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Chapter 1 

Intro duc tion 

A no tabl e feature of ec onomi c a c t ivi ty since  the 

s e c ond world war has be en the growth of int ernational 

trad e , wl1ic� h a s  t ended to increas e rela tive de�endenc e 

on trade , thus plac ing a l arger s ec tion of the na t i onal 

ec onomy ou tside  the c ontro l of norma l monetary and f i s c a l  

po l i c y . Thus , be twe e •. 1960 and 19'/0, the rea l G.N.P. o f  

the Indus tria l Na tions o f  the world  increased  by jus t over 

a ha l f ; during the same period the vo lume of trade of 

thes e na tions i ncreas ed by 119%. One of the features  of 

this  growth in trade has been an inc r easing spe ci�l��at�o�, 

espe c i a lly among indus trial na tions making exports 

dependent on a narrower range of goo ds , more s ens i t i ve to 

marl�e t changes . A t  the same time , a much wi der range o f  

importable  goods has beco�e avai labl e ,  making a larger 

s ec t i o n  of  the int ernal e conomy s ens i t ive to  the winds o f  

for e i gn c om�eti ti on . 

New.:Z�aland· ·has;. b.:::8n something of an exception to  

thi s rul e . Sinc e the war , she has b e c ome somewha t l e s s  

dependc _t o n  trad e . Her rela tive dependenc e ,  measured a s  

Export s + Imports ( ) current pri c es , Impo rts a t  C.D.V. was Gro s s  Dom . Prod . 

46.3% in 1950/511 gradua lly falling t o  41.8% in 1960/61, 

and )6.7% in 1970/71. Thi s  i s  insuffi c i ent evidenc e on 

whi ch t o  make too swe eping a g enera l i s a tion, but it is 

s i gni f i cant that tho s e  nations whi ch had the  mo re  libera l  

trade po l i c i e s  J apan , Germany , Sweden experi enc ed 

pro -trade bias ed growth , whi l e  a count ry like New Zealand 
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with stringent control policies, I1ad anti-trade biased 

growth. And economic growth itself was some�hat slower 

in New Zealand, averaging about 1.5% in real terms during 

the 1950s, 1.3% i..J the 1960s. 

The external threat to internal stability takes two 

forms. 

1. Balance of payments disequilibrium surplus 

or de�icit can disturb the steady growth of an economy. 

For example, Britain's post war growth policies have suffer-

ed from the 'stop-go' alternation of rapid expansion and 

relative stagnation largely as a result of the constraints 

imposed on the economy by the serious deficits w:1ic!1 occur 

after eac�'l eriod of expansion. On the other side,.We�t 
-� 

Germany's major economic goal price stability has 

been constantly threatened by the inflationary pressures 

of recurring surpluses. Cnanges in the flow of foreign 

payments lead to changes in internal monetary volume, 

changes in levels of real and monetary demand, re-distri-

bution of income and re-adjustment of production. The 

causes of disequilibrium can be structural market changes 

like changing foreign taste or new products; or they can 

be rando� ever�ts like distant wars or the political decis-

ions of foreign governments. A national government, part-

icularly in the small country case which is assumed 

throughout this work, can hope to offset the effects of 

external events, but has little control over the events 

themselves. 



J 
�. Indus tri es  engaged in  the pro duc tion o f  goods 

whi ch comp..:Jt0 wi t h  imports can b e  s everely aff e c t ed by 

changes in interna tiona l  pri c e s  and by the appearanc e o f  

new subs ti tut e pr6ducts in the world marke t . In an e s t -

abli s�ed indus try , the sudden a ppear�nc e of  compe t i t ive 

f o r e i gn pro duc ts  c an bring lo s s  of  income , unemployment to  

a s e ctor of  the  e conomy and pos s i bl e  economi c de c line to  

a regi on . An infant indus try , trying to  es tabli sh i ts e lf  

i n  a world domina t ed by large int erna tional corpora t ions , 

may face  insupera b l e  obs tac les . 

Th e impos i tion o f  res traints on ext er��l trade can 

have one or bo th of the aims to maintain ba lance o f  

payments equilibrium a>::.d to pro t e c t  internal indus try . 

But bo th int entions arls e from t1"!e desire to insula t e  an 

internal economy from tha effac t s  of external , u�contro llabl e 

eve1'-t s . 

The forms o f  trad e res trai nt arc alm o s t  it<numerabl e , 

but c an be reduced to a f ew broad c a t egories . 

1. Tariff  or Subs i dy. A tax can be levi ed on import-

ed goods to divert demand to the home pro duc ed goods in 

order to  reduc e expendi tur e  on imports  and/or protec t the 

home produc er . A simi lar b�lanc e o f  payments result is 

achi eved by granting a direct  sub s i dy to the home produc er , 

if that subs idy reduc e s  the pri c e  o f  the  commo dity on  th e 

home marke t .  On the  export side , balanc e o f  payments  may 

be  impro ved ( i f  the r e levant elas t i c iti es  are favourab l e ) 
i f  pro ducers ' exportabl e goods are subs i di sed . The t a r i f f  

or subs i dy may b e  a d  va lorec or spe c i fi c , i t  may vary wi th 

the quantity of imports /exports or wi th fluc tua tions in 

fore i gn or home pri c e  l evels ; it may be confined to 



s e l ected products , va ried in severity over a range of 

products, or be a genaral rate on a l l  imports /exports .  

Variation in methods of application ha�e margina l ly diff­

erent results, but for the purpose of theor etical ana lysis 

a given (specific or ad valore� tar±ff on a product or 

range of products is sufficient to s·ho"ltr the genera l  effect 

of a tarif f sys tem. T}le common feature of all tariff/ s ub-

sidy methods is that they attem�t to inf luence domand and 

supply t;!rough manipulation of the price m echan i s m 1 making 

tz1e intornally produced co:71modi ty r e  la ti vely cl!eap. 

2 . Quantitive Co�trol s . T�e obvious a l ternative to 

tariff is· a restraint on the quantity of s elected commodities 

or total imports . This manipulat�s· the marke� by adjus t-

ing volume of s upply , with price changes ( implicit tariff ) 

occuri�g as a side cff8ct of t�e po licy. AgaiH, t\1er e is 

a wide variation in t�e method of administering control s. 

Licences to import can be issued in terms of quantity or 

value , with permitted items specif ied or in respect of a 

range of geeds1 Licences :·.;ay be in t .e �ands of foreign 

suppli e r , domes tic importing agent or dom e s tic end-us e r. 

Origin of imports may be specifi� by countries or cur ren-

cies, or licences issu�d on a global basis. T�.e implicit 

tariff may be col lected in form of tarif f or licence fee; 

a lternatively , r e s a le prices may be co�trolled to prevent. 

importer s  from obtaining monopoly profits. Clearly , depend-

ing o n  the adminis tra ti ve :::Jrocedure 1 ,qff ects wil l  vary 1 

but f rom the point of view of theoretical analysts, it is 

sufficient to examine the general effects a rising from a 

reduction in the availability of imports , and especia l ly 

the demand/supply gap created by such reductions. 
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J. Non-Tariff Barri ers. The 1969 Report of the  •_. . - .  

G.A.T.T. Committee for trade in Indus tri a l  produc t s li s t e d 

some 800 :u.o n- t ar i ff devices for imp edi n g trade . They were 

grou11 ed  in t n ir -ty categorias, of wiich the six t.Jost imp-

- or perhaps the six most ea s ily ide ti f i a ble were� -

(a)'Voluntary' quotas affecting the volurn0 of exports  

by sup:;:>·lier n.:1 tionn. 

(b) Cus toms va lua tio�! r.18thods and procedures e.g. 

the Am er ica n Selling Price system. 

( c ) An.t;.i-:-dum�.Ji:rrz .und .countE;rva iling dut i•a s . 

{ d ) Public procurement polici es and practices. 
(e) Gover�oont ai ds to indu s t ry,  such a s  regi o nal 

po l i c ies , subsidies , a d j us tment assistAnce to 

import comp0:ti tion and so on . 

(f) ·Industrial st anda rds 1 i nc ludi n g technical, 

health R�d nafety r equir ements . 

Such measure s are  often i�troduced for purposes 

oth er than t r ade restraint to provi de employ�ent in 

de presse d are as , pro t ec t tha healt� of the consumer, 

prevent for e ign domination of the home economy e t c . ; 

some times thcly are deli bera t e evasi ons of the spi ri t o f  

G. A. T. T. rule s, substitutes for t h e  tari ffs  and quo ta 

contro ls , banned under G. A.T.T. a gr eemen ts . During the 

last few years, esp e c ially sinc e  the two Kennedy rounds 

of  tariff r e duc ti on, they have been under increas ing 

sc rutiny bo th by econo mi s t s and admini s trators in inter-

national age nci e s . In terms of theoretical analysi s , 

however , they can be re garded as having the same intent 

and effect a s  tari ff  or  quo ta . They result in giving . .  a 

�irect priue ad vanta ge to the home producer, or make it 
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administratively so difficul t and time-consuming t o  obtain 

impor t�cl�arances as to reduce the quantity of goods avail­

able. 

4. Exchange Rat0 Adj�stoent Per�aps tho most� 

obvious, most direc t and most effective method of correc t­

ing ex ternal imbalance is to allow the national currency 

to adjust its value vis-a-vis other currencies. As the 

International Monetary system came under iucrcasing desta­

bilising pressure followirg the return to full conver tabil­

ity in 1958, each year witnessed more and more demands 

for gre.:1ter fl.-..J:::.:ibili ty in exchange rates.� 

However, whil0 exchange r.:1te policy can be defined 

as a useful correc tive measure in terms of balance of 

payments, it canno t be regarded as a policy in restraint 

of trade, if it is no t subj0ct to des tabilising fluctuat­

ions, or used as a trade-war 'weapon' as it was in the 

1930's. The purpos0 of the policy is t o  help reduce 

monetary surplus and deficit, to increase international 

liquidit y  and free-up the exchange of goods and services; 

i t  is essentially a liberal trade policy. It has, for 

example, no function�· a device for protec tion of specific 

industries. Where a devaluation takes place, some tariff-

like advantage accrues to all i1dustries competing against 

imports and to all export-oriented production; 

no protective element enters into the policy. 

oti1en�ise 

This thesis largely confines itself to an examination 

of the impact of the use of the first two measures listed 

above - tariff and quota, Chapter 2 surveys some stan­

dard trade theory, and Cha�ter J extends this to consider 

the protective nature of cont rols in smaal-market count-
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ries such as I.Jew Zealand." Both chapters adopt the normal 

one or two co�modity approach. Chapter 4 introduces a 

t:·lird commodity - t:n:} :con-trad"d commodity. Host theory 

avoids the use of thrue cou1:1odi ties for a :lumber of 

reasars:-

1. Definitio� of what constitutes an import, export, 

or non-traded good is almost impossib�e, 

is shelved until C.a;Jter 9.) 

(Tnis difficulty 

2. Diagrammatically it is very difficult to handle 

more tha1: two comr.:odi ties and this is also left u.:til 

C aptar 9. 

J. T:1c inter-relatio�:ships of three sectors makes 

it difficult to cons true t a :no del whi eh is sim_ule e"!lough 

to allow for rigorous tbeoretical treatment, yet realistic 

enough to have a �olicy ap�lication. 

Chapters 5, 6 ,/ a11d 8, ta1::e the t!Hwreticai model, 

allot to _the various s�ctors values wi ich approximate to 

their importance in the N.Z. economy. T��e cha_,,ters thcc:1 

pr?cess a siople computer simulatio� model of the effects 

of different polici0s OL each of the sectors under a 

variety of conditions ti:.e parar.1�tric conditions being 

represented by elaticities of supply a1d demand in eacl1 

sector. 

Chapter � attempts to take the theory a stage 

further and examine the �ind of external imbalance that 

can arise naturally as a result of a nat ion ' s normal ,: 

economic grol'ltL, a;-,d the three cor.1modi ty a�'1alysis is 

incorporat�d into a set of diagrams. 

important departure from the normal three commodity 
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approach. Most theoretical analysis assume s  the existence 

of three (or two) goods, or bundles of g�ods, produced f or 

three markets. The goods are thus labelled Exports, Non-

tradable and Import goods. Chapter 9 is more concerned 

wi L: the market tl1an wi t�1 t:1e ¥roduc t .  A f ew goods can be 
clearly defi:1.·3d as almos t exclusively l)roduc ed fo1· a spec-

if ic market; e.g. i� New Zeala�d car-repairs are generally 

non-traded; tea and j�t aircraf t arG imported. B'-'.t some 

comnodi ties beloY_g to two or t:1ree markets. Beef is 

produced both f or �ome and f oreign consumption, glass-

ware may be imported, exported or :10:1-traded n .. d so on. 

Ti1us, c·:1a�1ging market conditions can L1.duce two reactions 

f rom producers. 

··�· .(.. -

(a) An alteration of production patterns to produce 

diff���nt coumoditi�s - t�0 re�ctio��.6f 

tradition31 theory. 

(b) A re-directio� of existi�g product towards a 

!!lore at tractive mad� et. 

Especially in tha short run, it is the s econd 

reaction w�ich is t�e more im?ortant and which allows -· . 

supply to be relatively elastic. Thus, the Tr�nsformation 

Curves used in the diagrams of Chapter 9 might more 

accurately be renamed Transf erence/Transf ormation Curves, 

indicating that exactly tbe same result is evident whether 

an old product is re-directed or a new product introduced. 

:Although the maia purpose of this thesis is to 

develop theor�tical models, any examination of such a 

controversial topic is i�complete without some empirical 

work. Good theory should stand the test of practical 

I 
I 
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application �nd should le�d broadly to the same conclusions 

as a study of a particular case. The case study is in 

many ways a much more difficult ex ercis e  because it is 

impassible to select from t:1e ev e nt s of a dynar:1ic economy 

those whic1� arc relev�:nt and those w�<ich are not. In a 

situation where ocny c�angcs we re taking place simultan­

eously , it is ir:1possible to isolate t�1e effects of one set 

of t)Olicy measures ou Internati_onal trade, Tbe m:1Grgence 

of new technology, products, markets and natio ns , t�a 

efforts of International Organisations, the natural growth 

of New Zealand herself , were all f a r  more important 

factors in t;·,e det-ermination of Nel..r Ze&land' s .;conomic 

d estiny and trading patterns than were the, by com��rison , 

?Uny efforts of legislators to mru<ipulate our external 

economy. Decisions nade in Washington , London , Brussels 

and Tokyo were in many ways more important than those 

made in Wellingto�. 

In examining 'evidenc�' about New Zealand's Import 

Control policy , t�1�r>J is considerable conflict. Som e 

producers, politicians and economists prais e d  t�a system 

and some damned it. One could quite easily select evid-

ence to 'prove' that import control had been a total 

s uccess ; equally one could 'prove' its failure. 

In spit e of these difficulties, Chapters 10 - 1'7 
attempt to summarise th3 effect of quantitative controls 

in · .ew Zealand. They do not pretend to present ·a full 

analys�s but rather act as a t est piece to see if the 

-G-Gn-G-.1-u-S-i--Gn-S-O-:f'-:t-h e-t"l-l.eo ry c a.:n b � con.£-i..rm e d or .di...s-Cr e.di-t.e.d-

):>y ·ev,n;.ts The system itself is examined historically, 
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its moti vation explai�ed; there is a summary of the reac­

tion of contemporary writers and commentators to methods 

of e.dministratio;:. of cont r ols n.:d .s. l io c.c: ti o n  of import3. 

For thirty ye:::1rs t�0r0 �avo boen p er i odic outbursts of 

cri ticisw of ir.;port eo �l.trol, boC1. of L'1e f:::1ili .. gs of the 

admi!listrntio."- and of t�1o eco:acmic effects; co!::trnellt, bot:'l 

t er::. ass cs Sl:1ea t. Two �njor diffic�lties occur ia making 

ad historical sur�ey. 

1. Most of th<e comr,,.;:,�t is ml'de by interest ed 

groups - traders, ::nanufacturers, _;:>oli ticia!lS �nd econom,-, 

ists, ai:d muc·:, of it biased b:r a p0.rticuL?lr viu'"Ti:JOiiit. 

T:1e most i;npcrtant grou��. of all - the consumers - is quite 

silent .• 

2 . T�1ere is so much co mm e nt, much of it re�J<::ti tious, 

that it is difficult to se l ect a representative sa��le 

wi t�1out dnnger of s<:Jlocti:i.1g that 1-vhich su�;;ports t�e 

t:.'lecretical co.�clusi:)�< aud discnrding t:;at wh ich contra­

dicts it. 

Finally, the last cha�tcr exami�es relevant statis-

tical i.r1for •. ation �nd .i.Jrocesses it t::; s0e if t·nare is any 

evidence to s�ow whether or not import control in Naw 

Zealand has significantly halp�d or lnmpored i�dustrial 

growth, in gener<Al or in protected sectors. The general 

conclusion tries to tie up t�e results of all three 

aJproaches - tJ1eoreticnl, �istorical and empirical. 

T!1rougi1out the thesis are n number of questio 1s 

--'t'l-hl-� kecy> rectlrring. S-e-m-e--e.g. Que-stion 3 {cha.:_;tet 9) 

are explicitly the cancer� of a p articular cha?ter or 
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chapters. Oth e rs form a co ntinuous bacl:grou:nd to N"�!ich 

constant reference is directly or i�plicitly made. A 

list of th3se questic -_s might forr:1 a u3eful st.3rting 
. .).. ,I)O l�l. L. • 

1. Bnl::HlCe of Pnyr:wnts. Do tariff and/0r 

t:-.. cse i171prove;:H:�nts s�·:ort or loi-:g ter1:1? Caii. trad.J re:stre<i.lts, 

aftGr thoy nrc re;:wvGd? 

2. Scctoral Ben�fit. 

which lose out as a result of controls? Is ny ( Scitovsky-

ion and reallocat�on of implicit tariff? To wl�at d�gree 

::�r.:; controls i:n;;;osed for :1or:-ccouomic reasons :-1s t�1e result 

of political frassure ox0rted by vociferous be�afitting 

J . If controls ar� to 0e us ed, w!iic�: gives tl!e 

Qost satisfactory for� of protection - tariff or quota? 

In particular, which gives the gr e at e st assistnnce to the 

expansion of effici8nt industry? Or is freer t�ad0, with 

or \'lithout flexible exchange rntes, a more sntisfnctory 

alternative? 

4. lfby arc re s traints 0:1 i;;tyorts ge�·1a:a:-ally Dre-

ferred to subs idies on exports or import s ub s titutes? 

Theory would s ugges t  no s ignificant difference iL 

economic cffe:cts. 

5. If import res trictio�s are selective, do they 

licences are issued only for 'e s s ential' commodities 



12 
such ns producer goods, is internal �:a:rn.;.fc.1cturL:�g diverted 

nway from 'd0sirn ble' products with bi �h forward li:1kage 

(e.g. textiles, st0el r::.?J.cbin..;ry) i:;.to 'luxury' i':rcducts 

with :tigb, (im_;:,orted) bacY.:wnrd li:·11cnge (e.g. _t)leasu:::-3 

6. Iu c: full-er.1pluyment economy czn: th<; OX:?-3-·::sio:n 

effects on ot;ters, cspecio.lly c;.:f!ort, S•::::ctors? 
'i. Is .:1 :.ation justified i_; solving its Gl'l'�� �:;:::-ob­

lems by ?Ollcios w!1i c� ��y har� others - i . e . �y 'beggar-

1:q-:twigi1bour ' polici<::s? Is it likely th�t, especially in 
the lo.1g torr.11 simi L � r �-:lollci.-;s by forGigYl gove:r:nmu:-�ts 

cancol out t �o bcnafit�? 

T:1e study of trado restraint cov0rs such n wide 

f i eld that it is necessary to restrict thd examination to 

a rGlatively nar row fi�ld . Alt�ough r�fercnce will be 

�a de to a LUL1bor of importa::1t issues 1 it is not po s s ible 

to devel?P them fully. A�ong the issues ignorE:d are;  

1. The Income distribution effects of di� ierent 

poli ci es . For example, tariff and subsidy are treated 

as being the same policy, because their effects on balance 

of payments  and produce r pro t ec tion are similar, although , 

through taxation and transfer payments, their effects on 

internal income and c onsump tion may b,e very differ ent . 

2. Exchange rate adjus tments is perhaps the most 

direct and effective means of adj ustment , e spec ially of 

trade imbalance and capital movements. However, from 1944 

until 1968, under the post-war Bretton-�oods sys tem , 

vari ations in rate s were generally regarded as undesira b l e . 
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Smnll er countri es t ended to ' ti e ' their  currenci es to  

one o f  the  larger currencies . Over long perio d s o f  

t ime , th e rat e s  could b e  nssumad fixed . 

} .  Capi t�l Co�tro l s . Mos t  nations opera t e d  s ome 

c ontrol over · csp. ta1 �ovemcrit s - to ndjus t · ·balanc e o f  

payments , to encourage or dis coura ge forei gn inves tment ,  

t o  count er speculat ion e t c . Generally h owev e r , th e s e  

controln  wer e not s �e c i f i ca l ly a i�ed a t  trade c ontro l , 
exc e pt wh ere exchange contro l s  were nec es sary as co ncomi t ­

nnt me �sures i n  support o f  expor t  and import c�nt ro l  

r � gulntions . 

Thi s  s tudy i s  primari ly c o nc erned wi th t h e  r e l a t ive 

meri t s  of  a fre e trade po licy o n  the  one hand , and a 

r e s training po li cy on th e o ther . The res tra i nts  cons i d- . .  

ered  are  th e a l t erna tives  of  Tari ff  and Quanti tative 

Contro l . 

In deve loping th e theory o f  trade res traint a 

nu� b e r  of general assumpt i ons wi l l  be ma d e , c o nfo r�i ng 

t o  the  soa l l - c ountry c a s e , and parti cularly to  the New 

Z e a l a nd s i tua tion in the 1 9 3 9 - 6 8  period . Thus i t  i s  

genera lly a s s umed that ext ernal s upply i s  coup e t i t ive -

tha t pri c e  i s  given in  t erms of  f orei gn currency , cons e ­

quently i n  t e rms of  the home currency wi th f ixed exchange 

r-a t e s , and tha t  supply a t  that pri c e  is i nfini t ely 

e la s ti c . Thi s  i s  a reasonabl e  a s sumpti on , a s  the o nly  

f i e ld in whi ch there i s  evidenc e o f  mono poly i s  in the  

provi sion  o f  f r e i gh t , i ns urance  and financi a l  s e rvi c es 

whi ch have never b e e� and canno t � ,  subj e c t  tQ_ quo tD 

r e s rt i c tions . Even if  supply were sub j e c t  t o  manipulation 



by the foreigner , there would be  no act ion open t o  New 

Zealand whi ch c ou ld influenc e that  s upply - i . e .  pri c e  

c o u l d  s till  be given . 
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I t  mus t  b e  acknowl edged that there are exc eptions 

t o  th e general a s sumption . As a small  market , New 

Zealand is open to the dumping of foods by large c o � pani e s  

wi shing to develop  or pres erve a market , or  to  di spos e of  

s urplus  s tQ cks . If  such a dumping i s  of  a permananent 

nature as may , for ins tanc e , be p o s s ible  wi th machine 

t o o l s , there is a s trong argument for welcoming wha t  i s  

i n  ef f e c t , a p e rmanent sub s i dy by a foreigner to  t h e  New 

Z e aland user . Simi larly , a t emporary dumping may b e  

a c c ep t e d  a s  a windfa l l  gai n , ana l o gous t o  the  co nsumer 

gain fro� peri o di c  retai l s tore s a l e s , c onferring a r e a l  

income bene f i t  t o  the r e c i p i ent c ountry , wi thout having 

any s er ious eff e c t  on produc tion . 

C learly , each cas e o f  apparent dumping r e quir e s  

s epara t e  cons ideration . C ount erac tion  can be : 

( a ) A mat ching subs idy t o  internal produc ers t o  

h elp them c omp e t e  wi th the foreign produc t .  

( b )  A t emporary tari ff to  c ount er the dumping . 

( c ) A c ombination o £  tari ff  o n  the f o r e i gn 

commo di ty , who s e  r evenue i s  us ed to  sub s i di s e  the 

home produ c er . 

( d ) A ban o f  the  forei gn goo d .  



Chapt er 2 

The Standard Th eory of  Trade C ontro l 

The simp l e s t mode � , developed fi rs t by Haff�er 

and repro duced in various forms in mos t  t ext - books i llus ­

tra t es  the e f f e c t  o f  c ontrol s  on one commodi ty i n  a s ta t i c  

c omp e t i tive s i tua tion . ( S e e  F i gur e 2 . 1  ) .  

0 '  0 repr e s ents trans port c os t . 

Countri es I and I I  repres ent importing and export -

i�g countri es r e s p e c tively . Free  trade equi l ibrium i s  

when imports  B C e qua l exports E F a t  pri c e  level 0 P .  

If  B ' C '  i s  impo s ed as  import quo ta limi t , c ompe t i t ive 

conqi t i ons wi ll  d e press  pri c e in th e exporting c ountry to 

0 H 1  and rai s e  pri c e  in the importing country to 0 G .  

( i ) Consumers i n  C ountry I move t o  a l ower l evel 

of s a t i s fac tion a s  a result of a ri s e  in pri c e  unl e s s  the  

income effect  of  reduced import payments inc r e a s e s  real  

inc omes s uffi c i ent ly to  o f f s e t  pri c e  e f f ect . 

( i i ) Consumers in Country II  move to  a h i gher l evel 

of  s a t i s fac tion a s  a result of a fa ll in pri c e , unle s s  the 

income e f f e c t  o f  los s  of export earnings reduc e s  real 

inc ome  s uffi c i en t ly to  o f fs et  pri c e  effec t . 

( i i i ) F o r e i gn s uppli ers lo s e  i ncome ( P F x 0 P -

H F ' x O H  ) . 

I f  pri c e  elas t i c i ty o f  demand for the commo dity i n  

3-ottn-t-r-y ------±- I--i- s  -l e-S-S  t h-an unj ty , the countr I I  producer  may 

lo s e  further income . Th e r eleas e o f  non-exported goo ds 
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on the Country I I  mark e t  wi ll  redu c e  his  i ncome in that 

country . If demand e la s ti city i s  greater than uni ty , the 

country II pro duc er may , to  · some .2d�gre e , o f f s e t  hi s lo s s es 

in t h e  Country I market , by increas ing s a l e s  revenue  �n 

Count ry II . 

If Country II repres ent s th e " r e s t of  the wor l d " , 

the si tuation i s  tha t o f  t h e  avai lability of  a l t erna t i ve 

mark e t s  fo r the  produc er . Assumi ng that C ountry I c o nforms 

to Corden ' s  " sma l l  country cas e "  defini tion , the like lihood 

i s  that suppli er  ( Country II ) fac es  a world demand curve 

of h � gh elas t i c i ty .  I� sucn a c as e , the incidenc e of  tari f f  

woul d fall  o n  the  country I consumer . i . e .  th e t erms o f  trade 

e f f e c t  of  tari f f  would b e  negl i gi b l e� 

( iv ) Home produc ers gai n  income , ( C '  G x 0 � 

minu s  C P x 0 P ) whi ch may help  to  o f f s e t  the cons umer 

loss  o f  effect  ( i ) . 

( v ) Ho lders o f  import li c enc es , buying a t  H and 

s el ling at  G ,  make extra profit  B ' C '  L K .  Some or a l l  o f  

this profi t may be  trans ferred t o  government by the impos ­

i t i o n  o f  a sui t a b l e  tari ff or l i c enc e f e e . 

Thi s  s imple  analy s i s  underl ines one of  the mo s t  

important reas ons for the impo s i ti on and ma int enanc e o f  

contro l s . The people  mo s t  likely to  gain from co�tro l -

import ers and home produc ers - normal ly form a di s t inc t ive 

uni fi ed group wi thin a communi ty able  to vo i c e  their  opin­

ions s trongly and to influenc e po l i cy decis ions . P o t ential 

losers are e i th er disuni t ed ,  a s  wi th home consumers , o r  

lacking influenc e ,  as  fore ign pro duc ers . 

This  bas i c  mo del o f  Haffner i s  adapted by H eus er  
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( Co�1tro l of  Int ernati o nal  Trade , 1 9 3 8  ) to  a vari ety o f  

s i tuati ons . Tho s e  of  s i gni ficanc e i n  New Zealand are 

1 .  Wh ere there i s  no dome s t i c  produc t and lic enc es n re 

contro l l ed by one importer o r  importing group , giv­

-- - -ing - monopoly in _  the ir;tpo r t  s i de . 

2 . Where monopoly exi s ts in int ernal pro duc tion and 

contro l i s  des i gned  to gi ve t o tal or partial  pro t e c t -

i o n  t o  int ernal produc ers . Heuser argues  that , par� 

ti cularly in a sma l l  country wi th a relatively sma l l  

mark e t  una b l e  to  suppo rt mor e  than a f ew pro duc ers , 

a !Th? no po l i s ti c  mark et  i s  likely to develop aft er 

contro l ,  even i f  none exi s t ed in the pre-contro l 

peri od . 

i s  i l lus tra t ed in F i gure 2 . 2 . 

A R and M R are th e demand and marginal revenue 

curves . 

A C and M C repr e s ent the forei gn supply and impo r t -

er ' s  �ar ginal c o s t . 

0 N ,  0 P ,  repre s ent free trade quanti ty/ pri c e  e qui -

li brium . If  any quota , such as  0 L ,  i s  fixed , th o new 

supply curve b e c omes A S T and , wi th competi tion among 

impo r t ers , pri c e  could ri s e  to  P ' , wi th P '  F repres enting 

the di f f er enc e between pri c e  paid to  the forei gn suppli er 

and pri c e  pai d by interna l  c onsumer - i . e .  importer ' s  

pro f i t  or impli c i t  tari f f . 

Should a mono po l i s t  contro l i�port li c enc e s  and the 

M R/M- C inter s e c tion li e to  the ri ght of  L T ,  th ere would 

be no addi t ional monopo ly produc er pru fi t ; pri c e  would 

remain  at  P
1

• However , i f  the M R/M C int ers ec tion lay 
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t o  the  l ef t  of L T ,  the  monopo li s t  would reduc e imports  

b e low th e permi t t e d  l evel ( to 0 Q ) and pri c e  would ri s e  

to p I  I o 

I t  can be argued that this is  no t a s i tuation pecu l -

iar to  the contro l o f  import s , but a monopo lis t i c  s i tuation 

whi ch can ari s e  wh ether or no t contro l o f  trade exi s t s . 

However , i n  the abs enc e o f  trade - l i c e�s ing , wi th free  entry 

into trade , th e f a c t o r  mo s t  conducive to  monopo ly growth 

would no t exi s t  and monopoly woul d b e  much l e s s  likely t o  

o c cur . 

Thi s  mo del may help to  explain th e vari�tion of  the  

"wastage " o f  licenc e s  ( s e e pa ge 26 5) from year to year i n  

New Zealand . Relaxing and t i ghteni�g  c ontro ls - moving 

L T ri gh t o r  left  - s e ems to have had as  one of i t s  e f f e c t s  

an increas e or decreas e i n the amount o f  unus ed l i c enc es . 

C a s e  2 Heus er c ompares tariff  and quo ta as a l t ernat ive 

me thods of  pro t ec t ion to  show their di ff erent eff e c t s . 

The tari ff i s  i l lustrated in F i gure 2 . 3 . 

D R and D R are demand and M . R .  curves . m 

N C and N C are  c o s t  and M . C . curves o f  the inter­m 
nal monopo ly producer . 

In  the abs enc e o f  forei gn comp e t i tion ( or i f  forei gn 

pri c e  were above 0 W ) aad wi th pure c ompe t i tion in ternal ly , 

0 W and 0 X would b e  the mark e t  e qui librium pri c e/ quant i ty . 

Wi th monopo ly and no foreign c omp e ti t i on pri c e/quanti ty 

would be  0 L/0 K .  

I f  foreign pro duc ed goo ds are  ava i lable at  some pri c e , 

like 0 A ,  a bove the  free  compe t i ti on pri c e  0 W ,  b�t below 
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the  mono p o ly pri c e  0 L ,  th e e f f ec t  o f  f o r e i gn trade i s  t o  

a l t er t h e  demand curve facing the mono po l i s t  to  A B R ,  the 

s ec tion A B also r epres enting margina l r evenue . The monop -

o li s t ' s  pro duc tion would increase  t o  A F ( =0 E )  �nd the 

quanti ty F B = E M would be import ed . 

Thi s  s i tua t i on could lead to p o l i t i c a l  lobbying by 

the  monopo li s tic  group , asking for s ome  form o f  pr o t ec tion . 

A tari f f  pro t e c tion ( o f  A A '  rais ing pri c e  t o  0 A ' , would 

further i nc r ea s e  the  int ernal production to A '  F ' ,  reduc ing 

import s  t o  F '  B ' . Above point G the t ari f f  becomes prohib -

i tive i n  th e s e n s e  that there a r e  no import s . I t  s ti ll 

p erforms a func t i o n , however , i n  that i t  s e ts  a co�s t rai�t 

above whi ch home pri c e  may no t ri s e  wi thout invi ting forei gn 

c ompeti t i on . The t ariff  pena l i s e s  consumers i n  that a sma l l ­

e r  quanti ty i s  avai lable a t  a higher pri c e , b9t do es provi d e  

extra employment a t  home a t  the  expens e o f  the for eign 

s uppli er . 

Th e use  o f  a quot a  to  pro t e c t  the  interna l monopo l i s t  

has a much di fferent effec t , i llus tra t ed i n  F i gure 2 . 4 .  

Thi s  mo del a t t empts  to  trac e th e l o gi c a l  s equenc e 

o f  a s er i e s  of  event s . 

I ni tially , wi th fore i gn pri c e  0 A ,  the mono po li s t  

pro duc e s  quanti ty A M and quanti ty M B i s  impo r t ed . Monop ­

o ly pro f i t s  are repre s ented b y  the ar ea A M W . � . e .  To tal 

Revenue ( A M X . A 0 - ) mi nus To tal C o s t ( Area under  0 W M)  
A s sume tha t forei gn pri c e  falls  to  0 A ' , i ncreas ing 

imports  to F E ;  monopo ly output  i s  reduc ed to A '  F ,  and 

mono po ly pro f i t  to A '  F W .  Al though there has b e en s ome 
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consumer gain , thr e e  di s advanta ges may a c c rue to the import -

ing  na ti o n . 

( 1 ) Pro duc ers lo s e  s om e  income . 

( 2 )  There may be une�ployment iL that s e c tor . 

( J )  B a l anc e o f  payme�t s may s ho w  a def i c i t . 

The Lext s t ep is · fuat suc c e s s fu l  l o bbying caus es  imp­

o r t s  to h;:: " fro z en "  by quo ta at the ori ginal qun�1. ti  ty 

Ivi B ( = N E  ) . 

The demand curve facing t� e monopo l i s t  change s  dra ­

Bat i cally to  th e l ine P N E R .  Margi na l revenue i s  P Q 

( Broken th erea f t er ) . Resul t s  are : 

( 1 ) Int ernal produc t i s  0 L 

( 2 )  Impo rts  are L K ( = N E ) , unl ess  th e mono p­

o l i s t  also  ho lds the  l i c enc es· i� wbi ch cas e 

they may be l e s s  than L K .  

( J ) Int erna l  pri c e  i s  K T , f o r e i gn pri c e  K V .  

( 4 )  Mo uo poly pro fi t  i s  P Z W .  

( 5 ) I��or t e r ' s  pro f i t  is  U V T X ( shaded area ) . 
An interes t ing result  may be  tha t , i f  t� e int ernal 

produc er ' s  M R and M C  int er s e c t  at  a po i nt b e low world 

pric � , it may pay h im to increas e output  to A F ,  exporting 

the  quant i ty U F ( = L H ) a t  world pri c es . Th e country 

muy thus become a ne t expo rt er . 

Th e model , o f  cours e , i gnores  the likely reac t i on 

o f  forei gn governments .  

A furth er point o t  no t e  is  tha t ;  of  the qua t a res ­

triction  forces  down world pri c e ; the i nt ernal monopo l i s t  

a�d int ernal pri c e  r ema� n una ff ec t ed . The impor t er 
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i s  re duc ed . 
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Int e rnal pro du c e r ' s  expo r t  po t en t i a l  

Th ere h av.e b e en many vari a t i ons and mo di f i c a t ions 

o f  H eus er ' s  b a s i c  mo d e l  i n  po s t -wa r l i t era tur e , no t a b ly 

by F l emi ng , J oh ns on , Ki ndl e b e r g e r  and Me a d e . 

One o f  t h e  mo s t  r e c e n t  and mo s t  s o ph i s ti c � t e d  i s  t h e  

n:..1. a l y s i s o f  J .  Bh a ghwa t i  i n  h i s  a rt i c l e "Mo re i l"l th e E qu i v­

.::l l en c e  o f  Ta r i f f  an.d Quo ta " ( Am e ri can E c o no mi c Re vi evr , 

March , 1968 ) from wh i c h the no t a t ion o f  th e fo l l o-,.ring i s  

t aken . C l ea r l y , the pni.. c e  ef f e c t of  t a r i f f  or quo t a  i s  

dependent o n  t� e r e l a t i ve s lo p e s  o f  the supply and d emand 

curve s , the s lo p e s  being d e t e rmi n e d  by the pri c e  e l a s t i c -

i t i e s  o f  sup�ly and d emand . Thr e e  s i tu a t i ons are a nn ly s e d 1 

i t b e i n g  a s s um e d  t h a t  mos t , i f  no t a l l , mark e t s  a f f e c t e d  

b y  lm Jort C on tro l i n  � ew ' Z ea l a�d f a l l  into one o r  o th e r  o f  

t h e  t h r e e  c a t c ge ri c s  ou t li ned . 

The f o l lowing no t a t i o n  i s  us e d  

s
f 

= f o r e i gn supply . 

s
d 

= dome s t i c  s upply 

P
f 

= f o r e i gn p r i c e 

P
d 

= dome s t i c  pri c e  

C = : .To t a l  c o s t o f  dem.e s t i c  pro du c t 

D = To t a l  domes t i c  d emand 

D
d 

= Tha t  par t  of demand ava i labl e to dom e s t i c  

pro duc e rs . 



Cas e  1 : 
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A s s ume tha t  there i s a comp e t i tive supply from 

abroad , mono poly in  dome s t i c  pro du c t i o n  and conp e t i tion  

among quota ho lders . 

t = tariff ra t e  ( ac tual o r  impl i c i t  ) ,  a s sumed 

ad valo r em . 

The sys t em i s  bui lt  up o n  th e fo l lowing func tions : 

s f = s f ( Pf ) ( 1 ) 

Forei gn supply is  a func tion  o f  foreign �ri c e  

D = D ( Pd ) ( 2 )  

Demand is  a func tion o f  int ernal pri c e  

( 3 ) 

Demand fac ing domes tic  pro duc ar i s  tot�!  demand 

l e s s f o r e i gn s up�ly 

Dd = s d ( 4 ) 

Domes t i c  demand equa l s  domes ti c  supply 

( 5 )  

To tal  cos t i s  a fu�c t i o n  o f  quaati ty pro du c e d . 

= 
5 c 
6 s d 

Marginal revenue i s  e qua ted  to  marginal c o s t  

( 6 )  

( 7 ) 

F o r e i gn pri c e  i s  lower than dome sti c pri c e  by 

the amount o f  the tari ff . 

Th ere are  s even equations and e i gh t  unknowns . 

Usi n g  a tari f f  a s  an i ns trument o f  c ontro l ,  o ne unknown 

( t ) i s  given and the sys t em can b e  solve d . The result  i s  

i llus trated i n  F i gure 2 . 5 .  
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Wi th no  trade barriers , but wi ta  int ernal mono po ly , 

e quilibrium i s  a t  E ,  where the  t o ta l  supply ( Sd f S f ) 

curve m e e t s  t h e  t o t a l  demand . A B is  imported , t�e  res t 

home produ c e d  and bo th fore i gn a nd dome s t i c  pri c e  are  equa l 

a t  0 A .  

Th e impo s i tion  o f  an ad va lorem tariff �� r ai s es the  

forei gn supply curve and pres ent s the int ernal �onopo li s t  

wi th a changed demand curve V U D ,  wi ch i s  to tal demand 

l e s s  the fore i gn o f f er at varying pri c e  l evels . 

The results  are  cons i s te nt wi th He us er ' s mo del . 

1 .  Int ernal pri c e  ri s es to  OX . 
2 . Th e int erna l monopo li s t  reduces pro duc t to  

X M ( = O Q ) . 
3 .  Impor t s  are M N . 

The a l t ernat i ve policy o f  import  quo ta , e qua l to th e 

f'IN quant i ty re sul ting from tar i f f  1 has a diff·erent effec t . 

Th e sys t em i s  

D = P . � Pd
) 

sf 
= S f

( Pf
) 

Dd 
= D ( Pd ) 

Dd 
= s d 

c = c ( s d ) 

b ( P  d S d ) = 
' s d 0 

pf ( 1 + t ) = 

- s f 

� c 

� s d 

pd 

( Pf ) 

( 1 )  

( 2 )  

( 3 )  

( 4 )  

( 5 )  

( 6 )  

( 7 ) 

Whi ch i s  a s e t  of  e quations i dent i c a l  to  the tari f f  sys t em . 
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Equa tion ( 6 )  however , c�n b e  r e - expres s ed i n  two 

dif f erent ways . 

( i ) \-li th tari ff  

\ (pd S d
) b D b pd 6 s f 

( 0 
p d  pd 

(') pd 
sd 

= " sd 
+ D o s d 6 

sf 6 s d 
0 s d 

( .;. i ) Wi th quo ta , Sf i s  f ixed ( n t leas t at  max-

imum ) and therefore p d 
b s f 

� 
= 0 

Thus 

b ( Pd Sd ) 
Pd 6 D 

b pd 
6 s d 

= � + D � 0 

i . e . forei gn supply do e s  ao t vary wi th th e pri c e  l eve l 

onc e the  quo ta has be en f i l l ed . 

The diff erent eff e c t  o f  a quo ta i s  i llus tra t ed in 

F i gure 2 . 6 . 

Dd Dd i s  equal to total  dema�d l e s s  the fixed forei gn 

s u�ply . Th e cons equent M R curve is  much s t e eper t� an  

u�der t ari f f , monopoly product much reduc e d  a Qd pri c e  

s i gni fi cant ly hi gh er . OB = 

OA = 

Cas e 2 : Assume perf e c t  compe tition among i nt er�a l 

pro duc ers , monopo ly ho lding o f  import quo tas . � tariff 

a:.:lal ys i s  is irrel evant . The quo t a  sys t em is 

D = D ( Pd ) ( 1 ) 

s f 
= D ( Pd ) - s d ( Pd ) ( 2 )  

s d = s d ( Pd ) ( J ) 
sf 

= sf ( pf ) ( 4 )  



� f  
MC 
D u 
D d Dd 
Dd M r 
M N = B 
0 Q = A 
0 B 

0 A 

D 
Dd 

A 

' 
' 

F I G  2 . 6 

' 
'M r  

M C  

D 

0 '--------,�,--------------------------� 

= fo r e j en s u p p ] y 
= d o me s t i c su p p l y  
= to ta l rl e ma n d  - a v e r a ge r e v e n u e  
= to t a l  d e ma n d  l e s s  q u o ta . 
= ma r g i n !l l r e v f' n u e  

F = q u o t a  
M = i n t e rna l p r o d u c t  

= fo re i gn p r i c e  
= d o me s t i c p r i c e 

30 . 
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pd 

= p
f ( 1  + t ) ( 5 )  

( ( P d - p ) s f 0 ,, I f 
0 ( 6 )  

b s f 

t repr e s ents the impli c i t tari f f  ( Pd - Pf ) o f  a quo ta . 

Th e o dd e qua tion i s  ( 6 ) . I f  profi t maximisation  equi lib-

r ium i s  d e t ermined  a t  an import quanti ty  equa l to  or l e s s  

than t h e  p e rmi t t ed quota  maximum t h e  equals s i gn ho lds . 

If  no t ,  th en at  maximum permi t t ed impor t  level s , margina l  

profi t  i s  s t ill  po s i tive . 

Th e i llus tration  u s e s  the thr e e  quadrant s  o f  

F i gure 2 .  I 

F o r  eas e o f  analys i s  , the  i llus tration pre s ent�  a 

s impli f i e d  s i tua t ion ; a l t erna tive si tua ti ons give the s ame 

r esul t , but requir e  a more c ompl ex di a gram . 

s f i s  shown as  more c ompeti tive tha::t sd . F r e e  trade 

e qui librium is shown a t  the int ers e c tion of  Sf and DD in 

Quadrant I where t o tal demand is met by import s . Quadrant 

I shows t h e  fun c t i on of equati ons ( 1 ) ,  ( 3 ) , ( 4 ) and the 

hori zontal gap be tween Sdand Sf mak e s  up equat i o n  ( 2 ) . 

Quadrant I I  i l lus tra t e s  equa t i on (5) showing t h e  

g a p  be twe en fore i gn and domes ti c  pri c es at  varying import 

l evels , th e gap b e tween them r epre s enting the tariff r e -

qui red to  pres erve s ome o f  the  mark e t  f o r  the int ernal 
... 

::-'roduc er . Bo th axes are po s i t ive . 0 R = M N = quo t a , 

a rbi t �ri ly s el e c t e d  a t  any quanti ty l es s  than th e f r e e  

t rade e qui l ibri um and gre a t er than z ero . 
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F I G, 2 ,  7. 

P r · c e 

I 

-��---------4R�E�-1n-----------------()� 
0 u a n t i t y I m p o r t s  

m 

Pr f i t $ 

·i • PI d r 11 n t I ' 
' 

S f  = f o r e i gn  s u -p p l y  

S d  = d omes t i c s u p p l y  

D D = d e m a n d  

F = F r e e  t r a d e  e q u i li b r i u m  

M N = D R ::: q u o t a 

0 p = fu l l  q u o t a  price  
0 p t = l e s s  th 11 n  fu l l  q u o t a  pr i c e  
3tM d r"l n  t I I  
P f  = f o r e i g n p r i c e  a t  va r y i n g  i m po r t  l e v e l s  
P d  = d o m . p r i c e a t  v a ry i n R  i m p o r t  l e ve l a  
'.,u ·· d r n n t I I I  
0 T :::: t o t a l p r o f i t  t.o i m po r t e r  

0 R = m a x l m u m  q u o t a 

0 E ::: p r o f i t.  m 'l x .  i mpo r t  l e v e l .  
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Quadrant I l l , also  po s i t i ve on bo th axe s , shows the 

profi t l eve l of  whi c h  equa tion ( 6 )  is  th e deriva ti ve . If 

pro f i t  is s ti l l  ris ing at  import  cut - o f f  level R th e der­

ivat ive is grea ter  than zero for a l l  import l eve ls . If 

it is f a l ling , then at some l evel  l es s  than maximum quo ta , 

the deriva t iv e  i s  z ero . 

Be ginning wi th the " fr e e  trade " e qui li brium o f 

Quadrant I ,  quo ta M N ( = 0 R )  i s  impos e d . If  the ful l 

quo ta i s  imported , pri c e  i s  0 P .  How·ever , the mo:no poli s t  

quo ta holder  may find i t  more  profitable  t o  us 0 .· l e s s  than 

� i s  full al lowanc e , import  only A B ( = 0 E ) in which 

cas e pri c e wi ll be  s t i ll hi gher  a t  0 P ' . 

Cas e 3 : Monopo ly in  domes ti c  product io�  nnd �onopo ly 

o f  quo ta -ho lding .  Thi s  i s , in e f f ec t , a duo poly s i tua tion  

wi th the indet ermina t e  s o lutio� o f  duopo ly analys i s . The 

s o lution dep ends on the relative s trength o f  the suppli ers , 

on their ant ic ipations o f  each o th ers ac ts and their 

reaction to each o th er . I t  i s  reasona b l e  to su�po s e  that 

th ere  wi l l  be  some degree  o f  c o llusio n , at l eas t i n  the 

long run , whi ch wi l l  app.ron c h_ .t_h .. e �xtrecl3 cas e o f  the man-

o po ly of bo th s ec to r s  coming under s ingle contro l . 

i s  then monopo ly wi th two sour c es o f  supply . 

Th e s ys t em i s  : -

D = D ( Pd
) 

s f + sd 
= D 

s f 
= sf ( Pf ) 

c = c ( Sd
) 

Thi s  



i . e . M C .<'  
l. 

= 

= 

M R 

Thi s i s  i l lus trated i n  F i gure 2 . 8 . 

T M C r epres ent s  pro duc er margina l c o s t  and C M 

the  marginal co s t  o f  import s ,  the line T V A being m e  

th e combined marginal c o s t  wi th two supply sourc e s . 

N M i s  permi t t e d  import quo ta . 

Ac tual imports are limi t ed to U G ( = S R ) and 

3 4 

t o t a l  supply is 0 Q .  Forei gn pri c e  i s  0 U ,  domes ti c  pri c e  

i s  0 E .  

In every cas e , the use  of  quo ta rather than tariff 

results in 

( a ) A pri c e  level not lower than and pos sibly 

hi gh er than tha t under tari f f . 

( b )  A redu c e d  l evel o f  import s ,  unl e s s  th ere i s  

no monopoli s ti c  ho ldi ng o f  lic enc es . 

( c ) Reduc e d  int ernally produc e d  quanti ty ava i l� 

able to  consumers . 
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� \C  

0 a 

D D , D M R = d e ma n d  ma r g i  n a  1 r e v e n u e  

c ... · > f = f o r e i. g n su n p l y 

c M = ma r g i n :I  1 c o n  t t o  m o n o p o l y  i m p o r t e r  

'l' c :: Ma r g i n::� l C O G t /s u p p l y  o f  l n t e r n ., l p r o r:l u c e r  

T V A = m e  c om b i n e d  ma r g i n n  1 c o s t  o f  i m p o r t e r/pr o d u c e r 

N M = q u o ta 

0 Q !::: p r o f i t  ma x i m i s i n g qu a n t i ty .  

0 E = p r i c e  

s r = u G = i m p o r t s .  
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Chapt er ) • 

Long Run F a l ling C o s t  

a nd Pro t e c t i on o f  Growin$ Indus try. 

Any pur e th eory analys i s  d f  trade c ontP. o l  i s  a lmo s t  

bound t o  r e sul t i n  th e conc lus i on that f r e e  tra d e  i s  th e 

i d e a l  sys t em and tha t  any int erf erenc e wi th the natural 

m e chani s m r e p r e s ent s  a ' s e c ond-b e s t '  s e t  of poli c i e s . 

Thi s  resul t i s  prima r i ly b e caus e the no rma l a s s ump ti ons 

o f  f r e e  c ompe t i t i on , mobi l i ty o f  goods and fac t or s , z ero 

t rans por t c o s t s e t c . , do n o t  r e c o gni s e  t h a t  adjus tm e n t  

m a y  be on ly part i a l  a nd may tak e  a long t ime t o  wo rk . 

Meanwhi l e  th e s o c i a l  and poli t i c a l  c o s t  o f  change may be 

u na c c ep t a b l e . In e f f e c t , pure t h eory t ends t o  d e a l  wi th 

a world wh i ch ,  i de a l ly , ough t  to exi s t , t o  wh i ch po l i cy 

mak ers o u ght to  a s pi r e . Thus any p o l i c y  wh i c h  di r e c t s  

a c ti vi t y f ur th er away i s  t o  be c o ndemne d . 

Th i s  chapter b e gins wi th t h e  a s sump t i on tha t , for 

good o r  i l l , som e  f o rm of pro t ec t i on is r e qui r e d , �i ther 

for balanc e of payments ad jus tment or for pro t e c t i o n  of 

i nf ant indu s t ry .  I t  do es no t s u gge s t  . .  that pro t e c t i on i s  

d e s i rabl e ,  but s imply acknowl e d g e s  i t s  cxi s t eac e . Th e 

imme di a t e  pro b l em i s  that po s ed i n  qu e s t i o n  3 a t  t h e  end 

o f  Cha p t e r  1 · · wh i ch f orm of c o n t ro l , t a r i f f o r  quo ta , 

i s mo s t  l i k e 1y t o  a cbi eve the d e s i r e d  c o mbina t i o n  o f  

e co nomi c ,  po l i t i c a l  a nd s o c i a l  go a l s ? 
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Wha t  ever may be t h e  r e a s o n s  f o r  t h e  ini t i a l  impo s ­

i t i o n  o f  contro l s , the a r gumen t f o r  t h e i r  r e t e nti o n  i s  

almo s t e nti rely bas ed o n  t h e  n e e d  t o  pro t e c t  i ndus try and 

emp l o ym e nt wh i ch h a s  grown up during a c o ntro l  peri o d , 

o r  on t h e  need t o  i nsula t e  c e r t a i n  i nfant i ndus tri es dur -

i n g  t h e i r  growth po ri o d .  Th e f i rm i s  o p erating o n  a r e l -

a ti ve l y  h i gh c o s t  s t ruc tur e ; wi th s u f fi c i ent h elp and 

enc ou r ag ement thi s i nfant wi ll grow to  enj oy e c o nomie. s  o f  

s c a l e  a nd b e  abl e  t o  comp e t e  wi th f o r ei gn riva l s . Th i s  

cha p t e r  a t t emp t s  t o  exam i n e  th e po s s ib l e  r e sul t s  o f  pro ­

vi di n g  pro t e c t i o n  t o  such a f i rm . 

I t  i s  o f t e r argued that pri c e  c o ntro l l e gi s la t i o n  

c an b e  us u d to  c ount er po s s ibl e mono po ly explo i t a t i on o f  

pro t e c t ed i nt ernal mark e t s  and tha t t h e r e  n e e d  b e  no di f f ­

erenc e b e tween t a r i f f  and quo ta i n  t h e i r  i n t e rnal e f f e c t s ; 

quo t a  i s  the r e f o r e  pref erable b e c au s e  i t s  tra d e  a�d ba l ­

anc e 9 f  paymen t s  e f f e c t  ar e predi c t a ble and i mmedi a t e .  

In fa c t , the i n t erna l e f f e c t s  a r e  l i k e ly to  b e  very d i f f ­

erent a nd t h e  e f f e c t iv ene s s  of  any pri c e  c o ntro l �o l i cy 

very que s t ionab l e . 

In New Z e a land , two kinds o f  f i rm a r e  c o nc e rn ed -

one pro duc ing e n t i r e ly f o r  th e home mark e t , the o th e r  enj ­

oying c ondi t i ons o f  imperf e c t  c om� e t i t i o n  in t h e  home mar ­

k e t  wi t h some  r e s i dual produ c t  f o r  t h e  c o mp e t i t ive i n t e r ­

na t i o na l  mark e t .  The s i t ua t i o n  i s  the s ��; e f o r  b o t h  f i rms , 

but th e dua l m a rk e t  f i rm i s  o f  g r e a t er i nt er e s t . 

Th e main a r gume nt f o r  the exi s t e nc e of , and f o r  t h e  

pro t e c t i on o f  s u c h  a f i rm i s  t h a t  the i n t erna l mark e t  i s  
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s o  smal l  tha t i t  do e s  no t warrant t h e  es tabli shment o f  

a pro du c t i o n  uni t o n  a s uf f i c i en t ly l arge s c a l e  t o  corn-

p et e wi th o ver s e a s  produc ers . In t e rms o f  mi c r o - t h e o ry , 

the d emand curve ( PAR o f  F i g .  ) . 1  ) int e r c e p t s  the long 

run a verage c o s t  curve t o  the l e f t  of minimum . 

We a r e  thus conc ern e d  wi t h  a vari e t y  o f  c o s t  curv e s . 

The lon� run ( average and mar ginal ) curve i s  downl'Tard 

s lo p i ng over t h e  rel evant pro duc t range . I ns i de t h e  long 

run enve lo p e  curve are a numb er o f  shor trun c urve s c o rr e s -

pendin g t o  a � if £ erent p lant s i z e s . The o p ti mum � i z e 
p la n t , tangent t o  minimum point o n  L A  C � s t o o  large t o  

o pera t e  f o r  t h e  sma l l  i nt erna l  mark e t .  

Th e ana lys i s  thus d e a l s  w i th two po s s i b i l i t i es 

1 .  In the long run , i f  i t  i s  pro fi t a b l e  f o r  

t h e  firm , i t  i s  po s s i b l e  to  inc r ea s e  p la n t  

s i z e ( i . e .  vary ' f ix e d' c o s t s ) t o  t ak e  a dvan-

t a ge of  d e c re a s i ng ec onomi e s  of s c a l e . 

2 .  I n  tne s h o r t  run , o p erating wi th a given 

plant , o u t pu t increa s e  i s  sub j ec t to ri s i n g  

ma rginal c o s t .  

In F i gu r e  J . 1  the o p t imur;1 pro duc t i o n  uni t ( SAC ) 
0 

pro du c e s  OQ u ni t s  and i t  c an be a s s umed tha t t h e  wo rld 

c omp e t i t i ve pri c e  is at o r  abo ut OP 1 th e r e  b e i ng many w 

pro du c ers o p e ra t i ng in c o ndi t i ons s uf fi c i ent ly comp e t i t ive 

t o  k e ep pri c e s  a t  mi nimum level . E ven i£ s ome d e g r e e  o f  

c o l l u s i o n  preva i l s i n  wo rld mark et s , pri c e s  wi ll no t b e  

s i gni f i c an t l y  above P • w 
F rom th e p o i n t  o f  vi ew o f  the 

home pro du c e r , P is the  given wo r l d  pri c e . T� e caximum w 
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P A R  = Dem11 n d  i n  dom') c; t i. c mn r k f'!  t 
L A C  = l o n e - r u n  .11 vf' r :t ge c o n t c u r v e  • 

S A C n  '"' s h o r t - r u n  a v  r a � e  c o s t  o f  o p t i m u m  f i rm 

-.� A C 1 = sh o r t - r u n  a v e r a �� c os t  o f  po l i c y  ' o � t i m u m • f i rm 

J 'w = wo r l d  p r i c e 

rh c: po li c y  d e n i r e d  d o mr- n t i c  pr i c e 
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�o Lume of s a l e s  a home pro duc er c an a s p i r e  to in a pro t e c -

t e d  i nt erna l mark e t  i s  0 Qh ' us i ng a l e s s  than o p t i mum 

s i z e  uni t , mak i d g  no exc e s s  pro f i t ,  and producing at a 

hi gh er pri c e  wi th p lant s i z e S A c 1 • Pro t e c t i o n  i s  grant -

e d  the produ c e r  wi th th e expe c t a t i on that th e i � t erna l 

pri c e/ quant i ty w i l l  b e  0 P
h

' 0 Qh
. Th e s o mewha t h i gh er 

' 

�ri c e  i s  r e ga r d e d  a s  a c c e p t a b l e  in order t o  encour a g e  dom-

c s t i c  pro duc e r s , pro vi de emp loyment , develop po t en t i a l  

expo r t s , save impo r t s , e t c . 

Th ere i s , i n  addi t i on , th e long t erm pro s p e c t  t ha t , 

a s  t h e  e c onomy grows , d emand wi l l  increas e ,  s h i f t ing t h e  

A R curve t o  t h e  ri ght and permi t ti n g  further pro du c t  

expans i on  unti l ,  in  time , the home pro duc er wi l l  b e  a b l e 

to opera t e  a t  o p t imum l eve l . 

In New Z e a l and s uch indu s t r i e s  a s  timber pro c es s i ng ,  

bui l di ng ma t e ri a l s , some e l e c t r i c a l  a pp li anc e s , f o o d  pro -

c e s s i ng , l i gh t  m e t a l  and hardwa r e  i ndus t r i es ar 9 among 
tho s e  enj oying t h i s  f o rm o f  pro t e c t i on . 

In th e abs enc e o f  c ompe t i t i on from fo r e i gn suppli ers 

i n  the interna l mark e t , th e pro du c er who wi s h e s  t o  i nc r ea s e  

pro fi t s  c an d i s c rimina t e  b e twe en th e two mark e t s . Th e corn-

bined dome s t i c  a nd f o r ei gn out l e t s  for his produc t gi ve 

him a n  avera g e  r evenue curve PARF in F i g .  ) . 2 ,  and a marg-

i na l . .  r evenu e curve DMRF . Maximum pro fi t s  ar e obtai n e d  

wi t h  a plant o f  s ma l l or s i z e t h a n  t h e  o p t imum SAC , a nd 0 
the pro t ec t ed pro f i t maximi sing plant i s  SAC of F i g .  ) . 2 ,  m 

whi ch c ould we l l  be sma l l er than t h e  SAC 1 o f  F i g .  ) . 1 . 

Th e new SACm 
p l ant wi l l  s e ll OQ

ha t  pri c e  P
m 

on the h ome 
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mark e t  and export Qh Qe at c omp e t i tive wo r l d  pri c es . I f  

M C  c u t s  M R wh ere M R i s  f a l l i n g , i . e .  a b o ve ho rizo n -

t a l  P l ev e l  there wi l l  be no exp o r t s  and t o t a l  pro duc t w 

wi l l  be f o r  th e home marke t .  In e i ther e vent , dome s t ic 

pri c e  wi l l  b e  h i gh e r  than t h e  Ph o f  F i g .  3 . 1 ,  and 0 Qh wi l l  

b e  a sma l l e r  quant i ty th an the 0 Qh o f  F i g 3 . 1 . 

c urrent thinking i n  poli t i c a l  c i r c l e s  s e ems t o  

f a vo ur s ome form of pri c e  r e s traint o n  th e home mark e t  -

i . e .  tha t pri c e  should b e  s e t  a t  a l e ga l  maximum a t  s ome 

p�:f"nt be low P • 
m Such · a po l i cy i nvo lve s a numb er o f  d i f f i c -

ul t i e s  wh i c h  mi gh t  lead to dis tor t i ons o f  grea t e r r.ta gni -

tude than t h e  ori gina l  d i s t o r t i o n  whi c h  pr i c e  c ontro l i s  

d e  s i  g:.1ed t o  cure . 

1 • Pri c e  F ixing Pri c e  wou l d  presumably b e  f ixed 

wi th some r e gard to pro duc t i o a  c o s t s . Unf ortuna t e�y the 

o 11ly way · i n · wh ich co s t s  can b e  a s s e s s ed i s  by a s king. the 

pro duc er ,  or ra th er , by exami.:1.ing e:t e b o o l{ s  wh i ch h e  an"d 

h� s a c c ount ant have pro duc e d . Th e po s s i b i l i t¥ o f  a gov-

errunent · s e rvant making an a c cura t e  a s s e£ smen;t of c o s t s in 

an i ndu s try wi th wh i c h  he is no t fami l i a r  is  r emo t e ; the 

time and e f f ort r e qui red to make such a n  a s s e s sment would 

b e  c ons i d er a b l e  an d r ea.s s e s s·ment wou ld ·b e _  n a c os s ary at 

frequ ent i n t erva l s • . .. . � 

2 • · Adm i ni s-tra t i o n  A l l  c o ntro l s  involve addi t i onal 

bureaucra c y . Pri c e  c ontro l  r e qu i r e s  an insp e c t o ra t e , 

c omplex l e gi s l a t io n ,  c areful po l i c i ng , arbi tra t i o n  o r  

prpro s e c ut idh ; a � l  i nvo lve ext ra co s t ,  c re a t e  i rri t a tion 

and  anlJ.oya n,� � , -argL have ·doubt fu l eff e c t i vene s s . An 
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o •ampl e  wi l l  i l lus tra t e . Th e pri c e  o f  a t i n  o f  frui t c a n  

b e  f i x ed . Can the qua l i ty o f  th e f�ui t , the r e l a t ive 

frui t / s yrup c o nt ent , qua l i ty of pa ckaging , e t c . , be e qually 

well c ontro l l e d ?  With larger i t ems credi t a l l owanc e s , 

d e l i very c o nd i t i o ns , guarant e es , a f t er s a l e s  s ervi c e , 

i ns ta l l a t i o n  charges , e t c . , are a l l  vari abl es whi ch can be 

a d j u s t e d  t o  c onp ens a t e  for unfavourable pri c e  l e gi s l a t i o n .  

T o  b l o ck t h e  l o o p-ho l e s  wo uld b e  likely t o  i nVo lve t h e  con­

s um e r  i n  mo r e  c o s t  thro ugh taxa t i o �  to pay f o r  admi ni s ­

t ra t i o n  than h e  s aved through pr i c e  reduc t i o n .  

3 .  Mark e t  D i s tort i o n  Th e r e  i s  always a danger t ha t , 

i n  s e t t i ng a pri c e  below 11-equi l i briu� " , the supp l i e r  wi ll 

b e  d i s c o ura g e d  and wi ll , i f  po s s i b l e , swi t c h s ome o f  his  

a t t e nt i on to a l t erna t i ve non- c o ntro l l e d  i t ems . By con-

tras t ,  the c o ns umer i s  a t tra c t ed away from subs t i tu t e  

go o ds to t h e  l ower pri c e d i t e� . Thi s could e a s i l� l ea d  to 

the ne c e s s i ty for furthe r somewha t arbi trary pri c e  c ontro l 

r e gu�a t ion s - a pro c e s s  whi ch can c ontinue ad inf i ni tum . 

I t  a p pears that a much mo r e  e f f e c t i ve and e a s i l y  

admini s t er e d  me thod o f  c ontro l i s  t o  r emove t h e  c ondi t i ons 

und er  wh� c h  monopo ly pri c i n g  is po s s ible - that i s , to 

mo di fy the impo r t  contr o l  po l i cy in a ·. ,manner wh ich wi l l  

redu c e the i n t ernal/ ext e rna l pri c e  di s c re panc i es t o  a min­

imum , at the s ame time pr e s erving , as far as  p o s s i b l e , the 

int erna l mark e t  for t h e  i nt e rna l pro duc er . 

The f i r s t  que s t i on a po li c y  mak er mus t aak i s  

wha t  measur e  o f  pro t e c t i o n , i n  t erms o f  pri c e , i s  a com­

muni t y  prepare d  to pay f o r  th e privi l e ge o f  having home-
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produc ed goods ; thi s may we l l  vary from one indu s try to 

another . Le t us a s s ume that t h e  c ommuni t y  i s  prepared t o  

a c c ept a 2 5% ( t ) di f fe r enc e b e tween h o m e  and f o r e i gn pri c e ., 

I f  the home produ c e r  i s  una b l e  to c ompe t e  on th e s e  t e rms , 

t h e  general opi ni o n  i s  tha t h e  i s  no t worthy o f  a s s i s t anc e . 

A t  t he  pri c e  Pw + t ,  f o r e i gn go o d s  are p e rmi t t ed fre e  entry � 

In t erms o f  F i g .  J . J ,  the int ernal pro du c e r  now f a c e s  

a qui t e  d i f f erent d emand curve . A t  OP
t 

( =P + t )  h e  i s  i n  w 
d i r e c t  c o mp e t i t i o n  o n  the home mark e t  wi th f o r e i gu c omp e t -

i to r s , bu t enjoys a pri c e  a dvan tage . 

h e  enj oys monopo ly a t  home . A t  OP h i s  pri c e  i s  given on 
w 

wo r l d  mark e t s , wh e r e  h e  wi l l  s e l l any pro du c t  no t s a l eabl e 

a t  home a t  the hi gh e r  ( OP t
) pri c e . D e�and ( Avera ge 

R�venue ) i s  shown by the l i n �  P t RAF . 

shown by P
t 

RMF . 

Mar gi na l  Revenu e i s  

Th e i ni t i a l  e f f e c t  o f  the tari f f  wh i l e  pl ant s i z e  

r emains a s  i t  wa s b e fore the t a r i f f  a t  SAC , is l i k e ly to m 
b e  tha t the balanc e b e twe en wha t  the i nt ernal pro du c e r  i s  

prepared t o  produc e a t  that pri c e  ( OQ . ) and the quanti t y  1 
d emande d a t  tha t pr i c e  ( OQh 

) wi ll b e  supp l i e d  from 
o vers e a s  

Thi s has t h e  po s s i b l e  r e a l  di s a dvanta g e o f  impo s i ng 

s ome t emporary s t ra i n  o n  th e ba lanc e o f  payment s �  Thi s  

s train c a n  b e  eas e d  e i ther b y  having a l a r g e r  tari f f  l e v e l  

a t  the c o s t  of  hi gh er pri c e s  o r  b y  r e a c h i n g  the r e quired 

t ar iff l eve l by s ta g e s  i n  order to p e rmi t the i nt erna l 

pro du c e r  t ime to a d j us t t o  new c i rcums tanc e s . 
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A po s s i b l e longer t erm r e s u l t i s  tha t , in fac t ,  th e 

pro du c er wi l l  u s e  tha t area o f  monopoly h e  enj oys . Gi ven 

t im e , a larger plant , SAC t wi l l  supply th e h ome mark e t  wi th 

OQh o f  produc t at an i n t e rna l pr i c e  P
t

' above Pw
' wi th an 

addi t i ona l ou tput Q
h 

Q
e avai lab l e  f o r  exp o r t  at  wor l d  pri c e s 

a t  a pro f i t  level gr ea t e r  than t h a t  enj o y e d  a t  i n t erim 

o u t pu t  Q . •  1 

The final po s i ti on i s  i nd e t e rmi na t e . F our s i t ua t i on� 

are po s s i b l e , de pending o n  the r e l a ti onsh i p  b e twe en d emand 

and LAC , and the ra t e  o f  tari ff ( pri c e  di s c r epancy ) 

whi c h  home c on sumers a r e  wi l li n g  t o  a c c ep t . 

( a ) I f  the l o c a l  mark e t  i s  s o  sma ll in r e la ti o n  t o  the 

( b ) 

opt imum produc t i o n  uni t , o r  th e tari f f  in no t suff-

i c i ent ly h i gh ,  th e s i z e  o f  th e produ c t i o n  plant 

supply i n g the home mark e t  would be t o o  sma l l ; i n  

t erm s o f  F i g .  ) . J  SACm would b e  abov e  P
t 

a t  a l l  

point s ; there would b e  n o  hOme pro du c t i o n . Thi s  i s  

a n  a c c e ptabl e  si tua t i o n  from the point o f  vi ew o f  

the po l i c y  maker . Th e c o s t o f  pro t e c t i on ,  mea s ured 

by the tariff i s  the limi t bey�nd wh i c h  the p o l i cy 

mak er i s  no t wi l l i n g  t o  go , a l though c ons i d era t i o n  

mi gh t  b e  gi ven t o  t h e  t empo r ary impo s i t i o n  o f  a 

h i gh er tariff t o  give the pro du c er t ime t o  a d j u s t .  

If SAC l i e s  in such a po s i t i on tha t s ome par t o f  m 

i t  l i e s  b e low P t and MC cu t s  MR be twe e n  P t andR , 

the i n t erna l mark e t  wi l l  b e  s hared b e twee� int e rnal 

and f o r e i gn supp l i ers . 
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( c ) I f  MC i nt e r c e p t s  MR i n  t h e  " mo no po l y "  a r ea shown 

by th e brok en line RM , the i n t ernal mark e t  wi l l  b e  

wh o l ly supp li ed by t h e  int ernal pro du c e r  a nd no 

f o r ei gn t r a d e  wi l l  t ak e  pla c e ;  pri c e  wi l l  be P t ' 

i . e .  gre a t e r than P • 
w 

( d ) I f  HC i n t e r c epts MR to t h e  ri gh t  of  M s ome qua nt i t y  

i n  exc e s s  o f  home demand wi l l  b e  pro du c e d , th e ex-

c e s s  b e i ng export ed at wo r l d  pri c e . I f  t h i s  po s i t -

i o n  i s  r e a c h e d  th e r e  i s  a s trQ n g  c a s e  f o r  a fur t h e r  

r e duc t i on o f  the t a r i f f  l eve l . 

C o nc lus i o n  ( d ) is an impo r t ant one . I f  a s i tu a t i o n  

a ris u s  wh e r e  an i ndus try , pro t ec t ed i n  _ t h e  int ernal mark e t , 

i s able t o  export o n  a ' ma r ginal co s t ' bas i s , th e like l i -

hood  i s  t h a t  t h e  l evel o f  pro t e c t i o n  i s  unnec e s s ari ly hi gh . 

The hi gh e r  pri c e  p a i d  by t h e  int erna l  c onsumer i s  a f o rm 

o f sub s i dy to  t h e  produc er , part o f  whi ch i s  pa s s e d on t o 

the fo r e i gn c o nsum e r . A lowerin g o f  th e t ari f f  should 

have th e e f f e c t  of t rans f erring s ome of th e expo r t e d  pro d-

uct t o  the home mark et at a lower ( i n t erna l ) pri c e . 

Th e bene f i t s  of t a r i f f  a s  o p po s e d to a c o�bina t i on 

o f  quo t a  r e s trai n t  and pri c e  c ontro l are num erous : -

1 .  I t  i s  c o s t l e s s  Th e prime mot ive i s  no t t o  

c o l l e c t  t ari f f  r e venue. , al though s o m e  r evenu e may a c c ru e  

t o Government .  A dmini s tra t i ve co s t s, po li c i n g , e t c . , a r e  

negl i gib l e . Some s aving i s  made i n  di sment l i n g  the a dmi ni s -

tra t i o n  o f  any exi s t ing qua n t i ta t i ve c o ntro l . 

I t  i s  e f f e c t i ve Pr i c e  canno t ri s e  above P + t .  w 
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E xp o r t  s a l e s  s hould no t b e  lo s t . To th e ext ent tha t the 

i n t ernal pro duc e r  expands h e  do e s , i n  f a c t , b e c ome more 

n early c o m p e t i t i ve wi th the f o r e i gn pro du c er . 

J .  C ompe t i tive qua l i ty ; Not- only wi l l  the pr i c e o f  

t h e  home pro duc ed a r t i c l e  c l o s e ly ma t c h  t h e  world pri c e , 

b-u t t h e  qua l i ty mus t  a l s o  be ma de to  ma t c h  go o ds wb i c h  a r e  

r e ad i ly a va i labl e . 

4 .  Exc e s s ive monopo ly pro fi ts are mini mi s e d .  

5 .  Quant i ty ava i l abl e · i s  increa s e d . 

6 .  I f  produc t i o n  expands full emp l o yment and growth 

a r e  mai n ta i ned . 

S e c t or and Indus t ry Growth . 

I t  i s  no t enough mer e1y to exami ne t h e  e f f e c t s  o f  

t a r i f f/ quo t a  con tro l s  o n  t h e  f i rm o r  i�dus try di r e c t ly 

c onc e rne d . Two o th er a s p e c t s  mus t b e  c ons i de r ed . 

( a ) Th e e f f e c t s o f  contro l  on the r e l a ti v e  growt h 

o f  vari ous s e c t o r s . 

( b ) The e f f e c t s  on s e para t e  f i rms ( or i ndu s t ri a � ) 

ins i d e  th e pro t ec t e d  i ndu s try ( s e c t o r ) . 

Th e firs t pro b l em c an b e  i l lus t ra t e d  us ing thr e e  

main s e c t or s  - expo r t a b l e s  ( X ) , :im po r t a b l e s  ( I ) and non­

t raded go o d s , ( N ) - the outpu t s  of the thr e e  s e c t o rs 

mak i ng up t o tal pro duc t , whi ch e qua l s  t o t a l  r e a l  income ( Y )  

Y = X + I + N 

To t a l  expendi ture ( E ) i s  on impdrt s ( M )  i m po r t ab l e s  

( I ) and non- traded go ods ( N ) . F o r  c o nveni enc e , th a t  

p o r t i on o f  expo r t a b l e s  r e t a i ne d  f o r  home - c onsum p t i o n  can , 
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in thi s c o n t ext b e  clas s i f i e d wi th no n- traded goods . 

( Th i s  m e th o d  o f  c l a s s i f i c a t i o n  i s  di s c us s ed mo r e  fully a t  

th e b e gi nni ng o f  Chapt er 9 )  

E = M +. I + ri 

I n  e qui l i brium Y = E and X = M. 

An imp o r t an t  reas o n  f o r  th e impo s i t i o n  o f  impo r t  

contro l s , a t  l ea s t  ini t i a l l y t i s  t o  c o rr e c t  a balanc e o f  

paymen t s  di s e qui l i brium - i . e .  wh en X <.. M ,  M i s  arbi t rari ly 

reduc e d  to e qua t e  wi th X .  Unl e s s  Go v ernment i s  prepared 

to redu c e expendi ture leve l s , uns a t i s f i e d demand is re­

di re c t ed from impo r t s  t owards int erna l ly pro duc e d go o ds -

mo s t  d emand go i n g  t o  impo r t a b l e s  ( whi ch by d e f i ni t i o n  a r e  

th e near e s t  sub s t i t u t e s  t o  t h e  impo r t s  who s e  s upply has 

been r educ e d  ) , s ome to non- traded go ods and s ome to ex­

po r t ab l e s ! D emand pr e s sur e s  f o r c e  u p  pri c e s  i n  the two 

int ernal s e c t o r s ; �his r e su l t s  in a f low o f  r e s ourc e s  away 

from t h e expo r t  s e c tor into t h e  two int erna l s e c tors . In 

a p e ri o d  of growth there n e e d  no t b e  a movement o f  f a c t o r s  

from o n e  s e c t o r  t o  ano the r ;  a d j u s tm e nt i s  b y  t h e  a l lo c a t i on 

of new f a c t o r s  c r e a t e d  by t h e  growth pro c e s s . I f  a r e l -

at ively l ar ge �ro po r t i on o f  growth i s  direc t e d  into i mpor� �  

ables a n d  non- t ra d e d  commo di ty produc t i on , t h e  r e s u l t  i s 

th e aame a s  i f  t h e r e  had in fac t b e e n  a phys i c a l trans f er 

o f  fac t o r s  from the expor t  s ec t o r . In  the long run , i n  

a f u l l  empl oyment e c onomy , th e r e la t i ve si z e  o f  th e expor t  

s e c tor mus t  de c l i n e . Th e n e e d  for import c on t r o l  c an 

thus b e c ome s e l f - perpetua t ing ; a fa l l  i n  exp o r t  r evenu e  

_ , 
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l ea d s  to i n c r e a s i n g  s h i f t  o f  f a c t ors to non- exp o r t  growth , 

whi ch le ads t o  d e c r e a s ing expor t s , r e curring paym ent·s 

d e f i c i t s , and th e ne e d  f o r fur t h e r  c ontro l o f  impor t s . 

Ul t i ma t e ly thi s  may l e a d  to the anoma lous s i tua t i o n  wh e r e  

i t  i s  nec e s s a ry to subs i di s e  s ome expo r t s  i n  orde r  t o  

provi de pro du c ers wi th s a tri s f a c t ory r e turns . The home 

c onsumer pays in  two d irec t i o ns ; h i gh e r  p r i c e s  are r e qu i r ­

e d  f or hi s i n t erna l ly pro duc e d  g o o d s  and , through t a xa t i on , 

h e  pays part o f  th e i n t erna l c o s t  o f  produc ing expo r t s  i n  

order tha t f o r e i gn c onsumers e n j oy low wor l d  pri c e .  

Th e r e l a t ive e xpans i o n  o f  f i rms and indus t ri e s  

wi thin th e p r o t e c t e d  i mpor tabl e s e c t o r  can b e s t  b e  � l lus ­

tra t e d  dia gramma t i c a l ly by . c o ns i dering two f i rms f a c ing 

s im i lar demand s ch e du l e s  bu t wi th d i f f erent e l as t i c i t i e s  

o f  s upi:J ly . 

F i g .  ) . 4  ( a ) and ) . 4  ( b ) s how i dent i c al demand 

curves for produc ers of two c ommo di t i e s  ( or for two f i rns 

wi th di f f erent c o s t  s t ructur e s  i n  t h e  s ame indus t ry ) . 

T� e produ c e r  i n  ( a ) h a s  a r e l a t i vely inela s t i c  supply 

c urve , t h e  pro duc er in ( b )  an e l a fft i c  supply . 

Th e i ni t i a l  po s i tion i s  wi th wo r l d  pri c e  a t  P w 

�li th free t r a de , int ernal pri c e  c a nno t ri s e  above t h i s  

l eve l and t h e  mark e t  i s  s.uppl i e d wi th OQh by the i n t e rnal 

pro duc er and Qh Q
f 

by th e forei gn suppl i e r . Th e import ant 

p o i nt i s tbat , i n  tbe i ni t ial ma rk e t  s t t.a t ion , t h e  two 

f i rm s  ( i ndu s t r i e s ) a r e  i ndi s ti n gui shabl e ; t h e  pri c e s  o f  

t h e  two commo di t i e s  a r e  t h e  s am e  a n d  each pro duc e r  h a s  a 

s imi lar share o f  bi s r e s pec t i ve mark e t . Unl e s s  th e 
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po l i c y  make r  h a s  c ompl e t e  knowl e dg e  o f  bo th f i rms ( indu& -

tri e s ) h e  canno t a s s e s s  t h e  expans i o n  and pri c e  e f f e c t o f  

exc luding f o r e i gn goods . 

The r e s u l t  of  a ban O i l  f o r e i gn go o d s  i s  that bo th 

.(,:' .  L l rms i�du s t r i e s ) expand • I f  f r e e  mark e t  c o ndi t i ons 

rema i n , expans i o n i s  t o  th e i n t er s e c t i o n  o f  MC and AR ; 

in t h e  mo re l i k e l y  event o f  monopo ly contro l o f  t h e  int e r -

na l mark e t , expan s i on wi l l  be much l e s s ; t o t a l  quanti ty 

supp l i e d  wi l l  be OQ • Th e indus try wi th ir,e l a s t i c  SUp!Jly m 

wi l l  expand l e s s  and pri c e  wi ll ri s e  h i gh e r . 

I t  shou l d  be no t e d  t h a t  impo r t  c ontro l need no t 

exc lude go o d s , but only l i � i t  t h em ; t h i s  s imply mo di f i e s  

the r e s u l t s . I n  F i g . ) . 4  the AR line i s  s h i f t e d l e f t  to 

allo'I-'T for impo r t s  a:nd t o  repr e s ent the res i dutul ,_ d:cmc. nd 

ava i l a b l e  to th e i nt erna l pro du c er . 

F i gur e s  3 . 5  ( a ) and 3 . 5  ( b ) s how a somewha t  unusuaJ. 

but qui t e  po s s i b l e  s i tua t io n . C o ndi ti ons a r e  th e s ame a s  

i n  F i g .  J . 4  e x c e p t  that wor l d  pri c e  is  h i gh e r . Ir. the 

ini ti a l  free t r a de s i tua t i o n  the f i rm wi th e l a s t i c  supply 

h a s  a much l a r g e r  share of i t s  ma rk e t  than do e s  the firm 

wi th i n e la s t i c  supply . Th e r e s u l t  o f  contro l s  in tha t  

F i rm A expand s s l i gh t ly from OQh t o  O Q
m 

( F i g .  J . 5  ( a ) ) 

but F i rm B is i nduc e d  t o  r e duc e out put from OQht o  OQ
m 

F i g .  3 . 5  ( b )  ) • 

B o t h  d i a grams i ndi c a t e one o f  the ma j o r  di s a dvan t -

a g e s  o f  imp o r t  c ontro l a s  a po l i c y  weapon . P o l i c y  should 

aim at encoura ging the growth of e f f i c i ent i ndus t ri e s  

whi ch c an expand rapi dly . Co nt ro ls mak e l i t t l e o r  no 
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di s ti nc t i on b e twe en i ndu s tri es but crea t e  c o ndi t i ons under 

wh i ch a l l  indus try expands . 

F i gur e s  ) . 6 ( a ) and ( b )  show the qui t e  diff erent 

eff e c t o f  t a ri f f . Tar i f f  i s  s t i l l  r e s tri c t i ve of impo rt s 1 

r a i s e s  pri c e  a n d  r e duc e s c o nsumer s a t i s f a c t io n . Howe v e r , 

i t  encourag e s  e xp a n s i o n o f  i ndus try B and g i v e s  l i t t l e  a i c  

t o i ndus try A .  I f  F i gur e ) . 6 ( a ) the wor l d  pri c e  i s  ra i s e d  

b y  t a r i f f  t o  P t ' wh i c h  r e pr e s e n t s  maximum pri ce a �d vir t ­

ua l ly exc lu d e s  the po s s i bi l i ty o f  mono po ly . To t a l  qua�ti t y  

s o l d  i s  re du c ed from OQf t o  OQ
e

' and th e i nt er�a l pro duc e r ' s  

sh a r e i s  OQ
t ' l i t t l e  oo r e  than h i s  ori ginal OQh

. 

I n  f i gure ) . 6 ( b )  howeve r , th e pro duc er expa�ds to 

c a p ture a lmo s_t the who l e  o f t.-,� :po s t - t ar i f f  mark e t .  In 

t erms bo th of expans i o n  o f  empl o yme :at o pp o r tu:..'1i t i e s  n nc! i n  

i nc r e a s e d  o u tput a t  l owe r pri c e s  t h e  t a r i f f  pro duc e s � = �  

s a t i s fa c t o ry r e sul t s  than di r e c t  quanti t a t ive contro l . 

A po i � t  o f  int e r e s t  i s  tha t e v e n  a hi gh pro hib ­

i t i ve tari f f , suffi c i ent t o  bri n g  pri c e  up to  t h e  MC/!,R 
i n t e r s e c t i o n  and eff e c t i vely pr e s ervi ng t h e  who l e  o f  t h e  

i n t erna l  mark e t  for t h e  h 6 m e  pro duc e r , is s t i l l  p r e f e r a b l e  

t o  quo t a  c o n t ro l . I t  prevent s mono po l i s t i c  mar gi na l c o s t -

i n_g by s e t t i n .._, a c e i l i ng above wh i ch i nt e rnal pri c e  c anno t 

ri s e . 

F i gur e s  ) . 4 , . 3 ; 5 and ) . 6 i l lus tra t e  in a s i mpl e 

manner the po pular f a l l a c y  wh i c h  leads t o  pro t e c t i o n . Th e 

ini t i a l  s i tua t i on o f  a oark e t  s h a r e d  b e twe en home and f o r ­

e i gn pro du c ers i s  th e  e qui l i brium po s i t i o n . Home pro duc ­

ers jus t ly c laim e qua l e ffi c i en c y  wi th t h e  f o r e i gner , b u t  
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r e s ent s h a r i n g  the mar� e t  at relatively low pro f i t  l ev e l s . 

They argu e  tha t a tnrift' would pres erve th e mark e t  for t h e  

h ome produc er . Th<:: &nnly s i s  o f  thi s Cha p t e r  t ri e s  t o  

demons tra t e  

1 .  I f  t h e  h o c e  pro du c e r  i s  o n  a long run falling L A � 

curve and s ti l l a b l e  t o  comp e t e  wi th th e f0re i gner , tariff 

i s  un:ne c e s s -�ry . He hcs n s trong pro f i t  inc ent i ve to  r e -

duc e c o s t  and 0xpand s a l e s  a t  curr en t world pri c e s . A 

tari ff i s  in thi s s i tua t i o n 1 a movement away frorn e qu i ­

l i br i um . 

2 . I f  the home produc er i s  unable to  comp e t e  wi th the 

foreigner becaus e o f  small  plant s i z e , hi gh int ernal c o s t 

s truc tur e , tari ff o r  quantitative r e s t r a i n t s nay b e  u s e d  

a s  pro t e c t i ve devi c e s  t o  s u s t a i n  a di s e qui librium s i t ­

ua t i o n . 

3 .  Quanti t a  ti ve r e s t ra i n t s  are lilc e ly to  b e  mo � e  di s - · 
tortivc than tari � f . 



Chapt er 4 v  

A Thr e e  S e c tor J.io d e l  

Th e tradi t i ona l type o f  ana lys i s  us e d  i n  Cha p t ers 

2 and 3 has two s er i ous weakLe s s e s 

1 . A though d i r e c tion o f  pri c e  change i s  i ndi c ­

a t ed and s i z e o f  change i s  c l e arly r e l a t ed 

t ·o s upply and demand e ]a· s t i c i  t i e s , f ew a t t ­

emp t s  have been made tr<o measur e  the lik e ly 

s i z e o f  t h e  pri c e  c ha nge . 

2 .  Mo s t  the or y  ana lysi s i s  in t erms o f  a two 

c ountry , two c ommo d i ty mo del a nd , a l though 

m�n t i on i s  frequent ly made o f  a third , non � 

traded c ommodi ty , t h e  thi rd c ommodi ty i s  

s e l dom b�i l t  i n � �  t h e  mode l . o r  c l early 

d e f i ne d . 

J .  Bha gwa t i , i n  h i s arti c l e  ' !nt erna ti_ona l Tra d e  

and E c onomi c Expans i o n ' u s e s  a mo d e l  wh i c h t r i e s  to expr e s s  

s o m e  quanti t a t i ve r e l a t i o nship b e twe en e l a s ti c i t i e s  and 

pri c e  change . Bha gwa ti i s  conc e rn e d  only wi t h  ext e rna l 

( t erms of  trade ) pri c e  e f f e c t s  and c o nfines h ims e l f  t o  a 

two c o mmo dity mo d e l . Furthermo r e , Bha gwa ti a nalys e s  growth 

and t a r i f f  e ff e c t s  and do e s  no t mention quant i tat ive c o n-

tro l . However , h i s  no t a t i o n  i s  a do p t ed h e r e  and extended 

to embr a c e  a thi rd c ommo di ty� and quanti t a t i ve contro l s o 

Th e f o l l owing mod e l  as sum e s  tha t t here are thre e  
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c ommo di ty types , a l l  p�o �uc ed at  home 

I . . . . . . . . . . . . h o m e  produ c e d  importabl es . 

x . . . . . . . . . . . .  exportab l e s  

N • • • • • • • • • • • •  no�- traded goods . 

A more elabore t e  defi�� t i o n o f  the thr e e  s e c tors i c  

l e f t  unt i l  Chapt er 9 .  It  is suf f i c i ent for the mo del  o f  

this chapt er to r e c o gnise . thr e e  groups o f  goods produc ed 

at  h o m e . 

I�portab l e s  ( I )  are ident i c a l  to , or c l o s e  sub s ti t ­

u t e s  for go ods wh i ch may also  b e  supplied from forei gn 

s our c e s . They are all  consumed ir.t ernally , but their  mark e t  

i s  c lo s e ly r e la t ed to th e ext erna l s ec tor , and i :::; s ens i ti ve 

to changes  i� forei gn su�ply condi t i ons . In New Z e a land 

th ey inc lude a wide range of  goo ds inc ludi ng c lo t�ing , 

f o o  t ..... rear , carp e t s , hardware , l i gh t  machi nery , consumer 

durables  e t c . 

Expo r t ab l e s  ( X )  are pro duced  both for home and f o � ­

e i gn nark e t s  and changes in the de�and c ondi tions i� o�e 

marke t  can aff e c t  pro duc tion o r  quant i ty suppl i ed , a n d  

pri c e  requi red  in the o ther . F o r  some , e . g . i n  New· Z e c. l ··- - . -·. 

me�t and Cairy pro du c t s , t imber , pulp and woo l , the  for e i gn 

o. � =-� e -:  is  dominant and pri c e  i s  largely determined by o ver-

t:: ee. s  condi t ions F o r  some - e . g . leather , bui lding ma t -

eri a l s , petroleum pro du c � s . po t t ery and glas s�are - th e 

home mark e t  is  more  importRnt wi th a small surp lus b eing 

expo rted wh e n  fore i gn rr.arket  c ondi ti ons are favourabl e . 
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Thus thi s group could b e  subdivi ded into 

( a ) C o�moci t i e s  pro duced by i ndus tries  which are  export 

orient e d , producing primarily for th e f o r e i gn mar ­

ket  wi th surplus produ c t  s o ld at home a t  pri c e s  

det e rmined a bro ad . 

( b )  C o mmo d i t i e s  _9roduced  · by indus tri es '"hich are inter­

nally  ori ent ed .1 wi tl-1 pric e s  det ermined by i nt e rnal 

demand . 

Non- traded goo ds ( N )  - e . g .  e le c tri c i ty ,  s ervi c es , 

cons tru� t i o n  - are primarily produc ed for int erna l con­

s ump t i o n  and a r e  no t direc tly a f f e c t e d  by  mark e t  c ondi tions 

overs eas . 

I t  mus t be a cknowl e�ged that  the division o f  goods 

i n � o  th e s e  thr e e  c a t e gori es is no l e s s  arbi trary than the i r  

d ivi s i on i n t o  two . Ind e e d  to th e ext ent that such ' nontrP : 

e d ' i t ems as e l e c tri c i t y , hot e l  a c c ommodation , hous in�r , e a ::.� · -

repairs  et c . a r e  i npu t s  into exportable  and import - c ompet i ns 

c ommo di t i e s : t h e y  a r e  j us t as muc h  tradeabl e comrno di t ! es 

( i n  chang e d  f o rm ) as butt er or woo l , whi ch may f i nd a 

mark et a t  home o r  abroad . The j •.J.s tifi cation for introduc in;· 

th e non-· traded good is �o reco gni s e  that a v�ry large pro ­

o r t i on o f  e conomi c a c tivi ty i s  di r e c t e d  to  the int ernal 

marke t , is  no t aware of ( or do e s  no t reac t to ) change s 

i� the ext erna l s e c tor , andreceives only s e condary reper-

cus s io n  eff e c t s  from pri c e  and quanti ty changes in ext ernal 

trade and incomes . 

In addi tion to  the  thr e e  groups o f  commodi t i e s  
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�re du c e �  a t  home ! � h e r e  i s  a f ourth group l a b e l l e d  lm-

po r t s  ( � ) . Th e s e  a r e  go o d s  s u p p l i e d f r o m  f o r e i gn s o ur c e s  

2-:::d i il.t:: J -..J. c' , e  s o ;::J e  eo o d s  r:o t ava i l a b l e a t  h o m e  - t e a , s u ga r  1 

r a i lway engi � e s  2ad c a r go s � i p s ; s o m e  wh i c h  s u p p l e m e n t  a n  

i r�& d e qua t e  h o;n e p r •J '':u c t  · · t o b a c c o , c i t ru s  f r i u t  and c :'l em -

i c a l  f a r t i l i s e r 3 ; an� s om e  wh i c h  c omp e t e  wi t h  t h e  impo r t -

a b l e s  d e f i n e d  a b o v e . 

T�1 i s  mo d e l  a t t em1::: t s  t o  exami "w t h e  e f f e c t  o f  

g e n era l e c o nomi c expans i o n  o n  t h e  d e� a nd f o r  a nd s upp l y o f  

ea ch group , and t h e i r  i r�t e r a c t i o :a o n  e a c ' _  o t h e r . 

( ,"\ ) Pri c es a r e  expr e s s e d i n  t e rms o f  t �� e  

num e ra i r e  c o m�o ct i t y  ( M )  t h u s  

F ( �ri c e  expor t s ) = X 
p ::-<: 
p 

m 

in b a s e y e a r  

( b )  Th e bas e y e a r , p er i o d 0 ,  i s  a s s um e d  t o  

b e  a �o s i t i o n o f  ext e rna � o a l anc e • •  

i . e .  th e val�e o f  f o r e i gn s a l e s  o f  e x p o r t a b l e s  

e quo. l s  t � e  va l u e  o f  inpo r t s . 

( c )  Na t i  na l I n c o n e  ( Y )  i s  a s sum e d  t o  b e  

th e outpu t o f  ful l y  emp lo y ed pro du c t i ve c a pa c i ty . 

An i nc T e a s e  in Y i �  ·j:;h e t  r e s.u l t  o £  ex:pandi!lg � 

c a pa c i ty . No i nc r e a s e  i n  out put c an b e  made by us e 

o f  e xc e s s  c � pa c i � � · : unem� l o y e d  r e s ou r c e s  e t c . 

( c )  I ni t i a l ly i t  wi l l  b e  a s sum e d  th a t  t h e r e  



a r e  no barri ers to  trade and e qullibrium i s  

a t tained b y  rela tive pri c e  adjus tment s . 

No ta tion 

y To tal  output capa c i ty o f  th e ec�omy a t  th e 

b e ginning o f  a time peri o d . 

dY = Increment to capa city during a time period . 

y = dY 
y = Relative growth in ca pac i ty . 

I = Ou t p u t  c a paci ty o f  hom e  Importabl e s  s ec tor 

at b e gi nning of time peri o d .  

Di  = D e�and for importables a t  t�e  b eginning o f  

a time period 

Pi = Pri c e  of i rn2ortabl es 

Ei  = 

E i y  = 

�,i i · = 

0 i y  = 

Pi 
Di 

y 
D i  

( . 12:. ' I 

( y 
I 

bDi 
6Pi 

) 

bDi ) 6 y .  , 

6 I  
61? .  ) 1 

6 I  ) F 

= Pri c e  E l a s t i c i ty o f  demand 

for i1:1�ortables ' Y ' � 

= Income E la s t i c i ty o f  demand 
for inportabl es  

= Pri c e  Ela s ti c i ty o f  supply 
o f  impor tables .  

= Growth Ela s t i -ci ty o f  
supply o f  im?ortabl es . 

Dm = Demand for  Im�o r t s . 

Pm = Pri c e  o f  Impo rt s . 

Emy = ( y  Dm 
oDm ) d Y  = ILc ome elas t i ci ty Q f  demand 

for impo r t s . 

Em = Pri c e  elasti c i ty o f  demand for import s . 
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X = Output capaci ty o f  Export S e c tor 

Dxh = Home demand for exportnbles . 

Dxf = Forei gn demand f o r  exports . 

Px = Pri c e  o f  ex:ports . 

Exh ( Px b Dxh Pri c e  e las±i c i ty o f  = bPX = 
Dxh 

home demand for 
Exportabl e s . 

Exf (� bDxf Pri c e  elas t i c i ty o f  = bPX = 
Dxf forei gn d emand f o r  

exports . 

Exy c-L.. bDxh Income e l as ti c i ty o f  = � = 
Dxh home demand for 

export .:1bl e s . 

� X  ( Px bX ) Pri c e  elas t i c i ty o f  = r b'Px 
= 

supply o f  exportab l e s  

') xy ( y & x  Growth elas ti c i ty o f  = x bY 
= 

supply o f  expo rtab l e s  

N = Output capacity o f  non- traded s ec :tor . 

D = D e mand for non- traded  goo ds n 

p = Pri c e  o f  non-trad e d  goods 
n 

E ( Pn 6Dn · ) - Pri c e  elas tici ty o f  
= Dn � demand for :r..on- tra d e d  n . .  

y oDn goods . 
Eny = ( Dn "6Y = Income e las ti t i ty o f  

d emand for nor:- traded  
go o ds . 

') n = (f.!! bN ) = Pri c e  e l as t i c i ty o f  
N OPn supply of no r .. - traded 

goods . 

0 ny ( y o N  Growth e la s t i c i ty o f  = - = 
N oY 

supply of  non- tra d e d  
goods . 
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'· 

Eff e c t s of Growth on I 

1 .  As a r e s u l t  of growth , th e r e  wi ll be a change in 

th e output of I .  

br dY = I • 
-
oY 

b r  
&Y 

dY 
y 

i . e . The mar gina l  increas e in c a pa c i ty output of impo r t -

b l  ( -6 I  
) a e s  bY mu l t i pli ed by t h e  mea sur e d  change in produc t-

ive � apac i ty ( dY ) is  dep endent on t h e  pres ent outpu t  

l evel ( I )  time s th e growth elas t i c i ty of supply o f  

( � ) . 

or  
oY ) t i m e s  th e r e la t ive g r owth i n  t o ta l  c a pa c i ty 

If growt� e la s t i c i ty 0 f  sup p ly i �  wri t t en n . and ) � y 
�ela t i v e  growth a s  Y ,  the r i gh t  hand s i d e  of the e qua t i on 

c an b e  r e - expr e s s e d .  

I .  f) . • y .J �y ( 1 . I )  

Th e va lue o f  thi s exp re s s i on c an b e  a s sum e d  

posi tive - i . e .  growth i n  capa c i ty wo uld no rma lly l ea d  t o  

i nc r e a s ed outpu t  of importabl e s . 

2 . Growth , l eading t o  inc r ea s ed income , wi ll change 

th e demand for I .  

6o . y 60 . 
dY 

dY o· . ( � � = 
D .  d- y  y oY � � 

Th e ri gh t hand s i de can b e  r ewri t t en : 

. . .. . ") 

D .  � E .  �y y ( 2 . I . ) 

Wh ere E .  = Income e las t i c i ty of demand for I 
:t.y 

Th e value o f  thi s . expr e s sion wi l l  be po s i ti ve unl e s s  

I i s  a n  inf e r i o r  goo d .  



) .  Any pri c e  change wi ll l ea d  t o  a change in the demand 

for I .  

6D . � . 
dP. � 

dP . = D .  1 � 

The ri gh t  hand s ide 
dP . 

P . � 
D .  � 

bD . � ) 6P . � 

can b e  r ewri t t en 

dP . � 
P-:-� 

E .  � 
� -

P .  ( J . i: )  
� 

Wh ere E . · . i s  �ri c e  e l a s t i c i t y  o f  demand for I .  � 

B e c aus e E . would n.orma lly i.Je  n�.g=rti ve 1 · � 

tnis  expres s io :.:  c a m  b e  exp e c t ed to  h a v e  a negative va lu e . 

4 .  Th e pric e  change wi l l  induc e  a changed supply if  I .  

b i  
6P . � 

dP . = I � ( 
P .  1 
I 

dP . 1 
P.  � 

If pri c e e l a s t i c i t y of  supply i s  wri t t e 2 ? i '  t h e  

r i gh t -ha�d s i de i s  r e - expres s e d  

I 
dP 
P .  � 

Tfui s expr e s s i o� wi l l  no rma l ly b e  po s i t i ve . 

To ma i nt a i n  ba l a n c e d  growth i u  the  Impo r t a b l e s  

( 4 . I ) 

s ec tor i t  i s  nec e s s ary t h a t t h e  two sup �ly func t ions shal l  

match the two dema�d fuac ti ons ; 

or  

i . e . ( 1 )  + ( 4 )  = ( 2 )  + ( J )  

( I - 9 · �y  

( D .  E .  � �y 

I s o lating the  

dP . � 
p:-� 

[< Di = ( I 

y ) + ( I . 9· i 

y ) . .  + D .  � 

pri c e  change : -

Eil) - ( I • Q i� )j 
• 1/ · ) - (D . • .i!i .  

I � � � 

y 

dP . � 
� 

]_ 

E .  � 

= 

dP .  � 
� )  l. 

( I ) 

Thi s , the f i r s t expr e s s io� o f  th e model , measure s in  
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t erms o f  d emand , supply , pri c e  and i ncome elas ti c i ti es , 

the  pri c e  adjus tment required to  balanc e th e supply of  

and demand fo r , impo r table s . 

E f f e c t s  o f  Growth on  Imports ( M )  

A conveni ent and reali s ti c  a s sum�t i o z:  i s  tha t t.� e 
supply func tion o f  i mports i� o f  inf i �i t e  elas t i c i ty .  

C er tainly i t  i s  not goi ng to b e  s i gni f i c anlty aff e c t ed by 

growth wi thin  t h e  importing c o unt ry . -i . e .  we can a ssume 

that the growth o f  New Zealand demand is not go ing to  have 

any s i gni f i c ant e f f e c t  on world pri c e s . A�1y pri.c.e change 

aa a result o f  inc r e as e d  demand , and expor t  induc ed growth 

abroad is likely to be negl i gib l e . 

Th e only s i gni ficant im pa c t  o�  impo rts wi ll  ari s e  

f rom increa s ed demand genera ted  by imc r ea s ed income . 

6 D  y 6 D  dY m dY D ( m ) 6Y 
- D 6 Y y m 

m 

or D E y ( H )  m my 

wh en E i s  growth elas t i c i ty o f  demand for import s ,  
my 

.:. ::· · ;j 
and 

dP m 
p m 

- o .  

Thi s , the  s econd �1-.)res s i o n  ir: the  mode l , oaasures 

import growth . 

Eff e c ts o f  Growth on Exports ( X )  

1 .  The output o f  X wi ll i nc r eas e a s  Nat ional Pro duc t 

grows . 

bX dY X ( y bx dY 
= 

X 6Y  y bY 

o r  . . .  V 0 y ( 1 . X )  .1\. . xy 



6 7  

w·h ere nJ i s  growth e las t i c i ty of sup.:_:> ly o f  X and Y = r e l -
xy 

a ti ve growt : ... = dY 
y 

2 .  The int erna l demand f o r  X wi l l  change wi t h  increa s -

ed income , norma l l y  po s i tive ly . bD 
xh (...!... 

bD  dY dY D xh 
6Y 

= 6Y xh 0
xh y 

o r  - D E y-.  
xh X:;f 

J .  Any pri c e  change l'li ll exert a ( n e ga tive ) pressure 

on int erna l demand for X .  
6D 

xh 
p o n  xh dP X X dP D ) bP 

= 
xh D � • r-X X xh . ·x 

o r  dP ( 3 . X )  D E X -
xh xh p-X 

4 .  Th e pri c e  change wi l l  a lso n e ga ti ve ly aff e c t 

forei gn demand f o r  X .  

6 D  
x f  

P .  bD dP 
dP D X xf ) X 

o P x  = 'D X xf 6r p xf X 
dP 

D E X 
xf • 

xf p- ( 4 . x )  o r  X 

� 

Thus , the incr eas e s  re sult ing from growth , r e f l e c t ed 

in ( 1 . X )  and ( 2 . X ) wi l l  b e  part ly o ff s e t  by d e c r ea s ed 

d emand r e su l ting from pri c e  i n c reas e ( J . X )  and ( 4 . X ) . 

5 . Th e pri c e  change wi l l !.po s i tive ly a f fe e t  th e supply 

of X .  
&x dP X ( Px ox 
6� = x X OP  X X 

dP 
X •. / ,  X 

( 5 . X )  o r  = p /X X 



For balanc � d  growth , supply ( 1 . X )  + ( 5 . X )  mus t 

e qua l demand ( 2 .X )  + ( J .X )  + ( � .X )  

( X () • ) xy Y )  + ( X 

6 8  

E • Y )  + dP 
( D h • E h • X ) ( E dPx )  + 0xf • fx • xy X X --

P ... X 
I s o la ting the  requi red pri c e  adjus tment 

dP X 
"T X 

p X 

( X )  
Equa t i o n  ( X )  i s  the thi rd expr�s s i o n  in the  model 

and summari s es growth of the expor t  s e c tor . 

E f f e c ts of  Growth in  Non-traded Go ods : 

1 .  

o r  

Th e ou tput of  N wi ll i nc r e a s e 

oN dY N ( y o N  ) dY 
= . 6 Y  6Y N y 
- N . . (, ./ ny y 

wh ere r1. i s  growth elas t i c i ty o f  supply o f  N .  ny 

2 . Th e demand for N wi ll  increa s e  as  Y increas es 

o r  

6 D  't bD n dY D ( n ) dY oY 
= D . bY 11 y n 

= D E y n ny 

Where  E i s  growth e las t i c i ty of demand f o r  N .  ny 

) .  Any pri c e  as j us tment wi l l  ( negatively ) a f f e c t 

demand for N . 

o r  

bD n 
6P 
D n 

n 

where  

dP = D 

E n 

n n 

dP� 
-p n 

E i s  pric e. n 

bD n 
oP n 

elasti c i ty o f  demand for N 

( 1 . N )  

( 2 . N )  

{ J . N )  



Thi s  i s  ana � o gous t o  ( J . X ) . W e  wou�d exp e c t  th e 

expans i on resulting from ( 1 . N )  and ( 2 . N )  to  b e  part ly 

o.ffs et  by the inf luenc e of  ne gative prri..c e elas t i c i ty .  

4 . Th e pri c e  adjus tment wi ll ( po s i tively )  a f f e c t  supply 

o f  N . 

or 

oN 
6P 

n 
dP n 

dP 
n 

-p n 

= bN 
6P n 

) dP n 
p n 

wh ere () i s  pri c e  :Gla s t i c i  ty o f  supply o f  N 
J n 

( 4 .  N ) 

For  e qui librium growth ( 1 ) + ( 4 )  mus t  equa l 

( 2 ) + ( J )  

( N  • f) • Y )  + . ny 

dP 
< n � )  N • ) n • Pn 

= ( D  
n 

E • Y )  ny 

( V  • E 

i solating the  pri c e  adjus tment 

dP n 
p n 

= 
o �n Eny ) -

( N  · fJ n
) 

( N  • 0 ny U Y 
( D • E ) 

n n 

n n 

+ 

( N )  

Thi s fourth expression  m easures growth i n  the  

non- traded s ec to r . 

Combined Effec t s  : -

I �  i s  wor thwhile  tracing �he e f f e c t s  o f  growth i n  

the various s e c tors  wi th di fferent e l a s ti c i t i e s  o f  demand 

and supply . 

I n  a clo s ed economy , in the  u:.."llikely eve:nt o f  a l l  

elas�i c i ti es b e i ng equal t6  uni ty ( supply , income demand 

�o s i tive , and pri c e  demand negative ) ,  no pri c e  changes 
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are  requi red and e a ch s ec tor would develpp maintaining 

the same r ela tive s i z e  wi th full employment maintained and 

a l l  mark e t s  c l eare d . 

Wi th th e e c o nomy open , however , even wi th ux i t  

e la s t i c i t y  i n  all  demand and suppLy s e c tors , growth l eads 

t o  imbala.i1C e .  

Th e sys t em i s  mo s t  eas i l y  fo llowed by us i ng s impl e  

.!lumeri cal  exami_:>l es . As sume ini t ial equi li brium i n  all 

s ec tors , wi th Y • 100 ( i ndex ) . The r e l a t i ve sizes  of  the 

s ec tors  a r e  as sumed as follows , the si zes roughLy corres -

pending wi th the r e l at ive importanc e o f  t h e s e  s e c tors in 

New Zealand . Th e eff e c t  o f  a 5% growth i s  tra c ed . 

y = 1 00 

dY 5 y dY 0 . 0 5  = = y = 

D .  = I = 20 l. 
D = 1 0 ) xh X = 3 0  

20
) = 

D xf 
= 

D = N = 50 !1 D = M = 20 
m 

p = 1 X 
p 

m 

• • • • • • • • • •  ext ernal bala�c e 

requirement . 

A l l  s ectors , i nt erna l and ext erna l , are balanc ed 

and all  f a c to rs fully employed . 

Cas e A : All  e las t i c i t i es equal to uni ty , exc ept import 

supply = oo 
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Th e eff e c t s  o f  a 5% growth in  capa c i ty , balancing 

each s e c to r  woul d  b e  : * 

A f t e r  1 year : After  2 0  years 

Importables  dP . 
0 0 . ' J.. = 

P .  
J.. 

d D .  = di = 1 . 0  3 3 . 06 5  J.. 
Im-port dP m = 0 o . o o 

p m 
d D = dM = 1 . 0  3 3 . 06 5  m 

Non-Trad e d  dP 0 0 = n 
-p n 
d D = n dN ' = 2 . 5 8 2 . 66 4 

Export  dP = ... 0 . 0 1 7 o .  2_6 9 X 
p 

X 

d X = 1 . 0 30 . 9 2 3 

d D =. o . 3 3 6 . 8 30 xf 

d D xh - 0 . 6 6  3 1 . 3 7 2  

Trade B a l a n c e  : XP - I-1 . p = -1 . 0 1 3  - 3 3 . 4 5 X m 
I ·. ot erna l Ba lanc e 0 . 5 = 0 . l.�% 
* The Comput er Pro gramme us e d  is  s hown: . i n  Appendi x A .  

Int ernal Ba lanc e i s  th e am6umt o f  unus ed c apac i ty 

in  the economy , exp� e s s e d  in  �ni t s  a�d as a perc ent6g e  o f  

avai lab l e  produc tive capac i ty .  Th e po s i tive result  rep-

res ents un�mployed _� fac tors ; a nega tive result  would 

i ndi c a t e  exc ess  demand for int ernal ly produced goo ds . 

In  Cas e A ,  a l l  resourc es  6 f  pro du c t ion for  the 

home mark e t  are ful ly us ed and any exc es s demand i s  allowed 

t o  s p i l l  o ver into impdrts .  Wi th supply growing in all  

s ec tors at  cons tant ra t e s , the  addi t io na l  produc t arrsing 
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f rom int ernal growth i s  absorbed by int ernal demand , but 

po t ential export expansion me e ts falling pri c es and unem-

pl oyment , b ecaus e th ere has b e en no income grow.t.h in demand 

abroad . The ( o . J J )  increas e  in  output o f  exportables  in  

exc e s s  of  home requirements ,  c �n only b e  s o ld overs eas  at  

1ower· pri c e ,  The overs eas pri c e  and int ernal pri c e  are 

liruced , a f f e c ting supply and demand rea c t ion at home and 

abroad . A l l  of the 7% unemployed fac tors in the above 

ana lys is  are  in the export s e c tor . A s  a r esult , defi c i t  on  

trade grows from year  to  year . 

H • P = 2 1  m X . P = 1 9 . 98 !  af t er one year . X 

I t  i s  thi s kind of  s i tuat ion whi ch creat e s  the  

po l i t i cal c lima t e  favour.abl e to  th e impo s i tion o f  full -

employment and res tri c t ive trade po l i c i e s �  C a s e  A s hows 

the  mo s t  "� alanc ed "  growth path imagi nable , wi th d er.-ia :nd add 

supply gro�t �  a s  a li near ext ensio� of  exiB ii�g pat t erns , 
. ' 

wi ll  s t{ ll cause int ernal imbalanc e s  as  a resuit o f  ext er'-

nal for c e s . O�e� a l�ng time p e riod the s i tua tion grows 

s t eadi ly wors e .  Af t er twerity years , 7% o f  exi s t i�g �ap-
. 'a

'
c i  ty i s  uuemployed and the ext erna

'
! trade gap (X . P  -M . P  ) x m 

; 
reach es - :3 3 . 45 in the twenti e th year . 

' 1  

It i s  no t sugge s t ed tha t , in fac t , such an imbalanc e 
I 

would  be sus tained for twenty years . � One can a s sume :· t·�1a t  

the  income l o s s  i n  trade , working through the mul t i pl i er , 

would reduc e growth ra te . Th e model as sumes expen�i ture 

at capa c i ty produc t/j 'ncome. whereas the unemployed  s ector  

r ep; e� ents less  than capa c i ty pro duct/expendi ture po t enti a l . 
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As a r e sult , over twenty year cyc l e , i t  can be  as sumed that 

elast i c i t i es ( par t i cularly grGJWth elas tici t i e s ) would 

become l e s s  than uni ty , dampening down expansi onary forc e s . 

In aadi t i on , one can exp e c t  tha t there would be  

some growth in the forei gn demand , whi ch would reduc e , 

elimina t e , or  revers e the def i c i t . � : F ai ling ·Thi� , - some 

imbalan c e  would r emain .  Thi s  exerci s e  dea ls wi th the s i t ­

uation i n  whi ch t h e  home ec onomy i s  expans ionary rela tive 

to forei gn growth , leading to  defi c i t �  

However , policical  and social  pres : �res a r e  s o  s trong 

as no t to tolera t e  the delay invo lved in wai ting upon the 

working of natural economi c fprc es . Th ere i s  a s t rong 

t emptation to ins ti tute policy  measures  to  has t en or thwart 

the e qui librating e conomi c forces . 

Cas e B I t  can be argued tha t , in  New Zealand , th e 

income elas t i c i ty o f  demand for impor t s  i s  consi derably 

in exc e s s  of  uni ty . T�e maj o r  imports  - motor vehi c le s , 

manufac tured consumer goo ds , inves tment equi pment , e tc . ,  

repres ent tho s e  c ommodi ties  for  whi ch i ncrea s i ng prosper­

i ty crea t e s  increas ing demand . By  c ontras t ,  the inc ome 

e las tiei ty of  demand for exportables is relative ly low 

becaus e our tradi t ional expor t s  o f  dai ry produc e ,  mea t , 

wool t e tc . , r epre s en:t: commodi t i e s , the  consumption of  

which grows li t t l e  wi th increa s ing pro s peri ty . Such 

elas t i c i t i s s  woul d ,  clearly , a ggrava t e  external imbalanc e .  

The pri c e  inelastic i�y o f  home d emand f o r  impo r t s  

may to s ome ext ent be  o ffs e t  i f  th e foreign demaud for 
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exports i s  pri ce  elas t i c , and i t  i s  di ffi cult t o  a s s e s s  in 

advanc e wha t  t�'lewe elas t i c i t i e s  are lil� ely to be . The 

tradi ti onal  markets  o f  a small  country �ike New Zealand 

are no t s ens i t i ve to  supply o f f er pri c e  changes  e s p e c ially 

i f  export ( fo r e i gn import ) quanti t i es are  contro lled  by 

quo t a  arrangements . Pri c e s  are det ermined o :;.·. the roreign 

�arke t , and the home produc er i s  lik ely t o  be  a pric e - taker , 

unable  to  i nfluenc e s a l e s  volume by pri c e  adjus tment . Th ere  

are , however ,  two areas  whi ch are likely to  b e  hi ghly s en­

s i t ive to pri c e  change s . 

( a ) Po t ent i a l  mark e t s , especia l ly thos e  in  low-

income devel o ping countri e s , are  thos e  approaching inc ome 

l ev e ls whe r e  pro t ein goods are b ec0mi ng an increasing part 

of the d�� t .  A small  reduc tion in the pri c e s  of s ome of  

New Zealdnd ' s  standard meat  and dairy exports  mi ght w�ll  

l ead to  a large  increas e in quan t i ty s o ld . 

( b ) A range o f  ' new ' export produc t s  ia th e 

manufac turing s e c tor , current ly produc ed for  the int ernal 

mark e t  a t  pri c es margina lly above world pric es , mi gh t  add 

new c ommo di t i e s  to the exportable group . 

Income ela s ti c i ty of  demand for non- traded goo ds 

i s  also  like ly to b e  grea t er than uni ty , again b ecau s e  th e 

t er t i ary s ec to r , whi ch i t  large ly repres ents , i s  that 

wmi ch t ends t o  grow mo s t  rapidly wi th increas i ng pro s peri ty . ·. 

Ri s i ng income · increa s e s  demand f o r  roads , educa tion faci l ­

i t i e s , int erna l communi c a tions , power , entertainment , 

hol idays , hous ing , e t c . Some o f  this  wi l l  b e  import e d ,  

but mos t  wi l l  be  suppli eQ from i nt ernal  r esourc es . 
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Cas e B as sumes the f o llowing elas ti c i ti es , 

i . e .  wi th inc r e a s ing incomes ,  pri c e  d�mand elas t i c i ti e s , 

are low , income demand ela s ti c i t i e s  are high f o r  impor t s , 

importables  and non- traded goods , low for exportables ; 

forei gn pri c e  e l a s t i c i ty o f  demand i s  high . A l l  supply 

elas ti c i t i es ar e uni tary , exc ept for the supply of import s ,  

l>rhi ch i s  infini ty . 

Supply 

� i = 

0 iy  = 

1 X = 

0 xy = 

1 m = 

? n = 

� ny = 

Th e resul t :·_o.f 

adjus tment leads 

Impo r table s : 

dP . 
J.. 

� 1 
di = dD . 1 

Impor�s : 

dP m 
-p m 

dD = M m 

to  

= 

= 

= 

= 

Dema:rid 

1 E . = -0 . 5 1 
1 E .  = 1 . 5 1y 

1 E = -0 . 5  xh 

1 E = 0 . 5  xy 

00 E = -0 . 5  m 
1 E = -0 . 5  

n 

1 E = 1 . 5 
E

my 1 • 5 
E ny 

pr"'il� balancing each s ectiS"t- by 
the f o l lowing : 

After  One Year : A f t er 2 0  Years : 

+ 0 . 0 16 0 . 3 3 3  

1 .  3 3 3  5 2 . '/ 1 1  

0 0 

1 . 5  6 4 . 95 '1 



Expo r t s : 

dP X = 
p X 

dX = 

dD xf 
= 

dD X}l = 

Non-traded : 

dP n = 
p n 

dD =dN = n 

Ext e rnal Balanc e :  

Int e rnal Balan� e ;  

76  

-0 . 0 2 -0 . 38 4  

() . 1)23 25 . 0 3 2  

0 . 576  1 5 . 238 

0 .  3 46 9 . 7 4 4  

+ 0 . 166  0 .. 3 3 3  

3 . 3 3 3 1 2 1 . T/ 9 

- 1 . 3 18 -6 3 .. 2 18 

-0 . 58 9 - 4 4 . 1 9 4  

R e qui red increa s e  in  output i s  in  exces s o f  t o t a l  

increas e d  capac i ty , and i s  likely to  c au s e a si tua tion o f  

oYer-ful l employment wi th cons equent inflationary tenden-

c i es . 

The ext erna l and int ernal imbalanc es �hewn in thi s 

case  are , o f  cours e ,  u�reali s t i c . Th ey show th e exc e s s  

demand whi ch would be  gener-at e d  if incomes are permi t t ed 

t o  exc e e d  full capa c i ty l eve l . In real  t erms there canno t 

exi s t  such an int.ernal imbalanc e ;  the  value ( - 44 . 9 4 4  ) 

shown indi cates  a l eve l o f  demand whi dh mus t remain un-

s a t i s f i e d  and i llus tra t es th e kind o f  demand pres sures 

whi ch can b e  genera t ed by growth when increas ed income 

induc es  a desire in  a co mmuni ty �r c ommo di t i e s  beyond 

their means : - i . e .  i t  repre s ents an extreme c a s e  in 

whi ch mar ginal propens i ty to  c omsume out of  increased 
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income i s  great er than one . The c a s e  is  perhaps typi c a l  

of a developing country where a Aoal l  income increas e above 

subsi s tance l eve l brings about an awareness  of hi therto 

unknown consumer goods and genera t e s  an exc e s s i vely hi gh 

( and inflati onary ) level o f  denand . However , i t  i s  not 

unrea li s ti c  in t erms of  a developed country such as New 

Zealand where a desire to r each una t t ainable improvement s  

i n  th e s tandard o f  living induc es  a readines s t o  me e t  pre s -

ent demand out o f  future income by credi t  purchas e .  Th e 
pres enc e o f  full employment , s ecuri ty , expec ta tions o �  

pros peri t y , ond t h e  desire  f o r  improved living s tandards 

con wel l  l end to  a ' spendipg s pr e e ' p e riod whon MPC approa-

ches  or exc eeds uni ty . I t  i s  unreali s ti c , however , to  

assume tha t such a phenomenon i s  likely to  continue  over 

n long p e riod . The kind o f  e l a s t i c i  t i e s  in C a s e  B may-;-
occur over one o r  two time periods , but no t o ver twenty . 

I t  wou ld be tedious a�d unnec e s sary t o  enumera t e  

all po s s i b l e  cas e s . * A compo si t e  tnb l e  showing the eff e c t s  

o f  diff erent ela s t i c i t i e s  should be  suffi ci ent ly i l lus -

trative . ( S e e  Tabl e ) . 1  ) . 

is  

Th e po s si b l e  co�binntions of  the s e  elns t i c i ti es 

nlmo s t  endl e s s . ( 40776 x 10 9 4 ! ) . However , th ey 

be redu c e d  by the following argument s . 

can 

1 . Growth elas tici t i es ore  rnuch s tronger tha� pri c e  

elas ti c i t i es i n  det ermi ning trends resulting from national 

i ncome growth . The eff e c t  o f  pri c e  c l n s tici t i e s  i s  to  

* A l i s t  of  result s  from s el e c ted  e la s ticiti e s  i s  shown 

on pa,5es 96 - 108 . 
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modify �h e gene r a l  t r end . I f  therefore , pri c e  e l a s t i c i t i es 

are o s suo e d  e qual t o  uni ty 1 there should b e  l i t t l e  di s to r t -

i o �  o f  t h e  f i aa l  r e sult . In New Z e a l and , the wa g e  s t ruc t -

ure uhi ch t i -c s  i nc ome c lo s e l y  to pri c e  increa s e s  e ff e c t i vely 

turns any o vera l l  Dri c e  i nc r ea s e  i n t o  i ncome growt h . 

2 . 

d er.�a.nd . 

Th e exc e p t i o n  t o  thi s rul e  i s  in the f i e l d  o f  expo r t  

Pri c e s  o r e  d e t ermi ne d by f o r ei gn mark e t  c o ndi t i o ns 

and c anno t be r e l a t e d  to i nt e rna l growth . Unl e s s  t h e  

for e i gn d e�and i s  i n c r ea s i n g  wi th i �c r e a s i ng pro s p eri t y , 

the �ark e t i s  li k e ly to b e  s e� s i t ive to pri c e  c ha ng e s . A S  

wo rl d pro s p eri ty i nc r e a � e s th e demand f o r  manufa c ture d  

go ods expands r e l a ti vely f a s t er than tha t for th e primary 

pro duc t s  wh i ch f o ro Hew Z e c l and ' s s t a p l e  expo r t s . I t  is 

r e a s onabl e ,  t h e r e f o r e : to a s sume tha t f o r e i gu pri c e  e l a s t i -

c i ty o f  d emand f o r  expo r t s  i s  gr e a t e r  than uni ty . 

3 0 Supply e l a s ti c i t i e s a r c  l i k e ly to vary over t ioe . 

N ew Z e c l and ' s inpo r t ab l e s  and non- traded go o ds a r e  d ep e nd ­

ent f o r  growth o n  i nves tment and new c o ns tru c t i o n , no t 

o n l y  o f  pro duc t i o n  �ni ��  bu t o f  pub l i c  wo rks such a s  

t rans po r t , powe � , training and e d uc a t i o n . In the sho rt 

run , growth e la s t i c i ty i s  l ik e ly to  b e  low . I n  t h e  l O ng-· 

run 1·::'. L1 :-:ll <.J gro�·: t� · o f  ,:;. laX' <:£ :> int erna l marke t ,  l a r ge -

s c a l e  i nv e s toent may produ c e e c o nomi e s  o f  s c a l e  whi ch 

provi de gre a t er e l a s t i c i ty o f  s upply . However , t rade 

r e s tra i n t s  are no rma l ly inspired by s hort -run inba l anc e s  

t o  corr e c t  sudden adve r s e  movements in fo r e i gn t r a d e . 

They t 8nd t o  rema i n  f o r  l o n g  p e r i o ds . 
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By contra s t ,  , primary produc t s  can b e  expanded 

rela tively �o r �  eas i ly �n the short run , by explo i ta t i o n  

o f  exi s ting s to c k - fore s t , farm and mine - by labo ur s aving 

methods , by i n c r e a s i ng s to ck per a c r e , e t c . Long run 

expans i c � , in c o �tna s t to manufac turin g , may we l l  show 

lower growth elas t i c i ty th a n  short - run expans i o n . 

Th e a c tual values  one give s to  e las t i c i ti 0s i s  

pure ly arbi trary ; varying the va lues simply exa ggerat e s 

or  oodi f i e s  a t endency . C a s e  C subs t i tut e s  in t o  t h e  

mode l the value ( + 1 . 5 for elas t i c i ti es as su�ed gre a t er 

than Uili ty and 0 . 5  for elas t i c i t i e s  l e s s  tha n u:1i ty . 

C a s e  C 

( + ) T�us , a l l  elas t i c i t i es are 

r ·  = 0 . 5  ) iy 

� ny 
= 0 . 5 

E .  = 1 . 5  
J.:.Y 

E n.y - 1 . 5  

E - 0 . 5  xy 
E = 1 . 5  my 
E = 1 . 5  xf 

1 exc ept  
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The results  are . . 
.. 

Af t er One Year : After Twenty Years : 

Importabl es  dP . 0 . 025  0 . 4 9 9  1 = 
P . 1 

dD . = di  = 1 3 3  1 
Imports  dM = : dD = 1 . 5 6 4 . 95 7  m 

Exports  dP - 0·. 0 1 8 -0 . 3 5 3 X = 

p 
X 

dX = 0·. 96 4 26 . 7 42 

dO xf 0 . 5 3 5  1 3 . 6 9 9 = 

dD xh 
= 0 . 428 1 3 ·. 0 4 2  

Non-Traded  dP 0 . 025  0 . 5  � :.. n = 
p n 

dN = dD = 2 . 5 ,  72 ·, 6 6  4 n 

Ext ernal Balanc e = -1 . 3 3 -6 3 . 1 3 3  

Int ernal Balanc e = 0 . 5 3 5  22 . 8 5 6  

Thus , b e c a u s e  of the l eaka ge i n t o  imports , 

growth l eads to def i c i t  and unemployment . 

( a ) there i s  s t i l l  8ome unemployment . Us ing 

1 �  o f  ori ginal 100 c a pac i ty output as a uni t 
TOO 
o f  produc tive resourc es  0 . 5 4 uni t s  are unus ed . 

( b ) 

Us ing 1 
loo 

Inflationary exc e s s ive demand i s  apparent . 

o f  ori ginal 100 full employment income 

as  a uni t of demand , exc ess  demand equals 0 . 42 

uni t s  mor e  than full employment i ncome o r  � 0 . 96 

uni ts  more than real i nc ome ( = a c tual produ c t  ) .  

( c ) Pri c e . ri s es threat en t o  make the import -
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competing s ector  non-competi t i ve agains t impo.:tt e d  

goo ds .  

( d )  There i s  a defi c i t  on forei gn payments  . •  

Th e results  a f t er 20 years of such growth are : 

Capaci ty Output=Full Zmploymen t  real inc ome = 26 5 . 3 dM-6 4 . 9 

Capac i ty Outpu t =Ful l Employment real i nc ome=26 5 . 3 = 16 5%growth 

Imp o r ts = � 4 - 90 = 3 25% " 

Exports  ( Vo lume ) = ' $6 .  7 4  = 18 3% " 

( Va lue ) = 36 . 7 1 =:- 8 4% " 

Importab l e s  ( Volume ) = 5 3 . 07 = 165% " 

( Value ) = 7 9 - 5 4  = 2 98% " 

Exportab l e s  ( Vo lume ) = 2 ) . 0 4  = 1 30% " 

( Hor�.e consumed ) ( Value ) = - 1 �  . •  1 9  = 4 9% " 

Non .  traded ( Volume ) = 1 3 2 . 66 = 16 5% " 

( Value ) = 1 9 9 . 0  = 2 98% " 

=. dP . = 0 . 5  l 
p i  o.r. ;; = 0 . 35 3  
P· :· 

X 
dP 0 . 5  n = 

p 
n 

dP = o . o  m 

Thi s  kind o f  analys i s  ge es  some way towards 

8 �plain�ng the limi t ing and s omewhat inc o ns i s t ent c onc lu-

s i ons arrived at  by the us e  o f  tradi �io na l two -country , 

b""o - commodi ty analy s i s  to  whi ch trade the ory i s  largely 

c onfined . 
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For exa �p l e , I . F .  Pearc e , " Internat i onal Trade "  

( MacMi lla� , 1 9 70 ) , Chapt er 10 , o ne o f  the mo s t  r e c ent and 

comprehens ive t exts in Trade Th eory , conclude s  thtit some 

of  t h e  benefi ts  of  growth wi ll b e  lo s t  aa a r esult  of  

demand c � �n g a a  advers ely a f f e c t ing t e rbs of  trade . Th e 

cha�ge in  welfare  i s  primari ly d e p endent o n  demand 

elas t i c i t i e s  * 

dw 1 
c

2 = + p 1 dO l � 1 '  . ·  

� I  + E
22  + 1 

'rlhere dW = change in welfare 

= Home marginal  propens i ty to consume 

for e i gn prdtdu c t . 

E � ' = Forei gn elas t i c i ty of demand for 

pri c e  of  home commodi ty . 

E
2 2  

= H �me e la s t i c i ty of demand for pri c e  

of forei gn commodi ty . 

P
1 

= Pri c e  of  home commo di ty 

0
1 

= Full employment home output 

= Change in  income wh ere P 1 i s  

cons tant ( numeraire ) 

Th e resul t s  of such an� overs implified model  show 

that dW < P iO, i . e .  that , as scmd.ng Marshall -Lerner s tabi lity 

�ondi tions ( E • 1 1  � E
22 + 1 < 0 )  and c 2  po s i tive , only 

part of  increas ed welfare due to  growth ac crues to  th e 

h ome country , b e c aus e terms o f  trade t end to move a gains t 

th e growing  c ountry . 
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Thi s  conc lus i on i s  no t support ed �y empir i c a l  

obs erva t i on ;  sinc e World War I I , terms o f  trade movement s 

have rended to favour tho s e  c ountri e s  wi th the h i gh e s t 

growth ra t es , e s p e c ially wh ene grmwth i s  in manufac turing 

- e . g .  Germany , J apan . 

�he normal two - commodity , two country c onclus i on 

i s  modi f i e d· .when the  third , int erna l , c ommodi ty i s  intro ­

duc ed , under any o f  the following condi ti ons . 

( a ) When the int ernal s ec tor i s  very large re la t i ve 

to the ext ernal s ec tor e . g . U . S . A .  where 

marginal propens i ty . to import  is  0 . 0 4 , the lo s s  

i n  welfare due t o  any pos s ib l e  shi ft  i n  ter�s o f  

trade i s  ne gli gi b l e  ; import  pri c e s  are �o t 

likely t o  ri s e  s e gni fi can� ly . 

( b )  I f  growth i s  c entred in the importable s ec t o r  -

i . e .  supply ( growth ) elas t i c i ty of importabl e s  

i s  hi gh , a ddi tiona l  import- type goods  may b e  

suppli ed f rom int ernal pr:> duction  wi th a po s s ib l e  

quant i ty r e duction i n  impor t s  and negli gible 

effect i n  import pri c e s . 

( c )  If  income ( growth ) e las t i c i ty of  demand for 

exportab l e s  is hi gh , and supply ( growth and pri c e )' 

e lasti c i  t i e s  o f  supply are low , export  pri c e s  . .  

are no t likely t o  fall . If  the  forei gn country 

i s  also growing ( at a s lower ra t e , but wi th hi gh 

growth demand elas t i c i ty for home goo ds ) ,  

export vo lume may increas e even wi th c ons tant 

or hi gher pri c e s ' 
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The mo s t  impo rtant r e s ervation that mus t  �e borne i n  

m i nd wh ea cons i dering the mo del i s  t h a t  i t  d e a l s  wi th the 

growth of the h ome e c o �o my relat ive to the growth of tho s e  

f o r e i gn e c o •:wmi e s  ( the r e s t  o f  the wo rld ) whi ch are her 

trading partners . Trading imbala .·.c e.ll o f  t:1e k i nd indi c a t ed 

are �-lo t l ikely t o  o c cur i f  o ther economi es  a r a  groui:i.1.g a .1d , 

wi th growth , d emand for home expor t s  i nc r e a s e s . Wha t  i s  

e mph a s i s e d i s  t h e  interd epender.c e of  countri e s  whi ch depend 

o r. trade . No s ingle  country can sus t ai :.: a growth ra t e  

w�i c h  i s  o u t -o f - l ine wi th general trends . 
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Table ·::f, . 1  Effe c ts o f  Various Elas t i c itie s  on Grow th ·j(J£':)�+' · . · �-.. ) ··. 
.. _ ... ,. ...... . " •  

"ny 

"ny 

"n 

Tin 
E

ny 

E ny 

E n 

E 
n 

ll xy 

fl xy 

1l x  

O n  S e c t or 

) 
< 

> 

< 

> 

1 
1 

1 

1 
1 

rap i d  e xpans i o n  

slow e xpansion 

rap i d  expans ion 
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Chapt er ) . 

Eff e c t s  o f  Po l i cy Al t e rna tives , 

Wi th Given Growth Ra t es . 

r . : Thi s se c tion  us es  numeri c :LU  vaJues to i llus t ra t e  

t h e  p:.t":obubl e  e .f.fe c t s  of'  a l  t ernat iva po l i c i e s  i n  diff erent 

s i tuations . It  mus t b e  emphas i s ed tha t , in tLems e lves , 

th e nuilleri cal  values ob taine d have li t t le s i gni fi c anc e . 

Th e i r  s i gni fi canc e li es in comparing each s et of  r e sult s  

wi th the o thers , and r e c o gni s ing the relative e ff e c t s  o f  

various measures i n  a given s e t  o f  ci rcums t anc es . 

Th e results , a s e lec tion o f  whi ch appears an the 

c ad of this chap t e r , \'le re  derived on th e following. 

a s sur,1ptions : 

1 .  s ..,ctor  S i z e : The three i nt ernal supply s e c tors are  

given ini t i a l  values o f : 

( Equiva lent compu t er no t a t i on given in brackers ) 
I ( XI ) 

X ( ZX )  

N ( ZN ) 

= 

= 

• irt:.Jport.:1bles  

Ex.c-ortablas  

Non- traded 

20 
= 30 

= 50 

Demand s ec tors are  given ini t i a l  values 

D .  ( DI ) = l 
D ( m ) = 

m 

Dxf ( DXF ) 

Dxh ( DXH ) 

= 

= 

D ( DN )  = 
n 

demand for importables  = 

demand for  imports  = 

forei gn demand for = 
Gxportabl es 
home demand for e = 
exportabl e s  

demands for non- traded 
goo ds -= 

20 

20 

20 

1 0  

5 0  
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Ini ti a lly , all s e c tors , internal and ext erna l , 

have balanc ed supply/demand . 

2 . Pri c e s : A l l  pri c e s  are given a 1 . 00 ( i ndex ) 
s tarting va lue . 

] .  Growth : Y ( ZCapf � Product  = I + X +  N = 100 

i n  bas e  time peri o d , is  as sumed  to grow a t  a c ons t ant 

rate  o f  5% . Thus , over twenty time -peri ods capa c i ty 

Y grows from 100 t o  �6 5 . 4 .  

4 . Elas t i ci t i e s : F i f t e en elas t i c i t i es are u s e d . 

'] iy Q ny 2 xy ( GIY , GNY , GXY ) are growth supply 

elas t i ci t i e s  for the thr e e  internal produ c i ng s ec t ors . 

They are as s umed to  b e  pos i t ive and uni ty ( 1 . 000 ) 

throughout , repres enting ' ba lanc ed ' growth po t ential ; 

i . e .  e ach s ec tor expands po t ential ou tput a t  s% per  

time  perio d . Us ing uni t values is  f o r  conveni enc e of 

c omputa t i on . The model  is con6 erned wi th measuring 

effec t s  wh en o ther elas tici  t i e s  ( supply ""lri c e , demand 

gro,.!th and demand pri c e ) are l e s s  than , e qua l , to , or 

greater than growth of produ c t ive capaci ty . 

Supply o f  impo rt s i s  a s s umed infini t el y  elas t i c  -

i . e . pri c e  remains unchanged ( u�l e s s  tariff  is 

impo s e d , affec ting i�t ernal pric e only ) and qua�t i ty 

suppli ed vari es  t o  m e e t  demand . No e la s ti c i t y  va lue 

need be introduc e d  into the model . � · 

Q i Q :n Q x 

supply . 

( GI , GN , GX , ) are pri c e  ela s t i c i t i es o f  

Three var i a t ions are  us ed : 0 . 5 ,  1 . 0 ,  1 . 5 ,  

r epre s ent iag inela s t i c , uni t and elas t i c  value s . 
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( EIY , ENY , EXY , EMY , ) ar e  grmwth 

( income ) e l a s t i c i t i e s  of  demand for th e four demand 

s ectors . They are vari ed through 0 . 5 , 1 . 0 , 1 . 5 . 

F orei gn d emand i s  exc luded a s  b e i ng no t related  t o  

i nt ernal growth . 

B .  E E E..::. ' E :t n xb. xf m ( EI ,  EN , EXH , EXF , EM ) are pri c e  

e las t i c i t i es o f  demand , as sumed negative and vari ed 

through - 0 . 5 ,  - 1 . 0 ,  - 1 . 5 .  

5 .  Pro ce s s : Th e adjus tment mechani sm of  Cha�t er 4 i s  pro -

cu s s ed t o  gi ve the pro gres s ive results o f  a twenty-time 

p eriod growth s eque nc e  showing th e followi ng r e s ul ts . 

dD . ( DPI ) = dl ( DZI ) In order to balanc e increa s e d  l 

d�mand ( dD . ) a ma•chi ng inc r ea s e  in supply ( di )  i s  
l 

required • dP . ( DPI ) shows the  required pri c e  a d j u s tm ent . l 
dD 1 ,  dD f ( DDXH , DDXF ) show the  changes in  hom e and X 1  X 
forei gn demand for exportab l e s  and th eir  su� repre s ents 

r e quired s upply growth ( dX ) . 

dP ( DPX ) shows pri c e  adjustment , the s am e  in bo th X 
int ernal and forei gn mark e t s . 

dDr� ( DDN ) = dN ( DZN ) s hows demand/supply balanc e r e qui re-

ment for non- traded goods . 

dPn ( DPN ) s hows pri c e  adjus tment . 

dD ( DDM) shows change in import demand . m 

dP ( DPM) s hows int ernal pri c e  c hange . Ext ernal pri c e  m 
remains unchanged a t  1 . 00 . 

A l l  the s e  c hanges are  shown i n  perc entage  terms . 

This  i s  dDxf • Px - dJ
m 

• Pm wh ere 

P = 1 . 0 ( ext ernal pri c e ) .  
m 

�· t ernal Ba lanc e : 
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A negat ive value shows an externa l def i c i t  and a 

pos i tive value a su rplus . Each value repres ents bal�n-

ee � for th e t ime p 8riod in quo s tion - - i t  is no t 

cumula ti ve . 

Int ernal Ba lanc e : Thi s  i s  To tal Iht ernal Capa c i ty 

minus To t a l  Demand , i . e .  ( 100 x 1 . 05n ) ( :)i + Dxh + 

Dxf + Dn ) where n i s  th e numb er of years of gr owC • 

A nega tive va lue repres ents exc ess  demand on r e s ources  

and indi c a t es relat ive s trength of  over - employment and 

i nflationary pres s ure s . A pos i tive value indi c a t e s  

exc e s s  c a pa c i ty and r e lat ive unemployment l eve ls . 

Th e two balanc e va lues  are  shown i n  a b s o lute  t erms 

and mus t b e  rela t ed to current trade and capac i ty l evels . 

S e c toral Balanc e can be  judged by c omparing the r e quired 

growth of the s e c tor wi th th � t o tal c apac i ty maximum . 

6 . Limi tation o :f  Model : Th e  ma j or limi tation. i s  that the 

model  t akes  no account of  varia t i on i n  th 8 f o r e i gn 

s ec tor . In p articular i t  mus t  b e r e c � gni s e d t h a t , i f  

o n e  as sum e s that growth i s  taking plac e  abroad and 

tha t  there wi ll be s ome  autonomous growth i n  demand 
for expo r t s  and some autonomous change in �ri e e s  o f  im­

po rt s , th e results  can b e  cons iderably mo di f i ed . A ny 

such as sumpti ons could readi ly b e  intro duc ed o f  s uff ­

i c i ent information were avai labl e for a s s e s sment o f  

t h e  for e i gn s ec tors . 

7 .  Poli ci e s : I t  i s  as sumed  tha t any o ne of  thr e e  po li c i es 

can b e  f o ll owed : 

( a )  Free  Trade Pri c es and quantities  a r e  a l lowed 
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to adjus t wi th no int erferenc e from governme.nt . 

( b) Tariff  A 25% tari f f  i s  impo s ed , rai s ing int ernal 

import  pri c e  to  1 . 2 5  i . e . in calculation P m 

� � � ( interna l ) has a value o f  1 . 2 5 and demand for  

imports  i s  adjus t ed . For ext ernal ba lanc e P retains m 

a va lue o f  1 . 00 .  

{ c )  Quant i t a t ive Contro l In each t i �e peri o d  th e 

level o f  imports  i s  re s tri c t ed to  the value o f  exports  

o f  the previous period . Any exc e s s  demand f o r  impor t s  

is a s s umed to b e  dj.verted t o  importables  ( two · thi rds 

of  exc e s s  import d� �and ) and non- traded goo ds ( on e -

third o f  exc e s s  import demand ) .  This  allo c a t i o n  i s  

arbi trary . I t  i s  assumed tha t any demand diver t e d  

from impo rts  wi l l  largely b e  channelled into the  

c los e s t  sub s t i tu t e s  { import�bles ) ,  s ome goi �g into 

non-tradhl es , wi th a ne gl i gi ble { zero ) amount going to  

exportab l es . 

Adjus tments to  t h e model are thus : _ 

From previous t ime peri o d . 

D = Df . P m X X 

Equa t i on I becomes 

dPI 
PI 

( D .  
= 

then 

dD . = D .  J.. J.. 

J.. • E . - I • I)' . ) Y + 0 • 6 6 dD 
J..Y J..Y m 

I • ') i D i • Ei 

E y + D .  E .  · .. y J.. J.. dP·: · + 0 .  3 3  dD . . 1 m 
p:-J.. 



E qua tion  ( N ) becomes  

dP ( D  . E . n ::: n nl:: • 
--p- N n 

and 

dD - D . E . y n n ny 

- :  ii • Q ) nl:: 

• ? n D -

n 

+ D . E n 

;:[ 
• 

n 

9 4  

+ 0 .3 3  dD m 

E n 

dP n 0 • 3 3  dD -p + m n 

8 .  Resul t s :  Over Boo combina tions o f  elas t i c i t i es were 

pro c es s ed , using  thr e e  po licy  variations . Th e f o llow-

i ng tables  show the result s  · o f  time period  1 and 20 

for 2 1  s el e c t ed combina tions and are suff i c i ent to 

show the vari ety of  probl ems which c o nfront an economy 

during the growth pro c es s . 

Interpr e t ation The result s  shown o n  t h e  next few 

pages mus t  be int erpre t e d  very carefully . They do no t 

pret end t o  prophesy wha t  � happen under given po l i c i e s  

aad grol"Tth condi t ions ; they take each s ector i n  turn and 

produc e the balanc e r equirement for tha t s ec to r  under 

given growth rat e s , supply and demand e l a s ti c i ti e s , and _ 

the required pri c e  adjus tment needed i n  that s e c to r  t o  

bring about balanc e ; the balanc e requirement may i n  f a c t  

r e present  a n  unattainable s e t  o f  condi t ions . 

Thus , Cas e 1 a s sumes a l l  elas t i c i ties  ( ex c e p t  supply 

of impor t s ) equal to uni ty growth is as ' ba l anc ed ' as 

p o s sible . Under F r e e  Trade t h e  Importabl e ( D . ::: I ) and l. 
Non-traded ( D  = N )  s ec tors expand by 5% t o  mat ch produc t n 

( To t . C ap . ) growth a nd no pri c e  adjus tmant i s  r e quired 

f o r  s ec t o ra l  balanc e . Demand for impor t s  ( Dm )  a l s o  inc r e -

a s es by 5% . However , i n  order t o  s e l l  i ncrea s ed exportab l e s  
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abroad i t  i s  necessary to  reduc e export pri c e  by 1 . 7% ,  

whi ch has th e e f f e c t  o f  reducing output o f  expo rtabl e s  

s li ghtly below ful l c apa c i ty . The final· e f f e c t  i s  that 

home demand for exportab l e s  ri s e s  rather more than 5% ( by 

6 . 6% ) be caus e o f  th e pri c e  fall , but forei gn demand ri s e s  

only by 1 . 6% , becaus e n o  idcreas ed demand i s  as sumed  a s  a 

result � o f  growth in f o r e i gn incomes .  To t a l  dema �d for 

exportables is thus ra t h er l e s s  than capa c i t y  wi th the  

result  that  Int ernal Balanc e , shown in  the  last  col umn , is  

0 . 5 uni t s  o f  idle  capa c i ty ( i . e .  0 . 4 ;% of  new to tal  capac -

ity  o f  105 uni t s ) .  Inc r e a s ed f o r ei ga sales  a t  th e l ower 

pri c e  result  in increas ed forei gn r e c ei pts whi ch are no t 

suf f i c i ent to ma tch inc r e a s ed ex9enditure in  impor t s . 

Ext eraal Balanc e thus shows a d e f i c i t .  Over a twenty y e ar 

period the level  of  unem�loyment and the trade defi c i t  

grow t o  1 8 . 7 ( ? %  o f  t o t a l  capa c i ty )  and 3 4 . 0  r e s p e c t i vely� 

Tari ff  i s  abl e to e l imina t e  deficit  in the s�ort : 

t erm and reduc e i t  in the  long t erm .  By i t s e l f  however , 

tari f f  do e s  no t correct  th e unemployment prob l am . Thi s  

i s  b e caus e the  a s sumption i s  that tariff wo rks on  impo r t s  

only , absorbs t h e  spendi ng power repres ented b y  i ncreas ed 

int 8rnal pri c e  of import s and do e s  no t divert  demand to  

the  int ernal s e c tor . A changed a s sumpt ion - e � g . tha t 

tarif f  revenue  were re- di r e c t ed to  int ernal d emand -

would give resul t s  more like  tho s e  for th e contro l ?O l i c y . 

Th e cont ro l po licy elimina t e s  Ext ernal Imba lanc e 

and s t imula tes  suffici ent a c tivi ty t o  ensure  full employ­

ment a t  the expens e  o f  hi gher  pri c e s in the Int ernal s e c tors . 



CASE 1 .  

E la s ti c i  t ie s  

% C hange in : 

Fre e ( 1 t . p .  
Trade ( 20 t . p .  
Tar- ( 1 t . p  
iff  ( 20 t . p  
C on- ( 1 t . p .  
trol ( 20 t . p .  

EFFECTS OF VARI OUS POLIC IES ON S EC TOR EQUILIBR IUM - SELEC TED ELASTIC ITIES 

TJ iy 
1 . 0 

To t .  
Cap 

5 · 0 
1 65 . 4 

5 . 0  
1 65 . 4 

5 . 0 
1 65 . 4 

Tiny 
1 . o  

D . = I l. 

5 . 0  
1 65 . 4 

5 . 0  
1 65 . 4 

5 . 8 
1 92 . 2 

1l xy 
1 .  0 

TJ . l. 
1 . 0 

P .  l. 

o . o  
o . o 
o . o  
o . o  
0 . 8 

1 0 . 1  

TJn 
1 . 0 

0xh 

6 . 6 
245 . 4 

6 . 6 
245 . 4 

6 . 6 
245 . 4 

TJ X 
1 . 0 

E .  E E E 
1.y ny xy y 

1 . 0 1 . 0 1 . 0 1 . 0  

0x r p X D =N n 

1 .  6 
3 1 . 9  

1 . 6 
3 1 . 9  

1 . 6 
3 1 . 9 

- 1 . 7 
-2 7 . 9  

- 1 . 7 
-2 7 . 9 

- 1 . 7  
-27 . 9  

5 . 0 
1 65 . 4 

5 . 0  
1 65 . 4 

5 . 6 
1 86 . 8 

E .  l. 
- 1 . 0  

p 
n 

0 . 0  
o . o  
o . o  
o . o 
0 . 6 
8 . 2 

E E h E f n X X 
- 1 . 0  - 1 . 0  - 1 . 0  

D p m m 

5 . 0  o . o  
1 65 . 4 o . o  
-20 . 0  25 . 0  
1 02 .  1 25 . 0  

o . o  o . o  
-4 . 5  o . o  

E m 
- 1 . 0  

Ext . 
Bal .  

- 1 . 0  
-34 , 0  

3 . 9 
-2 1 . 4 

o . o  
0 . 1 

Int . 
Ba l .  

0 . 5  
�i e. 7 

0 . 5 
1 8 . '1 

0 . 0  
2 . 5  

= = = = = = = = = = = = = =� = = = = = = = = = = = = = = = = = = = = = = = == = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = =  

CASE 2 .  

E la s t i c i ties  

% C hange in : 

Fre e  ( 1 t . p .  
Tra de ( 20 t . p .  

( 1 t . p .  Tariff ( 20 t . p .  

C on - ( 1 t . p .  
trol ( 20 t . p .  

fl iy 
1 .  0 

T o t . 
C ap .  

5 . 0  
1 65 . 4 

5 . 0 
1 65 . 4 

'll ny 

1 .  0 

D . = I l. 

3 . 3  
92 . 6 

3 . 3  
92 . 6 

5 . 0 3 . 8 
1 65 . 4 1 05 . 7 

fl xy 
1 .  0 

P .  l. 

fl ·  l. 
1 . 0 

- 1 . 7  
-33 . 3  

- 1 . 7  
-33 . 3  

'lln 
1 . 0 

Dxh 

3 . 8 
1 1 2 . 6 

3 . 8 
1 1 2 . 6 

- 1 . 2 1 3 . 8 
-26 . 6 1 1 2 . 6 

TJ X 
1 .  0 

0x r 

E l.Y 
0 . 5 

1 . 4 
30 . 6 

1 .  4 
30 . 6 

1 .  4 
30 . 6 

E ny 
0 . 5  

p X 

-2 . 8 
-53 . 8 

-2 . 8 
-5 3 . 8 

-2 . 8 
-53 . 8 

E xy 
0 . 5  

D =N n 

3 . 3  
92 . 6 

3 . 3  
92 . 6 

3 . 8 
1 03 . 1  

E my 
0 . 5  

p n 

E l. 
-0 . 5  

- 1 . 7  
-33 . 3  

- 1 . 7  
-33 . 3  

- 1 . 3 
-2 7 . 9  

E E 
n xh 

-0 . 5  -0 . 5  

D m 

2 . 5  
63 . 8 

- 1 0 . 0  
43 . 9  

0 . 0  
-37 . 0  

p m 

o . o 
0 . 0  

25 . 0  
25 . 0  

o . o  
o . o  

Ex f E m 
-0 . 5  -0 . 5  

Ext . 
Bal . 

-0 . 8 
-20 . 7  

1 . 7 
- 1 6 . 7  

-0 . 2  
-0 . 5  

Int . 
Ba l .  

2 . 0  
83 . 0  

2 . 0  
83 . 0  

1 .  6 
75 . 2  

= = = = = = = = = = = = = = = = = = = = = = = = = = = = = � = = = = = = = = �= = = = = = = = = = = = = = = = = = = = = � = = = = = = = = = = = = = = = �= = = = = = = = = = = == =·= = = = = = = = = = = = = = = = = = = = = = = =  



CASE 3 . 

Tj iy 
Elas t i c i t i e s  1 .  0 

% Change in : !Tot . 
C ap .  

Fre e  ( 1 t . p j 5 . 0  
Trade ( 20 t . p  1 65 . 4 

T ' ff ( 1 . t . p .  ar1  ( 2 0  t . p .  
C on- ( 1 . t . p .  
trol ( 20 t . p .  

5 . 0  
1 65 . 4 

5 . 0  
1 65 . 4 

TJ ny TJ xy 
1 0 0 1 . o  

D . =I 1 

6 . 0  
2 20 . 7 

6 . 0  
220 . 7 

7 . 0  
25 8 . 0 

Tj . TJ n TJ x E .  E 1 1Y ny 
1 .  0 1 . 0 1 .  0 1 .  5 1 .  5 

P .  Dxh Dx f p 1 X 

1 .  0 9 . 0  1 . 5 - 1 . 0  
2 o . o 1 3 89 . 3  1 6 . 4 - 1 0 . 2  

1 .  0 9 . 0  1 . 5 - 1 . 0  
20 , 0  3 89 . 3  1 6 . 4 - 1 0 . 2  

1 . 9  9 . 0 1 . 5 - 1 . 0  
3 1 . 7 3 89 . 3 1 6 . 4 - 1 0 . 2  

E E E . E E Exf E xy my 1 n xh m 
1 . 5 1 u 5 - 1 . 5 - 1 . 5 -· 1 .  5 - 1 . 5  - 1 . 5  

D =N p D Pm ! Ext . Int . n n m 1 Ba l .  Ba L 
6 . 0  1 . o  7 . 5  -0 . 4 0 , 0  I - 1 , 4 

220 . 7 20 . 0  324 . 8 o .  o 1 -64 . o - 3 1 . 4 
I 

6 . 0  1 .  0 -30 . 0  25 . 0  ! 6 . 1 -0 . 4 
2 20 . 7 20 . 0 1 76 . 6 25 . 0  - 34 . 4 -3 1 . 4 

6 . 8 1 . 7  0 . 0  o . o  -0 . 1 - 1 . 0 
304 . 6 29 . 4 4 . 5 o . o  o . o  -5 3 . 8 

======== = ===========================-=====================-= -===============-=============� ==�====================== 

CASE 4 : 

T] iy Ti ny Tlxy Tj .  Tin TJ x E .  E E :E E .  E Exh E E 1 1Y ny xy my 1 n xf m 

E la s t ic ities 1 .  0 1 .  0 1 .  0 0 . 5 0 . 5 0 . 5 1 . 0 1 . 0 1 .  0 1 .  0 -0 . 5  -0 . 5 -0 . 5  -0 . 5 -0 . 5  

% Cha nge in : I Tot . D . =I P .  Dxh Dxf p I D =N p I D p ! Ext . Int . 
Cap . 1 1 X I n n m m Ba l .  Ba l .  

Fre e  ( 1 t . p .  5 .0 5 . 0  o . o 6 . 6 1 .  6 -3 . 4 5 . 0  o . o  1 5 . 0 o . o  - 1 . 3  0 . 5 
Trade ( 20 t . p .  1 65 . 4 1 65 . 4 0 . 0  245 . 4 3 1 . 9  -55 . 8 1 65 . 4 0 . 0  1 65 . 4 o . o  -4 1 . 4 1 8 . 7 

Tariff ( 1 . t . p .  5 . 0 5 . 0 o . o  6 . 6 1 . 6 -3 . 4 5 . 0  o . o  - 7 . 5  25 . 0  1 • 1 0 . 5  
( 2 0 t . p .  1 65 . 4 1 65 . 4 o . o  245 . 4 3 1 . 9  -55 . 8 1 65 . 4 o . o  1 33 . 7  25 . 0  -35 . 0  1 8 . 7 

C on - ( 1 t .  p .  5 . • 0 5 . 8 1 .  6 6 . 6 1 . 6 -3 . 4 5 . 6 1 . 3 o . o  o . o  -0 . 3  0 . 0  
trol ( 20 t . p .  1 65 . 4 1 8 8 . 4 1 7 . 5 245 . 4 3 1 . 9 -55 . 8 1 83 . 7 1 4 . 1 -39 . 4 o . o  -0 . 4 4 . 8 

=====�======== �=====================================�=============================================================== 



CASE z 

Tj iy 
Ela s t ic it ies 1 .  0 

% Change i n :  Tot . 
Cap . 

Free ( 1 t.. p .. 1 5 . 0  
Trade ( 20 t ..  p.  1 65 . • 4 

Tari ff (  1 t .... p .. 
( 20 t .. p � 

5 . 0  
1 65 . 4  

TJny 
1 .  0 

D . =I J. 

5 . 0  
1 65 . 4  

5 . 0  
1 65 . •  4 

ll xy Tj i  ll n 
1 .  0 0 . 5  0 . 5 

P .  Dxh J. 

o . o  7 . 5 
o . o 29 3 . 8 

o . •  o I 7 . 5  
o . o 293 . 8  

llx 
0 . 5 

Dxf 

2 . 5 
5 1 . 4  

2 . 5 
5 1 . 4 

E. E E J.Y ny xy 
1 . 0 1 .  0 1 .  0 

I 
p D =N X n 

- 1 . 7 5 . 0 
-28 . 0 1 65 . 4  

- 1 . 7  I 5 . 0 
-28 . 0  1 65 . 4 

E E .  E my J. n 
1 . 0 - 1 . 5 - 1 . 5  

p n D m 

0 . 0  5 . 0  
o . o  1 65 . 4  

o .  0 , _  32 . 5 
0 . 0  70 . 5  

Exh Exf E m 
-1 . 5 - 1 . 5 - 1 . 5 

p Ext . Int . m Ba l .  Ba l . 
o . o -0 . 8  0 . 25 
0 . 0  -3 1 . 2 9 . 9  

25 . 0 I 6 .  6 0 . 2  
25 . 0 - 1 2 . 3 9 . 9  

C on- ( 1 t . p .  5 . 0  5 . 4 o . 8J 7 . 5  2 . 5  - 1 . 7  I 5 . 3  0 . 6  I o . o  o . o  I 0 . 1 o . o  
Trol ( 20 t . p . 1 65 . 4  1 79 . 6  1 1 . 0 293 . 8 5 1 . 4 -28 . 0  1 76 . 7  8 . 8 5 . 4  0 . 0  0 . 0  1 . 4 
= = = = = = = = = = = = = = - = = = = = = = = = = = = = = = = = = = = = - = = = = = = = = = = = = = = = = = = = = = = = = = = = � = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = =  

CASE 6 .  

Elasticities 

% Cha nge in 

Free ( 1 t . • p .. 
Tra de ( 20t .. p .  

T . ff ( 1 t • P • a rJ. ( 20 t . p . 
C on- ( 1 t . p .  
trol ( 20 t . p .  

T) iy 
1 .  0 

ITot . 
Cap . 

5 . 0 
1 65 . 4  

5 . 0  
1 65 . 4  

5 . 0  
1 65 . 4  

ll ny llxy 
1 .  0 1 . o  

D . = I J. 

5 . 0 
1 65 . 4 

5 . 0  
1 65 . 4  

5 . 8  
1 93 . 5  

ll . lln llx E .  J. J.Y 
1 . 5 1 . 5 1 . 5 1 .  0 

P .  Dxh Dxf p J. X 

o . o  6 . 6  1 . 6 - 1 . 2  
o . o  245 . 4  3 1 . 9  - 1 8 . 6  
o . o  6 . 6 1 .  6 - 1 . 2  
o . o  245 . 4 3 1 . 9  - 1 8. 6 
0 . 5 6 . 6  1 .  6 - 1 . 2  
7 . 0  245 . 4  3 1 . 9 - 1 8 . 6  

E E E E E Exh Exf E ny xy my J. n m 
1 . 0 1 .  0 1 .  0 - 1 . 5 -1 . 5  - 1 . 5  - 1 . 5 - 1 . 5 

D =N p D p Ext .  Int . n n m m Bal . Bal . 
5 · 0 o . o 5 . 0  o . o  -0 . 9  0 . 5 

1 65 . 4  ·o . o  1 65 . 4  o . o  -3 1 . 6 1 8 . 7  
5 . 0 o . o  -32 . 5  25 . 0  6 . 6 0 . 5  

1 65 . 4 o . o  70 . 5 25 . 0 - 1 2 . 6  1 8 . 6  
5 . 6  0 . 4  0 . 0  o . o  o .  1 o . o  

1 8 7 . 9 5 . 7  2 . 9 o . o  o . o  1 . 7 

= = = = = = = = = = = = = = � = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = 

------------------------------------------------------- -



CASE 7 

TJ iy TJny TJxy TJ i  TJ n  Tlx E .  E E E L .  E t: E E 1 Y  ny xy my 1. n xh xf m 
Ela s t ic ities 1 " 0  1 0 0 1 .  0 1 . 5 1 . 5  1 . 5 1 .  0 1 .  0 1 c 0 1 .  0 -0 . 5  -0 . 5  -0 < 5  -0 . 5 -0 . 5  

% Change I n :  Tot . D . = I P .  Dxh Dxf p D =N p D p Ext .  ;cap . 1 1 X n n m m Int . 
Ba l .  Ba l .  

Free ( 1 t . p 5 . 0 5 . 0 o . o  5 . 8 0 . 8  - 1 . 7 5 . 0  o . o  5 . 0  o . o  - 1 . 2  0 . 7  
Trade ( 20 t . p .  1 65 . 4  1 65 . 4  o . o  202 . 8 1 4 . 9  -27 . 9  1 65 . 4  0 . 0  1 65 . 4 o . o  -36 . 5  26 . 3  
Tariff (  1 t . p .  5 . 0 5 . 0  0 . 0  5 . 8 o . 8  - 1 . 7  5 . 0  o . o  -7 . 5  25 . 0  0 . 7  1 . 3  

( 20 t . p .  1 65 . 4  1 65 . 4  o . o  202 . 8  1 4 . 8  -27 . 9  1 65 . 4  0 . 0  1 33 . 7 25 . 0  -30 . 2  26 . 3 
C on- ( 1 t . p .  5 . 0 6 . 2 0 . 8 5 . 8 0 . 8 - 1 . 7  6 . 0 0 . 6 0 . 0  0 . 0  -0 . 2  0 . 0  
trol 20 t . p .  1 65 . 4  203 . 4  9 . 4  202 . 8 1 4 . 8  -27 . 9  1 95 . 8  7 . 6  . - ·1 6 . 3 0 . 0  -0 . 2  3 . 5  
= = = = = = = = = = = = = = - = = = = = = = = = = = = = = = = = = = = = == = = = = = = = = = = = = = = = = = = = =� = = = = = = = = = = = = = = = = � = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = 

CASE 8 .  

Ela s t i c it ies  

% Change in : 

Free ( 1 t . p .  
Tra de ( 20 t . p .  

T · f/ 1 t . p .  ar1 ( 20 t . p .  
C on- ( 1 t . p .  
trol ( 20 t . p .  

Tl iy 
1 .  0 

!To t .  
Cap . 

5 . 0 
1 65 . 4  

5 . 0 
1 65 . 4  

5 . 0  
1 65 . 4 

T\ny llxy 
1 .  0 1 .  0 

D . =I 
1 

3 - 7 
1 08 . 8 

3 . 7  
1 08 . 8 

4 . 2  
1 1 7 . 8  

ll i T\ T\ x E .  
n 1y 

0 . 5 0 . 5 0 . 5  0 . 5  

P .  Dxh Dxf p 
1 X 

-2 . 5  4 . 6 2 0 1  -4 . 2  
-50 . 0 1 ll- 1 . 9 49 . '1  -80 . 0  

-2 . 5  4 . 6  2 . 1  -4 . 2  
-50 . 0  1 4 1 . 9  49 . 1  -80 . 7 

- 1 . 7  4 . 6  2 . 1 -4 . 2  
-4 1 . 2  1 4 1 . 9  49 . 1  - 80 . 7 

E E E E .  E Exh E E ny xy my 1 n xf m 
0 . 5  0 . 5  0 . 5 -0 . 5  -0 . 5  -0 . 5  -0 . 5  -0 , 5  

D = N  p D p Ext .  Int . n n m m Ba l .  Ba L 
3 . 7 -2 . 5  2 . 5  0 , 0  -0 . 9  1 . 5  

1 08 . 8 -50 , 0  63 . 9  o . o  -27 . 0  65 . 1  
3 . 7  -2 . 5  - 10 . 0  25 . 0 1 . 5 1 . 5 

1 08 , 8  -50 . 0 43 . 8  25 . 0 -23 . 0  65 . 1  
4 .  1 - 1 . 9 o . o  o . o  -0 . 4  1 c 3 

1 1 6  . o  -43 . 0  -66 . 0  o . o  - 1 . 0  59 . 7 

= = = = = = = = = = = = = = - = = = = = = = = = = = = = = = = = = = = = �= = = = = = = = = = = = = = = = = = = = =·= = = = = = = = = = = = = = = = = � = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = =  



C ASE 9 .  

ll iy Tiny ll xy ll ·  Tin llx E . E E E E . E E E E ). J.Y ny xy my l n xh x f m 

Elas tic i t i e s  1 .  0 1 . o  1 . o  0 . 5  0 . 5  0 . 5  1 . 5 1 . 5 1 .• 5 1 . 5 -0 . 5  -0 . 5  -0 . 5  -0 . 5 -0 . 5  

!Tot . 
I 

% C ha ng e s  in D . = l P .  Dxh Dx f  p I D =N p D p 
Cap . ). l X n n m m Ext . Int . 

Ba l .  Bal . 

Fre e ( 1 t . p .  5 . 0  6 . 2  2 . 5  I 8 . 7  1 .  2 -2 . 5  6 . 2  2 . 5 7 - 5 o . o  - 1 . 8 -0 . 5  
Tra de ( 20 t . p .  1 65 . 4 2 36 . 2  50 . 0  377 . 8 1 3 . 5  -25 . 5  23 6 . 2  50 . 0 324 . 8 o . o  - 68 . 0  -40 . 5  

Tari f f  ( 1 t . p .  5 . 0  6 . 2  2 . 5  8 . 7  1 . 2 -2 . 5  6 . 2  2 . 5 I -5 . 0  25 . 0  I +0 . 7  - 0 .5 
( 20 t . p .  1 65 . 4 236 . 2  50 . 0  377 . 8 1 3 . 5  -25 . 5  23 6 . 2  50 . 0  2 ?5 . 4 25 . 0  -5 8 . 1  -40 . 5  

C on- ( 1 t . p .  5 . 0  7 . 5  4 . 9  8 . 7  1 . 2 -2 . 5 7 . 2  4 . 4 l 0 . 0  0 . 0  [ -0 . 2  - 1 . 2 
trol ( 20 t . p .  1 65 . 4 2 79 . 2 75 . 7  377 . 8 1 3 . 5 -25 . 5 2 70 . 6 70 . 7 - 1 5 . 3  0 . 0  0 . 0  -66 . 3 

= = = = = = = = = = = = = = � = = = = = = = = = = = = = = = = = = = = = = - = = = = = = = = = = = = = = = = = = = = - = = = = = = = = = = = = = = = = -= = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = 

C ASE 1 0 .  

E la s t i c i t i e s  

% C hange in : 

Free ( 1 t . p .  
Trade ( 20 t . p .  

T . f f ( 1 t • P •  a r1. ( 20 t . p .  

ll iy 
1 . 0 

jTOT . 
C a p . 

5 . 0 
1 65 . 4 

5 . 0 
1 65 . 4 

Tl ny ll xy TJ · ). 

1 .  0 1 .  0 0 . 5  

D . = l P .  l. l. 

4 . 4 - 1 . 3  
1 35 - 5 -25 . 0  

4 . 4 - 1 . 3  
1 35 - 5 -25 . 0  

Tin T) x  E .  E 
J.Y ny 

0 . 5  0 . 5 0 . 5  0 . 5  

Dxh Dx f  p X 

5 . 6 3 . 1  -2 . 1  
1 93 . 2  8 1 . 5 -40 . 4 

5 . 6 3 . 1 -2 . 1 
1 93 . 2  8 1 . 5 -40 . 4 

E xy 
0 . 5  

D =N n 

4 . 4 
1 35 . 5  

4 . 4 
1 35 . 5  

--
E E .  E my l n 
0 . 5  - 1 . 5  - 1 . 5  

p I D n m 

- 1 . 3 2 . 5  
-25 . 0  63 . 9  

- 1 . 3  , -35 . 0 
-25 . 0  3 . 9 

Exh E E x f  m 
- 1 . 5  - 1 . 5  - 1 . 5  

p I Ex t . I n t . 
m Ba l . Ba l .  

o . o  -0 . 3  0 . 7 
o . o  - 1 1 .  1 34 . 9  

25 . 0  I 7 . 2  0 . 7 
25 . 0  0 . 8 34 . 8 

C on - ( 1 . t . p .  5 . 0  4 . 6 -0 . 9 5 . 6 3 . 1 -2 . 1  4 . 5 - 1 . 0  l 0 . 0  0 . 0  1 0 . 2  0 , 6 
trol ( 20 t . p .  1 65 . 4 1 42 . 2  - 1 9 . 1  1 93 . 2  8 1 . 5 -40 . 4 1 40 . 9  -20 . 3  8 . 6 0 . 0  -0 . 1  30 . 8 

= = = = = = = = = = = = = =  = = = = = = = = = = = = = = = = = = = = = =- == = = = = = = = = = = = = = = = = = = - = = = = = = = = = = = = = = = = - = = = = = = = = = = = = =- = = = = = = = = = = = = = = = = = = = = = = = = = =  



� Vl Jl m ,­-< -CO 
c- ;;o  
z > 
< ;;o  m -< ;:1 VI � 

CASE 1 1  

E las tici  ties  

% Change in : 

T\ iy 
1 . 0 

To t .  
Cap . 

Free ( 1 t .  p . , 5 .  o 
Tra de ( 20 t . p .  1 65 . 4  

T\ny 
1-.. 0 

D . = I l. 

5 . 6 
1 9 8 . 7 

'll xy 
1 .  0 

TJ i  1\n T\ x 
0 . 5  0 . 5  0 . 5 

Eiy 
1 . 5 

P .  l. 0xh 

1 . 2 I 9 . 3 
24 . 9 407 . 0  

Dxf 

1 . 9 
20 . 9  

E ny 
1 . 5  

p X 

- 1 . 3 
- 1 2 . 8  

E xy 
1 . 5 

D n=N 

5 . 6  
1 98 . 7  

E my 
1 . 5 

E .  E l. n 
-1 . 5  - 1 . 5  

p n D m 

1 . 2 1 7 - 5 
24 ! 9  324 . 7  

Exh 
- 1 . 5  

p m 

Exf 
- 1 . 5  

Ext .  
Ba l .  

E m 
- 1 . 5  

Int . 
Ba l .  

o . o  I -1 . 4  -0 . 2  
o . o  -63 . 8  - 1 8 . 7 

Tar i f f (  1 t . p . , 5 . 0  5 . 6  1 . 2 , 9 . 3 1 . 9 - 1 . 3 I 5 . 6  1 . 2 ! -30 . 0  25 . 0  I 6 . 1 -0 . 2  
( 20 t . p  .. 1 65 . 4  1 98 . 7  24 . 9 407 . 0 20 . 9 - 1 2 . 8  1 98 . 7 24 . 9  i 1 76 . 6  25 . 0 -34 . 2  - 1 8 . 7  

C on- ( 1 t . p  .. l 5 . 0  6 . 2  2 . 4 l 9 . 3  1 . 9 - 1 . 3  I 6 , 1 2 . 2 11 0 . 0  0 . 0  I 1 . 2 -0 . 6  
trol ( 20 t . p .  1 65 . 4 2 2 1 . 3 40 . 4  407 . 0  20 . 9 - 1 2 . 8 2 1 6 . 8 3 7 . 4  5 . 5 0 . 0  0 . 0  -32 . 2  
= = = = = = = = = = = = = = = = = � = = = = = = = = = = = = = = = = = = - = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = � = = = = = = = = = = = = = J= = = = = = = = = = = = = = = = = = = = = = = = = = =  

CASE 1 2 .  
T\ iy T\ny T\ xy T\ i 
1 . 0 1 . 0  1 . 0  1 . 5 

T\n T\ x E .  E E E E .  E E E E 1.y ny xy my 1. n xh x f  m 
E las t i c i t i e s  

% C ha ng e  i n : j To t . 
Cap . 

Free ( 1 t . p . , 5 . 0  
Tra de ( 20 t . p .  1 65 . 4  

D . = I 
l. 

3 . 1  
85 . 0 

T . ff ( 1 • t .  p . , 5 .  b 3 .  1 ar1. ( 20 t . p .  1 65 . 4  85 . 0 

C on- ( 1 t . p . , 5 . 0  3 . 7  
tro l  ( 20 t . p .  1 65 . 4  1 00 . 1 

1 . 5 1 . 5 0 . 5 0 . 5  0 . 5  0 . 5  -0 . 5  -0 . 5  -0 . 5  -0 . 5  -0 . 5  

P .  
l. 

- 1 . 3  
-25 . 0 

Dxh 

3 . 5  
99 . 3 

Dxf 

1 . 0 
22 . 2 

p 
X 

-2 . 1  
-40 . 4  

D =N n 

3 . 1  
85 . 0 

- 1 . 3  I 3 .  5 1 • o -2 . 1 I 3 .  1 
-25 . 0  99 . 3  4 7 . 9  -40 . 4  1 98 . 7 

-0 . 9  f 3 .  5 1 • 0 -2 . 1 
- 1 9 . 7  99 . 3  47 . 9  -40 . 4  

3 . 6  
97 . 1 

p n 

- 1 . 3  
-25 . 0  

D m 

2 . 5 
63 . 9  

p m 
I 

Ext . 
Ba l . 

o . o  1 -0 . 7  
o . o  - 1 8 . 2  

I n t . 
Bal .  

2 . 2  
9 1 . 4  

- 1 . 3 1 - 1 0 . 0  25 . 0  I 1 . 8  2 . 2  
24 . 9  43 . 8  25 . 0  - 1 4 . 2  9 1 . 4  

- 1 . 0  I o . o  
-20 . 7 -25 . 4  

o . o  I -0 . 2  1 . 8  
o . o  -0 . 3  82 . 4  

= = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = d = = = = = = = = = = = = = = = � = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = =  



CASE 1 3  •. 

� iy �ny �xy � i �n 
Elastici ties 1 . 0  1 . 0  1 . 0  1 . 5 1 . 5 

% Change in : T o t . 
Cap . 

D . = I 1 

Free ( 1 t . p .  I 5 . 0  6 . 8 
Trade ( 20 t . p .  1 65 . 4  278 . 0  

( 1 t . p .  Tariff( 20 t . p .  
5 . 0  

1 65 . 4  

C on­
trol 

( 1 t . p . , 5 . 0  
( 20 t . p .  1 65 . 4  

6 . 8 
2 78 . 0  

8 . 7 
350 . 4  

F .  
1 Dxh 

1 . 2 , 8 . 1 
24 . 9 350 . 5 

1 . 2 , 8 . 1  
24 . 9  350 . 5  

2 . 4  
37 . 5  

8 . 1 
350 . 5 

� E .  E E E E .  E E E E x 1y ny xy my 1 n xh xf m 
1 . 5 1 . 5 1 . 5 1 . 5 1 . 5 - 0 . 5 -0 . 5  -0 . 5  -0 . 5  -0 . 5  

Dxf p 
X 

0 . 6 - 1 . 3  
5 . 2  - 1 2 . 7 

0 . 6 
5 . 2  

0 . 6 
5 . 2 

- 1 . 3  
- 1 2 . 7  

- 1 . 3  
- 1 2 . 7 

D =N n 

6 . 8 
278 . 0  

6 . 8 
278. 0 

8 . 3  
335 . 9  

p n D m 

1 . 2 , 2 . 5  
24 . 9  324 . 8  

1 . 2 
24 . 9  

2 . 2  
35 . 1  

-5 . 0 
275 . 4  

o . o  
-7 . 0  

p m Ext . 
Bal .  

Int . 
Ba l .  

o .  o I - 1  • 6 -o .  7 
o . o  -66 . 3  -65 . 6  

25 . 0  
25 . 0  

o . o  
o . o  

0 . 8  
-56 . 4  

-0 . 7 
-65 . 6  

-0 . 1  - 1  . 9  
o . o  - 1 09 . 1 

= = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = �= = = = = = = = = = = = = = = = = = = = = = = = = = = 

CASE 1 4 .  

Elasticities 

% Change in : 

� iy 
1 .  0 

Tot . 
Cap . 

Free ( 1 t .  p .  I 5 • 0 
Tra de ( 20 t . p .  1 65 . 4  

T · rr <  1 t . p . j 5 . 0  ar1 ( 20 t . p .  1 65 . 4  

C on­
trol 

( 1 t . p . , 5 . 0  
( 20 t . p .  1 65 . 4  

�ny 
1 .  0 

D . = I 1 

3 . 8 
1 08 . 8  

3 , 8  
1 08 . 8  

4 . 2  
1 2 1 . 3  

�xy 

1 . 0 

P .  
l 

� · l 

1 .  5 

�n 

1 . 5 

Dxh 

- 1 . 0  4 . 5  
- 1 6 . 7  1 41 . 9  

- 1 . 0  4 . 5 
- 1 6 . 7 1 4 1 . 9  

-0 . 6  
-2 2 . 7 

4 . 5  
1 4 1 . 9  

�X 

1 . 5 

Dxf 

2 . 1  
49 . 1  

2 . 1  
49 . 1  

2 . 1  
49 . 1  

E . 1Y 
0 . 5  

p X 

- 1 . 4  
-26 . 9  

- 1 . 4  
-26 . 9  

- 1 . 4  
-26 . 9  

E ny 

0 . 5  

E xy 

0 . 5  

D =N n 

3 . 8 
1 08 . 8  

3 . 8  
1 08 . 8  

4 . 1  
1 1 8 . 8  

E my 

0 . 5  

p n 

- 1 . 0  
- 1 6 . 7 

- 1 . 0  
- 1 6 . 7  

E .  E E h E f 1 n X X 

- 1 . 5  - 1 . 5  - 1 . 5  - 1 . 5  

I Dm 

2 . 5  
63 . 8  

-35 . 0  
3 . 9 

p m 

o . o  
o . o  

25 . 0  
25 . 0  

Ext . 
Bal .  

-0 . 3  
-1 0 . 9  

7 . 1  
1 .  0 

-o . 7 I o . o  
- 1 3 . 5 1 8 . 8 

o . o  
o . o  

0 . 1 
o . o  

E m 

- 1 . 5  

Int . 
Bal . 

1 .  5 
65 . 1  

1 . 5 
65 . 1  

1 . 2 
5 7  .• 6 

= = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = =  7 = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = =·= = = = = = = = = = = = = = = = = = = = = = = = = = = 



C ASE 1 5 .  
----- --- .. -· · -

� � � � � E E E E E E E E E � iy ny xy i n x iy ny xy my i n xh xf m 
E las tic i t ie s  1 . 0  1 . 0  1 ;0 1 . 5 1 . 5 1 . 5 1 . 5  1 . 5 1 . 5 1 . 5 - 1 . 5  - 1 . 5  - 1 . 5  - 1 . 5 - 1 . 5 

% Cha nge in : tro t . D . = I P .  D h D f P D =N P I D P xt . Int . 1 1 x x x n n m m ap . I ' 

al . Bal . 
Free � 1 t . p .  5 . 0  6 . 2  0 . 1 8 . 7  1 . 2 - 1 . 0  6 . 2  0 . 1 

I 
/ . 5 0 . 0  - 1 . 4 - 0 . 5  

Tra de ( 20 t . p .  1 65 . 4  236 . 1  1 6 . 6  377 . 8  1 3 . 4  - S . 5 236 . 1  1 6 . 6  324 . 7  0 . 0  40 . 4  -64 . 1 

Tariff ( 1 t . p .  5 . 0  6 . 2  0 . 1  8 . 7  1 . 2 - 1 . 0  6 . 2  0 . 1 � -30 . 0  25 . 0  I 6 . 1 -0 . 5  
( 20 t . p .  1 65 . 4  236 . 1  1 6 . 6  37 ? . 8  1 3 . 4  - 8 . 5  23 6 . 1  1 6 . 6 1 76 . 6  25 . 0  �34 . 5 -40 . 5  

C on - ( 1 t . p .  5 . 0 7 . 5  1 . 6 8 . 7  1 . 2 - 1 . 0  7 . 2  1 . 4 I 0 . 0  0 . 0  I 0 . 1  - 1 . 2 
Trol ( 2 0 t . p .  1 65 . 4 283 . 9 26 . 1  3 7 7 . 8  1 3 . 4  - 8 . 5  2 74 . 4  24 . 3 3 . 9  0 . 0  0 . 0  -69 . 1 

- -- --

-- · "·-

= = ======== ======== = == = == = = ======- == =- ============ === =====- ========== = ===== �== = = = = = = = = = = = = = = = = = ======= = ======== = = === 

CASE 1 6 .  

� � � � � � E .  E E E E E E E E iy ny xy i n x 1y ny xy my 1 L xh x f  m 
E la s t i c i t i e s  1 . 0  1 . 0  1 . 0 1 . 5  1 . 5 1 . 5 1 . 5 1 . 5 1 . 5  1 . 5  -0 . 5  -0.� -0 . 5  -0 . 5 -0 . 5  

. k I I 
-

% C hange in : o t .  D . =I P .  D h D f P D =N P I D P [xt .  Int . 1 1 x x x n n m m ap . a l- ,  Bal . 
Fre e  ( 1  t . p .  5 . 0  6 . 8  1 . 2 3 . 3 2 . 3 - 1 . 6  6 . 8  1 . 2 7 . 5  0 . 0  - 1 . )  -0 . 6 
Tra de ( 2 0t . p .  1 65 . 4  2 7 8 . 0  24 . 9  90 . 6  5 8 . 8  -3 1 . 2  2 78 . 0  24 . 9  324 . 7  0 . 0  -6� . 1  - - � 0 . 0 

Tar i f f ( 1 t . p . 5 . 0  6 . 8  1 . 2  3 . 3  2 . 3  - 1 . 6  6 . 8 1 . 2 I -5 . 0  25 . 0  I 1 . 1  -0 , 6 
( 20 t . p .  1 65 . 4  2 78 . 0  24 . 9  90 . 6  5 8 . 8 -3 1 . 2 2?8 . 0 24 . 9 2 75 . 4 25 . 0  -53 . 2  -50 . 0 

C on - ( 1 t . p .  5 . 0  8 . 7  2 . 4  3 . 3  2 . 3  - 1 . 6 8 . 4  2 . 2  0 . 0  0 . 0  I 0 . 1 - 1 . 7 
trol ( 20 t . p .  1 65 . 4  356 . 4  38 . 5  90 . 6  58 . 8  -3 1 . 2 340 . 8  35 . 9  9 . 4 0 . 0  0 . 0  -9 7 . 1  

= = === == = ==== == -================== = = = = -=================== =- ====== = = = == = ==== � ========= � == = === = = = = = = = = = = ====�� == = = === =  



CASE 1 7 . 

ll x E .  E E E E . E E Exf 
E 

Tj iy 11ny 
11xy Tli l) <  1Y ny xy my 1 n xh m n 

Elas tici ties 1 .  0 1 .  0 1 .  0 1 .  5 1 .  5 1 . 5 1 .  5 1 . 5  0 . 5 1 .  5 - 1 . 5 - 1 . 5 - 1 . 5 - 1 . 5 - 1 . 5  

% Change in : j Tot . D . = I P .  Dxh Dxf p D =N p D p Ext .  Int . 1 1 X n n m m Cap .  Ba l . Ba l .  
Free ( 1 t . p .  5 . 0  6 . 2  0 . 8 4 . 6 2 . 1 - 1 . 4  6 . 2  0 . 8 6 . 5 o . o  - 1 . 3  -0 . 2  
Tra de ( 20 t. p .  1 65 . 4  236 . 1  1 6 . 6  1 4 1 . 9  49 . 1  -26 . 9  236 . 1  1 6 . 6  324 . 7 o . o  -63 . 1  -24 . 0  

I 

Tariff(  1 t . p .  5 . 0  6 . 2 0 . 8 4 . 6  2 . 1  - 1 . 4  6 . 2  o . 8 I -30 . 0  25 . 0  I 6 . 1 -0 . 2  
( 20 t . p .  1 65 . 4  236 . 1  1 6 . 6 1 4 1 . 9  49 . 1 -26 . 9  236 . 1 1 6 . 6 1 76 . 6  25 . 0  -33 - 5  -24 . 0  

Con- ( 1 t . p .  5 . 0  7 - 5  1 . 6 4 . 6 2 . 1 - 1 . 4  I 7 . 2  1 . 4 I 0 . 0  o . o  I 0 . 1  - 1 . 0  
Trol ( 20 t . p .  1 65 . 4  2 84 . 9 26 . 2  1 4 1 . 9  49 . 1  -26 . 9  2?5 . 2  24· . 4 8 . 8  o . o  0 . 2  -53 . 2 

= = = = = = = = = = = = = = ± = = = = = = = = = = = = = = = = = = = = = = � = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = =L= = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = =  

CASE 1 8 . 

'Tj iy llny llxy Tl ·  Tln llx E .  E E E E .  E Exh E E 1 1Y ny xy my 1 n xf m 
Elas tic ities 1 .  0 1 .  0 1 .  0 0 . 5 0 . 5  0 . 5  1 . 5 1 .  5 0 . 5  1 . 5 -0 . 5 -0 . 5  -0 . 5 - 1 . 5  -0 . 5  

I 
% Change in : ! Tot . D . = I P .  Dxh Dxf p D =N p I D p 'Ext .  Int . 

Cap . 1 1 X n n m m Bal . Ba l . 

Free ( 1 t . p .  5 . 0  6 . 2  2 . 5 3 . 7  3 . 7  -2 . 5  6 . 2  2 . 5  I 7 . 5  o . o  I - 1 . 2 -0 . 5 
Trade ( 20 t . p .  1 65 . 4  236 . 1 50 . 0 1 08 . 8  1 08 . 8 -50 . 0  236 . 1 50 . 0  324 . 7 o . o  -64 . 1 -32 . 6  

T " f'f ( 1 . t . p .  5 . 0  6 . 2  2 . 5  3 - 7 3 r 7  -2 . 5 6 . 2  2 . 5  I -5 . 0  25 . 0  I 1 .  2 -0 . 5 ar1 ( 20 t . p .  1 65 . 4  236 . 1  50 . 0  108 . 8  1 08 . 8  -50 . 0  236. 1 50 . 0  2 75 . 4  25 . 0  -54 . 2  -32 . 6  

Con- ( 1 t . p .  5 . 0  7 - 5 4 . 9  3 - 7 3 . 7 -2 . 5  7 . 2  4 . 4  I o . o  o . o  I 0 . 2 - 1 . 2  
trol ( 20 t . p .  1 65 . 4  2 85 . 5  79 . 2  1 08 . 8 108 . 8  -50 . 0  275 . 6  73 . 6  5 - 7  o . o  -0 . 2  -62 . 2  
= = = = = = = = = = = = = = � = = = = = = = � = = = = = = = = = = = = = = � = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = � = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = =  



CASE 1 9  

Elastic ities 

% Change in : 

Fre e  ( 1 t . p .  
Tra de ( 20 t • p .  

T . ff (  1 t • P • ar1 ( 20 t . p .  

Tjiy 
1 . o  

Tot . 
Cap . 

5 . 0 
1 65 . 4  

5 . 0  
1 65 . 4  

Tlny ll xy 
1 . 0 1 .  0 

D . =I 1 

5 . 6  
1 98 . 7  

5 . 6  
1 98 . 7  

l) .  Tln Tlx E .  
'l 1y 

0 . 5  0 . 5 0 . 5  1 . 5  

P .  Dxh Dxf p 
1 X 

1 .  2 5 . 6 3 . 1 -2 . 1  
24 . 9  1 93 . 2 81 . 5  -40 . 4  

1 . 2 5 . 6 ) . 1  -2 . 1 
24 . 9  1 93 . 2  81 . 5  -40 . 4  

E E E E .  "' E Exf E .!;, ny xy my 1 n xh m 
1 .  5 0 . 5  1 .  5 - 1 . 5  -1 . 5  - 1 . 5  - 1 . 5  - 1 . 5  

I 
D =N p D p Ext .  Int . n n m m 

Ba l .  Bal . 
5 . 6  1 . 2 7 . 5  0 . 0  - 1 . 3  -0 . 1  

1 9 8 . 7 24 . 9  324 . 7  o . o  -63 . 3  -9 . 4 

5 . 6  1 .  2 I -30 . o 25 . 0 l 6 .  2 -0 . 1 
1 98 . 7  24 . 9  1 76 . 6  25 . 0  I �33 . 6  -9 . 4  

:::�oo:::o::::!:��:�oo::::!oo===:�::=l:��::ooo�::�oo:��:�olo::::�=====�::�=.:oo�:!o===�:�=lo:�::==::�:�====== 
CASE 20 

Tl iy Tlny llxy Tl ·  T\n llx E .  E E E E .  E Exh E E 1 1Y ny xy my 1 n xf m 

Elas t ic ities  1 . 0 1 .  0 1 .  0 1 .  0 1 .  0 1 .  0 1 . 5 1 . 5 0 . 5  1 . 5 -0 . 5  -0 . 5  -0 . 5  - 1 . 5  -0 . 5  
I 

't6 Change in : ! To t .  D . =I P .  Dxh Dxf p D =N p D p Ext .  Int . 
Cap . 1 1 X n n m m Ba l .  Ba l .  

Free ( 1 t . p . , 5 . 0  6 . 6 1 . 6 3 � 4  2 . 9  -2 . 0  6 . 6  1 , 6  7 . 5  o . o  -1 . 3  -0 . 5  
Trade ( 20 t . p .  1 65 . 4  2 63 . 5  33 . 3  97 . 4  76 . 4  -38 . 4  263 . 5  33 . 3  324 . 7  o . o  -63 . 2  -44 . 2  

T · rf < 1 t . p .  5 . 0 6 . 6 1 . 6 ! 3 . 4  2 . 9  -2 . 0  1 6 . 6 1 . 6 , -5 . 0  25 . 0  1 1 . 2 -0 . 5  ar1 ( 20 t . p .  1 65 . 4 263 . 5  33 . 3  97 . 4  76 . 4  -38 . 4  263 . 5  33 . 3  2 75 . 4  25 . 0  -53 . 3  -44 . 2  

Con- ( 1 t . p .  5 . 0 8 . 3  3 . 3  I 3 . 4  2 . 9  -2 . 0  I 7 . 9  2 . 9 , o . o  o . o  r 0 . 2  - 1 . 6  
trol ( 20 t . p .  1 65 . 4  332 . 1  5 1 . 8  97 . 4  76 . 4  -38 . 4  3 1 8 . 4  4 8 . 3  8 . 9  0 , 0  0 , 0  -85 . 3 
==============-================================= ==========�================�================================ 



C A S E  2 1  

fl iy fl ny flyy fl ·  TJn fl x E .  E B E E .  E Exh E E l lY ny xy my l n xf m 

E las tic i tie s  0 . 5  0 . 5  1 .  0 1 .  0 1 .  0 1 .  0 1 . 5 1 . 5 0 . 5  1 . 5 - 1 . 0  - 1 . 0  - 1 . 0  - 1 . 5  - 1 . 0  

% Cha nge in : 

Free  ( 1 t . p .  
Tra de ( 20 t . p .  

Tariff( 1 t . p .  
( 20 t . p .  

I To t .  
C a p .  

5 . 0  
1 65 . 4  

5 . 0  
1 65 . 4  

D . = I l 

5 . 0  
1 65 . 4  

5 . 0  
1 65 . 4 

P .  I Dxh Dxf l 

2 . 5 , 4 . 3  2 . 7  
50 . 0  1 30 . 4 68 . 5  

2 . 5 4 . 3 2 . 7 
50 . 0  1 30 . 4  68 . 5 

p I Dn=N X 

- 1 . 8  I 5 . 0 
-35 . 3  1 65 . 4  

- 1 . 8  l 5 . 0  
-35 . 3  1 65 . 4  

p I D n m 

2 . 5  I 7 . 5  
50 . 0  324 . 8  

2 . 5  1 - 1 7 . 5  
50 . 0  226 . 0  

p IExt .  Int . m Bal . Ba l .  

o . o I - 1 . 3 0 . 5  
o . o  -61 . 9  22 . 8 

25 . 0  I 3 .  7 0 . 5  
25 . 0  -43 . 4  22 . 8  

C on- ( 1 t . p ,  5 , 0  6 , 2  3 . 7  4 . 3  2 . 7  - 1 . 8 1 6 . 0 3 . 4  I 0 , 0  0 . 0  I 0 . 2  -0 . 2  
trol ( 20 t . p .  1 65 . 4  208 . 3  65 . 8  1 30 . 4  68 . 5 -35 . 3  1 99 . 7  62 . 8  9 . 2  0 . 0  0 . 0  -2 . 9  
= = = = = = = = = = = = = - = = = = = = = = = = = = = = = = = = = === - = = = = = = = = = = = = = = = = = = = = = - = = = = = = = = = = = = = = = =i = = = = = = = = = = = = = � = = = = = = = = = = = = = = = = = = = = = = = = = =  



Chapt er 6 .  

Ana lys is  of  Chapt er 5 Results . 

F r e e  Trade : Th e a t t ainment o f  ext e rnal balanc e ,  

wi th fixed exchange rat e s , i s  almo s t  entirely dependent 

on  condi tions abroad . Th e e f f e c t  o f  growth , i n  the abs enc e 

o f  c ompensa t ing growth o vers eas , i s  to bring about a d e t -

eri o ration  in  t h e  terms o f  trade and a trans fer  of  some 

part of inc r ea s ed we l f ar e from th e growing country to the 

forei gner . Unl e s s  th ere i s  an i nc reas e in dema�d for  ex-

por t s , cont i nuous defi c i t  is inevi table . 

Th e result  can b e  demons tra t ed dia gramma t i c a lly 

and mathema t i c ally . Th e vi sual expo s i tion ( F i gure 6 . 1 . )  

i s  adapted f rom J .  Bha gwa t i : " Growth , Terms o f  Trade and 

Compara tive Advantage ", and shows how balanc e can only be 

achi eved by increas i ng d ependenc e on trade . 

Ini ti a l  equi librium i s  o n  Trans forma tion  Curve A A , 0 0 
wi th  produ c t ion at  P and consumpt i on at  M , exporting  0 0 
P X of commodi ty x 1 in exchange for X M o f  commodity 0 0 0 0 

a t  t erms of  t rade  Px2 
Px 1 

shown by the tangent a t  P 

The law of  c omparat i ve advantage opera t es and we lfare a t  

M i s  gre a t er than in a s ta t e  o f  s e lf-suf f i c i enc y .  0 

Th e curve A 1A 1 r e pr e s ents ' s teady s tat e ' growth , 

whe n  all  fa c tors  of  production  rec eive rela tively e qual 

inc r ements . I f  for e i gn ( + home ) demand e la s t i c i t i e s  

o .  

for  x 1 , tqe  exportab l e s , are  lower than hom e e la s t i c i t i e s  

f o r  x2 , t h e  importab l e s , t e�ms o f  trade wi l l  move unfav­

ourably and growth wi l l  be  bi a s ed away from the ' balanc ed '  



F I G . 6 . 1 

A A - I n i t i a l  t ra n s f o r ma t i o n cu r ve 0 0 
p - p r o d u c t i o n  p o i n t  0 

p X - e x p o r t s  o f  x 1 0 0 
X M - i m p o r t s  o f  x2 0 0 
A 1 A 1 - t ra ns f o r m a t i o n c u r v e  a f t e r grow th 

P 1 - pro du c t i on po i n t  

M 1 - consu mp t i o n  po i n t  a f t e r  t ra de . 

1 07 
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P P 1 expans i o n  li·ne whi ch is drawn through tho s e  points  0 1 
on the Trans formation  curves wh ere th e 

Px2 equal ( i . e .  wh ere ( p-- ) 
x 1 o 

would equal 

s lo p e s  wo uld b e  
Px2 
p-- ) ) . x 1 1 

Equ i l ibrium wi l l  b e  at  s ome point like  P 1 , wh ere 

> )  1 

Px2 (­Px 1 0 

Two re sult s are evi dent 

1 .  Growth i s  ant i - trade biased , growth b e i n g  

diver ted away from exportables towards import-

ab l es . 

2 . Some of  the  b enefi t s  o f  growth are lo s t ; the  

growth i n  welfare , as  measured by the mo ve from 

Th e s i tuation  i s  more s eri ous if ' na tural ' growth 

i s  b i a s ed towards exportabl es , i . e .  if a c c r e t i on to  f a c tor 

endowment i s  gr eat e s t  to  tho s e  fac tors whi ch are i nt ens iv-

ely used i n  the produc t i o n  of  exportables . Thi s  i s  a ma j o r  

problem o f  deve loping nati ons wh ere growth i n  popula t ion 

forc e s  expans i on i nto labour int ens ive pro duc t i on o f  pri -

mary produ c t s  who s e  t erms o f  trade move unfavourab ly . 

F i g . 6 . 2 .  i llus tra t e s  this  pro b l em . 

On i ni t ial  Trans forma t i on Curve A A produ c t i o n  i s  0 0 

a t  P wi th quanti ty P X o f  c ommo di ty x 1b e i ng export ed 0 0 0 

The growth r e pres -

ent e d  by the new Trans forma t i o n  curve A 1 A 1 i s  heavi�y 

b ia s ed towards increa s ed s p e c i a l i s a t i on o n  commodi ty X 1 • 

If  t erms o f  trade remai n  unchanged ( s lope  o f  T 1 i s  th e s ame 

as that of T0 ) 1  produc t ion wi ll  move to P 1 increasing 



(' 

A A 0 0 
T 0 
p 0 

p X 0 0 

X M 0 0 

A 1 A 1 

T 1 
= T 0 

p
1 

T 1 1 

r , ,  

p 1 1 T 1 1 

x 1 1 M 1 1  

.. 

-

= 

A 0 

F I G . 6 . 2 

i n i t i a l  t r a n s forma t i on c u r v e  

t e rms o f  t r a d e  

p r o d u c t i o n po i n t  

e x p o r t s  o f  x .  

i mp o r t s  o f  x2 • 

t r a n s f o r m a t i on cu r ve a f t e r  grow t h  

u n c h a n ge d  t e r m s  o f  t ra d e 

p r o d u c t i o n  w i t h  t � r ms o f  t ra d e  T1 

n e w  t e rms o f  t r a d e  

n e w  p r o � u c t i o n  po i n t  

e x p o r t  o f  x 1 

X0 M 0 - i m p o r t s  o f  x2 

= T 0 

1 09 



1 0 � a )  

dependen-c e in the s tapl· e co mmodi ty . An unfavourable 

movement in tenn s  of trade , shown by tangent T1 1 has 

bo th benefi cial a nd di sadvanta geous result s . Tne  r e s -

ulting produc t mi x ,  shown a t  P 1 1  i s  less  bias ed towards 

th e ' undesirabl e ' x 1 commodi ty . Unfavourable  t erms of 

trade have thus forOed  a de s irable adjus tment o f  produc t i o n .  

However , g row th i s  s t i l l  pro - trade bias ed . In ot: der t o  

o b t a i n  the same quanti ty of  imports ( x 1 1  M 1 1 
= X0 M0 ) 

a much larger vo lume of  exports i s  r e quired ( P 1 1  x 1 1 ) P0X0 ) . 

As a r esult some o f  the benefi ts of  growth are trans f erred 

to  the  foreigner . 

This  is  th e di lemma wi th whi c h ·  th� growiiJ.g rat i o n  i s  

so  o f t en fac ed . A t t empts t o  maintain  favourab l e  t erms o f  

trade by int erna t i ona l c ommodi ty pri c e  agre ements , over­

va lued exchange rates  e t c . , dire c t s  expans ion i nto increas­

ing dependenc e on trade in commodi ti e s  whi ch m n y  no t be  

desirable in  th e long run . Allowing t erms o f  trade t o  

turn unfavourably may lo s e  to the na tion s ome o f  th e 

welfare gains o f  growth , wi thout reducing dependenc e o n  

trade . The us e o f  traue contro ls - tarif f  and quo t a  - i s  

an a t t empt to g e t  the b e s t  o f  both  worlds . As  far a s  

po s s i bl e , ext ernal pri c e s  are kept constant by ma.i�lta i ning 

exchange rat e s , c o ntro l l ed marke ting , int erna t i onal pri c e  

a gre ements e t c . Tari ff o r  quo ta ( carrying implici t t ariff ) 

mak E i nternal pri c e  l e s s  favourab l e  ·fo r impo r t s . In t erms 

o f  F i g . 6 . 2 . , a l ine drawn through P 1 1  parnllel  to  T 1 
would give ext ernal pri c e  rat io o f  the  two commodi t i e s  

Th e line T1 1  would show the i nt ernal pri c e  rat i o , en c our = 
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agi ng produc tio n s h i f t  to wards commodity x
2 ;  

Thi s  conc ept  i s  mo re ri go rou s ly defined by I . F .  

P earc e ( page 2 76 , ' Int erna t i o nal Trade ' ) ,  who a t t empt s t o  

measure t h e  cnange i n  welfare ( dw )  ari sing frol7l �rowth ( dY ) , 

Hi s conc lusion , adapted  to the no tation  of  our mo del i s  

dw = ( 1 + E m 

dM ) + Exf + 1 P . dY 

where P i s  the ( unchanged ) pri c e  of  t h e  numera i r o  commo di ty 

and dM i s  margina l pro pens i ty to �impo rt . �Th e J va lue o f  

dM 
8 ·- + E ' +  1 m xf 

i s  no rmally n e gative and l e s s  than one . 

Normally , then , i nc reas e in welfare wi ll  t end to be  l e s s  

than i ncrease  i n  output s ome of the  benef i t  o f  growth 

i s  lo s t . If elas t i c i ti e s are hi gh dw wi ll appro ach the  

value of  P dY and l i t t l e  wi ll b e  lo s t . If elas t i c i t i e s  

a r e  low , then muc h  welfare wi ll accrue t o  fore i gners ; in 

fact , i n  an ext reme cas e  of  very low elac t i c i t i e s , e . g .  

E + E f 
= - 1 . 1 and dM = 0 . 2 ) , the expres s i on in  brack e t s  m x 

could b e  negative , gi vi ng abs o lute  lo s s  in we lfare . 

Pearce hims e l f  expr e s s e s  a very strong warni ng over 

thi s conclusi on . Growth elas t i c i ty i s  i gnored and only 

two commo d i t i e s  are u s ed in the model • However , the  con-

e lusion that s ome o f  the bene f i t s  o f  growth move over s ea s  

i s  s t i l l  a v.alid one . 

Returning t o  the results  on pages  96 - 106 o nly i n  

two cas e s  - - Cas e 5 and C a s e  1 / i s  internal balanc e rea s -

onably maintained . In c a s e  5 ,  uni t growth elas t i c i ty o f  

supply a nd demand , coupled wi th h i gh pri c e  elas t i c i t i o s  
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on the d emand s ide and low pri c e  elas t i c i t i e s  on  the  supply 

s i de , result . in moder a t e  pri c e  changes - no pri c e  adjus t -

ment int erna l ly and f a l l ing export pri c e s . Th e r e  i s  a low 

l evel of unempo lyment , a l l  in the  export a e ctor  as a result 

of forei gn demand no t ma tchi�g growth in  capac i ty . C a s e  

1 9  has simi lar elast ± c i t i es , exc ept tha t growth elas t i c ­

i t i e s  of demand are gre a t er than u�i ty wi th the r0sul t tha t  

exc e s s  capaci ty in t h e  expo rt s e c tor i s  count er-balanc ed 

by h i gher demand pres sures in the int e r na l  s e c tors . 

Assuming factor  mobi l i ty , the overall ba lanc e s�ows mod­

era t e  ne gat i ve int erna l balanc e , result in; f rom exc e s s ive 

demand . Thi s  is  ref l e c t ed in modera t e  r i s e s  i n  i�t ernal 

pri c e s  { 1 . 2% per year } ,:and , Qub� t�n�i ?l O¥port pri c e  fall  

( 2� 1% - P?r : y ea� ) � .- In . a l l _ o th�v ca�es  int ernal imbalanc e 

o c curs in varying degre es . Po s i t ive ( exc e s s  capaci t y )  

imba lanc e o c curs when low growth and pri c e  demand ela s ­

ti c i t i es are c ombined wi th h i gh supply pri c e  ela s t i c i t i es , 

the extreme example being C a s e  1 2 , where the 20th time 

period wi tne s s e s  an exc e s s  capa c i ty leve l of 9 1 . 4  ( ) 4 . 4% 

of  t o ta l  capa c i t y ) ,  a c compani e d  by a .. fall in int ernal 

pri c e s  of  2 5 . 0% . Ne gat i ve imba lanc e ( exc e s s  demand ) 

o c curs when h i gh growth demand ela s t i c i t i e s  combine wi th 

low pri c e  elas t i c i t i e s ; t h e  extreme exampl e  of this  type 

is Cas e 1 ) , whi ch shows exc e s s  demand of  6 5 . 6  ( 2 4 . 7% 

beyo nd capa c i ty ) wi th int e�nal pri c es rising by 2 4 . 9% . 

Ext ernal balanc e i s  non-attainable unl ess  t h ere � � · ·  

are c ompensatory forc es  c: c t ing abroad . I n  every c a s e , 

the e f f e c t  o f  growth , by i t s e lf , i s  to  c au s e  a f a l l  in the 
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pri c e  o f  export s ,  t o g e ther wi th an increas e i n  d emand for 

impo r t s . Depending  on  f o r e i gn demand elas t i c i ty , the 

increa s e  in quant i t y  of expo rts  only partly c ompens a t e s  

for the increas ed l evel of  imports . Unl e s s  ,there  i s  an 

autonomous growth i n  demand for expo rt s , a defi c i t  i s  

inevi ta b l e . The small e s t  d e f i c i t  is  Case  1 4  wh en growth 

ela s t i c i t i es of d emand for imports and exportab l e s  are  

hi gh . In spi � e = o f  a s izeable  ( 26 . 9% ) fall i n  export pr� c es , 

defici t i s  only - 10 . 9  in the twenti e th time peri o d . I t  

could b e  reas ona b ly exp e c t e d  that concurrent growth abroad 

would turn such a f i gure into a sub s t antial surp lus . In 

a number of  other c a s e s  - no tably cas e s  1 . 2 . 5 . 6 . and 7 ,  

the c ondi t ions are  such tha t , as suming forei gn growth , th e 

defi c i t  would , in fac t , probably no t eventua t e . The 

extreme c a s e  is  C a s e  9 ;  a hi gh growth elas t i c i t y  o f  demand 

for impor t s  coup l e d  wi th a low forei gn pri c e  e la s ti c i ty ill 

demand f o r  export s , resul ts  i n  a twenti e th time - p eri o d  ( ·  

defi c i t  o f  68 . 0 .  

The results  give a c l ear indi c a ti on tha t & de c i s ion 

to  permi t the  Free  Trade mechani sm t o  �p era t e  is  no t a 

d e c i s io n  to  follow ne gative polici e s . I t  i s  rath er a 

d e c i s ion that po li c i-g . ..: shall be  direc t ed at adjus ting th e 

i nt erna l economy t o  balanc e i t  wi th the ext erna l pos i tion . 

C l early , th e s everi ty of  po l i cy int erf erenc e would largely 

depend on the change in ext ernal demand . Ac tua� poli c i e s  

would d�pcnd o n  e la s ti c i ti e s . Where pri c e  e las t i c i ty o f  

demand i s  high , i ndi r e c t  taxa tion would c l early correc t  

inf l a t i o nary pres sures  whi l e  reduc t i o n  of  indi r e c t  tax 
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would s timula t e  demand . I f  growth e las tici t i e s  of  demand 

are h i gh ,  dir e c t  taxa t i o n  would b e  more eff e c tive . Si  m-

i larly , produ c t i op growth can be  d i s couraged by pro f i t  tax 

on  s e c tors who s e  pri c e  e la s ti c i t i e s  of supply are low , 

encoura ged by tax conc es s ions , inve s tment a ll owanc e s  etc . 

for s e c tors where  ela s t i c i t i e s  are high -i . e .  wh ere 

growth � mos t  d e s irably dire c t ed .  

Tari f f  The model r e f l e c t s  t h e  main weakn e s s  of  tariff  

po li c y , which is  tha t it  i s  impo s s ible  in advanc e t o  a s s e s s  

wha t  a r e  the likely eff e c t s  o f  tari f f  o n  th e int ernal s e c -

tor . To the ext ent that tariff inc reas es  import pri c es 

and a c t s  as  a tax absorbing s pending power , i t  do e s  no t 

permi t the trans f er of  demand to the  int ernal s e c to r , and 

the � Jd e l  as sumes  tha t the  int ernal supply/demand pat t ern 

is no di fferent wi th tariff  than wi th free trade . Thi s  

as sumption i s  somewha t  unreali s ti c  becaus e i t  is  likely 

that th e impo s i t i on of  t ariff wi ll  i nduc e s ome change in 

the  e la s t i c i ti e s . In parti cular , growth elas t i c i t i e s  o f  

supply are lik e ly t o  inc r e a s e  for importab l e s  and , t o  a 

les s er degree , for �on- traded goods and to d e c line for  

exportables  i f  expec tations are  tha t tariff is  likely to  

provi de long t erm benefi t s  for pro duc ers in  pro t e c t ed 

s ectOrsA  I t  i s  impo s s i b l e  to  judge the ma gni tude o f  such 

change for a number of  r e a sons ; i t  wi ll depend on : 

1 .  The degr e e  to whi ch importables  are subs t i tut as 

for irr.2orts  

2 . The rela tive t e chno lo gical r e qui rements  of  expo r t s , 

importable s  and non- traded goods , det erminiilg th e mob i l tiy  
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o f  factors  betwe en s e c tors . 

Bo th the s e  c aus e s  would tend to  inc r ea s e  e las t i c i t -

i es over  time : - i . e .  short run ela s t i c i ty would t end t o  

b e  low , long run e la s t i c i ty high .  

J .  I f  tari f f  r evenue i s  withheld , interna l demand wi + l  

be  l i t t l e  affec t e d ; i f  i t  i s  re- inj e c t ed into th e econo my , 

i t  wi ll  increas e  demand . 

4 .  F oreign r e a c tion i s  not predi c table . To th e d e gr e e  

that exports  are reduc ed  b y  c ount er- tariff , int erna l in� 

comes and supply pa t t erns are affe c t ed .  Broadly , however , 

i t  i s  reasonable to  conc lude that the  internal probl ems 

are unlikely to be subs tant i ally dif f erent wi t� tariff  

than wi th free  trade . The s ame s p e nding power wi ll be  

ava i lable  to  s a t i s fy simi lar demand pa t t erns . Tarif f  

works through he pri c e  mechanism and i t  is only �h e 

eff e c t s  o f  pri c e  e l a s ti c i t i e s  whi ch are of impo rtanc e . 

The re sul t s  of  tari f f  from the model are wha�  one 

would .expec t . In every c as e , the ini t ial impac t  of  a 

large tariff turns the defi c i t  into a surplus . Over 

time the eff e c t  if increas ing growth demand erodes  the 

benefi t  o f  tari ff  and , i n  mo s t  c a s e s , a defi c � t  reappears . 

In only two c a s e s , 10 and 1 4 ,  wh ere price elas t i c i ty o f  

demand i s  hi gh and growth e l a s t i c i ty low , d o e s  surplus 

endure for the full twenty t ime periods . However , in  

all  c a s e s , defi c i t  i s  marke d ly l e s s  than wi th free  trade  • 

. : .. l ·, . . . .  ; . . . 

. · l 
. ,. . 



Three  important fac tors mus t  be  borne i n  mind 

when a s s es sing probable  results  of tariff . 
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1 .  To the extent tha t forei gn growth rat e s  are  lik e ly 

to lead t o  increas ed export demand , the tarif f  wi ll  a c t  

a s  a permanent c orr ector o f  ext ernal defi c i t . 

2 .  I f  retali a t i on o c curs , th e eff e c ts of  tari f f  are  

canc e l l ed by  a c omparable reduc tion i n  expo rt s . Th e r e -

taliation eff e c t  c an b e  imm e di a t e  i f  c ount er tariff  i s  a 

di rec t imposi tion or  delayed if  retali ation i s  i ndi r e c t  -

th e final impac t  c oming as  a result o f  the c i rcular flow 

of tariff reduc t i o n  in a mul t i la t eral trading sys t em . 

In the event of  r e tali a t i o n  being o f  the de layed kind , 

s ome benefi t , o f  a temporary nature , s till  a c crue.s from 

the imp o s i tion of tariff . 

J .  If  forei gn supply has  a pri c e  e las t i ci t y  of  l e s s  

than i nfini ty ,  s ome part o f  the tariff wi ll  b e  abs orbed 

by the forei gn produc er a n d  the e ff e c t  of the t ariff wi ll  

be reduc ed . 

4 .  I f  result 1 .  do es  not come about , then i n  order 

to maintain ext ernal balanc e , an increasing tariff may be 

requi r ed . The model do es  no t l end i t s elf eas i ly to  thi s  

ass es sment , becaus e as tari f f  increas es and we move 

further back along the foreign " o f f er curve " ,  pri c e  e la s ­

tici ti e s  t end t o  get lower , making e a ch suc c e s s ive tariff  

increa s e less  e f f e c tive than the las t , i . e .  only the 

eff e c t s  of  marginal tari f f  adjus tments can be e s tima t ed 

wi th given ela s t i c i ti e s . 

The 25% tariff us ed in the  model was i n  every 
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c a s e  exc e s s ive . An a l t ernat ive method would have b e en 

to a s s e s s  the tariff  requi rement b maintain zero ext erna l 

balanc e ; i . e . given the requirement 

D m E 
m 

dP m 
p m 

+ D m E my y = ( P  X + dP ) x . 

s impli fying and iso lating for  tarif f  requi reme11t  

dP rn = 

i ci ent . 

D • E m m 

dP - D • Z • Y x m t:ly 

Thus , in C a s e  1 1  a 5% tari ff  would have b e en s uf f -

The hi gh e s t  r e quir e d  tari t'f  i s  in Cas e 9 ,  11rh e r c  

1 7 . 6 % i s  needed . However , an annua l revision  o f  tari f f  

would then b e  r e quired as increas i ng growth brough t  incr-

easing defici t . Us ing a 2 5 %  tari ff  a llows us to  s e e  how 

long the bene f i t  of tari ff  will las t ,  give� diff erent 

elas ti c i ty condi tions . 

The ma j o r  dis advan t a ge o f  tariff appear s from th e 

resul t s . It  i s  no t an ext ernal po l i c y  which call b e  us ed  

as  a substitu t e  for  int erna l po li c i es . The int ernal prob -

l ems whi ch fac e a country a s  a r esult of growth i n  a 

free  trade s i tua tion  are s t i ll there after tari f f , and 

i t  i s  s till  nec e s sary to adopt a sys t em of  corr e c t i ve 

measur e s  to adjus t the  internal s ec tors . I t  i s  primari ly 

for thi s reas o n ; that , from pol i t i c a l  mo tives , tar i f f s  

a r e  o f ten l e s s  pref erred than di r e c t contro ls . The ne e -

esaary monetary and f i s c a l  poli c i e s  required int ernally 

are  no t poli t i c ally popular and , e s p e cially wh e �  govern-

ment is uns tabl e ,  are avo id ed as  far as pos i bl e . 



1 1 7  

The grea t advantag e  o f  tari ff  i s  als o  apparent . 

I t  grants  the home country a breathing s pa c e  during whi c h  

int ernal balanc e po licy c an b e  imp lement ed wi thout undue 

c onc ern about the maint enanc e o f  trading ba l anc e . Thi s 

is  par t i cularly evident wl1 en  int ernal balan c e  i s  pos.i tive 

and the required poli c i e s  are of  a kind aimed at s timul-

ating demand to  i ncreas e  the  level o f  employment . In a 

f r e e  t rade s i tua tion , such po l i c i e s  would lead  to  inc r ea s ed 

defi c i t ; tari ff  gives a period of t ime during �rhi ch s u c l1 

po li c i e s  can be  fo llowed wi thout c ons equent prus sure o n  

the balanc e of payment s . T�e time period vari es  a c cord-

ing to elas t i ci ti e s . As  a l ready mentioned , C a s e s  1 0  and 

1 4 ,  surplus i s  mai ntained for twenty time periods ; . o ther 

cases in whi ch expans ionary int erna l poli c i e s  may be pur ­

sued , 1vhi le  tariff  conpens a t es for any eff e c t s  0 �1. the  

ext erna l s ec to r , are : -

Cas e 5 s urplus i s  maintaine d until the 1 1thperi o d . 

I f  6 " " " " " 10th " 

C a s es 1 , . 3 " " I f  I f  " 6 th I f  

I f  2 ,  1 2  I f  I f  " I f  " 4th " 

" '7 ' 8 " " I f  " " )rd " 

Case '·' · 
" " " 11  ! I  2nd I f  

In the f irs t two of the s e  c a s es ( 5  and 6 )  pri c e  

elas t i c i ti e s  o f  demand a r e  great er than demand growth 

elas t i c i ti es ; a s  mi ght be expe c t ed , tariff , wo rking 

through the pri c e  mechani sm , has i t s  s tronges t eff ec t . 

In c a s e s  1 ,  ) ,  2 ,  12 , and 8 demand price e l a s t i c i ti e s  
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are num erically e qual t o  demand growth elaS t i c i ti e s .  

Cas e s  7 and 4 a r e  two ma r ginal c a s e s  '\'Th ere demand growth 

e la s t i c i ti cs numerically exceed demand pri c e elastic i ti es 

by 0 . 5 ; b e nef i t s  o f  tariff become v ery tempo rary . 

In all  o ther cas e s  where the i nt er�al problem i s  

one o f  exc e s s  demand , the  value o f  tariff a s  a po l i c y  

weapon i s  ques t i o nabl e . Th e def l a t i o nary po l i c i e s  r e quir-

e d  to reduce  gene ra l demand i s  c ertain to have t h e  s ame 

eff e c t  ( as suging s imi lar gr owth e la s t i citi e s ) o n  icport 

demand a s on demand for i n t ernal go o ds . D e f l a t i o nnry 

poli c i e s  a r e  thus equal l y  balanc ing f o r  ext ernal and 

i n t e rna l s e c t o r s . 

In comparing th e cho i c e  b etwe en F r e e  Trade and 

Tari f f  as po li c i e s  1-:rh en growth i ncur s  defi c i t , th e f o l l ­

owi n g  bro�d conc lus ions c a n  b e  drawn . 

1 .  When growth i s  lik e ly t o  result in exc e s s i ve de�and -
i . e . when growth e l n s t i c i t i e s  o f  demand for int e rnal 

goods i s  h i gh , th e po licy r e qui r em ent s are to c or� 

rect int erna l imba lanc e . Impos i tion o f  t ari ff may 

h e lp external balanc e bnt wi ll  not cure t h e  r e a l  

troubl e . I f  corr e c t internal po lici e s  n r e  followed , 

then the ext ernal defic i t wi l l  be  reduced  or e lim­

inated as  a s e condary result  of such po li c i e s . 

Tariff would then b e  unne ce s s ary . Indee d ,  the tar-

iff mi ght wel l  be  qui t e  wrong  i n  that an imbalanc e 

i n  the form o f  a t rading surplus mi ght  caus e further 

di s tortion . 
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2 .  When growth i s  l i k e ly t o r e s u l t  in e xc e s s i ve s upp ly 

i . e . •;ihen growth e l a s t i c i  t i c s  o f  demand a r e  l m-r , the 

m� j or po l i c y r e qu i r e�ent s a r e  s t i l l to  c a �r e c t  i nt er-

na l di s tortion . How e v er , o n  th i s  s i tua t i o n , a t ar i ff 

pol i cy may h a v e  c ons i d erab l e va·lue in tha t e x t erna l 

ba lanc e c an b �  ma i n t a i n e d  whi l e  i nt e rna l a d j u s tment 

i s  made . 

J . Nei ther po l i c y  i s  suffi c i ent by i t s e l f , exc e p t  i n  

the unl ik e ly event of f o r e i gn changes i n  demand and 

supply a nd home c :.ang e s  in d emG.nd and su :.:>pl y c om.bi r�­

i ng t o  Ma i n t a i n  o vera l l  bala nc e . 

C o n t r o l  T� e r e  3re two e s s e nt i a l  di f f e r e nc e s b a twe er 

t a r i f f  a nd c o nt ra �  

1 .  Contro l i s  d e t e r�i na t e . Ext ernal b a l a ·:cc e i s  :;-Ja irL-

t a i ne d  by fu e expedi eut of no t p ermi t t i n g  t h e  ent ry 

o f  go o d s  o f  va lu e iL exc e s s o f  expo r t  rc c ei ?t s . 
Thu s , i n  e v ery case  cxt cr�a l balaLc a i s  �a i n t a i n c d . 

2 . Unl es s t h e  c oc1r:1u11i i; y  i s  p r e p a :r e d  t o  s av0 t�J. e  mo1J.ey 

whi ch it c anno t s p end on i::J�::>o rt ed go o d s , tile r e sult  

o f  c o n t r o l i s  t o  e f f e c t a transf er o f  growth d eucnd 

fro� ext e rna l to int ernal s ourc es . I n  t h i s  r e s p e c t 

contro ls a c t  as  an i nt e rna l a s wel l  as  a n  ext e rna l 

po l i c y ::1easure . 

Wh en grow-th i s  l ik e l y to l ead to  uneop l o y::1 en t  t h e  

advar-ta ges  a r e  o bvi ous . Un emp lo yc ·d j, nter!la l  fa c to rs a r e  

b r o u gh t  i n t o  u s e  and the l evel of uner.tl;)loyr:te>."!t i s  ma rk-

e d l y  r e du c ed . Cocparing result s  i n  the 20th t i�c p e r i o d � 

th e no t a b l e  c a s e s are : 
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T a b l e  6 . 1 

F r e e  Trade Co ntro l 

Cas e Exc e s s  Cap­
a c i ty % o f  
To t n i  

1 5 . 9 
l!, 7 . o 

5 J . / 

6 / . 0 

'I 9 . 9 

Int . Pri c e  
% ChoL"Iga 

0 . 0 

0 . 0 

0 . 0 

0 . 0 

0 . 0 

Exc ess  
Capac i ty 
% o f  To t a .!.  

0 . 9  

1 . 3  

0 . 5 

0 . 6 
1 . 3 

I�1.t • Pri c e  
% Change 

1 0 . 1 

1 / . 5 

1 1 . 0  

'? . 0 
9 . 4 

I n  each o f  t he s e cas e s  t h e  subs tant ial l e v e l s  o f  

unemployment are re�ov� d �  thi s a c h i aveR e n t  i s  a t  th e 

expens 8 o f  a ri s i n g  i n t e r:e l pr i c e  l evel bu t � r e s uma b l y  

th i s  wo u l d  be a c c eptable to mo s t  c o m�uni t i e s . 

Wi th t h r e a t e n e d  u ne�� l o yn ent , th er efor e , t � c  cho i c e  

appears t o  b e  b e twe an the po l i c i e s o f  turiff and c ontro l . 

I f  contro l o f  tr a d e i s  u s e d , o th er int ernal po l i c i J s 

b e coce unnec es sary , but int ernal di s torti ons o f  t � c  kind 
d i s c u s s e d  i n  th e next chapt er rnay deve lo p ; i f  c o ntrol by 

t a r i f f  is employed , the �o l i c y cak e r s  a r e  s t i ll f a c e d 

wi th the pro b l ems o f  unpo pu lar f i s c a l  and. mo ne t ary ad j us -

tment measures in t h e  i nt erna l s e c t o r . 

In the e v e nt o f  growth leading to exc e s s ive 

d emand , t h e  u s e  o f  quanti ta t ive co ntro l o f  tra de , whi l e  

curi ng t h e  ext erna l  d e f i c i t , increases  the int e rnal 

probl em . I� a l l  cas e s  exc e s s  d eoand beco�e s er e a t e r 
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and �ri c es ri s e  h i gh e r . C ompa r i ng t h e  2 0 t h  time ?er�od 

resul t s , o u t s tanding cas e s  a r e  : 

T a b l e  6 . 5 . 

F r e e  Trade C o :::.'- t r o l  

C a s e  E x c e s s  D emand Pri c e  % 
% of  To t a l  C h a n g e  
Capac i ty . 

1 3  2 lz. . 7 2 4 . 9 

16 1 3 . 0 2 4 . 9 
1 7 .  9 . 0  16 . 6 

1 8  1 2 . 2 5 0 . 0 

20 16 . 6 3 3 . 3 

Exc e s s  D coand 
% of To tal  
Ca�a c i ty 

11 1 . 1 
36 . 5  

20 . 0 

2 3 . 6 

3 2 . 1 

Pri c e  % 
C h a n g e  

3 7 - 5  

3 3 . 5 

26 . 6 
'/ 9 . 2 

5 1 . 8  

C l Ga r l y , the impo s i tion  o f  lgpo r t  Contro l s  i n  e 

per i o d  of  o verfull emp l o ym e n t  c an l e a d  to exc es sive i nfla t -

io nary pres sure s  r e qui r i n g  much mo r e  s evere int ernal 

m e a s u r e s  than wo uld b e  ne c e s s a ry und er fre e t r a d e  o r  

tar i f f  �:>o l i c y . 



Chapter 7 .  

Alt ernative Poli c i e s  

The pre c eding analys i s  h a s  assumed a bas i c  policy  

of  s t eady growth in all  s ec tors , permi t ting a natural  or 

impo s ed pri c e  adjus tment to  for c e  adjustment t o  d emar�d 

patt eras . In f a c t , governme�t may be  conc erned to  achi eve 

some other ma j o r  goal . 

As sume , for example , that the ma j o r  cons tra i nt i s  

that infla t i on sha ll be avoided . A pri c e  increa s e  o f , s ay , 

3% per annum i s  the bi gh e s t  a c c eptable l evel o f  inf l a ti on . 

Wha t  kind o f  res traint do e s  thi s pla c e  on the rat e  o f  inter-

nal  expans i on and wha t  problems are met  wi th irr th e ext ernal 

s e c tor?  the model of  Chapter  4 can be  re- expr es s ed .  

Importabl e s : 

:Y .. = 
1 

Where  Y = 

( D . E .  - I • f) . ) p . J.. 1 J.. 
I . ? D .  E .  ( I )  -iy J.. J.. y 

r e quired growth rat e  in i�po r t able  
s e c to r  

P = maximum permi t t ed pri c e  i nc r e a s e  ( 0 . 0 3 ) 

Exportable s :  
( D  . E + D - X ) p 

y xh xh xf X = X X • ? xy 
0

xh E ( X )  - . xy 

Where  Y = r e quired growth rat e in expor table s . X 
NonsTrade d :  

y = 
n 

(D E - N9 ) P n n n 

( N  • f) - D E ) . ny n ny 
( N )  
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To tal Growth : 

y = Y .  . I + y . X + y . N 
1. X n 

Im,eorts : 

dD -· D . E y m m my 

a s suming no change in free- trade import pri c e s . 

Int ernal Balanc e _ _  : There i s  a phys ical  limi t a t ion on 

the capa c i ty of  an  e conomy t o  expand . Let i t  b e  a s sumed 

that th e phys i c a l  cons t raint ( Y* ) is th e 5% ex�ans ion rat e  

o f  Chapt e r  5 .  I t  should a l s o  be as sumed tha t fac tors o f  

production are suffici ently mobi l e  f o r  any exc e s s ive (> 5% ) 

growth whi ch may b e  requi red in one s e c tor to b e  a chi eved 

by trans fer  of r e s ourc es  from any s e c tor where growth 

r e quirement is  l e s s  than maximum po s s ible  (� 5% ) . 

I f  total growth ( Y )  i s  gre a t e r  than Y *  the 0c onomy 

wi ll suff er from expans ionary pressur e s , and th e po l i c y  

pric e  increase  goa l  becomes unat tainabl e  unl e s s  demand can 

b e  r e s trained . I f  total growtb rat a  i s  l e s s  tha n Y* , th en 

s ome s t imulation o f  demand may b e  desirab l e . The s e c t oral 

balance of  growth can b e  j udged by c omparing the  r e quired 

expans ion o f  each of  the thr e e  s e c t or . 

= y - Y *  

wh ere Yb 
= overal l  internal balanc e . 

I f  Yb i s  po s i tive , r e quirements are over- expansion-

ary , and ther.e are i nflat ionary pr.es sures . 

negative , there i s  s ome exc e s s  capac i ty wi th deflationary 

t endenc i e s . 



Ext e rna l B a l a �1 c e 

dB = ( 1 +P ) ( D  + d D ) m ;n 

Wh e r e  dB = c ha n g e  i n  t ra d e  ba l a nc e 

dD 
xf 

= D 
xf 

E 
x f  

p 

dD = D . E y m m ID"'" .J 

Th e r e  a r e  a numb e r  o f  k ey va l L 3 S  i n  t h oa  :no d e l . 

Th e r e l a t i v e s i z e s  o f  s u p � l y  and d e�and growth 

e la s t i c i t i e s  i n  e a c h  s e c tor ,  f o rming t h e  d enominat o r  o f  

th e H . H . S. o f  t h e  ( N )  and ( I )  e qua t i o ,.s a r e  · t h e  ma j o r  

d e t e rwi fian t s o f  t h e  s e c t o r a l  b a l an c e .  I :  growth -C.! l a s --

t i c i  ty o f  £mpply i s  gr e a t e r  tl.-.an d ema�ld e l a s t i c i t y , tb e 

d e �omi �a t o r  h a s  a po s i t i v e va lu e . Th e num e ra t o r  i s  a 

s i mpl i f i c a t i o n  o f  a c ommo n l y  h e l d  c o nc e p t t h a t p r i c e s 

a r e  mana ged and p r i c e s  a r e  �ri�ari ly c o s t - d e t e rffii n e d . 

I t  i s  t bu s  a s s umed t h a t an expans ionary int cr�:..a l  mo 1:e tary 

� o l i c y  i s  f o l l ow e d , p o rni t t i n g  a ra t e o f  3% i nf l a t i o � 

( vi s - a ·- vi s th e  r e s t o f  th e No r l d ) whi ch i s  r e f l e c t e d  

thr o u g":l.o u t  t h e  e c o nomy i n  i nc r e a s e d c o s t s  w:!i c t: ar e 

p a s s e d o n  i n  p r i c e s . 

Th o pro b l e m  i s  now t h e  v e ry fami l i a r  c a s e , e s � e c -

i a l l y i n  a c o ua t ry l i ls: e  IJew Z e a land , o f  i n t  e ·�na l c o s t  

pr e s s ur e s  e xe r t i n g  upward pr e s s u r d s  o n  9 r i c e � whi ch may 

no t be r e c o v e r a b l e on e x t e rnal ma rk e t s . Th e r e s u l t s  o f  

some o f  t h e  c ompu t a t j. o ns a r e  s hown i n  Tab l e  ; . 1 . and t h e  

c omr:u t e r  p r gramm e  i n  . ·  A c.3 !J e n d i x  B .  A l l  valu e s  a: J sh own 

as t h e  f 1 r s t  t i m e  p eri o d p e r ce n t a g e c hang e i n  e a c �  s e c t A r  
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I = D .  - % c ha n g e  r e qui r e d  t o  b a l a n c e s � p � ly/d em a nd J. 
i n  t � e Im9o r t ab l e s  s e c t o r  

N � D - c � a n g e  r e qu i r e d  i n  t h e  no n - t r a d e d  s e c t o r  
r.. 

X ,. D + D -
xh xf r e qu i r e d  i .�. th e 3Xp o r t a b l e s  

s e c t o r  

D m % i :nc r G a s e  ( + ) or d e c r e a s e ( - )  i ::. impo r t  

d em a nd 

D � % c h a n � G i n  e xp o rt s X!.: - -

Ext . B a l  - % s hr p l u s  ( + ) o r  d e f i c i t  

ext e r::.a l  t ra d e  

( - "\ \ / 0 71 . 

% i nc r � a s a  ( + )  o r  d e c r e a s e ( - ) i n  m o n e y  t e  

t e r�s o f  t o t a l  o u t pu t . 

f - % c � a � g e  i �  r e a l  t e rms o f  t o t a l  o u t pa t  r 

fb - % t a r i f f  r e qu i r e d  t o  b r i n g  a b o u t  b a l a n c e 

o f  ext e r �a l  � a ym e n t s . 



in : I = .. . : u = 1'\ : X = 11 xh + 11xt : D m : D xt : Ext . Bal : y m : fr : Tb 'l. n 
-·-

Free Tra de 8 . 0* 8 . 0* -0 . 6  3 . 5  o . o  -3 . 5  +3 . 8  +0 . 8  !t 

Tar iff 8 . 0* 8 . o• -0 . 6  0 . 5 o . o  -0 . 5 +3 . 8  +0 . 8 5 � C 

C ontrol 1 2 . 5 9 . 0  -0 . 6  o . o  o . o  0 � 0  +5 . 1  +2 . 1  

' 

- 6 . 5  -2 . 6  
/ 

+4 . 0  - 8 . 2  Fre e  Trade - 6 . 5 -3 . 0  + 1 . 0  -5 . 2  

Tar i f f  - 6 . 5 - 6 . 5 -2 . 6 -4 . 5  + 1 . 0  +5 . 5 -5 . 2  -8 . 2  
Control - 6 . 5 - 6 . 5 -2 . 6  -3 . 0  +1 ;. 0  +4 . 0*  -5 . 2  - 8 . 2  

Fr e e  Tra de 1 8 . 0  1 8 . 0  - 1 2 . 6 1 3 . 5  -2 . 0  -1 5 . 0  +9 . 1 +6 . 1  
Tar i f f  1 8 . 0  1 8 . 0  - 1 2 . 6  9 . 0 -2 . 0 - 1 0. 5  +9 . 1  +6 . 1  1 0 � 1  
Control 30 . 5 20 . 8 - 1 2 . 6  -2 . 0  - 2 . 0  o . o  +1 2 . 8  +9 . 8  

-/ 

Free Tra de 8 . 0* 8 4 0* - 1 . 6 5 • 0 1 . 0 -3 · 5 + 5 . 2  +2 . 2 

Tarif f 8 . 0* 8 .. o•  � 1 . 6  3 . 5  1 ' 0  -2 . 0  + 5 . 2  +2 . 2  8 . (  
:Jontrol 1 2 . 5 9 . 0  - 1 . 6 1 . 0 1 . 0 o . o  + 6 .; 5  +3 . 5  

Fr e e  Trade 8 . 0* 8 .. 0* - 6 .- 3 3 . 5  -2 . 0  -5 . 0 + 3 . 8  +0 . 8  

Tariff 8 . o• a .. o• - 6 .. 3 - 1 . 0  -2 .0  - 1 . 0  + 3 . $ +0 .' 8 5 . < 

Contro l 1 3 . 5  9 .·2 -· 6 .·3 -2 . 0  -2 . 0  o . o  + 5 . 4  +2 . 4  



% change in : I = 11 · : 
l 

Case 6 Fr e e  Tra d e  8 . 0* 

Tar iff 8 o O * 

C ontrol 1 1 ., 5 

Case 7 Fre e  Tra de 8 . 0* 

Tar i f f  B o O * 

Control 1 1 � 5 

C a s o  8 Fr � e  Tra de - 3 c 5 

T."lriff -3 ?5 
Control -3 o5  

C a s e  9 Fr e e  Trade 9 .- 0 

Tariff 9 . 0 

Gontrol 1 5 o 5 

Case 1 0  Free Trade - 9 . 5  

Tariff � 9 · 5  

C ontrol -9 � 5  

N 

8 , 0 * 

3 0 *  

9 0 

8 . 0 '' 

8 . 0* 

9 o 0 

-3 c 5 

-3 ., 5  
-3 . 5 

9 . 0  

9 . 0 

1 0 . 4  

... 9 . 5 

- 9 .. 5 

- 9 . 5 

T\ : n 
:: = . ; l - : .  it ' : X J. : : ·c. 

- - - -·--

-- 1 1  0 0 

- 1 1 c 0 

- 1 1 � 0 

- 6 . 3  

- 6 . 3 
- 6 . 3  

- 1 � O  

- I ,- 0 

- 1 . o  

- 3 - 3  
- 3 - 3  
- 3 .• 3 

- 4 c 6  

- 4 . 6 

-4 . 6  

-� m • 
D , .. .'. = Ext , Bal � 

2 . 0  · - '"'  ) _ i+ . o  
-2 . 0  -2 . o  o . o  
·-2 o O  -·2 � 0 0 � 0  

3 o 5  1 .  0 · -2 o 5 

2 . 0  1 < 0 - 1 . 0  

1 . 0 1 0 0 0 ., 0  

-- 1 . 5 1 <' 0  2 , 5 

-3 o 0 1 o 0 4 . 0  

-· '1 c 5  ....
. c 0 2 ._ 5 

8 . 0  1 . 0 -7 . 0 

6 . 5 1 . 0 -4 . 5  

1 (' 0 1 . 0 o . o  

-4 . 0 -2 . 0  +2 . 0  

-8 . 5 -2 . 0  +6 o 5  
-4 . 0  -2 0 0  +2 . 0 

y .. 
m • 

-:-2 .., 4 

+2 . 4  

+3 � 8  

+3 o 8  

+3 . 8  

+4 ,. 8  

-2 " 5 

-2 .. 5 

-2 . 5 

-:-5 0  4 
+5 1R 4  
+7 . 4 

-7 . 9  

-7 . 9 

-7 . 9 

V 
""" � ... . -

··O c  6 
-0 ? 6  

J.-0 .. 8 

+0 . 8  

+0 o 8  

+ 1 a 8 

· ·5 c 5 
-5 <' 5 

-5 o 5  

+2 . 4  
+2 o 4  
+4 . 4  

-1 0 . 9  

- 1 0 . 9 -

-1 0 . 9 

'i'b 

3 o 0  

5 a 0  

1 5 . 0 

·� . 
, ,  



% change in : I = 11 .  : N = , : X = 11 xh + 11 xt : Dm : J. · n  

C a s e  1 1  Free Trade · j s . o  1 5 . 0  - 9 . 7 1 1 . 5 

'l'ari f f  1 5 . 0 1 5 . 0  - 9 · 7  7 . 0  

Control 26 . 0 1 7 . 4  - 9 - 7  - 2 . 0  

Case 1 2  Fr e e  Trade - 9 . 5 - 9 . 5  - 4 . 7  - 4 . 0 

Tar i f f  - 9 - 5 - 9 - 5 - 4 . 7 - 5 · 5  
C ontrol - 9 . 5 - 9 - 5 - 4 . 7 - 4 . 0  

C a s e  1 3  Fre e  Tra de 1 5 . 0 1 5 . 0  - 9 . 7  1 1 . 5 

Tar iff 1 5 . 0  1 5 . 0  - 9 . 7 1 0 . 0  

C ontrol 2L� . o 1 7 . 0  - 9 . 7  1 .  0 

C a s e  1 4  :F'r ee Trade - 1 6 . 0 - 1 6 . 0  - 8 . )  - 7 . 0  

Tariff  - 1 6 . 0 - 1 6 . 0  - 8 . 3 - 1 1 . 5 

C ontrol - 1 6 . 0 - 1 6 . 0  - 8 . 3  - 7 . 0  

C a s e  1 5  :fr e e  Trade "'. 1 . 5 2 1 . 5  - 1 5 . 6  1 5 . 5 
Tar i f f  2 1 . 5 2 1 . 5 - 1 5 . 6  1 1 . 0 

C o ntrol 34 . 5 2 4 . 0 - 1 5 . 6  - 2 . 0  

Dxt : Ext . Ba l : 

- 2 . 0  - 1 3  · 5  

- 2 , 0  - 9 . 0  

- 2 . 0 0 . 0  

+ 1 . 0 + 5 . 0 

- 1 .  0 + 6 . 5  
+ 1 . 0 + 5 . 0  

1 .  0 - 1 0 . 5  

1 . 0 - 9 . 0  

1 .  0 0 . 0  

+ 2 . 0  - ) . 0 

- 2 . 0 + 9 - 5 

- 2 . 0  + 5 . 0  

- 2 . 0  - 1 7 . 0  

- 2 . 0  - 1 3  . o  
- 2 . 0  0 . 0  

y : m 

+ 7 . 9  

+ 7 · 9 

+ 1 1 . 2 

- 7 . 9  

- ? . 9 

- 7 . 9  

7 . 9  

7 . 9  

1 0 . 6  

- 1 3 . 4  

- 1 3 . 4  

- 1 3 . 4  

+ 1 0 . 4  

+ 1 0 . 4  

+ 1 4 . 4  

y : r 

+ 4 . 9  

+ 4 . 9  

+ 8 . 2  

- 1 0 . 9  

- 1 0 . 9  

- 1 0 . 9  

4 . 9  

4 . 9  

7 . 6  

- 1 6 . 4  

- 1 6 . 4  

- 1 6 . 4  

+ 7 . 4  

+ 7 ;. 4 

+ 1 1 . 4 

Tb 

9 . 0  

2 1 . 0  

1 3 . 0  

' c ' 

I 
" '  



I = 11 ·  : J. 

r e e  Trade 1 5 . 0  

:u'iff 15 . 0  
:mtrol 2 6  .. 5 

·.' � f� ' .r e e  Trade 2.1 o 5  
:�.riff 2 1 � 5 

)ntr o l  ?>? e O 

� e e  Tr a de 9 o 0  
:1riff 9 .. 0 

)ntrol 1 7 . 5 

:- e e  Trade 1 5 . 0  
:�.riff 1 5  .. 0 

mtr o l  2 7 . 5 

� e e  Trade 1 2 . 0  

:triff 1 2 . 0  

mtrol 22 . 0  

N = 11 : xh 

1 5 . 0 

1 5  .. 0 

1 711 6  

2 1 ,5 

2 1 ., 5  

2 4  .. 6 

9 . 0 

9 .. 0 

1 0 . 8 

1 5  .. 0 

1 5 . 0  

1 7 . 8 

1 2 . 0 

1 2 ,. 0  
1 4. 2  

Y. = 11 h -:- � .I.. : X X t-

- 7 . 0  

- 7 . 0 

- ? . G 

- 8 o 3  

- 8 . 3 

- 8 . 3 

- 3 . 3 
� 3 o 3  
-· 3 .. 3 

- 4 . 6  

- 4 . 6 
··- 4 .. 6 

- 5 . 3  
- 5 . 3  
- 5 . 3  

-----

D : m 

1 3 . 0 

1 1 o 5  

� 2 . 0  

1 8,. 5 

1 4 . 0  

- 2 ., 0  

8 � 0  
6. 5 

- 2 o 0  

1 4 � 0  
9 .. 0 

- 2 . 0  

1 0 . 5 

9 � 0 

.... 2 . 0  

D� t 
: Ext ,. Ba l : y n . m 

- 2 . 0  - 1 5 . 0  + 8 . 6  

- 2 .;. 0  - 1 3 . 5  + 8 . 6 

... 2 . 0  o .. o +1 2 . 1  

... 2 ., 0  -20 o 5  +1 2 . 6 

- 2 ., 0  -1 6 .. 0 +1 2 o 6  

- 2 .. 0 O o O  +1 7 o 3  

-· 2 ., 0  - 9 c 5 + 5 .. 4 

- 2 . 0  -- B o O  + 5 .. 4 
...... 2 . 0  o � o  + & 0 

... 2 . o  -1 6 . 0  +· 9 o 4 

- 2 � 0  -1 1 ., 0 + 9 o 4 

- 2 c 0  0 ., 0  +1 3 .. 1 

- 2 .. 0 -1 2  .. 5 + 7 . 0  

- 2 . 0  -1 1 . 0 + 7 . 0  
- 2 . 0  o .. o +1 0 . 1 

y : r 

T 5 o 6  

+ 5 o 6  

+ 9 o 1 

+ 9 .. 6 

+ 9 , 6 
+1 4 o 3  

+ 2 ., 4  

+ 2 .. 4 
.L \ t·· 

• ./ J 

+ 6 . 4 

+ 6., 4 

+1 0 o 1  

+ 4 .. o 
+ 4 .. 0 

+ ? .. 1 

Tb 

29 o 0  

1 3 , 0  

2 1  .. 0 

1 1  .. 0 

25. 0  

'd . 
00 0 



% change in : I - TJ • N = TJ : X = TJxh + fl xt : D : Dxt : Ext .  Ba l : - i . xh m 

Case  2 1  Free Trade 9 . 0  9 . 0  - 4 . 7  ? . 5  - 2 . 0  - 9 - 5 

Tariff  9 . 0 9 . 0  - 4 . 7  7 . 5 - 2 . 0  - 9 - 5 

Control 1 7 . 0  1 0 . 6  - 4 . 7  - 2 . 0  - 2 . 0  o . o  

C a s e  2 2  Free Trade 9 . 0 9 . 0  - 5 . 7 7 . 0  - 2 . 0  - 9 . 0 

Tariff 9 . 0 9 . 0  - 5 · 7  4 . 0  - 2 . 0  - 6 . 0  

Control 1 6 . 5  1 0 . 6  - 5 - 7  - 2 . 0  - 2 . 0  0 . 0  

N . A .  - no t a ttainable 

NOTE : Where the demoninator ( e . g . I . TJ . - D .  E .  ) gives a value o f  zero , the Y value cannot 1y 1 1y 
be de termine d .  In  the s €  cases tha t se c tor  is arbitrarily given an initial grow th o f  
0 . 05 ( in value terms ) a n d  the e f f e c t  of  this growth fe d  into th e rest  of the model . 
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Chapt .:r 8 . 

Analysis  o f  Chapt ar 7 results 

It  i s  worth whi l e  examini ng the results i n  s o m e  

de t a i l  becau s e  mo s t  o f  the  po l i cy di lemmas o f  int erna l/ 

ext e rnal balanc e reveal th ems e l ve s . The c a s e s  fall  f airly 

conveni ently i nto thre e broad groups . 

GRO UP  A 

( a ) nega t i ve growth and balanc e of  payment s 

surplus . 

( b ) moderat e growth wi th no s erious ext ernal 

imbalanc e 

( c )  rapid growth a nd ba l anc e o f  payment s defi c i t . 

- c a s e s  2 ,  8 t ' tO , 1 2 , 1 4 .  

All  t h e s e  cas c s  have i n  comr.10n a low income1  .demand 

e l a s t i c i ty ; i nt ernal balanc e r e quires a r educ tion  of out -

put t o  c ompensate  for i nsuff i c i ent d emand . I f , a s  i n  

ca s e s  10 , 1 2  a nd 1 4 ,  pri c e  d �mand e l a s t i c i t i e s a r e  h i gh 

th u unemp l o yment eff e c � �co s t  and pri c e  i nc r ea s e s  ar e s er-

ious . I n  none of thes e s i tu a t i ons i s  t h e r e  an 0xt ernal 

problem o th e r  than the non-urgent imbalanc e i f  carrying 

a n  unne c e s sary trading surplus . Trade contro ls  are us e l e s s  

w e a p o ns . A t ariff , per  s e , �er e ly increa s e s  the surplus 

wi thout s ti mulating t h e  e conomy and import c ontro l has 

no balanc e of payment s func t i o n .  In fac t , t h e  u s e  o f  

contro ls  would probably b e  s e l f - defeating i f  they were 

us ed  for ' be ggar-my-nei ghbour ' po li c i e s  o f  expor t i ng 
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un employment . Pro tec tioni s t  po l i ci es  undertaken by a coun­

try i n  surplus mus t  inc r ea s e  the d efici ts  o f  defi c i t  nat ions , 

forcing them t o  take prb t e c t i o ni s t  measures . 

Th e imbalanc e i s  �ntirely an int erna l o�e . S tim-

ula+ io n of  demand by Government f i scal  activi t y  v;i l l  bo tb 

�ncreas e interna l activi t y  and h e lp remove the  t rading 

surplus . Mor e  s a ti sfac tori ly , using all o r  part o f  the  

trading surplus to import some o f  the commodi ti es  r e quired 

for  expansi o nary po li c i e s  would have the two addi t i onal 

advantages  o f  generating no n-inflationary expansi o n  �nd 

of h elping defi c i t  c ountr i e s  out of their di ffi cul t i e s , 

a s s i s t i ng world expans i o n  by trade growth rather than by 

us ing  res tri c tive trade prac ti c e s  i n  restraint o f  growth . 

Cer tai nly , t h e combina t i o n  o f  unemployed r e s ourc e s  and 

balanc e of payments surplus is  no t one in which trade 

controls  should be  impo s e d ; rather should exi s ting r e s ­

tri c ti ons b e  removed . 

GROUP B c a s e s  1 ,  4 ,  5 , 6 ,  7 ,  2 1 . 

Thi s  is  the group whi ch c ontains thos e  s i tua t i ons 

whe r e  the c a s e  for some form o f  contro l i s  s trong . All  

r epres ent r e latively bal anc ed  supply and d emand growth 

ref l e c ting s ome external imbalanc e as a r esult of i nt ernal 

deve lopment . It  may b e  argued tha t , becaus e  imbalanc e i s  

s o  sli ght , no remedia l  a c t ion i s  required and natural 

forc e s  wi l l  bring about adjus tment relatively painl e s sly . 

I t  i s  worthwhi le  takin g  each c a s e  in turn and examining 

the very di ff erent s i tua tions each one r epres ents . 
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C a s e  1 A ll elas t i c i t i es are uni ty - i . e .  thi s i s  

the c l o s e s t  pos s i ble approach t o  b alanc ed growth bo th in 

supply and demand . However , becaus e of the r e l ative inc r eas e 

i n  ho�e expans i on vi s -a-vi s  the res t of the wor ld , there 

i s  some loss of export r evenue . I n  a ddi tion , r e a l  growth 

is s low - only 0 . 8% . Th e ext ernal defi c i t  c an e a s i ly be  

r emoved by  the impo s i t i o n  o f  a 5% tariff al though it  · mus t  

b e  r e c o gni s e d  tha t , i f  thi s pa t t ern o f  growth i s  t o  c on­

tinue , i t  may be n e c e s s a r y  to increa s e  ta� i f f  year by year 

to maintain ba lanc e . Quanti ta tive c ontro l s  appear to  be  

mor e  a t trac t i ve in tha t they  give addi tiona l s ti�ulus to  

growth , increasing i t  t o  a 2 . 8% r e a l  rate However , a 

simi lar result  c ould obtain i f  tariff revenue were redi s tri ­

but e d  in the form of  general tax r el ief , increasing  int erna l 

d emand . The redis tribut ed tari ff  would be pre f erabl e  o n  

the grounds tha t it  could b e  e qui tably allo c a t e d  through 

the c ommuni t y  and would no t di s t ort demand pat t erns . By 

contra s t , the quant i ta tive  contro l sys tem mi ght  pla c e  the 

impli c i t  tari f f  in the hands of a small group of import ers � 

Th e ma j o r  argument 'in f avour of  the minimam r e s tri c ­

t i o n  r e quired t o  maintain ext ernal ba lanc e i s  that econom-

i c  growth would be dire c t ed towards grea t er s e l f - s u f f i c i en c y . 

- i t  would b e  anti - trad e  bia s ed . A l lowi n g  f r e e -mark e t  

forc e s  to opera t e  would t end to induce neutral or pro ­

trade bia s e d  growth . 
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Cas e  4 : . " Aga i n  growth in  demand ·for impor t s  i s  no t 

ma tched  by increas e i� for e i gn demand for expo r t s ; low 

pri c e  clasti city ; o f demand for expor t s  allows for increa s -

ed income from hi gher pri c ed export s , somewhat reduc ing tffi 

the d e f·i ci  t .  Growth i s  modera t e  ( 2 . 2% )  and b i as ed towards 

the internal s e c tors . Here  there i s  a b e t t er cas e for 

quant i t a tive controls than for tari f f . B e c aus e of  the  l ow 

pri c e  �!asti ci ty of  demand for import s , a rela tively 

tari f f  o f  8% is r e quir e d  to  remove - a small d ef i c i t . 

, • 1 el l f:t"l 

Dire c t  contro l s  would mor e  easily  r emove the defi c i t  wi th-

out unduly s t imulating t h e  economy a s  a who l e  ( to 3 . 5% ) . 

Th e only pro b l em i s  wh ether or no t there i s  suffi ci ent 

mobi l i t y  of resourc es  to a l low a very rapid grcwt� i n  th e 

impo rtable and �on-traded s e c tors . One sus p e c t s  tha t  such 

a s i zeable  read j u s tment i s  too drama tic for mo s t  economi es 

i �  a short period , and mi gh t  lead t o  temporary shortages  

i n  t h e  int ernal supply s e c tors . 

Cas e 5 Thi s  is  s imilar to  C a s e  4 ,  exc ept that pri c e  

e la s t i ci ti e s  o f  dema�d are  hi gh , whi le income elas t i c i t i e s  

of  demand are low . As  a result , overall growth is  s low . 

The po licy r e quirement s e ems to  be  for a modera t e  tar i f f  

whi ch would e limina t e  the  payments defi c i t , tari ff  r evenue  

being used  to  supplement the level  of  demand to s timulat e 

mor e  ra,pi d growth . 

C a s e  6 Hi gh pri c e  e las t i c i t i e s , bo th o f  demand and 

supply , canc e l  out any indu c ed growth . Mone tary growth 
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i s  po si t i ve , real  growth ( marginally ) negat ive . Ext ernal 

balanc e i s  no problem - the lowe s t  o f  t ariff s , 3% , �eeping 

import pri c es i n  l ine wi th int ernal pri c es is  suffi c i ent 

to achi eve balanc e .  Direct  contro ls would tur� t h e  ne ga -

t ive growth ra t e  i nto a po s i t i ve one . 

C a s e  7 

growth ; 

Hi gh s upply pri c e  e l a s t i c i t i e s ensur e ¥O s i t i ve 

low d emand pri c e  e l a s t i c i t i e s  both preve�t rapid 

growth and reduc e the s j. ze  o f  the de fi c i t . D e fi c i t  can 

b e  cured by very modera t e  t ariff  o r  by direc t contro l . 

Cas e 2 1  Hi gh d emand income e las t i c i t i e s  ( exc ept for 

exportab l e s ) der e c t s  growth i nto the  interna l s ec t o rs . 

If , at the s ame t ime , pri c e  e la s t i c i ty of d em a �d ( exc ept 

for expor t s ) i s  a pproaching zero , there is  no  ch eck o n  the 

movement o f  demand away from the export  s e c tors ; a s  a 

result , the trade defi c i t  i s  a s erious one . IL such a 

s i tua t i o n ,  tari ff  i s  o f  no u s e  as  a means o f  r ea ching 

ext ernal b a l anc e ; quant i t a t ive contro l s  are th e only 

po s s i b l e  ext ernal weapon . Two dangers  are pre s ent , 

howeve r . If pri c e  elas t i c i ty i s  near zero , i t  mus t  b e  

becaus e the c ommo di t i e s  produc ed b y  th e di ff erent s e c t o rs 

are no t clo s e  sub s t i tut e s  i . e . that what i s  c a l l ed 

' i mpo r t a b l e s '  do e s  no t ,  i n  t h e  c omsumer ' s  o p ini o n , rep ­

res ent go o ds i n  c lo s e  c o mp e t i t i o n  w i th impo r t s . In 

addi t i o n , the  trans fer of  d emand o n  to  the i mportab l e s  

s ector  r e quires  a rat e  o f  expans ion which i s  c ertain t o  

be una t t a i nab l e . 
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A l l  th e c o nc lu s i ons o f  Group B who u l d  b e  mo di f i e d 

by c o ns i d e r a t i o n  o f  t h e  e f f e c t  o f  a ma t ch i ng , o r  c o np e n -

s a t i n g , expans i o �  i n  t h e e c o nomi e s  o f  trad i n g  pa r tne r s . 

I f , a s  c o u l d  no rma l l y b e  exp e c t e d , t h e r e  were s o m e  aut o n ­

o mous growth i n  expo r t s , the expo r t  s e c to r  wou ld grow in 

a s imilar manner t o  t h e  i n t e rn a l  s e c to r , ext e rna l payment s 

wo uld be  a t  o r  near b a lanc e and t h e  o v e r a l l  growth r a t e  

wou l d  b e  s om ewha t h i gh er . 

Thi s group t h e r e f o r e  r e pr e s en t s  tho s e  s i tua t i o ns 

wh ere int e r f e r e nc e wi t h  t h e  na tur a l  m e c hani sm i s  pro b a � ly 

unne c a s s a ry ; th e only r e a s o n  f o r  i n t e r f e renc e i s  i �  th e 

l o n g  t e rm po l i c y  go a l  i s  a d e l i b e ra t e  s hi f t i ng away from 

d e p e nd e n c e o n  t r ad e . 

GRO UP  C 

turn . 

C a s e s  3 , 9 ,  1 1 ,  1 3 , 15 , 16 , 1 '? ,  18 , 1 9 , 20 .  

I t  i s  unn e c e s s ary t o  exami ne e a c h  o f  t h e s e c a s e s  i n  

A l l  s how h i gh exp ans i onary pr e s s u r e s  r 0 s u l t ing 

from hi gh i nc om e  d emand e la s t i c i t i e s  i . e .  t i gh mar gi n-

a l  pro p e ns i t i e s  t o  c o ns um q t h e  expans i onary pr e s s ur e s  a r e  

i n c r e a s e d i f  pri c e  e la s t i c i t i e s  a r e  low o n  t h e  d emand s i d e , 

h i gh o n  t h e  sup p l y  s i de . I n e vi t ab ly , in every c a s e  t h e r e  

i s  s e vere p r e s sur e o n  t h e b a l a n c e  o f  payment s . N e i t h e r  

t ari f f  n o r  c o n t r o l  a r e  s o lu t i o ns t o  t h e  pr o b l em . A t a r ­

i f f  mi ght b e  j us t i fi e d o n  t h e  grounds tha t , a s  a t empo r ­

ary m e a s ur e , i t  m i gh t  give t h e  e c o nomy t i m e  t o  adj us t t o  

t n e  new c o ndi t i o n s , bu t a very h i gh t ar i f f  i s  r e q� i r e d  

ranging f ro m  1 1% f or c a s e s  3 and 19  t o  2 9% f o r  c a s e  16 . 

Such s ev e r e  t ar i f f s  wo uld a l�o s t  c er t ai nly b r i n g  a b o u t  
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r e t a li atory tari ffs abroad . Qua nt i tative contro ls  are 

w·or s e . They d i vert d ema�d away from t h e  l eakage of  import s  

i n t o  s e c tors whi ch are a lready over- expanded ; a s  a r e su l t  

r e qui red expa n s i o n  i s  t o ta lly unr e a li s ti c  and mus t  b e  i n-

f l a t i onary . The extreme example i s  cas e 1 7 . "Normal "  

r e qui r eB e nt s are  for an overall  growth rat e  of 9 . 6% , wi th 

a growth of  2 1 . 5% r e quired in th e impor-tables  s ec tor ; 

the s e  ar e already impo s s i ble r e qui rements . The impos i t i on 

o f  quanti tative contro l would l ead  to requir ements o f  1 4 . 3% 

and 3 7% . 

The s e  th r e e  groups can be  d e f i n e d  as the thr e e  

bro a d  cate go ri es  o f  imba lanc e whi ch mi ght l ead t o  the  

impo s i tion or maintananc e of pro t e c t ioni s t  poli c i es . 

Group A .  

Th e r e  i s  a s erious fallin g  o f f  in t h e  l eve l o f  

employ�ent a s  a result  o f  ( a )  cyc li c a l  re c e s si on , ( b )  
d e c line in the l e·ve l o f  demand for exports , ( c ) i nc r e a s e 

o f  ' l e akage ' into imp or t s  and/or s avings reduci�g int ernal 

grov1th stimulus . In the c a s e  o f  New Zealand b e� o r e  1 9 3 8 , 

f o r  example , a l l  thre e o f  t h e s e  i ngredi ent s w e r 8  p r 3 S eat . 

Th e f i r s t o f  th e s e  c aus e s  requir e s  ac tive internal poli c i e s  

des i gned to  s t imula t e  t h e  ec onomy and gene ra t e  ful l  employ­

ment ; pro t e c tioni s t  po l i c i e s  are  likely t o  b e  b o th in­

e:ff Gctiv-e cn.d· ".s elf - def ea ting bec aus e the pro b l e� is no t 

ext ernal and because they woul d  me e t  wi th th e kind o f  

d e s truc tive rounds o f  r e tali a t i o n  whi ch added to  th e 

t r o ub l e s  o f  the 1 9 30 ' s . 
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How e ve r , t h e  k i nd o f  s t imu l a t i o n  r e qu i r e d  t o  bri ng a b o u t  

fu l l  employment i s  l i k e ly t o  br�n g abo u t  exc e s s i ve d emand 

for impo r t s  c au s i n g  ba l a o c e  of p aym ent di f f i c u l t i e s . 

E s s ent i a l ly , t h e  expa�s i o nary a c t i vi ty t ak e s  th e c ou n t ry 

o u t  o f  t h i s group a l t o g e t h e r . A ga i n , t h e  New Z e a � and 

exp e r i enc e o f  t h e  pr e - 1 9 3 8 p e r i o d  wa s , t h a t  s er i o u s  e x t e r �  

na l d i s e qui l i b r i um o c c urred f o l l owing t h e  s u c c e s s  o f  t h e  

po l i c i e s  d e s i gned t o  e s t ab l i sh f u l l  employment i r-t e rn a l  

e qui l i brium dur i n g  1 9 3 6 a nd 1 9 3 7 . 

Th e d i s c us s i o n  surround i n g  t h i s group sho � l d , t h e r e ­

f o r e , no t r e vo lve around wh a t  ext erna l po l i c i e s a r e  r e qui r e d , 

but around t h e  i n t e rna l po l i c y  r e qui r e�ent s , f o l l ow e d  by 

t h e i r  impa c t  o n  ext e rna l s e c t o r s  whi ch may r e qu i r e  s e c -

o ndary , ouppo r t•ng p o l i c y d e ci s i o ns . 

f a c t o rs a r e  e vi d e �t . 

Two : i mpo r t an t  

1 .  Th e m o r e  r a p i d l y  f u l l  e�p l o yme nt po l i c i e s  a r e  

i mp l e�ent e d , t h e  mo r e  di f f i c ul t  i t  i s  t o  ma i n t a i rr _ e x t erna l 

b a l a nc e .  Int e rna l supp l i e r s  wi l l  have l i t t l e  t im e  t o  

expand a�d a d j u s t t o  t h e  u p s ur g e  i n  d eman� and thwa r t e d  

d emand wi l l  s p i l l  o v e r  i n t o  impo r t s . I n  addi t i on t h e  

mu l t i pl i e r  e f f e c t s  o f  government a c t i vi t y  and i ndu c e d  

i nves tment w i l l  c o nt i nu e  o n  i n t o  t h e  p e r i o d  a f t e r  f u l l -

emp loyment h a s  b e en a c hi eved i . e . t h e r e  is a dan g e r  

tha t t o o  r a p i d  a n  a c c e l ara t i o n  o f  a c t i vi t y  wi l l  c arry t h e  

e c o nomy b ey i nd th e f u l l - emp l o ym e nt i nto t h e  o v e r - fu l l 

employment s i t ua t i o n  wh e r e  t h e  b a lanc e o f  paym e n t s pro b l em 

b e c o m e s  c hr o ni c . 
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2 .  To t h e  d e g r e e  that go verw�ent a c t i vi t y i s  

di r e c t e d  t o  t h e  no n- tra d e d , no n - c o ns um er s e c t o r  o f  

i n c r e a s e d i nfra s t ru c ture a nd we l f a r e  s e rvi c e s r o a d s , 

e du c a t i o n , h e a l th , pub l i c  ameni t i e s � def enc e and ' bo o n­

do g g l i :c.g ' a c t i vi t y ,  supp ly growtJ. , i s  d i r e c t e d  t o"ttmrds o n e  

s e c t o r  wh i l e  t h e  c o :r4s e qu e n t  d emand growth i s  di r e c t e d  

t ol'rard.s a :no ti1 er . I n  t e rms o f  th e mo d e l , t n e  i�balanc e 

i n  o f  supply expans i o n  o f  no n - t ra de d  goo ds , d emand expa n-

s i o n  for impo r t n . I f  gove r�ment us e s  t o o  �any o f  t h e  

unemployed f a c t o r s  i n  i t s a c t i vi t i e s , no t eno u gh a r e  l e f t  

f o r  t h e  development o f  c omp e t i t i ve im?o r t ab l e  go o ds . Th e 

us e o =  t r a d e  c o n t ro l s  t o  c o rr e c t  th e ehsuing d e f i c i t  c a n  

t hus b e  c ri t i c i s e d o n  t h e  grounds t h a t  t h e y  h e lp t o  p e r ­

p e t ua t e  and aven i nc r e a s e an i �t ernal di s t o rt i o n wi t h � u t  

a t t a ck i n g  t h e  ro o t  c au s e o f  the di s t o r t i o n . 

Gro up B .  

Growth i s  po s i t i ve , r e la t i v e l y  s l ow and s o m e  d e f i c i t  

i s  i ncurr e d . 

T � e  ma j o r r e a s6ns a r e  that ( a ) supply e xpa�s i o n  

do e s  no t ma t c h  d e mand expans i o n , ( b ) t h a t  h o m e  growth o f  

impo r t  d emand do e s  no t ma t c h  f o r e i gn growth o f  d a�and for 

home expo r t s . Ne i th e r  o f  th e s e  f a c t o rs c r e a t e  s e r i o u s  

di f f i c ul t i e s . Th e f i r s t , given r e a s o na b l e  f a c t o r  mobi l -
i t y , i s  prima r i l y  a func t i on o f  t ime the :;:.:..o rr::a l  l a g  

o f  s l ow supply a d j u s tm e nt i s  r e s pons e t o vo l a t i l e  d emand 

chang e s . Th e s e c o nd d i f f i c u l ty may no t ma t er i a l i se a t  a l l . 

I f  th er e i s  c omparab l e  grol'rth .i n f o r e i gn e c o :nor.ai c s  thi s 
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should  be  r e f l e cted  i n  s ome matching growth in home exports . 

Sho u l d  thi s export growth not eventua t e  becaus:e o f  low 

inc ome  ela s t i c i ti es of demand abroad for home country 

export s  a ga in t h e  s o lution i s  largely a func tion  o f  

t ime . Adjus tment of  the export commo di ty ' mix ' and/or 

of h ome impor tabl e sub s t i tution t akes s om e  time . There 

is  an argument for the impo s i t i o n  of s ome contro l on the 

grounds that 

( a )  Some we ll  e s tabli shed indus t r i e s  canno t read­

i ly chanse and ne ed t ime to  run down or r e ­

adjust  

( b ) . Required new indus tri es are non- comp e t i tive 

and unpro fi table i n  their early years unti l  

they be come es tablished . Th ey could eas i ly 

b e  ki l l e d  a t  birth by the dumping a c t i vi ties 

o f  a for e i gn comp� t i t 6r 

( c )  The s o c i a l  and e c crnmi c di s ruption c au s e d  by 

t emporary unemployment during the adjus tmne t 

peri od  c ould have a de - s t abi l i s ing e f f e c t  

i t  could tri gger o f f  rec e s s i on ,  lo s s  of  con­

fidenc e e t c . At  b e s t  it wo.uld repres ent a 

perio d  o f  very s low growth with us eful resour­

c e s  lying i dl e . 

The c ount er-argument to  the us e o f  trade c ontrol s  

i n  thi s s i tuation i s  tha t  t h e i r  us e may prevent or at  

l ea s t  s lo w  do� the pro c e s s  o f  adjus tment . To the degr e e  

t ha t  they r emove the economi c and s o c i a l  hardship a s s o c ­

i a t ed wi th · change , they a l s o  remove the s tranges t 
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i nc entive to make the change as quickly and effmci ent ly as 

pos s ib l e . 

The r e quirement therefore a ppears t o  be that s ome 

pro t e c tion may , in s el e c t e d  indus tri es , be  desirabl e ,  but 

tha t such prot e c t ion s hould be a s  small as pos s i bl e , for 

a s hort perio d  and should aim at reduc ing rather than t o t -

a l ly offs et t in g  the ec onomi c pres sures o n  the s e  i ndus tri e s . 

On thes e grounds sel e c t ive t ari f f  appears to  b e  pre f erabl e 

to  quanti ta t ive contro l s . The l evel of prot e c ti o n  granted 

is  more  c l early measurable and can be  reduced periodi c a lly . 

An  even more s atisfac t o ry s olut i o n  mi ght be  that o f  t ern� · 

porary d li:f G c .t  subsidy . The c o s t of pro t e c tion to th e 

c o mmuni ty c an be dir e c t ly mea sur e d  and publi c i s ed ; i t  i s  

l e s s  likely t o  meet  foreign reac t ion ; mo s t  important , 

wh en the t ime come s , publi c support for the remova l of 

subsidy would no t b e  di ffi cul t to  obtain . Unfortuna t ely , 

the impo s i t i o n  of a tariff  ( o s t ensibly l evi ed on th e 

forei gner ) i s  general ly mor e  popular than n subs i dy f inan-

c e d  by the tax-payer . The sub s i dy may have th e added 

di s advantage  of no t ( appreciab�y ) reduc ing demand for 

imports , but trans f erring addi ti onal demand to  importabl e s  

from the nontraded s e c tor ; i . e .  i t  may h elp to bring about 

i n tzrnal s upply balanc e but may have li t t l e  impa c t  on 
mat ch ed by 

ext ernal p ayments balanc e .  F i na lly , th e sub s i dy mus t  be  I 
a n  appropria t e  tax , e s p e c ia l l y  i f  over- expansionary t end-

enci e s  a r e  apparent in th e e c o nomy . I t  s e ems t o  b e  

a ppropriat. e � .to impos e  a tari ff  o n  imported  goods as the 
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s i mp l e s t  and mo s t  co�veni ent · remedy for t emporary di s ­

e qui l ibrium . 

Group C 

The e c o nomy is  in  a period o f  ovcrexpansion wi th 

inflatiocary o r  po t entially i nf la t i o nary pr es sures  becaus e 

d emand i s  exc e s sive . Th e caus e s  o f  such pres sure are num -

erous but mi gh t  be  reduc ed to  thr e e  repres enta tive groups .  

( i )  A sudden t emporary upsurge in demand a s  a 

( i i )  

( ii i ) 

r esult of  new des irabl e commo di t i e s  T . V .  

c ars , for e i gn holidays etc . A f t er a wave of 

buying , demand can be expec t ed to  ease back 

to  a st eady l evel , above the ori ginal . 

Exc es sive s pending o f  a permanent nature by 

Government in such non- consumer areas as 

educat ion , d e f enc e , h ealth e t c . whi ch pla c e  

one s e t  o f  r e quirement s o n  supply growth and 

i nduc e a s eparat e s et of  requir ement s from 

c o nsumer demand growth . 

A moderat e  expans ionary pro gramme by Govern­

ment has l e d  to  a wave of mul t i p�i er/a c c e lar­

a tor type induc ed i nves tment and cons umpt ion  

whi ch has  c arri ed  the  economy into  a r e quired 

l eve l of growth beyond its real  capaci t y . 

The f i r s t  of t h e s e  do e s  no t pres ent any s erious 

di f f i culty ; it  is  comparable  to  the New Zealand s i tua tion 

o f  - 1 9 46 - 1 95 0 , when there  was a hi gh l evel of  demand for  

impor t s  to mak e up f o r  the lo s t  war years� I f  currency 
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r e s erves a r e  adequa t e  o r  c redi t avai lable , such t emporary 

r e quirements coul d  and should be m e t  by financ i ng .  Tempor -

ary tari f f  or quanti tat ive contro ls  c a n  be  jus t i fi ed as  a 

means o f  s preading the period of . exc e s s ive imports  over a 

longer t ime peri o d . 

Th e s e cond and thi rd s i tua tions show po t ential long­

t er� imbalanc e and may be c ompared t o  the New Z ealand 

s i tuat i o n  1 950- 1 96 8 .  

Th e model  sugge s t s  that , however  s erious may b e  the 

ext ernal imbalanc e ,  th e os e of trade c ontro ls i s  no t a 

s o luti o n ; the caus e of the ext erna l defic i t  i s  i n  an int er­

nal imbalanc e and any corr e c tive measures mcs t  be dir e c t e d  

at t h e  internal economy . Th e kind o f  tariff r equired t o  

have subs tant i a l  e ffect  9n �mpor ts  would be s o  large  as  to  

me e t  c ertain r e a c t ion from abroad;: t o  the degr e e  tha t demand 

pr es sur e s  remai ned and grew th e tari f f  would r e quire  r e g­

ular ( upward ) revi sion . The hi gh t ariff requirement 

resul t s  from the nature  of the new demand , �1i ch is income 

genera t e d  and t hus relatively ins ens i tive to pri c e  change s . 

In a p eriod of  rapidly expanding inc omes , e s pe c ially i f  

a t t ended by some measure o f  i�flat i o n , the pri c e  m echani sm 

is not a d e l i c a t e  adjus t ing ins trument . 

A lthough t ariff , per s e , i s  o f  que s t i o nable us e 

there i s  some argument i n  favour o f  a currency devalua t i o n .  

Becau s e  ( given �the ri ght e la s t ic i t i e s ) i t  has t h e  dual e f f e c t  

o f  increas ing export income as we l l  a s  restricting i mport 

demand , the  s i z e af the deva luation need be much �es s  than 

the required t ariff . In addi tion , exchange r a t e  deva luation 
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i s  more likely ·to r e ce ive nonr eac tive ac c optanc e abroad . 

But , at  b es t , tari f f  or deva luation would provid e  only a 

sho r t  r e l i e f  from extreme balanc e - o f - payment s pre s sures  

during whi ch time th e int ernal di s tortions would have to  

be  a t tacked . A t  wor s t  they could add to  cos t -i�flationary 

pres sures  \'Thich  WOUld mak e the  i nt ernal problem gre a t er • 

The mod e l  further indi c a t e s  that a po l i cy o f  quant ­

i tative c o ntro l o f  trade i s  qui t e  the wrong one . If  the 

ori ginal imbalanc e s tems from the inabi lity of the int erna l 

economy to  meet  the  growth r e quireme�t s of inc r ea sing in ­

come , th en a po li cy whi ch impo s e s  mor e  pressur e s  on  th e 

int ernal  producer s e c tors c an only mal{e the s i tua tion wors e .  

No t only wi ll i t  make i�po s s i ble  over- expans i o nary demands 

o n  the �mportable and non- t raded s ec tors , bpt wi ll  inevi t ­

ably draw factors o f  produc t ion  away from the export s e c to r  

i n  order t o  1 me e t  t h e  requireoent s o f  t h e  growing s e ctors � 

I f  cos t s  o f  expor t  produ c t i o n  are relat ed to c o s t s  in 

o ther s e c tors , the pro f i t  margin in  exports wi l l  be reduc ed , 

making that s ec t o r  much l e s s  a t trac tive . In o th er words , 

the effe c t  of  arbitrarily r e ducing imports to  th e l evel o f  

export  income , r e quiring increas ingly s evere s el f -defeating 

import r e s traint . The only e f f e c tive long- t e rm pol i c i e s  

are tho s e  aimed a t  correc t i n g  the ori ginal c aus e -·---- . _:.._ . . 

unbalanc e d  or mi sdirected  growth . 

Surveying a l l  cas e s , a number  o f  general  comments 

mi gh t  be made . 

( a ) Ext e rnal imba lanc e whi ch result s  from int ernal 

imbalanc e can only be  cur ed by int ernal po licy  • 

. , \ 
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grounds that i t  i s  neces sary to insu l a t e  the 

int ernal e conomy or some s e c t ors o r  i ndus tri e s  

during a re -adjus tm:a:nt peri o d . 

( c ) Quant i ta tive impo r t  contro l s  m�y o c c a s i onally 

be  jus t i f i ed i f  there  are unemployed fac tor s , 

or a threat to  i mmobile f a c tors , to  a llow t ime 

for adjus tment t o  take plac e . 

( d )  Quanti tat ive import  c ontrol s  may b e  j u s t i fi �d 

i f , i n  a peri od  o f  unemployment , Gove rnm e nt 

r e - s ti mulating p o l i cy wi l l  threa t en ext ernal 

balanc e .  Although here i t  i s  pr ef erabl e tha t 

the s timulation b e  gi ven to  tho s e  indus tri e s  

mos t  likely t o  b e  affec t e d  by demand growth . 

( e )  Tari f f  i s  general ly p r e f erable be caus e , 

working through th e pri c e  mechani sm ,  i t  i s  

mor e  s el e c tive o f  effi c i e ncy and i s  l e s s  like  

likely t o  caus e permanent di s torti on . 



Chapt er 9 

GROWTH,.. EXTERNAL .. IMBALANCE, ADJ USTMENT 

Sinc e the S e c ond Wor l d  War mo s t  governments i n  th e 

deve lo p e d  wo rld h ave pursued a wide vari ety o f  economi c  

and s o c i a l  obj e c t ives : . .  e qui table income di s tr ibution , 

regiona l  balanc e , pr i c e  s tabi l i ty , economi c  growth , e t c . 

In order to achi eve thes e goa l s , an e qually wi d e  vari e ty 

o f  f i s c a l , monetary and a dmini s t rative po li c i e s  have been 

adop ted . C l early , s ome o f  khe obj e c tives conf l i c t  wi th 

one ano t her ; i t  is impo s s i bl e , f o r  ins tanc e ,  to bui ld a 

mo torway and pres erve an unc hanged environment . 

Simi larly , · ·some po l i cy mixes are inc ompa tible . Thus , 

pro gres s i ve taxa t i o n in the interes t s  o f  grea t er income 

equa l i t y  may wo rk a gains t i nves tment i ncenti ve s  aimed a t  

more rapi d economi c growth . 

Thi s  chapter is  conc e rn�d wi th th e conf l i c t s  wh i ch 

may ari s e  wh en a government t r i e s  s imultaneous ly to 

· achi eve : 

( a )  fu ll emp loyment ; 

( b )  continuous growth ; 

( c )  ba lanc e of  payments e qui l i brium . 

P o l i c i e s  a ppropri a t e  t o  ( a )  and ( b ) , by their 

expans i ona'ry na ture , may l e a d  to external imbalanc e 

whi ch i n  turn c a l ls for a s e t  o f  c o rrect ive po l i c i e s  

whi ch may require modi f i c a t ion o f  th e ori gina l measur e s . 
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The mod e l  deals wi th the fol lowing poli cy measur e s : 

( 1 ) No interferenc e wi th ' natural ' forces  making 

the usual a s s umptions of perfe c t  compe t ition , negl i gible  

transport c o s t s , e t c . 

( 2 ) Th e impo s i t i on of  a uni form ad  valorem tariff 

suffici ent to  balanc e external transactions . 

( J ) Quantitative restri c t i ons on imports suffi c i ent 

to  balanc e external transactions . 

( 4 ) Exchange rat e  adjustm ents . 

Thus , pol i c i e s  ( 1 ) , ( 2 )  and ( J )  assume fixed 

exchange rat es . Adjus tment under po li cy ( 1 ) is a ch i eved 

f i r s t  by pri c e  changes  in respons e to supply/demand 

imbalanc e �  then by output/market a l lo cation/consumption 

r e a c tions to  the s e  pri ce  changes . Po licy ( 2 ) adjus tment 

i s  also pri c e  s timul a t ed , but one s et of  pri c e s  o nly i s  

changed - that o f  imports o n  the int ernal mark e t ; any 

o ther pri c e  changes are cons e quential . Under po l i c y  ( J ) , 

a d jus tment i s  by dir e c t  a t tack on the quanti ty o f  g0 :Jds 

imported . Policy ( 4 ) uses  the same market forc es  as 

po licy ( l ) . A change in the exchange rat e  alters the 

i nt ernal/external pri c e  rela t i onship without the need for 

i nt ernal pri c e  adjus tment , when pri c e s  may be ' s t i cky ' 

( especially downward ) . 

It  i s  necessary to abandon the tradi tiona l  two 

c ommo di ty approach and to think rather in t erms of thr e e  

c las s e s  o f  c ommodi t i es - exportables , importab l e s  and 

non�traded goods � r e c o gni zing a wide  grey are a  o f  
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all  three c las s e s . Thus , all goo ds produc e d  and/or 

consumed in a c ountry may be range d  in order , according 

to  the ratio  of the volume of produc tion to the vo lume 

o f  consumption ( Vs
) . A t  one end o f  the range , where  the 

vd 
rat i o  i s  zero , total  supply i s  from impor t s ; where the  

ratio  lies  b e twe en zero and uni ty , imports  comp e t 8 

dir e c t ly wi th home-produc ed goods . Thi s  i s  the 

impor tabl e  range . A r a t i o  of 1 : 1  can be  taken as 

repres enting non- traded goods , and a rat i o  great er than 

uni ty repr e s ents expor tables , wi th produ c t ion in exc e s s  

o f  wha t  i s  r e quired t o  me et int ernal demand . 

I n  New Z e aland the h i gh e s t  ratios  would be  for such 

commo di t i e s  as gre ens tone ornaments ,  but t er ,  woo l  and 

deer-meat ; ratios  s l i gh t ly above uni ty would repr e s ent 

l e a th er goods , canned frui t , b e er and foo tball coaches  -

i . e .  some o f  the produc t is  cons umed at  home , some 

export e d ,  s ome import ed , wi th somewha t  more b eing 

expor t ed than import e d .  F rom New Zealand ' s  point o f  

vi ew , the int eres ting c ommodi t i e s  i n  thi s  group arc the 

manufactur e d  goods whi c h  are b e coming increasingly 

important - r efri gerato rs , washing machines , farm 

impl ement s  and machinery , e t c . Clearly , a change i n  

pri c e  rela ti vi ti e s  o r  demand p a t t erns could a l t er a 

c ommodi ty ' s ratio- ·. - i . e . a current e;;:port could b e c ome 

non - traded if t erms o f  trade mo�od "unfavourably " ;  



s i mi larly , goods current ly non- traded c ould eas i ly 

1 48 
·. � -3 

b ec ome expor t s , as  have some manufac ture s  s inc e the 1 96 7  
deva luation c aused e xport pri c e s  t o  b e c ome relatively ··· 

I 

more attra c t ive than dome s t i c  pri c e s . 

A uni tary ratio , r epres enting non- traded goods , 

i nc ludes a l l  goods whi c h  are exc luded from ext ernal 

trade by transport c o s t s  - in parti cular , the p erso nal  

s ervi c e s  of  such people  as  do c tors and e le ctri ci ans , and 

the us e o f  int ernal transport s ervi c es . Bu"fi a wi d e  

range o f  th e s e  goo ds a r e  avai lable f o r  trade i f  

condi tions change . All , or cours e ,  mus t  b e  exportable 

to  a great er or l es s er degree ,  as  inputs embo di ed i n  

final produc ts . An e l ec tri c i an wiring a mi lki ng shed 

or a train c arrying export f r e i ght are ' export ing ' a 

commodi ty whi ch we no rmally think o f  a s  non-traded . 

However , i t  i s  conc eptually t i di er to think in t e rms o f  

fini shed products  and t o  r e c o gni ze  a broad class  ot- -� - -
, .. . 

commodi t i e s  no t direc tly traded ext erna l ly . At  the ·. 

margin , changes in r elat ive pri c e s , and demand and 

supply c ondi tions could move many o f  the s e  commo di t i es  

i nto the  exportab l e  or  importable  range . 

Rat i o s  o f  l e s s  than uni ty repres ent predominantly 

import e d  goods . Near the uni ty  f i gure are such 

commodi t i es a s  forei gn trave l , shipping s ervi c e s  and 

a near z ero �s ratio  are V'd T . V .  s et s ; at  the extreme o f  

goods whos e  supply i s  almo s t  ent i r e ly dependent on 

imports - mo tor veh i c les , j et airliners , ships , sugar 
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and t e a . 

Th e impor t ant point i s  that i t  i s  impos s i b l e  t o  

define a commodi ty as  belonging s p e c i f i cally t o  th e 

exportable , importable o r  non-traded group , or  to  a l l  

thre e  groups . A l l  tha t c an be  s a i d  i s  that , a t  a given 

point of  time , s ome commodi t i es arc predominantly 

export •ori ent ed , some  generally non- traded and s ome 

import compet ing . At  th e margins , the lines  of  

demarcation b e twe en groups are vo lati l e  becaus e the  

ratios  o f  all c ommodi � i e s  are  continua l ly changing . 

Equi librium may be  i llus tra t ed in two -dimens i o na l  

form by F i gure  9 . 1 . , in which a l l  quadrants are 

p o s i tive . Quadrant I s hows the  production s i d e , wi th 

an ini ti a l  ful l - employment output e qui librium a t  S 0 on 

t ransformation curve A0 at a pri c e  relationshipo 

shown by the s lope  o f  the  tangent � • At thi s  ini tial s o  

l evel of  output , OH0 o f  produ c t s  H i s  diret t e d  to  the 

home marke t ,  and OX0 o f  X i s  export ed . Thus , at  S Q , 

t h e  supply subs ti tutabili t y  o f  goo ds for home and 

export mark e t s  (� ) �easured  by th e s lope of . the  
MPPh ' 

trans format i o n  curve , is  e qual  to  the re lative pri � e  o f  

the goods on  the two mark et s . 

In thi s ini tial  s i tuation , supply i s  matched  by 

demand t shown in quadrant I I . Exports OX0 are e::r:change d  

for imports  OMQ a t  t erms of  �rade (�)  
X 0 

shol�n by the  

ratio  of  the  s lo p e s  X0T ( qua drant IV ) and M T 
0 

( quadrant I l l ) • 



II 

0 

m 
T 

L I 

. .  

I 
I 

I 

Jl o  

A ,  



X0T measures (�)  , and M0T measures  
h 0 

(!:.) ; thus 
h 0 

= For eas e of  expo s i tion , thi s i s  

shown a s  a 1 : 1 rat i o . 

Thus the mark e t s  ara c l eared a t  point C0 1 on th e 

hi gh e s t  a t t ainabl e  c ommuni ty indiff erenc e curve I0 , 

where the margina l ra t e  o f  c onsumer subs ti tution (
MUm ) MUh 

i s  e qual to the pri c e  r elative ( � ) , shown by the h 0 
tangent Pdo . B ec aus e (.!!!. ) has b e en taken as uni ty 1 the X 0 

s lope o f  the c onsumption t angent i s  th e same as tha t o f  

the supply tangent . 

The general int ernal e qui librium condi tion i s  tha t 

the t o ta l  value o f  output should equal th e total  value 

of  c onsumption i . e .  that  �Hs + xXs = hHd + �4d where Hs 

and Hd r epres ent r e s p e c tively supply and demand on  the 

home market , and Xs and Md repres ent supply of  exports  

and d emand for  imports r e s p e c tive ly . The ext ernal 

s e c t o r  i s  balanc ed if  the value o f  exports  equals the 

value o f  impo r t s , i . e .  i f : xXs = mMd . 

The sys t em cons i s t s  o f  thr e e  s e c tors , whi ch mus t 

a l l  balanc e for  e qui librium . 

1 .  Int ernal Supply �ompr i s e s  two c la s s e s  o f  goods , 

tho s e  produc e d  for expor t  ( X )  and tho s e  destined for s a l e  

on t h e  home mark e t  ( H ) . Supply i s  det ermined in the 

following manner .  

Maximi z e  To tal  Revenue  ( Y )  

Y = hH + xX 

whe r e  h and x are  th e r e s p e c tive pri c e s  of  home and 
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export goods . Maximi zati on i s  sub j e c t  to the produ� t i o n  

pos sibili t y  c ons traint 

f ( h , .A ) ::. 

The normal as sumpti ons about the  shape of the 

production  possibL1_ i -ty �urve are  made - that i t  i s  

concave t o  the ori gin 7 wi th dimini shing margina l  

physi c a l  produc t f o r  each commodi ty , e tc . , i . e .  

0 

The optimal solution is  obtained by meeting th e f i r s t  

order c ondi tions 

h 
( 1 ) = 

X 

i . e .  th e ratio o f  marginal phys i c a l  proc_'..J.C t s  C '}Uc_ l s  the  

pri c e  rat i o  

and f ( H  , X )  = U ( 2 )  
i . e .  output i s  on t h e  pro duc t i on pos s ibi l i ty boundary . 

Thus , ( 1 ) and ( 2 )  give th e o p timal s o lution P� X8 and 

h enc e Ys . 

2 .  Int ernal D emanQ a l s o  compri s e s two clas � e s  of  go o d s  

- tho s e  purchas e d  from home �ro duc er� ( H )  and tho s e  

import e d  ( 14) • Consumers subs ti tut e one for th e o th e r , 

s e eking to  maximi z e  uti l i t y , acco:-ding to the func t i o n  

g = g ( H , M ) 

where d H � 0 
!2H / 0 

d M dll12 
Maximi z ation i s  sub j ec�  � Q  the expen�� ture constraint 

= hH + mH 



The firs t o rder condi tions 

g 
h H = 

g ,.., m 

ar:d yS hH + ml-1 

give the  o p t iraal s o lution Hd , Md and henc e gd 

3 . The Ext ernal S e c tor i s  in e qui librium when 

xs 
m 

;a = 
X 

o r  e quiva l ently Hd = Hs . 

Thi s e quilibrium do e s  no t , in general , hold , 

b e c aus e for any given s e t  o f : pri c e s  Hd i s  oo t 

n e c e s s arily equal to 
s 

H • 

It  is  therefore nece s s ary to a s surae tha t 

dh 
-

dH 
= : f ' ,> O ,  f ( 0 �  = O .  

i . e .  that the  pri c e  o f  home -produc ed and consumed 

( non- traded ) goo ds wi ll  ri s e  in respons e to exc e s s  

( 3 )  

( 4 )  

( 5 ) 

( 6 ) 

demand , f a l l  in r e s pons e  to exc ess  supp lj a�d r emai n  

constant wh en the market  i s  c l eared . 

Th is  s ys t em i s  s tabl e for Hd ;> Hs 0 

F or Hs � Hd it  i s  s tabl e  o nly if 

g 2 0 < ( Hs - Hd ) <_ ---M----

i . e . the s y s t em i s  locally s table , 

Th e derivation o f  thi s  conclusion i s  shown as  an 

appendix to this  chapter . 

In t erms of di a gram 9 . 1 . , i t  i s  as sumed that the 

economy i s  initially  at e qui l ibrium in  all  s e c tors . 



Any marginal move away from equi librium wi ll i nduc e  

pri c e  and quanti ty adjus tments l eadin� towards a new 

general equilibrium s i tua t ion . 
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The ini t i a l  e qui librium r e f er s  t o  a point of  tima 

at whi ch all  mark ets  and pri c es are  in equi librium . 

A change in any one o f  the  variab l es would r e quire a 

general reshuff l e  of  a l l  value s . F o r  examp l e , a 

favourable shi f t  in the  t erms o f  t rade , making more 

impor t s  avai lable  for the s ame quantity of exports  would 

lift consumpti o n  up to a h i gher i ndifferenc e curve and 

indu c e  a movement down the  new curve , away fro� hom e ­

pro duc ed  goo d s  towards imported  goo ds whi ch would b e  

r e l a t i vely ch e aper . F ewer goo ds would be demanded on 

the  h o m e  mark e t , ei ther making more availab l e  for 

export  or caus ing some unemployment . 

The conc ern of  thi s chap t er i s  wi th the  t emporary 

di s ruption whi ch c an ari s e  out o f  the natural growth 

pro c es s . If  all  s e c to r s  grow a t  the same ra t e  and 

inc r e a s e d  d emand for each  commo di ty exa c t ly matches  

i nc reas ed supply of  each commod i ty with a l l  pri c e  

r e l ati onsh�ps remaini ng unchanged , no diffi cul ti es  

ari s e  - a balanc ed growth path can be fo llowed wi thout 

the ne ed for adjus tments '�h i ch could be  s o cially and 

e c o nomi cally  disrup t i ve . However , if  supply and demand 

f o llow divergent growth path s , s ome pol i c y  measur e s  are 

r e quired , ei ther to a s s i s t  a d j us tment or  to cushion 

i t s  effec t s . 
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I t  is  as sumed tha t , in the short run , marginal 

increments t o  factors of  pro duc tion and their  

a l l o c ation are  not likely to be  s i gnifi c antly di ff erent 

from previous increments and , unl e s s  future consum er 

b ehaviour can be ac curat ely predi c t ed ,  produc ers are  

likely  to expand supply on th e a s s umpt i on that r e la tive 

pri c es wi ll r emain unchanged . 

F o r  eas e of  expo s i tion , i t  i s  conveni ent t o  show 

th e growth a s  balanc e d  o n  the su�ply side - i . e .  a s  a 

s h i f t  of  the trans formation curve A0 to A 1  so  that 

expansion o f  �upply is proport ional in bo t h  s ec tors 

( marginal sup�ly ratio H0H 1 = 

xox , 
average  supply rat i o  J 0 Ho ) 

( 0 X0 ) • 
Supply thus moves from S0 to  ; s  1 , iJro duc ing 0 H 1 and OX 1 , 

wi t h  the supply �ri c e  ratio uuchangod , i . e .  the pr� q� 
t angent at  S 1 has , th e  S aQe s lo � e  as  at  S0 • 

The s e qu enc e o f  growth i s  thus : -

1 .  Supply growth continues on a ( linear ) expans ion 

path extrapo l a t e d  from the  previous s ection of th e 

expans ion pa th in  ant i cipation  o f  a matching growth in d emand . 

2 .  Income increas e s  in accordanse wi th ( 1 ) . 

J . D emand grows but no t nec e s s ari ly in line wi t h  

supply growth . 

4 .  Supply and/or demand and/or pri c es are  r e quired 

to adjus t .  

None o f  ' th e s e  a s sumpti ons ( exc ept t h e  las t )  i s  



e s s ential to  the argument . Any s e t  o f  condi t i ons 

( e . g . changes in t erms o f  trade , unbalanc ed supply 

growth ,  changes  in fashion , chan ges  in  forei gn 

mark e ts , et c . )  wni c h  ups et balanc e require an adjus t -

ment pro c e s s . 

Th ere i s  no r e a s o n to exp e c t  t h a t  growth i n  

c o ns ump t i o n  wi ll mat ch growth in  supply . I h  New 

Z e al and the income e l a s t i c i ty of demand for impo r t s  

h a s  normally b e e n hi gh e r  than for  int ernal go ods and 

s ervi c es . A s  a r e s ult , demand expansion f o llows t h e  

pa t t 8rn i l lus tra t e d  by th 2 move froo C0  to  c 1 wh er e  the 

marginal consump t i on ratio of home to import ed goo ds i s  

HoHr OHo l ess  than the average  consumpt i o n  ratio 1 i • e • Moi'>fr < OHo 

Th e demand r e quirements of  the new· consumpt i o n  

pattern are OHr and OMr , i . e .  t h e r e  i s  exc e s s  s upply 

o f  goods for t h e  home mark e t  

as suming that the terms o f  t r a d e  remain cons t ant , 

exc e s s  demand for imp�rt s , which now require OXr o f  

export s  for external balanc e .  Unl e s s  t h e  trans fer  o f  

supply from t h e  home mark e t  to  exports can b e  made 

immedi a t ely , the r e sul t is  l ik e ly to  b e  some 

unemployment in  the int erna l ly ori ente d  supply- s ec tor 

and some defi c i t  i n  ext ernal payments . 
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The o ver-s upply oi' howe-produced goods would cause 

re-allocation of res ources along tne tra.ns.t'ormation curve 

to s2 in .:b'ig .  9 . ·1 • , reducin g the h 
m 

price ratio ; with 

remaining constant at 1 : 1  , the 
h ID ratio would also fall, 

inducing a co nsumer move along 11 in the direction of c2 • 
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m 
X 

Equilibrium is re-established at s2 and C2 , with an internal 

s upply level s o mewhere between OHr and OH1 , and an expert 

s upply between OXr and o�v-1 . The price ra-':: �.o s a� s1 , C1 , 82 

and c2 can be written as 

In the new equilibrillhl 

m 
= ��) 0 

. ' . . . .  

h C-;) 2 .  

s upply price 

te:;.·ms o ::c trade 

• . • • • • .  cons umer price 

The diagram neglects the movement to an indifference 

curve below I ,  tangent to a new price line , reflecting a s light 

fall in real income . 



Thi s  natural movenent t owards the e qui librium 

unfo rtu�a t ely :�oquires  n combina t i o n  of condi ti9ns 

whi ch may be  po li t i c a l �y and s o c i a l ly dif f i cu l t  to 

a c c e p t .  

1 5 8  

( a )  Owners o f  fa c t orE o f  prod�c tion us e d  i nt ens ively 

in  pro ducing goods f o �  �he �ome market are r e quired to 

a c c ept relatively lower inc omes . 

r e duc tions i n  wa ges and pro f i t s  

Thi s  m ea ns either 

u�thinkab l e  under 

pre s ent condi t ions , o� cons t ant wa ges and pro f i t s  in 

one ( int ernal ) s ec t o r  whi l e  wa ges  and pro f i t s  ri s e  in 

t h e  o ther ( export ) s ector . Th e ins titutional wa ge­

fixing machinery , whi ch s e eks parity b e twe en s ec tors , 

ma�es  the  s ec ond a l t e�native almo st as impo s s i b l e  as  

the  firs t . 

( b ) Some t emporary unemploym ent may result . I t s  s i ze 

wi ll  d ep end 0 11  th e r elativo income elas t i ci t i e s  o f  

d emand 1'or _j mports  a n i  int erna l commo di t i es , the 

r e l a t i ve PU;>ply expa:n:; ion of t h e l_)roduc ing s e c tors -

i . e . on  the dire c ti o nE o f  d emand and supply growth in 

F i g .  9 •  1 .  Th G dura t i on o f  unemployment wi ll depend on 

the po bi l i t y  of fac tors  b e twe en o n e  s e c tor  and ano th er 

and how readily goo ds can be  t ransferred from one mark e t  

t o  the o ther . If , a s  in New Zealand , pro duc t ion for 

e�port �s large ly in  the primary s e c to r , whi le 

?reduc tion for the i nt ernal  market i s  in  manufac tures 

and s ervi c es , which  are no t eas i ly exportab l e , unemploy­

ment could well b e  pro longed . 
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( c )  Adjus tment could increa s e  dep endenc e o n  trade -

i . e .  growth mi gh t  be come pro - t rade or ul tra- pro - trade 

bi as ed . Conceptual ly , there i s  no harm in tbis . 

Unfo rtuna t e ly , if  expor t s  are principally o f  primary 

produc t s , such growth could mean i ncreasing unc ertainty 

in a world wh ere t erms o f  trade f luc tua t e  widely in th e 

short run and _;:Jos s i b ly show a downward s ecular t r end . 

F i nding prof i t able mark e t s  for increas ed output i n  the  

face  of  forei gn pro t e c t i oni s t  po l i ci e s  could b e  an 

insurmountable  barri er . 

I t  i s  therefore s carc e ly surpri sing that  modern 

governments o f t en rej e c t  the tradi tional pri c e  mechani sm 

adjus tment and cons i der  other methods of a t t aining 

e qui librium . 

Me thod 2 - Tariff Adjus tment 

Thi s  po licy aims a t  maintai ning int ernal production  

l e vels , shown in F i gur e 9 . 2 .  a s  S t , corre s ponding t o  

po int S t  i n  F i gure 9 . 1 .  - i . e .  balanc ed growth and full 

employment are  to be maintained . Th e internal consump­

t i o n  pat t e rn mus t th erefore be a t  C t , to ensur e that a l l  

i n t e rnal produc t ( OH 1 ) i s  consumed , wi th ox 1 expo r t s  

exchanging f o r  OM1 import s .  Thi s  requir e s  a forc e d  

r e duc tion of sat i sfact ion from the  ' free ' cons umer 

Q quilibrium of  C t  ( co rres ponding to  the Ct  o f  F i gure 9 . 1 .) 

t o  the pos t  tariff e quilibrium at Ct , on an indi f f erenc e 

curve b elow the a t t a inable  I 1 , but above the pre - growth 

c urve I0 • Thi s  is a chi eved by using ( or mi susing? ) the 
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pri c e -mechani sm , bri nging about a relative fall in  th e 

pri c e  o f  int ernal goods , �hown by the s t eeper s lope  of  

the  pri c e  t angont a t C t than at  C 1 . There  i s  no 

change in the s upply pri c e  r e l a t i onshi p - i . e .  the 

tangent a t  S t i s  the same a s  a t  the ori ginal S0 

( and s 1 ) o f  F i g .  9 1 . Nor ha s there b e en any change in  

the t erms o f  trade r But the tari ff increas e s  the  

int ernal s elling pri c e  o f  impor t ed go o d s . 

At the new e qui librium 

h ( h
) ( · - ) = = X X 1 

m (.!!! ) ( · - ) = = 
::,t t X 1 

( h ) 1 
= m t ( 1 t ) + 

where the sub s cri p t  

( h )  0 • • tt (' 

X C) 

(�)  X 0 . . . 

.... 
�.

) < ( h ) 
' m  m o 1 

I t I rleno t 0 s  

supply pri c e  

t erms of trad e 

. . consumer pric e  

th e po s t - tari ff 

r e lationship and 1 t 1 i s  the t ariff rat e . 

pri c e  

The two e f f e c t s  o f  . lh e  t a ri f f are c l ear from F i � �2 . 

The Pri c e  E f f e c t  i s  demons tra t ed by �he di fferenc e 

b e t·ween 

c 1 ( wi th 

s t e eper 

h a t  point 
m 
free  tra d e ) . 

than of  P 1 . 

e t  ( a f t er tari f f ) and h at  point m 
The s lope  of  the tangent P t i s  

The Income Effe c t  i s  the  los s of  consumer s a ti s -

fac tion shown by the at tainment of  the louer 

indi fferenc e curve r 1 • 

A s  wi th the free  trade e qui libration mechani sm , a 

number o f  c ondi t i ons a= e r e quired t o  ens ure the suc c es s  

o f  a tariff pol i cy . 
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1 .  Revenu e  from the teri ff  mus t  b e  wi thheld . If  i t  i s  

r e - inj e c t e d  into th e economy - e . g .  b y  o ther t a x  r e l i ef, 

Government s pending or subs i dy - exc e s s  demand would be 

c reated for int ernal goods , or  imnorts  or both , as  

consumers tri ed  to move back .up to the  hi gh er 

( unattainabl e ) indif f erenc e curve I 1 • 

2 .  The communi ty mus t  be prepared to a c c ept  the lower 

s tandard of living i ndi c a t ed by I t and the r e l a tively 

hi gh int ernal pri c e  o f  impo r t e d  goods cons e quent on the 

imposi tion  of  a tari ff . In fac t , thi s pair o f  

c ondi tions i s  lik e ly to � c  qui t e  a c c ep �able . Mos t  

c onsumers would only be cons c ious o f  an improvement i n  

l iving s tandards r e s ulting from growth , shown by the 

movement from I0 in F i g . 9 . 1 .  to  I t in  F i g . 9 . 2 .  They 

would b e  unaware of th e non-attainment of the ful l  

b enefi t o f  growth a t  I 1 • Fur th ermore , the mai nt enanc e 

o f  full employm ent might b e  r e garded as  worth the  

h i gher pri c e  pai d for import ed goods . 

3 .  Th ere mus t  b e  no fore i gn reac tion , whi ch could take 

two forms : 

( a )  In th e event o f  low supply elastici ty  o f  and 

high demand elas t i ci ty for import s ,  all  or part o f  the  

eff ect  o f  the  tar i f f  c �u1d b e  o f f s e t  by  a r educ tion in  

the forei gn o ff er pri c e  of  import s ,  improving t erms of  

trade . In t erms o f  the F i gure 9 . 2 . , I>f would move 

outwards as  more imports b e c ame avai lable for  given 

export s ;  consumer pref erenc e would move dow� the It 



16 3  

curve and out towards I 1 a s  the pri c e  ratio e s tabl i sh e d  

i t s e lf somewhere  b e twe en Pt and P t • Ext ernal balanc e 

would b e  mai nt ained , but there would b e  some int ernal 

imb al anc e as  the  demand for hom e -produced goods f e l l . 

The r esult mi ght well b e  complaints about forei gn 

' dumping ' t a c t i c s , wi th ?oli t i c a l  pre s sure  from 

a f f e c t ed groups demanding addi t ional ant i - dumping 

tariff  to o f f s et the r e duced impo rt pri c e . 

( b )  F o r e i gn r e t a l i a tory tari ffs  could reduc e 

export vo lume or  forc e a lowering of  export pri c e s , 

r e ducing the  abi li ty t o  maint a i n  import l evels a t  OM1 • 
Thi s  would l ead to an i ncreas ed export r e quirement and/ 

o r  increas ed i nt ernal produ c t  to  meet  frus trated  d emand . 

The word ' re taliatory ' is  unfortuna t e  in that there  

mi ght be no cons c ious desire on the part o f  for e i gn 

government s to harm anyon� ;  the fore i gn po licy i s  more  

l ikely to be  the  coro l lary of  th e home po l i c y  - a n  

a t t empt to readjus t int ernal and ext ernal balanc e ,  

di s turbed by reduced  exports  or  increas ed impo r t s . 

In a multi - la t eral trading world the r e ta l i a to ry 

forei gn tariff would be the end result o f  a long chain 

of reactio ns , so  r emo te  from the  ori ginal event of home 

t ariff impo s i t ion tha t no link b e twe en the two event s 

may be dis c ernabl e .  

However , ' i t  may be  argu e d  that for a smal l  country 

l ike New Z ealand , tariffs  would have a ne gli gi b l e  

effect  o n  t h e  r e s t  o f  the world and t h e  pos s ibi l i ty o f  
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r etaliation i s  ne gli gible . 

4 .  A ma j o r  di ffi culty ari s e s  in  a s s e s s ing the l evel  o f  

tariff r e quired ; a s s essment should b e  based on 

e s t imated growth e las t i c i ti e s  of supply and demand and 

o n  estima t e d  int ernal growth ra t e s . Too hi gh a tari f f  

could l ead to  unn e c es sary development o f  hi gh - co s t  

int ernal produc t i o n . Too low a tari f f  c ould l ea d  to  

s ome unemployment . Poli t i c a l  pre s s ures  are  such that , 

normally , the h i gh er tarif f  i s  likely to  be pre ferred . 

The dif f i cul t i e s  of  c ( i ) and ( d ) can be  ove r c ome by 

using the third adjus tment m echani sm .  

Me thod 3 - Adjus tment by Quanti ta tive Contro l 

Quo t a  contro l s  have th e advanta ge that the l evel o f  

res tri c ti o n  r e quired for balanc e o f  payments purpo s es 

can readi ly b e  a s s e s s e d .  The value o f  imports shall  

not exc e ed export e arnings and the commodi t i e s  impor t e d  

shall supplement the supply �rom int ernal s ourc e s . In 

addi t io n ,  i t  i s  eas i er to di s crimina t e  betwe en di f f erent 

us ers of import s .  

In F i g .  9 . 3 .  imports ar e r e s tri c t ed to OMt e qual t o  

the value o f  ox 1 and l e s s  than t h e  free  i�por t  

requir ements OMr • The mai n  di fferenc e betwe en tari ff  

and qu� ta i s  tha t  tari ff  us e s  the pri c e  me chani sm to  

induc e consumers on  to a lower indiff erenc e curve by 

removing purchas ing power 1 whi l e  quotas have no e f f e c t  

o n  the overal l  l evel of  sp ending . 



A vari e ty o f  resul t s  can s t em f'rom the iropos i t.ion 

o f  quota , depending o n  what additi onal measures are 

us ed in support of  import  contro l .  

1 .  No Addi t ional Mea sur es . If  no res traint s on 

s pe nding or pri c es are impo s ed , consumers wi ll swi t ch 

frus t rated demand for  impo rts t o  the neares t noma -

produ c ed subs ti tut e ,  mai ntaining ( or trying to  maintain ) 

their real income leve l . In t erms of Fi gure 9 . 3 .  the 

movement i s  a long indif f erenc e curve 1 1 tc;> C q vert.:b c a lly 

above C t • Thi s  repres ents a c ombination of  goods i n  

exc e s s  of  th e s 1  supply pos s i b i l i ty - an exc e s s  demand 

f o r  home produc t b e c omes evi dent . Thi s  demand can only 

b e  met by a supply movement along the trans format i o n  

curve to Sq • Thi s , however , l eads to a reduction i n  

th e quanti t y  o f  goods avai labl e  f o r  export , whi ch l eads 

to  ext ernal defic i t , r e quiring further import 

r e s triction and so  on  ad infini tum . 

The resulting imbalanc e i s  mos t  c l early evident 

from the s l opes  of  the pri c e  tangents a t  Cq and S q • 

The supply r e quir ement i s  tha t  ( ,?. )  shall ri s e , whi l e  th e 
� 

demand requirement i s  that ( h ) shall fall , i . e .  
m 

e qui librium demands . 

' 
-·· 

m m (i) q = �i') t 
h 1 n · < 'iji> q <.. <m> 1 
Thi s  i s  c l e�t'l"J 

unl ess  an implrc±t 
the int ernal pri c e  

h h < m> q < <·m> 1 

. . . . . . . .  supply pri c e  

t erms of  trade 

• • • • • • • •  consumer pri c e  

an i�po s si b l c  " s e t  o f  condi ti ons , 
tariff , l evi ed by impo r t ers , rai s e s  
o f  imports  suf f i c i ently t o  make 

allowing ( h )  t o  ris e also . 
X 
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The i nt ernal mark e t  is  c l eared , but there i s  s ti l l  an 

ext ernal imbalanc e . Thi s  impli c i t  tariff do e s  not 

a l t er :  the l evel of demand as it remains in  priva t e  

hands f o r  r e- s p ending . I t  wi ll , however , c aus e s om e  

re-di s tribution o f  income , and may l ead to  a change i n  

the shape of  i ndi ffer enc e curve Iq o 

2 . Pri c e  Contr o l .  Government may a t t empt t o  prevent 

import er s  bene f i t t ing from imp li c i t  tarif f  by c ontrol ­

ling the  pri c es o f  impo r t e d  and/or import comp e t ing 

goods to  hold pri c es a t  pre - quo ta l evels . On the 

( h ero i c ) as sumpti ons that a dmini s trat ive pro b l ems c an 

be overcome and that pri c e  controls  are e f f e c t ive , the 

eff e c t  would b e  t o  push c onsumers back towards point c 1 

on the indi ff e renc e curve I 1 • Thi s  would mean s ome 

exc e s s  demand for import s ,  and some oversupply or 

unemployment in the hom e - supply s e c tor , unl e s s  

addi t iona l  measures , such a s  di � e � �  ra�ioning of  

impo r t s  and subs idi zi ng o f  home -produc ed goo ds , were 

also i ntroduc e d .  

) .  Tariff  and Quota . Government may co l l e c t  .-·_the  

impl i c i t  tari ff  by levying a tariff  or  chargi ng f e e s  

o n  import lic enc e s . I f  the t ari ff/licenc e f e e  i s  

accur a t ely a s s e s s ed ,  the  e f f e c t  i s  to move c onsumers 

to Ct and the  quota s ys t em be comes superf luous . 

A quo t a  s y s t em r e quir e s  a c ombi nation o f  suppor t ing 

measures for both internal and ext e rnal bal anc e .  

Int ernally : A po li c y  o f  demand res traint mus t 
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reduc e real incomes t o  I t • Thi s  can b e  a chi eved by 

general f i s c a l  and monet ary res traints or by taxing �way 

th e pro f i t s  o f  importers . Th e t axi ng o f  pro f i t s  i s , in  

eff e c t , a co l l e c tion  o f  the  impl i c i t  t�ri ff and app ears 

to b e  a rounda bout rn e tho d of a dm i ni s t ering a tar i f f  

po li cy . AL a c cura t e  a s s e s scent o f  busi�e s s  pro f i t s  i s  a 

very difficult propo si tion , r e lying as  it do es  primari ly 

on the declared co s t  and reveilu e a c counts of th e f i rms 

conc erned , and i s  admini s tra t ive ly an expens i ve pro c es s . 

I t  i s  certainly no more ac curat e than a direc t  a s s e s s ­

ment of  the tariff requir e d  t o  a c h i eve the s a� �  end . If 

importers ' pro fi t s  can b e  a s s e s s ed ,  or a �  a ddi t i J �a l 

s a l e s  tax plac ed o n  impor � ed goods  to absorb pro f i t o r  

r e duc e d emand , the quo t a sys t em i s  unne c es s ary ;  a di r e c t  

tari f f  would have t h e  des ired r e sult . 

General consumer r e s traint i s  po li t i c a l ly di f f i cult 

to  maintain o ver a peri o d  of t irne ; it i s  a l s o  unj us t 

that th e who l e  comr:mni ty should b e  taxed t o  o f f s e t  the  

pro f i ts  of  a privi l eged  group of  import ers , unl e s s  th e  

c ommuni ty c an be  c o nvi nc ed that thi s i s  an a c c ep t ab l e 

pri c e  to pay for f 1ll  employment . I t  i s  o f  que s t i onable 

value as a p o li cy becaus e rtemand res traint aff e c t s  all 

commo di t i es and general taxa t i o n  to  reduc e import demand 

i s  bound to reduc e d emand for int ernal goo d s  at th e same 

t ime , the de gr e e depending on the r e lative margina l  

prop ensi ty t o  consume home and import ed goods . I f , for 

i ns tance , t h e  margina l propens i ty to impo rt w e r e  0 . 2 ,  
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the required general reduction  in. purchasing power would 

n e e d  to  be five t imes the  amount nec e s sary to c o rre c t  

ext ernal balanc e , i f  immedi a t e  resu l t s  are s ought and 

no time a llow�d for �th e  working out of mul t i p l i er 

effe c t s . 

I :'l fact , what  is  lika ly to happen i s  that s ome 

measure o f  exc es s demand wi l l  remain , wi th permanent 

pr e s s u r e  on import  requirements and on the int err�al 

produc tion  o f  importab l e s . 

( b ) Ext ernally : Th e mode ls  of  Chapt ers 2 - 9 have 

sugges t ed that a long-run e f f e c t  o f  quo ta res traints i s  

o f t en t o  create further de fi c i t . In thi s event , either 

fore i gn exchange res erves mus t be  al lowed to  dwindle in 

o rder t o  �eet  th e cons tantly recurring defi c i t  i n  

ext arnal payme-1.t s ,  o r  the exchange rate  mus t  b e  

suf f i c i ent ly flexi b l e  t o  make  export growth attrac tive 

to homG produc ers by granting them r e lat ively h i gher 

pri c e s  in home curr ency t erms . 

The r educ tion of res erve s , suppl ement ed by 

borrowing from abroad , is a shor t - t erm solution which 

can be  pursued only as long a s  res erves and borrowing­

power l as t . Wi th fixed exchange rat e s , the ul timate  

eff e c t o f  such a cour s e  i s  to bui ld up  increa sing 

speculative pre s sure on the  curren c y culminat i ng in a 

final devaluation , arbi trary in  s i z e , whi c h  e f f e c tively 

tr1es t o  mak e in  one lump adjus tment , the many small 

adjus tments  whi ch would have b e en made , had t h e  
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exchange rat e  been f l exi b l e  from th e out s e t . 

I f  exchange rat es are f l exi b l e , the poli cy of 

quant i t a tiv� contro l , as a balanc e of p aym ent s po licy , 

be com�s sup0rf luou s ,  b ecau s e  th� c h a n g e  i n  rat e s  should 

thems e lves bring about the nec e s s ary adjus tment wi t h o u t  

the n e ed for furth er ad�ini s trat ive c ontro l . 

Th e mos t  impo rtant weakne s s  o f  both Tariff  and 

Quant i ta tive Control as po l i c i e s  are  that they are bo th 

t empo rary ho ldi ng operati ons , '\lvhich do no t help  t o  bri ng 

about the  long - t erm a d j u s tment s r e quired for the balanc e .  

I n  fac t , they a r �  no t c o rr e c t i v e  ££}i cy m ea s ur e s a t  all  

i n  th e s ens e that t h ey d o  no t dir e c t  r e - a d j u s tm e nt . 

Unfortuna t e ly , ·t ari ff  and c ontro l sys t ems t end no t 

t o  b e  short t erm , but b e c o�o bui l t -i�  l o ng - t e r� measur es  

- and th e longar t h e y  remain ,  wi th t h e  a t t endant 

int ernal dis torti ons , the more di ffi cult becomes th e i r  

remova l and a return � o  ' no r� n l ' , 

eas i ly b e  reco gni zed by drawing i n  on dia grams 9 . 2  and 

9 . 3  fur ther trans forma t i o n  curves r epres enting cont i nu e d  

growth . Each s uc c e s s ive grouth perio<!  requir e s  

addi t ional tarif f  o r  quo ta t o  cai nta�n balanc e . I t  i s  

r e l a t i vely e a s y  t o  i ns ti tu t e  a po l i c y  whi ch p e r  Ji t s  the  

divergence to b e gin , and t o  sus tain growing di s torti on 

by increasing contro l measure s . However , reversing the 

policy and induc ing r e -adjus tment �ay b e  a very pai nful 

pro c e s s . 
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Of the thr e e  methods hi therto c onsidered , only  the 

firs t , using the fr e e  trade supply/demand readjus tment 

via the pri c e  mechani sm , o f f ers a m e a n s  of  �ch i e ving 
s tabl e  e qui librium . Th e o t h e r  two po li c i e s  are  

a t t empt s  to avoid the eff e c t s  of  dis equi librium by 

bui lding i n  a coun terbalanci�g dis t ortion whi ch wi l l  

maintain a di s e qui librium po s i tion . Over t ime , the 

contro l me thods o f  t ari f f  and quo ta t end to i nc r e a s e  

di s equilibrium b y  encouraging the growth of  non-

c omp e t i t ive produ c t i on for a pro t e c t e d  int ernal market , 

which wi ll  requi r e  increasing level s  of  pro t e c t i on i� 

order to  survive . They thus t end to  lead the economy 

away froQ a s table  equi librium path . 

The free  trade adjus tment mechanism pres ents  some 

ma jor difficult i e s  for the soall country . The r e quir e d  

pri c e  change mus t  take p la c e  int ernally , b y  a f a l l  i n  

th e pric e  of  home -produc ed  goods , ext ernal pri c e s  

remaining c ons tant . Thi s  i s  not easily achi eved , 

e s p 0 c i al ly if  i ns t i tutional arrangements ( e . g . wage 

rat e s ) make pri c es very s t i cky downwards . Th e adjus t -

ment mi gh t  require  widespread unemployment through the 

who l e  o f  the economy in order to line up wi th ext ernal 

balanc e requirements - i . e .  the do g o f  the who l e  e c o n-

omy may be  wagged by the tai l o f  the ext ernal s e c tor . 

The time-period require d  c ould b e  s everal years . 

If , however , exchange ra t e s  are adj u s t ab l e , i t  i s  

j 



po s s i b l e  f o r  

bo th fall . 

m 
X 

t o  r emain c ons t ant whi l e  h and 
X 

Thi s  i s  becaus e ,  i n  t erms o f  t h e  home 

curr ency , x and m bc th increas e  by t h e  s a � e  amount 

( o r  s imilar amo unt , d e p e nding o� r e la t i ve X and M 
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h 
m 

s upply a l a s t i c i t i e s , f o l lowi n g  a d j u s tments i n  t h e  t erms 

o f  t rad e ) b ri ngi ng about n r e l a t i ve fall in h . 

Wri t e  t h e  i ni t i a l  cxchc. i1. g e  r n t e  a s  e = ( $F ) = 1 
$H 0 T 

i . e . i n  the ini tial  e qu i li brium s i tua t i o n  shown a t  S 0  

and C0 i n  F i gure 9 .  4 . , ext erna l bala nc e i s  ma i nt a i Jle d  

b e c aus e e . x . X0 = e . mX0 • Th i s  i s  shown di a gram -

a t i c ally by c o nvert i n g  OX0 ( vo lume o f  expo r t s ) i n t o  

( =  OH0 . h ) , 
x> 

repr e s enting val u e  of export s 

o f  t h e  i n t e rna l commo d i ty . Th e ra t i o  o f  
OX0 
OB0 

X B ) gives i nverse o f  th e s lo p e  of the li ne 0 0 

in t erms 

( th e  
th e h 

X 

p r i c e  r e l a t i onshi p . S imi larly , OM0 imp o r t s  a r e  

c o nvert e d  i nt o  OB0 i n t erna l va lu e . Ext ernnl il.nd - ·  

i n t erna l ma rk e t s  a r e  balanc e d . 

Af t er growth t o  s 1 and C t , wi th a l l  pri c � s 

unchanged ,  the demand requi r em e nt i s  f o r  inpo r t s  OM1 , 

shown as  OBm on th e low�r ver t i c a l  axi s , but supply 

o f fer is ox 1 , shown as OBX . The ext erna l defi c i t  

( OX 1 - OM
1 ) i s  thus measura b l e  a s  OBx - OBm i &  t erms o f  

t h e  home commodi ty . Thi s  de f i c i t  i s  m a t c h e d  by exc es s 

i nt ernal s upply OH
1 

- OH 
r ·  

A f a l l  i n  the exchange r a t e  l eaves the e . m  
e . x  

r e l a t i o ns hi p , and thus the m 
x r e la ti onsh i p  unchanged . 
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P, ... 



However , in t e rms o f  the home curr�ncy h -
m 

and h 
x 
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bo th 

fall - '- i . e . h and h are lower a f t er th e 

f n l l  

pri c e  

i 11. the 
m ( 1/ el 

exchange 
x ( 1/e ) 

ra t e . Thus , in F i gure 9 . 4 , supply 

h mo v e s  towards th � s t e eper tang�ncy o f  P e ; 
X 

consumer pri c e  h m o v e s  t owards the s t e aper t angency a t  
m 

C e  • The s e  changes are r e f l e c t ed i n  the s t e eper 

Xe Be Xo B o  
exchange rat i o s  XeB e and MeBe ; but Ha B e  = Mo BO. 

i . e . external terms o f trade r emain unchanged . 

Int ernal supply a t  S e , sul-:,r.>lyi;�.g OHe and OX e balanc e s  

demand at  C e , c o nsumi ng OHe and OMe . The r e sult i s  

simi lar t o  tha t  o f  t h e  tariff  po l i c y , exc ept  that the 

int e rnal/ext e rnal pri c e  d i s cr epancy result i ng from the 

impo s i t ion o f  tari ff or  imports  i s  now not apparent 

exc ept by compar i s o n  o f  pre- and po s t - adjus tment 

exchange rat e s ; and the impnc t  of exchan ge rat e  

adjus tment i s  shared b e tween export s and imports . 

One impo r tant a dvant a g e  � f  exchange r a t e  adjus tment 

is that each s tage of growth s tarts  from e quilibrium . 

If  a new ( A 2 A 2 ) trans format i o n  curve i s  drawn , wi th 

demand s ti ll import  bias ed , then the rate  r e quires 

fur t h er downward adjus tment . I f  demand growth b e comes 

int ernally bias ed , the rate  should appre ci a t e . Such 

ad j u s tment s are more  ea s i ly �ade  than tari ff  change s . 

As wi th the thr e cl  previ ous methods , tho  us e o f  the 

exchange rat e  mechani sm canno t , by i t s el f , be r e garded 

as  a po licy  which brings about � qui librium . I t  i s  

simply a n  external count erbalanc e t o  int ernal imba lanc e . 
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I f  s ome chroni c di s e qu i l i b r ium exi s t s  in tha i nt ernal 

e c o nomy , the mo ve� e n t  in exchange r a t e s  c o n  do n 3  mo r e  

t h an pro vi d �  a s h o r t  p e ri o d  o f  e xt e rna l ba lanc e du r i n g  

•N"hi c :.! i n t e rn a l  a d j u s te w n t  _; 0 l i c i e s c an b e  im�J l e:'·wnt e d . 

I f  s u c h  i n t e rna l a d j u s tQ e nt i s  no t ma d e , ext arna l 

iob a l anc z i s  l i k e l y  t o  r c - a )� e a r . 

T � e  c r i t i c al f 8 a tu r e  o f  c xc he n g e rat e a d j u a t� 2 nt 

� s  th e r e l a t i ve s � a e d o f  r e a c t _ o n of i nt erna l su�?lY and 

i :1. t e rna l �)ri c e s . Th e i nt erna l p r i c e  e f f e c t s  o f  a 

c u r r e n c y  c h a n g e  a r e  i mm e d i a t e  a n d  s e t  u� two r ea c t i o ns . 

Th e f i r s t  i s s u � � l y  movement t owa r d s  t h e  h i g� e r  pri c e d 

ex�o rt and c omp e t i n g  mark e t s . I t  l s  n e c e s s a ry t h a t 

c ommo di t i e s  f l ow and pro du c t i o n  y ro c e s s � s  a d j u s t  t o  

i nc r e a s e  th e s u � ? l y  of g o o ds i n  t h o s e a r e a s  before t h e  

s e c o nd r e - a c t i o n i s  c omp l e t e . Th i s s e c o nd oo vement i s  

t h a t  �ri c e s i n  t � e i n t e rna l s e c t o r  may r i s e t o  ca t c h 

th e ex t erna l s e c t o r , und e r  d emand �r e s s ur e s  i ndu c e d  by 

an i m{::. r o vem a nt in t�> e  b a l anc e of pa ym ent s  and 

i n s t i t u t i o na l wa g e , �ro f i t  and p r i c e s y s t em s . wD i c h t e nd 

to ma t e� i nc r e a s e s in one s e c t o r  wi t� � nc r e a s e s  in t h e  

T:i e :f i na l  c omm ent >:m s t  b e  a s o m ew:< a t t ri t e o ne . 

Ext e rna l imba l anc e i s  n o rma l l y t h e  r e s u l t  o f  s ome 

i n t e rnal di s e qu i l i br i um a nd t h e  c u r -3  l i e s  i n  i n t e rna l 

a d j u s tment . Any ext erna l ? O l i c y  c an do no mo r e  t h a n  

p r o v i d e  a br aa t hi ng s pa c e duri ng '.wh i c :1 t h � n G c e s s a r y  
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?Oli c i e s  c an b G  a f f e c t ed . O f  t � e  �o s s i b l e  e x t e rna l 

� o l l c i e s  ava i l ab l e , t � a  u s e o f  a f l exi b l e  exc h a n g e  

ra t e  s y s t em pro vi d e s  th u mo s t  f a vo ura b l e  s i t u a t i o n  f o r  

th e c a r r y i � g  out o f  t � a  n e c � s s a r y  adjustm 0nt ?r o c 2 s s . 



No t a t :. o :l 

:? r o b l e::.1 1 

wh e r e  d�1 < 0 dX ' 

-F' ·- .r -'- 2 - L X  ' :3 ' = g t\ ' g2 = g tt 

X > 0 • 

F o r� t h e  La grangi an func t i o n  

L 1 = hH + xX + A ( u - f ) 

F i r s t  o rder c o ndi t i o n : 

h - )., f 1 = 0 ) 
) ' s 

x s ; 
X }. f 2 = 0 ) _ _  .... H ' s · -; .... y 

) 
' 

u ·- f = 0 ) 

S e c o n d  o rder c o ndi t i o n : Th e r e qu i r ement i s  t h n t : 

I ' f t L 1 1 L 1 2 

6 s = I L 
I 2 1  L i 2 2 f "'-, 0 2 / 

1 - f 1 - f  2 0 

i . e .  1 - ) .. f 1 1 
- >-- f 1 2 - f 1 l

- )\ f 2 1 " f 2 2 - f 
2 

·' f 1 f 2 0 

1 7  7 

-, 
= 

';-. t
f 1  ( f 2 . 

f 1 2 - f 1 ' 
f 2 2 ) + f 2 

( f 2f 1 1 - f1 f 2 1 ) -I 

� ( f 2 
2 2 = f 1 1 2f 1 f f f f 2 2 ) > 0 + 2 1 2  1 



NO'IJ ct2H l'l l"> s  
= = 

dX2 )\ 
f 1 

3 0 < 0 h f 1 
..... 

u s ) therefore 0 

i . e . the s econd order condi tion i s  sat i s f i ed . 

Cons i d er pri c e  changes dh , dx : 

. s . s dh f 1d A )\ f c'H 5  1 1  

f d ). s . s dx - f, f 2 1dH
s 

2 

. 
- '�, 

\ - , ,  

Sf dXs 
1 2  

S dXS 
:f 2 2  

= 0 

= 0 

= 0 

1 ? 8  

( i ) 

( i i )  

( i ii ) 

f 2 ( i ) - f 1 ( ii ) · -:)- ( f2dp. - f 1dx ) - ;\
s ( f2f 1 1 - f t f 2 1 ) d.H8 

- - _. \ S ( f .£' .eo f ) dX5 r - - ;'\ 2 J.. 1 2  - J._ 1 2 2 = O 

and , s ubs t i tut ing for dXs in ( i i i ) 

f 2 dh - f 1d� = A s 

- - - -t'' £':_ ( f2f
12  I .._ 

H
s 

•. 
·-' In part icular 

and 
" . _,. s 0 } 
) h .. 

,) h 

H
s 

= 

-i_ ( f 2f 
1 1  - f t f2 1 ) 

- f 1 f 22 ) ' dHs 

-"' 2 
= .L 2  > 0 

I\ s 

+ h ,). H
s 

1 X  s ... * X 
.>: h ,:j h 

from ( ii i ) and 1 s t  order c o ndi tions . 

= . . s H 



Pr0 b l r.ar�1 2 

Maxir:ti z e  g = g ( H , N )  
s ub j e c t  t o  y s = hH + mN 

wh e r e  dH 
dM � o , d2H 

dM
2 I 0 ' h ) 0 ' X ) 0 

= g ( H , r<i )  + ,)"- ( Y8 - h H  - mM )  

F i r s t order c o ndi ti on 

g1 - _,u h  = 0 
g

2 - � m = 0 

ys - hH - mM = 0 

S e c o nd o r d e r  c o ndi t i o n 

6 d 2 2 - L 1 1  L 1 2 

2 L2 
L l 2 1  2 2  

I -h -m l 

: g 1 1  g 2 2  
i . e .  . 

! g:?1 g2 2  I 
l -h -m 

) � � \ I 
) 

-h 

- m  

0 

-h 

-m 

0 

Hd "
1d d 1 ' g ' 

> 0 

\ = -h ( -mg 1 2 + h g2 2 ) 
I + m ( -mg + h g ) 

2 h g ) 22 ) 

1 1  2 1 

1 7 9 



Now ct 2H 2 2 IT . {r 2 
dM2 - g2 g 1 1 -

�2 g 1 2  + g22 o .j "" 1  

g 1  3 

2 2 hm g{2 
1 2 = � g 1 1  + a g22 

;t h J > 0 

from firs t order condi tions . 

Sinc e ,u . 0 r· ./ a t  optimum = Mar gina l  u t i li ty o f ) -
inco�e ) 

IJ. d > 0 

Cons i d er pri c e  change s  clh ' dut 

dHd 
dt-1

d d cl 
g 1 1  + g 1 2 

- "'u.- dh - hdj'L .. 0 ( i ) 
d d 

G2 1 dHd + g 2 2  d11d - ,u. dm ::!df' = 0 ( i i ) 

dY8 �· <llf- mdii1d Hddh 
d - - - - r-1 dm = 0 ( i i i ) 

m ( i ) - h ( ii ) -7 ( mg 1 1  - hg2 1) dli
d + 

-}J-d l L...C:.h - hdm) . =. 0 . 
cu.� suosti t�t�c; !'or -d.Hd in l iii) 

( mg 1 1 - hg
2 1 ) dH d + ( m g 1 2 - hg2 2 ) ( dY

� - hdHd - Hd dh 

or 

- Ivid drn ) - _p .. d ( mdh - !1 dm ) = 0 

cilid = &A dm�tJ.dh - ' h� - ( Q&j 2 - hg22) l dY3 - Hd�h - Md.dm) 
- :'\ d 
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In !_-:: a r t i c u l n r  

= ( r.· g 1 2 
L \ _ _  d 
Q g, '22 1 ;:1 

'-�· h 

( mg ,I Z  - h �r  2 .. 2 ·• 

I. d . .  '· dh 

F t b .  1 .  t . t . . d ..._ h t .. Hd o r  s a 1 1 y :t l S  r e qu 1 r e  t- t n <� < c 

i . e . 

o r  

d 2 -;.!_ ii1 

6, d 

H
s -

r d - ( mg 1 2  -h s22 ) H  
(\ d.  

2 
Hd /'- d m = 

mg 1 2- h g  1 2  

,:_ h 

2 
g2 

g1g 1 2 -

+ 

g1 .g2 2 

( i ) i f  Hd ) H8 t h e  c o nd i t i o n  i s s & t i s f i e d  f o r  a 
no rma l goo d  ( mg 12 - h g2 2 )- 0 ) 

1 8 1  

<;. 0 

( i i } i f  Hd -r, H8 a n P. i  3hb,::mrho o d o f  e qu i l i b r i um c a n  

b e  cho s en f o r  wh i c h t h e  i n e qua l i ty h o l d s , 

i . e .  t h e  s ys � em wi l l  b e  l o c a l l y  s t flb l e . 
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Th e pos s ibi l i ty o f  ins tabi lity  is  graphi c a l ly 

d emo ns t r a t e d  by F i gur e s 9 . 5 ( n )  and 9 . 5 ( b ) .  
F i g .  9 . 5 ( a )  shows t h e  s t ab l e  s i t ua t i o n  o f  ini tial 

d emand f o r  ho�e go o d s  gr ea t e r than the s up � ly . 

demand s i d e , thr e e  mo veQent s take p la c e . 

1 .  F rom no n e qui libriuc p o i n t  0 ,  a s  the result o f  a 

pri c e  fal l , a subs t i tution e f f e c t ( - pd m2 ) takes pla c e 
I\ d 

causing a fall i n  d emand f o r  rt .  Thi s  ef f e c t  results  i n  

a cove f rom point 0 to po i Gt 1 ,  f o u nd b y  drawing a 

tangent t o  the same i ndi f f er enc e curve a t  the s l o p e  o f  

the new �ri c e  ra t io . 

2 .  Th e inc om e eff e c t  o f  the pri c e change ( a  fall i n  

i n c o m e ) i s  found by drawi n g a budget  li  _ _  a from c �ara l l e l  

t o  the riew pri c e  line . C o n s u�p t i o n  f a l l s  to a lower 

indi f f er enc e curve at ?oint 2 .  

J .  A s  a r e su l t  o f a change i n SU?ply from O · � J  along 
the trans foroat ioL c urve i n  th e  supply quadrant , income 

ri s es . D emand r i s e s  from 2 -� J . Th e move from 2 -� 3 

canno t go b eyond the new supp ly poi nt wi thout s e tting up 

a revers e , equilibrium coavergent , pri c e  change . 

Th e po s i t ion i s  thus s table 

F i g  9 . 5 ( b ) shows the unusual pos i t ion of �o s s i b l e  

di s equi l ibrium wh en Hs ini ti ally exc e e C.s Hd and 

( mg 1 2  - h g22 ) Hs ) 
b. d  

u
d m2 + ( mg . 1 2  - hg"22 ) ---
.6. d � d 



1 83 

'l'he ne g..:.ti v e  respon s e s  \ quantity h ris e )  to a full in h ,  from 

initi al s ituation 0 ...;;.. 1 and from 1 · � 2 are overc ompens ated 

by the po s itive l.. quantity h !'all) ef!·ect f·rom 2 -7 3 ,  s o  that 

the new position i s  at a lower level of demand than the original , 

leading to a further fall in pric e . It s hould be noted that , as 

a re sult of the fall in supply of H as a result of the move 

from 0 -7 3 in the 

supply / demand (li
s 

1 
supply I demand (li

s 

supply quadrant , 

- Hd) i s  
1 

H
d

. - ) ' 

gre ater 

so that 

the gap between original 

than that between the new 

furthe r adjustments ( with 

price ei'f'ects becoming increas ingly strong) will lead to eventual 

equilibrium , though pos s ibly at a very low income level . 

The model i s  s taole ii' one starts with t.t1e ass umption of 

equilibrium before 5J:'Owth and. , as a re sult of growth , marginal 

changes take place which move s ectors marginally away from the 

equilibrium point . 



1 8 3 ( a )  

Demand 

m ' 

0 X t  0' H8 

0 M ,  0 Hd 

0 y = hH 
Ym , Yx 

Ad,ius tment 

Demand 

Supply 

o .. 1 

11 -t 2 

2 -t 3 

0-t 3 

= 

= 

= 

Y = h H  

Supply 
h ' H 

M '  M 0 

pos t  - growth supply of X and ID 
" " demand for M and H 

i ncome/e x pendi tu re in t e rms o f  H 
price r e l a t i ves and budge t l ine . 

subs t i tut ion e f fe c t = - ud m2 

i3 d 

income e ffec t o f  price :=: (mgl� 
change on demand 

A d 

i ncome Iffec t of change ::: + (mg1 ?. 
1n s upp y 

.a d 

Su pply adjus tment 

Y ' x ' , Y ' m ' - e q ui l i brium i ncome/e xpendi ture budge t l ines 

OH ' t OX ' ,  OM ' equi l brium quanti ties . 

X 

hg22) mi 

hg2 2 ) Hd 



Ym , Yx 

m 

Adjus tment 

Demand 

Supply 

m '  M M ' ' 0 

Y '  = h 1 H  

S I  
If  

n d. , 

X X '  

pos t-�row th supply of X and H 
" " demand for M and H 

1 8 3 (b ) 

) 

x '  X 

pri ce re l a t i ves and budget l ine 

0 � 1 

1 ..,  2 

2 -. 3 

Subs t i tu t i o n  effect 
income effe c t  of pr ice r.h �n �� nn d emand 
income effe c t  of change 

when (mg1 2  - hg22 ) H8 
ll d 

Supply adjus tment 

in supply 

udm
2 * (mg1 2 - hg22 ) frd 

l)d d d 

Y ' x '  Y ' m '  - pos t  adjus tment income/expendi ture l ine 

. , no equilibrium 



Chapt er 10 • 

Import  Controls i n  New Zealand . 

S ome att empt mus t  be  made to relate  theore ti c al 

analysi s  t o  a r e a l  s i tuation and the ensuing chapt ers 

record the exper i enc es  of New Zealand in impos ing a var -

iation of  trade c o ntro ls i n  the 1 9 3 8 - 6 8  peri o d . As  wi th 

any treatment of h i s tori c 6 1  event s , there ari s e  the insup-

erable  problems of s el e c ting th e r e levant mat erial  from 

an abundanc e of  informa t i o n  -:tnd appo:rti oninr; <::.orr e c <:: 1�ei gh t  

to a w·i de vari e ty o f  caus e n  l-Thi-r::h bring about obs erved 

effec t s . The only po s s i b l e  cours e is to  exam i n e  the 

ma j o r  periods o f  contro l , a t t empt t o  analys e th e eff e c t s  

of  po l i cy and try to  di s co�er i f  o ther  po l i c i e s - wou l d . 

have had different effec t s . 

Before 1 93 8 ,  wi th bri ef exc eptions , the flows o f  

commo di t i e s , currenc i e s  and inves tmant t o  and f r o m  New 

Zealand were f r e e  from a l l  forms of Government c ontro l . 

The exceptions were  i n  1 92 0 - 2 1  and 1 9 3 3  l'rh en , b e c aus e o f  

a sho r t a ge of  r e s erves , t h e  trading banks ' ra t i o ned ' 

for e i gn exchange to  their cus tomero . A t  a l l  o �h ar t i m e o , 

adjus tments t o  f luctua tions in trade wer� made by pre s s ur e �  

exert ed b y  t h e  t rading banks whi ch : -

( a ) Vari ed the  rate  at  l"Yh i ch f·or e i gn currenc i e s  wo uld 

be e xchanged f o r  Nel'r Z e a land cu rrency . Thi s  me ant , i n  

eff e c t , the o peration o f  a vari ab l e  6< chanee rat e  l-rhich 

did no t move mor e  than 3 � �� -� ��t8:'1:5bve--o.r__belo1.Y the 
--------- - - --- --

··------.. _ � ... �-
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o fficial  ' pe gged ' rat e . When � after  1 9 30 , banks were 

unable to  hnld the o f f i c i a l  rate  the £NZ lo s t  value unt i l , 

in 1 93 3 , the ' peg ' was adjus t ed by d eyaluing from $NZ 1 10 -

£S t g .  100 t o  £NZ 1 2 5  - £St g . 1 00 . 

( b )  Vari ed the rat e  o f  i�t er e s t  o n , and the permi s s i ve 

limi t s  o f , overdr a f t s  to  cus t omers r e quiring c r edi t t o  

financ e import s .  

( c )  Provided i nformation and advi c e  t o  consumers conc ern­

ing pre s ent and ant i ci pa t ed pri c e s , exchange rat e s  and 

exchange avai lab i li ty wi th a vi ew t o  encouraging o r  

dis c oura ging expenditure . 

The problems of  the 3 0 1 s b e gan w·h en , a R  a result  of  

the depr e s sion , t h e  pri c e  of  New Z€aland expo r t s  f e l l  

by almo s t  half 1 928 - 1 9 3 2 . Import �rices  f e l l  �ucb l e s s  

only one - sixth during the same p er iod . The £NZ ,- whi ch 

had been at  par wi th the £St g . , had depre c i a t e d  to  £NZ 1 10 :  

£S t g .  100 , but was s t i ll c le arly o v�rvalued . F armi ng 

int er e s t s  lobbi e d  for a furth er deva luation to r e s t o r e  

their £NZ pri c e ; e conomi s t s  ( l ed b y  H .  Belshaw ) argued 

the advanta�e s o f  devalua t i on as  aL anti -depr e S s ion measure , . 

and th e l o s s  o f  r e s erves mad e  the exchange rat e  unt enab l e . 

In January 1 93 3 , the currency was deva lued to  £NZ 1 2 5  : � 

£S t g . 100 . 

By 1 93 4  ( De c ember ) n e t  over e ea s  as s e t s  o f  the  bank­

ing sys t em ,  comp�led  and published by the newly formed 

Res erve Bank , s tood  at  the more than adequat e  l evel  o f  

£NZ 40 . 5  mi llion·. Much o f  thi s , however , ��?. S in the f o rm 

of short t erm ir�ves tm..:.r�t � l e f t  s p eculat.�vely as  a result  
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o f  the general b e li e f  that the 1 93 3  devaluation had b e en 

unne c e s s ari ly dras t i c  and t emporary in natur e . 

The decline in overs eas  a s s e t s  leading up to the 

impo s i tion of import c o ntro ls  in 1 9 3 8  can thus be at trib -

uted t o  two ma j or caus es � 

( a )  Export of  capi tal . 

( b )  Inc reas ed imp o r t s  an a re sult o f  Government 

expans i o n  po li c y . 

Thi s  is  evident from an exami nation o f  the  dec l i ne 

in as s et s  divi d e d  into tha t change resulting f rom balan c e  

o f  current account payments and tha t resul ting from a 

decline in capi t a l  indebtedness  to foreign r e s i dent s . 

Tabl e  10 . 1  ( £NZ m . ) 

B .  of  P .  Ne t Outf low 
Yr . ( De c . )  ( current a c c ount ) c£: Ca;ei ta l D e c l ine  N . O . A . 

1 93 5  

1 9 36 

1 93 7  

1 9 38 

To t a l  

1 . 8  

+ 0 . 4  

- . 1 � 5 

- · ,9 . 0  
\ .  

· ·1 1 . 9  

2 . 6 

8 .  5
" 

2 . 8  

7 . 9  

. ' 
2 1 . 8 '.) 

.......__ 

4 . 4  

8 . 1  

4 . 3  

16 . 9  

3 3 . 7  

The fli'gh't of  capital  can b e  at tribu t e d  to  thr e e  

fac tors . 

( a )  A s  already ment{oned , the � e c edin� lfk e l i -
· r . • 

hood o f  exchange �eva lua t i on
. 

l�d �� the �emoval o f  s p e c -

ulat i ve c api t a l �  

( b ) The s o c i a l  and economi c exp eriments o f  the  

. . , ' 

. ,  

.1 • 
__ ...., · -- "' "'  -- • • _.._ __ .,._ _ _ - _ ... - - - -- - - - • r - • · -.. ·" - -- �· -- ·· .. --- ·--.._ _,_.,_ -

J .. • � . ..  ' • . ...... --
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Labour Government caus ed  fore i gn i nves tors t o  vi ew New 

Zealand wi th s ome sus p i c i on w Aus tralia became a relatively 

' safer ' avenu e  of  inves tment � 

( c ) Th ere was s ome ant i c i pation of  c ontro l s . 

Labour pol i c y  f avoured direc t  controls o f  trade and the 

party caucus di s cus sed  their impos i tion as  early as  1 9 36 . 

As a result th ere was probably s ome over -importa t i on 

des i gned t o  for estall r e s tri c ti ons and s ome a c c umula t i on 

of  priva t e  overseas funds . 

The problem of over-importation was th e more  s erious 

of the two b e c aus e it promi s e d  to be a p ermanent feature 

of the New Zealand eco nomy . I t  arose direc t ly from the 

full - employment policy  ado p t ed by the Governm ent ; full 

employment was achi eved by 1 9 37 . In the deba t e  on the 

F i nancial  S tamment , Mr , Sava ge , deputi sing for  Mr Nash , ,  

c la imed th e e s tabli shment o f  ful l employment as  the  mos t  

important s i ngle achi evement o f  his  Government and commi t ­

e d  the Government t o  maintaining thi s poli c y  permanently . 

Every Governm ent for the  ensuing thirty years a c c epted  as 

i t s  mos t  impor tant task the maintaining of  full employment .  

Mr S avage acknowledged that the poli cy invo lved creating 

employment in Government s ervi c e  .. which had the e f f ec t o f  

increas ing incomes and demand wi thout a s imi lar increa s e  

i n  the produc tion of  c onsumer goods . Government works 

increas ed the  Government import bi ll : developing i ndus try 

increased  the import a ti on o f  · · e quipment and raw mat erials 

and increa s ed demand r e quired a higher l evel o f  c onsumer 

import s .  
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Th e ext ent o f  the Government i nvolvemn e t  i n  expan­

sion can be i l lus traded by th e l eve l o f  internal borrowing 

requi r e d . Th e new mark e t i ng boards received advanc es  f rom 

the Res erve Bank of £5m . ( ave rage indebt edne s s ) i n  1 93 7  and 

£4 . 5m .  i n  1 938 . Res erve Bank advanc es  to the S t a t e  ro s e  

from £6 000 , 000 i n  June 1 9 3 8  t o  £ 1 1m .  i n  December 1 9 3 8  and 

£ 1 4 . 9m .  i n  D e c ember 1 9 3 9 . 

Thus , in D e c ember 1 9 38 New Z ea land offi cial over­

s ea s  r e s e rves had r eached a low o f  £6 . 8m . , having decl ined 

from £ 40 . 5m .  in 1 9 3 4  a t  an a c cell erat i ng rat e : -

-December 1 9 3 4  £ 40 . 5rn . 

1 9 35  £36 . 1m . 

1 9 36 £28 . om. 

1 9 3 7  £2 3 . ?m .  

1 9 38 -£6 . 8m .  

The po l i c y  measur e s  ava i lable were : -

( a ) Increas e  i n  Tari f f : This  rai s ed the problen o f  

judging accura t ely the tarif f  l e ve l  r equired t o  conf er 

adequat e  pro t ec t i on , the ne ed to impos e  many di ff erent 

tari f f  levels fo:: di f f erent produc t s , and th e further com­

pli c a t i o n  of a s e cond co lumn tariff  i n  accordanc e wi th the 

Imperial  Prefer enc e agr e ement . 

( b ) D evalua t i o n : Such an a c t  mi ght have gained a 
t emporary iepri eve , but ·" the inflation�ry pre s s ures  result­

ing  f rom it  1 coup_led  l'Ti th continued  full employment , 

woul d  a lmost c ert ainly have increas ed the balanc e o f  pay­

ment s problem . 
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( c ) Deflatio n : Reducing int ernal demand levels  

woul d  have ne c e s s i ta t ed a lowering o f  income l evels and 

the a c c eptanc e o f  a leve l of unemployment whi ch was qui t e  

una c c eptable . 

( d ) Impo s i ti o n  of Dir e c t  Import and Exchange Contro l : 

Inevi tably , thi s was the policy  whi ch was adopted . The 

period of the Gr eat  D epres sion marked th e comple t e  fai lure 

o f  the free- trade me chani sm to r e s tore e quail i briu� . Th e 

fa� lur e may no t have b e en wi th the  mechani �m i t s e l f  but 

wi th the wi llingnes s  of  indivi dual Governments  to a c c ept 

i t s  o p eration . Contribut ing t o  the po s t - 1 92 9  d e c l ine in 

world  trade ( by some 40% by 1 9 3 5  ) were . th e  uns a t i s factory 

pea c e  s e t t l ement of  1 9 1 9 , the animo s i ty caus ed by r e par­

a t ions payment and non- payment , the  failure of  th e Young 

and Dawes plans , Bri tain ' s  abandonment of the Go l d  S tandard , 

the  Hawley-Smo o t  tari f f s , the ri s e  o f  nationalism  in 

Germany , I taly and Spai n , th e impo t enc e o f  th e League  of 

Na t i o ns and a whole  tangl e of sub s i diary poli c i e s  and 

measures whi ch r e s tri c t e d  the abi li ty and wi llingne s s  to 

trade . In e f f ec t , every nation was trying t o  export  the 

e f f e c ts of depr e s sio n  t o  everyone  e l s e  wi th the r esult  

that  everyone suffered more . 

A country of  New Zealand ' s  s i z e , unable to  i nf luenc e 

world aff airs , was forced to · make the bes t of  a bad j ob 

and ins t i t u t e  a s et o f  poli c i e s  whi ch would reduc e suffer-

i ng to  a minimum . By 1 937 , the f o l lowing s i tuat i o n  had 

ari s en .  
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Export Pri.ces  ( 1 9 2 9  = 1 00 ) dec lined to  5 4 . 9  in 1 9 3 2  

and even aft er t h e  ' recovery ' 1 were s till  only 7 9 . 9 i n  

1 9 3 9 . 

Impo r t  Pri c e s  ( 1 9 2 9  = 1 00 ) declined only to 87 . 3 i n  

1 9 3 2  and were a t  92 . 5 in  1 9 3 9 .  

Value o f  Expo r t s  F e l l  from �08 . 9m* in 1 9 2 9  t o  $6 8 . 7m i n  

1 9 3 2 , r ecovering t o  $ 1 12 . 8m in 1 9 3 9 . 

Value o f  Impo r t s  F e l l  from $88 . 6m i n  1 9 2 9  to $ 4 4 . 8m in 

1 9 3 2 , ri sing to $ 102 . 1m in 1 9 3 7  ( the  las t ' fr e e ' year ) . 

Unemployment The bes t indi c a to r  is the munber o f  unem-

ployed male wage and salary earners whi ch , in the 1 9 26 

c ensus showed 3 . 4% and i n  1 9 36 showed 9 . 6% . Th e 1 9 3 2  _. 

fi gur e was probably around 12% . 

Over s eas  A s s e t s  No f i gures a r e  avai lable  before as s et s  

were c entred in  Res erve Bank funds in 1 93 4 ,  but from th en 

onwards a s pec tacular d e c line is evi dent 

D e c emb er 1 9 3 lJ: 0 • • • • $8 1 . 8m 
" 1 9 3 5  $"?2 . 6m 0 • Cl • • 

" 1 936 $58 . 6m . . . . . 

" 1 9 3 7  $ 47 . 4m . . . . . 
" 1 93 8  $ 1 5 . 2m • 0 0 • • 

" 1 9 3 9  $ 3 2 . 8m • • o e • 

Consumer Pri c e  Index ( 1 92 9 = 100 ) F el l  to  7 9 . 1 in 

1 9 3 3  and re covered to  9 4 . 7  in 1 9 38 . 

* Not e .  I t  i s  c onveni ent a t  thi s  po in� to begin expr e s s -

ing a l l  values i n  $N . Z .  �erms , using £ 1  = $2 

as  the conver s i oP ra t e . 
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The c ompari s on wi th the theory analys i s  i s  wi th a 

s i tuat i o n  like Cas e 10 on Page 1 01 - growing unemployment , 

falling i nt ernal pric es , ra9i dly fal ling export  pri c es and 

growing defi c i t  in trade . F r e e  Trade does no t o f f er a 

solution ; balanc e depends o n  autonomous change overs eas  

and the indi c a t i ons in 1 9 3 7 - 38 were no t favourable to  a 

sudden and pro longed upsuTge in trade . Had New Zealand 

left  trade fre e , there i s  every indi cation tha t the s i t ­

uation would have c ontinued t o  det eriorate . 

Th e c a s e  for tarif f  was no t s trong . In th e abs enc e 

of a we l l - devel9 p e d  manufac turing s e c tor in New Zealand , 

the pri c e  e las t i c i ty of  d emand forimports  was verY- low 

and a c ompara tively h i gh tariff l\'Ould b e  requir e d  to  have 

the nec e s s ary impac t .  By c ontras t ,  the growth ela s t i c i ty 

of demand for imports o f  c o nsumer durabl es , i nves tment 

goods , e t c . , was hi gh .  Any benefit ac cruing from tari f f  

was likely to be  short-live d . To the ext en t  that inports 

inc luded i nves tm ent goods , i t  mi ght have had a di s couraging 

eff e c t  on the development of int ernal manufac turing . Mo s t  

important , th e u s e of tari f f  did no t guarant e e  the  mai n ­

tenanc e o f  full  employment and s t i l l  l e f t  New Z ealand 

vulnerable to th e ext ernal inf luenc e of fluc tua ting 

fortunes in Euro p e . One m11 s t  conclude that , in  th e 

circums tanc e s  given in 1 9 38 ±he impo s i t ion o f  Import 

Contro l s  was jus ti fied , c e rtainly as  a short t erm measure . 

The theor e t i cal analys i s , however , s o unds a very 

cl.uar warning . A s  soon a s  full employment condi t i o ns 
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are es tabliBh ed , th e expansionary pressures  o f  Impor t  

Contro l are very s trong ; i t  i s  j us t  a s  important t o  di s ­

mant l e  contro l to combat  over- employment as i t  i s  t o  u e e  

them t o  prevent under- employ�ant . 

No judgement can be  made about the succ e s s  o r  fail­

ure o f  the pre -war contro l , because there was only one  

full year of  c ontro l s  before the  war introduc ed a to tally 

new s et of  t rading condi t ions . Import s  did no t de c line 

s i gni fi cant ly ( from $ 10 2 . 1m in 1 93 7  to $ 100 . 8m in  1 9 3 8 )  

and , becaus e export earnings f e1l  by $ 16 . 3m ,  th e trading 

surplus ac tua l ly f e l l . Th e dec li ne in export s was mainly 

due to the European r e laps e into reces sion after  the  par-

t i a l  recovery of 1 9 3 7 . Th e fai lure of  contro ls  to r edure 

impo rt l evels  was due largely t o  t.wo fac tors . 

1 .  Import ers pla c ed exc e s s ive orders i n  lat e 1 9 3 7  in 

ant i cipa t i o n  of contro l s  and impo rts from J anuary-April , 

1 9 38 ,  

2 . 

were abnormal ly high . 

The admini s trat ive machine was unable to  c o p e  with 

the vo lume o f  appl i ca t i ons , h earings and app eal s ; as a 

r e sult li c enc es were i s sued wi th more leni ency than had 

b e en the i nt ention . 

On the po s i t ive s i de i t  can be claimed that the  

r i s ing import demand l evelled o f f  an indi ca t i o n  of  at  

l ea s t  part i a l  suc c es s . With a year or two of  admini s -

trative experienc e ,  there i s  no reason why the po li cy s 

should no t have b e en effec t ive in maintaining ext ernal 

balanc e . 
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Chapt er 1 1 . 

Intro duc tion o f  Contro l s . 

Three s ta tutory r e gulations c ame into f o r c e  on 

the 7 th D e c ember 1 9 38 .  

Export Li c enc e Regulations 

Import Control Regulat ions 

S t erling Exchange Sus pens ion 

( 1 9 3 8/ 16 0 )  

( 1 9 3 9/ 16 1 )  

\ 1 9 3 8/ 16 6 ) 

F rom �ha t  date  all  imports  were sub j ec t  t o  l i c ence 

and all  exports  were li c ens ed  i n  order that pro c e eds from 

their s a l e  h� paid  to o ne o f  the trading banks ( or a gent ) 

for tran s f er to  the Res erve Baruc in exchange for  New 

Zealand currenc y . Excepti o ns were goods s ent o verseas  

via the  Pos t  Off i c e , ship s ' s tores  and travel lers goo ds 

int ended for personal u s e  o r  consumption.  F or e i gn exchange 

c ea s e d  to be  fre ely avai lab�s and was to be s o l d  only to 

tho s e  having a l e gi tima t e  use for i t . Wi th the exc eption 

of t emporary r e gulat ions prohibi ting wartime trading wi th 

the enemy , the s e  r e gula t i ons formed the bas i s  on whi ch 

Import and Exchange contro l s  have be en bui lt . 

A number o f  guiding princi p l e s  were announc ed . 

1 .  Overs ea s  funds wer e  to  be  s a f e guarded .  

2 .  Provi s i on was to  b e  made firs t for e s s ent i a l  

imports  raw mat erials f o r  indus t xy  and o th er 

good� no t- a�a� labl e  in New Zealand . 

3 � The s e l e c t i on of  goo ds to  b e  imported was t o  b e  
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made wi th a vi ew t o  c o - ordina ting the us e and in-

creas e o f  produc ti o n  of consumer goo ds in New 

Zealand and to pro mo t e  int erna l development . 

4 .  Pref erenc e was to  given to goo ds of Uni t e d  Ki ngdom 

origin . 

5 .  Trade a gr e ement s bas ed on earmarked exchange wer e  

t o  be promo ted . 

6 .  New Zealand was to  b e  insul a t e d  agains t unfair 

c ompe t i t i o n . 

7 . The s tandard Q f  living was t o  be st eadily improved  

wi thout the depl e t i o n  of  overs eas funds . 

Admini s tration : 

Th e i s sue  o f  lic enc e s  was to  b e  contro l l ed by the  

Cus toms Department which c o nsulted th e Department of 

Indus tri e s  and Commerc e o n. ma t t ers  which aff e c t ed avai l -

abi l i ty o f  home produc ed goods and indus tria l  deve lopment . 

The i s sue of  exchange was i n  the hands of the trading banks , 

ac ting on behal f  o f  the R e s erve Bank . 

Licenc e s  were ini t i a lly i s sued for s ix-monthly 
t • � • 

• ;") 
peri ods , spe c i f i e d  commodi t i es , ori gi n  and value of  impor t s  

and the  t ime period duri�g whi ch t h e  licenc e was vali d .  

Li c enc e s  were nontransf errable  ·between li c e nsLng periods , 

commo d i t i e s  o r  origin , Th e six--month period  proved too 
I 

res tri c tive and after 1 9 4 1 , li c enc e s  were grant ed for a 

cal�nd ar year . 
-'' ! • .  -···· · - - -·A t  · ·f'i.rs t , trading banks ..... �re permi t t ed t o  grant up 

to $50 wi thout Res erve · Ba·n-k approva l . Remi.t t anc es  o f $ 10  
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Po st  Off i c e  money o r ders p e r  we ek we re permi t t e d . Th e s e  

avenues of  payment were u s e d  s o  fre e ly that i n  March 1 9 3 8  

:th e banks  were res tri c t ed t o  o nly one $ 5 0  grant per app­

li cant a nd the  money order a llowanc e was reduced  to $6 . 

1 s t  Peri od January-June 1 9 3 8  : 

There wa s only one ful l l i c ensing period b efore t h e  

a dvent o f  war changed normal trading condi t ions . As  i t  

was a p eriod when admini s tra t ion , traders and pro duc ers 

wer e trying to adj u s t  to  a new sys t em , there were mapy 

frus tra t io ns and compdaint s , and cons iderabl e  evasion . 

The result  was that the f i r s t  li c ens ing period m e t  wi th 

l i t t le .  suc cess  in r emedying the trading s i t uati o J .  A 

compari son  of the J a nuary -June trading fi gures  of 1 9 3 8  and 

1 93 9  shows that New Zealand ' s  balanc e of paym 8nts  po s i t io n  

di d no t improve . 

Tab l e  1 1 . 1 .  

J anuary - June , 1 9 3 8  

J a . �ary - June , 1 9 3 9  

Imports  

5 4 . 2  

5 6 . 2  

Value ( $m )  

Exports 

7 4 . 6  

7 3 . 6  

Balanc e o f  Trade 

20 . 4  

11 • :4. 

Th e failure o f  overs eas  a s s e t s  to bui ld up c an be  

at tributed  to a number of  c aus e s . 

1 .  Trading Banks : Th ere was ei ther a lack o f  e o -

o pera t i on betwe en the Cus to ms Department and the  banks o r  



1 98 
a deliberat e  a t t empt by t h e  banks to  satisfy the·ir cus -

tomers ' �� nts rather than enforc e a stringent contro l 

over a llocation  o f  forei gn ·exchange • In the  f i rs t mor-ths 

exchange was too  fre e ly grant e d ! expe c ially t h e  $ 5 0  a llow-

anc es , which a s s i s t ed th e f l i ght  of  capi tal into priva t e  

res erves . As a resu� t 7 b y  March , th e banks w e r e  s eri ou s ly 

short of funds and were comp e l l e d  to refus e funds e v e n  

for l e gi tima t e  pur.po s es . For , example , l e ga c i e s  l'lhich had 

r e c e i ved Res erve Ba1ili approval  were deni ed t r ansf e r  funds . 

Mo r e  s erious wc:, s that s ome  impo r t ers founLl th ems e l v e s  l'Ti t h  

li c er..c e s  whi c h  we r e  Ve. lu e l e s s  becaus e funds were no t avai l -

abl e . Some w0re deni e d  funds a l tri geth er :  s o m e  wer e forced  

t o  ado p t  a d e f erred payr.:ent sys t em : clee.ring th eir debts  

as  th e banks wer e abl e  t o  grant funds . Th e trad e improve -

ment o f  the early war period made thi s pos s ib l e . 

Tabl e  1 1 . 2 

--- �------�� ,----------

Net Overs eas A s s e t s  .!.931. _1_Q 3 8  1 9 3 9 

December ( enC. o f  2 8 . 1  4 7 . 4  1 3 . 6  

pr evi ous -year ) 
J anuary 5 '? . 2 46 . 0  1 1J:. .  6 

F ebruary 6 2 . 6  5 1 .. 2  1 8,..  2 

!-larch 6 4 .  8 5 3 . 2  18 . 6  
Apri l 7 3 . 0  5 7 . 2  1 9 . 0  

Hay 7 4 . 8  56 . 2  1 4 . 8  

June '? L1 . 0  5 2 . 2  1 8 . 2  
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') c.. • Exc e s s  Orci e r s : In a n t i c i pa t i on o f  c o nt r a � ,  impo r t e r s 

had p l a c e d o r d e r s  i n  lat e 1 9 3 8 , f o r  d e l i ve r y  in 1 9 3 9 ,  

t ru s t i n g t h a t  l i c e nc e s  wo u l d  no t b e deni e dt _f o r  go o dc i n  

t rc::. :n.s i t . 

3 .  E::,c e s s  C l a i ms : �mp o r � e r s  na tura l l y c l � i � 8 d  m � r �  than 

th e i r  r � qui r ement c ,  � ne app 8 a l e c  a ga i nc t d e c i s i o nc " As 

bo th o r i g i na l  a p p l j_ c a t i o n and app e a l  o f t en nc c ie d  to b e  

r e f err e d  t o  I ndus tri e c  a nd C omm er c e , th i c  m e an� a � �� ni s tr a t -

i v e  d e l ay� and s o m e h a s � y  d e c i s i o ns . 

? u l l  Us e o f  �i c e nc e : 

l i rn i  t :  p ar t ly t o  ensa:r.e tha ·:; &;o o d.s arrj_ ved b e :�:>:-- r--: e�-:�:li r y  

l i c en s i n g p e r i o c " 

A dmini s t r a t i v e  Pro b l ems ; P.. l t h o u gh t h e  j_ _:lpo .s i  t :.i. o �- o f  

no t p r e pa :c c c� f o r  <:h :J  s h e e r vo lum e o f  p .-:: p c� ::- ·:·:v r: : j_ :_:_7o ::... ;; e el 

in c l a s s i �y i n g  i t ams , d e a l i n g  appli c a t i o �c � i � c �i n g  

1 i c e n c e .s  e.nc � .. ea:-ing c. p p e a. l c. . Tl'1 e  

l o g o f  ·. ro :::- k :-:- e c u l ·c e c: j _ n  i nac�e qu2. t c  c o ns i d e :::- � ·:: i o n  o f  c e.. n e s  .. 

s om e  i n e c_;_ui ·:: y  and s oi .. e e�:c c s s  2. l l o�·ranc e :::; . 

1-�.: ny o f  t h e  c ompi\ n i n t s  and c r i  t i c i s w:: v ;:;  j_ � C' �  in J.. 9 3 9 

c ould b e  :. t t r i bu-:.: e d  t c  l a ck o f  c::�p e r i enc e o �:- o v e :-:- -·:·:or:=.: 

of t h e  a c'.:'lli ni e t r � ·� i o n , ::' :-..t., l -t n  whi ch t ime l'rould. c 1...:::· e .. 'i'h e 

�o s t  imp o r t a n t va l i �  ob j e � t i on� � m�de 2 lmo s t  e n t � � e ly by 
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importers  through the Chamb er of Commerc e  were : -

1 .  B ecaus e unexpired l i c enc es  c ould no t b e  c arri ed 

over to a s ucc e e ding peri o d � there resulted  the  ordering 

of unnece s s ary s to cks '\'lhi ch reduced overs eas funds avai l -

ab le for goods r e quired f o r  curr ent us e .  

2 .  The Cus t oms D e pa r t m ent did no t i s su.e a li s t  o f  

clas sifi ed o r  proh i bi ted goods  unti l Apri l , : S o tha t  imp o r -

ters were unable to  gue s s  what  they mi ght or mi gh t  no t b e  

grant ed . 

3 .  Granting o f  exchang e  authority by ins t a lmen t s  made 

it di f f i cul t to  arrange credit  over s ea s  and t o  adjus t 

shipping requirements . 

4 .  The non- t rans ferrabi li ty o f  li c enc es  l e d  to  over-

s to cking in some lines and shortages in  o th er s . 

5 .  Di s crimination : Large firms , sending pers ona l 

repres entatives t o  supp o r t  appl i cutions or def end appeals  

rec.a i &Y'e d  more favo"G..':'ab 1. e trer-� tment than tt. e  anonymous 

firm repr e s ented  by a pi e r- e  of paper . 

6 .  % Allo c a ti on : Ba�i�g lic enc es o n  a propo r t i on 

of 1 9 38 imports di d no t repres ent a comparabl e  r e s t ri c t i o n  
\ 

on wha t  would 7 in n�rmal c ircumstanc e s ! have b e en impo r t ed\ 

in 1 9 3 9 .  No a llowanc e was mad e  for change s i n  the pat t ern 

of demand . 

7 . N:ew Ent erpri s e s : No allowance  wa s mad e  f o r  new 

firms or new commodi t i e s . 

8 .  Priva t e  F unds : Tho s e  fortuna t e , o r  uns crupulous , 

enough to  have bui lt up priva t e  funds overs eas  had an 
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a dvantage over th e l e s s  fortuna t e  trader . 

By contras t ,  th e Manufa c turers A s s o c iations expr e s s -

e d  g eneral approva l  o f  the Li c ens ing sys t em . Apart from 

general warnings of  the dangers of over- expads ion , f ear 

o f  hi gher pri c e s  and lack o f  cho i c e , there were no s p e c i f i c  

complaint s . 

Sour c es : 

Special  Gazett e Supplement Dec ember 6 th ,  1 9 38 .  

H .  Belshaw .  Impor t  and Exchange Contro l in  New Zealand 

Economi c R e cord . 

Dec ember , 1 9 3 9 .  

Summary of  

N . Z .  Comm . J ournal . F ebruary , 1 9 3 8 PP • 2 - 3  

May 1 93 8 PP • 8 - 10 
-

July 1 938 PP • 8 - 10 

January 1 9 3 9  pp . 2 - 5  

F ebruary 1 9 3 9  pp . 2 - 1!  

March 1 93 9  pp . 10 - 1 1  

May 1 9 3 9  pp . 9- 1 2  

November 1 9 3 9  pp . 6 - 7 

National  Revi ew .  January 1 938 pp . 1 2 - 1 4  

Apr i l  1 9 38 pp . 4 4- 4 7  

June 1 9 3 8 pp . 38 - 4 1  

November 1 9 38 pp . 48 - 4 9  

January 1 9 3 9  pp . 3 9 - 40 

F ebruary 1 9 3 9  pp . 1 5 ,  1 9 - 20 

D e c ember 1 9 3 9  pp . 5 1 -5 2  
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193 9 - 1 945 Th e War Period . 
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War condi tions impo sed  a s et of res t raints on  t rade 

whi ch were qui t e  di s t inct  from ' th e  �:ri ginal i-ea� ons f'dr 
the i ntroduc tion o f  import  contro ls . War demand turned 

th e t erms of t rade in f avour of primary produc ers , v'lh i l e  

t h e  r e quiremen t s  of  the n a j o r  b e l l i gerent s dras t i cally  

reduc e d  the supply o f  i mpo rts ava i labl e to  New Zealand . 

Th e shortage o f  shipping spac e and the dangers incurred in 

s ea t ransport prevent e d  the shipment of  everything exc ept  

es s e�t ial mat erials . Trade wi th tthe enemy was forbi dden 

and was channel l ed much more towards Bri tai n .  

An examination  o f  thi s period  is  out s i de the s cope  

of  this  work , whi ch is  con.cerned l'ii th  the effec t s  of  import  

c ontrol as a s e l e c t e d  po licy wh en o ther po l i c i e s  are po s s ­

ibl e .  War condi tions a l t er po l i c y  priori ti e s  s o  tha t a l l  

cons i derations are sub j � t t o  the ma jor  aim o f  winnin g  

th e war . Thu� , al though impo rt c ontro ls  were more s evere 

1 9 3 9 - 45 than a t  any period  before  or sinc e, the reasons 

for  their impo s i ti on were s tra t e gi c  rather than e c onomi c . 

Th e balanc e o f  payment s and ful l -employmmnt mc tivcs no 

longer exi s t ed . 

However , a l though of no dir e c t  rel evanc e t o  a 

s tudy of import  contro l s  in New Zealand , wartime contro l s  

had a number o f  eff e c t s  which i nf luenc ed sub s e quent 

impo rt  po li c i es . 
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A c c eptanc e : 

After the war , a l l  s ec tions o f  the populat i o n  wer e  

much more pre pared t o  a c c ept  res tri c t i ons whi ch would  

have  been s trenuous ly Qppo s ed i n  normal t ime s . The r e  were 

i nnumerable  c omplaint s during the  war conc erning t h e  admin-

i s tration of the r e gulat ions delays , misallo ca t i o n , 

e t c . , but no que s tion o f  th e nead for contro ls . Thus , a 

po l i cy , whi ch i n  1 9 3 8  was new and re garded in  ma�y quart­

ers  as unne c es s ary and una c c eptable , was by 1 9 46 a n  e s tab-

l i shed prac t i c e  and had become the normal . In the p o s t 

war period , th erefor e , i t  was po s sible  for the Gove rnment 

to maintain a sys t em o f  contro l s  whi ch mi ght have b e en more  

vi gorous ly oppo s e d  i n  normal p e a c et ime condi t i o ns . 

Bulk Purcha s i ng :  

Becaus e each import er had r educed orders , could no t 

guarant ee  c o nsi s t ency in oruering from year to  y e ar and 

c ould no t b e  exp e c t e d  to unde r s t and the c ompl exi t y  of  

import expor t  and exchange r e gulations , the overs e a s  a gett 

b e c ame a much more important fi gure , : buyi ng in · bulk on 

b ehalf of  ma�y sma l l  f i rms . Government c ontro l o f  shipping , 

b o th for export  and import , increas ed thi s  t endency . Trade 

b e came much  more  the  provinc e of direct  Governm ent dealing 

or dealing by Governm ent approved a gents . The l end- l ea s e  

a greement s wi th the U . S . A . , for  ins tanc e , invo lved th e 

circumven t i ng o f  normal trade nego ti ations . By 1 9 4 4  the 

four larges t  import er s  in New Zea land wer e  the Mini s try 

o f  Supply , Publi c Works , Rai lways and the  Po s t  O f fi c e . 
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Th e Government did no t s que eze out the priva t e  dealer . On 
the c ontrary , a l l  orders were pla c e d  through priva t e  firms . 

But the trader ' s  fun c t i on became mor e  that o f  an a gency 

for publi c purcha s e  and di s tribution than of  a deal er OP­

hi s own ini ti a t i ve . 

Rigi di ty :  

There wa s l i t t l e  room for change o r  exp eriment i n  

the type of  goo d s , their  s ourc e  or buyer . Commo di t i e s  wer e 

tho s e  avai labl e  from th e limi ted  surplus e s  of Bri tain , 

U . S . A . , Aus trali a . E s t ablished import ers were unable  t o  

o b t a i n  adequat e  suppli e s , so the r e  was n o  opportuni t y  f o r  

a n e w  trader t o  obtain a licenc e .  Mos t  wer e  obtained from 

overs eas at  pri c e s  fixed by int e r - Government agr e ement and 

s o l d  in New Z ea land under pri c e  c o ntrol regulations , s o  

tha t there was l i t t l e  o f  the c omp e t i tive e l ement whi ch mi ght 

have changed the  memb ership of the  importing group . 

A l location : 

Commodi t i e s  were c las s i f i e d  i nto thre e  broad c a t e ­

gori e s . Th e e i ghth l i c encing p eriod ( J anuary-De c embe r  1 9 4 4 )  

inc luded , for examp l e , the foll owing : 

Bas i c  I t ems : The s e  wer e commodi t i e s  for which th ere wa s 

a c omparatively s table  ·d emand whi c h  could r eadi ly b e  

ant i c i pated . Import ers rec eive d alloca t ions bas e d  on th e 

value of their 1 9 40 imports . Th ey included wines , s pi ri t s , 

tobacco , t ea , books , thread , yarn� 

C ontrol I t ems : No b a s i c  allo c ation  was made b e c aus e i t  

was either di f f i cult t o  predi c t  the : �vel o f  demand a 
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year ahead o r  to  predi c t  the supply availab l e  from New 

Z e a land sourc e s  or diffi cult to  predi c t  the avai labi l i ty 

o f  overs eas suppl i e s  o r  shipping s pac e . A l l o c a t i ons were 

made on appli c a tion by import ers . Thi s  group inc luded a 

wide vari ety o f  i t ems ; - grain ,  s e e d , coff e e , c o c o a , f rui t , 

chemi cals , l eather , glas s , el e c tric  lamps and cookers , 

me tals , o i l  t imber . Ne e dl e s s  t o  say , i t  was thi s c a t e gory 

whi ch involved the adminis tra t i on and traders i �  a mul t i ­

tude o f  dec i si o ns , pap e r  work , delays and frus tra t i ons . 

Exc luded : Some goods were t o t a l ly exclude d  on t h e  grounds 

that they were e i th er non- e s s ential  commodi t i e s  or th at an 

adequat e supply was avai lable in New Zealaad . The group 

included ve g etabl e s , confec t i onery , fish , mat ch e s , soap , 

c i gare t t e s , b e er , mo s t  c lo thing , sho e s , j ewelry , i nk , 
lawm movers , radio s ,  vacuum c leaners , \!lashing machine s , a 

wide vari e t y  o f  e l e c tri cal goods  and mos t  hous e c o ns truc t -

ion equi pment . Th e s e  restri c t i ons encoura ged the  founda-

tion  • and growth o f  t h e  New Z e aland elec tri cal , c lo thing , 

sho e , porc e lain and machine indus tri e s  who s  o exi s t e:nc e 

made a strong argument for the  c ontinuation of  pro t e c t ion­

� poli c i e s  of th e po s t -war peri o d .  

Th e wartime period i s  o f  n o  s i gnif i c anc e a s  a s tudy 

o f  the effe c tivenes s  o f  contro ls , but i s  i s  impo r t ant i n  

tha t , by 1 9 48 , a s et o f  condi t i o ns had be en cre a t e d  whi ch 

enabled the  New Z e aland Government to cho o s e  any one o f  

a number o f  po licy a lt ernat ives . 
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The condi t i ons were : 

( a ) Trading su�plus 8s  were subs tanti a l  and cont i nu� 

shortages i n  Bri tain and cont i nental Europe  l ent 

reasonabl e  c onfi denc e t o  the vi ew tha t d exand for 

N o w Zealand e xpo r t s  would rema in bi gh and that t erns 

o f  trade would be  f a,�urable . 

( o ) Overseas  a s s e t s  were h i gh , a l though , wi th t h e  � e s t 

o f  the s t erling area 1 New Z e a land f a c c e  a rlo l l ar 

shortage ; in addi tion , ; the  r e lative s i ze o f  the  

ext ernal debt was  far lower tha� it  h a d  eve� b e e n ­

in New Zealand ' s h i s tory .  

Th e adv ent c' : t:"' � T< .-.. r. o c :,. �-la r  and i t s  ac cor:;panying 

� o o m  a c tually increas e d  New Zealand ' s  trading a dvant a g e  and 

the years following :� �I L� d ·,1 2 :.: o ,- 3 :;:--- · nrosperous . 
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Sour c es : 

Enemy Trading Emerge nc y  Regu<� t ions 1 9 3 9/ 1 3 9  S e p t ember 1 � � ) 

Export Prohibi tion Emergency R e gu la t i ou� 

1 93 9/ 1 5 1  S ep t ember : 9 � �  

Cus toms Import Pl.·oh i b i  ticn  Order 1 9l_l0/200 Apri l 1 9b (J . 

Cus toms Impo rt Prohibition Order 1 9 4 1/ 9 4  June 1 9 4 1  . 

Cus toms Export Pro hi  bi t i o r  ... Order 1 9 4 1/ 9 ::: T :-:�: o 1- 9 4 1 . 

Revocation c f  �·r1i �l £' :;.  c �  c y Regula t ions 1 9 45/ 1 8 1 Nov�.::mbc::r 1 S 5 5 

W . B . Sutch Changes i�ew Z e�la:..l•I. Ji�-.;::: :.:t .  :c;:; !_ruc ture 

2 c o nonu c Re c o rd 

New Zealand National Revi ew 

New Z e a l anci Na t i on3 l Revi Pw · 

New Zealand Commer c e  

New Zealand Commer c e  

New Zealand Commer c e  

D e c ember 1 96 5 .  

September 1 9 4 1 1 p . 43 ,  

pp . 5 7 - 5 9 . 

S eptemher 1 9 4 4 . 

J anuary : 9 4 4 , p.p .  1 5 - � 6 

Au gus t 1 9 45 , pp . 9 - 1 1 , 

November · 96 5 p p . 5 5 - 5 7 . 



Chapt er 13.  

Po s t  War . 

The i mmediate  po s t -war p er i o d  was a very confus e d  

one . Some o f  the wartime problems shipping shortages , 

do l lar shortage T , supply di s location  continued for  

some  years . The ori ginal reasons for the i mpos i t i o n  o f  

c ontro ls ' - low ove rs eas funds , trading imbalanc e ,  f ear 

o f  unemployment had di sappeare d , but new reasons , newly 

e s t ablished indus try and the requiremnets o f  th e s t er1ing 

area , had a ri s en .  Oppos i tion t o  c ontro l wa s becomi�g 

s tronger in commerci a l  quarters whi le , at the same time , 

there  had grown up a s t rong group who s e  int er e s t  lay in the 

c ontinuation o f  import  c ontrol . Added to this was the 

c onfused  s ta t e  of the world , wi th no -one able to  pre di c t  

t h e  developments of  �h e  ensuing y ear or two . Wi th Gov­

ernments unsure of  the �nt ernational trading si tuati on ,  

i t  i s  under s tandable that traders , i gnorant o f  c o ndi tions , 

found res trictions both irksome and incomprehens ible . 

There was some di s s ens i o n  about the adequacy o f  

o vers eas r e s erves . They had ri s gn · from $N . Z . 1 3 . 6m i n  

1 93 8  t o  $N . Z . 18�8m in 1 9 45 ( D e c e�ber ) ,  suf f i c i ent t o  

c o ver more  than one year ' s  import requirem ents at exi s ting 

levels . Commercial interes ts  were eager to  obtain a c c e s s  

t o  the s e  r e s erves . On the o th er hand there  was a back-

log o f  import demand e s tima t e d  a t  $N . Z . 1 20m and an annual 

debt s ervi c ing requiremne t of  $46 . 00m . Th ere was thus 

a reasonabl e  f ear tha t th e a�o li tion of c o= � � � , P �cu l d  
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exhaus t pres ent res erves and the demand for imports would 

be· sus tained at a level whi ch could not be met . When one 

cons iders that the volume o f  export s m 1 9 45 was , in f ac t , 

8% lower than that of 1 9 3 7  this fear had some jus t i f i c ation . 

The h e a l thy s t a t e  of res erves was laTgely due to the art i ­

ficial  controls and supply re8traints  of  wartime and t o  

the favourable pr·ic es enj oyed by primary produ c t s  during 

the war period . There was every r ea son to beli eve tha t the 

norma& demand f o r  imports would exc e ed th e pre -war l evel 

and that , wi th c ontrols r emoved , the accurnula� ed res erves 

would s oon dwindle away . 

The year 1 9 46 was , not surpri s ingly , one o f  s o�e 

confu s i on , wi th c ons iderable confli c t  of interes t . 

One argument c entre d  on the 1 9 38 Whi t e  Paper. Agr e e ­

ment betwe en Great Bri tain and New Z ealand under whi c h  

New Zealand undertook t o  remove as  soon a s  possible a l l  

controls relating to Bri tain . Af t e r  the war , Bri tain was 

eager to  r e - e s tablish l o s t  mark e t s  and New Zealand impor­

t ers argued th-at New Zealand wa s morally bound to  h e l p  

Bri a t in in  her effor15 t o  re-es tablish a s tro�g trading 

pos i t io n .  Bri ta in ' s  promi s e  to a c c ept all food  exports 

New Z ealand could supply for th e ensuing four y ears 

( 1 946 - 1 949 )  s trengthened the demand . 

In answer to formal complaints from the Auckland : 

Chamber o f  Commerc e in June 1 9 46 , Mr Nash made s ta t ements 

whi ch  summaria e d  Government .. dnt ent i ons . 

( a ) Full controls were to rema i n  in order to pro t ec t  
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New Zealand i ndus try f rom impo r t s  of Uni t e d  Kingdom 

goo ds whi ch prevent ed full o pportuni ty o f  reasonabl e 

c ompeti tion . 

( b )  Contro ls would be us ed  to encourage the e s tab l i s hment 

of indus tri e s  requi ring s ome pro t ection f rom comp e t -

ing import s .  

( c )  C o ntro ls  would no t b e  u s ed to fo ster une c onomi c 

i ndus tri e s . 

Nothing can illus tra t e  the  c onfusion o f  the early 

pos t -war period more than th e above s tatement . Th e f a c t  

that ( a )  c o ntradi c ts i t s elf  and that ( c )  c ontradi c ts both 

( a )  and ( b ) do e s  not s e em to  have di s turbed the po licy  . .; 

makers o f  the pos t  war peri o d . A li s t  of some o f  the mor e  

Ju•tifie4 eo��·i�t• , made duriuc 1 9 46 , i •  worth examini ng . 
. . 

Many mor e  compla i nt s  were , o f  cours e ,  received but are  

disregarded as being  trivi a l  o r  o f  int erest  only to  the  

i ·ndi vi dua l s  c onc e rned . 

Ext ens ion of  Li c ens ing period : 

The 1 945  p �iod had b e en ext ended to J anuary ) 1 s t  

for firm o rders from Gre� Britain only . When the 1 9 4 7  

Schedule  was pub l i shed , i t  was announc ed that , b ec aus e o f  

shipping and admi ni strative de lays , th e 1 9 46 p e riod would 

be .ext ended to  March ) 1 s t , 1 9 117  for firm orders p la c ed and 

accep t ed before November 1 s t , 1 9 46 . Thi s announc eoant 

brough t  a s t o rm o f  pro t e s t  from two groups . 

( a ) S ome import ers had f i rm orders pla c ed , but b ecaus e 

of admini s trat i o n  delays , had  no t yet rec eived and were 
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unc ertain o f  a 1 9 46 allo c a t i&n . Should they pro� eed  �i th 

importing arrangement s  in �hti c i pa t i o n  q f  reC�iving . � 1 9 46 

li cenc e ?  I f  th ey pro c e eded and Qi d not obtain a li c enc e ,  

they mi ght  be  us ing up some o f  �h eir 1 94 7  quo t a . I f  t h ey 

delayed they mi gh t  miss  the opportuni ty of us ing up the 

quo ta allowed them . 

( b )  The supply posi tion , p� rti cularly o f  Bri t i sh manu-

fac tured goods , was so unc ertain and subj e c t  to such delays 

that i t  was by no means c ertain t hat or�ers plac ed b efore  

Nove�er 1 9 46 would be  f i ll ed by March 19 47 . Thus import ers , 

through no fault o f  their own , f a i ling to us e up 1 9 46 l i c ­

enc e s , were forc e d  t o  us e 1 94 7  li c enc e s  for o rders pla c e d  

the previous year . 

The Auckland Chamber  of Commerc e li s t ed the ma j o r  com­

plaints o f  its  memb ers and made a s er i e s  o f  r e qu e s.t.s : 

( a ) There was confus ion over c las s i fication o f  i t ems . 

Th e Chamber  reque s t ed tha t li s ts of  i t ems of  various c la s s e s  

would b e  made ava i l abl e &o that import ers di d no t make 

unne c e s sary , fru s t rating appli cations for exc luded c omm­

odi ti e s  o r  mi s s e d  th e opportuni ty to  a pply for  c o ntro l l e d  

items . 

( b )  A dmini s trat i on was too  c entra l i sed . Lo c a l  cus t oms 

off i c i a l s  should be permi t t e d  to  is su e  li c enc e s  for  goo d s  

lis t ed i n  short  s upply i� . .  their area . 

( c )  Admini s t ra±ive delays meant that impo rters mi s s ed 

trading o pportuni t i es through no t b e i ng abl e to  pla c e  

orders when goo d s  were avai labl e .  
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Wi th sour c e s  o f  supply unc ertai n ,  this o f t en meant 

that a li c ence  r e c e i ved lat e  was valueless  as  o r ders could 

no t be placed  before  the lic ensing peri o d . expired . 

( d ) Li c enc es  were � 1 1  i s sued wi th respect t o  value o f  

import s i n  1 9 38 and to tally neglec t ed price chang e s , fre i ght 

charges , population  i ncrea s e  and changes in the patt ern 

o f  demand . 

( e )  Li c enc es  were wi thh e l d  i n  order to pro t e c t  n�w 

i ndus tri e s  ( e . g . a luminium , carpet sweepers ) . 

ely aff e c t e d  establi shed traders . 

Thi s  advers -

( f ) New import e rs no tably re turned s ervi c emen 

were b e i ng grant e d  l i c enc e s  .. : too libera lly . Thi s  meant even 

less  for the establi shed t raders . 

( g ) There were insuffi c i ent l i c en c e s  is sued to  me et  

the demand for : - f o o twear , a lumi nium , enamel ,  china , glas s es , 

logs , carpet swe epers , mo tor  s pares , tools , c i s t erns , 

sinks , baths , hardware . 

An example us ed to i l lus tra t e  ( d ) was that an app­

lication for '8.n increa s e  i n  the "import of gla s s  rod for  

s cienti f i c  laboratori es was refus e d , The ori ginal quo ta 

was bas ed on the 1 9 40 requirement , a lthough by 1 9 46 demand 

had tripled ; 

Zealand . 

g1a s s  rod was not produced at  a l l  in �New 

In November 1 9 46 i t  was announc ed tha t the a l lo c a t -

ion f o r  all  i �ems lis ted under ( g ) h a d  been increas ed . 
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Hardware and BuiLding Trade : 

A report on th e eff e c t s  of the t e nth ( 1 9 46 ) 

l i c ens ing p eriod i nc lu�ad the following complaints frQm 

the Hardware ,  Bui lding , Engine ering and Machine Traders : 

( a ) A�lo cations were genera l ly insuffici ent to meet  

r e quirement s .  

( b ) Pos t  war hous ing deve lo pment , a t t empting to  mak e up 

for war-time backlog of bui lding , and to  r ehous e 

r eturned s e rvi cemen , was held up becaus e import  

a l l o cations for  hardware were bas ed on pre -war levels  

of  bui ldi�g pre- war r e qui rements  for  hous e s  and pre ­

war prices . 

( c )  Carpenters c ould not ge t tools . 

( d )  There was a total  import  prohibition 'J f baths , 

bas ins , sink s  e tc . , unobtainable  in New Z ealand i n  

suffici ent quanti ty and of poor qual i ty and h i gh 

c os t .  

( e )  Engine ering  supp l i e s  had been i nsuf f i c i ent for .  f i ve 

y ears and o p erat ions were being carri ed on wi th 

worn and o bs o l a t e  e quipment . Unle s s  import res tri c t -

i ons were r e l e as e d , produc tion  would b e  s erious ly 

hampered . 

( f ) There were i nsuff i c i ent consumer durabl es  to me e t  

t h e  heavy demand o f  r eturned s e rvi c emen - e . g . 

the  trade was short o f  s everal  thousa nd lawn-

mowers . 



21 5 
Mo tor Trade : 

The Mo t o r  Trader ' s  A s s o c i a t i on c omplained tha t  the 

1 946 licenc es  were to t a lly inadequa t e  t o  me e t  the huge 

demand thwart ed  by the wa r. Th ey repres ented 7 5% of the  

1 9 3 8  value of  imports  only 40% of  the  1 93 8  guant i ty 

o f  ears . Pre -war impor t s  were : -

1 93 7  

1 93 8  

1 9 3 7  

30 , 000 cars 

27 , 500 cars 

22 , 000 cars 

The a l l o c ation would permi t 8 , 000- 9 , 000 cars t o  be  

imported althoufh pres ent demand was far in  exc e s s  of  th e 

pre -war dem and . 

A s erious gri evanc e was tha t the 1 9 47 s chedul e was 

no t publish ed unt i l  S ept ember , 1 9 46 , leaving import e r s  a 

qui t e  inadequat e  thr e e  month s in whi ch to apply for  l i c enc es , 

obtain funds , plac e orders and s ecure shipment of  goods  

r e qui red early in 1 9 47 . 

In an addr e s s  to  the New Z e aland Chamber o f  Commerc e 

c o nf erenc e , Pro f e s s or A . H .  To cker summari s e d  the a r guments 

o f  those  who , whi l e  r e c o gni s ing the problems , di sapproved 

of the use of import c o ntro l as a method of handling the  

s i tuation .  He po i nt ed out tha t , although export r e c e i p t s  

were ri§ i ng ( $20Cm i n  1 9 46 compared wi th $ 16 0  m i n  1 945 ) 

and were a lmo s t  double  the $ 1 1 4m receipts  o f  1 93 8 , 

imports were only $ 1 3 0m compared with $ 100m i n  1 93 8 . 

B e c aus e of  increased  Government importing the value 

avai lable t o  priva t e  traders was ac tually r educ ed . 

l '  
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He acknowl edged tha t $ 1 86m of  a c cumul a t e d  overseas  

funds was inade quat e  in  vi ew of Government impor t s  and 

debt requiremen t s  currently requiring $ 1 7 4.m per  amnum . 

Wi th a free  exchange ra t e , the surplus would �if t ly d i s -

appear . He further reco gn�sed th e problems o f  th e po s t -

war period when produc t i o n  and trade were uns e t t led , 

shipping spac e limited  and s t erling weak . 

Pro f e s sor  Tocker s t i l l  ques t i oned the ne ed  for 

commodity r e s t r i c tions t o  s olve an exchange problem . He  

advo cat ed the  us e of  exchange contro l as the  only res -

tri c t io n . Exchange shoul d be a l l o c a t ed f i r s t  to Govern-

ment r e quirement s ,  s econdly to e s s ential inves tment and 

consumer goods and any r e s i due should be rati o ned out t o  

import ers for them t o  us e a s  they wi shed . In thi s  way , 

the c ompo s i tion  o f  impor t s  wou�d be  de termined by carke t  

for c e s  rath er than by bureaucra t i c  decisions . 

Admini s tration : 

Mos t  o f  the comp l a i nts  lodged in the ensuing years 

were aimed at the admini s tration of  contro ls , and i llus trat e  

that the sh eer  vo lume o f  work invo lved in operating the 

sys t em meant c o s t , delay , incona i s t ency and s ome injus t i c e . 

The fact  tha t  l i c enc e s  were s ti l l  i s sued on the bas i s  . o f  

1 9 3 8 import values meant that i n  each suc c e eding year the 

c ompos i tion of imports  b ecame l e s s  rela t ed to exi s t i ng 

demand . 

The amount o f  paper work i nvolved c an b e  i llus tra ted 

by the nee d  t o  i s sue r e gulat i ons no t only for  each  i t em ,  
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but for di1'f'erant v....rietl.0s o1' iteius . i:t'or ins t ance , in the 1 )147 

re gulati ons , licen c e s  ware permitted for the import of t oilet paper 

in rolls b ut not in o ther t·orm , 1'or c abinet han<iles but not for 

c abine t s  1.. which wer�;;; lll<.J.de in N ew Z e aland) ; for ruu b er tyre repair 

outf'it s ,  b ut not i·or rub b er tyr.a s , and for b uckets ( galv ani z e d  iron 

only) - the list is endle s s . The s e  decis ions were either wade 

arb itrarily , with little c ons id�ration for warke t requirellient s , or 

involved an inconc e ivel.ble awount of re s e urch anJ. discus s i on .  

Re gulations under the Industrial Ef'i'ic i enc.y act were us e d  t o  

control home product ion and were operat ed i n  c onjunction with 

import c ontrols . One item of' c ontention - the product ion of 

footwe ar - was limit ed to tho s e  manufac turers holding lic en c e s  

under the act . Althou5h only three new product ion lic enc es were 

issue d  b e tween 1 943 and 1 947 and there was a severe short age of 

footwe ar , new lic enc d s  were refused on the grounds that the 

short age of lab our and materials kept exi s t ing produc er s  operating 

plant b e low c apac ity . At the s ame time , applications for incre ased 

import licence s  were refused in order t o  protect home produc ers . 

The danger inherent in a s low-woving b ure aucratic sys t em i s  

illustrated by the situation e arly in 1 �48 .  The e s t imated export 

revenue for 1 948 was announc e d  in April as $ 288m c ompared with 

$ 258rn for 1 947 ; a very he althy incre as e . In the s ame month 

Mr N ash announc e d  that imports were to b e  curtailed f'rom 

the $ 230m of 1 947 to 
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$ 1 90m f o r  1 9 48 , be caus e 1 9 4 7  impo r t s  had been e�c e s s ive . 

·one month l a t er , Mr Nash revealed tha t· ,- · i ri  f a c t , 

$ 2 18rn l i c enc es had already b e en issu e d , exc e eding the 

amount int ended , and h e  e ;�cp e c t ed to t a l  li c enc es  to r.;ach 

a val�e o f  $26 0m by the end of  the year . In order to 

keep imports down to  tha t l evel , h e  announc ed tha t no more 

li c enc es would b e  i s sued f o r  mo tor cars or non- e s s enti a +  

consumer goods . 

C l e 3rly th e admini s trative ma chi nery adj us ted i t s  

operations s lowly i n  reac ti on t o  po licy  changes whi ch , i n  

turn , were made some time a f t er event s , In fac t ,  the trade 

balanc e of  1 948 was so  h e a l thy that New Zealand was able 

to repay a $48m loan optionally due in London . 

By 1 948 th e at tackn o n  import  control s  ha d changed 

in charac ter from complaints  and cha .rges o f  ineffi c i ency 

to organi sed demand for r ef orm o f  the  sys t em . 

impor�ant change s reques t ed ¥0r � : 

Irrevo c ab l e Li c enc es : 

The mo s t  

Many gopds , especi ally  machinery and trans port equi p ­

ment , _  ne eded to  b e  ordered  t �·ro or  thr e e  years before 

delivery dat e  and import ers requir e d  as suranc e tha t orders 

plac e d  in 1 9 48 would be  honoured in 1 950 or 1 95 1 .  Th e : 

reques t  was r efus ed  on the grounds that an impor t e r  mus t  

feel  c.onfi dent of having a li c ence i n  the y e ar o f  delivery ; 

each c a s e  was treated  on meri t , no pr�vious guarant e e s  

c ould b e  i s sued , but i f  a n  import wer e  j us t i f i ab l e , the  

trader could co nfidently expect  to  b e  grant ed  a li c enc e . 
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( a ) An impor t er who p la c ed orders on the · s trength o f  
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a val i d  li c en c e  b�t ,  due to delivery de lays was l e f t  wi th 

unus e d  li c eu c e s  to the value of tho s e  orders a t  the end 

of th e lic ens ing peri o d , should r e c eive r epla c ement 

li c enc e s  o f  that value f o r  th e ensuing li c ens ing period ,  

( b ) Goods s ometimes a rrived in exc es s  of  li c enc e a s  a 

result of deliberat e  over-ordering . Fines o f  $200 t o  $ 400 

were impo s ed on  the impo r t er , but extra l i c enc e s  wer e  

grant ed t o  k e e p  faith wi th  forei gn suppli ers ; t�es e li c ­

enc e s  were  no t chargea b l e  a gains t the suc c e e ding year ' s 

l i c ence  allo c a t ion .  I n  effec t , an import er  could  i nc r eas e 

his  a l lo c a t i on on payment o f  a f e e , whi ch was worth hi s 

whi l e  if  demand were suf f i c i ent ly h i gh .  

The Compt ro ller o f  Cus toms r ei t erat ed ( in  Oc t o b er 

1 948 ) that the po licy o f  the depaptment was tha t  exc e s s  

import s  were ·charged a gains t  the l i c enc e s  o f  t h e  next 

y e ar . To avQ i d  the D e c emb er shipping cong e s tion , now 

b e c aming an annual f e a ture to obtain delivery before  the 

eud of the l i c ensing p eriod , the  d elivery p eriod was 

ext ended to  F ebruary 28th 1 9 4 9 .  However , the announc ement 

in Oc tober , c ame  too l at e  to prevent the conges tion a s  

mo s t  of  t h e  goo ds were already in trans i t  by then . 
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Trans ferable Li c enc e s : 

Li cenc es  were some t imes i s sued for goods whl ch were 

not imm ediat ely avai lab l e  at s ou c e  of  supply , leaving the 

imp or t e r  with unused l i c enc es for  more than he required 

of a particular comm:odi t y , but t ended to  order to the limit  

of  h i s  allo c a t i o n  for  f ear that  h e  mi ght r e c e i ve a redu c e d  

a l lo c a t ion the fo llowing year . Bo th anomali e s  would be  

reso lved i f  l i c enc es were trans f erable  t o  o th e r  commodi t i es 

or subsequent l i c ens ing periods . 

Board o f  Trade : 

In  Augus t 1 948 the A s s o c i a t ed New Zealand Chamber 

of Comm erc e r e commended that an ind e pendent Bo ard of  Trade 

be  e s tabli shed wi th advi s o ry , j udi c ial and appella t e  

func t i o n  to  inve s t i ga t e ,  report and make r e commendat i ons 

to Parliament o n : 

( a ) Cus toms tariff . 

( b )  S e l e c t inn and li cens i pg of  impo r t s  a s  long 

as  the sys t em was to  continua . 

1949 Schedule : 

Presumably , as a result  of  the  pres sure for refor� , 

th ere were some changes in the l i c ensing s ch e dule for 1 94 9 . 

Becaus e o f  the increas ing di f f i culti es  o f  the 

s t erling area , there was a to tal c anc elling o f  l i c enc e s  

for the  do llar c ountri e s . 

Token l i c enc es , up to  20% o f  the value of  1 938  

import s , were t o  be  i s sued for the  import o f  non- e s s ential  
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goods to mai ntain or revive trade link s  and to  p e rmi t 

import o f  new commodi t i e s , The year 1 9 48 repla c e d  1 93 8  

a s  the bas e  year . Predi c tably , ,  there were compl a i nts  

about the s e l ect ion o f  bas e  years . T h e  mai n complaint 

c ame from extablished traders who had boen c o ns i derable 

importers before the war . Th ey vi ewed wi th di smay an A c t  

whi ch r e gulari sed t h e  po si t i o n  o f  . .  returned s ervi c emen who 

had been grant ed c omparat i ve ly generous rehabi l i t a t ion 

lic enc e s  whi ch now f o rmed th e b a s e  for th e i r  future 

alloc a t i o n . 

Survey o f  1 938- 1 9 48 : 

Two s erious a t t empt s  were made to  revi ew the  eff e c t s  

o f  t en y.ears o f  contro l , one b y  Prof e s sor  A . H .  Tocker i n  

June 1 9 49 , and ano ther i n  Augus t b y  A . R .  Wi ls on . 

Prof e s sor To c .aer , quo ting Pro f e s sor Condli .t�'e , 

said : 

"Bulk p.ur.cha s e  a gre ements  b e tw e e m  Governme:1.ts 

cons ti tut e a far more eff e c ti ve obstacle  t o  freer  multi ­

lat eral trade than th e ne twork of  Imp eri a l  P:ref erenc e . 

I t  i s  a reasonabl e  b e t  that Bri ti sh peopl e w ou ld have 

as much but t er , mor e  meat and a bi gger do l lar poo l  if  

New Zealand dairyme n· were allowed to buy Ameri can 

trac tors " .  

Pro f e s sor Tocker emph a s i zed  the uns a t i s fa c tory 

exchange s i tuation whi ch. had l e d to  the im:pos i  t i o n  of  

contro l s  i n  1 938 and c ompared  the  re lat ive int ernal and 

ext ernal mor.etary s i tuat i o ns in 1 938  and 1 9 48 , pres ent ing 
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the following t abl e . 

Changes i n  Int erna l Money Vo lume and Exchange Funds . 

Int ernal Exchange Increa s e  in Inc r ea s e  

Money ( a ) Funds ( b ) Money f rom 1 9 3 7 i n  Exchange 

1 93 7  80 . 3  3 0 . 0  

1 93 9  8 2 . 8  8 . 6  2 . 5  - 2 3 . 4  

1 9 46 208 . 5  96 . 6  1 28 . 2  6 6 . 6  

1 9 4 7  2 16 . 9  9 2 . 9  1 36 . 6  6 2 . 9  

1 948  2 2 7 . 0  6 3 . 4 1 l16 . 7 3 3 . 7  

( a ) Dep .  and No t e s  of Res erve and trading Bank s  

( b )  Bank a s s e t s  held overs eas . 

The growth in overseas r e s erves , though cons i derabl e , 

had no t m�t ched the growth in int ernal money , and f o r e i gn 

exchange was no t �dequat e  to  me e t  the demand whi ch the 

f r e eing of trade would releas e .  However , Impor t  C ontro l 

was no t suc c es s ful in helping to  �c cumula t e  forei gn 

exchange , but did contribute  t o  the infla tionary pres sur e s  

whi ch nec e s s i ta t ed th e expans ion of  int ernal currency . 

Professor  Tocker r e c o gni s ed the need for the continuation  

o f  exchange contro l but mai ntained that import c ontro l s  

were ineff e c tive and dis torti onary in th eir eff e c ts . 

A .  Wi l s on analys ed s ome o f  the indirect  e f f e c t s  

o f  control s  part i c ularly the growth o f  i ndus try . 

In a gri culture ( 1 9 30- 4 4 ) there was an abso lute 

r educ t i on i n  the number o f  p ersons engaged males 

from 1 1 9 , 000 to  1 1 3 , 000 f ema l es from 1 9 , 000 t o  1 1 , 500 . 
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One r esul t was that the mechani sation of farms had inc r ea s ed 

by �00% . The vo lume o f  farm production 

increas e d  by 10% . Th ere i s , of  cours e ,  

1 9 38/ 3 9  1 9 46/ 4 7  

no way of  deter-

mining how much o f  the dri f t  t o  towns was  part  o f  a 

natura l  pro c e s s  and how much i t  was s timulat ed by th e growth 

of pro t ec t ed indus t ry . 

were : 

In indus try , for the p e riod 1 9 3 7/ 3 8 - 1 9 46 / 47  incre as e s  

Vo lume o f  Produc tion - a l l  fac tory 

True Manufac ture - s ec ondary ind, . stry 

Produc tion per pers on 

Employment Bo , ooo ( 1 9 3 4/ 3 5 ) 

. • • .  1 3 4 , 000 ( 1 9 46/ 47 ) . 

6 - 7% 

. . • • . 108 , 000 ( 1 9 3 91 40 ) • •  

Number of f a c tori es  6 , 1 32 ( 1 9 3 8 ) • • . • •  ? , 6 42 ( 1 9 47 ) . 

Mr Wilson enumerat ed a number o f  cri t i c i sms of  th e 

admini s tration o f  c ontro l s , s ome o f  them by now t edious ly 

fami li ar . 

( a ) Admini s tration was inadequat e to  cope wi th the 

vo lume of work . De lays of  ' thr e e  mo nth s were norma l ;  

appeals a gains t  d e c i s ions increased d e lay . 

( bl) Th e Department o f  Indus tri e s  and Commerc e handl ed  

thousands o f  appli c a t ions in addi tion to  Cus toms 

Department . 

( c ) Import ers were forc ed  to delay orders be c au s e  o f  

unc ertainty o f  future allocat ion . 

( d ) Importers found i t  diffic �ft t o  time t h e i r  orders  

t o  coinc i d e  wi th New Zealand import r e gulations 

and the Bri tish export  regulat i on r e quir ements , 
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under whi ch mos t  o f  their suppliers operat ed . 

( e ) Th e buraucracy could no t for e c a s t  marke t  requir e ­

ments  o r  a c curat ely e s tima t e  home produ c t i o n . 

Some commod i t i e s  were in over supply , s ome sho rt . 

( f ) ' Sati s fa c tory qua l i t y  and reasonably c ompet i tive 

pric e '  the cri t eria under whi c h  loc a l  produc t s  

received pro t e c t i o n  were meaningl e s s  phras e s , 

int erpre t e d  in the intere s t s  o f  po li t i c i ans and 

produc ers rather than in the i nteres t s  of consumers . 

( g )  In making allo c a t io ns , no allowanc e was made for 

new o r  pro gre s sive f irms ; an import er ' s  share 

was  depend ent no t o n  pre s ent requirement s ,  but 

on th e pre -war s i z e  of hi s f irm or h i s  claim a s  

a re turned servi c eman . 

The revaluation o f  the New Zealand currency i n  

Augus t ,  1 9 48 , i s  an  event whi ch h a s  li ttle  dir ec t  bearing 

on th e h i s to ry of import c ontro l , �ut Whi ch do e s  i l lus tra t e  

the conf l i c t  o f  various po l i c i e s . The revaluat i on ,  ·by 

whi ch the £N . Z .  re turned to the pre 1 930 pari ty £N . Z . 100 = 

£S t g . 100 was mad e  on the grounds tha t : 

( a ) The t erms of  trade were now s trongly i n  favour 

of New Zealand . F orei gn demand for primary produc t s  was 

hi gh and increas ing the pric e  to  the forei gner ( further  

improving t erms o f  trade ) would increase the  trading s urplus . 

( b )  The i nc r e a s e  in import demand resulting from 

decrea s e  in imp o r t  pri c e s  would be  more than o f f s e t  by 

increas ed export earni ngs . 



( c ) The pos s i b l e  int erna l deflationary eff e c t s  o f  
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revaluat i on whi ch mi ght ensue if the forecas t of ( a ) and 

( b )  proved erroneous , would no t be harmful b e c aus e employ­

ment l eve ls  ( and c ons equent inflationary pres sure s ) were 

exc ess ive . 

( d )  Reserves were suffi c i ently hi gh to repay out s t and-

ing debt commi tments  and wi ths tand any drain ensuing on 

r evaluation . 

There s eems to  have b e en some doubt about th e po s s ­

i ble cons e quenc es  o f  reva luat i on and pre sumably Import  

C ontro ls were  maintained for  th e ensui ng years in  order to  

see  what happened . It  would no t have been easy t o  remove 

c ontrols in 1 9 48 and then be  forc ed to re-impo s e  them a t  

a later da t e .  On t h e  o ther  hand , the argument s ( a ) • • • •  ( d ) 

above indi cate  tha t  an alt erna t ive and perhaps pref erabl e  

poli cy mi gh t have b e en to remove contro ls fir s t  and cons id­

ered reva luation af t er the e ff e c t s  o f  " fre e "  trade had 

b e en f e l t . 

The sub s e quent ( D e c ember , 1 94 9 ) devaluation  o f  

s t erling , to  whi ch the New Zea land currency  was t i ed , 

s erved to  c onfu s e  th e i s sue again , . From New Z e a land ' s  

po ict of  vi ew i t  t ended to increas e the dependenc e on the 

Bri tish marke t ;  Aus tralia ' s  trade , for ins tanc e ,  b e c ame 

geo graphi c ally muc h  more wi dely dispers ed , part ly becaus e 

o f  the na ture o f  h er expo r t s , b:ut a l s o  part ly b e c aus e her  

( un-revalued ) currency ( £A 1 2 5  - £S tg . 100 ) made h er pri c e s  

�ore a t tra c tive than New Zea lan�s .  C ertainly Aus trali a ' s  

manufac turing deve lopment i n  the 1 95 0 ' s  owed s ome thing t o  
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to h e r  exchange rat e . As  already indi c a t ed ( pa ges 2. 10 - 2 / '? )  , 
there was c ons iderabl e  pressur e , parti cularly from traders 

and a cademi c s , for the di smantl ing of  contro ls during the 

per i o d  1 947 - 49 , and to  re turn to what would have b e en a 

near free trade sys t em , sub j ec t  only to  low tari f f  wi th 

Co�onwea l th Peeferenc e and co ntro l of exchange avai labi li ty , 

par t i cularly o f  non- s t erling curr enc i es . 

Government was unwi lling to relax contro ls  for a 

number o f  r eas ons : 

( a )  The current a f f luenc e was the result of  unusual 

war and post -war condi ti ons and it was c o ns i d ered 

unwi se  to j eo pardi s e  res erves when future co ndi t ions 

were unpredi c table . 

( b )  There  was cons i derable unsatisfi ed consumer demand -

acc o rding to A . H .  To cker approxima t e ly $�00m . 

Abo li tion of  contro ls  could w. �l have l � d  t o  a flood 

o f  imports whi ch would have drained all  exi s ti ng 

res erves . 

( c )  During the pre c eding nine years a number o f  i ndus t -

ri e s  had become es tab li shed t o  fi ll the gap created  

by  inadequa t e  imports  footwear , c lo thing , 

bui lding mat eri a l s , consumer durabl es· ,  lawn-mower::.: , 

e tc . ,  were · now being produc ed in cons iderabl e  quant -

i t i es but were no t ye t suffici ently deve loped 

t o  b e  able  to  comp e t e  fre ely wi th forei gn produc ers . 

The di smantling o f  c ontro ls mi ght l ead to  unemploy­

ment in thes e  indus tri e s  and wastage  of capi tal  

e quipment . 
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Argument ( c )  i s  

. 
th e important •ne in that i t  

indi c a t e s  that th e rai s on d ' etre  o f  c ontinuing Import 

C ontro l was no longer to  b e  primari ly for the pres erva t i o n  

of  ext ernal balanc e ,  but f o r  the pro t e c tion o f  developing  

induatry. and th e maintenanc e of ful l employment . 

In Augus t 1 9 48 , the New Zealand Governm ent made 

wha t ,  from the vanta g e  point of  twenty years ah ead , now . .  

s e ems to  be  a somewhat  extraordina�y decision . Th e favour-

abl e  t rading and currency s i tua tion persuaded government 

to revalue the New Zealand currency ( currently £NZ 125 -

£S t g . 100 ) to  bring  i t  into pari ty wi th the Bri t i s h  pound ; 

Aus tralia  remained at  £A 1 2 5  - £S t g . 100 . Unc ertai nty for 

the future prevented government from relaxing  i mport 

contro l .  A f ew months l a t e r  ( De c ember , 1 9 4 9 ) Bri tain 

devalued by J J% ( f� m £Stg . - = $U . S . 4 . 2  to £S t g .  = $ U . S .  2 . 80 )  

and the  rest  o f  the  S t erling Area , inc luding Australia and 

New Z ealand , f o llowed sui t .  The New Zealand a c tion was 

e f f e c tively the s ame a s  removing a tari ff o f  2 5% but 

maintaining quanti tative contro ls . 

Thi s  po li cy a c t  had a number o f  eff e c t s  whi ch 

canno t be  reconc i led wi th the avowed aims o f  government . 

1 .  Th e reduc tion  of  import pri c e s  ( in int ernal currenc y )  

i ncrea s e d  th e already exc e s s i ve demand pressur e s . 

2 .  Newly e s tabli shed i ndus try , unable  to  c ompet e  wi th 

forei gn produc ers , was placed at a pri c e  di sadvant-

a ge to forei gn imports . 

] . Any po t ential  export  o� pro c es s ed or manufa c tur e d  

goods was thwar t e d  by th e pri c e  di sadvant a ge ; 
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export inJus try reo��ved exa c tly the reve r s e  o f  t� 

inc entive s grant ed by the 1 96 7  devalua t i o n . 

I t  i s  int ere s ting to  s p ecula t e  wha t  mi ght  have 

happened had the d e c i s ion been l o  leave th e exchange ra t e  

unalt ered , giving an  eff e c t i ve 25% tariff , and di smantling 

import contro l ; some addi tiona l  tari ff  or s e l e c t i ve 

control mi ght  have b e en re tained to pro t e c t  ' de si rabl e ' 

indus tri es . The th eoret ical  analys i s  gives s ome i ndi ca t i on 

o f  what mi ght ha:u:e b e e n .  Cas e 3 ( Page 97') perhap s  pre :- - · 'i 

s ent s the s i tuation bes t . Wi th hi gh , over-fu l l  employment 

demand pres sures  pers i s ting throughout the period , tari ff  

permi ts a s ix-year adjustment period  even in the  abs enc e  

o f  growth i n  forei gn demand . I t  is  reasonabl e  t o  as sume 

that , wi th the e xpans i o n  of f o r e i gn demand during the  

fifties , e s pecially during t h e  Korean War period , New 

Zea land mi ght  we l l  have enjoyed a period of t e n  years o r  

mo re o f  curr ent a c count surplus . During that t ime , 

manufacturing would have enj oyed th e pro t ec ti o n  a fforded 

by ' tari f f ' in the i nt ernal s ector  as  well as the  advan­

t a ge of a favourable  exchange rat e  in the int e rna t ional 

market . Thi s  is  parti cularly a pparent in the trading 

re la tions wi th Aus tralia � During the twenty year period  

( 1 9 48 -6 7 )  imports  from Aus tra l i a  grew from $27m ( c . d . v . ) 

t o  $ 1 50m from 1 1%. -• to 1 9 . 9% of  t o t a l  imports ·. Expor t s  

to- Aus tpilia  .durin.g :: the · s ame perio d . ro s e : f ro in  $6�.-Bm :( f _" •. e ·. b . ) 

ta�$J5 . 2m from 2 . 3% to  4 . 8% of to tal expor t s . The 

export growth was largely due to the Aus tralian r e qui r e ­

ment s of  t i mber and wood produc t s  whi ch � b y  1 96 7 , a c counted 
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for $ 16 . 8m ,  almo s t  hal f , of  our exports to Aus tra l i a ; 

o th erwise  only woo l  and f i sh c ontribut ed si gnificant ly 

to earnings i n  thi s  marke t .  By c ontras t ,  Aus tralia  was 

s ending us t exti les , chemi cals , metal  products , e l e c trical  

machin�ry and f i t tings , and mo tor-cars . Aus tralia enj oyed 

a manufact�ring pri c e  advanta ge over New Zealand unt i l  the 

devaluation o f  1 96 7 .  

The devel o pment o f  New Z ealand indus try was a l mo s t  

ent irely for t h e  int ernal market ; whi l e  G . N . P .  ro s e  by 

1 92 . 4% ( current value 1 9 48-6 7 ) , Total F ac tory Pro duc t i on 

measured by value added , ros e  by 366 . 8% .  S ome o f  thi s 

wa s a ccount ed for by new produ c t s  car-a s s embly , radio 

and T . V .  et c . , by a random s e l e c tion of int erna l ly 

or :iented indus tri es  i llus trat es  the  growth o f  thi s s e c t o r . 

Tab l e  1 3 . 2  Value added in Manuf . $NZm . 

Commodi ty 1 9 48/ 1 9 4 9  . • . • • • • •  1 96 6 / 1 96 7  % Growth 

Brewing ) . 6 1 7 . 1  36 9 . 4  

Bi s cuits 1 . 6 5 . 5  36 9 . 4  

F rui t . Veg . Pr es . 1 . 3  1 1 . 1 7 2 2 . 6  

Ho s i ery/Kni t ting 4 � 1 1 5 . 6  2 8 1 . 6  

C lo thing 1 5 � 2 4 1 . 9  1 76 j 2  

F o otwear 5 . 2  1 4 . 7  1 8 4 � 8 

Furni ture 4 . •  8 1 8 . 0  2 7 1 . 6  

Soap  1 . 2  3 . 7  30 9 . 6 

Pot t ery , China 9 ·. 1 ' . 2 7 . 2  1 9 7 '· 5 
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Much of thi s growth was th e result  o f  na tural dev e l ­

opment , increas ing int erna l market and the policy of  ful l  

employment . Undo ubt edly , however , the  growth was to  s ome 

ext ent f o s t ered by the part ial  exc lusion of forei gn goo ds . 

The conc lusions of  th e th eory analys i s , that  contro ls  

impo s e  addi tional pres sure� on production  of  int ernal amd 

importabl e  commodi t i e s  s e em to be vali d .  
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Chapt er 1 4 .  

195 1 - 5 7  Relaxa t i on Period 

In 1 95 0  a new Government b e gan th e pro c e s s  of 

di smantling import contro l s . Woo l  pri c es were h i gh ,  large -

ly as  a result  of  the  Korea War boom and h i gh export  earn­

i ngs . made i t  po s s ible  to re lax r e gulati ons . 

The f i rst relaxa ti on wa s i n  March , 1 950 , wh en 

s t erling funds held priva t e ly overs eas by New Zea land 

r e s i dents were freed from cont ro l .  Dealings in exchange 

and s ecuri t i es was permi t t ed provided that o f f i c i a l  ex-

change ra t e s  were u s e d . It  was s till  required that 

e arnings f rom expor t s  be paid into th e Res erve Bank . 

Private  funds could now be us ed to  import goods for whi ch 

" no remi t t anc e "  li c enc e s  were t o  be i s sued . An Import 

Advi sory Comi t t e e  was e s tabli shed to advi s e  the Mini s t er 

on ma tt ers relating t o  import contro l . 

As  a r esult o f  the  Commi t t e e ' s  recommenda t i ons , 

the  1 95 1  s chedule , announc ed i n  July 1 950 , showed c onsi d ­

erable change s .  

About one third ( ) 26 ) o f  all  i t ems were f r e e d  from 

import contro l ,  provided that th ey c ame from non- s cheduled 

s ourc e s  i . e .  a l l  i mports  fr om dollar and Eas t -European 

s ources were s t i l l  c ontro ll e d . 

Li c enc es  i s su e d  for i t ems s t i ll c ontro l l e d  were 
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applicable t o  any supply s ourc e  exc ept s ch edul ed c ountri es . 

Exchange Authori -tie s  were abolished . Th e s e  were 

authori t i es granted by the Res erve Bank for Trading banks 

to r emi t a given sum t o  a s pe c i f i ed country during a 

s p e c i fi ed quart erly period on con�i tion that an import er 

pro duced do� umentary evi denc e o f  a trans a c t i o n . 

In future , trading banks were to have author i t y  t o  

make remi t tanc es  where they wer e  s ati sfi ed tha t go ods 

were being import ed in a c cordanc e wi th the  c ontro l r e g ­

ulations . 

In a published s t a t ement , Mr Bowden , Chairman of  

the  Import Advi sory Commi t t e e  felt  tha t a l arge numb er 

of i t ems previously sub j e c t  to r e gulation had had no 

e f f ec tive c o ntro l  of overseas  expenditure as the amounts 

impo r t e d  under a free s ys t em would no t be subs tanti a lly 

diff erent fr.om previous amount s .  It was exp e c t e d  that s ome 

$ 90 mi llion worth of import s would now ent er th e country 

f r e e  of  li c ensing and thi s would save the admini s tration 

a great deal  of rout ime work . Appli ca tions for i t ems s ti l l  

c ontro lled  c ould now rec eive nor e  careful a t t entio n . 

The ensuing s even years witne s s ed a s t eady re lax-

a t i o n .  B y  1 957 only 26 9 o f  950  i t ems were s ti ll subj e c t  

to  lic ens ing contro l and only t h e  do llar area , J apan and 

Korea rema i nd on the Schedule d  lis t ;  li c enc es  for imports 

from Sche�uled countri es  were granted much more f r e e ly .  

I n  1 950 , 9 9� 5% o f  priva t e  imports  ent ered New Zealand u 

under li c enc e . By 1 95 7 , o nly 1 3% was sub j e c t  t o  Import  



Li c ens ing Contro l .  

Complaint s : 

Oppo s i t i o n  to  the new sys t em came pre di c tab ly , 
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from the  Manufa c turing Group . In Apri l , 1 95 1 ,  the s e  c orn-

plaints were formula ted  and pres ented  by the Manufac turers ' 

A s s o c i ation . 

( 1 ) The New Zealand tar i f f  s truc tur e was the lowe s t  in 

the Commonwealth , no t having b e en revi s e d  sinc e 

Import Controls wer e introdu c e d . The li f ting o f  

c ontro ls  l ef t  New Z e a land pro duc ers unpro tec t ed . 

( 2 ) Import replacement manufac ture had been delib era t e ly 

f o s t ered by government po licy  for twelve years . 

The current labo ur shortage and hi gh labour c o s t s  

required that such indus tri e s  b e  adequa t e ly pro t e c t ed . 

( 3 )  New Zealand had , for  social  and po li t i c a l  reas ons , 

impos ed a h i gh c o s t  s truc ture on h er pro duc ers . 

Company tax was hi gh , payments for we lfare s ervi c es 

were onerous , workers  enj oyed a for.ty hour we ek , 

l ong ho l i days and were unwi lling to a c c e pt shi f t ­

work . Thi s  meant e i ther c ons i �erable idle  capa c i ty 

in fac tori e s  or h i gh labour c o s t s  to enc ourage 

overtime or irr e gu lar  hours of work, New Zealand 

produc ers were therefore at cons i dera b l e  di sadvant ­

a ge in trying to  c o mpe te  wi th over s e a s  rivals . 

The new sys t em surv�ved an awkward p er i o d  early 

in 1 95 2 . Aus tralia impo s e d  Impor t  Controls , r educ ing 

h er Imports by half  and th e St erling Area met  a c ri s i s  



whi ch r esulted in  the lo s s  o f  £S t g � 56 �m .  Both events l en t  

wei gh t  t o  the ar guments o f  tho s e  wi shing to re turn to  

the  sy• t em of  full contro li 

Th e 8xchange Control sys t em operated a s  f o llows , 

taking 1 95 2  as  a s ample  period . 

A bas i c  a l lo cation , e qual to 80% o f  the  exchange 

us ed by an impor t er in 1 95 0  was permi t t e d .  Further 

allowanc es  were grant ed on application  to the Re s er�e 

Bank , whi ch judged appli c a t ions a c c ording to  the cri t eri a . 

( a ) That good s  required were e s s ential  and had an a ppro -

ved end-us e - i . e .  th e impo rt er  mi ght be  r e qui red  

to show who would b e  the  fina l  recipi ent o f  goo ds 

import ed . 

( b ) The avai lability o f  goods or subs titute  produ c t s  in 

New Zealand . 

( c )  An impor t er ' s  commi tments b efore  Aprm l 1 s t , 1 95 2 .  

( d ) Import l i c enc es for  contro l l e d  items h e ld by 

Importer . 

( e )  Any o th er c ircums tanc es  d e emed worthy o f  cons i d e ration . 

A s e t  o f  r e que s t s  and complaints pres ented by Mr 

J .  Menning , Pres ident o f  the Manufac turer ' s  A s s o c ia t ion 

in June , 1 9 5 2 , summari s e s  the o ppo s ition t o  Government 

po li cy evident in the next f ew years . 

Mr Manning aough t as suranc es  from Governm ent o n  

the following : 

( 1 )  Tha t  exemption from lic ens ing should be  from 

Uni t ed Kingdom s ourc e s  only to  maintain tradi t i o nal 
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trade l i nks  and a s s i a t  r e c o ve ry o f  s t erling� 

( 2 ) No further exemp t ions should be  grant ed wi thout  a 

revi s i o n  o f  tariff  suff i c i ent to  maintain bal anc e 

of payments and to pro t e c t  int ernal manufac tur e . 

( J ) Exis ting non - s ch eduled country li cenc e s  ·Cihould be  

trans f e rred to Uni t ed Kingdom only . Thi s  would ,  in  

parti cular , s ave payments to the  European Paym ents 

Union area . 

( 4 ) New lic enc e s  should be  is sued for s p e c i f i c  gpods 

from s p e c i f i c  � ourc es . 

( 5 ) There s hould b e  a r evi ew o f  tho s e  i t ems  already 

freed f rom contro l .  

Complaints c onc en�ing th e operat ion o f  Exchange 

C o nt ro l  were . . . : 

( a ) Allocation  of  exchange on the  basis  o f  1 950 expen­

di ture continued th e growth o f  importing a genc i e s . 

End�us � rs of  produ c ts , parti c��arly manufac turers , 

were unabl e  to  import dir e c tly on th eir  own sc count . 

( b ) The 80% bas i c  allowanc es  t o ok $ 2 2 4  mi l lion o f  the  

$)50  mi l lion  exchange avai labl e for  1 95 2 . Th e 

$ 1 26 mi l lion balanc e was qui t e  inadequat e  for  vi t a l  

requirements ( in f a c t , already b y  June 1s t ,  $ ) 1 8 

mi llion addi t i onal allo c a t i ons had been appli e d  for ) . 

( c ) Exchange Contro l was a p �rely  financ i a l  arrangement 

and mad e  no a t t empt to c l a s s ify �oods , i�noring 

their r e l a tive importanc e t o  develop�ent of  New 

Zeal and e conomy . 
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( d )  Apart from the remnant o f  s cheduled countri e s , no 

a t t empt was made to c ontro l s ource of supp ly . 

( e )  Manufac turers could no t be sure of obtaining 

es s ential  supplies b e c aus e control of exchange was 

in the  hands of a thi rd party ( the importing a gent ) 

who was able  to  divert. funds for purchas e  o f  more 

profi tabl e c o nsumer goods , neglect ing th e needs o f  

the deve loping s ector . 

( f ) The Res erve Bank , indi r e c t ly c ontro lling import s 

by Exchange Contro l . was usurping th e func tion o f  th e 

Board of Trade , and was not competant to make di s ­

crimina ting decis ions . 

( g ) Th e new sys t em , lacking eff e c tive tari ff  l e gi s la t i on , 

invi t ed dumping whi ch wa s on the increas e .  

/ The Res erve Banl-r s ta t ement o f  March , 1 95 2 , .11!11: 

revealed s ome of  the  problems  a s s o c i a t ed wi th the freeing 

o f  contro l s . 

The years o f  1 9 5 1  and 1 95 2  showed a fall  in export  

r e c eipts , partly b e c aus e of a fall in farm pri c e s  and 

partly becaus e  of  import res tri c tions impo s ed by Aus tra l i a  

and Great  Bri tai n .  Import pri c es had ri s en consi derably , 

by 32% b e tween 1 9 4 9  and 1 9 5 1 . 

There was a c ontinued h i gh l evel of impor t s  -

$ 4 1 3  mi llion in 1 95 1  compared wi th $3 16 mi llion  in 1 95 0 . 

This  was only in- part an a t t empt m repleni sh s to cks and 

meet a backlo g in consumer d emand . The demand of the 

fully-employed New Zealand populat ion  had rais ed the l evel 
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o f  impo rts  to a rat e  e quiva l ent to $560  mi llion per annum 

i n  th�  first  months o f  1 95 2 . 

A s  a result o f  the s train on funds i t  was f e l t  

nec e s sary to redu c e  the bas i c  allocation to 40% ( o f  1 95 0 ) 

in 1 95 J . In 1 956 i t  was r ai s ed to 5 0% and in  1 9 5 �  to 7 5% . 

From J anuary 1 95 5 unti l January 1 958 New Zealand eiperi en­

ced a short peri o d  when controls wer e  minimal·; 
Wi th i t s  announc ement of the ending o f  exchange 

contro l a l loca tion , the Re s erve Bank explained the rea s o ns 

for th e need for the temporary exchange contro ls  whi ch i t  

had o p era ted from Apri l , 1 95 2 , t o  D e c ember 1 95 4 . 

There had b ean an a larming fall  in over s eas a s s e t s  

from $ 2 4 7  mi llion i n  July 1 9 5 1 t o  ' r $ 1 5 7  mi llion i n  March 

1 95 2 1 b e c aus e of 

( 1 ) War and po s t  war r e s t rictions had c aus ed a runnin g  

down o f  & ocks and a s ti f ling  of  consumer demand . 

( 2 ) The relaxa tion o f  import contro l b rough t  about 

a rush of orders . 

( J ) The boom i n  woo l  pri c es generat ed considerabl e 

extra expendi ture .  

( 4 ) Importers , in r e a � t i o n  to increased demand p la c ed 

exc e s s i ve order s . Thi s  was especial ly true o f  mew impo r t ­

ers , who had r e c eived no a l location under the o ld sys t em 

and were anxious to bui l d  up s tock s . 

( 5 ) The wa t erfront di s pute  of 1 9 5 1  eff e c t i ve ly prevent ed 

the s al e  of woo l  from F ebruary-Augus t ,  1 95 1 ,  when pri c es 

wer e  h i ghes t and c os t  export ers many mi l l i ons of  pounds 

s t erling . 
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Average woo l  pri c es w·ere : -

F ebruary 1 950 J J d . per lb 

Dec ember 1 950 106 d .  " " 

March 1 95 1  1JOtd .  " " ( h i gh p t . ) 

Sept ember  1 95 1  6 1 d .  " " 

Sept ember 1 952  44td .  " 1 1  

The bri e f  experiment wi th c omparative freedom 

wi t ne s s ed another seri ous dec line  in overs eas  a s s e t s ; 

export  earnings were maintained ,  but the demand for impor t s  

continued at  t o o  hi gh a i evel for payn_ Jnts to  be me t . 

The report of the  Royal C ommi s s i on on money , banking 

and credi t , published in 1 95 7 , gave some a t t ention to 

th e problem of  exc e s s  d emand for imports . I t  conc lud e d  

tha t  t h e  ma j or contribu tory factor  was th e po lLyy o f  

ful l employment which had been t h e  principal aim o f  a l l  

Governments f o r  over twenty years . The periods 1 95 1 / 5 2  

and 1 95 1/55 es p e c ially had b e e n  years o f  exc eptiona l  

int ernal pro s p eri ty , r e f l e c t ed i n  trading defic i ts . 

New Zealand was c . �s i s t ently living beyond h er mea�s . 

Th e woo l  boo� o f  1 950/5 1 had a llowed New Zealand t o  

ac c umulate  large overeas res erves whi ch h a d  since b e en 

whi t t l ed away y ear by year . 

be  a l lowed t o  continue . 

Such a trend c ould no t 

The Commi s si on li s t ed the various measures whi ch 

mi ght be talten to  remedy the  bal anc e of  .payments pro b l em . 

( a )  Increa s e  the qua l i ty and vo lume and reduc e the  c o s t  

of  Ne� Zealand productio n . 



( b )  Res train dome s t i c  expendi ture . 

( c )  Reimpo s e  dir e c t  contro l s . 

( d )  Rai s e  the exchange ra t e  ( d eva lue ) . 

( e )  Rai s e  tariff s . 

( f ) Borrow overs eas . 
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( g )  Indu c e  o ther c ountri es  t o  remove barri ers t o  trade . 

( c ) and ( e )  were r� t  favoured as being c ontrary to  

the GoverTh� ent ' s  po l i c y  of  increasing free  trade and 

likely to  j eo pardi s e  the long-run obj e c t ive of a t t a ining 

( g ) ; however , i t  was a cknowledged tha t from time to time 

s el ective c ontro l s  of t empo rary nature mi ght be  r e quired , 

especially to  res tri c t  movement s of  capital . ( d )  and ( f )  

were regarded as being of li t tl e  value ; the b ene f i c ial 

effects  were short t erm in na ture and long-t erm e f f e c t s  

c ould b e  harmful . ( a )  was approved as th e mo s t  s a t i s f ac t -· 

ory solution b�t i t s  suc c e s s ful  · impl ementation i nvo lved 

such long - t erm planning th�t i t s  immediat e value was 

neglibible .  Th e Commi s sion was left  wi th ( b )  a 

dis infla t i o nary po licy as  the only method by whi ch 

ext ernal balanc e could b e  eff e c t ive ly a t t ained and main-

tained . I t  r e c o gni s ed that such a po l i c y  would o f  

nec essity  c la sh wi th  the exi s t ing full employment pol i cy 

and was therefore una c c eptabl e .  The d e c i sion was t o  

make no imm e di a t e  change in po licy  and hope that change s  

in forei gn d emand would improve export receipts . 
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Tab l e  1 4 . 1 S UHMARY TABLES 

Lic ensing Net Overseas Ext . Debt . % Balanc e o n  T e rms o f  
Year Ass e t s . % o f  o f  Expor t s  Current A/c  Trade 

To t a l  Impor t s  ( 3 1 s t  March ) % o f  Current 1 95 7 = 100 
( De c . 21 ) A/c C r e di t s  

1 93 8 1 5 . 1  28 1 .  lj, - 5 . 2  95  

1 9 3 9  )6 . 6 3 1 4 . 8 - 1 1 . 0  9 2  

1 9 40 5 7 . 7  306 . 5  + 1 9 . 2  92 

1 94 1 6 2 . 1  25 3 - 9  + 10 . 8 8 4  

1 942 88 . 8  25 1 . 8 -2 . 8  7 7  

1 9 4 3  5 3 . 5 2 3 4 . 4  + 3 . 0  7 3  

1 9 4 4  7 3 . 1  2 3 7 . 2  + 2 1 . 9  '1.3 

1 945  1 98 . 2  2 2 ) . 9  + 3 3 . 4  77  

1 9 46 166 . 3  1 44 . 8  - 4 . 5  75  

1 9 4 7  6 8 . 6  1 1 9 . 0  - 1 5 . '7 8o 

1 9 48 5 6 . 6 8 1 . 0  + 2 . 7  88 

1 9 4 9  5 4 . 7  5 8 . 4  + 2 . 8 92 

1 95 0  50 . 9  5 4 . 3  + 1 3 . 4  1 1 9  

1 95 1  43 . 6  4 1 . 8  - 10 . 5  1 1 9 

1 9 5 2  3 1 . 2  3 1 . 1  - 2 . 5  88 

1 95 3  6 3 .  7 3 4 . 5  - 10 . 1  1 0 4  

1 9 5 4 41 . 0  3 7 . 9  - 1 4 . 8  108 

1 9 5 5  25 . 9  4 3 . 3  - 10 . 5  1 1 1  

1 9 56 32 . 6 3 5 . 7  -6 . 4 105 

1 95 7  17 . 4 3 9 . 4  - 15 . 9  100 

1 9 58 26 . 9  ]8 . 8  - 7 . 9  86 

1 9 5 9  42 . 8 5 7 . 5  + 1 1 . 6 1 00 

1960  26 . 1  4 4 . 4  - 16 . 2 96 

6 1/6 2 ( 18mths ) 17 . 3  45 . 6  - 15 . 9  9 4  

6 2/6 3 2 1 . 3  48 . 3  -6 . 6  9 9  

6 3/6 4 17 . 4  5 4 . 6  - 4 . 1  1 10 

6 4/6 5 17 . 6 45 . 3  - 5 . 8  108 

6 5/66 12 . 9  44 . 8  - 2 1 . 7  107 

6 6 /6 7 1 1 . 6 43 .� 8 - 1 8 . 7 10 1  
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The period 1 95 2 - 1 95 7  i s  mo s t  int eres ting i n  that 

i t  wi tne s s e d  a very rapid disma�tling of contro ls  and th e 

re sults were qui t e  a larming . In s pi t e  of  exc eptiona l ly 

good terms o f  trade o ver th e period , the growth i n  demand 

for  impor t s  more than kept pac e  wi th the incre�s e in export 

earnings and the over s�s a s s e t s  accumulat ed before 1 9 5 2  

rapidly dwindl ed . No doubt s ome o f  thi s exc e s s i ve demand 

was due to  the backlo g of  thwarted demand , evi d ent from 

the increa s e  in the import of fini shed consumer goods . 

F or examp l e , e l e c tr i c a l  �achinery , applianc es and e quip ­

m ent impor t s  ( value c . d . v . ) were : 

1 95 1 $ 1 7 . 4 mi llion 

1 9 5 2  $26 . 3  " 

1 9 5 3  $2 1 ; 6 " 

1 9 5 4 $22 . 6  " 

1 9 5 5  $ ) 2 . 8 " 

1 95 6 $2 9 . 9  " 

1 9 5 7  $ 3 1 . 8 " 

1 9 58 $ 36 . 7  " 

1 95 9  $ 2 8 . 3  " 

However , af t er six years of  re laxa t i on , there was 

no indi c a ti on o f  demand redu c i ng and i t  became evi dent 

that the current hi gh level of  demand was likely t o  

c ontinue . Government was a gain faced  wi th th e p o licy 

decis i ons o f  1 9 38 and 1 9 48 , but in qui te  di f f e rent c ircum-

s tanc e s . The balanc e of  payments s i tuation was c omparable 

to  that of  1 9 38 , but there was no s imi lar f ear of  wid e -

s pread unemployment o r  return t o  the unfavourable  t erms 
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o f  trade of the early 1 9 30 ' s .  Unlike 1 948 ·, there s e emed 

to  be no  case for r evi s i on of  the  exchange r& t e . The 

alt erna tive of  tariff  s e ems not to have been s er i ous ly 

consi dered . New Zealand s t i ll operat e d  on the 1 9 3 4  tarif f  

s ch edule and t h e  Tariff Commis sion , s et up i n  1 956  ( s e e  

pages 253-256 ) had no t completed i t s  findings ; wh en i t s  

propo s a l s  did come into e f f ec t ,  i n  1 96 2 , the  new tari f f s  

s imply revi s ed t h e  admini s tration and inci denc e o f  the 

o ld s truc ture ; they did no t repres ent a us e o f  tar i f f  as 

ext ernal control measur e s . 

Predi c tably , therefore , Government decided to 

re turn to  a pol i c y  of  ful l Import Control . 
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Chapt e r  1 5  

1 95 8 - 1 96 8 Th e Admini s trative Ma chinery 

On January 1 s t , 1 95 8 , Mr Wal t er Nash announc ed 

that ful l  import c ontro l would be r e - i ntroduc ed in order 

to  corr e c t  the s erious det erio tation i n  overs eas  res erve s . 

The dra i n  o f  funds during 1 95 7  had inc-r eas e d  a t  an alarm-

ing ra t e . 

Tab l e  1 5  . 1 .  Balanc e -of  Overs eas Transa c t i o ns $m 

1 2  mths . endin� Cumulative from Januar� Net  Overs eas A s s e ts 

1 956  1957  1 956 195 7  .12.2.§. .122.l 
June - 10 . 4  + 1 3 . 8 to June + 7 2 . 4  +6 4 .  4 1 9 9 · ''* 226 . 2 

July - 8 . 6  + 9 . 0 to  July +60 . 2  +5 1 . 6 19 4 . 6 206 . 6 

Augus t - 4 . 8 - 3 . 8  to  Aug . + 5 4 . 8 + 3 3 . 4 18 '1 . 8 1 95 . 8 

S ept . -7 . 2  -8 . 8  to  Sept . + 38 . 2  + 1 2 . 4 1 7 4: . 4 1 7 3 . 0 

Oct . + 9 . 2  -28 . 4  to Oct . + 28 . 2  - 18 . 0  15 7 . 4 1 43 . 0  

Nov .  + 9 . 2  - 40 . 2  to  Nov .  + 1 4 .  8 - 44 . 2  1 5 2 . 4. t 1 6 . o  

D e c . + 1 7 . 8 -6 4 . 4  t o  D e c . + 1 7 . 8 -6 4 .  l.i: 1 5 3 . 0  9 1 . 0  

In early 1 95 7 , goo d  wool pri c e s  offs e t  a s li gh t  

fall i n  aairy pri c e s  to  mai ntain a suf f i c i ently hi gh export 

income to match a hi gh demand for imports , whi ch averaged  

$ 40 mi l l i on per  month for  the January-June period  o f  th e 

previ ous year . The s e cond half o f  1 95 7 , however , wi tnes s ed 

a further incre a s e in import  demand , averaging 4 9 . 4  mi l li o n  

do llars  p e r  month . By D e c ember , 1 9 5 7 , overs eas  �es erves 
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had sunk to the level of  about s ix weeks overs eas  pay­

ments at the current level of  expendi ture . 

In h� s radi o broadca s t  explain�ng the new measur e s , 

Mr Nas h  announc e d : 

"The s ys t em: is  o ne o f  allo t t ing  to every i t em we 

import  a c ertain value of o vers eas exchange . The i t ems 

w�i ch c an b e  sup pl i ed from New Zealand sour c e s  wi ll  have 

the full amount that is r e quir e d  allo cat ed . In b e t\oreen 

there will  b e  i t ems whi ch wi ll r e c e i ve allo c a t i ons approp ­

riate t o  tbe�r order of  e s s entiali tyM , 

A number o f  new pro vi si ons w·ere requir e d  to  al low 

for some trans i t io n  perio d  b etwe em th e old and new sys t �m . 

1 .  In futur e , all impo r t s  were  to  require  a li c enc e 

and all exi s ting li c en c e s  were canc e l l e d . Th e 

former s ch e dule for 1 95 8 ( publi shed in Augus t ,  1 9 5 7 )  
was wi thdrawn . 

2 .  Goods previous ly ex emp t and shipped b e fore  Dec emb er , 

3 1 s t , 1 95 7 , wou ld b e  admi t t e d . 

) .  Li c enc e s  i s sued under the new schedu l e  wer e  

automati c a l ly eligible  for overs eas funds . 

4 .  Importers  wi th orders already plac ed  i n  exc e s s  o f  

allo c a t i o n  could apply f o r  exc ess  l i c en c e s , sub j e c t  

t o  Res erve Bank approval for funds . 

5 .  Goods s h i pped before  J anuary 1st , 1 95 8 , under o l d  

s chedule  l i c enc es  were t o  b e  admi t t ed and their 

value d e du c t ed from the new l i c enc e allo cation . 

6 .  Bona fide  import c ontra c ts would b e  honour ed and 
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charged agains t 1 958 li c enc es . 

A feature of  t h e  1 958 s ch edule was that there wa s 

virtually no di scrimina t ion as  t o  point of ori gin  o f  

imports , only 7 0  i t ems b eing res tri c t ed to  t h e  s t erling 

area . 

There  was some confusion i n  the early months o f  

1 95 8 a s  a r esult of  exc e s s i · re o rders which had been pla c ed 

in  late  1 9 5 7  in  ant i c i pa t i on� o f  the new re gulat i ons . On 

F ebruary 10th Mr Nash announc ed that i t  was nec e s s ary t o  

rev�ew t h e  method of  a s s e s s ing applicati ons f o r  exc e s s  

l i c ens es , b e c aus e of  over impor ting . H e  explained : 

"Be c aus e of  the a c tion o f  this minori ty , we have , 

wi th reluc tanc e ,  found i t  nec es sary to modi fy the pro c edure 

for dealing wi th goods  on firm a c c epted orders but no t 

shipped before 1st  J anuary • • • • . •  no guarant ee  wha t s o ever 

c an be  given that li c enc es wi l l  be  giv·an for 1 out of  line 1 

applications " .  

The " no remi t tanc e "  impo rt  s cheme , suspended on 

J anuary 1 s t , was re-introdu c e d  on F ebruary 1 4th . 

By l a t e  1 95 9 ,  the overs eas  trading s i tuat i on had 

impr·oved somewhat and the s chedul e  for 1 96 0  repre s ent ed a 

qui t e  new s ys t em of  the admini s t ration of l i c ens i ng contro l s . 

The obj e c t  was to c r e a t e  a far more f l exible  sys t em w·i th 

dif f erent c ri teria for di ff erent types  of imports  i n  

whi ch  there was more room f o r  adjustment o f  controls and 

l evels of i mporting . A lthough the sys t em was amended 

from year to year , i t  formed the basis  of  Impor t  li c ens ing 
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admini s tration through the 1 96 0 ' s .  

The princ i p a l  provi s ions wer e : 

( a ) Dis crimina t i on a s  to  ori gin o f  imports  ended , 

( b ) 

( c ) 

exc ept for mo tor veh i c l e s  and timber . 

Thi s  end of di s crimina t i on was in t erms o f  li c enc e 

i s sue , no t i n  trade . Commonweal th preferenc e s ti l l  

gave cons i derabl e tarif f  advantage t o  goods  coming 

fr � the S t erling Area . 

Replac ement Li c enc e s : 30% o f  the value o f  1 96 0  

l i c enc es were to b e  i n  the form o f  replac ement l i c en­

c es . To avo i d  trading delays any importer  applying 

for li c enc e s  for import s  c orres ponding to l i c enc e s  

h e ld in 1.95 9 ,  was i s sued immedi a t ely wi th 1 96 0  

l i c enc es  f o r  50% o f  t h e  value o f  his 1 95 9  l i c enc e s �  

Further li c en c e s  were i s sued a s  the ini ti a l  ones 

were us ed up ; total  is sue was no t to  exc e e d  1 5 0% 

o f  the 1 95 9  a ll o c a t i on . 

Exemp.t : An es tima t e d  1 4% of  value o f  import s  

was t o  b e  e xempt fr om J.i c ens ing contro l . There 

were not many i t ems , but they were important 

r�.w sugar , c rude o i l , mo tor spiri t , keros ene lub ­

ricating oi l ,  explo s ives , crude sulphur , f erti l i s er . 

Thi s  provi s i on rec o gni s ed that there was l i t t l e  

danger o f  o ver importing in some commodi t i es , i . e .  

the  impo rt ing was no t speculat ive and the l evel 

of imports  would be  e qual to the l evel of demand 

whe ther or no t contro l s  exi s t ed .  The Government 
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had no d e s i r e  to r e s tri c t  d emand o r  supply of cciunmod­

i t i es e s s ential to t h e  economy . 

Token Li c e nc e s : Th e s e  were i s sued to  maint�in 

d e si�abl e t rading contra c t s , t o  introdu c e  vari ety 

i nto New Zealand or t o  pro vide a suf f i c i ent quanti ty 

o f  forei gn goo ds t o  maintain t h e  standards o f  qua liry 

i n  New Zealand Manufac turing . 1 956 wa s cho s en as  

the mo s t  ' normal ' trading year of  th e po s t -war 

p eriod and was us e d  as  the ' ba s e ' for token li c ences  

which , i n  the  oas e of  7 6  i t ems , were i s sued for 1 0o/o 

o f  the value of  1 9 56 import s .  For 1 3  i t ems , whi c h  

had been s everely r e s tr i c t e d  i n  1956 ,  up  to 100% o f  

th e value o f  bas e year impo r t s  were permi t t ed . 

Bas i c  Li c enc e s : 40 1 i t ems were regarded as  s tan-

dard impo rts  with c omparat i vely stabl e d emand . 

Li c ences  were is sued automa t i cally i n  application  

for  up  t o  100o/o o f  1 95Q lic&nc e s . 

"Cotf Li c enc es : Applications for "C " li c enc e s  wer e 

cons i dered indivi dually , normally an i ni tial  al low­

anc e  of  s ome part of the c laim being granted  

p ending a final d e c i sion . 

Industry Groups : 1 5 groups were l i s t ed . Import ers 

were granted lic enc es  for c ommodi t i e s  wi thin the 

group and could buy any. _ i t em within the gorup . Thus 

a lic enc e did no t s pecify  " el ec tric  l i ght bulbs " ,  

" electri c  switches '� or  " thr e e  point p lugs " ,  but 

electri cal  f i t t i ngs " .  
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N 0 w  Iapo r t 0 r s : Trnd�rs  wi shing to impor t  goods 

for whi ch th0y h a d  no t pr�vi u u s l y  held  l i c enc es  

were  errt i t l e d  to apply : o r  nny i t eo s  in the 

"Replac er.nent " group and 1rre r e  re qui re d t o  provide 

evi denc e o f  f irm orders plac ed o v er s e a s . 

Exc e s s  Li c e nc e s : No deduc tions were made  from 

l i c enc es  in r e s p e c t  o f  exc e s s  l i cenc e s  i s s u e d  

for previous y ears . Th e 1 96 1  s chedul e continued 

the pro c e s s  of relaxing cont rols . 

( a )  Repl a c ement i t eos were inc r eas ed  from 16 2 

t o  206 i t ems ; ini ti a l  allawanc �s being for 1 00% 

o f  ��e 1 96 0  li c enc e wi th addi t i onal allowa�c e s  

o f  a fur th er 50% . Thu s , by 1 96 1 ,  an i�port er 

mi ght i ncrease  his a l l owanc e to 225% of h i s  

1 95 9  allo c ation . 

( b ) Th e exempt li s t was ext ended to  but ter , 

c h e e s e , tobacco , c i gar s and l eaf  toba c c o  for 

c i gar e t t e s . 

( c ) Th e tok en li c enc e s  ( now designat e d  ' s ' ) 
li s t  was a l s o  ext ende d  - for  example , i t  now 

inc lude d pro v i s ion for  soall impo r t s  of  

�o tatoes  and onions i f  t h e  local crop f ai l �d . 

( d ) Th e allowanc e for Mo tor  Vehi c l es  r emained 

at 7 5% of  value of  1 956 l i c enc e s  exc ept that , if 

the  local  manufacturing c ont en t  increas e d , 

a ddi tional li c enc e s  mi gh t  be  granted up t o  10% 

above the 1 96 0  vo lu �e of mo tor vehi c l e  import s . 
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The 1 9G 1 l i c ens i�g p eriod was ext ended  to cover the  

e i ght e en month peri o d  ending June 3 1s t , 196 2 ,  and 

suppl ement ary l i c enc es  were  i s sued  for the extra s ix 

months . Thi s  was done so  that t h e  lic ensi ng year could 

be from July 1 s t  to June 30th , ins t ead of  for the  cal endar 

yea r . Four r e asons wer e given for  the change . 

i .  June -July c overed  the  export s ea s on mor e  sa t i s fac tori ly . 

Under the c a l endar*year sys t em ,  a l i c ens ing year ended 

in the mi ddl e of . th e  p eak exporting peri o d . 

2 .  Net overs e a s  a s s e t s  were at  their hi ghes t in the early 

winter months , jus t a f � er the  end c �  the ma i n  

exporting s eason and formed a b e t t er gui d e  in  the  

as s es sment o f  what l evel of import s could b e  maintained 

in  the c oming year . 

3�  D e c ember was the peak exporting and impor t ing period  

and plac ed  a s train on shipping and harbour fac i li ti e s . 

Importers add ed to  this  by rushing to us e up unus ed  

li c 8n ·Qes before  they becane invali d . 

4 .  D e c ember-January was the normal holiday period and 

adminis tra t i on would be made easi er if the  change o f  

l i c ensing period di d not c o incide  wi th the  holiday 

period . 

Tar i f f  Revi s i o n : 

On July 1 s t , 1 96 2 ,  th e r e commendati ons o f  the Tarif f  

Commi s sion s e t  u p  in 1 956 came i nt o  forc e .  No a t t empt was 

made to us e the tari ff  �s  an a l t ernative to  quanti ta t i v e . 

c ontro ls ; the commi s s ion s imply r evi s ed the 1 93 4 tari ff  
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t o  make i t  more cons i s t ent wi th  the changes which  had 

taken place  sinc e  1 9 3 4 .  

The general aims o f  the new tari ff wer e : 

1 .  To remove all dut y  from many raw mat erials  and goods 

no t produc ed in New Zealand . 

2; To provi de pro t e c t i o n  for New Zealand indus try . 

3 .. · To1 aproduc e the same revenue as  hi therto wi th a three 

c olumn tariff - C ommonwea lth Preferenc e , Mos t  F a voured 

Nation and General .  

The overall tarif f  rate  was 7 . 2% on all  imports  -

( 1 9 . 0% i f  non-dutiabl e  goods exc luded ) . 

The :�rincipal changes  wer e : 

( a ) �ackaged goods carr i ed a duty 10% hi gher than bulk 

goods . 

( b ) The previous method of  va luat i on had b e en C . D . V .  plus 

10% . Now C . D . V .  was t o  be  us e d ,  but tariff  rat e s  

were rais e d  by about 10% t o  maintain r evanue  level . 

( c ) Primage ( a general 3% revenue  tari f f ) and Surtax · 

( a revenu e tariff o �  _2 o f  general tari f f ) were 
40 

a bo l i sh e d , but some surtax was now bui lt  in t o  the  

general rat e . 

( d ) The Bru ss el s  Tari f f  Nomenclature was ado p t e d  to bring 

N ew Zealand into line  wi th the res t o f  the world .  

The Li c ens i ng S ch edule for  1 96 2-6 3 showed s ome 

t i ghtening up aft e r  the  r elaxat ions of the  previo us 

t wo years . Overs eas res erves were low and th�re was 

need for some car e .  
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A new c a t e gory - ' A '  l i c enc es  - was intro du c ed . 

These  aimed at �aintaining c o nt inui ty o f  supply wi thout 

o vers to cking and were is sued as  requi r e d  through the year 

- i . e .  there was no l i c enc e i s sue covering the  who l e  year . 

Th e. token li c enc e s ch eme was susp ended . 

The 1 96 3/6 4 s ch e dule continued the patt e rn e s t abli shed  

by i t s  two predec e s sors . Minor change s  were mad e , largely 

to  minimi z e  admini s trative de lays , but t here was no change 

i n  general poli cy . 

The changes made were : 

( a )  Th e ' A '  c a t e go ry was ext ended to a wide range o f  raw 

mat erials  and included  an ini tial l i c er.ce o f  75% o f  

6 2/6 3 l i c enc e , wi th addi t i onal li c e nces  as  r e qui r e d . 

( b )  Exempt - deto nat ors and books wer e added to  the  li s t . 

( c )  Li c enc e s  for  1 3 0  i t ems whi ch had previous ly b e en 

s p e c i f i c  were lumped into Nanufac turer ' s  G en eral 

licences . 
( d ) Li c enc e s  for  mo t or vehi c l es were no longer i s sued 

s epara t e ly for imports  from do llar and s t erling areas . 

By the time th e 196 4/6 5 s chedule was i s sue d , i n  Apri l 

1 96 4 ,  the advantages  of  the f l exibi lity of  the new sys t em 

had become apparent . There  was · l e s s  ' wa s tage ' ( unus ed  

li c enc e authori t y ) in 1 96 3/6 4 than has  b e en normal for  

s ome years . I t  was therefore  pos s ib l e  t o  reduc e the value 

of licenc e s  i s sued wi th a vi ew to ho ldin g  the l ev e l  of 

imports unchanged . Other changes were made to  increa s e 

the f l exi bi li ty o f  t h e  sys t em .  
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( a )  Exempt :  Mea t  ( fre sh , chi ll e d ; fro zen i dri ed , s a l t e d , 

smoked ) , exc luding poultry , was added to th e li s t  a long 

wi th undr es s ed hides and skins ( no t  furs ) greas y  and 

s coured woo l and t ea ( in bulk ) . 

( b )  Basic : No appli c a t i o n  was ne eded . This was qui t e  a 

new move and an acknowledgement that much  o f  the 

a dr.tini s trati  ve work in dealing l�i th import contro ls  

was  unnec e s s ary , r e p e tit ive and frustrating.  In 

future , on  some 70% of c ontrol l ed i t ems , new li c enc e s  

would b e  i s sued automatically unl e s s  some change o f  

value or commodi ty was requ e s t e d .  

( c )  The token l i c enc e was continu e d . 

( d )  The group li c enc e s ch eme had proved suc c e s s ful  and was 

modi f i ed i n  the li gh t  of experi enc e . 

Th e Manufac turers General Lic enc e and ' A '  Li c enc e of  

1 96 3/6 4  wer e  abo lished  and t rans f erred t o  e i th e r : ­

l.!:!s!.us try Group_ L�c ences. compri sing 1 7  groups of  raw 

mat eri als and c omponents ,  

o r  

Int erchangeable  Li c e nc e s . I n  1 96 3/6 4 i mport ers had 

b e e n  able to transfer  2 5% of 

their ent i t l ement to such groups . A further 25% 

b ansfer  uas n.ow permissjble. Thirt een groups were 

lis t e d . 

( e )  The no -remi t t anc e s cheme was continued wi th the  

condi t i o n  o f  r ep a triation of  overs eas funds t o  the  

value o f  20% of  l i c enc e value . The bonus no - r emi t tanc e 
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s ch eme o f  1 96 J/6 lJ � vJhich had grant ed in c r e a s ed : u  C 3 '1c c s  

t o  import ern maki n g  & s e  o f  pri va t e  funds f o r  no -remi t t anc e 

impo rt s wa s di s cont i nue� . 

Th e ch a n g e s  o �  th e s e y e a r s  a r e  s urnrndri z c d  i n  Tabl e .  

1 5 . 2 :  

Tab l �  1 5  ._?_ : 
Numb e r  o :f  i t ems in  e a ch 

l i  c ens ;Lng c'!..�-Z-��.L-..-�--- · 1. 96 2/6 3 

E - ex emp t 

A - i s su 8 d a s  r e qui r e d  

C - consi dered indivi dua �- � ·' 

D - ·  no allocation e�c ept i n  
s p e c i a l  c ircumc t anc e8  

B a s i c  

To t a l  i t  eras * 

1 0  

15  
2 10 

16 3 

5 '7 9 

:: : 00 1  

1 0  1 )  

106 1 2 4  

1 1 '1 ! 3 2 

1 1 0 1 1 4  
46 8 4 1 1  

8 4 4  8 7 9  

* '!'h e 4 ,  000 i ·:: er.: ; O L  t h e  ·c a r i i' f  .s ch e d.u l e  E,r c  �rou p e d  into 

a b o u t  1 , 000 i t em� � e r  impor t  c ontro l purpo s e s . 

------ --- -� -�� - -- - --- ------

Th e Li c ens i�g S ch e �u l e  fo1· : 96 5/66 a t � empt e d  a furth er 

r e laxa t i on of contro ls , a l th ou gh i t  was h o p e d  that t o t a l  

imports would no t  ri s e  markedly . 

Th e r:w s t  important c h a n g e  -.:"'a s th e enlarging of the 

Exempt li n t  to  inc lu de a fur ther 90 i t ems � lnrge ly 

c o mmo d i t i e s  l ik e  threa d , ba:-:J.ana s s c o f f e e , et c . , which  

w e r e  no t produced in New � e a l and j we r e  �u t likely to b e  

targe t s  of .s p e cu l a t i v e  cve::: -· importin� anC. uere 1 1  e s s ent i a l "  
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t o  the New Zealand mark e t . 

Mr Shelton , Mini s t er o f  Cus t oms f who announc e d  the 

Schedul e , e xpr e s s e d  f ears that  s ome temporary over­

importing mi gh t  resu l t  - f ears that proved jus t i fi ed.  and 

n�c e s s i ta t e d  a more s tringent l i c ensing s chedule for the 

f o l l owing year . 

Ano ther  s i gnifi cant f ea ture of  the 1 96 5/66 perio d  

wa s that o n c e  again s ome allowanc e was made for new 

import ers . Now , any dealer who c ould show that h e  had 

b e en obli ged to buy through an i mport er i t ems l i s t e d  under 

' A ' c las s i f i c ation could apply for lic enc es  to import 

dir e c t ly and would rec eive ini t i ally l i c enc e s  t o  th e value 

of 25% of  h i s  1 96 4/6 5 purchas e s . Established import ers 

had  their group ' A '  l i c enc e maximum rai s ed to  1 3 3% o f  

6 4/6 5 valu e . 

Exchange C ontrol : 

The r e l axation o f  Import Control res tri c t i ons 

increas ed t h e  pos s i b i li ty of eva sion of Exchange Contro l 

r e gulations and i t  b e c ame nec e s s ary to revi s e  the rules . 

In Apri l , 1 96 5 , i t  was ordered that all  export s mus t  be  

l i c ens ed a nd the  memoranda o f  a l l  expor t  recei p t s  were  to  

b e  checked a gains t Cus toms records of goods expor t e d  in 

o rder to m1nimize evasion and concealed BXport of capital .  
Int e r e s t and dividends o n  inves tment s  and the move ­

ment o f  some capi tal  sums ( e . g .  legaci es ) were free  from 

contro l .  

Payment for impor t s  could onc e  more  be made by  



t rading bank s  on exami nation o f  relevant documents .  

Trading banks  W8rc also  p ermi t t ed di s c r e t ion ( wi thin 

limi t s ) for payment s r e lating to  l e gaci es , pensions , 

current income accruing to  non-resi dent s , travel ling 

expens es , insuranc e premiums , f ami ly maintenanc e 

{ o f  immi grant ' s  dependants ) . 

All  o th er payments could b e  authori z ed only by  the 

Res erve Bank on appli cation through th e trading banks . 

Paymen t s  through the Po s t  Offi c e  and trave l l er s ' 

p ersonal  a llowanc e s  were permi t t ed wi thin sma l l  limi t s . 

Th e s e  limi t s  var i e d  f rom time to t ime but maximum s ingl e 

purchas e o f  overs eas  po s t  no t es has for  mos t  o f  the  

p eriod b e en 50c . Travell ers have normal ly b e en p ermi t t ed 

t o  take $ 20 . 00 no t e s , $ 10 . 00 c o i n  wi th the Uni t ed Kingdom 

a s  des ti na t i o n ,  about half tha t amount going el s ewher e . 

A year later , in hi s budge t spe ech o f  June 1 96 6 , 

Mr Lake , Mini s t er o f  Financ e , acknowl edged that there 

was a considerabl8 1 .  but incalculable , drain of funds 

through s a l e  of o vers eas  s e curi ti e s , non-repatriation o f  

i nt eres t and divi dends , immi grant s ' p ersonal funds , 

l egac i e s , e t c . 

Further r e s t ri c t ions were therefore pla c e d  o n  

forei gn exchange dealings : 

1 .  In future the pro c e eds f rom overs eas  s ecuri t i e s  s o ld 

were t o  be  r e - i nves t ed o vers eas , or  us ed f o r  trave l 

o r  no -remi t tanc e import s . 

2 .  Overs eas as s et s  could b e  s o l d  by one New Zealand 
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o ver s eas  a s s e t s  or for e i gn currency . 
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J .  A resi dent obtaining forei gn currency was obli ged to 

pay it into the R e s erve Bank s ys t em . 

There was c l ear e vi d enc e tha t New Zealand currency 

was b eing i ll e gally expo r t ed and s o ld in ' fr e e ' mark et s , 

e s p e c ially in Hong Kong . In �h e year� · ending March 1 96 6 , 

$ 3 . 75 mi llion of  no t e s  - a ridi culous ly hi gh fi gure - was 

r epatriat ed through the Banks . Thi s  compare d  wi th 

$ 1 . 95 million for the previous year . Presumably yet  more  

had b e en brough t  in  by  trave l l ers  or . th e  pos tal s ys t em .  

Importation and export  o f  no t es was therefore forbi dden 

unl e s s  wi th Res erve Bank permi s s i on , exc ept for the $ 10 . 00 

no t es and $ 4 . 00 coin now permi t t e d  to travel l ers ent ering 

o r  l eaving the  c ountry . 

The de c line in  th e l evel of  o vers eas  as s e t s  during 

the p eri od o f  r e laxa t i on began to  caus e alarm . By 

D e c ember 3 1s t , 1 96 5 , net overs eas a s s e t s  in the banking 

sys t em repr e s ent ed only 1 2 � 9% of value of t o tal imports  

for that li c ensing perio d ;  New Zealand . �ould  pay f o r  

about s i x  w e eks import s .  Thi s c ompared wi th 17 . 6% f o r  

th e previous year , 26 . 1% for 1 9 6 0  when relaxation b e gan , 

and 42 . 8% when contro l s-were mo s t  s evere . 

The Government was reluc tant to  return to  the 

s t ri ngenc i e s  of full import contro l and preferre d  to 

mai nt ain the exi s ting f l exi bl e sys t em a s  far as po s s ibl e . 

The 1 966/6 7 s chedu l e , r eleas ed  i n  March 1 96 6 , witnes s ed  



an a t t empt to reduc e import s  wi thout changing th e 

r e gulations . 

1 .  Hanufac tured raw mat eria l s  . ..<�nd components : 

2 6 2  

A 1 5 %  cut was made o n  t h e  value o f  1 96 5/66 l i c enc es . 

2 .  P lant and Machi�ery : - Imports were to be  reduc ed , 

provi s ion being made to maintain and repla c e  exi s ting 

s to ck . The y e ars 1 96 0 - 6 5  had s e en hi gh levels o f  

such  imports  and i ndus t ry was generally w e l l  

suppli ed wi th e quipment . 

) .  The 1 A 1  Scheme  was suspend ed . 

4 .  Exempt i t ems , currently amounting to  about one - third 

of the value of imports were to r emain as  for 1 96 5/66 .  

5 .  Mo tor  Vehi c l e s : - Th e  l i c enc e allo cation was reduc ed 

by 20o/o ; wi th the  no -remi t t anc e s cheme continuing , 

the  effective drop was expec ted  t o  be  15% . 

6 .  Consumer Goo ds : - were t o  be r e duc ed by 1 5 - 5 0% ,  

e . g . : 15% - S ports  goo ds , dinnerwarc , canned  f i sh , 

t a b l e  gla s sware . 

20% - Infants ' c lo thing , whi sky and o th er 

s p i ri t s , toys . 

25% - J ewell ery , watches , cutlery , win e , 

mus i c a l  ins t ruments , foodmixers , lino l eum . 

50% - tP1astic shccting, el ectric shavers , gol f  

balls , hacksaw-blade s . 

? .  Token lic enc e s  were to  c ontinue  a s  for 1 96 5/66 . 

8 .  Bas i c : - The automa t i c  i s sue of  li c enc es  was to 

c o ntinue . 
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9 .  F l exibi li ty was to  b e  maintained by c ontinuing wi th 

group l i c enc es : 

( a ) Indus t ry Groups - trade groups of  fini sh ed 

goods . 

( b ) Int erchangeable - trade groups of fini shed · 

goods . 

( c ) Aggrega t i on - c ompo s i t e  licenc es  for 

s everal i t ems , t h e  value o f  each i t em 

uns p e c i f i ed , but a total  limit  being defined . 

10 . Commerci a l  No -Remi t tanc e :  - Traders were permi t t e d  

to  us e priva t e  overs eas  funds f o r  commerc i a l  impo r t s  

under s imi lar condi t ions to  t h e  no -remi t tanc e s ch em e  

f o r  priva t e  import s .  

was required . 

A 20% repatria tion o f  funds 

A further redu c t i on in the level of overs eas  

as s e t s  ( to  1 1 . 6% of import  payments ) led to  i ncreas ed 

s t ringency i n  the 1 96 7/68 schedul e .  

1 .  Consumer go o ds - a further reduction of  20% . 

2 .  Plant and Machinery - urgent r eplac ement only 

p ermi t t ed . 

J�  Mo tor Veh i c les  - 20% reduc tion . 

4 .  Exempt - no change . 

5 .  Token · - no change . 

6 .  F l exibi l i ty - no change . 

7 .  Woollen  go ods ( h eavy ) - 2 5% reduct i on . 

8 . Bas i c  - automa t i c  i s sue continued . 

9 . Commercial  No -remi t tanc e - as  before exc ept that 25% 



264 
repa triation o f  funds , r i s ing to  3 0% in July 1 96 8 ,  

was requi r e d .  

Mr Ho lyoake h a d  a l ready announc ed ( in  F ebruary 1 96 8 ) 

tha t the private  no -remi t tanc e s ch eme  would requi r e  30% 

r epatriation of  funds aft er July 1 s t , 1 96 8 ,  wi th a vi ew 

to phasing out th e s cheme a l t o geth er . 

Devalua t i on : 

In D e c ember 1 96 7 , following Bri tai n ' s devalua tion o f  

t h e  pound s t erling b y  1 4% ,  t h e  New Zealand do llar was 

deva lued s ome 1 9 . 5% ,  bringing i t  into parity wi th the 

Aus tralian do llar . As  a result  of  th e pro t e c tion  

afforded to  internal pro duc ers by the  new exchange ra t e ,  

i t  was po s s ible to  take further s t eps in  the di smantling 

of import contro l s . 

In March 1 96 8 , 1 2 2  further i t ems were placed on the 

Exempt li s t  and the  1 96 8/6 9 Schedule freed 2 1  mor e  i t ems 

with th e expectation that about 50% o f  priva t e  imports  

would now enter the country free  of  c ontrol . 

The A ggrega t e  l i c enc e s ys t em was di s continued as  

mo s t  i t ems invo lved had  by  now been  exempt . Transfer  o f  

li c enc es between i t em codes  was made eas i er t o  p e rmi t 

mor e  f l exibility . F inally , basic  consumer goo ds · nnd raw 

mat eria l  licenc e s  were increased  to 1 15% of 1 96 7/6 8 to  

allow f o r  the eff e c t s  of  devaluation . 

Onc e again ,  an  analys i s  o f  the resul ts o f  Import 

Contro l as a po l i c y  measur e  proved i nconclus i ve . Apart 

from one year ( 1 96 0 ) , current account balanc e was s ti l l  



well in d e f i ci t . On th e o th er hand , i t  can be  argued 

that the re latively poor t �rms of  trade in 1958 -6 ) 

r esul ted in low export earni ngs and tha t defi c i t  was th e 

r esult o f  r educ ed earnings r a th er than o f  exc e s s ive 

d emand , whi ch in f a c t was k e p t  fairly c ons tant o ver the 

f ive year perio d .  

O f  a l l  the periods exami ned , this i s  the one whi c h  

mos t  t e s t s  the theoretical  ana lys i s . A c c ording to  the 

theory , it  should a lways b e  possible  t o  attain a zero 

balanc e o n  payments .  Unfortuna t ely , this  is no more 

true for the nation  than for the i ndividual .  J u s t  as 

the i ndivi dual may break even only if he is prepared to  

s tarve t o  death , so  the na tion  is  only abl e to  blo ck 

imports  if i t  is prepared to  s t i f l e  demand and i nve s t ­

ment growth . A number of  f a c tors made  it  impo s s ibl e to 

balanc e current a c count exa c t ly .  

1 .  Expe c t ed Export  Earnings :  The Import Li c ensing 

S c hedule for each year takes  into account th e level 

o f  export earnings ant i c ipated f o r  the c oming year . 

Such predi c ti o ns are inaccura t e  b ecaus e a s sump t ions 

c o nc e rning mark et condi t i ons and t erms o f  trade are 

sub j e c t  to wi de  erro r . In addi ti o n , the timing o f  

payments is  la ter than t h e  timing of  commodi ty 

exchange and there i s  always s ome overlap of payment s 

from one year to  the next . 

2 .  Variation o f  ' Was tage ' :  On average , about 10% o f  

l i c enc es  were unused  a nd ini ti a l ly lic enc e s  were 
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i s sued  o n  the a s sumption that there would be  such 

was tage . In f a c t , the l evel  of was tage  vari ed from 

5% to 2 2% . 

Unexpec t ed Import Requirements : Inevi tably during 

the c ours e of  every li c ensing perio d  addi t ional 

demands were mad e  for ' es s ential ' imports  whi ch in 

many c a s es could no t b e  deni ed .  

D emand Growth : Wi th inc r e a s ing population and 

inc omes  the demand for imports grew s t eadi ly and was 

not mat ched by e qual growth in th e pro duc tion of  

impor tables . As  a resul t , Government s were forced  

to a c c ede to demand pre s sures  or a c c ept the  pres enc e 

o f  f rus tra t ed int ernal demand . 

The l a s t five years o f  the  period  under r evi ew 

1 96 2-6 7 i s  almo s t  a duplica t e  of th e 1 95 2- 5 7  period . 

The relaxation of  contro l qui t e  fortui tous ly coincided 

wi th favourable terms o f  trade and hi gh levels  of  export 

income . However , th e growth i n  fore i gn demand for New 

Zealand exports was no t nearly as great  as the increas e  

in home d emand for forei gn goods . The free trade s e c t i o n  

of  t h e  theory analys i s  i s  c le arly r e f l e c ted in thes e 

years ; the maintenanc e o f  full employment wi th fre e 

trade i s  dependent on a forei gn expansi on whi ch at  l ea s t  

k eeps pac e wi th home import demand . When terms o f  trade  

fell  i n  1 966 and 1 96 7  the  current a c c ount defi c i t  b ecame 

a larming . 

A t  no time during the 1 93 8-6 7 p eriod  was a tari f f  
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pol i cy us ed , so tha t  the theore t i c a l  eff e c t  of tari f f  

canno t b e  t es t e d .  However , th e ac t of  devaluation in  

D e c ember 1 96 7  r epres ent e d  a tari f f  equi va l ent o f  2 5% 

vi s -a -vis  Aus tralia and non- s t erling countri es  and about 

5% vi s -a-vi s  o th er s t erling c ountri es . Unlike tari ff , 

i t  a l s o  aff e c t e d  exports , being in  e f f e c t  simi l ar t o  a 

for ei gn tari f f  reduction or home export  s ubs i dy for New 

Zea l and produc ers . To thi s ext ent , i t s  impac t  was 

gre a t er than that o f  a t ari ff  l evi ed only on import s .  

Insuffici ent time has pa s s ed to t e s t  the realism o f  the 

theoretical  model , but the  indi c a ti ons are  that the New 

Z e a l and economy sinc e 1 96 7  has b ehaved remarkably like 

th e theoreti c a l  cas e s  J ,  1 4 ,  1 5  model ( pa ge s  96 - 1 05 )  
TABLE 14 . 3  ( $N . Z . m )  

;:::- - 1Exports 1 I�portsr Current 
Year f . o . b . j cclv . i ..t-�.C c ount 

� Balance 

! 

-r- -,-·-
1 i 81 2 . 8  1 622 . 9  . + 72 . 9 

� 968; 9  977 . 4  I 799 . 2  
1 i I + I 96 . .3 

25 .8  
I 

I -I 

7o iruport;-+-o-;;;;;�;-1 · ·�xt . 
�xempt ..t-�.ssets - ) Debt 
and Dec . .31 I Dec . .31 
l!:.£.)iEl!P.it,:..l� Imuo::':'tT Exports _ 

40 .1 37 . �  
I 

48 . o  

48 . 6  I 25 .5 51  . 2  

y, · 7  27 .3  47 · 9  1 969;0 1 1 075 - 2 ! 944- 3  

1 970/1 :1 1 1 7 . 7 . 1 070 . 6 + 41 . 8  57 . 9  I j 971 /2 : 1 352 . 6  1 1 52 . 1 + 200 .4  62 . a  I 44 . 3  

28 .8  47 - 0  

42 . 6  

1 972/3 !1 764.0  / 1 276 .3  + 1 05 . 0 62 . 0  60 . 2  I +----'-- --·--------- ---- -�-J-�·-- .37 - 0  

The change in the  New Zealand ext ernal payments 

s i tuation was qui t e  drama tic  and mus t b e  largely 

a t t ributed t o  the c hange in  pri c e  relativi t i e s  
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resu l t ant on d evalua t i o n . Current account payment s 

chang e d  to  a r e gular surplus in  s p i t e  of the remova l  o f  

quan t i t at i ve c ontro l s . Th e e c o nomy ga i ned a f ew years 

breathing spac e ,  giving it th e oppo rtuni ty to  make 

adjus tment s t o  i t s  int e rna l produ c t ion / demand pa tt erns 

wi thout being c ons trai ned by i t s  ext ernal s e c to r s . 

) 
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CHAPTER 16 . 

THE ARGUHENTS OF THE 196 0  I S  

Cri t i c i sm o f  import contro l remained a s  vo c i f erous 

in the 1 96 0 ' s  as it had always b e en . A s  i n  early 

p eriods , i t  c ame from three principal quarters , from 

manufactur ers who were conc erned about l e vels o f  

pro t e c tion , from traders conc erned about admini s tration 

o f  and allo cation o f  l i c enc es  and from economi s t s  

c o ncerned wi th th e overall e f f e c t  o f  import res tri c tion  

on National economi c deve lopment . I t  i s  of int er e s t to  

not e  tha t , e i ther through i gnoranc e or apathy , the  group 

mo s t  aff e c t ed - consumers - has been s i l ent on the  i s sue 

of import contro l . I t  has no t even b e en made an 

important i s sue i n  any of the election  c ampai gns o f  the  

last  thi rty years . 

Manufac turers on the who l e , were in  favour o f  

c ontro l s , but were dissati s f i e d  wi th their opera tion . 

They regarded contro l s  as , primari ly , i nstrument s o f  a 

pro t ec ti o ni s t  po l i cy rather than as  measures de s i gned to 

maintain ext ernal equilibrium . As a r e sult , one  o f  

their princ i pal o b j e ctio ns was the frequent changes o f  

po li cy from one s ch edule to  the next . The report o f  the  

Indus tri a l  Development Conf er enc e of  November , 1 96 0 , 

s tres s e d  that Import  Li c ens ing controls should b e  

des i gned t o  help  farmers and manufac turers t o  p lan for 

the  long - term future ,  and frequent policy changes 

mi li t a t ed a gains t thi s . 
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Mos t o b j ec ti ons , oft en r e i t era ted , were formulated 

in the r eport o f  the  F edero t i o� of  New Zealand 

Manufac t ur ers ' Commi t t e e  on Import Li c ensing , published 

in  November , 1 96 3 .  Th e report  a c c e p t ed that li c ens ing 

had become a s emi -permanent f eature o f  the economy and 

r e que s t ed that in i t s  appli c a tion ,  the fo llowing rul e s  

should be  obs erved . 

1 .  There  should b e  c ertainty and c lari ty of  int ention , 

i . e .  whether c o ntro ls  were aimed a t  balanc e o f  pay­

ments , pro t e c t i o n ,  ful l  employment , etc . 

2 .  Simpli c i ty o f  o p era t i o n . 

) .  Qui ck dec i s i o ns . 

4 .  Cons i s t ency o f  poli c y . 

5 .  Maximum f l exi b i l i ty . 

6 .  Maximum pos s ible  s tabi li ty from year to year . 

I t  sugge s t ed a number o f  change s : 

( a ) There  should b e  one authori ty , no t the two ( Cus toms 

and Indus tri e s  and Commerc e )  current ly admini s t ering 

the sys t em .  

( b )  More advanc e consul tation  should b e  held wi th trade 

o r gani zat ions before de t ermining s ch edul es . 

( c )  S chedules should b e  announc ed a s  early a s  pos si bl e . 

( d )  The group li c ence sys t em was welcomed , but one group 

' G ' ( General ) was f e lt to be suf f i c i ent . ' A '  groups 

could well  be incorporated into the ' G ' c a t ego ry • 

Grouping i t ems had the advantages o f  permi t ting 

planning on an i ndus try b a si s , s aving paper-work and 
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trans f er appl i c ations , allowed mor e  f l exi b i li ty , mor e  

rapid balanci ng of s t o cks , l e s s  l i c enc e was ta ge , l e s s  

tradi ng in l i c enc es . 

( e )  Token li c enc es were undes irnb l e . There  wns no 

o b j e c t i o n  in princ i ple , but they formed an avenue 

for  the introduc tion  o f  "unfair"  comp e t i ti ve goods . 

( f ) Where p o s sible , manufac turer s  should hold their  own 

l i c enc e s . 

Th e obj ec t ions t o  ' A '  and Tok en Li c enc es and the 

r e ques t  tha t manufa c turers ho ld import li c enc e s� ind i c ate 

that  the Commi s s i on ' s main conc ern was tha t manufac turers 

obtain  and r etain any advantages  ac cruing from the 

ho lding of  l i c enc es . ' A '  and Token Li c enc es were us ed 

to as s i s t  new import e rs and encourage new products ; a 

r e duc t i on in their us e wo�d benefit - �tab�ished 

. traders . I t  would a l s o  benefi t manu.fac turers. by · 

-- . 

exc luding the  intermediary trade r  as far a.s posaib�e:... 

Mr L .  H .  St evens 1 Presiden t. of  the Auckland · 

Manu.fa cturers F edera t i o n ,  in  -hi s addr e s s  to the New 

Zealand Manufacturers ' As s oc i a ti on ( De c ember 1 96 4 )  

r e i t erat e d  the ne ed for a s ingl e c entral cont ro l and 

sugge s t e d  that there be  a p ermanent head of Import 

Li c ensing , aided by a Commi s s i o n ,  whos e  func t i on would 

be to : 

( a ) Organi z e  admini s tra tion . 

( b )  C ontr o l  lic enc e i s sue . 

( c ) Rec eive all appli c a tions . 

·-�· .... �-

..... · - -.. 

-- ---

....._ _. _ _..,_ 
,_ 

-.... -··""""" 

· -�o.. 



( d ) I s sue  a l l  l i c enc es . 

( e ) I s sue s ch edules . 

( f ) Conduc t  inve s t i ga t ions , h ea r  appeals  and consult  

int ere s t ed parti e s . 

A rather unusual c omplaint was voi c ed by 

Mr L .  Chri s ti e , Secre tary of th e New Zealand Timb er 

Importers ' A s s o ciation , in th e New Zealand Timb er 

J ournal of May , 1 96 3 . C ommenting on the 1 96 3/6 4 
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s ch edul e ,  h e  point ed out tha t suc c essive r educ tions o f  

timber impo r t s  sinc e 1 95 8  had h elped t o  divert demand 

from timb er to subs ti tu t e s , e s p ec i ally for hous e -

bui lding . The subs t i tu t e s  proved so a c c eptable a s  t o  

thr e a t en t h e  market  f o r  home-produc ed timber . 

The trading int er e s ts in  New Zealand wer e , no t 

unnaturally , anxious that control s  should be  relaxed or 

aboli s h e d .  Their a t t i tudes are  b e s t  summari zed by t h e  

policy  d e c l aration of  the  As s o c i a t ed New Zealand Chamber 

of Commerc e at i t s  1 96 3  annual c onf erenc e .  The mai n  

argument was that a s ys t em o f  Exchange Contro l woul d  b e  

far  pref erable t o  Li c ens ing C ontro l , permi t ting muc h  

greater  f l exibi li ty . F o r  examp l e , li c ences  were 

currently h e ld for enamel  h o lloware , when demand had 

shi f t e d  t o  s tainl e s s  s t e e l  - changing the  li c enc e s  

i nvolved unnec es sary a dmini s tr ative proc edures . No -one 

knew b e t t er than th e impor t er what the  consumer wanted : 

i t  was b e t t e r  to l eave the  deci s i on to  the importer  

wi thin the l imi t s  impo s ed by  overs eas r e serve s . 
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Pro duc tion wa s o f t en h eld up through lack of  

e s s ential component s . For examp l e ; a sho r tage o f  

machine ne e d l e s  ( r e s tri c ted  impo rt ) had s erious ly 

hampered t ext i l e  produc tio� from home - produced ma t erial  

i n  the  1 96 2/6 ) year . 

Th e conferenc e d e c lared i t s  po l i cy : 

1 .  Detai l e d  import  co ntro ls should no t opera t e  a s  a 

general sys t em and should b e  abo li sh e d , exc ept  for 

the r e s erva tions in s e c tion ( 6 ) . 

2 .  If s ome t emporary res tri c tion were r e quired , i t  

should b e  by exchange contro l .  

] . The Res erve Bank should c o l l e c t  information o n  th e 

level o f  orders and forward commi tments requiring 

overs eas  funds , so that any nec es sary remedia l  

ac tion could be  t aken in  advanc e .  

4 .  Tari ffs  rather than qu�nt i ta tive c o nt ro l s  should b e  

us ed for  pro t e c t i o n .  

5 ;  The o b j ective level o f  o vers eas ·Te s erves d e s i rable 

proportionat e  t o  pro s p e c t ive demand should be  

det ermined by th e Res erve Bank . 

6 .  F o r  parti cular and des irable industries , where  

tarif f  pro t e c t ion  was i nadequa t e , import contro l 

mi ght be  need e d .  

? .  Indus tries  to be  pro t e c t ed by contro ls should b e  

recommended b y  the  Tari f f  and Development Board 

a f t er all  int erested  par t i e s  have been cons ul t ed .  



A number o f  a t t empt s  have been made by ec onomi s ts 

to ana lys e the o verall e f f e c t s  o f  Import Contro ls . 

27 5  

In  June 1 96 2 , Mr R .  H .  Clark , President o f  :the 

Cant erbury Chamber of  Commerc e ,  wri ting for the 

Cant erbury Economi c Bul l e t in , summari zed the at t i tudes 

for and a gains t import contro l in New Zealand . 

Th e pro tagoni s ts of  the po li c y  argued tha t t h e  

contro l s  were prec i s e  in  a ppl i c a t ion , clearly defining 

tha t propo rt i on of  the market  ava i lable to  lo c a l  

indu s try , whi ch could p lan capi tal development and 

pro duc tion wi th a degr e e  o f  s e curi t y .  The us e o f  the 

alt ernative , Exchange C o ntro l , did no t pr ec lude 

exchange being used for non- e s s ential purpo s es and l e f t  

manufac turing dependent on unc ert ain tari ff  pro t e c t io n . 

Furthermore , th e ful l- employment po licy was mor e  

certainly a t tainabl e ,  a l t hough o ver-full employment and 

non- compe t i t i veness was a danger . 

Opponent s o f  Import Contro l c ontended that 

a l l o c ations bas ed on a c tual impor t s  during a rec ent 

year l ed to the full us e of a llo c ations to avo i d  

pre judi c ing future li c enc es . Thi s  meant adh ering to  

t radi t ional lines in importing and overs to cking . 

Control pro t ec t ed ine f f i c i ent i ndustries  and di s c ount ed 

effi c i enc y  a nd drive . S el e c tive tariffs , on  the o t h e r  

hand , permi t t ed some d e gree  o f  c ompeti tive s timulus . 

Admini s trat i ve delays were irksome and res tric tive . 

An int eres ting cri t i c i s m  appeared in the C ant erbury 
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Economi c Bul l e t i n  of  September 1 96 4 .  Th e anonymous 
impo r t er who wro t e  the art i c l e , c omplained that the 

control auth o ri t i e s trea t e d  tho :pny::n0nts s i tuation a s  an 

accou.nting exerc i s e , trying to " ba l anc e th e bo oks " e a c h  

year , and a t t empt ing t o  p a y  f or all imports o u t  of  

current expendi tur e . He argued that the mo s t  important 

variabl e  in importing wa s for capi t a l  e qu i pment , who s e  

lif e  wa s long a n d  tha t i t  was unreasonab l e  t o  exp e c t  

that payment s should .ba lanc e i n  a year o f  parti cularly 

heavy import o f  c apital i t ems . He compared th e impo r t s 

o f  1 96 2/6 3 and 1 96 3/6 4 t o  show that the over-impo r t a t i o n  

o f  t h e  later year was no t due t o  exc e s s ive consumer 
demand , but to  increased  i nves tment activi ty ,  par t i cu ­

larly i n  the Government s e c to r  ( e . g . the n:.:·nr hydro ­

elec tri c power c ompl ex ) . 

Tabl e  16 . 1 : 
COMPARISON OF I�WORTS - 1 96 2/6 3 and 1 96 3/6 4 

Tari ff Value Value % o f  
Group I t em £NZ . m  £NZ . m  To t a l  

Exe!!!.Et 

o6 Sugar 
07 Tea 
12 Tobacco  
26 Wo o l  
2 7  F erti li zer 
2 7  Sulphur 
3 3  P etro l eum 
5 7  Explo s ives  
8 9 Books 

7 3  Transport  
E quipment 

7 1  Machinery 

6 2/6 3 

4 . 2  
2 . 5  
1 . 6 

. 9  
1 . 3  

. 9 
2 2 . 1  

• J 
4 . 5  

-

Non- e lec tri c 3 1 . 5  
E lectri c  18 . 6  

6 2/6 3 Impor t s  

3 8 . 5  ( 1 lf . 7% ) 

2 7 . 5 ( 10 . 6 % )  

50 . 1  ( 1;9 . 3% )  

Value Value % o f  
£NZ . r.1 £NZ . m  To tal  
6 3/6 4  6 3/6 4  Import s _ _  

9 . 6 
2 . 5 
1 . 3  
1 . 1  
2 . 1  
1 . 2  

2 3 . 9 
. 5 

6 . 0 

40 . 3  
2 3 . 8 

48 . 2 ( 15 . 3% )  

40 . 0  ( 1 2 . 7% )  

6 L1 . 1 ( 2 0 . 4% )  

( contd ) 
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Table 16 . 1  ( Continued ) 

Tari f f  I t em Va lu e Value % o f  Value Value % o f  
Group £NZ . r.1 £NZ . m  To tal £NZ . m  £NZ . m Total  

Ex  em t 6 2/6 3 6 2/6 3 Imports 6 3/6 4 6 3/6 4 Impor t s  

Materi a l s  

2 3  C rude Rubber 1 . 8  2 . 2 
2 4  Wood  1 . 6 1 . 7  
26 Text i l e  

F ibre s  1 . 2  1 . 5 
2 7.56 F er t i li z ers  2 . 8 J . O 
2 9  Animal and 

Vegatab l e  
c rude mat erial  1 . 2  1 . 2  

51. 5 9  Chemi cals  9 . 0  1 1 . 0  
5 3  Dyes tuff 1 . 1 1 . 1  
5 5  E s s en:tial  Oi l s  . ? . 8  
5 8  Plas t i c  

Mat erials  5 . 6  6 . 4  
6 5 Text i l e s  30 . 4  3 4 . 6  
6 7  Iron and 

S t e el 2 1 . 7  25 . 1  
6 8  Non-F errous 

7 . 5  8 . 5 .. Ha t erial  
8 4 . 7 ( 3 2 . 6% )  9 7 . 1  ( 30 . 9% )  

F ood 
0 3  F i sh . 6  . 9 

4 C ereals  4 . 3  4 . 3 
5 F rui t ) . 8 4 . 2 
7 Coff e e , e t c . 1 . 4  1 . 9  

1 1 -. Alcoho l 2 . 1  2 . 1 Beverages  
1 2 . 2  ( 4 . 7% ) 1 3 . 4  ( 4 .  3% ) 

Sundrl: 
5 4  Medica l  

5 . 1  5 . 6 Produc t s  
6 2  Rubber Manf . 2 . 5  2 . 5  
6 4  Paper Manf . 5 . 0  5 . 2  
66  Non-met a l  Mam 4 .  4 5 . 3  
6 9  Metal Manf . 10 . 8  1 1 . 1 
8 4185 Clothing and 2 . 0  2 . 2  F o o twear 
86 Pre c i s i on 

Ins truments 5 . 8  6 . 6 
All  O ther 1 1 . 9  1 2 . 4  

47 . 5  ( 18 . 2% )  50 . 9  ( 16 . 2% ) 
Total Imports 26 0 . 3  3 1 3 . 7  

( From Cant erbury Manufac turin� A s s ociation Indu s tri a l  
News l e t t er , S eptemb er , 1 96 4 ) . 



2?8 

The Mone tary and Economi c Counci l  reports o f  May 

1 96 2 , and J un e  1 96 3 ,  wer e hi ghly cri tical  o f  the  Import 

C o ntro l sys t en ar.d li s t ed a number  of points . 

They r e c o gni zed tha t there  was some need for 

Import and Exchange c ontro l in  th e current circum s tanc e s , 

but f e l t  that the sys t em could no t so lve -the long- t e rm 

pro bl em . Produc ers s h e l t ered by co�tro l s  enj oyed a 

s trong monopo ly po s i t io n whi ch wa s no t c o nduc i ve t o  

effici ency o r  the ho lding down o f  c o s t s . 

Contro l s  did .no t encourage the expans ion o f  

exchange earnings ; i f  they wer e  us ed t o  s uppr e s s  th e 

e f f e c t s  o f  i nflation on  the balance  o f  payment s pos i tion , 

the export  indus tri e s  mi ght b e  damaged by ri s i ng co s t s  

and shorta ge s  a s  demand was diverted t o  local pro duc ts . 

Allo c a tions were made on arbitrary crit eria - e . g . 

on  the imports  of a pas t  period . Thi s  s t arved new 

import ers o f  exchange .  

Sinc e the l eas t e s s ential  imports  were mo s t  

curtai l ed , dome s t i c  produc t i o n  o f  subs t i tutes for  non­

e s s ent i a l s  became the mo s t  prof i tabl e . 

The mo s t  comp l e t e examinat ion o f  the  argument s in 

favour of Import Control has b e en pres ented by 

Mr W .  Ro s enburg in h i s  book , The Eff e c t s  of Impo r t s  

Contro l s  and Indus triali zation  o n  New Zealand . 

Mr Ro s enberg agreed that the  New Zealand pro t ec t io ni s t  

sys t em h a s  contribut ed  t o  a ri s ing c os t  s truc ture and 

that such free trade c entr e s  a s  Singapore , Hong Kong 
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and Aden enj oyed much lower pri c e s . Co s t s  in  New 

Zealnnd ( 1 28  - 1 4 3  - 1 95 9 -6 4 )  have no t ,  however , ri s en 

mor e  rapidly than tho s e  o f  Bri tain ( 1 25 - 1 40 ) and no t 

much more :  rapi dly than tho s e  o f  Aus t ralia ( 1 20 - 1 2 9 ) . 

Nominal wa ges in  New Zealand ro s e  much l e s s  than in  such 

nat ions as F ranc e , Wes t  Germany , J apan , Uni t e d  Kingdom , 

Aus tra l i a , U . S . A . , even when al lowanc e i s  made f e r  

payment s made above award r a t e s . 

Mr Ro s enb erg cont ended  that the  cho i c e  fncing New 

Zealand was what  form pro t e c tion ebnll take , no t whe ther  

or  no t t9ere should be pro t e c t ion . To di spens e wi th 

pro t e c tion was to  invi t e  the kind o f  une�ployment and 

poverty also  " enj oyed" by many r e s i dent s o f  f r e e -trade 

communi t i e s . Compari son  should therefore be  wi th 

countries  whi ch opera t e d  di fferent forms of pro t e c t io n . 

He showed tha t  New Zealand ' s growth ra te , part i cularly 

in t h e  farmin g  s ec tor , compared mor e  than favourably 

wi th the development of such nat ions as Aus tralia , 

Canada , D enmark , Netherlands , Argentina , Uruguay ,  U . S . A .  

and S outh Africa , and that  vo lume of  exports  ro s e  -

s teadily and h ealthi ly year by year . 

On the ques tion o f  mono po ly pra c ti c es , Mr Ro s enberg 

deni ed that there have been any great er mono po li s t i c  

t endenc i es i n  New Zealand than anywhere e l s e - mono po ly 

being a natural featur e  of increas ing capi t a li zation of 

pro duc tion me thods , c entrali z a t i on of  production and 

eas e of "Communi cation and trans port . The problem o f  
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monopoly i s  one di s t i nct  from that of  Import Co nt ro l . 

Ind e ed , the r e  i s  an argument tha t Import Contro l s  9revent 

monopo ly growth in so far a s  they sup�or t  the sma l l , l e s s  

effi c i ent , producer and prevent u�das i rable  domi na t i o n  o f  

th e New Zealand economy by large  forei gn-owned c o rpora-

ti ons , whi ch t'lero  no t like ly t o  be consi de:r-.::l te  of Ne,..; 

Z o � land ' s  w e l fare in th e o p e ra tio n of their bus i ne s s . 

Import C o ntro l s could be us ed to reduc e monopoly by 

s preadi ng li c enc e s  and to e nforc e o minimu� par t i cipation 

of  New Z e a l and capi tal in i ndus try . 

On t h e  ques t i o n  o f  di s torting ths economy , 

Mr Ro s enberg agre ed that there  was , ind e e d , some forced  

r e -allo ca tion o f  r e s ourc es . In part i cular , s o m e  

indus tri e s  '�hi ch f louri shed under control , woul d  b e  

s erious ly aff ec t e d  by the  r emoval o f  controls . He us ed 

the f 0 l lowing Table , drawn from W .  B . Sutch ' s  paper o n  

' Rec ent Developments in Now Zee.lond Hanufac turing ' 

( Indus t ry and Commerc e ,  S ep t ember 1 95 8 ) to  i l lu s tra t e  th e 

effec t s  o f  d e li c ens ing on s el e c t e d .i ndus tri e s . 

Table  16 . 2 :  
iJf.fect of De-licensing on Manur a.cturing 

\�owe � e �ected Indus tries1  

Date of' ..ber'ore De-
De- .Lic ensing De -Licensi� 
Licensing Production Imeor�s Productlon ImEorts 

Bis cuits ( tons)  Dec . 1 �5.3 -1'"6320 .3.3 1 5875 1 1 6 
J am (. tons ) .�!'eo . 1 954 .3.31 8 1 21 41 2.32 
Vacuum Cle aners (No . )  Dec . 1 �5.3 361 8.3 6270 .31 399 1 41 .3.3* 
Washing Machin es.l,.�o�  Dec . 1 95.3 49859 1 46 45458 7490 • 
Electric Irons (No . )  Dec . 1 955 59491 .38'1 1 1 7860 7.3990 
Confectionery (_£m . )  Dec . 1 95.3 4 · 4  . 04 4 - 4  · .3 *  
Electric Range s (.N o . ) J an .  1 952 21 62.3 78 2261 2 695.3 .Y.o lume oi' Production - 1 249-� 
Woollen Piece G o o ds Mar . 1 951 = 1 00 :  1 00 n . a . 95 . 7  8 . _3m . s q .yds 

* 1 955/56 1 956;57 
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It was better  to acc ept the somewhat higher cos t , 

perhaps poorer quali ty and li�i ted range o f  goo ds 

a vai lab l e  o n  the New Zealand mark e t  than to wi tne s s  a 

decline in  the growth of  manufac turing , the cons e quent 

unemployment and a range of f ine luxury produ c t s  whi ch 

o nly th e fortuna t e  f ew could afford . 

In hi s book , Mr Ros enb er g  cons tantly returned : .to 

£he mos t  important s ingl e  argument in favour of Import 

C ontrol - that it is a nec e s s ary s econdary po li cy to the 

fundament a l  goal  o f  all New Zealand ' &  poli c i e s  - the 

maintaining of  full employm ent . I t  was no t pos s i b l e  for 

the a gri cul tural s ec tor o f  the e conomy to expand rapidly 

enough t o  absorb the growin g  labour-forc e . In f a c t , the 

expans i o n  in a gri culture was achi eved by increas ing 

capi t a l  input to  the ext ent o f  reduc i ng abso lut e ly th e 

number o f  workers required . 

Table 1 6 . 3 :  

F arm Labour F or c e  1 9 4 9- 1 96 4  

No . A c t i ve ly Engaged 

1 3 2 , 000 1 18, 000 

% of To tal 
Labour F o r c e  

1 9 4 9  

18 . 4.  

1 96 4  

1 2 . 4  

% D e c line 

- 10 . 1  

During the period 1 94 9 -6 4 ,  the labour £.or c e  grew by 

2 36 , 000 . I t  was nec es sary to  provi de work for  the s e  and 

for the 1 4 , 000 r e l eased by a gri cultur e . Clearly i t  was 

not p o s s ible  to absorb them in New Zealand ' s tradi t i onal 

a grari an economy wi thout r e gres s i ng i nto the kind o f  
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s ubs i s t enc e economy typi cal of an und erdeveloped na tion 

with hidden farm unemployment . The only way to provide 

for an enlarged labour forc e wa s to f o s t er the develop­

ment of  indus tri e s  and s ervi c es no t r e s tri c t ed by the 

limi tations of land area and f erti li t y . Import Cont ro l s  

formed o n e  means whereby e�ployment c ould b e  guarant e ed 

to a l l  employabl e New Zealanders . I t  wa s bott er that 

all should enj oy a reasonabl e  and adequat e  standard o f  
living than that a n  unfortunate  minori ty should suf f er 

poverty in  a land o f  apparent plenty . 

A l t ernative measures - varia tion o f  tha Exchange 

rate and tariff pro t ec tion - were dismi s s ed as  being 

less c ertain i n  their pro t ec t ive eff e c t s  and a t  l ea s t  as  

inf la t i o nary in their e f f e c t s  on co s t s  and pri c es . 

A mo re di s i nt erest ed r evi ew of  Import Contro l was 

made i n  th e World Bank Report on the New Zealand · 1Econonry 

pre s ented  in June 196 8 . Th e Report ' s  vi ew was : -

"New Zealand has followed n po li cy o f  o ff ering 

domes t i c  i ndus tri es  pro t e c tion which , in the  

mi s s ion ' s vi ew , has resul t ed in the  allo c ation o f  

s carc e reso urces t o  indus tri e s  o f  l it t l e  net 

b enefi t  to  the balanc e o f  payments . Pro t ectioni sm 

h a s  b e en jus tifi ed on t h e  grounds o f : the  need  to 

?rovide full employment , to  s ecure a hi gh standard 

of living , to overcome the di sadvantages of a sma l l  

e conomy and the pauci ty of  raw mat eria l s , e t c . 

Many of  the  argument s advanc ed for pro t e c tioni sm 



are fallacious , from the vi ewpoint s o f  bo th 

economi c reasoning and ac tual experi enc e i n  New 

Zealand . "  

Th e Report made the f o l lowing point s : 

2B3 

1 .  The argument that New Zealand mus t fo llow a 

pro t e c tioni s t  po l i cy b ecaus e oth er nations do s o  

i s  i l l o gical . I t  i s  true th�t d i s crimina t i o n  by 

other na tions harms New Z e a land ' s trade and thi s is  

to be  deplored . This  do es  not mean , however , tha t  

New Z e aland should di s c riminate a gains t  fore i gn 

manufacturers, a s  suoh po l i c i es do more harm to New 

Zealand than to her  " enemi e s " . 

2; The amount of pro t e c t i on given by quanti tative 

contro l s  is  no t c a l culable ;  nei ther  the publi c 

nor t h e  Government can e s t imate wha t  sh e l t er each 

indus try enj oys as  a result of  arbi trary c a s e -by­

c a s e  decisions whi ch a t t empt to subs titute  f o r  the 

pri c e  mechani sm . 

) . New Z e aland has  no t improved her balanc e o f  

payments po s i t i on b y  us e o f  import restri c ti o ns . 

Even wi th res tri c t ions import s have increa s e d . 

Th e r e s tri ct ions have b e en an ineffective a t t empt 

to s ub s ti tute for budge t ary , fi s ca l  and income 

po li c i es whi ch no Government has b e en prepare d  to 

ado p t . 

4 .  Some measure of  pro t e c ti o n  mi ght b e  rea s onab l e  for 

a limi t ed group o f  ' infant ' indus tri es , wi th the 



284 
following cri t eri a : -

{ a ) Prot ect ion should b e  for l e gi tima te  infant 

i ndus tri e s  whi ch c ould b e  expec ted to  b e c ome 

competi tive in the fores eeabl e  future . 

( b ) A c e i ling o n  the maximum ra t e  o f  pro t e � ti o n  

should be  e s tablish ed . 

( c ) Rat es o f  pro t e c tion could vary to a limi t ed 

extent as  dGfined by wel l - e s tablished and 

c l early-outlined e c o nomi c cri t eria . 

( d ) The rat e  o f  pro t ec t i o n  should b e  s e t  i n  

advanc e and be  peri odically reduc �d . 

( e ) Th e degr e e  of  pro t e c t ion given to  each produ c t  

should b e  made k�own to  the pub lic . 

Thi s  pro t e c t i on would be  b e t t er afforded by t ari ff 

than by quantitative c ontro l .  

5 .  Nei ther contro l s  nor tari f f  should b e  u s e d  to  

pro t e c t  an unr e a li s t i c  exchange rat e . 

6 .  Any pro t e c t i o n  { by tari ff ) should b e  grant ed only 

when an indus try made a suffici ently strong c a s e  

f o r  i t . The o nus of  proof  • .should b e  o n  t h e  i ndus try . 

7 .  Regulations a gains t "dumping" are general ly no t 

r e quired . If  goods are s o ld by foreigners a t  

' marginal ' c o s t , lower than domes t i c  pri c e , o ver a 

long t erm the advanta g e  i s  New Z ea land ! s  and ant i ­

trade legi s l a t i on i s  s el f -puni shing . Temporary 

' dumping ' can be count ered by t emporary tari ff . 



In i t s  c o nc lus ion the Repor t  s ta t e s : -

"Th e  mo s t  ir.tportant single m e et s ur e  wh i c h can lt e lp 

mak e New Zealnnd oanufa c turing int erna t i o na l ly 

com?eti t i ve i s  i t s  gradual exposure t o  compe t i t i on 

from impor t s . Thi s  requi r e s  a removal  o f  

quanti ta tive impor t  res tri c tions and a relianc e o n  

temporary , redu c i n g  tari f f s  as  th e ma j or ins t rum­

ent : o f  pro t e c t i o n  for infant indus tri es . "  
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Problews of 1�d..ulinistrc1tion and Policy 

A su!Jllilary...>of the main problelllS experienced in iwplementing 

Import C ontrols is worth recording ,  It f'alls into two broad groups 

- adlliinistrati �..- e  un.d policy probleJ;lS . 

\ a) SortiQ�4P����� ; Import ers naturally overstate their 

re quireillents . Distin guishing b etween genuine and over­

stated claims is necessarily a s low and arbitrary proc e s s . 

For ins t ance , when the 1 952 �xchange Jl.lloc at ion sys tem was 

introduced , e stiwate d  private imports were to be ., j40'+ 360 

million . Basic alloc ations for ""' 224 million were issue d , 

leavir1g a b alanc e of .,. 1 20 million for additional allowanc e s  

on application claims for the s e  amount ed t o  <t- 31 8  million . 

Actual private imports re ached "' 400 million . 

(b )  Estimate s  and Not ification : Advance es timate s  of require­

ments , not ification of iiliport s , re c e ipt examj nation and 

issue of lic enc es as well as provl s i on for appe als , meant 

that re quirements were as s e s sed more than a year in advanc e .  

When full-i..uport llc0nsing was re -introduced in J anuary 1 958, 

provision was made for exc e R s  licences for goods contracted 

for in 1 957 · The rush of applications for such licenc e s  

showed that foreknowled5e o f  the c oming change had c aus e d  

tremendous over-ordering i n  lat e  1 957 . 

l e )  :N ew Fir� : Growing firms X'e quirin g ililports had either t o  

make special applicat2.o:1s for licenc es and for foreign 

exchange or buy their re quirements from a more fortunate 
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lic en s e d  import er . The s uc c e s s  of an application depended 

not so much on the werits of the c as e  as on the stringency of 

the re gulations then in forc e . buying from another importer 

involved payin g  ;;10nopoly pric es . ..n f'irr:t ' s prosperity was 

r�lat ed more to the s i z e  of i t s  iwports in the relevant base 

y e ar than to its e 1'i'iciency . Import o.c;ents ac quired 

allowances which were virtually sold to the real import er . 

Another illethod o1' ac quiring a l icen c e  has b e en for a new 

firlil t o  take over a firlli holdin g a lic en c e . The t ruce -over 

pric e  is based as much on the need f'or t he licen c e  as on the 

value of the c omp uny . 

( d) 1'_r...@:!}_� : Bec uu s e  licenc es were not transferable 

betwe en traders , the sys t e1;1 was far too ri giu. . Dealin g in 

licenc e s  has b e c ol!Je an important bus ine s s  in rec ent y e ars . 

n here transfer dl!long i tet::JS was permi ttea , lic enc e s  were often 

used for the ac quisition of hi gh-profit consUILler C OlilfitOdi ties , 

more e s s ential goods b eing ne e;lected. 

( e ) Wholes aler : whether for go od or evil , the import wholeealer 

is now a re lu.t ively uni!llportant figure in !'Jew Z e aland . The 

Licensing ..nuthori ty prefers t o  grant licences to the 

re c e iving firm to avoid evas ion and orders t end t0 be plac ed 

by the end-us er direct with forei gn  s uppliers . 

Deferred Payment : Imports ordered in one period may have payment 

due in ano ther . The guarantee of funds at a quite dis t ant date m� 

be nec e s s ary .  This t ime disp<l.I'ity between orderin g , c onsignment and 

p�ment , as well as the ' blo�k ' alloc ation of exchunge , make s it 

dift·icult to check ac c urately the re lationship of authori z e d  

p�ments and leakage o f  funas int o  private reserve s . 
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impos s ible to e s t illiu.t e the d.LJOunt of overs e <::t.S funds held out s ide the 

officL1l reserves . l!i.;;;igrWlts do not bring :7_n their fw1ds , 

eGii gru.nt s do not t ake only the ir own . Many touri s t s  in New Ze aland 

puy unb e lievably low prices for ac c ori"llliOd::J.t i on , etc . '-

rer:Ji t t a.n c e s  havin g b e en wu.cle t o  o vers e as ' Jependants ' . Apart f'rOJ;:J 

the innumerable ' le gal ' Il!e -chods of avoid:L.J. g r8 gu:!..ations , the 

ille gal expatriu.t ion of c urrency .:::'or s ale on fre 0  Qarkets ill'..lst be 

c ons idG ra.ble . In 1 966 t·or ins -l; anc e , busine s s  r�irn.s s pent alr:ost t en 

tiilles as much on t rade delegations , promot ion , truve l , etc . , as in 

1 950 . 

The voluwe of iQport s under tne No -rewittru1ce s c heoe underlin e s  

the f\.1.ct t.hc1t , in s pii. t e o f  ::no.ny y e u.rs during which ,  le gully , all 

overseas e c..:rnings were ch<.illne lled into of't'ic iu.l res erve s , N ew 

Ze alanders have Qanaged t o  ac quire a gre a.t ueal more than they have 

cle clared .  I t' we aclcl the value of go ods brought in by tru.vellers , 

the volume of ioports which by-·pas s e s  the li o ens in g sys tem mus t be 

c onsiderable . 

�'lexib ility and C ontrol : Inc re as ing flexib ility inc:..·eas e s  the 

opportunit ies for evus ion ;  incre asin g  c ontrol incre as e s  the 

rigidity of alloc ation and c on s e quent dift'iculties c f' ad<:tpj0 ing pust 

patterns , via pre s ant estiliw.t e s , to .future needs . 

Experiments have been wade wi th the licens j n g  period , initially 

six months , then the c alendar y e ar , ancl f'inally t he J uly-,J une ye a:t:.' . 

Di.f.ferent perioJs have s e en eophas is placed on Exchange o� Lic ence 

c ontro l .  1Vlru1y types of lic ences have b e en used at 7arious 

with more or le s s  trans.ferability woong c olliillodities , s ou:t:.'c e s and 
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trcoclt:rs . Rules c onc -.:rninc; t.t .. e eli gib ility of overs e as excho.nc;e 

holdings for no-remittance iwpo:r·ts have b e en const antly revis ed -

each revision being a tuc it u.dL1iss ion th.:...t ,  s owehow , the re gul&tions 

were being evaded c:illd th'-'t privute rc
�
s erva s  had ucCULtuluted in spite 

of the re gulQtions . 

�{asta� :  The proportion of unus ed licenc e s  varies cons id.erab ly .  

Since full licensing wus introduc ed in 1 958 , it averaged 1 0fo , rising 

to 22# in J anuary-j une 1 �62 , when the Ch<.lll5e in licens ing year led 

to cons iderable exc e s s  of applic ations <.J.Ild. the grMting of lic ence s  

to c over unwanted goods . It fell to less that 57o in 1 966/67 and 

67/68 when tlghter c ontrols were in forc e . 

J?olicy .Probleras : The policy of quantitat ive h1port c ontrol is not 

really a policy of itself , but is de s i5lled to L1plewent or 

cor. pen s ute for a number of other policie s  f'ollowed by s uc c e s s ive 

Govern!:'1ent s .  

They inc lude : 

Full El!lploynent 

Equit ab le Income Distribution 

Pri c e  �tabili ty 

Steu� Growth kate 

Manufacturing Development . 

O f  thes e , the first two are the most s ignif'ic unt from the 

point of view of b alance ofppayraents because of their affects on 

demand for irnportables and on the cost structure of the export 

sector.  
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�lJ . �Bploywt:rit : Ti1e 1\ t:JW Zt::: _,_lund interprGt ...... t io.n o1' .B'ull .l!iwploy;uent 

has b e en that no-one shall b e  involuntarily unewployed. At no tiDe 

b etween 1 937 und 1 967 did the numb er of re gistered une:.1ployed ris e  

above 'I 5o . Re 6istered unewploywent ht..s norlilally b een 4DO-(OO , seldow 

re aching 1 ,000 . Re gis tered vu.c ancies haYe normally been E ,000 -8 ,000 . 

As a re sult , changes in leve ls of export incoliles have had litt le 

effec t  on the level ot· intern<.!l dewund - the export nul t iplier has 

ne t b e en permitted t o  operate . \d . th 5I'Owing population and incolile s 

and higher standards ..Jf living , the dewand f'or c onsumer durables has 

ris en ; transport , pow.:;r u.nu hlanULJ.cturing inv cs tw,:mt to meet growing 

deoand has gre atly incre ased the need for c apital e quipment . 

'l'hus , the expe c t e d  c onse quences of reduced export e arnings in 

reduc ing internal inc owe and therefore ioport demand h ...... s not taken 

place . Instead , incre as e d  Government spending and the encourageoent 

of iwport replace�ent industrit:::s has sustained ewployment and demand . 

The deep-rooted ob j e ct ion to unewployuent e v en of a tewpor�ry nature , 

has led t o  the s upport of declining and inefficient industry . 

In b oth cases , spending pc wer has been granted to sectors whos e  

produc tive c ap<:loi ty does not match detuand c apac ity . 

Inc orues . .t:-'oliSY : 1'he .... rbitr ..... t ion Court an d  s imilar bo uies which 

establish wage -l!ate s  for over half the elllployers of New ZeaL • .n d , by 

their decisions s e t  the pattern f'or r:�ost other wage anJ. income groups . 

The main criteria for incre ased wage s until the unique decisi on 

of J une 1 968 , when a Nil order was made by the Court , have b een : 

( a) :H.etail Pric e  Index : Frow 1 954 to 1 965 , the price index 

ros e 2(/o. Aware rate s  rose 2tS>o · 

( b ) Distribution of' income wnong various groups . 
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Wage incr e a s e s  have thus b ean grant e d  to s ustain real spending 

power and to e n s ur e  thJt a workar in any given inuustry is paid a 

wage compurab le t o  his counterpurt in another industry . 

The r� sult has b e en that expanding indus tri es have found it 

difficult to attract l�bour without p ayin g high aoove-award wage s . 

In prot ected int ernal industry enjoyin g high-leve� demand , it has 

b e en relat ive ly e asy to pas s on s uch c o s t  incre as e s  in higher pric e s . 

Export pric e s  h£J.ve rewained wore s t a b le and the e1'1·ect of cost 

increas e s  h ::J.s bean to reduce profits ancl the attrac t ivene s s  o1' the 

export s e c t or .  

The following tuble illus trat e s  the chunge in relat ive pri c e s  

1 950-66. 

Pric e Index 1 965 = 1 ,000 
Tublo 1 4.1 ( T able 6.2 reprouuc ed; 

·.----·� ---J -- - ·--- ,.._, _..__ \ - - --·�·--· 

Export ;; holes ale Prices 

�
Y

_
e

_
ar 

________ �Pr�l�
· c�e�s�----�----�I�m�p��r�t�d ! H;�� -p;�duc ed 

I 1 950 ; 1 951 
� 1 952 

1 95.3 
I 1 954 ) 1 955 : 1 956 
I 1 957 

1 958 
1 959 

t 1 960 l 1 961 
I 1 962 I 1 96.3 
! 1 964 I 'I  ;�65 

1 966 
: 1 967 

1 968 
1 969 
1 970 

' 1 971 
1 972 

90.3 
,059 
852 
948 
966 
992 
968 
95.3 
81 2 
927 
900 
85'1 
d68 
950 

1 ,0.35 
1 ,ooo . 

;192 
9.35 
9U 

1 ,009 
1 ,0.31 
1 ,05;1 
1 ,227 

71 7 
d.36 
942 
8�5 
d55 
870 
893 
91 6 
946 
970 
956 
960 
961 
979 
982 

1 ,000 
1 ,01 7 
1 ,055 
1 ;1 82 
1 ,234 
1 ,3'1 3 
1 ,41 2 
'i ,505 

601 
699 
758 
802 
d.39 
IJ41 
887 
880 
900 
91 0 
920 
�14 
906 
923 
96::1 

1 ,000 
1 ,008 
1 ,01 6 
1 ,057 
'I , 1 1  8 
1 '1 7'1 1 ,270 
1 ,429 

C onsumer 
Pric e s  

5tJ6 
62� 
678 
709 
741 
760 
789 
789 
639 
871 
877 
892 
91 6 
935 
':}67 

1 ,000 
1 ,028 
1 , 09'1 
1 ;1 37 1 , 1 93 
1 ,271 
1 ,403 
1 ,500 

., 

I 
� ----------- ------------------------- ___ __._ 
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Thus , in the pre - uavuluation period 1 950-1 �67 , export prices 

rose by 3 ·5;o , while prices of' h01rre-proC!.uced goods for internal 

consuruption rose 69/il · ··1ii th baslc wage-costs not sigrnf'icantly 

differing bcJtween sectors , it is not surprising thut faruers with 

surplus capital increasingly turned their attention to  real-estute 

speculation , holiday and tourist industry and internal wanufacturing 

development . Increased social wolf' are services of schools , housing , 

hospitals , etc . , unJ growth of' power and transport and industrial 

aevelopment , increased the uttractiveness of' internal indust� . 

The iuu:...ediate iupact of' devaluation was to waKe exports 

relatively attractive f'or producers ana i • .lports relatively 

unattractive for buyers ; iwportables \howe-produced goods ) gained 

a price advantage which was still apparent in 1 972 . 
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Some attempt must b e  made to evaluate the relative illerits of 

v arious type s  of control on the basis of arguments derived from 

history , theory , statistical evidence and surmise . Unfortunately , 

much of the " evidence" doe s in fact rest on non-quantifiable factors , 

opinions and assessment s . � conc lusion must , t o  some extent , b e  a 

value j udgement . 

Table 1 8 . 1  is the result of' an attempt t o  c ompare the relative 

prices of' home -produced ( ex-fact ory) goods and imported goods 

( c . i . f . ) in those co!iililodities where both fore i gn  and domestic goods 

are sold in the New Zealand market .  It must b e  rec orded that the 

attempt was almost a c omplete failure , but that the negative result 

is perhaps more signific ant than aQY positive result . In spite of 

the fact that many thous ands of items are produced internal� and 

thousands more imported , only in sixteen of' the s e  could there be 

found a situation where the internally- . .  .aDd Gxterna�- produced 

COIIlliiOdi ty were in any way c ompu.rable - and even these c omparisons 

are questionable . vihatever way be the intention of import-control 

policy in N ew Zealand , the operation of controls by 1 ')67 -6b was that , 

if a co@lilodity were produc ed in New Zealand , no licence was made 

available for its import . Close investi5ation of apparent 

competition reveals that what appe ar t o  be similar classifications 

are , in fact , different c owmoditie s . j� few example s will illustrate : 

1 .  J andals are both imported and home produc ed . In fact , sizes 

1 -7 ( children ' s ) are imported , s izes 8 and over are home 

produc ed.  



Table )·:?-. 1 

C ommo d i ty Value ( $000) 
c . i . f .  

Imports 
Qua:di ty Pri c e  

per unit 

N . Z .  Produced 
Value ( $000 ) 
( ex fac·tory) 

'iuan t ity Pric e 
per unit 

Internal/Ex­
ternal 
Fr ic e Ra tio 

--------------------------------��,.._,.;,.;,.;;,.;...__,._ . .  

Rub ber tyres and cas uo 1 , 071 
C h i ld 1 H  le a ther shoes 
u n d � r  s i z �  1 -5 95 , 060 
Fully - fa s h i o n e d  
Hos iery 67 , 699 
M en ' s a n d  Boys ' 
su i ts 43 
N e w s p r i n t  37 
P e rambu l a t or s 1 . 2  

T . V . 3 e tG 1 0 . 2  

C a n d l � s  - p l 3 i n  1 . 0 
RubbPr ho t -water 
b o t t l� a  4 . 6  

.V oolhm 'f1·-•we lling Rue�;; 0 . 9 
S e e d  dr i ll� ( maouf . )  3 ? . 7 
S e 0 d  d r i l l s  ( a ssemble d )  3?. 7  
P r i n t -:· rs ' I nk 1 4 . 6  
Domes t i c  R e fr i ge r n t ors 
o v e r  8 c u . f t .  5 . 1 
fibrou::l p la s t e rs 
bh�e ts 0 . 3 

C igarc t t t s  1 53 . 2  

1 , 764 , 150lbs . 0 . 6 1 

6G , 244pr� . 1 . 43 

1 2 i , 953prs 0 . 55 

� , 2 1 5  1 9 . 42 

6 . 02 1 tons 1 22 . 02 

4 8  25 . 89 

1 06 96 . 03 
2 , ?84lb� . 0 . 34 

1 0 , 224 o . 45 

2 1 3  4 . 42 

89 424 . 02 

89 424 . C'·2 
222cwt . 65 • .) 7  

4 4  1 1 5 . 66 

662sq . 0 . 45 
yds . 

36 , 477 thou . 4 . 19 

1 3 , 530 

1 , 1 79 

1 86 

4 . 8o8 
2.2 , e J6 

2 , 7 60 

5 , 3 .'34 
1 05 

1 60 
h4 3 
1 85 

20 
2 , 387 

4 , 3 1 6  

"'i , 632 

1 6 . 42 1  

28 , 028 , 440lbs . 0 . 69 

460 , 81 2prG . 2 . 55 
3 1 5 , 780prs 0 . )) 

1 77 , 04 8  2 7 . � 6  

1 95 , 546 1 1 6 . 62 
7 , 847 55 . 1 'l 

46 , 369 1 1 6 . 1 1  
35 1 , 680 o . ;o 

2 82 , 000 0 . 56 
96 , 000 4 . 6 1 

255 '72 ;i . l t �} 
36 l':, )) , :/5 

40 , 2 3 3  5 8 . hG 

2 5 , 2 1 1  1 �4 . 07 

1 , 856 , ooc u . 8? 

4 , 65 1 thou . 3 . 53 

1 . 1 3 

1 . 78 
1 . 0? 

1 .. 40 
0 . 96 
1 . 36 
1 . 2 1  
0 . 8 8 

1 .  21! 
'J . Oii-
1 .  '?1  
1 .  3 1  

0 . 89 
'1 . 3 .3 
1 . 9 3  

0 . 84 



2 .  S t aples - galvanized s t aples ars New Zealand rnaae , insulute u  

s t aples irnpor·t e d .  

3 · C rockery - various quality ranges make c omp�ris on irnpo s s ib le . 

4 · C arpets - N ew Ze aland. - r:1ade c arpe t s  are woollen , with s ome 

adwixture . Fore ign woollen carpets are excluded ,  but nylon , 

r�on , cotton admixt ures are imported . 

The list is endle s s , and to the researchdr , uepressin g .  

I n  1 967 , the N ew Z e aland Inst itute o f  Ec onomic kes e arch ab andoned 

as impracticab le an attellipt t o  analyse the relative cowpetit iveness 

of internal produc ts and imports b e c ause it was impossible to obt ain 

s uff'icient information . The very imperfect conclus ion o:f Table 1 8 . 1  

i s  that mo st N e w  Z e aland industri es are not price c o�pe tit ive with 

foreign produc ers . It mus t  be as surndd that in all products where 

the foreigner is exclucted - t extile s , c lothing , machinery , durable s ,  

s anitary ware , holloware , electrical goods , paper , furniture , e t c . , 

New Ze aland is even less c ompetitive than in thos e prouuc ts listed 

in the tab le . It is largely a matter of pelS onal j udgement whether 

import controls are ne c e s s ary b e c aus e the s e  indus tries are le s s  

c o rapeti t i  ve , o r  that the indus tries n.r e  le s s  c ompetitive b e c au s e  

import c ontrols exis t • 

.An analys is of the growth o1' the industrial s e ctor does not 

indicate that N ew Ze aland ' s lllal1ufacturing grew more rapidly ".during 

the period 1 958-62 , when controls were mos t  s evere , than during 

years of parti al re laxation . T able 1 8 . 2  shows growth rates of 

fac tory production ( value added) for all f�ctory produc tion and 

for five sectors which have been pro t e c ted; it also shows farm 

income ( gro s s ) and Gros s  Domestic Product . The relative growth 

/ 
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of' f'arrn and f'actory output cannot conveniently be shown in terms of' 

income or value of' output , because primar.Y products have been 

subject to such variation in price  as to muke it impossible to 

relate quantity to value . On the other hand , manuf'acturing 

encompasses  such a wide variety of' commodities , whose quality and 

relative importance change over tiwe , that it is impossible to 

express total f'actory output in quantity ter�s . No method of' 

comparing growth rates can be satisfactory and the use of' columns 

\ a) , ( o )  and ( s ) of' 'l' able 1 8 . 2 , reproauced in ..tfie;ure 1 $ .1 , is f'ar 

f'rorn satisfactory.  The diagram doe s , however , illustrate one very 

important point ; the maintenance of' .Full Employment is heavily 

depemlent on the growth of' secondary industry . Vihile numbers 

engaged in £'arming actually declined by over 6 ,000 during the period 

1 949 -68 , more than 92 ,000 add.i tional workers entered wanuf'i:l.Cturing -

.309o of' the increruent to  the li:l.bour force . Advocates of' Import 

Licensing controls argue that unewployment would be the ineYitable 

result of their abolition . 

A closer look at manuf'acturin5 growth , however , suggests that 

growth took place independently of' Import Control per se . The 

expansion of' New Zealand' s secondary sector coincided with overall 

growth of' the econor.zy . The correl.:t.tion co-eff'icient of columns ( c) 

and (u) , or net value added in manuf'acturing and Gross Domestic 

Product is 0 . 994 ( signif'icant at 0 . 01 level) . There is no 

indication that Domestic Product , Employment Levels , or 

Manuf'acturing Development were , in f'act , stimulated by Import 

Control .  
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Figur e s  1 � . 2 . . 1 B . 8  show , as s e wi -log graphs , a s arie s of 

lo garithmic re gression-growth patterns over tioe . It is not 

pos sible to c orrelate quantitatively growth and import c ontrol , 
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b e c aus e the relative stringency of c ontrols c annot be quantitatively 

expre s sed . �ach sect or is shown as a regre s s ion line of the form 

.Y:, ::  A Bx 

or Log Y :a log A + .X. log B ,  

where Y repres ents thG sector , X time . 1 �58-59 is taken as the 

me an year and is shown as 0 on the .X. axis . The )period 1 949-50 to 

1 967-68 is thus shown as -9 . . . . . . +9 · In each case the re gre ssion 

line is drawn from thG derivea funct ion ; observed values of Y for 

e ach year are marked as cros s e s , forming a scat ter around the 

re gression line and indic ating deviat ion of actual � . D . P .  from the 

trend . 

Fig. 1 8.2 shows G . D . � .  ( coluun \ u) , Table 1 6 . 2) and has the form 

"' A ' t.� test for significance o1' f'i t of ooi..Jputeu G-. on actual 

value s  gives : 

SYc = /' �z - 6 �El ·- G . 01 966 
N - 2 

f t f = 
/ b / 

�-

= o . oo 2 

= 
log B = .35 · 7.39 

s
b 

This indic ates high level of s ignificance at 0 . 01 leve l . 

The general linear e quation Y - a + bX is here represented as 

log G = lo g A + X lo g B ;  y = Y - Y ;  x = X - X. 
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�"'ig. 1 <h.J :  shows Total l<'actory Prod.uct ( value added , Col . ( c ) ) 
T • . L = ( 41 2 . tl6 ( 1  . 1 062

x
) 

F'ig. 1 6.lj. : Textiles ( C ol .  ( e ) ) 

T = ( 23 . 6) ( 1  .091 2
x

) .  

Fig. 1 �.5 : Footwear/apparel , col . ( g) )  

X 
.l:<' • .th = \.39 · 779) \ 1  .0556 ) 

Fig. 1 13� : Chemicals \ Col . \ i) )  
C = ( 22 . 772) ( 1  .0�1 0x) 

Fig. 1 8 .] :  .IV etal Proeucts ( Gal . ( h) )  

M = 1_ 26 . 25) (1  . 1 225x) 

�'ig. 1 8. 8 :  Electrical Machinery and Appliances  ( 09� · (m) ) 

The years 1 958-63 are those in which import control was most 

severe ; the years 1 953-57 were.lillost relaxed. If import controls 

stimulated manufacturing , one would expect that the cluster or 
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crosses near year 0 would lie above the re gression line and those in 

year -3 to -8 would lie below the line . In fact , there i s  no such 

pattern . In the only cases where any si&nificant variation is 

apparent , Total .il'actory , Metal Products , Textiles and Electrical 

Goods show more rapid growth in the late f'ifties and less rapid 

expans ion in the early sixties .  

The conclusion must be that economic growth is dependent 

primari� on other factors - internal full employment , monetary 

and fiscal policies , natural expansion forces , world c onditions , 

etc . , and that c ontrols on trade , at least in New Zealand , lhad 

little eft'ect on the rate or economic growth . 



It is s t ill very possib�e , however , that c ontrols had 

c ons iderab le effe ct on tne dil 3 c tion of· growth - that they 

c hannelled growth into lines o1 produc tion which might o therwi se 
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not have developed . 'l'o what extent this is true c annot b e  

e s tabli shed b e c ause no -one c an  po s i t ively s ay what would have 

happened had c ontrols not existed . For example , in the a b s ence oi' 

c ontrols , it i� unlikely that woollen textile and c arpet manufacture 

would have en j oyed a c omparable rate of expansion or that t e levis ion 

s et s  would ever have b e en produced in New Z e aland . But it is 

arguable that other industries - nylon , plast i c s ,  t oy-makin g ,  etc . 

- which have not developed in New Z e aland , have not done s o  b e c ause 

of the protection afforded woollen and electri c al goods . The whole 

argument is incon c lu s ive . What s e ems to be fairly cle ar i s  that , 

given Full Employment , manufacturing wculd have developed e ven in 

the ab s en c e  of controls , although not nece s s arily in the s arr.a 

se ctors . 

A brief s ummary ot· the various e:f:Tec t s  of e; ontrols c an assist 

in drawin g a final c onc lusion . 

Balance of Pg.y_ments E!'fe cts : 

The use of' quantit ative c ontrols i s  attractive, e s pec ially 

in the short run . L_e de s ired s trin gency of c ontrol c an 

re adily be c alculat ed in the light of current foreign exchange 

earnings , c ontrol is c omparat ive ly e as ily administered and imported 

commodities c an be s e lected with a view to long-term growth 

re quirement s  as det ermined by a c ontrol planning agency . 

Elasticities of demand and supply c an be ignored; there is no 

danger of fore i gn  price adj us tment ( dumpin g) or inelast i c ity of 
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home demand surmounting t he kind of barrier impo s e d  by tarii f .  

Selected internal industry c an  b e  guar�teed prot e c tion and c an plan 

expans ion in an atmosphere of c onfidence . It is little to b e  

wondered at , that such a policy i s  e as ily entered into , espec i ally 

when one cons iders that polltic al s upport can be won from b enefiting 

c;roups . 

The l�n g-term effe c t s  of sustained controls depends partly on 

internal industrial growth and partly on foreign re act ion . The 

analys i s  of Chapters 4 to 8 illustrat e s  that increasing int ernal 

demand pre s s ure s are liKely to plac e a strain on internal s upply 

res ourc e s , c re ating inflation ary pre s s ures , lab o ur short age s and a 

movement of resources away from export able into the importable and 

int ernal s e ct or . The re s ult is a redirect ion of' growth aw� from 

"natural" channels and a re ld.ti ve re duc tion�· .in trade . Such a move 

may have des irable polit i c al and economic aspe c t s ,  in that it 

reduc es dependence on fore i gn  countries , ins ulutes the home c ountry 

against economic chan ge s  abro ad , makes prosperity le ss dependent on 

shift s  in de mand and the terms of' trade and fos ters nat ional pride . 

At the s ame t ime it los e s  the b enefits to be e;ained from 

spec i alizat ion and exchange . 

The pos s ible effects of' foreign reperc uss ion can be demons trated 

by an offer curve type analysis shown in b'i gure 1 d . 9 \ a) adapted f·rom 

I .  F. Pe arc e ' The Problem of the Balance of' Payment s ' � I . � . H .  

J anuary 1 �61 ) . The b ox AOBO repre s ents the pro duction/ c ons umption 

b ox of' two c ountries . The home c ountry , A ,  produces quant ity AO 

and the foreign country , B ,  produc e s  BO .  A s e t  of' community 

indifferenc e  c urves (net shown) from origin A would give a home 
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orfer curve or t he rorm OEa . Siwilnrly , the roreign country would 

haYe an offer c urve of the roru OEb . ' Natura.l ' f'ree trade 

e quilibrium is at E with country A consuming AN or her Jwn product 

and importin g  aJ ; C ountry B c onsumes BL of her own produc t ,  

importing BM ( =  AN) . The line OE ( slope = BbJi) 
shows barter t erms .1-� 

or trade . 

If a s ituation of imbalanc e exis ts , there are a number of 

methods of returning to E .  lt'or excunple , when terms or trade are 

unduly .favourable to Country a ,  such that terms or trade are as 

shown by Olt'G in Jt'igure 1 d .  9 ( b )  with the home country aiming to 

consume at G and the foreign country at }' , there is exc e s s  supply 

of home -country product e qual to HN ;  there is , or c ourse , a 

matching excess  demand ror the s upply of .foreign products but ir 

s tocks are held , such an exc e s s  may be quite ac ceptable for a 

c onsiderable period of time . 

The rree trade way to e quilibrium is t o  permit adj ustment or 

the Terms of �l'rade until e quilibrium is restored . Such an 

adjustment mqy t ake time and re quire a period of unemployment of up 

t o  UO (=HN) to maintain external balance until gradual readjustment 

induc e s  a change in the terms of trade to OE at .full employment . 

With c omplet ely specialized anu immobile ractors or produc tion , the 

adjustment mi ght be delayed inderinite ly .  

Direct control , either by tarirr o r  quot a ,  is impos ed when 

exchange rate , price or employment levels are deemed to be rixed.  

The home orf'er c urve is  moved as shown in Figure 1 8 . 9( c) to O.i''G· , 

in the c as e  of t arirr , or t o  0.1'�1 1 in the c as e  or quot a .  
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As long as the foreign country does not r0 act , b alance is rest ored 

at F by forcin g  home consumers from G to 1<' - on t o  a lower 

indifference curve . 

Unfortunately , the fore i gn  s ector is made up of many c ountries 

and s uch a move i s  likely to create reduc ed demand for one or more 

of the s e  countries . In la multilateral trading world , those affec t ed 

are like� to c arry out similar re strictive polic ies which have 

cumulative effects around the world . The final e ffect , which is 

likely to be delayed and not trac e able to the initial c ause of 

restriction by the home country , is that the foreign offer curve i s  

likely to shift to OJ K ,  producin5 an imbalance similar t o  the 

ori6in al .  The on� difference is that world trade is reduc ed and 

eve�one is worse o ff .  

The le sson t o  b e  le arned i s  that it i s  neither ethic al nor 

practi c al to t� to ' export ' unemployment or defi c it ; the 

foreigner is unlikely to permit s uch polic i e s  t o  t ake af.fe ct . 

A c omplication aris e s  in th at , while the imposition of control 

is likely to invit 6  ·retaliation , the removal of control i s  not 

like � t o  induc e  s iruilur react ion abroad , sinc e it confers upcn 

foreigners a trading advanta�e which they may be deli�ted t o  

ac cept an d  fe e l  no obli gation t o  pass on . This is e asi� s een by 

c onsidering the eff'e c t  in Fi £SUre 18• . 9(  c )  of a return of' home offer 

curve to OG.  Thus , impos ition of control is the unilateral act of 

one c ountry ; removal of c ontrol is often pos s ible only by inter­

natlonal agreemen t . In such a c ontext the problem for a small 

c ount� like New Z e al and is not one of c ons idering the reilloval of 

c ontro l , b ut of s ub s titutin g  t ariff for quantitative import c ontrol .  



Practice : In practi c e , the b alWlCel,of paymonts eff'ects of import 
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c ontrol in �aw Ze aland have been even le ss s uc c e s s ful 

than the the oi"e tical analy s is has indic at ed . • .. glance at the 

c urrent ac c o unt b alanc e c o lumn on ?a6e 243 s hows that , over the 

p eriod in que s t ion , the s i z e  of defic it tended to grow . Once 

again , conclus ions arer _drawn from con j e cture rather than from 

obs ervable fac t b e c ause it cannot be s t ated definitively whether 

import levels would have b e en hi gher or lower in the ab s ence of 

c ontrols , and t o  what de6I'ee export c;rowth would have compens ated 

for any import growth . What is c le ar is that it is impo s s ible for 

s uch a country as New Z e aland to cure b alanc e  of payment s '  problems 

by direct c ontrol . A l arge pro portion of impoi"t s ( s ee T able 

p age 276 ) i s  in the form of' inve stment goods which at'e e s s ent ial 

t o  growth. as manufac t uring grows , this �ind o f  impo�t re quirement 

increas e s . In addition , much of the manufacturing which has 

developed in the las t  twenty ye ars hds been in the as s emb ling and 

pro c & s s ing of partly-manuract�e d import ed input s .  ..� reduct i on of 

c onsumer imports is partly offs e t  by t�e incre a s e  in intermedi at e  

goods . This lack of s uc c e s s  ih maintaining exte rnal e quilibrium 

during the dec ade s of the fifties and s ixtieo no d0u�t had the 

b eneficial s ide effe c t s  of he lpin g t o  reduc e the inflationary 

pre s sure s  normally as s oc i ated with over full-employment . 

Signific antly , the re c ti�ing of ext ernal dise quilibrium and the 

restoration of full employment from 1 968 onwards c ontributed to the 

inflat ionary pr·e s sure s  of the ensuing years . 

It is r e a s onable t o  c onc lude , in the b alan c e  of paymen t s  

c ontext , that the b a s i c  c ause of rec urring deficits was that the 
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New Zealand currency was over-valued . Import controls mi5ht well 

have co�rected a short-term deflcit , but were of :ittle use as a 

means of longer-term control of trade . Exchange rate adjustment was 

inevitable and the argument for f'luctuatin5 or ' adjustable peg '  

rates i s  very strong.  Accompanied by selective tariff , this appears 

to be a more fleX:.ble and more effective external policy measure . 

Full Emplo;ymen t : 

TheoEY : Quantitative controls , in transferring demand to internal 

sectors , maintains employment in those industries which are 

threatened by foreign competition . Two results are possible : 

1 .  In conditions of under-employment ,  work will be created or 

maintained and the economy may approach nearer the full­

employment level . However , this result is entirely dependent 

on there being no foreic;n reaction , which could "re-export "  

unemployment , though not necessarily to  the same sector . 

2 .  In conditions of full-employment , protection of industry must 

result in the tr·ansfer of productive factors from other 

sectors . The act of protection is an acknowledgement of the 

relative inefficiency of the protected sector and it must be 

concluded that any such transfer is  likely to lead to a 

mis-allocation Df resources . 

In the New Zealand context , this su5gests that the introduction 

of ( temporary) Import Control in 1 9.38 had some justification on the 

two grounds that it maintained employment and provided the 

opportunity for the establishment of infant indust� . There seems 

little ground for the continuation of controls af'ter 1 94-8 , although 

there might b e  a case for the protection oi one or two infant 
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industrie s deeme d  worthy of some temporary s upport . The 5eneral 

le vel of eillploymant , as dis t in c t  f'rom the prote c t e d  s e e; t or , appears 

t o  depend prlmarily on o ther factors - G-overnwent li!Onat ar-s and 

fis c al policy , popula.t ion and Ci.a mund e;rowth , t e chno lo6)' , VJorld 

e c onomic c onditions , etc . - and is not s i c;nific ant ly influenc e d  by 

trade controL 

One s ide a ffe c t  of tha c mab in ed full employment / prot e ct i on 

policy is the s omewhat paradoxic al ef'f'e ct on ll'.O�.::_li ty . Labour 
short age s in some s e c tor s c au s e s  exc a s s  mob ility of labou:::- . New 

Z e alCl.Ild has one of the h i ghe�t fi gu:. e s  ir.. the wo:-ld , averaging 33�o 

per annUli! ( 1 955 -66) c ompared -w 'Z/31o .fo-� A1] s trali a , 2(J;o :for U .  S · A ·  

and 1 3%  for Great Brit ain . '!'his uw Ln.li.ty i;:; hit:She s t  in s ami -skilled 

manufacturin g ;  the hi ghes-'; 1:e c,:.o: . al level be:: i:'.t.S in Lower Hut t , 

which exceeds 1 OD;·� per anm.l'.ll . ly � oYttl'n::- t , the suppo::-t ext e nded t o  

de c lining industry reduc E: s  inc Gntj_ye t ') move from such are as a."ld 

o c c upations - the lab our turr,ov e::' in vv e ;;tland is le s s  than 1 Ofo .  

O ther Ec onomic Effe c t s : 

Monopoly :  Trade res trJ.ctions of e..ny �-ci:'ld c.1re likely t o  f'o s t e ::­

monopoJ.y growth " The 0re c1ter the pro t c; c t -:.on af'.t'orded ,  

the gre ater the poss ibility of monopoly . lmp0:::t c ontrols are the 

most s evere and wo st eff'ec ti'iO pro·ce0 ·cive r.1e asures availdbl e  and 

it illust be c on c luded th at they are mo s t  c. onducivo . t o  monopoly . 

Consumption : T o  the ext ent that � or.1e c omrnoditi�s are not obt ainab le , 

their sub s t i  tut c s  of.' inferior qua J.ity aud the home ­

produc ed art i c le of higher p:ri_c e ,  there is a J oss  of consumer 

s at isfac tion . 
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Foreign Exchan� : Res tric ti ons placed on the availability and use of 

for e ign exchan5e holdings induc e New Ze aland nati onals t o  

w i  thho lcl , when ever pos s ib le , £'orcitSJ.1 exctmnt:o e c�rnings and bu ild up 

private st ocks of overs e e s  holdings . O ther c onsi derations are 

pre sent - the evasion of t ax on income and the attrac tion of h i �1er 

interest rat e s  on fore i c.n money marke t s , b ut an i:Jporta-'1t 

c ons ideration i s  that , on c e  money i s  paid into the oi'f'icial re s e rve , 

it is fro zen . 

None of the s e  three ei'i'e cts C <ill b e  quantifie d ,  They i1wo lve 

s uch indefin��b les ciS c on s umer s atisfac tion or r e quire un availa-b le 

s t atistics on ille gal or e v usi ve acts v1hich , by the ir very n at ure , 

arc undisclo s ed . The de gre e to which import c ontrols h ave hu<l su ch 

e f'fe cts is therefore la:rgely a matter of opinion . It is 

indisput ab le , howeve r ,  that all three ei'fe r t s  have +.flk.8n '>ln c e  to 

s ome extent . 

A��js trat iv� Prob lems : 

Jt sho uld be s uff1 c i ent t0 gather together and list some of tb r 

problems of adlilinistrati on j nvolved in an Import C ontrol sys t e m .  

( a) Sortin�pplic ation s : Tb8 allo c ation of· import licen c e s  and / v 

fore i gn  exchange to- i.ndiv:.:.dual applic ants i ::-;  :1ece s s arily a 

somewhat arbitrary proc es s - Importers t end to o vers t at e  

re quirement s , anti c ipating some reduc t ion in their applic ation " 

The 1 hone s t ' dealer , who do es not make exagge r�t e d  c laims , c an 

be penali z ed . 

(b)  Estimat e s  an d  Notific ation : Impor t re quirements for ar1y given 
time period must b e  a s s e s s e d  at least on e year in adva..'1c e  in 

order that import ers b e  notified ; claims r e c e ived ; appe als 

- '  (_ 



h e ard and lic en c e s  is sued . This means that offic ials must 

antic ipate changGs L� demand , investment and product i on 

re quirements and export e arnings for a future period . 
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( c ) New :firms : Ac c e s s  to import lic enc e s  is neces s ary for the 

growth of any new cou1pany - trader or producer . To the de gree 

that lic en ces are i s s u8d t o  firms on the b asis of previous 

allocations , and goods re -allocated by import ers to e s t ab lishe d  

cus t omers , n e w  firms find themselves without the nec e s s ary  

re quirements for 5rowth o r  forc ed t o  pay exc e s s ive pric e s  t o  

ac quire the go ods - even t o  the extent of buying u p  older firms 

in order to o bt ain their lic enc e s . 

( d) T ransfer of LicenG � u  One of �ha gre at e s t  probleill8 has been the 

d.ilelllliJa of maintaining a b alanc e between i'le.xibili ty and 

c ontrol . Ri gid c ontrol we ans that e ach lic ence is spec ific t o  

an iiJport ar , for a clo s e ly O..efine d c ommodity from a spec ified 

s ource . But , with changing deEland and s upply c onditions , 

thi s can result in over-import 8.tion of unwant ed goods and 

short age s of w�nted on8 s . O n  the oth er hand , incre as ed 

interchangeability of lic en c e s  inc reas e s  the po s s ib ility of 

evasion of r e gulations , mis alloc at ion of funds and import ation 

of 1 Q�de s irab le ' high-profit luxurie s inst ead of thos e 

c ommodit i e s  deemed ne c e s s ary .  

\ e ) Payment : Placing orders , receivil1g goods , and payment 

frequent� fall into three se parate lic ens ing periods . For 

he al� machinery and transport e quipment ( e . g . a ship) s ome 

ye ars may e laps e between initial order fu�d final payment . 
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Th::..s m&k.e .s ::;..<. cl ::.:'.tic L�J:t i'o;.- irnpc:::-ters t o  pla:� u.heaC!. with 

confidence v;b.G�1 t. ..... r·o u w. ;_, '-'  •• v v .... ... ' � -.: ... :.. cy ab o-..rt .future 

availe.bilit2r of i'u-c.d.s o:� liceno en o It makes it e qualJ y 

dif:.:"'icul-c; fo�, J�he adm::_nist:::'at io!l t o  ma".; ch 2.icenoe 

allo c at ::.o�1 ;.-.:.-� ·1 excho.nge \lu; :-;'" , especially if li cences 

from dL:'fe."'ent s o u"C"c e s , 1 8i:ct� paid for a t  dif�oc-.:mt time s .  

l_ i.') .!3_�£_eaue;}:'acy : AS >Yh;h all c o:c.t .�ol , <1 very reul cost is the 

large adminis tro.t ive m:.. ch:il1t:cy re qui1.:ed to operate . 

The Dep8xtme'1t of 1.., ,; , � "-:: .. �ieB s nd. C ouur"-':t'C " ,  i'o.-:' in s t anc e , 

e;rew :from f8·Ne.-- ': 1.1an � 00 o.ffic:'_cl.s i.1 1 9.3 3 Jc 'J over �00 in 

1 969 an d j[1l..!Ch of J�':.a c--o-:; th i s  (1n o t o  the UC1-:2i�J::_.3  trat ion 

- ·  , 
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The o o tapuc;er pro c;raalWe u s e cl  fer the pro c e s s  who s e  ra s ult s are 

pre s ent e d  nnd nnaly s e d  ill Chapters .'::> and 6 l s  reproJ.ucad b e 1ow : 

I . b . A . 1 620 

51 Z Ct.P = 1 00 • 0 

PI = •] . oo 

PX = 1 .00 

PN = 1 . o  

PM = 1 . 0  
DI = 20 

ZI = 20 

DXH z; 1 Q 

D:X.F = 20 

z.x. = 30 

D:N = 50 

ZN = 50 
lJM = 20 
YEt.R = 0 

PkiNT 200 

:&...JtJ) , G-IY , GNY , l.!JC.: , (;.T , Cri , (;:l , El\ , t:N I ,  KX.Y , EivtY , El , 

PRINT 201 , G-IY , �NY , G-XY , G·I , GN , c.;..x_ , ElY , ENY , ill_Y ,  �vlY , 

El , ii.:N , .KX.h , RX ..8' , �ti 
PRINT 202 

50 IF ( �ENSE s·,il'l'.CH 9) 2 . 1  

1 I F  ( ZI - G-I-DI·. EI) 20 ,40 ,20 

20 DPI = ( (DI · EIY-ZI GIY) ·0 . 05) / ( ZI G-I -DI ·EI) 

GO TO 41 

40 D.PI = 99 

41 DDI = DI EIY:;;0 . 05+DI · Er ·� .� :-=  
DZI=ZI ·; .G-I 

.
'DPI+ZI';<G-IY'O . 05 

DDM = DM.-1ElliY·;<O . 05 



D\ Dllli ::'illJi+DXF :·EXI<'-z.x:::Gx) 21 ,42. , 21 

21 DPX=( ( ;:;x --GXY-DXH .C:XY) 0 . 05/(DXH' EXH+DXI{. IDi.I<'-ZX 'G.X) ) 

GO TO 43 

42 DPX=99 

43 DDXH=DX..T-l. EXY 0 .05+DXH ::i!::Jlli DPX 

DZX=� Zx-:;G.x_y: 0 . 05) + \. Z.X ' GX  DP.X) 

H'( zN: Gr-.J -Dlf EN) 22 .�.L ,22 

22 DPN= (  ( DN ENY -ZN -�NY) - :;0 .05)/�ZN GN-DN : EN )  
GO TO 45 

44 DPN=99 

45 DZN=ZN · GNy::·-o . 05 +ZN GN DPN 

DDN=DN"·ENY. 0 .05+Dl'PEN DPN 
DI=DI+DDI 

PI=Pl+D.l?I 

ZI=Zl+DZI 

DXH=DXH+DD.\J:i 

DA.F=D.x.F +DDll' 

Z.X.=Z.\+DZ.X 

P.X=PX+DPX 

DN=Dlll'+DDN 

ZN=ZN+DZN 

PN=:PN+D.tJN 
DM=Dlvi-1-DDM 

DPril=O 

Plll=PM+DP!I: 

ZC..-.P=ZCl.P:-1 • 0 5 

ElbZC�-\_ Zl+ZX+ZN) 

EF=DX:b' ;PX-DM 
Y'&R=Y.&iR+1 

PRINT ?03 ,YElJR , DI > ZI�PI , DXH ,D.XF , ZX , PX , DN , ZN , PN , DM , P1 , EH , EF 

l.l!'( YE..R -20 . )  50 ,51 ,51 

200 :FOP.1Yl.t�.T ( 7 6HO , GIY GNY GXY GI GN GX ElY .&\JY EXY EMY .J!.i 

II EN 1illi EA.f!' EM.) 

201 l!DR!\in'l' ( IH ,  151:<'5 . 1 // ) 



202 .!<DRMn.T ( 1 .36HO YF"Jt DI ZI PI DAB DX 

I.F zx P.X. DN ZN PN DM PM 
2 EH El!') 

20.3 :BORl>bT � IH ;1 5P9 • .3//) 
2 BND 

B .  Tclli.l<'J!' : ---
PI was given the value 1 . 25 for tha pro c e s s ing s e c tion , b ut 

value 1 . 00 was retained fo r c o.lc ulat ion oi' external ·b alance . 

C .  CONTROL : 
---- ··-

The following adj ustments were wade t o  the :B'ree Trade progr awme : 

DM = DFX PX • • • • •  ( in s ert � d  aft er 50 IF • • • • • • •  ) 
20 DPI=( ( ( pr :;�EIY -YI- Gry·.: . 05 ) + . 66::DDN!) / ( ZF GI -DT;: EI) 

41 DDI=DT-'EIY 0 . 05+DI EJ:. I'OI .  £6 DDi·.i 
22 DPN=( (DN-:ENY-ZN - GNY\ ·. ·0 . 05+ . 33 DDM) / ( ZW GN-DN· EN) 

DDN=DN ENY 0 . 05+DN- .£N> DPN+ . 33 DDM 
.l.!:H=ZC.AP-( DI +Dllli+DXI-'+DN) 



The progrCl.lil3e used for the Chapter8analyais used the s ame 

introduc-cion as that shown in �-..ppendix �1 ancl w as then adj us t e d  as 

follows : 

20 DZI=( ( ( DI .b:I) - ( ZI GI) )  . 03)/( ZI GIY) -(DI ·EIY) 

GO TO 41 
40 DZI = 0 . 05 

PRINT 205 

41 H' ( ( ZN · GNY) -(DN ENY) ) 21 , 42 , 21 

21 DZN=( (  ( DN EN) -t_ ZN ·GN) ) . • 03)/ZN · GNY) -(ON ·· ENY) ) 

GO TO 43 

42 DZN = 0 . 05 

PRINT 204 

43 DZXF = ( DXlt, EXF) . 0.7 

DU:S = (D.t�.�,+DZJCB,) �· 1 . 0.3 

DZX=( ( (DXH · gxH) +(DX:Jt EX:B') -( 2.x. G.x.) V . 03) /( ( zx':'G-XY) -(D.t..H KXY) ) 

DZC.tiP=( ( ZI DZI) + \ ZN "DZN ) + \ ZX " DZX) ) 1 .0.3 

zc� = zc .. .P - 1  .03 + Dzc� .. P 

DZC.t.P= ZCJ_J) - 1 00 

DDM = ( DZC.z.P. EillY 0 . 2) +(DM Ei.f!. 0 . 0.3) 

DM = DM + DDM 

DXF = DXl•'B 

45 ZI = ( ZI+ZI DZI) :·1 . 03 

ZN = ( ZN + ZN DZN) ·  · 1  . 0.3 

46 zx = ( zx  + zx:,onzx) · ·1 .03 

XB = DXF - DM 

PRINT 
bdj ustments for Tariff and C ontrol Policies were c omparable 

with tho s e  of �ppendix � ·  
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