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REPORT OF THE COMMITTEE ON BALANCE-OF-PAYMENTS RESTRICTIONS
ON THE CONSULTATION UNDER ARTICLE XII:%(b)
WITH NEW ZEALAND

1. In accordance with its terms of reference, the Committee conducted the
consultation with New Zealand under paragreph %4(b) of A-ticle XII. The Committee
had before it the following documents: (a) a basic document for the consultation
(80P/50); (b) the Executive Board Decision taken at the conclusion of ithe
International Monetary Fund's consultation with New Zealand in Mzy 1965 (&nnex I
hereto); (e) background material provided by the Intermationzl Menetary Fund,
including a paper on recent econcmic develcoments in New Zealarnd, dated

8 Cctober 1965; ané (d) the New Zealand licensing schedule for the year 1965-66
(L/2142). . :

2. In conducting the consultation, the Commititee followed the plan for such
consultations recommended by the CONTRACTING PARTIES (BISD, Seventh Supplement,
pages O7 and 98). The consuitation was completed on 26 Cetober 1965. This
resort summarizes the meain points of the discussion.,

L C

Consultizticn with the Internationzal Monctary Fund

S Pursuant tc the provisions of Articie XV of the General Agreement, the
CONTRACTING PARTIES had invited the International Monetary Fund to coasult with
them in comnexion with the consuitation with New Zezland. In accecerdance with the
agreed procedure, the representztive of the Fund was invited to mzke z statement
supplementing the Fund's documentaticn concerning the position of New Zealand.
The statcment was as follows: - ‘

ot

PARTI=S the Executive Board dscision and background material
consiitation with New Zealznd undsr Article XIV of the Fund Agreerxent. The
Tuné has aiso provided 2 suppiementary pspsr dated Octobor 8, 1965 to supdly

background informetion on recent developments.

"The Internationzl Monetary Fund has itransmitted to the CONTRACTI)
o 3

.-

]

"
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"With respect 1o Part I of the Pian for Consuliations, relating to
balance of payments oesition and prospects Pa
relating to sysitem and methods of the restrictions, the Rund invi
attention of the CONTRACTING PARTIES e the Ixac
Mey 19, 1665, teken =zt the conclusicon of it

New Zealand, and particulariy to paregrephn S which rezds as folijiows
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*The Fund welcomes the steps taken to liberalize restrictions,
including the recent relaxation of restrictions on imports for 1965/66.
The remaining restrictions, however, still cover a large part of trade
and payments. The New Zcaland authorities have stated that restrictions
are meintained on balance of payments grounds. The Fund recognizes that
the balance of payments and reserve positions prevent the immediate
removal of réstriétisns but believe “that continued reiiance on them has
adverse effects on the alloeation of rescurces and on industriel
efficiency. The Fund believes that New Zezlend should follow policies
designed to strengthen the balance of payments position and thus provide
the basis for a progressive reduction in restrictions.”*
Since that time there has been a continuing deterioration in the reserve
position. On September 15, 1965 net overscas asscets of the banking system,
at &NZ64 million, were £NZ25 million below mid-September 106%4. The general
level of restrictions of New Zealand does not g0 beyond the extent necessary
at the present time tc stcp a sericus decline in its monctary reserves.

"With respect to Part IT of the Plan for Consultations, relating to
ternative measures tc restore equilibrium, the Fund invites attention to the
decision taken at the conclusiocn of its last Article XIV consultation with
New Zealand. The Fund has no additional measures to suggest at this time."

Opening statement by the representative of New Zealand

4. In his opening statement, the full text of which is contained in Annex ITI to
this report,the representative of New Zealand pointed cut that since the Committee
consulted with New Zealand in November 1964 there had been an adverse chenge in the
country’s balance of payments. Expcrt earnings hac¢ shown a sharp drop while

the imports had continued at a high level. The lower level of export earnings and
the consequent strain on the net overseas assets of the banking system had continued
throughout 1965. Thoese developments refiected the highly vulnerable nature of

New Zealand's export trade.

S. After an export income of NZ£387 million in the previous year, export earnings
in the year tc June 1965 dropped NZ£15 million or 4 per cent, to NZE3T2 million.
Over the same period, veymenits for imporis increased by 5 per cent after a2 record
increase of 18 per cent in the previocus year. The strong character of that rising
trend was even more evident in the payment figures for the third quarter of 1065
wnich had been running 2t an annuzl rate of orocund NZEH0 milliicn higher then: a
year ezrlier. Also of ccncern tc his Government was the steadily growing net
deficit on current invisibie transactions which had increazsed by NZ£6.1 miliion
in the year 1964/65. For the year ended June 1965, New Zealand had incurred 2
defiecit of NZ£27.1 million on 211 current transactions, following a surplus in the
orevious year of NZ£2 miiiicn. Over the past cight years New Zealand had berrowed
externally or drawn upon reserves ic the extent of NZEI140 million - or 2t an
average rate of Nz£i8 miliion 2 year.
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6. At 1 September 1965 the net overseas assets had amounted to NZ£66.6 million,
23.4 million lower than the same time one year earlier. In view of the
fluctuations in prices for New Zealand's export produce and the seasonal pattern
of its trade, it was necessary for New Zealand to maintain a relatively high level
of overseas reserves. The present level was ccnsidered unsatisfactory. The'
Government was nevertheless determined to avoid resorting te the introduction of
new import restrictions and had announced that it intended to make a formal
request for New Zealand's first drawing from the International Monetary Fund to
support the balance of payments.

Te It would appeax that the prices for New Zealand's main export products were
unlikely to change substantially during the coming year and that New Zealand's
total export earnings would show a small rise zbove the 1964/65 level. Wool
production was expecied to increase by approximately 4 per cent and 'a smell rise
was forecast for the average price for 1965/66. With the prospect of meat prices
continuing at the present level and inecreased production, meat export receipts
should show a slight rise for the 1965/66 season. Production of butter and cheese
should increase in the coming season but prices were unlikely to reach the previous
season's average. No significant veriation was therefore toc be expected in expcrt
receipts for dairy produce in 1965/66. Although every effort was being made to
diversify New Zealand's export markets by secking out opportunities to sell in
other parts of the world, the main Geterminant of New Zealand's zbility to expand
its export receipts will be the level of economic ‘activity, and access permitted
to the markets, in the industrial countries. '

8. His Covernment had aimed during 1965 to reduce internzl demand in order to
counteract inflationary pressures and ensure a steady rate of economic growth.

t recognized the importance of continuing the trend iowards freer importing and
had conseqguently scught to safeguard the balance of payments by reducing the level
cf internal demend and promoting the expansion of expert incdustries. The June 18965
budget had, inter aiis, introduced restrictive controls over the building and
construction industry and laid the foundation for a tight monetary policy. It
had continued incentives and introduced new ones for agriculture, fishing, tourism,
forestry and mining which were industries whose develcpment would strengthen the
country's future baiance-of-peyments position. In August 1965 the Government had
announced further measures to curb internal demand, including deferment of less
essential Government expenditure and of certain large scale commercial building
projects, an obligation for trading banks to reduce the level of bank advances and
the tightening up of hire purchase reguiations. A tax scheme to enccurage farmers
to even out the fiuctuations in their incomes had also been out into effect’zs =2
part of the programme.

S. The major change in the 1965/66 licensing schedule had been the further
liberalization of the import licensing system. Ninety additionzl items had been
exempt permanently from import licensing as from I July 1965. They represented
imports currently valued at NZSL5 million and brought the totzl value of exempt
items up to about one third of the total import trade. It had 21so been decided
to raise the meximum possible entitlement cof licences under category "A" for any
individual importer from 100 per cent to 133 1/5 per cent of the 1264/65 licence
level.
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10. In conclusion the representative of New Zealand said that these further
steps in the liberalization- of the import licensing system were reflected in the
recent substantial rise-in-New Zealand's imports. The primary products on which
his country depended for -its export -income were subject to wide and sudden
price fluctuations. A rapid decline in exchange reserves was, therefore,

always possible. The long-term export prospects were furthermore prejudiced

by import restrictions on ‘temperate agricultural products in many of the
world's mejor merkets. -The Government fully recognizeé that continued economic
development was dependent on the availability of imported raw materials and
equipment and the country would continue to import goods and services up to the
full limit permitted by export earnings. It was to be hoped that increased
export earnings would allow a continuation of the trend towards freer importing.

Balance-of-payments position a2nd prospects

11. A member of the Committee said.that it was quite clear from the information
supplied that*New Zealand suffered from an overheating in its economy and a
continued :deteriorstion in its trade baleiace. It seemea, however, that there
was some hope for a redovery. The figures Tor the trade between his country
and New Zealand showed, for the last few years, a large export surplus on

New Zealand's side; his courntry's exports to New Zealand amounted to about one
tenth of its imports from there. There was cobviously nc likelihood of a
balance being reached, but a certain reduction of the deficit should be possible.
His country was primerily interested in the export of consumption goods to

New Zealand, and he expressed the hope thet the import conditions would improve
in the coming year.

12. Some members thought that in this consultation the Committee would wish to
2y regard to the willingness and intention expressed by New Zealand of making a
formal request for New Zealand's first drawing from the International Monetary
Fund to support the balance of payments. Similarly, ncte might be taken of the
Indication given by the New'Zealand authorities earlier in the year that the
easement of import comtrol at that time was intended to be permanent. It was a
matter of satisfaction that New Zealand, in present circumstances, intended to
avoid resorting to the introduction of new import resirictions and that,
conditions permitiing, it intended to press on with wmeasures of liberalization.

Alternative measures to restore equilibrium

.13+ A member of the Committee pointed out that the domestic demand level had
remained high. The Monetary and Economic Council, an independent body appointed
by Government, had recommended that the Government reduce expenditurs and raise
interest rates and taxes. It had also recommended that the Government complctely
2boiish import controls over a2 perioc of time. Note was aiso tzken, arising .
Trom the statement for this consultation by the Internationzl Monetary Fund
concerning aiternative measures to restore eguilibrium, of the belief of the
fund as expressed in the decision itazken at the end of the last Article XIV
consultation with New Zealand that "domestic Tinancial policies, including
fiscal policies. should take account of the need ic avoid undue pressure on
resources and to secure ctabiiiity of costs and prices.”
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14. In reply to a question put by a member of the Committee on the prospects of
maintaining stability through monetary and fiscal measures, the representative of
New Zealand said that it was the aim of the Government to ensure a steady rate of
growth, bu{. in view of the violent fluctuations in export income it v.s a .
difficult task. The problem was tackled at its source: there were swatilization
schemes for dairy products, meat and wool, which in varying degrees insulated
farm incomes from changes in export prices. A new measure introduced in 1965 was
the tax scheme to encourage farmers to equalize their income over 2 period of
years, which he had mentioned in his opening statement.

15. In reply to a question about the efforts being made to diversify industrial
and agricultural production, the representative of New Zealand said that the
steel works on the North Island were expected to start production in 1967. In

so far as the aluminium production was concerned, the hydro-electric pcower -
station essential for the project was being built. The nylon industry had
commenced production. The necessity of broadening the base for the domestic
industry was continucusly kept in mind. He also drew attention to the variocus
incentives for the expansion of industries which were earners of foreign exchange.

16. The New Zealand representative said, in reply to a question zbout the
attitude of his Government to the abolition of import controls, that steps in
that direction were being taken. The number of liberalized items had recently
been doubled, which should be 2 sign of the goodwill and determination of his
Government. The progress must, however, be gradual. & reverse action, resuliing
from premeture measures, would prejudice the successful implementation of

this policy.

System and methods of restricticns

17. A member of the Committee asked for import figures btroken down according to
the separate licensing categories. The representative of New Zealand expiained
that the import statistics were not arranged in such a way that they could be
broken down in licensing categories. He gave, however, the following figures
for the total imports split up in four mein groups:

IMPORTS BY AUTHORITY TO IMPORT
NZE€ ('00C) c.i.f.

Governmcnt MNo-Remittance Exempt from - Licensing Total

Imporis¥* Scheme . Licence Schedlues Imports
Year snded
June 1963 24,955 7,216 3,670 215,69"; ’é87,555
June 196k 27,068 . 7,645 54,004 252.859 - 3%1,595.
Eleven months ended )
May 1965 27,638 . 10,391 53,165 230,389 » 321,583.

E .
" Government Imporis® are those made directiy by Government Depariments.
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18. A member of the Committee pointed out that the basis for the granting of
licences varied very much from category to category, as could be seen from section 2
of BOP/50. He suggested that a harmonization would be to the advantage of beth
exporters and New Zealand importers. The representative of New Zealknd explained
that the general objective beshind the creation of several licensing categories was
to provide for different types of goods with different characteristics. Against
that background it would be difiicult to conceive a harmonization of the basis

for the granting of licences.

19. Iu reply tc a2 guestion about the provisions regarding import restrictions
in the newly concluded Australie/New Zealand Free Trade Area Agreement, the ’
representative of New Zealand pointed out that the text of the Agreement was Jjust
being circulated to coniracting parties. He suggested that the guesticn could be
discussed in comnexion with the examination of the Agreement by the CONTRACTING
PARTIES. " )

20. A member of the Committes drew attention to the difficulties of new importers
under a licensing system. The member also urged New Zealand to simpliify its inmport
control system and relax restrictions a2s there was improvement in the balance-of-
payments situation. The representative of New Zealand pointed out that a "new
importers" scheme had been created as was explained in BOP/50. If the first
experiences of the scheme were satisfactory. consideration would be given to its
extension to a wider area than that of the present irial pericd, thereby increasing
the value of licences issued to "new importers®. )

2l. A member of the Committee said that a considerable part of the experts of his
country to New Zealand fell in the itoken licence category. There was widespread
interest in the possibilities to increase impords in that category. The New ™ -
Zealand representaiive replied that the token licences were aimed at ensuring a
wide choice of goods, a2lthough in limited gquantities. It was thus alsoc a way to
maintein continuity in trade relations. A choice had to be made and certain goods
subject to more restrictive iicensing. Ceriain countries might of ccurse be more
severely affected by the system than cthers. The restrictions would, however, be
alleviated as soon as the bélance-cf—paymeﬁts situvation permitted. .
22. Interest was expressed as to whether licernces for commodities in category “DF
were issued at least up to the icken import level. Concerning the relaticnship
tween category "DY and token licences, the representative of New Zealand
explained. that those two categories were not musually -exclusive. Token licences
were .graated -for scme "D" items.

Effects of restrictions

25. In connexion with the New Zealand systom of import restrictions, some members
of the Commit{tee wondered whether a contracting party could invoke the need to

safeguard its balance of payments in order to orohibit imperts of a product which
was aiso manufactured by a naticnal undertaking. In the opinion of those members,

such a measure was not in conformity with the provisions of Artiele XIT:1, which
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only provided for import restrictions in order to safeguard a country's external
financial position and hence did not authorize total prohnibition of imports.™
Moreover, under Article XII, paragraph 3(c)(ii), contracting parties applying
restrictions under the Article referred to undertcok not to apply restrictions so
as to prevent unreasonably the importation of any description of goods in minimum
commercial quantities the exclusion of which would impair regular chamnels of trade.
They did not contest a country's right to protect its infent indus#ries during a
certain period. Such a pericd should cover only ths time required for those
industries to become competitive and an industry which was already competitive
should not benefit. In no case could they agree to such protective measures coa-
stituting complete import prohibiticn. In their opinion, the prchibiticn was not
in conformity with the provisions of the General Agreement. They quoted the

case of the importation of sheet glass, classified under import licensing item
code 66,21. In 1960-62 all licence requests were granted, but since then the
licensing had gradually become more restrictive until the item was put in

category "D" on 1 July 1965. That meant that import licences could be granted for
that product but only in excepticnai circumstances. Since that measure had been
teken, their exporters had no longer been able to cbtain from the New Zeaiand
authorities the licences required for the importation of that product into New
Zealand. Attention was also Grawn to the fact that sheet gless had been bound under
GATT. The New Zealand measure mentioned above nullified the value of that binding.
The measure had been taken in order to mrotect a producer which had proved himself
to be fully competitive. For the reasons meationed above these members asked the
representative of New Zealand to request his authorities tc open a token guota for
that product.

2%, The representative of New Zealand said that a country which a2pplied gquanti-
tative restricticns for balsnce-of-payments reascns had inevitably to meke a
choice beiween various possible allocaticns of the aveilable foreign exchange.

It wes natural that the foreign exchange available should in the first place be
used for imporis of products which Were not mernufactured locally. Articie XIT:3(b)
certainly gave a contracting party the right to decide on the incidence of the
restrictions. It was generally recognized that the restriciions did have incidental
protective effects. It was, however, the long-term policy of the New Zealand
Gevernment Yo rely on tariffs, as the protective measure. As regards the specific
case of sheet glass, with expanding domestic production the need for imports had
diminished and this was reflected in tke change in the licensing orovisicns for
this Article. EHe would, however, bring the request for tcken licences for sheeb
glass to the attention .of his Government.

25. It was pointed out by cne member of the Comziitiee that the reasoning in the
case of sheet glass could ecually be applied to 21l other items on the "DF iist.

He asked that the importance of granting token licences for all such products should
be brought to the attention of the New Zealand Government. The representative of
New Zezland undertook to do so.
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General

26. The Committee thanked the representative of New Zealand for his clear and
comprehensive opening statement and for his contributicon in the ensuing discussion.
The Committee hoped that fiscal and moneta.ry measures taken by New Zealand would
result in 2 dampening of inflaticnary pressures and ensure a-steady rate of
economic growth. Further it was the hope of the Co tee that continued
diversification of industrial and agricultural nroauctlon would result in increased
equrtsram fom the basis for further import liberalization. ‘

27. The Committee expressed understanding of the difficult dec:.s:.ons which arose
for New Zealand in view of the fluctuations of export income and expressed their

appreciation of the measures that New Zealznd had taken in the past year towards

iiberalizing her import system. In the ficld of nonetary and fiscal poliicy,

the Committee welcomed the measures curre:xt.ty being taken 1o restore equilibrium
and the increased emphesis on these measms tc lzy ke foundation for a healtha

balance of payments.

28. The rerresentative of New Zezalarnd thanked the Committee for their understanding
.and co-operation in the course of the consultation and gave an assurence that
points rais=d by members of the Committee would be brought to the atienticz of his
Government.
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ANNEX I

International “Monetary Fund Executive Board Decision
Taken on 19 May 1965 at the Conclusion-of the Sund's
Consuitation with New Zealand

1. The Government of New Zealand has ccnsulted the Fung m:der Ar‘:.lele xav,
Secticn &, of the Rumg Agreerent concerning the fNurther resention of its
tmns._tmml arran@me..us.

‘Domestic ‘expenditure, which imereased by S per cen* iz monar teros in the
Year ended Merch 1684, has continued 30 rise substantislly: rise in fixed
capital formation has been a prominent feature of the e:tpansion. Derexd has .
been stimuilated by the increase in farz incores following a rise in the orices of
Zany of New Zealand's meiin export commodities in 1955 and the early pars of 1964,
Pressure on the labor merket intensifNed in the sest year andthemmberof
vacancies greatly exceeded the declining nusber of *eglstezsad u.enﬂlcyed. Wage
rates rose by about § per cent in 1968 and conswmer prices incressed by ¥ 1/2 per
cent between the last quarters of 1965 and 105%,

3« I their efforis 1o keep inflaticnery pressuwres in choo 3, the New Zealand

authoriiies have imposed firm restraizion bank credii; advences and discounts of

the trading baniks were about 5 per ceant higher in December ig6L than 2 year
eariier. Covernment expenditure rose by about § per cend in the vear encded

¥arch 1965, and revenue incressed by 12 rer cent, much more than had been expecled;

the deficit before borrowing declined to £XZ 1y ».ilh-a.. in 196%/65 from

ENZ 5% miiideon in 1902/0-. In order io curd excess liguidity, the Government

borrowed mere in ISEL/ES then wos needed to Dinance this gefNcit. The Fund belleves
2t domestic financia® policies, including Fscol oolicy, should itake zccowmt of

the need %o aveié undue pressure on resources ang o e stability of costs and

crices.

I, Expor: receipls rose Irom &NZ 356 miliion in 1065 to £NZ 395 miliion in 106%
as a resuit of an iacrease of over 8 per ne:** in export prices, cozhined with some
increase in the volume of sales abroad. However, as a canseguence of the ropid
expansicn In dodestic activiiy, izport pevments 2lso »ose smarplys since the
middie of 1955 meymenis Tor orivete Imports mave been rumning a2l an enowal rate

o



close to &NZ 300 millicn. The current 2ccownt was in appreximate balance in 106%.
t the exd of March 1065 the net foreign exchonge reserves of the benking system
totaled &NZ 80 miliion agninst N2 8§35 miliion a rear eariier.

5. The Fund welcomes tht steps taken to iiberslize restrictions, including the
recent relaxetion of restriciions on imporss for 1965/66. The remmining resiric-
tions, however, stili cover 2 large pert of trade and payments. The New Zeziend
authorities have stated that restricticns are mintained on balance of meywents
srounds. The Fund recognizes that the balznce of peyments and reserve pesitions
prevent the immediate removel of restricticas but believes thet continued
reliance on them has adverse effecis on the aliocaticn of resources and oo
industrial efficiency. The Fumdé believes thot New Zezland shouild follow policies
designed to stirengthen the delamce of payments positicu and tms provide the basis
for a progressive reduction in restrictions.

6. In concluding the 196% consuiiation, the Fund has no other comments to make
on the transiticnzl arrangements meintained ty New Zealizand.
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Crening Statement by Representative of New Zealand
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Introduction

.

The report on New Zealand's dalance-of-payments positicn, subnitted to this
Committee in November 1G854, presented a favourabie picture of the New Zealand
ecoromy. Increassd export <arnings in 18535 and 1S55E were matched by 2 steep

rise in expenditure on imports which was refiected in a rise of 6 per cent in
the vclume of output. The current account mas in approximate belance for the
Fyear =nded June 196%. Since that time there has tec 2n 2dverse change in the

country's baiance of paymenis. 3IXxport ezrnings have shown 2 sharp drop while.
the rate of importing hes continuved 2t 2 high level., Faced with this situation
tae Covernment has found it necessary to take measures to restrain the demand
for imports during the 1955/5¢ wear.
Hembers of the Cemmitiee will have 3

repert prepared by the steff of the Internzticnal Monetary Fund on the 1962
Articie XIV consultations with New Zealand. The report, which was disiributed
on 17 May 1985, gives a concise anziysis of ke ecconomic developments in New
Zealznd Awring the first guertsr of 1855. The lower level of export earnings
and the conseguent sirain on the not overseas assois of the banking system, 2s
reveealed Ir ihis survey, have continuad throughout the year. These develcpmenis
reflect the highly vulnerable mature oFf lNew Zc:land’s export trade. Well over

e TS are ezrned b the sale of primary produce,
tradominenily wocl, meat and deiry products and prices for these commodities
are noteriously velatile. = 5

-

T
- b4 - e
. For example, Now Cezland's ecarnings from wool, which
3 P P LN g ] ~ — A = - E
in the 1GG5/06% yeor reprosented soze 35 per cent of

~ 3
-~ 5] 3 3 s R eyt -
ty nezxly one quartes ix the 106E/65 jear.

total export income, dropped

= > -~ S ey - . - -~ e
Foroign exchenge positionx
& -— < DR i 4 ST - -~ =
After 2n sxport Income of £387 million in the previous year, <xpord
03 > - - - - L= .= -~ = s 3. e -
ezrnings In the year to Jums 1GES drer xad I35 million or & per cent, o
>, LS ™

3
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£372 =illicn. Rece
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chesse by £L.5 =iilicn; thesc _osses ware partly made ud by moderate increoases
& oA e - N T omn esmes - i ) N
of &7 million for me2t and &8 miiiion for other oXporis.
4 o -



1./2490
Boge 12

Over the same period, payments for imports increased by 5 per cemnt after a
record increase of 18 per cent in the previous year:

Pavments for Imporss

Coveranent 25. 2.2 @ 3.8
Privzte 2k 2 297.9

-
o W,
\ )l @
MV
' ]
g

530.7

Provision=l figures for paymoents show that private imports during the first
nine months of 1965 totalicd £231 million, compared with £218 million for the
same period in 188%. Payments for CGovernment imports reachad 2 total of
£20 million during the first nine months of 1955, £5 million more than in the
previcus year. The strong character of this rising ireud is even morc svident in
the peyment figures for the third guarior of this year which were running 2t 2n
anmual rzie of around £50 million highor theon & year earlier. As in other years,
the greztest increasce in demand hss been for machinery and transport Items.

3 shouid be noted hore thoan oxpenditure orn ivoms exompt from import
2

-~

rostrictions toteiled 250 millsorn, compared with £28 miliicon in the yoear onded

i &
Junc 185%; this represents 17 por cent of total private imports. As I shall exploin
in a moment, steps have since bean tz2kKen o liberaiize furither the import licensing

system.

Also of concern to th. Government is the stecdily growing net deficit on
current invisible iranszciions which increascé by £6.1 mililon in the Junc year
195/65: |

June Years Net Defieit on Invisibles Axymual Incresse

1858 30.6

‘1852 ) -

1660 120

1883 48.0

1562 5%.0 -

)
o0
L]
&7
[

1565 ~ S7. .
1954 62.4 i

Ui\ O ?\\;! =3 0
HFOEEOOOLMMN

1985 88.3

ight =ng transport, insurance
s th: remitiznce oF Iinvesitment income and interest on -=Xternni
e

itims heve failed Lo show the same upward Trend ané the
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For the vear ended June 1965, New Zealand incurred a deficit of £27.1 million
on 21l current account transactions. This followed a surpius in the previous year

of £2 million:

Balance on Current Account £ million
June . N . ss
. Surplus Deficit
i .3
1959 12.3
1960 29.5
1961 67.C
1962 ~ 18.8
1965 5.6
1064 2.0
1965 27.1
40.9 189.8
These figures are cCerived from the foreign exchange itransactions of the New

Zealand banking system. The true current account deficit is, however, siightly
larger than the banking figures indicate cwing to such counsiderations as Izports
whichk are not currently paid for an the zccumuiation in New Zealand of the rroceeds
of foreign investment.

These figures demonsitrate that over the past eight years New Zezland had
torrowed externally or drawn upon reserves o the extent of £1430 millicn - or at an
average rate of £18 million a2 yvear. During this period the New Zealand Governmend
hes raised icans cverseas totaliing 127 miilion - £75 miilion from the United
Kingdom and £52 million from the United States and the World Bank. We also have
develomrent lozns under comsiderzticn by the World Bank, totalling provisionailiy
scme £55 million, for raiiweys, eleciric power, riculture and 2 steel indusitry.

The overseas reserves of the New Zealand banking system have shovr 1ittiz con-
sistent increase over recent years. The fcllowing figures reveal the seasonzl
nature of the rise and fa2ll cf reserves which is &ue to the high rate of exports
frcm December to May and the accslerated imporcing towards the clese of the year:

Cverseas Reserves of the Banking Sysiem ENZ millicon

June December
1957 i15.% 35.5
1958 52.9 55.1
1959 100.7 87.5
1960 1318.7 65.C
1961 52.0 9.1
1062 75.4 51.1
1965 93.7 &C.4
1604 ifl.1 £3.9
1985 80.1
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As I have incdicated already, private imports have continued to rise in
response to the higher level of internal activity which has not yet become adjusited
to the lower level of overseas earnings. At 1 September, the net overseas assets
amounted to £66.€ million, £55.4 million lower than the same time last year.
Because of the normel seasonal pattern in the rise and fall of reserves, this
figure can be expected tc fall further towards the end of the year. In view of
the fluctustions in prices for New Zealand export produce and the seascnal pattern
of our trade, i% is necessary for New Zezland to maintain a relatively high level
of overseas reserves. Even with the addition of the Treasury holdings of overseas
securities, standing at £30 millicn, the present level of reserves is considered
unsatisfactory. The Government is nevertheless determined to avoid resorting to
the introcductica of new import restrictions and has conseguently announced that it
intends making a formel requesi for New Zealend's first drewing from the
International Monetary Mund to support the balance of paymeants.

ExXport prospects

Tt is toc early tc atiempt a forecast of the reserves at Juue 1966 since the
figure could be affected by extermal borrowing. Experience has shown us, tco, that
it is @ifficuli o mzke reliable forecasts of future price trends for cuwr principal
export products. In general, however, it would appear that prices sre uniikely to
chenge substantialiy during the coming vear and that New Zealand's total export
eernings will show 2 small rise above the 1986%/65 level.

Wool production in the coming year is expected to increase by approximately
% per cent and nearly 35 million mere sheep are veiag wintered this season. Frices
for wool since July 1965 indicate 2 slight recovery from iast seascn and 2 small
rise is fcorecast for the average ,:ice for the 1965/€6 June year.

@

Total meat production in the 1904/65 mozt season declined by 3.5 per cent,
compared with the previcus seascon. Beef production feil 1l.5 per cent in this
pericd. This was the resuit of droughis and feed shorieges in the previcus season.
Since then,however, iivestcock numbers have increasad by an estimeted 5.5 per cent
ané production in the 1GES/ES scascn should be considerably higher. IDespite the
iower produciicn level, meal exporis receipis lasti season rose 7 per cent, largely
2s 2 resuit of the continued shoertage of beef in Burcope which led ic nigher beed
prices and asscciated riscs in the price of iamb and multon. Wilh the prospect
of prices ccntinuing 2t the present level and increased producition, meat export
receipts should skow z sliight rise for the 196:;/66 season.
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After rising to 350s. per cwt. in October 1964, the wholesale price of
New Zealand butter on the Leondon market declined during the first half of the year
falling to 322s. per cwt. by June 1965. This fall in price reflects in pert the
rising production and the static or declining consumption cf butter in Burcpe this
season. Export eernings from butter during the last seascn declined very slightly
owing to a reduction in the gquantity available for export. Production of butter,
and cheese, should increase this season, % prices.are unlikely to reach last
season's average; we therefore cannct expect any significant variaticn in export
receipts for deiry produce this year.

Overall, there zre indications that expert cernings ir 1965/66 will be slightly
higher than in 196%/6S.

As the sbove analysis shows the main facter that has limited New Zealami's
rete of importing in the past has been the rate at which cur export receipts have
increased. Our capacity to further increase our imports will remein dependent on
cur a2bility to export a2t reascnable prices our increasing primery production. The
main markets for the temperatc farm products for New Zealand exports are in the
major industrialized countries. Although every effort is being made to diversify
our export markets by seeking out opportunities to sell in other parts of the world
the mein determinart of New Zealand's 2bility to expend its export receipts will
be the level of eccnomic activiiy, and access permitted to the mackets, in the
incdustrial countries.

ternal policies

The Governmen: has aimed during 1665 to reduce internzl demend in order to
counteract infiationary pressures and ensure 2 steady rate of eccnomic growth. A
sharp increasc in the level of naticnzl expernditure is straining cur limited
resources. Labour has becoms much too scarce and the present and prospective
level of importing is placing toe great a2 strain on the balance of paymenis. The
Government nevertheless recognize the importance of contimuing the trend towards
freer imporiing and has consequently scught to safcguard the baliance of payments
bty reducing the level of internzl dcmend 2n€ promoting the expansicn cf export
Incustries.

The 1965 Budget introduced restrictive ceontrels cver the buiiding and
construction industry. maintained current rates of taxetion despite rising revemues
and laid the fcundation for 2 tight mcnetary rolicy. At the sapme time it contimued
incentives and introduced new onss for agriculiture, fishing, tourism, forestry
and mining. These industries can be ‘expeczed ito make 2 mejor contsibution to
New Zealand's long-term growsh and development ard, as earners cf foreign exchange,
to strengthen the couniry's future balance-of-poyments positicn.
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Because of the continuing high demand for imports and the increase in
consumer spending, the Government announced in August further measures to

curb internal demand. These: included the deferment both of less essential
Government expenditure and of certain large-scale commercial building projects;
trading banks have been obliged to reduce the level of bank advances and the
hire purchase stabilization regulations have been amended bj,' tightening up on
certain repayment terms; - savings banks, insurance companies finance houses and
stock and station agents, have zgrezed to increase their investments in
Government securities and these funds are being withdrawn from circulaticn

to the maximum extent possibie.

In addition to these measures cther related actions have been taken. A
farm income equalizaticn scheme has been put inte effect enzbling farmers to
iren out fluctuations in their income by depositing up to 25 per cent of
their assessable income in years of high income and withdrawing these funds
in subsequent years. The Government has =2iso placed continued emphasis on
the enccuragement of savings. Skall private savings increased by almost
50 per cent during the last financial year and by 60 per cent in the first
four months of this financial year. This development is a most encouraging
feature of the present situation.

Import licensing system

Members of the Committee wiil.have received copies of the basic docunments
which contain a detailed explanation of the current import licensing schecduie
ard tke recent changes mede o it.

The mzjor change in this year’s scheduile has been the further liberalization
of the import licensing system. Ninety zéditional items were exempt permenently
from import licensing as from I July 1965. This represenis imports currently
valued a2t £%5 nmillion and when added to existing exempiicns brings ithe total
rzalue of exempt items up to about one thixd of our total import trade. The
fact that the Government cecided to liberziize imports tvo this extens, Gespite
uncertainty regarding the future trend of esport prices, wiferlines the
importance we atizch to relying less on guantitative restrictions as a2 safeguars
for our balznce of peyments.

It bas also been decicded tc raise the mavimum possiblie entitlenment of
licences under category ‘&% for any individual importer Irom 100 per cent o
35 1/3 per cent of the 1USE/55 licenmce ievels. Provisicons for new importers
make it possible for estabiished businesses io cbiain an izport licencs based
on the c.i.f. value of 25 per cent of his zxnmwel overage purchasas of such
imports. HMeasvres have ziso been tzken 1o allow importers greatsr frecdom
of cheice and give them pore flexi iv irements of
their custozers.
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Conclusion

These further steps in the liberalization of the import licensing system are
reflected in the recent substantial rise in New Zealand's imports to which I have
already referred. While the Government's aim is to proceed steadily with the
removal of import controls, we must remember that primary products, on which we
depend for our export income, are subject to wide and sudden price fluctuations.
A rapid decline in exchange reserves is, therefore, always possible and prompt
action to check this is difficult because of the itime lag between placing import
orders and receiving goods. There is also the lag between reduction in export
income and the transl=ation of this into reduced import demand. It is true, too,
that New Zealand's long-term export prospects are orejudiced by import restrictions
on temporate agricuitural products in many of the world's major merkets.

The Government, nevertheless, fully recognizes thzt the continued economic
development of New Zezland is dependent on the availability of imported raw
materials and equipment and the country will continue to import goods and services
up to the full limit permitied by our export esrnings. ‘The Committee wiil, we
feel, appreciate that our oresent balance-cf-payments situation prevents us at
this s3age from further relaxing our import restrictions. We hope that increased
export earnings during the coming year will 2llow a2 continuation of the trend
towards freer importinrg.



