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1. The Working Party on the New Zealand Import Deposit Scheme. established by'the
Council of Representatives at their meeting of 17 February 1976, was asked:

"To examine the Import Deposit Scheme introduced by the Government of New
Zealand and its implications, to report to the Council and to continue to
be available for consultation as necessary."

2. The Working Party noted that a temporary Import Deposit Scheme had been intro-
duced by New Zealand in February 1976 for a duration of one year which subjected
imports to a prior non-interest bearing deposit of 33.3 per cent of the current
domestic value of the goods for a period of six months. The product coverage of the
deposit scheme, affecting some 7.4 per cent of New Zealand total imports (June 1974/75
value), was detailed in documents L/4303 and L/4359.

3. The Working Party met on 15 June 1976, and, in accordance with the provisions of
Article XV of the General Agreement carried out a consultation with the International
Monetary Fund, which supplied a comprehensive background paper as well as the text of
a Decision by the Executive Board of the International Monetary Fund. taken on
26 April 1976.

4. The Working Party heard a statement by the representative of New Zealand, (the
full text of which is reproduced in Annex I), giving a detailed account of the
economic and balance-of-payments circumstances which had led the New Zealand
authorities to introduce an import deposit scheme. In particular., he stressed the
temporary nature of the scheme, which had an expiry date on 2 February 1977, its
non-discriminatory application, and its limited trade effect in terms of total imports
affected. It was his authorities belief that the balance-of-payments problems facing
New Zealand were of sufficient magnitude to have warranted much stricter measures.
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5. The Working Party heard a statement by the representative of the
International Monetary Fund (the full text of which is reproduced in Annex II)
which concluded as follows:

"The Fund notes that, in order to reduce New Zealand's external
imbalance, the authorities have recently adopted a number of measures aimed
at slowing the growth in domestic expenditure, curbing inflation, and
thereby reducing the current account deficit. The implementation of these
measures should allow the elimination of the import deposit scheme by its
termination date of February 2, 1977."

Balance-of-payments situation

6. Members of the Working Party thanked the representative of New Zealand for
his statement and for the submissions; they also thanked the representative of
the International Monetary Fund for his statement on New Zealand's balance-of-
payments and import deposit scheme. They stressed the importance attached to
the careful examination either in a GATT Working Party or in the Balance-of-
Payments Committee of any trade restrictions taken. It was appreciated that
New Zealand had a delicate balance-of-payments situation at hand and that some
corrective measures had been called for; however, it was regretted that the
New Zealand authorities had found it necessary to resort to trade restrictions.
It was recognized that the New Zealand economy was particularly sensitive to
developments in external markets and to the price levels of a limited number of
commodities such as wool, meat and dairy products. In this context it was
noted that there had been a sharp fall in agricultural prices at the end of the
commodity boom in 1973, which must have affected New Zealand export values;
however, since then world prices for wool and. meat had steadily risen and
remained fairly high. However, it was also noted that New Zealand exports of
some of its principal primary products were subject to trade restrictions in
its main markets. It was also noted that while Nes; Zealand imports had shown
a very strong growth in 1974 this growth had subsided in 1975 especially in
the last quarter. In this context it was asked what special situation had led
the New Zealand authorities to adopt restrictive measures in February 1976.
The representative of New, Zealand pointed out that while the price for wool and
meat had risen, it should not be overlooked that freight rates had risen very
sharply in recent years. New Zealand being as much as 12,000 miles away from
its markets the extra cost of freight had severely affected profitability and
that the rise in prices had been absorbed by the extra cost of freight. He also
recalled that dairy products accounted for some 25 per cent of New Zealand's
export income and that the prices of most dairy products had remained low;
there had been difficulties encountered in marketing dairy products in
particular skimmed milk powder.



L/4363
Page 3

7. Members of the Working Party noted that New Zealand's balance-of-payments
problem was in part due to excess liquidity in the domestic market and it was
asked whether New Zealand authorities anticipated the need to take further
restrictive monetary measures to reduce this excess liquidity or whether it was
expected that the import deposit scheme would be sufficient to solve this problem.
The representative of New Zealand replied that his authorities were pursuing a
very severe fiscal and monetary policy. Interest rates had been set quite high
but as the balance-of-payments situation would improve it was expected that the
economy would become more liquid and therefore further monetary measures might
become necessary to contain the liquidity within appropriate levels. This matter
would be considered in the context of the budget which would be discussed in
July. Members of the Working Party also noted that the import deposit scheme had
been accompanied by a number of other measures in the fiscal, monetary and
incomes' policies fields and it was asked what effects were expected from these
measures on the level of internal consumption. The representative of New Zealand
explained that his authorities were pursuing a policy of reducing real wages by
not allowing full cost-of-living compensation. As a result there had been a
drop in real wages of some 7 per cent over the past two years, a further 5-8 per
cent reduction was expected in 1976, the New Zealand Government was adhering
to this policy very firmly. Simultaneously, as mentioned above, it was applying
a very severe fiscal policy; it was expected that the combination of these
measures, given favourable terms: of trade and a recovery in world prices would
help restore the balance-of-payments equilibrium.

8. Referring to alternative measures to restore equilibrium members of the
Working.Party asked whether the New Zealand authorities had considered the
possibility of adjustment of the exchange rates. The representative of
New Zealand recalled that his Government had devalued the New Zealand dollar
three times during 1974 and 1975 totalling some 25 per cent. Adjustment of the
exchange rate, both upwards and downwards, was used by his authorities as a
flexible instrument. It was essential for the agricultural sector of the economy
that the exchange rate be kept at an appropriate level, compatible with the terms
of trade. In fact the exchange rate adjustment worked as a tool for redistribution
of income. He added that if there was further improvement in the terms of trade
it was hoped that there would be no further need for adjustment of the exchange
rate; however, he did point out that at present the terms of trade were some
40-50 per cent below their 1973 level.

9. Turning to the question of foreign financing of the balance-of-payments
deficit, questions were asked as to the level of the foreign debt and the various
loans contracted abroad. The representative of New Zealand said that foreign
borrowing had been effected both on international markets and from the Intenational
Monetary Fund. Total government borrowing in the past two years had amounted to
some $1 billion and the level of New Zealand's foreign debt had reached 18 per cent
of GNP. It was specified that New Zealand had availed itself of the use of Fund
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resources on several occasions in recent years, including a gold tranche
drawing in 1974, a drawing on the compensatory financing facility in 1975 and
several drawings on the 1974 and 1975 oil facility.

10. Members of the Working Party asked what were the prospects for improvements
in New Zealand's balance-of-payments situation in 1976. The representative of
New Zealand said that any improvement would depend on the movement of the terms
of trade. At present, on an assumption of steady improvement of the terms of
trade, it was forecast that for the June year 1975-76 New Zealand would show a
current account deficit of $700 million and for the June year 1976-77, a deficit
of about half that. This assumed a 10 per cent improvement in the terms of
trade. He recalled that New Zealand's oil deficit alone stood at some
$200 million and that even should the deficit be reduced to the estimated level,
it remained too high. He added that OECD forecasts generally showed a faster
recovery of the world econorlic situation; should this be confirmed then the
New Zealand authorities could expect to reach a better deficit position than
the actual forecast showed.

11. Members of the Working Party asked questions concerning New Zealand's
efforts towards export diversification. The representative of New Zealand said
that substantial progress had been made in this field. While New Zealands
traditional exports were temperate agricultural products, some of which, in
particular dairy products, had experienced considerable difficulty in
traditional export markets, great efforts had been made to develop new markets
for the whole range of dairy products, which were now exported to some hundred
different countries. The same thing had been done for meat exports; as New
Zealand's traditional and substantial meat market had tended to be restricted,
it was necessary for New Zealand to find new outlets. The more spectacular
results had been obtained :. the development of exports for manufactured
products, which now accounted for some $450 million per annum; was a three-
fold increase over the 1972-73 level. Exports of manufactures had now a share
of 14 per cent of New Zealandvs total exports compared to some 3 per cent nine
years ago. However, he did point out that $450 million was a small figure in
relation to total exports.

12. Referring to the oil deficit of New Zealand, questions were asked by members
of the Working Party concerning energy conservation measures. The representative
of New Zealand said a number of measures had been taken among which a special
tax on petrol and diesel of 20 cents per gallon; a speed limit of 50 miles per
hour had been enforced. The Government was spending considerable funds on an
educational programme designed to encourage public conservation of energy.
Interest-free loans had been given for housing insulation designed to save on
heating fuel. Generally, these measures had been effective. Furthermore, the
Government was encouraging the exploitation of natural gas fields and was
financing the project to the extent of 50 per cent. Currently, New Zealand was
dependent for two thirds of its energy consumption on imports; this dependency
was expected to be reduced to one third by 1985.
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13. One member of the Working Party noted that New Zealand had referred to restric-
tions affecting its exports which, in its view had not been examined by the CPs, and
which had made it necessary in turn for New Zealand to apply import restrictions.
This member noted the importance of conducting GATT examinations in a "real world"
spirit and said an elaboration by New Zealand of what these other restrictions were
was necessary in order that the Working Party might conduct its work with full know-
ledge of the factors bearing on the New Zealand balance-of-payments situation.

Import deposit scheme

14. The members of the Working Party noted that the New Zealand import deposit
scheme was a temporary measure and had an expiry date of 2 February 1977. They
sought confirmation of the temporary nature of the scheme. The representative of
New Zealand confirmed that his authorities had every intention to terminate the
measure by 2 February 1977; the measure was kept under review and could be modified
in the light of the balance-of-payments situation and the other factors that had
led to the adoption of the deposit scheme. Asked whether the New Zealand authori-
ties envisaged a gradual relaxation of the deposit either by lowering the rate of
deposit or by reducing the product coverage, the representative of New Zealand
said that this remained a possibility under the Government's review procedure. in
reply to specific questions the representative of New Zealand also confirmed that
the only exceptions, in terms of the origin of the goods, were for goods imported
from the Cook Islands, Niue, and Western Samoa; this was in recognition of
New Zealand's particular interest and obligations to these islands.

15. The members of the Working Party noted that New Zealand had promptly
notified the introduction of the import deposit to the CONTRACTING PARTIES and
once more stressed the importance attached to the meanin-ful examination of all
such measures in the context of the General Agreement. It was also noted that
New Zealand was not invoking any particular article of the General Agreement,
although the measure was justified by New Zealand on balance-of-payments grounds.

16. A series of questions were asked concerning the product coverage of the scheme
and the criteria adopted by the New Zealand authorities to select the items for the
deposit requirement. It was asked whether the deposit scheme was part of the
general import policy of New Zealand and related to the level of tariffs and the
import licensing schedule which still covered some 30 per cent of New Zealand's
imports. While it was recognized that it was not within the Working Party's terms
of reference to examine New Zealand's import licensing system, the members of the
Working Party drew attention to the relevance of the licensing system in particular
in view of the fact that there was some overlap between licensing and deposit
requirements. The representative of New Zealand recalled that in his opening
statement he had described the particular economic conditions that had led the
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Government to take the import deposit measure; briefly, several factors had
coincided: a very rapid growth of imports, advance notice through the future
import ordering procedure of unsustainable levels of speculative imports, i.e.,
stock piling of certain products beyond the usual consumption pattern for
New Zealand in anticipation of either monetary devaluation or possible imposition
of tighter import quotas. He explained that the criteria adopted for selecting
the items subject to a deposit were obviously a combination of these different
factors. He stressed the need that had arisen to put a stop to speculative
imports which in certain cases, such as wines and spirits had led to imports of
some three-year's supply. The deposit scheme was among other things designed to
put a stop to the development of such a situation which was clearly going against
the improvement of the balance-of-payments situation. He said that it had also
served as a warning to restrain importers. In reply to the question concerning
the relation between the deposit measure and the general import policy the
representative of New Zealand said that the deposit was a measure apart, designed
to meet a special situation. It had no effect on the level of the customs duty;
in this context he recalled his authorities statement at the time of issuing the
import licensing schedule for 1966-77 in which it was concluded that trade
liberalization remained the policy of New Zealand authorities. The members of the
Working Party noted that the import deposit added a charge over and above the
customs tariff which, for certain products was already very high; it was also
noted that many of the tariff positions of the products affected by the deposit
were bound under GATT.

17. Reverting to the question of the criteria for selecting the items subject
to the deposit, members of the Working Party pointed out that there las no
substantial evidence of an upsurge of imports of the products covered; for some
of them the rate of growth of imports was lower than that of total imports in
1975. Some of the products were also subject to limited import licensing and
they asked why those products were subject to two restrictive measures. It could
be expected that, whatever the level of expert orders for these products, the
system of licensing would automatically limit the volume of effective importation.
It was also noted that a considerable proportion of the goods subject to deposits
were investment goods; these amounted to some 40 per cent of imports subject to
the deposits and even 65 per cent if office machinery were included. In this
context it was asked whether the inclusion of investment goods was not likely to
have a detrimental affect. The representative of New Zealand explained that the
need to put a stop to the level of speculative imports had been an overriding
factor in the case of many products; as regards investment goods he added that.
many of those could be stockpiled in expectation of price rises. As regards
items already under import licence there was evidence here of importing in excess
of current requirements, e.g. wine and spirits. members of the Working Party
nevertheless expressed doubts as to the validity of the criteria used to select
the items for the import deposit scheme.
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18. It was pointed out that the import deposit scheme was accompaniedbya
measure forbiddingbank to give creditto finance the deposlt requirements and
by a price control measure forbiddaiivg to pass the cost of the deposit onto the
retail price. It was asked whether the New Zealand authorities did not consider
those supplementary measures too severe a restriction. The representative of
New Zealand recalled that there was a problem ofexcess liquidity in his country
and that, in so far as the deposit scheme was also a monetary, measure, it would
have defeated this purpose of the scheme to allow bank credit or the passing on of
the cost to the retail price.

19. Questions were asked concerning the procedure for granting waivers for certain
products affected by the deposit scheme. The representative of New Zealand
explained that this was a necessary flexibility introduced in the measure as it was
not the Government's intentions to cause more problems to New Zealand's economy than
were necessary. He cited a number of examples of waivers granted for instance for
spare parts for certain .machinery. Generally, the criteria adopted by the
Government to grant waivers were based on the national importance of the item
concerned, on its essentiality for export industries or energy development.

20. Members of the Working Party asked whother the New Zealand authorities con-
sidered that the import deposit scheme would be sufficient as a measure to contain
the balane-of-payments situation and whether it would be possible to dispense with
any further measures. It was remarked that while New Zealand had stated that the
impact on trade was minimal this seemed incompatiible with a satisfactory result of
the measure which called for a reduction of certain, imports. The representative of
New Zealand replied there had been a satisfactory result of the measure in terms of
putting a stop to speculative imports. Whether the deposit scheme would be retained
in its present form would depend on developments in 1976. He repeated that the
scheme would be kept under review and examined closely in July together with the
budget.

21. Members of the Working Party noted that the deposit. scheme affected some
7 per cent of New Zealanld's imports. lt was pointed out however that while this
did not seem an excessive coverage certain trade partners of New Zealand were much
more affected than others.It was recognized thatthe scheme was non-diseriminatory
as to source of imports but it was regretted that certain ofNewZealand's suppliers
were severely affected. The representative of New Zealand reiterated that thlis was
not the intent of the scheme wlhich was non-discriminatory in its applieation but
an unavoidable result due to the composition of certain trading partners' pattern
of exports to New Zealand. Memibers of the Workiing Party asked that, should the
New Zealand authorities consider a modification or relaxatilon of the scheme before
its expiry, this factor be taken into account and modification introduced in order
to reduce the impact of the measure for those trading partners which were more
affected.
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Conclusions

1. The Working Party examined the Import Deposit Scheme introduced by
New Zealand on 2 February 1976 for the duration of one year. It noted that the
measure was teraporary anrd non-discriminatory in its application as to source of
imports. The Working Party, expressed sympathy for the belance-of-paments situa-
tion of New Zealand. However, some members of the Working Party expressed doubts
as to the validity of the criteria used for the selection of products subject to
the deposit and noted with some concern that certain imports were subject to both
the deposit requirement and import licensing.

2. Taking into account the finding of the Interinational Monetary Fund that the
measures recently taken by New Zealand to reduce its external imbalance should
allow the eliminaction of the import doposit scheme by its termination date of
2 February 1977 the Working Part invited New Zealand to review the measure in the
light of its balance-of-payments developments and to give serious consideration to
its relaxation or removal at an early, date. The Working Party also urged
New Zealand two adjust the deposit scheme to take into account the interests of its
trading partners.

3. The Working Party agreed that the New Zealand Import Deposit Scheme applied
on a temporary basis was notmore restrictive thanan application of the provisions
of Article XII of the General Agreement Noting that New /Zealand was not invoking
the provisions of Article XII or any other provision of the General agreement, the
Workingg Party agreed that this conclusion was without prejudice to the rights and
obligations of contracting parties under the General Agreement.

4. The Working Party will keep thematter under review.
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ANNEX I

Opening Statementbythe
Representative of New Zealand

Details of the Imprt Deposit Scheme introduced by the New ZealandGovernment
on 2 February 1976 are contained in the notification of the scheme circulated to
the contracting parties as document L/4303. In addition members of this Working
Party will have a copy of the BackgroundNote prepared by mydelegation and
circulated as a document.

These documents clearly indicate the nature of the Import Deposit Scheme and
of the economic factors which led to its introduction.

From the outset I must stress the restrained nature of this Import Deposit
Scheme, in respect of its product coverage, the amount of the deposit required,
and in respect of its temporary nature. By itself it is not intended to salve
our balance-f-payments difficulties, nor indeed could it be expected to. Over
the last few months, the New Zealand Government has introduced a wide range of
measures aimed at assisting our balance-of-payment problems, by increasing
Government revenue, reducing Expenditure and restraining incomes. The introduc-
tion of the Import Deposit Scheme should, therefore, be seen in the context of
this total range of measures.

When the world entered the period of ecnomic recession of the past several
years, the New Zealand Government .avoided the introduction of measures to restrict
imports. It was hoped that in the light of the CECD Trade Pledge, our major
customers would refrain from restricting our exports, and that with a programme
of modest overseas borrowing, New Zealand would be able to see out the recession
and to trade its way back to a favourable balance-of-payments situation.

Unfortunately, this hope was net to be realized. As events have shown, cur
exports have been severely restricted, to the extent of effective total prohibition
in sore cases, despite the existence of the Trade Pledge. Given the sensitivity
ef the New Zealand economy to the effects of inflation in our supplier countries,
and to the dramatic fall in prices of temperate agricultural products coupled with
the imposition of restrictions and restr.:ints on these products, we exporienced
a rapidly widening balance-of-payments deficit.

From a positive balance of $152 million in 1973, our current account balance
has deteriorated dramatically to a deficit of $816 million in 1974 and to almost
a billion dollars in 1975. The deficit in 1975 was equivalent to about 11 per
cent of our Gross Naticnal Product.



L/4363
Page 10

These deficits, enormous in relation to the small New Zealand economy, had
to be financed by overseas borrowing if our reserves were not to fall below a
minimum acceptable level. It was clear that the level c.f borrowing this implied
could not be continued, and early this year, it was decided that import
restraining measures would need to be taken. Internal economic restraints,
although implemented on a wide scale, do not in themselves, have a sufficiently
rapid impacts

Also, towards the end of last year there Eas a substantial upsurge in import
orders for certain products, much of it apparently speculation against the
possibility of imposition of import controls by the newly-elected Government.
Such an upsurge could not be tolerated for the balance-of-payments reasons I have
just described. Therefore, in February, the Government introduced the Import
Deposit Scheme to hit speculators, to encourage a reduction in ordering, to
discourage imports of goods of low priority as regards their end-use, and to give
credence to the announcement that the Government did not intend to introduce more
severely restrictive measures.

While the balance-of-payments figures estimated for the March quarter show
a slight improvement, it is still too early to gauge the extent to which the
Import Deposit Scheme has affected this result. However, provided the trend
continues and intensifies, and provided that further restrictions are not imposed
on our exports, the need for only temporary action would appear to be confirmed.
Preliminary trade figures available for. the first few months of the scheme's
operation, while not really a reliable indication at this stage of the extent to
which the scheme is taking effect, show that imports of affected items are
increasing at a slower rate than total irmports. This would seem to indicate that
the scheme is having the desired effect of stifling speculative importing and
ordering. On the other hand, the fact that the value of imports.of items covered
by the scheme has increased bears out our contention that the trade effects of
the scheme are minimal.

Given the; need to restrain the raise of import growth, and to be seen to be
taking such action, the products covered by the scheme, were those where there
was evidence of speculative importing, those which were easy end profitable to
stockpile, and those where the end uses were considered to have a lower priority.
I must stress, in this context; that the source of imports played no part in the
choice of items included, The scheme is non-discrimirnatory in its application
and is based on the MFN principle.

Now, turning to the trade effects of the New Zealand scheme as I said earlier,
imports of affected items have continued to increase in value. I must note that
New Zealand has viewed with some astonishment, the extent of the reaction of our
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trading partners to the introduction of the scheme. The Import Deposit Scheme
was the least disruptive of the option available, and we would have expected the
criticism to be in proportion.

As stated in our notification to the contracting parties., imports of products
covered by the scheme in 1974/75 represented 7.4 per cent of total imports - less
than $NZ 200 million. In order to put this into proper perspective, I think that
the Working Party should be aware that in relation to their total world exports,
the trade value of the affected items represents about 1/40 of 1 per cent in the
case of the Community and about 1/20 of 1 per cent in the case of the United
States and Japan. In no way could the effects of this scheme on the trade of
our major suppliers, be regarded as anything more than extremely minor. In this
context I might recall my remarks at the Council Meeting which established this
Working Party, when I noted that other import deposit schemes considered by GATT
working parties had covered between 30 and 60 per cent of total imports of the
applying countries.

The figures for the countries most affected are contained in our Background
Note. I should add that the trade effect on developing country exports in
1974/75 was about $NZ 8 million, Given the non-discriminatory nature of the
scheme, the limited product coverage (and, indeed, the type of product included),
and its temporary nature, it was not considered practicable, at this stage, to
make any differentiation. We would hope that the developing countries, many of
whom face similar problems, will be aware of the nature of our difficulties, and
recognize the restraint we have shown in coping with them.

My authorities considered that it was in accordance with our obligations
under the General Argreement fo:r the New Zealand Import Deposit Scheme to be subject
to study by contracting parties, and it was for this reason that we agreed with
the establishment of this Working Party.

It is, however, a matter of some concern to my authorities that those trade
restrictive measures which have most contributed to New Zealand's economic
difficulties, have not been the subject of similar scrutiny, and that the countries
applying or introducing these restrictions, have avoided or opposed any such
scrutiny. It appears to us that the balance of rights and obligations which is
meant to constitute the General Agreement is permanently weighted against agri-
cultural producers and that there exists a double standard in relation to
restrictions on agricultural products as opposed to industrial products.

We believe that it has been shown to the Working Party that the New Zealand
Import Deposit Scheme is restrained in its application and is minimal in its
effect on trade. le believe that the balance-of-payments problems which New
Zealand has been facing are of a sufficient magnitude to have warranted a much
stricter regime affecting imports. We believe therefore that it can be demons-
trated that the Now Zealand Import Deposit Scheme, is not unduly restrictive, is
necessary in the light of the particularly serious balance-of-payments situation
faced by New Zealand.
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ANNEX II

Statement by the Representative of the International Monetary Fund

After a prolonged period of rapid expansion, domestic activity has weakened
considerably since early 1974 as the effects of a very steep deterioration in the
terms of trade worked their way through the economy. The rate of growth of real
GDP slowed from 6.4 per cent in 1973/74 (year ended March) to 2.1 per cent in
1974/75 and a small decline, in absolute terms, is estimated to have taken place
in 1975/76. A consequence of the slowdown in domestic activity has been a marked
easing in labour market conditions and an increase in unemployment. However, the
rate of inflation has accelerated; in the year to March 1976 the consumer price
index rose by 17 per cent compared with 13 per cent and 10 per cent,
respectively, in the preceding two years.

New Zealand's terms of trade deteriorated substantially in 1974 as the fall
in export prices following the 1973 world commodity boom coincided with the sharp
rise in the price of oil and large increases in the prices of imported manufac-
tures. At the same time, the volume of imports rose in a delayed response to the
rapid increase in incomes in 1973. As a result, the current account of the
balance of payments weakened considerably, registering a deficit of
SDR 1,306 million or 14 per cent of GDP in 1974 compared with a surplus of
SDR 122 million in 1973. In 1975 the volume of imports is estimated to have
fallen by about 20 per cent owing mainly to destocking and the general weakness
of domestic demand, while the volume of exports recovered modestly from the
depressed level of 1974. While the terms of trade continued to deteriorate, the
current account deficit is estimated to have been reduced in 1975 to
SDR 1,186 million or 11 per cent of GDP. The policies of demand restraint that
are now being pursued, together with the recovery in export demand and prices
currently under way, are likely to lead to a reduction in the current account
deficit to around SDR 600 million in 1976.

In order to help finance the large external deficit, the authorities eased
controls on capital inflows in August 1974 and allowed domestic monetary
conditions to tighten. In addition, the authorities borrowed abroad both in the
market and from official sources. In the two years to December 1975, total
official borrowing amounted to SDR 782 million and the official foreign debt rose
to over SDR 1,450 million. Nevertheless, gross official reserves fell from a
peak of SDR 991 million at the end of June 1973 to SDR 523 million at end-1974
and to SDR 366 million at end-1975. As of 30 April 1976, total gross reserves
stood at SDR 463 million, or the equivalent of two and a half months of imports.
The authorities are expected to continue to borrow abroad to ensure that reserves
remain at around that level throughout the remainder of 1976.
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Until a new Government took office late in 1975, one of the main objectives
of the authoriities had been to maintain employment by pursuing an expansionary
fiscal policy so as to offset at least partially the contractionary effects of
the deterioration in the terms of trade and the world recession. As a result,
the overall budget rose from $NZ 125 million in 1973/74 to $NZ 421 million in
1974/75, and to about '$NZ 1 billion in 1975/76. at the same time, the authorities
took steps to curb the growth in incomes and domestic inflationary pressures
through a progressive tightening of controls on wages and salaries. In this way
the authorities opted for a policy of gradual rather than abrupt balance-of-
payments adjustment, relying largely on an early improvement in the terms of trade
to reduce the external current account imbalance and the need for foreign borrowing.

Since December 1975, however, there has been a marked change in the order of
economic priorities. In particular, much greater emphasis than hitherto has been
placed on the objectives of promoting adjustment in the external accounts and
reducing the rate of price increases. To this end, steps have been taken, and
further measures are under consideration, to markedly reduce the budget deficit
while incomes policy has been tightened. In order to improve control of domestic
liquidity and to enhance the efficiency of the financial system, the Government
has recently announced the introduction of a flexible policy on: interest rates and
price-smoothing schemes for wool and meat producers.

The new Government has also announced measures which directly affect the level
of imports. Effective 2 February 1976, a temporary import deposit scheme, covering
about 7 per cent of the value of total imports, was introduced for a period of one
year. Its main purpose was to arrest speculative ordering of selected imported
goods, principally consumer durables. Under the scheme, importers are required to
pay a deposit of one third of the value for customs purposes which will be held by
the Reserve Bank of New Zealand for a period of six months without interest.
Trading banks have been instructed to ensure that additional lending is not pro-
vided to finance the deposits, and the cost of financing the deposits will not be
recoverable under the price control regulations. The import deposit scheme covers
a limited range of imports and its effect on restraining import demand is likely
to be relatively small during the twelve months it is to remain in force. The
Import Licensing Schedule, which applies to about 30 per cent of total imports
during the year to June 1977, was announced in April 1976. The general level for
licensed imports in the Schedule is 100 per cent of the value of 1975/76 licenses.
However, there are some items for which the allocation is below the previous
Schedule level, because of increased New Zealand manufacture or high levels of
stocks in the country.
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The Fund notes that, in order to reduce New Zealand's external imbalance,
the authorities have recently adopted. a number of measures aimed at slowing the
growth in domestic expenditures, curbing inflation, and thereby reducing the
current account deficit. The implementation of these measures should Allow the
elimination of the import deposit scheme by its termination date of
2 February 1977.


