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A~STRACT 

In response to the barriers to exporting created by the 

previous policies of import substitution, a number of newly 

industralising countries adopted state assistance programmes for 

manufacturers wishing to export. New Zealand was one of these 

countries. The first forms of export incentive assistance in the 

form of taxation concessions, were introduced in 1962. Since 

then, the provision and use of incentive assistance has grown 

significantly. By 1978 it was estimated that export taxation 

incentive assistance was costing $300m annually. 

i . 

This thesis is an examination of export taxation i~centive 

assistance in New Zealand. It shows that the provision and maintenance 

of incentive assistance has been the result of an interaction of 

domestic and international political and economic factors. 

Constraints placed on agricultural exports by protectionist policies 

adopted in the advanced industralised countries in the early 1960 1 s 

meant that New Zealand turned to manufacturing and forestry as an 

additional source of export income. This in turn required the 

creation of an internationally competitive manufacturing sector. 

The thesis analys~s the domestic and international environment 

of the incentive schemes. It contends that an important factor 

behind the introduction of incentive assistance rather than removal 

of import controls and adjustments to the exchange rate, was the 

prevailing political ideology. This ideology, an acceptance of 

state intervention as a political norm, created an ad-hoc system of 

assistance to manufacturing exporters, but failed to address the 

fundamental problems of New Zealand export policy. 
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CHAPTER ONE 

THE EXPORT INCENTIVE DEBATE 

[The Federation believes that] the impetus to export 
will be increased considerably if the Government will 
provide a financial 1inducement for manufacturers to 
export their goods . 

... (the) first thing about any incentive scheme is that 
it must be flexible and able to be adapted quickly to 
meet a situation, and I would say that incentives must 
match the need for additional 2exports, and that need 
at the present time is great. 

By any standards, therefore, the Export Incentive 
structure, which has developed over the intervening 
fourteen years, must be judged an outstanding success. 
New Zealand now has many manufacturing3industries 
with well established export markets .. 

. .. although the N.Z. Export Incentive scheme has 
reduced the bias against exp~rters, it has done so 
in a discriminatory manner . 

... Government support programmes will be an essential 
element of exporting throughout the decade despite 
the growing public debate over export incentives. 5 

1The Manufacturer May 1963, p.43 
2The Manufacturer November 1967 
3A endices to the Journals of the House of Re resentatives 

A.J.H.R , B6, 1976 p.19. 
4Ross Cullen and Paul Wooding. Export Incentives in New Zealand, 

1962-1977 (Dunedin, University of Otago, 1978) p.24. 
5 The Exporter - October 1981 



The provision of export taxation incentive assistance to 

manufacturers provoked considerable public debate in 1981 and 

1982. 6 Yet, as these extracts show, this debate has been an 

on-going one. In essence the debate began with the introduction 

of the first incentive scheme in 1962. 7 

The provision of export assistance changed the nature 

of the manufacturing sector and with it the structure of the 

economy. 

As in many other newly industrialising countries, the 

provision of assistance had arisen from the constraints imposed 

2 

by import substitution. The combination of an over-valued exchange 

rate, controls and tariffs on imported goods, and high priced 

domestically-produced inputs, had created a manufacturing sector 

uncompetitive in the international marketplace. Export incentives 

provided a means of gently introducing domestic manufacturers 

to the competitiveness of the wider marketplace. 

The policies of import substitution had only been possible 

by the provision of protection. Implementation of an incentive 

scheme which did not remove protection meant the profitability 

of producers reliant on the domestic market was not threatened. 

6see for example, The Press 26.8.81, 9.9.81 and 5.11.81, The Press 
Editorial 20.7.81 and 20.8.81, and The Star 29.8.81. 

7Assistance for market development, in the form of the Export 
Market Development Taxation Incentive, was provided in the 
1962 Budget. 
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However as Balasa's studies of developing countries8 have suggested, 

this option is vastly inferior (in terms of increasing exports) 

to a free-trade regime supplemented by additional incentives. 9 

In this respect, the system that New Zealand adopted must be 

seen as a second best option. 

This thesis is an attempt to investigate why the second

best option, an option based on extensive state involvement, 

was chosen. As such the study raises questions about the role 

of the state and the nature of state intervention in the modern 

economy. The remainder of this chapter briefly examines three 

main theoretical approaches to state intervention, Liberal, Marxist 

and Societal-statist. 10 The latter approach is used implicitly 

throughout the thesis to develop a series of conceptual maps 

describing the changing patterns of support for export incentive 

assistance. 

In Chapter Two, the focus of the thesis changes to an 

examination of the externalities of export policy. The chapter 

8see Bela Balassa "Export Incentive.s and Exporting Performance 
in Developing Countries. A Comparative Analysis" in 
Weltwirtschaftl iches Archiv Vol .114 1978 pp.24-61, 11 Growth 
Strategies in Semi- Industria 1 Countries II in Quarterly Jo urn a 1 
of Economics, Vol.84, No.1, 1970, pp 24-27, and "Incentive Policies 
in Brazil II in World Development Vol. 7, pp 1023-1042. 

9Balassa, 1978, p.27. A free-trade regime would imply a 
devaluation, dismantling of import controls and as a consequence 
lowering of domestic costs. 

lOThe Societal-statist approach used here is based on the work of 
Peter Katzenstein. See Katzenstein. (ed) Between Power and Plenty 
and Plent Forei n Economic Policies of Advanced Industrial States. 
Wisconsin/London, The University of Wisconsin Press,1978 . Also 

published as "Between Power and Plenty Foreign Economic Policies 
of Advanced Industrial States" Special Edition of International 
Organisation Autumn 1977, Vol .31, No.4. 
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shows that although New Zealand has many of the characteristics 

of past industrialised societies (for example, urban based population 

and high living standards) its trading relations are characteristic 

of developing countries. 

As with many third world countries, New Zealand has had 

to contend with protectionism providing an effective barrier 

to agricultural trade. In response to this, arid to the loss of 

the primary market for agricultural products, policies designed 

to counter protectionism, diversify markets and products, and 

counteract the chronic deficit on invisible trade have been introduced. 

The chapter describes the development of these policies, illustrating 

how the state has always been the dominant force. 

The two main instruments used in the implementation of 

export policy are discussed in Chapter Three. The chapter shows 

that in theory export incentives function as a one-sided devaluation, 

without upward pressure on import costs and internal wage rates. 

However the lack of uniformity in application, higher administrative 

costs, and the ~egative impact on Government revenue, means that 

in practice taxation incentives lessens the advantages. This 

chapter also highlights the changes in the use of devaluation 

in New Zealand. The use of the instrument has moved from a means 

of income distribution to a method of balance of payments adjustment. 

Assistance to manufacturing must take account of the differences 

in structure between industries. Chapter Four provides an indepth 

examination of the main structural characteristics of the manufacturing 

industries. It shows that although small establishments still 

predominated, manufacturing in the late 1970's was vastly different from 

that of the late 1950's. Levels of protection had declined 
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considerably. At the same time, the level of exporting had 

increased significantly. For a number of sectors, the move into 

exporting could be traced to the 1967 recession. The combination 

of a domestic downturn, substantial devaluation and increased 

opportunities on the Australian market appear to have been the 

main stimuli. 

The second section of Chapter Four examines the distribution 

of incentives over the 1968-78 period. The bulk of assistance 

was concentrated in the manufacturing sectors, although the primary 

industries,(e.g. fishing, agriculture, processed agricultural 

products) received approximately 11 percent and the service sectors 

25 percent. Chapter Four concludes by examining the interaction 

of incentive assistance with the manufacturing environment. As 

would be expected, incentive distribution is related to level 

of protection and export performance. 

The empirical examination of incentive assistance is continued 

in Chapter Five. Here the impact of incentive assistance upon 

the real value of exports is examined using time-series analysis. 

This examination indicates that assistance desig.ned for market 

development has for a number of manufacturing sectors been more 

successful in encouraging the real growth of exports than assistance 

specifically designed to increase exports. The chapter also 

indicates that generally manufacturing sectors are not particularly 

responsive to such price stimuli as the exchange rate and 

comparative pricing on the Australian market. Domestic capacity 

appears to be important for some sectors, in particular the textiles 

industries. 
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The final chapter returns to the question posed in this chapter, 

i,e. why has the apparent second-best option been chosen? Using 

Katzenstein 1 s framework as a starting point, the chapter describes 

the coalitional support for the incentive schemes. It shows 

that in the 1958-67 period, the coalitional structure advocated 

a policy of export fuelled, import led development. The state 1 s 

role in all of this was hegemonic, an hegemony based on historical 

experiences. The state in New Zealand has substantial control 

and influence over most sectors of society, primarily because 

historically it was the dominant force Development of the 

internal infrastructure (roads, railways, etc.) in the nineteenth 

century was promoted by the state, and since then its control 

and influence has widened. 

The move to export-led development meant that in order 

to create a more competitive manufacturing sector, it was necessary 

to loosen some of the state 1 s control. This, it is argued, had 

major implications for the role of the state in the conduct of 

foreign economic policy. Finally the chapter, and the thesis, 

concludes by postulating on the future of incentive assistance. 

Although bound by institutional constraints (GATT and CER) 

it appears likely that assistance to manufacturers will continue, 

but in a less politically offensive form. 

Export incentives can therefore be seen as a natural outcome 

of the perceived role of the state in New Zealand. The remainder 

of this chapter briefly examines the current theoretical approaches 

to questions of state intervention. 

Theories of the State 

Discussion of the role of the state is not new to political 
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economy. However in recent years it has taken on a new dimension 

as theorists and politicians attempt to cope with the ever increasing 

involvement of the state in the economy. Where once state involvement 

was limited to defence, justice, public works (e.g. roading), 

and the raising of supporting revenue, involvement now includes 

fiscal, monetary, industrial policies, provision of welfare schemes, 

protection of the environment, involvement in sport and recreation, 

as well as the other infrastructural features which comprise 

a modern economy. Examination of any of these areas of state 

involvement raises questions about the range of policy instruments, 

and the underlying political structures. In essence, why does 

the state choose to intervene, and why does it choose particular 

instruments? 

Considerable theoretical literature exists surrounding 

th . 11 ese issues. Most of this literature, as will become apparent 

below, has concentrated on a societal approach, in which the 

sole stimuli for state involvement has been seen as societal 

pressures. The bodies of literature emanating from both the 

Liberal-pluralist and Marxist families have this approach. More 

recently, theorists frommanydirections have begun to adopt an 

approach best described as societal-statist. In this approach 

both society and state are seen as interacting influences on 

the policy outcomes. These resultant policies in turn influence 

the behaviour of both the society and the state. Thus, rather 

than concentrate solely on societal influences, the societal

statist approach enables examination of the role of the state 

and the influence of the resulting state-society interaction 

upon economic behaviour. 
11This is only a very brief examination of theories of the state and state 

intervention. More comprehensive accounts can be found in the texts 
cited in the footnotes. Following the international convention, the 
terms 1 government 1 and 1 state 1 are used interchangeably in this study. 



However, before examining this approach in more detail, 

it is useful to review the major themes of the Pluralist and 

Marxist perspective. 

Liberal-Pluralist Theories of the State 

Liberal-pluralist theory generally sees the state as a 

neutral sounding board for the whole society, not reflecting 

8 

the interests of any particular class or group. Thus to the 

liberal-pluralists, the activities of the state are simply a 

political struggle between interest groups with cross-cut membership. 

The classical liberals view of the state is based on the 

premise that the pursuit of individual interests will in itself 

product the best for society. The 'hidden hand' mechanism of 

Adam Smith implies a reductionist role for the.state, as the 

'hidden hand' performs many of the roles other theorists attribute 

to the state. However, Adam Smith did see the state as having 

a role in the realms of defence, justice and public works. 12 

Yet, as the contemporary world reveals, this market mechanism 

will only be self regulating if the state performs a wider role, 

namely the provision of the necessary, neutral and impartial 

administration for capitalism to function. 13 

The more positive role for the state has characterised 

the writings of twentieth century pluralists, in particular group 

theorists. 14 These theorists still see society as self regulated, 

12Alfred Stepan The State and Societ . Peru in Com arative Pers ective. 
(Princeton, Princeton University Press, 1978 p.8. 

13stepan p.9. In this regard, the increased state involvement in the 
efforts to return Brazil to a more market orientated economy, should 
therefore not be seen as paradoxical. 

141n particular the American theorists Truman and Bentley, 



however the functional equivalent of the hidden hand mechanism 

is competition between groups, combined with a cross-cutting 

of membership. The consequences of this are a dismissal of the 

notion of class based conflict, an acceptance of the idea of 

a greater tendency towards bargaining, and the interaction of 

different groups producing group unity. This is based on the 

.9 

premise of equal and opposite forces, which for Bentley are organised, 

while for Truman, represent potential interest groups. 15 

David Easton is another reductionist pluralist. 16 The 

Easton approach - systems analysis, places considerable emphasis 

15stepan p.11. Bentley advocates a reductionist role for the state. 
For example 11 The 1State 1 itself is, to the best of my knowledge and 
belief not an actor in our investigation. 11 Bentley quoted in Stepan p.12. 

16The contrasting views of Galbraith and Friedman provide a view of 
contemporary non-group pluralist theory, with Friedman representing a 
return to the classical liberal theories of limited state involvement. 
He argues that the necessary condition for political freedom in the 
modern state is economic freedom. This, Friedman believes, is only 
attainable where there is a multiplicity of small firms and no 
monopolies, which he argues exists in the US today. He argues 
that the state, through economic intervention, seeks to implement 
reforms, but invariably undermines individual freedoms because 
people are forced to act against their own immediate interests. 
This creates economic effects, often at odds to those intended. 
Based on Michael Best and William Connolly The Politicized Economy. 
(Lexington, D.C. Heath and Co, 1976) pp.7-9. 

Galbraith, on the other hand, argues that the US economy is best 
portrayed as an economy with a small number of large corporations, 
which by their economic power, limit entry into the market. The 
power of these corporations has resulted in the present situation, 
whereby the function of the state is that of an employer of resources, 
providing support and services for the large corporations, (or planning 
sector as Galbraith describes them). Galbraith argues that these 
corporations are driven not only by the profit motive, but also by the 
application of technology, with the result that a technostructure 
has developed, comprising corporation executives, lawyers, scientists, 
engineers, economists, controllers, advertising and marketing men, 
collectively comprising the most prestigous members of the 
community. The interests of this group, he argues, are seen as the 
public interest. 
Based on P.O. Oxhorn The Evolution of a Corporate State in New 
Zealand : the National Party and New Zealand's political-economic 
development in the 1980 1 s and beyond. Unpublished M.A. Thesis 1982. 
Chapter One, p.26. 
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on inputs into the system, but very limited analysis of the precise 

role that the government plays in shaping inputs and generating 

its own policies or outputs. Although Easton admits that the 

state plays a role, discussion of this role is limited to the, 

.... overall cultural, environmental and social 
backgrounds of the "gatekeeper\ 7ather than to the 
black box of government itself. 

However although the liberal-pluralist approach gives 

some ideas as to what the state should look like, the perspective 

suggests that the choice of particular policy instruments is 

the result of conflicting interests alone. This approach neglects 

the independent role that the state has in policy initiatives. 

Furthermore, this approach ignores the impact of state policy 

on the structure of society, which in the pluralist perspective 

is generally taken to be constant. This therefore means that 

the role of the state in interest group creation from above is 

ignored. 

Finally, this approach ignores the fundamental characteristics 

of most modern economies, namely that they are mixed economies, 

incorporating both state and private economic activity. These 

societies are characterised by a degree of planning, which in 

order to retain social cohesion, requires policy consultation. 

This laters the true nature of the policy process by allowing 

the state to determine which groups are to be represented in 

the policy process. In order to retain 'involvement in the policy 

process, interest groups come under considerable pressure to 

modify their stance, in line with that of the state. 

17Easton quoted in Stepan p.14. 
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Marxist 

As with the liberal-pluralist views of the state, classical 

Marxist theory has always held that the state is a dependent 

variable, in particular an instrument of the ruling classes. 

As Engels wrote, 

The state ... in all typical periods is exclusively 
the state of the ruling class, and in all cases 
remains a machin18for keeping down the oppressed 
exploited class. 

Placed in an historical perspective, this view of the state countered 

the idealist view popularized by Hegel, which saw the state as 

an expression of divine will in, but not of society. It also 

served to counter the rationalist concept in vogue in the eighteenth 

century, of the state as a conflict mediating and discipline 

imposing body, created by men to cope with situations where individuals, 

even acting together, could not. The classical Marxist view 

also countered the romantic conception of the state as an embodiement 

of the 'general will' of the inclinations of the entire society. 19 

The state, in classical Marxist thought, remains as an instrument 

of oppression, until the elimination of capitalism. Thus much 

post-Marx Marxist thought has concentrated on the withering away 

of the state, rather than the existance and actions of the state 

in contemporary capitalist society. 

More recently, Mil i band and Poul antzas have begun to "confront 

the question of the state in the light of the concrete socio

economic and political and cultural reality of actual capitalist 

societies. 1120 Rather than merely accept the classical or instrumental 

18Engels quoted in Stepan p.20. 
19This reflects in effect the liberal position. Schurmann The Logic 

of World Power : An Inquiry into the Origins, Currents and 
Cont±radictions of \forld Politics (New York, Pantheon Books ,1974)p.127. 

20Miliband, quoted in Stepan p.21 
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approach, that the state functions solely as the instrument of 

the hegemonic classes, these theorists argue that, 11 
••• the direct 

participation of members of the ruling class in the state apparatus 

is not the cause but the effect. 1121 

This approach arose because of difficulties with the classical 

view. To return to Engels' definition, the notion that the 

state is the state of the ruling class, implies that such a negemonia 

class can be identified. However this assumption is not always 

valid, as studies of South American regimes have shown. 22 Furthermore, 

Engels himself was forced to admit that untypical periods existed 

in the seventeenth, eighteenth and nineteenth centuries, in which 

classes balanced each other. This gave the state the role of 

mediator (in effect playing the classes off against one another), 

and so it was able to acquire a degree of independence. 23 The 

second major problem with portraying the state as a dependent 

variable, arises from the tendency for an increasing level of 

bureaucratization. 24 This functions to create further autonomy 

for the state. 

The functionalist approach therefore suggests that the 

state develop policies whose consequences serve the interests 

of the ruling class, but without the necessary intervention of 

the capitalist class. Hence, the provision of city-wide health 

21 Poulantzas, quoted in Edward S. Greenberg Understandin Modern Government 
~~---=----~--r~----,-,---,-----

T he Rise and Decline of the American Political Econom . New York, 
John Wiley & Sons 1979 p.43. 

22see for example Stepan op cit, and Peter Evans Dependent Development. 
The Alliance of Multinational, State and Local Ca ital in Brazil 
Princeton, Princeton University Press, 1978 . 

23Engels specifically mentioned the First and Second French Empires, and 
the Bismarck Republic of Germany as examples of nontypical periods. 
See Stepan p.22. 

24This problem is frequently portrayed as the growth of the public 
secLur, or Lhe growth of Government 
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services in the US was only achieved in the nineteenth and twentieth 

centuries when it was demonstrated that disease originating in 

the slums threatened the ruling classes as wel1. 25 

Problems still remain with this functionalist approach. 

It still assumes that society determines the form that activity 

will take, i.e. implicit in the discussion is the notion that 

the state is a dependent variable. As Greenberg, an American 

revisionist wrote, 

While the Marxian tradition takes the general relationship 
between class and state as given, the particular form 
of state activity is dependent upon particular historical 
settings and circumstances, variations in the mode of 
production and the particular constellation of class forces. 26 

Societal Statist 

Peter Katzenstein moves beyond this. He argues that only by 

examining the particularities of the state and the economic structure, 

is it possible to explain economic policy. Thus describing American 

commercial policy between 1934 and 1974, Katzenstein notes, 

The shift in power from the legislative to the executive 
branch of government partly insulated policymakers from 
protectionist groups and thus facilitated the steering 27 of a liberal course in the international political economy. 

The novelty and versatility of this approach is two-fold. On 

the one hand it allows the disaggregation of foreign trade regimes 

by different domestic economic and political structures. On 

the other hand it emphasises that unlike the pluralist-Marxist 

perception of the state-societal relationship~ trade regimes 

cannot be explained purely on the basis of societal interests. 

25Greenberg p.41. 
26 Ibid p.37. 

27 Katzenstein 1977, p.887. 
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Katzenstein's observations are based on a comparative 

analysis of the foreign economic policies of six advanced industrial 

nations - Japan, West Germany, Italy, France, the US and the 

UK. These observations suggest that the state and state actors 

have autonomy and interests of their own. This conclusion is 

based on the premise that no distinction exists between state 

and society in advanced industrial states. 28 Accepting that 

private (societal) influences exist upon state policy, Katzenstein 

proceeds to examine the other side of the relationship - the 

influences that the state exercises on society, which are then 

translated into influences upon state policy. Thus Katzenstein 

argues that while foreign economic policy reflects societal 

pressure, states organize the societies they control, and as 

such, interest groups are dependent29 upon the state. In reality 

these relationships occur simultaneously. 

The actors in this relationship comprise the major interest 

groups (the relations of production - including industry, finance, 

commerce, labour and agriculture), and the political action groups 

(primarily the state bureaucracy and political parties). The 

coalitions of social forces find institutional expression in 

distinct policy networks, linking the public and private sectors. 

This proposition of Katzenstein assumes that social life (i.e. 

the life of society) is structured in part by formal institutions, 

which may not function in the manner intended, but will nevertheless 

have an effect. Katzenstein suggests that the ruling coalition 

28Katzenstein, 1977 p.887 

29Katzenstein argues that these groups are subsidiary to the 
state. See Katzenstein, 1978, p.18. 



and policy networks condition strategies of foreign economic 

policy. 30 It is, he argues, the ideological outlook and material 

interests of the ruling coalition that influences the definition 

15 

of policy objectives. In advanced industrial states these coalitions 

combine elements of the dominant social classes with political 

power brokers, finding institutional expression in the party 

systems, 31 and in a variety of state or private institutions. 

These institutions include government ministries, banks, industrial 

associations and organisations, and large public or private 

. t. 32 organ,sa ions. 

The character of the policy network also conditions the 

available policy instruments. The number and range of instruments 

emerges from the differentiation of state from society and the 

level of centralization in each. 33 Historical factors underpinning 

the domestic structures are also important in the Katzenstein 

analysis. The patterns that the elimination of feudalism, the 

unfolding of the Industrial Revolution, and the building of a 

3°Katzenstein, 1977, p.890. 

31 In economically less advanced states, this may take the form 
of support for military regimes. See Evans op cit. 

32Katzenstein, 1977 pp. 890-892. 
33Thus the British view of policy objectives reflects a banker's rather 

than business view of the world, emphasising the importance of London 
as a financial centre. The Bank of England, linking the government 
with the financial districts and the wider environs of British 
industry, has been the single most important proponent of this 
view. International considerations, in particular the imperial past, 
and the prolonged decline in international power have also changed 
British foreign economic policy. In addition, while the British 
state has in reality only one apex, 10 Downing Street, the British 
private sector is very fragmented. This has meant that business 
organisations have had very little impact of foreign economic 
policy. See Katzenstein, 1977 pp 892-907, for further examples. 
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modern state all took, are just a few of the main historical 

influences on the coalitions and policy networks of advanced 

industrial states. 34 Katzenstein also argues that changes in 

foreign economic policy result from conflict in domestic politics. 

This is not necessarily between parties, 35 but rather between 

the state, business and organized labour, with organized labour 

usually playing a marginal role. 36 

Katzenstein 1 s analysis, questioning the purposes of 

state power, 37 provides a framework in which to examine and describe 

the coalitional factors surrounding foreign economic policy. 

It is a framework applicable not only to studies of foreign economic 

policy in advanced countries, but also domestic policy, 38 

34Katzenstein, 1977 p. 907. See Katzenstein pp 908-916 for further examples. 
35rn the area of foreign economic policy parties and elections are often 

less important than interests groups in policy formulation and 
implementation. For an examination of the linkages between private 
preferences (i.e. societal influences) and state policy, see Assar 
Lindbeck 11Stabilization Policy in Open Economies with Endogenous 
Politicians 11 in American Economic Review Vol.66, No.2, May 1976. 
pp 1-19. 

36Katzenstein,1977 p.917. For examples, see KDatzenstein,1977 pp 917-920. 
37Katzenstein questions whether the purposes of state power are 

fundamentally autonomous (although modified by the character of a 
society 1s class structure and group conflict,before finding 
expression in strategies of foreign economic policy. 

38charles Maier has examined the coalitional support behind different 
types of inflation in industrial societies. He argues that significant 
alterations in group attitudes and/or group behaviour are needed, 
before changes occur in the forms of inflation. See Charles Maier 
11 The Politics of Inflation in the Twentieth Century 11 in Fred Hirsch 
and John Goldthorpe (eds) The Political Economy of Inflation. Oxford 
Martin Robertson and Co, 1978). 
See also James Kurth the Political Consequences of the Product Cycle: 
Industrial History and Political Outcomes: in International 
Organisation. Vol 33., No.I pp 1-34, and 
Peter Gourevitch 11 Internat iona l Trade, Domestic Coa 1 it ions, and 
Liberty: Comparative Responses to the Crisis of 1873-1896 11 in 
Journal of Interdisciplinary History, Vol 13, No. 2 1977. pp 281-313. 



and is particularly applicable to studies of newly industrialising 

t . 39 coun r1es. It suggests that in examining any form of state 

intervention it is necessary to consider not only the choice 

of policy instruments available, but also the political factors. 

While coalitions support particular policy instruments, in turn 

instruments generate sets of vested interests. The Katzenstein 

framework also makes explicit the notion that both domestic and 

external influences are important in determining foreign economic 

policy. The next chapter examines the external influences on 

New Zealand export policy. 

39Alfred Stepan 1 s study of Peru, and Peter Evans• study of Brazil• 
produce similar questions to those raised by Katzenstein, but in 
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the context of less advanced states. Quoting two Brazilian theories, 
Evan states, 

... there is no such thing as a metaphysical relation of 
dependence between one state and another. Such relations 
are made concrete possibilities through the existence of 
a network of interests and interactions which link certain 
social groups to other social groups, certain social classes 
to other classes. - Cardelo and Faletto in Evans p.27. 

The network in the Brazilian case Evans argues, is a triple 
alliance between elite local capital, international capital, and 
state capital. Yet as Evans points out, the resulting alliance 
is not monolithic. Each of the partners in the industrialisation 
process has different interests and different strengths. 
Furthermore, there are internal differences in each of the partners 
of the alliance, typified by the varying goals in the branches of 
the state apparatus. 



18 

CHAPTER TWO 

EXPORT POLICY 

Studies of trade policy have traditionally focused on either 

international or domestic factors. Yet as Katzenstein's analysis 

reveals, foreign economic policy is a result of the interaction 

between these sets of factors. New Zealand Export Policy is a 

prime example of the interaction of domestic and international 

forces. On the surface, export policy does not appear to be a 

salient electoral issue, however as in most countries, it is key 

in the maintenance of balance of payments stability. Payments 

stability, like inflation, in turn is an important causal mechanism 

in ensuring a growing economy - key in electoral stability1. In 

turn, domestic political and economic structures influence foreign 

policy outcomes. It is in this environment of interacting forces 

that the following discussion of New Zealand export policy takes 

place. 

The External Environment 

Many of the problems of late industrialising countries reflect 

the nature of the world economy. Most are still extensively dependent 

on agricultural exports, but these materials comprise only 20 percent 

of world trade. Furthermore, the long-run prospects for expanding 

1For a comprehensive analysis of the relationships between inflation 
and electoral considerations, see Charles Maier "The Politics of 
Inflation in the Twentieth Century" in Hirsch and Gold Thorpe (eds) 
The Political Economy if Inflation (Oxford, Martin Robertson & Co. 
1978) pp 37-72. 
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this area of trade are limited, due to the low-income elasticity 

of demand for food, and a similar demand function for raw materials2. 

As Table 2.1 below shows, growth in agricultural trade and production 

compared with manufacturing has been less than spectacular. In 

part,this reflects the poor harvests recorded for many crops during 

the seventies, but also reveals the increasing tendency for raw 

materials to be processed before being traded. 

TABLE 2.1 AVERAGE COMPOUND GROWTH RATES 1960-1977 (PERCENTAGES) 

(World Trade) 

Export Trade Production 

Value Volume 

Agriculture 9.6 3.6 2.4 

Manufacturing 14.5 .0 6.0 

Total 13.6 7.2 5.0 

Source: Based on P.J. Lloyd et al New Zealand's Long Term 
Forei n Trade.Problems and Structural Adjustment 
Policies Wellington, Planning Council, 1980 
Table 2.2 p.12. 

Table 2.1 also shows that the value of agricultural exports 

has been increasing~ albeit at a faster rate than export volume. 

This may reflect both the shortages of some products (e.g. coffee) 

and the tendency to market higher quality production. Yet this 

only tells a part of the story. Singer and Ansari have calculated 

that this growth in world trade has tended to be concentrated in 

the developed market economies. Over the 1961-78 period, an average 

68.4 percent of world exports were sent to developed market economies, 

while LDC's took 20.6 percent. Centrally planned 

economies took the remaining share. Furthermore, on average 74 percent 

of exports from developed market economies remained in these countries3. 

? 
~Hans Singer and Javed Ansari, Rich and Poor Countries (3rd edition) 

(London, George Allen and Unwin, 1982) p 74. 
3sased on Singer and Ansari Table 4 1 p.70. 
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In the Singer and Ansari analysis, New Zealand is included in 

the group of developed market economies. Yet its economic structure, 

with an export sector predominantly based on agricultural primary 

products, means that its trading experiences and its state of 

industrial development identify it as a late industrialiser. It 

differs from the other countries seen as late industrialisers (e.g. 

Brazil, South Korea, Taiwan) in that it has a small urban based 

domestic population with a relatively high wage rate. In addition 

New Zealand faces the problem of enormous distances to traditional 

markets. These characteristics of more advanced industrial societies 

have seen New Zealand compared with Switzerland, Denmark, and 

Israel 4. Thus New Zealand is an ideal case study in which to explore 

the effects of state assistance upon the societal-state relationship. 

Not only does New Zealand enjoy the advantages of both types of 

society but it also suffers the disadvantages. 

New Zealand 

As a part of their studies into the trade problems of New 

Zealand, Lloyd et al examined the growth rates of agriculture and 

manufacturing in the 1961-77 period~ While Table 2.1 examined the 

world trends, Table 2.2 below examines the trends for New 

Zealand. 

4Harvey Franklin, Trade Growth and Anxiet - New Zealand Be ond 
The Welfare State Wellington, Methuen N.Z. , 1978 p.196. 



TABLE 2.2 

Agriculture 

Manufacturing 

Total 

AVERAGE COMPOUND GROWTH RATES - NEW ZEALAND 

1961-77 AND 1971-77 (PERCENTAGES) 
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ExQort Value ExQort Volume Production 

61-77 71-77 61-77 71-77 61-77 71-77 

14.7 16.5 n/a 1.4 n/a 0.9 

42.5 26.2 n/a 19.6 n/a 5.1 

27.9 18.7 4.1 3.2 n/a n/a 

Source: Lloyd et al Table 3.2 p.25 

The high growth levels for manufacturing are to a certain 

extent misleading. Initial levels of manufacturing output (i.e. 

production) and exports were very small 5. However, Tables 2.1 

and 2.2 do point to a tendency for New Zealand to retain some 

advantage above the rest of the world i~ agricultural export value . 

Unfortunately . comparable data for the same periods for 

New Zealand and the rest of the world are not available for export 

volume and production data. 

Table 2.2 indicates a very slow rate of growth for export 

volumes of agricultural products, still the mainstay of the export 

trade. This growth rate (1.4 percent for the 1971-77 period) is 

in part caused by the low level of agricultural production, 

but is al so attributable to the policies of New Zealand's 

major trading partners. The most important of these policies have 

been the protectionist policies of the U.K., the U.S., the E.E.C, 

and Japan. In part it has been a result of these 

policies that New Zealand has turned to manufactured goods as a 

supplementary source of export income. 

5 See Tables 4.9, 4.10 and 4.11 in Chapter Four 
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Yet the problem of agricultural protectionism, (and hence 

the need to diversify) has only been a relatively new experience 

for New Zealand. Until recently New Zealand functioned as the 

farm of Britain, providing cheap but high quality agricultural 

products in bulk, often with little processing. In return New 

Zealand provided a ready market for British exports, particularly 

for manufactured goods. Such exporting reached its peak during World 

War Two, when under an agreement which came to be known as Bulk 

Purchase Marketing, the British Government speedily concluded an 

agreement to purchase the most important agricultural commodities 

in bulk6. These contracts, which were on terms favourable to New 

Zealand, were renegotiated in 1948 and guaranteed markets, at what 

proved to be progressively rising prices, until 19547. Although 

access remained guaranteed, prices 11 now took their chance on a free 

market 11
8 . 

New Zealand never again achieved the level of dependance 

attained at the height of World War Two, yet even in 1960 over 50 

percent of New Zealand exports were sent to the British market. 

This arrangement was not disadvantageous to New Zealand. Most 

New Zealand exports were bulky, and concentration of these products 

on one market kept transport costs down. More importantly, Britain 

absorbed any increased agricultural production in New Zealand, thus 

relieving any potential problems of over-production, and the 

resultant stop-go production shifts. This, it was assumed, would 

create conditions favourable to agricultural investment, but instead 

6G.R. Hawke 11 The Growth of the Economy 11 in The Oxford History of 
New Zealand W.H. Oliver (ed) (Wellington, OUP, 1981) p.372. 

7The contracts had guaranteed markets until 1955, but it was agreed 
to end them a year early. 

8R. Chapman 11 From Labour to National 11 in Oliver (ed) p.362. 
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introduced an air of complacency only rocked by the 1957-58 

exchange crisis. Even so, by the mid 1950 1 s the British market 

was declining. Lack of growth in the British economy and the end 

of Bulk Purchase Marketing were the main reasons. Interest in 

other markets, notably the American beef·market, increased9. 

However the real incentive for change came with the first 

British negotiations for entry into the European Economic Community 

in 1961. The first round of negotiations ended in failure 

for Britain in 1963, and provided New Zealand a very valuable "breathing 

space 1110 • Conscious that new markets would not be found overnight, 

New Zealand had argued for the right of unrestricted and duty-

free access to the British market. The efforts after the unsuccessful 

British attempts centred on diversifying both markets and production 

while fighting a rear-guard action in Europe. Although export 

production still remained agriculturally based, strenuous efforts 

were made to diversify markets away from Britain. As the 1967 

Economic Survey remarked, 

Whether or not Britain enters the EEC, we must continue to 

prosecute with all vigour the expansion of markets 

elsewhere11 . 

By the second round of negotiations (begun in 1969), 

diversification of markets and products had become a reality. However 

lamb, butter and cheese exports were still dependent on the British 

market. New Zealand's demand of unrestricted access for all exports 

9For details of New Zealand entry into the U.S. beef market, see 
below. 

1011 Breathing Space for New Zea 1 and II Southland Times 31. 1. 63. 
1 1 

iiAppendices to the Journals of the House of Representatives (AJHR), 
B.5, 1967 p.39. 
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to the EEC (which had been actively pursued in the first round 

of British negotiations) was successively narrowed in this latter 

round to emphasis on these three products - lamb, butter and cheese 12 . 

The outcome of the 1969-70 negotiations (which saw Britain 

eventually enter the EEC in 1972) gave secured access in the form 

of special access arrangements for these products. The special 

arrangements for cheese were terminated in 1977, although concessions 

negotiated under the Tokyo Round of GATT allowed for 9,500 tonnes 

of cheese to be imported into the EEC. Access arrangements for 

butter continue to be negotiated annually, and are usually preceded by 

theNew Zealand Minister of Overseas Trade touring EEC capitals 

to press New Zealand's case. Until 1980, lamb had free access 

into the British market, subject to a 20 percent tariff 13. However 

the new sheepmeats regime saw the introduction of voluntary quotas 

at a 10 percent tariff14 . 

Moves into the US beef market were the first significant 

steps along the road of agricultural diversification; New Zealand's 

entry to this area stemmed from changes in the composition of 

the US beef herd, which created strong demand for imported 

manufactured beef (i.e. hamburgers). From the 1957-58 season, 

New Zealand, Australia and Argentina have all helped to meet the 

US shortfall. However diversification into the US beef market 

12For details of the negotiations see J.R. Marshall 11 The New Zealand 
Case 11 in Jackson (ed) Fight for Life, New Zealand and the EEC 
(Wellington, New Zeala'nd Institute of International Affairs, 1971). 

13R.N. Kennaway International Relations. Political Obstacles to 

1 /1 

New Zealand Trade Diversification Paper Presented at the 22nd Annual 
Conference of the Australasian Political Studies Association, August 
1980 p.4. 

L~N. Blyth The EEC Sheepmeat Regime: Arrangements and Implications 
(Lincoln Agricultural Research Unit, 1980) p.23. 
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has not been without difficulties, of which the most important have 

been the strong domestic pressure for agricultural protectionist policies. 

Prior to 1964, meat imports into the US were limited only by a 

tariff, but in late 1963, as a result of pressure from domestic cattle 

interests (and a Texan as President), beef exporters entered into 

1 Voluntary Agreements 1 to limit the volume of beef and veal imported 

into the US. The alternative was compulsory import quotas. This 

pattern of voluntary restraint has characterised New Zealand 1s response 

to American agricultural protectionism. More recently New Zealand 1 s 

beef exports have been threatened by the passage of the 1979 Meat 

Imports Act. This introduced a 1 counter-cyclical I formula under which 

quota restrictions are triggered at a lower price when US supplies are 

plentiful, and prices lowered accordingly. However as the New Zealand 

beef production cycle tends to move in accord with the US beef cycle, 

fears continue to be expressed that this will have a destabilising 

influence on New Zealand exporters, and thus the economy as a whole in 

the future 15 . 

This protectionism of the early 1970 1 s had its effect on New 

Zealand thinking on the security of the US beef market. In 1971 the 

then deputy-chairman of the Meat Board, Charles Hilgendorf, warned 

that the US market was insecure as most of the New Zealand beef 

exported at that time was used for processing16 . The strong incentive 

provided by the Voluntary Restraints resulted in moves to diversify 

away from the US market. However apart from the Japanese market (mainly 

hamburger meat for US troops, etc), little success has been achieved. 

15 
'Kennaway p3 .. 

16 
To ensure the overseas sale of our beef we must look for new overseas 
markets to divert some of our beef away from the the US, and we must 
strive to keep the standard of our beef as high as possible. 
"Importance of Diversity" The Press 16.3.71 
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Thus while in 1964, 76.5 percent of New Zealand beef exports went 

to the US, this had only declined to 73.2 percent in 197917 . 

New Zealand agricultural exports to the US are not confined 

to beef, but also include lamb, wool, casein hides and skins. 

The US lamb and casein markets have both come under some threat 

in recent years. Lamb exports to the US (which still only represent 

a small proportion of the New Zealand lamb trade), were threatened 

by the very stimuli that the New Zealand Government had introduced 

to promote and diversify exports. This was partially solved by the 

signing of the GATT subsidies code in 1981 18 , but the threat of 

damage from the use of incentives remains a problem. 

The other main area where New Zealand has been frustrated 

in efforts to diversify markets has been Japan. Trading relations 

were first formalised with Japan in 1958, with the signing of a 

treaty of Commerce. This was expanded in 1962, when New Zealand 

extended 'most-favoured nation• status to Japan. In return New 

Zealand was assured that it would not raise its duty on mutton and 

lamb above the 10 percent level in force at the time19 . An extension 

which had the effect of opening the New Zealand market to the expansion of 

17 
t4o 1 fgang Rosenberg A Gui.de book to New Zeal and I s Future. Winds of 
Change over New Zea 1 and. (Christchurch, Caxton Press, 1968) · 
p· 119. 

18The international remifications of the incentive schemes are discussed 
in greater detail in Chapter Six. For details of the lamb battle, see 
11 Government Incentives may Backfire on Sales of Lamb to US 11 New 
Zealand Herald, 27.2.80; and 11 Export Incentives Gain reprieve~ 
Americans Accept NZ Pledge 11 New Zealand Herald 1.9.81. The situation 
surrounding casein exports was a little more complex. Although no 
casein is produced in the US, the US farm lobby still fought for limits 
on New Zealand imports. In the end the American International Trade 
Commission ruled that the US should not limit casein imports. However 
it appears that this has only been a temporary setback to the American 
farm lobb. See 11 US Imports of Casein 11 The Press Editorial 26.3.80, 
and 11 0ff the Hook over Casein 11 The Press Editorial 21.2.82. 

19 Rosenberg pl20. 
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Japanese manufactured goods, and fed New Zealand's expectations 

of the growing benefit in its economic and other dealings with 

Japan20 . However these expectations have not always been realised. 

In practice trade with Japan in primary products has fluctuated, 

usually in response to changes in Japanese import restrictions. 

Despite high tariffs for dairy products, by the end of the seventies 

(1978/79), Japan was New Zealand's largest market for cheese. Butter 

and mi 1 k po~1der, the other main dairy exports, are imported by the 

Livestock Industry Production Council (LIPC), which irregularly 

calls for tenders to meet estimated demand in effect quota-setting. 

The same government body also regulates beef imports by quota setting. 

It is in this area of mutton exports that New Zealand has had 

the most success in primary exports. In 1964, Japan only took 11.5 

percent of total lamb and mutton exports, while in 1978 this had 

increased to 37.02 percent of mutton exports and 4 percent of lamb21 . 

However the Japanese mutton market suffers from considerable fluctuations, 

mainly due to variations in supplies of domestically produced port. 

The traditional markets for agricultural produce, have all been 

characterised by varying degrees of protectionism, including 

voluntary restraints, government purchases, and import quotas. 

This, coupled with the long term trends for growth in agricultural 

products, has been one of the major external causes on the slow 

growth of New Zealand agricultural exports. Yet agricultural 

20T. Larkin 11 Japan : Changing Problems" in Beyond the New Zealand 
The Forei n Polic of a Small State Henderson, Jackson and 
Kennaway eds Auckland, Methven, 1980) pl90. 

21 By volume. From NZOYB 1968 pp 645-6, and NZOYB 1980 p585. 
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protectionism22 , combined with British entry into the EEC, has 

also been responsible for hastening attempts to diversify markets 

and production. 

Protectionism proved not to be a problem in one new but 

important market, the Middle East. Interest on the part of New 

Zealand exporters was mainly spurred by British entry into the EEC. 

However as early as 1970, exporters were being encouraged by Industries 

and Commerce officials to take advantage of the gap in the Middle East 

market caused by the loss of easy British access - a direct result 

of the closing of the Suez Canal, following the Six Day War23 . 

Traditional exporters were also attracted by the wealth of the region, 

particularly after the 1973 increase in oil prices. The area provided 

a ready market for New Zealand produce, particularly meat and wool. 

As one New Zealand trade official commented in 1974:-

They've got the population and now they have got the money to 

buy our goods. Added sales to the area make good sense24 . 

Exports to the area grew rapidly. In 1968-69, the total value 

of exports to the region had been less than $1m25 , by 1980-81 this had 

22P t t. . . t . t . l t 1 d t N Z l d ro ec 1on1sm 1s no unique o agr1cu ura pro uc s. ew ea an 
became aware of this in late 1981 when the main market for aluminium 
was under threat. Exports of aluminium amounted to 25 percent of New 
Zealand's exports to Japan in 1977, and the threat to the Japanese 
market in the form of import quotas and higher import tariffs was of 
some concern to New Zealand. Although no restrictions followed (in 
part because of the US pressure, and in part because of the damage 
that such restrictions would have done to Japan's reputation as a 
leader in the fight against protectionism), the threat remains as a 
lesson to New Zealand of the problems of international trade. See 
11 Japanese may get Tough on Suppliers of Aluminium 11 New Zealand Herald 
26.10.81. 

23 see Export News April 1970 p19. 
24 From National Business Review, 17 April 1974, Quoted in R. Macintyre 

11 New Zealand and the Middle East Crisis 11 in Beyond New Zealand p95. 
25 NZ0YB 1980 p562o 



29 

increased to $455.7m26 . New Zealand's best market in the Middle East 

was Iran, however internal events in that country in 1979, disturbed 

the otherwise stable market. More recently both Iraq and Iran have 

been important markets for New Zealand products, particularly mutton, 

but these have been threatened by the prolonged conflict between the 

two nations. 

The Eastern European and Soviet markets have also increased in 

importance in recent years. Excessive agricultural protectionism has 

not been a problem here, yet the market has not been a stable one, due 

to severe shortages of hard currency. In the last decade, exports to 

the Soviet Union have grown from $17m in 1969-70 to $174m in 1978-79, 

a ten-fold increase. Furthermore, the Soviets have provided a stabilising 

influence on the New Zealand wool and mutton markets, which explains New 

Zealand's reluctance to support the American trading boycott of the 

Soviet Union after the invasion of Afghanistan27 . Expansion in the 

future could be difficult however, as New Zealand has a substantial 

trading surplus with the Soviet bloc. In addition, most countries 

continue to suffer severe shortages of hard currency. 

Diversification has not been confined to reducing the importance 

of the British market for agricultural exports. By 1957, forest based 

exports had passed the ten million dollar mark. These products, 

predominantly timber, wood pulp, and pulp and paper, became by the mid 

1960 1s, the fourth string of New Zealand's export bow. Japan remains 

the principal market. In 1964 Japan took 90.7 percent of New Zealand's 

exports of sawn logs and veneer, while in 1978 this had only dropped 

slightly to 86.7 percent. In 1978, Japan was the main market for sawn 

timber (64.3 percent of New Zealand exports), and pulp and paper 

(54.7 percent) 28 . 

26This dropped in 1981-82 to $288.8m, mainly because of difficulties with 
the Iranian meat deal. 

2111 Sanctions Chill NZ Prospects'' National Business Review 21.1.80. 

28see NZOYB 1968 p654, and NZOYB 1980 p590. 



30 

The other main market for forest products is Australia. The prospect 

of securing a market for forest products, led to the signing of NAFTA. 

The trade agreement was also very important in the other new area of 

export production, namely the development of ~anufactured exports. 

Discussions between New Zealand and Australian Prime Ministers 

reviewing trade relations had taken place in June 1958. Prior to 

this meeting, trade relations had been less than smooth29 . Trade 

remained in Australia's favour, even after the signing of the 1933 

Trade Agreement. With both countries members of GATT and hence bound 

to the principles of universal, multilateral and nondiscriminatory 

trade, it was not possible to change the 1933 agreement to take into 

account trading conditions. It was recognised that any new agreement 

that might emerge from the 1958 meeting would have to consider the 

structural imbalances between the two countries. Whilst, Australia's 

exports included the very limited range of goods that New Zealand 

exported, their industrial development was far more advanced than 

New Zealand's. 

New Zealand's response was to advocate a free trade agreement, 

with forest products at the core. Initially it gave duty-free access 

to the Australian market for New Zealand forest products. It also 

gave certainity of access to the Australian market for New Zealand 

processed food 30 and some manufactured goods. In order to safeguard New 

29Although in the early days of settlement, Australia had been the major 
export market for New Zealand, by the late 1950 1 s Britain was in the 
ascendancy, Trade from the 1850 1 s until the 1930 1s remained in 
Australia's favour, a situation which the 1933 agreement attempted 
to put right. This agreement allowed for special rates of duty for 
goods of Australian and/or New Zealand origin. Goods of New Zealand/ 
Australian origin were required to have 50 percent New Zealand/ 
Australian content in labour or materials. This was extended to 75 
percent Australian/New Zealand/British content in 1953. 

30These included frozen peas, beans, lamb, fish, non-cheddar cheese, 
dried vegetables, bacon and ham. 
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Zealand industry, schedule A (the list of free trade goods) excluded 

goods potentially damaging to local manufacturers. Furthermore although 

the Agreement provided for the gradual development of the Free Trade 

area with the phasing out of duties, apart from a few exceptions, 

New Zealand was not required to alter its existing licensing policy31 . 

Manufacturers facing a domestic downturn in New Zealand, and 

aided by the devaluation export incentive package32 , moved into the 

Australian market with some success. In the first five years after 

the Agreement had come into force, the value of New Zealand exports 

to Australia expanded from $36.4m in 1965-66, to $96.6m in 1970-7133 . 

Department of Trade and Industry to:-

investigate more closely the possible advantages of using 

(the) NAFTA to further expand exports to Australia our most 

important overseas market for manufactured goods34 . 

NAFTA's success can best be measured by the fact although trade 

on both sides of the Tasman was increasing, the Australian trade 

advantage was declining. Partially because of this success, NAFTA 

was in serious trouble by the mid 1970 1s. Although extended in 1977, 

doubts were expressed about its value35 . These doubts reached a 

31The previous two paragraphs are based on New Zealand's Trade With 
Australia AJHR A-19, 1965, pp 3-15. 

32For details of the package, see Chapter Three. 
33NAFTA. An Outline and its Benefits in Export News Dec 72-Jan 73 p14. 
34 Ibid p14. 
35The problems with NAFTA revolved around three central areas. Firstly, 

if a firm objected to the inclusion of a commodity in the duty-free 
list, then it was almost certain that this commodity would not make the 
list. This meant that trade was limited by the most conservative or 
weakest firms. Secondly everything was included in the schedule on a 
commodity by commodity basis. The effect of this was to introduce an 
unnecessary level of unpettiness in discussions, e.g. over trade in 
brass buttons. Finally both countries imposed quota restrictions against 
each other. Although treatment of the partners was often more generous 
than that extended to third countries, the net effect was a great deal 
of irritation. See Stuart McMillan "What went Wrong with NAFTA 
The Press 18.3.80. 
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climax point when clothing manufacturers were effectively excluded 

from the Australian market in 198036 . 

The death-knell for NAFTA had been sounded earlier. In 1979, 

New Zealand faced the situation of losing the advantages held in 

NAFTA, or negotiating a more permanent transtasman trading relationship, 

New Zealand opted for the latter. Although there were problems with 

the mechanics, NAFTA provided an almost guaranteed market for manufactured 

goods, and was key to the diversification of the export sector away 

from its agricultural base. The exchange rate changes after 1967, 

played a major role in New Zealand competitiveness in the Australian 

market. 

The NAFTA agreement highlights one means of securing access for 

New Zealand products. New Zealand has used others including the 

annual round of doorknocking in Europe. In 1978, New Zealand adopted 

a much more "hard sell II approach, in dealing with the Japanese over 

'fish for beef'. New Zealand, in particular Prime Minister Muldoon, 

had grown increasingly frustrated with the Japanese unwillingness to 

increase access for New Zealand primary products. This came to a head 

in mid 1977, when New Zealand refused to allow Japan fishing rights 

in the Exclusive Economic Zone. For nearly eighteen months from 

May 1977, New Zealand refused to grant Japanese quotas for the 

fishing zone37 unless Japan improved access for beef and dairy 

products, approved pinus radiata for use in the local construction 

36The clothing agreement, while not a part of NAFTA was negotiated (and 
collapsed) under NAFTA. The agreement collapsed for reasons inherent 
in the structure of NAFTA, namely the willingness of domestic 
manufacturers to retain domestic markets, at the expense of the 
often more lucrative export market. For further details of the 
breakdown of the Clothing Agreement, see "Trans-Tasman Garment 
Trade" The Press Editorial 16.8.80. 

37Prior to the establishment of the zone in April 1978, it was estimated 
there were 400 Japanese boats with an annual catch of approximately 
160,000 tonnes, in the area. 
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industry, and removed the tariff on squid caught in New Zealand 

waters. The Japanese refused to accept the legitimacy of linking 

what to them were separate negotiations. In June 1978, an agreement 

was reached and quotas negotiated, but the terms of agreement 

,were kept secret, apparently at Japanese request. They were 

considered to have fallen far short of the assured and stable 

access arrangements that New Zealand had sought38 . 

Most of New Zealand's arrangements take place under the principles 

of GATT. Contracting parties (which now include the majority of 

non-Comecon members) are entitled to most-favoured-nation status. 

This means that any concession extended to one party is automatically 

applied to all other parties to the Agreement. Under GATT it is 

not possible to use either customs tariffs or import controls to 

favour a country prepared to increase purchases from a contracting 

party. New Zealand has benefitted from reductions made under GATT, 

yet reservations centering around the inability (unwillingness) of 

parties involved in GATT to tackle the problem of agricultural 

protectionism39 have been expressed. 

Tariffs are the only protection permitted under GATT, yet 

agricultural protectionism take other forms, including special health 

restrictions, export subsidies, government purchasing, global quotas 

and the imposition of voluntary restraints. Although the recent 

Tokyo Round of negotiations did much to bring this out into the open, 

little was achieved. The Tokyo Round produced agreements on both 

dairy and beef products, providing for the establishment of additional 

international institutions (the International Dairy Products Council 

and the International Meat Council), which may give New Zealand increased 

38 Kennaway p9. 
39These reservations are shared by the developing world, who have seen 

GATT providing increased benefits to industralised countries, and 
far less tangible benefits to primary producers. 
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leverage in international discussions40 . 

This presents only one aspect of foreign economic policy. As 

Katzenstein notes, 

the main purpose of foreign economic policy is to make 

domestic policies compatible with the international political 

economy41 . 

It is the domestic influences on foreign policy, in particular 

export policy, that the focus of this chapter now turns. 

The balance of payments has traditionally been seen as the 

strongest influence on New Zealand economic policy. As recently 

as the 1979 Budget, the Minister of Finance described the main factor 

limiting the rate of growth in New Zealand as the balance of payments42 . 

Since 1958, New Zealand has suffered from five balance of payments 

crises. This section begins by reviewing the main factors behind each 

crisis before discussing the real cause of New Zeland's more recent 

payments problems - the chronic deficit on the invisible account. 

The section concludes by reviewing the extra constraints imposed by 

domestic inflation and employment considerations. 

4°For details of the concessions negotiated under the Tokyo Round, see 
Lloyd et al pp 18-20, and Singer and Ansari pp 91-94. 

41~~!er Katzenstein Between Power and Plenty. Foreign 
Economic Policies of Advanced States 
(Wisconsin, Wisconsin University Press, 1978) p4. 

42AJHR 8-6, 1979, p6. This echoes a view proposed by previous Finance 
Ministers. See for example:-

In the long run the country's internal purchasing power must be 
kept in line with its ability to earn foreign exchange. AJHR, 
8-5, 1962 p18. The continuing problem facing the New Zealand 
economy was the impact of internal activity on the balance of 
payments. AJHR, 8-5, 1977 p7. 

Similar sentiments were expressed in the 1962 review of the economy 
by the World Bank. 
The balance of payments is the Achilles heel of the New Zealand 
economy AJHR, 8-4, 1966 p7. 
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Table 2.3 records the Balance of Payments for the period 1958-80. 

As can be seen, it was only in the years 1960, 1963, 1969, 1971, 1972 

and 1973 that New Zealand recorded a positive payments balance. 

Table 2.3 suggests that this was in part due to the balance on 

invisibles, which for all years was negative. However the trade 

balance is also a contributing factor. In 1958, 1961, 1975 and 1976 

the balance on trade was negative, meaning that the total value of 

goods imported exceeded the returns from exports. Furthermore, only 

in 1969, 1970, 197Z 1973, 1978, 1979 and 1980 has the trade balance 

exceeded $200m. 



\.0 
M 

a) 1958-1971 

Balance of 

Trade 

Invisibles 

Payments 

b) 1972-1980 

SOURCE 

TABLE 2.3 BALANCE OF PAYMENTS 1958-80 (N.Z. $m)(YEAR ENDED MARCH) 

1958 1959 - --

-44.0 35.4 

-51.2 -72.0 

-95.2 -36.6 

1972 1973 

1960 1961 -- --

12.5.4 -5.8 

1962 

55.6 

-82.4 -93.4 -103.0 

43.0 -99.2 -47.4 

1974 1975 1976 

278.8 470.0 178.8 -674.1 -394.3 

1963 1964 1965 1966 1967 1968 1969 1970 1971 -- -- -- -- ---------

129. 2 102.8 111.6 31.8 73.4 156.0 209.1 281.7 155.6 

-81.4 -134.0 -136.0 -149.2 -180.0 -173.4 -164.2 -203.1 -194.5 

47.8 -31.2 -24.4 -117.4 -106.6 -17.4 

1977 1978 

42.8 327.7 

1979 

571 

1980 

293 

44.9 -17.4 44.9 

-183.8 -184.2 -208.8 -318.5 -420.2 -633.3 -837.2 -1011 -1297 

95.0 285.9 - 30.0 -992.6 -814.5 -590.5 -509.5 - 483 - 987 

NZOYB 1968 p1122, p846 

NZOYB 1972 p1048 

NZOYB 1975 p1076 

NZOYB 1978 p 958 

NZOYB 1980 p 994 
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The interaction of the trade balance and the balance on invisibles 

has contributed to the payments crises which have dogged New Zealand 1 s 

economic development in the sixties and seventies. In this period 

New Zealand suffered a total of four payments crises, in 1957-58, 1962, 

1966-68, 1974-76 and 1979-80. As will be seen these arose from a 

variety of factors, but in the main were due to a negative trade 

balance, exacerbated by the negative balance of invisibles. The 

negative trade balance was caused by either a fall in the terms of 

trade (as in 1974-76 and 1979-80), or an increase in the volume (and 

value) of imports, as in 1957-58. Electoral cycle import orgies also 

played a detrimental role. 

The 1957-58 crisis arose from a combination of factors. Bulk 

purchase marketing ended in 1954, and although the British market 

remained secure, it was not enjoying tremendous growth. The mid 1950s 

were also a time when the volume of private imports, principally for 

private consumption, was rising. The National Government 1 s policy of 

gradually easing import controls, increased the effect of the stimuli 

from an upturn in domestic conditions, fuelled by a buoyant agricultural 

sector. This all began to come to an end in 1955. In a direct response 

to the election year import orgy43 , in 1954, New Zealand turned what had 

been a payments surplus of t28.8m the previous year, into a deficit of 

43 For graphical illustration of the pattern of importing in the 1950s and 
1960s, see Appendix 2.1 to this Chapter. The import election orgy 
pattern arises from the high living standards of New Zealanders. Given 
the high income import elasticity, imports were generated by the measures 
induced by consecutive governments in the 1950s to keep the economy 
buoyant. This is reflected not in the election year import statistics, 
but in the following year. In the immediate post election year, 
governments endeavouring to restore the balance of payments to some 
form of equilibria engage in 'belt-tightening' measures, and reduce 
domestic demand, thereby reducing demand and cost of imports. 
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E34.9m. 

This set the pattern for the rest of the fifties. Another 

election year import spree in 1957 exacerbated the problems of falling 

prices for agricultural products, and by 1958 New Zealand experienced 

a substantial (E47.6m) balance of payments deficit. The response was 

to dampen demand accompanied by total quantitative restrictions on 

imports, short-term overseas borrowing (rather than credit allocation), 

and a credit squeeze announced in the 1958 Black Budget as increased 

taxes on petrol,tobacco and beer. 

As a result of this policy the balance of payments returned to a 

healthy surplus in 1960. However this was shortlived. The payments 

balance returned to a deficit in 1962, spurred by a decline in agricultural 

terms of trade. This was exactly the same kind of situation which had 

been faced in 1957-58. Treasury advised the same sort of action that 

had been taken in the previous crisis, but apart from setting the 

machinery in motion for the establishment of the Export Taxation Incentive 

Schemes, the Government did nothing. To the relief of Prime Minister 

Holyoake, agricultural prices improved and the crisis was averted. 

Following New Zealand's close escape from yet another payments crisis, 

domestic policies continued as before, helped by rising terms of trade. 

Imports continued to flood in, lending credibility to the notion of a 

political business cycle. By 1967, the economy again suffered from balance 

of payments difficulties. A severe deficit in 1966, was followed in 1967 

by another deficit. This crisis was spurred by a decline in export prices, 

particularly wool, without a corresponding drop in the value and volume 

of imports. This was reflected by a fall in the trade balance and was 

compounded by the necessity for the Government to repay its short-term 

debts. 44 The policy of import liberalization, part of National Party policy, 

also contributed to the crisis. After 1967-68, manufactured and forestry 

.1 n 
44 . 

W.B. Sutch Poverty and Progress in New Zealand (Wellington,Reed,1969) 
p 345. 



39 

exports began to boom, stimulated by the policies of devaluation and 

dampened demand, initiated in the 1966-68 period. However real growth 

did not occur in agriculture, still the mainstay of export trade. 

Agricultural terms of trade remained low, as a result of low overseas 

prices and virtually static growth in output. The latter was a consequence 

of the decline in farm profi:tability45 . This was partially disguised by 

the boom in agricultural prites in 1973, but became obvious after the 

bust in 1974. This crisis differed from the others in both cause and 

response. In part it was a result of the bust in agricultural prices, 

compounded by the effect of the 1973 Oil Crisis. Moreover it was the 

first crisis since 1958 when the trade deficit had been so negative. 

In 1975, the trade deficit was a record $674.lm, lessening 

slightly to $394.3m the following year. It also reflected the decline 

in farm productivity, and hence production, a structura_l problem for 

which there seemed no easy solution. The policies of the Labour 

Government, slowing the growth rate, conserving foreign exchange, 

restraining costs and prices, and stimulating exports, achieved little 

success in dampening the effects of the crisis46 Demand for imports, 

including non-oil products continued to increase. 

New Zealand's balance of payments never really recovered from 

the 1975-76 crisis, and when oil prices increased in 1979, the balance 

of payments lurched further into deficit. Real agricultural growth 

remained minimal, except for a few specialist industries such as deer 

farming and kiwi fruit. Demand for imports remained high, yet the trade 

balnce was only part of the 1979-80 problems. Successive government 

policies seemed powerless to reduce the ever increasing deficit on 

invisibles, stimulated by Government borrowing. 

45 
Brian Easton "1966 and All That" in Economics for Social Democrats 
(Dunedin,John Mcindoe,1981) pl9. 

46 
R.S. Deane and W.A. Poole Understanding New Zealand's Economic Policy 
New Zealand .S.oci.ety of Accountants,Continuing Education Program Deane plO. 



40 

Invisibles include transportation, travel, insurance as well as 

the export and import of services. Government policies attempting to 

combat the deficit have included the establishment of the New Zealand 

Shipping Corporation, and the provision of taxation incentives for 

service industries (including tourism). In the 1979-80 crisis, the major 

causes of the increase in the deficit on invisibles were the increase in 

transportation costs (which increased from $388m in 1979 to $500m in 

1980) and the increase in travel expenditures. The latter reflects not 

only the effects of the 1979 oil price increase, but also the increasing 

numbers of New Zealanders travelling abroad 47 . The balance on international 

investment and services remained at approximately the same levels in 

both years 48 . 

Domestic inflation and employment considerations were the other 

constraints on trade policy in the 1958-78 period. As early as 1960, 

the Minister of Finance was expressing concern about, 

... the recurring tendency for the level of demand to exceed 

the supply of goods and services available at current prices 49 

However controlling domestic demand has not proved an easy task. 

Although Government policy in the immediate post 1967 devaluation days 

stressed the importance of not letting inflation negate the advantages 

of devaluation50 , this proved to be nearly impossible when a recovery 

in export receipts led to a strong expansion of internal economic 

activity51 . Employment considerations have played an important role 

47 
Believed to be linked to the provision of National Superannuation. 

48NZ0YB 1980 p 994. New Zealand has exchange control regulations which 
essentially prohibit outward portfolio investment by New Zealanders, 
and also provide for some surveillance of other capital flows such as 
overseas borrowing by companies and inward direct foreign investment. 

49AJHR, 1960, B-5,p39. Devaluation is discussed in Chapter Three. 

SOAJHR, 1968, B-5,p31. 

51 AJHR, 1969, B-5,p7. 
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in the determining of trade policy. These considerations were at the 

heart of the the concept of import-substitution-industralisation, which 

was revived in response to the 1957-58 payments crisis. This policy 

continued until the 1967 recession, when import controls again began 

to be dismantled. The priority of full employmeht was~again re~iv~d 

in the early 1970's and was a key aspect of the Labour Government's 

response to the 1974-76 crisis. 

In terms of these economic policies, four main concerns of 

New Zealand export policy can be identified, (1) combating agricultural 

protectionism, (2) market diversification, (3) export product 

diversification, and (4) overcoming the problem of trade surpluses 

and current account deficits. These are all in essence instruments 52 

in the overall objective of maintaining balance of payments equilibrium53 , 

which is necessary in the pursuit of economic growth. Yet other 

measures designed to control inflation and stimulate employment also 

impinge upon the instruments used in the pursuit of balance of 

payments equilibrium. 

Conclusion. 

Two eras of export policy can be identified in this review. 

Although exporting was important throughout the 1958-78 period, the 

emphasis placed on export policy differed significantly in the periods 

1958-67 and 1968-78. In the earlier period, exporting was seen as a means 

of ensuring the flow of imports essential for industrial development. 

In the latter period, the emphasis moved to that of export-led rather than 

52 

53 

As Katzenstein ~rgues, 
(The) distinction between objectives and instruments is an arbitrary 
analytical device, in many instances the defence of a means can 
become an end in itself, and ends can become means in the attainment 
of other objectives. See Peter Katzenstein Between Power and Plenty 
Forei n Economic Policies of Advanced Industrial States (London, 
The University of Wisconsin Press, 1978 p 16. 

Or if not equilibrium, at least stability. 
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fuelled development. This meant a change in emphasis for export policy 

objectives, which moved from one where guaranteeing access was almost the 

sole concern, to one where manufactured and forestry goods were also 

seen as important exports. In the more recent period internal factors, 

including the domestic cinstriants pla~ed by the blance of payments, 

inflationary pressures and employment considerations have also played 

a much more explicit role. This, as Chapter Three demonstrates has been 

important in the choice of policy instruments. 

Finally, the review of New Zealand export policy suggests that 

state intervention in foreign economic policy is an result of the 

interaction of historical and domestic factors, constrained by the 

external environment. This reviev1 only only suggests possible explanatory 

factors for state intervention, it does not explain the form that 

intervention has taken. To do this, it is necessary to examine the 

choice of policy instruments, the role of Chapter Three. 
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CHAPTER THREE 

EXPORT POLICY INSTRUMENTS 

The previous chapter reviewed the main features of New Zealand 

export policy. It showed that state involvement in this area has been 

primarily aimed at easing the balance of payments constraints. 

Involvement was intended to combat agricultural protectionism (and 

thus retain and increase markets for traditional agricultural exports), 

encourage the diversification of markets for both traditional and 

non-traditional exports, promote non-traditional exports, and stimulate 

invisible payments into New Zealand. 

During the 1958-78 period government export assistance took 

the following forms: 

1 

(1) Export Taxation Incentives 

These were introduced in 1962 to encourage potential 

non-traditional exporters (in particular manufacturers) 

to move into the export market. These incentives were 

based primarily on the taxation system, although some 

also took the form of grants1. 

(2) Export Incentive Licensing 

This made provision for the issue of additional import 

licences to exporters and manufacturers who intended to 

export. These were not available for domestic production. 

Four types of licence were provided: 

The system of export taxation incentives is discussed in greater 
detail below. 
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(a) replacement -covers raw materials used in export 

production, instead of the domestic market. 

(b) assistance - to assist manufacturers to meet firm 

export orders, or to produce promotional goods. 

(c) bonus - available to proven exporters 

(ct) NAFTA - under Article 3.7 of NAFTA these licences 

were made available instead of bonus licences2. 

(3) Institutional Assistance 

Institutional assistance to non-traditional exporters 

has included the assistance of Government Departments 

such as: 

Department of Trade and Industry (formerly 
Industries and Commerce) 

Customs Department 
Inland Revenue Department 
Rural Bank and Finance Corporation 
Department of Scientific and Industrial Research. 

Institutional assistance has also been provided by other 

state organisations including: 

Export Guarantee Office (EXGO) 
N.Z. Export-Import Corporation 
Trade Promotion Council 
Development Finance Corporation 
Standards Association 
N.Z. Industrial Design Council 

Traditional exporters have also received assistance 

from a wide range of authorities under the jurisdiction 

of the Ministry of Agriculture and Fisheries, including 

the Wool Board, and Meat Producers' Board. 

2ran Dickson Export Incentives Appendix Four to P.J. Lloyd et al New 
Zealand's Forei n Trade Problems and Structural Adjustment PolicTes 
\Wellington, N.Z. Planning Council, 1980 pp 107-108. 
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Exchange Rate Policy 

Until mid-1979 New Zealand a fixed (but occasionally adjustable 

exchange rate. Adjustments were made on a number of occasions, 

primarily in response to recurrent balance of payments 

difficulties. The adjustments also reflected particular 

concern about problems such as inadequate profitability 

in the farm sector~ 

Governments statements made mention of the explicit use of 

exchange rate adjustments to assist exporters. This was 

most clearly expounded following the 1967 devaluation. In 

the 1969 Budget statement, Finance Minister :Muldoon noted 

that devaluation has acted as the main stimuli to exports 

of manufactured goods and some forest products4. 

There is not room in this study to consider all the forms of 

export assistance. Rather the thesis focuses on the export taxation 

incentive system, and its obvious alternative, exchange rate manipulation5. 

This chapter begins with a dicussion of the effects of a devaluation, 

before discussing the pattern that New Zealand's exchange rate changes 

have taken in the period since 1958. 

3 
R.S. Deane and B.D. White Some Issues of Balance of Payments Policy. 
Reserve Bank of New Zealand Research Paper No. 35 (Wellington, Reserve 
Bank of New Zealand, 1982) p15. 

4Appendices to the Journals of the House of Representatives (AJHR) 
B5-1969 p25. 

5There has been some work on the forms of institutional assistance to 
New Zealand exporters. See A.N. Binette Export Credit Insurance A 
Performance Evaluation of the New Zealand Export Guarantee Office (EXGO). 
Unpublished MBA Paper. University of Otago, Dunedin, September 1980. 
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The Effects of Devaluation6 

In discussion of the adjustment process, it is important to 

realise the impact of changes in the exchange rate. In particular, 

that a change in the exchange rate is a change in the New Zealand 

dollar price of foreign exchange. This means that the price of 

imports and exports sold at world prices change in New Zealand terms, 

but not generally in terms of foreign currency7. In addition, the cost 

of tourism in New Zealand changes relative to the cost of overseas 

travel. Since there is little effect on the foreign currency prices 

of imports and exports, there will be little or no impact on the terms 

of trade. The real impact on the balance of payments current account 

will come from changes in the volume of goods and services traded. 

Devaluation encourages the earning of foreign exchange, while 

discouraging its expenditure. Thus, economic theory dictates that if all 

other factors remain the same, the community will probably import 

fewer goods and services, and will tend to increase exports and 

import substitution. Since there will be inflationary forces generated 

by devaluation (due to amongst other things, the increased cost of 

imports) all other factors will not remain the same. The impact of 

devaluation will therefore differ from sector to sector, dependent 

upon factors including import ratios, and the ability to utilise quickly 

import substitution oppcifturiiti~~; 

Export industries face similar lags. Some immediate response is 

possible (through diverting sales from domestic to overseas markets, or 

by running down stocks), however for most export industries, the long 

6This discussion is taken extensively from Deaneand White pp 14-19. 
7For exports of goods and services with no definite world price, the 
immediate effect is as above. However the New Zealand exporter may 
choose to change his overseas prices in foreign currency terms by 
part or all of the change in the rate, in order to attract more 
business, or to maintain profitability. 



term response involves considerable redevelopment. For pastoral 

exports, this implies an expansion of farm output, as well as 

investment and development in the processing industries. With 

regard to manufactured exports, the redevelopment requires the 

cultivation and expansion of overseas marketing and distribution 

links. In addition, it requires the acceptance of a sales pattern 

in which exports are more than a marginal addition to the domestic 

market. To achieve the potential benefits of a change in the 

exchange rate, it is necessary to retain the relative domestic price 

advantage so that the full impact of the delayed response can be 
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felt. This requires ~estraini~g of the resultant inflationary forces. 

Given these constraints,a devaluation of the New Zealand dollar 

has the following ,eight effec_t~ on the._ec..onomy. 8 

Devaluation has a redistributing effect, favouring exporters and 

home producers of imported goods, at the expense of importers and 

other non-export sector income earners. This in itself will contribute 

towards the inflationary effect, as those income earners adversely 

affected by devaluation endeavour to regain their previous relative 

positions. This effect depends mainly on the flexibility of other 

prices and incomes in response to the direct price effects, and the 

extent to which the money supply accomodates inflation. There is also 

a relative price effect, since the domestic prices of tradeables increase 

relative to home produced nontradeables. 

The resource allocation effect suggests that there may be an 

increase in real income if devaluation contributes to a more 

efficient allocation of resources. However, this effect is likely 

to be offset by a negative real income effect, as a result of higher 

8rn theory, the exchange rate changes also affect capital transactions. 
However New Zealand exchange controls tend to counter any possible 
capita 1 flows. 



consumer prices. If the exchange rate is over-valued, there may be 

speculation against the rate, which may moderate, or even reverse, 

after the rate change. There will be a rise in the domestic cost 

of servicing the external debt, which may cause problems for 

49 

those who have borrowed overseas. In addition, various monetary 

effects occur after a devaluation in response to potential, and in 

some cases present inflationary forces. There may well be tighter 

credit, as attempts are made to counter the e.ffects of inflation. 

The real value of the money stock will be reduced (as a result of 

increased prices), and this may lead to interest rate pressures. 

These~ have all had an impact in the changes in the New Zealand 

exchange rate since 19589. As we saw previously, prior to mid-1979, 

New Zealand had a fixed (with occasional adjustments) exchange rate 

policy. The 1967 devaluation was the first adjustment to the exchange 

rate since 1949. The lack of adjustment over the 1949-67 period stemmed 

in part from policymakers perceived use of the instrument. While in 

other countries, exchange rate policy was considered to be connected with 

the balance of payments 1O , New Zealand placed more emphasis on the 

distributive effect noted above. Thus while the 1948 revaluation 

was sometimes presented as taking advantage of a payments surplus 

to restrain inflation, it was intended to favour wage and salary 

earners at the expense of the prosperous farmers 11 . The 1967 

devaluation was another exchange rate change intended to be used for 

income distributive purposes. The devaluation favoured exporters at 

the expense of consumers, a move which was seen as desirable in view 

9These effects were also present in the changes in the exchange rate prior 
to 1958, i.e. 1933, 1948 and 1949. 

lOThe classical automatic mechanism approach as described by Deane pp 7-8. 
1 1 

uG.R. Hawke "The Growth of the Economy 11 in The Oxford History of New 
Zealand. W.H. Oliver (ed) (Wellington, OUP, 1981) p393. 



of the fall in wool prices in the 1966-67 season. However it was 

also seen as an opportunity to, 

11 break out of a balance of payments problem found to be 

increasingly constrictive 1112 . 
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The opportunity to do so, via a devaluation~was made all the easier 

by the devaluation of sterling (by 14.3 percent), prior to the New 

Zealand decision. 

The concern for national, or at least governmental oride, also 

clayed a role in the decision 13 . The resulting devaluation was a 

massive 19.45 percent, which also brought the New Zealand and Australian 

dollars into parity. In an attempt to offset the inflationary effect, 

the devaluation was accompanied by severe fiscal and monetary restraints. 

Fiscal measures included the removal of Government subsidies on basic 

food items, limits on Government expenditure, and increased sales 

taxes and duties on a number of consumer goods. Credit and hire 

purchase controls were also tightened considerably14 . The effect 

of these policies was to dampen domestic demand. 

The combination of dampened demand and the opening up of the 

increasingly competitive Australian market for New Zealand goods, saw 

manufacturers begin to utilise excess capacity for export. However, 

the advantages of devaluation began to be quickly eaten away by inflation 

and the traditional election year import orgy. It was the NAFTA 

arrangements and the provision of export taxation incentive assistance 15 

12 Ibid p393. 
13Governments may see the need to devalue as implying a loss of confidence 
in the handling of the economy. Katzenstein has noted a similar 
phenomenon in Britain. See Peter Katzenstein 11 Power and Plenty: 
Foreign Economic Policies of Advanced Industrial States 11 in International 
Organization, Autumn 1977, Vol. 31, No. 4 p600. 

14This is a clear example of the monetary effect, noted above. 
15 For details of the incentive schemes, see below. 
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that helpted to counter this. NAFTA provided the secure market, 

and the export incentives, by functioning as a one-sided devaluation, 

gave manufacturers assistance and time to restructure . 

If the 1967 devaluation was in part a response to the recognition 

of the role that devaluation could play in managing the balance of 

payments, then the exchange rate changes of the early seventies were 

even more so. Prior to December 1971, the New Zealand dollar was fixed 

to British sterling, however with the final breakdown of the Bretton 

Woods agreement, New Zealand moved to fix the dollar to the US dollar. 

This was accompanied by a minor (1.75 percent) devaluation. This move 

also implied recognition of the less than central role that the 

British market now played for New Zealand. 

Further changes occurred in 1973. In July, New Zealand revalued 

by 3 percent. This decision was in response to changes in the 

international finance market, but also sought to reduce the foreign 

reserve 16 accumulation on domestic inflation. This was not sufficient, 

and in September, the dollar was again revalued, this time by 10 

percent. The boom in agricultural prices ended in late 1973 partially 

in response to the changes in the international economy due to the 

oil crisis. For New Zealand, this meant an easing of foreign reserves. 

In September 1974, following an Australian decision to devalue, New 

Zealand was forced to follow suit, with a devaluation of 9 percent. 

This was also seen as a means of increasing the value of traditional 

exports, particularly as the major markets for these products, the 

EEC, Japan, and the US, all left their exchange rates unchanged. 

Equally importantly, the New Zealand decision was designed to ensure 

that manufactured exports remained competitive on the Australian market. 

16Foreign reserves had increased substantially due to high prices for 
agricultural exports. 
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Early August 1975 saw the New Zealand dollar devalued by a 

further 15 percent, not in response to overseas pressure or action, 

but rather as a means of assisting farmers and manufacturers to 

retain their profitability in spite of domestic inflation 17 . By 

December 1976, the dollar was again devalued, once again in response 

to changes in the Australian currency. The Australian dollar was 

devalued by 17.5 percent, which New Zealand responded with a 7 

percent downward change. However as the New Zealand dollar had 

remained pegged to a basket of currencies (including the Australian 

dollar), the effective change was only 4 percent. A minor revaluation 

followed the next month, after further changes in the Australian currency, 

leaving New Zealand manufacturers strongly disadvantaged on the 

Australian market. In response, the Government made available 

additional compensatory export taxation incentives. The exchange 

rate then remained unchanged until the 1979 Budget. 

In mid-1979 New Zealand adopted an exchange rate system akin 

to a crawling peg, but incorporating some of the characteristics of 

completely fixed and fully flexible exchange systems. The exchange 

rate was pegged to a basket of currencies, and until mid-1982, 

(when the wage and price freeze was announced), small changes 

were mad~ at frequent intervals. This system was based on two 

criteria. Primarily, changes were made to the extent that New 

Zealand 1s inflation rate, and in particular changes in exporters• 

costs (and hence their competitiveness), diverged from the average 

rate of inflation. In addition, factors such as long term changes 

in the terms of trade and other structural considerations influenced 

changes. 

Since the 1967 devaluation, exchange rate modifications have 

17 r.e. the use of devaluation for income distribution. The 1975 
election was oniy four months away. 
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been used primarily as a means of maintaining export competitiveness, 

but only indirectly, as a means of attempting to manage the bal~nuJ 

of payments. Exchange rate adjustments as a means of directly 

distributing inco~e have been replaced by changes to the tax system, 

and for the agricultural sector, Supplementary Minimum Prices (SMP's), 

The use of taxation incentives as an export encouragement instrument 

has been tempered by the need to maintain some degree of parity with 

the exchange rates of the major trading partners. · 

Jh_~ __ effe_cts qf devaluation are theoretically 

non-discriminatory. However, in practice some sectors respond much 

faster. Devaluation not only increases the competitiveness of New 

Zealand exports, but also creates upward pressure on both import 

costs and internal wage rates. Both of these are inflationary, and 

so ~egate the impact of devaluation. The other ~ffect of devaluation 

on the external debt has not been beneficial to New Zealand. The 

continual devaluation of the 1979-82 period, and the changes in the early 

seventies, meant that loan servicing costs increased, with a 

corresponding negative impact on invisibles 18 . 

The use of incentives and other forms of export subsidisation 

can be seen as a way out of this trap. There are three economic 

reasons for providing assistance to exporters - a) as compensation 

for an inappropriate exchange rate, b) as compensation for the cost 

disadvantages arising from protection of domestic industry, and c) 

as encouragement for the diversification of export composition. 

All three reasons have been explicitly important in the utilisation 

of incentives in New Zealand. 

In theory, incentive assistance functions as a one sided 

devaluation, without the upward price pressure i.e. the relative price 

18This can be seen clearly in Diagram 2.1, above. 
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effect, and resulting inflation. The conditions under which export 

incentives would be equivalent to devaluation are explained by A.A. 

Smith and A.K. Lienart as follows:-

A uniform commercial policy, defined as an equiproportional 

subsidy on all exports combined with a tariff at the same rate 

on all imports, would have similar short-term and long-run effects 

to that of devaluation. However, whether the two processes would 

have identical impacts on the net accumulation of foreign exchange 

would depend on how the policy is financed. Any initial improvement 

in the trade balance implies a positive net budgetary outlay 

which could be financed in a number of ways. If financed 

through an appropriate tax adjustment so that residents• real 

money 1s · adjusted only through the balance of payments then the 

impact would be the same as with devaluation. But if financed 

in a way permitting partial adjustment of real balances within 

the domestic economy the result would be a proportionately lower 

net accumulation of foreign exchange in long-run equilibrium19 . 

This assumes that the monetary effects of a change in the trade balance 

could be absorbed by the monetary authorities. However, there are 

practical differences between the effects of export incentives and 

subsidies. These arise, firstly because export incentives and import 

surcharges are frequently applied to current account transactions, and 

secondly, because they are seldom applied in a uniform fashion. Al~d 

the administrative costs are likely to be higher than those involved 

in making an exchange rate change, and finally, such schemes may lose 

their effectiveness, as misuse and evasion undermine their impact. 

19A.A. Smith and A.K. Lienart 11 Export Incentives 11 in External Economic 
Structure and Polic . An Anal sis of New Zealand's Balance of Pa ments. 
Deane, Nicholl and Walsh eds Wellington, Reserve Bank of New Zealand, 
1981) p274. 



There are other disadvantages. Incentives and subsidies are 

not as efficient as devaluation in allocating resources 20 , as 

well as~ a negative effect on Government revenues if, as in the 

New Zealand case, they are not directly financed. In New Zealand, 

the export incentive scheme was officially estimated to have cost 

$347.9m21 in 1980, and unofficially to have cost $720m22 . 

Although theoretically incentive assistance provides a second 
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best alternative to manipulations of the exchange rate, this has been 

favoured. A number of factors are important in this. For many industries, 

rapid utilisation of the cost advantages created by devaluation is not 

feasible before inflationary pressures erode this advantage. Secondly, 

the import intensiveness of many industries means that devaluation 

is in the short term disadvantageous. Thirdly, the provision of 

incentive assistance has no negative impact on the external debt, 

if the assistance is financed internally. These factors have all 

been important in the New Zealand situation. The following section 

examines the aims and operations of the schemes which operated in 

New Zealand in the 1962-82 period. 

The introduction of export taxation incentives into New Zealand 

was a partial response to the 1961-62 balance of payments crisis. 

However, it was also a response to the wide ranging evidence which 

suggested that New Zealand was entering a period in which the payments 

deficits could become larg_er- and more persis'terit. Compared with 

other countries, New Zealand had displayed low rates of productivity 

growth, low rates of export volume growth, and in general poor economic 

20oeane p15. 
21 oepartment of Statistics Information Service Release 82/216 

October 1982. 
22 11 $720m Export Incentive Bill Met By Taxpayer" New Zealand Herald 

18.8.81. 
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performance23 The only area of the economy that showed any signs 

of growth was employment. Threats of British entry into the EEC 

added to the despondency. 

It was recognised that measures to restore the external balance 

were necessary. The National Party was still committed to phasing 

out quantitative restrictions on imports (the policy option advocated 

by Treasury). The other main alternative - devaluation - was 

considered inappropriate in what were seen as inflationary conditions. 

The Monetary and Economic Council argued that devaluation would only 

produce slow responses from the agricultural sector, and would not 

provide sufficient incentive for manufacturers to move out of secure 

domestic markets. Furthermore they were concerned about the possible 

wage-price spiral effects. Finally the Council rejected devaluation 

on the grounds of its income distributional effects, which they saw 

as undesirable from a social or political viewpoint24 . 

Therefore instead of recommending devaluation, the Council pressed 

for tax deductions on export promotion expenditure and on export 

income, with the fiscal cost to be offs~t by an overseas exchange 

tax25 . The Manufacturers Federation was also an early enthusiast 

of the incentive schemes26 , ~d~ocating not only taxation assistance, 

but also more liberal import licensing procedures for exporters' 

raw materials. 

23smith and Lienart p270. 

24Ross Cullen and Paul Wooding Ex art Incentives in New Zealand, 1962-
1977. Otago Economic Discussion Papers No. 7803 Dunedin, University 
of Otago, 1978) p2. 

25 In fact no exchange tax was introduced, and the incentive schemes 
continue to be effectively financed out of the General Revenue Account. 

26The one factor that would really activate manufacturers to export -
A substantial reduction of income tax on the earnings of that company 
according to the proportion of production exported. The Manufacturer 
Nov. 1962 p62. 
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The New Zealand Export Taxation Incentive Schemes 

The legislation used to implement the incentive schemes in New 

Zealand can be used to classify the incentive schemes in four ways 27 . 

(a) Those designed to directly stimulate export performance. 

(b) Those designed to·encaurage the0development of overseas 

markets, or the promotion of New Zealand mproducts. 

(c) Those designed to assist in the development of productive 

capacity for export. 

(d) Those established on an ad hoc basis or to assist exporters in 

some change in their external environment. 

The schemes falling under each of these categories are discussed in turn. 

Export Performance. 

These apply to the manufacturing and service sectors, and take 

the form of grants and tax rebates (or cash refunds to those in a tax 

loss situation), linked specifically to exporting activity. Five schemes 

fall under this general category. 

(1) Increased Export Taxation Incentive (IETI) 28 

Its original form provided for a deduction from assessible income 

of the proportion that increased exports made up of net income, 

calculated on the basis of gross income. The increase in exports was 

measured by the difference between export sales in the current 

income year and the average of export sales in the first three of 

the immediately preceding four income years, This formula was changed 

in 1966-67 to a deduction of 15 percent of the increased exports over 

27This typology broadly follows that of Dickson pp 97-113, and Smith 
and Lienart pp 271-273. 

28 
The following discussion of the incentive schemes is based extensively 
on Dickson pp 97-113. 
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the first three of the immediately preceding five income years, and 

changed again in 1967 when it was raised to 20 percent. In the following 

year, it was lowered to 15 percent (due to the devaluation), where it 

remained until 1972. That year the deduction was raised to 20 percent, 

where it remained until settling at 25 percent in 1975. 

The IETI is characterised by the relative ease with which the 
I manufacturers lobby has been able to have the 11 increased 11 part of the 

incentive increased. At its inception, the IETI provided for the 

deduction to be related to the increase in exports over the average 

of the first three of the previous four income years. In 1966-67 

this was relaxed to the first three of the previous five years. It 

was extended to the first three of the last six years in 1972-73, 

and finally to seven in 1975-76. Throughout this, a provision existed 

to adjust the base exports, where they have been unduly affected by unusual 

circumstances29 . 

In 1973-74 a new set of criteria for admitting products to the 

IETI was introduced. Initially, the Act had classified types of 

products not eligible for the incentive, while exceptions exempt 

from the exclusion were specified in a schedule to the Act, amended 

by Order in Council. The new set of criteri,a allowed for admission 

of goods, where domestic processing was uneconomic or impractical, 

and where prospects for further development of export markets existed, 

with no consequential distortion of the domestic market, or structure 

29 By the very nature of their production methods, few industries are able 
to sustain rapid growth for long periods, unless they are able to 
innovate and adapt rapidly to new technology. Added to the whims of 
international demand, restricted entry for many of these products, and 
a high proportion of marginal costing, the likelihood of a diminishing 
rate of increase in incentive assistance for a given firm becomes high. 
Thus with a constant level of exports, the level of assistance received 
by an individual taxpayer will decline over time. The typical 
Governmental response has been to relax this base biting constraint. 
See Dickson p98. 
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of local industry30 . 

The IETI had a domestic processing criterion, in that while a 

product may have qualified for the incentive under the conditions in the 

Act, it must have been processed in such a way that the ratio of domestic 

processing to landed value of imported inputs exceeds a certain value. 

That figure increased from 15 to 25 percent for the 1976-77 income tax 

year, to 30 percent for the 1977-78 year, and to 35 percent for the 

1978-79 year. This measure aimed to increase the level of domestic 

processing in New Zealand 1 s exports. In practice, it kept only a few 

products out of the scheme, which allowed for exemptions by Order in Council. 

A guarantee provision was introduced in 1969 to relieve some of 

the uncertainity faced by the exporter whose sales were increasing slowly, 

and who wished to take the incentive into account when price setting. It 

ensured that the rate of incentive received per dollar of qualifying 

exports, would be no less in one year that would have been received in 

the previous year had there been no guarantee. 

Following the 1975 revisions, the IETI became known as the 

Increased Exports - Goods Taxation Incentive (IEG). 

(2) Qualifying Services Export Taxation Incentive 

This scheme was in operation in the years 1975-76 to 1980-81. 

It allowed an iricentive (in the form of a deduction from assessable income) 

of 5 percent of the gross fees from qualifying services performed 

overseas. This was subject to the net amount being remitted back through 

the New Zealand banking service. The list of qualifying services 

was not large and was mainly directed towards the provison of advisory 

services. The scheme was replaced by the Export Performance Taxation 

30 
It was under these criteria that a number of non-traditional 
horticultural products were able to receive the incentive. In addition, 
a number of less preferred species of fish were also eligible for the 
incentive, 
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Incentive for Qualifying Services, which pays a tax credit of 11.9 

percent of net remittances. The list of qualifying services has been 

expanded31 . 

(3) Qualifying Overseas Projects Taxation Incentive 

These projects relate more to technical services, e.g. engineering 

and construction. The scheme allowed a 10 percent deduction of the 

net foreign exchange earnings; in contrast to the services scheme. 

The provisions relating to the remission of earnings were different, 

to take into account arrangements peculiar to the contracting business. 

These arrangements revolved around the timing of receipts and payments 

in respect of income tax years. _The incentive was replaced in 1980-81 

by the Export Performance Taxation Incentive for Qualifying Overseas 

Projects, which allows a tax credit of 11.9 percent of net foreign 

currency earnings remitted to New Zealand, in respect of the project. 

(4) New Market Increased Exports Taxation Incentive (NM) 

Introduced in 1975, the NM provided for an additional 15 percent 

deduction in respect of the value of exports to a new market in the 

first year. In the second year, the deduction was 15 percent of the 

increase over the first year's sales. To receive this incentive, the 

exporter had to have already qualified for the IETI. A new market was 

defined as a country, or part thereof, which the Secretary of Trade and 

Industry considers to be a distinct and separate market, to which no 

more than token quantities were exported in the three years immediately 

prior to the sale. 

31The list of qualifying services under the earlier incentive was quite 
restricted. For example it included, engineering (including contract 
supervision) services, not being services which consist of altering, 
extending, repairing, constructing, manufacturing, fabricating, 
demolishing, or removing any building, construction, goods, materials 
substance or thing. 
- Dickson p 99. 
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In practice there was considerable difficulty in deciding what 

constituted a new market. The tanning industry was granted a 

blanket new market status for 11 of its exports in 1976, and as 

Dickson argues the scheme in some circumstances led to exporters 

shifting their principal markets on a two year cycle in order to 

. . t . 32 max1m1se ax savings . 

(5) Export Performance Taxation Incentive 

One of the 'new' incentive schemes introduced in the 1980 budget, 

the scheme offers a rebate (or cash refund to those in a tax loss 

situation) calculated on the basis of the New Zealand value added in 

foreign exchange earned and remitted to New Zealand. This scheme 

effectively replaces the other performance schemes, including the IETI. 

For exporters of qualifying services, and wholesalers and retailers 

of qualifying tourism services, the incentive is based on net foreign 

exchange remittances, adjusted to take account of the import content 

of the New Zealand services' provided. Export commodities are classified 

into one of seven bands according to their New Zealand value added. 

These bands are set a levels which, on average are equivalent to 14 

percent of the domestic value added in each foreign exchange dollar. 

earned and remitted to New Zealand. 

Market Development and Promotion:-

(1) Export Market Development Taxation Incentive (EMDTI) 

The scheme was the first export incentive to be introduced into 

New Zealand. At its introduction, the scheme provided for an additional 

deduction for certain classes of expenditure incurred in promoting 

exports ·of one and a half times the actual amount spent, subject to 

32oickson p98. 
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the proviso that in no case shall the tax saving exceed 15s for 

every:t: 1 spent33 . Prior to the changes announced in the 1980 Budget, 

the EMDTI allowed a special additional deduction of 50 percent of 

certain prescribed expenditure. The maximum tax saving was limited 

to 75 cents in the dollar, obtained with a maximum marginal tax rate 

of 50 percent. 

Prescribed expenditure was limited to expenditure that was:-

(a) ordinarily tax deductible, 

(b) incurred primarily for the purpose of seeking opportunities 

or creating or increasing demand for the exports of goods 

and services from New Zealand. While the definition of goods 

was free from qualification, the definition of services was not, 

and (c) fell within the definition of prescribed outgoings in the 

Income Tax Act. 

In practice, the administering of the scheme was fraught with problems. 

It was difficult for the Inland Revenue Department to ascertain the 

authenticity of expenditure incurred overseas. Although the scheme 

has played a major role in encouraging exporters to take the first step 

into overseas markets, by reducing the initial cost of a marketing 

set-up, it is an input subsidy encouraging the use of foreign exchange. 

From the 1980-81 tax year the EMDTI provided for a tax rebate 

(or cash refund to those in a tax loss situation) for exporters of 

67.5 percent of qualifying expenditure, which must be directly related 

to the promotion of New Zealand made goods and services. The list of 

eligible expenditure has also been further restricted. 

(2) Tourist Promotion Taxation Incentive (TP) 

This scheme is similar to the EMDTI. It paid the same rate of 

33Hon H.R. Lake, Hansard 15.11.62 p 2897. In Dickson pl02. 
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Incentive under similar conditions but applied to expenditure incurred 

in encouraging the devlopment of the New Zealand tourism industry. 

(3) New Market Development Grants 

This scheme was announced in 1976-77, and provided a 40 percent 

non-taxable grant for eligible expenditure incurred in the encouragement 

or development of a new market for goods of New Zealand origin overseas. 

The definition of a new market is the same as that used in the NM. 

(4) Services Export Development Grants 

The grants paid under this scheme had the same value-as those in 3 

above. The grants were made by the Minister of Overseas Trade on the 

recommendation of the Services Development Grants Advisory Committee 

(SEDGAC) 34 , which in considering applications had to consider the amount 

of New Zealand content, the probability of success, the proficiency 

of the applicant, and the prospects for follow on business. Expenditure 

eligible for this incentive had to be eligible for the EMDTI. 

Export Production Incentives 

(1) Export Investment Allowance 

This special allowance was announced in the 1976 Budget. It is 

an input subsidy designed to stimulate investment in capacity to produce 

goods with export potential. It permits a deduction from assessible 

income of up to 20 percent of the cost of investment in plant and 

machinery, the percentage deductible being determined by the proportion 

of output exported. There are two sets of eligibility criteria. The 

allowance is automatic for those already engaged in exporting, and gives 

34 
The majority of the incentive schemes were directly administered by 
the Department of Trade and Industry. See Dickson p 104. 



a special deduction up to a maximum of 20 percent over and above 

ordinary depreciation on the basis of twice the proportion that 

export production bears to domestic production. 
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For those manufacturers with no record of exporting, detailed 

plans and forecasts of future development (which must be substantially 

for export) must be approved by the Development Finance Corporation. 

Again a maximum deduction of 20 percent, on the basis of one half of 

the projected share of total sales for export, is imposed. 

(2) Export Suspensory Loans 

These are made available to New Zealand based exporters to assist 

with the capital cost of plant and equipment, for projects where a 

high proportion of output is expected to be exported. Loans of up to 

$100,000 are available to exporters who meet a predetermined export 

target over three years within a five year period. After conversion 

to a grant, the loan proceeds are treated as taxable income spread 

over the following three years. 

(3) Exemption from Sales Tax 

On the approval of the Collector of Customs, machinery and 

appliances used in the production of goods for export may be granted 

an exemption from New Zealand sales tax. 

Specific Adjustment and Ad-hoc Schemes:

(1) Compensatory Allowance 

This was introduced as a specific response to the Australian 

devaluation at the end of 1976. It allowed for a special deduction 

from assessable income of 9 percent of one third of qualifying exports 

in the 1976-77 year, and a flat 3 percent in the 1977-78 year. 
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(2) Electricity Price Increase Adjustment Assistance 

In May 1979 the Government announced a 60 percent increase in 

the bulk electricity tariff. Soon afterwards assistance for larger 

exporters using large amounts of electricity were announced. This 

was on the basis that they would not be able to pass on the price 

rise as easily as those producing for the domestic sector. 

In addition, the farming, forestry, and fishing industries 

benefit from a number of policies which, in assisting in their operations, 

provide an incentive .to increase production, and thereby exports. 

These include the Livestock Incentive Scheme, the Land Development 

Encouragement Loans, and Forestry Planting Assistance. 

Conclusion:-

New Zealand's export taxation incentives do not conform to the 

ideals set out earlier in this discussion. In this respect they do 

not function as the best possible alternative to exchange rate 

adjustment. By confining assistance (in varying levels) to specified 

types of goods and services, an effective multiple exchange rate 

market has been created. In part this arises from the differing 

rationales of the schemes, which are as much seen as compensation 

for the differing levels of protection, as compensation for the 

exchange rate. Furthermore as Smith and Lienart have noted:-

Apart from the direct fiscal cost (and the need to finance this 

appropriately if the same effects on the balance of payments are 

to be obtained as would result from an exchange rate adjustment) 

the variety of incentives offered in New Zealand, each with 

their separate administrative costs, would appear likely to 

add up to a significantly higher cost overall for the gains 

achieved than would be incurred in making a suitable adjustment 
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to the exchange rate for the same ends35 . 

It is clear that New Zealand policymakers saw incentives, even 

given these problems, as a better economic option than devaluation. 

However, no ongoing investigation of their effectiveness of 

operation was ever carried out. Chapters Four and Five are an 

attempt at such an investigation. Chapter Four begins by examining 

the domestic economic environment of the manufacturing sector. It 

highlights the pattern of manufacturing production, both in terms 

of production levels and destination, over the sixties and seventies. 

It also examines the other influences, the levels of protection, 

the pattern of overseas ownership, the size of New Zealand manufacturing 

establishments, before examining the distribution of the main incentive 

schemes discussed in this chapter. This provides the background for 

the analysis of the effectiveness of incentives in increasing the 

real value of manufactured exports, which is examined in Chapter Five. 

35smith and Lienart p275. 
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CHAPTER FOUR 

NEW ZEALAND MANUFACTURING SECTORS, AN EMPIRICAL EXAMINATION 

Chapter Four is the first of two chapters empirically examining 

the New Zealand Export Taxation Incentive Schemes. Chapter Three 

explored the theoretical functioning of the incentives schemes, while 

Chapters Four and Five are concerned with the operation of the schemes 

in practice. Chapter Four is particularly concerned with examining the 

interaction of the incentive schemes with the manufacturing environment. 

It examines at some length the relationships between incentive assistance 

and import protection, overseas ownership, the size of manufacturing 

establishments, and the move away from complete dependence on the domestic 

market. By reviewing these features since 1958, the chapter sets in 

motion an evaluation of the possible distributive effects of incentive 

assistance. The chapter concludes by empirically examining the 

relationships between export values, incentives, protection, and the size 

of establishments. 

The chapter commences by reviewing the major features of New 

Zealand manufactur.ing since 1958. 

Methodology 

The economy was divided into 54 sectors based on a classification 

used by the ~epartment of Statistics in their tables 

'Companies. Classification by Industry: Income, Tax Assessed, Special 

Allowances, Dividends and Shareholders Funds' in the publication 

Incomes and Income Tax. 1 These tables record data for the individual 

taxation concenssions, based on information provided for the Inland 

ioepart111ent of Statistics Statistics of Incomes and Income Tax 
Published annually. 
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Revenue Department by individual companies. The 54 sector breakdown 

included 21 manufacturing sectors, 14 traditional exporting sectors 

(primary industries and food processing), and 19 service/tertiary sectors, 

all with varying degrees of involvement in exporting. Table 4.1 records 

this classification. The Department of Statistics standardized the 

recording and tabulating of Company Income data in 1975-76. This 

meant that sectors were classified in terms of NZSIC codes, instead of 

the previously unlabelled (but less aggregated) divisions. There were 

a few problems of data incompatibility, but these (confined mainly 

to the textile and engineering sectors), were alleviated by extrapolation. 

Incentive data derived from the Incomes and Income Tax publicati~n, 

and as used throughout the thesis, are for income years, i.e. the 

year ended March. 

Export data for the year ended June was obtained for the years 

1958-78 from the Exports of New Zealand Produce, published as 

supplements to the Monthly Abstract of Statistics 2 This raw data 

was then reclassified into the 54 divisions( in reality 35, since 

the last 19 are service industries), using a trial conversion kit 

supplied by the Department of Statistics. 

Corresponding SITC codes are shown in Table 4.1, as are NZSIC 

codes, and the classifications used in the 1971~72 Inter-Industry 

study. 

Department of Statistics Monthly Abstract of Statistics 
Published Monthly. 



TABLE 4.1: CLI\SSIFICATION OF INDUSTRY SECTORS 

1971-72 Inter-
IJJ. !~U. 'J7ITLE SITC(l) NZSIC(2) Industry Study ____________________ ...:.:....;::..::;_::__:c=-____________ _:_:_=-=-=....:...::~--------==-=-==-==L_-=-=:..::.:~-----

f) Jl' ! DION A - PRTMARY INDU8T1UE8 

7 .c Horticulture/Miscellaneous 
Agriculture 

2 Farming 
3 Indefinite Farming 
4 Agricultural Contracting 
5 Forestry, Logging 
6 Hunting, 'J'i:apping 
7 Fishing 
8 Coal Mining 
9 Quarrying and other Mining 
10 Meat Pr0cessing 
J.l Milk Processing 
12 Other Food Processing 
13 Bakery Products 
14 Miscellaneous FooJ 

DIVISION B - fii.~NUFACTURING 

15 
J.6 
17 

Beverages 
•robacco 
Manufactured Textiles 

Footwear 
Wearing Apparel 

041, 043, 044, 045, 051, 
057, 22 
00, 025 
232 

241-247, 249 
212 
29115 
32 
27, 281, 283-289 
01, 081, 091, 211, 29 
21-024, 026-029 
03, 053-055 
0484 
042, 046-048, 056, 06, 07 
082-089, 092-099, 41-43 

11 
12 
26, 651, 652, 654, 655 
842-847, 849 
85, 612 
653, 657-659 

054, 1119, 1118, 1116 

1111, 1112, 1114 
11199-7 
112 
121, 122 
113 
13 
21 
22, 23 I 29 
3111 
3112 
3113, 3114 
3117 
3116, 3118, 3119, 312 

313 
314 
3211, 3213 

324 
322 

18 
19 
20 
21 
22 
23 
2Ll 
25 

Madeup Textiles, nonclothing 
Wood and Cork Products 
Furniture 

841, 848 3212,3214,3215,3219 

27 

28 

29 
30 
31 
32 
33 

34 
35 

Pulp, Paper and Paper Prods. 
Printing 
Leather 
Rubber 
Chemicals 

Petroleum and Coal Products 
Non-metallic Minerals 
Miscellaneous Manufacturing 
Basic Metals 
Metal Products 
Machinery (non-electrical 
or transport) 
Electrical Machinery 
Transport Machinery 

248, 
82 
25, 
892 
611, 
233, 
511, 
522, 
33, 
66, 
891, 
67, 
691, 
711, 
871, 
77 
713, 

63 3311, 3312, 3319 
332 

64 341 
342 

831 323 
62 355 
513-519, 53-56, 58, 59 351, 352 
523 

34, 521, 524-529 353 
893 356, 362, 369 

895, 897-899 39 
68, 693 37 

692, 694-699, 282, 74 381 
712, 714-719, 72, 7 3, 75 382 
881 

383 
885 384 

DIVISION C - SERVICE INDUSTRIES 

36 
37 
38 
39 

40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

50 
51 
52 
53 
54 

Building None 51 
Road Construction, etc. 52 
Building Ancillary Services 53 
Electricity, Gas, Water and 41, 42, 92 
Sanitary Services 
Wholesale and Retail Trade 61, 62 
Banking etc. Bl 
Insurance 82 
Real Estate 831 
Road Transport - Passenger 7112, 7113, 
Road Transport - Freight 7114 
Water and Air Transport 712, 713 
Other Transport, incl. Rail 7111, 7115, 
storage, etc. 719 
Educational and Psofessional 931 
Services 
Business Services 832 
Other Services 896 91, 94, 95 
Restaurants etc. 631 
Hotels etc. 632 
Others None 72,833 

NO'rES: (1) SITC - STANDARD INDUSTRIAL TRADE CLASSIFICATION 
- EXPORT DATA CLASSIFICATION 

(2) NZSIC - NEW ZEALAND STANDARD INDUSTRIAL CLASSIFICATION 
(3) 1971-INTER-INDUSTRY STUDY - CLASSIFICATIONS AS USED IN 1971-72 

130 SECTOR INTER-INDUSTRY STUDY TABLES. 

7116 

719 

2, 3 

1 
N/A 
4 
6 
5 
7 
8 
9 
10, 11, 12 
13, 14, 15 
16, 17 
19, 20, 21, 22, 23 
18, 24, 25 

26, 27, 28, 29 
30 
31, 32, 35, 36, 37 

42 
38 
34 
43, 44, 45, 46, 47 
48, 49 
50, 51, 52, 53 
54, 55, 56 
39, 40, 41 
65, 66, 67 
57, 58, 59, 60, 61, 62 

63, 64, 68 
69,70,71,72,73,74,75,76 
92, 93, 94, 95, 96 
77 
78, 79, 80 / 81 
82, 83 

84, 85, 86 
87, 88, 89, 90, 91 

100, 101 
102 
103 
97, 98 / 99, 122 

104 
115 
116 
117 
108, 110 
109 
111, 112 
107 
113 
123 

119, 120 
121, 125, 126 
105 
106 
114 



 
 
 
 
Scanners Note: The original document has no page numbered 70  



71 

New Zealand Manufacturing Environment. 

General Characteristics of New Zealand Manufacturing. 

3 Preston has argued that prior to 1967, New Zealand manufacturing 

was characterised by a strong orientation towards the domestic market, 

a multiplicity of small units, a high dependence on imports, little 

use of local technology, and high and uneven cost structures4. This, 

coupled with high external freight costs and the limited size of the 

New Zealand market (making for inefficient short production runs), 

meant that manufacturing was not competitive on world markets. It 

was in this environment that export incentives were introduced. The 

major features of this environment are examined in this section. 

Of particular interest are the value of manufacturing production, 

the levels of production, the levels of protection, the size of 

New Zealand manufacturing establishments, the role of export and domestic 

markets and the patterns of overseas ownership. 

Manufacturing Production. 

Table 4.2 records the value of manufacturing production for 

selected years in the 1958-73 period. Unfortunately comparable 

data for the 1973-78 period are not available. As Table 4.2 shoes, 

the highest production levels were for those industries based on textiles 

(Sectors 17 and 20), and engineering (Sectors 32 and 35). This is 

indicative of the nature of New Zeland manufacturing, with an emphasis 

on processing some local materials and with a major stree on the 

domestic market. 

3 

4 

Preston 11 Future Strategy" in Rob Taylor (ed) The Balance of Payments 
(Wellington, N.Z. Institute of Public Administration,1981) 

Preston pp 95-96. 
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TABLE 4.2:Value of Manufacturing Production 1958-73 ($m.) 

Sector 1958 1960 1963 1965 1968 1971 

15 22.2 22.0 30.8 34. 9 46. l 78.3 

16 13.4 15.2 17.8 18.4 20. l 26.5 

17 60.0 76.6 88.2 120.8 132 .8 223.9 

18 ) 

19 ) 85.4 90.4 103.6 126.6 125.9 172. 7 

20 ) 

21 77 .2 90.6 102.8 110. 9 135.2 l 88. 7 

22 23.6 24.8 30.6 38.7 38.3 51. 3 

23 54.2 62.4 83.4 l 01 . 9 131. 4 186. 5 

24 45.8 52.4 65.4 78.3 96. 3 132. 2 

25 8.2 10.4 12.4 14.3 15.9 23.5 

26 21. 8 23.0 28.2 31. 9 36.5 50.9 
27 · 57.8 67.8 78.2 99.9 122.5 167.8 

28 5.8 6.8 10.4 50.4 68.7 84. 5 

29 41.4 47.4 55.6 71. 5 74.8 l 01 . 9 

30 14.2 20.2 29.4 42.9 65. l 103.4 

31 6.6 8.4 11. 2 15.9 29.7 81. 3 

32 47.4 57.4 80.6 113.9 127. 1 213.8 

33 56.4 59.4 71.6 105.6 124.6 182. 5 

34 25.2 30.2 51.8 84.4 78.4 117. l 

35 130. 6 127.8 175. 8 231 .8 264.9 404.6 

Sources: New Zealand Year Book 1962, p. 515; 1965, p. 309; 

1968, p. 495; 1971, p. 500; 1973, p. 487; 1975, p. 476; 

1 9 77 , p . 44 4. 

1973 

100.6 

34. l 

408.9 

250. l 

287.2 

90.6 

276. l 

178.7 

45.l 

63.6 

253.0 

110. 2 

158.7 

186. 2 

192.3 

367.9 

272 .2 

175.3 

358.6 
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The increases in production volume over the same period were 

similar to those in production value (see Table 4.3 below). 

Unfortunately, volume data are not available on a sectoral basis over 

this period. 

Table 4.3: Volume Production Index 1957-58 to 1973-74. 

Year Index Annual Increase(%). 

1958 1070 7.0 

1959 1131 5.7 

1960 1175 3.9 

1961 1290 9.8 

1962 1359 5.3 

1963 1420 4.5 

1964 1574 10.8 

1965 1776 12.8 

1966 1901 7.0 

1967 2006 5.5 

1968 1983 -1.1 

1969 2036 2.7 

1970 2279 11. 9 

1971 2377 4.2 

1972 2477 4.2 

1973 2631 6.2 

1974 2977 13.2 

Source: Statistics of Industrial Production 1973-74 
Table 1 Historical Summaries of Industrial Production 
Time Series.General Statistics 

The most spectacular increases in production volume were recorded 

in the early sixties, in particular 1960-63, when production volume 

increased 20.8 percent, and in 1963-65, when the increase was 25.1 

percent. The value of production also substantially increased in these 

periods. The 1968-71 period was also characterised by an upward 

movement in the volume of production. The only year in the 1958-74 period 

when the volume of production declined was 1967-68, illustrative of the 
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effects of the domestic recession. The economy was slow to recover. 

The following year, production volume again increased (by 2.7 percent), 

but this was substantially below the annual avarage of 6.9 percent. 

Manufacturing Growth 

While the value of production was highest in Manufactured 

Textiles (Sector 17), it did not enjoy the same growth rates as the more 

recently established industries. Table 4.4 records the increases in 

manufacturing production in the 1958-73 period. All sectors recorded only 

slow or moderate growth rates in production value over the 1958-60 period. 

This is indicative of the complacency of the 1950 1 s, when production 

was still concentrated in small, often backyard enterprises, with 

little use of new technology. Most industries were substantially 

affected by the measures introduced to cope with the 1958 balance of 

payments crisis. However, as we saw in Chapter Three, for many industries 

there is a considerable lag between application of economic stimuli 

(for example import barriers or devaluation), and changes in capital 

investment. 

Many New Zealand industries moved very fast in capitalising on the 

advantages created by the total import controls. The value of manufacturing 

production increased substantially for most industriei in the 1960-63 

and 1963-65 periods. The most spectacular increase in the latter period 

was for Petroleum and Coal Products (Sector 28), which recorded 

a 384.6 percent growth in production value. This reflects the coming 

on stream of the oil refinery at Marsden Point. 

The second period of growth for many industries was 1968-73. 

Here the most spectacular increase was in the basic metals sector. This is 

reflecting the coming into production of the Tiwai Aluminium Smelter, 

and the Glenbrook Steel Mill. The growth in the 1968-73 period also 

c~flect1 the moie by a number of manufacturers into the export arena. 
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TABLE 4 .4: Increases in Manufacturing Production 1958-73 period, by sector 

Sector 58-60 60-63 63-65 65-68 68-71 71-73 Average 

15 -.9 40.0 15.5 32 .1 69.8 28.5 30.9 

16 13 .4 16.5 3.3 9.2 13. 8 28.7 17.2 

17 21. 7 15. 1. 36.9 9.9 68.6 82.6 29.9 

18 ) 

19 ) 5.8 14.6 22.2 -.5 37.2 44. 8 17.7 
20 ) 

21 17.3 13. 5 7.9 21.9 39.6 34. 3 22.4 
22 5. 1 23.4 26.5 1.0 33.9 76.6 27.8 

23 14.4 33.7 22.2 29.9 41.9 48.0 31.6 

24 14.4 24.8 19.7 22.9 37.3 42.7 26.9 

25 26.8 19.2 15.3 11.2 28.9 91.9 32.2 

26 5.5 22.6 1 3. 1 14.4 39.5 26.9 12.0 

27 17.3 15.3 27.7 22.6 36.9 50.8 28.4 

28 17.2 52.9 384 .6 36.3 22.9 30.4 144.5 

29 14.5 17.3 28.5 4.6 36.2 55.7 18.2 

30 14.2 45.5 45.9 51. 7 58.8 80. 1 22.5 

31 21.4 33.3 41.9 86.7 173.7 136. 5 82. 3 

32 21. 1 40.4 41. 3 11 .6 68.2 72 .1 70.6 

33 5.3 20.5 47. 6 17.9 46.7 49.2 31.2 

34 19.8 71. 5 62.9 -7. 1 49.4 49.7 41.0 

35 -2. 1 37.5 31. 8 14.3 52.7 -11 .3 20.5 

All Manu. 13.2 30.9 47 .1 20.5 51.2 53.6 35.7 
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Protection 

Import protection arose not as a deliberate means of encouraging 

industralisation, but rather as one of the policy instruments used to 

combat the 1958 exchange crisis. The response to the crisis saw the 

imposition of extensive import controls. These controls in addition to 

the tariff system already in place, resulted in high levels of 

protection for New Zealand manufacturing. 

As Elkan5, Elley6, and O'Dea 7 have noted, measuring the effective 

level of protection accorded to New Zealand industry is fraught with 

difficulties. These problems arise because of the importance of import 

licensing. As Elley notes any measure of effective protection must 

include "an evaluation of the protective capacity of import licensing, 

difficult and imperfect as such an eValuation must be 811 . 

Table 4.5 records the level of protection accorded to New Zealand 

manufacturing as calculated by Elkan, Elley and O'Dea. Effective rates 

of protection have not been calculated for sectors 21 and 23, the 

forestry industries 9 For most industries the average level of 

protection accorded to manufacturing peaked during the mid-sixties. 

There are 'exceptions, for example sectors 15 and 16, which recorded 

their highest level of protection in 1971/73. Elley argues that the 

combined estimate for these sectors is unstable, firstly because of 

the relatively small prortion of output (less than 6 percent) 

contributed by factors of production; and secondly, because of the 

5P.J. ~lkan Industrial Protection in New Zealand 1962-67.Technical Memorandum 
No.15 fWellington,New Zealand Institute of Economic Research,1972) 

6Yalmai Elley Effective Protection in Selected New Zealand Manufacturing 
Industries in 1972/73. PEP Occastonal Paper No 29 (Wellington,Victoria 
University,1976) 

7oes O'Dea Protection and Unemployment Address to the 22nd Annual 
General Meeting (Wellington, New Zealand Institute of Economic 
Research, 1980) 

8Elley p2. 
n 
JO'Dea estimated an ERP for wood and wood products of 28.9 in 1978/79. 



77 

presence of indirect taxes 10 In general though, the swingback in the 

seventies to both the lower levels of protection of 1955/58, and 

the lower cost excess position 11 (key to the calculation of the 

effective levels of protection) was due mainly to the 1967 devaluation 12 . 

There are two possible explanations for the negative estimates of 

protection in Table 4.5. Either the factors of production were receiving 

a lower reward for their contribution to output that they would have 

if all was sold at market prices, or the cost excess was underestimated 13 . 

This intoduces the possibility of unreliability into Elley's negative 

coefficients for 1972/73, and Elkan's estimates for 1955/58 and 1964/67. 

In spite of the difficulties of accurately measuring the levels 

of protection for New Zeland manufacturing, it would appear that these 

levels are declining. Gallacher estimated an average level of protection 

for the whole manufacturing sector of 40.9 in 1978/7914 , with the most 

extensively protected sectors remaining textiles, rubber, engineering 

and miscellaneous. 

10 
The formula for calculating the estimate of protection is as follows: 

1 + z. = 1 - a .. 
l l J 

Elley p 30. 

a .. 
lJ 

( 1 +t . ) 
J 

Where z. is the estimate of protection, 
aji are 1 the interindustry coefficients, 

ti percentage cost excess for sector i 
t. percentage cost excess for other inputs e.g. 
J depreciation, imports. 

11The cost excess position is an estimate of the ratio of net value added 
in the the production of domestic output in each secto, over net value 
added with products sold at world market prices. 

12Elley p31 

13Ell ey p34 

14Gallacher p 76 

15 
There are difficulties in comparing these sectoral differences across 
time, primarily because 0'Dea and Gallacher 1 s estimates are more 
aggregated than those of Elley or Elkan. 



TABLE 4.5: Effective Rates of Protection for Manufacturing 
Industries 1958-1979 

Sector 1955/58(1) 1964/67(2) 1971/73 (3) 

15 ) 

16 ) -31.3 -9.6 61.0 

17 ) 

20 ) 59.7 148.6 78.1 

18 57.1 98.7 68.7 
19 124.2 1105 .4 169.4 

21 
22 91. 9 200.0 41.3 

23 
24 16.3 29.4 -19.2 
25 37.4 192.9 112 .1 
26 21.8 90.6 111.1 

27 10.9 22.9 51.6 

28 42.8 -39.3 -65.9 

29 -15.1 13.9 22.8 

30 69.0 186.4 92.8 

31 -5.8 161.8 10.3 
32 83.2 616.5 99.5 
33 135.9 99.2 57.0 
34 116.6 406.1 365.3 

35 2428.3 101.5 -165.4 

Sources: (1) From Elkan, quoted in Elley, Table XI, p32. 
(2) From Elkan, quoted in Elley, Table XI, p32. 
(3) Elley, Table XI, p32. 

78 

1978/79(4) 

8.6 

) 
) 
) 69.2 
) 
) 
) 

28.9 

9.8 
69.2 

) 
) 48.7 ) 
) 

17.1 

76.2 
3.7 

) 
) 
) 64.2 
) 
) 
) 

(4) 0 1 Dea, Table 3, p14 (similar rates have been calculated 
by John Gallacher New Zealand's Medium Term Economic 
Outlook and Regional Implications. Occasional Paper 
No. 6 (Wellington, New Zealand Institute of ~conomtc 
Research p76). 
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Size of Establishment 

Fisher, in 1960, argued that small and medium firms, in particular 

small firms wishing to become more efficient, faced considerable 

problems in the New Zealand manufacturing environment. Firms employing 

less than fifty people can be efficient (due to high levels of personal 

contact between labour and management), whereas over that level there 

is an efficiency loss not overcome until firms move into the over '200' 
16 class . Other problems associated with small firms include the lack of 

real research and development, and difficulties with moving into 

the export market due to the lack of entrepeneurial skills. Although 

no physical restrictions are plsced upon small enterprises attempting 

to enter the export arena, a small number of the total enterprises in 

New Zealand account for the majority of both total sales and exports. 

Manufacturing development in New Zealand was characterised by a 

large number of very small enterprises, employing fewer than twenty 

people. From Table 4.6, it can be seen that the percentage of total 

establishments employing less than twenty people declined slowly in 

the seventeen years prior to 1974. There has however, been considerable 

growth in the proportion of medium establishments (i.e. those with 

between 101 and 200 employees), which grew by over 80 percent over the 

2958-74 period. This compares with a total increase in establishments 

of 13.5 percent. The early sixties appear to have been a period of 

relative stagnation in terms of changes to size of production unit. It 

appears that the intensive import substitution phase that New Zealand 

manufacturing underwent in the early 1960's was associated with the 

setting up of typical New Zealand sized enterprises, i.e. with a 

small labour force. 

16 
Fisher in Harvey Franklin Trade,Growth and Anxiety. New Zealand Beyond 
the Welfare State (Wellington, Methuen(N.Z.), 1975) pp 44-45. 



TABLE 4.ti:Size of Establishment, According to Number of Persons Engaged 

Number of % of Total Establishments 
Persons 1-20 21-100 101-200 200+ 

Year 

58 77 .87 18. 74 1. 77 1. 62 

59 77. 20 19.21 1.89 1. 70 

60 76.59 19 .45 2. 16 1. 80 

61 76.02 19.95 2.20 1. 83 

62 75. 96 19 .96 2 .19 1.89 

63 75.76 19. 91 2.42 l. 91 

64 75.75 19. 93 2.42 1.90 

65 75 .17 20.48 2.38 1. 97 

66 73.70 21 . 76 2.49 2.05 

67 73.66 21. 86 2.46 2.02 

68 74.43 21 . 31 2.40 1.86 

69 73. 81 21. 55 2.63 2. 01 

70 72. 71 22.51 2.68 2 .16 

71 71.35 23.36 3.07 2.22 

72 71.44 23.32 3.03 2.21 

73 70 .81 23. 82 3.06 2. 31 

74 70. 39 23.96 3 .19 2.46 

Source: Statistics of Industrial Production 1973-74, 
Table 3, p. 19 . 

Tota 1 Number 

6,774 

6,757 

6,709 

6,875 

6,984 

7,025 

7,317 

7,554 

7,659 

7,838 

7,788 

7,667 

7,686 

7,600 

7,783 

7,669 

7,690 

80 
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TABLE4.7:Size of Units According to Number of Persons Engaged 1975,79. 

1975 1979 

Sector 1-19 20-199 200+ TOTAL 1-19 20-199 200+ TOTAL 

15 74 45 2 121 78 48 3 129 

16 l 2 l 4 l 3 l 5 

17 ) 196 144 14 354 244 146 14 404 
20 ) 

18 40 65 2 107 42 63 3 108 

19 416 315 6 737 403 313 4 720 

21 648 195 7 850 684 170 7 861 

22 349 90 439 412 95 2 509 

23 33 51 11 95 35 51 12 98 

24 377 132 13 522 463 135 8 606 

25 76 44 l 121 94 49 l 144 

26 56 20 6 82 54 30 6 90 

27 145 124 8 277 185 126 10 321 

28 25 9 34 23 8 l 32 

29 506 151 8 665 609 154 15 78 

30 232 57 2 291 290 57 347 

31 77 40 4 121 86 30 2 118 

32 803 276 7 l 086 1048 298 7 1353 

33 613 177 3 793 774 192 3 969 

34 154 98 24 276 206 100 20 326 

35 235 88 11 334 345 93 14 452 

Source: Census of Manufacturing, 1974-75 and 1975-76, and 1976-77, p. 34, 
1978-79, p. 13. 



N 
CX) 

Table~: Perc:enttle .- Breakdown of Size of Units - According to Number of Persons Engaged, 
1975, 1977, 1979. 

1975 1977 1979 

1-19 20-199 200+ 1-19 20-199 200+ 1-19 20-199 

15 61.2 37. l 1.6 61.5 35.9 2.6 60.4 37.2 
16 25.0 50.0 25.0 20.0 60.0 20.0 20.0 60.0 
17 55.4 40.7 3.9 54.8 41.2 3.9 68.9 36. l 20 
18 37.4 60.7 1.8 36.8 61. 3 1.8 38.9 58.3 
19 56.4 42.7 .8 56.2 43.0 .4 55.9 43.4 
21 76.2 22.9 .8 76.8 22.4 .8 79.4 19.7 
22 79.4 20.6 --- 79.4 20. l .4 80.9 18.7 
23 34. 7 53.6 11.6 39.6 49.5 10.9 35.7 52.0 
24 72 .2 25.3 2.4 74.4 23.6 1.9 76.4 22.3 
25 62.8 36.4 .8 70.4 28. 9 .7 65.3 34.0 
26 68.3 24 .4- 7.3 64.6 28.0 7.3 60.0 33.3 
27 52.3 44.7 2.9 55.7 40.5 3.7 57.6 39.3 
28 73.6 26.4 --- 64. 5 35.5 --- 71. 9 25.0 
29 76.l 22.7 l.2 75.4 23.2 1.4 78.2 19.8 
30 79.7 19.6 . 7 77 .6 22.0 .3 83.5 16.4 
31 63.6 33. l 3.3 69.4 28.8 1.8 72.9 25.4 
32 73.9 25.4 . 6 74.5 24.9 . 6 77 .5 22.0 
33 77 .3 22.3 . 3 78.4 21. l . 5 79.9 19.8 
34 55.8 35.5 8.7 59.6 33.6 6.8 63.2 30.6 
35 70.3 26.3 3.3 74.5 21. 8 3.6 76.3 20.5 

Source: Derived from Census of Manufacturing, 1974-75, 1975-76 and 1976-77, p. 34-38, and, 
Census of Manufacturin[, 1978-79, p. 13. 

200+ 

2.3 
20.0 

3.4 
2.8 

.6 

.8 

.4 
12.2 
1.3 

.7 
6.7 
3. l 
3. l 
l. 9 

l. 7 
. 5 
. 3 

6. l 
3. l 
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Although the total number of establishments increased by over 

800 in the 1960-65 period-(lZ_.Q _percerJt) the pattern of 

distribution changed little. The substantive changes occurred 

from 1966 onward, when the percentage of units empl~ying 

20 people or fewer dropped below the 75 percent level. By 1974, 

New Zealand was still characterised by a large number of small 

establishments (70 percent), and only a few large units_ 

(2.5 percent). While data in this form are not available for the 

period after 1974, the more recent data provides a sectoral breakdown 

of establishment size, not available in the earlier table. Table 4.7 

records the sectoral data for two selected years (1975 and 1979), 

while Table 4.8 is a percentile breakdown for 1975, 1977 and 1979. 

Tables 4.7 and 4.8 suggest that larger sized production units 

tend to be associated with traditional manufacturing sectors 17 , 

although there has been a greater scale of operation in many of the 

newer industrial sectors (e.g. pulp and paper). As Table 4.7 demonstrates, 

the increase in the total number of establishments continued into the 

late 1970 1s. There was however some decline in the number 

in the wearing apparel industry (Sector 19), reflecting both the general 

economic downturn, and the restructuring of the textile industry. 

Restructuring appears to have affected smaller rather than larger 

firms. Yet in absolute terms the number of small ~nits in this sector 

only declined by thirteen in the 1975-79 period. 

The number of establishments in the engineering industries 

sectors 31, 32, 33, 34, and 35, recorded substantial increases over 

the 1974-79 period. As Table 4.8 indicates, most of this increase has 
I 

been concentrated in small establishments. This reflects the continued 

emphasis placed by the New Zealand government in this area, and 

17 For example 14 establishments employed more than 200 people in the 
manufactured and made up textiles sectors. 
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the long term downstream affects of the large industrial projects 

of the 1960 and early 1970 1s. The increase in sector 34 - electrical 

machinery also reflects a worldwide trend, the development of the 

electronics industry, and the increasing advances towards computerisation. 

The only sectors not to have at least 50% of their production 

units concentrated in very small 1:stabl fshments 

were the pulp and paper industries (Sector 23) and the footwear industry 

(Sector 28). Statistics for the latter sector do not include returns 

from boot and shoe repairers, or very small shoemakers. If these were 

included, the percentile breakdown would better resemble the rest of 

the manufacturing industries. 

More specific trends are difficult to identify,and more importantly 

explain, because often an increase or consolidation in the number of 

establishments will be due as much to changes in the direction of 

1 . t t 1 ,. l8 company po icy, as a response o governmen a po icy . The vast 

majority of manufacturing establishments continue to be those employing 

small numbers of people. 

Export Behaviour. 

If manufacturing in the 1960 1 s was characterised by a large number 

of small establishments, even more characteristic of New Zealand 

manufacturing at this ti~e was a high dependence on the domestic 

market. This section examines the exporting behaviour of the 21 

manufacturing sectors in the 1958-78 period. Table 4.9 records the 

value of exports from these sectors at peak times over the 1958-78 

period. For most industries the real takeoff in exporting did not 

occur until 1968-73. A large number of industries concentrated solely 

18R.B. Le Heron 11 The Diversified Corporation and Development Policy : 
New Zeaiand 1 s Experience 11 in Regional Studies Vol. 14, 1980 pp 201-217. 



TABLE 4. 9: Pattern of Exporting 1958-1978 

Exports measured in $m 

1958 1963 1968 

15 .2 .2 .4 
16 . l .3 .4 
17( l ) 160.5 209.6 155. 6 

18 0 0 . l 

19 0 . 3 .4 
20 0 .5 4.0 

21 2.9 .5 . 7 

22 0 . l .2 

23 11.3 13. 9 24.8 

24 . l .2 .6 

25 . l .2 .8 

26 . l .2 l.O 

27 6.7 . 3 21.4 

28 0 8.9 4.5 
29 0 0 .6 

30 . l . l 3.2 

31 0 .8 2.0 

32 l. 3 .6 3.9 

33 .4 .6 2.3 

34 . l .8 .6 

35 0 . l 0 

TOTAL 183.8 238.2 227.5 

Excl.(17 and 
31) 23.3 27.8 69.9 

1973 

.9 

1 .0 

425.9 

.4 
2.6 

20.7 

6.2 

l. 4 
38.7 

12.2 

7.8 

1.5 

34.4 
9.5 

3.5 
95.2 

34.5 

7.8 

12. l 

12.9 

4.8 

734.0 

273.6 

Source: Derived from Exports of New Zealand Produce 
Monthly Abstract of Statistics. Various supplements~ 

Notes : (1) Includes exports of Wool ( S. I. T. C. 26) . 
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1978 

1.9 
2.6 

581 .7 

2.9 

24.7 

62.4 

17.5 
12. l 

155.4 

8.3 

35.3 

4. l 

104.5 

35.6 

13.4 
27. l 

138. 5 

32. l 
45.0 

40.8 

20.5 

1366. 4 

646.2 
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on the domestic market in 1958, in particular sectors 18, 19, 20, 

19 22, 28, 29, 31, and 35 . Other industries were involved in exporting, 

but to a very limited extent. Industries in this category include 
20 sectors 15, 16, 24, 25, 26, 30, 32, 33, and 34 . Exporting for 

these industries was a residual factor reflecting changes in 

demand. 

Examination of Tables 4.9 and 4.10 suggests similar exporting 
\ 

patterns for the textile and engineering sectors. The export patterns 

of sectors 18, 19, and 20 are illustrative of the growth in textile 

exports, particularly to the Australian market in the 1968-78 period. 

The machinery-engineering sectors also recorded high growth in the 

1973-78 period. This reflects the boom in whitewear exports, in 

particular refri~erators and clothes driers, o~curing with exports 

of these goods to the Australian market. Overall manufactured exports 

(excluding Sector 17 and Sector 31 21 ) increased by 2,673.4% over the 

1958-78 period. Table 4.11 describes the changing orientation of 

manufacturing production over the 1958-73 period. For a number of 

sectors, in particular sectors 15, 21, 23, 27, and 32, the proportion 

of output ~xports fell over the 1958-63 period. This reflects the 

renewed emphasis placed on import substitution at this time. 

By 1968, the constraints imposed by limited market size, and a 

domestic downturn contributed to a reversal of the trend _precisely 

the residual effect observed earlier .. As the statistics for 1968 

reveal, there was a considerable increase in the proportion of output 

exported. This trend continued into the seventies. Unfortunately it 

19These are the Footwear, Wearing Apparel, Non-clothing textiles, Furniture, 
Petroleum and Coal, Non-metallic Minerals, Basic Metals, and Transport 
Machinery industries. 

20The Beverages, Tobacco, Printing, Leather, Rubber, Miscellaneous 
Manufacturing, Metal Products, Machinery and Electrical Machinery Industries 

21 sector 17 includes wool and processed wool products, while Sector 31 
includes exports of aluminium and steel. 
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TABLE 4.10: Increases in Value of Manufactured Exports 1958-1978 (%) 

58-63 63-68 68-73 73-78 58-78 

15 0 100.0 125.0 111. 1 850.0 
16 66.0 33.0 150.0 160.0 2,500.0 

17 30.6 -25.8 173.7 36.6 262.4 
18 0 * 300.0 625.0 * 
19 * 25.0 550.0 850.0 * 
20 * 700.0 417.5 201 .4 * 
21 -82. 7 40.0 785.7 182. 3 503.4 
22 * 100.0 600.0 764. 3 * 
23 23.0 78.4 56 .0 301 .o 1,275.2 

24 100.0 200.0 1,933.3 -31 . 9 8,200.0 

25 100.0 300.0 875.0 352.6 35,200.0 
26 100.0 400.0 50.0 173. 3 4,000.0 

27 -95.5 7,033.3 60.7 203.7 14,597.0 

28 * -49.4 111. 1 274.7 * 
29 0 * 580.0 282.9 * 
30 0 3,100.0 2,875.0 -71.5 27,000.0 
31 * 150.0 1,625.0 301.4 * 
32 -53.8 550 100 311 .5 2,369.2 

33 50.0 283.3 421. 7 189.3 11,150.0 

34 700. -25.0 20.5 216.3 40,700.0 

35 * * * 327. 1 * 

Source: Derived from Exports of New Zealand Produce 
Monthly Abstract of Statistics. Various supplements. 

*No exports were made in the first year. 
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TABLE 4 .11 Proportion of Output Exported 1958-73 

1958 1963 1968 1973 

15 .9 .6 .8 .9 
16 .7 1.6 1. 9 2.9 
17 ) 

18 ) Because of differences in the data series, 
) it is not possible to calculate the proportion 19 ) 

20 ) exported, for textiles. 
) 

21 3.7 . 5 .5 2.2 
22 0.0 . 3 .5 1.5 
23 20.8 16.7 18.9 14.0 
24 . 2 .3 .6 6.8 
25 1. 2 1.6 5.0 17.3 
26 .5 .7 2.7 2.4 
27 11.6 .4 17.4 13.6 
28 0.0 171. 2 6.6 8.6 
29 0.0 0.0 .8 2.2 
30 .7 .3 4.9 51.1 
31 0.0 7.1 6.7 18.5 
32 2.7 .7 3.1 2.1 
33 .7 .8 1.8 4.4 
34 .4 1.5 .8 7.4 
35 0.0 .1 0.0 1.3 

Source: Derived from Tables 4.2 and 4.9; 
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is not possible to make any direct comparisons about the proportion of 

output exported in the 1970's. 

It is probable that with the increasing value and volume of 

manufactured exports, and the continued domestic recession, the 

proportion of manufactured output being exported would show a steady 

increase over the 1973-78 period. Yet for many industrial sectors, 

the domestic market still remains ~ital. Manufacturers 

continue to take great care to ensure the safety of these markets:(as 

in the case of the textile industries in the late seventies)even at the 

cost of existing and potential export markets. 

Overseas Ownership 

Writing in 1970, R.S. Deane of the Reserve Bank conte-1ited, 

It has always been recognised in New Zealand, and especially 

over recent years, that overseas investment in manufacturing 

has played an important role in shaping the growth and 

pattern of the sector22 . 

This section outlines the patterns of foreign investment in New 

Zealand's manufacturing sector. It shows that foreign investment has 

been closeiy allied with sectors requiring high technology and extensive 

capital involvement. 

Franklin has argued that the high levels of consumption, competing 

with capital requirements for investment, and compounded by the backlog 

of investment after the Second World War, made foreign investment in New 

Zealand inevitable. It was the creation of extensive import protection 

in the late 1950's, that paved the way for the establishment of a number 

of foreign companies in New Zealand. These companies were able to 

manufacture in New Zealand, a market to which they had previously 

22R.S. Deane Forei n Investment in New Zealand Manufacturin (~lellington, 
Sv1eet and Ma.x1,,1p NJ. Lt , 1970 p 6. 
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exported23 . Generally foreign investment was concentrated in 

areas where a relatively large scale of operations, and continued 

basic research was required. These activities tended to be capital 

intensive and technologically complex24 . Although Sutch suggested25 

that a number of overseas companies were limited by head office in 

their endeavours to export, Deane has argued that while export 

f h. 26 · t f b f . . 1 ·t th h ranc 1ses ex,s or a num er o companies, 1n rea 1 y, ey ave 

been no more of a hinderance to exporting than the problems faced 

by local companies. Yet multinationals (and companies with multi

national links) have greater ability to move into the export arena. 

In part this reflects the capital requirements needed for entry into 

export markets, requirements which are not always able to be met by 

totally indigenous New Zealand companies. 

23 Franklin pl93. 
24Deane p359. This point is also made by the Department of Statistics 

these industries "offer scope to large concerns with access to 
capital and technical expertise" in Companies with Overseas 
Affiliations, 1972-73 in Statistics of Incomes and Income Tax 1975-76. 

25w.B. Sutch Takeover New Zealand (Wellington, Reed, 1972). 
26Export Franchise Restrictions 

Nature of Restriction Number of Respondents Percentage of Total 
In Deane Survey Companies Surveyed 

No restriction 57 45.2 
Pacific Islands Only 23 18.3 
Other Partial Restriction 27 21.4 
Exporting Completely Prohibited 8 6.4 
Nature of Products Precludes 
Exporting 11 8.7 

Total 126 100.0 
===== 

Source: Deane Table 11.5 p320. 
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Table 4.12 reviews the historical pattern of foreign involvement 

in manufacturing. It shows that those sectors with larger and more 

technologically oriented industries are characterised by greater foreign 

involvement. Thus while approximately 37 percent of manufacturing 

output in the chemical industries was attributable to foreign 

establishments, on average 6 percent of output from the apparel 

industry was attributable to foreign owned concerns. 

Table 4.13 presents data from the early seventies. It shows a 

definite movement of shareholders• funds away from textiles, apparently 

in response to a decline in share of income in 1971. Textiles were not 

as profitable for overseas concerns. While food, beverages, and tobacco 

industries were at their most profitable27 for most investors 

in 1970, for the non-traditional manufacturing sectors (i.e. metals and 

others) 1971-72 was the most profitable period. Furthermore this table 

indicates the size of foreign owned establishments. In 1970, for 

example, 3.3 percent of New Zealnad companies involved in textiles were 

foreign owned, yet this accounted for 26.8 percent of shareholders 

funds and assessible income. 

Table 4.14 presents data from 1975-76 in a more finely disaggregated 

form than Table 4.13. Table 4.14 illustrates the pattern for sectors 

with low levels of technology (for example the wood industry) to have 

very limited foreign involvement. This also shows the dominance of 

large overseas companies in the high technology sectors (i.e. 

chemicals and non-metallic minerals). The table also suggests that the 

paper industry is one where overseas investment has been highly 

profitable. Overseas establishments account for 4.9 percent of the 

total number of industries, 9 percent of shareholders funds, but 22.6 percent 

of assessible income. This compares more than favourably with other sectors. 

27 
Profitability is loosely measured as the ratio of shareholders funds 
to assessible income. 



TABLE 4.12 

Sector 

15 ) 

16 ) 

17 ) 

18 ) 
) 

20 ) 

19 

23 
26 ) 

27 ) 

28 ) 

29 ) 

30,21,22,24,25 
31 
32 

33 
34 
35 
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Value of Output of Foreign Establishments~as a 

Percentage of New Zealand Totals, by Industry Sector, 

1955-1964. 

Percentage of Total Manufacturing Output, attributable 
To Foreign Establishments 

1955-56 1959-60 1963-64 

39 43 46 

12 16 22 

4 5 8 
27 33 39 

35 38 40 

23 28 37 

3 5 7 
12 15 28 

9 12 14 

40 48 51 
62 55 57 

Source: Deane Table 3-4 p53. 

1 Foreign Establishments have at least 25 percent foreign capital. 
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TABLE 4 .13 Overseas Affiliations 1970-1974 

(a) Percentage of Total New Zealand Companies 

70 71 72 73 74 

Food Beverages Tobacco 6.8 6.5 5.7 5.9 6.1 

Textiles 3.3 3.0 2.4 2.9 3.2 

Metals 3.6 3.0 3.1 3.1 3.1 

Others 5.6 5.4 5.5 5.5 5.9 

Total 2.0 1.9 2.0 1.9 2.0 

(b) Percentage of Shareholders Funds 

70 71 72 73 74 

Food Beverages Tobacco 21.9 28.3 24.8 26 .4 26.2 

Textiles 26.8 31.1 17.0 16.8 15.8 

Metals 33.5 28.6 28.0 29.9 32.1 

Others 30.2 30.5 28.8 29.4 33.5 

Total 21.2 21.7 21. 9 22.6 23.7 

( C) Percentage of Assessible Income 

70 71 72 73 74 

Food Beverages Tobacco 30.0 24.5 23.9 28.8 26.6 

Textiles 26.8 18. 7 13.9 19.4 20.7 
Metals 33.9 30.2 31.3 33.8 37.7 
Others 26.8 41.2 39.3 39.4 32.9 

Total 29.6 29.2 29.4 30.6 29.1 

Source: Department of Statistics Statistics of Incomes and Income Tax 

1969-70, 1970-71, 1971-72, 1972-73, 1973-74. 



TABLE 4.14 Overseas Affiliations 1975-76 

Sectors hl ill (c) 

Food Beverages Tobacco 1.8 22.1 17.7 
Textiles 2.6 14.9 16.3 

Wood and Furniture 0.8 4.7 2.4 

Paper 4.9 22.6 9.0 

Chemicals 16.9 60.6 55.7 

Non-metallic minerals 4.0 50.2 57.2 

Metals 6.3 23.l 19.6 

Fabricated metals 4.8 44.7 39.1 
Others 3.9 38.8 22.5 

Total 1.8 26.2 20.6 

(a) % of Total New Zealand Companies. 
(b) % of Assessible Income. 
(c) % of Shareholders Funds. 

Source: Statistics of Incomes and Income Tax to 1979 

Companies with Overseas Affiliations pp 83-88. 

94 
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General Environment 

The New Zealand manufacturing environment is typical of that of 

many semi-developed countries. It has the predictable characteristics, 

an extensively protected home market, an increasing number of manufacturing 

sectors attempting to break into the export market, industries 

charaterised by large numbers of small enterprises, high level of foreign 

investment and generally low levels of efficiency. Overseas studies 

have shown a strong negative relationship between the development of 

manufactured exports and the levels of protection 28 . These studies 

argue that countries planning for an increase in manufacturing exports 

may want to scrutinise their protection structures with a view to 

a possible reduction of trade barriers 29 

New Zealand studies of the role of protection have tended to 

concentrate on the difficulties of measuring the extent of protection 

offered by import controls 30 , the effect of protection on the 

development of New Zealand industry31 and the impact of protection 

upon employment32 . Manning has suggested that unemployment has not been 

systematically related to the level of protection provided by import 

28 

29 

K. Morrison 11 Manufactured Exports and Protection in Developing 
Countries. A Cross-Country Analysis." in Economic Development and 
Cultural Change Vol. 25 No. 1 pp 154-155. See also Bela Balassa 
"Export Incentives and Export Performance in Developing Countries: 
A Comparative Analysis 11 in Weltwirtschaftliches Archiv Vol 114 1978 
pp 27-32. 

Morrison p 20. 

30 

31 

32 

Elkan op cit, Elley op cit. 

W. Rosenberg Import Controls and Full Employment Or Else ... 
(Christchurch, N.Z. Monthly Review Society, 1972) pp 6-13. 

O'Dea op cit, R.Manning II The Effects of Import Controls 11 in The New 
Zealand Times 18.10.81 and 11 Fallacy of Import Control Policies Given 
Treatment 11 in The New Zealand Times 29.11.81. 
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controls, contrary to the arguments proposed by Sutch and Rosenberg 33 . 

However little work has been done on the possible relationships between 

import protection and export behaviour in the New Zealand environment. 

This section is an attempt to empirically evaluate this 

relationship. This took the form of estimating the equation:-

Vx = a+ bP + U, 

where Vx is the value of exports34 across seventeen manufacturing 
sectors 35 based on Table 4.9. 

P is the estimate of protection levels for these sectors, 

a,b are the coefficients to be estimated, and 

U is the error term. 

Table 4.15 The Impact of Protection upon Export Values, Cross-Sectional 

Ordinary Least Squares (OLSQ) Regressional Examination36 . 

vx = a+ bP + u 
X 

Year a b R2 
-

1958 .59* -.00027 .009 

1967 2.71* -.0029 .03 * t-statistic significant 
at 80%. 

1973 6.95** .009 .01 
** t-statistic significant 

1978 5.99 .44* .17 at 95%. 

Overseas studies indicate that a negative protection coefficient 

would be expected (as in the estimates for 1958 and 1967). However the 

coefficients obtained in 1973 and 1978 suggest that those sectors with 

33sutch in Rosenberg p6. 
34Export data for the years in which protection data is available was used 

in this analysis. Not all years of export data are recorded in Table 4.9. 
35 Excludes sectors 17, 21, 23 and 31. 

36The statistical techniques, and the problems associated with them are 
discussed in Appendix 5.1. 



97 

more protection, also export more. The small magnitude of the R2 

coefficients and the lack of statistical significance for most of 

the protection estimates means that these results are inconclusive. 

It is necessary to include other influences. 

Investigations in the early 1970 1s revealed no relationships 

between size of company and export sales. In the Bedboker study in 

1972, better export management, the provision of government incentives, 

and the development of new products were seen as the principal reasons 

for export increases37 . Willis' survey of 98 predominantly engineering 

and metal trades firms produced the unsurprising results that the 

successful exporting firm is characterised by an emphasis on export 

activities as opposed to the home market, as well as a greater tendency 

to visit foreign markets more frequently38 . In both cases export 

performance appeared to be independent of size. An examination of 

the impact of establishment size upon export behaviour upon nineteen 

sectors39 in the years 1975, 1977 and 1978 produced similar results as 

Table 4.16 below shows. 

While for each of these three years the estimate of the establishment 

coefficients is of the right sign and suitable magnitude, the R2 

coefficients (the measure of joint significance)are very small. 

37Bedboker investigated the major characteristics of 20 Wellington 
companies, who had collectively raised export sales from $169,000 in 
1963 to $6,154,000 in 1970. See Franklin p211-213. In a comparative 
study of New Zealand manufacturing Stening and McDougall found no 
clear relationship between size (measured by annual sales volume) 
and export performance. 
B.W. Stening and G.H.G. McDougall An Analysis of Factors Associated 
with Export Performance in Australian, Canadian and New Zealand 
Manufacturing Firms Department of Business Administration, Victoria 
University Research Paper No. 2 (Wellington, Victoria University, 
1982). 

38willis in Franklin p212. 
39rhe textile and wearing apparel sectors are excluded. 



Table 4.16 

98 

Estimation of the Impact of Establishment Size Upon 

Export Behaviour 

Year 

1975 

1977 

1978 

Vx = a+ bS + U, where Vx is export value across 

10 sectors, and Sis the proportion of total 

establishment employing 20 people or less. 

a 

40.78** 

51.74 

60.96* 

b 

-.40* 

R2 

.09 

.01 

.02 

It is not feasible to conduct similar statistical tests on the 

relationship between foreign ownership, protection levels and exporting. 

The patterns of foreign ownership and levels of protection tend to 

substantiate the claim that foreign investment was attracted by the re

introduction of import controls. 

Sectors 19 (Apparel), 32 (Metal Products), 25 (Rubber), and 30 

(Miscellaneous Manufacturing) and 22 (Furniture) were exceptions to 

this general pattern. While these industries all had high levels of 

protection, the estimated level for the apparel sector was 1105 -

percent in 1964/67. These sectors were also characterised by very 

low levels of foreign involvement. Indeed, as we saw in Table 4.13 

the 1970 1 s saw a move away from foreign affiliation among the textile 

industries. 

In addition, while there is considerable overseas involvement in 

the tobacco and beverage industries40 (i.e. Sectors 15 and 16), these 

4°For the 1960 1 s transport machinery also fits this pattern. However it 
was extensively protected in the 1950 1s0 



sectors have received · minimal protection. These two sectors 

however make up a very small proportion of the total New Zealand 

manufacturing sector. 
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The patterns of overseas affiliations and exporting are a little 

less clear. The data in the 1950 1s, indicates a distinct trend for 

sectors serving solely the domestic market to have a higher level of 

foreign affiliation than those involved in exporting. Sectors 23 

(Pulp and Paper) ran against this trend with considerable foreign 

involvement and extensive exporting. 

Comparison of overseas affiliation and exporting data in the 

early 1960 1s suggests a move away from sole reliance on the domestic 

market. However sectors 35 (Transport Machinery41 ), 15 and 16 

(Beverages and Tobacco), 26 and 27 (Rubber and Chemicals), with 

extensive domination by foreign interests were still heavily reliant 

on the domestic market. The situation in the 1970 1s was much more 

complicated, reflecting the increasingly ~rn~lti~fartous .nature of New 

Zealand manufacturing. While overseas companies were still an important 

force in sectors focusing almost solely on the domestic market (Sectors 

2 and 27 - Rubber and Chemicals), they were also involved in exporting 

sectors (e.g. Sectoi 23 - Pulp and Paper). 

Generally overseas affiliated companies tend to be larger than 

their New Zeal and co1..mterpa rts. · ·Henc-e those sectors with fewer sma 11 

establishments, tend to be characterised by foreign affiliation. 

Export Incentive Assistance 

The introduction of export taxation incentives in New Zealand 

was partially to compensate for the high levels of protection which 

41 As Deane notes, the Transport Machinery Industry has primarily been 
involved in vehicle assembly; not suitable for exporting. See Deane 
p317. 
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had created a manufacturing sector uncompetitive in the international 

market place42 . The creation of a more favourable environment for 

those manufacturers who wished to export_ was made feasible by state 

institutional assistance, as well as the provision of incentive 

assistance. As a means of reducing the dependence on foreign earnings 

from traditional sources, incentives have primarily been directed towards 

the manufacturing sector. However as the following discussion of the 

distribution of the forms of incentive assistance shows, traditional 

sectors have also tenefited. 

Distribution of Incentive Assistance:-

The most important forms of incentive assistance have been the 

Export Market Development Taxation Incentive43 (EMDTI) and the Increased 

Exports Taxation Incentive (IETI). The IETI was effectively replaced 

in 1975~76 by a threesome - the Increased Exports Goods (IEG), Increased 

Exports Services (IES) and the Increased Goods New Markets (NM). The 

distribution of these incentives and the Tourist Development Incentive 

(TD) are examined here. 

Unfortunately incentive statistics were not published until 1968, 

and were unavailable for 1971 and 1975. Published data relating to the 

period after 1978, was unavailable when this study was commenced. Table 

4.17 records the aggregate levels of incentive allowance for the 

1968-78 period. The most assistance given in this period was in the 

form of IEG assistance, with a total value of $373.5m in the 1976-78 

period alone. Assistance in the form of the IETI totalled $135.8m over 

the years 1968-70 and 1972-74. In total, assistance for increased exports 

42The theoretical rationale behind the introduction of export taxation 
incentives is discussed in Chapter Three. 

A~ 
~VA discussion of the precise forms that these incentives took, can be 

found in Chapter Three. 



TABLE 4.17 Aggregate Export Taxation Incentives 1968-1978 ($m) 

1968 1969 1970 1971 1972 1973 1974 

EMDTI 2.24 3.38 5.32 7.04 8.01 10 .39 

IETI 8.36 11. 79 15.17 21.37 32.91 36.24 

ID . 77 1.2 1.46 2.09 2.29 2.64 

IEG 

!ES 

NM 

ANNUAL 
TOTAL 11.37 16.37 21.95 30.49 43.21 49.28 

Source: Statistics of Incomes and Income Tax 1968-1978. 

1975 1976 1977 

14.53 23.46 

4.88 6.28 

74.04 129.98 

1.57 5.56 

.09 .11 

94.32 165.3 

1978 

30.96 

9.17 

169.31 

6.20 

.29 

215.96 

1968-78 

105. 33 

125.84 

30.78 

373.53 

13.33 

.49 

649.30 

I-' 
0 
....... 



TABLE 4.18 Subsector Distribution 

1968 1969 1970 1971 1972 1973 1974 

A-Traditional 
Total Value ($m) 1.91 2.26 3.06 3.88 6.41 4.99 
Percentage 16.8 13.8 13 .9 12.7 14.8 10.1 

B-Manufacturing 
Total Value ($m) 5.51 11.33 11.16 17.04 22.09 27.73 
Percentage 48.5 69.2 50.8 55.9 51.1 55.3 

C-Service Inds. 
Total Value ($m) 3.95 2.78 7.93 9.58 14. 71 17.05 
Percentage 34.7 16.9 36.1 31.4 34.0 34.6 

TOTAL 11.37 16.37 21.95 30.49 43.21 49.28 

TOTAL PERCENTAGE 100 100 100 100 100 100 

Source: Derived from Statistics of Incomes and Income Tax 1968-78. 

1975 1976 1977 1978 

7.42 18.02 23.90 
7.9 10.9 11.1 

79.92 109.88 126.56 
84.7 66.5 58.6 

12.23 37.58 67.72 
12.9 22.7 31.4 

94.32 165.30 215.96 

100 100 100 

1968-78 

71.85 
11.1 

410. 72 

63.3 

173.53 
26.7 

649.3 

100 

...... 
0 
N 
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was $512m for the years 1968-70~ 1972-74 and 1976-78. 

Although incentives have been primarily directed at encouraging 

non-traditional exporters to enter the export market, and/or intensify 

their export efforts, a small but important proportion of incentives are 

received by the primary and food processing industries (Division A, 

Sectors 1-14 of Table 1). Table 4.18 records the aggregate breakdowns, 

firstly in terms of the value and secondly in percentage terms of 

incentives received by the three divisions. The bulk of incentives 

assistance (approximately 60 percent) i~ distributed among the manufacturing 

sectors, with an additional 25-30 percent among the service industries. 

Although the IEG has been important for the service industries, 

extensive use has been made of IES and EMDTI incentives assistance. 

The IES was introduced primarily to provide assistance to exporters 

in services industries. 

Manufacturing 

The pattern of distribution of taxation incentives differs widely 

among the twenty-one manufacturing sectors. Some sectors, e.g. Sectors 

18 and 2644 , received minimal assistance in the form of taxation incentives. 

Others, e.g. Sectors 17, 19 and 3345 received substantial amounts of 

assistance. Tables 16-20 record the distribution of incentives over 

the period 1968-78 for the manufacturing sectors. Table 4.19 records 

the level of assistance to the textile industries (Sectors 17, 18, 19 

and 20); Table 4.20 the level of assistance to tne forestry industries 

(Sectors 21 and 23); Table 4.21 assistance to chemical industries (Sectors 

26, 27 and 28); Table 4.22 assistance. to engineering industries (Sectors 

31, 32, 33, 34 and 35); and Table 4.23 miscellaneous industries (Sectors 
15, 16, 22, 24, 25, 29 and 30). 

44The footwear and rubber industries. 
45Manufactured Textiles, Wearing Apparel and Machinery sectors. 
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Textiles 

This group includes sectors 17, 18, 19 and 20, i.e. Manufactured 

textiles, Footwear, W~arinq apparel and Non-apparel made-up textiles. 

Sectors 17 ~@nufactured textiles) and 19 ~~aring apparel) have made 

extensive use of taxation concessions, with sector 17 receiving $9.5 

million from the EMDTI and IEG in 1978. In the same year sector 19 

received assistance in the form of the EMDTI and IEG totalling $7.6million. 

In comparison, in the same year, sector 18 (the footwear industry) 

received only $67,000 in the form of EMDTI assistance and $632,000 in 

the form of IEG assistance. The textile industries best reflect the 

contradictions of New Zealand industry. While they are all extensively 

protected. Although sectors 19 and 20 are extensively protected (an 

estimate value of 69.2% in 1978/7946 ), they are extensively involved 

in the export market. Exports from sector 19 (Wearing Apparel) totalled 

$64.7m in 1978, while exports from sector 20 (Non-apparel Textiles) 

totalled $62.4m. The main market for exports from these exports from 

these sectors has been Australia, partially secured by the Clothing 

Agreement between the two countries47 . 

Forestry 

These two sectors (Sectors 21 - Wood and Wood products and Sector 

23 - Pulp and Paper products) have been involved in the export market 

since the 1950 1 s. It is then not surprising that the sectors receive 

such low levels of EMDTI assistance, since this incentive was designed 

46Estimates of protection for these sectors include an estimate of 
1105.4% for sector 19 in 1964/67. 

47see Chapter Two" 
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TABLE 4;19:0istribution of Main Incentives in Textile Industries 
(Sectors 17-20) 

( i ) EMDIT 

$(000) 

68 69 70 71 72 73 74 75 76 77 78 
17 88 206 578 571 664 768 798 1633 1838 

18 9 12 9 14 16 16 17 51 67 

19 54 110 109 158 221 207 321 576 1176 

20 42 79 116 216 278 299 316 648 729 

(ii) IETI 

68 69 70 71 72 73 74 
17 528 743 1127 1125 1850 2651 

18 9 15 24 22 59 90 

19 100 187 183 319 547 610 

20 96 121 137 18 368 267 

(iii) IEG 

76 77 78 
17 5094 9936 7702 

18 73 304 632 

19 1659 5055 6470 

20 775 1511 1171 

(iv) IES 

76 77 78 
17 217 176 253 

18 0 0 0 

19 13 12 75 

20 33 27 28 



TABLE 4.20: Distribution of Main Incentives in Forestrt Industries 
, Sectors 21 and 23 

( i ) EMDTI 

$(000) 

68 68 70 71 72 73 74 

21 108 196 262 165 171 210 

23 54 33 42 619 651 666 

(ii) IETI 

68 69 70 71 72 73 74 

21 

23 

1,963 2,943 3,758 

281 501 613 

(iii) IEG 

76 77 78 

21 10,513 14,458 13,862 

23 10,788 20,437 19,438 

(iv) IEG 

21 

23 

76 77 

4 368 

0 1,081 

78 

314 

75 

5,007 5,701 5,943 

l ,201 1,922 2,735 

75 76 77 

581 554 

997 1,258 

106 

78 

930 

1,798 
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mainly to encourage the development of export markets. Assistance 

in the form of the IETI is a little more difficult to rationalise, 

as an alternative to export for these industries. Newsprint was 

first added to the list of goods eligible for the IETI in November 

1972 with an increase in the assistance given to sector 23 after this 

change. Logs, however, have remained on the list of excluded goods, 

except in cases where further processing in New Zealand is required. 

Chemicals • 

These industries (Sectors 26 - Rubber, 27 - Chemicals and 28 

- Petroleum and Coal Products) have traditionally been seen as an 

important part of the agricultural infrastructure in particular for 

the production and distribution of fertiliser · They have not been 

seen as important export industries48 but rather as industries highly 

dependent on the domestic market. This is reflected in the distribution 

of incentive assistance. In general, the chemical based industries have 1 

:not been a111ong the major e_xp_orte_rs · of manufactured goods, and neither 

have they been important recipients of taxation incentives, although 

the chemicals industry (Sector 27) received $9.lm of incentive 

assistance in 1978. In the same year exports from this sector totalled 

$104.5m. Sectors 28 (Petroleum and Coal) and 26 (Rubber) received only 

minimal assistance in the 1968-70, 1972-74 and 1976-78 periods. 

48Although primarily orientated towards the domestic market, the 
recent energy projects, extensive chemical industries, have been 
seen as having considerable export opportunity. This James Kurth 
would argue is a typical result of the product cycle at work. 
See James Kurth -
The Political Consequences of the Product Cycle Industrial History 
and Political Outcomes in International Organisation 
Vol. 33 No. 1 p 3-4. 
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TABLE 4.21: Distribution of Incentives in Chemical Based Industries 
Sectors 26, 27, 28. 

( i) EMDTI 

26 

27 

28 

68 

18 

165 

0 

(ii) IETI 

68 

69 

6 

158 

0 

69 

70 

28 

294 

0 

70 

26 

27 

28 

47 168 96 

255 336 648 

0 0 1 

( i ii ) I EG 

26 

27 

28 

76 

588 

3,257 

0 

( iv) 1~ 

76 

77 

847 
4,689 

0 

77 78 

26 3 64 63 

27 14 355 345 

28 0 0 0 

71 72 73 74 

31 

513 

0 

27 

567 

0 

24 

729 

0 

71 72 73 74 

78 
1,385 

7,669 

0 

98 148 215 

501 839 l, 124 

0 7 0 

75 76 

45 

966 

0 

77 78 

55 98 

1 , 158 2,084 
0 · 0 
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Engineering Industries:-

All of the engineering industries sectors 31 - Basic Metals; 

32 - Metal Products; 33 - Machinery nei; 34 - tlr.ctrical' Machinery; 

and 35 - Transport Machinery received considerable export assistance 

in the form of taxation incentives in the 1968-78 period. Of the 

engineering industries, sectors 33 (Machinery nei) and 34 (Electrical 

Machinery) received the greatest amount of assistance totalling 

$12.Om for sector 33 in 1978, and for sector 34, $13.2m in the same 

year. Although all engineering industries have made extensive use of 

the EMDTI, these industries made particular use of the IEG. Over 

$3m of assistance in the form of the IEG was given to each engineering 

industry in 1978. 

Miscellaneous Industries:-

As typical of industries grouped as miscellaneous, these sectors 

do not display any distinctive patterns. As with the other broader 

industry groupings,, extensive use was made of the EMDTI but it was 

the IEG that provided the most assistance. 

These distributional patterns of incentive assistance follow· 

similar trends for each manufacturing sector. To test this the levels 

of assistance were ranked for each incentive, and the results compared 

using Spearman's R coefficients. The results obtained from these 

calculations are recorded in Table 4.23 as below. 



TABLE 4.22: Distribution of Incentives in Engineering Industries, 
Sectors 31-35. 

( i) EMDTI 

68 69 70 71 72 73 74 75 76 77 

31 16 31 43 48 50 105 66 167 

32 72 72 93 97 93 188 453 656 

33 153 185 197 276 358 423 1343 1947 

34 53 135 118 222 351 1094 1711 2480 

35 35 49 73 54 134 90 356 516 

(ii) IETI 

68 69 70 71 72 73 74 

31 168 130 224 794 426 521 

32 108 128 210 355 874 610 

33 325 383 631 773 1009 1351 

34 219 315 446 578 1169 1820 

35 108 139 184 230 402 433 

(iii) IEG (iv) IES 

76 77 78 76 77 78 

31 239 1,999 3,683 31 384 114 330 

32 2,994 4,977 5,562 32 50 90 186 

33 5,201 8,645 9,661 33 87 330 324 

34 5,494 9,132 10, 148 34 92 348 340 

35 1,682 2,796 3, 125 35 28 107 105 

110 

78 
176 

806 

2390 

3078 

634 
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TABLE 4:23;oistribution of Incentives in Miscellaneous Industries, 
· Sectors 15, 16, 22, 24, 25 and 30. 

( i) EMDTI 

68 69 70 71 72 73 74 75 76 77 

15 25 46 58 115 172 166 143 197 
16 4 10 24 31 334 36 43 46 
22 28 42 32 54 65 80 210 200 
24 34 54 68 64 l 00 98 144 213 
25 22 43 34 38 88 141 211 234 
29 91 175 184 387 227 152 203 400 
30 106 118 154 263 292 231 207 359 

(ii) I ETI 

68 69 70 71 72 73 74 

15 18 83 98 132 208 362 
16 23 9 28 75 118 127 
22 39 69 56 111 197 286 
24 29 33 111 169 280 301 
25 84 123 158 305 708 700 
29 133 329 428 701 1072 l 014 
30 159 229 333 379 642 774 

(iii) IEG 

76 77 78 

15 618 621 1,329 
16 316 488 515 
22 370 509 488 
24 352 830 l , 734 
25 l, 154 l ,499 2,408 
29 2,168 l, 777 2,260 
30 517 1 , 219 l, 787 

( i V) IES 

76 77 78 

15 57 18 22 
16 25 0 0 
22 0 13 11 
24 l 2 6 
25 0 249 298 
29 12 48 289 
,, " C') ,no 07 
JU JL IVU U/ 
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78 

323 
69 

335 
521 
234 
587 
430 
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Table 4.24 Spearman's Coefficient for Ranked Sectors 1 

Paired Incentives Spearman's R 

( i ) EMDTI and IETI .81 

( i i ) IETI and IEG .99 

( i i i ) IETI and I ES .97 

( i V) EMDTI and IES .97 

(v) EMDTI and IEG .94 

(vi) IES and IEG .96 

Note 1 Sectors are ranked on the basis of their level of incentive 
assistance. All are in terms of their 1978 levels, except the 
IETI which is on the basis of 1975 levels. These coefficents 
indicate that distributional patterns follow very similar 
patterns. The magnitude of Spearman's R in (i) and (v) is 
somewhat surprising, as the aims and eligibility criteria differ 
significantly. 

The Interaction of Incentives with the Manufacturing Environment. 

To examine the impact that incentive assistance had on the 

manufacturing environment49 , cross-sectional analysis for the years 

1968, 1973, 1974 and 1978 was conducted. Initial analysis of the 

equations below did not suggest any clear relationships. 

49 

( i ) 

( i i ) 

where 

vx = a + b EMDTI x + u 

vx = a + b I ETix + u 

vx is the value of exports across manufacturing sectors. 

EMDTI is the value of Export Market Development Assistance, and 

IETI is the value of Increased Exports Taxation assistance. 

Time series cnalysis of the impact of incentive assistance upon exports 
for each of the 21 manufacturing sectors. The results of this analysis 
are in Chapter Five. 
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Estimates 50 were then made of the following equations:-

(ii i ) vx = a+ bP + cIETix + U 

(iv) vx = a+ bP + cIETix + dEMDTix + U 

and (v) vx = a+ bP + cIETix + dEMDTix +es+ U 

Vx , IETI and EMDTI are as above where 

and Pis the estimate of protection and Sis the percentage 

of establishments employing 20 or fewer people. 

The results of these estimates are in Table 4.25,. The studies of 

Morrison, which indicated an impact on exports from the provision of 

, protection, tend to be supported by equations (iii) and (iv). Furthermore, 

except in the case of the estimate for 197S when both the protection and 

incentive variables are lagged, there appears to be a high correlation 

between those sectors with high levels of incentive assistance (both 

IETI and EMDTI) and exrorts. _This relationship is examined in greater 

detail in Chapter Five . The 1975 and 1978 estimates of equation (iv) 

suggest a negative relationship between IETI assistance levels and 

levels of exporting. 

Equation (v) includes the size of establishment variable. The 

estimate for 1978 suggests this surrogate variable is not important. 

There was minimal change in the estimates of the other coefficients 

in the equation and in the value of the R2 coefficient . The estimate 

for 1975 has to be treated with more care. On the surface (an estimated 

coefficient of .592, statistically significant at 80 percent, and a 

substantial improvement in the R2 coefficient), equation (v) suggests 

that size of establishment is important. However, ,the estimate for 

1975 includes lagged protection and incent~ve variables which appear 

to have little relationship with export levels. 

50 cstirnatfon via::; by the Ordinary Least Squares estimation procedtire 



Table 4.24: Estimated Coefficients for the Impact of Incentives, 
Cross-Sectional Analysis 

Year b C R2 

-.0041 1 * 1968 .028 .292 
* 1973 -.0078 .107 .185 

-.015i * 1974 .126 .246 

l'.:J/5 .12i .00313 .013 
* 1978 .265 .0035 .346 

vx = a + b p + c IETI + d EMDTI + u 
X X X 

Year b C a R2 

-.OOZJ:5*l ** 1968 . 00072 .089 .579 
** 1973 -.106 .0245 .379 .480 

-.0485*2 * ** 1974 -.0101 .0541 .674 
1975 .02042 .0086 -.01323 .021 

* * 1978 .345 -.0043 . 2969 .445 

vx = a + b p + C 
X 

IETix + d EMDTix + e S + u 

Year b C d e 

1975 .08132 - . 0071 -.00253 .592 

1978 .344 -.0040 .2881 .050 

Notes 1 Protection Coefficients are for 1967 
2 Protection Coefficients are for 1973 
3 Incentive Coefficients are for 1974 
* t-statistic significant at 80 percent 
** t-statistic significant at 95 percent 

R2 

.289 

.448 

114 
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By the early 1960's international forces had again precipitated 

an adverse trading situation and the long-term picture looked even 

gloomier. Export taxation incentives were introduced as a means of 

encouraging non-traditional exporters, particularly manufacturers, to 

move into the export field. Protection, small sized establishments, 

an emphasis on the domestic market and vast distances from markets 

had contributed to the creation of an internationally uncompetitive 

manufacturing sector. 

The devaluation in 1967, again in response to an interaction of 

domestic and international factors, precipitated the major move of 

manufacturers into the export arena. 

These responses to international stimuli are reflected in the data 

described in this chapter. Examination of manufacturing production data 

reveals that for most sectors the periods of growth were in the early 

1960's in reponse to renewed import substitution and in the 

1968-73 period, following the downturn in 1968. The domestic downturn 

is best reflected in tha fall in the volume index in Table 4.3. 

Estimates of protection levels for manufacturing sectors 

peaked in the mid-sixties (1964/67), reflecting the use of import controls 

both as an instrument of exchange control and as a means of encouraging 

domestic manufacturing. More recently protection levels have declined 

in response to both international and domestic pressures. Estimates 

of the level of protection in the total manufacturing sector had declined 

to 40 percent by 1979. However the textile, engineering, rubber and 

miscellaneous manufacturing industries still remain extensively protected. 

The multiplicity of small establishments characteristic of manufacturing 

in the 1960's was still indicative of manufacturing in the 1970 1 s. By 

1974, 70 percent of establishments still employed fewer than 20 people. 

Establishments employing more than 200 people were concentrated in 

engineering (predominantly electrical and transport) and pulp and paper. 
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Relationships between Overseas Ownership and Incentive Distribution:-

Sectors 23 (Pulp and Paper), 21 (Wood and Cork), 34 (Electrical 

Machinery), 33 (Machinery nei), 17 (Textiles) and 19 (Apparel), receive 

the greatest levels of incentive assistance. Of these, sectors 23, 

34 and 35 are extensively dominated by overseas ownership, while 

sectors 21, 17 and 19 are all characterised by very limited overseas 

involvement. It appears therefore that since the rules in relation 

to incentives are applied equally to overseas and local companies, that 

sectors characterised by high levels of overseas involvement are not 

advantaged at the expense of sectors with more local involvement. The 

factors influencing the distribution of these incentives appear to be 

related to factors of production. 

However in the case of Export Production incentives, where 

eligibility is based on proven exports of $100,000 or more, the rules 

favour larger companies. This, as the data on overseas involvement 

and establishment size shows, means that overseas companies in the 

export arena, are at an advantage over small local companies. 

SUMMARY 

The development of manufacturing in New Zealand is a good example 

of what Katzenstein described as. the interaction of international and 

domestic forces As a result of international forces, New Zealand 

manufacturing in the late 1950 1 s and early 1960 1 s entered a renewed 

import substitution phase, reflected by renewed emphasis on the domestic 

market. The introduction of 100 percent import controls created a totally 

protected manufacturing sector and additionally served as an attraction 

to foreign investment. 
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Both these engineering industries are extensively involved in assembly 

operations. 

Accompanying the renewed emphasis on import substitution in the 

late 1950 1 s - early 1960 1 s was a decline in exports of manufactured goods. 

Manufacturers secured by protection returned to the domestic market. 

The devaluation in 1967 plus the availability of markets due to NAFTA 

led to a boom in manufactured exports from 1968. For the textile 

and engineering sectors the 1973-78 period was of particular importance 

as industries took advantage of the opportunities in the Australian 

market. 

Foreign investment in New Zealand, as in other late industralising 

countries has tended to be attracted by the provision of protective 

barriers. In New Zealand this has meant a concentration of overseas 

resources in sectors requiring high technology and extensive capital 

involvement. Sectors 23 (Pulp and Paper), 26 (Rubber), 27(Chemicals), 

28(Petroleum and Coal), 34 (Electrical Machinery) and 35 (Transport 

Machinery) had a high level of foreign involvement in the 1960 1 s and 

1970 1 s. 

On the surface there appears few direct relationships between 

most of the factors in this environment. Empitical st~clies suggest 

only minor links between protection levels and export values and 

concentration of establishment size. Overseas investors tend to be 

equally involved in industries aiming for the export or home market. 

However, there has been a noted movement away from overseas 

involvement in the textile industries. 

The provision of incentive assistance appears also not to 

be directly linked to any patterns of overseas involvement. Among 

the manufacturing sectors (which accounted for an average of 60 percent 

of incentive assistance over the 1968-78 period) it has been the forestry 

sectors - 21 (\,food and Cork) and 23 (Pulp and Paper), Engineering - 33 
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(Electrical) and 34(Transport) and Textiles - 17(Textiles) and 

19 (Apparel) that received the most assistance. Minimal incentive 

assistance was given to the Beverages, Tobacco, Footwear, Furniture 

and Chemical industries. With the exception of petroleum supplies 

to transport serving New Zealand, and furniture exports, output from 

these sectors is primarily designed for the domestic market. 

This correspondence between export involvement and incentive 

assistance is reflected in empirical cross-sectional analysis of the 

impact of incentive assistance, protection and establishment size 

upon export values. For most of the years examined, it was found that 

incentive assistance and protection are the single most important 

explanatory variables, with a negative relationship existing between 

protection and export values. In none of the cases explored did 

establishment size appear to be important. 

CONCLUSION. 

This chapter has examined the major characteristics of the New 

Zealand manufacturing environment in the 1958-80 period. It showed that 

most manufacturing sectors sectors were charaterised by high levels of 

protection, a multiplicity of small establishments, concentration of 

foreignownership among technology oriented seactors and a growing movement 

away from the domestic market. Although there were a few exceptions, 

most sectors had two main periods of growth over the 1958-80 period, the 

early 1960 1 s and the 1968-73 period. This latter period reflects the 

move into exporting which, as the evidence presented towards the end of 

this chapter suggests, has been partially stimulated by the provison 

of export taxation incentives. The provision of incentive assistance 

has varied across sectors a direct result of differing capital, 

labour and import ratios and hence their eligibility for incentive 

assistance. The survay of incentive distribution patterns suggests that 
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for a few sectors, in particular the forestry, engineering and textile 

industries, the provision of taxation incentive has been important 

financially. 

Chapter Five moves to examine in greater detail the effectiveness 

of the incentive schemes in increasing real export values. It indicates 

no clear relationship between the absolute levels of assistance and 

their effectiveness, a point policymakers may need to consider. 



CHAPTER FIVE 

THE EFFECTIVENESS OF THE INCENTIVE SCHEMES, 

SOME EMPIRICAL EVIDENCE. 

This chapter seeks to examine the effectiveness of export 

taxation incentives in increasing the real value of manufacturing 

exports over the period 1968-1979. In effect it seeks to test 

the equation, 

Yt =a+ b Xt + ut 

where Yt is the value of manufactured exports at time t, 

Xt is the value of incentive assistance at time t, 

a,b are coefficients to be estimated, 

and ut is the error term. 

Empirical results obtaining a 1 b 1 coefficient which was of 
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positive sign and statistically significant,would tend to substantiate 

the hypothesis that incentives had a positive impact on increasing 

the real value of manufactured exports. In terms of policy analysis, 

coefficients of large magnitude would suggest that the incentive 

schemes had an important contributory role in exports; In this 

respect it would be possible to ascertain the effectiveness of 

the incentive schemes in the pursuit of this goal. However if 

the coefficient was either negative, or positive but small, the 

hypothesis would need modification. As can be seen in Appendix 

One to this chapter, the empirical evidence made it necessary to 

modify the general model to include the impact of domestic excess 

capacity, the exchange rate and the relative price of New Zealand 

exports upon the Australian market. 
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These variables were included in a series of six equations. 1 

These six equations were: 

( i) 

( i i ) 

( i ii ) 

( i V) 

(v) 

( vi) 

where, 

yt = a1 + bl EMDTit + c1 IETI. IEGt + d1 VACAPR + u t 

yt = a2 + b2 EMDTit + c2 IETI.IEGt + d2 ERt + ut 

yt = a3 + b3 EMDTit + c3 IETI.IEGt + d3 PRICEt + ut 

yt = a4 + b4 EMDTit + C4 IETit + d4 VACAPRt + ut 

yt = a5 + b5 EMDTit + c5 IETit + d5 ERt + ut 

yt = a6 + b6 EMDTit + c6 IETit + d6 PRICEt + ut 

Yt is the value of exports in 1971 dollars. Because of 

the continual changes to the list of eligible exports, no 

distinction is made between qualifying and non-qualifying 

exports. 

EMDTit is the value of the Export Market Development Taxation 

Incentive in 1971 dollars. 

IETI.IEGt is the value of the IETI incentive for the years 

1968-75, and the value of the Increased Exports-Goods Taxation 

Incentive for the years 1976-1978, expressed in 1971 dollars. 

IETit is the value of the Increased Exports Taxation Incentive 

in 1971 dollars with the values for the years 1976-78 set 

to zero. 

VACAPRt is a surrogate variable to capture the excess capacity 

of the domestic economy, measured by the number of employment 

vacancies in April of each year, and multiplied by the factor 

of 106. 

1These equations were tested using both Ordinary Least Squares 
(OLSQ) and Cochrane Orcutt (CORC) estimation procedures, using 
the Time Series Processor (TSP) run on the University of Canterbury 1 s 
Burroughs 6900 computer. The results presented throughout this 
chapter include both OLSQ and CORC estimations, depending on whether 
the CORC estimations indicated the presence of autocorrelated error 
terms. This problem receives further attention in Appendix One. 



122 

ERt is the ratio of the New Zealand to Australian exchange 

rates. 

PRICEt is the ratio of the Australian Consumer Price Index 

to New Zealand Export Price Index, multiplied by ER, and 

records the comparative competitiveness on the Australian 

market for New Zealand goods. 

t unless otherwise stated is the period 1968-78. 

a1, b1 are estimated coefficients. 

ut is the error term. 

The inclusion of the VACAPR, ER and PRICE variables is an 

attempt to reduce bias in the incentive coefficients, due 

to misspecification in the model. 

INTERPRETATION OF COEFFICIENTS 

These equations were tested for each of the twenty one sectors 

of the Manufacturing division described in Table 4.1. As with 

the general hypothesis, statistically significant positive incentive 

coefficients would tend to substantiate the hypothesis that incentive 

assistance was beneficial in increasing the real value of manufactured 

exports. However it would be expected that sectors 

would respond ih _different ways to the application of incentive 

assistance 2, and as such the estimated coefficients would differ. 

Comparison of the incentive coefficients between sectors would 

enable comparison of the effectiveness of incentive assistance. 

In addition, the study was also interested to discover to what 

extent clustering existed among sectors in their response to incentive 

assistance, i.e. to what extent similar industries (e.g. textiles 

or engineering) reacted in a similar manner to the provision of 

incentive assistance. 

2The reasons behind this are discussed in Chapter Three. 



RESULTS 

The results are first presented in detailed form for one 

sector - Sector 22 (Furniturei A summary of the results for the 

whole manufacturing division then follows. 

Sector 22 - Furniture. 
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Sector 22 typifies manufacturing sectors in the New Zealand 

economy. It was slow to move into the export field - in 1963 for 

example, exports totalled $0.lm, while total output was $30.6m. 

In the period 1968-78, sector 22 received approximately $3.2m in 

incentive assistance, mostly in the form of the Increased Exports 

Taxation Incentive (IETI), and the Increased Exports-Goods (IEG) 

Incentive. Over the same period exports totalled $13.7m. 

Equation ( i) 

Using OLSQ, this was estimated for the period 1968-78. Un

fortunately data problems3 meant that observations for the years 

1971, 1976 and 1978 had to be excluded. The estimated equation 

for sector 22 was, 

\ = .00009 + . 397*EMDTit - .050IETI. IEGt + .0091 VACAPRt 

R2 = 63 n=84 . ' 
* = t-statistic indicates coefficient 

statistically significant at 80 percent. 

Although the t-statistic for the EMDTI estimate is significant 

at 80 percent (indicating that this estimate is statistically 

3Incentive data was unavailable for 1971 and 1975. Employment in 
the same format was unavailable for 1978. 

4The Durbin-Watson statistic (OW) - the indicator of autocorrelation 
in OLSQ estimates had a value of 2.68. However this was distorted 
(due to gaps in the data), as the CORC estimate did not produce 
evidence of the problem. The OLSQ estimate was therefore favoured. 
Estimation by CORC means a loss of three observations (due to the gaps 
in the data), thus reducing the reliability of the estimates. 
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significant from zero), the measure of joint significance, 5 (the 

F-statistic with the value of 3.35) is not. This is primarily 

because of the statistically insignificant VACAPR estimate. The 

estimates suggest that if the real value incentive assistance in 

the form of the EMDTI and IETI were each increased by $10,000 then 

the impact on the real value of exports in this sector (bearing 

in mind excess capacity) would be an increase of $347,000. This 

gives a ratio of assistance to benefits of 17.05 a ratio which 

suggests that incentive assistance has been beneficial. However 

these results are based on a limited number of observations, and 

so any conclusions must be tentative. 

It would be expected that the VACAPR coefficient (the surrogate 

measure of excess domestic capacity), would have a positive sign. 

This is because the domestic business cycle tends to move in the 

opposite direction to export growth, a factor identified by Tweedie 

and Spencer. 6 This implies that when the domestic capacity increases, 

the economy is in a recessionary phase, and hence export growth 

will be stimulated. 

The VACAPR for this section was perverse, 7 indicating that 

exports are stimulated in response to economic upswings. However 

the size of this coefficient, and the lack of statistical significance 

indicates that in the short-term, exports from the Furniture sector 

are not responsive to changes in domestic excess capacity. 

5The F-statistic measures the overall significance of the explanatory 
variables. 

6A.J. Tweedie and G.H. Spencer Supply Behaviour in New Zealand's 
Export Industries, Reserve Bank Research Paper No. 31 (Wellington, 
Reserve Bank of New Zealand, 1981) p 26. 

7Here perverse is used in the technical sense, meaning the coefficient 
has the opposite sign to what economic theory predicts, rather than 
in the popular sense of perverted or wicked. 
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Equation (ii) 

In this case the CORC estimate recorded a significant measure 

of autocorrelation. 8 The estimates were as follows. 

Yt = .00057 + .516**EMDTit - .056**IETI.IEGt + .000048 ERt 

RHO= -.551*, n = 6. * coefficient significant at 80 percent 

** coefficient significant at 90 percent 

The incentive coefficients display the same pattern as in Equation 

(i), namely positive EMDTI and negative IETI.IEG. The sign of 

the exchange rate estimate (ER) is somewhat perverse, as economic 

theory would suggest a negative coefficient. However the magnitude 

of the ER estimate suggests that for sector 22, the exchange rate 

is not important in the short-term as a 10 percent devaluation 

would result in an immediate decline in real dollars of $4.80 of 

exports. However this perverse effect is very small and not statistically 

significant from zero. 

Equation (iii) 

The CORC estimate of this equation is reproduced below. 

Yt = -.0008** + .529** EMDTit - .062** IETI.IEGt + .0003 PRICEt 

RHO= -.59, * n = 6. *coefficient significant at 80 percent 

**coefficient significant at 90 percent 

As can be seen, the incentive coefficients have retained similar 

magnitude and sign to those obtained from the estimate of equation 

(ii ) . 

The PRICE variable, which represents the relative competitive

ness of New Zealand goods on the Australian market, vis-a-vis both 

8While estimation by CORC has the advantage of overcoming the problem 
of autocorrelation, the method of estimation means in this case that 
three observations were lost. Thus a trade-off develooed between 
the number of observations vs autocorrelation as cause~ of distortion. 
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domestically supplied goods and other competing imports, should 

in terms of economic theory have a negative coefficient. The positive 

estimate obtained for sector 22 is therefore perverse. However 

the magnitude of the estimate, 9 and its lack of statistical significance 

indicate that the Furniture Industry was not particularly responsive 

to price stimuli. 

Equation (iv) 

The above estimate of equation (iv) was obtained by OLSQ, 

for the years 1968-78, less 1971, 1975 and 1978, and with the values 

of the IEG incentive excluded. 

Yt= .0002 + .068** EMDTit- .047* IETit- .021 VACAPRt 

R2 = .72, n = 85, * coefficient significant at 80 percent 

** coefficient significant at 90 percent. 

Estimation of this equation by CORC failed to produce a significant 

measure of autocorrelation, contrary to the OW statistic indicated 

in the OLSQ estimate. 

The estimates of the incentive coefficients follow the 'normal 1 

pattern of a positive EMDTI coefficient and a negative Increased 

Exports coefficient. 

There is in effect little difference between the magnitude 

of the estimated Increased Exports incentive in this equation and 

in equation (i). 

This indicates that the provision of $1.37m of IEG assistance 

over the 1976-78 period was not productive. There has however 

been considerable changes·in the magnitude of the EMDTI coefficient, 

9A 10 percent increase in competitiveness in the Australian market 
will in the short-term only result in an increase in the real 
value of exports of $3,000. 



which has decreased nearly six fold with the removal of the IEG 

variable. 
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This suggests that the provision of EMDTI assistance works 

in tandem with IETI and IEG assistance. As in equation (i), the 

VACAPR coefficient is not significant, which suggests that sector 

22 is not responsive to changes in excess capacity. 

Equation (v) 

This equation was estimated for the years 1968-78, with 

observations for the years 1971 and 1975 ommitted. The 0LSQ estimate 

of this equation is as follows. 

Yt = -.0014 + .34**EMDTit - .045*IETit + .0014 ERt 

R2 = .88, n = 9, * coefficient significant at 80 percent. 

** coefficient significant at 90 percent. 

The trend that was apparent in equations (i) - (iii), namely a 

positive EMDTI estimate and a negative IETI.IEG estimate is repeated 

with the exclusion of the IEG incentive. This, and the minimal 

difference between the IETI coefficients obtained here, and in 

equation (ii), suggests that the IETI and IEG have had limited 

success in terms of increasing the real value of exports from sector 

22. The exchange rate estimate is still perverse, adding weight 

to the claim that the Furniture sector is not particularly responsive 

to price stimuli. This is further substantiated by the results 

obtained from Equation (v). 

Equation (vi) 

The 0LSQ 10 estimate for the period 1968-1978, less the years 

1971 and 1975, is as follows. 

lOThe C0RC estimates in equations (v) and (vi) did not produce 
statistically significant estimates of autocorrelation. 



Yt = -.0012 + .336**EMDTit - .05l*IETit + .0013 PRICEt 

R2 = .88, n = 9, * coefficient significant at 80 percent 

** coefficient significant at 90 percent. 
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The incentive coefficients repeat the familiar pattern, i.e. positive 

EMDTI coefficient and negative IETI.IEG coefficient. Statistically 

both these coefficients were highly significant. However, the 

PRICE coefficient is very small in magnitude, of the wrong sign, 

and not statistically significant. This was the same pattern as 

in Equation (iii). 

Summary of Results for Sector 22. 

The six estimated equations for the furniture industry suggest 

that while the EMDTI has had a beneficial effect in increasing 

the real value of exports, the provision of IETI and IEG assistance 

has been counterproductive to the goal of increasing exports. However 

comparison of the six equations suggest that the best results are 

achieved when the two incentive schemes were used in tandem. The 

results also suggest that the exchange rate and relative competitiveness 

on the Australian market are of very limited importance in the 

short term. This is indicated by the small coefficients which 

are of the wrong sign. The VACAPR estimate is also of the wrong 

sign and small magnitude, suggesting that factors other than excess 

domestic capacity, the relative exchange rate, and price competitive

ness influence export behaviour in sector 22. 

Results from the Manufacturing Sector 

This section summarises the results from the estimation 

of these six equations over the twenty one manufacturing sectors. 

As with the estimates for sector 22, all equations were estimated 

using the 0LSQ and C0RC estimation procedures. 
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Equation (i) 

The CORC estimates in equations (i) and (iv) were most affected 

by the problem of loss of observations discussed above. CORC estimates 

were favoured in three cases where the RHO coefficients were statis

tically significant. In these cases the estimate was based on 

five observations, instead of eight for OLSQ estimates. 

The majority of sectors recorded positive EMDTI (Export 

Market Development Taxation Incentive) estimates, implying a positive 

contribution in the short term to the real value of exports. The 

exceptions to this were sectors 16, 18, 26, 30 and 34. Only in 

the case of sector 18 was this coefficient large (-.24), and statis

tically significant. Both sectors 17 and 31 recorded coefficients 

greater than one in magnitude. However the estimates for these 

sectors tend to be distorted due to the inclusion of raw materials 

(wool and aluminium) not eligible for incentive assistance. Sectors 

20, 22, 24, 25 and 33 all recorded coefficients in excess of 0.1 

This suggests that EMDTI assistance in these sectors is cost effective. 

Similar patterns of estimates can be observed among the 

IETI.IEG estimates. Sectors 17, 22, 26~ 28 and 33 all recorded 

perverse estimates. The estimates for sectors 30 and 31 recorded 

estimates in excess of 0.1. The remaining estimates were of the 

magnitude of .001. The magnitudes of these coefficients suggest 

only a small impact from the IETI and IEG schemes. The implications 

of this for the cost effectiveness of the schemes can be seen in 

Table 5.2 below. 

Table 5.2 suggests that assistance to sectors 18 and 26 

{the Footwear and Rubber industries)~ was not in the short term 

cost effective. Rather than contribute to increases in the real 
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TABLE 5.1 ESTIMATED COEFFICIENTS FOR EQUATION (i) 

15. 

16. 

17. 

18. 

19. 

20. 

21. 

22. 

23. 

24. 

25. 

26. 

27. 

28. 

29. 

30. 

31. 

32. 

33. 

34. 

35. 

Notes: 
( 1) 

(2) 

* 
** 

y t = al + bl EMDTit + cl IETI. IEGt + dl VACAP~ +Ut 

Sector bl cl dl RHO 

Beverages .0064 .0197 -.014 ** 

Tobacco -.0024 .0011 -.0039 • 97** 

Textiles 2.13 -.048 .022 -1.011(1) 

Footwear -.24 ** .092 ** .017 ** 

Apparel .025 .051 ** -.040 

Mfg. Textiles .692 * .013 .098 

Cork and Wood .0089 .0083 .039 

Furniture .397 * - .050 .0091 

Pulp and Paper .041 .052 ** .091 

Printing .159 .018 -.0089 

Leather .563 .0821 - .100 

Rubber -.062 - .115 * -.130 

Chemicals .028 .048 .210 
Petroleum & Coal 0.0 -.037 -.278 

Non-metallic 
Minerals .041 .018 .0065 

Miscellaneous - .076 .114 -.13 

Basic Metals 1.70 .382 .14 
Metal Products - .052 .054 .22 

Machinery nei .203 * -.012 .099 

Electrical Mach. -.011 .014 .32 .825 

Transport Mach. .0044 .054 .11 

This indicates a very explosive situation. However further 
analysis would involve loss of observations. Sector 17 as 
observed in Chapter 4, is complex, as export values for this 
sector include wool - not a nontraditional export. 

The intercept coefficient was also estimated, but is not 
recorded here. 

t-statistic significant at 80% 

t-statistic significant at 90% 



value of exports in the short term, the provision of assistance 

to these sectors resulted in a decline. Assistance appears to 

have been most effective when directed towards the Non-apparel 

Textiles and Furniture industries. 

Economic theory suggests that if domestic excess capacity 

(as measured by the surrogate variable VACAPR) is important in 

influencing the real value of exports, i.e. exports function as 
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a residual for the manufacturing sectors, then the VACAPR estimates 

should be positive and of large magnitude. The estimates for sectors 

27, 32 and 34 fitted this pattern. The estimates for sections 

15, 16, 19, 24, 25, 26, 28 and 30 were perverse suggesting that 

in these sectors domestic downturns result in a decline in exports. 

These sectors however remain heavily dependent on the domestic 

market. Generally these results suggest that domestic capacity 

does not play great part in explaining the short-term export behaviour 

on a sectoral level . 11 

11 rt could be that the number of vacancies is not a good proxy for 
measuring this impact. Another influence could be the limited 
number of observations, however this tends to be ruled out by the 
repetition of the same pattern. 
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TABLE 5.2 COST EFFECTIVENESS1 OF THE EMDTI, THE IETI AND 

THE IEG. SELECTED SECTORS2, 1968-78. 

18. 

19. 

20. 

22. 
23. 

26. 

33. 

Notes 

1. 

2. 

3. 

Impact of Impact of Total Effectiveness 
EMDTI IETI & IEG Impact Ratio 

Assistance 

Footwear -240,000 -92,000 -148,000 - 7.40 

Apparel 25,000 . 5,000 76,000 3.80 

Manufactured 
Textiles 692,000 13,000· 705,000 35.25 

Furniture 397,000 :-50,000 347,000 17.35 

Pulp and Paper 41,000 62,000 93,000 4.65 

Rubber - 62,000 -115,000 -117 ,000 -8.85 

Machinery nei 203,000 -12,000 191,000 -9.56 

Includes the impact of the excess domestic capacity. 
The Cost Effectiveness measures the impact of an extra 
$10,000 of EMDTI (1971) assistance, and an extra $10,000 
of IETI or IEG assistance in 1971, upon exports in 
selected sectors. 

Selected sectors have at least one incentive estimate 
statistically significant. 

Total Im act of Assistance 
Measured as Real Cost of Assistance 20,000) 

: .'• , I ·t\'' 

Equation (ii) 

Equation (ii) differs from equation (i) in that the excess 

capacity variable is replaced by the relative exchange rate variable 

ER. This variable records the ratio of the New Zealand to Australian 

exchange rates. Rather than utilise a basket of exchange rates, 

the Australian rate was use~ recognising the primary importance 

of the Australian marke~ for New Zealand manufactured products. 

In general the estimates for the market development incentive 

(EMDTI), as displayed in Table 5.3, were positive in sign and less 
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than 0.5 in magnitude. The perverse cases are sectors 16, 18, 

19, 25, 26, 30 and 32, all of which recorded negative estimates. 12 

While a number of sectoral estimates retained the same sign and 

magnitude when the ER variable was included, this was not the case 

in sectors 19, 24, 25, 29, 30, 34 and 35. In all of these cases, 

the magnitude of the estimate substantially increased, reflecting 

the responsiveness of these sectors to exchange rate movements. 

There were also changes to the size and magnitude of the 

other incentive estimates. While estimation of equation (i) produced 

five sectors with negative IETI.IEG coefficients, 13 introduction 

of the ER variable increased this to seven. These were the Tobacco, 

Textiles, Non Apparel Textiles, Furniture, Nonmetallic Minerals, 

Machinery nei and Electrical Machinery. 14 All were small in magnitude, 

between 0.01 and 0.001. In general the positive estimates were 

of the same magnitude, with sectors 30 and 31 recorded coefficients 

of magnitude greater than O .1. 

Perverse estimates of the exchange rate variable were obtained 

in sectors 22~ 24, 25, 27, 28, 31, 32, 33, 34 and 35. The positive 

sign of the coefficient suggests that if there is a depreciation 

of the New Zealand dollar relative to the Australian dollar, then 

in the short term, exports will decline rather than increase. 16 

The most substantial ER estimates were recorded by two of the Textile 

12The Tobacco, Footwear, Apparel, Leather, Rubber, Miscellaneous 
and Metal Products sectors. Only the estimates for the Footwear 
and Apparel sectors were statistically significant. 

13sectors 17, 22, 26, 28 and 33. 

14only the estimates for sectors 20 and 22 were statistically significant. 
15The estimates for the IETI coefficients were 0.14 in sector 30, and 

0.382 in sector 31. 
16 rn part this reflects the reaction to increased import costs, with 

only sectors 23 and 24 not having import ratios in excess of 10 percent. 
See Table A.5.2.1 in Appendix 2 to this chapter. For other sectors 
Australia is not the main market, e.q. sector 31. 
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TABLE 5.3 ESTIMATED COEFFICIENTS FOR EQUATION (ii) 

15. 

16. 

17. 

18. 

19. 

20. 

21. 

22. 

23. 

24. 

25. 

26. 

27. 

28. 

29. 

30. 

31. 
32. 

33. 

34. 

35. 

Notes 

( 1) 

(2) 

* 
** 

y = a (2) + b2 EMDTit + c2 IETI. IEG, + d2 ER ..J.. Ut t 2 t t 

Sector b2 c2 d2 RHO 

Beverages .0043 .0089 -.0002 
Tobacco -.0062 -.00004 -.0003 1.006(l) 

Textiles 1.456 . -.044 - .092 

Footwear -.138 ** .050 ** - .0003 

Apparel -.151 * .061 ** -.00225 

Mfd. Textiles .70 ** -.042 ** - .023 ** 

Cork & Wood* .027 .0084** -.0044** 

Furniture .516 ** - .056 ** .000048 -.551 * 

Pulp & Paper .086 .044 -.0097 

Printing .041 .031 .0017 

Leather -.0022 .145 -.0042 

Rubber - .023 .019 .0081 

Chemicals .061 .047 .0046 
Petroleum & Coal 0.0 .382 .034 

Non-metallic 
minerals .297 ** - .0052 -.011 ** -.81 ** 

Miscellaneous -.121 .126 -.0008 
Basic Metals 1.08 .132 - .026 .86 ** 
Metal Products -.082 .051 .0011 

Machinery nei .270 -.028 .00078 

Electrical Mach. .12 -.0026 .0029 

Transport Mach. .112 .032 .0005 

See Note 1 to Table 5.1. 

The intercept coefficients were estimated, but not recorded 
here. 

coefficient statistically significant at 80% 

coefficient statistically significant at 90% 
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sectors, sector 17, which had an ER estimate of -0.092, and sector 

20 which had an estimate of -0.023. In both cases Australia has 

been the main market. The impact upon exports for selected 

industries is tabulated in Table 5.4. Of those sectors selected, 

assistance to sectors 20, 22 and 29 appears to be most cost 

effective. Comparison to Tables 5.2 and 5.4 shows that for some 

sectors - sector 22, for example, cost effectiveness is related 

to changes in the relative exchange rate rather than changes in 

domestic capacity. 

TABLE 5.4 COST EFFECTIVENESS! OF INCENTIVE ASSISTANCE 

IN SELECTED SECTORS2 

18. 

19. 

20. 

21. 

22. 
23. 

25. 

29. 

Notes 
1. 

2. 

Sector 

Footwear 

Apparel 

Manufactured 
Textiles 

Cork and Wood 

Furniture 
Pulp and Paper 

Leather 

Non Metallic 
Minerals 

Impact of 
EMDTI 

-138,000 

-151,000 

700,000 

27,000 
516,000 

86,000 

- 2,200 

297,000 

Impact of Total 
IETI. IEG Impact of 

Incentives 

50,000 -133,000 

61,000 - 90,000 

-42,000 658,000 

8,400 35,400 

56,000 460,000 

44,000 130,000 

145,000 142,800 

- 5,200 291,800 

Based on Equation (i) which includes the impact of the 
Exchange Rate. 

Selected sectors have at least one incentive estimate, 
statistically significant. 

Ratio of 
Impact 

To Cost 

-6.65 

-4. 50 

32.90 

1.77 
23.00 

6.50 

7.14 

14. 59 

3. i.e. Effectiveness Ratio. Calculated as Impact of Total 
Assistance / Real cost of Assistance($20,000). 

These results however are distorted by the high levels of IEG 

assistance compared with other forms of incentive assistance. 
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Even so, the estimates for sectors 18 and 19 as recorded in Table 

5.7 show some cause for concern. 

Equation (iii) 

In Equation (iii), the exchange rate variable ER is replaced 

by the comparative price variable PRICE. Generally the magnitude 

and sign of the incentive coefficients have changed little from 

those estimates recorded in Table 5.2. As with the estimates 

of the ER coefficients, economic theory leads one to expect that 

estimates of the PRICE variable would be negative in sign. However 

as with the estimates of ER in equation (ii), a number of sectors 

recorded perverse PRICE estimates. Only sectors 22, 24, 26, 27, 

28, 32, 33, 34 and 3517 recorded perverse PRICE estimates. 

One of the other trends observable in Table 5.5 is the decline 

in the sectors with perverse incentive estimates. While the estimate 

of equation (ii) recorded seven perverse EMDTI estimates 18 , estimation 

of equation (iii) produced only five. These were sectors 16, 

18, 26, 30 and 32. Sector 16 consistently recorded a negative 

estimate for the EMDTI coefficient, which suggests that in the 

short term, provision of EMDTI assistance has a negative impact 

on the real value of exports. The EMDTI estimates for the other 

sectors tended to 'jump around', which offers no easy explanation 

for this behaviour. 

Table 5.5 indicates that a number of sectors are more responsive 

17The Furniture, Printing, Rubber, Chemicals, Petroleum and Coal, 
Metal Products, Machinery nei, Electrical Machinery, and Transport 
Machinery industries. The majority of these industries face high 
import costs, and are heavily dependent on the domestic market. 

18~, ~ ,c 10 10 ?~ ?h 1n rl 1? 1nese were seCL• rs iu, iu, LJ, ~~, ~v, vv an_--· 
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TABLE 5.5 ESTIMATED COEFFICIENTS FOR EQUATION (iii) 

Y t == a3 (1) + b3 EMDTit + IETI. IEGt + d3 PRICEt -r ut 

Sector b3 C3 d3 RHO 

15. Beverages .01 .0073 -.00023 
16. Tobacco -.0076 .0007 - .0004 1.004( 2) 

17. Textiles 1.254 .012 -.042 
18. Footwear -.138 ** .049 ** -.00028 
19. Apparel .151 .061 ** - .00018 
20. Manufactured 

Textiles .759 ** -.032 ** -.022 ** -.89 ** 
21. Cork and Wood .017 .009 ** -.0036 * 
22. Furniture .529 ** -.062 ** .0003 -.59 * 
23. Pulp and Paper .lll .042 ** -.0099 
24. Printing .048 .029 -.0016 
25. Leather .0088 .145 ** -.0044 * 
26. Rubber -.028 .028 * .0075 ** 
27. Chemicals .046 .051 .0045 
28. Petroleum 

and Coa 1 0.0 .271 .015 .953 ** 
29. Non-metallic 

Minerals .181 ** .013 * - .0047 ** 
30. Miscellaneous -.054 .111 * -.0029 
31. Basic Metals 1.199 .117 -.028 * .89 * 
32. Metal Products - .074 .051 .0018 
33. Machinery nei .248 * .022 
34. Electrical 

Machinery . ll .00089 .0034 
35. Transport 

Machinery .156 .028 .0018 

Notes 

1. Intercept coefficients estimated, but not recorded. 

2. See Note 1 to Table 5.1 
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in their utilisation of export incentives to the stimuli provided 

by relative pricing on the Australian market. However for most 

sectors, this response is somewhat limited, as indicated by the 

magnitude of the coefficients. The impact upon exports in terms 

of the cost effectiveness of assistance to various industries 

can be seen in Table 5.6 below. 

TABLE 5.6 COST EFFECTIVENESS1 OF INCENTIVE ASSISTANCE IN 

SELECTED SECTORS 2; 

Sector 

18. Footwear 

19. Apparal 

20. Manufactured 
Textiles 

21. Cork and Wood 

22. Furniture 

23. Pulp and Paper 

25. Leather 

29. Non-metallic 
Minerals 

Notes 

Impact of 
EMDTI 

-138,000 

151,000 

759,000 

17,000 

529,000 

111,000 

88,000 

181,000 

Impact of Total Ratio to 
Cost IETI.IEG Impact of 

Incentives 

49,000 

61,000 

-32,000 

90,000 

-62,000 

42,000 

145,000 

13,000 

- 89,000 - 4.45 

212,000 10.60 

727 ,000 36. 35 

107 ,000 5. 35 

467,000 23.35 

153,000 7.65 

233,000 11. 65 

194,000 9. 70 

1. Cost effectiveness includes impact of comparative pricing. 

2. Selected sectors have at least one statistically significant 
incentive coefficient. 

As comparison of Table 5.4 and 5.6 reveals, for most sectors the 

short-term cost effectiveness differs little if the ER or PRICE 

coefficients are included in the equation. This suggests that 

for these sectors the exchange rate is the most important. However 

for sectors 21 (Wood and Cork), and 29 (Non-metallic Minerals), 

there is sufficient change to suggest that the other PRICE components 

(relative inflation rates in particular), play an important role 
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in determining the cost-effectiveness of the incentive schemes. 

Equation (iv) 

Equations (i), (ii) and (iii) examined the impact of assistance 

in the form of the EMDTI, and IETI, and the IEG. Equations (iv), 

(v) and (vi) restrict this to the EMDTI and IETI incentives. As 

such, while equations (i), (ii) and (iii) included the value of 

IEG assistance in the 1976-78 period, equations (iv), (v) and 

(vi) set this to zero. Table 5.7 tabulates the estimates of Equation 

(iv). One of the most obvious changes that can be observed in 

comparing Tables 5.1 and 5.7 is the decreased number of negative 

EMDTI coefficients in Table 5.7. Whilst in Equation (i), sectors 

16, 18, 26, 30, 32 and 34 recorded a negative EMDTI estimate, 

in equation (iv) these estimates were only negative in sectors 

16, 21, 26 and 30. 

Only in the case of Miscellaneous Manufacturing was this 

coefficient large (i.e. -0.602), and statistically significant. 23 

The coefficients for the IETI variable do not display such a regular 

pattern. Twelve sectors have negative estimates - sectors 15, 

18, 19, 20, 22, 23, 27, 28, 29, 31 and 32. Of these sectors only 

sectors 19 (Apparel), 20 (Non-apparel Textiles), 23 (Pulp and 

Paper) and 31 (Basic Metals) recorded coefficients of magnitude 

greater than 0.1. Only in sectors 16 and 28 were no changes recorded 

in the incentive coefficients between Tables 5.1 and 5.7. This 

suggests that the $1.32m of IEG assistance given to sector 16 

in 1976-78 could perhaps have been better allocated. 

While exclusion of the IEG variable increased the number 

of sectors with perverse VACAPR estimates, it also served to reinforce 

the observations reached from equation (i), namely that domestic 



TABLE 5.7 ESTIMATED COEFFICIENTS FOR EQUATION (iv) 

Y t = a4 + b4 EMDTit + c4 IETit + d4 VACAPRt 

Sector b4 C4 d4 

15. Beverages .064 ** -.039 ** .012 

16. Tobacco -.0034 .0018 - .0079 

17. Textiles 1. 5 .44 -2.9 

18. Footwear .179 - .069 .006 

19. Apparel .48 ** -.14 ** .0058 

20. Manufactured 
Textiles .63 * -.31 .0075 

21. Cork and Wood - .136 .008 - .012 

22. Furniture .068 * -.047 .021 

23. Pulp and Paper . 773 ** -.31 ** 2.1 ** 
24. Printing .024 ** .028 - .039 
25. Leather 1.08 ** .011 -.16 
26. Rubber -.191 .075 - .11 

27. Chemi ca 1 s .171 -.056 -.25 
28. Petroleum and 

Coa 1 0.07 -.037 -.278 
29. Non-metallic 

Minerals . 007 -.006 . -.12 ** 
30. Miscellaneous -.602 * .037 -.43 ** 
31. Basic Metals 1.457 -.268 -.73 
32. Metal Products .376 ** -.011 .21 

33. Machinery nei .172 ** .048 ** -.076 * 
34. Electrical 

Machinery .054 ** .034 ** -.012 ** 
35. Transport 

Machinery .30 ** .016 .85 
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RHO 

.885 ** 

.89 ** 

.66 * 

.683 * 

.62 * 

.881 ** 

. 55 * 



excess capacity (as measured by the surrogate variable, VACAPR), 

does not appear to be an important influence on manufactured 

exports. 

Equation (v) 

Equation (v) excludes the IEG variable from Equation 

(ii). The estimates are recorded in Table 5.8. Comparison of 

Tables 5.3 and 5.8 suggests that in only sectors 20, 21, 22, 
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24 and 29 has there been only minimal change in both sign and 

magnitude of the coefficients. This suggests that there is reason 

to further examine the IEG assistance given to these sectors. 

Tables 5.3 and 5.8 also suggest some interaction between the 

exchange rate and IEG assistance, which this study has been unable 

to uncover. Generally these estimates serve to substantiate 

the earlier claim that IETI incentive assistance in the short 

ter~ has not been particularly effedctive in sectors 20 (Non

apparel Textiles), 22 (Furniture) and 29 (Non-metallic Minerals). 

Similar conclusions can be drawn about the effectiveness of EMDTI 

assistance in sector 16. 

Equation (vi) 

Equation (vii) excludes the IEG variable from Equation 

(iii). As Table 5.9 shows, the incentive estimates are very 

similar to those obtained in Table 5.8. Comparison of Tables 

5.5 and 5.9 repeats the earlier trend for sector 16, which suggests 

that IEG assistance has been less than beneficial in the short 

term. The estimated coefficients are the same in both Tables . 

Similar conclusions can also be drawn about IEG assistance in 

sector 20. 
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TABLE 5.8 ESTIMATED COEFFICIENTS OF EQUATION (v) 

Y t = as + b5 EMDT¼:-+ C5 IETI,/ d5 ERt, ·t u t, 

Sector b5 C5 d5 RHO 

15. Beverages .038 ** -.016 * - .. 00022 

16. Tobacco - .0058 .00013 -.00027 .97** 
17. Textiles 1. 52 ** .62 ** -.149 ** -5.40 
18. Footwear .146 ** - .052 * - .00001 .81 ** 
19. Apparel .215 ** -.082 -.0026 
20. Manufactured 

Textiles .622 ** -.44 ** -.21 ** 
21. Cork and Wood .079 ** -.008 ** -.0094 ** .62* 
22. Furniture .34 ** -.045 * .0016 

23. Pulp and Paper .549 ** -.102 ** .029 ** 

24. Printing .079 ** .052 ** .002 .96 ** 

25. Leather 1..23 -.051 .0008 .77 ** 

26. Rubber .032 .021 .008 ** .68 * 

27. Chemicals .233 ** -.025 -.0012 

28. Petroleum and 
Coal 0.0 .382 .034 .93 ** 

29. Non-metallic 
minerals .264 -.003 - .009 -.81 ** 

30. Miscellaneous .416 ** -.098 ** -.012 ** -.82 
31. Basic Metals 1.49 * -.937 .032 .86 ** 

32. Metal Products .36 ** .0126 .0013 

33. Machinery nei .170 ** .036 ** .00016 

34. Electrical 
machinery .11 .015 .0028 

35. Transport 
machinery .315 ** .045 .0003 



Table 5.9 suggests furthermore that IETI assistance has in the 

short term been less than beneficial to export growth in sectors 
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20 and 22. Both these sectors recorded negative estimates through

out the six equations. 
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TABLE 5.9 ESTIMATED COEFFICIENTS OF EQUATION (vi) 

Y t = a6 + b6 EMDTit + c6 IETit + d6 PRICEt t Ut, 

Sector b6 c6 d6 RHO 

15. Beverages .04 -.02 * -.0002 

16. Tobacco -.0074 .0006 * -.0004 .98 ** 
17. Textiles 1.48 * .152 .111 -.56 * 
18. Footwear .137 ** - .052 * -.00005 .88 ** 
19. Apparel .217 * -.075 ** -.003 
20. Manufactured 

textiles .67 ** -.039 ** - .018 

21. Cork and Wood .092 ** -.008 ** - .009 .75 ** 
22. Furniture .336 ** -.051 * .0013 

23. Pulp and Paper .557 ** -.082 * - .030 
24. Printing .50 ** -.004 .002 

25. Leather 1.22 - .051 .0003 

26. Rubber .064 ** -.069 ** .007 

27. Chemicals :223 ** -.019 -.0028 
28. Petroleum and 

coal 0.0 .271 .015 .953 ** 
29. Non-metallic 

minerals .286 ** .011 ** -.009 1. 23 

30. Mi see 11 aneous .441 ** -.077 * -.012 - . 77 ** 
31. Basic Metals 1.537 -.827 .025 .81 ** 
32. Metal Products .362 ** .009 .002 

33. Machinery nei .170 ** .034 ** .00034 

34. Electrical · 
machinery .109 ** .012 .0024 

35. Transport 
machinery .32 .039 .0011 



Discussion. 

Incentive Assistance 
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Although statistically many of the individual results were 

not significant, repetition of the same pattern of coefficient 

sign and magnitude was seen as an important indicator of reliability. 

Given this qualification, a number of trends emerge among the 

incentive coefficients. It appears that for most sectors in this 

study, assistance in the form of export market development and 

increased exports has had a beneficial, if not particularly effective 

role in increasing the real value of exports in the 1968-78 period. 

Equations (i), (ii) and (iii) provide an approximate evaluation 

of the effectiveness of three forms of incentive assistance. These 

results suggest that for most sectors export market development 

assistance has been of considerable assistance in real export 

growth. Generally~equations (i) - (iii) produced estimates of 

the EMDTI coefficient which were considerably greater than the 

estimate for the other incentive coefficient. This implies greater 

benefit from EMDTI assistance in these sectors. For all sectors 

the value of EMDTI was less than IETI or IEG assistance in any 

given year. 

Export Market Development assistance appears to have been 

the most beneficial in sectors 17 (Textiles), 31 (Basic Metals), 

20 Manufactured Textiles), 22 (Furniture) and 33 (Machinery nei). 

However these results are possibly distorted due to the inclusion 

of raw materials not eligible for incentive assistance in sectors 

17 and 31. The estimates of sectors 15 (Beverages), 25 (Leather), 

27 (Chemicals) and 28 (Petroleum and Coal) suggest that lncreased 

Exports assistance is more important than Market Development 

assistance. In the case of sector 28, only $8,000 of Increased 

Exports assistance was given in the 1968-78 period. Sector 19, 
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30 and 31 also appears to have benefitted from Increased Exports 

assistance. 

Equations (i), (ii) and (iii) suggest that Increased Exports 

and Market Development assistance counterbalanced in sectors 26 

(Rubber) and 32 (Metal Products), with the result that in the 

short term incentive assistance provided no increase in the real 

value of exports. 

Contrasting equations (i), (ii) and (iii) with equations 

(iv), (v) and (vi) enables comparison of the effectiveness of 

the IEG incentive over the 1976-78 period. In sector 16 (Tobacco), 

there was no change in the estimates21 , suggesting that the provision 

of IEG assistance did not have any sizeable effect. The estimates 

obtained in equations (iii) and (vi) indicate that the provision 

of IEG assistance may have been less than cost effective in sectors 

20, 29 and 33. 

Only a few sectors appear not to have benefitted from incentive 

assistance in the short-term. Sectors 16 (Tobacco, 18 (Footwear), 

26 (Rubber), 30 (Miscellaneous) and 32 (Metal Products) do not 

appear to have benefitted from Export Market Development assistance, 

while in sectors 20 and 22, Increased Exports assistance appears 

not to have been effective. There is also reason to suggest that 

the Increased Exports incentive may not have been entirely effective 

in sectors 17 and 33. Both of these sectors recorded negative 

estimates in equations (i) and (ii)., but not in (iii). The 

majority of these sectors with negative coefficients, although 

21This was also the case in sector 28 where no IETI or IEG assistance 
was given. 
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involved in exporting, remain heavily oriented towards the domestic 

market. 22 

Impact of Excess Capacity, Relative Exchange Rate and Comparative 

Pricing. 

Equations ( i ) , ( i i ) , ( i i i ) , ( iv) , ( v) and (vi ) we re pr i mar i 1 y 

designed to examine the impact of the incentive schemes. In order 

to guard against potential misspecification, and hence bias in 

the incentive coefficients, the variables excess capacity, exchange 

rate, and comparative pricing were also introduced into the equations. 

All have an impact on both exports, and export incentives. For 

example, incentives were introduced as an alternative to changes 

in the exchange rate. Excess capacity (as measured by the surrogate 

variable VACAPR), appears to be most important in sectors 17, 

20, 23, 27, 31, 32, 33, 34 and 35. These industries, primarily 

Textiles (17 and 20) and Engineering (31, 32, 33, 34 and 35), 

(but also including Pulp and Paper (23), and Chemicals (27)), 

appear to be stimulated into export activity, when the export 

market is collapsing - the residual effect predicted by Tweedie 

and Spencer. However apart from sectors 27, 31, 32, 34 and 35, 

this coefficient was very small. This,and the lack of statistical 

significance, suggests that excess capacity in the domestic economy 

was not a sufficient stimuli for manufacturers to move into exporting. 

The estimates of.the relative exchange rate were also 

characterised by coefficients of small magnitude, although fewer 

estimates were of perverse sign. The relative exchange rate appears 

to have been most important in the Textiles, Manufactured Textiles, 

Non-metallic Minerals and Basic Metals sectors. With the exception 

22 rt is necessary to repeat here that this effect of perverse 
incentive coefficients could be a result of the statistical 
techniques used. 



it has only been in sector 20 that Increased Exports assistance 

has been made a sizeable impact. The EMDTI incentive appears 

to have been important in sector 17. However the inclusion 

of traditional products, not eligible for incentive assistance, 

tends to distort the results. 

Forestry 

Analysis of incentive assistance in these sectors is 

complicated by the frequent changes to goods qualifying for 

incentive assistance. The estimates indicate that incentives 
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have been important, but that other factors, as yet unidentified, 

have also been important in stimulating exports. It appears that 

in the short-term the EMDTI has been effective, however this effect 

tends to be small. As with the textile industries, the Pump and 

Paper industry tends to be responsive to domestic downturns rather 

than changes in Australian based price stimuli. 

Chemicals 

The chemical industries appear to have differed in their 

response to the application of incentive assistance. Levels of 

assistance differ widely, reflecting the level of exporting 

activity. 23 The results from sector 26 suggest that the 

short-term effects of incentive assistance tend to cancel each 

23sector 28 is a prime example of this. It received limited 
incentive assistance in the 1968-78 period~ and exported very 
little. Exports were confined to West Coast coal, and oil supplies 
for the overseas transportation industry engaged in trading 
activities with New Zealand. 

The estimated coefficients therefore record estimates of zero for 
the EMDTI coefficient, while the estimates of the IETI.IEG and IEG 
variables in equations (i), (ii), (iii), (iv), (v), and (vi) were 
the same depending on the presence of the exchange rate, comparative 
price or capacity variable. This reflects the nil amount of IEG 
assistance. 
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of the latter sector, (which exports the majority of its products 

to Japan), all of these sectors have made extensive use of the 

Australian market in the 1968-78 period. The estimate of the 

exchange rate was of the wrong sign and small in magnitude for 

the engineering sectors. The perverse nature of these estimates 

is possibly due to the importance of the domestic market (all 

the engineering sectors were characterised by VACAPR estimates 

of large magnitude), and the substantial import component 

structurally inherent to these sectors. This also explains the 

pattern of PRICE estimates. Additional factors were also important 

here, (e.g. the relative rate of inflation) as the estimates in 

equations (ii) and (iii) for sectors 22~ 33 and 35 demonstrate. 

This is supported by comparison of the ER and PRICE estimates 

in equations (ii) and (iii). 

The short term impact of incentives seems to exert a much 

greater influence upon the real value of exports than the domestic 

capacity, relative exchange rate, or comparative pricing. Industry 

groupings (such as the engineering sectors apparent unrespons-

iveness to movements in the exchange rate or relative pricing) 

are also identifiable. The following section reviews the major 

industry group trends. 

Textiles 

The empirical results for sectors 18~ 19 and 20 suggest 

that these sectors tend to be more responsive to changes in the 

domestic market than price stimuli. This reflects the traditional 

emphasis on the domestic market, often at the expense of present 

and potential export opportunities. While incentive assistance 

has been important for these sectors, the estimates suggest that 



other out 24 , while the estimates from sector 27 suggest a 

beneficial effect from EMDTI assistance. However the estimates 

do not produce such clear cut results for the IETI estimates. 
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The estimates obtained from equations (ii) and (iii) suggest a 

small exchange rate and price effect, however this is not repeated 

in equations (v) and (vi), and so cast doubts on their reliability. 

Engineering 

This includes the Basic Metals sector (31), Metal Products 

(32), Machinery nei (33), Electrical Machinery (34) and Transport 

Machinery (35). As would be expected, the estimates obtained 

from sector 31 do not fit the general pattern for the engineering 

sectors. These estimates from sector 31 suggest a positive response 

to EMDTI assistance, but no clear response to Increased Exports 

assistance is observable. The other engineering sectors respond 

in a similar manner, suggesting that both forms of incentive assistance 

have had a beneficial effect. As noted earlier, the contractions 

and expansions of the domestic market play an important role in 

these sectors. The lack of upward price responsiveness runs contrary 

to expectations in the electrical machinery sector in 

particular, where a considerable share of export trade, in the 

form of white-wear (refrigerators, etc.) is designed for the Australian 

market. 

Miscellaneous Manufacturing 

This collects together a disparate group, Beverages (15), 

Tobacco (16), Furniture (22), Printing (24), Leather (25), 

24The best example of this is equation (ii), where the EMDTI estimate 
of -0.028 tends to cancel the positive effects of the IETI.IEG~ 
the estimate was 0.028. 



Non-metallic Minerals (29) and Miscellaneous (3), all of which 

have different exporting patterns. The estimates of sectors 15 
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and 29 suggest a positive contribution from the EMDTI, with assistance 

from the IETI and IEG being not so beneficial. Sector 29 appears 

more responsive to price rather than exchange rate or excess capacity 

stimuli. Sector 15, like the Textile industries, appears most 

responsive to domestic capacity rather than price stimuli. Sector 

22, which received considerable attention earlier in this chapter, 

consistently exhibited positive EMDTI coefficients of large magnitude, 

while the IETI estimates were negative. It appears that furniture 

exports are more stimulated by market development assistance 

than assistance primarily directed at increasing exports. 

Sector 24 appears unresponsive to incentive assistance, 

price or domestic stimuli. Clearly other factors, possibly including 

the domestic supply of paper,are important here. Sector 30 is 

typical of this group in that there is considerable movement in 

the sign and magnitude of the coefficients. The estimates suggest 

that price stimuli ?re important. However the varied composition 

of this sector makes any less tentative conclusion meaningless. 

Conclusion 

Chapter Five has examined the hypothesis that the provision 

of incentives has had a beneficial effect on manufactured exports. 

Examination of the effectiveness of three forms of incentive 

assistance, the EMDTI, the IETI and the IEG across twenty-one 

manufacturing sectors, lends support to this hypothesis. However, 

although these results are tentative, they do point to differing 

responses among sectors not based on the aggregate level of 

assistance. In general it appears that the EMDTI, in effect an 
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input subsidy on foreign exchange, is more successful in maintaining 

export growth than either the IETI or IEG,which rewarded exporters 

on the basis of increased exports. It is this form of assistance 

which was replaced in 1980. The results suggest nevertheless 
' 

that many manufacturing sectors are not in the short-term responsive 

to price stimuli. This suggests that policy measures, based on 

price stimuli, will be less than effective in the short term. 

While there is evidence to suggest that price ~easures may be 

of benefit in the long term (e.g. the delayed impact of devaluation) 

export incentives were introduced into the New Zealand environment 

to enable manufacturers to respond more quickly. 

On a sectoral basis,these results suggest that incentive 

assistance has been most effective in the Leather, Basic Metals, 

Manufactured Textiles, Furniture and Machinery nei sectors. Assistance 

on the other hand to the Tobacco, Rubber, Miscellaneous and Metal 

Products industries has been less than effective. This distortionary 

effect of incentive assistance ( which Dickson identified) is a 

direct result of the differing labour, capital and import requirements. 

Finally, it must be concluded that this chapter leaves 

a number of disjointed threads. Incentives are a second best 

alternative to exchange rate changes. However the lack of available 

data on domestic value added makes any comparison of these two 

policy instruments in the New Zealand environment extremely tentative. 

The study points to the need by policy makers to fully understand 

the nature of an industry's requirements,before applying assistance 

in what appears to be a haphazard fashion, ~Jbject to frequent 

changes. The study also provides another example of the difficulty 

of conducting research in an area of economic policy, in which 

the rules are subject to frequent changes. Any apparent ~w~rPnP~~ 
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of the whole manufacturing infrastructure, not to mention industry 

infrastructures. 

In conclusion, although export taxation incentives appear 

to have been beneficial in many sectors in the wider goal of 

increasing exports, it has been in spite of the incentive schemes. 
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APPENDIX 5 1 

This reviews the development and testing of the equations used 

in Chapter ~ive. The main influence on the growth of manufactured 

exports have been empirically identified as the exchange rate, the 

provision of government assistance, international demand, internal 

excess domestic capacity, and the residuals from import substituting 

industralisation. However, little work has been done to identify 

the extent of the effect of government assistance. The model used 

in this study is an attempt to examine this. It shovJs that it is 

necessary to consider the impact of the exchange rate, and relative 

pricing, in assessing the impact that incentives have had on the 

manufactured export drive. 

It is as Balassa noted in 19781, and as many commentators 2 

since have reiterated; notoriously difficult to assess the impact 

of export incentives upon exports. Studies quoted by Cullen and 

Wooding in Colombia, show elasticities of non-traditional exports 

with respect to incentives of between O. 7 and 1. 3; and for Braz i 1 

and Israel of 1.3 3 • However in most studies, (as will be demonstrated 

below), the impact of incentives is usually seen as part of an overall 

economic package, the individual effect of which is difficult to 

isolate. As such most published results have concentrated on the 

importance of other variables (in particular the exchange rate) as 

a means of overcoming the anti-export bias of a particular trade regime. 

1Bela Balassa 11 Export Incentives and Export Performance in Developing 
Countries : A Comparative Analysis 11 in Weltwirtschaftliches Archiv 
Vol. 114, 1978 pp 24-61. 

2cullen and Wooding Ex ort Incentives in New Zealand, 1962-1977. 
Otago Discussion Papers No. 7803 Dunedin, University of Otago, 1978) P23. 

3Ibid p23. 
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This is true of the work of Bhagwati et a1 4, who found that for the 

period 1957-70, exports of manufactured exports in South Korea were 

strongly influenced by the exchange rate, (on a purchasing-power

parity basis). They also found that the level of non-agricultural 

output, and the value of export incentives were also important. This 

Bhagwati et al represented by the equation:-

Yt = a+ b X + c W1 + d w2, where 

Yt = exports of manufactured exports, 

X = official exchange rate on a purchasing-power-parity basis, 

w1 = non-agricultural output, 

w2 = export incentives, represented by a combination of multiple 

exchange rate premiums plus subsidies. 

The equation was estimated for the periods 1957-70 and 1963-70, 

using the Cochrane-Orcutt technique. Unfortunately Bhagwati chose 

only to record the estimates of exchange rate coefficient (and exclude 

the others) as follows:-

1957-70 b = .26 
(1.70) 

(t-statistics) 
1963-70 b = 1.71 

(13.80) 5 

The estimates of the other coefficients or the R2 coefficients, 

or F-statistics, were not recorded. One is therefore led to suspect 

that these other factors were not important or else presumably they 

would have been recorded. The tentative nature of this conclusion 

cannot be overstressed. Other results recorded by Balassa for non-

4J. Bhagwati Anatomy and Conse uences of Exchange Control Re imes 
(New York, National Bureau of Economic Research, 1978 . 

5Bhagwati pp 185-190. 
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traditional exports in Colombia6 lends empirical support to the 

importance of the exchange rate in explaining manufactured exports 

behaviour. 

Tyler7 in his analysis of factors affecting manufactured exports 

in Brazil chose a more refined model. The Tyler model, basically 

an aggregated industrial export function is:-

Xt = f(Rt, Tt, Pt, B, Wt, E) 

where Xt = Brazilian industrial exports in period tin $US. 

Rt = Real Effective Exchange rate for industrial exports 

during period t. 

Tt = Index of 'Remuneration' via tax incentives for 

industrial exports. 

Bt = Recession-boom effect, measured by the deviation 

from the time trend line for period t. 

Pt = Industrial Production in period t. 

E = Effect of Latin American Free Trade Area (LAFTA) 

As with Bhagwati, the Tyler study was considered primarily with 

establishing the effect of the exchange rate (Rt). However 31 

observations of quarterly data for the period 1961-68 produced the 

following equations8. 

6studies for Colombia showed an elasticity of non-traditional exports 
with respect to incentives of 0.7-1.3, an estimate regarded as biased 
downwards. Nevertheless, it does point to a positive impact of 
incentives. In Cullen and Wooding p23. 

7Tyler 11 Manufactured Export Promotion in a Semi-Industrial Economy: 
The Brazilian Case" in Journal of Development Studies 10(1) pp 3-15. 

8Tyler p12. These are selected equations. Tyler 'gradually' built 
up his model to Equation 3. 
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(1) xt 

(2) xt 

(3) xt 
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(t-statistics in brackets) 

= 

= 

= 

-25132 .3 + 102039.0 Rt+ 46.12 Tt + 1.05 T 
(1.71) (2.78) (.282) (4.77)r 

R2 = .86 ow = 1.13 

-99082.4 + 94629.7 Rt + 90.25 Tt + 797.5 Pt -878.0 Bt 
(3.24) (2.41) (.475) (1.811) (2.12) 

+ .060 wt R2 = .86 ow = 1.29 
(.0004) 

-66868.1 + 40708 Rt + 368.8 Tt + 410.5 Pt -544.9 Bt 
(2.29) (1.03) (2.04) (.99) (1.425) 

+ .0004944 E -.00733 wt R2 = .90 ow = 1. 31 
(2.86) ( .05) 

Where Xt, Rt, Tt, Pt, Bt, E, Wt, are as above and Tr is 

a time trend. 

It is only in Equation 3 that the provision of incentives is 

significant. This is in part due to the 1newness 1 of the schemes 

which meant that only a few of the observations were affected. 

Secondly, Tyler points to a lagged effect of the incentive schemes, 

again reflecting the delayed impact and their relative newness. Other 

important features of Tyler 1 s model include the use of a variable to 

take into account the effect of the main market for Brazilian goods, 

namely LAFTA. This was recorded by a proxy variable, the total of 

manufactured exports to LAFTA. However as the author admits, there 

are problems with the inclusion of this variable due to multicollinearity. 

The final study of direct relevance to this study is that of 

Tweedie and Spencer9, who in 1981 examined the main influences on 

the supply behaviour of New Zealand exports. In their analysis of 

the factors affecting the growth of manufactured exports, Tweedie 

and Spencer saw the main positive influences as coming from the 

9Tweedie and Spencer Supply Behaviour in New Zealand 1 s Export 
Industries. Research Paper No. 31 (Wellington, Reserve Bank, 1981). 
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external (world) environment. Domestic factors tended to have 

mainly negative influences, due to the consequences of extensive 

orientation towards the home market. In particular this meant that 

manufactured exports had a residual nature, increasing when domestic 

demand fell, and vice-versa. 

To control for the residual nature of New Zealand exports, 

the authors entered the variable deviation from the trend in the 

log of private sector output. (In QP - In QP in the equation below). 

This effect of the external cycle was measured by the deviation in 

the log of World GNP. (In GPW - In GPW). Tweedie and Spencer also 

saw fit to include a relative price term, composed of the ratio of 

the manufactured exports deflator (adjusted for export incentives) 
PMX 

to the total manufactured output deflator (In ((1 + EI) (PMD))). 

This price variable represents the profitability of export relative 

to domestic sales. The estimated equations as derived by Tweedie 

and Spencer are as follows:-

(1) 

(2) 

In XRM = 3.805 (In GPW - In GPW) 
(2.52) 

- 1.797 (In QP - In QP) 

Sample 1965-1978, R2 = 

In XRM = -3.240 (In QP - In QP) 
( 1. 98) 

+ 0.222 
(6.38) 

+ 0.395 In ((1 + EI) 

.66, ow = 1. 73 

+ 0.237 
(5.67) 

Sample 1965-1978, R2 = .45, Ow= 1.4610 

(Only significant t-statistics are recorded) 

PMX 
(PMD)) 

From these equations and other experiments with price indicators, 

Tweedie and Spencer concluded that exchange rates were unlikely to 

10Tweedie and Spencer p28. 
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have as great an impact on manufactured exports as relative price 

movements, generated externally and accompanied by quantity signals. 

These results, although considering the importance of incentives, do 

not evaluate their individual role as a possible explanation for 

the behaviour of manufactured exports in New Zealand. However, this 

study does point to the importance of other factors in the New 

Zealand situation, other than the exchange rate which explain export 

behaviour. 

The general model adopted in this study was as follows:-

y = 

where 

f(Eit 

yt = 

Eit = 

ER = t 

ERt , VACAPRt , PRICEt) 

Real Value of Exports in $NZ 1971 in period t. 

Real Value of Taxation Incentive Allowancesin 

period t. 

Exchange Rate Variable over period t. 

VACAPR = Excess Domestic Capacity. 

PRICE = Comparative Price Competitiveness Indicator. 

Bearing in mind the experience of Tyler (who recorded a very 

significant time trend coefficient) and the strong inflation component 

running through both the export and taxation incentive variables, 

these were converted into constant dollar terms by dividing by the 

appropriate export price index obtained from the New Zealand Official 

Yearbook. To take into the account the importance of the Australian 

market (which since the inception of NAFTA in 1965 has been the 

major market for manufactured exports), both the exchange rate (ERt), 

and the price indicator (PRICE) were based on a composite of New 

Zealand and Australian indicators. Thus:-

ERt = N/A, where N and A are the New Zealand and Australian 

exchange rates respectively, 
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While the price indicator PRICE is a composite of the exchange 

rate ratio, and the ratio of the Australian Consumer Price Index 

to the New Zealand Export Price Index. It was a little harder to 

obtain a proxy for excess domestic capacity utilisation. Eventually 

the proxy variable VACAPR was decided upon, where VACAPR is the total 

number of unemployed at the end of each April. This data was 

obtained from the quarterly Labour and Employment Gazettes 11 . Due 

to data base changes, data on the number of unemployed was unavailable 

for the last year surveyed (i.e. 1978). Initial plans were to 

survey the whole period 1958-78, and so include four years when 

incentives were not available. However, due to unavailability of 

published data for the incentive schemes in the first six years of 

operation, this proved to be impractical. This meant that the survey 

was limited to the 1968-78 period. Data availability problems caused 

two breaks in the time series, i.e. for the years 1971, and 1975. 

Thus the maximum number of observations for any estimated equation 

was ni~e for the years 1968-70, 1972-74 and 1976-78. 

Early in the investigation the decision was made not to 'lump' 

the incentives together, but rather treat them as separate variables. 

The results of equations (1)-(6) tend to support this decision. 

Although there exists potential misspecification in the estimates 

when the two incentive variables are included in the one equation12 , 

it was felt that the aims of the two incentive schemes were sufficiently 

distinct to warrant this treatment. Additional analysis of regression 

estimates including only one incentive variable also tended to support 

11 Department of Labour. Labour and Employment Gazettes Published 
Quarterly. 

12This misspecification is due to potential multicollinearity problems. 
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this earlier decision 13 . 

Econometric theory would suggest that the major criteria for 

assessing the explanatory power of the independent variables in 

explaining export behaviour, were the individual t-statistics 14 . 

However the small number of observations in the sample, and the 

disjointed nature of the sample limited the effectiveness of this. 

Thus the other important criteria used in testing the explanatory 

power of the equations was the pattern of coefficients over various 

sectors. As with all time-series analysis these estimates were 

open to corruption by problems of autocorrelation 15 . Due to 

discontinuties within the data set, this was not easily measured 

through the Durbin-Watson statistics produced from OLSQ (Ordinary 

Least Squares) estimates. To counter the potential misspecification 

of estimates, all equations were re-estimated using the Cochrane

Orcutt technique (CORC). Estimates in this appendix and elsewhere 

in the thesis, were estimated using the CORC technique, when the 

RHO coefficient indicated this was a problem, and estimated using 

OLSQ otherwise. 

13There were exceptions as the following examples 
CORC Estimates of 

Yt = a+ bEMDTit + cVACAPRt + dPRICEt 

25 
29 

a b c d 

-.0024 1.156 1.2 X 10-l 9.1 X 

.0078 .242-8.8 X 10- 3 9.0 X 

demonstrate:-

-1.156 

.71 

A number of other estimates were also significant, however it was 
felt that the equations over all did not offer sufficient explanatory 
power. In addition, these equations did not offer as clear trends 
over sectors, as those of equations (1)-(6). 

14These statistics were measured against the relevant statistical tables. 
15see D.A. Hibbs "Problems of Statistical Estimation and Causal 

Inference in Time-Series Regression Models" in Sociological 
Methodolo}y 1973-74 Herbert L. Costner (ed) (California, Jossey-Bass, 
Inc, 1974 pp 252-308. 
and J. Johnson Econometric Methods (2nd ed) (Tokyo, McGraw-Hill 
Kogakusha, 1972) pp 246-249. 
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The initial phase of model testing also introduced lagged 

independent variables into the equations. Although the introduction 

of the lagged EMDTI variable often had a significant influence on 

the contemporary EMDTI variable, the results when the lagged EMDTI 

variable was included with the contemporary IETI variable were not 

normally significantly different from equations (i)-(vi). The 

inclusion of the lagged IETI variable did not have any significant 

impact upon either the contemporary IETI variable or the contemporary 

EMDTI variable. This indicates that although there appears to be 

some delayed effect of the EMDTI upon export behaviour, it does not 

differ significantly from the effect of concurrent EMDTI assistance. 

In addition comparison of equations (i), (ii), (iii) with 

(iv), (v) and (vi) enabled examination of the effectiveness of the 

IEG incentive. Thus theory and experimental practice combined to 

produce the six equations reproduced below:-

yt = al+ b1 EMDTit + cl IETI.IEGt + dl VACAPRt+ ut 

yt = a2 + b2 EMDTit + c2 IETI.IEGt + d2 ERt + ut 

yt = a3 + b3 EMDTI + C3 IETI.IEGt + d3 PRICEt + ut 

Yt = a4 + B4 EMDTit + c4 IETit 

Yt = a5 + b5 EMDTit + c5 IETit 

Yt = a6 + b6 EMDTit + c6 IETit 

+ d4 VACAPRt + Ut 

+ d5 ERt + Ut 

+ d6 PRICEt+ Ut 

A complete legend for these variables is given in Chapter Five. 



APPENDIX 5.2.1 

1971-72 SECTORAL IMPORT RATIOS 

Sector 

15 Beverages 

16 Tobacco 

17 Textiles 

18 Footwear 

19 Apparel 

Import Ratio 

.0278 

.2017 

.1000 

.0723 

.1669 
20 Manufactured Textiles .1835 
21 Wood and Cork .0278 

22 Furniture .1372 
23 Pulp and Paper .0849 

24 Printing .0512 
25 Leather .1747 

26 Rubber .2519 

27 Chemicals .3113 
28 Petroleum and Coal .5510 

29 Non-metallic Minerals .0698 

30 Miscellaneous .1885 
31 Basic Metals .2482 

32 Metal Products .1654 

33 Machinery nei. .1786 

34 Electrical Machinery .1856 
35 Transport Machinery .3961 
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Source: Based on the Department of Statistics Inter-Industry 
Study of the New Zealand Economy,1971-72 Table 1 

Note Ratios are calculated on the basis of total imports to 
total industry inputs. 



CHAPTER SIX 

THE POLITICAL FACTORS 

The previous two chapters examined the interaction of 

incentives with the economic environment. It was suggested that 

for some manufacturing sectors, export assistance may have been 

less than cost effective. 

Given the apparent lack of effectiveness, the question 
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that begs asking is why have these policies persisted. This chapter 

begins to provide some of the answers to that question. It shows 

that like most economic policy instruments, export incentives 

have been built into the political system, creating a set of 

vested interests. Change to the policy instruments therefore 

occurs primarily in response to changes within the wider political 

system. 

This chapter begins by examining the wider set of policy 

objectives that prevailed in the 1958-78 period. 

New Zealand Foreign Policy Objectives 

Examination of New Zealand foreign policy objectives in 

the 1958-78 period reveals two distinctive, yet symmetrical, sets 

of policy objectives. While policy prior to 1968 can be seen 

as an extension of the wider consensus which characterised 
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domestic politics, 1 the foreign economic policies of the latter 

period reflected the difficulties that New Zealand was experien~ing 

in response to the changing international environment. This 

latter period was characterised by intensive market responsiveness, 

and as a consequence considerable economic instability. This 

reflected increased import costs (generated by the 1973 oil price 

increase) and decreased prices for New Zealand exports. 

The typical cyclical downturn in agricultural terms of 

trade was exacerbated in 1974-75 by the effects of the oil crisis. 

By 1978, the world economy in many respects bore little resemblance 

to the situation in 1958. New Zealand's foreign economic policy 

reflected this change. 

1958-1967 - Consensus and Calm 

The general thrust of trade policy in this period reflected 

the internal nature of the development process. Import policy aimed 

to allow only those goods considered essential for the development 

process into the country. The policy meant re-emphasis on import 

substitution. Imports of raw materials and other inputs were 

favoured at the expense of finished goods. 

Balance of payments policy was extensively linked with 

trade policy. A reduction in imports and an increase in traditional 

1As Chapman notes, 
11 The underlying changes in the golden 196Os were social rather 
than political, technological rather than legislative, individual 
rather than public. 11 R. Chapman 11 From Labour to National" in 
Oliver (ed) The Oxford History of New Zealand (Wellington, OUP, 
1981) p.356. Prime Minister Holyoake was the master of consensus
making in this era. The 'Steady Does It' slogan of the 1963 
election epitomised much of the 1958-67 period. Even when the 
steadiness was threatened it was by externalities - the Vietnam War 
and the threat of British entry into the EEC. 
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exports were seen as key in the attainment of the overall objective, 

a trading surplus. 2 After the balance of payments crisis in 1958, 

imports were controlled by 100 percent import restrictions supplemented 

by tariffs. These controls gave considerable stimulus to domestic 

manufacturing, by providing guaranteed markets. However by diverting 

resources in favour of these protected sectors, protection served 

to increase costs for the export sector. Export policy objectives 

focussed primarily on external factors, the retention of the British 

market for traditional agricultural products, and the development 

of alternative markets for these goods. Generally these objectives 

were achieved through the use of institutional forms of assistance, 

including lobbying in Europe and increased Trade Commissioner 

Services. Financial assistance in the form of the Export Guarantee 

Office (EXGO), and the Development Finance Corporation (DFC), 

was provided from 1964. 3 

Institutional assistance, while providing support to the 

developing industries, was also key in the continued maintenance 

of confidence in the farming sector. This confidence was key 

to continuing development through farm generated export growth. 

Policy on foreign investment also reflected the need to save foreign 

exchange. The policies of protection had encouraged a number 

2The attainment of a trade surplus does not mean the end of balance 
of payments problems. Resources are diverted to the exporting or 
import substituting sectors at the expense of either sectors. The 
problems associated with a trading surplus have not affected New 
Zealand. 

3The DFC was designed to give financial assistance to developing 
industries, which in latter years has meant industries moving into 
exporting. The EXGO on the other hand, has provided credit 
insurance on exports to both traditional and non-traditional 
manufacturer alike. 
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of firms formerly exporting to New Zealand to set up business 

in this country. In order to prevent capital repatriations, and 

so retain the foreign exchange saved from these establishments 

operating in New Zealand, restrictions on the flow of capital 

were extensively tightened in the 1964-66 period. By 1966, Ministerial 

control was required before any overseas company could set up 

operation in New Zealand, or acquire control of more than 25 percent 

of the shareholding in New Zealand companies. Ministerial consent 

was also required before any overseas firm could borrow in New 

Zealand. 

These policies reached their zenith in the mid 1960s. While 

efforts were made in the early 1960 1 s to encourage the diversification 

of both export products and markets. (a response to British entry 

into the EEC) this was seen in terms of the objective of increasing 

exports to meet import needs. Yet, in the long term, these policies 

failed to promote the required level of internal development. 

The domestic and international economic conditions of the 1966-

68 period, aptly demonstrated many of the short comings. The 

cyclical downturn in export prices which occurred again in 1967, 

illustrated that the policies of renewed import substitution had 

failed to provide insulation from the international marketplace. 

Although there had been growth within the manufacturing and agricultural 

sectors, this was not sustained. Factors such as the small domestic 

market for manufactured goods and increasingly limited access 

for New Zealand pastoral products, clearly indicated that agriculture 

could not provide the sole engine of export-led growth. Traditional 

domestic sectors, in particular manufacturing, began to be seen 

as potential foreign exchange earners. 
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1968-78 Export-led Development 

An integral part of the encouragement of non-traditional 

exports was the NAFTA agreement. By opening up trade with Australia, 

initially to forest products, but later extended to manufactured 

goods, the agreement gave non-traditional exporters an almost 

guaranteed market. The final stimuli to enter the export arena 

came in 1967. The international downturn, slight though it was, 

led to reduced demand for agricultural products. This caused 

a domestic recession with a corresponding decline in domestic 

demand. In order to retain the same level of activity, manufacturers 

were forced to move into the export market. International forces 

also created pressure on the balance of payments, through the 

exchange rate. 

New Zealand's currency in the 1960 1 s was over-valued. In 

part this reflected the continued strong link with the over-valued 

British sterling. 4 Yet, it also portrayed the level of economic 

analysis prevailing within the bureaucracy. 

Analysis of the extent of over-valuation did not occur 

until the late 1960's. 5 The 1967 devaluation returned the New 

Zealand dollar parity with the Australian currency. 

Exchange rate policy and by implication balance of payments 

policy, became more flexible in the 1968-78 period. It had to. 

The shocks to the world monetary system generated by the breakdown 

4New Zealand had been a member of the sterling area in the post
war period. The devaluation of the New Zealand dollar in 1967 
was finally precipitated by the British decision to devalue. 

5Based on discussions between the author and Trade and Industry 
officials, Wellington, November 1982. 
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of the Bretton Woods Agreement in 1971 required a new stance. 

In late 1971, New Zealand fixed the dollar to the United States 

dollar. Adjustments of the New Zealand dollar were frequent in 

the early 1970 1 s. Domestic pressures, in particular the need 

for protection of the competitiveness of exporters, were also 

important. 

Even with export~led development, import policy reflected 

the need to continue to save foreign exchange. The emphasis on 

quantitative restrictions as means of controlling imports, gave 

way to a more flexible approach. 6 While both controls and tariffs 

were retained, the import control mechanism began to be replaced 

by the use of fiscal and monetary policies to restrain demand. 

The 1968-78 period was one of considerable change and fluctuation. 

The instruments and objectives of policy of the 1958-67 were generally 

not applicable to the changed circumstances prevailing in the 

seventies. The export incentive schemes however, managed to 

transcend the boundary, primarily because they too changed in 

emphasis. 

The introduction of the first incentive scheme in 1962, 

fitted with the prevailing ideology. As Blyth, one of the advocates 

of assistance to potential exporters, wrote in 1962, 

... manufacturing firms can contribute to expand exports 

provided the incentives which all exporters need are applied 

6This move to a more flexible approach was a prolonged battle in 
the 1969-72 period. For examples of the changing Government stance 
on tariffs and import controls, illustrative of the battle, see 
Report of the Department of Industries and Commerce AJHR, H44, 1969, 
1970, 1971 and 1972, and The Budget. AJHR, B5, 1969, 1970, 1971 
and 1972. 
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to them as well. A realistic appraisal does not 

suggest that manufacturing firms can provide all the 

increase in receipts required, or even a large part of 

it. But neither does a realistic appraisal suggest that 

with present policies, that traditional products can 

do it. 7 

To this end the schemes introduced were ad-hoc, initially 

limited in scop~, and subject to frequent changes. This pattern 

continued in the early years of the 1968-78 period, exemplified 

by the amendments to eligibility and domestic processing criteria, 

and deduction formulae for the IETI incentive scheme. The changes 

reflected underlying problems with the basic assumptions of the 

scheme. No examination of the underlying assumptions was to occur 

until the 1976-80 review. 8 By this stage incentives were seen 

as crucial to the objective of export-led development. This was 

best officially expressed by Finance Minister Muldoon who said 

in the 1976 Budget, 

By any standards, therefore, the Export Incentive 

structure which has developed over the intervening 

fourteen years must be judged an outstanding success. 

New Zealand now has many manufacturing industries with 

well established export markets. 9 

7c.A. Blyth Pros ects of Manufactured Ex orts (Wellington, N.Z. 
Institute of Economic Research, 1962 pp 33-34. 

8From discussions between the author and Trade and Industry 
officials, Wellington, November 1982. 

9AJHR, B6, 1976, p.19. 
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The interaction of these policy objectives and instruments 

has occurred-in a manner similar to that observed by Katzenstein 

in the advanced industrial economies. Policy objectives interact 

with one another, and with the results of the implementing of policy 

instruments. Thus, while export policy in New Zealand had its 

own set of objectives, these were substantially conditioned by 

the instruments used in the pursuit of import policy objectives, 

in particular protection. Yet as Katzenstein's analysis shows, 

examination of the instruments and objectives presents only one 

side of the picture. Domestic coalitions are important variables, 

both dependent and independent. The following section examines 

the ruling coalitions and policy networks in an attempt to locate 

the basis of support for the incentive schemes. 

The 1958-67 period has been typified as one of consensual 

politics in New Zealand, reflecting the personalities of the leading 

politicians of the day, in particular Keith Holyoake and John 

Marshall. Yet as this analysis reveals, consensus in the sixties 

relied as much on domestic structures of politics, and the international 

environment, as it did upon the influence of these personalities. 

After the transformations resulting from the ~ntroduction of import 

controls in 1958, the economy was relatively stable. Apart from 

the cyclical downturn in 1962, export receipts for farm products 

were buoyant. This prosperity was not limited to the agricultural 

sector. The development and growth of many manufacturing sectors 

in protected markets ensured rising prosperity and employment. 10 

10Nowhere was this more felt than in Auckland. Consumer-oriented fodustries 
were attracted to the city, (as had older industries), by the closeness 
of the port - the source of imported raw materials. These industries 
provided employment opportunities, which in turn created the largest 
consumer market in New Zealand. See G.R. Hawke 11 The Growth of the 
Economy 11 in Oliver (ed) p.382. 
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Reflecting the wider consensus, policy instruments in this 

period were generally simple. Imports were controlled by import 

licensing. Controls extended to the financial system. The trading 

banks had traditionally been the main centre of credit. Control 

of credit, through the banks, was one of the main thrusts of monetary 

policy in this period. These included restrictions on the 

level and direction of lending, 11 interest-rate controls, and 

limits on involvement in joint-venture merchant banking f 2 controls 

on the banking sector began to be liberalised in the mid 1960 1s. 

Similar controls were placed on finance companies. These 

controls in all cases were administered by the bureaucracy, with 

financial controls administered by the Reserve Bank. The Reserve 

Bank is the central bank in the New Zealand economy. For most 

of its early years, the Reserve Bank concentrated on 1 banking 1 

interests, leaving economic policy to the Government of the day. 13 

By 1964, now officially described as a central bank, the 

Reserve Bank was given greater independence in policy implementation. 

These changes gave the bank a greater level of autonomy in monetary 

11only from 1963 were trading banks given permission to make term 
loans to finance export promotion, and to facilitate investment 
in export activities. 

12R.S. Deane and P.W.G. Nicholl (eds) Monetary Policy and the New 
Zealand Financial System (Wellington, Reserve Bank, 1979) pp 31-33. 

13This reflected the Bank's heritage. Established in 1933, for the 
first three years of its life the Bank was privately owned. In 
1960 the Bank was given a considerable degree of autonomy in its 
dealings with trading banks. The 1960 Amendment gave the Reserve 
Bank power on behalf of the Government, to regulate and control 
money, banking, credit, currency and interest rates, together 
with the power to give specific instructions to the trading 
banks. See Reserve Bank Bulletin January/February 1965, p.4. 
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policy. Private sector interests in contrast 

were characterised by a high level of fragmentation. Traditional 

farminq interests were organised in Federated Farmers, a body 

split into three subdivisions - wool, meat and dairy, all at national, 

provincial and local levels. Umbrella organisations at regional 

and national level ensured a degree of unity and cohesian. Similar 

divisions within the Manufacturers' Federation and the Federation 

of Labour, ensured that compared with the state, these interests 

were fragmented. Consensus was achieved within Federated Farmers 

and the Manufacturers' Federation as a direct result of the good 

economic climate. In contrast, the Labour movement was still 

wracked by internal conflict, resulting from the 1951 Waterfront 

Dispute, and compounded by personality conflicts. 

On a broader scale, the consensus style of decision-making 

was typified by the Development Conferences in the 1960 1 s. These 

conferences, the Industrial Development Conference held in 1960, 

the Export Development Conference in 1963,,and the Agricultural 

Development Conference held the following year, culminated in 

the National Development Conference of 1969. All were exercises 

in indicative planning, yet also served. to reassure interest groups 

(particularly the agriculture sector) of their role in the development 

process. 14 Yet in a sense, as a consensual attempt to shift resources, 

the National Development Conference was too late. Socio-political 

issues such as the Vietnam War, and sporting relations with South 

Africa, were displaying divisions that the thin veneer of consensus 

economic policy-making was unable to conceal. 

14Development plans had already been underway for two years when 
the !DC was held in 1962. It also appears that the Agricultural 
Development Conference was held primarily to reassure agricultural 
interests.- Based on discussions with Professor Lang. 
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A direct result of the fragmentation of the private sector 

was the increased hegemony of the state. Since the early days 

of development, the state has been seen as the principal economic 

entrepeneur. 15 

Transport (in particular the Railways) and communication 

(including the telephone and mail services of the Post Office) 

from these early days have been seen as the domain of the state. 

Later the state infrastructure has expanded to include the provision 

of a complex welfare system (cradle to the grave). This system 

now includes the provision of health, education, unemployment, 

superannuation and accident compensation, as well as more general 

welfare services. Many of these services are provided by the 

private sector in other countries. 

This involvement of the state was accepted without reservations 

in the 1958-67 period. As Chapman wrote of the period, 

The Government maintained the system, but the changes 

in society did not yet fully impinge on politics because 

full employment and prosperity provided a separate sphere 

for the elaborations and alterations going on in private 

life. 16 

Yet the Government was not monolithic. Within the bureaucracy, 

Treasury and to a lesser extent Industries and Commerce and the 

Reserve Bank exerted the most influence 17 on foreign economic 

policy, with External Affairs (later to become Foreign Affairs) 

15For an examination of early state entrepeneurial activity, see 
W.J. Gardner 11A Colonial Economy 11 in Oliver ed., pp. 71-75. 

16 Chapman, p.366. 
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also playing an important role. Treasury 1 s influence has gradually 

extended to all areas, a result of the department 1 s responsibility 

for public money, and its role in recommending departmental allocations. 

In addition the Secretary to the Treasury has become the chief 

adviser to the Finance Minister, as well as chairing the Official 

Economic Committee (OEC). The OEC advises the Cabinet Economic 

Committee, the key point of economic policymaking, and through 

it Cabinet. 18 The influence of the Reserve Bank has generally 

been confined to monetary policy. 

Other departments also attempt to influence economic policy, 

particularly when there are implications for other policy areas. 

While there are official channels (the presentation of reports 

and recommendations to Ministers), much of the interaction between 

departments is dependent on the personalities of officials and 

Ministers. 19 

Differing policy emphases can often be traced to personalities 

within departments. 

Industries and Commerce (now Trade and Industry) epitomises 

this. The policy of renewed import substitution had been advocated 

by Dr. Sutch, at that time Department Head. However sections 

of the Department favoured a more extensive export orientation. 

It was from this section of the department that Dr. Sutch's successor, 

M.J. Moriarty, was drawn from. 20 

18H.G. Lang. 11The Role of Treasury - Control and Advice 11 in 
Canterbury Chamber of Commerce Economic Bulletin 610 No.4/1977. 

19see Hawke p.396 and Austin Mitchell Politics and Peo le in New 
Zealand (Christchurch, Whitcombe and Tombs, 1969 pp 266-269. 

20Mitchell p.102. 
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The hegemony of the state was dependent on the support 

of the other members of the policy network. This support was 

based on the interactions within the policy network. The circumstances 

surrounding Dr. Sutch's resignation from Industries and Commerce 

illustrate the interactions between the bureaucracy, the politicians, 

and business interests. Industries and Commerce was key to the 

development policies in the 1960's. Mutual confidence was key 

to the consensual operation of the system. In late 1964 the chairman 

of the new State Services Commission wrote to Dr. Sutch, 

Since in its [the Commission's] opinion you do not 

enjoy the confidence of the business community and 

of the government ..... it is better that your services 

not be further retained. 21 

The relationship between business and the Department naturally 

extended to the political level. 

Mr. Adams-Schneider was an important figure in the Manufacturers' 

Federation before becoming an M.P. He went on to hold the position 

of Associate Minister of Industries and Commerce in the Holyoake 

Administration, before holding the post of Minister of Trade and 

Industry in the Muldoon Administration. 22 

21Quoted in Mitchell p.102. Links were not confined to Industries and 
Commerce and the business community. There were also important, if 
often love-hate relationships, between such groups as the Department 
of Agriculture and Federated Farmers; the former Department of Marine 
and the Harbour Boards, and the Health Department and the Medical 
Association. See Mitchell p. 49. 

22Keith Jackson, New Zealand Politics of Change (Wellington~ Reed 
Education 1973), p.93. This did not reach the levels of the early 
fifties when a former Minister of Industries and Commerce told the 
Manufacturers' Federation, 

.... he would be glad if manufacturers could look on him as 
their minister charged with the task of interpreting 
government policy to manufacturers and representing 
manufacturers in Parliament. 

Quoted in Mitchell p,48. 
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If the image that emerges from the 1958-67 period is one 

of society supported state hegemony, then the image of the 1968-

78 period is one of confrontation. The leading political figure 

of the period, R.D. Muldoon, was characteristic of this. Moreover 

the policy network in the 1968-78 period resembled less and less 

total (if supported) state hegemony. The 1968 Nil Wage Order 

provided ample evidence of the power of the other factors in the 

coalition. 

The decline of the politics of consensus was a direct result 

of changes in the New Zealand economy. The cyclical decline in 

the export sector in 1967 had consequences for the rest of the 

economy. The immediate effect was a domestic recession. However 

the long term effects went far deeper. 

As a direct response to the decline in farm productivity, 

farm investment also declined. This was partially disguised by 

the boom in agricultural exports in 1973, but the cyclical downturn 

in 1974-75 revealed the long term consequences of the 1967 recession. 

Although manufactured goods and forestry products constituted 

an increasing share of export receipts, pastoral related products 

still retained the major share. Any long term decline in their 

profitability had important consequences for the rest of the economy. 

The comparatively reformist Labour Government had increased 

levels of state revenue and expenditure in the 1972-75. The return 

of the National Government in 1975, faced with the deteriorating 

economic situation, introduced policies of fiscal restraint. This 

had important consequences for the availability of state resources. 
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In contrast to agriculture, manufacturing interests has 

received some benefit from the 1967 recession. Although domestic 

demand was reduced, output was generally maintained, as manufacturers 

moved into the export arena. The creation of the limited Free 

Trade Area with Australia had provided a market made more competitive 

by the 1967 devaluation. 

The move into exporting had consequences for the policy 

network. Manufacturers had been among the strongest advocates 

of protection, which had guaranteed domestic markets. However, 

protection had resulted in a manufacturing sector which was less 

than internationally competitive. In order to move into exporting, 

manufacturers had to overcome the high-cost barriers associated 

with protection. However exporting was only a peripheral activity, 

so from the manufacturers' perspective abolition of protection 

was not feasible. Rather a sound home market was seen by a number 

of manufacturers as key in the move to exporting . 

.... the most important incentive to exporting is a soundly 

protected and developing home market ..... The best springboard 

from which to get into export is from a sound home market, 

t k . 23 no a wea en1ng one. 

Therefore, the moves to overcome the cost barriers would only 

come from state assistance. 

Assistance was provided, but was not popular with other 

sectors of the economy. Agricultural interests in particular, 

had long been antagonistic to the provision of protection for 

the manufacturing sectors, arguing that itincreased farm costs. 

Subsidisation of the manufacturing sector without the removal 

23The Manufacturer November 1967, p.77. 
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of protection only served to heighten the tension. 24 

The National Party, the major proponents of export-led 

development, had a loose coalitional basis of support including 

manufacturing and farming interests. The task therefore became 

one of attempting to create a balance,without dividing the coalition. 

The pressure points for confrontation were not eased by 

the ability of some sectors, in particular forestry based industries, 

to move more extensively into exporting than the majority of manu

facturing sectors. The divisions between small and big business 

became more pronounced as the period continued. Decision-making 

in such interest groups as the Manufacturers' Federation tends 

to be dominated by representatives of larger firms. 25 

The hegemony of the state was lessened in other ways. Financial 

interests became more powerful, as controls on their activities 

were lifted, and as the Reserve Bank became more powerful within 

the bureaucracy. 26 

24For the Manufacturers' perspective of the antagonism see The 
Manufacturer, October 1963. 

25smaller firms often do not have the resources to enable management 
to become involved to any great extent. Based on 'discussions 
with Ross Falconer of the Canterbury Manufacturers' Association, 
February 1983. 

26The links between the Reserve Bank and the trading banks, in 
particular the BNZ, were tightened in the 1974 Amendment to 
the Reserve Bank Act. This provided that 

11 
••• should any appointed director of the Reserve Bank 

be, for the time being, also a director of the B.N.Z., 
that director shall, so long as he remains a director 
of the B.N.Z., be deemed to be the director designated 
by the Reserve Bank with the approval of the Minister, 
to be a member of the executive committee .... 11 

- Reserve Bank Bulletin, April 1974, p.77. 
The executive committee is the central policy deciding body. 
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It was almost an inevitability that arguments 

favouring the effiency of the private sector would become accept-

able. Furthermore the limits on resources meant that the 

traditional spending departments, Social Welfare, Health, and Education, 

would be at odds with Treasury. 

Yet almost in spite of the decline in resources, demand 

for state-provided services has increased. Among the governmental 

agencies established in the 1968-78 period were the Ministry of 

Sport and Recreation, the Export-Import Corporation, and the Accident 

Compensation Commission. 

Confrontation politics characterised the 1968-78 period. 

Labour interests felt particularly disadvantaged, and so pressed 

for higher wages and lower taxes. Middle class interests increasingly 

felt the pressures of inflation and high levels of personal taxation27 . 

Companies too, pressed for tax reform, arguing that in light of 

the recessionary conditions, they were in need of assistance. Yet 

simultaneously, as these calls for tax reform were made (many of 

which were implicitly advocating reduction), demands continued 

to be pressed for increased levels of government services. 

The use of complex policy instruments was a direct result 

of this confrontation. Complex policy instruments have an advantage 

27This is similar to the coalitional consequences of Latin inflation 
as identified by Colin Crouch. He argues that inflation between 
10 and 1000% is characterised economically by either real growth 
and development, or unproductive subsidies of the export sector 
and services. There will be a persistence of modern and outdated 
sectors. This creates interest-group disaggregation and working 
class bourgeois conflict. Resources may be redistributed towards 
either the working class, or middle-class and upper-class, at the 
expense of consumers and savers. Strenuous efforts are made to 
avoid direct taxes by evasion. See Table 1 11The Politics of 
Inflation in the Twentieth Century" in Hirsch and Goldthorpe (eds) 
The Political Economy of Inflation (Oxford, Martin Robertson & Co., 
lY/8) p.43. 
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over more simplistic instruments in that their complexity can mask 

both intentions and the effects. However by their nature, complex 

policy instruments are open to abuse. This means increased levels 

of bureaucratization, as administrators are forced to adopt a fire

brigade approach 28 in order to stop abuse. As the following 

discussion shows, incentives as a complex policy instrument have 

suffered both disadvantages. 

Aspects ~f th~ political economy in New Zealand, export 

taxation incentives were based on overseas ideas and experience. 

These ideas were then transplanted with only cursory regard for 

local conditions. The introduction of the schemes was also typical 

of New Zealand policymaking in another respect, only occurring 

after extensive lobbying. 

Four actors were of crucial importance in the introduction 

of the incentive schemes. The New Zealand Manufacturers' Federation 

reacted to the Australian taxation incentives by setting up an 

Export Action Committee and recommending their introduction in 

New Zealand to encourage manufacturers to open up new export markets 

for their products. The Government's response was to set up the 

Trade Promotion Counci1 29 . Among the tasks of this body was to 

advise on the encouragement of manufactured exports and on export 

28Lang identifies this as role of the four roles of the Advisory 
Group of the Prime Minister's Department. It is reasonable to 
assume that this role is common to other administrators. See 
Lang op cit. 

29As with most trade related bodies, the Trade Promotion Council 
was established as a part of the Department of Industries and 
Commerce. This created a section of the bureaucracy dependent 
on export-led development. 
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incentives. 

In 1962 the Export Action Committee formulated proposals 

which were then forwarded to government. These proposals contained 

the essentials of the overseas promotion scheme now known as the 

EMDTI. In addition, later Federation proposals included advocating 

liberalisation of the import licensing procedures for exporters' 

raw materials. The 1962 Budget contained measures in keeping with 

these recommendations. 

The Monetary and Economic Counci1 30 played a key role in 

the introduction of increased exports assistance. In early 1963, 

the Council had joined the lobby for further incentives. The Council 

chose the 1963 Export Development Conference as a forum in which 

to explain its rationale. The Export Promotion Panel of the Conference 

was quick to respond to the Council's proposal, and included it 

among its recommendations. The IETI was announced in the 1963 

Budget. 31 

As Cullen and Wooding note, the predominant image promoted 

by the Minister of Overseas Trade and the Manufacturers' Federation 

was one of partnership of government creating a more favourable 

environment for manufacturers who wished to export. 32 

30An independent funded by the state, the Council was established 
in 1961. 

31cullen and Wooding Export Incentives in New Zealand, 1962-77 
(Dunedin, University of Otago 1977) pp 3-4. 

32cullen and Wooding p.4. The favourable environment was subject to 
unsettlement. The October 1963 issue of The Manufacturer reported. 

11 It is the Treasury which has taken a solid line against too 
many tax incentive proposals to encourage the export of manufacturered 
goods. Their reasoning is not that it would cause a loss in tax 
revenue which the Government could not afford; it is in fact that New 
Zealand's reputation as a fair trading coujntry, free of any susp1c1on 
of subsidisation is too precious to be surrendered for a short term 
advantage 11 

- The Manufacturer October 1963, p.65. 
This is no other record of this alleged Treasury stance. The feelings 
expressed within it had consequences for New Zealand's export activity 
on the US market in 1981. See Chapter Two for details. 
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Incentives were initially introduced as a means of assisting 

manufacturers to overcome the high cost structures associated with 

protection. Manufacturers wishing to export were also disadvantaged 

in that there was no infrastructural support comparable to that 

provided for agricultural exports. 33 Blyth was among the early 

advocates of incentives, arguing that there was a strong case for 

a system of general subsidies, based on tax deductions. 34 These 

he argued would not only compensate for the high cost barriers, 

but function "essentially [as] a partial devaluation. 1135 

The use of incentives as an exchange rate proxy only became 

an explicit part of official policy towards the end of the 1958-

67 period. As a consequence of the 1967 devaluation, the government 

decided to withdraw incentive assistance. It was felt that devaluation 

would provide substantially greater benefits than incentives had 

previously. 36 In attacking the decision, the Manufacturers' Federation 

successfully applied pressure at all levels. 

In announcing the reversal of the decision, the Minister 

of Industries and Commerce, Mr. Marshall, argued that the retention 

of the schemes, 

.... provided firm evidence of the Government's wholehearted 

determination to take advantage of the export opportunities 

which devaluation brought to exporters. 37 

33Based on discussions with Professor Lang. 
been expressed by manufacturers. See The 
1968, p 13. 

_:
4~11.!h p .27 

Similar comments have 
Manufacturer March 

35Blyth p.33. For a discussion of the rationale behind this, see 
Chapter Three. 

36The Manufacturer Special Report December/January 1963/64. 

37TL~J 
lUIU 
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Exporters made increasing use of the schemes in the 1968-

78 period. 38 Until the long overdue review of the schemes in 1976, 

changes to the schemes had mainly concentrated on the provision 

of additional incentive assistance. The 1976 review did not produce 

an examination of the underlying assumptions, but rather was confined 

to tinkering with the existing structure. The main change revolved 

around the replacement of a variety of performance incentives by 

the Export Performance Taxation Incentive. 39 

The assistance of the Manufacturers• Federation was very 

important here. In describing the consultation process that led 

to the Export Performance schemes, the 1979 Budget noted that, 

The Government had developed the new incentives in 

consultation with a wide range of representatives of the 

export community. In particular the New Zealand 

Manufacturers Federation has played a valuable part 

in the development of new schemes. 40 

Many of the more precise details of the Export Performance scheme 

were settled in meetings of Federation and Trade and Industry officials. 

Public relations work was undertaken by a team comprising Department 

and. Federation officials. 41 It is clear that in the issue of export 

assistance to manufacturers, the state no longer has a totally 

hegemonic role. 

38For graphical expression of this, see Tables 4.17-4.23. 

39The details of the changes can be found in Chapter Three. 
40AJHR, B6, 1979 p.15 

41Based on discussions with Trade and Industry officials. 
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The results of the 1976-80 review reflected the realisation 

that incentives had become built into cost structures. 42 Equally 

importantly, incentives had come to be regarded as a comparatively 

cheap source of finance. 43 Exporters began to see incentives as 

the most important aspect of the state 1 s commitment to exporting. 

This meant that any suggestions for abolition would be met with 

fierce opposition 

The building of incentives into cost structures had consequences 

extending past the profitability of exports for individual companies. 

A set of vested interests had grown out of the export incentive 

schemes. While this set included those exporters for whom incentives 

were an integral part of the cost structure, and sections of the 

bureaucracy created primarily to administer the incentive schemes, 

other peripheral groups were also linked. Financial institutions 

include the state Export Guarantee Office and private export houses 

were dependent upon the continuation of the policy of export-led 

42This danger had been documented in 1972~ Crisp and Hughes wrote at the 
time. 

The problem is, however, that it [the increase in overseas 
funds from the increase in exports as a result of 
incentives] is at a cost, a considerable cost to the 
community as a whole, and this cost may increase markedly 
as exports increase under a system of concentrating on 
marginal costing and after tax profit . 
... . Another dangerous aspect of both marginal costing 
policies and taxation incentives is that they are in effect 
subsidies for exports. In addition, they are subsidies 
which have the very considerable disadvantage in that they are 
very difficult to quantify precisely. This could well mean 
that government is encouraging a diversion of economic resources 
into areas which in the long run have little or no chance 
of yielding full benefit and of being able to compete on 
the world market on a true economic basis. 

G.A. Crisp and B.A. Hughes 11 The Value of Manufactured Exports 11 in 
Canterbury Chamber of Commerce Economic Bulletin No. 558, March 
1972. 

43The policies of demand management and fiscal restraint had caused 
interest rates to increase. For many manufacturers this compounded 
the problems caused by decreased domestic demand. 
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development. Incentive assistance was the cornerstone of this 

policy. 

However as a cornerstone, incentive assistance had problems. 

In general, it appears that in the short term, most manufacturing 

sectors are not responsive to price stimuli such as exchange rate 

changes, comparative pricing and incentive assistance. The extent 

of the response however varies, dependent upon factors for example 

labour, capital and import requirements. The textile industries 

'tended' to be more ·responsive to changes in the domestic market, 

a reflection of their historical dependence on local markets. In 

those sectors where incentive assistance did play a positive role, 

it appears that it was the EMDTI, in effect an input subsidy on 

foreign exchange, that was more successful in maintaining export 

growth than either of the IETI or IEG performance incentives. 

The move of manufacturers into the export market changed 

the whole nature of foreign economic policymaking in New Zealand. 

In an effort to create a more internationally competitive manufacturing 

sector,areas of the economy not always directly concerned with 

manufacturing became less controlled by Government. This meant 

more influence from these sectors, resulting in a decline of the 

state's power. Although state assistance (through not only incentives 

but also institutional aid) remained fundamental, private interests 

were also increasingly involved in foreign economic policy decisions 

and outcomes. 44 

44The number of private (vs state or interest group) organised 
seminars following the CER agreement this year, is only one 
example. 
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The introduction and utilisation of export incentives 

provides an interesting case-study of state intervention. Before 

postulating on why state intervention took this, it is important 

to examine the policy implications. 

Policy Implications 

While it is not clear if the introduction and implementation 

of the incentive schemes is typical of New Zealand policymaking, 

the incentive schemes do resemble other instruments in their approach. 

The introduction of the schemes in the early 1960 1s was done on 

the basis of overseas success. No attempt appears to have been 

made to assess their suitability to the New Zealand environment. 

Any problems that arose were dealt with in a fire-brigade fashion. 

No attempt appears to have been made at the early stages to explicitly 

examine the assumptions behind export incentive assistance, although 

there was implicit acknowledgement of the role of incentives in 

overcoming protection induced costs and providing an infrastructure. 

More recently the schemes have been seen as a proxy for devaluation. 

However the underlying assumptions have still not received detailed 

examination. 

The 1mplementation of the schemes has been characterised 

by a high level of bureaucratisation, with eligibility criteria 

introduced and subject to frequent modifications. Within the bureaucracy, 

a number of departments have been involved in the implementation 

and administration of incentives. These departments, Treasury, 

Trade and Industry and Inland Revenue 45 all perceive incentives 

from different perspectives, reflecting the interests of the respective 

departments. There is not one department solely responsible for 

45The Ministry of Foreign Affairs is also involved in trade policy. 
However its involvement with incentive policy is very limited. 
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the administration and implementation of export incentives. 

Policy instruments such as incentives which function through 

the taxation system, are difficult for the state to administer. 

While in theory simple, administrative technicalities means that 

such instruments begin to resemble the many-headed monster. Reliance 

on the taxation system means that the costs and benefits are not 

clearly discernible. This creates problems in attempting any ongoing 

assessments. 

Finally the decision-making surrounding the incentive schemes 

appears clouded, guided by economic, political as well as bureaucratic 

nuances. Clear guidelines need to be set down, guidelines which 

in the case of incentives have not been apparent. 

The case for state intervention 

In simple terms, the state intervened using taxation incentives 

because it always had been interventionist. The introduction of 

the schemes was a result of the distortions from import controls. 

Their continued use in an ad-hoc fashion, was a direct consequence 

of incentives becoming built into the economic system. For many 

firms, the profitability of exporting became dependent on state 

assistance, which in turn created additional assistance. The pattern 

of introduction many of the schemes in the late 1960's and early 

1970's is a case in point. Incentives were introduced for service 

industries not eligible for ordinary assistance. Further assistance 

was then provided for those firms engaged in contracting overseas, 

and not eligible for service industry incentives. 

With trade the prime concern of New Zealand foreign policy, 

it was inevitable that extensive state resources would be channelled 

into this area. The policies of the 1958-67 period had emphasised 
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export fuelled, import-led development, with a corresponding limited 

emphasis on incentives. Policies in the 1968-78 period emphasised 

export-led development, with incentives seen as the cornerstone. 

The Future 

Although total acceptance and support for the state's hegemony 

has been replaced by greater interaction between the state and 

society, it appears likely that the government will continue to 

intervene in foreign economic policy. It will have to. The structure 

of politics gives it no other option. 

The form that intervention takes will, as in the 1958-78 

period, be the dependent variable. Some form of state assistance 

to manufacturers wishing to export will have to remain, as too 

many firms now exporting are dependent on incentives. However 

international considerations (GATT and CER) make it likely that 

this assistance will have to be more hidden. A range of policy 

instruments and options are available, including input subsidies, 

valued added tax (with exemptions for exporters), domestic transport 

concessions as well as increased infrastructural assistance. All 

are used overseas46 and confirm to GATT. 

It is clear that a careful examination of the basis of state 

assistance in the form of incentive schemes is needed. Such an 

examination is hopefully at the heart of the 1982-83 review. 

46For a review of overseas incentives see The Exporter Vol .4 N.8 
1982. 
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