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Preamble
This paper is part of a larger project on the history of policy advice
given by New Zealand economists through the 20th century up to
the reforms.
The previous paper in the project was on trade policy. The main
conclusions of that paper offer some contrast for what is to follow.
I

Most economists favoured free trade (the main exceptions
were Bill Sutch and Wolfgang Rosenberg).

I

Economists centered their arguments for free trade on
Ricardo’s model of comparative advantage.

I

Against this advice, successive governments ratcheted up
trade protection: from tariffs, to quotas, to import
substitution and export subsidies.

I

Rather than a ‘gradual encroachment of ideas’ as was claimed
by Gary Hawke, we find a stronger case for rent seeking as the
main driver of trade policy in the period.

Introduction

To a significant degree, questions of population disappeared from
the economics discussion after the reforms of the 1980s.
No thought was given to the interaction between population
change, including via migration, and the reforms. Were the
reforms, for example, consistent with the central lessons of
Mundell (1957)?
We survey the history of New Zealand economic thought on
questions of population and population policy.

Introduction

Setting the scene: for most of the period under study, New
Zealand attempted planned industrialization via:
I
I
I
I

interventionist trade policy
import controls
exchange controls
fixed exchange rates

I

centralised wage setting,

I

and later:

I

export subsidies

I

activist industrial policy

Malthus’ devil chained up

By the 1920s, New Zealand economists had imbibed the guarded
optimism of late classical and Marshallian economics.
Population questions came to the fore in three areas:
I

Rising unemployment and the National Industrial Conference
of 1928,

I

The family allowance introduced in 1926, and

I

Geographical shifts in the distribution of the population.

Malthus’ devil chained up

At the NIC there was wide support for restrictions on immigration
in the face of the downturn in export receipts.
Tocker (1928) disagreed with the diagnosis. Blame for high
unemployment lay with centralized wage bargaining.
Murphy (1927) introduced the notion of ‘absorptive capacity’ to
the debate: an optimal population growth rate rather a single
optimal level of population.

The 1930s

The 1930s brought three changes in the population of New
Zealand:
I

rural to urban migration,

I

a decline in the birth rate (stationary state), and

I

net emigration from New Zealand.

These changes led to public concern. Academic economists viewed
the changes as either positive (Fisher on the rural-urban
migration), or as matters of little concern (Billings echoed Keynes
on the subject of the stationary population).

Immigration, assisted and otherwise
Against public opinion, Murphy
(1937) and Rodwell (1937)
opposed large-scale immigration.
Fisher (pictured) took a stronger
view:
I

Immigration of farm labour
not justified - demand
inelastic (1929),

I

Assistance for workers in
protected industries
compounded industrial
inefficiencies (1937).

The Population Committee (1946)

Identified a need for a definite ‘population policy’ to increase
population. Support from Employers Federation, Manufacturers
Federation, and Federation of Labour. But, Committee concluded
housing and fiscal constraints meant expansion would be crimped
for the time being.
Neale (1947) echoed Tocker in pointing to the limitations of the
Committee’s analysis: labour shortages were ‘accentuated by the
artificial twist given to industry in New Zealand by import
licensing.’

Belshaw and stable population Keynesianism

Belshaw made a number of
contributions to the population
debate in the post-war period,
including in his magnum opus
Population Growth and Levels of
Consumption.

Belshaw and stable population Keynesianism
Belshaw saw the possibility of a stable population with growing
consumption per capita. Combining his insights over the period of
a decade (including some results derived from the use of a
Cobb-Douglas production function):
I

Pro-natalist, favouring more generous family subsidies.

I

Saw agricultural productivity as central to living standards in
NZ, and thought they might slip with immigration targeted at
secondary industries where NZ had a ‘comparative
disadvantage.’

I

Viewed immigration as leading to (inflationary) capital
widening rather than deepening, and as a source of inflation.

Rent-seeking and the demand for immigrants

Through the 1950s and 1960s economists (particularly Gould and
Hawke and Holmes) reiterated Belshaw’s sanguine Malthusianism
against popular calls for increased immigration.
But in an era of heavy regulation, loud calls for increased and state
assisted immigration came from the labour unions and employers
in protected industries.
Weststrate’s (1955) call for greater wage flexibility to reward skill
and encourage the reallocation of labour to more productive uses
was ignored.

Rent-seeking and the demand for immigrants

Holmes (1966) identified vested interests behind the popular
demand for more immigration: they either had resources in fixed
supply (e.g. urban land sites) or were operating in ‘controlled
industries’ (e.g. import licenses).

Rent-seeking and the demand for immigrants
Holmes then offered a Keynesian response to the labour shortages.
If:
net immigration added to the national product without
increasing effective demand in the same proportion, then
it would contribute to a reduction in excess demand
. . . however that excess demand may have been caused.
On the other hand, if it increased national product less
than proportionately to the increase of effective demand
which it caused, it would contribute to an aggravation of
excess demand, and tend to accentuate the labour
shortage.
Then, reiterating Belshaw’s point: labour shortages can be caused
by government policy. Fixing the policy is a better cure than
increased immigration.

Interlude on style
From J. D. Gould’s The Rake’s Progress:
Pressure on resources for capital investment continued to
be felt, particularly in the fields of housing and social
overhead capital. Some prefabricated houses were
imported - this in a country with a huge surplus of
building timber and a chronic balance of payments
problem!
If the average house lasts fifty years, then a steady
community with zero population growth will need to
replace 2 percent of its housing stock every year. Now let
the population grow at 2 percent per annum thanks to
immigration. We now need housing investment each year
equal to 4 percent of the housing stock . . . The
immigrants thus increase the community’s need for
capital formation in housing by 100 percent.

Sutch, Rosenberg and Development
Bill Sutch favoured a long-term view of state-sponsored economic
development, including increased immigration and population
growth. In response to Belshaw-Holmes-Gould:
I

Development turning on employment diversity (people choose
jobs),

I

Development is dynamic, where BGH is a static,
‘hand-to-mouth’ approach that considered only current labour
shortages,

I

Rejected technical assumptions like constant returns to scale
(important to BGH),

I

Argued that the absolute size of the workforce-population
ratio critical for economies of scale from capital widening.

Sutch, Rosenberg and Development
Rosenberg continued Sutch’s line of argument: development
needed a larger population; scale effects would produce a growth
spiral; emigration to Australia retarded growth.
Sutch (1966) summarised their view in his response to the
BGH-influenced MEC Report:
New Zealand abandoned the simple equilibrium
economics of the Report a century ago, and while the
country has not yet fully accepted the implications of
development economics it has not shown any tendency to
abandon economic development. That is why the New
Zealand Monetary and Economic Council’s Report is
unreal and irrelevant.

Slowly, into the 1980s
In response to the material we have surveyed, Hawke (1985)
concluded that‘the economic case against population growth in the
post-war economy was always a strong one.’ [Presumably
BGH/MEC rather than SR]
Gould continued the case. The increase in population up to 1975:
I

reduced exports,

I

raised employment-creation in sheltered, unproductive
industries,

I

diverted investment into low productivity outlets.

Taken together, these contributed to the current account deficit on
the balance of payments (a point also made by Holmes in the
1960s).

Reflections

The connection to the modern literature comes largely from
Jacques Poot and his co-authors. Typically, their work is based on
CGE models, and extends the Ricardo-Mundell line of static,
equilibrium economics.
There has been no post-reforms re-examination of the rent-seeking
aspects of population (migration) policy. Is the current policy a
shift in the direction of rent-seeking?
The concerns raised by Sutch and Rosenberg have not been
addressed at all.

Conclusion
To conclude:
I

To show that both under-population and over-population are
possible is not the same as showing that either of these things
exists now or has ever existed (Cannan, 1903);

I

There is no single theory that economists can provide giving
guidance as to when or how to observe and measure under- or
over-population, at least without major qualifications;

I

We find negligible evidence of the power of economists ideas
in informing or improving policies related in some way to
population questions;

I

NZ economists working on population questions expounded
ideas in an economic policy environment that relied on a
certain native pragmatism.

Conclusion

The epigraph of the paper seems an appropriate place to finish:
The young economist who reads some of the early
controversies with care will surely learn one lesson, and
he may learn two. The inevitable lesson is that after
studying previous controversies one cannot become quite
so engaged in the current controversies-one cannot
become quite so convinced of either the correctness or
the importance of one’s new ideas. The more subtle
lesson is that it does not pay to learn the first lesson.
(Stigler,1969, p. 222)

