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Historical sensitivity is not prominent in the skills of most economists, and history is frequently used as a 
storehouse of alleged facts which can be selected so as to support preconceived positions. Changes in these 
respects provide opportunities to improve understanding of economic performance and policy options. 
 
Economic growth as now understood is a relatively recent objective of economic policy in New Zealand. 
“Development”, on the other hand, was prominent in the nineteenth century and has never been entirely 
subsumed in more recent concepts, even though the “top half of the OECD” has replaced “Britain”. 
“Insulationism” and “diversification” in New Zealand were different from “import substitution 
industrialization” elsewhere. 
 
Exploring such themes illuminates difficulties in communication between economists and the policy 
community generally and suggests potentially-useful approaches to topics like “economic transformation”. 
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Motivation 
 
The motivation of this presentation is the familiar wish for elucidation of what is involved in returning New 
Zealand to the top half of the OECD in respect of average real income per capita. Of course, there is already a 
good deal of relevant work. This includes some impressive work within Treasury, some on analyzing the 
statistics of recent growth, and some on the institutions of growth. It is comparative advantage, not advocacy 
of a single approach that leads me to concentrate elsewhere. 
 
Michael Cullen was recently reported1 as saying that he was resolute against any big gesture because the 80s 
and 90s “led to a huge amount of change fatigue and an underlying antipathy to change.”  I doubt if 
“antipathy to change” is an accurate diagnosis – we usually approve of change we like. We also frequently 
approve of change for others. “Change fatigue” sounds more plausible, although one might wonder about the 
extent to which it is generation-specific. When I talk to students and to young policy analysts, I am constantly 
reminded that New Zealand in the 1980s is a foreign country. “Change fatigue” is less in evidence than 
boredom with tales from long ago.  Still, Michael Cullen is surely right that we must not allow fear of major 
change to cripple our ability to handle incremental change. Offering a shield against all change is not the way 
to go, but exploring constraints on ability to manage incremental change looks a fruitful path to follow. 
 
Michael Cullen went on to suggest that recent differences in the economic record of Australia and New 
Zealand might owe something to our different social histories. From Australia’s convict origins came a belief 
that there is nowhere else go to go whereas New Zealand’s immigrants introduced an enduring sense of being 
“uneasy”. Michael Cullen is a skilled historian, and I share his predisposition to believe that long-run social 
institutions and attitudes are likely to be significant.2 I doubt, however, whether these contrasts are right or 
useful. Australia’s convict origins may have produced in some a sense that there was nowhere else to go, but 
quite a few tried, and the convict experience is not a heritage shared by all Australians - it was not part of the 
experience of Victoria or South Australia at all. Some New Zealand settlers could be described as “uneasy”, 
but even the Wakefield colonists about whom Michael Cullen was thinking were led by people characterized 
more by utopianism, and anyway they were swamped by migrants in the Vogel and later eras. While there 
were elements of conservatism in their ideas, they were not dominated by anxiety about change. 
 
The better approach is therefore to look directly at our own history.  
 
That is congenial to me anyway. The secondary motivation for this presentation is my wish to persuade you 
that economic history has something to offer economists engaged in the field of public policy. There is some 
comfort in having ageing presidents of the AEA lamenting their lack of historical skills, but it would be better 
if enthusiasm for change were a little earlier.3 Advances in theoretical concepts and analysis and in the 
techniques by which data is collected and processed are valuable. So too is the sensitivity to context which 
comes from a deep understanding of historical processes. Whatever we think about confining change to the 
“incremental”, there is no doubt about the importance  of equalizing returns at the margin. 
 
I want therefore to use this presentation to focus some thinking on some key ideas which have shaped our 
history and which continue to inform the social attitudes within which our economic development takes place. 
Those key ideas are development, insulation, diversification, the foreign exchange constraint, and 
transformation. 

                                                 
1  Ruth Laugeson – “The quest for economic nirvana”, Sunday Star Times  (15 September 2002) p. 

E1. 
2  A view which is natural to economic historians, of course. Note especially R.W. Fogel The Fourth 

Great Awakening & the Future of Egalitarianism  (Chicagon & London: Chicago University Press, 
2000). 

3  There has recently been a discussion on the History of Economics bulletin board – within EH.Net - 
about whether economists do typically come late to the history of economics. The empirical 
evidence is that those who are prominent in the sub-discipline are distributed by age much like the 
discipline as a whole. However, this misses the point that while economists in general do not have 
much interest in the history of their discipline, those who achieve distinction in it sometimes 
develop eventually an appreciation of historical perspective. 
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“Development” 
 
In historical perspective the modern concept of “economic growth” is recent. I mean the concept of real 
income per capita as a key intermediate if not ultimate objective of government policy and human 
endeavour. 
 
This audience will be well aware of the communication problems which flow from misunderstanding of the 
nature of the concept of “real income”. Even some of our political and business leaders read estimates of 
income levels and growth rates as though they were measures of the length, or changes in the length, of a 
piece of string. (That, after all, is where the concept of measurement error came from. And I have sometimes 
felt somewhat dichotomized as I engaged in discussions with Treasury forecasters of whether growth has 
been or will be 0.5 or 1.0. But of course those discussions are less about measurement than about assessment 
of the kind of economy being experienced or in prospect.)  
 
It pays to remind ourselves  that in terms of what we are interested in, our usual concepts of income include 
too much, exclude some activities which should be included, depend on rough considerations of location and 
ownership, and ride roughshod over issues of timing. Most fundamentally of all, there is no unique way to 
aggregate into a one-dimensional number the change in a multi-dimensional aggregate when the components 
grow at different rates. Simple contemplation of changing production possibilities curves is sufficient to 
make the point although sophisticated exploration of indifference curves certainly adds to understanding.4 
We do well to remember that communication between economists and their audiences often breaks down at 
this starting point, and to be grateful for the rarity in practice of markedly different experiences for 
components of an economy such as occurred in the Soviet Union in the 1930s. 
 
In the nineteenth century, economists had communication problems, but not this particular one. Nobody 
thought about real income per capita. Statisticians were starting to evolve the concept, driven by the growing 
intellectual interest in statistics – a topic on which Michael Cullen wrote with real authority5. Significant 
developments were both at an international level,6 and with special force in regions of European settlement 
where interest in “progress” was intense. Coghlan in Australia did enough to justify a claim that Australia 
would briefly have been at the top of the OECD league table had that existed, and Knight could make the 
slightly less secure claim that New Zealand would actually have been at the top of the Australasian 
colonies.7 It is probably as well that our politicians are not generally informed about this  - expansion of the 
EU might assist us towards the top half of the OECD but it could never return us to top place. Even at the 
time, the top ranking owed a great deal to the time needed for an adjustment process whereby immigration 
and population growth exploited resources for activities like wool-growing which had, in a sense, been 
created by cheaper transport costs. 
 
New Zealand settlers were interested in their relative position. “Development” was much discussed by 
community leaders and in the press. My reading of the objective is that it was extensive growth – the 
building of a bigger society – subject to the constraint that average living standards should remain higher 
than those in the country of origin of most migrants, Britain. The classic statement of the desire for 
development was by Vogel8 

“the great wants of the Colony are  Public Works in the Form of Roads and Railways, and 
Immigration” 

                                                 
4  R. Moorsteen and R.P. Powell The Soviet Capital Stock   (Homewood, Ill: Irwin, 1966); D. Usher 

The Measurement of Economic Growth  (Oxford: Blackwell, 1980). 
5  M Cullen The Statistical Movement in Early Victorian Britain  (Hassocks; Harvester, 1975). 
6  M.G. Mulhall The Dictionary of Statistics   (London: Routledge, 4th ed., 1899, reprinted Detroit: 

Gale, 1969). 
7  Coghlan; the peculiarity of Knight’s estimate that puts New Zealand at the top of the world league 

table; J.A. Dowie “A Century -old Estimate of the National Income of New Zealand”, Business 
Archives & History  VI (1966), pp. 117-31. 

8  Vogel Budget 1870 
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This, of course, would be compatible with an advocacy of infrastructral development to support a growth of 
real income per capita but my reading of the original context and much else that was said by Vogel9 and his 
contemporaries convinces me that most thinking of was about extensive development within constraints.  
 
It extended into the way they thought about government’s economic role. They wished to promote a variety 
of economic activities within New Zealand and were prepared to depart from the orthodoxy 10 of free trade. 
An especially interesting statement was by Gisborne in 187911 
 

“He understood that for the purpose of revenue they could properly adjust the tariff so that it 
would encourage local industries. That was not protection, in his view, or in the view of many 
honourable members. Honourable members would agree that, if they wanted a certain revenue 
from the tariff, it was quite within the province of free-trade to arrange a tariff so that it would 
not injure, but even protect and encourage local industries. That did not infringe the principles 
of free-trade. After all, what was protection? In a few words, it was the taxation of the many 
for the benefit of the few. He was not prepared to adopt such a principle.” 
 

There are two especially interesting aspects to this statement. One is the immediate illustration of the theme 
of promoting “local industries” with no reference  to comparative advantage, extensive growth rather than 
the modern concept. The second is what looks like very contemporary political double-speak – we can do 
what we like but of course we can reconcile it with respectability and certainly we do not for a moment 
contemplate adopting anythin g disreputable, like protection. One of my conclusions today will be that we 
need to distinguish concepts and words. 
 
In fact there was some sophisticated thinking about how the New Zealand context related to experience 
elsewhere. One of the approaches to the tariff in nineteenth century New Zealand was expressed by an 
engineer who was an MP for Nelson and never a leading politician:12  

 
“I say we can only get an educated people by fostering our industries, and the greater the 
number of industries we have the more chance there will be that genius of all kinds may find 
fresh fields for development.” 
 

What interests me about this is not only the endorsement of extensive growth, but the linking of it to a social 
objective and specifically to employment – not so much aggregate employment as its composition. We 
might suggest that New Zealand thinking developed very early an expectation that New Zealand was around 
the top of international experience, and that then issue was maintenance of a superiority rather than its 
achievement. That starts to sound like a situation where there is much more concern with distribution of 
rewards than with creation of wealth, something which has a contemporary ring. 
 
It would be easy to get diverted into extended analysis of our heritage of nineteenth century ideas, but I want 
to stop short of that. I want to deduce only that New Zealand society did pick and choose among various 
contemporary ideas about appropriate government policy and that it was especially amenable to an idea of 
“Development” which was about building a bigger and better society. It was related to ideas of 
“development” found elsewhere, but it owed something also to what was peculiar about New Zealand. You 
might anticipate that I would argue that this idea of development continues to exist alongside real income 
per capita in current the public discussion. 
 
 
Insulationism 
 
I want to jump ahead to the 1930s and to the introduction by the First Labour Government of a policy of 
“insulationism”. It was built around the idea that there should be a separation of the New Zealand economy 

                                                 
9  Raewyn Dalziel Julius Vogel: Business Politician  (Auckland: AUP, 1986). 
10  British orthodoxy. The US was never so committed to free trade. 
11  Gisborne, NZPD  Vol 33, 1879, p. 113 
12  Levestam, NZPD  Vol 57, 1887, p. 475 
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from its international setting. Incomes in New Zealand should reflect local effort13 and not the vagaries of 
international markets. “Guaranteed prices” for dairy farmers were intended to be first step. Of course, all this 
thinking ran aground, first on the refusal of the British government to contemplate the kind of bilateral trade 
agreement which was in the mind of Walter Nash, and ultimately on the lack or realism in any idea that New 
Zealanders could have anything like the standard of living they expected – still, in the 1930s, better than 
contemporary Britain while steadily building a better society – without participation in international trade. 
The Labour government’s promotion of industrialization eventually looked more like its nineteenth century 
precedents than like a new departure, and import licensing was an emergency response to balance of 
payments problems – industrial promotion was incidental rather than purposive. 
 
We tend now to overlook the international context for all of this. There was a good deal of distrust of 
markets in the 1920s – they did not provide or even promise a quick return to the prosperity which was 
thought, often with a good deal of self-deception and romantic nostalgia, to have characterized the pre-1914 
era. There was much concern about “trusts” and monopolies – or at least about “their” trusts and monopolies 
which justified “our” use of non-market organizations. This was the era of marketing boards, in areas far 
removed from New Zealand as well as here. It was the era of “industrial rationalization”, its application to 
the Lancashire cotton industry being spearheaded and managed by the Bank of England. This was the era 
when British governments looked desperately for Empire sources of oil, having no confidence in a market 
dominated by US firms or even by US and a Dutch-UK one. (The search extended to New Zealand and the 
Waitangi Tribunal seems to have found insoluble the question of whether it was of such urgency as to have 
justified nationalisation of oil deposits even in awareness of Treaty obligations.)  
 
What was unusual about New Zealand was only that the “economic nationalism” which was a feature of the 
international economy in the interwar years was linked in popular consciousness with the institution of the 
Welfare State. The First Labour Government promoted both direct government intervention in the pursuit of 
national objectives – as did many governments in the 1920s and 1930s – with the extension of government 
responsibility for the economic welfare of the disadvantaged – as did many governments from the 1940s 
onwards. Political history can be influential. Had the Labour Party been in office in 1931-32, it would surely 
have been swept out of office, as were most governments in office when the impact of the Great Depression 
was recognized, and import licensing and “insulationism” would not have been regarded as a key plank in 
social development. 
 
There would still have been an extension of government’s economic responsibility in response to Keynesian 
economics, uncertainties about international markets, and the impact of the Second World War. And there 
would have been interest in security and equality. It would all have been somewhat different from the 
particular package that we inherited from the 1930s. 
 
We can, in any case, fruitfully notice that much of our current discussion about “equality” is not much 
derived from the 1930s but was imported from overseas after the Second World War. There is reasonably 
widespread knowledge of Leslie Lipson’s image that the New Zealand equivalent of the US Statue of 
Liberty  would be a Statue of Equality,14 but it is less well-known that Lipson was employing a concept of 
“equality” not in terms of modern tables of shares by deciles in the income distribution but much closer to 
Tawney’s conception:15 

“It is possible to conceive a community in which the necessary diversity of economic 
functions existed side by side with a large measure of economic and social equality, and in 
which, therefore, while the occupations and incomes of individuals varied, they lived, 
nevertheless, in much the same environment, enjoyed similar standards of health and 
education, found different positions, according to their varying abilities, equally accessible to 

                                                 
13  note “effort” – the First Labour Government was not a “soft touch”. Notice especially Fraser’s 

thoughts of the treadmill which would be appropriate for those who made unjustified use of social 
security benefits. M. Bassett with M King Tomorrow Comes the Song: a Life of Peter Fraser   
(Auckland: Penguin, 2000). 

14  L. Lipson Politics of Equality  (Chicago: University of Chicago press, 1948). 
15  R.H. Tawney Equality  (1931), p. 87 
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them, intermarried freely with each other, were equally immune from the more degrading 
forms of poverty, and equally secure against economic oppression.” 

The modern idea of equality came with statistical developments in the last 50 years and owes little to New 
Zealand’s experience with the First Labour Government. Our debates around “equality of opportunity” 
versus “equality of outcomes” have very little distinctive quality. Tawney summed up the limitations of 
“equality of opportunity” by conceiving a “Tadpole Society” in which the 95 per cent who live briefly and 
die miserably as tadpoles are supposed to be contented by contemplation of the lucky 5 per cent who survive 
to become frogs. More formally, equality of opportunity becomes internally inconsistent when it is treated 
dynamically and the opportunities of children are related to the outcomes experienced by their parents. On 
the other hand, equality of outcomes is not feasible in any simple sense, whether for reasons of incentives or 
of diverse preferences. Tawney’s response was the particular sense of “equality” which Lipson inherited. 
We might observe more prosaically that the notion relevant for policy is close to equality of opportunity 
along with a constraint that where outcomes start to become uncomfortably different, collective action is 
used to modify the distribution of opportunities. Which concentrates the policy debate on the meaning of 
“uncomfortably”, but renders irrelevant all the contributions which assume that only the identical can be 
comfortable.16 The easiest way to characterize New Zealanders’ attitudes to equality is the belief that the 
rich are those who have higher incomes than wherever we happen to be in the income distribution and they 
should pay more towards our benefit, and that is a very debased version of a Tawneyish approach. 
 
My central point in the present context is that we have inherited from our history some distinctive social 
attitudes and beliefs about the role of government. They are not adequately defined as a notion of security 
derived from insulationism and still less as a peculiar concern with equality. Rather New Zealand like 
Australia used centralized wage-setting for social purposes from early in the twentieth century. New Zealand 
reinforced this complication of what became after the Second World War a widespread social insurance 
approach to welfare schemes by seeing the Welfare State as intimately related to a direct government role in 
economic affairs which flowed from the accidents of political history in the 1930s. We have overlaid all this 
with directly imported ideas that have been transformed from equality to social justice without thereby 
gaining any content. 
 
Disentangling the current force of the social attitudes so engendered is likely to be more fruitful than belief 
in “change fatigue” as a way of examining constraints on the promotion of economic growth. 
 
 
Diversification  
 
“Insulationism” in any simple sense was obviously a dead-end. The basic thrust of policy for economic 
development – which slowly became policy for economic growth – was “diversification”. It was invented 
several times and was essentially a search for more varied markets for more varied exports. There was  a 
high degree of success in the 1960s despite the current inclination to characterize that decade as one of 
wasted time. 
 
“Diversification” was used to refer to more varied policy targets than the promotion of exports. “Import 
substitution industrialization” was the subject of international discussion and implementation. It has recently 
been summarised by Henry Bruton as17 

 “The explanation of mass poverty is generally found in the structure of production – 
mainly the dominance of agriculture and mineral activities – in the low-income countries, 
and in their inability, because of their structure, to profit from international trade…. To 
industrialize, given the existence of already industrialized and highly productive economies 
(the North), the countries of the South must protect their economies from imports from the 
North and concentrate on putting in place new activities that will produce an array of 

                                                 
16  We might note that there is a similar issue around the way that “legal equality” in the Principles for 

Crown  Action on the Treaty of Waitangi  are distorted into all kinds of “equality” in the political 
debate. 

17  Henry J. Bruton “A Reconsideration of Import Substitution” Journal of Economic Literature  
XXXVI (June 1998), p. 904 
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manufactured products currently imported. Thus would the structure of the economy be 
changed and, at some future time, make possible a foreign trade that contributes to the 
development objectives.” 

Several points about this are worth emphasizing as we consider its relevance to New Zealand. The 
underlying notion of a subsistence agricultural sector which was a drag on modernization which could be 
equated to industralisation was not a natural way of thinking about New Zealand. Rostow’s notion of 
societies “born free”, able to achieve high mass consumption without the normal processes of 
industrialisation, resonated more easily.18 As we have seen, experience led New Zealanders to think in terms 
of maintaining high standards of living rather than of achieving them. There were enthusiasts for 
industralisation, with many references in the 1960s to Swedish industrial design and to the “Switzerland of 
the South” – the geographic rather than economic “South” – but the rhetoric was never turned into analysis 
that could withstand a rigorous scrutiny against the productive record of agriculture. Secondly, we might 
notice the idea of manufactured exports “at some future time”. That kind of hope, which was a mixture of 
delusion, opportunistic exploitation of dim knowledge of a valid “infant industry argument”, and genuine 
belief, was certainly common in New Zealand. So was the idea of local products displacing imported 
consumer products. The sum of these adaptations of international thinking was distinctive. While import 
substitution was discussed in New Zealand as a strategy for economic growth, it had many echoes of the 
nineteenth century discussion of the tariff. If economic growth in a new modern sense was an objective, then 
import substitution was advocated as a strategy to achieve it. But if what was wanted was “development” in 
much the same sense as in the nineteenth century, then import substitution industrialization was the 
appropriate strategy to achieve that. What was the alternative? Ian Drummond19 wrote about  

“a small scattered population of farmers, shepherds and miners, a few market towns, a scanty 
clutch of civil servants, doctors and clerics. New Zealand in 1900, in fact. Or Gold Coast in 
1950.” 

The historical accuracy about New Zealand in 1900 is dubious, and I’m struck by the parallels with 
Australian comments about Canberra from the 1920s to the 1960s or even later, but it encapsulates what I 
think was an important part of New Zealand thinking. Industrialisation was wanted not so much as a vehicle 
for economic growth as to provide employment opportunities for a range of skills and aptitudes. A policy 
which was essentially social in motivation was presented as economic policy in the interests of 
respectability. 
 
It is again the elucidation of what is local adaptation and what is international thinking as ideas are 
employed for policy development to which I attach significance here. We might, however, note another of 
Bruton’s conclusions where I think New Zealand fits squarely in the international experience:20 

“The principal reason for the failure of import substitution was that, as practiced, it created 
an environment that discouraged learning. The outward-oriented strategy, on the other 
hand, fails to appreciate that learning requires conditions that are essentially internal and 
dependent on the basic characteristics of the society.” 

 
 
 “Foreign Exchange Constraint” 
 
The New Zealand discussion of import substitution was integrated with the idea of a “foreign exchange 
constraint”.21 I think the idea was substantially evolved independently as New Zealand economists, 
especially those at the Monetary & Economic Council, explored the constraints on New Zealand’s growth. 
However, the “foreign exchange constraint” was a framework of analysis much used internationally - 

                                                 
W.W. Rostow The Stages of Economic Growth (Cambridge; CUP, 1960), p. 17; H. Arndt 
“Australia -Developed, Developing and Midway?” Economic Record  41 (1965), pp. 318-40 

19  I.M. Drummond, “The British Empire Economies in the ‘Great Depression’” in H. van der Wee 
(ed) The Great Depression Revisited: Essays in the Economics of the Thirties   (Hague: Martinus 
Nijhoff, 1972), p. 233. 

20  Bruton op.cit., pp. 903-4. 
21  I acknowledge my indebtedness to Peter J. Fraser, especially on how thinking about the foreign 

exchange constraint evolved within Treasury. 
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especially in the form of the “Scandinavian model” but also in relation to the UK.22 The starting point of 
externally constrained export growth and the theoretical construct of the income elasticity of demand for 
imports is a fruitful starting point for analyses of various kinds.  
 
It can of course be misused. Economic analysts can take too mechanical an approach to the given nature of 
export growth or to the constancy of the income elasticity of demand for imports. It is even more possible 
for policy analysts to confine their attention too readily to the immediate applications of the theoretical 
construct. New Zealand analysts were right to emphasize barriers to agricultural trade relative to those to 
manufactured exports; indeed, we might think that the New Zealand policy machine was slow to recognize 
the way that trade in manufactured goods had reversed the pattern of the interwar years and become an 
engine of growth in the 1950s and 1960s.23 However, it did not follow that export growth rates were entirely 
beyond the reach of policy influence, or that policy influence must necessarily be through a simple idea of 
market or product diversification rather than looking more closely at how New Zealand activities could 
service international consumer demand. Similarly, one might have thought that given the history of “great 
constants of economics” which proved to move almost as soon as their constancy was postulated – the 
wage-income ratio, the incre mental capital-output ratio – there might have been more attention to the 
determinants of the income elasticity of demand for imports, going somewhat beyond the idea of import 
substitution. The foreign exchange constraint was a tool for analysis and exposition, not a direct source of 
policy recommendations. Quick fixes are attractive, and not only in New Zealand,24 and it is all too easy for 
analysis of how New Zealand had developed up to any particular date to be used for inappropriate advocacy 
of policy stances from that date onwards. (Equally, changed views about policy do not necessarily call for 
revisions of evaluations of the causes of previous growth.) Perhaps it is even more important to recognize 
that academic ideas are always simplified as they get deeper into the non-specialist policy debate and it is 
unwise not to invest time and effort in comprehending andmoderating that process of simplification.  
 
It might be thought that I am indulging in some self-exculpation since I used the concept of a foreign 
exchange constraint, not only in historical analysis but even in policy commentary. Conrad Blyth led the 
writing of Foreign Exchange Constraints, Export Growth and Overseas Debt  for the Planning Council in 
1983, but I certainly acquiesced in it. We kn ew that by then Treasury did not like the framework. We 
retained it for expository reasons - the readers we wanted to reach would not have understood a giant leap 
away from the way the New Zealand economy had long been discussed. But the text shows how we wanted 
to get the emphasis on actions within New Zealand. We did not see the “foreign exchange constraint” as a 
full explanation of New Zealand’s slow growth, let alone an excuse for policy inaction.  
 
Whether or not that is special pleading, I would argue that there is justification for distinguishing the 
contributions of both international thinking and local analysis to the issue of explaining New Zealand’s 
growth record and of exploring the contribution of economic policy.  
 
 
Transformation 
 
This could be a prelude to an exploration of the nature and source of “Efficiency and equity” as the content 
or analytical starting point for policy analysis in the 1980s and its link to generating “change fatigue” and 
“antipathy to change”. It would be even more fruitful to explore how it involved integration of economic and 
social policy much more effectively than import substitution industrialization and far more effectively than 
the rather thoughtless demands for such integration which were advanced as disguised pleas for a change of 
policy. One of the retirement projects I have in mind is to investigate why the foundations proposed for 

                                                 
22  A.P. Thirlwall Balance of Payments Theory and the United Kingdom Experience and Economic 

Growth  9London: Macmillan, 1980). 
23  It was even slower to recognise that the international environment had moved from the initial IMF 

design of exchange rates which were fixed except in the case of fundamental disequilibrium to one 
where exchange rates floated and traders across international boundaries gained assurance from 
market instruments rather than from government commitments about exchange rates. 

24  The Cairncross diaries are fascinating for showing how similar rules of thumb dominated the 
formulation of much policy advice in Britain in the 1960s. 
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strategic policy in 1993 of “economic opportunity” and “social cohesion”, both of which have both 
economic and social elements, but which could not be maintained against the familiarity and apparent 
simplicity of “economic versus social”. However, I again want to jump further ahead in the historical 
narrative and consider “Transformation”. 
 
There is an international element in it – although less so than is the case with “Third way” which was used 
as long ago as the 1950s to refer to the non-aligned movement between the West and East, and which has 
been applied to each successive dichotomy in policy debate since then. In the case of “transformation” the 
international element seems to me to be very similar to nineteenth century concepts of “development” if not 
the even older idea of “progress”. There is also a substantial local element and I think it revolves around the 
balance of homogeneity and diversity. 
 
This is somewhat remote from the starting point of “transformation”. It has become prominent in papers 
written in an effort to give strategic direction to government thinking and from there it has migrated to 
political discussion. It feeds on analogy with successful economic “transformations” in the past – the 
Industrial Revolution, the rise of the “newly industrializing economies” of Asia – and might have been 
linked to “structural adjustment” if that term had not been pre-empted by the IMF and developing economies 
and thereby been associated with failure. In our own history, the term “transformation” has been associated 
with technological progress, and especially with the impact of refrigeration, on society as well as on the 
economy.25 The only link between that and the current idea is wishful thinking about the “new economy” – 
one could even regret that there is no understanding that just as refrigeration added to the wool-growing 
industry and did not displace it, so the impact of information and communication technologies on New 
Zealand is likely to be through agriculture rather than substituting something in its place.  
 
We could quickly come to think that “transformation” is currently a solution in search of a problem, empty 
political rhetoric rather than a policy-relevant idea. I suggest however that it pays to remember that the 
reception to Vogel’s rhetoric in 1870 included incredulity and ridicule, and that Nash’s “guaranteed prices” 
rhetoric was little developed before it was imple mented. The clarity of even “diversification” owes a lot not 
only to hindsight but also to historical perspective. We cannot now do more than make disciplined 
conjectures about how transformation will appear in the future. My guess is that just as the changes of the 
1980s were motivated above all by recognition that New Zealand had fallen behind other countries in 
average living standards, so “transformation” will be seen as a response to similar pressures. The relevant 
concept of living standards in the 1980s was wider than average real per capita income, and the current 
pressures are wider still – they include average real per capital income but extend into the employment and 
social experiences available to New Zealanders in a much more interdependent international economy, 
continuing our history of integrating economic and social objectives, and they include realization that valued 
aspects of new Zealand society are under threat. The notion of equality which was already an uneasy 
combination of equality as inherited from Tawney and similar thinkers and half-knowledge of European 
social insurance ideas can no longer provide guidance to policy development. “Transformation” is a step on 
a process towards evolving – by experience as well as by thinking – a new understanding of the balance of 
collective and individual – as we search for higher economic growth rates. 
 
The idea of “development” in nineteenth-century New Zealand on which I drew earlier, and even more the 
role of government within it, depended on a high level of homogeneity in at least the public community – 
which was much more male and Pakeha than we now think acceptable. It achieved a high level of “equality” 
in the Tawney sense because on those dimensions which contemporaries regarded as important, there was a 
great deal of homogeneity.26 With this historical background, it was easy for people to think that “equality” 
had simply to be maintained rather than that there was new thinking about “social security” to be initiated. 
Furthermore, the extensive but selective role of government could easily be seen as anticipation of a role in 

                                                 
25  Tom Brooking “Economic Transformation”, in Geoffrey W. Rice Oxford History of New Zealand   

(Auckland: Oxford University Press, 2nd edition, 1992), chapter 9. 
26  “high level” and “great deal”, but not universal experience. Rollo Arnold has the better of the 

argument with Miles Fairburn about New Zealand rural society, but there were social isolates. See 
R. Arnold The Farthest Promised Land  (Wellingt on: Victoria University Press with Price Milburn, 
1981). 
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promoting security alongside economic and social development that could meet the challenges of the 
twentieth century. 
 
There was a tendency, both in community attitudes and in the preconceptions of economists, to think in 
terms of collective management rather than in terms of private behaviour within social norms and in 
response to incentives. A comment I recently encountered in discussions of Soviet planning in the 1930s and 
1940s reminded me of New Zealand in the 1950s and 1960s:27 

“Only a person such as Comrade Stalin or Molotov should be able to give you a car, not a 
mechanic from a local motor shop.”  

 
That is clearly no longer acceptable, but what we are seeking in “transformation” is a new reconciliation of 
collective and private within a much more diverse population – diverse not only in ethnic origins, but in 
preferences – and we are seeking a new consensus on what should be guided directly and what by 
incentives. 
 
At the conference of the New Zealand Association of Economists earlier this year, I was entrusted with a 
session in which the idea of returning to the top half of the OECD league-table was explicitly addressed. (The 
theme in fact ran throughout the conference.) Wolfgang Kasper reviewed policy stances and put his emphasis 
on criteria like completeness, explicitness, and the extent to which change was anchored in constitutional 
change and widespread conviction. His paper, however, had what is to me a more appealing emphasis on an 
acceptable and accepted  degree of consistency between individual objectives and collective objectives. In the 
same session, John McMillan argued that major changes in economics in recent years have put information 
and game theory into a central place. Like Wolfgang Kaspar, he argued for taking transactions costs seriously 
but he explicitly inferred also a need for government to ensure that markets can work. Lesley Haines made a 
related point in wondering whether we have learned as much as we could from our own agricultural history. 
There were also interventions on the labour market, monetary policy and other sectors or sectoral issues, and 
in all of them I discerned a search for assurance that diverse interests could be kept consistent. 
 
We are familiar with problems of consistency in policy. Politicians often get caught with inconsistent 
objectives - we will manage the economy well versus we will spend more on health. But sometimes the links 
are more subtle; “We want to facilitate "workplace protection" but we also want to promote economic 
growth. Therefore we will have to mount a duchessing campaign and persuade business that we really love 
them and that these additional costs won't be very bothersome to them.” The problem there is not the politics, 
but the lack of any understanding that what is being implemented is not redistribution between business and 
workers, but a tradeoff between gains for some versus the loss of income which deters investment, promotes 
emigration etc.  
 
We could also look more directly at economics and economic policy. For a long time, the principal focus of 
enquiry about consistency was related to the foreign exchange constraint – was the rate of growth consistent 
with balance of payments equilibrium? Diversification added a little complexity – was the rate of growth of 
exports which was optimal in relation to the foreign exchange constraint consistent with the plans of 
individual sectors? That drove our interest in indicative planning up to and through the National Development 
Conference. It was widened into our usual interest in the interdependence of economic and social 
development with the Planning Council. By the early 1980s, there was recognition that elsewhere interest in 
consistency was focused elsewhere. In Australia, what was important was the “wage path” – consistency of 
wage settlements and trends in labour incomes generally with macroeconomic growth rates and patterns. Our 
“real wage overhang” debates in the 1980s reflected learning from abroad. 
 
The simplicity of the foreign exchange constraint has been lost. We now have several important dimensions 
of consistency vying for their place in a coherent conceptual framework. There are significant elements in 
place – the inflation regime of monetary policy and the fiscal framework of the Fiscal Responsibility Act 
being the most important. But the integration of economic and social objectives is far from obvious to much 
of the community interested in policy debates. I would conjecture that a key element will prove to be 

                                                 
27  Valery Lazarev and Paul R. Gregory “The wheels of a command economy: allocating Soviet 

vehicles”, Economic History Review  LV(2) (May 2002), p. 345.  
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transforming the concern with “equality” away from distribution at a point of time to managing distribution 
through time, especially where this interacts with a choice between collective and individual actions. Key 
issues will be the environment and superannuation, and we will be driven by both experience and 
international thinking.28 
 
If you thought I engaged in special pleading before, you should not listen to the next section. I want to argue 
for the importance of learning. But not just for the importance of education as a solution to social ills, which 
even as an academic I have always found uncomfortably close to indoctrination. I think we can go beyond 
“learning” in general. What we most need is ability to distinguish specialist knowledge from judgment which 
is contestable on the basis of equally careful deliberation but a different perspective. Recognition of technical 
knowledge depends on commitment to prior beliefs. We trust experts in areas where we do not feel much 
involved – I believe imp licitly what I am told about cars or why computers work whereas others may be 
willing to contest expert knowledge in those areas. Economic and social policy are inherently controversial 
and there is in general less willingness to recognise that expert knowledge – learning – has a role. Notice, 
however, that I posited the issue as identifying the proper boundary of expert knowledge. It is by no means an 
issue only for economic expertise; a current example in another field is the proper boundary between legal 
expertise and informed judgment in evaluating the Christchurch crèche affair. It is, however, largely the role 
of economic knowledge relative to informed but non-expert judgment which seems to me to rest at the heart 
of finding a new consensus on collective and individual action which in turn is at the heart of 
“transformation”. And my argument is that that economic knowledge needs to draw on both international and 
domestic thinking and experience. 
 
Those sources will in any case interact – my special pleading is for learning, not just for academic learning. I 
think a major challenge currently is recognizing that new learning does not come only from traditional 
sources, and that phrases like “economic co-operation” and “concerted unilateralism” are not best elucidated 
by turning to conventional dictionaries or evaluated in terms of the orthodox textbooks on free trade areas and 
customs unions. They are concepts that originate in Asian thinking and demand some intellectual agility, and 
even some understanding of applied analysis. But then some of our traditional thinking about reciprocity, the 
Stolper-Samuelson theorem, and multilateralism derived from applied analysis and the foundations of GATT 
– and also involved Scitovsky’s early and primitive application of game theory to economics.29 It is in the 
interaction of ideas and economic development that the key to transformation will be found. 
 
And transformation is possible. Look back 30 years and consider how the relationship of central banks to 
inflation has been transformed:30 

 “The central bank may follow such as austere, self-denying policy for some time, but 
political pressures are almost sure, sooner or later, to lead to irresistible demands to go further 
– either for stabilization or to provide the government with funds. Accordingly, I conclude 
that the only effective way to refrain from using inflation as a means of taxation is to avoid 
having a central bank. Once a central bank is established, the die is likely to have been cast 
for inflation.” 

That judgement was changed in the last 30 years. We learned, and we created new institutions – in a wide 
sense – which transformed our economic and social experience. 
 
 
Conclusion 
 

                                                 
28  Cf N. Barr The Welfare State as a Piggy Bank: information, risk, uncertainty and the role of the 

state  (Oxford: OUP, 2001). 
29  A.M. Endres and G.A. Fleming “Trade policy research in the 1930s and 1940s: Geneva doctrine 

and the Scandinavian Connection”, Journal of European Economic History  30 (Winter 2001), pp. 
645-75 

30  Milton Friedman, “Monetary Policy in Developing Countries” in Paul David & Melvin Reder 
(eds.) Nations and Households in Economic Growth: Essays in Honor of Moses Abramowitz   (New 
York & London: Academic Press, 1974), p. 271. 
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We need to distinguish words and ideas, develop our thinking in relation to both international ideas and local 
adaptations, exploit the interaction of abstract ideas and empirical applied analysis – which requires historical 
sensitivity as well as other skills, and look for ways of distinguishing expert knowledge from contestable 
judgement so that each can be used in appropriate places.  
 
The “power of history” is at least two-dimensional. Understanding history assists in approaching current 
issues – as does other learning – and it is future historians who will provide the verdict on our efforts. 

 
 

 
 

 
 

 
 
 

 


