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LONG-TERM ASEECTS OF NEW ZEALAND'S EXTERNAL DEFICITS

1. General Perspeéective

New Zealand had acquired, during the Second woria war, comfortable
reserves of foreign exchange even after redeeming much external public
.debt. There had been guaranteed purchases of major exports and wartime
difficultieg in obtaining importe. These difficulties soon greatly eased
and a temporary abolition of import controls coincided with an extravagant
expansicn of bank credit with the result that, despite the marked rise
of export receipts during the Xorean War boom, New Zealand had a current
external deficit of $NZ 62 million in 1951, egqual to one-eighth of
export receipts from goods and services. This deficit was greatly reduced
in 1952 and gave way to a surplus of $NZ 75 million in 1953. During the
next 28 years, however, there were current external deficits in 23 of them,
averaging about 2 per cent of GDP or one-eighth of exports of goods and
services. The result was that imports of goods and services exceeded
corresponding export receipts by 3 per cent although an average excess
of 13 per cent would have been required to cover external payments of

interest, other net factor rewards and net transfers.

Exports and imports of goods and services thus had about the same
period average from 1952 tc 1981, and also about the same variability
[standard deviation as a percentage of average) as well as a high degree
of correlation;

PR M = 24.5 + 1.079 P¥ X (1)

N = 30, R2 = 985, F = 1,839



pY, #* = unit values of imports and exports

=

-

o
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quantity indexes of imports and exports.

Such coincidence, no doubt owed something to the variable system of

import licensing which was so durable a feature of the economy, but this

obviously did not prevent imports from running ahead of exports.

The result was a worsening current balance of payments, dencted
here by B and measurad, for statistical reasons, net of transfer
payments. It is shown in Table 1 together with B*, its real value in

terms of imports., The worsening tendency is shown by a trend equation

B = «128.0 + 41.9¢ - 2.5?6t2 {2a)

N =130, R = .661, F = 55

where t denotes time, measured from 1952, The F test is met and the
coefficient of determination might be higher but for a large random
component from the residual npature of B . {Kendall's coefficient of

rank correlation for B is -.338.)

There is no doubt that New Zealand's current balance did greatly
worsen. In the 1950s and }1960s there was ;ecurrent anxiety about this
balance and attempts to improve it by exchange and import controls,
sometimes supplemented by monetary and fiscal measures. Reserves of
foreign exchange rose from $US 150 million in 1252 to S$US 257 million
in 1970, this increase corresponding to one of 3US 111 miliion in net
external public debt. This indicates that private capital inflows were

then sufficient to cover net external deficits.



THRELE L

Hew Yeatand's Currvent Balance of fayments 1352-1381.

in NZ5$ mi}licn}

]

) B/P B/PY IS4 M PR /PM
= B* per cant per cent
1952 - 8 - 2¢ - .5 515 513 iol
53 75 202 4.5 25 441 1i9
54 =67 -183 =3, 6 507 557 91
55 ~57 ~152 =D 563 606 93
56 -24 - 53 =} 2 545 (103 99
57 -86 ~217 ~3.9 592 662 a0
58 -32 - 81 -1.4 576 584 9<
539 a3 231 3.8 670 562 113
1960 - 38 =F5 #Rlf 624 689 91
i -0 - 250 -3.5 634 701 20
2 ~33 - 06 sl B 672 659 102
63 =39 - 50 - .6 791 768 103
64 -23 = 5D el 840 804 lo4
65 -158 405 ~d4,1 834 943 £9
66 -~138 - 354 =345 893 965 93
&7 -65 ~164 <135 867 BR77 99
68 62 132 1.4 1123 a8c 115
69 43 52 9 1273 113¢C 113
1870 - 184 - 357 ~3,3 1296 1405 92
71 o i -1 1558 1512 103
72 166 293 2.3 1940 1720 113
73 =3 - 54 Ll 2254 2260 100
74 ~13432 -1782 &35 2142 3403 63
75 « 359 -~ 559 =88 2692 3486 73
76 - G5 -558 5.1 iBz4 4248 90
77 ~607 ~ 448 -4, 1 4197 4467 94
78 -275 ~197 o 4788 4644 1c3
79 -1 -512 -3.0 6051 6409 94
1980 ~794 - 387 -3.4 7001 7283 96
g1 ~1515 ~647 -5.4 8231 3101 20
Mean ~-248 ~242 ~2.3 1269 2099 98
Standard
Deviation 44e 1993 3.z 2095 2277 12
Variabilicy 175 164 151 106 108 12
Notes: B = current halance net of transfers.
PY = GNP in ocurrent prices. 2.
PUp® = ynit values of imparts and exports.
M, ¥ = raal valuss of imports and exports of goods and services.

Source :

IMF, International Financlal St

atistics.




& world boom for primary commodibies led to a current surplus
equal to 2.1 per cent of GNP in 1972 .but the boon cellapsed when -
OPEC guedrupled oil prices and ir 1973 and 1974 New Zealand's current
deficit was 11 per cent of itg GND. During the next three years this

ratio declined but a second oil shock, and the onzseb of another world

recession led to the deficit becoming S.4 per cent of GNP in 1981.

Reserves of foreign exchange fell from a record height of SUS892
million in 1973 to $US €26 million in 1982, in spite of a large increase
of net external public debt from U8 470 million in 1972/73 to SUS 5,896
miilion in 31981/392, and then to sug 6,239 miliion in 1982/83., This
borrowing covered four—fifths of the cumalative deficit for 1273-31,
but lifted public interest payments abroad from & te 23 per cent of
commolity 2xporto. Mot surprisinoly, devaluation became a featuwre of
policy. In 1974 the New Zealand dellar exchanged for 140 U5 cents

but by 1974 for 100 and in 1942 for anty 75.

There were, then, differences between fthe current external deficitsg
of the 1%70s from thosze of the 1950 or 1960s. They shonuld not, however,
obscure adverse btendencies, internal and external, which operated over
the three decades. The trend for B*, the real balance, is far from

being well determined ,

BY = ~33.6 ~ 1,054t - .679tz {2k}
2
o= 30, R7 = 223, F = 3.1

and that for the ratio of & to GNP even less so;



(89

These results suggest that the adverse trend of B, shown by (Z2a).,
owed much to rising import prices due to world inflation and local
devaluations. They alsc point ko a persistence of current exter%ai
deficits, which it should have been the aim of policy to correct or

reduce.

I~

The Rezl Current Deficit

it seems plausible that B*, the import value of the current esxternal
deficit, should vary with ;, percengage deviations from trend of real

GDP, and the terms of trade, T. The trend chosen for real GDP was a

parabolic exponential one,

—
ad
—

2

Titl = 4,950 exp [0.5242t - .0071t7]
2

B = 28, R = 988, F = 1,248

which is cleariy well-defined. A significant regression was obtained;

BY = 1,200 ~ 86.6 vy + 6.766 T {4a;

N - 28, R = 486, F = 11.8, D-W = 1.813.

The coefficients have plausible signs and satisfactory t-values, the
F test is passed at the 5 per cent level and the Durbin-Watson test

at the 1 per cent level.

Yet {4a) explains less than half the variance of B*. An attempt was
made to improve it by including PC, the ratio of the domestic level of
consumer prices to that of what the IMF designates as Industrial
Countries, For if Q indicates excess demand, one cause of domestic
inflation, P° indicates relative inflation. The result became

B9 T - 2.438 P° {4b)
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(.747) {3.488Y {1.211) {.409)



The overall the [ and =W tests, the ceefficients

have plausible sigqne, the sigrificance of v lg copfirged but The t-value

for T's coeffi

int .ot avan the 10 per cent

evel,and the coefficient for ¥ is quite unraliable.

For
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I
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e

An alternative is to use © , the exchange rate, lnstead of P,

should reflect relative intlation and alse have a direct influsnce on

154

real dlmports or exports. (The correlation confficient hetween E and P

changed the regressicon eguation to

Ha, 9 oy o+ 117 0 - FLOE {4ch

7}
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~
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ced signg, hut thet for 7 has become unveliable and fhut

at the 5 per cont level.

The

ult from equation=z f4) is bhe negative influence

wgen easy Lo

can bhe interoreved

25 indicating condicicons of

for domestic output becausa

-

such conditions would an the balance. Thero

ftrom increased

ig, howsvor

axparis which, of codrse, ftend o imorove Lhe balance. Hegativity

s of autonomous spending to

course, could come frowm

‘rom private investment

govermnent spending on

e

[R5

spending,both of which could involve capital infiows.



TABLE 2

Real Current Balance and Relatedl Series, 1952-1981

B ¥ T = E
1952 - 20 - 129 78 138
1953 202 i 153 81 139
1954 ~183 395 157 84 139
1955 -152 2.53 i58 86 138
1956 - 63 - .67 150 B7 138
1957 -217 .54 142 88 129
1958 - 81 o 22 86 139
L9509 =231 w3 03 144 a8 139
1960 =251 ~1.77 136 a8 139
196l -250 -2.81 12e B7 139
1962 - 86 -3.92 134 &8 139
1963 - 50 A 145 87 138
1964 = 5% 2,00 in7 A8 138
1965 ~405 2.13 52 21 138
1366 -354 Sl sl 89 138
1367 ~-l64d Wk 134 B 133
1968 133 e 124 a1 111
1669 93 =l B 1a7 41 131
1970 —357 =1.0L LA ¥ 111
1971 1l ~1.41 123 BE 114
iev2 254 .14 14z 98 1e0
1873 ~ 54 w46 s a5 136
1974 -1782 5.10 134 a7 140
1975 ~ S5 Badl 100 100 iz
1976 ~558 3.24 11z ee 1006
1977 - 448 ~1.64 115 114 97
1978 —-i97 .94 134 119 104
1979 =512 Al P i 124 10z
1980 - 387 3.4 108 130 27
1981 ~647 ~1.40 108 136 g7
Mean -242 il 134 96 126
Std.devn. 399 2.74 18 15 17
Variability i6d 1307 14 15 14
Spurce: As for Table 1.
Notes: B* = import value of current balance net ©f transfers.

y = percentage deviation from trend of real &GDP
T = terms of trade

PY = ratio of consumer price index to that for Industrial
Countries

t5
i

= US cents per NI 5.



Exports and Imports

The residual character of B*, ag was noted above, can make errors
of measurement relativeiy large and so handicap statistical analysis of
this variable. Frrmer results than those vielded by equatiors (4)
ﬂave thus been sought for the two main components of B*, real merchandise
exports and imports, now denoted by X and M. Thess are shown in Table 3

together with real GDP, Y, the terms cof trade, T, relative consumer

o c .
prices, P, and the exchange rate, E,

X, M and ¥ have well-defined parabolic exponential trends Ffrom which

growth rates, dercted by lower case letters, can be readily derived.

X{t) = 51.3 exp {.03058t + .000let”) (5}
2
No= 31, 3% = 371, P = 466
LLox(E) = 3.038 + 030t (Sa)
M{t) = 45.0 exp [.03198t + .00003t2} (&)
N = 30, R° = .89, F = 117
T.oom{t) 2,198 + 006k {Sa)
v 3 2
Y(t} = 4,950 exp [.05242t - ,D0OT1t"] &
2
N =28, R® = ,389, F = 1,248
S wlt)y = 5.242 - .plax {(7a)

i

Equation {6) was obtained by omitting 1974, the vear of the steep rise
of oil prices which had an exceptional effect on imports. If this vear is

included, the regression becomes

M{t) = 44.3 exp [.03603t - .OOOllt2]

N =231, R = .871, F = 05



Jiving a decelerating ianstead for an aroelevating growth for M

It appears from (Hal and (Ha)  That fhe trend growih rate for ihe

real balance of tradse was

x{t} - m{t} = - 140 + .32pt - 2

one that became increasingly favourabkle nd, after 1958, aisc posi
That is in contrast to the worsening tendency for B* so that this vendenos
arose from "invisible” items in the current balanue - transport custs
and interest payments in particular.

Growth of rezl income, on the cther hand, tendod to siow down f

but gradually. Dividing this growth rare oo that For exmborss vie: 9o
X i =1 W % Eils e S Pl SRWOT IS Y

a crude express:on for the elastigity wosprent, o e

It suggests that thig alasticity could

from ebout 1.7 in 1954 1o about 3.2 in 19261, o

grand y ., although the effect would pe ainor.

Dividing {7a) into (6a) vieids a correuponding corude measure of

the income-elasticity of demand for commodity jmoortg;

mit) /yit) = [.6i0 + (001l /[1 - .on3ul Ll

It suggests that ithis could have risen from aboub L6 in 1982 £o ab oal
«B in 1941, and this is alss compatible with 2 negetive relerion Letweer

BY and y. Two simple direct regressions

i i T

165467 M =
1968-81 8 = {.000vL- 362 ——
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TABLLE 2

cted Series for Brterpal Tyade, 19 23

™

guantity Quantity NZE 1875 Trade Infla-

million tion

Export .| Import ooLe Terms of Relative US Cents

per NZ3

La52 58 52 = 18] T3 138
53 52 35 5 k53 8l 139
54 52 46 5146 e 24 138
55 b4 48 3345 hog o 133
56 58 4% 445 150 g7 138
57 57 52 SliE 141 g8 L% ;1)
58 61 53 589 Lz 8e 129
549 €7 o L4 88 133

(1]

Wl
ol o
B3

o
1]

1970
71
72
73
74
75
76

78
79

1980
21
a2

1

&5 59 2493 130 HE
&7 &0 G005 iae 3%
B9 Bl Sulh T a4 a5
73 &h BRI £ S
7¢ 0 PR fis o b
74 74 gzel TR3 91
e 76 2575 1513 BG
81 74 BLG 134 =l
34 T2 7l 1l 5l
G3 Te R Yy g1

99 5y GRG0 : oz
(R 83 3700 L a6

o7 28 15129 141 98

360 98 10855 173 9
27 132 11294 ; o
0 100 11484 14

18 98 11501 e
22 o iilge Tlia4
24 10z 1rass i@
33 105 11591 130G

39 e 11584 pao 138
43 110 12004 108 147
g 113 = Yo :

Standard
deviaticon

Variability

SRR
]

Wl
A5

~
G2

o

~
e

T SO T U O R
¢

S

el e 0 T U T VL PO TS B T
o

ot
o

W= b b el e e e
[ O
CE R & T T S G

'

)

it

=
\.)‘
s

o
=Y
L2
.

el
w1 g

.

Aoy o i iy Cpet 5

Hean S 7 e 133 G 124
- 3 - ;
29 2 22073 1% 19 Lo
B3 F1 &1 14 14 5

Source:

As for Table 1,



support this idea nf o

valuves for it. & Jess But one that

tno omibs LB74),

ILn M = 6,238 + .88l I ¥ + 224 LA T + .304 Tn P~ (L)

(17.2} {ia. L) f8.72) {6.5)

its estimate for the elasticity, .881, ig closer to the result for (loal

P S N S
a Hezserve Bank estimate

than to those for {10b-o), and

15 such a yood fit

‘of 1.174 for a shorter pericd, 1961-77, Eguation {1

to leave little independent infiua fron mport contiools, although the

riging trend of the elasticity zuos By the soher Import cguations may

have owed something to progressive. 57

controls,

The positive influence or M by T irdicarveos. as

role for relative prices, aicho

bulk of New Zealand's imports are produsers’ goods. There is no very

well defined trend for the terms o7 P a5 twe of rkelr regressions

on time are

Tt} = 153 exp [.00006L -~ (051071

[

¥
L

Moo= 3E, RT o= 452, Fos 114

T(t) (1 1iny

il
—
u
W
€
3

e

'
)
&
o
P

]
+
Ll
0
cr
4N
e
o
"
i
I
)
o
e
o
3

‘;(

but they sugge

dOVERar.

i

The relative Jevel of consumer prices alsc nas bad & significsrt
influence on real imports, in understandable contrast to its doubtful

cormection with B*, and a stronger influence than the terms of trade had.



These velative prices, morecver, 36 sws o we!l dofined trond,

PTIE) = 91.0 eoxp | ~-.016058 + 0016t ] (e

N =30, R = 972, F =

il
t
—

.

L]
o]
[ %)
-+
1ak
3
~~

R e

This result indicates an increasing growsh rate, fram an initially
negative level; the growth rate in 1967 would have been 1.8 per cent

ation

e

and in 1882 it would have beoen 9.0 per cent . New Zealand's inf

rate tendaed to be below the avel.

Countries o the

I

19505 but thereafter was wel fr. The posiilve influence of 17

i

on M came, presumably, from the mized oiloots o! relotive price levels and

inflationary expectations,

The intluence of 2150 be considered, and

here we use it in place of 7 4T ik renvession [wnlch also excludes

1974) ;

Moo= ~47.5% 4+ J30BY 4 L 264PT o« 200 0 { Ll
4

{L.79B1} (9. 484 12,205 L. B
2
N o= 31, R = 245, ¥ = S I D

The overall result is as good ag that for (lOo), and gives confirmation

1. Buar (10d)
also shows E as having a positive iniiuerce on M. contrary to expectations
that devaluations would curk demands for iwoorts. The coefricient for @

however, does not guite reach sionificainse av

Soper cent level,
perhsps because a sErong nedative COrreiatiorn v = —. 8771 between P
and &, one which does accord with economis theory & devaluztion that
led to relative incresases of dowmestic prices,.or oxpectations of such

rises, ecould stimuldte, rather thaen ourb, demands for Lmports,



4, HNew Zoaload aned

Attention is newt paid to conneotions betweer New Zealand's sxports
and those of the world, data for which are given in Table 4.

For world exports the following trends were obtained, V denoting

vajiue.

W . S R— ——
voo(t) 757 axp [ LOL348t + L0000 ] {1}

i

W= 30, BY = ,987, F = 1,084

LLowviey = 20348 4+ LB18t

P (t) = 22.2 exp [.08467¢] {13b)
N o= 30, K = .972, F = 9.8
S W

YNt = 44,2 exp |- 04710t + 00347t ] (L3c)
N =30, B = 964, ¥ = 205

.o B(E) = o~ 4,710 4+ L6941

They tended to grow in volume at a constant rate, but their price rose

at an increasing rate and so did theiy nominal value in US 3,

Corresponding regressions tor New Zesland ore:s

-

V(t) = 717.7 exp | - 03353t + 0020737 {Y4a}
B B0, BT ow UM, F o= 9,650

&

c.owl{t) o= o~ 1.3BT 4 LAt



TARLE 4

World and tew Zealand Exports, 1Oh2-1702

World % __ New Zealand .
Value . Quantity VPrice | Value Quantity Price
gss 1o ) uss 10°
1952 750 - - 674 5 -
53 | 75 24 40 660 52 58
54 785 &5 - B 685 52 61
55 855 26 a0 726 54 62
56 955 29 41 777 58 62
57 i 1025 30 42 | 773 57 63
58 | 973 30 a0 700 61 53
59 | lod2 33 50 422 87 57
j
1960 | 1155 36 O ! 847 65 BO
6L 1207 36 41 733 &7 55
62 | 1262 40 4 198 69 54
63 | 1386 43 41 ; “i 73 5&
64 1 1548 46 42 1074 76 65
65 | 1680 50 4z OO 74 63
66 1 184w 54 43 @  1o7s 78 64
67 ;1937 56 a3z 993 Bl 57
68 | 2162 % 30 1010 54 50
69 ] 2478 66 44 1zl 103 54
1 1
1970 | 2848 76 47 | 1223 99 57
x| 147 81 4¢ ; l3al 163 61
72, 3788 38 O B 107 7
8 5274 1O IO Aa9e 106 114
: ! 7
74 4 7794 106 42 L 2434 9% 116
75 |  BO3L 100 e | 236w 100 100
#w | 9158 113 WE 1 Bres 118 110
77 1 10415 118 SV B VTS e 121
78 | 11977 123 122 ] 3738 124 140
79 ] 15239 130 146 | 4706 138 164
1980 | 18691 130 79 542) 139 181
g1 | 18370 130 179 | 5618 147 182
82 i 16945 135 170 511 148 i7e

Source ;.

ks for Tahle 1.




X{t) = 51.3 exp [ 03058 + .OO0I6LS ] (b
N = 38, K = L2771, F o= ded
oo x(t) = 3,088 + L0132t 14k
a3
PY{t) = 65.8 exp [ -.04604t + 00313 ] {14c)
- _
0= 50 B 2 LN B T
& x
S BR ) = <4604+ LEU0R

From these results for trend it appears that MNew Zealand's exports
grew in volume at less than half the rate for world exports - by 3.1
per cent in 1952 rising to 4.1 per cent in 1982 as against a constant
rate of 8.5 per cent {or world exports. That was mainly responsible for
a decvline in New Zealand's share in the USS value of world exports
from .88 per cent in 1952-54 to .56 per cent in 1966-68 and then to

only .31 per cent in 19%B80~82. Some of the decline may also have come

from a2 worsening in the terms of trade as (13¢) and {14c) vield

T o= 106 -~ 074t (14d)

for the growthsate of the terms of trade,and this would have become

negative after 1%%%. That agrees with the conclusion from {11}.

birect relatiuns between the two sete of axport variables were

found to be:

V o= 8.429 V" exp [.647) (152a)
N = 30, R = .97%, & = 1,131

X = 9.355 X" exp (.542) {15k}
N =210, r° = .958, F = 639



Y = 3,321 PV exp (.772) {152)

N = 30, R;z = ,949, ¥ = 521

These indicate that a 10 per cent increase in the Uss value of
world trade tended to increase the correspoending value of New Zealand
exports by 6.5 per cent, and that a 1 per cent incre%se in the volume
of world exports tended to raise that of New Zealand exports by 5.4
per cent. This, of course, confirms the ¢lower growth of New Zealand
exports in value and still wore in voluame. Bguation {i%c) provides more
éolid evidence than (I0) or {14d) for 4 decline in New Zealand's torms
of trade, although this was less lmportant in reducing its share of

world trade than the volume declino.

Altogether the results of this section conf.rm the heavy dependence
of New Zealand trade upon world trade in reqard to volume, price and
hence value. They show, howewver, that quantitative growtihh of New Zealand's
exports lagged much behind that of world trade. and that its terms of
trade had a declining trend. The conclusion must be that New Zealand
has been producing exports which have grown too slowly and whose real
price has been falling. A need for further structural adjustment

is strongly indicated.

Considerable structural adjustment has been gaing on. Otficial
classifications of exports show that, between 1955 and 198¢, the share
cf forest products rose from 1 to 9 per cent and that of other
manufactures from 5 to 26 per cent, relative declines oceurring for
dairy produce and wool. This represents considerable change yet not encugh
to prevent New Zealand's share of Lotal exports from Industrial Countries
falling from 1.24 to .44 per cent. Other small countries with substantial

primary exports did considerably better; for Denmark the change was from
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TZBLE 5

Exterhal Balances and Government External Debt,

{

1971/72-1982/83
percentages of GDP)

Balances ! Government
Goods Goods Current Interest Net Debt Net external
and Account.  payments service  debt
services

1971/72 3.7 .6 - .2 .. 1.3 9.5
1972/73 1.6 -2.8 2.0 w5 1.1 7.1
1273/74 4.% - -1.0 .4 1.6 Bil
1974/75 =3.5 ~12.6 ~13.6 .5 .9 io.8
1975/76 =5.5 ~6.9 -8.8 .9 .3 L d
1976/77 - %3 -3.0 -6.0 L2 3.9 18.6
1977/78 1.9 w8 ~4.7 1.3 4.1 21.4
1978/79 3.4 B -2.,7 1.4 3.8 21.0
1979/80° 3.5 -1.7 -3.0 1.4 4.1 20.5
1980/81 3.3 -1.2 ~3.4 1.3 6.1 19.9
las1/82 ~1.0 -3.0 -5.8 1.6 7.1 23.7
1982/83 = = ~6.4 1.9 7.6 29.0
Mean 32 ~2.4 -4.5 1.1 3.8 17.0
Std.devn. 33 4.2 4.1 «3 2.3 ¥.3
Variability 29.1 179 93 47 &0 43

Sources: As for Table 1; and Foreign Exchange Constraints, Export Growth

and Overseas

Daebt, New Zealand Planning Council Monitoring Report,

Dec. 1983,



19,

If these trends wore to conbtinue, Hew Zealand's foreign exchange
problem might hecome wmranzgeable, especially as devaluations have been
ineffective. Besides rurther restructuring ¢f exports, and hence of the
economy, tc improve gxport growth it seems necessary to curb growth of
imports and of such external debt ag is ﬁot associate& with better export

growth.

A prime reguisite Lere i3 to stop the relative inflation which
; . ; (o
has grown, at an accelerating rate, during the pestwar period. For P, the
level of consumev prices relative to that of Industrial Countries had

a strongly defined trend betwoen 1952 and 1922,

c . 2
Poo=89.6 -1.861t + _121+t" {16}
2
N =31, R" = .G612, F = 145
Lo pC = - 1.6 + Lodnt
That, fortunatals, has oo oo e aopreciated and a comprehensive

incomes policy bas succeeded, ot laast temporarily, in reducing the
rate of inflation for consumer orices from an annual rate of 17.2 per

cent in 1980 to 5.4 per cent in September, 1983,

Permanent success, however, would require restructuring of the
system of wage determination to combat cost-inflation, and of the fisca}
system to combat demand inflation. In these connections it may be noted
that nominal weekly wages quintrupled between 1970 and 1982, and the
Government's fiscal deficit rose from 1.4 per cent of GDP in 1971/72 to
6.3 per cent in 1981/82. The rise in the deficit, moreover, was associated
with a mean anrual growth in the money supply (M1} of 11.3 per cent a
year as compared with one of 9.1 per cent for Industrial Countries;

guasi-money (M3-41), moreover, grew at a mean annual rate of 21.5
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per cent. Reduction of government spending and the fiscal deficit

should obviously be linked with stricter control of monetary expansion.

In 1935 a distinguished New Zealand economist published a book

called The Clash of Progress and Security. It received little attention

in his own country, as governments there elaborated méasures to "protect”
major economic sectors and to provide citizens with "social security".

In that process progresas suffered, at least relatively to real income growth
in other countries, as A.G.B. Fisher had warned that it would. Security

ﬁay also suffer, in various ways, unless New Zealand can solve a foreign

exchange problem which has been chronic and 1s now guite formidable.
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Footnotes

If

¥ = real GDP = aggregate demand

Z = trend.value of Y I aggregate supply
g u T |

¥ Z

A = autonomous spending

€ = induced spending from 2

5§ = 2 ~-C

Then

- BY* + A+ C - 7 _ B*+ A -3
] Z = Z
B* = yZ + 8 - A

db*

~ <0 = da > 2zdy

assuming Z and S are not affected by chanoges
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