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I.  SCOPE PAPER

Political Situation:  New Zealand is a parliamentary democracy.  The incumbent center-left Labour Party, under Prime Minister Helen Clark, formed a minority coalition government with the liberal Progressive Party after being returned to office following the September 17, 2005 general election.  In power since 1999, Labour relies on support from two other minor parties to pass legislation.  The main opposition party is the conservative National Party, now led by John Key who replaced Don Brash as leader in November 2006.  Many believe that Mr. Key will take a more moderate line than his predecessor on many issues.  Because New Zealand does not allow nuclear-powered or nuclear-armed ships to dock at its ports, the United States no longer recognizes it as a member of the ANZUS military alliance and does not engage in certain military training and intelligence sharing activities.  Despite this, the United States and New Zealand enjoy a strong bilateral relationship.
Economic Situation:  The New Zealand economy is strongly trade-oriented, with exports of goods and services accounting for approximately 21% of Gross Domestic Product (GDP).   After a sustained period of growth, the economy is slowing to around 2% and stabilizing.  The housing market is still strong and consumer spending is holding up well.  High fiscal surpluses have increased pressure for tax cuts, but the government still wants to push up spending in certain areas.  Inflationary pressures persist and the Reserve Bank of New Zealand has warned that a further interest-rate rise cannot be ruled out.  Further increases in the current-account deficit are expected.  The New Zealand dollar is expected to remain strong in the near term.  

New Zealand:  Key Economic Indicators 1/

	
	2002
	2003
	2004
	2005
	2006 

	 
	(NZ dollar amounts in millions)

	Gross Domestic Product (GDP) at Current Prices 
	124,874
	130,334
	139,016
	148,984
	155,885

	GDP Per Capita in Current Prices
	31,982
	33,013
	34,545
	36,505
	37,847

	Population (Millions)
	3.94
	4.01
	4.06
	4.10
	4.15

	Unemployment Rate 
	5.1%
	4.7%
	4.0%
	3.9%
	3.8%

	Change in Consumer Price Index 
	2.8%
	1.5%
	2.4%
	2.8%
	2.6%

	Exchange Rate 
	0.4897
	0.5809
	0.6293
	0.6743
	.6918

	Current Account Deficit as a % of GDP  
	-3.1%
	-3.6%
	-4.8%
	-7.4%
	-9.1 2/


1. Data based on a March year. 

2. Third quarter 2006.

Source:  The Treasury, New Zealand
Trade Situation:  New Zealand is an active player in international trade forums.  In addition to being a member of the World Trade Organization, New Zealand chairs the key Codex committees on meat hygiene and milk and milk products, and participates in several Codex ‘horizontal’ committees, including those on food hygiene, food additives, pesticide residues, food labeling, residues of veterinary drugs, and methods for analysis and sampling.  New Zealand leadership in these areas is critical if they are to help shape the international standards that serve as a framework for global agricultural trade, which is so important to the overall health of the New Zealand economy.

New Zealand is actively pursuing bilateral trade agreements.  New Zealand currently has three free trade agreements (FTAs) in force - The Closer Economic Relations Agreement with Australia (1983), an agreement with Thailand (2005) and the Trans-Pacific Strategic Economic Partnership Agreement (SEP) between New Zealand, Singapore, Chile and Brunei (2005), which replaced the Closer Economic Partnership with Singapore (2001).  Currently, New Zealand is negotiating agreements with China, ASEAN, Malaysia, and the Gulf Cooperation Council.   

Agricultural Situation:  New Zealand deregulated the agricultural sector and eliminated subsidies in 1984.  Since then, agriculture has sustained its place in the New Zealand economy.  In fact, the share of GDP contributed by agriculture has risen slightly and now stands at about 9% when processing is included.  Agricultural products make up a significant percentage of New Zealand’s exports accounting for over 50% of merchandise exports.  What is striking about New Zealand is that no other OECD economy relies as heavily on agriculture and no other OECD economy exports such a high proportion of its agricultural production as New Zealand.  

On a value basis, dairy is the largest component of the agricultural sector followed by cattle, sheep, horticulture and wool.  Between 1990 and 2005, dairy farming and horticulture experienced high average annual growth rates of 5.3% and 2.8%, respectively, while growth in the sheep, beef and wool industries declined. This compares with steady average annual growth in the agriculture sector as a whole of 1.9%.  

Significant trends in New Zealand’s agricultural sector include competing land uses, which has driven up the cost of farmland and limited its availability; an increase in stock units per hectare, which has intensified pressure on the environment; a general downward trend in farm profitability with the exception of the last few years (due largely to an increase in stocking rates); an increase in average farmer age; and farm labor shortages.  These factors will impact on the overall vitality of the New Zealand agricultural sector in the future.  

Another important issue facing the agricultural industry is greenhouse gas emissions. It is likely that the industry will have to take some steps to mitigate greenhouse gases as agriculture accounts for nearly half of New Zealand’s emissions.

Agricultural Trade:  New Zealand’s agricultural exports were US $11.85 billion in calendar year 2006 accounting for 53% of New Zealand’s total exports.  

Since deregulation of the agriculture sector in the 1980s, the composition of New Zealand’s agricultural exports has changed markedly with wool’s share trending downward and dairy becoming more important.  On a value basis, dairy now accounts for 39% (US $4.6 billion) of New Zealand’s agricultural export receipts followed by meat at 25% (US $3 billion), horticultural products at 6% (US $762 million) and wool at just under 4% (US $525 million).  The European Union is the largest agricultural export destination followed by the United States, Australia, Japan, China, Korea, and Taiwan.  New Zealand’s agricultural exports are forecast to reach NZ $20.5 (US $14.35) billion by 2010. 

Agricultural trade between the U.S. and New Zealand runs strongly in favor of New Zealand.  U.S. agricultural exports (WTO definition) to New Zealand averaged $174 million over the past 3 calendar years, while U.S. imports from New Zealand during the same period averaged $1.68 billion.  On a value basis, the most important New Zealand exports to the United States are beef, dairy products, and lamb.  The most important U.S. exports to New Zealand are fresh fruit, soybean meal, pet food, processed fruits and vegetables, red meats, tree nuts, fruit and vegetable juices and snack foods.  

The United States and New Zealand established a bilateral Trade and Investment Framework Agreement (TIFA) in 1992.  The most recent TIFA discussions were held in Washington in June 2006.  The next session is tentatively scheduled for mid-2007.  The United States and New Zealand agreed to hold an agriculture working group meeting on the margins of this meeting.  

General Trade:  New Zealand’s merchandise exports in 2006 were US $22.4 billion.  Leading exports are dairy products, meat, forest products, machinery, aluminum products, fruit and fish.  The top merchandise export markets are Australia, the European Union, the United States, Japan, The People’s Republic of China, Korea and Germany.  

In general, duty rates in New Zealand are low as a result of several rounds of unilateral tariff cuts that began in the mid-1980s and continued until the current Labor government, elected in 1999, decided to freeze further reductions.  New Zealand resumed unilateral tariff reductions as of July 1, 2006 ending a six-year freeze on rates.  By July 1, 2009, New Zealand’s highest tariff rate will be 10%, down from a current high of 19%.  The top rates apply mostly to clothing, footwear, carpets, and certain autos and auto parts.  Ad valorem tariffs on all other goods (if they have a tariff) will gradually be reduced to 5% by July 1, 2008.   Tariff rates for most agricultural products range from zero to 7%.  

Regulatory System:  New Zealand organizations that play key roles in regulating the food supply include the New Zealand Food Safety Authority (NZFSA), Food Standards Australia New Zealand (FSANZ), and Biosecurity New Zealand, which is part of the Ministry of Agriculture and Forestry (MAF).

The New Zealand Food Safety Authority (NZFSA) is responsible for protecting and promoting public health and safety and facilitating access to overseas markets for New Zealand food products.   Established in 2002, Food Standards Australia New Zealand (FSANZ) is responsible for setting food standards that govern the content and labeling of foods sold in both New Zealand and Australia.  The standards cover food composition, labelling and contaminants, including microbiological limits.  In New Zealand, NZFSA enforces these standards.  Biosecurity New Zealand has the lead role in biosecurity protection (e.g. preventing unwanted pests and diseases being imported into New Zealand, and for controlling, managing or eradicating them should they arrive).

In July 2006, Biosecurity New Zealand adopted a new system for the funding and management of import health standards.  The new system is more transparent and uses set criteria for prioritizing applications.  However, due to resource constraints, Biosecurity New Zealand is able to complete only about 10% of the requests for new standards, which restricts trade.  If a request is turned down, the new system provides applicants with the option of having an import health standard developed on a fee-for-service basis.  
New Zealand maintains a comprehensive regime for the approval of genetically modified (GM) organisms.  Although there have been a handful of contained trials, there is no commercial production of GM products in New Zealand, largely due to the onerous nature of the regulatory framework which requires applicants to address social, economic and ethical issues along with safety issues.  New Zealand has also been reluctant to embrace genetic modification because of domestic consumer concerns and those of overseas customers in key markets, such as the European Union – an important issue for a country that exports such a significant percentage of its domestic agricultural production.

In spite of consumer attitudes toward genetic modification, the New Zealand biotechnology sector (which includes all technologies related to living organisms, not just GM) is growing rapidly and has been targeted by the New Zealand Government as a strategic industry for the economy, along with the food and beverage sector and the forestry sector.  It is thought that New Zealand is well placed to become a leading player in the functional food and nutraceutical category, in particular, due to the relatively low cost of research and development, the ready access to raw inputs, and the strength of its food and beverage sector.  While development of functional foods relies heavily on biotechnology, it is unlikely that GM techniques will be used because of on-going consumer concerns and the rigorous nature of New Zealand’s regulatory regime.   
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