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Robert Muldoon (1921-1992) was minister of finance for 14 years and 4 months, not 
consecutively but from early 1967 until the end of 1972 and again from the end of 1975 until 
mid-1984, when he combined finance with the position of prime minister. This paper will 
discuss a number of key economic policy issues in Muldoon’s premiership in order to argue 
the importance of a nuanced approach to the study of this period.  
 
Muldoon has not had a good press.   A former colleague, Hugh Templeton, wrote at length of 
Muldoon’s destructive ‘overweening pride and arrogance…. heavy-handed and ultimately 
reactionary conservatism… in power’. Templeton does acknowledge the burden Muldoon 
carried in ‘facing up, day by day, year in year out, to the huge burden [the global recession] 
placed on a narrow, commodity-based economy’although ultimately Muldoon emphasized 
short term political survival over longer-term restructuring.1    Michael Bassett, quoting Gary 
Hawke, describes Muldoon as ‘an inveterate meddler, an overconfident, self-proclaimed 
economic manager with a demagogic streak. He was clever, but undisciplined; he thought of 
the balance of payments today, the fiscal deficit tomorrow, but never seemed capable of 
balancing all the relevant factors at the same time. He had the misfortune to be in office at a 
time when that mattered’.2    Economic management is taken to be a highly personalised 
affair.   ‘Muldoon was… pushing, pulling, squeezing and hammering the economy into what 
he hoped would become a desirable shape’ … as if he and Treasury advice were never in the 
same direction.3  By 1984, ‘New Zealand had seen its government become increasingly 
involved in all aspects of the economy since earliest times. It had centralized its decision-
making to fall into the hand of one man. What resembled a command economy could not 
continue without radical change’.4 
 
The indicators at the end of Muldoon’s eight and a half years as Prime Minister did not make 
comforting reading. 
 
Table 1: GDP growth5 
 
Year 1974 75 76 77 78 79 80 81 82 83  
+/- 6.8 -1.1 3 -5 -0.6 0.8 2.0 3.6 -0.8 3.7  

 
Table 2: Unemployment6 
 
Year 1974 75 76 77 78 79 80 81 82 83  
’000 0.7 3.1 4.9 4.1 19.8 24.9 28.8 46.7 47 76 
% 0.08 0.35 0.44 0.61 1.84 1.95 2.27 3.69 3.5 5.6 
 
Table 3: Inflation7 
 
                                                 
1 Hugh Templeton, 1995, All Honourable Men: Inside the Muldoon cabinet, 1975-84, Auckland University 
Press, Auckland,  pp. 227-30. 
2 Michael Bassett, 1998, The State in New Zealand: Socialism without doctrines? Auckland University Press, 
Auckland,  p 352. 
3 Bassett, 1998: p 352. 
4 Bassett, 1998: p 374. 
5 OECD, 1985: Economic Surveys: New Zealand, 1985, OECD, Paris,  p 80. 
6 OECD 1982  Economic Surveys: New Zealand, 1982, OECD, Paris, p 62; OECD 1985, p 83. (February; April 
in 1982 and 1983) 
7 David C. Thorns and Charles P. Sedgwick, 1997, Understanding Aotearoa New Zealand: Historical Statistics, 
Dunmore, Palmerston North, p 64, rounded. 
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Year  1974 75 76 77 78 79 80 81 82 83  
CPI, %  11.2 14.6 17 14.4 11.9 13.8 17.2 15.4 16.1 7.3  
Table 4: Balance of payments deficit8 
 
Year 1974 75 76 77 78 79 80 81 82 83  
$m -1129 -1400 -750 -847 -492 -683 -925 -1166 -1623 -1184 
 
 
Table 5: Budget deficit9 
 
Year 1974 75 76 77 78 79 80 81 82 83  
$m -242 -390 -1002 -506 -694 -1446 -1027 -1525 -1818 -2158 
 

 
As his biographer has put it, ‘Muldoon came into a crisis situation and despite some initial 
apparent success never got out of it’.10    The crises with which Muldoon had to contend were 
long-term and entrenched.  Briefly, I list them here. 
 

1. Terms of trade: Muldoon entered Cabinet in 1967 in the wake of a severe fall in the 
price of wool, which accounted for some 30 per cent of New Zealand’s export 
earnings in the mid 1960s.    The wool crash, in December 1966, has been described 
by Brian Easton as marking the end of the long boom so far as New Zealand was 
concerned; it seemed to reinforce a long-term decline in the terms of trade for the 
temperate pastoral commodities in which New Zealand had specialised for nearly a 
century.   Persistent balance of payments problems, and recurrent crises, contributed 
to pressure on the New Zealand dollar, and by 1967 much advice from the Treasury 
and elsewhere was to urge export-led growth and a reduction of import protection.   
This, and a growing perception that the New Zealand economy was in a state of 
fundamental disequilibrium,  contributed to pressure to devalue the New Zealand 
currency in 1967. 

 
2. The intensified weakening of the British market for New Zealand produce: I describe 

it thus because, although the desire of successive British governments to join the EEC 
was the most pressing dimension of the situation, British demand for New Zealand 
produce had been weakening since the mid 1950s for a number of reasons 
(comprehensively discussed in the excellent work by Singleton and Robertson).  

 
3. Inflation: Inflationary pressure became much more evident in New Zealand in the late 

1960s, a situation which was by no means unique but which caused considerable 
concern to exporters.  Much but not all of the inflation was wage-led and successive 
governments tried with little success to secure some sort of agreement on incomes 
policy with the labour unions.   Inflationary pressure was reinforced during 1972 and 
1973 by the international commodity boom, a boom resulting from expansionary 
policies adopted simultaneously in many industrialised states.   High demand for raw 
materials meant an apparently very strong recovery for New Zealand in late 1972 and 
through 1973. 

                                                 
8 OECD 1982 p 65, 1985 p 86. 
9 OECD 1982 p 64, 1985 p 85 (figure is the borrowing requirement each year) 
10 Barry Gustafson, 2000, His Way: A Biography of Robert Muldoon, Auckland University Press, Auckland, 
2000, p. 92. 
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4. The Yom Kippur oil shock and subsequent global recession: This was particularly 

traumatic for New Zealand because the balance of payments went so rapidly and 
deeply into deficit, and because of the contrast with the rather illusory boom of 1972-
73.  Naturally it dominated economic management and moreover had serious political 
consequences, in that a degree of instability became evident.   The moderately 
conservative National party had governed from 1960 until 1972;  at the end of the 
latter year the Labour party won office with a large majority.  Partly because of the 
recession, that majority was reversed when Muldoon led National back into 
government at the end of 1975, but in a climate of economic stress and political 
polarisation a long-term realignment of the New Zealand political system developed.  

 
Despite the severity of the various crises, and, particularly in the 1975-84 term and 
afterwards, Muldoon represented himself as having unequalled insight into the New Zealand 
economy, which was a very dangerous conceit.    The National Party manifesto for the 1975 
election was in no doubt about the causes of New Zealand’s economic problems. Not the 
EEC, not the oil shock, not a global economic recession, but: 
 

Three years of Labour mismanagement… have destroyed that prosperity, dissipated 
our reserves, trebled the rate of inflation… and turned New Zealand into an 
international mendicant with an external deficit per head… second only to Iceland…. 
economic policy [will be] very largely devoted to restoring New Zealand’s shattered 
economy.11   

 
 
1. Deflation 1976-77 
 
 
The 1972-75 Labour administration had attempted to manage the recession by borrowing in 
order to maintain public spending and therefore demand and employment, while 
endeavouring to restrain wages, import demand, and domestic consumption to the extent 
necessary to continue the development of a more export-oriented and less inward-looking 
economy.   At the time, Treasury had regarded such an approach as justifiable in the 
circumstances but risky, requiring stable and rather restrictive fiscal, monetary, and incomes 
policies.12 
 
Treasury’s briefing to Muldoon as he took office had described a grave situation, with the 
‘worst terms of trade for a generation’.  Inflation, the government deficit, and private 
consumption all needed to be reduced in order to allow export-oriented investment.  A ‘firm 
incomes policy’ was necessary in order ‘to prevent any improvements being cancelled out by 
increased demand for imports’. Government charges should be reviewed and some increased, 
spending needed to be controlled, and subsidies maintained but not increased.13   
 
Muldoon’s relationship with Treasury was complicated by the lack of personal regard 
between himself and Henry Lang, Secretary to the Treasury since 1968, who would retire 
                                                 
11 ‘Economic Policy’, in New Zealand National Party,  1975 General Election Policy. 
12 Malcolm McKinnon, 2003, Treasury: The New Zealand Treasury, 1840-2000, Auckland University Press, 
Auckland,p. 250. 
13 Economic Strategy.  Secret. Prepared for Hon R D Muldoon 2 Dec 1975, pp 1-3.  Lang Papers, MS papers 99-
032-1, Alexander Turnbull Library (ATL). 
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early at the end of 1976.  Lang disliked Muldoon’s manner, and they came increasingly to 
have differences over policy.14 
 
Gustafson’s account is that Muldoon thought that Lang offered his advice too forcefully and 
tried to make policy rather than merely advise on it.  That may have been Muldoon’s spin.15  
Lang’s diary of the early months of the Muldoon government tells a different story.   
Although at their first post-election meeting Lang ‘was received most cordially. For the first 
time in my association with him, [Muldoon] got up from his desk, came towards me and 
shook my hand and offered me a seat,’ within a few days ‘he returned to his more normal 
abrasive manner’.  There were sharp differences of opinion on superannuation, but what 
perhaps damaged the relationship beyond repair was Muldoon releasing the Treasury briefing 
on the economy, at a time when this was not usual practice,  and doing so with a covering 
press release that misrepresented the tenor of the advice. Lang was outraged that his 
confidential advice had been enlisted in political controversy.16 
 
Muldoon’s accompanying press statement was crude political propaganda, claiming that a 
‘situation even more serious than he had predicted during the general election campaign… 
was disclosed in a report furnished… by the Secretary to the Treasury’.  The report, said 
Muldoon, ‘exposed the shallowness of the soothing electioneering statements on the economy 
made by… Labour…. [who had] squandered their inheritance and burdened the country with 
massive debts’. 17   Quite apart from involving a most senior public servant in political 
controversy, Muldoon’s statement was simply untrue.  The Treasury briefing had said that the 
‘sharp increase in the rate of growth of Government expenditure was justifiable in 1975-76 as 
a temporary expedient’ in order to mitigate the oil shock and the recession, but public 
spending would need  to be controlled if an export led recovery was not to be accompanied 
by rampant inflation.18 
 
As well as warning the government about the immediate situation, Treasury emphasized that 
the economic crisis required long-term solutions.  Citizens needed to accept the necessity of 
change, and a consensus on the direction of change had to be shaped.  With a general 
commitment to the welfare state and to public services, the people had to understand that only 
economic growth could provide the necessary funding, and growth entailed making choices.  
Exporting had been given some encouragement by a significant devaluation in August 1975, 
but continued investment for export growth meant forgoing some present consumption; 
savings and incomes policies had to be developed, and subsidies, incentives, and protection 
needed a careful review in order to give more space to market forces.  Managing the upswing 
part of the cycle had to be improved in order to minimise importing and inflationary 
blowouts.19   
 
To a considerable extent, Muldoon’s initial response was similar to his approach to the 1966-
67 wool crash: a sharp attack on public spending by reducing subsidies and increasing 
                                                 
14  McKinnon, 2003, pp 268-69. 
15 Gustafson, 2000: p. 179. 
16 Lang’s diary of the transition, pp 14-16, Lang Papers, MS papers 99-032-1, ATL..  
17 Press statement Hon R D Muldoon 12 Dec 1975, Document M, in Change of Government: Note for file 2 
December 1975.  Lang Papers, MS papers 99-032-1, ATL. 
18 Economic Strategy Secret. Prepared for Hon R D Muldoon 2 Dec 1975, p 3.  Lang Papers, MS papers 99-032-
1, ATL. 
19 Dep Sec Treasury to Minister Finance 17 Dec 75, and attached paper ‘Structural Problems of the New 
Zealand Economy’, in folder: 1975/76 Change of Government: General Reports. Lang Papers, MS papers 99-
032-1, ATL. 
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charges for state-provided goods and services. Thus many basic foodstuffs increased in price, 
and rail, postal and telephone charges leapt sharply.  Many of these early measures were 
more severe than Treasury had recommended.  Treasury had advised increasing government 
charges (particularly rail, post and telecommunications) by a total of $234m, and reducing 
subsidies by $11m.  The respective decisions were for $292m and $22m, which Lang 
privately thought ‘a good deal too deflationary and unemployment is likely on a much larger 
scale than we had previously contemplated’.  The price rises would also make an incomes 
policy much harder to achieve.20  

 
In presenting the 1976 budget, Muldoon identified four major problems: inflation, the current 
account deficit, the fiscal deficit, and unemployment.  He noted that dealing with any one in 
isolation exacerbated the others, and accepted that New Zealand faced ‘the most dangerous 
economic situation… since the depression of the 1930s’.21    The budget maintained the tone 
of austerity, increasing duties on many categories of imports.    Exporting received further 
encouragement.  Muldoon agreed with Treasury and his predecessors that continuing farm 
support was justified as ‘in the foreseeable future the greater part of New Zealand’s export 
income will continue to be derived from pastoral and other agricultural products’.22   The 
budget therefore provided suspensory loans and tax deductions for livestock increase, as well 
as tax allowances for new machinery and increased fertiliser subsidies.  Numerous categories 
of assistance to manufacturing industry were rationalised and oriented to exporting.23   
 
Yet fiscal austerity was compromised by Muldoon’s superannuation policy.  Superannuation 
had been one of the most contentious issues of 1975.   In 1972 the McCarthy Commission 
had recommended continuing the mixure of universal and means-tested state benefits that had 
existed since 1938. Labour had introduced a compulsory contributory or insurance-based 
scheme, whereby workers and employers paid into a state fund and payouts were related to 
earnings over the working life.  For those in paid employment, the scheme promised greater 
security and probably a higher retirement income.  The scheme was, however, anachronistic 
in the world of the 1970s, ‘reflect[ing] a mid-century trade union ethos. It rewarded the 
contributions of the full-time long-serving male worker and provided him with comfort and 
security in old age’. The greatest flaw was the ‘exclusion of most women’ by virtue of their 
frequently irregular paid employment in the 1950s and 60s.    Where Labour’s scheme related 
payouts to earnings, National promised a flat rate of 80 per cent of the average wage for a 
married couple, at the age of 60, regardless of continuing employment or other income, and 
financed from current revenue.  24  
 
National superannuation reflected Muldoon’s view of the world, and particularly his belief 
that the government should provide material security.  In one sense at least, Muldoon’s 
scheme was more socially progressive.  ‘Men and women were treated independently, as 
equals, regardless of their work experience’.25   Muldoon and his colleagues argued that those 
born between 1900 and 1925 had been ‘taxed hard to compensate for costs and for 
reconstruction after the second world war, and… their savings had been eroded by 
                                                 
20 Lang’s diary of the transition, 16 Dec 75, pp. 19, 22. Lang Papers, MS papers 99-032-1, ATL. 
21 Budget 1976, Appendices to the Journals of the House of Representatives (AJHR) 1976, B-6 p. 3. 
22 Director-General Ag&Fish and Secretary Treasury to Minister Finance, Minister Agriculture & Fisheries, 
budget report (br) 22, 25 Jun 76, Budget 1976. AALR 873 Acc W5247, Archives New Zealand (ANZ). 
23 Sec Trade &Industry and Sec Treas to Minister Trade &Industry and Minister Finance, br 60, 8 Jul 76; Sec 
Treas to Minister Finance br 48, 3 Jul 76, Budget 1976. AALR 873 Acc W5247, ANZ. 
24 Margaret McClure, 1997, A Civilized Community: A history of social security in New Zealand, Auckland 
University Press, Auckland,  pp. 190-92, quote at p. 90. 
25 McClure, 1997: p. 191. 
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inflation’.26      On the other hand, two thirds of those over sixty had other income, and for 
them National Superannuation was a considerable financial bonus.  The one third who had no 
other income paid more attention to the effect of inflation on their new superannuation rather 
than to the comparison with the earlier regime, or with other western states where both the 
relationship to the average wage and the age of eligibility were higher.  Either way, a 
powerful electoral lobby had been created.27  Other areas of public spending would be 
constrained partly in order to fund superannuation, although in the medium term Muldoon 
believed that restored economic growth would make his scheme affordable.  Some observers 
thought this rather optimistic, and it had been a major issue between Muldoon and Lang.28   
 
 
2: Easing of rigour, 1977-78   
 
 
With the tough measures of 1976, a fragile recovery was emerging early in 1977.  The budget 
deficit was falling from  9 per cent of GDP in 1975/76; it would be 2.6 per cent two years 
later.  Inflation was easing, although still in double digits.  Farmers’ incomes had increased 
by 62 per cent on the back of the 1975 devaluation in the year to March 1976, and were 
projected to increase another 29 per cent in the following twelve months. Manufacturing 
export earnings, too, were growing, and export incentives had contributed to a recovery in 
company profits.  Restrained domestic demand meant that both primary and secondary export 
volumes had increased faster than output; in other words domestic consumers had been 
squeezed to increase export earnings.    The immediately negative consequence of the 
deflationary approach was unemployment going over 5000.  The usual risk in a recovery 
phase was that rising export income would, without countervailing measures, stimulate 
expansion and thus inflation and unsustainable demand for imports.29   By the middle of 1977 
there was some evidence of that.30   
 
To some extent the decisive approach of 1976 slowed during 1977. Perhaps ministers had 
believed the implication of their 1975 campaign rhetoric, that all that was necessary for 
economic recovery was National government and some cuts in public spending.  The Cabinet 
Economic Committee increasingly spent time in inconclusive reviews.  In fact, ministers 
were divided on the appropriate speed of reform.31    As ministerial initiative began to stall, 
Treasury advice began to change.  Noel Lough, who had become Secretary on Lang’s 
retirement, is credited with ‘demanding that more time and effort be devoted to strategic 
thinking’ (not that Lang had by any means eschewed that).32  Lough evidently encouraged a 
group of younger officials to argue for much greater liberalisation, establishing a new 
division – Economics II - within the department,  to deal with ‘the constraints on economic 
growth, the examination of alternative strategies for improving New Zealand’s economic 

                                                 
26 New Zealand Parliamentary Debates (NZPD), vol 415, 1977,  p. 4005 (Walker),  quoted Gustafson, 2000: p. 
238. 
27 McClure, 1997: pp. 193-95 
28 Gustafson,  2000: pp. 237-38; Templeton, 1995,  p. 46; McClure, 1997: p. 192. 
29 E (77) M 10 Part III Minutes 29 Mar 77, Cabinet Economic Cttee Minutes 1977  918  61/1/8 pt 31 AALR 
W5427; Sec Treas to Minister Finance br 1, 14 Apr 77, Sec Treas to Minister Finance br 17, 26 May 77, 3/3/77 
Budget 1977 Acc W5247 AALR 873, ANZ;    McKinnon, 2003: p. 251. 
30 E (77) M20 Part III Minutes of 31 May 77, Cabinet Economic Cttee Minutes 1977  918  61/1/8 pt 33   AALR 
W5427, ANZ  
31 E (77) M 19 Pt V Minutes of 24 May 77,  Cabinet Economic Cttee Minutes 1977  918  61/1/8 pt 33   AALR 
W5427, ANZ.     
32 McKinnon, 2003, p. 284. 
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performance… policies to put the preferred strategy into effect, and… re-examination of 
existing policies which appear to conflict with that strategy’.33  This division and its new 
thinking would become the base of those officials most asscociated with policy after 1984. 
 
Approaching the 1977 budget, Treasury suggested that a shift from deflation to growth was 
required.  Tax reform was necessary ‘to minimise the disincentive effect and assist the single 
income family’.34    Heavy reliance on income tax  was ‘increasingly being perceived as a 
major disincentive to personal effort,’ as was the narrowing gap between benefits and 
wages.35   Fiscal drag also made reform urgent, but striking the balance in a progressive 
income tax scale was fiendishly complex, particularly when attempting to deal with 
superannuitants’ part time work, second incomes for families, and the relationship between 
tax rebates and the family benefit.36    Muldoon did not make major changes to taxation 
policy in the 1977 budget but he did warn that ‘any relaxation of internal restraint in the near 
future would be irresponsible’.37   The emphasis remained on reducing inflation, increasing 
exports, efficient import substitution, and better use of resources.  Farmers received further 
incentives to expand production.38  The budget foreshadowed  major export growth in the 
fishing industry, giving generous tax concessions for importing fishing vessels and 
suspensory loans for New Zealand-built vessels ahead of the Law of the Sea 200 mile 
exclusive economic zone.39  Manufacturers received selective and general incentives to 
develop and to upgrade machinery in the interests of ‘contribution to growth and the balance 
of payments’.40   
 
In the October 1977 mini-budget Muldoon partially reversed his message of restraint.  The  
mini-budget has become notorious, but it is unfair simply to blame the reversal on Muldoon’s 
electoral calculation.   If Muldoon wavered in the face of rising unemployment, then so did 
his advisers.  Lough warned in mid October that ‘the economy shows signs of weakening in 
the next few months and in 1978-79 real activity will be lower than this year’.  Domestic 
consumption had maintained economic activity but as wage restraint became entrenched that 
factor was diminishing.  Treasury feared a fall in business confidence which could be averted 
by a ‘modest general reflationary policy’ consisting of looser monetary policy, a tax cut, 
more funding for regional development, further export incentives, and job creation through 
the  public sector, lending to local government and subsidies to the private sector.41    
Officials initially favoured more selective reflation but they rapidly formed the view that with 
the fragility of business confidence the government had to take visible action before 
Christmas.  Reflation would worsen the balance of payments deficit ‘but the long run costs 
must be weighed against the long run costs of a severe recession’.42   
 
                                                 
33 McKinnon, 2003: pp. 284-85; the brief for Internal Economics II is quoted by McKinnon from ‘An 
Introduction to the Treasury’, John Martin papers. 
34 Sec Treas to Minister Finance br 2, 14 Apr 77, 3/3/77 Budget 1977 Acc W5247 AALR 873, ANZ. 
35 Sec Treas to Minister Finance br 30, 11 Jun 77, 3/3/77 Budget 1977 Acc W5247 AALR 873, ANZ. 
36 Sec Treas to Minister Finance br 3, 14 Apr 77, Sec Treas to Minister Finance br 9, 10 May 77,  Sec Treas to 
Minister Finance br 74, 5 Jul 77,  3/3/77 Budget 1977 Acc W5247 AALR 873, ANZ. 
37 Budget 1977, AJHR 1977, B-6, p. 4. 
38 Sec Treas et al to Minister Finance et al br 25, 10 Jun 77; Sec Treas and DG Ag to Minister Finance and Min 
Ag br 24, 10 Jun 77, 3/3/77 Budget 1977 Acc W5247 AALR 873, ANZ; Budget 1977, AJHR 1977 B-6,  pp. 12, 
15. 
39 Budget 1977, AJHR 1977 B-6, pp. 16-17. 
40 Budget 1977, AJHR 1977 B-6,  p. 21. 
41 Sec Treas to Minister Finance 14 Oct 77, 3/3/77 Mini Budget 1977 AALR 873, ANZ 
42 Permanent Head PM Dept, Governor Reserve Bank, Sec Treas to Minister Finance 11 Oct 77; PH PM Dept, 
Govr RB, Sec Treas to Minister Finance 21 Oct 77, 3/3/77 Mini Budget 1977 AALR 873, ANZ 
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The mini-budget included a one-off supplementary family benefit payment of $25 per child, 
an across the board cut of five per cent in income tax, and an increase of $16m in public 
building expenditure. Monetary policy was eased, housing finance increased, and a variety of 
state-funded employment schemes were created or expanded.  Export incentives to farmers 
and manufacturers were, once again, extended.43  In subsequent weeks Muldoon reduced 
company tax, released farm income retention funds, relaxed import controls, and increased 
housing expenditure.44 
 
The 1977 mini-budget is often seen as Muldoon’s retreat from economic virtue, although the 
condemnation usually ignores the tax cuts.  A colleague, Hugh Templeton, suggested that 
electoral motivation was uppermost.45  One Treasury official later said that ‘was the time 
when he stopped trying to be a statesman…. For any outsider, it was stunning what happened 
at that stage’.46  Yet Treasury counsels were divided.   Jas McKenzie, in charge of Economics 
II,  had been very critical of the 1977 budget for unadventurousness, and not matching the 
rhetoric of fiscal restraint and export development with significant action.47  Yet his 
successor at Economics II, Graham Scott, who was in the Prime Minister’s Department in 
1977, thought the budget ‘too tough and likely to drive the economy down’.  Muldoon had 
the same view, reinforced by his attendance at the IMF and World Bank annual meetings and 
much negative comment from the business sect 48or.   

                                                

 
Even after the mini-budget, Treasury’s pessimism increased.  Muldoon was given a  bleak 
picture as he approached the budget in 1978 (an election year).   The economy, he was told,  
was virtually static.  Output, consumption, investment and employment had contracted during 
1977 and very sharply in the second half of the year.  Prospects for 1978-79 were ‘on balance 
a little brighter but still not very good’.  The pre-borrowing deficit was expected to be about 
$935m; if that was appreciably reduced then unemployment would increase sharply but a 
much higher deficit was unacceptable.  The government had very little room to move and 
could do little more than hold the line, particularly as any recovery would provoke another 
balance of payments crisis.49  Short and longterm agendas conflicted for Treasury as much as 
for Muldoon.   Treasury’s advocacy of the mini-budget was contrasted with a warning that 
despite ‘significant improvement… the economy will continue to face a substantial balance 
of payments problem’. This could not be covered by endless borrowing and ‘underlines the 
need to switch resources to internationally competitive industries while maintaining restraint 
on public and private expenditure’.50   
 
Muldoon did not abandon reform in 1978.  Indeed he moved to address taxation policy.   
Income tax accounted for 73.5 per cent of total revenue; in the early 1960s it had been 63.3 
per cent.51   Muldoon wanted to limit the cost of reform to $100m, and was told that 
significant change required five times as much.52   Treasury eventually proposed a package, 
which Muldoon adopted, costing about $300m and aimed at reducing tax on middle incomes.  

 
43 AJHR 1977 B6A. 
44 Budget 1978, AJHR 1978 B-6,   p. 5. 
45 Templeton, 1995: pp. 91-92. 
46 John Yeabsley, quoted McKinnon, pp 251-52. 
47 Staff in Confidence For Laking from McKenzie 21 July 77, 3/3/77 Mini Budget 1977, AALR 873, ANZ 
48 McKinnon, 2003: p. 252.  See also Templeton, 1995: p. 92. 
49 Sec Treas to Minister Finance br 15, 7 Apr 78, 3/3/78 Budget 1978 AALR 873, ANZ 
50 Chairman Officials Economic Cttee  to Chairman Cabinet Economic Commmittee 28 Oct 77, in  E (77) M41 
Pt VII Minutes of 1 Nov 77 AALR W5427  919  61/1/8 pt 36  Cabinet Economic Cttee Minutes 1977, ANZ. 
51 Sec Treas to Minister Finance br 16, 7 Apr 78, 3/3/78 Budget 1978 AALR 873, ANZ. 
52 Sec Treas to Minister Finance br 5, 20 Mar 78, 3/3/78 Budget 1978 AALR 873, ANZ. 
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The key was a ‘long flat step’ of 38c from $4500 pa to $10000 pa (the average income was 
$7500). Marginal rates would rise from 48c at $10000 to 60c at $22001.53   Nineteen tax 
steps were reduced to five, and Muldoon hoped that the package would moderate wage 
settlements.54 With a tradeoff in abolition of the personal rebate on the first $816 of all 
incomes, the package substantially increased tax on incomes under $3000, which must have 
affected the earnings of many married women.55   
 
The budget also maintained the commitment to farm support and gave generous allowances 
for converting dairy farms to beef as well as continuing generous levels of price support. 
While Treasury and the Ministry of Agriculture differed on the extent of support, they did not 
disagree on the principle, which was to maintain farming confidence in the interests of 
continued investment and export earnings.    Treasury accepted the  principle that the ‘basic 
objective [was] to maintain the growth which is now being achieved in the productive 
capacity of the farm sector and hence in its ability to earn overseas exchange’.56  
 
Muldoon described the 1978 budget as ‘generous… but no more generous than economic 
realities require’.57   It is too simplistic to suggest that from October 1977 Muldoon 
abandoned economic statesmanship and devoted himself to the short term of electoral 
success.   The direction of policy generally reflected Treasury advice; the contracting 
economy concerned Treasury officials as much as it concerned Muldoon, and the arguments 
were largely about the detail of the measures to be adopted. Nor should it be forgotten that 
Muldoon broadly accepted Treasury advice for a significant measure of tax reform in the 
1978 budget.  There was some evidence that the broad strategy of export incentives was 
working.  On the other hand, it would be naïve to suggest that electoral calculation was 
entirely absent from Muldoon’s thinking.  It was, after all, an election year and the 
government had already lost one rural heartland electorate in a by-election.     
 
The world economy improved during 1978 and in turn New Zealand export earnings and 
domestic consumption increased, the latter partly due to Muldoon’s turn to expansion in 
October 1977.  The upturn meant increased import spending,  but early in 1979 the Iranian 
revolution provoked the second oil shock.  One insider account of the Muldoon 
administration emphasizes that the second oil shock irretrievably damaged Muldoon’s 
confidence, and effectively kicked the liberalizing zeal right out of him. Because there had 
been a feeling that things were coming right, the demoralization was all the greater.58     
 
Higher oil prices combined with increased domestic demand contributed to an anticipated 
doubling of the balance of payments deficit, to $1150m, in the year to March 1980. That was 
‘unsustainable’ and the government would ‘be forced to take the same sort of contractionary 
measures that induced the crash-dive into recession taken after the 1975 balance of payments 
crisis’.   That would mean six wasted years.59    The resulting inflationary pressures would 
damage exports, the growth in which was the only solution to entrenched economic 
problems.   Treasury advised a tighter fiscal policy, with increased income taxes to reduce 
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domestic demand and increase revenue, which rather contradicted earlier advice about the 
merits of a shift to indirect taxation.60       
 
Muldoon  has often, and rightly, been accused of erratic policymaking. In the wake of the 
second oil shock, however, he observed with some justice that ‘in today’s conditions, it is not 
possible to set out even in a short, let alone a medium term, plans in detail for the very simple 
reason that basic assumptions are being changed virtually from week to week, by events 
which are occurring in the international economy’.61   
 
Nor was Muldoon alone in this view. Whereas Treasury had advised tax increases in March 
1979, ten weeks later it was advising an income tax cut to provide a fiscal stimulus late in the 
year or early in 1980; ‘the consumption upsurge is less robust than earlier indicators had 
suggested and export and investment growth remain sluggish… We can get a lasting 
reduction in the balance of payments deficit and unemployment only if we get a structural 
shift into exporting’.     Treasury admitted that a cut income tax would encourage a structural 
shift into exports rather than simply provoking another consumption-led boom only if 
compensatory increases in indirect tax provided an incentive to saving and investment.   Later 
experience suggested that this advice rested on some heroic assumptions about individuals’ 
behaviour; reductions in income tax, particularly on higher incomes, after 1984 were 
followed by booms in consumption and speculation.62   
 
 
3. Major Energy Projects 1979-82 ‘Think Big’ 
 
 
In the climate of the second oil shock, energy policy took on increasing importance and the 
dominant issue after 1978 was the collection of capital and energy intensive projects 
developed, variously, by the state and by large New Zealand or foreign corporations with 
state support, which collectively became known as Think Big.  In response to the first oil 
shock, the Labour government had established an Energy Research and Development 
Committee, and in 1977 Muldoon created a new integrated Ministry of Energy.  The Minister 
from the end of 1978 was Bill Birch, who has been described as ‘a doer who once he had 
made up his mind on a course of action pursued it with missionary zeal, never faltering, and 
relentlessly getting things done as quickly as possible’.63   
 
In a way the genesis of Think Big was in the debates over the best use of the natural gas and 
light oil condensate from the Maui field, off the Taranaki coast.  The Labour government had 
undertaken to purchase the gas for thirty years from the consortium of oil companies which,  
in a joint venture with the government, had the rights to the field. The original plan was to 
use the gas for electricity generation but the oil shock made that idea unattractive.64  In any 
case, by 1979, when the gas came on stream, there was a surplus of electricity generating 
capacity and ‘transport fuels were New Zealand’s major energy problem’.65  With the price 
of oil expected to remain high, the government’s energy strategy emphasized that ‘New 
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Zealand’s balance of payments problems make import substitution one of our major 
economic goals. The most important short-term objective in the energy sector must be to find 
substitutes for oil consumption’.66  The ‘sheer size’ of the Maui field ‘made it possible to 
establish long-term strategies for energy independence’.67  By early1980 the government  
decided that both methanol and synthetic petrol would be produced at Taranaki, and the 
Marsden Point refinery in Northland would be expanded to convert synthetic fuel into diesel 
and jet fuel, and some of the gas into methanol for export and possibly to stretch domestic 
petrol supply.68   
 
There was, however,  a big difference between working to increase self-sufficiency in 
petroleum-based fuels and developing a large number of very expensive projects on the basis 
that there was a surplus of electricity.   
 
Accounts of the origins of Think Big vary.  Muldoon’s biographer, Gustafson,  has it that the 
major industrial projects emerged later in 1980 when the South Island electricity surplus 
became evident, and that the energy minister,  Birch,  had to persuade Muldoon, during the 
summer of 1980-81, that ‘the creation of the energy projects led logically to the creation of 
manufacturing schemes to use all the new power generated, but Muldoon needed to be 
convinced that the latter in particular were good  projects and good politics’.69  Gustafson 
relies on one backbencher for the view that ‘far from  being the initiator and driving force, 
[Muldoon] was one of the last converts in caucus to the comprehensive “Think Big” strategy 
and overall slogan’.70  Gustafson also suggests that Muldoon became a belatedly enthusiastic 
supporter of Birch’s schemes only after Birch provided crucial support for Muldoon when 
there was a caucus plot to remove him as leader in October 1980. 
 
This is not entirely convincing, and is contradicted by the comment of a ministerial colleague, 
Hugh Templeton, that ‘Muldoon himself played a leading role in developing this programme’ 
wiith relevant colleagues.  Templeton suggests, too, that Muldoon became more convinced of 
the urgency of the situation after his annual visit to the OECD in May 1979, whereas 
McKinnon suggests that the ‘strategy took shape during a trip by Muldoon to Europe and the 
Middle East in October 1979’.71   
 
The 1979 budget and the minutes of the Cabinet Economic Committee show that Muldoon 
was thinking big before the middle of that year.   In February 1979 Muldoon had directed 
officials to investigate possible uses of the electricity surplus.  The budget noted that ‘the 
Government is compiling a catalogue of development possibilites, with particular emphasis 
on those that would earn or save foreign exchange’.72   These were discussed by the Cabinet 
Economic Committee in August 1979, which agreed to negotiate concessional rates for new 
industrial developments in the South Island.  Possibile industries were, in descending order of 
electricity usage,  a third potline for the aluminium smelter at Bluff, a ferrosilicon smelter,  a 
pulpmill at Nelson, a silicon carbide plant, and an ultrafine metal powders plant.  Most would 
have involved joint ventures with overseas companies.73  This list of projects also appeared in 
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the 1979 energy strategy as ‘possibilities under investigation…. If all these developments 
went ahead, they would be likely to consume only a part of the surplus in the short  to 
medium term’.74  Much criticism would focus on concessionary power prices, not least from 
those hostile to large-scale industrial development and especially that undertaken by 
multinational corporations.  Templeton observes however, with some justice, that low start-
up prices were always necessary to attract major industrial development.75 
 
If large-scale industrial projects had been discussed in broad terms earlier in 1979, the move 
from general discussion to specific decision-making was very rapid and haphazard.  By 
November 1979 officials were expressing concern to the Cabinet Economic Committee about 
the scope of the plans.  The projection had been for an electricity surplus to 1994 of 2000 
GWh per annum.  The list of possible projects now amounted to over 5000 GWh and going to 
that level of development had ‘a number of implications which are of the utmost significance 
for New Zealand’s future economic prosperity’. Not least was bringing forward construction 
of new capacity from the mid 1990s to late 1980s, which would mean higher electricity prices 
for the projects than had so far been discussed.76  The officials made no recommendation, but 
the cabinet committee decided on a 5000 GWh package to be developed by 1984. 77    
 
By February 1980 the speed with which decisions were being taken was becoming a clear 
problem.  The 1980 energy plan had been drafted on the basis of a 2000 GWh scale of 
development and became redundant before being promulgated because the government 
decided on a 5000 GWh scale.78  While the draft was being prepared ‘there was no clear sign 
as to whether negotiations would be concluded for any electricity intensive industries’ so 
both 2000 and 5000 GWh were assumed as alternatives.  When the government decided to 
support a second smelter and implicitly therefore on 5000 GWh, ‘the plan was on the point of 
being submitted to the Government Printer’.79  Unsurprisingly, the Cabinet Economic 
Committee was not keen to see the draft published because it would give ammunition to 
critics of Think Big.80    
 
By this point, there was an agreement in principle with Comalco to supply 1500GWh for a 
third aluminium  potline at the Bluff smelter. With  smaller projects accounting  for 400 
GWh,  nearly 2000 GWh was already committed.81  Yet there was little certainty about how 
much surplus electricity was available. With the decision to use the Maui field for methanol 
and synthetic petrol, there was only 2000 or 3000 GWh per annum availabe for other 
purposes, which would confine Think Big to expansion at the Bluff smelter and some of the 
smaller projects.82   At least one member of the Cabinet Economic Committee had expected 
                                                 
74 Birch, 1979:, p. 39. 
75 Templeton, 1995: p. 186.  
76 Chairman Officials Economic Cttee  to Chairman Cabinet Economic Commmittee 22 Nov 79, in AALR 
W5427  925  61/1/8 pt 52  Cabinet Economic Cttee Minutes 1979 
77 E (79) M46 Pt III Minutes 27 Nov 79, AALR W5427  925  61/1/8 pt 52  Cabinet Economic Cttee Minutes 
1979, ANZ. 
78 E (80) M30 Pt II Minutes 19 Aug 80, AALR W5427  926  61/1/8 pt 57 Cabinet Economic Cttee Minutes 
1980, ANZ. 
79 Chairman Officials Economic Cttee  to Chairman Cabinet Economic Commmittee 14 Aug 80, in E (80) M30 
Pt II Minutes 19 Aug 80, AALR W5427  926  61/1/8 pt 57 Cabinet Economic Cttee Minutes 1980, ANZ. 
80  E (80) M30 Pt II Minutes 19 Aug 80, AALR W5427  926  61/1/8 pt 57 Cabinet Economic Cttee Minutes 
1980, ANZ. 
81 Chairman Officials Economic Cttee  to Chairman Cabinet Economic Commmittee 17 Jul 80 , in E (80) M26 
Pt II Minutes 22 Jul 80, AALR W5427  926  61/1/8 pt 57 Cabinet Economic Cttee Minutes 1980, ANZ. 
82 E (80) M11 Pt II Minutes 1 Apr 80, AALR W5427  925  61/1/8 pt 54  Cabinet Economic Cttee Minutes 1979-
80, ANZ. 



13 
 

that a 5000 GWh surplus would come from hydroelectric dams in the South Island.  Officials 
pointed out that the existing South Island dams had never been expected to provide that much 
electricity: the current South Island surplus was 460 GWh and would be no more than 1900 
GWh in 1984/85, falling back to 180 GWh in 1986/87.  North Island thermal electricity was 
committed to the Maui projects.  Coal-fired generation would have to supply about 3000 of 
the proposed 5000 GWh; even 2000 GWh would require coal-fired generation.  Officials 
from the Ministry of Energy then pointed out that so much coal was not available.  One 
minister ‘remarked that it was clear that there had been a lack of co-ordination among the 
officials involved with the subject of the proposed energy-intensive industries.  It was also 
stated that there was a need for officials to keep Ministers fully informed of developments’. 
Officials were no doubt too proper to observe that there was also a need for Ministers to do 
some basic homework rather than making grandiose plans on the run.83    When another 
paper on available electricity took a conservative line,  ministers roundly criticized it for not 
taking account of all possibilities, for instance that the aging Meremere power station ‘could’ 
be kept open past 1984, additional natural gas ‘might’ be discovered; the Maui B partners 
‘might’ bring on the B platform sooner rather than later; NZ Steel ‘might’ begin producing its 
own electricity; the smaller projects in the earlier lists ‘were probably not’ going to happen; 
and, for good measure, the ministry’s 7 per cent margin to allow for dry years and 
breakdowns was ‘very excessive’.84   
 
Unfortunately Muldoon and his colleagues had made Think Big an issue of political prestige.   
Officials were divided: Treasury and Energy took a generally conservative approach both to 
electricity supply projections and to the return on the various projects, while Trade and 
Industry was much more enthusiastic about the various projects and likely to assume most 
favourable circumstances.85 Ministers were caught between various problems: economic and 
environmentally-based criticism of the projects, some of it objecting on nationalist grounds to 
concessionary electricity pricing; official scepticism; and the demands of overseas partners 
for power even cheaper than the government was prepared to consider. A 5000 GWh package 
would mean considerable increases in the cost of electricity in order to pay for the 
development. The figures were looking shaky, and the scale of construction was ‘extremely 
ambitious’.86  Cabinet itself had noted that all the benefits of 5000 GWh could be obtained by 
staying within 2-3000 GWh.87   Unsurprisingly, new hydro-electric generation came to be 
seen as essential, and that was most controversially achieved through the Clyde Dam in 
Central Otago.  Inevitably, there was considerable local opposition to large-scale hydro 
development and its attendant flooding of farmland, as well as more general opposition on 
environmental grounds.  The controversies, and rather tortuous legal and political 
manoeuvering which culminated in the dam’s construction have been dealt with in a number 
of places.88  Somehow the electricity surplus of 1979, that had inspired so much of the Think 
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Big agenda, had declined into a situation where the third largest dam in New Zealand was 
essential.  
 
In October 1980 the second smelter negotiations were near conclusion and the Cabinet 
Economic Committee thought it would soon be possible to give journalists ‘a reasonably full 
briefing’.  The danger, though, was that such a briefing ‘would still involve the probability 
that journalists would discover that the Government had approved the proposal despite the 
fact that its economics, from a national point of view, were marginal’.  Ministers thought that 
this danger might be met by discussing all the other projects as well, in short, drowning the 
press gallery in paper.89    
 
The economics rapidly became even more marginal,  as the second smelter consortium 
insisted on a twenty year price agreement, which the government would not accept.  That the 
project was driven by political agendas became evident as ministers repeated their desire to 
have the smelter but not to be seen to be giving away the electricity.90  Further haggling over 
the price of electricity over the following months saw ministers agree that accepting the 
consortium’s demands for an even more concessionary rate would be hard to justify in public 
so might be buried in an export incentive.91   
 
The government approved the second smelter at the end of September 1981 but three days 
later one partner, Alusuisse, withdrew ‘at least partly’ over the electricity price.92  In any 
event world aluminium prices were falling, and though the promoters tried to find a 
replacement partner, they had no success.93   The extent to which political imperatives 
dominated Think Big was also evident in the New Zealand Steel expansion.  Alusuisse had 
inconveniently withdrawn from the second smelter two months before the 1981 general 
election.  The synthetic fuel plant was also proceeding slowly, and  the National party badly 
needed a Think Big success story.  In late October, a month  before the election, Cabinet 
agreed to an expansion which would increase New Zealand Steel’s output fivefold.  The 
agreement included intensification of New Zealand Steel’s protected status in the New 
Zealand market, concessionary prices for coal and electricity, and construction by a company 
in which the government was the majority shareholder.  Treasury always regarded the 
economics of the project as dubious.94 
 
Gustafson observes that ‘it is difficult to attack or defend [Thing  Big] as a whole;’ the range 
of projects was too diverse for that.95  The core energy projects – Maui development and 
Marsden Point – attracted relatively little criticism on economic grounds, even though by the 
late 1980s world oil prices had fallen considerably, making them less attractive than 
projected.    Gustafson emphasises that the rules changed after 1984, wrecking some of the 
assumptions on which some projects had been economically viable.  Many of the projects 
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cost much more than anticipated, and that for a variety of reasons.96  Even though oil prices 
had stabilised by 1981, and the government’s best official advice was that stability would 
prevail for about five years, ‘at some point’ there would be a sharp increase, after which 
prices would remain high at least until 2000.97  The political situation in the Middle East 
hardly gave cause for confidence.98  The other, most significant, dimension of Think Big was 
that it relied on very large amounts of money borrowed overseas, and on that point there was 
a fatal miscalculation. New Zealand’s public overseas debt was already large, and Muldoon’s 
government initiated this further borrowing just as international interest rates began to 
increase steeply, driven by a severe tightening of US monetary policy from later 1979.  The 
US Federal Reserve pushed interest rates up, eventually, to 20 per cent; other national 
governments had to follow suit if they wanted to be able to borrow money in what was now a 
thoroughly globalized financial world.99 
 
For Bassett, the whole saga demonstrated that ‘politicians were not good at picking winners’ 
even if, as he concedes, the ‘key assumption… was that the world price of oil would 
inexorably rise’ which did not happen.  That, in his view and in the view of his colleague 
Roger Douglas, made the projects economically unattractive and the government stake in 
most of them was sold, often at a very considerable loss.100   But that is not the whole story.  
Muldoon came out of a political economy that regarded state-supported industrialisation as 
justifiable, even beneficial, in some circumstances at least. Quite apart from the excess of 
enthusiasm which attended Think Big,  his successors after 1984 had no such belief.   For 
them there was little justification either in state-supported industrialisation or in 
concessionary arrangements with private companies in order to foster industrialisation.   
Regardless of the merits of either perspective, the biggest problem with Think Big was that 
major and complex decisions were taken far too quickly, sometimes at least on political 
rather than economic criteria, with significant matters done on the run, and the parameters 
changing rapidly.   These aberrations do not logically call into question the more general 
postwar approach of state involvement in industrial development; sometimes, in fact, 
governments were quite good at picking winners so long as the decisions were made in a 
careful fashion and on economic grounds. 
 
 
4. Incomes Policy and the Freeze, 1982-84 
 
 
Muldoon’s final years in office were dominated by the wage and price freeze which he 
imposed in June 1982, and which lasted until 1984.  The freeze was provoked by his inability 
to get a workable incomes policy, a problem which had taxed ministers since the late 
1960s.101  Governments enjoyed relatively little success, partly because all sides were 
unwilling to accept a permanent tripartite economic bargaining process, and latterly because 
of Muldoon’s handling of industrial relations, which tended to be personalized, and to 
combine extravagantly anti-union rhetoric with a pragmatic willingness to make deals.  
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Indeed, Muldoon and Tom Skinner, the Federation of Labour president, had the habit of 
frequent informal discussions over a Sunday morning drink.102   
 
Cabinet’s initial desire in 1976 was to keep national wage adjustments below the rate of 
inflation, reflecting the nine per cent drop in national income during 1974, and not 
compensating for devaluation.103   The preferred approach was flat or capped increases, 
which had been used at times in the previous few years, rather than across the board 
percentages.104    Emphasising that the government did not, ‘and… will not, accept 
unemployment as a balancing factor in economic management.  That is firm National Party 
policy,’ Muldoon declared that inflation, unemployment, the fiscal deficit and the balance of 
payments all had to be addressed ‘even at the cost of a short term reduction in the living 
standards of everyone.  The alternative is a major depression’.105   There was some initial 
success, but no party to the issue saw an incomes policy as other than a short-term expedient. 
Unions and employers disliked the constraint on their freedom of action implied by a 
permanent tripartite arrangement, and ministers regarded it as an unacceptable qualification 
on the sovereignty of parliament. Yet there was a contradiction in ministers and officials then 
claiming a broader public interest in wage fixing.106     
 
Hoping to get a breathing-space, the government began to favour a lengthy wage and salary 
freeze and strict price controls while a  new wage-fixing regime was devised.107  The 
intention was that free wage bargaining would be resumed once inflation was below ten per 
cent.108  The freeze, announced on 14 May, would extend for 12 months, and included a 
modest cost of living increase, continued price controls, and measures to maintain 
employment.109   Despite Skinner’s privately helpful attitude, an FOL special conference 
expressed opposition and called on affiliated unions to undertake direct action against the 
freeze.110   State unions and the more militant private sector unions were quick to respond; 
the combined state unions had criticized Muldoon’s policies of retrenchment and while 
agreeing that ‘in the long term, neither the internal nor the external deficit can be sustained,’ 
did not favour the Prime Minister with any advice as to how those deficits might be addressed 
other than through a severe incomes policy.111  Some officials had warned that the freeze 
would attract opposition, and a month after imposing the freeze Muldoon backtracked, 
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allowing a more generous cost of living adjustment and an exemption clause for anomalies. 
Needless to say, anomalies emerged in some profusion.112  
 
In May 1977, Muldoon extended the wage freeze to August and, despite his own doubts 
accepted a return to free bargaining, provided that agreements had a life of twelve months 
and economic stability was the prime consideration in wage-fixing. One powerful motivation 
in passing the General Wage Orders Act was the desire to reinforce Skinner against more 
radical unionists.113   Not surprisingly, strategically-positioned unions - meatworkers, pulp 
and paper workers, transport workers, and boilermakers -  promptly began campaigning for 
wage settlements well above the government’s comfort level.  Notoriously, Muldoon 
responded to one threatened strike, in the freezing industry in March 1978, by using public 
funds to subsidise a wage settlement over the opposition of the ministers of labour and 
agriculture.114 For all his rhetoric, Muldoon shied away from a major confrontation with 
industrial labour, and his approach to industrial relations was ‘erratic, veering from 
confrontation to compromise with the unions, from wage freeze to wage bargaining, from 
telling employers to be firm in resisting wage demands to subsidising them in paying wages 
which they claimed were untenable’.115  It was the worst of all worlds, neither consensus nor 
confrontation. 
  
Muldoon had agreed to the reinstatement of free wage bargaining in 1977, without any clear 
idea of how the disadvantages of such a system were to be mitigated. ‘In short, the 
abandonment of a statutory incomes policy in August 1977 led to the re-introduction of a 
wage-fixing system which had proved capable in previous years of generating a high rate of 
wage growth and of transmitting inflationary shocks rapidly through the economy’.116  
Relativities between trades and sectors remained entrenched, and the Arbitration Court’s 
narrow terms of reference did not include such matters as tax levels and transfer payments 
like young family rebates.   Moreover, ‘no permanent bilateral or tripartite forum… was 
created to facilitate regular consultations… between the Government and the central labour 
market organisations’ despite repeated suggestions from the Employers’ Federation.117    
Within the trade union movement, the climate changed when Skinner was succeeded in 1979 
as FOL president by Jim Knox.  Knox had been a watersider locked out in the bitter 1951 
dispute and blacklisted thereafter; he was distinctly more militant than Skinner.   Although 
committed to avoiding confrontation on the scale of 1951, Knox was much less inclined than 
Skinner to manage industrial relations over drinks with Muldoon. 
 
The weaknesses in the restored free bargaining made it almost inevitable that it would not 
last.  One major problem was that Muldoon seemed unable to allow responsible bodies, 
including those established by his government, to do their job. He frequently attempted to  
jawbone the Arbitration Court, or to keep it from hearing wage applications; in January 1979, 
17 months after returning wage-fixing to the Arbitration Court, Muldoon was already seeking 
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a new regime.118    During that year a Remuneration Act sought to bring wage-fixing under 
ministerial responsibility; it was invoked a number of times when collective bargaining 
resulted in settlements above the government’s limit.  The result was increased dissension 
from the trade unions, culminating in a one-day general strike in September 1979, and the 
repeal of the Remuneration Act after a long strike in the pulp and paper industry early in 
1980. The government eventually conceded the 20.5 per cent claimed by the unions in that 
dispute, and the FOL agreed to tripartite talks on a new wage-fixing regime.119  Once again 
Muldoon’s approach was to talk tough, bring on a confrontation, and then back down very 
significantly.120   
 
From 1980 incomes policy discussions came increasingly to emphasize a wage-tax tradeoff, 
whereby tax cuts would substitute for wage increases.121  During April and May 1980 the 
FOL reached agreement with the Employers’ Federation on a set of proposals. The 
Arbitration Court would set a minimum single adult wage, and then unions negotiate on top 
of that.  There would be a shift from occupational agreements to industry agreements, 
inevitably breaking a lot of relativities and involving blanket coverage of workers by industry 
rather than by occupation. That was the most radical part of the proposals.  Treasury thought 
there were many problems with the package.   The Court might set the minimum wage too 
high; there was the possibility of opting out; it was unlikely there would be widespread union 
(or employer) acceptance of a shift to industry bargaining given the strength of custom; even 
if there was it would take several years; and the need to bring wage inflation down was more 
urgent.122   
 
The government therefore declared that while accepting the proposal in principle it could not 
accept the details; both employers and the FOL replied that it was only on the details that it 
could be sold to their constituents.  Thus ‘the impetus for reform was lost’.123   That was most 
unfortunate. The FOL had demonstrated some imagination in coming up with the proposal,  
and the Employers’ Federation some courage in accepting it.   Most of the literature on the 
period suggests that the FOL lacked imagination, but that is not entirely fair.124   The FOL 
was willing to moderate wage claims during 1980-81 as a condition of having the 
Remuneration Act repealed.125    However, Muldoon could not secure agreement to a wage-
tax tradeoff from the FOL annual conference in either 1981 or 1982.    Among the points of 
breakdown were fiscal drag (the FOL wanted tax rates to allow for it), and whether an 
agreement with the government would include specific numbers.  Muldoon insisted on 
reserving the quantum for the Budget, and indicated that if a wage-tax deal was not agreed in 
1982 he would impose one anyway.126   
 
In early May 1982 Muldoon proposed a 5 per cent wage increase and tax cuts in the budget; 
the  FOL executive and conference turned him down, conference overwhelmingly so.  One 
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scholar has described this decision as ‘in some respects… surprising’.127 Ken Douglas, the 
FOL secretary,  later said it was a mistake.128  Pat Walsh has pointed out, though, that if the 
FOL leadership had accepted the tradeoff without referring it to conference the lack of 
membership commitment would have probably made the deal unworkable.   The FOL 
economist, Alf Kirk, told the conference that the impact of a tradeoff on inflation would be 
small, and the loss of revenue would have to be made up either by spending cuts, or by 
indirect taxes, or by an inflationary deficit.129    The real problem was ‘a fundamental lack of 
trust between the union movement and the National Government. In the circumstances this 
state of affairs was perfectly understandable. The Muldoon Administration had conducted an 
active anti-union campaign throughout its term in office.  It had demonstrated little desire to 
consult with the FOL or to foster a climate of understanding and goodwill’.130  The wage-tax 
tradeoff as proposed asked too much from organized labour and offered too few guarantees. 
 
The FOL rejection led directly, six weeks later,  to Muldoon imposing a wage and price 
freeze.  Shortly after the FOL conference, Muldoon went overseas for an OECD meeting, at 
which the need to reduce inflation was emphasized. It became clear that overseas deflation 
meant continuing low demand for New Zealand exports and therefore no windfall would 
rescue the economy.131   While Treasury and Reserve Bank advice continued to emphasize 
‘the more efficient allocation of resources, stability in monetary policy and an incomes 
policy’.  A crash programme was not recommended but such policies needed to be 
implemented and to be pursued consistently.132  It seems that the idea of a freeze firmed in 
Muldoon’s mind while he was at the OECD, and its imposition, on 22 June, was preceded by 
some weeks of intense argument with officials (who were almost unanimously opposed) but 
not, apparently, by much discussion in the Cabinet Economic Committee.     
 
The freeze itself is a convenient point on which to end this paper. It represented a tacit 
admission of defeat on Muldoon’s part, and was more comprehensive and longer-lasting than 
that of 1976-77.  It was also a major reversal of some liberalising measures taken in previous 
years. Not least, having deregulated interest rates in 1977, Muldoon had reimposed controls 
on them late in 1981.  The freeze also undid the gradual adjustments in the exchange rate, 
known as the ‘crawling peg’ which had been introduced in the 1980 budget and which 
effectively meant a gradual, rather than a traumatic devaluation.   The consequence of the 
freeze was to defer many major and pressing issues until after the 1984 election, but that is 
another story. 
 
 
5. Summary  
 
 
Muldoon cannot be regarded as a successful manager of economic crisis but in discussing his 
tenure we need to avoid an undue focus on Muldoon himself. 
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The partial reversal of policy from the end of 1977 was not simply or perhaps even mostly 
driven by electoral calculation; it was a shift that reflected Treasury advice.  Muldoon can’t 
be blamed alone for that, if blame there should be.  Moreover the tax reforms which were 
included in the mini-budget and in the 1978 budget aren’t usually remembered.  
 
Think Big was, as I have argued, done much too fast, with a significant lack of care.  For 
such a major and expensive list of projects the planning was particularly haphazard.  That 
does not, in my view, necessarily call into question all state involvement in industrial 
development. 
 
Treasury advice after 1980 was increasingly in the direction of liberalisation, but not of a 
crash programme.    A review of taxation, the McCaw Committee, had proposed a significant 
shift from direct to indirect tax, which necessarily meant a broadbased sales tax. Such a 
move, as Treasury noted, ‘should be planned as a dynamic process occurring over a period of 
several years in order to avoid the disruption of a “tight” switch’.  Treasury, indeed, criticized 
the task force for advocating a big hit approach combining a large income tax cut and major 
expansion of sales tax. The task force had ‘neglected to examine ways in which changes 
might be brought about more subtly and with less social and economic disruption’.   The 
author of this report, over Galvin’s signature, was his successor Graham Scott. Scott, in 1982, 
was arguing that it was perfectly possible to reduce income tax and increase sales tax over a 
number of Budgets, but that work should commence for implementation in the middle of 
1984.133   Muldoon refused to agree; indeed, by 1983 ‘at any meaningful level, the 
relationship [between Muldoon and the Treasury] had broken down’.134   After 1984, 
however, the deliberate approach recommended by Scott would be ditched in favour of 
precisely the sort of crash programme which he had deprecated in 1982; perhaps Muldoon 
made extremists out of reformists by his prolonged intransigence.    
 
There was a strong case to be made for more cautious and managed liberalisation.  Muldoon 
generally accepted that case in principle. He was torn between fostering growth and 
efficiency, particularly in exporting and in manufacturing more generally, and avoiding 
excessive collateral damage from that restructuring.  His approach, professedly, was to steer 
between extremes.  ‘Some believe that by insulating the economy from the rest of the world 
we can pay ourselves more than we earn; others that the economy can be transformed 
overnight by a simple radical programme.  Neither can be done’.135     Increasingly, he failed 
to get the balance right.    
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