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Chapter 4: The flowering of the relationship

Tim Beal

The political framework: WTO, the Four Firsts and the NZ-China FTA

Whilst trade has its own imperatives and drivers, such as comparative advantage, it functions
within a political, legal, and perceptual framework which can stifle it, enhance it, or channel
it in directions which may be dysfunctional. We have, for instance, seen how New Zealand
trade with China was constrained for decades not so much by overt political restriction as
such but by the perceived need to conform to US China policy. At other times, the China
market has been the subject of great, and sometimes, misplaced enthusiasm. There are, within
this wider and very complex political environment a number of legal and institutional

milestones which can serve as indicators of the broader narrative.

A few stand out. On the multilateral front there is China’s accession to the World Trade
Organization, and on the bilateral front what has become to be called in New Zealand,
following the Chinese propensity for numbering things, the Four Firsts. The Fourth of these,

and the culmination, was the bilateral NZ-China FTA of 2008.

A huge amount has been written on China’s accession to the WTO, and previous interrupted
relationship the General Agreement on Tariffs and Trade (GATT). A recent speech by a
Chinese official, Yuan Yuan, at a WTO meeting in Tajikistan gives a succinct assessment

from a Chinese perspective:
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In 2001 at its WTO accession, China’s GDP stood at 1.33 trillion USD, ranking the world’s 6t

d

while in 2014, it topped 10 trillion USD, increasing by nearly 8 times, and ranking the " globally.

Still in 2001, China’s trade in goods was valued at 0.51 trillion USD, ranking the Gth in the world,
while in 2014, it reached 4.3 trillion USD, growing over 8 times, and ranking the world’s first for the
second consecutive year. China boasts the largest trading partner of over 120 WTO members today.

In 2014, China’s export of goods registered 2.34 trillion USD, accounting for 12.4% of the world’s
total, making it the biggest exporting economy for 2 years in a row, and China’s import of goods and
services recorded 1.96 trillion USD and 382 billion USD respectively, taking up 10.3% and 8.1% of
the global total. China now represents the world’s second largest destination for all exports.

Also in 2014, the amount of FDI absorbed by China reached 128.5 billion USD, lifting its
global ranking historically to the first. Outbound direct investment registered 102.9 billion USD,
the closest equivalent ever to its FDI peer.!

It so happened that the Director General of the WTO at the time of China’s accession, as

Yuan Yuan notes, was former New Zealand Prime Minister Mike Moore.

Fig 9: New Zealand'’s imports from China after WTO accession, by index number
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Fig 10: New Zealand’s exports to China after WTO accession, by index number
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Tim Groser, who has been New Zealand’s ambassador to the WTO, and Trade Minister
identified China’s WTO accession as one of the three drivers of the growth of exports to
China:

Three things have powered the extraordinary growth of New Zealand exports to China: economic
development of China, liberalisation of China's economy through their joining the WTO and the bilateral
New Zealand-China free trade agreement, and the enormous efforts New Zealand Inc has put in to
leverage off the opening of the China market in recent years.

There is a definite consensus here. For instance academic Zhang Yongjin cites Mike Moore,

and endorses him:

It is difficult to overstate the importance of these developments [the admission of China and Taiwan into the
WTO]. Taken together they constitute a defining moment for the WTO and for the international economic,
political and security arrangements that will influence our world in this century and beyond.7

With eight years hindsight now, few would dispute Mike Moore’s claim today.

Whatever the relationship between China’s WTO accession and New Zealand’s trade with
China might be, the trade certainly grew rapidly, and exports far more than imports, and

process that was to continues, and accelerate, after the FTA.
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Bryce Harland, who had been New Zealand’s first ambassador to the PRC expressed his
confidence, and that of the government and bureaucracy in the beneficial impact of WTO

accession:

The entry of China into the WTO, with Taiwan, will be a milestone in the development of world trade, as
well as regional cooperation. It should encourage economic growth in the whole Asia-Pacific region, and
help to maintain the prosperity which is most conducive to continued peace. It should enable New
Zealasnd to go on trading with both China and Taiwan, and benefit from their growth, as they do from
ours.

Harland was then retired and speaking at a meeting in Wellington in November 2000, a year
before China (and Taiwan) joined the WTO. China’s WTO accession was 11 December 2001
and Taiwan followed, as greed, and under the name ‘Separate Customs Territory of Taiwan,
Penghu, Kinmen and Matsu’ (usually simplified to ‘Chinese Taipei’) on 1 January 2002.* His
prediction seems to have been correct at least for China — the WTO accession was a
milestone, not least for New Zealand, which saw considerable growth in trade with China in
the aftermath. However, both New Zealand’s exports to, and imports from, Taiwan, grew
slower than average after 2001. None of this, of course, established causality; that is a

separate issue beyond our scope here.

Table 10 presents the index numbers of New Zealand’s exports and imports to China (and
apropos of Harland’s comment, Taiwan) in 2014. The base year is 2001, the last trade year

before accession.

Table 10: New Zealand'’s trade with China and Taiwan, 2014 compared to 2001

Index number; 2001= 100

Imports Exports
Country China  Taiwan World  China  Taiwan World
2014 400 116 159 1,028 135 160

Source: Statistical Appendix Table A1l
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Imports from China grew four-fold over this period, much more than imports as a whole
which increased by 59%. However, it was exports that demonstrated explosive growth,
increasing 10-fold over the period, again with exports as a whole rising 60%. Much of this

growth takes place after the FTA, and that is where we must now turn.

The China FTA was the fourth and culminating of the ‘Four Firsts’. Chinese Ambassador to
New Zealand, Wang Lutong, writing in the Wellington newspaper Dominion Post July 2015
on the occasion of New Zealand signing up to the Chinese-led Asian Infrastructure
Investment Bank (AlIB) was complimentary, as ambassadors, and extolled multiple ‘firsts’ in

developing relations with China:

When talking about Aotearoa - New Zealand, Chinese people are familiar with its beautiful natural
scenery and high-quality dairy and meat products.

New Zealand is also well known for its multiple ‘firsts' in developing relations with China. These 'firsts'
really demonstrate the special essence and rich content of China-New Zealand relations and also reflect
the real benefits that closer bilateral relations create for the two peoples.’

New Zealand’s early accession to the AIIB was significant because the bank was widely seen
as China’s response to the US domination of the World Bank and the IMF.° It was a sort of
defection from a US-dominated economic framework to a Chinese-led one. New Zealand
remained firmly in the US camp in political and military terms, and was by no means alone in
joining the AIIB — Western Europe and Australia were there as well — and even Robert
Zoellick, a former US Trade Representative and president of the World Bank, considered
America’s shunning of the bank a tactical mistake.” Nevertheless, New Zealand’s alacrity
was symbolic, as were the Four Firsts themselves. It was if New Zealand was trying to
exorcise its early failure, under American pressure, to engage economically with the People’s
Republic of China. It will be recalled that the establishment of diplomatic relations in 1972

was precipitated by fears that Australia would get in first.?

The Ministry of Foreign Affairs and Trade enumerates to ‘Four Firsts’ thus:
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1. In 1997 New Zealand became the first country to agree to China’s accession to the WTO by
concluding the bilateral negotiations component of that process.

2.  New Zealand was the first developed country to recognise China as a market economy.

3. New Zealand was the first developed country to commence FTA negotiations with China. In
November 2004, New Zealand and China launched FTA negotiations.

4. In April 2008, New Zealand became the first country to successfully conclude Free Trade Agreement
negotiations with China.’

First one to three are parts of the diplomatic foreplay while number four, the FTA itself, is the

one with definite economic implications.

Anything which advances trade faces the criticism that is costs jobs, which are lost overseas,
either through the inability compete with foreign companies, or local companies shifting the
production elsewhere - the phenomenon of ‘offshoring’.!? It is, for example, an issue in the
2016 US presidential election — ‘Blue collar voters: Trade is killing us’ says the headline.™ It
is a real and legitimate concern which varies country by country, sector by sector, and over
time, but is continually there. So it was in New Zealand in the course of the negotiations. The
New Zealand Council of Trade Unions (NZCTU) in a submission to Ministry of Foreign

Affairs and Trade (MFAT) noted that:

For the NZCTU, any analysis of the relative merits of a trade agreement or closer economic partnership
must be based on empirically sound research, properly conducted net benefit analysis, and include
consideration of:

- employment effects in New Zealand,;
- adherence to core labour standards;
- the contribution any proposed agreement will make to sustainable economic development in

- the impact on public and social services provided by our members unions;
- the extent to which the agreement is based on principles which will advance equitable trading
relations between countries

In respect of employment effects in New Zealand it reasonably enough focused on

manufacturing, where any job losses were likely to occur and argued:

The manufacturing sector employs 292,600 compared with agriculture and forestry with 143,700
workers. The proposal through a NZ-China FTA to accelerate economic integration with China sends a
depressing message to New Zealand manufacturers. There may be some that find new markets in
China. Food manufacturing is a possibility. But for those manufacturers that have survived the
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restructuring of the 1980s and 90s, the decline in the skill base, the removal of tariffs, and the

competition from cheap imports so far — the message seems to be - “look at what Interlock is doing
95 12

which is to shut up shop and relocate production to China”.
There is a dearth of academic studies of the employment effect of the FTA —and in any case
it is difficult to unravel what is specifically due to the FTA and what is part of a more general

trend. One economist, Sayeeda Bano, of Waikato University, argues that:

The other apprehensions — for example, on employment, decline of certain industries - have not come
about, suggesting that the trade liberalization initiatives pursued under the FTAs, CEPs and CERs can
all be beneficial to all participants.

Dr Bano does not produce any evidence for the assertion and such a ‘Panglossian Paradigm’
(to use the phrase of a trenchant critique of the FTA in 2005 by the Foreign Control
Watchdog®) would seem to be unlikely. In Australia the government claimed that the FTA
with China (ChAFTA) would actually produce ‘hundreds of thousands of jobs’, a claim
derided by the Economic Editor of The [Melbourne] Age.'* To date there do not appear to be
any studies of the employment consequences of the NZ-China FTA but when jobs are shed in
vulnerable industries China is usually blamed. One such event was the announcement on 5
April 2016 of the closure of a Fisher & Paykel’s factory in Auckland. However, if the reports
are correct, this would seem to be a result of general offshoring rather than a consequence of

the FTA itself:

Fisher & Paykel would continue to produce specialist componentry and production equipment in New
Zealand, but this type of consumer whiteware would be manufactured at its plant in Thailand and by
the wider Haier group in China."®

Offshoring, globalization, and the spread of Chinese overseas investment:

Chinese firm Haier took control of Fisher & Paykel Appliances in 2012, when it took 93 per cent of its
shares. At the time it was predicted that it would not be long until the company shifted operations off-
shore.™®
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There is still considerable anti-Chinese feeling in Zealand (despite Helen Clark’s 2002
apology'” ) usually revolving around the perceived impact of Chinese buyers on the
Auckland house market, but apart from submissions from NZCTU, and protests from
organizations such as Foreign Control Watchdog, the FTA process got a very smooth ride in
New Zealand. The bureaucracy, business and the two major parties, Labour and National,
were firmly in favor. The negotiations started under Labour in 2004'® and were completed
under Labour in 2008.'° The National Party returned to government that year and eagerly
took up the flag of the FTA, and the economic relationship with China. There are few
stronger evangelists for free trade, and FTAS, than Tim Groser, the Trade Minister for most
of the intervening period (he resigned in December 2015 to become ambassador to
Washington) — trading with China he wrote was an unabashed ‘success story’.?’ Parliament’s
Select Committee on Foreign Affairs, Defence and Trade came down firmly in favor, which
was not surprising given the dominance of the two major parties on it. Nevertheless the Green
Party’s representative, Keith Locke, did insert a minority report saying that his party opposed

the FTA.%!

Writing in 2009, after the FTA had been in place a year journalist Patrick Crewdson summed

up:

So of the parties still in Parliament, Labour, National, UnitedFuture, ACT and Jim Anderton backed the
deal, while the Greens and the Maori Party opposed it.??

Missing from that list is NZ First, which subsequently did oppose the FTA but could not in
2008 because its leader, Winston Peters, was Foreign Minister in the Labor-led coalition

government:

NZ First's stance lead to the odd situation of our Government's foreign minister, Winston Peters,
criticising and opposing the deal at home but being obliged to speak in support of it when overseas on
government duties.?
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Much of the opposition from the Greens, and the Maori Party, was not based on a strategic
analysis of possible economic and social outcomes but revolved around criticisms of the
situation in China concerning human rights, labor and environment protection, low wages,
and so forth.** All genuine issues to be sure but peripheral and rather precious in the context

of developing the economic relationship with China.

From the Chinese side, the FTA with New Zealand might be considered a loss leader — a
relatively small economy to which concessions could be made at no great cost in order to set

a political precedent. Helena Quinn quotes an anonymous company director:

That is, in the words of one interviewee, “China has basically chosen New Zealand as the soft
underbelly of the West, using New Zealand to secure arrangements to pressure other countries.®

‘Pressuring other countries’ is surely putting it too strongly but choosing a small country with
which to initiate FTA development, or in this case FTAs with developed economies, to gain
experience and establish a model, would seem to be a sensible strategy. It has been argued,
for instance, that this is what South Korea did when it started its FTA negotiations not with

major players such as the US or China, but with Chile, a very minor trading partner.?®

Bilateral FTAs are criticized because they distort trade. But this distortion, and the advantage
accruing to the signatories, may be temporary as FTAs accumulate. In the case of the NZ-
China FTA New Zealand gained an advantage over Australia in the China market but this
will be lost with the signing of ChAFTA. The relative weight of the two economies was
symbolized by the size of the trade delegations attending the signing. When Helen Clark and
Foreign Minister Phil Goff went to Beijing in April 2008 for the signing they took with a 150
strong delegation.?’ Eight years later, in a follow-up to the signing of ChAFTA
representatives from more than 1,000 Australian businesses went on a trade mission to
China.”® We return in Chapter Seven to the danger of confusing a temporary advantage with

a permanent entitlement.
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If growth in trade, and a positive balance of trade, are considered measures of the success of
the FTA then, bearing in mind the usual caveats about causality, New Zealand seems to have
done exceeding well from the FTA, at least up to mid-2014. Figs 8 and 9 show the
considerable increase in merchandise trade 2001-2014, and the ‘impact’ of the FTA on
exports stands out. Recalculating the index numbers which the base year at 2007 we see that
imports went up a substantial 63% but exports went up six-fold, and the balance was strongly

positive, reversing the negative balance of 2007.

Table 11: New Zealand'’s trade with China after the FTA

Imports Exports Balance(X-M)
NZ$b 2007=100 NZ$b 2007=100 NZ$b
2007 4.9 100 1.9 100 -3.1
2014 8.1 163 11.6 617 35

Source: Statistical Appendix Table A1l

Apparently the FTA was a roaring success. However trade, and economics, is a fickle thing
and the slowdown in the Chinese economy, and the slump in exports to China in 2015/6, after

the period discussed in this book, adds a cautionary note.

Table 12: Trade with China by quarter since JY2014

Sm
Exports Imports Balance
20143Q 1,797 2,186 -389

20144Q 2,272 2,477 -205
20151Q 2,107 2,128 -22
20152Q 2,090 2,167 -77
20153Q 1,887 2,805 -917
20154Q 2,527 2,783 -256
2016J&F 1,483 1,684 -202

Source: INFOSHARE
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The Composition of the Merchandise trade

Whilst the volume trade is important its composition is, from an analytical viewpoint, much
more interesting. Changes over time indicate political, economic and societal shifts in both
the importing and exporting countries, and movements in the global economic and
technological environment. Since bilateral trade occurs within a competitive framework,
however imperfect, the actions of competitors in key industries can have an important effect.
For instance, major changes in dairy production in the US and the EU in 2015 produced a fall
in global prices and made a serious impact on receipts from what had become by far New
Zealand’s major export to China. 2° That particular story is beyond our narrative, which
basically ends in June 2014, but it throws light on the dangers inherent in the concentration of
New Zealand exports, both in terms of product and market, with dairy exports to China being
a prime example. Similarly, the situation in 2015 had its roots in the past so a survey of the
preceding decades provides an essential key to understanding. It is often considered that the
rule of international trade strategy is to attempt to diversify from a concentration of too few
products in too few markets. This section on the composition of exports to China does not in
any detail address the role of other markets — though the rapidly growing importance of

China is in the background — but what we can trace is the concentration in respect of China.

Exports
Table 13 shows the concentration of exports to China over this latter period (1989-2014) as a
whole. More detailed and comprehensive data is given in Table A12 in the Statistical

Appendix.
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Table 13: Concentration of top ten exports to China 1989-2014

HS Code Short description Sm % cumulative %
04 Dairy 18,348 32.1 32.1
44 Wood 9,112 159 48.0
51 Wool 5,978 10.5 58.5
02 Meat and edible offal 3,036 5.3 63.8
03 Fish 2,420 4.2 68.0
47 Wood pulp 2,343 4.1 72.1
41 Hides, skins, and leather 1,934 3.4 75.5
05 Animal products n.e.c. 1,674 2.9 78.4
19 Cereal preparations 1,481 2.6 81.0
15 Fats and oils 1,423 2.5 83.5

Source: Statistical Appendix Table A12

It will be seen that dairy products alone account for nearly a third of New Zealand exports to
China over this period. The top three- dairy, wood, and wool — take nearly 60% and if we
extend the coverage to the top ten we account for some 84% of exports. The top three fit into
rather different economic classifications. Dairy products are mainly consumer domestically,
by the rising middle class in the form of infant formula. Wood presumably is used in
construction and other industrial uses such as pallets, again mainly for the domestic economy.
New Zealand wool is of the type used mainly for production of carpets and the bulk of these

are presumably exported.

Total figures for the whole quarter century between 1989 and 2014 do not, of course, say

anything about changes over time and figs 11 and 12 explore that for the top three exports.
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Fig 11: Top three exports to China, 1989-2014, by value
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Even allowing for inflation it is clear that for dairy and wood, but not for wool, there is
explosive growth towards the end of the period. It looks as if the FTA might have accelerated
this growth but was not the initial driver. In the case of the South Korea-Chile FTA,
mentioned earlier, it was suggested that the main effect of the FTA came about not so much
through tariff reductions but from the greater exposure the small and previously little known
exporting country obtained from the publicity surrounding the negotiations, and the signing
of the FTA itself.*® Something similar may have been happen in China especially in respect
of dairy. Middle class consumers may have become more aware of New Zealand infant
formula, and attracted by the positive message of the FTA negotiations — the government
would not be negotiating with a country whose products were suspect. Needless to say, this
argument is specific to China and does not hold the other way around, but since we are

looking at exports that is irrelevant.
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Fig 11 looks at these top three exports over this period from a different perspective.

Fig 12: Top three exports to China, 1989-2014, by share
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By plotting their share of total New Zealand exports to China we are able to see how their
relative importance changed dramatically over this quarter century. Wood is a fairly steady
performer. There are fluctuations but its share of exports in 1993, 21%, is about the same as it
was in the period 2009-14, ranging between 17% and 21%. Wool and dairy are very
different; they move dramatically in opposite directions. Wool, which started in 1989 with
78% - and it will be remembered that it dominated the early trade with the PRC even more,
accounting for 100% in some years — fell steadily with only minor fluctuation to 3% in 2014.
Dairy shows an inverse movement. Apart from the strange collapse of exports in 1996 it
presents a fairly ineluctable growth throughout the period, gaining momentum from 2007
onwards. Here is not the place to attempt to go into the effect of the health scares and the

Sanlu scandal since we are focusing on long-term trends. In the long term New Zealand’s
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exports to the PRC have tended towards concentration, and that concentration has varied in
composition considerably, mainly though not exclusively, reflecting changes in the Chinese

economy.

Imports

Table 14 shows the top ten import categories over this quarter century. There are familiar
faces from the earlier period— mainly textiles — and new ones at the tip of the list —“Electrical
machinery and equipment (HS85)’ and ‘Machinery (84)’. It would appear that there has been

significant change in the import profile as China has developed and moved up the technology ladder.

Table 14 Top ten import categories 1989-2014

HS Code Short description Sm %
85 Electrical machinery and equipment 13,138 17.1
84 Machinery 12,422 16.2
61 Knitted and crocheted apparel 7,051 9.2
62 Apparel not knitted and crocheted 6,173 8.0
94 Furniture 3,488 4.5
95 Toys and games 3,395 4.4
64 Footwear 2,911 3.8
73 Iron and steel articles 2,559 3.3
39 Plastics 2,547 3.3
63 Made up textile articles 1,916 2.5

Source: Statistical Appendix Table A13

Fig 12 plots two sets of imports over this period. The old is represented by three textile
categories ‘HS61 Knitted and crocheted apparel’, ‘HS 62 Apparel not knitted and crocheted’
and ‘HS 63 Made up textile articles’. The new is composed of HS 85 Electrical machinery
and equipment’ and ‘HS 84 Machinery’. HS 84, incidentally, covers ‘nuclear reactors’ but we
can safely assume they were not amongst the machinery imported from China. Fig 13 shows
textiles growing strongly over the period but machinery overtaking it in 2003 and moving
ahead rapidly and by 2014 imports of machinery are three times larger than textiles -$3billion

against $1 billion.
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Fig 13: New and old - Machinery and textile imports from China 1989-2014, by
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Fig 14 plots the shares of these two categories as percentage of total imports from China.
The share of textiles drops in 1990 (can it be a reaction to Tiananmen, but if so why?),
recovers, plateaus to 2004 and then declines. Machinery climbs fairly steadily throughout the
period, starting with 9% of imports in 1989 and ending at 37 in 2014, slightly down from the

38% of the previous year. In all, just what one might expect
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Fig 14: New and old - Machinery and textile imports from China 1989-2014, by
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This is a very broad brush picture of course, and a Harmonised System 2 digit category
covers a range of value added composition. Textiles can extend from basic fabrics to designer
garments and machinery from low-tech to high-tech. A comparative glance at New Zealand’s
imports from India affords some insights, more questions and mysteries, and an inducement

for further research.

Comparison with India

China and India are natural poles of comparison, both for New Zealand and the world at
large.! As the two most populous countries in the world, and twin historical centers of
culture and civilization they are naturally compared and contrasted. They are the ‘Asian
Titans’ whose political and military power, and economic growth, potential, and difficulties

impinge on the rest of the world and cannot be ignored. Not a day passes without frequent
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articles not only on each of them separately but also in conjunction. We have the awful term
‘Chindia’*? They, unlike Britain, the rest of Europe and the United States are ‘in the
neighborhood’ and roughly equidistant from New Zealand. When New Zealand business
people discuss their engagement with Asia they often agonize over whether they should focus
on China, or India, or whether they are big enough to tackle both. China is much more
important generally as a trading partner to New Zealand than India, but the latter is always

there as an alternative, a plan B.

Table 15, examining the top five imports is revealing and intriguing. There are the traditional
developing country exports of labor-intensive textiles - Women's or girls' suits (China) and
Bed and table linen (India). Then they are products which seem typically Indian — ‘Precious
metal jewelry’ and Diamonds. From China we get, as leading imports, consumer electronics
as we might now expect. To what degree these are Chinese brands such as Lenovo and
Huawei, or foreign brands such as Sony ‘made-in-China’, we cannot tell from the statistics.

However, what is unexpected is the third ranking item on the Indian list — Motor vehicles.
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Table 15: New Zealand'’s top five imports from China and India, 2014, by 4 digit HS

code
China India
Code $m % | Code $m | %
8471 | Computers 742.8 | 8.8 | 3004 | Retail 51.4 | 11.4
medicines
8517 | Telephones and cellphones 630.6 | 7.5 | 7113 | Precious metal | 23.5| 5.2
jewellery

9403 | Office, kitchen, and bedroom 174.8 | 2.1 | 8703 | Motor vehicles |21.6 | 4.8

furniture

8443 | Printers, photocopiers, and 164.4 | 1.9 | 7102 | Diamonds 16.4 | 3.6

facsimile machines

6204 | Women's or girls' suits 159.1 | 1.9 | 6302 | Bed and table 159 |35

linen

Source: "Global New Zealand — International trade, investment, and travel profile: Year ended June 2014."
Statistics New Zealand in conjunction with the Ministry of Foreign Affairs and Trade, 17 November 2014.

Again these can be foreign brands now manufactured in India, such as Nissan and Hyundai.*
However, it seems likely that these imports are of Mahindra ‘utes’ and cars.** Mahindra
tractors have been on the New Zealand market for some time but recently the Indian
conglomerate has been exporting utility vehicles and cars to New Zealand, so much so that
one excited journalist wrote ‘Mahindra to be next big thing in NZ motoring’.* This raises the
intriguing question. If India can make a success of exporting motor vehicles to New Zealand,
where are the Chinese? China has been the largest market, and largest producer, of

automobiles for some years.**Back in 2009 a journalist proclaimed in respect of Chinese
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vehicles in New Zealand ‘The Chinese invasion is just beginning’ and yet little seems to have
happened.®’ It may be that New Zealand is just too small a market to attract the attention of

Chinese corporations, but why have New Zealand importers not taken up the baton?

The Services engagement

Perhaps the biggest development in international trade over the last two decades of the 20"
century was the increasing share of services, as against goods (merchandise trade), a trend
recognized by the signing of the General Agreement on Trade in Services (GATS) in 1995.%
There was also growing attention being paid to the role of services exports in developing
countries.* India, of course, became a symbol of this with claims that services was the ‘new
engine of growth’. “*The hype was exaggerated with China’s substantial exports of services
tending to be overlooked.*" An OECD report in 2007 posed the question ‘Is China the new
centre for Offshoring of IT and ICT-Enabled Services?’ and concluded ’In sum, the answer
.... 18: no, not yet, but there is a potential for China to grow and gain importance as a supplier
of these services.”** Moreover, some argued that services alone as a driver of growth was a
chimera and needed to be developed in tandem with manufacturing, as was happening in

China.*®

There were a number of institutional, macroeconomic, and political reasons for the growth in
services but there was also a very important technological one — the development of
Information and Communications Technology (ICT). Services had traditionally been viewed
as ‘non-tradable’; they took place at a specific time and place and could neither be stored nor
exported. The haircut was the classic example.** However many services could be made
tradable through the intervention of ICT. ‘Gone are the days when services used to be

considered as non-tradables’ wrote WTO Director General Pascal Lamy in 2009.%°
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‘Offshoring’ became the buzzword of the early 21% century.*® China and India were seen as
an important component of these new developments.*’ All this was good news for New
Zealand, being a small developed country on the very edge of the world, even further from its
markets than Australia. ICT and other technologies would vanquish the ‘tyranny of

distance’.*®

Services are now an important component of New Zealand trade with China, and the
economic engagement more widely. This is currently more important, as we might expect, for
exports than imports. In the June year 2014 (Table 16) services accounted for 14.4% of New
Zealand exports to China and only 5.9% of imports. China took 22.6% of New Zealand’s
exports of goods but only 9.9% of services and for imports the shares were even lower

17.0% of goods and 3.1% of services. It would seem that services still have great opportunity

for expansion in New Zealand-China trade.

Table 16: Goods and Services in trade with China, 2014

Exports
Goods CN% Rank Services CN% Total Rank S/G%
Sm % no Sm % Sm no %
China 11,572 22.6 1 1,667 9.9 13,239 1 14.4
Total 51,161 16,893 68,054 33.0
Imports
Goods CN% Rank Services Total Rank S/G%
Sm % no Sm % Sm no %
China 8,062 17.0 2 478 3.1 8,540 3 5.9
Total 47,469 . 15,516 62,985 32.7

Notes: June year; Exports: fob; Imports: vfd; Values: NZ$m

CN%: X or M to CN as % of total X or M

SIG%: X or M of Services as % of X or M of Goods

Source: Global New Zealand — International trade, investment, and travel profile: Year ended June 2014.
Statistics New Zealand in conjunction with the Ministry of Foreign Affairs and Trade, 17 November 2014.

Data on New Zealand’s services engagement with China is very limited. There was a major
study in 2011 entitled ‘Service Success in Asia’ funded by the Foundation for Research,

Science and Technology.* This was subtitled ‘building a sustainable competitive advantage
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for New Zealand service firms in Asia: Spotlight on China and India’. The project was led by
Val Lindsay of Victoria University and involved other researchers from Victoria (one of the

authors of this book was a participant), from Otago University and the private sector.*

Peter Chrisp, Chief Executive of New Zealand Trade and Enterprise noted in his foreword

that:

...there can be no doubt that services are in future going to play an ever more important part in New
Zealand’s foreign exchange earnings. The revolution in communications technology in recent years has
dramatically expanded the capability of humanity to trade in ideas. New Zealanders are known to be
good at developing innovative ideas. Some inspiring New Zealand companies are already doing just

that; but as a country we need to have many more of our companies taking this development path.**
Professor Lindsay encapsulated the findings in respect of China thus:

Building a sustainable competitive advantage for New Zealand service firms in China represents a
significant challenge. The report highlights the need for this challenge to be addressed urgently. If this
challenge is not met, New Zealand is unlikely to be able to extend its business engagement with china
significantly. It will almost certainly not be able to meet the growth expectations anticipated in the
Government’s economic Growth strategy.

The findings of this study suggests that resources and efforts should be directed toward implementing
the three pillars of the framework proposed: that is, enhancing and leveraging the supporting platform,
thus contributing to a strong and favourable business environment in China; meeting the operational
imperatives, by building firm and managerial capability; and addressing the strategic imperatives, by
focusing on the strategic priorities identified in the study for the China market.

The findings also suggests that building a sustainable competitive advantage requires a multi-level
approach — that is, one involving the coordinated activities of Government, government agencies,
industries, and firms and their managers.®?

In the course of the ‘Service Success in Asia’ project many New Zealanders, including many
of Chinese ethnicity, were interviewed some in New Zealand but most in China. Chinese who
were involved in the economic relationships as officials, employees, or business partners
were also interviewed.>® The result was a resource of unprecedented scope and richness and

some of the implications will be discussed in Chapter Seven.

Despite the rapidly growing importance of services in international trade the statistical

coverage has lagged far behind that of merchandise trade. It is not difficult to see why.
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Merchandise trade measures the movement of physical object over physical borders and
while it is never entirely accurate it is relatively easy to do; there are, especially for islands,
only a limited number of ports through which the trade moves. Since duty is levied on
imports, but not exports, these tend to be under-declared with the result that the world’s total
of recorded exports exceeds that of imports. None the less, governments have an extensive
experience of tackling such problems. Imports duties long preceded things like the income

tax as a source of source of government revenue.

Whilst the statistics might be lacking in detail it is clear that New Zealand’s services exports
to China are predominantly in two industries, for which there is considerable information.
These are tourism and education, though the latter in the statistics can be seen as a sub-set of

the former.

Both have been driven mainly by the increase in demand from China, but the growth in

education services has been made possible by liberalization in New Zealand.

The current situation has been described in a report on the China market by Expert Advisory
Group brought together by the Ministry of Business, Innovation, and Employment (MBIE) in

2012:

China is now New Zealand’s fastest growing market for international visitors. It is our second largest
market in terms of visitor arrival numbers and expenditure, overtaking the United States, United
Kingdom and Japan. Much of this growth is attributable to the economic expansion of China and the
associated increase in the numbers of Chinese citizens with disposable incomes and a high interest in
travelling offshore....

While this growth has been encouraging, there is potential to do significantly better. Since 2003,
visitor arrivals from China have grown by over 120 percent, but the volume increase is not matched by
the same growth in expenditure or quality. We are attracting an increasing number of visitors, but we
are not consistently delivering the best possible experience to these visitors, and this means that we are
not realising the full value to the New Zealand economy.

MBIE’s International Visitor Survey for the year ending June 2015 confirms the growth in

the China market. Visitor expenditure had increased 61% over the previous year, reaching
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$m1,344. This expenditure it should be noted excludes that of students. Fig 15 shows Chinese

expenditure compared with that of the other main markets.

Fig 15: Tourism expenditure by country 2015
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Source: "International Visitor Survey YEJune 2015." Ministry of Business, Innovation, and Employment,
2015

Not merely was China the faster growing source of tourist but it was the largest market after
Australia, and by far the largest of the long-haul markets. Moreover, the average spend was
above average and twice that of the Japanese, as is shown in Table 17. It should be noted that
one factor, apart from the obvious one of wealth, that affects the amount of expenditure is the
amount of time spent in the destination country and this in turn is influenced by distance — for
Europeans New Zealand is a long-haul destination and likely to be a major holiday while for
East Coast Australians it may be a weekend getaway — and by holiday entitlements. Japanese,
and perhaps South Koreans have notoriously short holidays. Chinese tourists may be business

people who do not have these constraints. Moreover whilst the number of Chinese tourists to
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New Zealand may be large in New Zealand terms, they are a very tiny proportion of the

Chinese population.

Table17: Average tourism expenditure 2015, by country of origin

Average
Germany 6,100
UK 5,100
Canada 4,800
USA 4,600
China 4,600
All markets 3,240
Korea 2,800
Japan 2,300
Australia 2,000

Source: "International Visitor Survey YEJune 2015." Ministry of Business, Innovation, and Employment,

2015

Turning to a broader, long-term perspective Fig 16 shows the growth of tourism to New

Zealand from China since 1979, when these particular statistics start.
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Fig 16: China’s share of New Zealand tourism, 1979-2015
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The key date here is 1999 when New Zealand, along with Australia, became the first Western
countries to receive Approved Destination Status (ADS) from the Chinese government. It
has been claimed, from research covering 61 countries, that ADS increased Chinese tourism
by 11% to 16%.>* Again we see the importance of the political relationship — a theme to

which we will return in Chapter Seven.

Chinese come to New Zealand as holidaymakers, but also as students and that is the second
largest category. One of the challenges facing New Zealand as a small country interacting
with countries which are usually considerably larger, with China (and India) being very much
bigger is that it is very easy to fall into the position of dependency. This problem is by no
means exclusive to New Zealand; even the United States has issues with the surge of Chinese
students.” This is an aspect of asymmetry. However diversification requires purposive and

strategic action, usually informed by guidance and support from government, and this often
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not forthcoming. For instance the ‘Briefing to the Incoming Minister’ published by Education
New Zealand, the entity established by the Government to promote international educational
services and to provide ‘leadership’ recognizes the need for diversification but has no

suggestions for policies to achieve this:

Diversifying New Zealand's markets

The industry needs to reduce its reliance on particular student attraction markets

China and India are the source of nearly 40 percent of New Zealand's international students. At present,
changes in the number of students coming from China and India can significantly affect the success of
the industry or a particular sector.®®

We will return to this theme of concentrating on promotion with relative neglect of strategic

policy development in Chapter Seven.

‘International education’ is an important component of New Zealand’s export income,
amounting to $2.6billion in an estimate produced by the research company Infometrics in
2013. The study found that ‘China contributes 25% of students and 32% of total onshore

spending’.”’

Despite the importance of the sector there is a dearth of comprehensive long-term statistics
and analysis. Education New Zealand provides a quarterly ‘Student Visa Dashboard” which
basically covers that period in an illustrated format.*® ‘Education Counts’ from the Ministry
of Education provides a fuller picture but even that is very limited and often strangely
incomplete. For instance, the Ministry’s survey ‘International Student Enrolments in New
Zealand, 2006 — 2012’, published in 2013 which was, by April 2016, the latest available

states

Summary of enrolment trends
From a peak of 126,503 international fee-paying enrolments in 2003 there was a 27.7% decline to
91,388 enrolments in 2008, and a subsequent 8.8% recovery to 99,446 enrolments during 2010. *°

No explanation is offered for this substantial drop from 2003 to 2008.
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Table 18 takes the data relating to China from Table 2 in this publication, which gives figures

for a range of countries.

Table 18: China’s share of international students, 2006-2012

China Total
Number % Number
2006 33,649 34.9 96,383
2007 25,216 27.3 92,502
2008 21,080 234 90,078
2009 21,327 223 95,438
2010 21,256 21.7 98,038
2011 23,366 241 97,003
2012 24,412 26.6 91,732
Source: "International Student Enrolments in New Zealand, 2006 — 2012." Ministry of Education, 1 May

2013.
The accompanying text gives no explanation for the fall in Chinese enrolments after 2006,
merely noting that ‘a key trend evident since 2010 has been the rise in Chinese enrolments,

and falls in South Korean enrolments’.

Clearly there is a need for serious research on this important subject.

Concluding Remarks

Trade has been, and will continue to be, the backbone in the economic relationship between
China and New Zealand. Merchandise trade, complemented in recent years by trade in
services, notably tourism and education links past to present and indicates the future. Trade is
a product of comparative advantage and as that changes so does the direction and
composition of trade. Economic growth, technological and social change provide new
demands and opportunities as well as dispensing with products which have outlived their
usefulness. Trade takes place within a carapace of political and institutional structures and is
accompanied by a movement of peoples. Sometimes that is permanent, as with the Chinese

gold miners who arrived in the 19™ century or the migrants who have come over the last
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quarter century. Sometimes it is relatively temporary, an expatriate sojourn as exemplified by
Ron Howell or Vic Percival, or the numerous business people who at any one time are

working in the other country — Chinese in New Zealand, New Zealanders on China.

Trade imposes costs as well as bringing benefits. It can cause unemployment as well as
stimulating employment. It can destroy industries and sometimes the communities dependent
upon them. It has environmental costs, both in production and in transportation. The
Qianlong emperor’s dismissal of British trade overtures quoted earlier —°. We have never set
much store on strange or ingenious objects, nor do we need any more of your country’s
manufactures  strikes us nowadays as strange and foolish, yet in a time of climate change

there is in it a kernel of good sense to be pondered.
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