during the 1860’s. In 1890 parliamentary government was introduced. In 1893 women received the right to vote. Sheep farming became a main trade with the large amounts of farm land. New Zealand were involved in the South African war as well as world war one and two. This being a result, of being allies with the UK and USA. New Zealand became a dominion in 1907.

6.2 ADVANTAGES

International trade encourages economic growth (Grossman & Helpman, 1990). With the development of Multi-National Companies (MNC’s) there is a spread of successful businesses looking to trade in different countries. International trade can increase financial performance in a country (Francois & Schuknecht, 2000). New Zealand has benefitted financially from trading in exports such as agriculture and tourism.
 
Trade brings a more competitive marketplace (Dixit, 1984). This is beneficial as it discourages businesses from becoming complacent, thus allowing more choice for customers and an economy that thrives. Marketplace competition has increased in New Zealand since trading with other countries for cheaper goods.

There is protection in trade through policies (Trebilcock, et al., 2013) such as the Overseas Investment Amendment Act of 2018 (New Zealand Parliament, 2018) in New Zealand.

New Zealand relies on international trade which accounts for 60% of economic activity (New Zealand Foreign Affairs & Trade, 2019). Benefits include increased employment and competitive prices.

6.3 DISADVANTAGES

There is an increased dependence on other countries that specialise in products that a home country cannot produce. New Zealand are more self-sufficient than most with agriculture and renewable energy resources (Fairweather & Campbell, 2003). 

Intellectual property theft increases with international trade levels; there are policies to prevent this (Park, W.G. and Ginarte, J.C., 1997) and New Zealand does have legislation in place.

Cultural and language difficulties can arise from international trade (Rogerson-Revell, 2007). New Zealand has British and European customs as well as Māori.

Differing time zones can increase costs, affect trade and create customer service barriers (Christen, 2017).

There are shipping and return cost issues as well as customs and tax (Dickson & White, 2008). New Zealand does have a customs fee on imported goods and this extra cost can affect trade.

6.4 RISKS TO NEW ZEALAND FROM INTERNATIONAL TRADE

Exchange rates can become a risk for foreign trade. New Zealand’s currency has recently dropped to 0.67664 in 2019 (Trading Economics, 2019).	

Commercial risks involve the failure of a company to prepare for business in a foreign country, that might have a different culture (Rogerson-Revell, 2007). New Zealand does have a strong culture but is also quite open to business.

The government party could change and affect current deals. Disagreements between countries can cause barriers to trade, such as the recent New Zealand and China disagreement over Huawei (Jolly, 2018).

There are credit risks in international trade such as issues with payments (Petersen & Rajan, 1997). In order to succeed there needs to be favourable credit terms. New Zealand offers short term trade credit to support this issue.

7. BALANCE OF PAYMENTS POSITION

Marques, (2011) discusses Balance Of Payments (BOP) which is a record of goods, income and services that the country has. Assets and liabilities to other countries are also recorded on the BOP. Also, the International Investment Position (IIP) provides a view of the country’s assets and liabilities. New Zealand’s government is open about information for their BOP and IIP.

8. TRADING PARTNERS

New Zealand’s main trading partners are China, the USA and Australia (Statistics New Zealand, 2006). Their main exports are commodities such as lamb, wool, wine and dairy products (Hall, et al., 1996). New Zealand also have a large tourism industry. Its main imports are vehicles, petroleum and manufacturing (Lennox, 2012).

9. MEDIUM TERM EXPENDITURE FRAMEWORKS

MTEF stands for Medium Term Expenditure Frameworks. This is a budget for the country over two to three years. PBB stands for Performance Based Budgeting (Reforms, 2013). New Zealand adopted MTEF and PBB.

10. CREDIT RATING/ BORROWING ABILITY

New Zealand has a credit rating of (AA) for domestic and foreign currency in 2019 (Trading Economics, 2019). With a positive credit rating the country is in a good financial position for loans and other financial support.

11. EXCHANGE RATE

New Zealand has an exchange rate of 1 New Zealand Dollar (NZD) to 0.94 Australian Dollar (AUD), 4.52 Chinese Yuan (CNY) and 0.67 United States Dollar (USD) (X-Rates, 2019).

A higher exchange rate creates increased purchasing power, making it cheaper to buy goods from abroad. A lower exchange rate is better for selling a currency, as well as making exports cheaper. A reduction in price can boost sales, helping economic growth. Lower exchange rates benefit selling; higher benefits buying goods (Côté, 1994). 

New Zealand has a lower exchange rate with the USA and Australia that would benefit their exports, which boosts the economy in terms of employment and sales. China has a higher exchange rate benefiting New Zealand’s imports as they can get more for their money.

12. AUDITING

New Zealand’s government audits its public sector to provide an overview of performance and tax payers money allocation (Jacobs, 1998). New Zealand is known for being transparent in the public sector.

13. CASH INFLOWS/ OUTFLOWS

The net cash flow for operating was $90,679,000 in 2015, financing activities was $18,487,000 in 2015 and investing activities was $-63,225,000 in 2015 (Audit New Zealand, 2015). 

14. ACCOUNTING STANDARDS

New Zealand formerly used Generally Accepted Accounting Principles (GAAP) whereas, since 2007 they use International Financial Reporting Standards (IFRS) (Kabir, ET AL., 2010). Having current accounting standards encourages investment. Their transparency appeals to investment and shows less risk for the market, increasing FDI.

15. CORRUPTION INDEX

New Zealand remains one of the least corrupt countries (Gregory, 2002). This is due to high regulation and transparency. However, there is a need for advancing the measures in place to protect against corruption (Watson & Hirsch, 2010).

16. AGREEMENTS & MEMBERSHIPS

New Zealand is involved in the World Trade Organisation (WTO) and the General Agreement of Tariffs and Trade (GATT) (Busch & Bain, 2004). They also have agreements with their partners such as: Asean-Australia New Zealand Free Trade Area (AANZFTA), New Zealand-China Free Trade Agreement and Trans-Pacific Strategic Economic Partnership (New Zealand Trade & Enterprise, 2019).

17. ROLE OF CENTRAL BANKS

New Zealand’s central bank is called the reserve bank of New Zealand. Its main purpose is to prevent banks collapsing and controlling inflation (Bernanke & Mishkin, 1997). A central bank is usually independent, thus not influenced by politics. They are in charge of monetary policy and banking for the country’s government and can choose interest rates and issue currency . Financial aspects, such as interest rates, can impact a country’s trade and investment. 

The reserve bank of New Zealand was created in 1934 following the 1933 reserve bank act. It is still publicly owned by the New Zealand government; however, it remains separate to government departments due to the Reserve Bank of New Zealand Act 1989 (Reserve Bank of New Zealand, 2013). This is beneficial as money stays in the economy, with an absence of political involvement. The central bank now manages most fiscal policies in New Zealand.

New Zealand’s central bank is one of the most transparent (Drew & Karagedikli, 2008) which reduces volatility. There is new monetary policy that incorporates greater transparency and accountability. The governor of the central bank, Adrian Orr, states the central bank will still focus on basics such as inflation, whilst also becoming more transparent for a sustainable economy (Reserve Bank of New Zealand, 2019).

The Reserve Bank of New Zealand, (2019) reported that interest rates were at 1.75% in 2019. This is beneficial for people getting loans from the bank, and businesses that need to borrow; however, it is a disadvantage for people trying to save.

There are plans to reduce interest rates, which would encourage investment in the country via low borrowing costs. This can improve spending in the economy (Labuschagne & Vowles, 2010).

New Zealand are members of the World Bank and International Monetary Fund (IMF). 

18. FINANCIAL CRUNCH IMPACT

In 2008, during the global financial crisis, New Zealand managed to avoid most damage. However, policy reforms were a result to ensure the safety of their economy (Bollard & Ng, 2012). Due to poor corporate governance the financial crisis affected New Zealand’s property and markets (Murphy, 2011).

19. COUNTRY DEBT

New Zealand had a debt of $61,880 million New Zealand dollars in 2016 (Trading Economics, 2019). Debt can be obtained in both good and bad forms, such as a debt built on furthering the country or debt from bad practice.




20. MACROECONOMIC SUSTAINABILITY

New Zealand has one of the most stable economies. Annual growth for the country has risen from -1.5% in 2008 to 3% in 2017 (THE WORLD BANK, 2019).

21. FINANACIAL MARKETS & REGULATION

Financial market operations can bring enhanced economic activity. New Zealand’s financial markets has helped the economy grow, as trade makes up 60% of New Zealand’s economic activity (New Zealand Foreign Affairs & Trade, 2019).

Regulation of the financial markets in New Zealand is imperative as, without this safety, there would be a lack of investment. The New Zealand financial markets are governed by the Financial Markets Authority (FMA) (Fiennes & O’Connor-Close, 2012). Their purpose is for security and regulation.

22. ROLE OF FINANCIAL INTERMEDIARIES IN INDUSTRIAL TRADE

Financial intermediaries are institutions within a country such as a bank, building society or pension fund (Allen & Santomero, 2001). Their purpose is to aid lending and saving money. They act as a mediator for transactions. This balance creates an equilibrium in the market that is necessary for a growing economy. Financial intermediaries “reallocate funds from those with an excess of capital, given their investment opportunities, to those with a shortage of funds” (Fisman & Love, 2003: 3). New Zealand has a number of these intermediaries.

23. FOREX TRADING REPORT

There can be a number of factors affecting the market such as employment or interest rates (Edwards, 1988).

Figure 1. (see appendix) shows an upward movement in the market of the New Zealand and Australian dollar. During the 27th March 2019 there was a large shift moving from 1. 03038 to 1.04223. This suggests the currency strengthened.

Figure 2. (see appendix) shows the market for New Zealand and USA. During the 27th March 2019 the market dropped from 0.69138 to 0.68259. This suggests the currency weakened. The Chinese trade war with the USA could affect this.


24. ROLE OF GOVERNMENT

The government can affect international trade through tariffs and agreements. With differing government parties there can be a conflict of interest regarding trading. The agreement of tariffs on imports and exports can equally affect the volume of trade a country receives. New Zealand operate in a free trade marketplace with no tariffs or quotas (Bergsten, 1996). This encourages trade as there are less restrictions, however there can be risks.

25. DEVELOPING SUSTAINABILITY

New Zealand agreed to the sustainable development goals. These goals are for social, economic and environmental objectives. New Zealand attempts to contribute on many goals, especially protecting the ocean (Lu, et al., 2015). 

New Zealand implemented a sustainable trade initiative for exporters. These acts help to further the sustainability of international trade.

New Zealand has many environmental policies on climate change, fossil fuels and oceans (Ministry for the Environment, 2019). 

New Zealand aims for sustainable tourism (Connell, et al., 2009), which is one of their largest trades. Becoming sustainable in this sector would be beneficial for the economy.

26. FUTURE PROSPECTS

New Zealand is expecting to see a rise in population within future years and an increase in tourism (Connell, et al., 2009). With the excess of food and water at a time when these are becoming scarce in the rest of the world, their future exports could change (Rosegrant, et al., 2002). There are plans to increase their renewable energy. 

27. BREXIT IMPLICATIONS

As the UK is not a major trading partner of New Zealand there are no real implications of Brexit. However, it could affect New Zealand in terms of exporting. Imported goods from the UK are not likely to change (Razzaque & Vickers, 2016). 

28. RECOMMENDATIONS

The country is in high debt (Trading Economics, 2019). Efforts need to be made to focus on reducing debt. 

New Zealand is also dependent on FDI as this is a large part of New Zealand’s economy (Scott-Kennel, 2004). There is a risk that, if investment fails, there is a loss of income. An increase in development of other sectors could relieve the pressure on this part of the economy.

New Zealand has a small economy (Hamilton & Dana, 2003). There needs to be increased attention to the GDP of the country.

Lastly, one of their main exports is dairy and disease could affect this sector (Lean, et al., 2008). There should be consideration given to avoiding too much dependence upon dairy exports.


29. CONCLUSION

New Zealand appears positive in most of the aspects measured in this report. There were only few areas that presented weakness. The main weakness being the dependence on foreign direct investment (Scott-Kennel, 2004). International trade benefits New Zealand by providing them with goods they could not otherwise acquire and allowing them to profit off the excess products the country makes.
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31. APPENDIX

Figure 1. AUD & NZD
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Figure 2. NZD & USD
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