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PREFACE
A case study of a recent political crisis, such as this one,
involves many problems,
Politicians and persons closely involved
would often rather forget the whole thing and in some cases, had.
done just that.
In other cases useful information was given on
the understanding that it would not be used, or alternately, that
the informant's name not be used.
Consequently, the sources of
confidential material, often obtained through interviews have
not always been cited,
I am deeply grateful to the many people whom I have
interviewed,
I should like to thank the following:
Mr, L. Carr, Mr. L.H. Govan, Mr, s. Greenberg, the Hon. P.N.
Holloway, Mr. E,F.S. Holland, Mr, J.P. Lewin, Mr. C.C. McLaughlin,
Mr. Ian Main, Mr. l:. G. Mander, the Hon. J ,R. Marshall,
Mr, J. Mathison,M.P,, Mr. R.D. Muldoon, M.P., Mr, Neale,
Mr. T.W. Perry, Mr. H.E. Pickering, M.P., Mr. S. Russell,
Dr. W.B. Sutch, Mr. J.M. Taylor, Mr. Ian Templeton, Mr. Tarrant,
the Hon, T.P, Shand, Mr. H.J. Walker, M.P., Mr. S, Whitehead, M,P.

I a·n indebted to Dr. Austin Mitchell for the loan of
scripts of interviews he mode with Mr, A.H. Giles and. Mr. J.A.
Leavey, M.P,, in London in January 1964,
I am also indebted
to Mr. A.H. Giles for the loan of the Co,n:monwealth Fabric
Corporation's "Black book", and for the use of his files of
newspaper clippings.
Chapters four, five and six were sub:.nitted in draft
form to a number of those most closely involved with the events
described in those chapters, and I a,n grateful to Mr. Giles,
Mr, Govan, Mr. Hawthorne, Mr. Muldoon, Mr, :.Fickering and Mr.
Shand for their com,-:nents.
Where necessary I have :made
corrections to the text,
I should like to thank the Editor of the "New Zealand
Herald." for allowing me to reproduce the three Minhinnick
cartoons which appear with the text.
On the technical side, 1 am grateful to Paul Grocott,
Rob. Mitchell and Professor F. Mitchell for checking the
manuscript, and to Miss Lesley Jones and Miss Gretchen Gardiner
for typing it.
Finally, my sincere thanks to my supervisor, Dr. Austin
Mitchell who has always been ready to assist and encourage,
and who has been a constant source of inspiration.
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.Ql:lli_p t e r I

THE LIE

OF THE LAND

On the 12th of August, 1960, cotton was planted
in New Zealand.

On that day the Labour Government concluded

an agreement with Smith and Nephew Associated Companies

1

who

were to establish a £5 million cotton spinning and weaving
plant at Nelson.

In return the Government was to grant

the company concessions on tariff for the necessary imports,
and a protected market for up to 80% of the products of the
mill.

The Department of Industries and Commerce had been

considering the possibility of a cotton industry for some
time, but the decision to establish it in 1960 had roots in
a unique combination of circumstances, one of which was the
heritage of the Labour Party as a party with a doctrine
favouring industrial development.
Manufacturing industry in New Zealand has always
been something of a Cinderella which has had to compete for
attention with its sister industry, primary producti~n.
New Zealand's temperate climate, and gentle topography gave
the first colonists the pre-eminent opportunity to become
gardeners for their mother country.
1

Th0ir very success in

Smith and Nephew Associated Companies was a public
company with a registered capital of £8,500,000 and
with nineteen subsidiary companies in the United
Kingdom.
The most important products of these
companies were; adhesive and non-adhesive bandages,
,surgical dressings, toiletries, clothing, sanitary
protection and plastic products.
The company had
overseas subsidiary conpanies in the following
countries: Australia, Belgium, Canada, Ethiopila·, India,
Ireland, Malaya, New Zealand, Nigeria, Pakistan,
Scandinavia, South Africa and Spain: - 'The Stoc~
Exchange Year Book~ - 1964

2.
marketing cheap mutton, wool and butter half a world away
meant a concentration on farming development rather than
any attempt to diversify the economic base of the country.
Consequently, New Zealand still goes to market with her
goods firmly concentrated in the primary produce basket.
Meat, wool and butter are the mainstays of the economy, they
account for over 80% of export income and New Zealand's
economic fate depends on the demand for these three
commodities.
Until 1938, manufacturing industries had
developed along two separate lines.

Firstly, there were

industries processing primary produce - wool scouring,
spinning, weaving, tanning, milling and meat processing.
These industries were built into the web of farming
activities and although they dated back to the time of the
earliest European settlement, they became a really significant factor only after the 1880's and the development of
refrigeration.
The growth of the colony meant the establishment
of service industries, in particular those which required
the olose proximity of producer and consumer;

brewing,

baking, printing, joinery, and clothing manufacture.

Because manufacturing industry was something of
an overflow froo the stream of primary produce, it responded
capriciously to the economic rise and fall.

Manufacturers

capitalized on the shortage of exports in the 1870-1880
depression, but because of a crash on the Australian stock
market, failed to participate in the heady recovery of the
nineties.

However, fortunes recovered after 1896 and

continued to improve in the first two decades of the new
century.

Yet, despite the generally'high prices of the

twenties, severe fluctuations made demand unpredictable and
investment in industry risky.

In the ten years before the

1930 depression the value of manufacturing production rose
by only £9 million, in spite of large increases in the
spheres of servicing and processing industries.

The great

depression of 1930 afflicted the fortunes of manufacturing
industry even more seriously.

Production fell by about

20% and the value of production by about 30%,

The only

compensation which manufacturers could salv~ge from the
misfortune was that it brought home some realisation of the
necessity to encourage manufacturing industri<r.~ in order to
diversify the economy,
As early as 1931 the

leader of the Labour

4.
Party hed seen that one of the ways out of the labyrinth lay
in following a path of industrial development, and consequent
economic independence from a fickle world market.

In

September of that year H. H. Holland announced the Labour
Party policy of encouragement for industry by import control,
state control of credit and the establishnent ~fan industrial
development board,

This policy was supported by a majority

in caucus and was also endorsed by the Labour Party
Conference of 1933.
However, there was opposition in the Labour Party
caucus to the industrial development policy.

In 1934 and

1935 the Labour Party Conference supported a policy of
encouragement for ~•economic industriesvo, which was in fact a
defeat for the Holland economic independence policy.

When

Labour took office in 1935 the struggle, overtly one of
conflict over the banking system, but in fact over industrial
development became one of backbenchers versus Ministers.
1n 1936 and 1937 there were requests from caucus that the
Government should take over the Bank of New Zealand and that
Reserve Bank finance should be used for industrial development,
but Cabinet declined these demands.
Consequently, the Labour Party had lost the heart

of the industrial policy formed by Holland in the depths of
the depressiono

The new Minister of Industries and Commerce

Mr. Sulliva:n,had always been an advocate of industrial
expansion, but he faced opposition from the leaders of the
party.
09

Nash would not listen to us. ( To c..'1.ucus
requests that more relief expenditure be
directed into manufacturing)
Exchange
control was anathema to him•• his blindness
and stubborness (sic,) were supported by the
Old Man, who never hfd the faintest awareness
of what lay ahead. 10

In 1936 the Prime Minister, Mr, Savage said;
'We have no desire to set up uneconomic industries behind a

0

high tariff wall.

Rather we would attempt to organize

industry on a rationalized plan. 002

The Government was

primarily concerned that new and developing industries
should be efficient in organi~~tion and operation.

To

this end it passed the Industrial Efficiency Act (1936)
by which a Board was constituted with powers to license and
regulate industry.
The deadlock between Cabinet and caucus was
finally broken only when a balance of payments crisis forced
the Governnent to return reluctantly to Holland•s economic
independence policy.

The Labour Party welfare programme

1 J, A. Lee , c'Sinple on a Soapbox 01
2

p.110

Daily Telegraph, 15 July 1936, cited W. B, Sutch,
09 The Quest for Security 0'
p.196

9

6.
had b~osted purchasing power by initiating heavy Government
expenditure, and this in turn had shaken the lethargy off the
economy by increasing effective demand and stimulating employYet by stimulating demand, it had h1cited a backlash

ment.

in the form of a sharp increase in imports, unmatched by any
increase in export earnings. 1
From the opposition benches, the Hon. J, G. Coates
had seen the impending crisis and in May 1937 had warned
that the Government would have to take evasive action. 2
In caucus, backbenchers McMillan and Nordmeyer were pressing
the Government to adopt a policy of rapid industrialization
to meet the danger.

Nordmeyer had successfully moved a

motion to this effect in caucus3 and McMillan had written
a letter to the Prime M1n1ster 4 expressing the same point
of view.

The ineipient crisis was exacerbated by an alarming flight of foreign capital and the inability of the
Government t~ raise an overseas loan.

By December 1938 the

Government was faced with a choice of either curtailing its
1

2

While imports increased from £36 million to £58 million
in 1938 export income increased, but not at the same
rate.
From £47 million in 19J5 to £58 million in 1938.
W. B. Sutch "The Quest for Securi~'

3 10th December, 1937

4 29th November, 1937

p.217

internal economic policy or of adopting stringent import

J. A. Lee commented:

controls.

'We were over the rapids and into the watef
before we started to build a lifeb0a:b 11 •

0

The Government chose to institute import controls, and to
embark on a policy of industrial development, and yet it
took this step reluctantly.

The Minister of Finance,

Mr. Nash, told the press that the new policies were not
permanent, but merely temporary expedients to meet payments
orises. 2

The new measures designed to encourage industry

were the Control Regulations Act 1938, and the Export
Control Regulation Act 1938 which joined the Industrial
Efficiency act to form a trilogy giving new impetus to
industry.

The effect was dramatic.

By 1939, the number

of factories had risen by nearly a thousand over that in
1934-5 while the value of their output had risen from

£79 million to £114 million.
The Labour Party had acceded to the protection
mantle by a curious combination of accident and design but
it soon learned to fit itself to the out of the cloak for
the advent of global war in 1939

pushed New Zealand towards

a policy of industrial self sufficien~yo Despite shortages
of raw materials, the country was soon producing weaponry,
1

J. A. Lee, 'I fight for New Zealand.' p.19 cited
B. Sutch 'Quest for Security.v
p.224

w.

2 J© A~ Lee, 'Simple on a Soapbox'

p.126

8.
ammunition, radios, uniforms and over JOO ships.

In the

six war years manufacturing output grew by alm~st one third
of the value of production, from £214 million to £195 million.
In 1949 the National Party was returned to power
with an industrial policy which boded ill for manufacturing
development.
Q0

efficient

The party wanted only "worthwhile 01 and
industries 0'

00

directed by private enterprise as

free as possible from dictation by the state. 001

The party

preferred a policy of controlling imports by tariff rather
than by import control, and planned to overhaul the import
system and de-control many items.

This policy meant of

course, that the protection enjoyed by existing industries
would in many cases be terminated and that new industries
could not expect the encouragement which they had received
from the Labour Government.

The National Party set about

implementing its promise, and by 1952 there were only 350
articles under import control, compared with more than
1000 under import control when the National Government
took office.

By 1954 almost four-fifths of imports (by

value) were exempt from control, and by 1957 only 80 items
were subject to tight import control, while a further 133
items were considered on individual application.
1

9

Press' 29~h October, 1949

Sutch comments that:
11

There was no policy whatever for the
development of New Zealand industry either
by the low key approach of the Labour Party
or by deliberate selection of industries to
be expanded according to plan, 001

Once again

the fortunes of the manufacturing

industry became tied to the whim of her primary producing
sister,
However, the increased demand from a war~ravaged
world and a boom in wool prices hid the real dangers of the
new policyt

Only in 1952-3 when the prices flickered and

the terms of trade turned against New Zealand did a reduction
in manufacturing volume d~Llonstr~te the new vulnerability,
but the slide was prevented from gathering monentum by
overseas borrowing and an improvement in the terms of traden
Although the country 0 s prosperity based en high
import prices for exports and sustained investment kept the
internal demand for manufactured products high, a few
industries suffered from the National Party policy.
struck were some electric appliance industries.

Worst

Imported

vacuum cleaners and electric irons virtually eliminated the
local manufacture of these items~

Manufacturers of

electric ranges were able to hold their own against the
1 W. B, Sutch;
2

0

~uest for Securitx._9

p.414

The number of vacuum cleaners produced in 1950-1
was 33,933 and in 1956-7 was 28,449.
The number of
irons fell from 36,531 (1950-1) to 17,860 (1956-7)
W. B. Sutch 9 Beoent Developments in New Zealand
Manufacturing'

1c.
oompetition, but importation of foreign washing machines
caused a glut in the New Zealand market, which in turn
halted the expansion which the indigenous industry had been
enjoying.

Production of jam fell by one third'after it

was de-licensed and one of New Zealand 0 s oldest industries,
woollen goods manufacture was also afflicted.

After de-

licensing in 1951, production fell, and a return to
licensing in 1953 failed to cure the industry.

Production

of woollen and worsted clothes declined and the mills were
sustained to some extent only by maintaining their production
of blankets.

The sharpest decline was in another industry

which used New Zealand ran materials, the tanning industry,
in which production fell by 38,% in six years.In the leather
glove industry production fell by 42% in the saoe period,
These developments naturally affected the industry's labour
force, and in October 1956 the textile and leather clothing
group had a work force of only 35,700, a decline of 7~.J.%
on its 1951 total.

By 1957, there were signs that the National
Government's industrial policy, aggravated by the incipient
crisis in the economy was beginning to break down.
Unemployment jumped from an average of 44 in 1955 to 240 in

19 56 and in 19 57 1t was .368, while the r.eal indicator of
malady in the industrial sector, the humber of notified
vacancies reached its lowest point in nine years• a decline
of 51.7% on the 1950 total. 1
In the General Election of 1957P the Labour Party
stood by its policy of protection through licensing as
distinct from the National Party, which continued to advocate
tariff protection as a means of control for New Zealand
industry.

The Labour Party claimed that accelerated

industrial development was necessary in order to keep up
with the demand for jobs from an ever increasing work force.
To do this, it proposed not only to continue import licensing
but also to give customs duty concessions where necessary on
imported raw oaterials required by industry.

The Labour

Party won the election, but before it could carry out its
programme it was flung into a maelstrom partly of the
National Party's making.
When Labour took office in December 1957 it found
that overseas funds had fallen to £47 million, compared with

£1?7

million for December 1956, and there was no predictable
One of the reasons for this

end to the run-down in sight.
1

The number of notified full tine vacancies werei

1950

i~~a

1951

19:S
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12.
was that prices fell in 1957 reducing export imoome by 16¼%.
Prices for wool and dairy products slipped in the second
half of 1957; and when they were joined by meat in September,
the whole trading structure slumped disastrously.
The ether reason for the run-down in overseas funds
was the failure of the National Government to moderate the
soaring demand for imports which by October 1957 was

£Ji? million greater than the average for 1956-7.
Three weeks after the new Government took office,
the Prime Minister went on the national
. radio network to
announce the existence of the crisis in overseas funds, and
outlined new measures to meet it.

The Government proposed

to ease the demand on the remainder of the overseas funds by
the imposition of far-reaching import controls.

These

controls were to cut back importations of motor vehicles,
spirits, cigarettes, clothes and footwear, and forbade the
importation of foreign washing machines, irons, refrigerators,
and sporting goods.
The new Minister of Industries and Commerce also
1
went on the air to explain the new measures, and to state
that

00

our own industries can help solve our immediate

problems and guarantee the future with full employment for
1 4th January 1958

13.
all.VD

Mr. Holloway invited all manufacturers to submit

plans of their productive possibilities to him and promised
that

09

all industries in New Zealand can look to the

Government and my Department for help. 101
The reimpbsition of import licensing and the
encouragement offered by the new Government were a new
impetus to industrial dBvelopment,

Manufacturers were

delighted and praised the Government for

90

ensuring full

employment and raising the standards of living. ci'Z
On the other hand, thePresident of the Importers
Federation cbuld see the policy resulting onlw in more
inflation, rising denand, and widespread shortages of goods,
Just as in 1938, circumstances had forced Labour
to play its full hand, but in 1958 the Labour Government
led more strongly than it would have liked to~

The

Minister of Finance, Mr, Nordmeyer told the House of
Representatives:
IDJ insist with all the strength that I possess

that the Government's decision to impose overall
import control was to come reluctantly•• we did
not do it for fun, we did not do it under any
illusion that we would gain friends because of
it.
We did it because the stern realities of
the position demanded that immediate action
should be ta.ken. 01

1 'Evening Post 0
2

6th January 1958

Chapman, Jackson and Mitchell. 'New Zealand Politics
in Action° p.36

J N.Z.P.D. Vol. 315,

p.64

14.
Yet once again, the Labour Party adjusted itself
te the new role, and the similarity with the situation in

1938 was alluded to by one Parliamentarian when he said;
~our policy is a start along the lines of insulation.~
The effect of the economy was also very similar.

Apart

from danpening demand, the • easures encouraged a rapid
growth in manufacturing output and there was a sharp
increase in the rate of do• estic investment.
However, the Labour Party policy was not just a
result of circumstance, nor of ideological heritage.
Personalities too, were important in the shaping of
Labour's industrial policy.

In office, the heart of

activity was the Cabinet Economic Committee where the
Minister of Finance, Mr. Nordmeyer, and the Minister of
Industries and Commerce, Mr. Holloway were the prime
m~vers.

Mr. Nordmeyer was a veteran of the left, and had

been involved with Lee and McMillan in the 1937 attempts
to redirect the party along the policy road of economic

independence.

Mr. Holloway was a newcomer to the front

bench rank, but was a lively, able man, strongly in favour
of the industrialisation policy.

In 1964 he wrote:

1 Savage had called the 1938 policy one of 'insulation.•
Chapman, Jackson and Mitchell,
in Action• > p.55

9

New Zealand Politics

10

There if? an undoubted need to develop
industry~
The urgency of this need is
not realised - it is a national emergency1
and makes a call on our own patriotism. 99

However the main architect of change was the new
Secretary of the Department of Industries and Commerce,

w.

Dr.

B. Sutch~ who was a key figure on the officials'

committee which served and advised the Cabinet Economic
Committee.

~ra Sutch was appointed secretary of the

Department in 1958 as part of the Labour Government 9 s new
policy, and he had long been an advocate of the policy of
industrialization in 'depth 0 •

This concept envisaged the

importation of raw materials or partly finished goods, so
that goods made in New Zealand would have the greatest
possible local content, and so enable more goods to be
available to the New Zealand market for a given expenditure
of overseas exchange than if the goods had a greater foreign
content.

He believed that industrialization would broaden

the economic base and thus make New Zealand less vulnerable
to every adverse trend in the market places of the world.
The basis of Dr. Sutches beliefs was the conviction
that to maintain full employment, New Zealand had to
industrialize rapidly to absorb the expanding labour force •
.1

P. N. Holloway, 'Government Policies and Assistance in
Manufacturing Development~ inc. A. Blyth eed~) 'The
Future of Manufacturing in New Zealand 0 p.197

2 Dr. Sutch was a graduate of Victoria University,
Wellington and Columbia University.
During the
depression he had served as aconomic adviser to the
Minister of Finance, Mr0 Coates 9 and after 19.35
continued in this capacity with the New Minister,

16,
In 1957J he had predicted that the number ~f the labour
force would have reached 1,160,000 by 1975, an inorease of
J00,000 over the 1955 figure.

He argued that primary

production which accounted for only 15% of the nation's
QI'\

manpower was declining in importance as/employer, and could
not therefore find places for the expanding work force.

He

felt that unless the country could accommodate the increas~
in manufacturing industries, capitalising not just on
indigenous raw materials but also on the less tangible asset
of native skill, it could only anticipate a deolini~g
standard of living.
Dr. Sutch forwsaw that the implementation of the
development policy would be difficult because he felt that
New Zealanders were fettered by out-dated attitudes.

He

believed that their efficiency at putting grass to good use
for an overseas buyer had given them a
a.tti tude.'

9

c~lonial mental

He felt that New Zealand had become a dependent

nation- ''a living economic fossil, a. survivor of the past,
just as the kiwi 1s a survivor froB an age gone by."~
This zeal soon spilled over into the Departmental Reports
2 (cont.)

Mr. Nash, until 1940.
He had been Secretary-General
of the New Zealand delegation to the United Nations,
1947-51.
From 1951 - 1965 he was an officer in the
Department of Industries and Commerce.

3 W. B. Sutch,

'The Next Two Decades of Manufacturing in

New Zealand'

4

w.

B. Sutch QPregr 00 ~e for Growth'. Background paper,
Industrial Development Co:hference~ June 19600

and in the report for the year ending March 1959 Dr, Sutch
commented:
obNew Zealand faces the alternatives of rapid
su~stantial industrial deve opment or slowly
falling 11 ving standards. vi
•

1

If the Labour
Government. had been forced to
'
.

adopt the industrialization in depth policy with unseer:J.ly
haste, the economic weather indicators confirmed the logic
of the course.

irntil the new :r:reasures took effect, the

economy was sailing dangerously close to the wind.

The

terms of trade continued to slide in the first two quarters
of 1958, and even with extensive overseas borrowing the
funds were only built up to £55 million by the end of 1958.
This was only £10 million higher than the level of funds at
the end of 1957, and had there been no capital inflow into
the funds (most of which was loan capital) the level of
overseas reserves would have only been £8•5 million, enough
for twelve days imports. 2
There was another straw which indicated the way
the policy wind was blowing •

•

In November, 1958, a re-

negotiation of the quarter century old Ottawa Agreement
adjusted New Zealand preference to British goods to balance
with the declining value of New Zealand's terms of access

1 Report of the Departtient of Industries and Commerce

p.5

2

Ibid

18.
to the British market,

This reduced the quantity of goods

imported from the United King~om on favoured terms and consequently struck a blow in favour of the New Zealand
manufacturer.

Two months before this, a new trade agreement

signed with Japan had opened new prospects for the marketing
of primary produce without reciprocally endangering the
future for New Zealand manufacturers.

Although New Zealand

secured greater access to the Japanese market :or meats,
hides, casein and wool, import rights were given only to
those Japanese manufactured

goods which Q'offered no threat

of serious damage to New Zealand industr~r."
The Government had set its goals and nowW:Jnt
about attaining them.

Early in 19.58, the Cabinet Economic

Committee instructed the Department of Industries and
Commerce to ffurmulate a "philosophyg' of development.

The

Department did this and also prepared a nshopping list 11 of
desirable industries.

This was done without a formal

development plan in mind and yet it was not just a desperate
grasp for any industry which was within reach.

The

Department had had many of the industries on its long term
11

shopping list 11 for a long time.

A steel industry, and a

cotton industry had been under consideration since the Second

190
World War.
To a large extent the Department was in a good
position to negotiate

.because overseas manufacturers

who

had had their import quotas cut 9 were anxious to recover the
lost market, and came to the Depart• ent with plans to set
up plant in New Zealand.

Furthermore, the Department was

in a position to threaten those companies which it wanted
to attract, that unless the company considered setting up a
plant in New Zealand, the Department would prune its import
quota.

Another factor for manufacturers to consider, was

that, with the Department offering protected markets for
those firms establishing in New Zealand, room for competition
was limited and like the proverbial early bird, the companies
had to be quicke
01

Dr. Sutch subsequently commented that:

There were so many obvious gaps to fill, that
apart from the administrative effort involved,
expansion of existing industries and the establishment of new industries was a comparatively easy
change. 011

In the Labour Government's term of office 1957-60,
the number of significant new or expanded projects exceeded

?40 and involved capital investment of approximately
.!373 rrilliono

However, the most significant step taken by

the Government in its

industrial develop• ent policy was the

1 W. B. Sutch 'New Zealand 0 s manufacturing Development
9
since 1st January 1958'
Background paper, Industrial
Development Conference, June 19600

20.
conclusion of eleven secret agreements with ov,erseas companies,
among Which was the agreement with Smith and Nephew to
establish a cotton spinning and weaving mill at Nelson.
The policy of industrialization in depth and been
firmly adopted.

In April 1960, Mr. Nordmeyer announced

that the Government would even build and rent out factories
to industries prepared to go to selected areas.
election campaign of 1960 industrialization
one of the party 0 s main policy planks.

In the

in depth became

Newspaper advert-

isements told electors that:
The contribution of the primary producers will
no longer be sufficient.
Only vigorously
expanding industry will supply the tens of
thousands of extra jobs that must be found.
Only industry can supply the goods that peopte
want and that overseas funds cannot supply, 01

q0

Howeven the climax of these trends in the Labour
Government 0 s industrial policy was the Industrial Development
Conference of June 1960.

The Conference was a forum of 230

pundits assembled to draw up a guide to Government policy on
industrial development.

Although the Department of

Industries and CoI.J.I!lerce forestalled accusations of dominating
the Conference by making only r:iinimal contributions,
delegates could not help but be influenced by the 'built-in'
frame of mind of the Department, the Minister, and the
1

01
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Government.

In opening the Conference, the Prime Minister

said that he 'Jdid not want to anticipate the findings of the
Conference 011 but Mr. Nash went on to give a clear indication
of the Government 0 s attitude.
"It is the Government 9 s aim to encourage the
development of industries which can process
New Zealand or imported raw materials in their
crudest form through to their most finished
stageo
We will welcome the setting up of
industries by former exporters who wish to
retain their New Zealand market, provided we are
satisfied that these industrialists are ready to
go beyond mere assembly in New Zealand and to
process the produnts in depth 9 naking use of our
people 0 s skills.~ 2
Conference rapporteurs chose to ignore the papers
of many of those opposed to the

0

in depth 0 policy in the

report of the Conference 9 3 and only after the President of
the Federated Farmers, Mre A. P. 0°Shea 9 had threatened to
walk out? was his own paper included in the final report,
sandwiched rather uneasily between the papers delivered by

Mr, Nash and Dr. Sutcho
Consequently 9 the endorsement of the Government
policy by the Conference was no great surprise.

The

Conference concluded that to maintain her standard of living
New Zealand had to make full use of her capital and labour,
It believed that a 0balance of heavy stability should be

1 "Press 11
2

14th June 9 1960

Ibid,

3 Other papers ignored were those by Prof. Bo P. Philpott,
Mr0 J~ Wo Rowe and Mr. A@ H. Wardo
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built into a vulnerable economy 99 to create

09

a buffer

against the present instabil1 ty 01 \ by expanding New Zealand's
production and reducing its dependence on imports.

The

Conference recommended that the Government should create a
favourable environment and climate for the expansion of
industry as a whole.

It felt that the Goyernment should do

this by giving investing companies 0'determinable, continuing
and substantial share of the New Zealand marke~'and by a
doubly entrenched policy of protection through tariff and
import licensing, thus providing investors with a future
"free of violent changes". 2
For the Labour Government and the Department of
·Industries and Commerce, the Conference was a resounding
success.

The Minister expressed himself "thrilled" at the

outcome and felt that it

"provided New Zealand with a

worthy blue-print for the future. cv3
Twenty years previously the Labour Party had been
confronted with the misfortune of the depression, and it
found the cure in a dose of social legislation to stimulate
the economy, and a palliative industrial development policy
to cure the after effects of stimulated demand.

In 1958,

the Labour Government was confronted with a new labyrinth 1

Regort of the Industrial Development Conferenc~, June

19

o.

2 Ibid ..
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the dependence on fluctuating and vulnerable reserves 9 and
the possibility of a continuing decline in the terms of
trade.

The Labou~ Party once again took up the mantle

of industrial development 9 and the June 1960 conference
gave the Government an endorsement for this policy from many
of those most immediately affected by it.
The development of the policy did not go unheeded
by its opponents.

The National Party continued to oppose

it, and the mention of Dr. Sutch's name in the House 1nc1t.ed
one National :c1ember to cry;

99

He's a Communistt 01

The

Secretary of the Federated Farmers, Mr. A. P. 0 9 Shea was
also quite blunt in his criticism of

the policy~

°'We see no advantage in producing something
here that costs more than would be the case
if we exchanged with people abroad something
we produce already••• it is like most of
Hitler 0 s projects••• it would be a good thing
if no industry were permitted to start in New
Zealand unless it were capable of holding its
own in free oompet i tion. 01 2
On a more sophisticated level 9 there was an
impressive array of economic thinkers opposed to the
industrialisation in depth policy.

Professor J.B.

Condliffe, a distinguished economic historian argued in
a series of lectures and subsequently in a book, that
NZPD. Vol, 322
2

p,522

A. P. 0 1 Shea, 0'The New Zealand Farmin~ Industry - Past,
Present and Future 00 - Background papers Industrial
Developnent Conference, June 00 1960 ..
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instead of industry

0

1n depth 0 with imported raw materials

New Zealand should concentrate on processing a few
naturally strong resources.
Professor H. R. Rodwell of Auckland was another
academic who disagreed with the industrialization policy.
He believed that farming gave a greater per capital output
and that it was on this industry that the country depended,
then and in the future.

Professor Rodwell disagreed with

the contention that New Zealand should develop manufacturing
industries to provide jobs for an expanding work force,
arguing that there was already a state of over-employment
in New Zealand.

Furthermore, he argued that;

iThe capacity of :r:ianufacturing to expand is
very definitely li • ited by the size of our
overseas income 9 and that depends on the
capacity of our primary industries to mrintain
and expand their volume of production."

0

Perhaps the most tenacious of the academics
opposed to the Government 0 s policy was an agricultural
economist from Lincoln College, Professor B. P. Philpott,
His view was that if New Zealand was to secure the requisite

4%

per annum growth rate it could only achieve it by invest-

ment in primary production.

He pointed to the fact that

n·ot only was the rate of productivity much higher in primary
1

·H. R. Rodwell 9 9 The Place of Manufacturing Industries
in the New Zealand Economy. 9 - Sir Sidney Holland
Memorial Lecture, No. 1 9 1959

production than it was in manufacturing

industry, but also

that the proportion of it attributable to efficiency was
much greater,

Import substitition, he contended, did not

ease the balance of payments situation, b~t merely intensified the press~re from another source.

Not only would there

have been no real relief for overseas funds, but import
substitution would have increased the cost of goods and
labour for the stalwart of the New Zealand economy, the
primary producero
Professor Philpott did not accept the contention
that primary production would be faced with declining prices,
He believed, that a diversification of markets would solve
the problem of a reluctant United Kingdom market, and that
increased demand from the new markets would absorb the
annual increase in production.

4%

Furthermore, Professor

Philpott did not believe that farming was a declining user
of manpower or that New Zealand needed to create jobs for
In 1966 he wrote:

the expanding work force,

"The direct demand for labour springing from
increased agricultural production is more than
enough in conjunction with that springing
from the normal growth of New Zealand
manufacturing
absorb all of New Zealand 9 s
labour force a fV

to

1 B. P. Philpo: t, 'Productivity, Planning and the
Price Mechanism in New Zealand Manufacturing
Industrieso 9
Po19
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Despite these signs of oppugnancy to the policy
from an environment traditionally hostile to the establishment of manufacturing industries, the Labour Party had
succeeded in creating a hot-house atmosphere in which to
nurse the seeds of industry.

The circumstances which

spawned Labour 9 s industrial policy were an exceptional
combination of traditional policy, personalities, and the
demands of necessityo

After the 1960 Industrial Develop-

ment Conference, it appeared that the policy enjoyed
support from those most immediately affected by an
intensification of industrial development.

Yet the

glass-house for industry was a vulnerable target for the
large number of opponents who still abounded, and when
they were joined by critics who saw their interests being
threatened by the new industrial agreements the whole
structure became seriously endangered.

27.
Chapter II

PREPARING THE GROUND.
It was logical that the Department of Industries
and Commerce should have placed a cotton industry high on
its list of priorities.

Cotton stockinette was a necessary

commodity for the marketing of meat carcases, and New
Zealand 0 s dependence on sources which were half a world
away clearly put it at a strategic disadvantage.

Cotton

imports also took a large bite out of overseas funds.

In

1960 they accounted for some £20 m:1.llion out of a total
expenditure on imports of approximately £JOO million.
Furthermore, the cotton industry was one of the first
industrial projects embarked upon by developing countries,
and for a country which was considering further ventures
in the world of ~xtiles_,. there was an undeniable logic in
beginning with cotton.

Cotton was more easily handled than

the more sophisticated synthetic fibres, and yet demanded
basically the same manufacturing techniques.
The strategic importance of the need for a native
cotton industry had first been brought home during the
Second World War when New Zealand was cut off from its
traditional suppliers, India and the United Kingdom, and
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was obliged to make its own stockinette.

The Labour

Government was aware of the vulnerability of relying on
overseas sources, and in 1942 had supported a move made by
a group of Christchurch businessmen1 to set up a weaving
mill at Riccartono

The company was to have had a capital

of approximately£¼ million and to employ 180 persons in
the manufacture of stockinette and mop-cloth.

The Govern-

ment assisted the company by helping it to obtain land,
and gave it permission to import machinery from any source,
free of dutyp

There was no duty on raw cotton at that

stage so that the Government was not in a position to offer
the company tariff concession on the imported raw cotton.
However~ the Government did not appear to be prepared to
offer a fully protected market to the company and declined
to impose import restrictions on imported stockinette.
While the company could have met competition during the war
years, the directors anticipated that a conclusion to
hostilities would open the venture to competition from the
low-cost Asian countries.

The promoters Jecided that the

industry would have little prospect of success and decided
to abandon the plans.

Nevertheless cotton stockinette was

produced on a small scale in Christchurch and the Hutt Valley
1 Headed by Mr. T. W. Perry, who later played an
important part in the opposition to the Nelson
cotton mill
Q

during the war years.
The Department of Industries and Commerce had
kept the possibility of a cotton industry

under review,

but under the National Government no further action was
taken.

The return of the Labour Government in

1957 with

its policy of fostering new industries, meant that the
Department Gould re-open the ootton industry file.
If the Labour Government was anxious to nurture
the new industries in a 'hot-house• atmosphere, then its
partner in therotton venture was equally anxious to come in
from the cold.

Smith and Nephew was faced with the fact

that the British cotton industry had steadily been losing
a long-term battle with Asian manufacturers for export
markets.

After the F ir'$t; World War, India and Japan had

rapidly developed as new, efficient and low cost competitors.
By 1926-28 they had succeeded in knocking back Britain's
share of the export market to two thirds of the pre-World
War One level,

The British managed to avert the impending

loss of the Dominion markets by the Ottawa Trade Agreement,
which had given British producers "full opportunities of
reasonable competition on the basis of the relative oost of
economical and efficient production."

However, the Second

World War further crippled the ailing British industry.
About one third of the spinning and weaving capacity was
shut down and exports were reduced to one quarter of the
pre-World War Two level.

Britain 9 s position we.s once again

protected from the full blast of Asian competition, first
of all by Japan°s inability to supply, and later by a series
of Anglo-Japanese payment agreements which regulated total
trade between Japan and the sterling area.

Yet these were

only stop-gap measures, and as the Japanese textile industry
grew stronger, Britain's supremacy as a cotton exporter became
increasingly threatened,
In the 1950°s, the Asian manufacturers made a full
recovery, while Britain's capacity to produce continued to
decline.

In the period from 1953-61 the group of countries

reaching from India and Pakistan in the West to Japan and
Hong Kong in the East increased its production by over 50%.
Simultaneously the British Government had attempted to halt
the decline in British production by undertaking reorganization of the industry,

It hoped to tighten efficiency in

the industry by reducing the numbe~ of spindles and looms
and initiated a policy of encouraging redundant units to
sorap their plants in return for Government compehsation.
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However, the reorganization scheme met with little success.
The Chairman of one of the trade groups, the Spinners and
Doublers Association, said that it had "floundered 09 and had
been a waste of money. 1
In 1958 Britain°s reeling export trade to New
Zealand received two further knocks.

In September of that

year Japan and New Zealand signed a trade agreement by which
unconditi~nal most favoured nation treatment was reciprocally
extended, thus opening a new door to the low-cost Japanese
textiles.

Secondly, the Ottawa agreement, which had

protected Britain°s export trade to New Zealand, was revised
in December 1958, and the preferences afforded to British
goods were reduced.

Preferences which had been 20% or

close to it, for all goods, came down to

5%

for essentials

required by industry, 7½% for welfare goods, and 10% for all
others.
The effect of these two new agreements on the
pattern of cotton textile importation into New Zealand was
dramatic.

In the three years 1957-60 the value of printed

and dyed cotton imported from Britain fell from}2½ million
in value to £1½ million, while the value of imports of the
same cloth category from Japan increased three-fold from
1

0
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£½million to over ~1½million.

For other categories of

cotton textiles the picture was similar.

Imports of British

shirting in 1960 had fallen one third of their 1957 value,
from £370,000 to £121,000, while imports of Japanese origin
had more than doubled in value from £110,000 to £265,000.
There were also other new suppliers which substantially
increased their share of the market at Lancashire 9 s expense.
India doubled her share of the market in calic~ terrytowelling, shirting, flannelette, pillow cotton and drills. 1
In the same three years, 1957-60, Hong Kong leaped
from insignificance to become one of the major sources for
cotton goods.

It had increased the value of its share of

the market for dyed and printed cottons from £17,000 to
£199,025 and had also substantially increased its share of
the market in pillow cotton, drills, flannelette and
shirtingo 2
Smith and Nephew were alive to the currents which
were changing the course of trade and realised that the
company's only hope for salvaging the remainder of its export
1

Calico .~
••
Terry-towelling
Shirting •
••
Flannelette ••
Pillow Cotton •
Diaper ••
oo

••
•~
••
••
••
••

12.51.
66;107
3,690
5,790
41,348
77,806

16¥~

101,
17,619
8,483
89,456
158,648
10,580

Customs Department. 9 Report of the External Trade of
New Zealand (Imports~
It should be noted that the
Textile and Garment Manufacturers 9 Federation claimed
that the swing to Eastern sources was greater than
that revealed by the above figures$

t~ade before it was inundated by the Asian tide was to
federalise its plants.

This involved a policy of establish-

ing plants in low cost countries, preferably with a protected
market.

Exploring this possibility, the Chairman of the

Board of Directors, Mr. G. E. Leavey and one of his
associates, Colonel Lockhart-Jervis, visited New Zealand in

1959 as part of a world tour.

The pair saw the opportunity

for their company to '0get in on the ground floor of a
developing country, oJ and held discussions with the
Department of Industries and Commerce.
Initially, however, Smith and Nephew were not
interested in establishing a cotton spinning and weaving
plant.

Their proposal was for a company with a capital of

£500,000, to .£600,000 to manufacture surgical dressings and
pressure sensitive tapes, lines which the company was
already exporting to New Zealand.

Beside the Department's

ambitions this approach was decidedly low pitch.

The

Department wanted a plant with a capital of £16 million
which would spin and weave New Zealand 9 s entire cotton
2

1960
Pillow Cotton ••
Drills, Denims and
Flannelette
••
Shirting • •
••
Terry-towelling

• • 2,298
••
ducks • 24,397
15
••
••
•• 14,'+52
••
••
•• 2,738

52,864

148,018

41,084
30,352
29,015

3 Company Report (Commonwealth Fabric Corporation Black
Book.)
Appendix A, page 1.
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requirements under contract to overseas firms.

The

Department felt that it could persuade the company to embark
on a more ambitious project by gently threatening its
export trade to New Zealand~

One officer of the Department

said that they had been "brutal to the company;.
quite a 1ot and horse traded a fair bit. 11

We bluffed

The Department

also pressured the company by issuing invitations to other
overseas companies to submit proposals for a cotton weaving
industry in New Zealand.
Smith and Nephew took the hint and joined with an
associate company, Joanna Mills of North Carolina to submit
plans in January 1960 for a more ambitious plant.

The

details of this plant have not been made fully clear, but a
subsequent company report said that the plan was for a
"spinning unit with knitting to take up the then large and
wholly :t.mport~ meat wrap in New Zealand and later to expand
into a wide range of cotton textile aoti vi ties. 111
On the

3rd

of February 1960, the Deputy Chairman

of Smith and Nephew, Mr. G. E. Whittaker and the VicePresident of Joanna Mills, Mr.

w.

Regenery arrived in New

Zealand to discuss these proposals with the Department of
Industries and Commerce.

Alive to the implications of any

1 Smith and Ne phew Associate Companies, notice to share
holders 21st February, 1962.

3.5.
possible change of Government~ the pair saw the Presideut
of the National Party, Mr. Alex McKenzie and were assured
that if an agreement were entered into with the Labour
Government, it would be honoured in the event of a change
of Government.

One company officer ~aid that Mr. McKenzie

was enthusiastic about the proposal, and that the National
Party had promised to back the company should it run into
trouble with the Labour Party,

Mr. Whittaker and Mr.

Regenery also saw the former Minister of Industries and
Commerce in the National Government and
of Finance, Mr, J. T. Watts.

The

9

shadow 0 Minister

pair felt that Mr. Watts

too, was in favour of the proposal, but he also warned them
of the danger of the opposition they would encounter if they
began manufacture on a large scale.

He suggested that the

company should make only two or three lines, such as meat
wraps, diaper and sheeting.
When the

pair began their discussions with the

Department of Industries and Commerce on the 8th of
February, 1960, the Assistant Secretary of the Department,
Mr, Lewin told them that the compan1es 9 plan would still
not m3et the country 0 s needs and pressed them to accept a
more diversified plant, involving a wider range of products,
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and consequ~ntly greater capital investment.

Mr. Whittaker

and Mr. Regenery accepted the modified plan conditional on
the approval of their respective boards.

The plan involved

the establishment at Nelson of a mill with a capital of
£2 million rising to £4 million after four to seven years.
Unfortunately, both the Department of Industries
and Commerce and Smith and Nephew have declined to release
details of this preliminary agreement, so that the information we have about the plans is ramarkably skimpy.

We

know that the companies planned to produce meat wraps and
medical textile goods, but we do not know whether the
companies intended to manufacture other textile fabrics,
More importantly, we do not know the details of price,
protection, and market guarantee for the proposed textiles,
factors which in the signing of an industrial agreement of
this nature are of key importance.
Although the Department was

eager that the

companies should establish the plant at Nelson, 1 and gave it
verbal encouragement to do so, it had little to do with the
oompanies 9 choice of site.

They had shown a preference for

a site at Heretunga in the Hutt Valley, but problems of
labour, effluent disposal and finally some price speculation
1

The Department of Industries and Commerce viewed the
region as one which was lagging in the general
manufacturing development.
Between 1954 and 1960
the number of factories had declined from 185 to 174,
and the work force had expanded by only 5.7% compared
with the national average expansion of 705%0
Department of Industries and Commerce 9 Egonomic Sux:vey
of the Nelson Hegt~n u
.Tune 1962
p 72

by the property owner caused the companies to investigate
the suitability of the Nelson site.
The companies' officials had already been solicited
by Mr. Colin Martin, a former National Party candidate for
the Nelson elect er.ate and a God-son of the Chairman of
Directors of Smith and Nephew, Mr. G. Leavey.

On learning

of the Whittalrnr-Regenery visit, Mr. Martin had assembled
a prospectus with the aid of Nelson°s able Public Relations
Officer, Mr. Colin Wheeler, and had induced the officials
to visit Nelson,

They found much there to impress them.

Nelson was an attractive city with good facilities
to attract emigrant families and the labour picture there
was bright.

While in the main New Zealand was short of

labour, there was an employers 0 market in Nelson.

The

average wage of .£890 per annum was the third lowest of the
twenty New Zealand regions, and well below the national
There were reserves of the female
labour essential for the cotton industry.

Women constituted

only 16% of the Nelson Labour force, whereas the national
average was 23%.

2

Finally the Nelson Labour force had

not been expanding as rapidly as it should have been because
young people had been leaving Nelson for better opportunities

i Ibid
2

Ibid

elsewhere, and it was these people that the industry wanted
to attract.
The Nelson City Countil was eager to welcome the
new industry.

The council took out options on three sites

which the companies were considering.

For one site where

it was not possible to get an option, the Assistant Town
Clerk purchased the property out of his own pocket and
offered it to the companies at cost price.

Furthermore,

when the company finally intimated that they favoured a
site in the residential district of Annesbrook, the Town
Clerk stretched the city 0 s planning rules to the very limit
to accommodate the companies.

The City Council

also

offered them concessions on water rates, and the local power
board offered a cut in the electricity rates.
However, it was not all hard facts which influenced
the companies to choose the Nelson site,

The Chairman of

Directors of Smith and Nephew had spent some time in the
district and was

known to favour it, and Smith and Nephew

may have been influenced by the fact that their parent
factory was in Nelson, Lancashire.
Against these factors, the officials had to consider
Nelson's disadvantages; the necessity for transhipment of
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many of the raw materials from Wellington to the factory,
the difficulties of distribution from the city and the
limited supply of labour for the future.

However, after a

visit to Nelson and discussions with the City Council, the
officials reported to their respective companies, in favour
of the Nelson site~
Less than two weeks later, on the 1st of March
1960, the Prime Minister came to Nelson and in a ceremony
initiating the construction of the Nelson-Blenheim railway
line announced that Nelson was to be the home of the new

£1+ million cott~n millo

Mr. Nash said that the mill would

be making meat wraps and medical textile goods and that

00

the

products of the mill will be at prices competitive with
imported goods~ and their quality will be right up to world
standards •••• the mill is a particularly fine example of the
type of basic industrial development we need in this country/
The decision to announce the project at the
opening of the railway was entirely Mr. Nash 9 s.

Whilst

there was a certain logic in announcing this new impetus
for an underdeveloped region at the opening of a major
public works scheme? there was clearly a danger in announcing the project before the boards of the respective
1

'Evening Star 0
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companies had approved the proposals.

The Minister of

Industries and Commerce, Mr. nolloway did not approve of the
announcement being made, whilst the companies were annoyed
and insisted that their names not be mentioned.
The announcement of the project was met with a
mixed if not entirely unexpected reaction.

The citizens

of Nelson were naturally delighted with this new injection
into a rather tired blood-stream.

t~r

am delighted with

the prospect of a new industry, vi said the President of the
Nelson Progress League, '0 It' s just what we innt and what we
have been looking for all the while. 01
Elsewhere the interloper was looked at askance.
The Christchurch Press warned that although the announcement
"may sound like good news to the citizens of that district,
but from the national view point it should be viewed with
misgiving," 2

The Federated Farmers said that

01

of all the

industries suitable for New Zealand, the proposed cotton
mill must surely be rated among the most fantastic. 09 3
The Canterbury Chamber of Commerce criticised the "light
hearted declaration of the expenditure of £4 million 114
The member of Parliament for the neighbouring electorate of
Marlborough, Mr, T. P. Shand welcomed the project with

1 'Nelson Evening Mai1°
2 'Press'

2nd March 1960

3 'Dominion'
4 'Press'

4th March, 1960

2nd March 1960

ls1, th March l 960
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While claiming that he

something of a two edged sword.

was "naturally delighted~ that Nelson had been chosen as a
site for the mill, he saw
Farmers complaints.

10

much merit

in the Federated

n

He regarded a mill with a capital of

£1¼ million as acceptable, but a mill with a capital of
'

24- million was a different proposition.
ovthe extension of the industry into wider
fields as the Prime Minister blithely
implies would be another matter, 11 he said,
'°involving denying to the housewife a
reasonable choice of cotton materials. 01
The accumulated criticism rather caught Nelsonians
off balance, and they leaped to reply

0

the project is draw-

ing criticism from places which havenvt got the mill,"
snapped back the

0

Nelson Evening Mai1° 2 while the Public

Relations Officer thought that the opposition was merely
"sour grapes. ,,3
The economics of the mill project were something
of an unknown quantity.

The President of the Nelson

Chamber of Commerce said that he did not know the economics
behind the mill, but he was in favour of 1'a.ny industry that
could be established here.°' 4

The

9

Nelson Evening Mail'

felt that the ueconomic issue can safety be left to those
who are spending the millions of private capital.
1 Welson Evening Mail'
2

4th March 1960

'Nelson Evening Mail'

J 'Press 9

2nd II.larch 1960

I.J,th March 1960

4 'Nelson Evening Mail'

4th March 1960

It is
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their judgement against that of their oritios. 111
For the most part there was little comment in
the press on Mr. Nash's announcement of the project.

The

organizations which did criticize the proposal were the
'hard-liners' in the debate on industrial development who
were prepared to heap disapprobation on the plan without a
knowledge of the details.

This was opposition which the

Government would have been prepared to sit out.
Yet Mr. Nash's announcement of the project was 111timed

nnd could only have helped to arm his opponents.

By making the announcement at the opening of an already
controversial railway, Mr. Nash draw the cotton mill into
the ring of controversy by making it appear that the cotton
mill was an effort to justify the railway,,
called it a ' 0 justification for an unjustifiable railway, 112
and said that 1 t showed the Government O s desire to ''provide
an uneconomic railway with a little business. 11 3
The announcement was impolitic for another very
good reason,

It was made before confirmation had been

received from the Boards of Directors of Smith and Nephew
and Joanna Mills, and the Government ran the risk of
embarrassment should the companies decide not to go ahead.
1 · Nelson Even 1ng M
·1°
1a1

2nd March 1960

2 'Press'

2nd March 1960

J 'Press'

29th April 1960

4,J.
On the 5th of Aprtl, 196oi just this possibility eventuated,
On that day Smith and Nephww cabled the Government to inform
it that Joanna Mills had decided not to proceed because of
capital commitments elsewhere, and in consequence, Smith
and Nephew had also decided to withdraw from the project.
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Chapter III
PLANTING THE SEED
The Government was clearly in an unenviable
position.

The Prime Minister had announced that a cotton

industry would be established at Nelson, but the cable from
Smith and Nephew now put an abrupt end to the venturee
The Government was faced with two alternatives.·

It could

have announced the companies 0 decision to withdraw and
conceded its error in making the premature announcement ..
Alternatively, it could have kept the cable a secret and
sought

.other promoters willing to implement the agreement.

The Government chose the latter course and set out to woo
Smith and

Nephew in an attempt to persuade it to take up

the agreement single handed,-•
On the 12th of April, 1960, the Minister of
Industries and Commerce cabled Smith and Nephew expressing
regret at the Joanna Mills decision, reiterating the
Government's belief in the soundness of the original
proposals, and urging the company to reconsider its
decision.

On the 19th of May, the Government advised the

company that an American company wanted to establish a mill
in New Zealand; and urged Smith and Nepr.ew once again to

reconsider its decision.

This may have been a bluff on

the Department's part, or it may have had a genuine proposal.
In either case Smith and Nephew were unmoved by the implications of the cable and replied advising the Government
to accept the American offer.

The Government, however,

was still pursuing Smith and Nephew and on the 24th of May,
it again wrote to the company, this time asking them to

submit new proposals.
This request was backed up by a new initiative
by the Prime Minister, Mro Nash, who visited London for
the 1960 Commonwealth Prime Ministers' Conference from the
4th

~

to the 12th of May.

During this period he too tried

to persuade the company directors to consider taking up
the New Zealand project alone.

This ultimately had the

desired effect, for Mr. Whittaker called on the Prime
Minister at the New Zealand High Commissioner's Office in
London and informed him that he thought the company would
probably submit new plans for the New Zealand project.
In June 1960 Smith and Nephew submitted the new
plan for a cotton spinning and weaving industry to be
established at Nelson,

The plan envisaged a mill involving

a total capital expenditure of £3/4 million, which would

manufacture one thire of New Zealand's stockinette, medical
dressings, denims and cotton wool.

The company was

subsequently to move into such fields as were considered
desirable, and it suggested flax and jute weaving as
possibilities.
This proposal was studied by the Department of
Industries and Commerce and the company was invited to send
directors to New Zealand to discuss details of the plan.
On the 5th of August 1960, the deputy Chairman of Smith and
Nephew, Mr. G, Whittaker, and the conpany 0 s New Zealand
representative, Mr. A.H. Giles, opened discussions with
the Assistant Secretary of the Department of Industries
and Commerce, Mr. Lewin,. and the Minister of Customs,
Mr. Boord.

These Government officials were the mos.t

closely involved in the preparation of a new agreement, and
the company officials saw the Minister of Industries and
Commerce, Mr. Holloway, and the Secretary of the Department
Dr. Sutch, only once each,

In the' negotiations which

followed the balance of power clearly favoured the company.
Not only did the Government need a firm which was prepared
to take up the Nelson project and thus relieve the
possibility of a most embarrassing situation, but the
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Department of Industries and Commerce was still more
interested in the establishment of a plant which would
manufacture a diverse range of textiles.

Eventually, the

Government persuaded the company to embark on a more ambitious
project than it had considered in its June proposals.

On the

8th of August, Mro Whittaker agreed that the company could
do more and submitted a proposal whereby it would set up a
new company with an ititial capital of £1 million.

The

proposed company was to manufacture meat wraps 9 denims,
cotton wool, surgical dressings 9 winoeyettes and diaper
cloth.

The Department accepted this proposal and persuaded

the company to plan a second stage which involved extension
into a wider range of textiles fabrics and which involved
a total capital expenditure of £6 million.
The Department 0 s negotiating officers had good
reason to feel pleased.

Not only had they averted a most

embarrassing situation for the Government, they had persuaded
Smith and Nephew to go beyond the plans agreed on in
February 1960 and to embark on °'depth 1' production of a
more diversified range of textile products.

It is not

clear whether to do this the Department had had to extend
the terms of protection which it had offered the Smith and

1-i,8.

Nephew - Joanna partnership, but this must be considered a
strong possibility.
On the 12th of August, 1960, the Minister of
Industries and Commerce, acting on the Governrnentus behalf
set out the understandings which had been reached in
discussion with the conpany in the form of a letter to
Mr. Whittaker.

On the same day, Mr. Whittaker replied to

the Government confirning the understandings, and the seed
of the cotton mill was planted.
The agreement·entered into by the two parties
bore the hall marks of the Department 0 s industrial
development policy.

It provided the company with an

assured market by means of tariff protection and import
licensing and concessions of tartff for the importation of
plant and raw materials,

This was normal practice for the

Governn1ent at the time, and yet in several important respects
the agreement had weaknesses.

There is really no touch-

stone with which one can evaluate the merits of any
particular agreer.1ent, but comparison with the other major
industrial agreements made by the Government suggests that
the Depart '_Yl.ent was being generous to the company. 1
1

1 The other major industrial agreements made by the
Governl!lent during its term of office 1957-60 were:
(1) Agreement with Consolidated Zinc (Comalco) for
the establishl~ent of an Aluminium snelting plant
near Bluff.
(2) Agreement with Aloan Industries Lir::1ited for a plant
to produce aluminium flat sheet at Wiri near
Auckland,
(3) Agreement with Pacific Steel for the establishment
of a steel rolling mill at Otahuhu
8
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The hssurance of market' clause guaranteed that
the company would be assured of a market of at least 80%
of New Zealand 9 s requirements for all its products (excepting
meat wraps for which the company was assured a maxi:inum of
33-1/3% of the New Zealand market) until 1964, and for a
further five years for all extensions of its products.
This provision was not unusual, as can be seen from
colur.m 1 of the table on page49,

However the cotton

agreenent differed from the other major industrial agreements
in ·that it offered to continue indefinitely,
assurance of a New Zealand marl-rn.t. 11

00

a reasonable

This clause was

inexact, and it was up to the Government to interpret the
clause.

The Government could, if it wished, have inter-

preted the 0ireasonable assurance of a New Zealand market 90
almost whatever way it willed, but the company directors
believed that they had the Governmentqs good will, and in
subsequent negotiations made it clear that the company did
~xpect continuing protection.

--------------------------------·1 (cont, )
(4) Agreement with Ajax Ltd. to set up a factory to
manufacture screws at Auckland,
(5) Agreement with GKN Ltd. to establish a plant to
produce wire at Otahuhu.
(6) Agreement with Cookes New Zealand Wire Rope Coy.
to establish a plant to manufacture wire rope at
Auckland,
(7) Agreement with Austral Standard ~bles to set up a
plant to produce telephone cable at Hornby.
(8) Agreenent with N.Z. Refinery Company to establish a
plant to distil refined products at Marsden Point,
near Whangerai.
( 9) AgreerJent with r.lcKendrick Glass to establish a
factory to produce glass near Whangarae.

51.
The company directors also believed that they had
the Governnent's good will for the development of further
production processes.

The agreenent provided that the

company would be given first preference if further development was to be considered,

~provided these proposals (the

company 9 s) are acceptable to the Government and are reasonably as acceptable as any other desirable proposal or
proposals received.~ 1

Here again the assurance was couched

in vague terras, and the interpretation rested with the
Government, but while the company believed it had the full
support of the Government, this was a valuable promise.
Although the Government made the undertakings to
give preferential consideration for future development to
the wire rope and telephone cable companies, the promise
to Smith and Nephew was more far reaching in that there was
n~ time limit to it.

The wire rope company was told that

Government assistance or encouragement would be withheld
from ~ther possible competitors only until 1965.

The

telephone cable company was given a prooise of first
preference in any subsequent consideration of proposals for
bulk manufacture, but the Government could alter the
agreement after eight years of production, provided it gave

1

See Appendix 1.

two years not1oe,

There was no suoh •safety valve olause'

in the ootton mill agreement.

The Government was apparently

eomm1tted indefinitely.
Under the 'Customs duty and plant materials'
elause, the Government undertook to "consider sympathetioallyog
any application by the Conpany for duty free entry of raw
materials, and to remit or reduce duty on plant and
machinery,

This assurance was not unusual.

The Government

had given a similar undertaking to an oil refining oornpany,
while the Comalco agreement went further and stated that the
company had the right to import raw materials free of duty,
The more technical clauses involving water oharge~
effluent disposal, immigrant staff, shift work, distribution
of products, remittance of profits, excess profits retention
tax, repatriation of capital, plant depreciation allowance
and provision of overseas currency were all normal business
undertakings, and were in line with similar assurances made
in the other major industrial agreements.

However, in one

olause, the Government had given the company a valuable
concession to its ein depthv policy.

The agreement provided

that the company was permitted to import ·•~ufficient
quantities of cloth in the grey to enable the full utilization of the bleaching and printing department. 19

By this clause the company could import grey cloth from
cheaper Asian sources, bleach, print and sell it at the
same price as cloth which was to be spun and woven in New
Zealand.

Furthermore, the agreenent placed no limit on

the quantity which Smith and Nephew could import.
Presumably; the company could have taken advantage of this
clause to establish a profitable business, but one which
wouid have been alien

to the

0

vertica1 unit 6 industries

which the Department was trying to encourage.
These clauses were all moderately generous to the
company, and obviously the agreement depended to a considerable extent, on the good will of both sides for its
suco essful implementation.

Yet these clauses alone did

not mark out the agreenent as anomalous or necessarily
objectionable.

They were more generous to the contracting

company than were the other major industrial agreements,
but only slightly Jjore so.

The clause which made the

cotton mill agreement distinctive was the price clause.
No other of the major industrial agreements had a price
clause which was so loosely phrased or so difficult to
interpret.
The price clause read:

54.
nThe company will endeavour to sell and continue
to sell all of its products disposed of in
New Zealand at prices not higher than the
prices of like imported products,
To this ehd, the price (cost and freight all
substantial New Zealand distribution centres)
of each and every product produced by the
company for sale in New Zealand will not exceed
the prevailing fair average price in such centres
for similar products at the time of the company's
firm financial coruiitment (as signified by
specific financial comnitnent and the setting
of a commencement date of manufacture) to manufacture such products, increased or reduced
thereafter by variations in direct costs of
production and variations in direct costs of
production and variations in taxation fairly
apportionable, in accordance with recognised
sound accountancy practice, to the price of
each such product.
tbtwithstanding the obligation of the company
to continue indefinitely to thus set maximUtJ.
prices for its products, the price (cost and
freight)all substantial New Zealand distribution centres) of meat wraps will not exceed
the fair average price of imported meat wrap
of like qualities in such centres at the time
of such sales of such meat wraps. 91
The determination of a 'fair average price'
provided one stumbling block,

lq though the Department of

Industries and Commerce was practised in deter1Iiining the
average price of goods landed at the main ports of New
Zealand, the clause did not make clear whether this included
duty.

Mr. Lewin answering a question by the Wholesale

Softgoods Federation claioed that the price would exclude

duty.

1

However, legal opinions obtained by both the

Wholesale Softgoods Federation ahd the Garnent Manufacturers'
Federation expressed the view that the agreenent as worded
wotild be legally interpreted as to include duty. 2
Furthernore, the New Zealand representative for
Snith and Nephew, Mr. A.H. Giles, told the Wholesale
Softgoods Federatiod that the company also interpreted
the clause to nean that duty was included in the calculation
of the prevailing average price.

The difference between

the company's and the Depe.rtment 's interpretations was, of
course, that if duty were included in the calculation the
'fair average 0 which the company would have to meet would
be higher.
However, this

WRS

only a minor difficulty com-

pared to the difficulty of interpretation of the sentence
specifying the time of the determination of the fair
average price:
"as signified by a specific financial colilllitnent and the setting of a conmencing date of
manufacture. 00
This section of the price clause subsequently
proved to be the principle source of the confusion which
1 28th September, 1961.
Ne~ Zealand Wholesale Softgoods
Federation, Circular to Menbers No. 530
20 Sunnary of the Representations made by the N.Z.
Wholesale Softgoods Federation;

3_ Meeting of the Federation Council, 20th September 1961
'Sumnary of the Representations nade by the New Zealand
Wholesale Softgoods Federation.•

arose over the agreement} and even at the time of negotiation there appeared to be different interpretations of
what this sentence meant.

The Minister of Industries and

Conmerce Mr, Holloway, and the Assistant Secretary of the
Depart~ent, Mr. Lewin, later said that they both believed
that the prices would be negotiated with the company when
it began to • anufacture~ with the basis for such negotiations
being a ten year survey of all
sources. '

0

stable and substantial

The company's interpretation appeared to be very

similar to this, but it placed great store on-the assurances
of the Departnent that prices would be co• parable with those
prevailing in 1960 or earlier.
'

A director of the company, Mr. J, A. Leavey
subsequently said the.t the company understood the base date
for price determination to be the 12th of August 1960 and
that he didn't understand how anyone could understand
anything elsef

Even though the views of the Minister and

the Department were not fullyknown at this stage, it does
appear that they concurred with the company's interpretation.
Prior to the signing of the agreement, Smith and Nephew had
submitted to the Department its calculations of the mill's
initial prices,

These estimations were based on the

1 See Bhapter Five
2

A. V. Mitchell, script of interview with J. A. Leavey,
January, 1964
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prevailing fair average price for 1960, and were acceptable
to the Departmento

The company seemed to have good cause

to interpret the base date for prices as August 1960, for
when the Solicitor-General subsequently exanined the clause,
in December 1961, he concluded that the cor:.pany 0 s interpretation was fair and reasonable.
If this was the understanding of the Department
and the Minister of Industries and Col;ll'.lerce, the Prime
Minister, and possibly other Goverrment members, took the
meaning of the clause to be something very different.

Mre Nash apparently understood the clause to nean that the
average would be based on prevailing prices for the date
the company comnenced manufacture of each proauota

In

1962 Mr~ Nash told Parliament that:
"No one could interpret that in any other way
than what lt says here - that the date for
fixing price is the time when the manufacturing
of each product commences.
The price is not
the price which existed when the first agreement was made, but when the company started to
manufacture 1 that particular product.
It says
that here o 11
In one sense, trl. s difference in interpretation of
the price clause was important.

The pattern of trade was

continuing to favour Eastern manufacturers, with a progress•··
1vely smaller proportion of imports coming to New Zealand

l NZPD.

Vol. JJl
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from the United Kingdom, and a consequent price drop. 1

The company wanted, and believed it had a reasonable
assurance of long term profitability in the Department's
promise of the 1960 base date with historical source
So long .as the prices were a fair average

weightingse

comparable to the 1960 prices, the company calculated it
could make a

15%

profit on investment.

A company letter

to shareholders said that the agreement •~would offer an
assured long term prospect of profit and growth to your
company. Qa 2
The company directors were well aware that
without extensive protection the mill would be unable to
survive the 1'icy blast of competition, particularly Asian
competition. 11 3

Mr. Leavy said in December 1961 that

°'almost certainly our prices will be higher than some '
prices for some similar cloths which today could be imported
from the lower wage countries of Asia and Africa. 114
Mr. Giles told the Wholesale Softgoods Federation that:
"the mill does not claim to be able to
compete with the products of low cost
countries such as Japan and Hong Kong. 0' .5
The company needed and expected the protection offered it
by the Government, and also a firm understanding on prices

1 See Chapter V

2 Smith and Nephew Associated Companies, letter to
shareholders - 21st February 1962

3 Letter Ga Whittaker to the Prime Minister, Mr. Holyoake
4th Septenber, 19610
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if 1t was to commit large sums of money to the project.
For this reason any conflict in interpretation of the price
clause was important.
Yet in another sense, the conflict in interpretation
was not important,

It was clearly difficult to commit the

company to a firm list of pre-determined prices, and with
fluidity of the world supply situation it was impossible to
tie the price of goods marketed in New Zealand to the uncertainties of world prices, as was done with the oil refinery
agreement.

Furthermore, it was difficult to determine pre-

vailing prices at any one time.

One senior Department

officer said in an interview with the author that it was
impossible to make a reliable statistical investigation of
any prices, because it involved too many factors.

Finally,

there was the consideration that no company could be tied to
a set of prices determined in advance.

If, as Smith and

Nephew later found, the price of raw materials or labour were
more than anticipated, the company must either raise its
prices or face financial difficulties.

It was the task of

the Department to see not that the industry was tied to a
particular formula for prices, but that in the light of all
the circumstances, the company's prices were reasonable.

-----·----------·--4 •otago Daily Times'

1st December, 1961

5 •summary of .tlliL.Representgtions made 12X~J:!~
Zealand Wholesale Softgoods Fed~ati,Qn.:.'

In 1966, the Secretary of the Department of
Industries and Commerce, Mr. M. J. Moriarty wrote:
'The Department thus seeks, and usually
obtains firm assurances of price comparability
from proponents of new manufacturing
processes.
These are, however, assurances
ex ante, and experience ras shown them to be
hollow in the long run. 91

0

It appeared that the Department appreciated these
difficulties, and under the circumstances deliberately made
the clause loose and vague.

The Minister of Industries

and Commerce said that the Department had

01

argued about the

price clause for months 9~ 2 before deciding on its final form.
Dr. Sutch gave the impr~ssion that the Department had had
to be imprecise so as to entice the company into the
country and in an interview with the author he said;

n1f

you bring all the lawyers in then you scare the big
companies away. 1.J

The Assistant Secretary of the

Department, Mr. Lewin said that

91

we were prepared for

disagreements, there is no industry established here which
does not get its crop of disagreements." 4
These attitudes were consistent with the philosophy
of industrialization in depth.

It was not so important

that the local manufactured article might cost more than the

·---------------------------

1 M. J. Moriarty,

''The Technl,gues of Im12ort Control. ~q

2

P. N. Holloway, interview,

December 1966

3

w.

June 1966

B. Sutch, interview,

4 J0 A. Lewin, interview,

December 1966
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imported one.

The prime object of the policy was to

establish new industry, thereby providing new jobs developing new skills in the work force, and accelerating the
snowball process of industrial growth.

Yet the price

clause in the cott0n mill gave considerably more scope for
the 'crop of disagreements' to flourish than did the price
clauses of the other major industrial agreements.
The prices of gin, wire rope and steel were all to
be lower than the prices mf imported products at the date of
approval of the respective agreements, and in the case of
the wire rope industry, the Government had the right to
import wire rope should the company fail to keep its
obligations.

The price of Alcan's aluminium was to be

comparable to the current average selling price (plus ~ost
and freight) at all substantial New Zealand centres.

The

prices of screws and steel wire were to be comparable with
United Kingdom prices so long as Br1t1sh feed wire was used
to manufacture. the final product.

When New Zealand feed

wire came into production, the prices of New Zealand made
screws were to be negotiated with the Department of
Industries and Commerce, while the price of New Zealand
made steel wire was to be comparable with that of like

imported products.

The prices of the cotton textiles

produced at the Nelson Mill were nnt tied to any source,
or to any date, 4 and with the fluidity of the world market,
this omission became very important.
The imprecision of the price clause suggested
that the Government and the company were relying on each
other's good will to make the agreement successful, and
the wording of the whole agreement reads more like a
gentlemen's agreement than a contractual statement of intent.
The company was instructed to have a "substantial" prodaot
and to extend the depth and range 0'as appropriate" provisions which are too vague to be considered contractual
or definitive,

The clause dealing with 6apital was also

left imprecise.

No date was set for the subscription of

New Zealand capital and presumably this could have been
postponed indefinitely.

Nor was it clear whether all

shares could carry the same voting rights.

The clause on

production range and programme said that the company should
be in full production by 1964, but imposed no sanction for
failure to comflY with the obligation.

The olaus-e also

gave the company scope to develop its products in range and
quantity at will,
1

The coillpany was under no obligation to

Except for the prices of meat wraps which were
specifically tied to the prevailing average at the
time of their scale.
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undertake further expansion, it would merely

g9

endeavour 0

to expand as soon as poss~ble.
The company was well aware that the success of
the venture depended on the continued goou will of the
Government and that a change of Government would have been
1ike1y to have had adverse effects on the assurances it had
been given.

After the signing of the agreement, Messrs,

Whittaker and Giles rought reassurances of support from the
leaders of the National Party.

The pair saw the L.eader

of the National Party, Mr. Holyoake and his deputy, Mr.
Marshall.

The company directors olained that Mr. Holyoake

had seen or been told of

the heads of the agreement

and was familiar with the different clauses,

He surprised

the directors by telling them what the agreement was,
commenting as he accurately elaborated the points:
take it the agreement takes this forme 11

01

1

The directors

gained the impression that Mr. Holyoake was 0'obviously
keen 9;1. about the agreement.

It is not clear where

Mr. Holyoake obtained this copy of the heads of the agreement, .possibly

it was rele.ased to him by the

Department of Industries and Commerce.
The company now had promises from both of the major
1

A. V. Mi tc·hell, script of interviews with J. A. Leavey
and A.H. Giles, January 1964
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political parties, and could confidently look forward to
the successful establishment of their textile mill with its
assured market.

The environment had been ameliorated, the

ground prepared and the seed sown.

Yet the seed was one

which depended on the continued existence of the 'hothouse0 atmosphere for development.

The company directors

knew that the project could not proceed without the continued existence of extensive protection and the goodwill
of the Government in the interpretation of the agreement.
So long as it was faced with the threat of Asian competition,
the company depended on the Government 0 s assurances that
the environment favourable to its development would be
maintained.

While these promises were kept,

the seed

promised to grow into a healthy plant, but when in 1961 it
became clear that a

0

crop of disagreements' was growing up

around the cotton mill agreement, the seed was faced with a
struggle to survive.

Chapter ry
THE BOLL WEEVIL§\..
The implications of the cotton mill for the New
Zealand economy ran wide and deep and the project drew
criticism from diverse and powerful pressure groups;
the manufacturers, the farmers, the wholesalers, the
retailers, the Chambers of Commerce and the Constitutional
Society,

Organisations which had been accustomed to

fighting each other combined their resources to form a
monolithic facade of opposition to the cotton mill.
on closer examination the monolith fragment~

Yet

Each

pressure group had its interests affected in a different
way, and each responded according to the immediacy of the
threat to its own interests.

Furthermore, there were

differences in ability to act and each group was only as
effective as its organisation,

Consequently the pressure

groups must be seen as individual groups, each with its own
motive and mode of operation, acting under a th.reat of
varying intensity,
Of the pressure groups active in the capital city,
two stand out as giants, the Textile and Garment Manufacturers'
Federation and the Wholesale Softgoods Federation,

The
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former was one of the trade groups which made up the New
Zealand Manufacturers• Federation and was itself an amalgam
of more specialized grade groups 1

which were bridged to

the National Federation with regional councils of the
Textile and Garment Manufacturers' Federation.

Although

the Textile and Garnent Manufacturers' Federation was the
most powerful group of the forty-nine constituents of the
parent Federation, it had, like the others, relied on the
council and executive officers of the Manufacturers'
Federation to deal with the political arm of the Government~
With this issue however, the Textile and Garment
Manufacturers' Federation carried its own case up the steps
to Parliameht Buildings, because there was a serious
cleavage in attitude with the parent Federation.

The

latter was an organization with a °'built in frame of mind" an organisation commftted to advocacy of Govenvnent encour=
agement for the establishment and development of industries
by long term guarantees of an environment in which they
could flourish.,

The cotton mill agreement contained all

the features which they had advocated in their submissions
to the Board of Trade 1n 1956:

guaranteed long term

protection from the l'.'~mpe·t1 tidh of low cost countries in the
1 Foundation Garment Manufaoturers' Association, Headwear Manufacturews' Federation, Knitted Industries
Federation, Shirt and Pyjama Manufacturers' Federation, Underwear ~anufaeturers' Federation, Sanitary
Towel Manufacturers' Federation.
2 Weatherall

p.,94

11

The N,Z@ Manufacturers' Federation 1'

form of tariff concessions on imported raw materials, a
preference to the New Zealand Market and import licensing
proteotion, 1
It must have been anathema to the council of the
Manufacturers° Federation that one of their·organs opposed
the agreement.

The Textile and Garment Manufacturers•

Federation was walking a tight rope and attempted to keep
its balance by keeping the parent federation closely
informed of its attitude and activities.

For its part,

the Council of the Manufacturers' Federation kept a stoney
silence.

One officer of the Textile and Garment FeQer-

ation commented that"they

didn't give us their consent,

but they didn 9 t stop us. 0' 2 The columns of the Manufacturers'
Federation official journal, the "Manufacturer 0' were devoid
of any comment until September 1962, eight months after the
revocation of the agreement, and then there was only a
diminutive report of a speech by the President of the
Textile and Garment Manufacturers' Federation, thanking his
colleagues for their support.
The Textile and Garment Manufacturers' Federation's
initial reaction to Mr. Nash's announcement ~f the project
in March 1960 was one of disappointment that the Department

1 N,Z. Manufaoturera• Federation. 0 Submissions to the
Board of Trade•- 'N.Z. Manufacturer' 15th June, 1955
2 J. M0

Taylor, interview December 1966
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with which the parent association had enjoyed a long and
close association, had acted without consulting it.

The

Feda.:ation knew only of the existence of the agreement, but
not of the details, and without them it was powerless to
act effectively.

The executive officer, Mr. J. A, Taylor

sought information from the Department

1

from cabinet

M1nisters 2 and from representatives of the company involved,J
Without information, the Federation was practically
impotent - it could only criticize the agreement if it
could find out the objectionable clauses and with the
Parent Federation sitting closely on its tail, it could not
afford the luxury of criticizing an agreement it had heard
of but not seen.

This opportunity did not come until

July 1961 when the Government released its first statement
on the Nelson cotton mill.
If the Textile and Garment Manufacturers'
Federation trod softly, the other giant on the scene, the
Wholesale Softgoods Federation, stormed on to the scene
with a flurry of hooves.

In all of its representatiOB.s

the Wholesale Softgoods Federation was more direct and
forthright in its opposition to the cotton mill,

This

was because of the Wholesale Softgoods Federation was a
1 Mr. Taylor saw Mr. Lewin of the Department of
Industries and Commerce on 7th March, 1960.
2 19th May, 1960n
The Federation wrote to the Minister
of Industries and Commerce, the Prime Minister, the
Deputy Prime Minister, and the Minister r,f F'1nanoe,
in an effort to obtain details of the agreement0

3 21st .July

1960 anrl 9th November~ 1960

union of importers and wholesalers, whose livelihood was
threatened by the proposed mill, and who, therefore, had
nothing to gain by restraint, and everything to lose.
Like the Textile and Garment Manufacturers' Federation,
the Wholesale Softgoods Federation canvassed the Minister
for details of the proposed industry.

A delegllltion which .

met the Minister on the 9th May, 1961, was assured that the
details ~would be published in the near future.~ 1
However, the Federation's strong opposition to
the project may have been less effective than that of the
Textile and Garment Manufacturers 9 Federation because the
Government would have expected the wholesalers to oppose
the industry, no matter what terms it was to be established
under.

Furthermore, the Federation's stand may have been

made less credible by the actions of the President, Sir
Jack Harris, for there is evidence to suggest that Sir
Jack's objections to the venture could have been overcome if
he was given an opportunity to participate in it.

A

senior company official reported that Sir Jack had approached
Smith and Nephew in England and offered to put up money with
a view to becoming a director of the New Zealand company.
An officer of the Department of Industries and Commerce
1 New Zealand Wholesale Softgoods Federation
0 Summary of Representations 0

said that Sir Jack had approached the Department and offered
to withdraw his opposition to the project if his company
was given the right to bleach and finish imported grey cloth. 1
A pressure group 9 s size and power potential does
not necessarily indicate its actual power in a given situation.

A good indication of this was the Federated

Farmers.

· With a membership of 45,000 and controlling the

most important sector of the economy, it was potentially
the most powerful group in the country.
the most unwieldly.

It was also among

The Federation was a vast a~algam of

600 branches headed by 24 local councils.

These in turn

were intersected by sections which had their own national
executives.

The Federation lacked any real centre of power

which could swing the dragon by the tail.

Talbot 2 says

that the Dominion Councilplayed the dominating role, but
this large executive of 37 members met only quarterly and
was consequently ineffective in a
controversy,

01

brushfire 11 pol1 ti cal

such as chat raging about the cotton mill.

In effect, therefore, the Federation 9 s activities were
donfined to statements by the President, Mr,

w.

Malcolm.

However, there were other reasons why this became
the modus operandi of the Federated Farmers,

Firstly,

1 The Secretary of the Wholesale Softgoods Federation
(now the Wholesale Textile Federation) has declined
to comment on his organization's part in the cotton
mill controversyo
2 ,T. W. Talbot

p.9
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Federated Farmers of New Zealand 11 (Inc")

farmers were not directly involved in the effects of the
agreement (apart from possibly being affected by the price
of meat wraps) and therefore did not have to negotiate with
the Department or the company.

Secondly, they were not

concerned with the details of the agreement, but rather
opposed the project as part of their opposition to qvuneoonomioal industries" being established in New Zealand.
The veteran secretary of the Federation, A. P. O'Shea, told
the 1960 Industrial Development Conference:
"We see no advantage in producing something
here that costs us more than if we exchanged
with people abroad, something we produce
already.
In other words we see no value in
autarchy.
It is like most of Hitler's projects.
Surely the objective should be not to provide
w?rk nor to make ourselves self-contained but
to organise our resources to make available to
ourselvef the greatest possible amount of
wealthq 01
Accordingly, the President of the Federated Farmers
had no hesitation

about lunging at Mr. Nash's anhouncement

of the project, even though he had the most meagre information about the proposed industry.
Mr. Malcolm called the proposed industry A
11

fantastic and astonishing 00 proposal 2 and when the Minister

of Industries and CoIIlI!lerce said that the proposed cotton
1 'Background Papers, N.Z. Industrial Development Conference'
June 1960.
p.11
2

10

Dom1nion 10 ,

2nd March 1960
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mill would be

00

the most modern in the world ui, the Federa t1on
In a statement in

greeted his reassurance with scepticism;
the 'Evening Post 9 the Federation replied

09

to say that the

cotton mill will be the most modern in the world means
precisely nothing.~ 2
The Federation was obviously a powerful body and
attacked the agreement with vigour, yet its attack lacked
any real pungency because it was prepared to attack the
agreement without any real knowledge of its details.
Another large and potentially powerful pressure
group which opposed the agreement was the Associated
Chambers of Commerce, a body of 10,000 members organized
into

50 local chambers) and headed by a national executive

of 25 members.

The Association was, like the Federated

Farmers, flexing its muscle to rather less effect than the
two wgiants 00 , for a number of reasons.
Perhaps most important was the consideration
that the members were not directly involved in the way that
the manufacturers and the wholesalers were.
in this debate was more abstract.

Their motive

They were concerned

with protecting the principle of competitive enterprise, a

1 'Evening Post 0
2

•Evening Post•

1st March 1960
Jrd March 1961

3 In 1966 there were 52 chambers$
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principle which had been the keel on which the Association
was founded. 1
Another reason for the sluggishness of the
Association was the curious ~partnership~ arrangement of
the National Executive with its constituent chambers.

The

executive seldom acted of its own volition, and in the
urgent situations where it had acted without the initiative
coming from a local chamber, it had circularized the
Chambers seeking approval by referendum for the action taken.
Howell describes the function of the National Executive
as

01

simply to extend the reach of the local chambers to

the National level • • • in a unified and co-ordinated
manner°',

2

After Mr. Nash's announcement of the cotton mill
project in March 1960 the Association's immediate concern
had been to obtain information about the project.

The

Secretary sought information from the Minister in March
1960 and again in April 1961 from the Secretary of the
Department of Industries and Commerce.3

All of these

attempts were fruitless, and an approach to the Minister
on the 14th April 1961 was only slightly more successful
in that the Minister gave an assurance that '0t he facts
would be made known 10 • 4

But he gave no indication of when

--·--------------------------------1 J. A. Howell 00 The Associated Chambers of Commerce'' p.19
comments~ 0'The Chambers of Commerce are dee:2lY motivated by as strong an ideology as is posses~Fby any
political party in this country •• the Chambers stand
for free, competitive enterprise in the fields of
commerce, industry, free trade, finance and the
professions,, 00

this promise was to be fulfilled.

A letter from the

Minister O s Secretary 5 carried more hope in the form o.f an
assurance that the Minister was preparing a white paper on
industrial agreements entered into by the Government.
The Associat~d Chambers of Commerce had by mid-1961
managed to get only a hint of what lay beneath the
Government's shroud of secrecy, a fact which combined with
its cumbersome executive ma:o.hinery made it difficult for
the Association to voice its fears about the Nelson cotton
mill.
Another organization operating from motives of
principle and not profit was the Constitutional Society,
the Nation 9 s self-appointed
interest".

6

00

watch-dog of the public

The Constitutional Society depended on

action from its executive body which was not aroused by
the new intruder until late in 1961,

The Constitutional

Society was not a large organi~ation and in tactics relied
rather on whipping up public support than in mobilizing
members.

Consequently it was not likely to be able to

exert pressure as effectively as an organization with a
large and entrenched membership.

3 Both of these in response to resolutions from constituent chambers.
March 1960 from the Canterbury
Chamber and April 1961 from the Auckland Chamber.

4 Letter to the Secretary of the Associated Chambers,
26th April, 1961

5 29th May 1961
6 Advertisement in the

11

N.Z. Herald 09 , 4th November 1961

There is no line of demarcation which can
separate those pressure groups which had a deep seated
objection to the agreement and those whose concern was
peripheral, but there were several organizations which took
no concerted action, but which nevertheless contributed to
the wall of protest against the mill,

Among these were

the United Kingdom Manufacturers' and New Zealand
Representatives' Association and the North and South Island
Freezing Companies Association.
had a stake in the status quo.

Both of these organizations
A spokesman for the

Freezing Companies said th-3 agreement was (•too absurd 11 • 1
He felt that the increased price of stockinette would
raise the price of lamb, and by simultaneously denying
Eastern countries a source for their cotton goods, it would
alienate them as potential markets.
An unexpected opponent of the mill was the ever
unpredict.able
F. P. Walsh.

Pres,de.n+

~a~

Despite

of the Federation of Labour, Mr.
the fact that Mr. Walsh had

privately given company directors assurances of his
organizations' support for the project, and that the
Federation council opposed his views, Mr. Walsh told the
press that the cotton mill was
1 0'Auckland Star 00

3rd November, 1961

~one of the best rackets ever.
If we
continue with a policy like that we will
all be serfs soon.
They will use us to
produce goods and take the money out of the
country," 1
Another organization which contributed to the
mounting pressure on the Government was the Plunket
Society which was concerned at the possibility of an
increase in the price for diapers - something which the
Wholesale Softgoods Federation had warned would result
from the mill.

The Dominion Councils of the Plunket

Society asked for an assurance that

19

cotton material

essential for young children would not be lowered in
quality and be dearer by the proposed mill." 2
The Government also received a timely reminder
of its trade obligations from a visiting Japanese Trade
Mission.

Despite the fact that the Government had

obtained the Japanese Government's approval for the
project, the mission expressed strong opposition on behalf
of Japanese trade circles, 4 and suggested that the introduction of the mill's products would shut the door to
Japanese goods and would reduce Japan's ability to buy
New Zealand goods,

------------------------·-----------10 Dom1n1on°', 1st November, 1961
2

"Auckland Starn,

3 °1Evening Post 11 ,

Jrd November, 1961
2nd November, 1961

Against this opposition, consistent support for
the agreement came only from the Nelson region.

Jet even

here, the interested parties were severed from the intrigue
in the capital city, and any ' 0 pre ssure °' they brought to
bear was sadly ineffectivee

Prior to November 1961, the

only defender of Nelson°s interests appeared to be the
vigorous Member of Parliament,

Mr. Stan. Whitehead, who

had committed himself in the press to a sniping battle
with the President of the Federated FarmerE.

On 20th

November an Editorial in the "Nelson Mail" prodded the
lethargic local bodies an~ organizations to make their
voices heard with a

11

force at least equal to that of some

of the opposition". 1
As if jumping to the whip, the Harbour Board
published a statement that very evening promising
'unreserved support 0' for the cotton mill,

0

2

and on the

22nd November the City Council passed a resolution stating
that it was 0'disturbed by the controversy which is raging
around the Nelson cotton mill".J
On the 24th of November, the National Party
candidate for Nelson in the 1960 election, Mr. Colin
Martin, who on the hustings had promised that if National
110

Nelson Mail 00

20th November 19 61

2 "Christchurch Star"

21st November 1961

3 Minutes of a meeting of the Nelson City Council,
22nd November 1961
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P_arty came to office the agreement would still be honoured,
wrote a letter to the Prime Minister, urging him to make an
assurance that the Government Btill intended to honour
that promise.
The organizations in Nelson which did not act
were those which were caught in a vice by the views of
their national body.

The local retailers, manufacturers

and Federated Farmers were silent, while the President of
the Nelson branch of the Constitutional Society resigned in
protest at the views of the National body.

Even the

electorate committee of the National Party did not attempt
to lever the Government with the power at its disposal.
The only action taken was a telephone call from the chairman of the committee to the Prime Minister in which he conveyed a motion of the committee which °'viewed with concern
1
the heavy pressure brought to bear on the Government 0 •
A probable reason for the failure of the electorate
committee to take more resolute action was that it harboured
at least two members who were opposed to the cotton mill
agreement, one of whom was writing letters to the local
newspaper, expressing his views.

1 Minutes of Nelson Electorate, N.Z. National Party,
27th November, 1961.
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In the light of the politicking taking place
across Cook Strait~ one cannot fail to be impressed by the
lack of support from Nelson organizations during the
critical period of October and November 1961.
impossible now to account for this.

It is

We can only speculate

that removal from the Wellington scene, an unfamiliarity with
pressure group tactics, and perhaps some latent opposition
to the project contributed to the failure of Nelson
interests to vigorously support the cotton mill.
The only body which consistently and ably
represented the Nelson case was the local newspaper, the
"Nelson Evening Mailvr which was quick to defend the
agreemento
°'It is time that sniping against the cotton
mill project stopped- both inside and outside
parliament •• The agreement getween the
Government and the founding company, the
Commonwealth Fabric Corporation has been
published for all to seeo
There is nothing
unusual or objectionable about it."1
Its editorial columns kept up a stream of
criticism of the pressure group 0 s tactics and of the
Government's ,tacillationo
"The principle opposition to the mill comes
from these who derive their incomes•• from
the importation of cotton goods and whose
incomes are therefore endangered to some degree. 002
1

2

vvNelson Evening Mail'• 9
09

Nelson Evening Ma11 1'

18th July 1961
20th November 1961

so.
The paper called on the Government to 1'wi thstand
persistently applied pressures from those who are seeking
1
to compel it to go further. 10
In suppol;'ting the mill agreement the 0'Nelson
Evening Mail 0' was joined by only two other dallies of the
nation's press, the Labour Party alighed "Grey River Argus"
and the "Southland Times°'.

Servicing a mainly rural area

and normally staunchly conservative, the latter presented
something

of an anomaly.

industrial development,

2

It favoured Labour's policy of
was aware that the cotton mill

was an industrial project for the South Island, and perhaps
conscious that it resembled the proposed Comalco agreement. 3
The °'Southland Times 00 said that the agreement should not
be set off to a bad start because of:

"political prejudice,

the wailing of competitors, or simple North Island inability
to understand how anybody could establish a big industry in
the South Island except by poll tical inducements. 014
Other South Island metropolitan dailies were
opposed to the agreement.

The "Otago Daily Times'0 felt

that the Government had not considered the long range effects
of the Mill on the country 5 and in an editorial headed:
l Ibid.
2 See Editorial, JOth August 1961

3 An agreement made by the Labour Government with the
Consolidated Zinc Proprietary Ltd., by which the
company was to use power resources of Lake Manapouri,
Te Anau and Waiau and Mararoa Rivers to supply an
Aluminium smelter near Bluff.
Lj,

°Cuu:l:ihland Times 91 ,

0

24th October 1961
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'°Cheap at One Million Pounds 10 it had said:
'°Dissatisfaction with the agreement in principle
and in detail should not be allowed to
detract from the fundamental consideration•••
The proposal to establish an6 industry betrays
a failure to face realities~
The Christchurch "Press 11 was more resolutely and consistently
opposed to the project,

Even before publication of the

'

details of the agreement, it had objected to it on the
grounds that it would force the price of cotton goods up
and that it was being built merely to justify the Nelson
railway. 7

Even with the meagre information released in

the joint Government-company statement of July 1961, the
editor called the agreement a

00

singularly profitable

arrangement for the company, and a bad one for New Zealand 90 ,
and said that the undertakings given by the company were
11

meaningless 11 • 8

By November 1961, the "Press 0' was urging

the Government not to be °'frightened by the possibility of
a £1. million damages claim if it thinks that the Nelson
Mill should be cancelled 00

.J

It felt that the Government

"should revoke the mill agreement, and pay whatever com-

_________________________________
pensation is appropriate".

10

,

5 00 0tago Daily Times 11

14th November 1961

6 0'0tago Daily Times 00

Jrd November 1961

7 00 Press 0
8

90

Press 0'

9 0'Press 00
10

00

Press 0'

2nd March 1960
17th July 1961
,3rd November 1961
26th October 1961
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The

11

Pressu1 evening counterpart the 0°Christchurch

Star 11 and its Auckland companion published by the same
company, the

00

Auckland Star'' were more concerned at the

secrecy with which the Government shrouded the agreement
and the negotiations:
~the way things are developing now, the mill will
be built and turning out meat wraps before the
public can say yea or nay••• The secrecy that
surrounded the original agreement was one of its
most objectionable features,
Any unn!cessary
secrecy now is equally objectionable. 01
The agreement itself was opposed principally on the grounds
that it was likely to have detrimental effects on New
Zealands' overseas trade,
ut,, more than at any time in our history we need new markets,"

stated an Auckland Star editorial,

00

i t is an objection

~o the cotton mill) which cannot be lightly dismissed,~ 2
After taking this objection into account with the
adverse effects it believed the agreement would have on the
New Zealand economy, the 0°Christchurch Star 0' thought the
Government should buy the company out

as cheaply and as

i1

soon as it can°. 3
The Auckland morning paper, the "New Zealand
Herald 0

,

did not commit itself firmly to either side of the

line, but did criticise the Government for keeping the

1 "Auckland Star",
2

29th December 1961

'Auckland Star", 27th October 1961.
A similar view
was presented in the "Christchurch Star 00 , 2Jrd August
196L,

0

3 °°Christchurch Star 01 ,

2nd November 1961
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the agreement secret, and also pressed the Government for
a clear statement of its position,

11

The continuing air

of secrecy has created disquiet •• the public••• 18
entttled to be told the facts" 1 it said in October 1961.
In the capital city, the "Dominion 10 also felt
that the secrecy was objectionable and that it had created
disquiet··•

It felt that in the confusion of claims and

counter claims about the agreement the only thing which
would satisfy the public would be a "public enquiry into
all that is relevant concerning the negotiations and
cempletion of the cotton mill agreement and a clarification
of its terms. 112
The °'Evening Post" was somewhat unsteady in its
opini«m.

Its initial reaction to the announcement of the

project in March 1960 was to support it;
ation being to ask:

01

its only reserv-

Where is Wellington's share?")

However, after the joint Government-company statement of
14th of July 1961, it was uneasy,, and wanted "some
- guarantee that New Zealand is not going to be saddled in
future with some industrial schemes of questionable value 0' .
After publication of the full terms of the agreement it
returned to its attitude of support:
1
2

3

4,

00

t·he terms of the

New Zealand Herald'', 20th October 1961

oinominion}I",
01

11

6th November 1961

Evening Post",

"Evening Post co,

Jrd March 1960
29th July 1961

4
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agreement are so reasonable as to merit much more unstinted
support for the project than it has so far received". 1
By the 13th of November it had again become equivocal on
the issue.

It believed that there was •;weight in the

arguments of both sides 0i, but that it was difficult to
ascertain the truth.
'0

To do this, it suggested that a

formal and independent enquiry is justified particularly

in view of the implications arising from this debate for
secondary industry generally, and the nation as a whole. 0'

2

Newspapers give some indication of the fluctuations
of that great intangible in the New Zealand political scene,
public opinion.

Together with views called from corres-

pondence columns they provide the mainstay of any attempt
to catch the wind of past opinion.

Fortunately however,

one newspaper commissioned Gallup Polls (New Zealand) to
test public opinion about secret industrial agreements made by
by the Government.

Although the questions did not specif-

ically name the Nelson cotton mill, the preamble to the
questionnaire pinpointed the Mill as the source of current
controversy about industrial agreement.

An overwhelming

majority of 82% believed that the terms of agreements
between the Government and business inter~sts should always

-----------------

1 "Evening Post",
2

27th October 1961

"Evening Post"~. 13th November 1961
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be made public.

This figure suggests public disapproval

for the Government's handling of the agreement, rather than
disapproval for the agreement itself, but the Poll did
report that:

"most of the spontaneous comments reveal some

degree of opposition to the Nelson cotton mill project."

1

However, that fickle barometer of the Press, the
correspondence columns, suggested that opinion was evenly
One correspondent

divided for and against the project.

said that the cotton mill agreement '°would not be tolerated
by people of any other democratic co~ntry 02 while another
coTrespondent believed that the projected saving of

£600,ouo

in overseas exchange by the mill was "nothing

compared with the benefits of not building 1 t

9' .

3

On the other hand a Dunedin correspondent suggested
that

99

the organised opposition to the Nelson cotton mill 1s

the most cynical against the consumer in recent times 0' , and
said that it showed 0'the extent to which a group will go
to block the necessary development of our countryn. 4
Another of those in favour of the agreement saw the opposition to the mill as centering around

11

the possible added

expense which might be incurred by expectant mothers 00 • 5

-------------------

1 "Christchurch Star", 9th December 1961
2 "Auckland Star", 20th November 1961

3 0'Taranaki News", 5th December 1961

4 0'Evening Star", 22nd November 1961

5 Waikato Times", 22nd November 1961
11
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The same correspondent saw the ultimate justification for
the mill in fashion, ovwe have all sorts of 'looks' - the
Italian look, the American one and the Chinese, and I think
it is about time we had a New Zealand one. 111
From the no-man's land of Nelson, caught between
the ~ross-fire of conflicting arguments, came a note of
reassurance:

"We can depend on the Prime Minister, Govern-

ment members and technical advisers to arrive at a proper
decision as to whether or not the mill is in the best
interests of New Zealand as a wholen,

2

Comment among periodicals came principally from
trade journals, and was not in itself surprising.
"Li berator 9' supported the Constitutional
°'Straight Furrow 0'

Society, and

the Federated Farmers.

Of the

commercial journals, the "Financial Times" was in favour
of proceeding with the agreement while the "Mercantile
Gazette 0' was strongly opposed to it •

Mixing its metaphors

somewhat, the Gazette characterized the agreement as a
"Carthage which must be destroyed" and as

00

nails in the

coffin of free, open, honest trade 10 • 3

---------------------1 Ibid.

2 "Nelson Evening Ma11vi, 28th November 1961

3 °'Mercantile Gazette 0' , Volume 86.
8th November 1961 9 p.1236

No. 4308,

There was only one overseas organ which commented
on the mill prior to the termination of the agreement.
This was the Intelligence Unit of the "Economist 10 , which
severely criticized the projecto
01

It said that there was a

sieeable surplus of capaci ty 0' in the world cotton industry,

and that it was folly to establish a mill at Nelson whi~h
had none of the natural advantages of available raw
materials and cheap labour which other producers enjoyed.
11

0f all the industries which could be set up in

New Zealand~ it seems almost incredible that cotton textile
production was chosen. 91

It believed that the Government

had compounded its error by making an extraordinarily bad
agreemento
'The Government

1

"o •

must somehow have failed to

realise just how much its points would appear to have been
constructed to the special advantage of the company. 11

i

No generalization can adequately sum up the diverse
pressures exerted on the Government over the cotton mill
issue.

The main impression is of the number, strength and

ability of the groups opposed to the agreement, in contrast
to the curious failure of those favouring the project to
ably defend it.

It was the combination of these factors

which helped to give the opposition to the cotton mill
agreement a monolithic facadeo
1

Economist Intelligence Unit - cited ainominiona'
12th December, 19610
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.Qhapter_y
PROTECTING THE SEED
In the General Election of November 1960, the
National Party was returned to power after a three year
stint on the opposition benches.

Initially it looked as

if Smith and Nephew weathered this change of Government
The company had already received assurances

rather well.

of support from the President and Leader of the National Party
and two days after the new Government took office in
December 1960, Smith and Nephew's New Zealand representative,
A.H. Giles approached the Government seeking a confirmation
of these assurances.

Cabinet submitted the agreement to

the Cabinet Economic Committee and its officials' committee
for consideration, and after receiving their recommendations
to proceed, wrote to the company, 1 assuring it of the
Government's support.

Two months later, 2 a Cabinet minute

was handed down, authorizing the Department to proceed with
the agreement.
Although one Minister said in the House that the
Department of Industries and Commerce had Q'checked with the
greatest care on the price structure, 11 3 it seemed clear that
1 14th December 1960
~2 6th February 1961

3 Hon. D~

Js Eyre, N.Z.P.D.

Volume 330,

p.797

the incoming Government did not fully investigate the cost
ntructure of the proposed millo

Consequently there were

differences in interpretation of the price clause by the
Department and the Minister on one hand and Cabinet on the
other, which

eventually caused differences between the

Government and the Directors of the company.
Cabinet Ministers claimed that they had been
advised by the Department that the base date for the
determination

of comparable fair average prices was the

date on which manufar-ture began. 1
00

The information we were given was that the

price was to be fixed at the date m which manufacture
commenced.~.

rt

later became clear that the company's

interpretation of this clause was way back on 12 August
1960 when there was a very different price and trading
structure 0°, 2
The important difference between this and the
company 9 s interpretation was that in the interim the
pattern of importing had changed, with a decline in the
importance of the United Kingdom as a supplier, and a rise
in prominence for Eastern suppliers&
sequent fall in prices.

There was a con-

In 1961, one manufacturer was

1 Hon. J. Hanan, N.Z.P.D. Vol. 330, p.752and 764
Hon. B9 Talboys, N.Z.P.D. Vol. 331,
p.1440
Hon. T. P. Shand, N.Z.P.D.
Vol. 331 9
p.1545
2

Hon T. P. Shand, N.Z.P.D.

Vol., 331,

p.1545

quoted prices of 27d per yard for standard drill spun, woven
and finished in Hong Kong, 31½de for drill, spun and woven in
Hong Kong, finished in the United Kingdom and 40d. for drill,
spun, woven and finished in Lancashire. 1

In many lines,

Lancashire was importing cotton nin the grey 02 from Asia,
bleaching, dying and printing it and then exporting it to
New Zealand.3

An example was plain printed cotton which

Britain was buying

01

in the grey 0' for 22d a yard, finishing

and marketing in New Zealand at J1½d, a yard, while Eastern
suppliers were marketlng the same cloth in New Zealand at
25d, - 26d.
If the Department did advise Cabinet that the base
date for the price determination was a fair average of
import prices calculated on the date manufacturing began,
it ½old a different story to the trade groups.

A statement

issued to interested parties 4 stated that the Department was
not going to "seize the imports for any one year, but will go
back a whole decade 12
sources

examining all "stable and substantial

of supply 00 to deternine a

11

source blend II and from

this deterI!line prices by averaging out
This calculation was to be talrnn

Q0

source blend II prices. 5

for the day manufacture

commenced, but by basing it on a historical source blend

10

of

-------------------------------------1 Vat colours - 28 10 Standard Drill.
2 Raw Woven Cloth

3 In 1955 Britain was importing '°greyn for processing
and re-export equal to about 7% of the home production.
R0 Robson, '°The Cotton Industry in Bri tain° 1 - p. 24

9L
ten years durationQ 1 the calculation would have favoured
Lancashire as a 1'stable and substantial source of supply",
and would have eliminated a source such as Hong Kong, which
had recently leap-frogged into prominenceo
Furthermore, it appeared that the Department was
going to take at least some of the cost factors into account.
The Assistant Secretary of Industries and Commerce, Mra Lewin
said that:
"The final calculation of the permitted selling
price would have to wait until the mill was
actually i~ production, as there were factors
relating to the manufacturing costs which had
to be taken into account when the selling
price was agreed gpon between the Department
and the company."
The company appeared to have a slightly different
interpretation of the clause.

It seemed to be under the

impression that it had a mandate to proceed on a "cost-plus"
basis.

The New Zealand representative, Mr. A.H. Giles

said:
"The question of price is something which we have
got to finally har~ner out with Industries and
Commerce oo• when we are nearer to our actual
production and able to put down prototype runs,
we shall see Industries and Commer,ce putting
facts before them, cost of raw ma~erials, cost
of labour and actual profit and discuss with

--------~------------

4 At the Round ~able Conference held by the Department,
)0th October 19§1

5 Department of Industries and Commerce, g'froposed
Procedure for the Introduction of Manufactured Cloths"

6 Minutes of a meeting of the Wholesale Softgoods
Federation Council, 28th September 19610

them the price that we should sell at, based
on actual production costs." 1
In a meeting with the Council of the Garment
li\r.

Manufacturers' Federation,IGiles presented the same view~
At all times in our negotiations with the
Government we insisted that••• the ultimate
price to the consumer would depend on
variations in direct manufacturing costs. 012

'0

The new Ministe,1 of Industries and Comoerce,
Mr. Marshall shared the view with the company that prices
would be based on a ''co.st plus profi t 00 basis.

When in

De~ember 1960, the co~pany made closer investigations of its
cost projections, and found that it had under-estimated
labour costs and some indirect overhead costs, a representation to the Minister explaining this was received
sympathetically.

The company representative Mr. Giles

reported as f0llows:
00

Mr. Marshall was most appreciative of our
straight forward approach••• and said that his
Government was one which was out to foster
secondary industry and to make sure that those
companies coming .into New Zealand were
accorded the facilities to make a profit.
He
appreciated the situation, and agreed it would
be necessary for us to approach the Government
at the time we commence manufacture so that
prices we obtain for our merchandise were based
on the true CQst of production and would show
us a profit 0~. J

1 Minutes of a Council Meeting, New Zealand Wholesale
Softgoods Federation - 20th September, 1961
2 Notes of a meeting between New Zealand Textile and
Garment Council and members of the Board of Directors
of Commonwealth Fabric Corporation - Jrd August 1961.
J Letter A.H. Giles to G. A. Whittaker, 21st January
1Establishment and Development of the
1961
®

(
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It is impossible to draw all these strands
together and to show that some members of Cabinet had a
wrong understanding of the price clause from the time the

Government took office.

Some Ministers claimed that they

had misunderstood its meaning but it is not clear whenher
they were incorrectly advised by the Department when ·the
new Government investigated the agreement or whether the
Ministers concerned interpreted the base date as the day of
the commencement of manufacture only after the pressure groups
had pointed it out th~t this interpretation was possible.
It is possible that Cabinet did not fully investigate this
. clause and that members hacl not even considered a base date
for the fair average price interpretation.

On the other hand 9 it is possible that the
Department officers did deliberately mislead Cabinet in
order to defend an agreement which the Department was known
to favour.

Cabinet was not aware that the calculated prices

which the Department presented had been determined by the
company and one Minister claimed that the Department had
deliberately tried to give the impression that the figures
were its own,

The fact that they were not was not revealed

until the negotiations with the company in December:1961.

3 (cont.)

Commonwealth Fabric Corporation in Nelson
Zealand. 70
(company Black Book) p,64

New

The claim by some of the Ministers that the base
date was the day manufacture began was hardly a realistic
one.

There had been a sharp fall in the prices of cotton

imports coming into New Zealand, but there had been no
reduction in the costs of raw material, plant or labour for
manufacture in New Zealand.

It was obviously absurd to

expect the company to meet prices lower ·than those it had
anticipated, and such an interpretation could only have
Yet, it is

driven the company away from the country.

possible that some Government members did take this interpretation of the clause, and so long aw they did, the
company 0 s plans were endangeredo
Despite the confusion over the price clause, the
company received a further assurance of the Government 0 s
continued support for the project from Mr~ Holyoake.

In

the course of his visit to the Commonwealth Prime Ministers'
Conference from the 8th - 17th March 1961, he visited the
company O s offices in London and spoke in

19

enthusiastic

terms about the agreement. 011
Armed with these assurances from the Prime
Minister, and the Minister, a co-operative attitude from the
Department and unaware of Cabinetvs interpretation of the

1

A. V. Mitchell, Script of interview with J. A. Leavey
Janua'ry 1964
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price clause, Smith and Nephew had every reason to be
Furthermore, the company also believed that it

pleased.

enjoyed the confidence of both trade and public.

A company

report published in April 1961 said thati
'feeling amongst our potential customers and
general publi (a. is most favourable ••• It is
true to say that there is very little criticism
and almost unanimous support f~r the projeIDt
throughout the country today. 91

0

However, within Cabinet there were serious differences of opinion over the Government 0 s industrial policy and
the corollary of this, the amount of protection which local
industries should be given,

In August 1961, there was a

significant exchange in Parliament which revealed something
of this difference.

The exchange was sparlrnd off by a

defence the Minister of Labour, Mr. Shand was giving of a
speech he had made in Auckland,

In the speech Mr, Shand

had said:
09

We have gone too soft and that is a danger to
the whole community.
The time has come when
sick industries must die and not be maintained
by artificial means •• it will be a happy day
when industry is sufficiently competitive and
there is no ionger a welfare state for
industries. 91

This was a deliberate out and thrust at a policy
of protection and encouragement for industry and the Minister

---·-----·----1 Company Black Book.
2

19

Domini on '0

op.cit.

1 ?th August 1961.

p.66-67.

ef Industries and Commercet Mr. Marshall replied to
Mr. Shandi
myself would not agree with the bald statement
that sick industries should be allowed to die.
Indeed, if I were talking about the short term
view, I would take the very opposite view and
say that sick industries should be nursed back
to health~
Indeed~ that is the policy which I
adopt and hold as Minister of Industries and
Commerce. vil

o?r

With some disagreement in Cabinet over the extent

of protection for industries, there was clearly some danger
that the cotton mill agreement would be criticised, and if the
the opposition gained sufficient strength 9 revoked.

In

January of 1961, Smith and Nephew received the first hint
that all was not well in high places.
official had a brief but acid exchange with a senior Cabinet
Minister in a Wellington Club.

The Minister told him.that

he hoped the company ,iwould not give any trouble 00 , to
which the quick witted official replied that the company's
intention was to give a service and not trouble.
Alarmed by the possible implications of the
Minister's attitude, the company 0 s New Zealand representative, Mr, A. H. Giles asked for and· ·received, a verbal
reassurance of the Government 0 s continued supp~rt.

There

----·-------------·---·-----·----------1 N.Z.P.D.

Vol. 327

p.1524
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were, however, further signs that the honeymoon was over.
On 14th July after a protracted delay the
Government and the company published a joint statement on
the cotton mill. 1

Although the statement contained little

that was not already known, opposition hitherto dormant,
found the slender bit sufficient to bite on, and began to
muster its strength.

The ijePress 10 ran an editorial vigor-

ously opposing the agreement which it believed

11

ran counter

to the finding of last year 0 s much vaunted industrial.
development conference. 02

The manager of a leading soft-

goods firm published a statement in which he pinpointed
the prices clause as the source of contention.
''The escape clause about prices is wiie enough
to drive a white elephant through. 01
This spokesman had little faith in the Department of
Industries and Commerce which he said

00

have been bendiqg

over backw~rds protecting the mill owners• interests 01 • 3
The President of the Federated Farmers called
the agreement "one of the most disgraceful the country had
ever entered into",4 while the .chairman of the Meat Board

1 "Auckland Starn, 14th July 1961.
Mr. Marshall first
promised the Textile and Garment Manufacturers'
Federation a statement on 6th March 1961.
The
Federation again raised the matter on the 29th March
and received a reply from the Deputy Minister of
Industries and Commerce that a statement was being
delayed by the absence of one of the directors of
the Commonwealth Fabric Corporation.
2

"Press"

3

17th July 1961

"Evening Post",

29th July 1961

said that although representations had already been made to
the Government, more should be made.

5

The Council of the Textile and Garment Manufacturers' Federation finally secured a meeting with representatives of the Board of Directors of the Commonwealth Fabric
Corporation on 3rd August 1961, and the tense confrontation
which resulted could have done little to reassure the company
officials.

One Federation official objected to the pro-

posed 42°' width for denim and another objected to the
anticipated inability of the mill to produce exclusive
designs in shorter runs for the smaller manufacturer. 6
However, the most bitter exchange came over prices.

Mr.

Giles said ~we honestly hope our prices will be somewhere
within

5% of today 9 s prices~?

The President of the Feder-

ation Mr. L. H. Govan replied that the company

01

knows as

well as I do where we buy from and you cannot hope to compete. 01
To which Mr, Giles replied:
~we never said we could••• a very large
responsibility rests with us 8 to meet this
market as keenly as we can. 0

-------------4 °'Auckland Star 01 ,

23rd August 1961

5 "Ibid.
6 0'Notes of .a meeting between New Zealand Textile and
Garment Council and members of the Board of Directors
Commonwealth Fabric ~Corporation, __Jrd August 196k"

7 Ibid.,
S Ibid0
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Without a full knowledge of the details of the
agreement, the pressure groups were still not able to bring
h~me the points of their attack.

Yet simul:bane.ouely,, a

group of Government back-benchers, armed with copies of the
agreement as early as April 1961, were pressing the Government to reconsider the agreement, and were urging the
Minister to publish a white paper on the secret industrial
agreements,

The anchor man of the back-bench rebels was

R. D. Muldoon, the member for Tamaki,

who was given verbal

support in his opposition by Auckland manufacturing interests.
With him were back-benchers, J. B. Gordon, H. J. Walker,

L. Adams-Schneider, and A. Mccready,

In June 1961, they

were joined by the newly elected member for Rangiora 1

H, E. L. Pickering, a close friend of Professor B. Po
Philpott. 1

Stonewalled in caucus, this group became

bolder in the house.
Gordon said that the agreement was a
accompli 00 , 2

09

fai t

which the Government had to proceed with.

Adams-Schneider said that the Government was not
enthusiastically about 1 t, but

we

01

speaking

have to malrn the best of

it. 113
Even the Minister of Industries and Commerce
appeared to be infected with something of the chill which
1 An Agricultural Economist and a prominent opponent of
'the Labour Governments Industrial Policy.
2

N.Z.P.D.

Vol. 326

3

N.Z.,PaD.

Vol .., 326
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was sweeping the Government ranks.

He met

Textile

and Garment Council 1 and the Wholesale Softgoods Council 2
and on both occasions sounded distinctly unenthusiastic
about the agreement.
"The present Government considered that the
agreement ••• was binding on the New Zealand Government
irrespective of which party was in power, and that in the
absence of agreement to vary or rescind, the Government
had no option but to proceed with the agreement as it stood. 00
A National Party circular to caucus members· was similarly

unenthusiastic, stating that there was no way of knowing
whether the industry would be economically sound or not.

4

In August and September 1961, the pressure groups
made the break through they

had been hoping for.

On 13th

August, the Minister released details of the price clause
of the agreement to the Textile and Garment Manufacturers,
and on 14th September, gave copies of the agreement to both
the Textile and Garment Council, and the Wholesale Softgoods
Council.

Yet at the same time as the Minister gave the two

giants ammunition to load and prime their guns, he effective-

ly spiked their weapons by exacting promises from ther

----·--·--------------~----1 6th March 1961
2 28th September

3 N.Z. Wholesale Softgoods Federationp circular to
members No. 530

4 National Party Circular, No. 1217 - 6th September 19610
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that the agreement would not be more widely circulated.
The reason which finally prompted the Minister to
release the agreement is not fully clear.

He could after

all, have forestalled any controversy by continuing to keep
the agreement secret.

However, it appeared that it was

not reluctance on thd Minister's pa~t which delayed oiroul0

ation, but on the company's.

Later in the House 9 Mr.

Marshall read a letter from Smith and Nephew dated 22nd
September 1961.
10

We are unable to agree to the release of our
We regard
agreement to outside organizations.
the agreement as confidential between our
company and the Government 11 •

However 9 neither this nor the promise exacted by
the Minister, Mr. Marshall, deterred the two major pressure
groups.

Like a banned book, the agreement was soon

circulated widely.

The 0'Dominion 11 and the Constitutional

Society received anonymously posted copies, while the
Canterbury/Westland Division of the National Party was given
a copy by a member of the Textile and Garment Council.

In the

press

the Wholesale Softgoods Federation

exhorted the Minister to release the agreement publiclyi
'the time has come when the Government should

0

1

N.Z.P.D.

Vol. 331

p.1616
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put an end to the spate ~f criticism, speculation
and rumour that exists. QI
At the same time the Chairman of the Drapery section
of the Retailers Federation, Mr. R. D. Gilchrist,'was doing

his best to encourage speculation that the range of goods
would be reduced.
~There seems to be little doubt that the proposed
mill will probably enjoy a virtual monopoly,
which will inevitably 2 lead to poorer choice in
quality and design, 11
The Wholesale Softgoods Council had their worst fears confirmed when they met representatives of the company, 3 on
20th September.

Not only was the mill going to by-pass the

·wholesalers but it also planned to knock two other sections
of their livelihood.

To fully occupy its finishing plant,

the company planned to import cloth "in the grey" from the
East and finish it in New Zealand, thus threatening any
hope that the wholesalers might have had of remaining agents
for the cheaper Asian goods.

It also threatened the

"whiteworking industry", associated to the wholesalers, by
planning to hem and package its own diapers.
The Council of the Wholesale Softgoods' Federation
held discussions with representatives of the company on the
20th September, when the Council raised a number of object12iDominion 1'

19th October 1961

2 "Dom1nion~

18th September 1961

J A.H. Giles representin~ the Commonwealth Fabrio
Corporation, 'and H .. G. Lambert representing J.1. H,.
Giles and Coy.
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ions to the proposed mill.

Although the company represent-

atives assured the Federation members that the mill products
would be marketed through the wholesalers' federation, the
Council objected to the project on a number of counts.
Apart from their claims on behalf of the consumer
that the mill would provide an inadequate selection of
cloths and that the prices would be higher- than those of
imported products, the Federation claimed that the mill's
plans to hem and package diapers would adversely affect the
whiteworking (hemming and finish:lng) trade. 1

Secondly, the

Federation members could anticipate dlfficulties in remaining agents for the 20% of the country's cotton goods which
could be imported from other sources.

The company 0 s plans

to import cloth "in the grey" meant that imported cloth
would face competitimn from that imported and then finished
in New Zealand.

Finally, the company believed that the

wholesalers were objecting to the project

because whole-

salers were charging unreasonably high prices for at least
one cloth, diaper.

A company official alleged that:

"The cloth was controlled by a 'diaper ring'
in New Zealand.
These businessmen were making
an average wholesale profit of 35%.
They
charged other wholesalers - who had no direct

-----

1 Despite fears among the 0 whiteworkers 0 that the mill 0 s
activities would threaten their industry the Managing
Director of the Commonwealth Fabric Corporation,
Mr. Giles, believed that they would not suffer:
"we did not feel that we were in any way
threatening the livelihood of the whiteworking
industry as by far the largest proportion of

1. Ol.J,.

access to the cloth - an overriding 5%.
In
at least one instance an Indian cloth was
made up in New Zealand and sold under a
British name at British prices.
The housewife ~ays Lancashire prices for
Indian Cloth. QI
The Wholesale Softgoods Council also held a
meeting with ~he Minister of Industries and Commerce, Mr.
Marshall, and the Assistant Secretary of the Department,
Mr. Lewin.

One member of the Council raised the price

question and was told by both Mr. Marshall and'Mr. Lewin that tte
prices would be negotiated when manufacture began.
"Mr. Marshall said that until it (the cotton
mill) was in production, it would be impossible for tho company to give an accurate
estimate of the selling price, 11 3
Meanwhile, the Textile and Garment Council was taking
advantage of the truce imposed by the Minister to marshal
its resources,

The Council set up a special sub-committee

to fight the agreement,

l~

and submitted the agreer:1ent to

a Wellington law firm for a legal opinion on it.

The

Manufacturers also carried out a survey of user industries
1 (cont.)
their work is in the hel.IlI!ling of sheets and towels
and from our own investigations many customers
informed us that there was a considerable time
lag in receiving from the white workers hemmed
diapers owing to the fact that they were so busy
in other directions."
A. H. Giles 9 letter 1 Jth March 9 1967.
2

01

Auckland Star 01

11th November 1961

3 New Zealand Wholesale Softgoods Federation.
Circular to Members 9 No® 530@

10 .5 ,

which enabled them to develop a coherent argument backed
up with facts.
The Council spelt out its objections to the mill's
plans for the four cloths to be produced in the first stage.
In winoeyettes, it objected to

the proposed width of 48

inches as Q'unknown in the field of winceyettes throughout the
textile worldv1 ,5 and that only six firms, representing 20%
of the users had facilities to handle the L~8 inch width. 6
It claimed that the oill would not fulfill the manufacturers0 design requirements, and predicted that the mil~s
prices "must seriously exceed the price level of current
importations. QQ 7

In diaper cloth, it believed that the

company would produce a cloth with a shorter life which
Width was again the stumbling block for

would cost more.
denims:

11

we do not accept the necessity of 42 inch width.

Only one quarter of manufacturing users are equipped to
use this width~. 8

In drills the Federation feared a

higher price ana objected to a proposed change to 48 inch
width.

----4 21st September 1961, chaired by L. H. Govan and consisting of s. Leathern, T. w. Perry, P. W. Mander,
G. Millist and A. R. Smithson.

5 N.Z. Textile and Garment Manufacturers° Federation:
"Statement on Cotton Mill Prices."

6 N.Z. Textile and Garment Manufacturers° Federation:
"Survey on Projected First Stage Products of Nelsoh
Cotton Mill.
QQ

? N.Z. Textile
91

& Garment Manufacturers° Federation
Statement on Mill Prices. 0'

g
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'The fact that the proposed mill was going to produce a smaller range of textiles than was then imported
meant that the company was going to have to be arbitrary in
matters of pattern, width and cloth construction.

A

company director told the Wholesale Softgoods Federation that:
'The requirements of the consumer must in such

0

circumstances be subordinate to the requireDents of the
mill. o,9
The company was .. also prepared to be ruthless.
One manufacturer said that the company officials had warned
manufacturers that if they did not co-operate, the mill
would expand its activities into tho making up trade.
The Federation was disturbed by these trends and
began to prod a more vulnerable organ of the Government in
order to persuade it to consider their objections to the
mill,

On the Jrd October 1961, Mr. T.

w.

Perry, a member

of the Federation°s special committee released a copy of
the agreement to the Canterbury Division of the National
Party - an action which was to tighten the circle of
pressure acting on the Minister.
While the two major federations were sowing the
wind the other pressure groups remained quiescent.

The

-----------·-----------------~-------8 N.Z. Textile and Garment Manufacturers' Federation

"Survey®

Op, Cit.

9 Minutes of a meeting of the Wholesale Softgoods
Council 20th September 1961
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Constitutional Society only stirred itself to warn that the
proposed cotton mill might become a ~sick industry~ 1

The

Secretary of the Associated Chambers of Commerce steadfastly
refused to request copies of the agreenent while the Minister
insisted on restricting it to selected organizations.
10

We do not ourselves want to be supplied with any

confidential material, but we confirm ou:,· intention that
the whole of the terr.is should be publish8d for public
information. 11 2
Meanwhile the Company had become seriously concerned at the developing trend.

Concern turned to alarm

when a request by Mr. Giles in August 1961 for a further
assurance of the Government 0 s continued support was
declined.

He immediately wrote to the Chairman of Smith

and Nephew who on his advice wrote to the Prime Minister(
asking for a further re-assurance of his support.

Mr.

Whittaker asked for an official statement that the Government wished the company to go ahead, not only in the letter
but in the spirit.

Unfortunately for the conpany 0 s case,

Mr. Whittaker made the tactical error of offering to withdraw in return for

01

reasonable coripensation°'. 4

Taken in

context the offer constituted a gentle threat, should the
1 "Evening Star 91

2 "Dominion"

23rd August 1961

20th October 1961

3 4th September 1961

4 Letter G~ Whittaker to the Prime Minister, 4th
September 1961.,

:l 08 ·.

Government not wish to continue its support of the project.
Taken out of context however, it made the threat an 1toffer
of withdrawal 0' , a theBe later emphasised by Mr. Holyoake. 1
The company having taken the initiative in this way gave the
Government a lever~ which if it desired it could utilize to
take further action.

Ominously? the Government kept silent.

The company recelved no reply to its letter for two and a
half months.
In the Government ranks, the back-benchers of the
Government caucus had become increasingly restive and Walker
and Muldoon decided to make their attitudes known,

On 4th

October, Walker asked the Minister in the House, the extent
to which the mill would take the market away from existing
importers and whether the encroachment could be limited in
any way.

The Minister must have been soBewhat shaken when

in the adjournnent debate, Muldoon commented that his reply
had "not been entirely satisfactory."

He suggested that

with the advent of the mill, prices were going to be 10%
higher than existing prices, and asked the Minister for a
white paper on the cotton mill$ 2

The Minister explained

to the House that the division in the party was because of
the diversified representation, 3 but he must have known

- - - - --------·---------

1 See for example, N.Z.P,D. Vol,
330

2 N.Z.P.D. Vol, 328,

p.2748

3 N.Z.P .D.1o Vole 32911

p.3541

p.768
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that the hounds were baying closer, and that the time had
come to take evasive action.
The Minister had in fact, the day before, 1 made
his first concession to the trade groups,

The Textile and

Garment Manufacturers~ Federation had pressed Mr. Holloway
and Mr. Marshall to recognize the principle that in the
establishment of new industries such as the cotton mill,
the Government should consult affected industries, and until
October had had no success.

However, when the special

aommi ttee met Mr. Marshall and Mr~ Lewin on 3rd October, to
make representations, they secured from the Minister a
promise to arrange a round table conference of interested
parties, together with representatives of the Commonwealth
Fabric Corporation and officers of the Department, to
discuss ''all misunderstandings and fears about the project. 02
Although this was a concession, the Minister's
intention was that the round table conference should still
some of the criticism, and ease the period of transition to
the mill's products.

On the other hand, for the trade

groups this was the first crack in the dyke, and far from
wanting to be reassured, their only interest could be in
widening the crack and achieving a breakthrough, Wien the
1 Jrd October 1961
2

N,Z, Textile and Garment Manufacturers' Federation
"Sequence of Events Relating to interest in Cotton
Mill Agreements 11
0
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trade groups refused to accept the Minister 0 s appointee,
t'he Minister conceded, and

Mr. J. A. Lewin as chairman,

when the meeting took place on JOth October 9 Mr. Talboys
was in the chair.
Simultaneously, the Minister was under pressure
from the third prong of the attack 9 the National Party
organization.

One Auckland member received a letter from

his electorate saying that unless the cotton mill was
rescinded, "a new party would arise on the spot".

However,

the most concerted opposition, and opposition pointed
directly at the Minister came from the Canterbury Division.
On 2nd October 1961, the Chairman of the Division was given
a copy of the agreement by a member of the Garment
Federation°s special committee,

At a regular meeting of

the ex~cuti~e the following day, a resolution opposing the
mill was passed and the two delegates to the forthcoming
meeting of the Dominion Executive 1 were given instructions
to convey the Division's opposition to the agreement,
Subsequently, a motion opposing the cotton mill agreement
was passed in the Dominion Councilo 2

The resolution was

to the effect that the cotton mill agreement was not in the
interests of the people of New Zealand, and that it should
be re-negotiated.

---------------1 C. C, McLaughlin and E.
2 6th October 1961

s.

F, Holland
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The Division°s two representatives were unable to
calculate what the attitude of the Prime Minister was, nor
the effect this motion had on his attitude, and they set about
raising dust in other quarters.

They saw the President of

the Party~ Mr. Alex. McKenzie to place their case, and
sought legal advice from the former Finance Minister, Mr,

J. T. Watts.

Along with other interested representatives,

they also saw the Minister of Industries and Commerce,
Mr. Marshall. 1
Mr. Marshall was still playing a guarded hand.
He had neither showed them the agreement nor told them of the
company 0 s letter of 4th September.

Consequently he was

caught somewhat off guard when Mrn Holland produced a copy
of the agreement and proceeded to question him on clauses
in it.

However, the Minister was able to deflect the

attack by informing the delegates of the proposed conference
which he had already promised the trade groups.
The Canterbury Division directed their attack
entirely at the Ministera

Mr. Holland reported to.a

special meeting of the Executive 2 that he thought it was a
'trial of strength between the party and the Minister 00 •

0

Another member of the executive wrote to the Prime Minister]

------------·-------1 5th October 1961
2

2nd November 1,61 - Minutes of a meeting of the Executive Canterbu~y/Westland Division, N.Z. National Party.

3 4th November 1961
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blaming the current crisis on the Minister in no uncertain
terms:
"The cotton mill agreement is threatening to
tear the party asunder••• the facts were
either deliberately or negligently suppressed
until drawn from the Minister by a process of
forced eviction."
He urged the Prime Minister to show irstrength and courage 0i
and though he said he would be sorry to see Mr. Marshall's
resignation, he regarded the issue as "too serious to allow
personal feelings to be considered."
The Division kept up the pressure by firing off
telegrams to Mambers from within the Division, and a long
telegram to tho Prime Minister 1 ·expressing regrets that the
Dominion Executive resolution had not been implemented, and
stating that if tho Government proceeded with the agreement,
the Division's executive
for the organization°1 • 2

11

could not accept responsibility
This was followed a day later by

a letter from the chairman to the Prime Minister which

claimed that there was Q'smoke antl. fire in the di vis-ion

aa

and urged him to act on the Dominion Executive resolution.
The Canterbury Division clearly felt strongly on
the cotton mill issue and acted resolutely.

Why it acted

so resolutely, and apparently more so than other divisions

-------------1 JOth October 1961
2 Ibid.

3 Letter to Prime Minister, 1st November:1961
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is not clear.

Two of the businessmen who were urging it

to act were generous contributors to the party coffers, but
this was not the motive which lay behind the action talrnn.
Certainly interested parties inspired the opposition, but
the Division°s executive acted on the belief that it was a
bad agreement~ the implications of which had not been fully
appreciated.
The main squall of pressure which had been hovering
ominously above the Government did not loose its force untii
19th October when the

11

Dominion'1 published a copy of the

agreement which 1 t had received ano.nymously through the
mail.

The President of the Federated Farmers said that

wthe disclosure could constitute one of the greatest
political scandals in the history of New Zealand 11 , 1 and
joined with the Wellington Chamber of Commerce 2 in demanding
a commission of enquiry.
Federation, Mr. R.

c.

The President of the Retailers'

Tizard said that the agreement was

obscure, and as a consequence prices would go up.

The

Constitutional Society was alarmed, and its standing committee
decided to organize protest meetings throughout New Zealand.
Advertisements exh~rted

"New Zealanders, Guard your

rights••• the dangers inherent in a virtual monopoly of

--------------------------1 "Press", 20th October 1961
2

»Dominion~~

JOth October 1961
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the industry and one, moreover owned by people who are not
New Zealanders, are too obvious to need stres~ing 11 • 1
Tw~ days later 2 the society sent a deputation ta the Prime
Minister, which, on learning that. Cabinet and caucus were
to discuss the agrqement postponed the protest maetings.
The Associated Chambers of Commerce had always had

"a desire to be regarded as an authoritive source on economic
and commercial matters, a reference point which should
always be consulted 11 , 3 and. consequently the Association was
disappointed when the Minister declined its request that
the Association be invited to attend the round-table
conference.

Instead, it sought to make its voice heard

through another round-table conference.

The Secretary

invited representatives of six other pressure groups 4 to a
special meeting to discuss the cotton millo

Only the

Textile and Garment Manufacturers' Federation declined to
attend.

The meeting5 unanimously condemned the agreement,

urged the Government to take steps to revoke the agreement
and to institute a Commission of Enquiry to examine all
matters relating to secret agreements. 6

---------------------1 Advertisement in the
November 1961.
2

11

New Zealand Herald 10 , 4th

6th November 1961

3 J. A. Howell, 0'!.h§....Associated Chambers of Commerce 0'
p .. 25.

4 N.Z. Retailers Association, N.Z. Wholesale Softgoods

Meanwhile, the Round Table Conference involving
the Department, the company and affected interests took
place on JOth October 19610

The most significant dis-

closure of the conference was the Department's revelation
of the method of price determinationo

The Chairman 7

Mr. Talboys also announced that the Government proposed to
set up liaison committees.

However, the meeting failed to

resolve confusion, or to still the voices of dissento
delegate said:

One

"In our view nothing was clarified any

further 11 , 7 whil.e Mr4 Govan commented that g

"The joint trade

organizations were no further ahead in their understanding
of the main issues o 118
Statements by pressure groups in the press continued to snowballo

New organizations added their voices

to the protest, the Plunket Society, a Japanese Trade
Mission, and the Social Credit Political Leagueo

In

Auckland the Wholesale Softgoods Federation placed a series
of blackbordered advertisements in the local press, which
asked ambiguously n-why go Backwards?Q19 and Q'Must we all

4 (cont .. )

Federation 9 N.Zo Federated Farmers 9 United Kingdom
Manufacturers' and NoZo Representative-s 0 Association,
and the North Island Freezing Companies Assooiation4

5 Convened on 8th November 1961D
6 Minutes of the Meeting - 8th November 1961

7 ~1Auckland Star 91 ~
g
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look the same in bed?"lO
On 2nd November the Minister of Industries and
Commerce gavo his last assurance that the Government intended
to implement the agreement.
q~The agreement is a legal and binding one, entered

into by the properly constituted Government of
New Zealand.
It is not possible to say what
actual compensation would be, but I have no
intention of using one million pounds of the 11
taxpayers money to terminate the agreement. 0
However, the trident of pressures was pressing
the Minister down.

Unless evasive action was taken, the

Government faced serious trouble in three sectors;

the

ranks of parliamentary members, the party organization, and
a number of powerful pressure groups which were normally
supporters of the Government.

The situation was discussed

by Cabinet on 6th November and by <caucus three times during

the same week~

The Government found its saviour in the

eompany 0 s letter of 4th September.

On 10th November 1961

a aable reply to Whittakervs letter was sent inviting
Whittaker and other Directors to come to New Zealand as soon
as possible,

q1

in view of the widespread allegations that the

company 1s unlikely to comply with the terms of the agreement, particularly price. i,12
_._._

9

___

--

New Zealand Herald qi~

7th November 1961

10 nNew Zealand Herald 1' ,

9th November 1961

11

11 N.Z.P.D.

Vol.329

p.3982

12 Cable to G,. Whittaker ... 10th November 1961

'

'

'.;. ~ij m~ w~
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The decision was undoubtedly a result of caucus
pressure.

The cable was sent the morning after a caucus

meeting, and the decision came after the unusually high
number of three caucus meetings in one week.

One lobby

correspondent who had contacts with the "backbench rebelsQ' said
that back-benchers ''pressed Ministers hard• in caucus
yesterday.

They were not prepared, as Cabinet appeared to

have been prepared to sit back and hope the storm would blow
over.."1

The same correspondent said a day later that the

denision~ was reached as a reasonable compromise between
the various views on the Government side~ 112
Despite the manifest importance of caucus backbenchers in the decislon to invite the directors to New
Zealand, it must be remembered that the :obacl{:-bench rebels"
were expressing an opinion that was widely held.

One

member of Parliament said in a letter to the author:
~There was a great deal of political pressure
behind what took place in caucus.
Many
hundreds of people both inside and outside
the political party organizations, often in no
way affected by the cotton industry or trade
••• objected not only to what may have been
another uneconomic or inefficient industry 9 but
also to the higher costs of production for New
Zealand and lower standards of living caused by
increased prices as well as less variety or
choice of fabrics.
·
1

'Auckland Stare',

10th November 1961

2 "Auckland Starn,

11th November 1961

0
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It was this widespread objection from "John and
Mrs. Citizen°', working its way upwards and
expressed forcibly in caucus through new
Olback-benchers II which tir ped. the scales against
the Nelson cotton mill."
The period from July to November 1961 had seen a
complete reversal of the company's fortunas.

Smith and

Nephew had begun the year confident that it had the co-operation of the new Government.

As the year pressed on and

more information leaked out, hitherto dormant pressure groups
mobilized their resources and became increasingly hostile.
The pressure groups had failed in their efforts to persuade
Government that tt should consult interested parties.
Consequently 9 they attempted to undermine the Government's
position by making statements in the press and by supplying
information to members of the Government, and the National
Party.

The main obstacle lay in the Minister, who had

shown that he was keen to see the industry established even
th ou.gh prices were going to be higher than those originally
anticipated,

The Minister in his defence of the agreement

as a legal and binding document either deliberately or
unintentionally misled the House by suggesting a compensation
figure of £1 million.

It is not possible to calculate how

much compensation would have cost at this stage, but with
1 H. L. Pickering, letter 24th February 1967.
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the sale of assets it certainly would not have come to
£½ million. 1
By the time of the caucus meeting of 9th November,
the Minister's position was considerably weakened.

Unless

the Government modified its stand, it was faced with brewing
disaffection in caucus and in the party organization and a
further eruption of protest from the pressure groups.

The

\

Government could have reasonably hoped that a clarification
of some of the apparent differences of opinion and a revision
of some of the offending clauses of the agreement would
dispel the impending storm.
problems to face,

However, it still had two

the attitude of the company, and the

continued opposition o.f the back-benchers.

The 'back-bench

rebels'were still determined that the agreement should be
terminated and regarded the talks as only a means to that
end.

nrt is not giving anything away" warned one back-

bencher, "to say that these talks will be insufficient to
clear the air. 012

1

2

Final compensation, taken for expenses incurred up to
14th January 1962, by which time the company had invested considerably more capital, transhipped machinery,
and had emigrating families in transit, wasJ:579,610.
QR

Auckland Star 01 9

11th November 9 1961 w
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~12ter VI
A CROP OF DISAGREEMENTS.
On the 20th Nove~ber 1961, a delegation of company
directors arrived in Wellington for discussions with the
Government.

The delegation had. two champions for the

defence of Smith and Nephew's interests.

One was Mr. J,

A. Leavey who was a son of the Chairman of Directors of the
company, and who was to use his experience as a politician

to deal with the New Zealand GovernBent. 1

The other

champion was Mr. Anthony Whittaker~ who was a son of the
Deputy-Chairman of Directors of Smith and Nephew and who was
the technical director for the Coomonwealth Fabric Corporation.

:Mr. Whittaker was regarded by his contemporaries

as something of a oawhizz-kid 00 in technical matters and he
was assigned the task of dealing with the objections being
put forward by the trade groups. 2
three

The delegmtion waited

days before a call cane froo Parliament.

Buildings,

and on the 29th November, the delegation opened discussions
with a Cabinet Committee chaired by the Minister of Labour,
Mr. Shand.
The Cabinet Cornnittee was one which had been

_ _ _, _ _ _ _ _ _ _ _ _q _ _ _ ,_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __

1 Mr. J. A. Leavey was a prominent Conservative Member of
Parliament in the United Kingdom.
A graduate of
Trinity College, Cambridge and a former Guards officer~
Mr, Leavey had been elected to the Heywood and Royton
Division of Lancashire in 1955.
&ince 1959 he had
been a Parliamentary Secretary to the Chancellor of
the Exchequer ..
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especially constituted for the occasion 3 and it had been
given a nandate to sound the company 0 s reaction to an amended
It is not clear to what extent the com 1i ttee

agreement.

1.1

wanted to amend the agreement beyond the fact that it wanted
to change the protection clause so that the company would not
receive any extraordinary protection after 1969.

Mr.

Shand subsequently comment0d that he had been ,Qput in charge
of this committee which was asked to amend the agreement
in directions which would be favourable to the people of
New Zealand. 4
QQ

In seeking to tighten the agreement the Government
was taking a logical tack.

With an amended agreement it

could continue the course it had embarked upon by its
reassurances to the company that it supported the project,
and yet it could claim to have answered the demands of the
pressure groups, and hope that this would placate the squalls
of pressure which threatened to send it spinning off its

----~----------~~2

Other members of the delegation were~ Mr. J. R. Kemp~
Board Secretary of Smith and Nephew Associated
Companies; Mr. P.H. Rae 9 Overseas Board Director of
Smith and Nephew~ and Mr, A.H. Giles, Managing
Director 9 Commonwealth Fabric Corporation.

3 The other members of the ~abinet Comoittee were:

The
Prime Minister, Mr. Holyoake 9 The Minister of Finance,
Mr. Lake 9 The Minister of Justice 9 Mr. Hanan, an<?,
The Under-Secretary of Industries and Commerce~ Mr.
Talboys, who in the absence of his Minister at the GA.TT
Ministerial talks at Geneva, was carrying the major
responsibility for the portfolio under the supervision
of the Minister of Labour, Mr. Shand.

Vol0JJl
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oourse.

Furthermorep the Government had good reason to

believe that it would be possible to revise the agreement
in directions favourable to New Zealand because the company
had already written to the Government and asked it to agree
to some changes in the agreement which would have favoured.
the conpany.
production

Smith and Nephew wanted to postpone the
of 0eat wraps fron stage one of the production

schedule because the prices of meat wraps had to be comparable with the fair average price of like imported products
at the tine of sale, and the company no longer believed it
could meet this average price.

Smith and Nephew also

wanted to include the production of drills and furnishing
fabrics in the first stage of production.

The company did

not intend to spin and weave these fabrics

but to import

9 grey 9

cloth from Asian sources and finish it in New Zealando

This was a departure from the Depart~ent of Industries and
Comr:ierce policy of manufacture in depth, but was a field in
which Smith and Nephew anticipated a very profitable trade.
A company report coomented that the field of furnishing
fabrics "should be very lucrative. 01
However, when Mr. Shand proposed alterations to
the agreement at the opening meeting of the conferring

1 caEstablishnen~uci._Qevelopmen'lt_~f the Commonwealth
Fapric Corporation in Nelson 2 New Zealand."
Tcompany ~lack Book)
Appendix B2~ p.11

parties, the Ministers discovered that the company would not
co-operate.
posals.

Mr. Leavey refused to even consider the pro-

He wanted an unequivocal statement that the agree-

ment would either go ahead or be terminated.

Mr. Leavey

claimed that the company had invested large sums of money
under the terms of the existing contract and that the contract was the oinir:mm under which the company could
operate successfully.
The company directors also held discussions with
a specially constituted officials 0 committee 1 which had been

Chairing the

appointed to back up the Cabinet Conmittee.

committee was an officer of the Prime M1nister 0 s Department,

Mr .. F. Shanahan, who appeared to be strongly opposed to the
Both Mr. Leavey and Mr. Giles agreed that Mr.

agreement.

Shanahan had acted towards them 9'like a prosec:uting counsel 1'
and claimed that Mr. Shanahan had questioned the company's
ability to carry out the ter~s of the agreement, saying as
he did so

00

I put it to you Mr. Leavey

19
•

•

0

2

One member of

the officials com• ittee told the author that Mr. Shanahan
had been

99

commissioned to destroy the cotton mill agreement. 01

Mr. Shanahan also suggested a number of modifications to

-------------------

1 Other members of the officialsr corm.ittee were: the
Controller of Customs, Mr. J. F. Curnmings 9 the
Chairman of the Board of Trade 9 Mr. J.P. Johnson;
the Assistant Secretary of the Department of Industries
and Commerce 9 Mr. Lewin; a senior official of Treasury,
Mr. H. Laing, and the Solie i tor-Gene'.1:'al, Mr. H. R.
C. Wild.
2 A. V. Mitchell, script of ihterview with J. A. Leavey
and A. H. Giles 9 January 1964,.
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the agreenent, but the company 0 s representatives stood firm.
Despite the inauspicious beginning to the discussions with. the officials comrni ttee, 1ts members. including
the chairnan, were eventually persuaded that the agreement
should proceed.

The comr.1i ttee passed a resolution to the

effect that the cotton nill was an economic project, that it
would increase the nation°s econo12io viability and that the
agreement should be implemented.
Meanwhile, the Cabinet Committee had been going
through the company 0 s financial "black-bookijQ with the
company's delegation and had made some discomforting diseoveries.

The committee discovered that the price cal-

eulations which Cabinet members had understood had been
made by the Department of Industries and Commerce had
actually been made by Smith and Nephew.
Worse still, the: Cabinet

Committee disuovered

that the company understood the date of price determination
to be August 1960 while Mr. Shand claimed that members of

the Goverhro.ent had understood it to be the date on which
manufacturing began. 1
If Mr, Shand 0 s claim was correct it
meant that the National Government in its examination of
the agree • ent a year previously had not been fully informed
1 N.Z.P.D.

Vol. 3.31

p.1440
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about it.

It also meant that Mr. Marshallvs subsequent

assurances

to the company on prices did not have the support

of Cabinet.

The difference between the base dates for price,

determination was of course that in the interim between the
two -there had been a world-wide swing to Asian sources of
supply and prices had fallen.

Mr. Shand submitted this

problem to the Sollcit&r-General who concluded that the
company's base date of 12th August 1960 was a reasonable
interpretation of the clause.
Even more serious, however, the 1960 figurt}s
themselves were called into question by figures prepared by
the Textile and Garment Manufacturers' Federation.

Working

from a broad survey of sixty-five importers, the Federation
calculated fair average prices with a base date of August
1960, which were substantially lower than those put forward
by the company.

The manufacturers had obviously prepared

their case well 9 for on demand they were able to produce
receipts for the imported goods which were the basis of the
calculation.

Although they were drawn from a smaller survey

than the figures used by the company and the Department~ the
resulting discrepancies were too serious to result from the
marginal difference which this would nakeo

For example,

the Federation claimed that in 1960 the United Kingdom

38% of the imported drills 9 denims and
ducks and that Eastern countries were the source for 51%
was the ssource of

of the same fabrics, while the Federation said

33% for the

United Kingdom and 62% for the Eastern souroes. 1

Because

the Textile and Garment Manufacturersv Federation had the
receipts, the Ministerial Committee was inclined to believe
their figures and Mr. Shand asked the Department to prepare
price calculations based on the Federation°s figures or
alternatively

to show that the figures were wrong.

One

Departmental officer es comment to the author was that qithe
Federations produced a lot of lies and we

were compelled

to negotiate using the Manufacturers° Federation°s figures."
The resulting calculations prepared by the
Department of Industries and Comnerce were little different
to the company's original calculations and most of the
discrepancies remained.

The results were acceptable to

the company and Mr. Leavey believed that cQthe company had
come through with flying colours 0• . 2

However, the figures

were not acceptable to the Ministerial Committee.

----------------------------

In

1 Appendix C, New Zealand Textile and Garment Ifanufact-

urers O Federation.
"Conpletecl Survey of the
Federation°s User Survey of Projected First Sta@
Products of the Neisen Cotton Mill.u

v. Mitchell, Script of Interview with J. A. Leavey
January 1964.

2 A.
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fact, members of the committee believed that they were being
frustrated by the Department officials.
officers had not disproved any of

The Department

the figures produced by

the Textile and Garment Manufacturers° Federation which one
Minister claimed were in an easy form to verify or disprove.
Furtheroore, the Department had presented the Cabinet
Committee with figures which were either the same or or
very close to, those already being disputed.

One Minister

said that the Department was 0'incompetent at the price
determining exercise 0~ and that ''in a complex situation like
this, you can°t

rely

~

on a civil servant to put down a report

worth a damn. vi
The argunent continued with manufacturers criticizing
the Departm.ent 0 s figures and Department officials claiming
that the Federation° s figures were 0~1ies 01 •

One Minister

said that "this went on almost till Christmas Eve, and it
reached the stage where officials and nanufacturers were
just about fighting each other.~

There appeared to be

no way out of the impasse,
Part of the reason for the differences could be
attributed

to different classifications of the same type

of cloth construction,

For exaople, the Manufacturers'
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Federation claioed that the Department 0 s figures for
Indian diaper were inaccurate because much of the imported
diaper from this source had been classified as flannelette.
The Ministerial Committee engaged a scientist from the
Clothing and Laundry division of the Department of
Scientific and Industrial Research to test different cloth
constructions.

It was clearly very difficult to asc~rtain

the construction of cloth which ha.d been to.ported two years
previously and although the tests did solve some of the
problems, for the most part the divergencies between the
two sets of figures remained, oost seriously in the fields
of winceyettes and drills.
The price clause was not the only part of the
agreement which proved to be a source of contention.

The

Textile and Garoent Manufaoturers° Federation also raised
a nuober of matters which they di$a.greed with, such as the
width of cloths, the choice of cloths, the supply of cert~in
patterns and. constructions for winceyettes and the availability of exclusive patterns to the soaller manufacturer.
The committee agreed with the Federation that the restriction
of choice for the consumer and the difficulties which were
going to be raised for the clothing manufacturers were

130.
objectionable.

Mr. Shand felt that the Department had

evaded its responsibility by not investigating these matters
more closely at the time the agreement was signed, and
said latett
11

I had assumed and I think my colleagues
had assumed that the actual cloths to be
produced by the company and the extent to
which they could cater for New Zealanders'
tastes had been properly examined at the
time the contract was entered into.
How wrong we were.
In fact no 1 proper
research has been done at all. 10

Despite its sympathy for the Manufacturers 0
Federation°s objections~ the Cabinet Committee was in some
difficulty in deciding what to report to Cabinet.

It

had received the report of the officials 0 committee
recommending that Government should go ahead and in the
squabble over the price clause it was faced with the choice
of deciding who was right, the Federation or the Department$

Mr. Shand 0 s solution was to report the officials 9 committee
recommendation, the difficulties which the Cabinet Committee
had found itself in and to add a qualified concurrence that
the agree~ent should go ahead.

A parliamentary corresp-

ondent who had contacts in the Government caucus reported
that the fruit of the discussions had been "a wavering

--------~---1 "Otago Daily Times"

7th March 1961
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resolution that the mill ought to go ahead. 011
The qualification to the Cabinet Co:mnittee 0 s
recommendation to go ahead was that it differed with the
company on a number of points of interpretation of the
agreement and drew up a list of twenty of these.

It is

not certain whether the Cabinet Committee recommended that
some of these points should be resolved before the agreement could go ahead 9 but this is a strong possibility.
It is impossible to assign blame for the rift
which had developed between the politicians and the Department.

It does seem likely that the politicians had

genuinely misunderstood the meaning of much of the agreement and it may be that Department officers were to blame
for this.

However 1 the rift also revealed that Government

had not fully examined the agreement when it had co• e before
them a year previously.

They were not informed on the

most basic details of price and quality of the mill 0 s
products and the textile federations were able to make their
presence more effective because of this ignorance.
Cabinet received this report and discussed the
agreement on the 18th December 1961.

The recommendations

were obviously viewed with sone concern, for members of the
1 Ian Te • pleton in ivAuckland Star"

234d December 1961
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officials' committee were summoned individually to Cabinet
and the Assistant Secretary of Industries and Commerce 9
Mr. Lewin~ alone was questioned for three pours.

It is not

clear whether Cabinet made any decision before it dispersed
for the Christmas vacation on the 23rd Bacember

Mr.

Marshall-,.who returned from Geneva on the 23rd. claimed that
no decision was made. 1

However, there were indications

that it was of a mood to proceed and Mr. Muldoon remembered
that Mr. Shand specifically told caucus that "the agreement
was going ahead despite everything." 2
The negotiations had been prolonged far beyond

their anticipated length of time and there was still no end
in sight.

The company delegates had postponed their plans

to be home in England for Christmas and planned instead a
holiday in the Nelson region.
that the delay showed

0

The Prime Minister claimed

the thoroughnes-s with which we are

examining the agreement~ 3 while the press erroneously
interpreted the delay to D.ean that the agreement was going
to go ahead with an added menorandu..~ to interpret the
controversial clauses. 4

One paper said that ''haggling

and horse trading 11 5 were going on over the prices and the

--------·---------

1 J, R. Marshall, interview December 1966
2

J

R, D•. Muldoon, interview December 1966
11

otago Daily Tiraesco 16th December 1961

4 Q'Evening Star'' 9th December 1961 i

QQ

Auclrland Star' 0
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degree of protection the mill would receive.

At Nelsons, building of the ni.11 was proceeding
steadily and on the first day of the New Year, the
manager of the new nill arrived in New Zealand.

Mr.

G. Bradshaw, the new r:1anager, warned that other families
were on their way to New Zealand from the United Kingdom
and that the co11pany was u•well past the point of no return: 6
Another sign that the 11ill was going ahead was that
immediately prior to Christmas Cabinet approved the transshipment from England of a large and expensive boiler
unit for the plant.

This unit was one of the uost expen-

sive single items for the mill and would have been
difficult to dispose of in New Zealand if the GovernrJent
had decided not to go ahead.

Consequently the coopany

had good reason to be confident that the agreement would
not be terminated.
One thing that the prolonged negotiations had
clearly shown was that the Governnent was now consulting
the pressure groups freely and was regarding them as an
authoritative source of information.

The two D.ajor

----------------------·-----~--------4 (cont.)
13th December 1961

5 °0New Zealand Herald 01 20th December 1961
6
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°'New Zealand Herald 10 2nd January 1962
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federations and more particularly the Textile and Garment
Manufacturers• Federation had prepared their oases well.
The federations were armed with details

cf

the user industry's

requirements and of the supply and service it had received
in the past.

Mr. Marshall subsequently co:mBented:

''As time went on I think more and more weight
was given to the views of the textile trade.
They did organize well and they did prepare
their case effectively.
That was the spearhead. of the opposition and they rallied 1
support from a number of other quarters. Qa
On the 8th January 1962, the company officers
resumed discussions with officers of the Department.

The

company delegation~ view at this stage was that the
Government had been prolonging the discussions in the hope
that the company 0 s nerve would crack, and that it would
accept the amendments to the agreement.

Mr. Leavey

believed that the delegation had only to continue to defend
the agreement to avoid termination.

These views were

summed up in the press by the manager of the new mill,
Mr. Bradshaw, who said
'As a conpany we have apparently got to prove
to the New Zealand Govermient and to many
bodies in New Zealand, our good faith in
running a textile plant so efficiently that
it will not result in any increased cost of.
living. 01 ~

0

1 J. R. Marshall, letter 1st March 1967.
2 "New Zealand Herald' 0

2nd January 1962.
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On the evening of the 10th January 1962, Directors
of the 00I11pany held discussions with the Minister of Labour,

Mr. Shand, and the Minister of Industries and Co:omeroe,
Mr. Marshall.

The reason for this is not entirely clear

but at some time during the period 8th - 12th January, the
company delegation was asked to consider an amendment to
the second stage of the :oill's development which would have
given the mill no extraordinary protection after 1969.
The company directors refused to consider the proposal.
Government Ministers were later to clain that this refusal
was a decisive factor in the subsequent Government decision.
However, Mr. Leavey said that it was never made clear to
him that an amendnent to this clause was the hinge on which
the fate of the mill hung.

He saw it as only one of the

complaints which the Government had about the agreeI11ent and
he saw no point in opening a crack in the floodgates.
On the morning of 11th January 1962, caucus met
at 9a.m. and the indications were that the agreement was
going to go ahead.

One back-bencher said that at the

opening of the neeting the Prime Minister, Mr. Holyoake,
had said that the agreement was proceeding.

Caucus

discussed the cotton mill all day, with an afternoon

adjournment for the funeral of the late Minister of
Agriculture, Mr. Hayman.

Cabinet met in the e.rening from

7.30 - 8.30~ when caucus reassembled and continued to discuss
the cotton mill until 11p.m.
The reason for this prolonged discussion was that
the

91

back-bench rebels' 0 were continuing to press the case

for the termination of the agreenent.

However, when

caucus met at 9.3oa.m. on the morning of the, 13th January~
a number of factors pointed to the Government going ahead
with the agreement.

One senior Cabinet Minister told a

lobby correspondent that Government was on the verge of
90

giving the green light to the project. ovl

Another senior

Cabinet Minister told a director of the company, Mr. Giles,
that the agreement would go ahead~ and the directors were
so confident that they ordered their Nelson office to go
ahead and purchase a number of houses for its immigrant
employees.

The company had been putting off this step

until it had some indication from the Government that the
agreement would not be terminated.

The company 0 s confid-

ence had good cause, for one former Minister who had close
contacts in parliament claimed that a cable advising Mr.
Whittaker of the Government 9 s willingness to go ahead had
1

01 Auckland

Star"

12th January 1962
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The Secretary of the

been drafted and was ready to send.

Department of Industries and Comnerce, Dr, Sutch was· .aiso
cohfident that the agreement was proceeding and he left
the capital city by train that evening for a holiday which
he had been postponing until he had some indication of the
Government 9 s decision.

His optimisn was short-lived, for

during the night the train nade an unscheduled stop in
order that Dr. Sutch could be told of the Government's
decision to terninate the agreenent.
Despite these signs of the Governt1ent 0 s preparedness to go ahead, there was still a dispute going on in
caucus where a vigorous kernel of opposition continued to
assert itself throughout the days discussions of the
project.

One back-bencher said that discussion reached a

stalemate, and that it was the Prime Minister who made the
decisive move.

Another back-bencher remembered that the

Prime Minister, who had previously not comrn.i tted himself»
said as he left the caucus raeeting;
a.lose it tomorrow. 11

'For my part I'd

0

The uback-bench rebels 1P decided that

this would have a decisive effect on a wavering Cabinet and
went downstairs for a celebratory drink.
Cabinet ~et between 7 and 8p.m. on 12th January.

What transpired at this Cabinet meeting was

or

crucial

importance, but it was of course shrouded in secrecy.

It

1s not known whether the Prine Minister 9 s stand did sway
the Cabinet as the

11

baclt-bench rebels" said it would and

more than one Cabinet Minister clained credit for persuading his colleagues to take the final decision.

One

Minister said that there was a majority in favour of going
ahead and that he was pressed to give his views.

After

stating his firm conviction that the agreement should not
go ahead he said that Cabinet unanimously decided to terrainate the agreement.
Mr. Marshall felt that the balance in Cabinet
was even and that caucus was similarly divided.

He

felt

that the matter was decided in Cabinet and that the revolt
of the "back-bench rebels" was not the decisive factor.
01

Cabinet could ha.ve decided either way without
reference to caucus and in fact did mafe the
decision without reference to caucus. Qi

Mr. Marshall insisted that in the final analysis the
decision fell to him to make and after considering all the
factors he decided that the agreenent should be terminated.
It is very difficult to draw these strands
together to show what happened in the caucus and Cabinet

------------------------·------1 J. R. Marshall, letter 1st March 1967.
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because the evidence is insufficient, and to some degree
it is :Inconsistent.

However, it does appear that Cabinet

was divided over the issue.

The final decision was taken

in Cabinet where it appears that Mr. Holyoake, and Mr.
Shand may have played decisive roles in persuading Cabinet
to terminate the agreement.
At 8p.m. Mrn Leavey and Mr. Giles were sumwoned
to the Prime Minister 9 s -.ffice~ 1

The Prime Minister

informed them that the Government was ovof a mind to \accept
the invitation of the Chairman of the company to withdraw
from the agreement, 012 and Mr o Leavey immediately rE{ng the
Chairman of Direct-ors of Smith ~.~ephew Associated
Companies to

inform him of the decision.

Mr. L~vey was now faced with the task of salvag·1ng investment and honour from the ruins of the agreement,
and to do this he had a powerful trump in his hand.

He

could refuse to make a joint statement on the termination
agreement and thus put the Government in a very embarrassing position.

Mr. Holyoake wanted to adjourn the meeting

at that point, but Mro Leavey pressed his initiative, and
insisted on negotiation until a settlement was reached.
ThA niRnutation over the terms of compensation stretched
1

2

Also present were~ Mr. Marshall, Mr. Shand, The
Secretary to the Treasury, Mr. E. L. Greensmith, and
the Solicitor-General, Mr. H. R. c. Wild.
N.Z.P.D.
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through the night until 4.JO in the morning of Saturday
1Jth January with further discussion later in the morning
when a joint statement was reached and a preliminary statement on the terms of compensation agreed on, although the
final amounts were not determined until after the announcement had been made public.
The agreement to terminate, signed bn 13th
January and issued for publication on 1L~th January contained
all that the company could have reasonably hoped for under
the circumstances.

The Government purchased all shares

in the Commonwealth Fabric Corpor~tion and took over its
assets.

To the extent that the purchase of shares did not

reimburse the company, the Government was to pay compensation
with

6%

interest.

The Governl!lent was to take over the

company's liabilities, compensate employees and directors
for the loss incurred.

Accompanying this agreement was

also a gentlemen°s agreement that both sides should maintain
a s11ence over the events which took place during the
negotiations.

The Prime Minister also issued a statement

which could ohly have confirmed the company 0 s impression
that there was no one clause on which the fate of the mill
hung.

The statement said that there were conflicting

142,
interpretations "on certain clauses 0a of the agreement and
that some of the provisions

10

would have proved difficult

More intriguing was the comment that the

for application 11 •

Government had 0'reluctantly come to the conclusion that the
development of the project would not fit ha:rm.oniously into
its plans for the industrial developr:1ent of New Zealand. 111
In this six week period of negotiations, the
Government had come full circle.

The Directors of Smith

and Nephew had been invited to New Zealand with the intention that clauses in the agreement should be re-negotiated.
Faced with the flat refusal of the company to consider these
amendments, and the recommendations of its investigating
comr:1ittee, that the agreement should proceed, the Government appeared to be willing to go ahead.

However, faced

with resolute opposition in caucus, and possibly strong
informal pressure from trade groups, Government offered the
company revisions of the agreement which in the light of
previous refusals
decline.

it must have known the company would

Even at this stage, indications were that the

Government would continue the agreement.

However, contin-

ued opposition in caucus, and a decisive r:1ove by the Prime
Minister lead to a volte face, the termination of the
agreement.
1

"Auckland Star 10 ,

1.5th January, 1962
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Chapter VII
BRACTIONS
The announcement of the Government 9 s decision to
terminate the agreement precipitated both a wave of congratulation and a backwash of criticism.

It is very

difficult to deduce the mood of a nation from the various
expressions of it in the press and at the polls.

However,

it did appear that the Gov~rnnent's decision was generally
received with approval.
Among the first to congratulate the Government
were the leaders of the various trade and cornriercial groups
which had opposed the agreement.

The President of the

Retailers° Federation, Mr. Tizard commended the Government
for its courage in facing up to the problem, while Mr.
Malcolm, President of the Federated Farmers congratulated
the Government, and said that it would gain the respect of
all

03

fair minded people at home and abroad." 1

Mr. Moses,

the President of the Associated Chambers of Com0erce felt
that the decision was one which would benefit consumers,
and Mr. Govan of the Textile and Garment Manufacturers'
Federation predicted that the wisdom of the decision would
become otincreasingly apparent." 2
1 °'imckland Star 01 ,
2

15-gh January, 1962

'0tago Daily Times 01 ,

0

15th January 1962
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The reaction from the nation°s press was also in
the main favourable.
the Christchurch

01

The most ardent opponent of the mill,

Press 10 had only one complaint - the delay

of the Government in taking the course which the ''Press 11
had urged on it.

The ~d· itor attributed the delay to the

Government 0 s insensitivity to public opinion.

He also

felt that the honour of the Department of Industries and
1,

Cor:imeroe"had been sullied by the issue, and that if the
public were to '0ret~in their confidence in a Department
whose efficient working is vital to New Zealand 0 s development, the Minister should release more information about
their role in the affairo"

1

Also critical of the Department of Industries and
Coil1J21erce were the "Auckland Star 10

2

and the "Otago Daily

Times 103 , both of which suggested that the national planning
mechanism was going awry.

A more explicit criticism of

the Department was levelled by the

00

New Zealand Herald 11

which wanted a judicial enquiry into the manner in which
"the agreement was negotiated on behalf of New Zealand. 01 4
The newspapers opposing the Government's action
were a minority both in number and in size of circulation.
The 0'Nelson Evening Mail II believed that the prevailing nood
1 "Press 01 11

16th January, 1962

2 "Auckland Star 0' ,

15th January 1962

3 notago Daily Times 0~ 9
4 0'New Zealand Herald",

15th January 1962
15th ,January 1962

14 5.
1n Nelson was one of

90

anger and frustration."

1

The editor

blamed a group of National Party backbenchers aided by
pressure groups for the betrayal of Nelson 9 s interests, and
was concerned that this showed that pressure groups could
sway the Goverruient with easeo
"We are quite sure that this is not the sort of
flavour honest to goodness New Zealanders want in politics.n 2
When the Minister of Industries and Commerce
released the details of the other "secretfl industrial
agreenents two weeks after the termination of the cotton
agreenent, the ~Mail~ exhibited

some of the feeling of

victimisation which a correspondent had observed in the
region in 1960. 3

The Editor complained that of all the

industrial agreements 9 the Nelson one had been °'singled out
for eleventh hour discrimination. 004

He suggested that to

be consistent, the Government should consider cancelling
sone of the other agreements.
The other newspapers which opposed the termination
of the agreement tried to plbnpoint the reason for the Government's action.

The editor of the Labour Party aligned

"Grey River Argus'0 had little confidence in the Government 9 s
explanation and bluntly described the Prime Minister 9 s
1

0

Nelson Even1ng Mailn,

15th January 1962

2

00

Nelson Evening Mail O 9

16th January 1962

3

Chapman, Jackson and Mitchell., nNew Zealand Politics in
p o 21 3

Act i on °0

4

"Nelson Evening Mail"

8th February 1962

146.
explanatory stateraent as

11

poppycock 0' . 1

He believed that

the affair had shown that the Governnent could be swayed
by an

pressure group, and that New Zealand had been made a

"laughing stock" because of the National Government•s
action. 2
The editor of the national weekly newspaper
'Truth" said that the decision was a

0

00

major blunder 0' and

that the derrision had been made because of threats to the
National Party coffers, an accusation later repeated by
s~veral Labour members, but unfortunately unsubstantiated at
this time, as later.3
The

00

Southland Times 10 stood; by its support for

the project, and said that it found the Government 0 s
explanation of the reasons for the termination nunconvincing 0'
and a

11

bit thin 114

8

More specifically, the editor asked

why the project had not been stopped at an earlier date,
if as the Government said,

11

it did not fit harmoniously into

the Governnent plans for industrialisation." ·S
Opinion in the

11

letters to the edi tor 01 columns of

the nation°s press appeared to be about evenly divided for
and against the Government's action.

Those who wrote

supporting the termination of the agreement did little more

----------------- --------

1 9~Grey River Argus",

16th January 1962

2 Ibid.
3 °0Truth 11

16th January 1962

4

10

Southla:nd Times 01

2nd February 1962

.5

10

~:louthland Tlmes 10

15th J'anuary 1962
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repeG\t

than respect the reasons already given by the Government, the
the reasons given varying frotl a concern for New Zealand 0 s
overseas trade to objections to an industry which was not
going to use indigenous raw materials.

The correspondents

censuring the Governtlent were most critical of the Government0s appa~ent vulnerability to pressure from interested
parties.

One correspondent questioned the principles of

the Constitutional Society in supporting ·the Government Os
11

coup 111 and another said that the affair had shown that the

National Party was "only the pawn and dancing to the tune
of the exploiters of the masses. 01 2
Natu:r,ally enough, the blow fell heaviest on
Nelson, and the town which had been unable to assert its
interests during the vital period, belatedly vented its
frustration.

The Mayor, Mr.

s.

Russell called

the

decision °one of the most deplorable ever made by a New
Zealand Government',3.

The former National Party candidate,

Mr. Colin Martin was bitterly disappointed at what he terned
a "disgraceful decision°14 , while the President of the Nelson
Progress League, Mr. R. C. Lsiwry, thought "the action smacks
of Hitler or Nasser.
1 "Press"

They abrogated agree~ents. 05

22nd January 1962

2 "Christchurch Star 0'

3 HAuckland Star 01

16th January 1962

15th January 1962

4 Ibid.

5 "Christchurch Star"

16th January 1962

The
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local Member for Nelson, Mr. Whitehead, hit out at the
action which he claimed was a
"sorry capitulation by a week-kneed conservative
Government which has capitulated to financial
interests whose support for the National Party
is evidentl 1 more important than the national
interest."
The Nelson City Council decided to hold a public
meeting to co-ordinate some of the criticism emanating from
Nelson.

The Council invited a Government member to attend,

but the invitation was declined by the acting Prime Minister,
Mr. Marshallp who explained that a public meeting was not
the way to _ deal with
ations. 0

2

99

difficult and complicated consider-

However, the Minister assured the City Council

a week later, the Government had 0'not broken off diplomatic
relations with Nelson."3
The statement by the Deputy Prime Minister
apparently failed to reassure those who spoke at the protest
meeting.

The Mayor of Richmond, Mr. A. W. Doran, complained

that the developmeht of the province had been neglected
and that the region was covered with the owbleaching bones
of sabotaged enterprise.Oi 4

The Deputy Leader of the

Opposition, Mr. Skinner, said that Nelson had been persecuted
1
2

Auckland Star"

f0

15th January 1962

Press"

16th January 1962

3 °'Pressn

22nd January 1962

4

00

00

Auckland Star'0

17th January 1962

because it had once slighted the present Prime Minister 1 •
°'Since the Motueka electorate kicked out Keith
Holyoake, he has hever had a happy thought
for Nelson.
I am sure every vind·ictive act 2
can be traced back to that defeat in 1938."
The meeting was a forum for some strong words,
and the "Otago Daily Times 01 reported that the citizens of
Nelson were in a "r:iilitant mood. 01 3 A resolution expressing
0

abhorrence 11 , nshameH and ndisgust" at the Government 0 s

action was finally adopted.
00

we 11:egister complete disgust that of the many
agreements which give protection to industries
established in New Zealand, the one in which
there was a 100% British firm and the.one
which was to be established at Nelson should
be singled out for attention." ~

The termination of the agreement attracted little
comment from overseas.
the

01

One of the few comments came from

Manchester Guardiann which said that the Government,

facing a by-election in a farming constituency and a
declining popularity had decided the issue on purely political grounds.

The 0'Guardian° saw little in the decision

which would help New Zealand 0 s image:
"Whatever the merits or demerits of the particular schene were adjudged to be, the
decision will not embellish New Zealard_s9 s
reputation in the eyes of investors.n•

-·-----------·--------------------1

In 1935 Mr. Holyoalrn was elected as member for the
seat of the neighbouring Motueka electorate, but
was defeated there in 1938.

2

nchristchurch Starn

17th January 1962

3

11

Daily TimesQ'

18th J'anuary 1962

0tago

Another overseas publication mindful of the
interests of the British investor, was the 9iEoonom1st 99 •

It

also regarded the termination of the agreement as a deterrent
to other manufacturers whom New Zealand night wish to
attract by similar induoements. 6
Comnent from Dany of the New Zealand periodicals
laid the blame for the whole affair with the Department of
Industries and Connerce.
agreenent

09

The 9~Textile JournaP2 said the

should only have been entered into on the basis

of precise and informed knowledge of the cotton business.
It seems doubtful whether the officers of the Department of
Industries and Commerce who negotiated the agreement had
this knowledge.~?
°Comr.1ent 91 felt that the eposide made an 9'extra.-

0

ordinary story of mismanagement» reflecting no credit on
those involved, 008 and suggested that the Department had
apparently oversold the Governnent on the policy of
industrialization at any price.
A special edition of the Canterbury Economic
Bulletin prepared by the Corrnnercial editor of the °'Press'v
4 ''Auckland Star 01 , 17th January 1962

.5 9°Ci ted in "Christchurch Star°'
6

Cited in

01

New Zealand Herald 11 2Jrd January 1962

7 ovTextile Journal '0 January 1962
8 "Comoent uo

16th January 1962

No@10 January 1962
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Mr. N. L. MacBeth, criticized not only the cotton nill
project 1 but also the other secret agreements.

Mr. MaoBeth

claimed that the affair had caused a new awareness of the
consumer as a factor in politics.

He also inplied that the

Depart• ent was not alone fully capable of producing
acceptable agreements and advocated that a special advisory
tribunal should hear evidence from Government Departments
and interested parties 9 and then draft an agreement for the
Departoent of Industries and Corr.tr!lerce.
The Constitutional Society 0 s

00

Liberator 9; was most

forthright in its criticism of the Department.

It suggest-

ed that the Department was empire building with its
9w

grandeoise plan°' for an industrial planning departoent.

Of the cotton 1;1111 agreement it said:

0

The situation•••

suggests that the degree of competence of this planning
leaves much to be asked from departmental officials who
claim to have special gifts 1n such activities.
Other New Zealand periodicals were interested in
the reasons for the termination.

The

q0

New Zealand

Economist and Taxpayer'~ said that the affair had shown the
dangers inherent in bureaucratic and ministerial action
taken without prior consultation with the parties involved.
1 9'L1beratorav

Vol. 6 No. 1 February 1962
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However, the political correspondent for the same journal
said that caueus had been the force which had activated the
Government and that resignation by several members had
been hinted at? if not actually threatened. 1
The
who had

10

91

Monthly Review 0 thought it was the back-benchers

put the screws on Marshall 01 ,

2

while

01

Straight

Furrow 0 in a '~dispassionate exaillination°1 of the controversy
gallantly gave the credit to the mothers of the land.
11

It is probable that the :c1ain single influence
that operated to end the project was that
napkins, alias dia~ers were going to increase
sharply in price. voJ

Like the nation°s newspapers, the periodicals
for the most part endorsed the GovernmentQs action.
However, the most noticeable feature of their treatment
of the subject was the cursory attention they gave it.
Most only sprinkled comments in their political columns,
and though some did present editorials on the controversy,
none treated it in any depth - a reflection on either the
nation°s periodicals, or perhaps on public interest in the
issue.
By-elections are usually regarded as an important
measuring stick of the public reaction to governmental
1 00
2

J

·----------------~---~---·-----

New Zealand Economist and Taxpayer 0a Vol. XXIV No.10
February 1962
°'Monthly Review"
00

Straight Furrow 00

Vol.II No.19 December 1961
Vol,.XXII No .. 9
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performance, and one would hope that the unexpected bonus
of three by-elections in mid-1962 1 would have delivered
some form of coherent verdict on not only the Government
industrial policy, but also on the Government performance
as a whole.

However, the voice of the electors was

quavering and consequently its meaning difficult to follow.
The Waitaki by-election followed the termination
of the cotton mill agreement by only a month and a half,
and understandably, it was an important issue in the
campaign.
Mitchell

2

How important, is difficult to determine.
says that the issue was regarded by officials of

both parties as the most important of the campaign, and
certainly the amount of speaking time spent on the cotton
mill testified to this concern.

Indeed, the 0'0tago Daily

Times 0i believed that electoral interest had been narrowed
down to the single issue of Go~erru:aent industrial agreements. 3
Yet despite this concern for the issue in the
speeches of the campaigners, there was little sign of it
rubbing off on to the minds of the electors.

A subsequent

postal survey4 revealed that only 16% of the electors
1 The by-elections of 1962 were in Waitaki - 10th March,
1962; Buller 7th July 1962; Timaru 21st July 1962.
2 1~. V. Mitchell

00

Waitak1 Votes"

3 11 0tago Daily Times"
4 Mitchell op@ oitm

p.36

1st March 1960
P056
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regarded the issue as pre-eminent - only 1% more than the
f:Lumber endorsing nnothing of interest 99 , while the category
99

Secret industrial agreements 09 received

attention."

11

hardly any

1

Mr. Mac.P...lpine, in opening the Waitaki campaign
on the 15th February 1962? made a frontal attack on the
cotton mill project,
ill conceived ventur~,

It was, he said, v, an ill fated,
012

drawn up by a Government anxious

to justify the Nelson railway
seat.

and to retain the parliamentary

Not to be outdone by the denunciatDry language,

the Leader of the Opposition, Mr. Nash returned the fire
three days later, when he reviled the agreement to terminate
as

11

one of the best agreements cancelling agreements inside

the whole of my experience."3

On the 24th February, the

Prime Minister Mr. Holyoake also joined the battle of
adjectives, describing the cotton mill agreement as
'disastrous II and 0'a great imposition on the people of New

9

Zealand. 04
The campaign was saved from becoming a bout of
reciprocal vilification by an unexpected catalyst.

On

21st February 1962, Smith and Nephew published a report to
the shareholders of the company which said that it was the

1 Mitchell op. cit. concludes that: "No single one of the
issues brought up in the campaign had excited the high
degree of interest ••• i~the present economic posi tion 1~
was endorsed by 22%, 0'the Government 9 s performance
in officei' by 18% ••• "the Nelson cotton mill" by 16%.

p.56

2

"Dominion"

16th February 1962
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Government which had terminated the agreement.

This was in

direct contrast with a statement the Prime.Ministerp Mr.
Holyoake had made on the 1st February5 when he had emphasized
that the project had been terminated by a mutual agreement
and that there was no breaking of the agreement.

While

the point was conparatively unimportant of itself, the issue
diverted the slanging match into a discussion of the period
of negotiationsp and the reasons for the decision to scrap
the project.
Mr. Holyoake and Mr. Talboys sprang to the defence
of the Government, and claimed that as the company•s letter
of the 4th September 1961, constituted an offer to withdraw
it was in fact the company which was responsibl& for

initiating moves to have the agreement terminated.
However, it was the Minister of Labour, Mr. Shand,
who gave the most enlightening speech on the issue.

Mr.

Shand said that the cotton agreement had been made on behalf
of the Labour Government by officials

00

who had no technical

knowledge whatsoever 0 and that t?no proper research had been
done at all 0° for the agreement.

Mr. Shand said that the

Committee which had been given the task of redrafting the
vital clauses had stumbled on the difficulty of price

3
va1felson· 'Evening 1v1a11"

20th February 1962

4
01

5

Evening Post 00

24th Fe br;iL1.ry 1961

Auckland Star 0i

1st February 1962

Q!J
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interpretation, but they had found the

00

most objectionable

clause" to be that which gave the company an assurance of
Mn~ Shand also revealed that the

80% of the market.

Governrient had offered the company the alternative of
accepting revisions to the agreenent or of withdrawing
from the agreement. 1
However, the issue became cloudy when the debate
r.i.oved to an argument over whether the cor.i,pany did have a
guarantee of 80% of the market, or whether as Mr. Skinner
claimed it had this percentage preference only for the goods
it was manufacturing, which made up only 20% of the cotton
textile market.

If this was slightly confusing, even more

so were the estimations of the amount which would be needed
to pay out compensation for the termination.

Mr. Marshall

had mentioned the figure of £1 million in the House, and
Mr. Nordmeyer had endorsed this at the beginning of the
Wai tal-ci campaign, while Mr. MacAlpine, opening the canpaign
for the National Party had mentioned the sum. of £500 9 000.

At the conclusion of the campaign Mr. Holyoake had said
the figure would be £250,000.

2

The issues in the Waitaki by-election may have
been confusing 9 but the result was clear.

The National

·------ ·------------------

1 "Otago Daily Times~•
2

7th March 9 1962

A. V. Mitchell, op. cit.

p.J6 - 37
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. Party suffered a major set-back, its ~ajority falling from
1972 t,o 402, a decline of 13.6% of the qualified vote.

The

drop concealed the fact that it was not so much Labour's
gains which caused the se~back as the increase in abstention,
Austin Mitchell found that it

a staggering rise of 16.8%.

was impossible to assign the blame for this to any one
issue or on any one group of electors.

He suggested that

the result had roots in a conplex of causes, principally;
apathy, the economic background and local disatisfactions.
Although an atteopt to assess the importance of
individual issues becomes speculative 9 it appears that despite
the emphasis given to the Nelson cotton mill by the campaigners, it constituted neither a definable nor significant
reason for the rebuff given the Government by the electors
at the polls.

There was no exploision of indignation in
Rather more accurate was a

the minds of the electors.

Sid Scales cartoon in the notago Daily Times' 0 which
depicted a rather beleaguered
in his trench.

0

soldiern voter sheltering

Armed with a pencil he despondently

surveyed the welter of explosions bursting around him and
comcented:

"I've forgotten who I 0 m shooiing at.Q0 1
'ilf the voter was puzzled by the issues in the

Waitaki by-election, the nation was even more confused by
1 ~otago Daily Times",

9th March, 1962

i
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the verdicts in Buller and Timaru.

In the Buller by-

election· the National Govermient gained

5.5% of the vote in

a seat which had been a Labour Party stronghold for years.
However, the result in the hourglass-shaped electorate was
far from clear.

In the northern half the swing was against

the National Party.

In the Motueka region National lost

2.5% of the vote and in the Golden Bay region 1.1%, while
the Labour Party nade gains of 2.5% and 3.9% respectively.
If the National sands were running out in the
northern half of the electorate, they were rising in the
southern half.
Party gained

In the Westland region the National

18.5% of the vote while Labour lost 14.6$.

The Westland result stenmed from local grievances at the
fate of the coal industry, and the cotton mill was not an
important issue.
The Motueka-Golden Bay result confounded those
conmentators who had predicted a swing against the National
Govermient in this region because of its proximity;to the
cotton mill site.

©nee again the significance of an

issue becomes a matter of speculation,

Although Labour

members tried to make the termination of the cotton mill an
issue, it did not energe as a major issue of the campaign, and
this may be reason enough to explain the Motueka-Golden
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Bay reaction.

Another possible consideration is that to

the largely rural population the proposed cotton mill had never
been an attractive proposal anyway.

However, the result

in the Buller electorate gave no clear indication of the
views of the electorate because the campaign was preoccupied with ohe issue - the future of Westland.
The .third by-election, that in Timaru on the 21st
July 1962, completed the circle of confusion, for here the
National Governnent suffered a setback again.

In the

campaign, neither the cotton m1ll nor the Gover:nment 0 s
industrial policy was an issue, and the major issue which
emerged was the Government O s economic policy of
does it.~

00

steady

It is not, therefore 9 possible to attribute

the re)2iuff (a loss of 3.3% of the vote) which the
Government received to the cotton mill controversy.
The press was sonewhat confused by the vacillatory
mood of the electors.

The

9

Auckland Star°' att:b:....buted it

to the personalities of the candidates, the "Otago Daily
Times°' to concern at Governnental neglect of South Island
developoent, while the

00

Dominion°& concluded that the electors

were acting from a spirit of pure caprice.

What is clear

is that the result in each case was influenced at least as
much by local issues as it was by national issues.
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No one of the by-elections gave a clear expression
of the reaction of the electorate to the termination of the
cotton nill agreenent.

Onmy in the Waitaki by-election did

the issue constitute an i • portant force on the hustings.
However, there, it was submerged beneath a nurk of concern
for local issues and • ore general national issues.

Con-

sequently, it is iopossible to pinpoint resentment against
the Government's decision as the reason for the rebuff it
received at the polls.
These by-elections had suggested that the issue
had no great weight on the hustings, and yet in the 1963
General Election the Nelson electorate gave a clear expression of its displeasure.

Nelson was already nursing what

one correspondent described as

11 a

fe'eling akin to one of

victinisation 911 and had registered this in the 1960 General
Election, when despite a nation-wide swing away from the
Labour Party, in which labour's share of the qualified vote
dropped 5.84% and the National Party increased its share by
1.64%, Nelson, formerly a narginal seat, retained its confidence in the sitting member, Mr. Whitehead.

Mr.

Whitehead 9 s share of the qualified vote was increased by

2.67% while National lost 4.17% of its share.
1

There was

-------------

Chapman, Jackson and Mitchell, n~~ealand Politics
in Action"
p.213
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a minute increase in Social Credit's share of the vote
(.11%) and abstention rose by 1.25%.
The main issue in 1960 had been the conflicting
opinions of the two najor parties over the necessity of the
Nelson Railway.

The elected National Government ended

work on the project in 1960, and the cotton nill termination
now added another grievance to the feeling of victimisation.
In 1963 the National candidate lost another 4.5% of his
party's share of the qualified

Labour gained a

vote.

slither thin .12% of the vote and Social Credit increased
its share by 1.53%.

However the most notable increase

went to abstention, which rose by 2.93%.
Yet despite the overall decline in nunbers voting
National, the cotton oill issue does not appear to have
caused any marked decline in the number of National Party
members in the Nelson electorate.

This neobership

fluctuated proportionately with the i:tnt1ediacy of an election,
reaching a triennial peak in election year,

In 1960,

however, raernbership had declined to 1794, a 28% drop on
its 1957 total of 2520. 1

By 1963 9 the party had increased

menbership by 20% on the 1960 total, this tine to 2146.
These figures suggest that the Nelson railway

was an

1 The National Party menbership for the Nelson electorate
was:
1957 • • • 2520
1910
1958
1959 • • • 1826
•

8

•

1960
1794
1961 " " " 1750
•

.,

fl)

1962 • • • 1813
1963 • • • 2146
1964 " " 1915

1965
1966

.
..
@ @

"

"

1756
2166

important cause of party alienation 9 while the cotton mill
However 9 it should be borrein mind that there were

was not.

other issues likely to be important 9 such as personalities
and the state of party organizations.
The fortunes of the Labour Party are a little
more difficult to tabulate.

The nun.ber of branches (five)

has not changed since 1960 and the sitting member 9 Mr.
Whitehead 9 said that the Labour Party "did not attempt to
capitalize politically on the closing of the cotton mill.~

1

An attitude which shows either great charity in declining
to use the nisfortunes of the other side or considerable
apathy in the party organizatione
party did appear to local businesses

Despite this 9 the
for funds for the

first time in 1963 9 with a ~quite satisfactory result."
The Nelson results indicate that voting in the
electorate was influenced by the cotton mill termination.
Yet the by-election results suggest that the electors had
formed no clear opinion about the issue.

A survey by

Austin Mitchell in Dunedin Central in 1962 confirms this
impression.,

In a survey of 16J people 2 there was no clear

majority agreeing or disagreeing with a statement that the
cotton mill would
1

s.

v0 create

an unjustifiable monopoly 0' and

Whitehead 9 letter Jrd December 1966

2 Austin Mitchell, aGovernment by Part;y_w p.17
91 This survey •• was based on a random sample of every
hundredth name in the Dunedin Central roll and the
new registration since 1960.
Though the sample is
small~ it does conform satisfactorily to the 1960
distribution of the vote."

TABLE II
STATEr1ENT:

11

THE NELSON COTTON MILL CONTR.l..CT CREAT~D li.N UNJUSTIFIABLE MONO!:.Q1Xu

AGREE

DISAGREE

NO OPHHON

NO ANSWER

--

64 (39 .2%)

49 (30.0%)

47 (28.8}~)

21 (31.3%)

26 (38.8%)

20 (29.9%)

SU:tPORTERS

29 (44.6%)

16 (24.6%)

19 (29.2%)

INDEPENDENT

11

LABOUR fARTY SUtfORTERS

3 (1.9%)

l:3ATIONAL F/L~TY
4

6

-

.

I:

--

l-

o

L,,

•
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the number with no opinion was almost as large as the
number disagreeing with the statement.

Furthermorep· the

figures suggest that voters made their decisions without
reference to their party 9 s stand.
number of National

Although a larger

Party supporters agreed with the statement

than disagreed, the Labour Party's supporters were fairly
evenly split

between agreeing, disagreeing and having no

opinion.
By the time the two political parties came to
debate a bill approving the Government action in July 1962,
the issue had been exhaustively treated in the press and
dragged across the hustings at three by-elections.

Not

surprisingly 9 the debate which the Minister of Justice·
predicted would be a

99

first class debate 091 turned out to

be sluggish and protracted.

Sluggish, because the Labour

Party did not organize a concerted attack, and because it
was partly dependent on the National Government for knowledge it could gleam about the period of negotiations.
Protracted, because the Labour Party was determined to bring
the point home.

Unfortunately the point renained elusive

and a public already jaded by the cotton nill controversy
learned little from the debates which they had not already
kn a-,n.
1 N.Z.P.D.

Vo1.J30

p.764

16 5.
Most of the blame for the lifelessness of the
debate could be laid at the Labour Party 0 s door.

The

Labour Party could have made its attack effective if it
had shown that the National Party had been and probably
still was divided among itself over the decision, and that
the termination of the agreement had come unexpectedly
from a decisive move by the Prime Minister.

The Labour

Party failed to bring out these points, which were all
contained in press reports of the Government-company
negotiations.

This failure suggested that the Labour

Party had not fully researched the topic.
Significantly, Mr. Whitehead opened the Oppositions 0 s
case by asking the Government for an account of what had
gone on:
ttAs members of the Housej we are entitled to
some report of the discussions which went on
behind closed doors with representatives of
the company who were invited here, and also
some information as to the pressure groups
which brought evidence before 1 the Government
and made it change its mind. 10
However, the Labour members did not want to
know merely about the period of negoti ations.
1

Mr.

Whitehead was followed by the member fur Mirimar, Mr. Fox,
who wanted to know whether the agreement had been approved
by Cabinet and by the member for Onehunga, Mr. Watt, who
wanted to know the cost of compensation,
1

N.Z.P.D.

Vol@ JJO

p.749

16 6.
These diverse questions suggested that the Labour
Party was directing its fire power rather wildly, and the
Government could afford to sit tight, merely stonewalling
the unsubstantiated claims coming from the Opposition
benches that the Governn1ent had acted under threat of withdrawal of party funds by the pressure groups. 1

The

National Party 0 s equally unsubstantiated reply was that the
former Labour Government had nade the cotton oill agreement
in order to °'buy 91 the Nelson electorate.
The debate was making little progress and it was
drawn even further from the point by the Prime Minister who
raised a question which had already been thrashed on the
hustings - the question of who was responsible for terminating the agreement.

Labour members willingly followed

the red herring, and soon became bogged down in a rather
barren argument as to who had made the decisive move, the
The replies from the National

Government or the company.

Government could have only served to deepen the confusion.
Mr. Holyoake asserted that the company had made
an offer to terminate and after an investigation off the
agreement the Government had decided to accept the invitation
to terminate the agreement.

l Mr. Mathison, N.Z.P.D.

2 N.Z.P.D.,

Vol.JJO

2

Another Government member,
Vol. JJO

p.755

p.780
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Mr._Allen also said that the company had made the decisive
move, but he said that the company did this because it
sensed the feeling of the people of New Zealand that there
was no goodwill for the company. 1

However, the Minister

of Industries and Commerce, Mr. Marhsall said it was the
Government which together with the company had decided to
terminate the agreement:
09

It was the Goverm1ent O s decision.
There is no
secret and there never has been an attempt to
say otherwi~e but that it was an agreement to
terminate. 09

Labour members also lessened the impact of their
attack by continuing to emphasise a technical point about
the bill before them.

They claimed that the payment of

compensation had already been made and that to authorise the
payment after it had been made was illegal.3

In fact the

Govermient could do as it willed provided the Controller
and Auditor-General had the authorisation of the Minister
to make the payment, and

owosition speakers gained

nothing by labouring the point except to move further from
the heart of the debate.
If anything, the second reading of the Commonwealth
Fabric Corporation Bill showed an even more disorganised
1 N.Z.P.D.

Vol.330

p.765

2 N.Z.P.D.

Vol.JJ1

p.1J42

3 Mr. Kirk, N.Z.P.D. Vol., 330, p.,792 and Vol.,JJ1 p.144J.
Mr. Nordmeyer, N.Z.P.D. Vol.331 9 p.1342
Mr, Faulkner, N.Z.P.D. Vol.JJ1, p~1593
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Labour attack than before.

Mr. Whitehead was reduced to

m.vective, and called the Government: Q'This timid week=kneed,
ultra-conservative Government •o• which gave into pressure
from its political supporters.J
Other members continued to repeat the assertions
that the National Government had given way under the threat
of withdrawal of political funds by the pressure groups.

2

Even when valuable speeches by two Ministers, Mr. Shand and
Mr. Talboys provided new openings 1 Labour members did not
follow them

UPo

They ignored Mr. Talboys account of the

price clause interpretations and similarly Mr, Shand's
revelation that there were differences of interpretation
between the Government and the Department,

Mr, Shand

revealed something of the gulf which had developed when he
said that "the cotton mill had never been examined by anyone who knew anything about cotton mills. v,J

However,

Labour members failed to follow this up and repeated the
points already made.
The debate was only briefly revived in its dying
stage by one National member who produced a pair of nylon
underpants in the house to make a point about the importance
of synthetic fibres, and some rhetoric and invective from
1 N.Z.P,D.

Vol.JJ1, p.1440

2 Mr, Mathison, N.ZoP,D.
Vol,JJ1, p.1498
Mr. May, N.Z.P.D.
VoloJJl, p.1505

Vol0331, p,14.55
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two Labour members.

The rhetoric came from the member for

Westland, Mr. Blanchfield, who said that:

'Even as Judas

0

has gone down in history as selling himself for thirty
pieces of silver, so will the name of the Government in the
early 1960's go down as having betrayed the industrial
development of New Zealand. 1
The invective came from the member for Auckland
Central, Mr. Douglas, who said that he could not

99

escape

the feeling that the vanity of one individual which was
wounded severely in that area many years ago has never
healed, and that the action which has been taken not on one
occasion, but on many occasions, is due entirely to that
wounded vanity. 902
Mr. Marshall could fairly conclude the debate
by saying:
91

Arguments for and against the proposal have been
repeated ad nauseum.
Very few new ideas have
been expres~ed and I think public interest is
exhausted. 01 j

Certainly, the press had decided that the debate had little
of news value, and had virtually boy-cotted the debate.

Mr.

Whitehead wrote in a letter to the New Zealand representative
for Smith and Nephew, Mr. Giles that he was disappointed
1 N.Z.P.D.
2

Vol.331, p.1594

N.Z.P.D.

Vol. 331 ,. p. 1609

3 N.Z.P.D.

VoleJJ1, p.1616
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with the press coverage 1 while another member surveyed the
empty press gallery and nade the dry rejoinder that
00

the cotton mill is no longer news. 00 2
The debate in the House had shown the Labour

Party in an unfavourable light, but it also demonstrated
something of the inadequacies of the New Zealand parliamentary
system.

The issue had been exposed in the media six

months previously, and had been raised at the by-elections.
After the debate had been exhausted in the press and
hounded across the hustings, nembers were asked to relive
the past again.

For the opposition Labour Party the

debate was a failure, because it was unable to press the
Government with a concerted attack and it failed to even
penetrate the defences of its National opponents.

However,

the real losers were the New Zealand public who learned
little from the debate which they had not known six months
earlier.
One of the consequences which the National
Government had to face as a result of its termination of
the cotton mill agreement was the disposal of the building
and capital equipment of the Corm:1onwealth Fabric Corporation.
Despite the Governnent 0 s vacillation in December 1961 and
1

s.

Whitehead letter to A.H. Giles, 12th July 1962

2 Mr. Cookesley,

Vol.JJ1, p.1593
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January 1962, work on the building to house the cotton
project had continued steadily, and the nearly completed
building now represented a~ investment nearing £290,000
The Govern.nent now had to dispose of this

in value.

property with as little loss as possible.

11

The Government P 90

said one member in the House 1 Q'has a white elephant on its
plate. 91
The Minister of Industries and Coraoerce was not
One the 19th January 1962, he said he thought there

daunted.

would be "little difficulty'0 in selling the building and
anticipated

11

no problem 01 with the disposal of the machinery. 2

The cynics had plenty of ideas for the Minister.
correspondent to the

11

A

Press 013 suggested that the site's

proximity to the ill-fated Glenhope railway line made it
an ideal site for a 0'national. park and nuseuI!l for white
elephants."
Society, Dr.

The vice-president of the Constitutional

o. c. Mazengarb, suggested that the mill could

be left as a °'monument to unconstitutional conduct.

If it

is used at all, we should not allow it to be used for the
4
making of any more bureaucratic bloor.:iers • 00
The task of the actual winding up of the affairs of
1
2

Mr. Douglas, N.Z.P.D.
'Dominlon°1

0

Vol. 335, p.76

16th January 1962

3 0'Press 00 17th January 1962
4

09

Li berator 01

Vol., 6, No.,

6 9 July 1962
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the Commonwealth Fabric Corporation fell to the Treasury,
while the disposal of the building and site was the responsibility of the Coom.issioner of Crown Lands.

At the

Ministerial level the responsibility lay with the Minister
of Finance and major matters arising from the winding up were
considered by the Cabinet Committee chaired by the Minister
of Industries and Commerceo

Also involved in the negotiations

which followeC½were the Nelson City Council and the
Department of Industries and Connerce.
The major problem proved to be the disposal of
the mill buildings~

On the 1st February 1962, the

Minister of Industries and Co:m.merce held discussions with
the Department of Forests and the Department of Industries
and Commerce~ and subsequently invited applications for the
mill building.

By June 1962 the Government had not

received any offers for the building, but Mr. Marshall was
still confident about disposing of ito

Replying to a

question in the House, he said that "several firms 11 were
interested in the mill building. 1
With no further progress towards worldly salvation
by December 1962, the Government took a step nearer to
other worldly redenption by granting use of the building
1 N.Z.P.D.

Vol.J31, p.373
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to "Faith Enterprises" which for three weeks of the holiday
period turned the

b,so, 000

saving souls. vol

To speed the vehicle on its spiritual

building into a

09

vehicle for

journey was an impromptu orchestra of shirt sleeved, holiday
makers playing 0'anything fro • a double bass to a Jew; s
harp. 99

2

There were no further indications of firns making
any firm offers to the Government, and so in March 1963, the
Com.missioner of Crown Lands put the building up for tender.
The Nelson City Council, which had hoped to see the building
taken by another substantial industry was

00

astounded 993

by this decision and despatched a delegation to Wellington.
There, the delegation unearthed what it regarded as bureauThe officer in charge of disposal of

cratic confusion.

the buildings, Mr. Easterbrook-Smith said that he knew of no
offers for the building while a junior officer told the
delegates that he was considering proposals from an electrical
appliance r:w.nufact'U.t"lng company.

The City Council wrote

to the Minister of Industries and Commerce expressing concern at the apparent lack of coordination. 4
1 "Dominion"

The M1n1ster 0 s

7th Dece• ber 1962

2 Ibid.

3 Town Clerk, letter to Mr.
25th July 1963

4 6th August, 1963

s.

Whitehead, M.P.p
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reply 1 reminded Council members that the responsibility for
co-ordination lay with the Cabinet Com• ittee of which Mr.
Marshall was chairman.

~You have obviously got a confused

picture by talking to officials 9 none of whom were in
possession of all the faots,u 2

By the end of April 1963, the Commissioner for
Crown Lands had received three tentative offers or enquiries
These came fron a wood processing company 9 a food processing
company and the Standard-Triumph-Leyland motor Corporation.
Negotiations dragged on until September 1963 when a
stalemate was reached.

The proposal of the wood process-

ing company was withdrawn because it didn°t appear to have
a reasonable chance of success, that of the food processing
company was rejected by the Nelson City Council while
Standard~Triumph wrote in Septeober 1963 that it would not
proceed with the project. 3
The Department of Industries and Commerce had
still not run out of ideas,

The Associate-Minister of

Industries and Commerce, Mr. Shelton said he thought a

4

nylon spinning company might be interested in the building
while the Minister reported in November that he was

----------=----------------1 J. R. lfJarshall, letter to Nelson City Council 21st

August 1963
2

Ibid.

3 Standard-Triumph-Leyland, letter to the Minister of
Finance, 13th August 19630

4

~vening Post"

1Jth June 1963

1·1 .
s..___
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negotiating with a chip-board manufacturing
company. 1
However, it was a revival of interest by the
Standard-Triumph organization which saved the day.

The

Minister of Finance, Mr. Lakep visited company officials
while on an overseas trip and on his invitation company
directors visited the Nelson site in February 1964.

As a

result of this visit Standard-Triumph made a conditional
offer for the building, and after some negotiation, the
Minister of Finance signed a letter of acceptance dated
4th September, 1964.
The company planned to use the building to house
its spare parts division and an assembly for motor cars and
light commercial vehicles.

It planned to employ 250

people (while the cotton mill had planned to employ 1500).
Stan.iard-Triumph paid only £75,000 for the uncompleted
building and 27 acres of land, substantially below the
Valuation Department assessment of the value of t.he property
at £105,000 and a fraction of the £285,000 which the Minister
of Industries and Commerce, Mr. Marshall estimated had been
spent on the buildings.

The new industry was officially

opened on the 27th April 1966 by the Minister of Finance 9
1 "Evening Post"

15th November 1963
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Mr. Lake, who said that Nelson had gained nan economic
motor vehicle industry instead of an uneconomic cotton mill. 011
Other major items on the bill for compensation
were purchase of shares, disposal of plant machinery and
personal compensation to those affected by the decision.
Treasury purchased all shares in the Commonwealth Fabric
Corporation at a cost of £495,049 and covered compensation
to the shareholders.

Treasury also paid £165,809 for

mill machinery and cancellation of orders,
After the announcement of the termination,
Treasury negotiated with the principals claiming compensaticnnegotiations for which one of the Directors involved said,
went on for a year,
his company

£14,ooo.

A.H. Giles received £1.9,750 9 and
A Director of A. H, Giles Company

Ltd., Mr, Lambert, who was to take charge of the distribution
of the products from the new mill received £9,950 and the
manager of the mill, Mr, G. Bradshaw received £9,957.
'

These amounts were calculated by Treasury after
taking into account the loss suffered by the principals
through being deprived of "top executive positions at
substantial salaries and associated superannuation
.

provisions."

2

In the case of Mr. Bradshaw, this involved

-------------·----·------------------1 "Christchurch Star 0'
2 "Mr.

s.

1967@

27th April 1966

Greenberg, the Treasury9 letter, JOth January,

the loss incurred in moving from the United Kingdom, to
New Zealand.

Without a knowledge of the factors involved,

it is impossible to assess the fairness of these payments.
The fact that the Government had vacillated for a
long period of time over the cotton mill agreement, and its
final action in terminating an agreement which it had
already approved, somewhat lessened its mana.

The whole

dilatory performance of the Government in which it had
dallied for over two months before taking any decisive step
left it with little credit, and it now sought to tighten
the requirements for the preparation of industrial agreementw so that it would not be faced with any similar
embarrassments in the future.
The Cabinet rules were changed so that every
industrial agreement which provided for Government assistance
involving total or partial monopoly, financial aid, tariff
or import control had to be submitted to the SolicitorGeneral before being brought before a Minister for a
decision.

This was a sensible move in the light of the

confusion which had prevailed over the interpretation of
the clauses of the cotton mill agreement.
The Government also asked the newly constituted

179.
Tariff and Development Board to conduct an enquiry into the
criteria used by the Department of Industries and Commerce
for the assessment of possible manufacturing industries,
and asked the Board to prepare a new list of criteria.
The Board's conclusions were that the criteria
used by the Department were all "relevant and appropriate uu

1

,

and agreed that industries should be developed in depth.
However, the Board did not accept the need for a policy of
maximum industrial development:
~The Board does not agree ••• with a policy of
development in depth regardless of whether
such production is ~ustified on economic or
strategic grounds. 11
The Board also differed with the Department of
Industries and Commerce over the matter of price comparability.
The Department had said in its submissions that:
°'A pro,ject to produce an article formerly

imported at a quality comparable with the
imported article but at a higher price may
be proposed.
Despite the difference in
price, if production in New Zealand would
result in a substantial saving of overseas 3
funds, such a project could be supported."
However the Board

was

slightly more stringent

on the price conditions, and suggested that to '°increase
efficiency 0 industry should be subjected to competition not

-----------·----------·----------1

Tariff and Development Board, 0'Report to the Minister
of Industries and Commerce on Criteria for Industrial
Development''
1963.
Paragraph 52

2 Ibid.

Paragraph 298

3 Department of Industries and Commerce 9 ~Criteria for
Industrial Development 00

p., 28

only from the products of other units of industry within
New Zealand? but also from imported goodso
Finally the Board disagreed with the Department's
advocacy of import licensing as an effective and flexible
defence for indigenous industryo

Although it conceded

that in some cases import licensing might be necessary to
supplement a tariff policy~ its general conclusion was
that: •Qif sound and efficient industries are to be developed
and maintainedj the best means of assisting them is in
general by way of a realistic tariff.~ 1
It becomes very difficult to compare the criteria
used by the Department and those suggested by the Board,
partly because it is not so much the criteria used as the
manner in which they are applied which is important.
Thus, although the Board agreed with the Department 9 s
criteria for the development of new industries, in fact it
administered a mild rebuke to the Department for the manner
in which it was carrying out its policyo

By suggesting

that indigenous industries should face competition from
overseas companies? and by advocating a policy of general
tariff instead of the more flexible import licensing, the
Board was attacking two of the pillars of the Department 0 s

1 Tariff and Development Board? op. cit, paragraph 317
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industrial protection policy.
However 9 it is very difficult to isolate particular
criteria and then compare the emphasis given them by the
Department on the one hand and that given them by the Board
on the other,

It is not really the individual criteria

which are important, they are only what Professor Williams
calls "partial criteria."

1

"We sooner or later come to the

conclusion that everything de'pends on everything else.
Partial criteria are useful if we already have some general
pattern of development in mind, but the danger of using them
in isolation is that they may furnish poor guides to an
optimum pattern.

Nor can we 9 in the absence of some general

pattern, use them in isolation as we do not know the importance to attach to each criterion. 101
What does matter is that the general pattern of
development, and ultimately the pace for development depends
on the Government,

A number of factors contributed to a

deceleration of development programme after the cotton mill
episode.

The National Government was less enthusiastic

about a doctrine of rapid industrialization than was the
rival Labour Party and the National Party umbrella
sheltered some party supporters who were strongly opposed

----------------------------------~·
1 J. W. Williams
Q°Cri teria for Manufacturing Development 00
C. A. Blyth( ed ~ in e'The Future of Manufacturing in New
Zealand 10
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to the policy of the Department of Industries and Commerce,
H, W. Orsman commented g

ggThe Department has always had

many powerful opponents of the policies it administers;
primarily the National Party in its election platforms
and through its supporters - organized business (with the
notable exception of the New Zealand Manufacturers•
Association

1

sic.

1)

the farmers 9 the primary producer

organizations and perhaps partially through the press, and
the consumer to whom

well-made New Zealand ~7 still carries
1
overtones of ironical jeering.°'
91

The Department was also the target for considerable
criticism because of allegations of administrative delay
and inefficiency in the administration of its licensing
policy.

Complaints became so strong at one stage that the

Minister made a personal inspection of the system at
various desks to see what was happening.

2

The Department of Industries ahd Commerce was
also under attack from another quarter.

In its submissions

to the State Services Commission 1961--62, Treasury had
recommended that the overseas trade section should be separated from the Department, and it was supported in its
argument by the Importers Federation, the Retailers Feder-

-----------1

H, W. Orsman, gvnr. Sutch vs Retirement"
No.22 January-Febeuary 1965

2 Ibid.,

e Comment'
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atlon, the Wholesale Softgoods Federation and the Associated
Chambers of Commerceo

The recommendation was opposed by

the Department, the Public Service Association and the New
Zealand Manufacturers v Federationo

1

The Coil1El.ission was

split, but on the balance favoured the status quo.
The Department was facing considerable criticism
from the State Services Commission, other departments
and the general public, and Orsman comments:
11

It is a great wonder that the Department has
been able to uphold its policies so tong
against such formidable opposition.at

There was considerable friction between some
members of the Government and the Department head, Dr.
Sutch, and in mid-1964 the Governuent advised the State
Services Commission that Dr. Sutch no longer enjoyed its
confidence.

The Chairman of the Commission, Mr. Atkinson

wrote to Dr. Sutch and told him that the Commission had
decided
91

that since in its opinion you do not enjoy
the confidence of the business community and
of the Government in the measures desired of
the permanent head of your Department it is
better thaf your services not be further
retained. 91

The clash between Dr. Sutch and the Government
was partly one of personalities, but it was mainly one of

--------------·----·--------------1 Ibid.
2

23rd October 1964.

Ibid ..

184.
ideology and Dr. Sutch 0 s dismissal was one sign that the
Government was modifying the industrial development policy.
The Government was also receiving advice to follow a more
cautious path of development from the newly constituted
Monetary and Econoraic Cou:ncilo

In 1962 this body advised

that:
fldomestic industry should not be excessively
protected against competition fro • overseaso
Government should certainly use tariff to
support industries which are reasonably assured
of becoming competitive as they grow in size in
an expanding market but which are initially
handicapped by temporary obstacles or superficial preferences for imported products.
But
it should not shelter very high cost industries
behind a wall of import 1 control except in very
special circumstances."
Another incentive to apply the brake to the
industrialization policy was that the economic position had
improved and it was no longer necessary for the Government
to impose the far-reaching import restrictions which led
the Governnent to fully endorse the industrialization in
depth policy.
This slackening of the reins obviously affected
the Department 9 s efforts to attract new industryo

A 1966

paper issued by the new Secretary of the Department, Mr.

M. J. Moriarty

1

22

2

made it clear that no company considering

Monetary and Economic Council
New Zealand/0
Report Noo 2

1·1

Economic growth i!!
p. J4

May 1962,

M. J. Moriarty '~The Techn:tgue_s o:( I,.l!U2.ort Control 01
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establishing industry in New Zealand could expect the far
reaching protection which the cotton nill, or for that
manner, any of the industrial agreements implemented by
the Labour Gover11IJ.ent, had had.
91

No assurance is given that protection will be
accorded to the manufacturing venture, either
by restrictions on new entrants in the field
by import licensing restrictions or by
variation in the tariff.
The company is told
however, that it nay make an application at any
time to the Tariff and Development Board should
it consider this step necessary." 1

The Departnent appeared to be placing new
emphasis on price comparability which Mr. Moriarty said
was the

10

d

single most important guide and ••• a major

criterion against which development proposals are judged. 0

2

The Department also appeared to be placing new
emphasis on the desirability of participation by New
Zealand equity capital in any development venture.
The stand taken by the Department has resulted
in a revision of various proposals to meet this
requirement, and in 1964 two thirds of the
projects for new industries approved involved
either 'ew Zealand owned or New Zealand controlled
units."
All of these trends were the result of a change
in the development pattern.

Although this change had its

origins in a wider range of factors than the Nelson Cotton
1 Ibid,
2

M. J, Moriarty, op. cit.

3 Ibid~
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Mill agreement, the controversy over this agreement was
one of the undercurrents which had persuaded the National
Government to temper the drive for the rapid industrialization
of New Zealand,
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Chapter VIII
CONCLUSIONS
A crisis in the life of a Government as in the
life of an individual may reveal much which had hitherto
remained hidden.

Just as an individual in a situation of

predic•tsb:111ty · and security may never reveal his true potentialities, so a Government which is never subject to
strain may never reveal the real nature of its inner workings.
Fortunately for the political scientist, aovernments are constantly beset by crises and working under stress.

The crisis

in decision making over the Nelson cotton mill makes a
valuable case study because it gives an insight into the
framework of New Zealand Government.
By following the development of the crisis it is

possible to trace the roles of the different arms of Government and to see where the decision making power lay.

The

cotton mill affair initially involved only the Department of
Industries and Commerce and the Government in the decision
making, but as the crisis spread it involved pressure groups,
the general public and Parliament, and an assessment of the
decision making in this one ease-study involved looking at
the role of these bodies more closely.

Commentators on
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the New Zealand political scene have seen that there is an
ebb and flow in the importance of these bodies and that the
role of each one varies according to circumstance.

However,

this has not prevented the development of different interpretations of where the power lies and of which body plays
the main role.
A common interpretation of where the power lies
is that it remains with the electors who advise their elected
representatives what policy to follow and hold ultimate
control over their representatives through the ballot box.
This is an interpretation held by the present Prime Minister,
Mr. Holyoake, who said in 1966:
~Who governs in New Zealand?
I would say the
people are the masters and decide every three
years at the election.
And the members of ·
Parliament, whether in Government or Opposition,
whether ministers or bacfbenchers, are the
servants of the people.~

0

The second interpretation is a development of this
argument.

This is the bolief that the power lies not with

the people but with their elected representatives.
power rests with Parliament.

That is,

Adherents to this interpretation

claim that despite the rise of disciplined parties and the
consequent inability of Parliamentary debate to alter
decisions, Parliament holds the ring of power because all
1 The Rt. Hon. K. J. Holyoake in Austin Mitchell,1
ou~rnment by Party. co p.110

the vital decisions must pass before it and all are subject
to the scrutiny of its committee system.

This is a view

held by the present Speaker of the House of Representatives,
Sir Ronald Algie who said that:
09

The control of Parliament over the Executive is
very real.
It is not as obvious as it was 1n
the past, but it is real because the Executive
cannot really function without having its work
constantly under review by Parliament.
So the
control is real» though it is not as obvious
as it was. 0~

The antithesis of this argument is concisely
summed up in the title of a recent book by Austin Mitchell10

Government by Party. 11

Mitchell 9 s view is that Parliament

has failed to maintain its traditional role of controlling
the Executive and that because of the rise of disciplined
political parties this task has fallen to the party caucus.
Mitchell has said thatg
01

Details of the legislation and the responses to
new situations are problems solved not in open
Parliament but within the governing Parliamentary
party - in Cabinet, its leadership nucleus and
then in a dialogue between caucus and Cabinet.
The important debate, in the sense that it can
change policies and legislation has been transferred from Parliament to the internal machinery
of the governing party~ a development as inevitable as it is undesirable to the conservative
constitutionalist.
Party g2ver.ns, though it
does so through Parliament. 11

A fourth interpretation of where power lies is that
in an age where Government has become more the machinery of
l Sir Ronald Algie
2

Ibid., p.,18

Ibid. p.146

administration than of innovation and in which Government
decisions demand specialized knowledge,

politicians are

receding in importance as the bureaucrat advances.

The

corollary of this argument is that Government departments
are becomingover powerful and are encroaching on fields which
should be the preserve of the elected representatives.

This

theme is made familiar by the Constitutional Society but
the com.plaint that Governnent departr.ients are over-.. -.p-bw;.ei.r.f.lul
is a common one.
Finally, there is a belief that pressure groups
have become a decisive factor in the structure of Government.
The Government consults them for information, receives
deputations from them, places them on advisory boards, or
even incorporates them as administrative bodies.

In

1951 M. J. Moriarty observed that:
cuPressure groups have become a part of Government.
It is now common practice for interested groups
to be consulted in the drafting of bills and
regulations.
It is equally common for public
servants to discuss with bodies such as the
Federated Farmers or the Chambers of Commerce
changes of an administrative nature which would
not require legislation.
It has in fa.ct become
good administrative practice to 0 carry' such
organizations with a departnent or with a
Government in the deyelopment of policy or in a
change of practice. 91

------------------------------------1
. M.. J. Moriarty, ~0 Pressur?~ Group~~,
New Zealand Journal
of Public Administration~ Volume 139 Number 2.

Since thm· this process has clearly developed
further~

the number of pressure groups has grown and they

have drawn strength from being regularly consulted so that
the administrator is faced with the competing demands ·of
powerful organizations and becomes something of an arbiter
of conflicting forces.
The crisis over the Nelson cotton mill provides
a useful case study in that it shows all facets of the
Government machinery working under stress to resolve the
problem at hand.

Parliament, party, department, pressure

group and to a lesser extent the public were involved in the
effort to make a decision - to continue or terminate the
cotton mill agreement.

From this complex of forces it is

possible to pick out the importance of each institution in
the making of the final decision.
Perhaps the most difficult role to delineate is
that played by the general public in the decision making.
Public protest to the pressure groups and to the National
Party members of Parliament was an important source of
opposition to the cotton mill agreement.

However, the

figures from Austin Mitchell 0 s Dunedin Central Survey
suggest that there was no substantial majority for or
against the cotton mill agreement.

Furthermore the public
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had no control over events during the period of negotiations
because there was no way of knowing what was going on behind
closed doors.

The secrecy was even more difficult to pene-

trate because of the inability of the newspapers to unearth
information and to present comprehensive coverage of the
events.

Without any knowledge of the facts 9 the merits of

the decision to terminate were impossible to judge and it
was perhaps this inability to judge which resulted in the
electors giving no clear verdict on the Governrnent 9 s action
in the subsequent by-election&
If the public were power'Iess to control the events,
so were the elected representatives in Parliament, for
Parliament played no significant part in the whole controversy.
It was not involved in the decision to establish a cotton
industry~ nor did any of its committees have any say in the
negotiations for the agreement.

It played no part in the

decision to invite the conpany directors to New Zealand, the
fiscussions which followed, nor the final decision to
terminate the agreement.
Parliament did debate a bill authorising the
Government to terminate the agreeCTent and pay compensation.
However~ there was no possibility that Parliament could
control its Executive's actions.

In fact, the agreement
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had been ter0inated and the bulk of compensation paid six
months before the debate authorising these actions.
In such a situation 9 Parliament 0 s role is hardly
to decide how the Executive should act - rather it serves
1as a stage·· on which the parties can dramatise the issues
before the electors.

But in the case ot the cotton mill,

Parliament failed to do this for a number of reasons.
Firstly 9 the issue had already been drubbed unmercifully
in the press and on the hustings.

Secondly, the subject

was one which was not easily debated..

Even if the Labour

Party could have penetrated the secrecy surrounding the
negotiations with the company, it is doubtful that it could
have turned the technical matters of price and cloth
construction into effective debating material.

All of

these difficulties were exacerbated by the Labour Party 0 s
inability to unearth facts about the Government-company
negotiations, and even when it was presented with revealing
speeches by Governnent members 9 it appeared unable to use
the material in them.

Consequently, Parliament was not

only ineffective as a decision making body in the cotton
mill crisis, but also as a connunications medium between
Governoent and people.

194.
The place of the Department of Industries and
Commerce in the framework of the GovernL'.lent 0 s decision to
terminate the agreement is a little more difficult to place
because the Department 0 s activities are not manifest in the
way that Parlianent 0 s are.

Howhver, it is clear that in the

preparation of the agreement the Department was given considerable scope by the Labour Government, and the Prime Minister
at least, was not informed on the implications of the Department 0 s activities,

There were two reasons for the

Department 0 s strong position.

Firstly, the ideological

agreement between the Department and the Government meant
that the Department was able to implement its policies
boldly,

Secondly, there was the strength of the Department

head, Dro Sutch.

Dr. Sutch was an able and persuasive man

but above all, he was a strong department head who fearlessly
advocated the policy he believed to be right.
Under the National Government the Department to
some extent retained its strong position over the cotton mill
a~reement, partly because the new A\inister appeared to concur
with the policy, but chiefly because the Government was
presented with a fait accompli.

However, when manufacturers

began questioning the Department 0 s figures and the Minister
was forced to modify his stand, the Department 0 s position was
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seriously wealrnned, until a stage was reached where some
Ministers would not trust the Depnrtment 0 s officers.

The

Departnent had played an i • portant part in the Government
decision making machinery, but in the crisis it was sapped
of much of its strength because it was not trusted.
The role of the governing party is tiore readily
visible than that of the Departr.1ent and through its various
decision making organs, party was clearly the most important
decision making body.

All of the najor decisions made con-

cerning the Nelson cotton mill were made by the governing
party, but each decision was unique in that it was made by a
particular organ of the party.

The decision to undertake

a policy of rapid industrialization was made by the Cabinet
Econonic Co1:1.'ni ttee and subsequently approved in Cabinet.
The decision to implement the agreement was the Minister 0 s,
once again approved by Cabinet.
When the National Government was returned to office
in 196~ Cabinet was the body which was responsible for

approving the agreenent.

However, with the rise of protests

against the agree • ent caucus becane increasingly important
and the decision to invite the directsrs of the company to
New Zealand appeared to be taken in caucus,

The final

decision to teroinate the agree• ent, although taken in Cabinet
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appeared to have been strongly influenced by the caucusCabinet dialogue which had preceded it.
These decisions were the hinges for the whole cotton
mill affair and it is clear that party did govern.

Yet it

would be wrong not to go beyond this and see the other
factors at work,

In factj the Department played an import-

ant part in the inplenentation of the agr.eenent while the
pressure groups played an important part in the decision to
terminate it.

These two organs supplemented Government

decision naking so that although the decisions were made in
the party organsj they had their origins in a wider basis of
support.
The pressure groups were clearly of crucial
importance in the decision to terminate the agreement.
Disappointed that the Governnent had failed to consult them
over a major policy decision which affected their interests,
the pressure groups had motivated wider public support for
their case by mobilizing other pressure groups and by making
their case known through the r.J.edia,

They were finally

successful because they were able to convince the Government
of the merits of their argument.
The pressure groups were not the powerful and well
organised conspiracy which the conpany officials and Labour
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nenbers of Parlianent believed they were.

They were

organizations of differing strengths which were expressing
their constitutional right to protest at a Governnent
decision.

There is no evidence that the pressure groups had

used underhand methods to gain their ends.

They were strong

and effective because they had a command of powerful argur.ients
and naterial evidence to support those argunents.

In the

final analysis it was the strength of their case as conpared
with the Depart • ent 0 s which becane the crucial factor in the
decision to terninate.
The pressure groups had other factors on their
side.

The National Governnent was more inclined to be

synpathetic because it was not ideologically committed to a
doctrine of rapid industrialization, while the Labour Governnent had been prepared to implement its doctrine regardless
of the protests from affected parties.
Although the National Government proved to be
more symp~thetic to a policy of consultation than their
Labour Party rivals, the principal lesson of the cotton mill
affair was that neither Government had consulted sufficiently.
If it was to avoid similar e• barrassments for the future the
Governnent would have to take advance soundings of the
reactions of affected bodies to • ajar policy decisions.
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Consequently 9 the Governnent promised to consult the trade
organizations on future industrial agreer:ients and constituted
the Tariff and Developr:ient Board to act as a sounding board
for the pressure groups views on industrial development
policy,
The return of the Government to a policy of
consultation brought this crisis in the politics of development to a close.

A crisis which had involved all the con-

stituents of the power fran.:iework in an effort to solve it.
The crisis had boiled up because of the Government 0 s failure
to consult and mollify the affected pressure groups and it
was only solved because the Governnent not only consulted
them over the Nelson cotton mill, but pronised to consult
them over future industrial development policy.

Yet this

return to consultation was fostered by the trends in the
Governm.ent 0 s industrial policy.

The National Governnent

was not connitted by a doctrine of industrial development
which precluded consultation of the affected parties and it
was prepared to modify policy according to the demands of the
pressure groups.

However, there is no guarantee that a sim-

ilar crisis will not recur if the Government of New Zealand
finds it more important to develop~ industry rapidly
than to consult the views of sectional groups,

199.
APPENDIX I
THE AGREEMENT BETWEEN THE
NfilTZEALAND GOVERNMENT AND
SMITH AND NEPHEW ASSOCIATED COMPANIES,
TO ESTABLISH A COTTON INDUSTRY AT NELSON.

Office of the Minister of Industries
and Commerce,
WELLINGTON C.1.
12th August, 1960.
Mr. G, Whittaker,
Deputy Chairman,
Smith & Nephew Associated
Companies Limited,
c/- Hotel Waterloo,
Waterloo Quay,
WELLINGTON 2 C.1.
Dear Sir,
The Department of Industries and Commerce has
reported to me on the progress of the negotiations with
your company and I am now glad to set out the Government's
understanding of the position reached.
In January 1960 your company, in association with
another company, submitted a proposal for a cotton spinning
and weaving industry and after discussions with the Government it was proposed, subject to final confirmation by the
boards of directors of the companies, that a mill with a
comprehensive range of products manufactured in depth and
with an ultimate capital of £4 million should be established
in Nelson.
Subsequently, your associate company decided not
to proceed and in June of this year your company submitted
its own separate scheme for a mill which, as originally
proposed by the company, would be located 1n Nelson.
Further discussions between your company and the Department
have now clarified the present scope of the scheme, and this
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letter will therefore be the basis of the.agreement on
which your company will proceed to establish and operate
the industry.
The Government welcomes the oonpany's initiative
in the setting up of this industry.
The Government will
give every reasonable encouragement and assistance to your
company in carrying out its plans. ·
The understandings reached between the conpany
and the departnent set out below are confirmed by the
Governnent_.
The Industry;:
The conpany will take steps 1m~ediately to
establish at Nelson a cotton industry with a substantial
range of products and will proceed to extend the range and
depth of production as appropriate and in consultation with
the Government.
The company will install new plant of the
most uodern type available in the world and in the first
stage of production will employ a staff of about 150 persons
(including some skilled workers from overseas) comprising
approximately one-third female and two-thirds nale eoployees.
Capital~
The company will i1!l.Dediately establish a New
Zealand conpany for the purpose of setting up and operating
the industry, with an authorised oapi tal of £ 5 n1111on,
(Hereinafter in this letter I shall refer to the proposed
New Zealand conpany as 90 the conpany").
The first stage of
operations to be carried out by the coopany will involve
finance to the extent of £1 nillion, and the capital will be
increased by the company as production expands in range and
depth in consultation with the Government,
It is understood
that for the first few years of operation no profits fron
the venture are expected by the conpany and that therefore
the conpany will not initially call upon New Zealand equity
capital,.
Subsequently, the coopany will provide the
opportunity for New Zealand investors to subscribe for shares
ranking with other ordinary shares for dividends, to the
extent of 33-1/3 per cent of the total equity capital of the
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conpany 1 provided that, if in reasonable circunstances the
conpany 1s unable to raise any or all of this proportion
fron New Zealand sources, the Governnent will agree to the
conpany's looking to other sources to the extent of the
deficiency.
As far as possible the Governnent will cooperate with the conpany in its efforts to raise the required
New Zealand capital~
Product1on Range and Progranne:
In 1961 the company will commence production so
that by the beginning of 1964 it should be in full production
of the first stage of its output, namely meat wraps (up to
one-third of New Zealand 0 s market requirements); denims;
cotton wool; surgical dressings~ winceyettes; and diaper
cloth, to a total annual factory sales value assessed at
present prices of approximately £1¼ million.
Note is taken that there will be variation from
product to product in the depth of processing in the first
stage and the estimated cost of inported raw materials in
the first stage will be approxinately £575,000 a year.
Note is also taken of the intention of the company to extend
as soon as possible its production in depth into the following
range of additional products: flannelettes; sheeting and
pillowcasing; swansdown; shirtings; drills; towelling,
all types; canvas and duck; cotton-type furnishing fabrics;
tickings; knitting yarns; non-woven f~brics (other than
knitted fabrics not specified in this paragraph; cotton
n1xture (excluding wool) cellular blankets; and deep pile
fabrics (not being carpets), it being understood that these
products (with the exception of cotton wool, deep-pile
fabric and non-woven fabric) would be the result of processing
cotton or other staple up to and including 1-J/4 inches in
length and of using cotton and waste spinning and weaving
types of nachinery~
In its expansion program.me the company will
endeavour as soon as possible to expand simultaneously in
range and in depth, but it is understood that if at any time
the company's resources are linited it may be obliged to
choose between expansmon in range and in depth.
Where this
is under consideration it will be a natter for negotiation
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between the Government and the company as to which alternative
course of development is followed.
In any event the company
will keep in consultation with the Government on all stages
of its programme,
Quality:
The products to be manufactured at the initial
stage and at all stages of the programne will be of a
quality at least equal to that of products manufactured by
Smith and Nephew Associated Companies Limited in the United
Kingdom and to that of products currently marketed in New
Zealand.
The company 9 s products will comply with any New
Zealand standard specifications that may be applicable.
Prices:
The company will endeavour to sell and continue to
sell all of its products disposed of in New Zealand at
prices not higher than the prices of like imported products.
To this end, the prices (c. and f. all substantial
New Zealand distribution centres) of each and every product
produced by the company for sale in New Zealand will not
exceed the prevailing fair average price in such centres for
similar products at the time of the company's firm commitment
(as sign'ified by specific financial comoitment and the setting
of a cor:lfilencing date of manufacture) to manufacture such
pro.ducts, increased or reduced thereafter by variations in
direct costs of production and variations in taxation fairly
apportionable, in accordance with recognised sound accountancy
practice» to the price of each such product.
Notwithstanding the obligation of the company to
continue indefinitely to thus set maximum prices for its
products, the price (c. and f. all substantial New Zealand
distribution centres) of neat wraps will not exceed the fair
average price of ioported neat wraps of like qualities in
such cantres at the time of such sales of such meat wraps.
Assurance of...,the Market:
Throughout the first stage of the coopany's oper-
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ations, that is until 1964, the conpany will, by inport
licensing practice, for as long as it carries out :Hs
obligations as set out in this docunent, be enabled to
dispose of all of its production, disposable in New Zealand,
up to a maximun in the case of any one product other than
meat wraps of 80 per cent of the New Zealand narket for that
product.
In the case of neat wraps, the maximun part of
the New Zealand market to be thus assured will be 33-1/3
per cent.
Thereafter for a further period of at least five
years the company will be assured, by the same means, and on
the same conditions, of a market for all extensions of its
production (manufactured pursuant to agreement with the New
Zealand Government) disposable in New Zealand.
Moreover, excluding only meat wraps~ as soon as
the company is nanufacturing any product and supplying a
~easonable share of the New Zealand market therewith, an
appropriate protective tariff will by the relevant procedure
be established, notwithstanding that assurance of market by
way of import licensing is at the time being provided.
Commencing in 1969 and continuing indefinitely, the company
while it continues to observe its undertakings as set out
in this document or as varied by agreement with the
Government, will by import licensing or protective tariff
or a combination of both, continue to be provided with a
reasonable assurance of a New Zealand market.
Further Development:
Bearing in mind the company 0 s intention to progress
as soon as possible in depth ahd in range, and particularly
into the manufacture of the products specified on Page 2 of
this letter, the New Zealand Government will accord to the
company the opportunity to submit a scheme or schemes on its
own initiative for such further development.
If at any
time by the initiative of the Government, or of any third
party, further development of the industry is proposed in
respect of the specified products, the Government will give
the company the opportunity of submitting a proposal or
proposals thereon,
Provided these proposals are acceptable
to the Government and are reasonably as acceptable as any
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other desirable proposal or proposals received, the Government
will give the company first opportunity to carry o~t its
proposal or proposals, and if the company does carry out such
proposal or proposals, the requisite plant and raw material
import licences will be made available exclusively to the
company or to any approved associate of the company, unless
the corapany agrees to a relaxation of this undertaking.
The company will not enter the field of production
of existing New Zealand manufacturers without the approval
of the Governnent, provided that the company may enter 1nto
production of sanitary towels on the understanding that
existing domestic manufacturers will have access to raw
materials at no less favourable prices and terms than those
available to the company and at comparable quality to their
present supplies,
Alternatively, such manufacturers may be
permitted to import their raw naterial requirements,
It
would be preferable for the company, if it is to enter the
sanitary towel manufacturing field, to do so in association
with one of the existing domestic manufacturers.
The Government is interested in the suggestion that
a series of vertical units might be established·by the company in association with other companies.
Although the
Governnent would need to appraise each proposal in detail
before indicating its attitude, you nay be assured of the
goodwill of the Government in giving consideration to such
proposals.
In the event of the development or expansion, at
present unforeseen, of new processes or products related to
those to be undertaken by the company, the Government will
give sympathetic consideration to any proposals by the company
to enter these fields if this be necessary to safeguard the
company's capital investment.
Customs duty on Plant and Materials:
If the company requires plant or machinery which
is essential to the operation of the industry and which is to
be imported from a source which is ineligible for British
Preferential Tariff treatment, the Minister of Customs will
undertake to consider sympathetically an application by the
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company for remission or reduction of duty if the machinery,
being machinery of the specified kind, is not economically
available from a country eligible for British Preferential
Tariff treatnento
Subject to New Zealand's international obligations
any applications for duty-free entry of raw materials not
available from New Zealand sources, yarns (excluding yarns
deemed to be competitive with woollen yarns) and cotton
cloth in the grey, which are required by the company for
processing in New Zealand, will be sympathetically dealt
with by the Government6
,!m.ports based on New Zealand Fabric:
The company intends to export woven fabric to its
associate and other companies in Australia for the manufacture
in Australia of surgical dressings.
In this event, imports
by the company of surgical dressings made from New Zealand
fabric will be freely permitted subject to total import
licensing policy which might need to have regard to the
balance of payments situation and the possible manufacture
of surgical dressings in New Zealand.
Electric Power Charges:
The Government has no direct control over the
charges made by local power authorities, but understands that
the company is seeking power supply at not more than .75d
a unit.
The government will use its influence to ensure
that as far as possible power will be available to the
company at no more than this rate.
Miscellaneous:
Water charges - the Government appreciates the
importance to the company of reasonable water charges and
will support it in its negotiations to this end.
Effluent - the company will take all reasonable
steps to ensure that problems do not arise through the
discharge of manufacturing wastes or the creation of air
pollutiono
The Government will take all possible steps,
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if these should be necessary, to assist the company in
arranging adequate effluent disposal facilities.
Immigrant staff
the Government will assist with
the recruitment of skilled staff from the United Kingdom and/
or Holland for employment in the industry.
The Government
will also use its good offices to assist the company in
finding accomriodation for its staff and in arranging suitable
mortgage finance for erecting houses for such staff.
M

Shifts• the plant will require to operate 24 hours
a day for five days of the weak.
The company will conform
to protective laws governing the employment, and particularly
the night employment of females and juniors, and will provide
good working conditions and welfare arrangements for
employees.
Distribution - the Government notes the company's
proposal to distribute its products through existing channels,
and is glad to learn of the intention of the company to
resist any collusive arrangements on the part of distributors,
wholesalers or retailers which might aim at the charging of
higher prices to consumers or the denial of supplies to
bona fide traders.
Import licences for plant and raw materials subject to established import licensing procedures and
policy, import licences and overseas currency necessary to·
bring in the required plant and raw material will be and
continue to be freely made available.
Subject to the provisions covering the maximum
share of the market of any one product set out herein the
importation of sufficient quantities of cloth in the grey
to enable the full utilisation of the bleaching and printing
plant will also be permitted.
This plant will even at the
first stage be employed to a considerable extent un bleaching and raising products manufactured in depth.
Remittance of profits and dividends - the New
Zealand Government follows the policy of facilitating the
remittance of dividends and interest earned by overseas
investmentst and although formal application needs to be

made to the rieserve Bank to transfer such moneys through the
banking system, no difficulty is foreseen in this respect,
Repatriation of Capital - Although no firm
guarantee can be given, it is cufrent policy to permit the
repatriation of capital where the investment in the first
No difficulty
place has the approval of the Reserve Bank.
is foreseen in this respect.
Excess Profits lletention Tax - it is the general
principle that companies formed to commence new manufacturing
ventures should be exempt from excess retention tax for a
period of six years from the time they begin to derive
taxable income,
The Cor:JBissioner of Inland Revenue is also
being empowered to remove the requirement for pay• ent of
excess retention tax by companies when he is satisfied that
the income is retained for necessary develop• ent or expansion
involving the acquisition of buildings, plant or other
productive equipoentQ
No difficulty for the conpany is
expected in this respect~
Plant depr~ciation allowance - it is recognised
that when the ratio of capital eoployed to turnover is high,
machinery • ust be e • ployed continuously under pressure.
Accordingly, your coopany will be supported in its submissions
to the Commissioner of Inland Revenue for a plant depreciation
allowance of 20 per cent (dioinishing value) plus the special
depreciation allowance of 20 per cent spread over five years.
In law the actual decision on this however rests with the
Commissioner of Inland Revenue.
I would appreciate your confirmntion that this
letter accords with your understanding of the agreement now
reached between the company and the Government.
As soon as
this is received the project can, as far as the Government
is concerned, be commenced immediately.
My Department will
give the company every reasonable assistance within its power,
I would like to conclude by assuring you that in
this undertaking, of considerable si~nificance in the
industrial development of New Zealand, the cempany will have
the cordial goodwill of the Government,
·
Yours faithfully,

P. N. Holloway
Minister of Industries and Commerce
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APPENDIX II
THE AGREEMENT TO TERMINATE

The Prime Minister's Office.
1Jth January, 1962

IT IS AGREED by the Government of New Zealand (hereinafter
called "the Government 0 ) of the one part and Smith and
Nephew Associated Companies Limited (hereinafter called
'°the oompany 10 ) and Commonweal th Fabric Corporation (hereinafter called 1°CFC 00 ) of the other part;
1,, THAT the Agreement embcaied in the exchange of letters
of 12 August 1960 between the Minister of Industries and
Commerce on behalf of the Government and Mr. G. Whittaker on
behalf of the company be terminated as at this date and that
the government will pay compensation to the company, its
associates and CFC on the following basis:
(a) Firstly the Government will purchase through its
nominees all the shares at a prtce equal to the
total amount paid to CFC at the share~olders up to
the date of the transfer of the shares and payment
therefore will be effe~ted as soon as possible but
not later than the 15 February 1962.
(b) Secondly, the Government will reimburse the company
its associates and CFC to the extent not covered by
paragraph (la) in respect of all monies reasonably
and properly expended by them or any of them in
pursuance of or reasonably incidental to the said
agreement,
(c) Thirdly, the Government will undertake to discharge
all liabilities, to the extent not already covered
herein, which have been reasonably and properly
undertaken or incurred by the company its associates
and C~C in pursuance of or reasonably incidental to
the said ngreement.

(d) Fourthly, the Government will pay to the company
the total sum required to compensate fairly all
employees or prospective employees committed to the
company or any of its associates or CFC in respect
of the cotton mill project for the damage, injury,
loss or expense suffered or incurred by them in the
future as a result of the termination of the said
company.
Compensation will be paid by the company
on a fair and reasonable basis and the company will
consult the government on this question prior to the
settlement of the individual claims.
(e) Fifthly, the Government will compensate the company
for its loss of services of directors, technical
officers and staff, through their diversion and
attention to the said project from 12 August 1960
to the date hereof, the said sum being deemed to
include the emoluments and salaries incurred by the
company referable to the said project.
(f) Sixthly, the Government will pay to the company,
its associates or C!C a sum in respect of interest
on any monies employed by any of them in any manner
in connection with the said project since 12 August
1960 down to the date hereof at the rate of six per
cent per annum.
(g) Seventhly, the Government will reimburse the company
its associates or CFC in respect of any other expense
reasonably and properly paid or incurred by any of
them in respect of the said project or the winding
up thereof but no sum by way of general damages.
2., THAT the Government will indemnify and keep indemnified
the company, its associates and C~C and the respective directors thereof jointly and severally from and against all
actions, claims, suits, demands, liabilities, costs, expenses
and loss of any nature whatsoever brought against or suffered
or incurred by them or any of them or which may be brought
against or suffered or incurred by them or any of them in
the future arising out of the said Agreement of the Termination thereof provided always that the company and CFC and
their said directors and each of them will at all times at
the expense of the Government render the Gove.rnment all
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reasonable assistance which may be necessary to defend or
minimise the sameo

3•• THAT all monies payable by the Government pursuant te
agreement or an award or arbitration shall bear interest at
the rate of six per cent per annum as from January 13 1962
and shall be paid in sterling, credited to Smith and Nephew
Associated Companies Limited in London, United Kingdom,
within seven days of such agreement or award.

4.,

THAT all amounts to be paid by the Government pursuant
to this agreement shall be determined by agreement between
the Government and the company and failing agreement, by
arbitration under the Arbitration Act 1908 and its amendments, the partles each to appoint one arbitrator and the
arbitrators to appoint an umpire before entering on the
arbitration.
This agreement shall be deemed submission
to arbitration.
It is hereby expressly agreed that if
after reasonable negotiation either party advises the other
that agreement has not been reached the steps will be taken
by both to ensure that arbitration is held within three
months following such adviceo

5•• THAT the Government will pay the company's legal costs
and disbursements of and incidental to this agreement and
the implementation thereof and negotiations necessary to
agreement as to payments to be made by the Government
provided always that the costs of arbitration shall be at
the discretion of the arbitrators.
6 •• THAT all payments by way of compensation to individual
persons shall be awsessed having regard to any liability on
that person to pay income tax in respect thereof.

7.. THAT the company and CFC will use to their best
endeavours to assist the Government, where practicable, 1n
disposing of equipment and iuaterial already delivered or
ordered for the said project and in the prompt winding up
of the said project.
8 •• THAT the term 'its associates' used herein means the
following companies:
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David
A.H.
Smith
Smith

Whitehead and Sons (Holdings) Limited
Giles and Company Limited
and Nephew (New Zealand) Limited
and Nephew Textiles Limited

Signed on behalf of the Government of New Zealand
J. R. MARSHALL

Minister of Industries and Commerce

Signed on behalf of Snith and Nephew Associated
Companies Limited
J. A. LEAVEY

Director

Signed on behalf of the Commonwealth Fabric
Corporation
G. H. WHITT.AKER
Director
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