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Is FDI Led Exports in New Zealand?

P R Bhati

The objectives of the paper are to study foreign trade and Investment
dimensions of Neww Zealand in comparison with its competilors such as
Australia, China, India, Japan and Republic of Korea and to study the role of
FDIto the growth of exports. Vector autoregression medel (VAR] is adapted
to estimmate the long run eausal relationship among exports, foretgn direct
investment and GOE The cointegration test result shows that there exista
long run equilibrium relationship among exports, FOI and GDEP It is found
_fram the estimated Error Correction Model that FDF is a significant variahie
and the resull indicates that 1 per cent increase in FDDwill lead to 0.62 per
cent increase in exports with one year time gap. Granger Causality Test
indicates that there is a unilateral relatonship betiween exports and FDI
and the direction is from FDI foexports which means that FDT couses exports,
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Section [
Intreduction

New Zealand is a small country situaled in the Southern Pacific Ocean, The country
is comprised of two large islands, namely, North Island and South Island and a
number of small enes. North Island s Inhabited by 75 per cent of the country's
population of 4.2 million and the rest In the other part of the country. The
population consists of B0 per cent of European and 15 per cent of Maori, the
descendanits of the original Polyneslan Inhabitants. The main natural resources
of New Zealand are natural gas, Iron ore, coal, timber, hydropower, gold and
limestone.

New Zealand is a small econonmy with Gross Domestic Product (GDP) of US 5
118 billion and per capita GDP of US $ 27,259 in 2009." Its population is growing
at the rate of 1.4 per cent on an average per annum. The country followed an
import substitution strategy and restricted trade policies till 1984. It has
prohibited imports, competing with domestic production and imposed high tariffs
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on permissible Imports. [t controlled wages, prices, credits, taxes and subsidies
and followed a centralized planning allowing both public and private sector in
participating economic activities, The country faced economic crisis in 1980s
due to oil shocks of 1973 and 1979; loosing its preferential access to British
markets in 1973 because of its joining the European Economic Community gnd
resirictive economic policies. This has resulted in deterioration of terms of trade;
foreign exchange crisis and huge budget deficits. The government has taken drastic
micasures o improve its economic health by devaluing exchange tate, tightening
import licensing requirements and increase In subsidics. It controlled WHEES,
interest rates. and prices to contain inflationary pressures. It invested massively
ini public sector undertakings to enhance growth of the economy. It had undergone
a major economic restructuring lowards a more industrialized free market
economy that can compelte globally since 1984 * The economic reforms included
remaving all controls on interest rates, borrowing and lending activitics and foreign
exchange transactions. In 1985, the government floated its currency and abolished
all reserve requirements for financial institutions. Other reforms ineluded
elimination of agricultural subsidies, rescinding all quantitative- imporl controls
and substantial reduction of tariffs. It followed free market forees (o drive its
economy with focus on international trade and Forelgn Direct Investment [FDI),
It had ereated a "business friendly” and entrepreneurial ariented environment to
attract private investment in the country. The market-led economy had offered
many opportunities for exporters and Investors to invest in key arcas of
development. New Zealand iz also a popular tourist destination and tourism
constitutes a significant source of income of the country.

The objectives of the paper are (i) to study foreign trade and investment dimensions
of New Zealand in comparison with 1is competitors such as Australia, China,
India, Japan and Republic of Korea and (i} to study the role of FIM to the growth
of exports In Mew Zealand.

The paper is organized as follows. Section 11 ts devoted to survey of literature.
Section I compares fundamentals of New Zealand with some of its neighbouring
countries. Section IV analyses foreign direct investment of New Zealand vis-a-vis
its nefghbouring countries. Section V discusses exports model, its estimates and
analysis and Section VI concludes the discussions.

Section II
A Brief Survey of Literature

A eausal relationship among macroeconomic variables such as exports, FDI and
income are intrinsically related to a country's economic structure. There exists
extensive surveys of literature on this subject such as Harrison {1996), Dollar
(1282), Krucger (1985) and Thornton [ 1996), Exports and FDI are fundamentally

2 New Zealand Economy 2010, CIA World Fact ook,
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substitutes to each other (Dunning, 1977), Bhagavatl (1978) points out that
volume and efficiency of FDI are more pronounced in export orfented host
countries. Helleiner (1973) explained the role of MNCs in manufacturing exports
of LDCs. FDIis essentially a driving force behind China's rapid expansion [Xing,
2006). FDI in China facilitated its exports to the FDI source countries (Liu, Wang
and Wet, 2001 ). FDI has substantially enhanced Vietnam's exports to its source
countries (Xuan and Xing, 2008]. Sun [2001) found that FDI has positive and
strongest impact in the coastal region of China. Zhang and Song (2000] found
that higher level of FDM led to higher level of provincial exports in China. Barry
and Bradiey [ 1997] eoncluded that there has been a signtficant direct contribution
of foreign producers to increasing Irish expaorts. Girma, ef al [2007) found thal
FDI affecis productivity of the acquired firms by the foreign countiry. Other studies
which have shown a significant positive cconometric relationship between inward
FDI and the host country's exports are Lin (1995), Leichenko and Erickson
(1997}, Pain and Walkelin (1998), Hejazl and Zafarlan (2001 ), Liu and Shu (2003),
Metwally (2004}, Zhang (2005). On the other hand Zhang and Felmingham (2001),
and Ekanayake, Vogel and Veeramacheneni (2003) found 3 one-way causality from
exparts to inward FDI ("exports causes FDI").

Section [T
Fundamentals of New Zealand vis-a-vis its
Neighbouring Countries

New Zealand's average annual GDP growth rate was 3.3 per cent per annum
which was moderate compared to the growth rate of India, China and Republic of
Korea during 1995-2007 (Table 1). Its annual GDP growth rate of 2.9 per centin
2007 has come down to -1.4 per cent In 2008 mainly due to slow down of the
global economy. India and China consistently had shown stable GDP growth rate
during 2005-08. Australia and Republic of Korea had also shown stable growth
rate but at lower level except for the year in 2008, New Zealand had achieved a
moderate GDP per capita growth rate of 2,1 per cenl in 2007 which was much
lower than that of China, Indiz and Republic of Korea [Table 2). India and China
consistently had shown stable per capita GDP growth rate during period 2000-
2007. However, Australia and Republic of Korea had nof shown stable growth
rate in per capita GDP during the period. New Zealand's exports and imports
growth rate were 4.3 per cent sach during 1995-2005 which was relatively
comparable with its competitors except China and Indiz (Tables 3 and 4). The
exports growth of New Zealand was 20.2 per cent in 2007 which has increased
from 6.8 per cent in 2005. Its impaorts growth also increased from 6.5 per cent to
20.2 per cent during the same period (Table 4], Its export share in world export
was just 0.22 per cent in 2008 which was the least among s competitors.®
However, the share of exports and imports of New Zealand in its GDP were 28
per cent and 27 per cent respectively in 2009 which were above all of its

3. Workd Banlk, World Developient Indicators 2009
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competitors’ share except Republic of Korea [Tables 5 and 6). New €ealand's
trade was well diversified among Australia, North America, the European Union
and East Asia. [ts exports were basically commodity-based products and imports
were raw materials and capital equipments for industry®* It reduced tariffs
systematically and eliminated quantitative controls on imported goods, as a result
85 per cent of imported goods into New Zealand were tariff free.* Balance of
goods and services for New Zealand was US § 1.3 billion in 2008 which has
fallen from US § 2.1 billion in 2005 (Table 7). China, Japan and New Zealand
consistently have shown positive balance of goods and services wheress Australia
and India have shown negative balance of goods and services during 1995-2008
(Table 7).

The structure of value-added in New Zealand has not changed since 1990 with
service sector dominated with 69 per cent of value added in GDE industry sector
24 per cent and agriculture sector 7 per cent in 2008.° The agricultural seetor is
highly efflicient and agricultural exports were an mportant Source of income for
the New Zealand economy. There was a negative growth rate in manufacturing
scctor mainly due to world recession in 2005 and 2006.7 The negative
manufacturing growth of New Zealand has resulted low over all growth rate of
L.6 per cent in the country in 2006." [ts manufactured goods included plastic
goods,; carpets and textiles, wine and high-tech computer equipments to countries
throughout the world. The low manufacturing growth of New Zealand has also
resulted low FDI inflow as FDI is normally attracted to the manufacturing sector
(Bhatt 2008a). However, the sérvice sector had shown a strong growth between
2000 and 2007 with annual growth averaging 4 per cent ®

Fable I
GDP Growth Rates (Annual per cent)

Country 19590 2000 2005 2006 2007 2008 2009 1833

2007
Australis 0.1 2.0 2.8 3.1 3.8 3.7 1.3 3.3
China 3.8 B0 TL3 a7 14.2 9.6 8.1 9.2
India 5.8 3.9 B3 9.4 8.6 a1 7.7 T.7
Japan 5.2 2.8 1.9 2.0 2.4 ~1.3 -5.2 1.7
Republic of Korea 8.2 B.5 4.0 5.2 5.1 2.3 0.2 4.8
New Zealand 0.1 27 3.2 0.9 2.5 -4 — 3.3

Source: UNCTAD, Handbook of Statistics, 2010,

4. The Treasury, New Zealand Government.

5.6 &8, ihid.

7. World Bank, World Development Indicators, 2009,
8. The Treasury, New Zealand Government
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Table 2
GDP per capits Growth ({Annual per cent]
Couniry 180 2000 2005 2006 2007 2008  20059(e)
Australin 1.8 0.9 1.8 20 2.6 Bil 0.3
China 2.3 7.2 2.7 L9 123 B4 8.1
ndia 2.8 5.4 e 8.0 7.5 5.8 4.2
JapiEn 4.8 2.7 19 240 2.4 0.5 5.1
Republic of Korea 7.8 7.6 35 4.7 4.7 1.8 -0.2
MNew Zealand -1.5 21 18 0.8 .1 -1.1 -2.4

Bource: DNCTAD, Handbook of Statistica, 2010.

Annual Aversge Growth Rate nfgxu:::t:nf Goods and Services (per cent)
Counidry 2005 2008 2007 2008 1985-05
Australia 225 16.5 14.4 326 53
China 8.4 27.2 25.8 17.3 125
India 30.0 213 20.3 21.6 i1.4
Japan 5.2 9.2 7.8 2.3 3.0
Republic of Korea 12,0 14.4 14.1 13.6 7.8
New Zealand L] 3.2 20.2 134 4.3

Source: UNCTAD, Handbook of Statfstics, 2010,

Annual Avernge Growth Rate of rw[:h‘ﬂ Goods and Services [per cent)
Country 2005 2006 2007 2008 1885-05
Australia 4.5 112 18.7 21.1 6.3
China 17.6 19,9 20.7 185 18.5
tmclin 432 e B 22.8 36.0 128
Japan 13.3 12.8 6.9 23,0 3.7
Republic of Korea  16:4 18.4 16,3 23.0 6.3
Kew Zealand 6.8 3.2 20.2 13,2 3

Source: UNCTAD, Handbook of Statistics, 2010
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Table 5 2
Exports of Goods and Services as Percentage of GDP
Country 2000 2005 2006 2007 2008 2000
Australia 23 13 20 20 20 I 20
China 26 a7 38 a8 35 27
Indis 14 18 21 21 24 21
Japan 11 14 1% I8 - 13
Repuhlic of Kores 41 38 40 42 53 50
New Fealand a6 27 g 28 31 a8
Source: World Development [ndicators, 2000,
Tuble &
Imports of Goods end Services as Percentage of GDP
Country 2000 2005 2006 2007 2008 2009
Ausiralia 23 21 2z 22
China 23 32 31 30 a7 22
India 15 22 24 25 29 25
Japan 10 13 15 16 L7 12
Republic of Korea 38 37 a5 40 54 48
New Zealand 34 an 30 29 32 a7
Source: World Development Indicators. 2010,
Table 7
Global Trade {US S in billion)
Exports of Goods Imports of Goods Balance of Goads
and Services. and Services afd Services

Australia
1985 GO.4 T4.5 5.1
2000 82.3 BE. & -4.6
2005 138 150.9 -12.9
2008 2343 242.3 -8
China
1945 147.3 1354 12
2000 2795 250.7 8.2
2005 8369 V121 124.8
2008 1333.3 11132 220.1
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Table 7 (Contid.]

Exports of Goods Imports of Goods Balance of Goods
and Sertilces and Services and Seroices

Tndia
1995 38 48.3 -10.3
2000 G1.5 Ta.8 -12.3
2005 1547 182 -2T.3
2008 258.8 328 -69.2
Japan
1855 494 4189.5 4.5
2000 528.7 458.7 69
20056 B77.6 607.9 697
2008 673.6 &50.4 232
Republic of Korea
1835 147.4 154.9 -T.5
2000 2067 1937 L4
2005 2341 315.1 19
008 432.1 383.2 35.9
New Ecaland
1395 18.1 17.3 0.8
2000 17.9 17.3 0.5
2005 30:7 32.8 Al
2008 331 31.8 1.5

Source: IMF, International Finoncial Statistics, Various lssues

Section IV
Foreign Direct Investment Inflows in New Zealand

Foreign Direct Investment [FDI} is not only a source of capital funds and foreign
exchange. but alse a dynamic and ¢fficient vehicle to secure the much needed
Industrial technology. managerial expertise and marketing knowledge and
networks to improve growth, employment, produetivity and export performance.
High FDI inflows would eontribute to high level of investment and employment
generation. raising productivity and skill development and sharply improve
competitiveness (Bhatt 2008b). New Zealand is an open economy with low barriers
for trade and foreign direct investment. FDI was efficlency-seeking in New Zealand
which helped the country to expand its manufacturing base and trade. The main

| —
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challenge for New Zealand is to make copnections with internationa! production
systems by atiracting sufficient FDI infllows. FDI inflows for New Zealand were
US & 5 billion compared to S S 95 billion for China, 11S 8 22.6 billion for
Australia and US § 35 billion for India in 2009 (Table 8). New Zealand had
attracied fairly significant FDI inflows whose inward FDI stock accumulated as
US & 66.6 billion till 2009 whereas stock of FDI inflows for Chinawas US S 473
billion (Table 9). Australia, the United States, the Netherlands, the United
Kingdom and Japan were the largest contributors to FDI ln New Zealand, New
Zealand’s capability to pull international resources in the form of physical capital
and know-how has indicated its advantage of production conditions. FDI inflows
as-a percentage of gross fixed capital [ormation was 17 per cent for New Zealand
against 9.6 per cent for Indla In 2008 (Table 10). Stock of FDI inflows as a
percentage of Gross Domestic Product was the highest at 58 per cent for New
Zealand where as it was only 10 per cent for China and 4 per cent for Japan in
2009 [Table 11). This has clearly indicated the eapability of New Zealand to
attract significant FDI by strengthening its production system. The main vehicle
of FDI inflows in New Zealand was through mergers and acquisitions (Mé&as). Tt
has provided opportunities for foreign multinational companies to undertake
direct investment in the country through M & As involving host country firms.
The number of companies sold to foreign MNCs in New Zealand was 50 which
was valued at US 5 401 million in 2008 whereas for Australia 306 companics
was sold valued at US § 24 billion, and for China 236 companies valued at US S
5.3 billion.'"” The number of companies purchased abroad by New Zealand based
MNCs was 32 which was valued at US S 4.1 billion and for Australia it was 153
companies valued at US S 18.5 billion in 2008."

Table 8
FDI Inflows [in billions of US 5)

Year Australic Chine Tridta Japan Republic New

of Korea Zealand
1990 8.5 3.5 0.2 1.8 0.1 1.7
La95 154 S47.5 2.2 o L2 .9
2000 15.6 407 3.6 B.3 >0 1.3
2005 241 Ta.4 7.5 2.8 7.1 1.5
2009 22.6 895.0 346 11.8 4.9 4.7

Spurce: LINCTAD, World [nvestment Report, 2009,

10. UNCTAD, World Investment Report,
11, ibid.
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. Table 9
Stock of FDI Inflows (In billHons of US 5]

Year Auvstralies Chinc India Japan Republic New

af Korea Zealand
1aad 73.6 20.7 15 B9 &z 7.8
1585 1041 101.1 5.8 33.5 9.5 25.7
2000 118.9 193:3 16.3 503 38,1 24.9
2005 2422 2721 43.2 100.9 104,89 515
=09 S28.1 4731 164.0 2001 1108 66.6

Sowrce; UNCTAD. World [nvestment Rn:‘pﬂu!‘l’... 2008,

FDI Inflows as a Pﬁrnmh;um:t!‘:}:fﬂ Fixed Capital Formation

Year Australio China Inelia Japan Republic New

of Korea Zealand
1990 10.6 35 o3 0.2 0.8 8.9
18585 I5.4 15.0 2 0.0 0.7 11
2000 16,0 10.0 3.4 0.7 5 128
2005 119 .7 3.0 0.3 2.9 &1
2000 8.0 4.0 8.4 1.1 2.4 1.4

Source: UNCTAD, World [mvestment Report, 2009,

FDI Inflows as & Percentage nrﬂrmleﬂm Product (in millions of Ug §)

Yeor Austrulia China India Japan Republic New

of Horea Heoalond
1890 23.2 5.1 0.5 03 2.0 18:1
1885 28.0 13.4 1.5 0.6 1.8 51.6
2000 25.8 16.2 2.5 1.1 7.1 473
2005 328 12.2 5.1 2.2 2.4 482
2009 335 10.1 13.9 3.8 183 BY.T

Source: UNCTAD, World Inveatment Report, 2009
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Section V .
Exports Model of New Zealand

The exports model considered in this study is glven by:
Exports = f{FDI. GDP]

Where FDI = Foreign Direct [nvestment
GDP = Gross Domestic Product

The two other variables such as capital stock and exchange rates have been dropped
from the model as they are not significant in the estimated model. Moreover,

these two variables are correlated with FDI and GDP creating multicollinearity
problem.

The data that are used in this analysis are annual covering the period 1990-2009
and are oblained from International Monetary Fund and UNCTAD.

Vector Autoregression model (VAR] is adoptet] to estimate the long run causal
relationship among exports, foreign direct investment and GDP

Unit Root Test

Before testing the eointegration of two or more variables, it is required to check
whether the variables have unit root. The existence of unit root can be tested by
augmented Dickey-Fuller test and/or Phillip-Perron test.

The general form of augmented Dickey-Fuller test is given by:
L -
AY, =+ Piay, 4 2 TAYE =1

The null and alterative hypothesis for the existence of unit root in ¥, is:
A=10 H,=4=0

The null hypothesis is that there 52 unit root.

The Phillip-Perron equation is given by:

AY, =art+iY, +u,




Bhatt: Is FDT Led Exports fn New Zealond? 257

Johansen Cointegration Test (Hjalmarsson and Osterholm. 2007)

Johansen [1991,1985] developed cointegration (est based on vector autoregression
model (VAR] of order p which i= given by:

=Rt AN, Ay Foa Ay E

Where y, 1s an n x I vector of non-stationary I{1) varizbles and ¢, isann x I
vector al innovations.

This can be rewritien as:

{
AY, =p+Tly,, +i]’"t’ Ay, +E

i=d

where [I=3 Ai~1 and Ti= 3 Aj
i=l

=i

Granger's representation theorem asserts that if the coefficient matrix I1 has
reduced rank r < n, then there éxist nx r matrices o and B each with rank r such
that IT = of" and 'y, is1(0). r i5 the number of cointegrating relations and each
column of p Is the cointegrating vector. The clements of o are known as the
adjustment parameters in the Vector Error Correction [VEC) model. Johansen's
method is to estimate the IT matrix from an unrestricted VAR and 1o test whether
wecan reject the restrictions implied by the reduced rank of I1.

Johansen [ 1988, 1989) and Johansen and Juselius (1990) suggested two test
statistic to determine the number of cointegration vectors. The first one is the
trace test (X trace]. It tests the null hypothesis that the number of distinet
cointegrating veelor is less than or equal to q against a gencral unrestricted
alternatives g = r. The test is calenlated as:

L 3 In(1-2e)

1mfr] = |=rsl

Where T is the number of usable observations and % 's are the estimated eigenvalue
from the matrix. The trace test tests the null hypothesis of r cointegrating vectors
against the alternative hypothesis of n cointegrating vectors.

The second test statistic is the maximum elgenvalue test “'-.m] that is calculated as:

iy =—Tn =3
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Where T is the number of usable observations and A 's are the estimated eigenvalue
from the matrix.

The maximum eigenvalue test tests the null hypothesis of 1 cointegrating veetors
against the alternative r+1 cointegrating vector. ¢

The results of unit root test of all the three variables are given in Table 12 which
indicates that all variables have unit root at 1 per cent level of significance. Since
all the three variables have unit root, It can be tested whether there exist atleast
one cointegration equation among the variables by Johansen cointegration test.
The test result reveals that there exists atleast one colntegration equation at
0.05 per cent level (Table 13). The existence of the cointegrating equations confirms
the long-run equilibrium linear relation among the variables. The cointegrating
equation is given by:

loglexport] = 1.148785 loglGDP) - 0.400619 log{FDI)
t-ratio (15.849664) (-16.365155)

A Vector Autoregression Model (VAR) with an
Error Correction Mechanism

As seen above, since there exist cointegration relation among the variables, a
VAR model with an Error Correction can be estimated.

The Vector Error Correction Model takes the following form:

Aloglexports), = lagged{Allogiexports,)) + Allog (GDP))+ Allog(FDL)} + Pu, , + v,

Where A is the first difference of the varfables. u_, are the cstimated residuals
from the cointegrated regression (long-run relationship} and represent the
deviation from the equilibrium in time period . -1 < < 0, short-run parameter
and v, white disturbance term.

The estimated Error Correction Model is given in Table 14. The model is highly
significant with adjusted R* = 0.982619. The error correction term |s statistically
significant and has a negative sign indicating that there exists a long-run
equilibrinm relationship among exports, GDP and FDI. FDI is a significant variable
in the model which indicates that 1 per cent Increase in FDI will lead to 0.62 per
cent increase in exports with one year time gap.

Granger Causality Test indicates that there is a unilatéral relationship between
exports and FDIl and the direction is from FDI to experts. Hence it is confirmed
from the Granger causality test that FDI causes exporis. But there is bilateral
relationship between exports and GDP and GDP and FDI (Table 15).
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Table 12
Unit Root Test for Stationarity

Viariable ADF Test Statisiie PP Test Statistic Critica! Value af
I per cent Leoel

Jugl Expori) -2 968903 -2 603186 -3.459898

Allogl Exprort] -T.266251 -19.63963 -3.450808

lagiGDE) -0.384078 =0.545738 -3.450848

AlloglGDE) “B.B98503 -2.698509 ~3.459898

log FDE -3.51424 -8.255193 -2, 459838

AilogfFD) -T.1B48688 -3.5062389 -3.455808

Table 13
Johansen Ceointegration Test

Unrestricted Cointegration Rank Test (Trace)

Hypothestzed Eigenvalue Troce-Statistic 0.05 Frob,

No. af CEs Critical Value

Nome® 0.972319 T2.75668 29.79707 0.og0no

At it 1 0330285 192483 15.49471 0.a450

AL miost 2 0.052776 0.975948 FB41466 0.3232

Notes: Trace test indicates | cointegrating equation at the 0.05 level,

* denotes rejection of the hypothesls at the 0.05 level.
=* MacHinnon-Haug-Michalis { 1999] p-values.

Unrestricted Cointegration Rank Test (Maximum Eigenvalus)

Hypotiesized Efgenvalue Max-Elgen 0.05 Frob.

No. of CEs Statistic Critical Vafue

Nome® 0872319 G4 56618 21.13162 00000

A st 1 0.330285 7216536 1426460 04638

At most 2 O05277E Q975048 3841466 0.3232

Notes: Max-Eigenvalue test indicates | cointegrating equation at the 0,05 level

* denotes rejecton of the hypothesis af the 0.05 fevel
** MacKinnon-Haug-Michalls [1999] p-values.
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Table 14 .
Vector Error Correction Model
4llog Export), = —1.483418 EC * 4+ 0.089259 Allog Export), | + 0.051890 Alleg Export)
[—4.43353) 16.91204) [1.059737)
+ 0.240201 Allog GDP), - 0.141739 Allog GDP,, f
105060 {—004 1300
+ 0.622310 AlloglFDI,,* + DI59722 AllogFDIN,, - 0006011
(423444 (1. 06} (-0 I BEOE])

R = 09902323 Ad R = 0982619

Notes: " indicate significant at- 1 per cent level,
A indicates first difference.

Table 15
Palrwise Gronger Causolity Tests
Wull Hypothesis Qbs F-Statistic Froh,
LOGIGRP) does not Granger Cause
LOGIEXPORT) = 1B 080005 0.4304
LOGIEXPORT) doca not Granger Caose LOGIGDP) 0. 44548 0.6409

LOGIFDI) does not Granger Cause

LOGIHEXPDRT) 20 24.5215 3. DE-05
LOGHERPORT) doss oot Qranger Canee LOGIFDLL G.raiag Q.BZT3
LOGIFDI) does pot Granger Canse LOGIGDP) I8 3.00274 O.OB4T
LOGICDP] does pot Grangsr Cause LOG{FD]] 2.35150 0.1344
Section VI
Summary and Conclusion

Mew Zealand is 2 small economy with grass domestis produtet of US 5 118 billion
and per capita GDP US § 27,258 in 2009. s average anpual GDP growth rate
was 3.3 per cent per annum which was moderate compared to the growth rate of
Inclia, China and Republic of Korea during 1 995-2007. New Zealand had achieved
a moderate GDP per caplta growth rate of 2.1 per cent in 2007 which was much
lower than that of China, India and Republic of Korea. New Zealand's exports
and imporis growth rate were 4.3 per cent each during 1995-2005 which was
relatively comparable with its competitors except China and India. Its export
share in world export was just 0.22 per cent in 2008 which was the least among
its competitors. However, the share of exports and imports of its GDP were
28 per cent and 27 per cent respectively in 2009 which were above all of its
competitors share except Republic of Korea. New Zealand's trade was well
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diversified among Australia, North America; the Enropean Unlon and East Asia.
Its exports were basically commodity-based products and imports were raw
materials and capital equipments for industry. The structure of value-added in
New Zealand has oot changed since 1990 with service sentor dominated with
69 per cent of value-added in GDP industry sector 24 per cent and agriculture
sector 7 per eent in 2008. FDI inflows for New Zealand were US & 5 billion
compared o US $ 95 billion for China, US § 22 6 billion for Australia and
LS $ 35 billion for India in 2009. New Zealand had altracted fairly significant
FDI inflows whose inward FDI stock accumulated to US $ 66.6 billion in 2009
whereas stock of FDI inflows for China was 1S S 473 billion in 2009, FDI inflows
asa percentage of Gross Fixed capifal formation was 17 per cent for New Zealand
against 9.6 per cent for India in 2008, Stock of FDI inflows as a percentage of
Gross Domestic Producl was the highest at 58 per cent for New Zealand where
a5 it was only 10 per cent for China and 4 per cent for Japan in 2009, A veeior
autoregression model (VAR] is adopted lo estimate the long-run causal
relationship among exports, forelgn direct investment and GDP The eointegration
test result shows that there exist 4 long-run equilibrium relationship among FDI,
GDP and exports. It is found from the estimated Error Corréation Model that FDI
is a significant variable and the result indicates that 1 per cent increase {n FDIwill
lead to 0.62 per cent inerease in exports with one year time gap. Granger Causality
Test indicates that there is a unilateral relationship between exports and FDI
and the direction is from FDI to exporis which means that FDI causes exports.
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