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Abstract

This study examines the bilateral trade relations between New Zealand and India from 1990 to 2014.
Using export and import intensity indices and revealed comparative advantage (RCA) indices, it identi-
fies sectors where there is static and dynamic comparative advantage and complementarities. It also
examines the extent and movement of intra-industry trade (lIT), using lIT indices, and analyses these
indices to consider how trade patterns and relations have changed between 1990 and 2014.

Findings show that trade between New Zealand and India has increased in recent years. The intensity
of trade has strengthened, and there has been growth in lIT for a number of industries and product
groups. Results also suggest high degree of static and dynamic comparative advantage in a number
of product groups. The findings of this study should be relevant to future bilateral trade, economic
relations, technology transfer and cultural exchange between New Zealand and India.

Keywords

International trade, New Zealand, India, trade intensity, intra-industry trade, revealed comparative
advantage, FTA

Introduction

New Zealand has political, security, trade and economic interests in Asia, especially with large economies
such as China and India. Bilateral trade between New Zealand and India is currently below potential,
despite its strong growth in recent years. Despite the distance between them and their difference in size,
their economies are complementary. Hence, there is considerable potential for increasing bilateral trade
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and economic relations. This is one of the reasons why a free trade agreement (FTA) is currently being
negotiated between New Zealand and India.

This study explores the bilateral trade relation between New Zealand and India, using a combination
of approaches and methods, such as the trade intensity, the application of static and dynamic revealed
comparative advantage (RCA), a trade complementarity index and the Grubel-Lloyd and Aquino intra-
industry trade (IIT) indices. These alternative methodologies have not been used previously, with a
long-term time series data set, in the context of New Zealand—India trade and economic relations.

The article is organised into six sections. The second section provides an overview of New Zealand
and India. The third section presents the context and a brief literature review. The fourth section 4
discusses the methodology and data used. The fifth section presents and analyses the results and the sixth
section presents the conclusions.

Background to New Zealand-India Trade

New Zealand is one of the most open developed economies in the world. It is a member of the World
Trade Organization (WTO), and as a country is committed to liberalising trade. In recent years,
New Zealand has become a party to nine regional, bilateral and multilateral trade agreements: Australia—
New Zealand Closer Economic Relationship (1983); New Zealand—Singapore Closer Economic
Partnership (2001); New Zealand—Thailand Closer Economic Partnership (2005); Trans-Pacific Strategic
Economic Partnership (2005); New Zealand—China Free Trade Agreement (2008); ASEAN—Australia—
New Zealand Free Trade Agreement (2010); New Zealand—Malaysia Free Trade Agreement (2010);
New Zealand—Hong Kong, China Closer Economic Partnership (2011); New Zealand—Taipei, China
Economic Cooperation Agreement (2013); and New Zealand—Korea Free Trade Agreement (2015).
Eight agreements are also under negotiation, namely, Anti-Counterfeiting Trade Agreement; New
Zealand—Australia Closer Economic Relations Investment Protocol; New Zealand—Gulf Cooperation
Council Free Trade Agreement; New Zealand—Russia—Belarus—Kazakhstan Free Trade Agreement;
New Zealand—India Free Trade Agreement; Trans-Pacific Strategic Economic Partnership; and New
Zealand—Hong Kong Closer Economic Partnership Investment Protocol (Ministry of Foreign Affairs and
Trade [MFAT], 2012, 2014, 2015).

With over a billion people, India is the second most populous country in the world; in South Asia,
it is the largest economy. During the last two decades, India has experienced rapid growth. During
20002010, India maintained an average real GDP growth rate of 12.7 per cent. In 2012, the growth rate
decreased to 4 per cent and then increased significantly to 10 per cent in 2014 (UNCTAD, 2015).

The impressive economic performance of India is the result of a reform process that started in the
1990s. Until the 1980s, India followed an inward-oriented economic strategy patterned after the USSR,
and with the latter’s disintegration in the late 1980s there was a redirection of economic policies. India
started to pursue economic reform which included reducing barriers to exports and limited deregulation
of industries. The reform process was expanded in the 1990s, with the liberalisation of the economy and
closer integration with the international economy (Ahluwalia, 2002; Thirlwell, 2004).

India has been negotiating regional trade agreements (RTAs) with a number of countries and trading
blocs. Most of India’s trading partners are South and Southeast Asia, Europe, Latin America and North
America. India has involved in 11 regional, bilateral and multilateral trade agreements with Japan
(2011), Malaysia (2011), Singapore (2005), South Korea (2010), Chile (2007), Afghanistan (2003),
Nepal (2009), Mercosur (2009), ASEAN (2010), Bhutan (2006) and Sri Lanka (2001). However, being
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a latecomer, the only RTA actually in operation for some time is the bilateral agreement that India had
concluded with Sri Lanka.

Development of Trade Relations between New Zealand and India

New Zealand has a long-standing and friendly relationship with India which has been reinforced by
cultural links such as a common language, democratic traditions and sporting relations (Bandyopadhyay,
2013). However, this relationship has not resulted in trade expansion between the countries. India is
currently New Zealand’s 15th largest bilateral trading partner. For the year ended June 2013, the overall
goods trade between the two countries was over US$ 1.1 billion (MFAT, 2014). In 2014, the merchandise
trade between them decreased slightly to US$ 0.9 billion (MFAT, 2015). Although the overall trade
between New Zealand and India increased during the last decade, trade relationship between them has
remained underdeveloped.

The most recent development in New Zealand’s trade relationship with India has been the progress
in discussions regarding an FTA. The process for negotiating an FTA started in 2007. New Zealand’s the
then trade minister, Phil Goff, and his Indian counterpart, Kamal Nath, agreed to explore the possibility
of such an agreement after an economic analysis of its viability was undertaken.

In 2009, a joint feasibility study was completed, highlighting that the Indian and New Zealand
economies were complementary and that considerable potential exists to foster and strengthen bilateral
trade and economic relationship. In January 2010, New Zealand’s the then trade minister, Tim Groser,
and India’s the then commerce minister, Annand Sharma, announced that approval had been secured for
the start of negotiations leading to an FTA. In recent years, the New Zealand India Research Institute
(NZIRI) was established by the Council of Victoria University of Wellington in October 2012 to promote
and facilitate research on India and New Zealand. New Zealand government announced setting up
the New Zealand and India Inc. strategy for fostering trade, investment, technology transfer, tourism,
education and cultural exchange (MFAT, 2015).

Context and Literature Review

New Zealand’s annual GDP growth since the early 1990s has been higher than the Organisation for
Economic Co-operation and Development (OECD) average. Real GDP growth of 4.0 per cent, which
was recorded in 2002, was one of the best performances in the OECD countries. The average growth rate
for the previous 4 years from 1999 to 2002, was 3.3 per cent, while for the subsequent 4 years from 2003
to 2000, it was 2.7 per cent rate (OECD, 2012). Growth rates slowed down during the next 2 years, with
anegative growth of —1.07 per cent in 2008 and low growth of 0.79 per cent in 2009. During the 10 years
from 2001 to 2010, the growth slowed down to 2.6 per cent and further slowed down with a negative
growth of —1.07 per cent in 2008 and low growth of 0.79 per cent in 2009, but recovered to 2.64 per cent
in 2012, 2.50 per cent in 2013 and 3.10 per cent in 2014 (OECD, 2015).

New Zealand’s exports and imports increased gradually between 1990 and 2003 with an average of
US$ 80.3 million and US$ 68.6 million, respectively (Table 1 and Figure 1). From 2006 to 2010, exports
and imports increased significantly. In 2011, New Zealand’s exports to India reached the highest
value of US$ 740 million, while imports reached US$ 304 million, generating a positive bilateral trade
balance. This may be attributed to the pre-FTA stimulation of an FTA initiative between these two
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Table I. New Zealand Bilateral Trade with India (value and percentage growth): 1990-2014

Exports Growth Imports Growth Total Trade Growth Balance  Growth
Year X % M % X+M % X-M %
1990 67.2 28.7 95.9 385
1991 67.5 0.5 29.0 0.9 96.5 0.6 385 0.2
1992 61.7 -8.6 39.8 374 101.5 52 21.9 —43.2
1993 88.7 437 448 12.6 133.5 31.5 43.8 100.4
1994 76.6 -13.6 62.1 384 138.7 3.8 14.5 —66.9
1995 79.9 43 75.5 21.6 155.4 12.0 4.4 -69.6
1996 79.6 -0.4 85.8 13.6 165.3 6.4 -6.2 -239.9
1997 911 14.5 89.8 48 181.0 9.5 1.3 121.2
1998 84.6 7.2 68.0 244 152.5 -15.7 16.6 1,170.3
1999 98.1 16.0 84.2 23.9 182.3 19.6 13.9 -l6.3
2000 79.4 -19.0 789 6.3 158.4 -13.1 0.5 -96.5
2001 69.4 -12.7 79.1 0.2 148.5 -6.2 -9.8 -2100.8
2002 89.1 285 89.5 13.0 178.6 20.2 -0.3 96.5
2003 91.4 2.6 105.4 17.8 196.8 10.2 -14.0 —4013.9
2004 129.9 42.0 134.5 27.6 264.4 34.3 —4.7 66.6
2005 165.9 27.7 157.2 16.8 323.0 222 8.7 2872
2006 2185 31.7 163.1 38 381.6 18.1 554 5354
2007 269.8 235 198.4 21.7 468.3 227 714 28.8
2008 387.6 43.6 2332 17.5 620.8 326 154.4 116.2
2009 395.8 2.1 225.6 -32 6214 0.1 170.1 10.2
2010 640.1 61.7 262.0 16.1 902.2 45.2 378.1 122.2
2011 739.2 I5.5 303.5 15.8 1042.8 15.6 435.7 152
2012 636.5 -13.9 339.2 1.7 975.7 -6.4 297.3 -31.8
2013 548.9 -13.8 346.9 23 895.9 -82 202.0 -32.1
2014 516.7 -5.9 421.7 21.5 9384 47 95.0 -53.0

Source: UN Comtrade Database; World Databank (The World Bank, 2015).
Note: Trade in US$ millions; growth in %.

countries. Surprisingly, New Zealand’s exports to India decreased moderately to US$ 549 million in
2013 and US$ 517 million in 2014. Overall, New Zealand has bilateral trade surplus with India. Although
the trade surplus has been slowing down in recent years, it can be expected that New Zealand can keep
a favourable trade balance position (Table 2 and Figure 2).

In terms of the trends in New Zealand’s and India’s GDP and population growth for 1990-2014, India
has been experiencing a higher average GDP growth of 6.5 per cent than New Zealand’s average growth
of 2.7 per cent during the period. Moreover, India’s GDP growth has been increasing with fluctuations,
while New Zealand’s GDP growth has been decreasing with fluctuations. In addition, the trends in the
two countries’ GDP growth changed in some periods. For instance, the annual growth of India’s GDP
increased significantly from 4.8 per cent in 1993 to 7.6 per cent in 1995, whereas New Zealand’s
GDP decreased sharply from 6.4 per cent to 4.4 per cent. The same can also be seen from 2002 to 2007,
in which New Zealand’s GDP growth decreased and India’s GDP increased significantly. Throughout
2008-2014, both countries’ GDP increased gradually with some fluctuations. Particularly in 2014, New
Zealand had a GDP growth of 3.1 per cent and India had a GDP growth of 10.1 per cent. New Zealand’s
population growth is relatively lower than that of India. Overall, there is a gap in terms of GDP growth
as well as population growth (see Figures 3 and 4).
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Figure |. New Zealand Bilateral Trade with India, 1990-2014
Source: United Nations Comtrade Database; World Databank, The World Bank, 2015.

Table 2. India Bilateral Trade with New Zealand (value and percentage growth): 1990-2014

Exports Growth Imports Growth  Total Trade  Growth Balance  Growth
Year X % M % X+M % X-M %
1990 222 64.8 87.0 —42.6
1991 242 9.1 68.3 5.5 92.5 6.4 —44.1 -3.5
1992 348 43.6 68.0 -0.5 102.7 1.0 =332 24.7
1993 338 2.6 74.0 8.9 107.9 5.0 —40.2 -21.1
1994 54.8 62.0 75.9 2.6 130.7 212 -21.1 47.5
1995 60.4 10.2 62.2 -18.1 122.5 6.3 -1.8 91.5
1996 65.7 8.8 794 27.8 145.1 18.4 -13.8 —666.7
1997 71.9 9.5 83.6 5.3 155.6 7.2 =117 15.2
1998 56.8 -21.1 88.4 5.7 145.2 6.7 -31.6 -170.1
1999 64.7 13.9 97.0 9.8 161.7 1.4 -32.3 -2.2
2000 61.1 5.6 85.8 -5 146.9 —9.1 —24.8 232
2001 62.6 2.5 77.7 -9.5 140.3 —4.5 -15.1 39.1
2002 65.0 39 783 0.7 143.3 2.1 -13.2 12.6
2003 823 26.6 782 0.1 160.5 12.0 4.1 131.1
2004 87.4 6.2 98.5 26.0 185.9 15.9 —11.1 -370.7
2005 141.7 62.1 206.5 109.6 3482 87.3 —64.7 —482.9
2006 498.5 251.7 257.3 24.6 755.8 117.0 241.1 472.6
2007 129.2 —-74.1 3126 21.5 441.8 —41.5 —-183.4 -176.1
2008 203.2 57.3 468.3 49.8 671.5 52.0 —265.1 —44.5

(Table 2 continued)
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(Table 2 continued)

Exports Growth Imports Growth  Total Trade  Growth Balance  Growth
Year X % M % X+M % X-M %
2009 248.0 22.0 4215 -10.0 669.5 -0.3 -173.5 34.6
2010 188.8 -23.9 651.4 54.5 840.1 25.5 —462.6 —-166.6
2011 239.1 26.7 716.0 9.9 955.0 13.7 —476.9 =3.1
2012 305.2 27.7 764.4 6.8 1069.6 12.0 —459.2 3.7
2013 296.2 -2.9 634.4 -17.0 930.6 -13.0 -338.2 26.4
2014 320.31 8.14 598.48 —5.66 918.79 -1.27 —278.16 -17.75

Source: UN Comtrade Database; World Databank (The World Bank, 2015).

Note: Trade in US$ millions; growth in %.
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Figure 2. India Bilateral Trade with New Zealand, 1990-2014
Source: United Nations Comtrade Database; World Databank, The World Bank, 2015.

New Zealand and India increased their shares in world trade, with the strongest growth occurring
since 2000 (see Figures 5 and 6). Throughout 1990-2014, India’s share of imports has exceeded its share
in world exports. In 2014, India’s share in total world exports and imports reached the highest value at
1.7 per cent and 2.4 per cent, respectively. In contrast, New Zealand’s share in total world exports and
imports remained relatively constant with an average share of 0.2 per cent. Specifically, New Zealand’s
share in world exports, imports and total trade has actually dropped despite considerable growth in
exports and imports since the 1990s. This may be attributed to the rapid growth in exports and imports
of large countries, such as China, India and other emerging nations. Recently, New Zealand’s share
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Figure 3. New Zealand’s GDP and Population Growth, 1990-2014

Source: UNCTAD Database; World Databank, The World Bank, 2015.
Notes: |) GDP data obtained from UNCTAD and Population data from World Databank. World Bank, 2015.
2) Growth calculated by authors.
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Figure 4. India’s GDP and Population Growth, 1990-2014
Source: World Databank, The World Bank, 2015.
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Figure 5. New Zealand’s Share in World Trade, 1990-2014
Source: World Databank, The World Bank, 2015.
3.00
—©— Export share
—— Import share
250 - P
2.00
R
N
c
2 Yt
g 150
0
o
1.00
0.50
O — N MM ¥ 1D O IN 0 O ©O — A m T 1D O N OO0 O — N m <
S OO OO0 O 9 9O 9O 90 O O = = = = —
& 0O O O OO OO0 OO OO0 OO0 O S S oo O o o
- - = - - - - - - " NdAddddAAdJFdJNAJNAA

Figure 6. India’s Share in World Trade, 1990-2014
Source: World Databank, The World Bank, 2015.
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Figure 7. New Zealand’s Share in India’s Exports and Imports, 1990-2014
Source: World Databank, The World Bank, 2015.

peaked at around 0.23 per cent in 2014. Overall, New Zealand’s share in world imports has remained
almost the same as its share in world exports over time.

The trends in New Zealand’s shares in India’s trade and the trends in India’s shares in New Zealand’s
total trade from 1990 to 2014 show that New Zealand’s exports and imports remained constant at an
average of 0.18 and 0.17 per cent in India’s trade percent (see Figure 7). In contrast, India’s imports from
New Zealand increased steadily but with fluctuations between 1990 and 2014, and grew at a faster rate
than its exports in terms of the share in New Zealand’s exports especially since 2007 (see Figure 8).
These values indicated that India’s trade with New Zealand is not significant with respect to India’s
total trade, compared with India’s other partners. India’s major export destinations are the 25 member
states of the EU (22.5 per cent of total exports), the US (17 per cent), the United Arab Emirates (UAE)
(8.3 per cent) and China (6.6 per cent) (The World Bank, 2014). In recent years, however, there has
been a shift away from Europe and the US and an increase in the shares of the UAE and Asia. The same
trend is evident with regard to the origin of India’s imports. Although the EU and the US remain
major exporters to India, with shares of 17.2 per cent and 6.3 per cent, respectively, the shares of Asia
(27.4 per cent) and the Middle East (6.7 per cent) have been increasing (The World Bank, 2014). Overall,
bilateral trade flows between New Zealand and India are currently below expected levels compared
to the global trade profiles of both the countries as revealed by trade flows. They are also confined to a
narrow range of products. The primary sector, which consists of the agricultural, horticultural, forestry,
mining, energy and fishing industries, plays an important role in New Zealand’s economy, particularly
in employment and exports, with the sector contributing over 50 per cent of New Zealand’s total
export earnings. New Zealand exports goods, such as dairy, meat, oil and timber, and imports machinery,
textiles, electronics and others.
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Figure 8. India’s Share in New Zealand’s Exports and Imports, 1990-2014
Source: World Databank, The World Bank, 2015.

The international trade literature has a long history back to Adam Smith and David Riccardo (who
formulated the absolute and comparative advantage theory). The twentieth century brought important
theoretical and empirical advances with important contributions from the eminent economists,
Heckscher!, Ohlin' (Carbaugh, 2013), Bhagwati (1964), Krugman (1979), Verdoorn (1960) and others.
For this research, it is important to note the recent prior literature of direct relevance which has estab-
lished foundational knowledge about India and New Zealand trade. The literature shows the importance
of international developments involving Europe and the USA trade policy and the impact of the WTO,
public policies to advance trade and concerns about the environmental impacts of specific patterns of
trade and economic growth. With regard to RCA, studies have considered countries’ export potential as
in Cambodia (Vixathep, 2013), trade flows between Australia and Latin America (Espsosto & Pereyra,
2013), the performance of groups of nations and the performance and prospects of specific industries
(Bano & Scrimgeour, 2012; Oeglemoller, 2013).

Most existing studies on New Zealand and Indian trade have focused on trade with their partners
separately. For example, Singh (2015) examined the relationship between international trade and
economic growth in New Zealand. He found consistent evidence for the long-run effects of trade on
New Zealand’s economic growth. Bhattacharyya and Mandal’s (2014) study analysed the industries (or
set of products) that are expected to be affected by the FTA, using the gravity model for each harmonised
system (HS) six-digit code for trade between India and the ASEAN countries. They found that some
industries, such as organic chemicals, iron and steel, are expected to increase significantly due to the
lower tariffs. On the contrary, industries, such as electric machineries and woods, are identified to be
negatively affected by the FTA. Ratna and Kallummal (2013) argued that the India—ASEAN FTA will
provide ample opportunity to the industry of India and ASEAN to explore each other’s markets on
preferential basis. They also emphasised that the success of an FTA depends on how the participants are
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able to grab the market. Sahu’s (2014) study examined the potential sectors where Malaysia can possibly
engage in a strong trade with India. The findings show that Malaysia’s trade growth with India is much
higher in comparison to the trade growth with FTA partners. The study does not find any causality
between the foreign direct investment (FDI) inflow and other indicators of trade between India and
Malaysia. Sharma and Kaur’s (2013) research examined the causal relationships between FDI and
trade in India and China using Granger causality test. They found that China shows unidirectional
causality running from FDI to imports and FDI to exports. However, there exists a bidirectional causality
between imports and exports. Bandyopadhyay (2013) argued that New Zealand’s closer engagement
with India is no longer just economically driven. Cultural exchanges and people-to-people relations have
also improved significantly over the last years. This study focuses on trade relations between New
Zealand and India. The methodologies incorporated for analysis are explained in the next section.

Data and Methodology

Annual statistics from 1990 to 2014 were obtained from the World Bank (2015). Data for estimation
purposes were obtained from International Monetary Fund (IMF 2012, 2014) publication, Direction of
Trade Statistics Yearbook, World Economic Outlook Database and the UN Commodity Trade Database.
We chose 1990 as the starting point because India started its economic reforms policy in 1990. New
Zealand adopted reforms starting in 1984. Trade intensity was calculated from 1981 to 2014 in order to
identify the long-term strength of trade relations. Intra-industry trade and trade complementarity are
estimated from 1990 to 2014; RCA is calculated from 1990 to 2012, due to data availability.

Trade Intensity Index

The trade intensity method measures the share of one country’s trade with another country as a proportion
of the latter’s share of world trade. This trade intensity index (TII) was developed by Kojima (1964),
followed by Wadhva et al. (1985) and Garnaut and Drysdale (1994):

(161): X[[ab = (Xab/Xa)/[Mb/(Mw - Ma)] (1b) MI]ab = (Mab/Ma)/[Xb/(Xw - Xa)] (1)

where X , represents exports of country @ to country b, M , represents imports of country a to country b,
X, represents total exports of country a, M_ represents total imports of country a, M, represents total
imports of country b, X, represents total exports of country b, M represents total world imports,
X represents total world exports, X7/ , represents export intensity index and MII , represents import
intensity index.

The average value of this index is 1. Index values greater than 1 indicate a higher degree of trade
intensity between country @ and country b, while values lower than 1 indicate lower trade intensity. The
closer the index is to 0, the lower is the trade intensity.

Revealed Comparative Advantage

The RCA indices are intended to reveal in which industries a country has lower costs of production.
The RCA index developed by Balassa (1965) assumes that a country’s comparative advantage is revealed
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by its exports to the world. The static RCA of exports is represented by a country’s commodity
composition of exports vis-a-vis that of the world. The formula is

RCA; = (Xi/X )/ (X X ) 2)

where X represents the value of country i’s exports of commodity &, X, represents the value of country
i’s total exports, X, represents the value of world exports of commodity k and X, represents the value of
total world exports (of all commodities).

Although Balassa introduced the concept of RCA, several others have commented on the theoretical
conditions for the use of the RCA index. For example, Bowen (1983) showed that an RCA above unity
may not necessarily indicate that a country has a comparative advantage in exporting the product if
the country does not export every commodity in the world at the 3-digit Standard International Trade
Classification (SITC) level. In the 1990s, developing South Asian countries in general and the Asia-
Pacific partnerships in particular came quite close to fulfilling this condition. Hillman (1980) also
noted that the RCA index’s deviation from unity reflects comparative advantage if the country’s
exports of any product are overly prominent neither in the country’s exports nor in the total world exports
of that product.

To capture the dynamics of RCA, Balassa (1967) suggested the use of ‘Dynamic Revealed Compara-
tive Advantage’ (DRCA). The index is based on the presumption that trade shares of past exports will
be expected to continue but will take place at a declining pace. The formula for calculating the DRCA
index is

DRCAik = [(Xikt/Xit) + (Xikt/Xit) ' (Xikt/Xit) ' (XikO/XiO)] 12 (3)

where

DRCA,, is the DRCA of country / in industry &, X, /X, = (X, /X)X, /X ) = RCA, is the RCA value
of commodity & in terminal year (1) and X, /X, = (X, /X )/(X /X ) = RCA is the RCA value of
commodity k in base year (0).

Unlike the RCA, the numerical value of the DRCA ranges from zero to infinity, with 100 separating
comparative advantage from comparative disadvantage. A value above 100 would indicate that the
country has a comparative advantage compared in producing commodity &. The DRCA has an advantage
over RCA, which reveals comparative advantage at a point in time, because it takes into account
change(s) over time, that is, the changes in the relative shares of exports between the terminal year and
the base year (Sharma, 2006).

Intra-industry Trade

Intra-industry trade is the simultaneous export and import of goods within the same industry. For
example, New Zealand and Australia simultaneously export and import white-ware home appliances
and Steinlager and Fosters beer to each other (Bano, 2002). Inter-industry trade, on the other hand, is the
exchange of goods which belong to different industries.

The most widely used measure of IIT is the Grubel-Lloyd index. The problems associated with the
Grublel-Lloyd index, however, are the biases created by trade imbalances at the multilateral level
(Grubel & Lloyd, 1975). Some economists have attempted to correct this bias, but a widely acceptable
method of correction is yet to be found. Therefore, the Grubel-Lloyd weighted mean index (IITB) and
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two trade imbalance adjusted indices, the Grubel-Lloyd trade adjusted index (IITC) and the Aquino
adjusted index (IITQ), are calculated for comparison. The formulas are presented as shown below.

Grubel and Lloyd Intra-industry Trade Index
The Grubel-Lloyd index’s (1975) single industry intra-industry equation is written as

X+ M) —| X, — M|
1ITB,= % X100 (4)

1

where X and M, are exports and imports of industry i of a country.
For aggregated industry or product group, the index will be a weighted average of IITB, the weight
being the share of each industry in the country’s total trade. The summary Grubel-Lloyd index is

Z(Xi+Mi)_Z|Xi_M|

i=1 i=1

1ITB = IITB: = . X 100 5)
2 (Xi+ M)
i=1
where IITB is the weighted average of the value of IITB, across industries i = 1, 2, ..., n, with n being

the number of industries. IITB is an accurate measure if there is balanced bilateral trade. However, as we
discussed above, when the total trade is unbalanced, the index will be biased downward, so the imbalance
needs to be adjusted, and the modified formula is

n

§(Xi+A/[i)_§|Xi_Mi|

TC = —; - - X 100 (6)
DX HMY—|> X, =DM,
i=1 i=1 i=1

Aquino Adjusted Index

Aquino (1978) suggested modification at each industry level. The ‘theoretical values’ of exports and
imports can be estimated by the formulas given below:

>+ M) >+ M)
Lot eyt (7)
2o X
i=1

B 9
i=1

By replacing the estimated exports and imports values in the Grubel-Lloyd equation, Aquino adjusted
index (IITQ,) can be written as

Xi:)(iz

D (Xe + M) = D |Xe — M|
nro="—— =l X 100 (8)
2 (X + M)
i=1
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The IIT index varies between 0 and 100. If exports and imports are equal, then the index is 100. These
IIT indices have been used to estimate the intensity of IIT. Intra-industry index was calculated at
each industry level as well as across industries at a 3-digit SITC level for selected years. The IIT was
also calculated for the entire sample period, that is, 1990-2012. Results are presented in Tables 7 and 8
and Figure 11. (Tables containing detailed IIT estimates are available from the corresponding author
on request).

Results and Analysis

Trade Intensity Index

The index of New Zealand’s export intensity with India has maintained a value of less than unity
(Figure 9). This implies that exports to India from New Zealand are lower than would be expected given
India’s share of world trade. This is even more apparent when examining the import intensity values,
which only exceeded 1 in 1981 and 1982. From 1990 to 2014, trade intensity of exports and imports
tended to fluctuate. The analysis thus shows that India is underrepresented both as a source of imports
and as an export market for New Zealand. But the low trade intensities do not necessarily mean that there
are no prospects for increased trade. Overall, trade between them has increased, and trade intensities
have varied over the years; in recent years export intensity has tended towards unity, while import inten-
sity has only marginally decreased. The low intensities may reflect the fact that the bilateral trade between
the two countries is less than the average level between New Zealand and the rest of the world. Economic
integration should have positive effects on trade expansion and in strengthening trade relations.

—o—XIl

- i\ -
fL—AY

0.8
0.6 {1

TIl Index

0.4

0.2

0 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T 1
— AN M TN ONOANO—AMITLNONODPTOD —AMTNONDODRNO —N M <+
0 O WWPOWOWPDNDODDODOAPNTNNNPNOONPNPTRNPNPODOO0OO0OO0DO0ODO0OOODO — — — — —
1< K- - - - - N - N Y- NI NP NI NI N NI NI NI N S e Rl e e R e ReNeReReRe R Re R R R R
——————————————————— NAANANANANAANANAANAAAN

Figure 9. New Zealand Trade Intensities with India, 1981-2014
Source: World Databank, The World Bank, 2015. Authors’ calculation.
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Revealed Comparative Advantage

For the estimation of static RCA and DRCA, each commodity classification has been aggregated, using
SITC revision 3, to the 3-digit level, that is, SITC 0 (food and live animals) and SITC 1 (beverages and
tobacco) and other categories. An RCA value of less than | indicates that the share of commodity & in i’s
exports is less than the corresponding world share of commodity £ in total world exports. This indicates
that country 7 does not have an RCA in the production of commodity k£ (World Bank, 2008). On the other
hand, an RCA greater than 1 implies that the country has an RCA in the production of k. For DRCA, the
critical value is 100; a DRCA index higher (lower) than 100 means that country i has dynamic comparative
advantage (disadvantage) in that industry.

At the SITC 1 to SITC 3-digit level, New Zealand’s static RCA is concentrated primarily within
SITC 0 and SITC 1, particularly in food and live animals (see Table 3). The RCA index value for these
categories ranges from 6.93 in 2000 to 7.70 in 2012. The values of the 8-year DRCA (2005-2012) and
the 13-year DRCA (2000-2012) are 246.12 and 209.15, respectively, which are both higher than 100.
High values of DCRA are observed in wool, other animal hair (38,294.10), starch and insulin (3,567.58).
This indicates a possible strengthening of New Zealand’s DRCA at this aggregated level. The only
other 1-digit product aggregation with an RCA is SITC 2 and SITC4: crude materials, inedible and
animal, vegetable oils, fats, wax. These categories have DRCA values ranging from 4.38 in 2000 to
2.46 in 2011, which show that the comparative advantages in these two industries have been signi-
ficantly reduced over time. All other category aggregations at a 1-digit SITC level show no revealed
comparative advantage.

Within SITC 0 and 1, New Zealand possesses strong RCA in the meat and dairy industries ranging
from 82.65 in 2000 to 97.03 in 2009 for butter, and from 22.5 in 2000 to 27.1 in 2005 and 105 in 2012

Table 3. Static and Dynamic Revealed Comparative Advantage Index Values for New Zealand, by Industry

Standard International SITC

Trade Classification (SITC) Code RCA RCA RCA RCA RCA DRCA DRCA
Commodity Description (rev.3) 2000 2005 2007 2009 2012 2000-2012 2005-2012
Food and live animals; 0&l 693 8.18 832 728 7.70 209.15 246.12
beverages and tobacco

Butter, other fat of milk 023 8265 71.83 8220 97.03 19.00 4,076.67 4,894.52
Bovine meat ol 2250 27.09 2139 1874 10500 463,320.72 395,872.49
Crude materials, inedible; 2&4 438 3.19 277 266 2.46 14.48 10.89
animal, veg. oils, fats, wax

Wool, other animal hair 268 4134 4586 39.85 43.00 4085  34,607.00 38294.10
Fuels, lubricants, etc. 3 0.28 0.20 0.34 036 0.34 0.19 0.18
Animal, veg. oils, fats, wax 4 1.67 0.84 0.83 0.69 0.66 0.69 0.51
Animal oils and fats 411 11.79 1093 12,67 1035 105l 665.89 609.86
Chemicals, related 5 0.98 0.54 055 0.48 0.46 0.33 0.29
products nes

Starches, insulin etc. 592 30.12 20.03 2191 1856 18.66 5,453.75 3,567.58
Machines, transport 7 0.26 030 0.28 0.26 0.22 0.12 0.12
equipment

Manufactured goods; misc. 6 & 8 0.69 0.68 0.64 0.55 0.50 0.34 0.34

manufactured articles

Source: UN Comtrade (2014) Database. Authors’ calculation.
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for bovine meat. An RCA value above 1 is also found for milk and cream (SITC 022) and other meat and
meat offal (SITC 012). Revealed comparative advantage values greater than 1 are also found in several
other industries at the 3-digit level, such as wool (SITC 268), with an RCA value greater than 40 in 2000,
2005, 2009 and 2012; animal oils and fats (SITC 411), with RCAs of 11.79 in 2000, 12.67 in 2007 and
10.51 in 2012 and starches (SITC 592), with RCA ranges from 30.12 in 2000 to 18.66 in 2012. Other
industries not included in Table 3 but with high RCA values are hides (SITC 211), wood (SITC 247) and
agricultural machinery (SITC 721).

India has a comparative advantage at some point between 2000 and 2011 in all categories, but not in
SITC 7 (machines and transport equipment), which has the value of RCAs ranging from 0.18 in 2000 to
0.96in2011 (see Table 4). In 2012, it reached 1.02, indicating a significant increase since 2000. However,
all DRCA indices are far below 100 at the aggregated level.

An example within SITC 0 and SITC 1 is rice (SITC 042). India possesses a strong RCA in this
commodity, with values all over 14 in all observed years. India also possesses a strong RCA in iron ore,
concentrates (SITC 281), with values in 2005, 2007 and 2009 of 21.77, 17.49 and 13.58, respectively.
However, RCAs in this commodity have been decreasing in terms of the overall trends over the period.
India possesses a strong RCA in many industries in SITC 6 and SITC 8 (manufactured goods and
miscellaneous manufactured articles). Gold, silverware and jewellery (SITC 897) are good examples,
with static RCA values exceeding 10 in all years except 2000. Textile yarn (SITC 651) and textile
articles n.e.s. (SITC 658) are another, with an average RCA above 10. Other industries are petroleum

Table 4. Static and Dynamic Revealed Comparative Advantage Index Values for India, by Industry

Standard International Trade SITC

Classification (SITC) Product/ Code RCA RCA RCA RCA RCA DRCA DRCA
Commodity Description Rev.3 2000 2005 2007 2009 2012 2000-2012 2005-2012
Food and live animals; 0&I 1.88 2.02 2.27 220 3.55 13.62 14.51
beverages and tobacco

Rice 042 1441 2366 2590 1892 4534 14,839.29 24,341.53
Crude materials, inedible; 2&4 1.27 3.17 3.08 3.21 3.56 9.87 21.95
animal, veg. oils, fats, wax

Iron ore, concentrates 281 561 2177 1749 13.85 2.93 25.48 94.68
Fuels, lubricants, etc. 3 0.33 1.23 2.00 2.19 3.47 3.75 9.12
Petroleum products 334 1.50 4.15 640 7.15 10.56 88.85 236.77
Animal, veg. oils, fats, wax 4 1.81 1.31 1.07 1.36 1.45 2.61 2.09
Chemicals, related 5 1.14 1.56 1.68 195 2.78 5.79 7.45
products nes

Hydrocarbons, n.e.s, 511 1.16 261 3.83 5.05 6.16 25.07 52.60
derivatives

Machines, transport 7 0.18 0.40 0.49 096 1.02 0.61 0.72
equipment

Manufactured goods; misc. 6 & 8 236 290 275 3.80 4.0l 21.00 25.34
manufactured articles

Textile yarn 651 8.68 8.56 9.80 9.61 17.87 1,395.16 1,375.67
Textile articles n.e.s. 658 9.55 11.05 2476 27.10 1532 1,128.74 1,304.48
Pig iron, spiegeleisen etc. 671 2.09 3.07 471 786  9.64 102.13 147.61
Gold, silverware, jewellery 897 8.16 16.03 16.03 39.18 26.10 2,790.06 5,471.47

Source: UN Comtrade (2014) Database. Authors’ calculation.
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products (SITC 334) and hydrocarbons, n.e.s, derivatives (SITC 511). In contrast, these industries had
extremely high DRCA values at the 3-digit level. For example, the rice industry, in which DRCA index
for 2005-2012 even reached 24,341.53, and for gold, silverware and jewellery, DRCA index reached
5,471.47.

In summary, New Zealand’s RCA is concentrated in only a few industries at an aggregated SITC
3-digit level. This is to be expected given New Zealand’s relatively small and specialised economy.
The main areas of RCA lie in the food sector, specifically in meat and dairy as well as crude materials.
At the SITC 3-digit level, New Zealand also has RCA in industries, such as, wood, animal oils and
starches and selected manufactured industries.

India, by comparison, has RCA in most of the aggregations of commodities at the SITC 3-digit level,
although some of these advantages are relatively weak, with RCA values of less than 3. In individual
industries at the SITC 3-digit level, however, a different image appears: India possesses a strong RCA in
industries, such as rice, gold, silverware and jewellery.

The foregoing discussion suggests that New Zealand’s trade with India has not been fully maximised.
Based on their respective comparative advantage or disadvantage, the potential exists for further
deepening of commercial relations. Exporters of both the countries can use these findings to identify
their areas of comparative advantage, both static and dynamic, and to assess the feasibility of exporting
to the full extent possible for items that are not yet being exported.

Intra-industry Trade

In terms of the IIT between New Zealand and India at a 3-digit level (see Tables 5 and 6), products or
sectors with high IIT values are cheese and curds (SITC 024), vegetables, roots, tubers and other edible
items (SITC 054), where the IIT index is 89.2 and 94.3, respectively; alcoholic beverages (SITC 112),

Table 5. New Zealand—India Intra-industry Trade by Industry: 3-digit SITC High Values of lIT Included Only

1990 2012
SITC  Description IITBi SITC  Description IITBi
054  Vegetables; roots, tubers and other edible 943
vegetable products, n.e.s
024  Cheese and curd 89.2
112 Alcoholic beverages 99.1 112 Alcoholic beverages 734
269  Worn clothing and other worn textile 93.9
articles; rags
278  crude minerals,n.e.s. 80.9
542 Medicaments (including 89.3 571 Polymers of ethylene, in primary forms 77.6
veterinary medicaments)
511 Hydrocarbons, n.e.s and their halogenated, 66.4
sulphonated, nitrated or nitrosated derivatives
611 Leather 72.5 684  Aluminium 83.5
633  Cork manufactures 79.2
691 Metal structures and parts, n.e.s., of iron, 71

steel or aluminium
(Table 5 continued)
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(Table 5 continued)

1990 2012
SITC  Description IITBi SITC  Description IITBi
726 Printing and bookbinding  81.7 759  Parts and accessories 933
machinery and parts
thereof
727  Food-processing machines (excluding 92.8
domestic)
774  Electro-diagnostic apparatus for medical, 92.1
surgical, dental
772 Electrical apparatus for switching or 91.3
protecting electrical circuits
751  Office machines 90.4
752 Automatic data processing machines and 89
units thereof
741 Heating and cooling equipment 874
874 Measuring, checking, 89.9 874  Measuring, checking, analysing and controlling ~ 96.9
analysing and controlling instruments and apparatus,n.e.s
instruments and
apparatus, NES
884 Optical goods, NES 834 884  Optical goods, n.e.s 69
881  Photographic apparatus and equipment, n.e.s 64.9
Source: UN Comtrade (2014) Database. Authors’ calculation.
Table 6. New Zealand—India Intra-industry Trade by Industry: 3-digit SITC in 2014
High IIT Low IIT
SITC  Description IITBi SITC  Description IITBi
ol Meat of bovine animals, fresh, 61.46 024  Cheese and curd 0.02
chilled or frozen
043 Barley, unmilled 86.26 025  Birds’ eggs and egg yolks, fresh, 0.02
dried or otherwise Preserved,
sweetened or not; egg albumin
057 Fruits and nuts 69.44
059 Fruit juices (including grape 81.36
must) and vegetable juices
071 Coffee and coffee substitutes, 92.16
chocolate and other food
073 Preparations containing cocoa, n.es  61.36
075 Spices 81.51
112 Alcoholic beverages 99.96
232 Synthetic rubber, reclaimed 89.35 248  Wood, simply worked and railway 0.32
rubber, waste, pairings and scrap sleepers of wood
of unhardened rubber
251 Pulp and waste paper 0.02
431 Animal or vegetable fats and oils 86.26

processed; waxes and inedible
mixtures

(Table 6 continued)
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(Table 6 continued)

High IIT Low IIT
SITC  Description IITBI SITC  Description IITBI
513 Carboxylic acids and anhydrides 64.70 532 Dyeing and tanning extracts, and 0.23
synthetic tanning materials
633 Cork manufactures 98.86 654 Woven fabrics of textile materials 0.29
684 Aluminium 78.16 655 Knitted or crocheted fabrics 0.26
656 Tulles, lace, embroidery, ribbons, 0.10
trimmings and other small wares
721 Agricultural machinery (excluding 69.89 781 Motor cars and other motor 0.14
tractors) and parts thereof vehicles
724 Textile and leather machinery, 88.31
and parts thereof, n.e.s
728 Machinery and equipment 85.40
Specialised for particular
industries
752 Automatic data processing 69.19
Machines and units thereof
759 Parts and accessories 64.03
764 Telecommunications equipment 73.62

772 Electrical apparatus for switching 71.29
or protecting electrical circuits

774 Electro-diagnostic apparatus for 93.26
medical, surgical, dental

778 Electrical machinery and 87.63
apparatus, n.e.s
874 Measuring, checking, analysing 75.84 831 Trunks, suitcases, vanity cases, 0.03
and controlling instruments and binocular and camera cases,
apparatus, n.e.s handbags, wallets, etc.
898 Musical instruments 84.09 841 Mens or boys coats, jackets, suits, 0.03
trousers, shirts, underwear etc.
844  Womens or girls coats, capes, 0.09

jackets, suits, trousers, dresses,

underwear, etc.
846 Clothing accessories of textile fabrics 0.0l
895 Office and stationery supplies, n.e.s 0.06

Source: UN Comtrade (2015) Database. Authors’ calculation.

where the index is 73.4; heating and cooling equipment (SITC 741), where the index is 87.4 and
measuring, checking, analysing and controlling instruments (SITC 874), where the index is 96.9. A
number of other industries in the SITC 6 and SITC 7 categories also show high degrees of IIT. Overall,
the IIT index between New Zealand and India has been increasing significantly from no more than 5 to
an average of 13 in recent years (see Figure 11).

In terms of the comparison between New Zealand and India’s IIT in 1990 and 2012, some industries,
such as alcoholic beverages (SITC 112), index experienced a reduced index from 99.1 to 73.4, indicating
a decreasing potential for growth. Conversely, other industries had shown an increasing potential for
growth. For instance, the trade in measuring, checking, analysing and controlling instruments (SITC
874) index increased significantly from 90 in 1990 to 97 in 2012 (see Table 5). More recently in 2014,
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Figure 10. Complementarity of New Zealand’s Exports with India’s Imports, 19902014

Source: UN Comtrade Database, 2015. Authors’ calculation.

the index of some industries, for example, alcoholic beverages (SITC 112) increased continually to 99.96
per cent. In addition, the indices of some other industries, such as coffee and coffee substitutes (SITC
071), the cork manufactures (SITC 633) and electro-diagnostic apparatus for medical use (SITC 774),
are all above 90 in 2014 (see Table 6). Overall, there were six industries with an index higher than 60 in
1990, while the number of high-IIT industries increased to 20 and 24 in 2012 and 2014, respectively.
Furthermore, industries with high index of IIT were mainly concentrated on machinery and transport
equipment (SITC 7). This suggests a high level of industrial development in those sectors. Additionally,
some industries have shown a high level of inter-industry trade in 2014, for example, the index of cheese
and curd (SITC 024), bird’s eggs and egg yolks (SITC 025) and pulp and waste paper (SITC 251) was
close to 0.

As in the 3-digit summary levels, the result also identifies industries which have a potential for
investment in joint ventures (see Tables 7 and 8). Specifically, industries, such as beverages and tobacco,
chemicals and machinery and transport equipment, had high IIT index relatively in 1990 and 2014.
It indicates an increase in bilateral trade between New Zealand and India, particularly in these industries.
(Full results of IIT based on 3-digit SITC are available from the corresponding author on request).

Intra-industry trade creates closer links between countries by providing more positive gains. This
is especially true in the context of reform and internationalisation of manufacturing activities which
enhance assembly production from parts and components produced in different countries (Dixit &
Grossman, 1982). Compared to inter-industry trade, it also softens political opposition to market-driven
economic cooperation induced by trade liberalisation (Fukasaku, 1992). It is hypothesised that the
greater the level of IIT within a region, the better is the prospect for effective bilateral cooperation.
Evidence suggests the growing tendency of firms, or branches of multinational firms, to specialise in
particular products within an industrial sector due to economies of scale, product differentiation or
geographic product specialisation. The result is growth in trade even when factors of production between
countries are similar.
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Table 7. New Zealand—India Intra-industry Trade by Industry

2014 NZ-India lIT by Industry 3-digit Summary Values

Industry ~ Description Av-lITBi Av-IITCi Av-lITQi
0 Food and live animals 1.9 18.4 1.1
| Beverage and tobacco 17.6 100.0 9.7
2 Crude materials inedible except fuels 1.8 18.7 3.6
3 Mineral fuels, lubricants and related materials 2.3 100.0 97.5
4 Animal and vegetable oils and fats 132 18.6 1.8
5 Chemicals 72 26.3 14.7
6 Manufactured goods classified chiefly by materials 4.7 14.5 9.5
7 Machinery and transport equipment 26.5 68.5 349
8 Miscellaneous manufactured articles 6.0 37.6 17.5
9 Commodities and transactions not classified 5.9 100.0 100.0

Source: UN Comtrade Database, 2015. Author’s calculation.

Table 8. 1990 New Zealand—India Intra-industry Trade by Industry 3-digit Summary Values

Industry Av-IITBi Av-IITCi Av-IITQi
0 Food and live animals 1.7 3.1 1.4
I Beverage and tobacco 25 100.0 1.3
2 Crude materials inedible except fuels 0.0 0.2 0.0
3 Mineral fuels, lubricants and related materials 0.0 0.0 0.0
4 Animal and vegetable oils and fats 2.2 234 1.2
5 Chemicals 30.3 61.8 26.7
6 Manufactured goods classified chiefly by materials 59 72 72
7 Machinery and transport equipment 13.0 15.0 14.7
8 Miscellaneous manufactured articles 1.7 345 5.1
9 Commodities and transactions not classified 0.0 0.0 0.0

Source: UN Comtrade (2015) Database. Authors’ calculation.

Intra-industry trade is likely to play an important role in future trade negotiations. It is argued that if
trade liberalisation fosters more IIT, then, both (or all) trading partners benefit from increased trade,
which in turn stimulates investment and technology transfer.

India is currently New Zealand’s 15th largest export market, with the volume and value of exports
increasing in recent years. Exports are currently concentrated on a few primary products. With a rising
middle class which is not only well educated but also fluent in English, India is an ideal destination for
investment. In addition, India’s expanding communications and infrastructure, which include road,
ports, airports, power sector, mining, oil and natural gas, provide New Zealand companies with significant
investment opportunities. India also needs expertise, which New Zealand companies can provide, in
water management, soil conservation, waste disposal, food processing and agribusiness.

Other investment opportunities exist, such as the pharmaceutical industry in India, with its low costs,
is becoming a major destination of FDI inflows especially from Australian entrepreneurs. There is also
potential for mutual cooperation in the fast-growing Indian film and television industry. The food
and beverage industry of India, particularly wine and beer, is another potentially attractive area for
New Zealand companies to invest.
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Potential also exists in the services sectors such as education and health. If New Zealand’s educational
institutions can tap the Indian market, they can have the next biggest market for education after China.
Health services and sophisticated medical equipment, where New Zealand firms also have expertise,
are needed by the Indian government in its efforts to improve human development. The tourism and
hospitality sectors of both countries also have great potential for growth.

Conclusions

This study examined the strength of New Zealand’s trade relations with India by analysing trade data
from 1990 to 2014 and estimating the TII. We also identified static and DRCA and IIT indices in the
context of ongoing negotiations between New Zealand and India. The results show that trade between
New Zealand and India has increased and that trade relations have strengthened moderately in recent
years. However, despite the recent trade growth, bilateral trade between New Zealand and India remains
below its potential.

The findings also suggest that IIT has developed in selected industries, with about 20 industries across
SITC product groups, showing high degrees of IIT and having potential for trade expansion. Food,
chemicals, manufactured goods and transport equipment industries show a high degree of IIT. These
industries should be given consideration by policymakers in the ongoing New Zealand and India FTA
negotiations. Specifically, products with high IIT indices should be considered for fast-track liberalisa-
tion and concessions under preferential trade agreements. New Zealand also has the potential to establish
trade-generating joint ventures with India in a number of products with high IIT values. Firms in both
countries could develop a joint marketing strategy in those matched products which have potential as
joint ventures.

The complementarity analysis shows a moderate degree of complementarity between India and New
Zealand (see Figure 10). The trend shows that the exports of New Zealand and imports of India have
become less complementary in the last three decades. These results need further investigation.

The RCA analysis suggests that New Zealand possesses strong static and dynamic comparative advan-
tage in the meat, dairy products, wool, wood, crude materials and agricultural machinery industries. India
has high degree of static and DRCA in many industries, such as rice, iron ore, concentrates, manufactured
goods and miscellaneous manufactured articles, gold, silverware, jewellery, textile, petroleum products
and hydrocarbons.

These findings suggest that the potential exists for strengthening trade relations and trade expansion
between New Zealand and India. Exporters of both countries can use these findings to identify their areas
of comparative advantage, both static and dynamic, and to assess the feasibility of exporting.

The findings of this study should be useful in the negotiations prior to an FTA. But signing an FTA
is just a first step. It may be followed by other measures. These would include: (i) further reduction
or removal of existing high tariff and non-tariff barriers on selected products for export in both
countries; (i) improvement of business-to-business contacts, which are currently at low and erratic
levels; (iii) adoption of effective immigration and investment rules and procedures; and (iv) greater
transparency and accountability, as well as ethical business practices, in the trade and overall economic
relationship between the two countries.

The findings of this study should be relevant to future bilateral trade, economic relations, technology
transfer and cultural exchange between New Zealand and India. As New Zealand is keenly involved in
promoting closer economic partnerships with Asia-Pacific nations, this study adds support to the general
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Figure I 1. Intra-industry Trade between New Zealand and India, 19902014

Source: UN Comtrade Database, 2014. Author’s calculation.

consensus that comprehensive bilateral trade agreements are likely to produce more mutual benefits for
both the countries.

Further research is also needed to investigate whether the relatively modest trade growth between
India and New Zealand is due to each country not producing the products in demand, the products being
neither competitive nor complementary, or whether there are aspects of the trading process that inhibit
trade. In order to investigate these issues, it is appropriate to undertake further research to identify the
determinants of trade and investment flows between India and New Zealand and test empirically selected
hypotheses derived from traditional and modern trade theories.
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Note

1. These authors (Heckscher 1919; Ohlin 1933) developed the well-known trade theory; the theory of comparative
advantage. It is also known as the Factor Endowments Trade Theory.
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