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PREFACE
This study is a statement of economic problems and of policy choices. It

does not attempt to forecast the future of the economy or even likely
scenarios which will affect that future. Nor does it recommend a set of

specific policy changes. Rather it lays out a menu of choices from which a
selection must be made in the light of future events and knowledge of
societal preferences and the relationships within the economy. it is

written in the spirit of the economist's credo: "The exact specification
of a problem is one half of its solution”.

The conception and principal authorship of this study is my own. Those
parts of it which were written by others have been attributed to them.

In addition, I am eager to acknowledge the indispensable help which my
assistants gave me on all aspects of this study. Clement Fisk, Roger
Procter and I were sequestered from the daily preoccupations of the Depart-
ment of Trade and Industry, The Treasury, and the Planning Council respect-
ively for many weeks and our internal debates greatly assisted the
evolution of my own conclusions. The sections contributed by Ian Dickson
and Ken Piddington filled in two glaring gaps which I could not have filled.

I wish to écknowlnge my deep gratitude to the officials of the Departments
of Trade and Industry and the Treasury who made extensive comments on the
draft of this study, and to Ewen McCann, Ron Guthrie, Eric Haywood, Sir
Frank Holmes, Peter Ledingham, Paul von Moeseke and Des O'Dea for their
comments and suggestions. The Reserve Bank, Gareth Morgan and the New
Zealand Dairy Board unstintingly made available to me various data series
which they had collected. Without all of this assistance the report would
have been much weaker, and (hoping the reader will excuse this) shorter.

P. J. Lloyd



CHAPTER 1
OVERVIEW

In recent years there has been a growing concern in New Zealand over the
slow rate of growth of national output and of average levels of consumption.
Real household disposable income was lower in 1978/79 than it was in 1973/
74. These trends have been linked to the drastic fall in the terms of
trade which occurred in 1973 and 1974 and it has been forcefully argued
that a sustainable improvement in the average levels of consumption will
require a substantial increase in the volume of exports (for example, New
Zealand Planning Council, 1978 and 1979; and OECD, 1977). Development of
a more export-oriented economy would call for new policies concerning the
importing and exporting of commodities. It would also induce changes in
the structure of the New Zealand economy more rapid than the changes which
have occurred for decades. This paper examines the recent behaviour of
the internationally-trading sector of the New Zealand economy and considers
the multilateral policies relating to change in this sector.

The Dependent Economy Reinterpreted

The events of the last five years or so have led to a spate of writings
which have analysed the problems of New Zealand as those of a "dependent
economy" (for example, Report of Task Force on Economic and Social Planning,
1976, pp. 157-203; Campbell and Haywood, 1978; and Ross, 1976) . This re-
vives a major theme of earlier generations of New Zealand economists (not-
ably, Wilson, 1930; Copland, 1939; Belshaw, 1939; Simkin, 1951). Depend-
ence has been conceived in terms of a number of characteristics of the
€COonomy .« One common conception is that New Zealand is a price-taker in the
sense that for most of our exportable and importable commodities we are too
small as suppliers or purchasers to have an influence on the world prices
and hence we must respond to the prices which other countries determine in
these commodity markets. A second conception is that New Zealand has a
high level of the ratio of the value of total exports and imports to national
output and expenditure. The significance of the first characteristic is
considered later in this study. The second characteristic is no longer
true. According to the OECD statistics, the combined sum of exports and
imports of commodities as a percentage of GDP in New Zealand for 1977 was
lower than that of a majority of the OECD countries and much lower than that
of other small developed countries within the OECD such as Belgium, Ireland,
Netherlands and Switzerland (OECD, 1979, Appendix Table). Yet, the course
of the New Zealand economy is still heavily affected by events in the world
economy .

The true significance of dependence from the point of view of analysing the
problems of the New Zealand economy is twofold. The first economic meaning
of dependence is that fluctuations in the path of output, consumption, prices
and. other economic variables may originate in the Rest of the World. The
second is that we are dependent on markets in the Rest of the World for
growth opportunities. In both respects dependence is a matter of degree.

This study concentrates on the growth aspects of dependence, though'the

relevance of the instability aspects of changes in trade and trade policies
is noted briefly in Section 5 (iv).



A connection between the rate of growth of national output and the rate of
growth of the export component of this output is clear statistically.
Several comparisons of inter-country growth rates have demonstrated that
these two growth rates are strongly and positively correlated (in Economic
Commission for Europe, 1977, Balassa, 1978; Australian Industries Assist-
ance Commission, 1978a, pp. 20-21). It is generally true that those
countries which have had a relatively slow rate of growth of the volume of
exports have also experienced a relatively slow rate of growth of national
output. New Zealand is an example of the combination of slow export growth
and slow output growth. :

However, the economic relationship which brings this statistical association
about is unclear. There are numerous theories of "export-led" growth (see
Carpinter, 1979). In particular, there has been much discussion in New
Zealand, as in other small-primary-product-specialising countries, of the
"foreign exchange constraint" on economic growth. This term alludes to the
supposedly critical dependence of New Zealand on supplies from other
countries of essential inputs of fixed capital equipment to increase the
productive capacity of domestic producers and on supplies of essential raw
materials and components as current inputs, especially petroleum fuels. We
do not have estimates of the technical possibilities of substitution between
domestic and imported capital goods which occur both directly in each
activity or indirectly through changes in the commodity composition of out-
puts which have different imported input requirements. Belief in this con-
straint leads to a policy of export development, but only so far as is needed
to overcome the foreign exchange constraint on input purchases. In any
event foreign trade plays a more general role in the determination of real
incomes. Growth in a small economy such as that of New Zealand is to a
large degree export-led in the precise sense that it is growth in large
foreign markets and the development of new technologies and products overseas
which create new opportunities for converting all domestic inputs, labour as
well as capital and other primary inputs, into final consumption.

To take maximum advantage of these growth opportunities the country must
supply to the world markets those commodities which give it the most
favourable exchange. Since the terms of exchanging individual commodities
are continually changing, this requires continual changes in the structure of
the economy. Thus, the degree of domestic price and supply flexibility, the
attitudes towards structural change in the economy and to risk are important
determinants of the realisation of growth opportunities.

New Zealand Growth and Trade Problems

A serious gap has emerged in recent years between the aspirations for goods
and services of New Zealanders collectively and the ability of the edonomy

to supply these goods and services. The seriousness of this gap is obscured
by the substantial fluctuations in the economy, and especially in the terms
of trade. The complex way in which the terms of trade together with the
volume of national output and overseas boerrowing determine the consumption
possibilities is detailed in Appendix 1. This Appendix develops the concept
of the sustainable aggregate national expenditure. This is the annual
series of real expenditures which can be sustained, given the trends in the
national product and the commodity terms of trade and overseas borrowing.

Figure 1 reproduces the calculations of the sustainable national expenditure
since 1960-61. From 1960-61 to 1972-73 the trend rate of growth of actual
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national expenditure was approximately equal to the sustainable rate of
growth. It actually lies between the upper and lower estimates of the
sustainable rate. 1972-73 is a break point in the world economy because
the OPEC cartel and other factors caused world prices to increase sharply.
After 1972-73 there was a sharp increase in the rate of growth of aggregate
expenditure in New Zealand so that for the years 1973-74, 1974-75, and
1975-76 these expenditures considerably exceeded the levels which could be
sustained on the basis of trends in national product and the terms of trade.
In fact after 1973-74 the actual terms of trade fell sharply, thus reducing
further the expenditures which could be obtained from the national output.
This spurt in the rate of expenditure, and a similar one over the period
from 1962-63 to 1966-67, represent a collective demand for goods and ser-
vices which was beyond the ability of the economy to stply them.

The elimination of this gap requires either a reduction in the rate of
growth of real expenditures, which would certainly be resisted by some

income groups, or an increase in the rate of growth of the supply of- goods
and services. If New Zealanders desire a rate of growth of real expendi-
tures above the rate actually experienced, then an increase in the rate of
growth of output of the economy above that achieved in the recent past is
necessary to satisfy these aspirations. This study proceeds on the
premise that these aspirations should be satisfied.

The objective of a higher rate of growth of real incomes can only be pursued
by the adoption of growth-inducing policies. A faster rate of growth of
real incomes does not imply the maximum rate of growth. The choice of how
much faster the economy should grow will depend on the trade-offs between
more rapid growth on the one hand and the adverse effects it may have on per-
sonal incomes of some groups, the distribution of national incomes and

income security. Moreover, the desideratum of higher growth is not based on
an individualistic ethic which approves all higher personal consumption. The
fundamental consequence of higher growth of real incomes is that it enhances
the economic choices which society can make. In recent years various
sections of the community have clamoured for continual increases in the sup-
ply of government-provided health, education and welfare services. While
increases in these services benefit the recipients they require the diversion
of resources from other possible productive activities. All sections of the
community are reluctant to accept a reduction in their own real incomes and
levels of consumption, and seek in effect (though perhaps not consciously) to
pass the burden to others.

The analysis of these problems of the New Zealand economy begins with some
recent economic history of the world economy in Chapters 2 and 3. Many of
the observations relating to the recent past in the New Zealand economy are
not new but we need to see them in the perspective of the world economy in
which New Zealand trades. The rates of growth of trade, output and con-
sumption for New Zealand in the aggregate and for some major commodities are
computed. These rates are compared with those of the whole world economy.
The rate of growth of the volume of all New Zealand exports from 1961-77 was
only 4.1 percent per annum, compared to that of all world commodity trade
over this period of 7.2 percent. This is primarily because New Zealand has
specialised, to a much greater degree than any other developed country in
primary products and, in particular in the products of grassland farming for
which the rate of growth has been much slower than that of total world trade.
Both the slow growth and the variability of the prices of these commodities
in world markets are in large part due to the same factor, severely restricted
access to the major world markets.
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Estimates of the trends in the prices and quantities of nine major individ-
ual export commodities are made for the period 1961 to 1978. These allow
one to distinguish between year-to-year variability which is due to the
trends and that which is due to deviations from the trend. This avoids
the common mistake of mis-interpreting the latest turn of events as a long-
term trend. (The method of analysis of trends is relegated to Appendix 2.)
Unfortunately, when allowance is made for the increase in the index of the
price of all importable commodities, for six of the nine groups a unit of
exports has bought progressively fewer imports over this period. Together
with the slow rate of growth of the volumes of exports of these commodities,
these trends have allowed an increase in the volume of imports of only 4.1
percent per annum which compares poorly with the world average.

Past Government assistance to industries in the form of restrictions on ex-
port and import trade are considered. The evolution of export subsidies
is detailed (in Appendix 4) because there seems less awareness of the econ-
omic features of the regulations of exports than there is of import trade.
The role of state ;rading in agricultural export trade is noted. Import
licensing is considered. In both the areas of export subsidies and import
restrictions, there is a complex system of overlapping interventions which
discriminates among individual export and import-competing producers. From
the national point of view, the proliferation of forms of industry assist-
ance is such that we do not know how severe are the distortions they have
created. Regrettably and surprisingly there is in New Zealand no set of
measures of the rates of assistance to all activities from all forms of
assistance. Qualitatively, these interventions have distorted the allo-
cation of resources both between and within the export and import-competing
and non-trading sectors. It is almost certain that the very high rates of
protection to the import-cempeting manufacturers continues to bias the over-
all pattern of industry assistance away from production of traditional ex-
ports and has discouraged the development of non-traditional manufactured
exports despite the range of output-related subsidies to rural producers and
export subsidies to manufacturers. This means that they have reduced the
level of international trade and the size of the internationally-trading
sector of the economy.

The forms of government assistance to industries have had a second important
effect. There has been in New Zealand a preference for quantity-based rather
than price-based instruments of intervention. These have slowed down the
rate of growth of input productivity within individual production activities
by restricting competition from overseas and from other New Zealand producers
and discouraged the adoption of new technologies and products. Thus they
have hindered the adaptation of the economy to structural change. In our
view they have contributed to the slow rate of growth of output and real ex-
penditure in the New Zealand economy. This is not of course the sole factor.
In particular Chapter 3 noted the specialisation in grassland farming for
export to U.K. markets, the histeric engine of export-led growth of the New
Zealand economy for almost 100 years, failed to provide opportunities for
growth during the period of rapid growth of world trade in the Sixties and
Seventies. A third factor noted in Section 4 (iii) is that government has
pursued anti-structural change policies that have deliberately protected the
wages and profits of some existing activities elsewhere in the economy. And
other non-trade factors which are not considered here may have been important.

The Need for Structural Change

Structural change is taken to mean changes in the long-term allocation of
resources in production activities. Structural change is not an objective
of economic policy itself but it is important because it is related to the
objectives of higher real output and consumption and to the distribution of
national income. Chapter 4 includes a section which measures the rate of
change of some dimensions of the structure of the economy in the recent past.
These are the first systematic measurements of structural change in the New
Zealand economy. They are computed for the period 1963 to 1973 and, as

far as possible, are compared with measures for other OECD countries.
(Technical problems of measuring structural change for different variables
are discussed in Appendix 3 and much of the data is in Appendix 5%1) This
empirical work suggests that New Zealand may have experienced a slower rate
of structural change than other developed countries but the evidence is
contradictory. Another important aspect is that the proportion of national
output which was exported was less in 1975-76 than thirteen years previously
in 1962-63.

Looking to the future the New Zealand aspirations for growth in private and
public expenditures can only be satisfied in the long-term if there is an
acceleration in the rate of growth of real aggregate output of the economy
or a substantial and continual improvement in the terms of trade. The
latter event cannot be relied upon.

An examination of the recently-completed Tokyo Round of GATT negotiations
shows that these negotiations will not markedly improve access to markets
for New Zealand agricultural products in the near future.

In the longer-term New Zealand may develop exports of natural gas or other
energy materials or manufactures which use large inputs of electricity or
other energy forms, or it may reduce imports of petroleum products. Bi-
lateral trade agreements or other developments may improve the consumption
possibilities of the New Zealand economy. Such fortunate developments
would not obviate the need for major change in the structure of the

national economy . Indeed they would themselves create strong and pervasive
pressures for structural change through changes in the exchange rate and
relative prices. An export boom would induce an appreciation of the New
Zealand dollar and this in turn would increase international competition for
the traditional export and the import-competing activities.

Hence, major structural change is a necessary (but not sufficient) condition
for an acceleration in the rate of growth of real output.

Appropriate Government Policies

This study culminates in Chapter 5 with a discussion of alternative policies
for the international sector. There are three closely related areas of
policy-making where new policies are called for. There are changes

in existing policies for protection and industry assistance by means of
changes in the levels of tariffs, import licensing, subsidies, etc. which are
no longer appropriate. There are policies to promote the growth of input
prodﬁctivity within activities and to shift resources to activities which are
growing. There are policies to mitigate the harmful effects of structural
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change on particular groups of income
S f —earners. These th 5
considered in turn. ree areas will be

Concerning the first area of commodity trade policies, the acceleration i
the growth of output will require, among other measures, changes in e nt
?nd import trade. The discussion of these problems in New Zealand h ngr
in t?rms of making the economy more "export-oriented”. Ttiis essentésl o
realise that there are two distinct aspects of the trading problems o;aN i
Zealand. Thg first, and most commonly debated, is the balance of pa ezz
problgm. This may be solved by either increasi g the value of exporzz orS
redu?lng th;t of imports. (More foreign borrowing may also be important
@ut o regulres repayment and in the long-term debt servicing requires an
%ncrease in current exports or a reduction in imports.) The second bl
is one of making the economy more trade-oriented, Seidss it

T?ere are two aspects to the advocacy of a more trade-oriented econom
First and.more fundamentally, it means that the allocation of resourcz.
and.egpe01ally the resources in new projects be made on the basi £ ;
pet1t1venes§ with goods available on international markets Thisow'iim_
haze'the th? benefits of increasing the gains from nationél specialisation
;n international trade and of making production in each activity within the
ew Zealénd economy more competitive and responsive to structural changes
§econd, it may mean an increase in the Proportion of national output g' ﬂ
1s exported and the proportion of national expenditure which is sg lg ;C
#rcm overseas. Unless the level .of overseas borrowing falls as eipor:
increase, a more export-oriented economy must also become a more imPo tf
oriented economy. For both reasons we shall refer to a trade-orieﬁtrd
strategy of structural change rather than an export-oriented strategye

This strategy will also require changes in the commcdity composition of
tradg.’ There may be some prospects for an increase in the volume ofo
tiigltlonzi rgra} exports bgt, unless market access is greatly improved,
lowe‘rgrow w1ll.not be rapid and may be achieved at the cost of receiving
. ?ve:age Prices. Much of the growth must come from exports of -
traditional manufactures and energy-based commodities. iz

gzizgezei:c:?e Eolicy instruments which restrict imports and encourage ex-
vely are necessary if New Zealand is t its

; O accelerate its e i
growth. In particular, it is ar i Ll

gued in Chapter 5 that import licensi
0 - . n
ézngtmizzmbspe01f%c quotas for special purposes other than industry asgist-
Tae L unt e abol%shed: ;n our view there cannot be an efficient tradeable
mport licensing is retained as the main instrument of protection

against import competition It is al
; % so0 recommended that th i i
system of tariffs and export subsidies be reformed e

The best general strategy in our view is to change all import restrictions
agd export subsidies together according to a pre-determined and pre-announced
timetable and over a short period of, say, three to five years. A timetable
has two great advantages. It makes the changes less subject to pressures to
reduce the programme. There is a propensity in New Zealand to fiddle with
all forms of government intervention. The second advantage is that a time-
table reduces economic uncertainty which is a harmful by-product of the
presen? §ystem of trade controls. The devising of the timetable of change

to Pollcles at industry assistance is an important task. It may be desigabl
to introduce new provisions for temporary protection. o
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Changes in trade policies are by no means the only existing policies which
should be changed in order to bring about a higher rate of economic growth.
In the last few years there has been considerable discussion of the need to
"free up" the economy, to change government policies relating to regulation
of industrial activities, transport policies, take-overs, price controls,
energy development and other policies. We concentrate on changes to exist-
ing government policies in the trade area because this study is limited to
questions that relate directly to the international trade sector and struct-

ural change.

The second and third area of policy-making for the international trade sec-
tor (and other sectors) is that of structural change policies. To date
there has been little discussion in New Zealand, in contrast to other
developed countries, of structural adjustment and no comprehensive examin-
ation of the options. Section 4 (iii) examined the very limited policies
with a structural change component that have operated in New Zealand. Like
government interventions in the area of export subsidies and import
restrictions they have been ad hoc and unco-ordinated, each having its own
eligibility criteria. They have also tended to be directed toward prod-
ucers rather than employers, and have been dominated by anti-structural

change policies.

Two kinds of structural change policies are desirable in our view.

First, there are policies designed to facilitate the reallocation of
resources and thereby to accelerate the rate of economic growth; that is, to
encourage risk capital, to relocate and retrain labour, and to develop more
productive technologies. Second, there are policies which are required to
mitigate the costs of structural change. Section 5 (iii) considers alter-
native policies to increase the productivity of resources and to mitigate
the harmful effects which structural change has on some groups of income-
earners. Policies for those income groups should concentrate on resolving
welfare problems, rather than compensating equity-owners or specialised
skills whose protected market positions are no longer maintained.

The recommendation to abolish import licensing and reduce government inter-
ventions in international trade coupled with the recommendations to intro-
duce new forms of government structural adjustment assistance mean that the
emphasis of government industry policy should be shifted away from industry
"assistance" or "protection" to policies designed to promote and facilitate
structural change which is beneficial to the country. Government inter-
ventions should be co-ordinated. It is the structure of government inter-
ventions in the areas of trade and industrial development policy, even more
than the fact that the government intervened extensively in economic activi-
ties, which in our view needs basic changes.

These changes will be feared by many. The extent of the reallocation of
resources necessary to effect these changes is easily exaggerated. 1f the
individual policies are carefully designed and carried out in a co-ordinated
way the gains should substantially outweigh the costs. It is the primary
purposé of the kind of structural adjustment policies which is proposed here
to improve the trade-off between the gains in average real incomes on the one
hand and real income losses for some individuals on the other so that the
community may derive the maximum benefit from structural change.
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We emphasise that there are always options facing an economy with respect

both to structural changes which it seeks to promote or not to promote and
with respect to the policy instruments which it chooses. The final choice
should be made with the fullest possible knowledge of the effects of each

choice and a clear appreciation of ultimate concerns
higher real incomes or other objectives of security,
tribution. One option is to avoid major structural

imposes the greatest costs in terms of opportunities
sumption foregone.

of the community for
leisure and income dis-
change but this option
for higher real con-

—
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S
=
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CHAPTER 2

RECENT CHANGES IN THE WORLD
ECONOMY AND WORLD TRADE

This chapter reviews briefly some recent changes in the world economy
which are pertinent to New Zealand's trade with other countries.

(i) Distribution of World Trade

Table 2.1, p.ll records the value of international trade by areas and commodity
groups for the latest year available. The bloc of countries consisting of
Australia, South Africa and New Zealand was omitted by the GATT because
they were toosmall in relation to the aggregate value of world trade to be
recorded in this summary transactions matrix. Considering first the
distribution of world trade by major areas, 63 percent by value of total
world exports were exported by the "Industrial Areas", namely, North
America, Western Europe and Japan. Almost one half of world trade is made
up of exports from countries in this group to other countries within the
group, that is, intra-Industrial-Area trade. The second most important
area in terms of the value of its exports in 1977 was the group of "0il-
Exporting Countries"”.

Concerning the commodity distribution of this export trade, 60 percent is
comprised of manufacturers and 40 percent of primary products. Within the
primary products "Food" and "Raw Materials", which encompass almost 80
percent in this year of New Zealand exports, account for only slightly more
than 20 percent of total world export value.

Concerning the distribution of export trade by both area and commodity
group, 33 percent is accounted for by exports of manufactures from one
country to another within the "Industrial Areas" group. This trade in
intra—manufactures—Intra-Industrial—Areas trade is the largest single type
of flow of international trade. It has grown very rapidly in the last two
decades but its share of total world trade has fallen since 1972 because of
the effects of the dramatic increase in the price of petroleum products and
of the current recession in this area.

(ii) Growth of World Trade and Production

Table 2.2, p.12 reports some trends in world exports and world production since
1960. The value of world trade has increased almost tenfold over this
eighteen year period but it is essential to separate this increase into the
component which is due to changes in the quantities of goods traded and that
which is due to the changes in their prices. For all commodities over the
whole period slightly more of the increase is attributable to the increase

in volumes than to the increases in prices. However, since 1973 most of the
increase has been due to the Price effects. The eighteen years is sub-divided
quite clearly in this respect into two distinct sub-periods; the sub-period
from 1960 to 1973 in which the volume of world trade increased steadily and
rapidly while prices were generally stable, and the sub-period 1973 to 1977

in which the volume of trade increased slowly while the prices rose rapidly.

1

TABLE 2.1

WORLD TRADE IN AREAS

AND COMMODITY GROUPS, 1977

($US Billions)

To L 0il Other Eastern
Faaustrial Exporting | Developing Trading World
From Ateas Countries Countries Area
INDUSTRIAL
AREAS
Food 56.85 5.10 10.30 3.85 76.70
Raw materials 20.35 0.70 3.00 1.10 25.40
Ores & Minerals 8.65 0.15 0.80 0.35 10.15
Fuels 31.30 0.60 1.60 0.25 33.95
Total Primary
Products 117.15 6.55 15.70 5..55 146.20
Total Manu-
factures 367.65 57.90 7175 27.55 545.30
Total Exports 492.00 66.50 97.20 33.40 705.00
OIL EXPORTING
) COUNTRIES 110.02 1.20 30.00 2.80 147.00
OTHER DEVELOP-
ING COUNTRIES
Food ' 30.50
Raw materials 6.00
Ores & Minerals "5.20
Fuels 15.00 |
Total Prima
Products o 56.70 3.50 13.50 120 82.20
Total Manu-
factures 35..10 4,90 12.00 1.50 58700
Total Exports 92.00 8.40 25.80 8.90 138.00
EASTERN TRADING i
AREA :
Food 2.95
Raw Materials 3.25
Ores & Minerals 1.00
Fuels 10.50
T°§3iaﬁ§i:ary 17:70 0.70 4.60 16.00 39.00 i
nu- !
To;Zitﬁie: 11.10 3.30 7.70 44.60 ©6.90
Total Exports 29.80 4.80 13.40 60.80 109.00
ToxiD 141.60
Food _ 96.40 s
Raw Materials 33.50 o
Ores & Minerals 18.10 215.40
Fuels 163.60 :
Total Primary _
e 311.60 | 12.20 65.70 32.70 | 427.40
Total Manu- ;
factures 419.30 66.90 99.30 | . 73.80 | 676.20
Total Exports 740.00 82.00 170.00 107.00 | 1122.00

SOURCE: Derived

from GATT, International Trade, 1977/78,

Appendix Table K.



TABLE 2.2

TRENDS IN WORLD EXPORTS AND
PRODUCTION, 1960-77

Average Compound
1960 1963 1970 1973 1977 Rate of Growth
1960-1977
WORLD EXPORTS
Value (SUS billion
fuosbs)
Agricultural products 40 45 64 121 189 9.6
M;nerals* 22 26 51 96 263 15.7
Manufactures 65 82 190 347 65 3
Total - All ; t A
Commodities 129 154 312 576, 1,422 13.6
Unit Value Indices
(1960 = 100)
Agricultural products 100 100 107 190 255 BT
Minerals#* 100 929 123 187 545 10-5
Manufactures 100 100 114 152 232 5-1
Total - All :
Commodities 100 100 113 161 270 6.0
Volume Indices
(1960 = 100)

Agricultural products| 100 111 | 150 | 158 183 3.6
E;ne;als* : 100 120 195 242 228 5.0
nufactures 100 126 260 435 3
Total - All = £

Commodities 100 120 215 279 324 T2
WORLD COMMODITY
OUTPUT VOLUME
(1960 = 100)
Agricultural products 100 107 129 139 150 2.4
Mlneials* 100 115 167 192 204 4.3
Manufactures 100 119 188 230 :
Total - All o e
Commodities 100 115 | 170 201 228 5.0

Source: Derived from GATT, International Trade 1975/76, 1977/78, Table 1

*Includes Fuels and non-ferrous metals
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Looking at the trends in the prices and quantity behaviour of the three

basic commodity groups, the rate of growth of prices on average of
Agricultural Products (5.7 percent per annum) has not been much less than

that of other traded commodities but the rate of growth of the volumes

traded has been much slower; Agricultural products, Minerals and Manufactures
grew at compound average annual rates of 3.6, 5.0 and 9.0 percent

respectively.

The last rows of Table 2.2, p-12 reveal that for all commodities in total, and for

each of the three commodity groups and for both sub-periods, the volume of
goods traded has increased more rapidly than the volume of production of these
same commodities. This implies that the ratio of exports to production for all
commodities has increased by approximately 63 percent over this period and,
since world exports equals world imports and world production equals world

use (neglecting changes in stocks held) of these commodities, the ratio of
imports to usage must have increased correspondingly. World production and
world usage of commodities have become considerably more dependent on markets
and sources of supply respectively in other countries.

Just as the rates of growth of production and trade vary among the three
commodity groups so they may vary among the commodities within each of

these groups. It is of interest to know these rates for the particular
commodities which have been the principal exports from New Zealand.

Unfortunately, statistics of volume and prices are not available from the

source of the statistics for the commodity groups reported above. Table

2.3 ,p-14 reports FAO statistics of the volume of world exports and world product-
ion since 1970 for several agricultural exports which approximate some of

New Zealand's major agricultural exports. The New Zealand exports and

production from the same source are recorded for comparison.

The average rates of growth of world consumption (=world production) were
calculated for all five commodities and varied from -0.1 percent per year
for "Mutton and Goatmeat" to +5.2 percent per year for "Dry Milk",

compared to the average for all Agricultural Products of 2.2 percent for

the sub-period. The rates of growth of world consumption/production of this
selection of commodities is broadly representative of the rates of growth
for all agricultural products over the period. The rates of growth of world
trade volumes for these commodities could only be calculated for the two
commodities, "Butter and Ghee" and "Cheese and Curds". These were 3.5 and
4.7 percent respectively, both of which were below the rate of growth of
trade volume for all Agricultural Products which was +5.1 percent for this

sub-period.

(iii) Market Access

It was observed that there has been an upward long-term trend for all
commodity groups in the proportion of total world consumption or usage which
is ‘supplied internationally. This trend is determined by underlying economic
factors. For traded consumable commodities, consumer preferences between
domestically-produced and foreign substitutes together with the income
elasticities of demand for both of these as a commodity group determine the
income elasticities of demand. Technological developments may also introduce
new competing substitute commodities. For primary commodities used as
inputs, technological changes may change the unit inputs of materials or the
demand for the final product in which the materials are incorporated. Changes
in relative prices and transport costs may also be important. But for all
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TABLE 2.3
tradeable commodities perhaps the most important single determinant of

recent trends, and potentially of future trends, is the degree of access

TRENDS IN WORLD EXPORTS AND PRODUCTION - : s T3¢
+o markets in other countries.

ittt
OF SOME AGRICULTURAL COMMODITIES, 1970-77

WORLD NEW ZEALAND It is possible to construct the ratio of world trade/world production for
Annual PRy the commodities listed in Table 2.3, P-14. With the exception of dry milk for
1970 1977 Average 1970 1977 | Average : which the proportion of output traded is 35 percent, the proportions are all
Rate of BEEE gf below 20 percent. T@e figure for beef is § percent, that for mutton is
Growth i 10 percent. These f%gures are only approximate since the commodity coverage
of the denominators is not exactly consistent with those of the numerators.
EXPORT VOLUME : No comparable statistics are available for other primary products or for
Bt manufactures but it is certain that these proportions of output traded are
786 999 +3.5 181 213 +2.4 much below those for many manufactures such as transport machinery and
Chees? & Curds 742 982 +4.7 90 29 1'9 machine tools and they are almost certainly below the average proportion
Dry Milk n/a 2,275 n/a n/a 239 a5 for all world manufacturing output. Any liberalisation of restrictions on
Beef n/a 2,948 n/a 7 Béa access for the major low-cost suppliers into the major world markets would
Mutton & Goatmeat n/a 745 L2 262 n/a i i
n/a n/a 403 57/a increase these ratios.
; PRegUCTIoY - One very useful indicator of the extent of these restrictions is the
’ N B dispersion of prices for a h?mggeneous commodity in the markets of different
\ R s g LY $v957 6,913 +2.1 247 277 +1.7 countries which separately limit markeF access. Unrestricte@ competit%on
Dz BESR +731 10,288 +4,2 102 81 —3.9 among markets for one tradgable commodity implies that, putting all prices
0% 4,482 6,401 +5.2 154 267 +8.2 on a comparable supply basis by allowing for international transport costs
i 39,993 47,918 +2..6 387 557 e | and all bordgr taxes, there would be only one price, the "world price".
utton & Goatmeat 7,297 7,264 ~0.1 565 500 -1.7 This is known as the Law of One Price. (For a recent examination of the
‘ r - Law of One Price, see Isard, 1977.) The dispersion of prices may therefore
provide a measure of the restrictions on market access. Evidently the

prices of many of the almost-homogeneous commodities which New Zealand
exports vary greatly across countries. This reflects the fact that the
world market is segmented into distinct national markets between which
Netaws HiFeS of trade is restricted, thus preventing the equalisation of prices. Even the
o‘ measurement are thousand metric tons for butter and : prices which New Zealand as one among many suppliers receives for its
ghee, cheese and curds. exports of an almost-homogeneous commodity vary greatly from market to
market. Again there are no systematic world series for the commodities of

interest to New Zealand.

Source: FAO, MOSTHLY BULLETIN OF STATISTICS, October 1978, December 1972

z@gfcommoéity gr?ups used for export and for production statistics
iffer slightly in coverage. The production statistics relate

n . o 3
to "Dry Milk (all kinds)" whereas the trade statistics relate to Restrictions on international trade reduce the quantity of exports from low-

iMlikdand Creamr(dry)“; the production statistics for "Butter" cost suppliers, and, in most cases, the average price these suppliers receive
2§du iﬁghee Wh%ChLlS excluded from the trade statistics; the ! below the free trade levels. This joint movement occurs because a larger
production statistics for "Beef" include buffalo meat and the guantity will be offered by local producers for trade only if the price

trade statistics relate to " Meat of bovine animals". increases and thereby reduces domestic consumption and/or increases
| domestic production. The price effect will be especially great if the market

access is more severely limited in the markets of countries where the price
would be relatively high without international trade. Such restrictions
force the selling countries to make some of their international sales

in the lower-price countries. This is the case for New Zealand exports of
ﬁ beef to the US and Japan and butter to the UK and other countries in the

| EEC in which the large potential markets are severely protected for domestic

producers by quotas.

! As an example of this process of average price formation we consider exports
| of butter and cheddar cheese from New Zealand. These two products are almost
homogeneous and the variations in the prices received for sales of one of
these products across different country markets over the period of a season
is chiefly due to differences in market access. 1In the case of butter, a
negotiated tonnage is sold to the UK market. The remainder is sold on world
markets where the price is determined mainly by the price at which the EEC
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sells its butter, which in turn depends on the level at which the EEC sets
its export restitutions for butter sales. The UK price is above the price
in the world market and above the price which would prevail in a completel
free world market. 1In the 1977/78 trading year the general indicative priZe
level for butter sold in the UK was $NZ1530 f.a.s. per tonne compared to
$1050 per tonne for sales to other countries. In the case of cheddar

cheese general indicative price levels were for Australia and the US

$NZ1400 per tonne and for other countries $1000 per tonne. The US and
Australian sales are limited by quotas.

This pattern of restrictions has an important implication for analysing the
problems of the New Zealand economy. It is usual to assume for a countr
which supplies only a small portion of the total world trade in a commodzt
?hatrits supply alone will not (significantly) affect the world price Thzé
is the so-called small country assumption. Statistics of some of the-major

agricultural exports of New Zealand in Table 2.3, p.l4 indicate that New Zealand

supplied in 1977 7.8 percent of the world trade in "Cheese and Curds", 8.9
percent of the total for "Beef™, 10.5 prercent for dried milk products' 2i 3
p?rcent for "Butter and Ghee" and 54.0 percent of the "Mutton and Goaéme é“
With the exception of sheepmeats, the New Zealand shares of the markets et
are small, even when one takes account of the fact that these products are
~not homogeneous. Therefore, the usual assumption is that New Zealand is
a small price-taker in these markets. However, with segmented markets, it
may-?e more accurate to assume that New Zealand is what we shall call'a
q9a51—small supplier for some commodities. This term may describe the
situation in which the prices in the foreign markets in which a New
Zealand export commodity is sold are not affected by the guantity this
country exports but the average price received by New Zealénd exporters
nevertheless decreases with the total quantity exported.

This péttern of segmented markets has another important implication for
analys;ngrthe New Zealand problems. When countries or groups of countries
segment Fheir markets from the rest of the world and stabilise the price of
a commodity within the national or regional segment of the world market, it
has the effect of increasing fluctuations in the prices paid and receivéd
by exporters in the rest of the world markets. This occurs because with

no change ip the stabilised price there is no response of supply or demand
in t?e stabilised market segment and all of the price variations which are
required to absorb seasonal and other random fluctuations in World demand
and supply are forced onto the rest of the world. This ocecurs for the
commodities, for example, which are subject to common market organisations
under the Common Agricultural Policy of the EEC. With stable prices withi
the.EE? they fluctuate from being a net importer to a net exporter of som:n
commodities from year to year. This market segmentation accentuates the
product price instability and some empirical éalculations estimate that it

may accentuate price instability substantially (for ;
Thompson, 1977). Yl example Shei and

The exFent of restriction on world trade varies greatly from commodity to
commodity. Statistics of tariff rates on industrial pProducts which were
prepared by GATT as part of its Preparation for the recent Tokyo Round
show that in 1970 none of the developed countries in Europe, North America
or J?pan had an average tariff in excess of 11 percent (GAéT 1972) It is
dlfflcult to compare the average levels of restrictions on téade in.
‘agrlgultural products with those on trade in manufactures. Most commonly
the intervention in the trade in agricultural commodities is by means of

subsidies, quotas, import levies and complex arrangements designed to
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stabilise domestic commodity prices (Hillman, 1978) whereas tariffs are still
the principal instrument of protection for manufactures in the OECD countries
as a group. Given the reliance on non-tariff instruments to restrict
agricultural trade, it seems safe to conclude that agricultural trade

is more restricted than trade in manufactures. The estimates of Sampson

and Yeats (1977), which are the most recent and detailed available,

show that EEC protection for agricultural goods from tariffs alone far
exceeded in 1974 that available to manufactures under the Common Customs
Tariff. The unweighted average rate of protection due to tariffs and
variable levies alone is over 50 percent whereas the average common

external tariff on all manufactures is less than 8.6 percent. Bale and
Greenshields (1978, Table 2) estimate that the producer prices in Japan

for major agricultural products are much higher than world prices, in the
case of grains more than double world prices. For many commodities, as
exporters from New Zealand are gnly too aware, only token imports into the
major developed countries are allowed by a system of variable levies,
quantitative restrictions and other non-tariff barriers which are equivalent

to prohibitive tariffs.

The trend in the levels of restrictions on manufactures has been downwards
for more than two decades as a result of successive rounds of GATT
negotiations of tariff rates, though this trend may have been reversed
since about 1974 because of the growth of subsidies, gquantitative
restrictions and other non-tariff barriers during the current world
recession. In contrast, there has been no overall downward trend in agric-
ultural protection in the major Northern Hemisphere markets. (For some
evidence on this point, see Wipf (1971) for the US and UNCTAD (1967) and
Sampson and Yeats (1977) for the EEC).

The maintenance of these high levels of restrictions may explain in part
the slow rate of growth of the volume of world trade in agricultural
products observed in Table 2.2, p.l2, relative to the growth of trade in
manufactures and minerals. Some part may also be due to a lower income
elasticity of demand for agricultural products in general during a period
in which the world income grew steadily.* This possibility is supported
by the higher rates of growth of world consumptiony/production of the non-
agricultural products reported in the same table. Thus, exporters of
agricultural products as a group were handicapped compared to exporters
of manufactures and minerals both by the high and non-decreasing levels of
restrictions on market access and by the relatively slow growth in total
world demand for these products. For some commodities, such as wool and
butter, the development of new synthetic substitutes reduced their share
of market demand for commodity groups.

Conversely, increased access to the major potential markets for agricultural
products would increase both the quantity sold and the average price
received. It would also permit low-cost suppliers to increase the quantity
sold as market demand grows. It might be argued that a market such as the
UK market for butter under the EEC is preferable to free trade in that we
are able to sell agreed amounts at prices well in excess of completely free

* FAO estimates put the income elasticities of demand in the developed
countries for all foods at 0.08 and for animal products at 0.22 (quoted
in OECD, 1976). Estimates relating to the income elasticities of demand
for wool and sheepmeat are much less than unity. (These are reviewed by
Freebairn, 1978.)
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market prices.and the average price may be higher than the free market Price
if the level of protection in this market is sfufficiently high. However,
the effects of. severely limited market access, even in this event, is to
limit the quantity sold, to induce greater fluctuations in world market
prices and to restrict the opportunities for growth of sales.

(iv) Implications of GATT Tokyo Round: -

This Section reviews both the specific concessions obtained by New Zealand

in the Tokyo Round and the value for this country of the type of negotiating
framework which is provided by the GaATT. This assessment, and the judgment
on future directions for trade policy, can be linked in turn to the fore-
going analysis of market characteristics for items of interest to New Zealand.

The preceding Kennedy Round (completed in 1967) had failed to Produce any
lasting concessions in the whole field of agricultural trade. Tradition-
ally the GATT Rounds have focused on tariff-cutting. Although the Parties
have moved increasingly into non-tariff areas of bProtection, it cannot
reasonably be claimed that the instruments of national policy which restrict
agricultural trade have ever seriously been put up for negotiation in GATT.
All that can be said is that the problem was brought further out into the
open as a result of the Tokyo Round (whereas there was a tendency in the
earlier history of GATT to Paper over the divisions which existed).

When the Tokyo Round began the outlook was not promising for New Zealand.

The smallness of New Zealand inevitably puts it in a weak position in the
purely bilateral aspects of these negotiations. The offers which New Zealand
tables relate to its own tariff structure. Its import licensing is treated
in GATT under Article 12, Balance of Payments, and is not therefore subject
to trade negotiation. The real leverage is exerted in small groups, and
principally by the EEC, US and Japan bilateral deals. Nevertheless there

are some advantages to New Zealand in the framework érovided by GATT. It
brings the major trading partners together under the umbrella of a political
commitment to liberalise terms of world trade. It provides New Zealand with
an opportunity to team up with other exporters of temperate agricultural prod-
uce and as noted above there are times when political bPressures, e.g. in the
United States, can be used to back-up New Zealand's own objectives.

exporters, e.g. processed foods, forestry products and horticulture.
trial tariff cuts have traditionally been of little direct interest to New
Zealand manufacturers and exporters of non-farm products. Although this may
change as the pattern of trade changes, the fact remains that the tariff cuts
are of equal benefit to all our competitors. New Zealand has also used the
last two GATT negotiations to seek international arrangements on key agricult-
ural products, dairy Produce and meat. : '

After five years of intensive negotiations . the Tokyo Round produced "agree-
ments" on both dairy products and bovine meat. No doubt these will be pre-
sented as one of the concrete results but.we need to look at the detail of the
two arrangements in order to establish whether they will assist New Zealand's
trade. (The text of these Arrangements, the Codes and other aspects of the

negotiations are set out in the New Zealand Government White Paper, 1979.)
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(a) Arrangement on dairy products

This arrangement covers all dairy prod?cts. The text is gzazid Zz;iziz-
certain Qeneralities about liberalisation of wo?ld trade in .te i
ment of stability in markets. There is a commitment to mo?1 orThere
assess the world market situation for the proéucts co?cernedd. el
is an institutional arrangement - an Internatlogal Délry"Pro gcls

cil - normally to meet twice a year, which can 1d§nt1fy possible 65
remedial solutions"” when problems arise. Ther§ is a gegeralfpri;i51on
on food aid and a set of protocols which eover minimum prices or. eOf
main dairy products entering world trade. The crlFerlé fortrevziwthe
these prices include the level of support to the dairy indus ryreal
exporting countries, but the agreement does not glace ?ny more :
limitation on export subsidisation than the Prev1ous minimum price
arrangement for milk powders and anhydrous milk fat.

There is a general consultative clause which ties the reconc%llatlon of
differences between trading partners into GATT procedures, with the
usual provision for "unilateral emergency action".

(b) Arrangement on beef

This is even sketchier than the dairy arrangemen?, wiFh a? e*change.gfd
information and an "International Meat Council" in Whlch'l? is PrOVlli‘
that decisions will be taken by consensus. There‘are §1m11ar cons;.:t
ative provisions but no price or food aid clauses in this arrangement.

Although the two councils may provide a ?seful forum for NewlZeiligz;sa;;fde
diplomacy on meat and dairy products it is extremely doubtf? W en A
thing has been conceded which will be accepted as an effect%ve cotiers ol
their political freedom to restrict market access'by the mglndpar i
Tokye Round. Indeed, given the fact that QATT'flrst provide adr Sadion
useful consultative framework for difficulties in the butter trate = 22
period 1957-59 and given that New Zealand hag worked for almost ‘wgn zezter
to extend this coiexage into "true" international arrangements Wlt gust -
impact on domestic policies in the agricultural sgc?or, thg outcome gments
regarded as nugatory. The seal of GATT on the mlnlmum.prlce a;ra?gnd i
may give the agreement a slight co?tractual strength which New Zea

not previously enjoy. Even this is debatable.

New Zealand's principal aim in the Tokyo Round was to obta%n increasei access
to its main overseas markets for meat, dairy and other primary exporn:.
Bilateral negotiations therefore concentrated on Japan, the US, EEC a

Canada. The principal concessions obtained were as follows:

Beef: minimum access commitments (global) by th? US and Canéda. (léf
billion 1bs and 139.2 million 1lbs respectively.) Th}s was cor
bined with a tariff cut of minor significance and ag tncizzse in
the EEC's global quota, from 38,500 tonnes to 50,000 tonnes.

Sheegméat: Reduction in the US tariff, from 1.7 cents/lb to 0.5 cents/lb.
Also by Japan, 7.5 percent to free.
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Cheese: The EEC reinstated an access commitment for New Zealand of 9,500
tons (the trade had previously been eliminated after five years
under the transitional arrangements for British membership) . A
minimum annual import quota into the US of 17,422 tons. This is
not a significant increase in access.

There were some miscellaneous concessions of interest to New Zealand includ-
ing a reduction in the tariff on carpet yarns to the US. Although the

On balance, the outcome of the Tokyo Round adds up
of access but little in terms of new market access for New Zealand
not greatly assist the thrust towards diversification of trade and pro
which has been the aim of New Zealand's trade policies since Britain joined
the EEC.  Furthermore, it can be argued that the above concessions were due
more to the fact that New Zealand has some political leverage with each of

the main trading partners concerned, rather than to any intrinsic advantage

of the GATT as an instrument for the pursuit of New Zealand's trade interests.
Clearly when the main trading countries are working within the multilateral

framework New Zealand has no option but to join these negotiations On the

other hand, it is in the nature of any GATT round for the partners to
"hoard" their concessions until the

final package deal (and then withhold
them if other elements, over which New Zealand has no control, are unsatis-
factory) . :

duction

upon in the negotiations (approximately
one-third of all industrial tariffs) . The Parties failed to reach agreement

on the various bProposals for an international framework on agricultural trade.
This is to be pursued following the negotiations but it is unlikely that the
success will be any higher during a period when no major trade decisions are
before the policymakers, We may note too that New Zealand did not obtain

any concessions from the "newly industrialised countries", such as Korea and
Mexico, although these countries participated in the Tokyo Round. This

group is important to New Zealand's trade future as a growing potential market
for foodstuffs and materials, and the main approach is obviously intended to
be in the bilateral, rather than multilateral context.

to those of other countries, especially the industrial countri

es which should
benefit significantly from the tariff reductions.

(c) Pointers for Trade Policy -

For the immediate futute, it is clear that New Zealand should not therefore
regard GATT as a Primary avenue for.the pursuit of concessions in other
markets. With the conclusion of the Tokyo Round, there will now be a pause
of several years at the least. The .countries which are of major interest
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N Zealand in the current phase of its trade diversificaFiozﬂelggigd;ng
e | i : not all participants in .
in Asia and the Middle East, ar? : - s
tioziglgilaterai and regional thrust is thus advisable during the peri
str : :

immediately ahead.

Past experience suggests that the more New Zealand c§n move 1n:zl;r;:et:h;§:
i 'tically sensitive, the greater the economlclret?rn : °
o ters It has been shown. that the pervasive intervention by
e eipoin a ;icultural markets has affected the return on t@e productg
gove?nﬁen il exgorted by New Zealand. Although the concentraFlon of trade
tzigi;lggathise items can be justified by doctrines of comparatlvi idzan;i?e,
ﬂuture efforts will be more produitive ig tZe{hZgzcgggzztinzzigzraie eﬁiloited
tunities rather than trade obstacles. nc - ol 0
and markets established, government-to—governm?nt action il e

i i nts in whatever 'form our trading partners wi : :
iiizrizg ;iZE;Ziily mean stepping outside the G%TT framework, bu; i;swiilthe
also mean overcoming some of the limitations which that framewor
past imposed on New Zealand,



22

CHAPTER 3

RECENT CHANGES IN THE NEW ZEALAND ECONOMY
AND NEW ZEALAND TRADE

(1) Distribution of New Zealand Export Trade

Table 3.1, p.23 records the value of exXports by countries and by commodity group.

Whereas for the world economy exports equal imports of each commodity and
in the aggregate, they diverge for one country. This examination is con-
fined to exports from New Zealand. The country and commodity groups are

the same as those used in Table 2.1, p.1l for immediate comparison with the world

trade pattern. The major countries of destinations of New Zealand exports
are listed separately.

Concerning the commodity group distribution of New Zealand trade, the
outstanding feature is that it is very heavily concentrated (79 percent)
in Agricultural Products, that is food and land-based raw materials, by
comparison with the distribution of total world trade. The corresponding
bercentages for Industrial Area exports and Developing Country excluding
- Oil-Exporting Countries exports were 14 and 38 percent respectively in
1977. Indeed, there are no individual countries within the Industrial
Areas group (which includes all OECD members other than Australia and New
Zealand) and very few among the Developing Countries which have such a
high degree of concentration on exports of agricultural products. The
bercentage of exports which are Manufactures was 16 percent compared to
58 for the World, 77 bercent for Industrial Areas and 40 percent for
Developing Countries excluding the Oil-Exporting Countries.

Concerning the distribution of exports by country and groups of countries,
46 percent of exports by value are sent to the Industrial Areas and more
than one-third of total exports were exports of Agricultural Products to
the Industrial Areas. Thus, New Zealand sends a Proportion of total
exports to the Industrial Areas which is less than the average for the
world (66 percent) but, unlike the rest of the world, these exports are
Predominantly Agricultural Products.

Closer examination reveals the true uniqueness of New Zealand's trading
pattern. Grassland farming products including the processed products
derived from the outputs of grassland farming (that is dairy products,
meat and hides and skins, etc., from sheep and beef cattle, and wool)
comprised 65 percent by value of total exports in 1976/77. (In 1960/61,
which is the base year of most of the time series and analysis in this
study, they comprised 90 percent.) No other country in the worlad is

specialised to the extent of 20 percent of total exports in this
commodity group. :

This commodity group is economically significant for two reasons.
Domestically, in the long-term, there is a greater degree of substitut-
ability in production among these animal products than between these
pProducts and non-animal pProducts such as vegetables or fruits. Grassland
farmers in many areas, though by no means all, can switch among the dairy
and beef cattle and sheep which graze the grass. There are some further
possibilities of end-product substitution in the factories which Process
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TABLE 3.1

NEW ZEALAND EXPORTS BY AREAS AND COMMODITY GROUPS
YEAR ENDED JUNE 1977

($ millions)

Total
Indus- Total
United United | trial |Aus- All

Kingdom| Japan | States | Areas |tralia Countries

icultural
ggzéucts 623.4 2591 DN =964 2= T T8 2439.1

Minerals (incl.
fuels and non-

1 57
ferrous metals 0.5 118.4 0.4 1193 2.7 136

Manufactures 1553 2553 578 | 98:4 | 252.7 482.2

639.2 402.8 339.91].1381:.9i0367:2 3096.7*

SOURCE : External Trade Report and Analysis 1976 and 1977, Department
of Statistics, 1978, Table 11.

i tions 0, 1, 2 (excluding
"agricultural Products" are sec : '
NOT e Digisions 27 and 28), 4 of the Standard International Tlgde
Classification. "Minerals" are Divisiogs_2?, 28, 68 an
Section 3. "Manufactures" are all other Divisions.

2. The sub-totals for the threg commodity groups for Totaln
Industrial Areas are the sum of exports to the UK, J;ﬁ: i i
and US only and hence understate the true valuea:*,. i omh iy
value of exports to the industrial areas was in fac e .
with the bulk of the difference going to other EEC coun b

: a.
* Includes ships'stores and passenger goods produced in New Zealan
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raw milk or other animal products from grassland farms. There is much less
substitutability between grassland farming and other forms of farming and
cultivation on the areas of land used for grassland farming, with the
exception nf some products such as horticultural products in some areas.
Hence, this group of commodities largely limits the end-product substi-
tution possibilities for farmers owning grassland farms. Second, the

total world demand for the products of grassland (Table 2.3, p.14) has grown
since 1960 at a slower rate than the world demand for non-agricultural
products (Table 2.2, p.12) over the same period. Thus the real incomes of

large group of farmers is closely tied to world market demand for these
products.

These characteristics of the New Zealand commodity concentration of exports
were considerably aggravated by the geographic concentration in the sales
of our grassland farming products in the UK market. In 1960/61 sales to
the UK alone of grassland farming products accounted for 50 percent of
total exports by value. The slow growth of per capita real incomes and
population in this market coupled with the low income elasticity of demand
for these commodities yielded few opportunities for increasing the
quantities sold on this market compared to other potential markets.
Finally, the market share which New Zealand did enjoy in the UK at the

beginning of this period was subsequently reduced by the UK accession to
_the EEC in 1971.

With the relatively slow rate of growth of agricultural products in world
trade and the severe restrictions on market access for these commodities

as a group noted in Chapter 2, the specialisation upon which the New
Zealand economy had been based since the late Nineteenth Century was
peculiarly ill-suited to take advantage of' the opportunities for growth in
international trade during the long period of continued expansion of the
decades of the Sixties and Seventies. The next section examines the growth
of New Zealand exports during this period.

(ii) Growth of Export Trade and Production

Table 3.2, p.25 reports statistics of the growth of exports and production of the
commodity groups which are comparable as far as possible with those

reported in Table 2.2, p.12 for the World. The volume and quantity indices are
only available for the categories of "All Pastoral and Dairy Products" in

lieu of Agricultural Products which is more narrowly based since it

. group of grassland farming products), and for the category of "Manufactures
other than Food" which excludes some exports that are included in the
Manufactures. The period terminates in the June year 1977 because some of
the series were not available for the June 1978 year.

As with the world series the New Zealand series of the value of export
trade show an acceleration after 1971 due to the higher rate of inflation
in the world markets. In New Zealand the rate of increase in prices
(strictly unit values) was very similar for the two commodity groups,
Agricultural Products and Manufactures. The volume index is only available
on a consistent basis for the Total Commodities, It shows an average
annual rate of increase of 4.1 percent which is much below the averége for
all world commodity trade of 7.2 percent. This is the consequence of the

fact that the rate of growth of the volume of "All Pastoral and Dairy
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TABLE 3.2

TRENDS IN NEW ZEALAND EXPORTS
AND PRODUCTION, 1960-77

Average
JUNE YEARS Compound
Rate of
I Growth
1961 1963 1971 1977 1961 1971
- 77| - 77
EXPORTS
Value ($ million f.o.b.
Agricultural Products 270.4 298.9 97557 2440 .4 14.7 16.5
Minerals 0.6 0.7 qi2:27 17348
Manufactures 9.4 10.4 119.7 482 .5 42 .5 26.2
Total - all Commodities 280.4 310505 11081 3096.7 279 1857
Unit Value Indices
(1971 = 1000)
Agricultural Products 813 859 1000 2287 6.7 14.8
Manufactures n/a n/a 1000 2061 n/a 12,8
Total - all Commodities 807 850 1000 230;_ 6.8 14.9
Volume Indices
{1971 = 1000)

Agricultural Products n/a n/a 1000 1088 n/a 1.4
Manufactures n/a n/a 1000 2927 n/a 19.6
Total - all Commodities 632 702 1000 Lf - =121 4.1 352
PRODUCTION
Agricultural Products n/a n/a ERH2. = llel n/a 9_9
Manufactures n/a n/a 1251 1683 n/a 5.1
Total - all Commodities n/a n/a n/a n/a n/a n/a

SOURCES: Export statistics; Values: External Trad? Report énd An;iy:;s,
various years. Unit Value and Volume Indices: Prlcesj,E g
and Labour, Part A Prices, 1978, and Monthly Abstract o
Statistics. Production Statistics: Monthly Abstract of

Statistics.

Export statistics for unit values and volume i?dices: )
"Agricultural Products" = "All Pastoral and Dairy Products";
"Manufactures" = "Manufactures other than Food" but for

values categories are as defined in Table 3.1, p. 23, except

i i i tistics: for Agricultural
ow include Ships' Stores. Production sta :
;?ggugt:, the index ES the index of gross Agrijcultural Production.

For Manufactures, the index is the index of net production for
Division 3 of the ISIC.

NOTES :
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Products", which dominated the export bundle at the beginning of the period
S r

grew at an average rate of only 1.4 percent. Other Agricultural Products
such as non-manufactured forest Products grew more ra?idly. Maﬁufactures
grew at the annual rate of 19.6 percent which is considerably in excess of

the world average rate of 9.0 percent but the New Zealand exports grew from

a very small initial base, and some of this manufacturing output consists

of a higher level of processing of land product
' s £b
manufactures. 2 such as leather and paper

The rate of growth of Manufacturing production was less than the rate of
growth of_the volume of exports of Manufactures. This implies an
1n?rease‘1n the proportion of manufacturing output which was exported over
this period but it should be noted that the two series of exports and
production are not exactly comparable (compare Table 4.3, p.37)

These trends in the volumes and prices of the broad commodity groups show

that the New Zealand economy over this seventeen-year period did experience

slow growth with some change in the commodity composition of its exports
HoweveF,.to consider the change carefully we need to examine the exports éf
commodities at a more disaggregated level and to compute the trend rate
of growth of volume and price indices for these commodities. .

(iid) Trends in Export Prices, Quantities and Terms of Trade

Yearfto-year changes in the prices of individual commodities sold abroad
and in the value of these sales, and the average prices and aggregate
vglue-for all exports, have always been substantial in New Zealand econo-
mic history. These year-to-year changes combine two separate influences
the Frends in prices and the fluctuations around the trends. The tre:nds‘r
prov1§e 4 more precise quantitative description of long-term market
be@av1our than point-to-point growth rates. Fluctuations in the export
Qr}ces.and receipts are also important because they may have a destabil-
i1sing influence on the whole economy principally via the income effects
o? tye'consumption and investment expenditures of export producers
liquidity and the demands for higher gross money incomes of wage—e;rners
tQ compensate for the increase in the domestic prices of export commodi-
Fles. We concentrate on the*trends because of our focus on long-term
issues. §ection 5 (iv) discusses briefly the policy implications of these
fluctuations for a strategy of developing a more trade-oriented economy.

Table 3.3, p.27 reports the estimates of the trend rates of growth Per annum

in the price and volumes for nine major commodity groups. These groups
accQunted for between 67 and 90 bercent of total New Zealand exports
during the period 1960-61 to 1977-78. (The definition of these commodit
groups and the method of computation of the indices are given in Ap endzx
2) . The prices have been converted to SDR units. These conversionsP
remove the artificial jumps in the series expressed in NZ dollars which
oqcurr?d each time the exchange was adjusted. Thus, these series measure
the price changes in the overseas markets in which the New Zealand
products were sold. They are preferable to the New Zealand dollar series
reported in the previous section. To obtain an improved fit several
forms of the trend function were fitted. For the price indices, in all
groups the exponential equations(constant bercentage rate of g;owth) were
preferred. This reflects the fact that the secular inflation dominates
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these series. For the volume indices, linear equations were preferred for
the commodity groups "Butter", "Mutton and Lamb" and "Wool". This implies
that the trend rate of growth in percentage terms fell during the period.
The range of these trend rates is given in the Table. In the case of
"Cheese", the preferred parabole equation divides the total period into
two sub-periods around the peak. From 1960-61 to 1966-67 the trend was
upwards, thereafter it was downwards. This reflects primarily the exclusion
of New Zealand from the UK markets after the UK accession to the EEC.
The trends in column (3) for "Cheese" refer to these sub-periods.

TABLE 3.3

ESTIMATED TREND RATES OF GROWTH OF

COMMODITY EXPORT PRICES AND VOLUMES, 1960-61 TO 1977-78

Rates of Growth (Percent per annum)

Export

Corme At Export ?urchas- Export PrefeFred
e Price ing Volume Equation

P (1) Power (2) (3) (4)
Butter 1.6 =2.5 0.31 to’0.29 Linear
Cheese 352 -0.9 +1.1 and =2.9 Parabolic
Milk Products oy | 170 9.0 Log
Beef & Veal 32 -0.9 6.2 Log
Mutton & Lamb 4.4 053 0.77 to 0.87 Linear
Wool 1.8 -2.3 0.65 to 0.73 Linear
Hides & Skins 4.8 0.7 1.6 Log
Woodpulp 1.48 -2.3 1XG5 Log
Paper 1.4 ~2.7 8.3 Log
Averageb =
Nine Groups 3.0 -1.1 ST |

Note a. The Average is the weighted geometric mean of the
individual rates.

b. For each commodity group the export price index was deflated
by the index of prices of all imported commodities to give
an index of the purchasing power of each commodity group.
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Colu@n (1) gives the trends in the prices of these exports in terms of
?orelgn currency units. But the burchasing power of exports in terms of
imported comedities depends also on the'prices of the imported commodities
and the quéntlties traded. Column (2) gives the trend in burchasing power
of egch unit of exports for the commodity group. For six of the nine groups
a unit of exports has bought progressively fewer imports over this périodP
These include all of the grassland farming products which were important ’
at the ?eginning of the period, except "Mutton and Lamb" for which the
purchasing power changed little. Together with the slow rate of change of
export volumes for these commodities as recorded in column (3), these
trendg explain why the aggregate volume of imports has been sevérely
restricted. The rate of growth of volume of exports of "Milk Products"
"Woodpulp" and "Paper" have been much higher. Taking the nine commodit;
groups together the trends in export prices and volumes and import prices
have allowed an increase in the volumes of imports of only +4.1 percent

pertannum which compares poorly with the world average of about +7.2 per-
cent.

Th%s sl?w growth reflects the pattern of New Zealand's export specialis-
ation since world exports of agricultural products have grown slowly

In the future, if the rate of growth of world trade of these traditiénal
expo?t commodities continues to be relatively slow, there are only three
possible ways New Zealand can escape the constraint of low growth in the
tra@e sector. It might be able to increase its market share for these
agrlgultural exports or it might concentrate on particular commodities
within these commodity groups with a higher—than—average rate of growth
Bth of these strategies cannot, by definition, succeed for all countriés
which export these commodities. Furthermore, - the severely restricted
access for New Zealand to major world markets limits the prospects for
grgater volume of sales for many commodities and depresses the average
prices, as noted in Chapter 2. The third, and in our view more promising
alternative is to diversify into the export of products with higher-thani
average rates of growth of world demand and trade.

a——mwe-
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CHAPTER 4

STRUCTURAL CHANGE IN THE ECONOMY

Discussions of structural adjustment problems and the design of policies

to deal with these problems emerged inthe developed countries during the
late Sixties and early Sevenities. In neighbouring Australia a fairly
intense debate on problems of structural change occurred in the mid-
Seventies (see Green Paper on Policies for Development of Manufacturing
Industry, 1975; Industries Assistance Commission, 1976, 1977, a, b, and

c; Kasper and Parry, 1978) and a special Study Group on Structural Adjust-
ment reported to the Commonwealth Government in 1979.

In relation to other developed countries, there has been much less dis-
cussion in New Zealand and what little discussion has taken place has
concentrated on the structural problems relating to the series of large
deficits in the balance of payments (for example, OECD, 1977 and 1979;
Preston, 1978; Maughan and Ward, 1978), or the rising unemployment rate
(New Zealand Planning Council, 1978, pp. 54-55). These problems are
important and urgent. There is also a persistent long-term problem of
slow growth of input productivity and real national output. Moreover,
the balance of payments problem is a manifestation of an underlying
national expenditure disequilibrium which arises fundamentally because the
New Zealand aspirations for higher levels of consumption of private and
public goods cannot be satisfied from the recent levels of output (see
Appendix 1) . The recent growth of unemployment may also have been
aggravated by these long-term problems. This chapter is concerned with
long-term structural changes in the economy but it touches on the related
short-term problems.

(i) The Nature and Significance of Structural Change

While the definition of structural change has not been a matter of great
debate a careful definition will help to set up appropriate measures of
past change and to understand more clearly the problems and alternative
policies to deal with them. Structural change could be interpreted to
encompass all changes in the structure of the economy. This. concept seems
too broad as it includes changes in the structure of the demand for the
outputs of the economy and of other countries as well as the changes in the
structure of the outputs and inputs of the domestic economy. The concern
with structural problems is typically with problems of shifting resources
from the production of one product to another, of shifting their location
of production, of employers changing employees, of changes in the market
shares of domestic producers. We shall consider only changes in the pro-
duction sector of the economy, recognising that some of these changes are
induced by changes in domestic and overseas demand for the outputs of
domestic industries. Structural change is equated to changes in the long-
term allocation of productive resources among production activities of the
economy . (A more formal definition and problems of measuring structural
change are considered in Appendix 3.) These resources are the primary
resources of the economy, its labour and capital stocks and its natural
endowments.
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These structural changes are eguivalent to mobility of resources. There
are three basic dimensions of mobility of resources among activities:
inter-occupational, inter-employer, and inter-locational mobility. This
definition includes both the movement of existing stocks and of new
additions to the stocks of capital and labour. The latter is important as
entrants into the labour force and newly-created capital tend to be more
mobile between activities and account for a large part of the changes in the
allocation of all resources.

Unemployment of labour and capital due to cyclical or other short-term
fluctuations in demand is excluded from these changes as we focus on long-
term changes. However, "structural unemployment”" due to shifts in the
demand for labour between locations or occupations or employers is an aspect
of long-term structural change.

This simple but general definition has some important implications. It
implies that one should be concerned with adjustments in all industries and
all employments of the national economy . Any restrictions to, say, the
manufacturing sector or the export sector discriminate in favour of the
chosen group. From the point of view of the national economy, limited
commodity or industrial coverage of structural adjustment measures means
that opportunities for improving the allocation and efficiency of resource
use in other areas of the econony may be overlooked. All activities com-
pete for the use of national resources and the benefits and costs of main-
taining some resources in their current employments or of moving them to

other activities can be assessed only by considering all alternative
activities,

A second implication is that one is concerned with all causes of structural
change. It is useful to distinguish between structural changes which
originate because of changes in the private sector's demand and supply of

_ goods and those which originate in changes in government interventions in

the markets of goods (on grounds other than structural change). The New
Zealand government intervenes directly by means of controls on Pprices,
foreign exchange transactions, and the licensing of imports and many
business operations, and indirectly via taxes on commodities and incomes.
Each government intervention changes the relative profitability of different
activities in the economy and any changes in these interventions is itself

a cause of structural changes. If the New Zealand government were, for
example, to change substantially policies relating to the exchange rate or
import licensing or export controls or price controls, it would affect sub-
stantially the profitability of numerous New Zealand producers.

In the debates concerning structural adjustment policies in other countries
it has sometimes been argued that adjustment assistance should be confined
to those problems which are "caused" by a reduction in government assistance
to some producers or to some industry, such as those which would follow a
liberalisation of import licensing in New Zealand. For example, in the US
two of the first brogrammes to provide assistance to industries or producers
specifically designed to cope with structural change were the US Trade
Expansion Act of 1962 and the US-Canada Automotive Agreement and both of
these were concerned exclusively with the effects of multilateral and bi-
lateral reductions respectively in tariffs. In Australia, the Structural
Adjustment Assistance programme introduced in 1974 was the first to provide
structural adjustment assistance to manufacturing producers and payments
under it were confined to producers adversely affected by the 1973 across-
the-board tariff cut and reductions in tariffs on consumer electronic equip-
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ment and other goods, apart from the minor exceptions relating to the
Cessation of Free Milk to Schoolchildren and the Removal of Sales Tax
Exemption on Aerated Waters. In a country such as New Zgala?d w@ere ?he
level of government direction and intervention in product%on is hlgh,.lt
is likely that some of the first calls for "structural adjustment assist-
ance" will come from industries or producers from whom high levels of
government assistance are withdrawn.

Similarly, it has been argued in other countries, as it will no doubt be
argued in New Zealand, that the current problems of some group of producers
or employees is due to some particular event in the prlvatg §ect0r. The
favourite alleged cause of domestic difficulties is competition f?om
foreign suppliers, especially "low-cost" or "subsidised" or "unfair" com-
petition. If government knew the cause of some producers' structural
adjustment problems it might be tempted to try to control the rate of
structural change by controlling the causal factor.

These views imply that it is possible to isolate the factors which have
caused adjustment problems. It is possible, in some instances at least,
to say that the adjustments made by a group of producers‘mgy have been
precipitated by some change in the demand for the commodities they pro@uce
or because of a dramatic increase in the price of essential raw materials
or of the labour they employ. Yet, it is the total or cumulative effect
of a myriad of changes which determines a firm's ability to compete and to
employ labour and purchase other inputs. The prices of the proéucts they
sell and the inputs they buy are changing continually, almost daily, for
every producer and rarely will any single factor, such as the withdFawal
of some item of government support or increase in the cost of some input,
be solely responsible for the sacking of workers or the demise of some
plant or a company failure. Most firms, even small businesses, are

quite highly diversified in that they produce a range of products and they
continually adjust this product range to counter the vicissitudes of the
market for individual products. Indeed, the closure of some part of a
firm's operations which causes loss of job opportunities for some emplgyees
or the necessity to move in order to take another job in another location
is itself a vital part of the way in which producers adjust to market
changes in order to survive and remain profitable. Conversely, many
cha'nges create opportunities for employment and profit.

Empirical studies in other countries have verified that it is diff%cult to
ascribe the problems of particular industries or producers to particular
"causes". In Australia the debate has centred on the importance of the
1973 tariff cut as a cause of structural adjustment difficulties in the
manufacturing sector. Manufacturers and manufacturers' associations
claimed that this was the principal cause of the loss in employment in the
manufacturing sector after 1973. However, investigations by economists
have found that other factors were more important; in particular, the re-
valuations of 1972 and 1973, the sudden increases in female wage

rates in 1973 and 1974 and the growing unemployment after 1974 due
primarily to world recession were more important (see Dixon, Parme?ter and
Sutton, 1978 and Gregory, 1978). An unfortunate conjunction of circum-
stances, not a single cause, was responsible for the collective problem.

What of the effects of structural changes? These are conceived popularly
as the loss of jobs or company profits or the necessity for employees to
change jobs and companies to change their product mix and/or the location
of broduction, etc. More generally, each change in the production
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structure changes the real incomes of households which supply labour
services or own shares or interests in the capital of business enterprises
and, by affecting future incomes, it changes the capital values of product-
ive assets. It may also increase job insecurity and the Psychic cost of
job changes. Although attention is commonly concentrated on the problems
of those who lose jobs or incomes, it is important to appreciate that in
every instance of structural change (other than those in which an adverse
shock is imposed from outside the eéconomy, such as an earthquake or decline
in the terms of trade) some households benefit while some lose. Thus an
increase in the market share of imports for some group of commodities (for
whatever reason(s)) will result in a loss of jobs and incomes for

Producers and retailers of the domestic substitutes while it lowers the
market prices which consumers would have to pay and thereby increases the
real incomes of the consumers. Conflict between groups of income-earners
is an inherent part of the effects of structural change.

Structural change is not itself a "good" or a "bad", that is, it is not an
objective of economic policy-making which should be pursued or discouraged.
One is concerned with changes in the production structure of the economy
because of the effects which they have on the levels and distribution of
real household incomes. Or, to put it in terms of the more conventional
objectives of economic policy, one is concerned with the effects of
structural change on the objectives of the growth of real incomes, income
distribution, and full employment.

The relationships between structural change on the one hand and these object-
ives on the other are not simple. It is argued in this study that an

average real incomes in the economy . But it is not a sufficient condition.
An increase in structural change does not ensure higher real incomes. The
relationship between structural change in the economy and the distribution
of real income will differ from one instance to another. There is
Probably little that one can say about the pattern of these effects except
that the losses and gains in income which fall directly upon the owners of
capital and the suppliers of labour in the activities affected will in many
cases be concentrated on fewer households than the benefits in the form of
lower consumer prices or new products.

The relationship between structural change and unemployment is problematical
and has received less empirical attention. First, the amount of current
"structural"” unemployment, that is, unemployment which is due to changes in
the structure of production such as the introduction of labour-saving
technologies, is uncertain ang easily exaggerated. One must consider the
effect on the total demand for labour. This includes the indirect demand
for labour in the industries which supply

ment as well as the direct effect on the labour displaced because much
technological change is capital-embodied.

demand for inputs. It is possible that the increase in the quantity of

output may more than compensate for the reduction in direct labour input per
unit of output and thus lead to an increase in labour demands.

broportion of those losing jobs involuntarily who are able to find other
jobs. However, the level of "non-structural® unemployment may be related
to the rate of structural change. 1In New Zealand and Australia the
observed increase in unemployment rates have been considerably higher than
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To discuss further problems of structural change we need some knowledge
the rates and patterns of this structural change.
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GROSS DOMESTIC PRODUCT AND EMPLOYMENT BY SECTOR - NEW ZEALAND
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they reveal clearly, in terms of both output and employment, the relative
decline of the Rural sector and the rise of the Services sector. These
basic trends have been common to all developed countries (see Australian
Industries Assistance Commission, 1976, Tables 2.1 and 2.2 and the Economic
Commission for Europe, 1978). The share of Manufacturing has been roughly
constant in New Zealand. While these shifts are undoubtedly important, we
need to examine the trends at a more disaggregated level since there may be
considerable and significant changes in the composition of output and employ-
ment within these sectors. We need also to remove the effects of differ-
ential rates of increase in the prices of outputs during periods of

inflation.

Variation among industry rates of change of output and employment in any

economy indicates change in the structure of the economy. The greater

this variation among rates of change the greater the structural change.

Appendix Tables A.5.1. p.116 and A.5.3. p.118 record the average annual compound
rates of growth of nine industries of gross output in constant prices and emp-
loyment in New Zealand and other OECD countries. In all countries the structure
of the economies has changed considerably. The rate of change of this
structure is measured in terms of the standard deviation among these

average rates of growth for industries, following the Australian IAC.
(Alternative measures of structural change are considered in Appendix 3.)
Considering all countries, one general feature is that the structural

change tends to be approximately the same on average for output as for
employment. However, in the case of New Zealand, the rate of structural

change is much less in terms of employment.

Comparing the New Zealand rates of change with those of other OECD countries
one sees that the rates of structural change in terms of employment for all
industries are considerably less than that for all individual countries

and well below the average (1.5 compared to 2.5) of those developed
countries for which statistics are available. However, the New Zealand
rate of change of real output is only slightly below the OECD average.

In Appendix Tables A.5.2. p.117 and A.5.4.p.119 the same measures of structural
change are reported for the manufacturing sector industries only of New Zealand
and the OECD countries. The rate of structural change in New Zealand in
terms of output is significantly less than the OECD average but the rate

of change of the structure of employment within the New Zealand manufactur-

ing sector is above the OECD average.

Table 4.2 p. 36 also shows that for this period New Zealand had the second lowest
rate of growth of real Gross Domestic Product and the lowest rate of growth

of all OECD countries over this period of Gross Domestic Product per capita.

This association of low rates of structural change in terms of national employ-
ment and output in the manufacturing sector with relatively low rates of

growth of real output in New Zealand is consistent with the finding for all
countries that the rates of structural change and of real output are posi-
tively correlated (see IAC, 1978a). But this association does not hold

for the two other series.

The distribution of exports by industry in 1962/3, 1972/3 and 1975/6 are
reported in Appendix Table A.5.6. p..121. We have already commented on the distri-

bution of exports by commodity group in Chapter .3. The most relevant aspect
of exports by industry is the percentage of output of each industry which is
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TABLE 4.3
TABLE 4.2

EXPORTS AS A PERCENTAGE
OF GROSS OUTPUT

STRUCTURAL CHANGE AND GROWTH :
SELECTED COUNTRIES, 1963 to 1973

(percent)
1962/63 | 1972/73 | 1975/76
Structural change as
\ IR s sl
COUNTRY grow?h rates Rl 23.7 19_2 iz.:
ooe” i capita Produce® | Emeloyment 5 PO 2 Ao j::s 1.5
cppP S P Forestry and Logging i
Mining and Quarrying 0.0 6.5 14.2
New Zealand 3.9 1.6 2.2 2.3 1.5 Manﬁfacturing 18.5 20.9 16.9
Australia 5.2 1.9 3.3 2,2 2:0 Féod, Beverages, Tobacco 42.1 48l 250
Belgium 54X 0.5 4.6 2.9 2.7 Textiles, Clothing, Leather 1.3 20 B
' Canada 5.6 176 3l 3 ssiie 2.5 Wood and Wood Products 1.4 4.7 434
Denmark 4.7 0.7 4.0 2:3 n/a Paper, Printing i g8 e
Finland 5.3 0.3 5.0 2.6 n/a Chemicals, Petroleum 2.5 g =9
France 557 0.9 4.8 n/a 23,7 Non-Metallic Mineral Products o2 2.1 1.5
Germany FR 4.7 40,08 3.9 2,0 242 Basic Metal ) 0.3 4.1 5.2
Greece 757 0.5 R | 4.0 n/a Fabricated Metal Products) 7 0.8
Italy 4.7 0.8 3.9 2.2 2.8 OEReE SicnuFattlcing ol i 5.6
Japan® 10.2 : g | 9.1 n/a 3.8 Services e - 0:0
Netherlands 5.5 1.2 4.3 n/a 3.0 ' Electricity, Gas, Water L z.z - 0.0
Norway 4.7 0.8 3.9 n/a 2.8 Construction v 7-5 5.9
Portugal 6.1 -0.6 7.4 4.2 n/a Trade S.Z 22:6 28.5
Sweden 3.8 0.7 - A 2.2 n/a TEanspoxt o s 0.0
UK K 0.4 2.5 ) 1.9 Communication o 2.6 8.4
Usa 4.4 Tl 3.3 1.6 2.0 Ffbuce; Dusincad SRR pes o 1 4-4 6.9
All Countries®| 5.3 0.8 4.9 2.5 2.5 | 3 g A 1i.z 12:6 10.8
Total : :
A Rates of growth were calculated as the simple annual average change !
between base and final years. I
B At constant 1970 prices. i .
¢ Dpata relates to the period 1962 to 1972 except for the standard devi- Source: Sarati: MoxGanHinpablples £ACN
ations for employment which relate to the period 1963 to 1973.
d The All Country Average is the unweighted average,

Source: Table A.5.1. p. 116 a.5.3. p-118 ang Australian Industrjes
Assistance Commission'(lQ??a, Table 2.3).
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exported and changes in this bercentage over time.
these percentages for the same industry groups and periods as used in

Tables 4.1,p. 34 and 4.2, p. 36 from consistent time series of these outputs, which
were kindly supplied to us by Gareth Morgan. . They show that for all sectors in

the economy the proportion of national output which was exported increased

from 11.6 to 12.6 percent over the period 1962/3 to 1972/3 but declined to

10.8 percent over the last period from 1972/3 to 1975/6. The average

percentage for all industries was less in 1975/6 than thirteen years

previously. That is, the economy has become less export-oriented during

a period of rapid growth of world trade and increase in the export orient-
ation of the world economy (recall Chapter 2).

Table 4.3, p.37

This decline in export orientation over the period 1962/3 to 1975/6 applies
to both the Rural sector and the Manufacturing sector,

the two sectors
which account for the bulk of exports of goods and services. The propor-
tion rose

in several Manufacturing industries but these increases were more
than offset

by the fall in the Proportion of exports of "Food, Beverages and
Tobacco", However, this is mainl

y a fall in the exports and the production
of processed meat products, and in Wood and Wood Products as a proportion of
output.

Total exports in any period may be distributed by firms in place of the dis-
tribution by industry. The purpose of this distribution is to examine
inter-firm differences in the export orientation of their outputs. Table 4.4,
P. 39 gives a distribution of ‘exports from the Manufacturing sector in 1974/5
by firm size (as measured by the value of export sales). This shows that
almost 50 percent of the firms covered sold less than 10 percent of their
total sales in overseas markets and two-thirds sold less than 15 percent in
overseas markets. On the average each of these manufacturing firms sold
less than $1 million overseas. One would like to test whether there is any
relationship between firm size, as measured by value of output, and export-
ing. Unfortunately, the data are not available for firms of different size
as measured by value of output (sales) . One should also allow for the

differences in export pProportions among industries and for the sizes of non-
exporters who were not included in the sample. Data is not available for
individual industries. We can not, therefore, test the effects of firm
size on exporting for all firms. Yet, we can still observe two features
of this distribution. There is, from Table 4.4,
the export orientation of firms.

firms which export more than $% mil
measured by the proportion of total

P. 39, considerable variation in
And there is a clear tendency for the

lion to be more export-oriented as
sales exported than other firms.

Another distribution of national output and national employment which has
economic and social significance is the distribution by region.
istical series are available by region for the national output.
_gives a regional breakdown of the national employment.
is between the North and South Island

because of transport barriers. Over this period the employment has been

shifting continuously from the South to the North Island. The total employ-
ment in the two islands is then disaggregated into the Upper and Lower parts
of the North Island, and in the Sou

th Island into Christchurch district and
the Rest of the South Island. These divisions represent areas which have
distinct economic characteristic

S, including different growth patterns over
this period. This is verified in the Table. The Rest of the South Island

No stat-
Table 4.5
The. first division
s which is obviously significant
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TABLE 4.4
NEW ZEALAND MANUFACTURING EXPORTERS

BY TOTAL EXPORT SALES, AND RATIO OF
EXPORT SALES TO TOTAL SALES,1974/75

i i i h Category.
1 cross-classification Showing Number of Firms in Eac g

E Export Sales ($ thousand)
Ratio Ex-
e s t 500 to Above
100 to 300 to
%0 TOtalt) Uiggr 300 . 500 1,000 $lm Total
per cen
37
2 1!
Under 5 10 ig g ; : 32
10 5 ¥ :
lg tg 15 2 14 i g ; =
15 to 20 i 3 : 3 5 &
20 to 30 3 g : S g lg
30 to 40 1 2 ;
40 to 60 3 3 1 ;
60 to 95 1 : -
95 to 100 -
Total 21 6l 26 18 22

f Firms in
2 Cross-Classification Showing Value of Export Sales o
Each Category.

Average
Export Sales ($ thousand) et
port sals Sales
P ' 500 to Above e
t 300 to Total P
to Total Under | 100 to S + abg 4 ot
(per cent) 100 300 ’
26 233
d 5 660 2,813 2,505 1,218 l,ggg 12,241 55
i 0 375 2,537 3,221 2,746 3% % 15,956 o
B 162 24211 1,354 1,943 10,28 ,529 fe
e 98 ,637 402 1,416 16,976 137 1,252
. 277 1.,1:39 712 698 15,958 18,723 1,021
i ’751 1::E2%5 1,484 9,907 13,2 3,631
g 487 320 803 31,068 32,678 1,092
bt T 1,406 2,183 ,930
o) 559 15,160 15,719 3
95 to 100
3 901
Total 1,572 [10,575 9,645 | 11,644 99,847 | 133,28
O (]
Average :
gxgzrt 75 173 371 647 4,538 90
ales
per Firm
($000)

: ic Research.

: land Institute of Economil . <tics from the
e NThe: 2:23 were extracted by the Department of Statisti
Notes:

Man i ent of the
1974/75 ufacturing Census returggdfizz zgngggéand s
rms i ters di
i reporting. Some export d "
5; respoﬁdents in this table is self selecte
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cxperienced a rate of growth of employment which was slightly lower than
that of Christchurch, which was distinctly lower than that of the Rest of
‘TABLE 4.5 ' the North Island, which in turn was distinctly lower than that of the
Northern North Island area. This last area has been the main growth area
REGIONAL DISTRIBUTION OF of the economy, as is well known.

NEW ZEALAND EMPLOYMENT

While it is not possible to compare these measurements of regional struct-
ural change with those of other countries, they indicate a substantial

Annual change in terms of the regional distribution of jobs. These broad regions
AREA ; 1963 1973 1978 ?§g§t2° also mask even more rapid shifts among individual cities, towns, and town-
; 1978 ships, with some experiencing rates of growth much in excess of those for
the Upper North Island as a whole and some experiencing zero or negative
i rates of growth. These substantial shifts in tl.e regional distribution of
Upper North Island 274,232 382,106 426,741 3.0% employment are one of the notable features of the pattern of structural
40% 44% 46% change in New Zealand.
Lower North Island 210,186 257,302 269,350 1.7% The changes in the distributions of national output and employment which
31% 29% 29%. have been examined above measure only a portion of the significant struct-

ural changes which occur over time in the economy. Many of the important
changes occur within industries and even within activities and individual

F bn production plants. For example, changes in the mix of skills employed by
Total North Island 484,418 | 639,408 696,091 2.5% producers in some activities or changes in the market shares of firms within
71% 73% 74% an industry imply changes in the demand for primary resources and cause

employees to adjust by moving to other occupations, locations, or firms.
Some owners of labour and capital may not adjust readily and may become
unemployed or suffer a substantial reduction in income. Because of limit-

Christchurch 87,458 107,566 106,402 1.3% ations of time and data we were able to look at only a few aspects of
13% 12% 11% micro-economic structural change.
Rest of South Island 112,128 125,993 134,231 1.2% Perhaps the single most important aspect ofiproduction within activities from
: 16% 14% 14% i the point of view of structural change are the changes in input proportions
} which result from changes in relative input prices, technological change and
other causes. One basic summary measure of these is the physical capital-
labour ratio in activities. Unfortunately, there are no consistent time
Total South Island 199,586 233,559 240,633 1.3% series for these ratios in New Zealand, even for industry groups of activi-
29% 27% 26% ties. Table 4.6r p.42 records the distribution of total private and government
sector gross capital formation and total private sector gross capital form-
ation, by industry, in 1971/2 and 1976/7. Between these two particular
vears the two significant shifts were the decrease in the proportion of
Total New Zealand 684,004 872,967 936,725 2.1% gross capital formation which occurred in the private sector, and the growth
100% 100% 100% : in the share of the total capital formation accounted for by Mining, at the

ex

pense of both the Rural and Manufacturing sectors (but the distribution
among industries of capital expenditures is scmewhat affected by the timing
Source: Department of Labour. Surveyed Labour Force (males and of large capital projects).
females) . Full Time employees and working proprietors, in
all surveyed industries. These exclude agriculture, hunting
fishing, waterfront work, seagoing work and domestic services
in private households.

Another significant development in recent years is the increase in female
employment. As shown in Table 4.7, p.43 there has been a steady increase in
female employment as a proportion of the national total and in each of the
sectors since 1960. The increase is most marked in the Services sector.
iese trends reflect an increase in female labour force participation rates
which is common to most developed countries over this period. Because of
differences between the female and male sub-populations in terms of their

age distributions, skill mix and other work characteristics, this shift has
Ccaused significant adjustments in the labour markets.

Notes: l. Upper North Island is the Employment districts of
, Whangarei, Auckland, Manukau, Hamilton, Tauranga and
Rotorua.

2. The figures for April and October of each year have been
averaged to reduce the seasonal variation in the series.
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TABLE 4.7
TABLE 4.6
Vi PARTICIPATION IN THE
DISTRIBUTION OF GROSS FIXED CAPITAL FORMATION FE;QE?UR FORCE, by SECTOR
1971/72 and 1976/77
As a Percentage Percentage put in
of the Total place by the :
private sector PERCENTAGE FEMALE
bc
1971772 1 1976/77 | 1971/72 | 1976/77 S 15902 1971°° | 1977
Rural 10.8 79 93 93
Rural & Mining 7.5 11.5 1270 16.3
Mini . 2 4
- -0 3 ] > 3 Manufacturing 23,5 24,1 26.0 272l
Manufacturing 161 12.4 99 98 b i 30.2 35.0 47.7 49 .2
Food, Beverages etc. 4.5 3.7 98 100 3974
; : : ¢ 28.8 29.2 .
Textiles, Clothing etc. 1.1 0 &7 93 100 1 TOTAL SR
Wood & Wood Products 0.6 0.9 88 97
Paper, Printing 1.8 1.6 100 98
Chemicals, Petroleum T4 1.4 100 100 drg trade Estimated distribution of the Labour Force,
Non-Metallic Mineral Yearbook 1971, p. 907, NZGP.
Products 0.6 1.0 100 100
Basic Metal 4.4 Izl 100 100
b : i ibution of Total Labour Force,
i Source: Estimated Distri e
Fabricated Metal Products 1.9 119 %26 89 Table 14, Monthly Abstract of Statistics,
Other Manufacturing 0.1 0.1 100 100 Department of Statistics, NZGP.
Services 725 74.5 53 55
Market Services 55.8 61.1 68 68 € april.
Non-market Services 16.7 13.4 9 13
TOTAL 100 100 66 63
NOTE: The figures for 1960 and 1970 are compiled on

a different basis to those for 1971 and 1977
and are not directly comparable.

Source: NZSNA 1971/72 - 1976/77. Supplement to the November 1978
Monthly Abstract of Statisties.
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In summary, structural change in the New Zealand economy may have occurred
at a lower rate than in other developed countries but the empirical evid-
ence is contradictory. Yet, there have been a number of substantial
changes in the distribution of national output and employment and in demand
for primary resources in economic activities. Note that there is nothing
in the measures of change themselves which indicates that the changes have
been beneficial or harmful in terms of assisting the growth of output or

posing undesirable adjustment problems, or that the pattern of change which
did occur was optimal for the country.

(iii) Limitations of Structural Change Policies in New Zealand

There are no programmes operating in New Zealand, either for particular
industries or for the economy as a whole, which have been specifically des-
ignated as "structural adjustment" programmes ., * One scheme which seems to
follow the structural adjustment assistance policies common in other
countries is the Regional Development programme, This programme was
designed in part to encourage the development of industry in certain pri-
ority regions which have experienced less than the average level of economic
growth. Other programmes which were set up to foster industrial develop-
ment, technology development and manpower deployment do contain elements of
what in other countries and in the OECD are commonly regarded as structural
adjustment assistance policies. However, these structural adjustment com-
ponents seem small and seem not to have been pursued with any vigour.

It is difficult to assess the pPrecise extent of structural adjustment poli-

cies in New Zealand for two reasons. First, there is no Government Depart-—
nent or advisory body which has responsibility for overseeing all programmes
which might be classified as structural adjustment Programmes . Hence we

shall make only general qualitative comments about the pattern of policies
related to structural adjustment.

The second difficulty is that there is no universal agreement on what con-
stitutes structural adjustment policies. From the definition of structural
change as changes in the long-term allocation of domestic resources among
production activities, structural adjustment assistance could be taken to
mean any assistance from the government to producers or suppliers of labour
and capital which promotes structural change . However, this usage is too

comprehensive. All government assistance is intended to and does change
resource allocation in some way.

* The "structural change" policies announced in the 1975 Budget (1975, PP-
7-8) have lapsed. This Budget announced: "It is now widely accepted
that Government should actively assist industry in coping with structural
change ... measures to be introduced to assist firms with structural
adjustment include compensation grants for redundant capital equipment
and consultancy service grants. The Department of Scientific and
Industrial Research and the Productivity Centre will help firms with the
technical and other requirements of a rationalisation Programme . As
part of a structural adjustment programme the Development Finance Corp-
oration will provide loans for firm restructuring their activities in
line with the results of the industry studies". This could have been
the start of a comprehensive structural adjustment Programme, though the
measures were severely qualified by the condition: "The required changes
will necessarily take place gradually and will be carried out in an

environment of adequate Protection for the adapting industries" (p.8)..
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The distinguishing feature of structural a@justmegt policy is that it

changes resource allocation as a means of increasing the ggg;egatf.producF—
ion and consumption. This is equivalent to what the OECD calls industrial
adaptation policies".¥ It includes assistance designed to.lncrease res9che
productivity by such means as technology development. It includes subsidies
to resource movements such as subsidies on the relocation of plantloF house-
hold removal expenses associated with job changes and labour reFralnlng. It
includes payments to employees or firms to compensate them for income losses
resulting from some structural change. All of these are commonly regarded
as structural adjustment assistance. There are grey areas. For e¥ample,
job creation schemes and job placement services combine placements in the
labour force as a short-term stabilisation measure with some st?uctural
change. There is a skill promotion component in the job creation schemes
and the job placement in part assists the relocation in the labour force of
persons whose previous jobs were affected by structural change.

The problematic area concerns changes in government assistance, such as ex-
port development subsidies, which are designe