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Abstract
The government announced in late 2009 that it would freeze tariffs at 

current levels until 2015 at the earliest. We examine the potential costs 

improves. However, the terms of trade effects associated with the tariff 



NZIER viewpoint | Tari!s in New Zealand3 

About NZIER

We pride ourselves on our independence and reputation for delivering 

The preparation of this paper was funded from those resources.

Authorship

 

 

Contents

4

5

1

4

2



NZIER viewpoint | Tari!s in New Zealand4 5 

Tariff policy: a paradigm shift?

1 at their current levels 

media statement2

for reducing tariffs and other barriers to trade, and is pursuing an 

and has no plans to increase its tariffs, which would increase prices 

for consumers.  

 This is 
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New Zealand’s tariffs: an overview

its tariffs since the reforms4

5

other remaining tariffs were held at 5%. 

6

government revenue.

model.  

and our largest source of textiles and clothing imports.
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Figure 1 Primary and manufacturing sector tariffs
%, simple average, MFN rates, 2009

                      

Primary sector tariffs
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Manufacturing tariffs
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Table 1 Tariff reduction schedule  

               

2003 tariff July 2006 July 2007 July 2008 July 2009

17-19% 17% 15% 12.50% 10%

10-12.5% 10% 7.50% 5% 5%

5-7.5% 5-7.5% 5-7.5% 5% 5%
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Theory of unilateral tariff reductions
What do tariffs do?

Tariffs on imported goods impose a wedge between the world price when 

Figure 2 Effects of a tariff in a small country
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domestic market share as a result. Their producer surplus increases 

be explored in greater depth when we consider the terms of trade effects in a general 
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a reduction their in real disposable income, relative to a scenario 

The net effect on national welfare of imposing the tariff is the sum of the 

administering and collecting tariff duties. 

are shown in Table 2 and show that the welfare effects of tariff removal 

adjustment path between the two timeframes. 
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Table 2 Infometrics’ modelling of tariff reductions
% change relative to business as usual (BAU) scenario with no tariff changes

                                                       

With fixed 
employment

With fixed          
real wages

Private Consumption 0.01 0.07

Exports 0.69 0.76

Imports 0.44 0.48

Gross Domestic Product 0.08 0.14

Employment (000 FTE) 0 0.2

Real Wage (Index) 0.35 0

products and paper products experience a decline in domestic market 

share as import penetration lifts after the removal of the tariff, although 

Effect of tariff reductions on terms of trade

imports9

observed in international trade statistics. 

exporters, no matter how small, face downward sloping export demand 
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The net welfare impact of a unilateral tariff reduction is the sum of the 

later.

preferential tariffs at current rates to 2015 at the earliest.
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Modelling framework
The NZIER CGE model

capital and land. The model has one representative household and one 

10 The model 

in changes in real wages.

Base case forecasts and experiment design

Base case

10
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period.11 

tariffs are taken into account.  

Policy shock

effects of maintaining tariffs at current levels to 2015 is eliminating all of 

remainder of the time period. 

We do not consider the reduction in administrative burden that would be 

associated with the removal of all remaining tariffs.12 The tariff revenue 

foregone is replaced via higher levels of general taxation. We also leave 

Model closure

Short run closure

Long run closure

in exogenous in the long run and real wages are endogenous.

of capital stocks. The rate of return is exogenous and capital becomes 

endogenous. 

11

little impact on the macroeconomic results.

12
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Table 3 Short run closure assumptions 

                                       

Exogenous (outside model) Endogenous (within model)

Primary factor augmenting technical change GDP

Average propensity to consume Exports

Public consumption Private consumption

Capital stock Household income

Government net foreign liabilities Government income

Household net foreign liabilities Gross National Disposable Income

Import prices Import volumes

Interest rate on foreign liabilities Export prices

Direct tax rate Investment

Labour tax rate Investment /capital ratio

Production tax rate Rate of return on capital

Shift in export demand schedule Employment

Real wage Terms of Trade

Shift in investment/rate of return schedule
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Results
Variables to examine

Macroeconomic results

GDP increases after tariffs are removed…

Figure 3 Change in GDP 
% deviation from baseline
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…as does employment

towards the baseline over time as the real wage adjusts upward.

But New Zealand households are worse off

improvement as the removal of tariffs lowers import prices. However, 

leads to a welfare decline.   

Figure 4 Change in welfare
% deviation from baseline
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Figure 5 Change in trade volumes
% deviation from baseline
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the improved household incomes that result from improved allocative 

Figure 6 Change in terms of trade
% deviation from baseline
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Industry effects13

in the plastics, cosmetics and small goods sectors. 
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GTAP modelling

to that reported above. 

tariff reductions also cause a large ToT effect, which causes aggregate 
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Discussion
Negotiating coin vs. signalling effects 

remaining tariffs would generate a small improvement in allocative 

higher in 2025 than under a scenario where tariffs are retained. This 

associated terms of trade effect from tariff removal would be negative and 

from further unilateral reform, and that the tariffs should be retained as 

negotiating coin. 

regional trade negotiations and have a stronger case for demonstrating 

the trade off between the value of retaining the tariffs as negotiating coin 
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Without empirical evidence on the latter, it is not unreasonable to suggest 

option, at least in the short term.

Sensitivity analysis: terms of trade effects 

trade using a tariff to generate a terms of trade gain that more than offsets 

of trade deterioration, leading to an overall decrease in national welfare.

the welfare gains from unilateral reductions in automotive tariffs using 

reducing these tariffs would deliver welfare gains of around 0.06% of 

suggests that removing automotive tariffs would result in a small welfare 

few countries have such market power in the long run, and because 

empirical evidence at all of governments setting optimal tariffs to affect 
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demand result in lower welfare. That is because the export price drops 

which causes the terms of trade to fall further and, in turn, decreases 

consumption.

Figure 7 Variation in welfare
% deviation from baseline
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elasticities, normalised such that our default levels have a value of 100. 
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Figure 8 Welfare vs elasticity of demand
% deviation from baseline vs index of export demand elasticity
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decreasing marginal change in the deviation from baseline. The implication 

in welfare.

sensitive to the parameter estimates used.
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Conclusions

effects need to be considered in evaluating the potential gains from tariff 

elasticities. 
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