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Introduction 

The report on New Zealand's balance-of-payments position, submitted to this 
Committee in November 1964, presented a favourable picture of the New Zealand 
economy. Increased export earnings in I965 and 1964 were matched by a steep 
rise in expenditure on imports which was reflected in a rise of 6 per cent in 
the volume of output. The current account was in approximate balance for the 
year ended June 1964. Since that time there has been an adverse change in the 
country's balance of payments. Export earnings have shown a sharp drop while 
the rate of importing has continued at a high level. Faced with this situation 
the Government has found it necessary to take measures to restrain the demand 
for imports during the 1965/66 year. 

Members of the Committee will have received copies of the supplement to the 
report prepared by the staff of the International Monetary Fund on the 1964 
Article XXV consultations with New Zealand. The report, which was distributed 
on 17 May 1965, gives a concise analysis of the economic developments in New 
Zealand during the first quarter of 1965. The lower level of export earnings 
and the consequent strain on the net overseas assets of the banking system, as 
revealed in this survey, have continued throughout the year. 'Chese developments 
reflect the highly vulnerable nature of New Zealand's export trade. Well over 
90 per cent of our export receipts are earned by the sale of primary produce, 
predominantly wool, meat and dairy products and-prices for these commodities 
are notoriously volatile. For example, New Zealand's earnings from wool, which 
in the 196J/64 year represented some 55 P©r cent of total export income, dropped 
by nearly one quarter in the 1964/65 year. 

Foreign exchange position 

After an export income of £387 million in the previous year, export 
earnings in the year to June 1965 dropped £15 million or 4 per cent, to 
£572 million. Receipts for wool dropped by £50 million, and for butter and 
cheese by £1.5 million; these losses were partly made up by moderate increases 
of £7 million for meat and £9 million for other exports. 
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Over the same period^ payments for imports increased by 3 per cent after a 
record increase of 18 per cent in the previous year: 

Payments for Imports 

June Years 

' 1963 1964 1965 

Government 25-5 29.2 32.8 

Private 247.3 293.2 297.9 

272.8 322.4 330.7 

Provisional figures for payments show that private imports during the first 
nine months of 1965 totalled £231 million, compared with £218 million for the 
same period in 1964. Payments for Government imports reached a total of 
£29 million during the first nine months of 1965, £5 million more than in the 
previous year. The strong character of this rising trend is even more evident in 
the payment figures for the third quarter of this year which were running at an 
annual rate of around £50 million higher than a year earlier. As in other years, 
the greatest increase in demand has been for machinery and transport items. 

It should be noted here than expenditure on items exempt from import 
restrictions totalled £59 million, compared with £48 million in the year ended 
June 1964; this represents 17 per cent of total private imports. As I shall explain 
in a moment, steps have since been taken to liberalize further the import licensing 
system» 

Also of concern to the Government is the steadily growing net deficit on 
current invisible transactions which increased by £6.1 million in the June year 
1964/65: 

Deficit on Current Account Invisibles £NZ(m) 
1 

June Years 

1958 
1959 
I960 
1961 
1962 
1963 
1964 
1965 

Net Deficit on Invisibles 

30.6 
38.4 
42.0 
48.0 
54.0 
57.4 
62.4 
68.5 

Annual Inc 

8.2 
7.8 
3.6 -
6.0 
6.0 
3.4 
5.0 
6.1 

This deficit reflects increases in expenditure on freight and transport, insurance 
and travel, as well as the remittance of investment income and interest on external 
debt. Receipts from these items have failed to show the same upward trend and the 
deficit is expected to rise again this year. 
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For the year ended June 1965, New Zealand incurred a deficit of £27.1 million 
on all current account transactions. This followed a surplus in the previous year 
of £2 million: 

June 

years 

1958 
1959 
I960 
1961 
1962 

1963 
1964 

1965 

Balance on Current 

Surplus 

12.8 
29.5 

5-6 
2.0 

Account £ million 

Deficit 

77.1 

67.0 
18.6 

27.1 
49.9 189.8 

These figures are derived from the foreign exchange transactions of the New 
Zealand banking system. The true current account deficit is, however, slightly 
larger than the banking figures indicate owing to such considerations as imports 
which are not currently paid for an the accumulation in New Zealand of the proceeds 
of foreign investment. 

These figures demonstrate that over the past eight years New Zealand had 
borrowed externally or drawn upon reserves to the extent of £140 million - or at an 
average rate of £18 million a year. During this period the New Zealand Government 
has raised loans overseas totalling £127 million - £75 million from the United 
Kingdom and £52 million from the United States and the World Bank. We also have 
development loans under consideration by the World Bank, totalling provisionally 
some £55 million, for railways, electric power, agriculture and a steel industry. 

The overseas reserves of the New Zealand banking system have shown little con
sistent increase over recent years. The following figures reveal the seasonal 
nature of the rise and fall of reserves which is due to the high rate of exporting 
from December to May and the accelerated importing towards the close of the year: 

Overseas Reserves of the Banking System 

1957 
1958 
1959 
I960 
1961 
1962 
1963 
1964 
1965 

June 
113.1 
52.9 
100.7 
118.7 
62.0 
73-4 
95-7 
101.1 
80.4 

December 
45-5 
55-1 
87.6 
66.0 
49.1 
61.1 
60.4 
63.9 

£NZ million 



Spec(65)101 
Page 4 

As I have indicated already, private imports have continued to rise in 
response to the higher level of internal activity which has not yet become adjusted 
to the lower level of overseas earnings. At 1 September, the net overseas assets 
amounted to £66.6 million, £23.4 million lower than the same time last year. 
Because of the normal seasonal pattern in the rise and fall of reserves, this 
figure can be"expected to fall further towards the end t>f the year. In view of 
the fluctuations in prices for New Zealand export produce and the seasonal pattern 
of our trade, it is necessary for New Zealand to maintain a relatively high level 
of overseas reserves. Even with the addition of the Treasury holdings of overseas 
securities, standing at £30 million, the present level of reserves is considered 
unsatisfactory. The Government is nevertheless determined to avoid resorting to 
the introduction of new import restrictions and has consequently announced that it 
intends making a formal request for New Zealand's first drawing from the 
International Monetary Fund to support the balance of payments. 

Export prospects 

It is too early to attempt a forecast of the reserves at June 1966 since the 
figure could be affected by external borrowing. Experience has shown us, too, that 
it is difficult to make reliable forecasts of future price trends for our principal 
export products. In general, however, it would appear that prices are unlikely to 
change substantially during the coming year and that New Zealand's total export 
earnings will show a small rise above the 1964/65 level. 

Wool production in the coming year is expected to increase by approximately 
4 per cent and nearly 3 million more sheep are being wintered this season. Prices 
for wool since July 1965 indicate a slight recovery from last season and a small 
rise is forecast for the average price for the 1965/66 June year. 

Total meat production in the 1964/65 meat season declined by 5*5 per cent, 
compared with the previous season. Beef production fell 11.3 Per cent in this 
period. This was the result of droughts and feed shortages in the previous season. 
Since then,however, livestock numbers have increased by an estimated 3-5 per cent 
and production in the 1965/66 season should be considerably higher. Despite the 
lower production level, meat exports receipts last season rose 7 per cent, largely 
as a result of the continued shortage of beef in Europe which led to higher beef 
prices and associated rises in the price of lamb and mutton. With the prospect 
of prices continuing at the present level and increased production, meat export 
receipts. should show a slight rise for the 1965/66 season. .;, 
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After rising to 350s. per cwt. in October 1964, the wholesale price of . 
New Zealand butter on the London market declined during the first half of the year 
falling to 322s. per cwt. by June 1965- This fall in price reflects in part the 
rising production and the static or declining consumption of butter in Europe this 
season. Export earnings from butter during the last season declined very slightly 
owing to a reduction in the quantity available for export. Production of butter, 
and cheese, should increase this season, but prices are unlikely to reach last 
season's average; we therefore cannot expect any significant variation in export 
receipts for dairy produce this year. 

Overall, there are indications that export earnings in 1965/66 will be slightly 
higher than in 1964/65-

As the above analysis shows the main factor that has limited New Zealand's 
rate of importing in the past has been the rate at which our export receipts have 
increased. Our capacity to further increase our imports will remain dependent on 
our ability to export at reasonable prices our increasing primary production. The 
main markets for the temperate 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 main determinant of New Zealand's ability to expand its export receipts will 
be the level of economic activity, and access permitted to the markets, in the 
industrial countries. 

Internal policies 

The Government has aimed during 1965 to reduce internal demand in order to 
counteract inflationary pressures and ensure a steady rate of economic growth, A 
sharp increase in the level of national expenditure is straining our limited 
resources. Labour has become much too scarce and the present and prospective 
level of importing is placing too great a strain on the balance of payments. The 
Government nevertheless recognize the importance of continuing the trend towards 
freer importing and has consequently sought to safeguard the balance of payments 
by reducing the level of internal demand and promoting the expansion of export 
industries. 

The 1965 Budget introduced restrictive controls over the building and 
construction industry, maintained current rates of taxation despite rising revenues 
and laid the foundation for a tight monetary policy. At the same time it continued 
incentives and introduced new ones for agriculture, fishing, tourism, forestry 
and mining. These industries can be expected to make a major contribution to 
New Zealand's long-term growth and development and, as earners of foreign exchange, 
to strengthen the country's future balance-of-payments position. 
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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 by tightening up on 
certain repayment terms; savings banks, insurance companies finance houses and 
stock and station agents, have agreed to increase their investments in 
Government securities and these funds are being withdrawn from circulation 
to the maximum extent possible. 

In addition to these measures other related actions have been taken. A 
farm income equalization scheme has been put into effect enabling farmers to 
iron 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 also placed continued emphasis on 
the encouragement of savings. Small 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 will have received copies of the basic documents 
which contain a detailed explanation of the current import licensing schedule 
and the recent changes made to it. ...... 

The major change in this year's schedule has been the further liberalization 
of the import licensing system. Ninety additional items were exempt permanently 
from import licensing as from 1 July 1965• This represents imports currently 
valued at £45 million and when added to existing exemptions brings the total 
value of exempt items up to about one third of our total import trade. The 
fact that the Government decided to liberalize imports to this extent, despite 
uncertainty regarding the future trend of export prices, underlines the 
importance we attach to relying less on quantitative restrictions as a safeguard 
for our balance of payments. 

It has also been decided to raise the maximum possible entitlement of 
licences under category 'A' for any individual importer from 100 per cent to 
153 1/3 per cent of the 1963/64 licence levels. Provisions for new importers 
make it possible for established businesses to obtain an import licence based 
on the c.i.f. value of 25 per cent of his annual average purchases of such 
imports. Measures have also been taken to allow importers greater freedom 
of choice and give them more flexibility to meet the actual requirements of 
their customers. 
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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 time lag between placing import 
orders and receiving goods. There is also the lag between reduction in export 
income and the translation of this into reduced import demand. It is true, too, 
that New Zealand's long-term export prospects are prejudiced by import restrictions 
on temporate agricultural products in many of the world's major markets. 

The Government, nevertheless, fully recognizes that the continued economic 
development of New Zealand 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 permitted by our export earnings. The Committee will, we 
feel, appreciate that our present balance-of-payments situation prevents us at 
this stage from further relaxing our import restrictions. We hope that increased 
export earnings during the coming year will allow a continuation of the trend 
towards freer importing. 


