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Preface

This thesis affords an examination of the operation of the
Capital Market in New Zealand as it affects local authorities,
The intention of the study is to determine and analyse the
factors affecting the supply of and demand for capital, to
examine the problems at present faced by the authorities in their
attempts to obtain capital finance, and to conjecture as to
whether or not the Market is organised in such a way that bést

ensures an adequate flow of capital to this sector.

The chronic difficulties experienced by many local authori-
ties in their attempts to obtaln capital finance were among the
factors which induced the New Zealand Government (in 1957) to
setup a Rdyal Commission to investigate the whole field of local
authority finance and the Report of that Commission (presented
in September 1958) provides the basis for much of this Thesis.
Other information has been obtained from a series of personal

interviews which have been scheduled as 'Appendix A',
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INTRODUCTION

A capital market is that series of institutions and practiges
which stands between the holders of idle funds on the one hand
and the potential borrowers of capital on the other. A capital
market presupposes a supply of capital awaiting investment but
‘the mere existence of a supply of investable capital is in itself
insuificlent as such capital must be made available to the borrower
in an acceptable form and this is the function of the capital market.
The effectiveness of the market, then depends upon the extent to
which it stimulates savings, makes lending terms attractive, and
provides a chanlilel through which funds are placed in convenient
form and upon acceptablevterms at the disposal of borrowers. For
the savers there must be satisfactory methods of setting aside

savings as well as a sufficient inducement to save and lend.
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Different classes of lenders require different types of investments.
Some, e.g, many small savers are mainly concerned with security,
while others may seek a maximum return and yet at the same time be
prepared to carry a degree of risk. Yet others are prepared to tie
up their money for a lengthy period of time in return for a steady
stable income over that period. The converse applies to the
borrowers; some may require capital for a short period only, a few
days maybe only a few ‘hours, or, like some local authorities , they
may float a loan with a maturity period of forty years, The
institutions of the market should :be suf,f#ciently varied and adaptable
to meet all requirements. An inefficient market may induce borrowers

to place an undue emphasis upon the use of bank credit,.

. But at the same time the market must be able to give mobllity
to capital e.g, a Southland farmer must be able to lend to an
Auckland industriglist should the need arise. If all expansion
could be financed by the ploughing back of profits there would be
no need for a Capital market. At the same time the market acts as
a buffer and by reducing the element of risk to the lender it tends

to make borrowing cheaper.

The structure of the market can, in itself, influence the
volume of finance available for investment e.g. the existence of a
shoft term money market may mean that many funds which previously
were forced fo remain idle through lack of investment opportunity,

are utilised, The institutions of the market, by bringing together
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the numerous small savings of individuals into an aggregate that is
profitable to lend, provide a service to the smaller savers that

would not otherwise exist.

Up until the present time the New Zealand Capital Market has
been somewhat undeveloped but the commencement, over the past
few years, of unit trusts, and a short term money market, together
with the proposed Industrial Finande Corporation has helped to add a

degree of sophistication which was. hitherto absent,

It is usual to divide the bdrfowers of :capital Upoh a capital
market into three separate categories, i..e. the Central Government,
local authorities, and private borrowers. Each of these separate
sectors has its own distinguishi‘ng characteristics, The Central
Government is to all intents and purposes a single borrower and,
generally speaking, it obtains its finance from a few clearly defined
sourceé. It is usually a long term borrower and it is in a position
to offer the maximum security. The private sector is the most diverse
in composition. It is made up of innumerable borrowers ranging from
house property mortgagors to insurance companies all requiring
finance for widely different reasons and offering vastly different
securities. The local authqrity secj:o;' lies somewhere between the
two but in most respects tends to g;avitate towards the Government
Sector rather than the:private. Itvis nevertheless possessed of
several individual characteristics which clearly demarcate it from

the Government Sector,



The Structure of Local Government in New Zealand .

The structure of local government in New Zealand has long
been a topic of "c‘onside'rable cont;oversy and the diverse nature and
form of the vgri»ous.vagthgritives: hag exerted a considexv‘able‘inf.luence
upon thei_: actl;vittes: on the ma;ket. _Spm.e authqrities ,a‘re“a_ble, to.
obtain finance more readily than chers; ~ some need more finance than
others ; some are ablg tp_ Vobt‘ain finance more readily from one parti-
cular_source than others i some lenders p;efe; onelgla ss of authority
to another while not all authorities can offer the same degree of

security.

'I'hg lpcal authority structure at present existing in New
Zealagd has derived flfom ‘colon‘ial days, when diffiqulties of transport
necessitated the establishment of ‘numerous semi-autonomous pockets
of pqpulation whic_h eve_ntp.xally t‘endeglb to build up thelr own systems
of government, As time.passed vested interests became established
in the existing Qrder‘and_thve d_ifficulty has been to hreak down this
sta;us quo. AJ good vexample of this is th_e number of small municipa-
lities in the Qtago and West Coast Provinces of the South Island
which;, although atill retaining borough status, are ca;ry_ing.well
belvow‘ the minlmum population requi;ed by Statute (The Municipal
Corporations Act 1954) for a borough. A further example is the large
number of small harbour boards whiéh have been ablé fo remain in
existence de#pite greatly 1mproved rail and road transport systems

which would make the use of fewer ports more economic. The humber
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of counties existing in New Zealapd is possibly three times greater
than it should‘rbe‘. This situation was aggravated by the incompetent
arrangements which operated for the granting of Government finance
to counties under the 1876 Counties Act. At the same time, however,
it should be noted that 1vn recent yea;s consider‘ablevsuccess,‘ has
been gained in t.he amalgamation of counties and their numBers are

steadily decreasing.

From time to time various districts have taken it upon them-
selves to provide their district with a ’majof asset and this has
frequently .induced the establishment of a single authority designed
specifically to managé that asset, . The two most notable of these
are the Auckland.Harbour Bridge Authority and the Christchurch

Lyttelton Road Tunnel Authority,

Differing grbwth rates and structures and the consequent
difference arising in rating demand has also been a big factor in
inhibiting the amalgamation of many municipalities and this tendency
is especially noticeable in the Auckland Urban Area where some
twenty boroughs have defied attempts at amalgamation., Situations
sometime arise where a completely bulilt up town with a stationary or
even declining population exists either entirely within or adjacent to
the boundaries of a much larger and more rapidly growing city -,“two
very good examples being Petone Borough adjacent to Lower Hutt City
and Riccarton Borough situated within Christchurch City, In such a

case the rating level of the smaller town will tend to be relatively low



because being built up it has little to complete in the way of

-capital works whereas the larger town may tend to have a much higher
rating level because of development requirements. This means that
- the ratepayers in-the smaller town will generally oppose any attempt
at amalgamation with the larger as it would simply mean, at least for

‘them, increased rates with no additional benefit,.‘

A further interesting feature of the contemporary New Zealand
scene is the présence of a large number of what are commonly termed
‘ad-hoc' authorities i.e. local authorities established to carry out
some set purpose e.g. drainage in cities (urban drainage boards) or
the eradication of rabbits. (rabbit bo‘ards). These forces which have
‘succeeded in maintaining the large number of authorities have also
had the effect of making the demand for capital from the local
authority sector of the market greater than what it would otherwise be,
They have also had the effect of 1nhibiting the efficient use of capital
~ as there can be no doubt that one large authority can use finance
more efficiently than a large number of small ones. Not only can a.
large authority operate more effectiveiy upon the market but it can

generally put the capital which it does obtain to a more effective use.

The Control of Borrowing
An impcrtant characteristic of the market_ at present is the
large degree of control and especially Central Government control

which is exerted over the borrowing activities of the local authorities.
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This control operates from several different angles, Firstly there is
the Local Authorities Loans Board which was established in 1926
under the provisions of the Local Government Loané Board Act of
that year. All local authorities are required to obtain the approval
of this institution before gqing on to the market. The Loans Board
exercises both long term and short term control over the barrowing
activities of the authdrities in that as well as having the power to
refuée to sanction a loan proposal it is endowed with the power to
permit or refuse the use of underwriting or procuration fees and, by
the manipulation of the issue 6f. orders in council, to control the
amount of the sanction geing onto the market. The rate of interest
1s also a very potent facto: and, in accordance with the provisions
of section 9(3) of tl'aev Local Authorities Loans Act 1956, the Minister
of Finance has the power to set the maximum rate of interest which
may be paid by local authorities on money borrowed. At the same
time the Lvans Board can set differential rates of interest lower than
the maximum rate set by the Minister, Of course any authority could,
if it could find a lender borrow free of interest or at a rate lower than
that normally prescribed by the Loans Board. The power to adjust the
rate of interest upon local authority stock provides the Central
Government with what amounts to virtually absolute power over the
market activities of the authorities because it could, if it so desired,
adjust the rate of interest upon local authority stock to a figure lower

than the ruling Government rate and so exclude the authorities
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completely from the market., The Government, has however, never

adopted such a course of action,

" A further method of control exercised by the Loans Board over
local authority borrowing is the limitation of the issue of orders in
‘council. This practice is usually carried out only in respect to
loans of fairly large amount, - Thus approval may be given by the
Board to the bokroWing of an amount of say, £200,000 with the
stipulation that only £40,000 be raised initially. Hence a further
order in council would be required before the authority could raise
any further amount, On the other hand the Board could’stipulate
that the loan be raised over a period of say five years and that not
more than £40,000 be raised in any one year. This procedure would
prevent an authority from gbiné on to the market and raising the full
amount of the loan in one lump sum. But the procedure is, to some
extent gévern’ed by the nature of the subject matter of the loan e.g.
if the amount of £200,000 was required to purchase a building the
full amount of the loan may have to be raised in one amount to meet
settlement. But generally sbeaking most construction projects and
‘especially road works can be spread over lengthy periods of time
with payments falling due at set or irregular intervals. In such cases
orders in council could be issued as the work required, This practice
of limiting the issue of ofders in council is of some value in times
when there is considerable pressure upon the market because it has

the effect of levelling out demand and preventing cycles created by
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the presence of one or two very large issues upon the marketeat the

same time.

Tq some extent control over the market is exercised ‘by the
autho;ities themselves especially_ in .‘tlhe.‘ financing of projects of
mgrginal _essentiality_. If the authori:ty_vcan see that it will experience
difficulty in obtaining f.inancg for a particula: project it may well lay
off the constructipn of that project until the market eases. As an
ultimate back_‘stop‘ the very non-availability of finance itself will

frequently act as a measure of control,

A further interesting factor which operates to control market
activity is the ability of an authority to speﬂd money over any given
period. The smaller authorities in particular seem to have a fairly
tight spending limit and the availability of large amounts at their
disposal appears to tax their resources somewhat, ' In conjunction
with this we could mention the point that if there is strong competition
for the services of bullders and other contractors from the private
sector the authorities frequently experience difficulty in finding some-
one to do their work for them and this fact could in turn limit their
capital requirements.

The Local Authorities Loans Act 1956 grants to the ratepayers the
power to object and require that a poll be taken upon a proposal to
borrow. As a method of control this practice has some clear disadvant-
ages. On the one hand there is a tendency for expensive although

essential projects to be rejected by the ratepayers while non-essential
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'‘glamour projects’ with widespread pﬁblic appeal .may be permitted to
go ahead without objection. Petty politics also play a part in loan
polls and the ratepayers will frequently use a loan poll to vent spleen
upon an unpopular council or board irrespective of the merits of the
project involved. It can be seen therefore that even at its best this
method of control is ineffective and erratic.

Hence it could be said that control is both long term and short
term. It can operate to prohibit initial entry on to the market, and at
the same time to control the amount of demand making itself felt upon
the market,

The question now arises as to the facters which have made this
contrql necessary. These fall broadly into two categories. On the
one hand there are forces inherent in the structure of local government
1tse1f, -some of which have already been mentioned, while on the
other hand there are factors present in the market which have made
control necessary. As far as the authorities are concerned control
1s,necess-ary to prevent reckless spending and to protect the ratepayers
(who are ultimately called upon to foot the bill for all loan proposals)
from being over com_mitted. The authorities differ markedly in size
but from a legal point of view no distinction is made between the
largest and the smallest. The Municipal Corporations Act 1954,
accor@s the Arrowtown Borough with exactly the same borrowing
powers as the Auckland City but the servicing of a loan of an amount
of £100,000, although likely to cause no great difficulty to the

Auckland City would provide the Arrowtown Borough with serious
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problems. Control is therefore required to prevent the smaller
authorities from over stepping themselves. But a larger authority
could equally. weli overstep itself with reckless horowing if it was
already committed up to the hilt with the servicing of debt, If a
particular authority is already spending a very large portion of its
- annual income upon the servicing of loan charges the borrowing of an
additional £10,000 could well prove embarrassing especially if the
rating level of that authoerity is either on or close to the maximum per-
mitted by statute,

A further matter necessitating control is the trend of rateable
values occurring in a particular locality, Some counties and boroughs
{e.g. those on the West Coast émd some of the Otago boroughs) are
iosing population fairly rapidly and in such circumstances it is
reasonably certain that unless other factors intervene to compensate
rateable values will decline. In such circumstances therefore, an
authority could well find that, although it is rating at the legal maxi-
mum it still has insufficient income to meet its annual commitments.
The Borough of Kaitangata in South Otago is in this position at the
bresent time and some of the difficulties which this situation has
created in the past are considered in the next section. Population
drops generally have less effect in counties because land values in
rural areas reflect agricultural productivity rather than residential
demand.

A further matter which makes control desirable is that many of

the smaller authorities are unakle to employ staff who are competent
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enough to raise loans in an efficient manner. Loan raising is only
one of ‘the many tasks which the clerk of a local authority is called
upon to perform and the clerk of a very small authority who is
required to raisé a loan omce, in say every five years may obtain
very little practise in the art of judging the market. The larger
authorities gene;ally find it worth their ‘while to employ staff who
speciallse in this class of work and indeed many of thém become
highly efficient,

Consideration will now be given to a more detailed
description of the two major glements of_control i.e. the Local

Authorities Loans Board and the rate of interest.

The Local Authorities Loans Board

A brief Iﬂstory of the Loans Board ind cates the intention
behiﬁd the establishmenf of the Board and helps to show what
condi.ﬁions a‘re likely to prevail if the Board did not exist.

vThe first restriction at all upon local authority borrowing

| appears to have béen madel by the Appropriation Act 1915 (sec 26)
which required all local aufhorities to obtain the approval of the'
Govex‘rvlor‘ General in Council“before going on to the market. This was
purvely. a Wai time measure and indeed the section provided that it was
to x"emaih ‘in force only svo.long as the War with Germany continued.
The intention behind the measure seems to have been the control of

interest rates so that the Government would have a free run upon the
niarket to raise funds for its War effort. Prior to 1915 there appears

to have been no restriction at all upon local authority borrowing.
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In the boom years immediately following the War there was a
considerable upsurge in borrowing activity and by 1926 the net debt
of the local authority sector amounted to £54 m. with an amount of
£6 m. raised in 1925, But it was obvious that much irresponsible
barrcewing had taken place in these years. (refer e.g. to Hansard
V6,209 1926 page 115 Second Reading Debate on Lecal Government
Loans Board Biil.) The main source of trouble was apparently the
raising of finance for works which were gquiite unnecessary and the
barrowing of money upon terms which considerably outlived the lives
of the assets which were the subject matter of the loan, By 1925
it was obvious that if the existing rate of borrowing continued the
authorities would soon bhe unable to raise thelr demands without
substantial increases in interest rates. Thus in 1926 the first
overall instrument of control was introduced with the establishment
of the Local Government Loans Board under ‘levg{slation hearing the
same name, The Parliamentary debates on this Bill (efer to Hansard
Vo.209 1926, page 1155) indicate that there was no real opposition:
to the principle of control of local authority borrowing although some
members questioned the form that the control should take and the
compoeition of the proposed board.

Just how potent as an instrument of conirel the early loans
Board was is somewhst difficult to ascertain but it certainly did not
succeed in preventing several local authorities fram qetting into |

serious difficulties in the Depression Years of the early 1930s., A
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typical example i3 provided by the Thames Borough which in' 1932
was forced to hand over the control of ‘its affairs to the Central
Government, The preamble to the Thames Berough Commissioner Act
1932 (22 Geo, 1932 Local No.l) summarlsed the situation in a terse
but coldly accurate manner, viz:
" "Whereas the Thames Borough Council has from time io time
raised certain special loans under the Local Bodies' Loans
Act, 1926, or former acts by the issue of debentures or other
securities secured upon the rateable property in the borough;
And whereas as a result of the decrease in mining operations
in the horough and the general trade and economic depression
at present affecting New Zealand, the said Council has found
it impossible to ccllect its rates in full and consequently is
not at present and is not likely in the near future to be able to
pay in full as they fall due the annual or other charges in |
respect of such loans; And whereas it has been agreed hy the
Council and a majority in value of the debenture holders that
it 1s desirable that provision should be made for the temporary
administration of the borough by a commissioner as hereinafter
provided, "
A similar situation prevailed in the Matakaoa County (refer to
section 10 of the Local Legislation Act 1932). That County had
apparently borrowed upon overdraft in excess of the limits permitted

by the Local Bodies Finance Act of 1921-22, The Buller County also
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experienced financial problems largely through the necessity of
having to service difficult terrain but did not require the institution
of & controlling commissioner. Some general relief was afforded by

‘the Local Authorities Interest Reduction and Leoans Conversion Act

of 1932,

Table No, A..,l}

LOANS BCARD APPLICATIONS AND SANCTIONS

Total new

Year . . applications Sanctioned
1927-~28 4,636,649 4,260,981
1928-29 6,007,045 4,675,772
1929-30 4,218,730 4,581,717
1930-31 3,840,505 2,605,157
1931-32 3,412,865 3,265,005
1932-33 2,951,645 2,754,752
1938-32 3,884,132 3,661,805
1934~35 3,859,363 3,965,395
1935-36 4,061,076 2,602,280
1936-37 2,804,308 2,841,671
1937-38 3,362,173 3,221,203
193839 5,138,917 4,201,397
1939-40 2,674,450 2,057,260
1940-41 5,336,640 4,312,175
1941-42 2,576,050 3,289,824
194243 2,780,270 2,618,120
1943-44 3,797,790 3,709,090
1944-45 3,242,327 2,435,927
1945-46 3,497,820 2,887,170
1946~47 9,843,543, 8,295,866




Table No. A...1 (continued)

Year

1947-48
1948-49
1949-50
.1950-51
1951-52

1952-53
1953-54
1954-55

1955~56

1956-57

1957-58
1958-59
1959-60
1960-61
1961-62

1962-63

Total new
a ppli,cations

8,724,579
8,934,705
8,062,758
10,825,192
15,092,761

29,129,996
24,908,485
28,586,666
22,503,906
20,951,326

31,933,906
21,510,318
32,847,560
37,685,555
30,341,386

31,351,914

(Annual Reports of the Local

Sanctioned

7,481,914
8,519,466
7,364,177
9,728,488
14,920,543

18,049,890
24,282,014
26,267,926
15,899,658
17,262,790

26,649,656
21,079,746
29,209,597
35,123,005
25,843,340

29,331,564

Authorities Loans Board)

16
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This situation underlined the necessity for control and indeed the
existence of the Loans Board has never been seriously questioned
since its institution.

The jpresént provisions alfe to be found in the Local Authorities
Loans Act .1956iwh1ch provides 'ffot"v‘a Board of ‘.se‘vejr‘x members i, e.
the Secretary to the Treasury, the Commissionér of Works and five
other members to be appointed by the Governor General in Council.
The three operative sections qf ’the Act are 3, 8 ahd 9». Section 3
provides that no local authority shall borrow except with the prior
approval of the Governor Genergl in Council, Sec;tipn 8 provides for
the submission of all loan ‘provp‘ti)svals to the Bpard while section 9 sets
out the manner in which the Bbérd may deal with aljlo’an proposal.

In determining the effect which the Loans Board has had upon
the operation of the marfcet we éan submit the foliowing points.
Table No. A...l which sets out the amounts applied for (i,e. the
new applications each year) against the amount sanctioned shows
that theBoard has never made any really drastic reductions, as the
amount sanctioned élways represents a considerable proportion of the
amount applied for. It will be noted that in a few instances the
amount sanctioned is actually greater than the total of new applica-
tions for that year and this must mean that some amounts referred
back or deferred from previous years were later sanctioned, Even in
the depression years of the early thirties, or the years of extreme
market stringency (1956-57) the Board apparently made little attempt

to cut back applications in anything like a drastic manner, This
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seemingly passive policy is attributable mainly to two factors.
Firstly there is a strong tendency for the Board to be subject to
political pressure and this applies especially in the case of applica-
tions from the larger urban areas which are able to marshal' a
number of membe‘rs of Parliament to their support if an application
is declined. Seqondly it is clear that the Board.wou‘ld reject an
application that was obviouslly unnecessary or beyond the financial
capacity of the particular authceritf and this hés possibly given rise
to a certain amount of caution in the submission of applications to
the Board, An applicatibx:x that was certain to be rejected would not
be submitted in the first instance. The Board has introduced a com-
prehensive system of technical investigation of proposals and a.
large percentage of rejections: are upon technical rather than
financial grounds.

The restriction of the issue of Orders in Council is in reality
Government, rather than Loans Board control but as it operates in
complement with the Board's control this is the most appropriate
place to deal with it. This process is carried out in accordance
with the Act (l.e. section 3) which provides that as well as the
approval of the Loans Board the approval of the Covernor General in
Council is required before an authority can borrow upon the market.
This, in effect, amounts to the control of the flow of a particular
sanction on to the market and as such of course is only of relevance
in the case of fairly large applications, As previously stated the

practice cannot be used in those cases where the loan amount must
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all be paid out in one lump sum, The poli¢y which has been adopted
in those cases where the amount of the loan 1is required over a period
of time has been to restrict the amount of each Order in Council to
the amount immediately required or perhaps to the amount required
in any one yeér.. It is possible that the Board itself would adopt a
.policy of this nature and in some instances it hag sanctioned pro-
posals. with the stipulation that only certain amounts be raised at
ariyv‘ one‘ tfme or 'in any one year. It is of note that in the case of
hospital development, which is usually carried out over a substantial
period of time, the Boarql has adopted a policy of limiting Orders in
Council to the amount necessary. to carry out two -years' work, It
is rather difficult to see that ;fhis practice can have any really sub-
stantial long term effect upon the demand for capital. At best it
offers a slight palliative and the most immediate result is to prevent
the whole loan from going on to the market at the one time.
As far as necessity is concerned the Loans Board has adopted
a very liberal approach and indeed very few propesals are declined
on the g;ound of lack of necessity. The 1963 Annual Report of the
Loans Board contained the following remarks upon this question;
"The majority of applications for new works submitted to the
Board are for works which are essential for the health of the
community or for the provision of services necessary for thev
economic development of a region. Applications which can
be deferred or declined on the ground of lack of necessity

are few and mainly comprise items relating to amenities and
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recreational facilities. However, the development of these
items has come to be regarded as a highly desirable function of
local government, the effectiveness of which would be lessened
if local authority activities were confined solely to work relating
to health and purely economic development, "

. '_I‘here is evidence that in the past, at least, the Loans Board has
not made any concerted attempt at programming loan proposals in order
of priority with the object of rationing out available finance more
satisfactorily among various projects. Sucﬁ a task would mean that
the Board would require about three years advance knowledge of all
proposals but at the present time liaison between the Board and the
individual authorities is by no means systematized. There are however
indications that the Board is contemplating introducing such a system
and the 1963 Annual Report of the Board contained the following
statement,

"The Board considers that to overcome the financial problem
involved with both annual and development loans, some method
of determining priorities far new works might become necessary
in the next few years, It has therefore asked the major local
authority organisations to examine the position with a view to
obtaining a mutually satisfactory approach to the problem."

On occasions directives have been given to the Board by the

Minister of Finance but evidence of direct Governmental, as distinct
from political, interference with the Board i{s scant. Legislation

passed in 1955 provided that the Board could in the exercise of its
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powers have regard to the interests of the national economy. The
Board interpreted this legislation as imposing upon it a statutory
obligation to examine priority in relation to the overall demand upon
resources, Early in 1958 the Minister of Finance requested the
Board to review proposals more selectively in the light. of the
Country's economic and financial position, According to the 19538
Annual Report of the Board this directive was implemented accordingly.
However, an examination of Table A,, .1 reveals that sanctions in
relation to applications for the year ended 31 March 1959 did not
show any dramatic reduction, This appears to indicate the extreme
difficulty which the Board has in declining projects which it considers
at all necessary.

In January 1961 a similar directive was given to the Board and
the following comment appears in the Annual Report for the year ended
31 March 1961,

“In January 1961 the Minister of Finance asked the Board in
view of the current heavy demandé on available resources and
the marked decline in overseas exchange reserves, to exercise
its powers even more selectively, The Board has discussed

ways and means of implementation without causing undue
difficulties in prosecution of essential works., Most of the
proposals coming before it are however, correctly regarded as
being in this category. The Board considers that a closer
approach to the desired objective could be achieved by local

authorities themselves reviewing their programmes of
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uncommitted capital expenditure and slowing expenditure by
deferring the calling of tenders or reducing the scale of
1opefations ‘8o that the programmes are spread over a longer
period, " The Board is endeavouring to sanction only loans for
‘works more urgently necessary for community development.

. Even with that it seems the savings maAy’ not suffice to meet

the demand. "

In conclusion therefore, we may state that the influence of the
Loans Board upon the market has been largely passive; prohibitory
rather than stimulative. Its position may be likened to that of a full
back in a football game in that if he plays strictly in position he can
only play the ball that comes to him. The Loans Board has acted
almost entirely asg an instrument of control rather than direction. It
has made some attempt to keep demand off the market and to ration
out the available resources but it has made no effort to draw up
clearly defined categories of priorities. Little conscious policy can
be derived from an examination of the proposals rejected and -
rejections appear to have been made ‘at random rather than in accord-
ance with any predetermined plan. There can, however, be no doubt
that the Board has had a beneficial influence in keeping the margin
of completely irrésponsible borrowers off the market and indeed, as
stated, the very existence of the Board has probably deterred this
class of borrower from appearing. -

It is clear then that the Board does not look upon itself as
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having a central role to play in controlling the overall level of local
’autli'iority oapital 'exoenditure. ‘I‘t‘s‘ proaént‘ comoosition indeed would
v‘be inappropriate for such a function. ﬁoﬁiéi)et, the Government's new
emphasis upon the long term plaxining of axpenditure of both Central
and Local Government (refer to 1966 Economic Review page 22) to
achieve a more even rate of growth will necessitate the long term
programriung of capiial expenditura. This will possibly mean a re-
organisaiion of :tho’ Board a.ridimolre oorifrol of th‘evfactors that at
oresont inhibit close Gehiral :Gox‘rei‘nment vcontrol ovér local capital
expenditbur'e‘, i;e. tho iime lag betwean sanction arid the commencement

of the work, unused sanctions, and the large volume of unused loan

moneys held by the National Provident Investment Pool.

The Rate of Interest

It éhouid be said at the outset that the rate of vinterest does not
play as potent a role in the ﬂeid of local investment as it does in
some other sectors of the caoital market but its influence can by no
means be ignored.

The rate of interest payable Lipon local authority stock and deb-
éntures is not free; it is set b}; the M inister of Finance. At the out-
set tharefore we must endeavoui' to determirie the policy (if such
exists) behind the establishment of ihe i-ate of interest. Over the
years the rate of' interest payable has vfluctuated considerably.

Table No. A...2 sets out the maximum rates payable over the years
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since the establishment of the Loanvs‘BOard in 1927, From an
investors point of view, b:oadly speaking, local authority stock fall
- into the same category as Government stock;as both are what is
generally termed ‘gilt edged’ i‘nves‘tments.' Both can offer virtually
the maximum 1in sequrity backing as one has the financial backing of
the state while the other has the rating potential of the particular
local authority. Both are trustee investments in accordance with the
provisions of ‘section 4 of the Trustee Act 1956. The type of invest-
or, then, who is attracted to local authority stock is similar to that
attracted to Government Stock. Now the Government, in the interests
of the naj:ional economy and’ the taxpayer, when borrowing endeavours
to do so as cheaply as possible. Thus it has been necessary for the
local authority interest rate to be set with reference to that rate of
interest currently payable upon Government Stock. If the two rates
happened to reach parity the local authorities would probably obtain
no finance at all because of the superior security backing of the Goverr
ment Stock. While on the other hand if the local authority rate was
permitted to rise to any great extent above the Government rate the
very slight security superiority of the Government Stock would be
obliterated and the Government would find it difficult to obtain
finance. The policy therefore, has been to maintain a balance between
local autflority and Government interest rates and this has generally
necessitated setting the local authority rate at about 1/8 to 1/4%
above that ruling on Government Stock. The following is a sample

set of local authority interest rates showing in comparison the
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Government rates at the same time;

Local Authority Rate

Year Term Rate
1956 5 years 4~3/8%
8 45%
12 o 4=7/8%
1957 5 years 43%
6 M 5%

Government Rate

Year Term Rate
1956 3 years 4-3/8%
5 " 43% -
1 4~5/8%
1957 3 years 43%
6 = 43%

(1558 Annual Report of the Local

Authorities Loans Board,)

Referring again to Table No, A...Z2 we see that the rate of
interest has fluctuated considerably over the years. The maximum
rate being 6% in 1927 and the minimum rate being 33% in the years
immediately following the Second World War. The policy therefore
appears to have been to adjust the rates immediately any minor

slackening or tightening of the market makes itself apparent. The
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excessively high rates of the depression years are clearly shown
while the low rates payable after the War are accounted for by the
fact the local authority activity was at a véry low ebﬁ in those years
and there was therefore a very low demand for capital. In some
instances as many as three adjustments to the rate of interest have
taken place in the one year e,g. in the Year ended 31 March 1962,
On 8 May 1961 the rate was adjusted to 5% while on 20 July 1961
the rate went to 5-1/8% and on 23 February 1962 yet a further
increase took place to 5-3/8%. It would seem therefore that looked
at from one point of view the rate of interest has been turned by the
Government into a passive co-efficient which is automatically |
adjusted in accordaance with the flow of capital into the sector. It
has been kept at the lowest possible level that will ensure at least
a minimum flow of finance into this sector, There does not appear
to have been any time at which the rate was permitted to rise to such
an extent that investment was directed into this sector at the expense
of the private or Government sector, Thus there is no question of a
rate of interest that is free to adjust itself in éccordance with market
forces as it is artificially adjusted to that figure whvich will ensure a
minimum flow of capital to this sector but at the same time will not
hamper the operations of the Government upon the capital market.

What influence has the rate of interest in inducing investo;s
to put money into this sector of the capital market? 1In answering

this question we must have regard to the nature of the investor who is
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Table No, A,..2

Maximum Interest Rate for Local Authority Loans

Year

1927

1928
1929
1930

1931
1932
1932

1934

1935
1936
1937
1938
1939
1940
1941
1942
1943
1944

Rate Year Rate
6% 1945 33%
53% 1946 33%
5i% 1947 3L%
53% 1948 35%
55% 1949 3%%
55% 1950 3%
4% 1951 31%
4t% 1952 4%
33% 1953 4%
35% 1954 4%
33% 1955 4% %
3% 1956 43 & 4-7/8%
43% 1957 5%
4% 1958 5%
4% 1959 5%
33% - 1960 5%
3% 1961 - 4-7/8%
33% 1962 5, 5% & 5-3/8%

(Report of the Royal Commission on Local
Authority Finance page 101 and the Annual
Reports of the Local Authorities Loans Board)
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attracted to local authority stock. In the case of trust funds, of
course, the situation is geared by the provisions of section 4 of the
Trustee Act 1956, but there is still a fair range of investments set
out in section 4 (e.g. first mortgages) which generally carry a
higher rate of interest than local authority stock,. In many instances,
however, the investor is more concerned with building up a portfolio
of investment rather than return and in such a case the ;arge volume
of money that can frequently be sunk into a single local authority
loan, the length of term for which finance can be invested, and the
ease of administering the investment, may be of importance in
attracting money to this field. The Royal Commission on Local
Authority Finance (see Report page 35) makes the following statement
upon this matter, "We did not find thaf investors generally complatned
that interest rates were too low nor did they think that an increased
' raté would necessarily incfease very greatly the amount of money
that would be invested in local body loans."” The vital point,
therefore, seems to be the total volume of money available rather
than the rate of interest.

Although it is very difficultto obtain any accurate information
upon the matter or indeed, to make any informed conjecture, it
appears probable that continual changes in the rate of interest have
an adverse effect upon investment in this sector. It is reasonable to
assume that if a potential investor believes that rates are at their

peak he will be likely to invest whereas if he thinks that they are
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llikely to rise he will not place his money until they have risen.
But on the other hand if he just does not know what w,iil happen‘lhe
will tend to invest short 'térm which ih any event", seems té be the
;Sractice‘of the“'sr'na‘ll 1h\iestof. Freéuent' Vcha'nge‘s can be‘"ve‘ry difficult
‘in those cases where 'a loan has not béen fully séld as i‘n" such an
event it is p’oééib‘lé that one part of the loan méy have td be ﬂoafed
upon a different interest rate from the othef. |

The usual prbcedure now is for the Ldans \Board to prescribe
different rates of interest for different terms but although this has
been the p’raCtic'e' for the past few years it was not always ’the case,
‘Until June 1956 the procedure had always been to set a single rate
regardless of thé term of the loan, .Howeverbmultiple rates are
virtually im pefative in those situations where some mafurities are
going to sell mare readily than others or where you are seeking to
obtain finance from a large number of differént lenders, Generally
speaking the open market will only accept terms‘of up to té‘n years
with the movst desirable term possibly five years but such a term (at
least in theory) is usually much too short for the local authorities.
The longer tefm maturities therefore, almost inevitably, command
higher intereét Eétes than the shorter terms, It is usual to set about
three different rates_, i.e, say, for terms of up to fivé years up to ten
years, and above ten years, But this in turn can create some
difficulties‘ because in such an issue there would be a great tendency

for the six and elevven year terms to sell very readily as these are the
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shortest terms at the higher rate of interest. To counter this the
Loans Board frequently stipulates that only a certain portion of the
issue may be sold on a six year term,

It is of some interest to conjecture upon the situation that would
arise if interest rates were permitted to run free. The most immediate
eifect that would make ltself felt would probably be a substantial
rise in rates but at the same time a vast proliferation of different
rates would almost certainly oceur, Not only would a number of
different raies appear for different terms but the smaller authorities
would be forced to pay higher rates of interest than the larger ones
as ihey would find it more difficult to obtain finance. Also it is quite
pessible thai different rates may rule upon different projects as
finance is sometimes more readily obtainable for one class of project
than ancther, Thus a borough may find liself paying six per cent on
finance for a new library but eight per cent upon money required for a
sewerage scheme.

It has been suggesied that one means whereby investment in
this sector, and especially long term investment, may be made more
attractive would be tc make issues {il.e. long term issues) on the
conditlon that the rate of interest méy be adjusted ét say, three yearly
intervals. The difficulty with éuch a proposition is that if adjustments
are to be made upwards then no valid argument could be made out
against downward adjuciments in the rate. But a provision in a loan

contract tc the eifect that the rate of interest is subject to downward

adjustments would most certainly be a deterrent to prospective fvestors.
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THE

DEMAND FOR CAPITAL

What do the authorities want loan finance for? What are the
factors which affect the demand for loan finance? Is the demand
spread evenly throughout the country and among the different classes
of authorities? These are the questions which this section sets out

to answer.

Total Demand

As the legislation requires (with a few insignificant exceptions)
that all capital borrowing by local authorities must have t-he prior
approval of the Loans Board it is possible to assess fairly accurately
the total demand which will ultimately make itself felt upon the
market by considering the total volume of loan applications sanctioned
by the Board, At the same time the total volume of loan applications

submitted to the Board reflects the amount which the authorities
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would like to borrow upon the market. These figures have already
been set out in Table No. A...1 in the preceding section,

Section 40 of the Local Authorities Loans Act sets out expiry
. dates which provide for the lapse of a loan authority aftér the
expiration of a certain period of time. If any portion of the loan has
Been raised the balance of the sanction expires at the end of ten
years from the date upon which the loan was sanctioned. If no part
of the loan has beén raised the expiry date is three years from the
date of sanction, Thus it is reasonable to assume that loans sanctione
will make themselves felt as demand upon the market within a reason~
able time after sanction, A consideratibn of loans sancttohed shows
the demand that is likely.t'o make itself felt in the future but it is
alsco possible to make an examination of the net debt of the authorities
and so derive ah' 1ndication'of demémd which has béeﬁ made in‘ the
past. This concept is used later in fhis section in asseSsing regiénal
demand.

Referring to Table No. A...1, we see that Loans sanctioned
immediately following the Second World War were at a comparatively
low figure and that v,there was only a steady rise until 1953 when a very
steep increase occurred. This higher figure has been maintained in
the years following 1953, The big increase in sanctions which took
place in that year appears to have been caused by the sudden release
of pent up war time demand. This did not make itself felt immediately

after the War largely because the activity of the Government restricted
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the operations of the authorities on the market until its own immediate
capital requirements had been satisfied.

Table No. B. .‘..1 sets out the capital investment executed by
th_e Government, private and local government ‘sectprs over the years
shown and shows each as a percentage of total c‘.a.‘pit‘al mvestment.
This Table, although useful, does not show the tqtgl volume Qf capital
investment that the market is called upon to finance bec;use consider-
able amounts of capital expenditure are now met from revenue and,
as will be shown later, this portion is likely to increase. The Table
is of value in showing the relative share of capital expenditure as
between the three sectors and this could give some indication of the
portion of available capital that each of the sectars was entitled to.
At the same time it could be argued that much of the capital
expenditure carried out by the Government and and Local Govemment
sector may be of greater national and local impo;tance than much of
the work carried out by the private sector; after all the basic
economic framework of the country is provided by Government and
‘local government, For reasons which will be considered more fully
later the relative proportions of total ‘capital‘ expenditure carried out
by each of the three sectors 1s“11ke1y to change somewhat over the
next three or four decades, i.e. the proportion met by the local
government sector is likely to drop.

At the same time however, we should take into consideration

the point that figures for capital expenditure are very sensitive to



Table NO \; B 3 -‘ o‘k 1

GROSS CAPITAL INVESTMENT (excluding changes in stocks)

Private Government - Local Goverﬁme"nt'»

Year Capital Investment Capital Investment Capital Investment
€(m) % Total £({m) % Total £(m) % Total

1939 17 44 16 41 6 15
1944 14 50 10 36 4 14
1947 37 58 21 33 6 9
1951 74 60 41 33 10 8
1952 91 63 41 28 12 8-
1953 98 57 55 32 : 18 11
1954 104 57 . a7 31 7 21 11
1955 130 61 59 28 23 11
1956 128 58 67 30 26 12
1957 120 54 72 32 31 14
1958 137 56 72 30 35 14

(Report of the Royal Commission on Local Authority
Finance - page 113)

ve
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fluctuations in the overseas exchange position of the national
economy and any drastic tightening in the exchange position could
cause a sharp drop in the total volume of capital investment with a
proportionately greater drop in that amount carried out by the private

sector,

The Functions of Local Authorities

The demand for capital from the local authorities is, toa
large extent a function of the activities carried out by the local
bodies and to fully appreciate the forces affecting the demand for
capital it 1s necessary to pay at least passing attention to the
operations of the various authorities. At the outset it should be
said that all local authorities are the creation of statute and their
powers are closely defined in the various empowering and enabling
acts. A local authority can do only that which is set out in its
constituting act because they are subsidiary governmental institutions
and possess no sovéreign legislative powers in their own right.

In function and structure the authorities differ markedly.
Municipalities fwhich include cities, boroughs, and town districts)
derive their powers from the provisions of the Municipal Corporations
Act 1954, These authorities are reéponsible for the internal
administration of the municipal areas and their main functions are
the provision of civic amenities such as sewerage and water

reticulation, roading, and public transport. The demand for loan
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finance is generally geared to the provision of works of this
" nature, Bht considerable civld building and housing activity is
"also undertaken by municipalities and this has consumed substantial
amounts of capital in the post war years. In recent years many
bdroﬁghs have undertaken pensioner-housing schemes and for this
class of work subsidies are made available to local authorities
through the Department of Health. This has had a dual effect for on
the one hand it has alleviated somewhat the amount which the
authorities have been required to seek upon the market while on the
other hand the existence of the subsidy scheme has doubtless
induced many municipalities who would not otherwise have con-
sidered this work to undertake ﬂ:. ‘The provision of municipal
buﬂdlﬁgs' such as museums, art 'gall_e‘riesl‘, office accommodation
and libraries is now ioOke.d \ipoﬁ as the legitimate prerogative of
fhe‘ boroughs. The construction of airports h'a‘s also consumed
considerable amounts of capital in the post war years and this work
is also subject to a éonsidé‘rable amount of assistance from
Govei‘nment; MUniCtpalities occasvionally seek loan finance for
the renewal of plant and the réplac‘ement of such items as omnibuses
but these are frequéntly financed from depreciatibn and renewal
funds which are built ixp from appropriations from rate revenue or
trading 'pfofits, if such are available,
in some areas special 'ad-hoc' autharities have been

established to carry out specific operations, e.g. the various
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transport boards, and the metropolitan dréinage boards established
in Dunédiﬁ , Christchurch, Auckland and upoﬁ the North Shore.
These institutions, are n‘ecéssary in order to obtain the co*ordiqatién
of these services in those districts where several different
territorial authorities exist. Authorities of this nature all derive
their powers including the power to borrow, from individual
empowering acts. In the Auckland Urban area the two drainage
boards. provide the main trunk sewers while the individual
territorial authorities are responxsiblle for installing the lateral
cb‘nne’ctions. The urban drainage boards have been very heavy
borrowers upon the market {n the post-war years and this demand is
likely to continue with the,inéréase in population,

o - ‘Thé follQng figures show the loans sanctioned for the .
metr'oponlita;n drain,ageb boards over three years and give an .

indication of the vast amounts of finance which these bddies have

c':on‘sumwed.' '
1563
" Christchurch £600,000
" 'Dunedin '£250,000
" Hutt Valley £210,000

£1,060,000

]
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1962

Auckland £2,600,000
1961

Christchurch £1,580,000

Auckland £1,000,000

North Shore . £1,000,000

£3,580,000

e

(The above figures were taken from the
text of the Annual Reports of the Local
Authorities Loans Boarg_:l for the years
1961-1963.)

It should be pointed out that the figures given above do not include
sanctions granted to territorial authorities in the various constituent
areas to carry out lateral reticulation in conjunction with the work of
the dréinage boards.

Harbour Boards derive their authority from the Harbours Act
1950, Harbour works tend to be so expensive, and vital from a
national as well as a local point of view, that the legislature has
deemed it expedient to require that all harbour boards should have
the approval of Parliament in the form of an indi\}ldual empowering
act as well as the approval of the Loans Board before they can go on
to the market, This means that any proposal involving borrowing by
a harbour board is subject to criticism in Parliament. A feature of

harbour board borrowing over the past few years has been the heavy
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amounts demanded by the secondary boards,

The counties which, in the main are responsible for the
territorial control of the rural areas of the Country, are not generally
large borrowers of finance; théir capital requirements beirg confined
largely tblbx_‘idge aﬂd road construction and maintenance work which
is subsidiséd heavily from National Roadé Board funds. It has been
the policy 6f many counties to attempt td meef as inuch roading
expenditure as possible from revenue. On fhé other hand there are a
few heavily urbanised céunties, such as Waitemata, Waimairi, and
Manukau which are faced vﬂth development problems sim flar to those
of the largér cities and, cof course, have a comparable demand for
capital,

‘Hospital boards, which are responsible for the administration
of hospital districts have been very heavy borrowers over the past
ten or so yeais. Like harbour boards, hospital board borrowing has
become very subject to control by the Government and all loan pro-
posals must have the approval of the Hospital Works Committee, as
well as the sanction of the Loans Board, befcre market activity can
be undertaken. In past years hospital boards possessed rating powers
but these have now been lost and these boards are financed entirely
from Government funds, Section 89(1) of the Hospitals Act 1957
provides as follows:-

“In respect of evéry financial year there shall be paid to the

Board by way of grant, out of money appropriated by
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Parliament for that purpose such sum as the Minister may
determine as being necessary to enable the Board to carry
out its functions having regard to the estimates for thatv year
approved under section eighty éight of this Act."
These annual grants méde to the hospital boards cover revenue
expénditure including loan charges but the boards are still required
to seek loan finance to meet major capital items but some very small
amounts of capita‘l evxpenditure are frequently mét from the annual
grant,

In effect, ‘therefore, these boards could be looked upon as
local spending agencies of the Central Government and it appears that
the locally elected members of these boards are retained merely for
the purpose of preserving some semblance of local autonomy. The
peculiar position of hospital boards has had a siﬁgular effect upon
their ability to obtain finance and this matter is. considered later in
the section deali_ng with the flow of capital.

From time to time individual authorities which have been
designed to manage a single asset have made an appearance. The
two most notable of these‘ in recent years being the Auckland Harbour
Bridge Authority and the Christchurch Lyttelton Road Tunnel Authority.
Both of these authorities derive their powers from individual empower-
ing acts, Although these two bodies have consumed considerable
volumes of capital over the past few years their demand will probably
not be of a continuing nature and it is unlikely that other authorities

of a like nature will make an appearance in the near future.
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Power reticulation is the function of the power boards but in
many instances this activity (and in a very few cases power generatio
is carried out by municipalities, Power boards derive their authority
from the Electric Power Boards Act 1925 and these institutions have
been very active upon the market in recent years.

The functions of the numerous other minor bodies such as
rabbit boards and catchment boards can be readily assumed from their
names and in any event they are insignificant as borrowers of
capital finance.

Table No. B...2 sets out the loans sanctioned in respect to
the particular class of local body. It can be seen that there is a
wide variation in the amounts demanded by the different classes of
bodies., It will be noted that there are six classes of local authorities
whose demand figures amount to well in excess of 75% of the total
figures,

Table No. B...3 sets out sanctlons in accordance with the
purpose of the loan. It can be seen that three of the largest items in
this “i'able are the prerogative of separate classes of authorities i.e.
hospital boards, electric power hoards, and harbour boards,

The territorial local authorities derive their incomes from
rates levied over either the annual, capital, or unimproved values of
all the rateable property within their districts, and in some special
instances, upon property outside their districts. Most municipalities
rate upon the unimproved values of their property while a few rate

upon:‘the annual value system and a very few on the capital value



Table No. B..,2

- Loans Sanctioned by Class of Local Authority

Countles ‘

Boroughs

Town Districts: |
Catchment Boards

Land Drainage Boards
Electric Power Boards
Urban ‘Dra'irnage Boat;ds
Urban Transport Boards
Road Tunnel Authority
Harbour Bridge Authority
Rabbit Boards

Fire Boards

Harbour Boards

Hospital Boards

1960 1961

1562
1,386,340 2,262,014 2,797,112
8,654,557 11,726,125 11,648,740

4,571 82,000 114,800
138,530 235,250 337,250
- 14,600 -
2,463,150 2,671,750 3,941,800
742,600 2,744,700 3,044,460
200,000 - 200, 000
- 3,250,600 -
500,000 42,200 -
9,000 11,270 23,700
205,363 188,430 132,900
4,185,100 2,150,200 4,644,140
6,324,700 3,419,500 3,412,150
£ 24,813,911 28,799,629 30,297,052

(Report on the Local Authority Statistics of New

Zealand - Department of Statistics)

76



Waterworks
Drainage & Sewerage
Roads & Bridges
Public Buildings
Housing
Transport
Airports
Recreation
Electricity Supply
Hospital Works
Harbour Works
Fire Services

Gas Works
Abattoirs
Machinery

River Works
‘Miscellaneous

Table No. B.,.3

Loans Sanctiqnéd by Subject Matter of Loan

£

28,572,797

34,648,500

(Annual Reports of the Local
Avthorities Loans Board 1861-1963)

1960 1961 1962 1963
1,276,175 4,252,550 1,401,480 2,551,590
2,935,719 7,043,350 6,970,200 4,455,150
1,970,550 1,549,550 2,101,480 1,419,400
987,550 2,227,300 1,470,750 1,654,650
1,255,298 1,183,866 986,350 1,179,510

1,282,230 12,000 200,000 -
497,000 3,780,000 31,500 348,925
712,000 466,200 268,200 403,600

3,067,900 4,311,000 3,048,800 3,413,250
5,542,700 5,142,000 2,384,000 3,568,000
3,911,100 2,418,350 3,478,900 5,269,500
201,475 146,230 158,800 151,550

- 165,000 21,600 15,000
549,650 350 21,000 42,500

39,500 91,950 92,700 14,600

55,450 285,550 594,500 468,000
4,588,500 572,754 723,000 797,750

24,042,760 25,752,975

=
w
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system, The counties are divided about equally between the capital
and unimproved systems while no counties rate on the annual value
system. WMany municipalities possess trading undertakiﬁgs of some
description or other from which they derive some measure of income
(e.g. the supply of electricity) or which incur a loss which has to be
reimbursed fr‘om some other source (e.g. public transport), Catchment
and rabbit boards possess direct rating power {which is fréquently
exercised by the levy of a differential rate) but the major ‘ad-hoc’
authoriﬂes (e.g. vrban draiﬁaée vand‘ trahsport boards) a.lthough in
| possession .of direct rating power usually collect their rates by
means of a levy over the territcrial authorities within their districts,
Power boards are still statuterily passessed of rating power but now
derive their incomes mainly ,frf;wm revenue sources, i.e. from the sale
of electric power frequently supplemented by t‘he sale of electrical
éppliances through retail stores. It is from this income that the loan
charges incurred by the authorities are met. Sectién 48 of the Local
Authorities Loans Act 1956 pro§ides that loan charges may he met
from either the general accéunt or the proceeds of a special rate.

As the generzl account ig financed mainlyv from the revenue of general
rates the rate revenue is used to meet loan charges in either event.

Secﬁ,on 45 of the abmﬁ/e‘Act sets ouf: the security which may ke
pledgéd in respect of a ‘loén i.e. if may be either a special rate or
the probex}tyqr revenue (den§ed from any source) ‘of the localv

authority. Money received or receivable from the Crown and money
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already apprbpriated cannot be pledged as security. The different
securities pledged for the loan (i.e, if there is more than one
sécurity pledged) are jointly and severally liable for the whole

amount of the loan,

The Factors Affecting Demand

In some cases the topographical structure of the terrain upon
which the town is situated has required the expenditure of more
Capital in order to effect development works than would otherwise
have been the case, In the case of Wellington City, for example,
very steep hill country has to be contended with and this has necessi-
tated the use of heavy earthmoving machinery in order to install
subdivisions and effect other construction works. Another problem
town in this respect is the Borough of East Coast Bays in the Auckland
Urban area. This Town is strung out along the coast and is divided
into several semi«‘-isolatedr pockets; facts which have made it very
difficult to serve the To‘&n with water and sewerage reticulation. On
the other hand boroughs which are located upon dead level areas are
not called upon to meet the same high cost in installing services,
Construction works also tend to be somewhat more expensive in
isolated towns where contractors may be required to move their men
and machinery many miles before they can start work.

In some towns the residents may be continually demanding of

their councils that certain works be carried out while other boroughs

may possess ratepayers who are prepared to let grass grow in the main
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street but don't want rates raised in any circumstanceé . Many small
.country boroughs are in this lattér category. In some insféndes
.councils are fired with 3 more progressive spirit e.g. in the case of
Lower Hutt City many works, especially in the way of civic buildings
have been carried out which could well have been foregone. This
situation frequently arises where several towns are in close proximity
with each other and there is a tendency for them to éompete in the
provision of civigc amenities . These cireumstance‘s have involved the
excessive use of cépital funds while at the same time requiring the
ratepavers to méet heavier rate demands,

In some cases capital demand is maintained at a high level by
reason of the standard of building required. This has been an important
factor in the construction of many hospital works and especially in the
case of nurses’ homes, It is possible that the shortage of nurses
in recent years has tempted the construdtion of very elaborate
buildings.

Government policy is also a force which has had a very potent
effect upon the demand for finance. If the Government decides to
offer inducements by way of subsidies ﬁpon certain works demand for
loan capital to finance this class of work will almost certainly
increase., A good example of this is the subsidising of pensioner
housing schemes. There can be no doubt that schemes of this r;ature
induce local authorities to indulge in these works and they generally

resort to the loan market to seek the balance of the capital required,
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It has largely been local pressure that has caused the develop~-
:ment of several small ﬁarboufs and this haé éauééd a big cépital
demand for this tfpe of work 1n‘ reéent yeafs ‘If shipbing ixi New
Zealand was more centralised upoﬁ the majorv porté ﬁ;udh ‘of fhe heavy
capital _expenditure sunk .in.to the develoﬁment of secondéry ports in
recent years could have be_en avoided, But locél pérochia.lism has
kept the smaller bQﬂS open, _In some instar.xces’ harbour boards have
made play to local farmers of ‘tl‘l‘e fac;t that fhe ciésure of‘ a small port
would involve them iﬁ incre;ased transﬁort cosfs.. The following is a
s‘ample.of loans sanctioned for secondary harbouf boards over the

past few years. The schedule is by no means exhaustive.

1963
Gisborne 0 g6ss,000
Southland | 650,000
1962
Whéngéfei | £1,500,000 (reciuired for the oil refinery)
Soufhland | 725,000 (required for the installation

of a mechanical meat loader)
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1960
Southland £493,600
Picton 100,000
Nelson - 420,000
Tauranga 500,000
Timaru ' ' 520,000

(The above figures were taken from the texts
of the Annual Reports of the Local Authorities
Loans Board 1960-1963)

Table No. B,..4 sets out the net debts of all the harbour boards in
New Zealand which handle overseas shipping as at 30 September
1961 ~ later figures are not available, The Table demonstrates
clearly the relative dominance of the secondary boards as consumers
of loan capital.

If authorities were able to meet capital works from their own
revenue then it is reasonable to assume that they would refrain from
seeking loan finance to satisfy their capital requirements. ‘Now in
respect to income local authorities fall into two fairly clearly defined
groups. The territorial authorities, i.e. the counties and boroughs
derive their income very largely from rates levied ﬁpon the land
within their boundaries many of these bodies generally have other
sources of income but these are usually insignificant (i.e., with a few
notable exceptions e.g. the Borough of Stratford together with a few
other small boroughs virtually live off their electricity undertakings).

On the other hand we have the local authorities which rely mainly upon



Table No, B,,.4.

Net Debt of New Zealand Harbour Boards

Auckland
‘Whangarei
Bay of Islands
Ta uranga
Na ‘piet‘
Gisborne -
Tarané ki
“Wellington
Maflbc’rough
Nelson
Lyttelton
Timaru
Otago

Southland

as at 30 September 1961 .

£6,578,557
709,585
199,660
546,256
1,268,592
676,200
1,644,032
1,276,039
308,619
784,453
2,607,560
745,516
755,604

4,748,815

(Report of the Local Authority Statistics
of New Zealand; Department of -
Statistics)

49
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trading income, supplemented in a few cases by limited rating power.
This group includes power boards and harbour boards.

Now ;ating liability falls not upon the entire population but upon
a relat‘iv‘ely ‘small group of land owners. Debate fxas raged as to whethe
or not rates constitute an intolerable burden upon the ratepayer but it
is certain that any substantial increase in rates designed for the
purpose of enabling the authorities to meet more capital works from
revenue would be hotly opposed. On the other hand the revenue pro-
ducing authorities would be in a somewhat batter position to meet
capital expenditure from revenue. Before we go any further, however,
it would be as well to point ouf: that in the ultimate outcome all
capital exp‘enditﬁre is met from revenue, whather that revenue be
from rates or trading concerns. The financing of capital works from
loans, ‘hbwevér', has the effect of spreading the expenditure over a
longer period of time but at the same time it is inevitably more costly
in the long run because of the outlay in interest.,

In some instances the use of loan finance would clearly be
unecohomic;v to borrow e.g, say, amounts of one hundred pounds per
year over a considerable period of time, each, upon say, twenty year
terms, would be unprofitable because after about the twelfth year the
amount paid out annually in interest and loan charges would begin to
exceed the annual amount borrowed. Thus it is usually preferable to
meat the cost of many minor and continually recurring items, such as

stteet works, from revenue. Indeed many counties and small boroughs
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who are faced with only this sort of expenditure hardly resort to the .
market at all. But when it is desired to create a durable asset which
will have a long life it is frequently desirable to use loan finance rathex
than revenue so that the cost may be spread into the future thus enablin
future ratepayers, who will also derive benefit from the project, to
foot a portion of the cost.

A further point of relevance is the method of finance imposed upon
the authorities by statute, The territorial authorities are required to
draw up annual estimates of expenditure and then strike a rate of so
much in the pound to cover that expenditure., The building up of general
reserves is not permitted and as previously stated any substantial
increase in rates is likely to meet with considerable opposition. But
the authorities which rely mainly upon trading income, such as power
and harbour boards, are usually able to appropriate large éums annually
to general reserves and then, at some later déte, make use of the
reserves to finance capital works. I‘fﬁthis is done the point made
above about the spreading of capital cost is effected invreverse. When
power reticulation has reached the saturation stage and harbour
development settles down it is possible that these classes df éuthOri~
ties will be able to satisfy most if not all of their capital réquirements
from revenue,

Hence in concluding this portion of the argument we could
summarise by saying that it is frequently desirable, irrespective of

ability to pay, to meet the cost of capital works from revenue; that the
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trading authorities will probably be able to meet increasing amounts
of capital expenditure from revenue; many territorial authoritiés who
are faced only with small items will be able to meet them ffom‘ revenue
but that loan finance will'st'ill be required to meet the major capital
works of the territorial and 'ad-hoc’ authorities,

Table No., B,..5 gives an indication of the relative amounts
met from loan finance and from revenue.‘ Reference to part 1 of the
Table shoWs that there is a tendency for the older‘establishad authori-
ties, e.g, Wairoa and Newmarke'; to meet- proportionately larger amount
ofcapital expenditure from revenue than the newer more rapidly
developing boroughs such as East Coast Bays and Tauranga, The
figures for the Makara County run completely against the general trend
for counties. This was brought about by the fact that the bulk of
capital expenditure in that Courty was carried out in respect or urban
development in the Porirua County Town and was secured over that
Town. In effect therefore, the figures for Makara could be looked upon
as the figures for a very rapidly developing borough rather ihén as
the figures for a county, It is of interest to note that since 1962 this
County has been disbanded; the rural portion being amalgamated with
the Hutt Ccunty while the urban areas have been constituted into the
new Porirua City. A further point of interest in the Table is the very
large amount of capital expenditure met from revenue by the Southland
County.

But probably the most important factor affecting the demand for

capital is population growth, The demand for capital for such works



~ Table No, B,,.5

(Part 1)

53

A Random Sample of Local Authorities Showihg the

Sources of Capital Expenditure

'All Figures as at 31 March 1962

Boroughs .

Kaitaia
Whangarei
Auckland

"East Coast Bays

Newmarket

Ngaruawahtia

Wairoa

Tauranga

Counties.

Mangonui
Waltemata
Whakatane
Stratford
Makara
Waimairi
Ashburton

Souihland

Total Figures

Boroughs

Counties

From Revenue

20,326
111,859
676,975

14,555

1,795

11,417

30,991
152,813

88,142
532,660
107,270
100,006
99,739
164,004
446,272

6,985,053
8,727,428

From Loan
16,264
45,104
1,670,458
124,790
96

129,066

260,531
5,420
54,656
116,629

5,545

8,374,768
1,517,766

(Report on the Local Authority Statistics of New

Zealand, Department of Statistics)
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Table No, B,..5
(Part 2)

Loan Receipts and Capital Expenditure

Electric waer' Boards

Year Loan Receipts Capital Expenditure
1939 742,015 . 776,296
1944 86,800 337,588
1949 1,318,864 1,682,750
1954 2,435,657 4,793,206
1956 2,862,077 3,912,211
1962 | 3,012,340 5,030,190

Harbour Boards Capital Expenditure

Year - From Revenue From Loan
1953 416,499 1,571,055
1954 362,259 1,102,811
1955 . 500,781 1,277,348
1961 792,866 3,238,292

(Report on the Local Authority
Statistics of New Zealand,
Department of Statistics)
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as housing subdivisions, hospital works and power reticulation tends
to be related fairly closely to population growth. | It can be assumed
that an area with a rapidly growing population will generally require
more capital than an area with a static population.

Owing to the diverse multiplicity of factors which intervene
it would be virtually impossible to derive any quantitative relationship
between capital demand and population growth., But we can, by
making an examination of figures for net debt per head of population,
produce sfatistios which may helb to demonstrate the position,

Firstly let us take the full number of debtless boroughs and counties
in New Zealand and examine their rates of population growth, The
fact that a local authority is debtless indicates that its activities
upon the market have been negligible for at least t_he past five years,
Table No, B...6 exciudes authoritics sitgated ih the Auckland Urban
Area where net debt figures are complicated somewhat by the presence
of the debt structure of the large number of 'ad-hoc' authorities
 meaning that territorial authorities in the Area would tend to show a
smaller net debt per head of population ihan isolated boroughs where
all the services are provided by the texriterial autho;ity.

The debtless local authotlties are for the most part very low in
the order of population growth but one or two notable exceptions are
obvious in the table. We see that the Halswell County has, in fact,
one of the highest rates of pepulation growth in New Zealand and vyet it

appears In the schedule of debtless authorities. This is probably
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Table No. B...6

.Net Debt per Head
As at 31 March 1966

.Pogulati_on S Net Debt ~ Debt per Head
Total Cogntigs - B79,210 10,706,831 . 12,17
Total Boroughs 1,578,170 66,251,766 | .- 41,98
Overall 2,457,380 . 76,958,597 31,31

Debtless Local Authorities

r—————

Rate of Population , Population

_Growth 1956-62 _ ag at 31/3/62
Opotiki County =~ 5.2 B 4,8’50 |
Uawa County o 1.1 1,740
Eltham County - 0.3 4,610
Waimarino County | —13‘.'7 - 2,270
Oroua Coﬁnty' ‘ - 1,1 | | 4,550
Walrewa County ' -12.8 - 7;86 |
Taterd County 86 o 7,980
Tuabeka\dounty -37.'4’ o 4,800
Kumara Boréugh - 3.1 430
Hampden Borough B 1,3 300
Lawrence Borough 0.8 ' : | 590

Halswell County 84,4 3,220



Table No, B...6 (continued)
‘ Local Authorities with the Slowest Rate of Populatioﬁ Growth -

Population Growth Population Net Debt Net Debt per

(the above figures are as
at 31 March 1962)

1856-61 Head
Hokianga County ~18.0 5,820 13,202 2,27
Clifton County - 6.2 2,580 27,155 10,52
‘Tuapeka County -37.4 4,300 - .
Waimarinq Goﬁnty -13.7 2,270 - -
Buller County - -10.5 4,040 29,860 7.35
Inangahua County - 8.2 3,060 14,472 4.72
Golden Bay County - 9.5 2,650 13,660 5.38
Waihemo County - 8.7 990 2,449 3.48
Palmerston Borough - 8.7 876 13,434 15.44
Naseby Borough -18.5 150 4,667 3.11
Vincent County -16.5 4,010 14,838 3.70
Walirewa County ~12,8 780 - -

(The above figures were compiled from
the Report on the Local Authority

Statistics of New Zealand - Department
of Statistics)

LS



Table No. B..;6 (continued)

Local Authorities with the Fastest Rate of Population Growth

Taupe Borough

Mt. Maunganui Borough
Taupo County

Kawerau Borough
Taradzle Borough
Havelock North Borough
Tawa Borough

Butt County

Upper Futt Borough
Halsweil County
“Waitaki Ccunty

Mosgiel Borough

(The above figures were as

at 31 March 1962)

Net Debt per

218,586

Population Growth  FPopulation Net Debt

1956-61 Head ,
84.7 5,760 521,898 90.60
48.3 5,690 264,305 46.45
35.9 12,750 14,772 1.15
63.8 " 5,390 199,636 37.0%
42,6 5,250 | 93,3501," j“15¢§7
37.0 4,050 75,656 18.68
78.2 7,600 520,152 68.44
45,6 32,400 943,862 29.13
37,9 17,550 1,064,483 60,65
84.4 3,220 - -
36.7 11,400 97,223 8.53
59.4 6,810 32,09

(The above figures were compiled from
the Report on the Local Authority

Statistics~of New Zealand -
Department of/Statistics)
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accounted for in the proximity of that County to Christchurch City.
.Although the County has taken some population overflow from the
City considerable areas of the Couniy hawve been abscrbed into the
City upén becoming buld up, meaning that the City has been com-
pelléd to bear the cost of servicing and thus leaving the‘ County to
cope with the purely rural areas of the district, A ‘sqmewhat similar
§ituation exists in the relationship betwoen Taleri Coﬂunty‘anc‘i the
Mosgiel Borough. |

A further interosting feature of the debtless local authorities is
'that‘they are nearly ali counties and the three exceptions are all
defunct Scuth Island boroughs.

The local authorities with the most rapid rate of population
igrow‘th, in c;;eneral, exhibit net debts far in excess of the standard
but here again ona or two interesting exceptions occur. Waitaki
Couhty has a very low net debt but the population figures for that
County have been greatly inflated bf,' the inflow of workers required
for the hydro-electric development. But the full cost of this develop-
ment has been met by the Government and has therefore not reflected
in the debt figures of the‘ County.

We see also that the Taupo County exhibits an abnormally low
net debt figure as compared with its rapid rate of population growth.
Development problems associated with that County were considered to
be of such a nature that the Government assumed virtually the full

cost burden and indeed it is only in recent years that the County has
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assumed the status of a fully autonomous local authority. The demand
for capital from this County has therefore been considerably restricted.

Local authorities with very slow rates of population growth
almost without exception exhibit net debts well below the overall
standard for the particular class of authority.

Thus in concluding this portion of the argument we can make
the point that a local authority with a high rate of population growth
will generally possess a demand for capital Which is in excess of the
average while the converse proposition is, ingneral, also true,

The figures for net debt which are given in Table No. B,..6
include the full funded debt of the local authority with the amount of

accumulated sinking funds deducted,

Regional Demand

‘We have seen that the demand for capital {s not spread evenly
throughout the different classes of local authorities. But at the same
time demand is not spread evenly throughout the Country. Some areas
demand more capital than do others. In Table No. B...7 we once
again resort to the net debt figures to demonstrate capital demand.
This Table sets out the debt of all the local authorities comprised in
the four major urban areas. The very heavy preponderance of demand
concentrated in the Auckland Area is clearly demonstrated by th_is
Table. For reference purposes we have also included, where relevant,

the population figures and these assist in showing the great
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The Net Debts of the Major Urban Areas

(as at 31 March 1962)

Auckland Urban Area

Auckland City

East Coast Bays Borough
Birkenhead Borough
Northcote Borough
Takapuna City
Devonport Borough
Henderson Borough

Glen Eden Borough

New Lynn Borough
Newmarket Borough
Mount Albert Borough
Mount Eden Borough
Mount Roskill Borough
One Tree Hill Borough
Onehunga Borough
Ellerslie Borough :
Mount Wellington Borough
Howick Borough
Otahuhu Borough
Papatoetoe Borcugh
Manurewa Borough
Papakura Borough

Walitemata County
Manukau County

*Auckland Harbour Board
Auckland Harbour Bridge Athy.

Auckland Transport Board

Auckland Electric Power Bd.
Waitemata Electric Power Bd.

Auckland Drainage Board
North Shore Drainage Board

* As at 30 September, 1961,

Net Debt

13,506,966
462,774
317,420
229,974
482,304
232,220
275,812

95,288
225,239
157,768
$50,480
256,475

1,268,055
249,784
403,308
111,768
421,361
237,795
244,471
417,084
397,318
167,841

642,619

6,578,557
6,389,040

2,550,470

3,961,022
1,902,812

‘12,170,884
1,210,102

£58,728,154

Population

145,000
10, 000
8,030
5,780
21,000
11,000
4,260
5,370
9,080
1,810
26,000
18,350
31,000
12,850
16,200
4,420
16,650
6,940
8,800
18,900
12,550
8,740

58,100
32,000

492,930

——
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Table No. B...7 (continued) (as at 31March 1962)

* As at 30 Septemberl91,

Wellington Urban Area Net Debt Population
Wellington City | 19,071,525 124,700
Lower Hutt City 2,645,951 54,000
Upper Hutt Borough 1 ,064,483 17,550
;Pet_orie Borough ‘ 11.36;, 051 9, 840
Eastbourne Borough 154,400 2,640
‘Tawa Borough 520,152 7,600
‘Hutt County - 943,862 32,400
Makara County f;u"/:,_'eséa 148:; 250
Hutt Valley Drainage Board 1,686,349 '
*Wel;lingtbn Harbour Board 1,276,038
Hutt Valley Power Board 1,431,422 ~
£19,537,893 ée?,aao
—_— —
Dunédin ﬁrban Arca
Dung&in City 6,358,407 73,700
Mosgiel Borough 218,586 6,810
St. Kilda Borough 12,759 6,590
Port Chalmers Borough 88,734 3,120
West Harbour Borough 31,832 2,300
Green Island Borough 138,753 5,310
*Otago Harbour Board 755,604
Dunedin Drainage Board 558,955
Taieri County , - 7,980
| | £8,163,630 105,830
ARG e



Table No, B...7 (continued)

Christchurch Urban Area

Christchurch City
Riccarton Borough

Lyttelton Borough .

Paparua County
Waimairi County
Heathcote Cecunty

Halswell County

Christchurch Transport Board
Christchurch Drainage Board

Lyttelton Harbour Board

Christchurch Lyttelton Road
Tunnel Authority

63

(as at 31 March 1962)

Net Debt

3,456,219
86,791
36,525

201,647
602,243
52,586

647,708
4,736,333

2,607,560

2,412,330

£14,869,642

o —

Population

153,500
7,320
3,380

16,500
43,000
G,470
3,220

233,390

=

(Report on the Local Authority

Statistics of New Zealand -

Department of Statistics)
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divergence in the sizes of the various authorities making up the

different urban area.

Demand as Between Long Term and Short Ter'm: Capital

-~ In some periods long term finance i.e. say, for terms of
twem:y five years and upwards, may be more readily obtainable than
simr; term ftnaﬁce while at other times the converse situatidn may
apply. Broadly speaking, however, short term capital is mére readily
oi)tainablé than“long term finance,

, The Lccal,Authorities Loans Board has adopted a policy of
limiting theé loan term to the life of the asset subject rﬁatter of the
.lc;an’.‘ But in any event it will not, except in very special circum-
sfahées , grant terms in excess of twenty—five years. These
cifcumSFa’nCeg are confined to those cases where a very expensive
and duréble ééset is to be construc_ted;

Ideally then, the authorities WOﬁld pfefer to place‘alli of their
issues at the maximum term permitted by the Loans Board but very
frequently market conditions prevent them from doing this and an
authority is often forced on to the market with a series of maturities
carrying different rates of interest. This is designed t’o éatch the
different classes of lenders some of whom prefer long term, some
medium, and some short.

Prior to about 1950 the authorities were able to raise most of

the money they required from the institutions . A few, however,
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especially the larger bodies, explored the open market and more or
less succeeded in"placing iheir issues there without excessive ad-
vertising and without the aid of underwriting. About 1950, however

‘a gradual tightening of the market set in and this forced many of the
authorities, small and large alike, on to the open market, This meant
that many of the smaller authorities were unable to raise finance at all.
If also meant that maturities of a much shorter term had to be offered
-and this in turn gave rise to still further difficulties. Assume that
there are merely two rates of interest operating i.e. a short term

rate for periods up to five years and a long term rate for terms of five
years and over. Now, if, in such circumstances, a loan is placed
upon the open market in one issue the six year maturities will be sold
first as that is the shortest term at the maximum rate of interest.
After the six year maturities all the short term stock will sell and
after that the maturities of up to ten years. This could mean that,
after several months of intensive advertising the authorities ﬂr_ﬁi
themselvé,s with a heap of long term maturities upon hand which they
cannot dispose of. But the Loans Board has taken action to rectify
this situation and it will generally permit only a certain portion of an
issue to be sold upon a six year term. At the same time it has
permitted the authorities, in certain circumstances, to borrow for
terms longer than the repayment table of the loan. Thus an authority
may be permitted to borrow for a ‘term' of ten years upon a table of
repayments based upon a term of twenty years. This means, of

course, that the loan would have to be refinanced at the termination
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of ten years by means of a renewal loan, This practice is frequently
resorted to in thoge times when long term finance is difficult to obtain.
It has however, many inherent disadvantages, e.g. the necessity to
raise renewal loans may inhibit the raising of new loans for
essential construction works and may create artificial surges in the
market, ‘At the same time there is a tendency for renewal issues to
be somewhat more difficult to raise than loans for new works because
as”‘they cannot be associated with scme sbeciﬂc project they tend to
lack 'glamour appeal'. The use of renewal loans is at its best merely
a palli’étivé and does not provide a sound sclution to the problem of
the lack of long term ifinance. Furthermcre the overall financial
structure of the local authority is not designed fo borrowing upon short
term.
The 1962 Annual Report of the Local Authorities Loans Board
contained the following comment upon the subject of renewal loans.
“The easing of the money markei noted over the past year has
undoubtédly benefited those local authorities with major works
projects under way. In future years, however, the problem of
raising loan.money is likely tc be accentuated by the necessity
of many local authorities to refinance a large portion of maturing
loans originally raised f.ér six and ten years from 1952 onwards
but with loan repayments or sinking fund contributions based on
longer ultimate terms. The next few years should be critica.l

ones in this respect.
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"Thg financing of these renewal loans is an obligation which
cannot be evaded and will take precedence over the financing of
loans for new works, A major problem is therefore likely to
arisé although it may be offset to some extent by monéys '
available from repayment of loans after any reinvestment by
‘h;:;lders of maturing loans. These mcﬁieys will form a pool
from which local authorities will ke able to draw in competition
with other seétions of the capital market,
The immediate problem, however, will be to obtain sufficient
money tc meet those balances i the maturing loans which have
not been reinvested by previous holders and at the same time
obtain sufficient money to enable the authorities to continue

with approved capital works, "

The Tablé No. B..,B sets out the amounts sanctioned for renewal
loans together with the amount sanctioned for works loans for the
respective year. We note that in the depression years of the early
thirties the amounts sanctioned for renewal loans greatly exceeded that
sanctioned for works loans. This indicates, firstly, the lack of
capital formation in those years, secondly, the general paucity of
finance and thirdly the tendency of investors to invest short term
ratherthanlongterm. It éhould be pointed out that relatively heavy
works expenditure took place in the late twenties and by the early
thirties there was a need to refinance this expenditure. A somewhat

analogous situation could well arise in the mid to late nineteen
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sixties as indicated in the tract from the Loans Board Report.

The Demand for Very Short Term Finance

As far as the demand for very short term finance is concerned
we once again see that market conditions have forced doubtful
practices upon the authorities. But the ‘démand for very short term
finance is really a question,of the hvpcthecation of debentures and it
is this which must now take our attention.

The hypothecation of debentures is carried out in accordance
with the provizions of section 65 of the Local Authorities Loans Act
1956. In effect it is a process whereby an authority is able to
mortgage debentures and thereby raise {inance for a very short term
" beiore the 1c>an‘itse1t' is raised, A The amount raised by way of hypo-
thecation remains a first charge upon the loan when it is raised.
Hypothecation finance is generally provided by either the trading -
banks or the National Provident Fund.

Now in times of market stringency there is a tendency for
authorities to resort to this type of finance upon an undesirable scale
and cases have occwred of the instrument of hy,potheca,tion, being
renewed, for what at times, amounts to an indefinite periqd. This
means that a local authority may be using say trading'b_ank finance to
cover the cost of capital works, a situation which most would agree
is quite ﬁndesirable. This condition is somewhat analogous to that

which has existed in the field of company finance where companies
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have been forced to resort to overdraft accommodation to carry out
development works because of the lack cf suitable long term finance.
A further disadvantage of hypothecation is the term aspect in relation
to the life of the asset. Hypothecation means that the term of the loan
as sanctioned by the Loans ‘Board is extended by the amount of the
period oi the hypotheca'tién. Hence it would be possible to have an
asset with an anticipated life of twenty years the subject of a loan
Qf thirty years.

Although very short term borrowing may be technically undesir-
able there can be no doubt that from a practical point of view it is
vitally necessary that the power to hypothecate debentures should
exist. A local authority‘is frequently called upon to meet expenditure
at very short notice and may be unable to raise the necessary finance
upon the market in the time available, At the same time the power to
hypothecaté tends to put a degree of flexibility into the market as a
broker is able to make use of the process to tide him over when he
sees that some suitable long term finance will be available in a few
months time,

Although short term borrowing by local authorities may be
undesirable the same certainly cannot be said of short term lending
and indeed it is vitally necessary that there should be a repository for
the funds of the authorities which are not immediately required to
coVer payments. A short term money market is espécia.lly necessary

in those times when finance is difficult to obtain when an authority



Table No. B...8

Weorcks and Redémption l.oans 'Sanc,tioned'

Year Ended . Sanctioned
31:March . Works ' Redemptions -
1928 3,212,185 1,048,796
1929 3,866,551 809,221
1930 3,563,842 967,875
1931 1,766,256 838,901
1932 781,195 2,483,810
1933 406,521 2,348,231
1934 917,560 2,744,245
1935 1,585,440 2,379,955
1936 1,550,690 . 2,051,790
1937 2,411,358 430,313
1938 3,098,445 -+ 122,758
1939 3,012,872 1,188,525
1940 1,701,460 355,800
1941 2,709,505 1,602,670
1942 1,898,096 1,391,728
11943 1,497,120 1,121,000
1944 1,349,335 2,359,755
1545 1,737,807 698,120
1946 2,643,935 243,235
1947 7,289,436 1,106,430
1948 6,022,034 1,459,880
1949 6,977,289 1,542,177
1950 6,602,220 761,957
1957 9,242,938 485,550
1952 13,891,297 1,029,246
1952 17,853,560 196,330
1854 23,982,810 300,204
1955 25,818,955 448,971
1956 15,462,255 437,400
1957 17,232,790 30,000
1958 25,799,656 850,000
1959 20,537,646 542,100
1960 28,972,797 236,800
1961 34,648,500 474,505
1962 24,042,760 1,800,580
1963 25,752,975 3,578,589

(Annual Reports of the Local Authorities Loans Board)
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may be compelled to raise funds beyond its immediate needs simply
because they happen to come along with the fear that when it does

require the capital it may not be able to obtain it.

The Re-organisation of Local Authorities

The re-organisatio;x of iecal authorities would possibly have
sofne effect upon the dema‘nd for capital, This matter can;be looked at
froﬁl two distinct angles, . filfetly there is the problerh: of the, small
local authority which car:m‘ot ebtain fieance. Re-—orgahisat:ion which
had the effect of elimirﬁating such bodies would, of cours‘;e,‘ mitigate
this problem., But to be effec;tive the re~organisation vwoulld have to do
away with virtually all of the smaller authorities because if a few only
were amalgamated into lérger; units the remainder mayi beeompelled to
compete for capital agaiﬁst a’ larger number of bigger‘autherit’ies.
Sec ndiy there is the angle of total demand. Anialgerﬂatioh eould
probably bring about some decrease in demand from the overall point
of view. At present manfy‘ sex;'vices are duplicated and amelgamatlon
could probably prevent (s’uoh c%luplication. Examples of ‘thi;s exist in
such ‘-items as administretive ybﬁildings and units of heavy ;plant
(which: frequently has to :remein idle for large parts of the ;year) which
eould_ well serve local authorities many times the eize-of thoseé which
they are at present servi;'xg wjithOut the expenditure of any :'further

capital. The best example of this exists in the Auckland Urban Area

where some thirty authorities all support their own administration
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buildings, It must be admitted that someattem‘pt has been made to
pool items of plant sc that they may be more efficlently used, but this
practice has not yet been carried to any great lengths. A further
example of duplication is contalned in the generation of electricity.
Several instances exist of small boroughs, which are ‘com;‘ﬂetely
surrounded by power boards, generating their own electricity.

A larger authority is in a position to let larger contracts and
can usually effect some saving in this respect. However the use of
ad-hoc authorities and in particular the Auckland Drainage Board has,
in some cases, done away with the need for several small bodies to
each provide themselves with the same service.

The growth of county towns over the past few years (there are
now over one hundred of these bodies in New Zealand) has probably
increased the demand for capital. Being a legal subdivision a debt
can be centralized over a county town and many cases exist of county
towns carrying net debts per head far in excess of those of their
parent couniy., The element of local autonomy brought about by the
assumption of county town status has doubtless resulted in a consider-
able amount of borrowing taking place which would not otherWise have
occurred, Many county towns are situated on the outskirts of large
urban areas and have developed along urban lines. Such a situation
means a greater demand for finance than would be the case if the area
of the county town lhad been amalgamated with the urban area, But on
the other hand some saving of capital may result if some of the smaller

boroughs assumed the status of county towns,
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THE SUPPLY OF CAPITAL

This section considers the sources from which the local
authoerities obtain their capital finance. The lenders of finance to
local bodies may be divided into three separate groups. On the one
hand we have the open market, i,e. the small lender; the elderly
widow, the family trust, the education trust, or the farmer with a féw
hundred pounds to spare, .Secondlry we have the institutions, the most
notable of which are the insurance companies and the trustee savings
banks. Most of these are under some degree of legislative
restriction but are generally free /to determine their own investment
policy. Then we have the state lending institutions which play a
vital role in the field of local body investment. These include the
State Advances Corporation and the National Provident Fund. The
investment policy of these institutions is considered in detail in this

section.
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These sources of supply are not static, they tend to change.
over the years. At one point of time the insurance companies may lead
the field as iﬁvestors in local authority stock while a few years later
the small lender may have captured their position. Different factors
have different effects upon different lenders. Thus trading banks are
more likely to be affected, as lenders, by economic fluctuations than
are say, insurancg cornpanies. Insurance is now socially and
economically desirablé and pefsons will take but life and fire
insurance as a prime necessity in business management and
irrespective of the prevailing economic conditions. Insurance
companies also possess an advantage in that they can frequently
exert pressure upon a poténtial borrower ‘(especia.lly a house property
mortgagor) by refusing to lend moneyﬁunless the‘y‘ have a polbicy as
collaterél security. Iﬁ times‘ of ﬁarket stringency the staté lending
institutions, and espec.ially. thé National Provident Fund, assume a
greater degree of nnpgnance. The Nationél Provideht Fund is to a
large extent a lender of last resort.

| It has been stated elsewhere that the authorities prefer to

raise loans with an amortisation period‘as long as possible so that
the ahnual repayments may be kept as low as possible, Although this
is thé case as far aé ’demahd for capital is concerned when we come
to consider the supply of c.apital it 15‘ desirable to have loans upon as

short an amortisation period as possible.
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"The Board also wishes to draw the attention of local

bodies to the desirability, under present conditions,

of shortening the amortisation period for their loans

wherever possible. By so doing they will help to swell

the volume of ‘monéy becoming a\}ailable from their

 maturing debentures or their sinking fund contributions
. for reinvestment in new projects."”

(Annual Report of the Local Authorities Loans Board)

'It is posvsible to visualise a perfnanent 'pobl' of funds being
established into which would be\pa.id all local authority loan
repayments and from which the authorities would draw when they
required money. Such a 'pool’, to borrow a term from the natural
sclences, would be in a constant state of 'dynamic equilibrium',
This state would only be possible if loan repayments were equal
to or exceeded borrowing and would depend upon the fund being
reserved exclusively for the use of local authorities., Table No
C. .1 shows the amounts upiiftéd against the amounts repaid.
in 1953 the difference between the two was about 7.6 million ;
in 1958 the difference was 17,4 million while in 1963 it had risen
to about 20 million, There is certainly no indication at the present
time that i:he annual amouxit repaid will equate to the annual amount
uplifted. |

- Table No C,.2 (paﬁ 1) sets out in summary form the sources
of funds raised. The steadily rising amount that is made available
by the Na’ﬂonal Providexit Fund is clearly éx}ident while it can be
seen that the amount that is coming from the State Advances
Corporation, which is increasingly turning itself into a specialised
lender, is tending to decline. The sma_ll lender is retaining a
pre—eminent position but the insurance companies are also trending

down while lobal authority investment in the issues of other local
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Table No C..1

Amounts Uplifted As Against Amounts Repaid

£ millions

Year Amount uplifted ~  ~ Amount repaid
1953 11:6 4.0
1954 16.6 4.7
1955 12.8 5.5
1956 15.0 5.1
1957 20,4 6.6
1958 24.4 7.0
‘1959 24.7 7.4
1960 30.0 8,0
1961 26.9 8.7
1962 21.1 ‘ 10.0
1963 _ 29,4 * - 9,5 *

* estimate only

(The above table was compiled
from figures contained in the
Report on the Local Authority
Statistics of New Zealand -
Department of Statistics; and
the 1963 Report . of the Local
Authorities Loans Board),
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authorities is remaining fairly constant. Other sources
contribute little and are likely to remain small investors in

the local authority sector. Thus we could summarise by

saying fhat insurance companies and the other institutions,
excluding the N’ational Provident Fund . 'are declining asv‘ | o
investors in this sector while the gap is bzing filled by increased
investment from the National Provident Fund and the private
investor,

‘Parts 2 to 8 of Table No C..2 show an interesting set
of figures, v They are, however, of limited value because they
refer only to one quarter of ona year. Later and more broadly
based figures along the séme lines have not been prepared and
the figures shown seem to have been drawn up specifically for
the use of the Royal Commission on Local Authority Finance.
These tables are designed to show differences in the sources
of supply as between authoritiss of differing cizes.

Looking at the figures shown for counties we find a
humbe‘r, of significant features.. Jne feature is the relatively
small amountraised by counties as compared with other
authorities,  We see that counties with incomes between
£100,000 and £200,000 raised an amount of £142,000 out of a
total amount raised by counties of £328,000 but the great bulk
of the counties would fall into this income group. Counties
with incomes of less than £50,000 obtained 33% of the total
amount that they raised from the State Advances Corpoi'ation;
counties in the next wealthiest groups raised 8%, 32% and 16%
respectively of the total amounts that they raised from this
source, while counties overall gained 21% of the total amount
that they raised from this source. The bulk of this finance

would have been supplied for rural housing purposes which is
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a fai:rly' prevailent item of expenditure especially among the
sr;iallér more rural cbunties. Finance for this purpose is made
available by the State Advances Corporation at a reduced rate
of interest. | | o |

| ”Perdent"ag“es of total amounts raised from the National
Provi‘de;nt Fund show a steady trend downward as the counties
increasé in size, thus 44%, 31%, 27%, and 7% respectively,
We note that iliere is a similar trend in the figures for
boroughs and power boards, Harbour boards raised nothing
at a11“ fj;dm this scurce while hospital boards raised very little.
This demonstrates fairly aec151Vely thie National Provident
I-‘und's» role as a lender of last resort, assisting those
authorities which are unable to raise finance from other sources.,

Hospital boards were successful in raising a substantial

portion of their finance ifrom private investors but harbour and
power boards also obtained a fair portion of their borrowings
from this source. This tends to indicate the ‘glamour appeal'
attached to these authorities. It is seen that the larger
harbour boards tended to gain a greater portion from insurance
companies while the smaller boards tended to get more from
private investors, This is probably accounted for by a few
very large issues from the major boards which were too big to
be floated upon the open market. In the case of power boards
the poftioxi obtained from private invés‘tor‘s increased as the
p‘ow‘ervboa‘xrds increased in size.
~ We must now go on 'to'co‘nside’r in more detail the various
sources from whlch the authorities obtain their Aiunds and this

will involve a study of each source 1n turn.



THE SOURCES OF FUNDS RAISED

£ millions
Amount Raised to 31 March

Source of Funds

1960 1561 1962 1963
State Advances Corporation 2.01 - 1.79 - 0.62 0.93
National Provident Fund 2,87 3.95 - 4,27 6.44
Insurance Companies and ‘ o L
Other Institutions 9.73 9.5¢0 3.96 4,92
Other Companies 1.77 1.11 0.40 1,28
Private Investors - 11.88 8.53 - 9.83 14,78
Local Authority Fund 1,02 1.24 1,67 1.36
Other Sources G.78 1.03 G.50 0.45
20,25 30.17

£ millions . 30.16 27.15

(Arinuzl Reports of the Local Authorities
Loans Board 1963).

Table No C..Z. (part 1)
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ANALYSIS CF LCANS BAISED BY LOCAL AUTHCRITIES

CURING SEPTENBER QUARTER 1557

9 T -,

1. Leoeal Authoriities with annual rev

Source zf Fundsg

N
W SUDT Y

y

=
=

5

nues under £50,000 (excinding carpital receipis).

Borrowing Anthority

Earbour Hosgpital Fire

Other

=3

Bosrds Boards Eoards
Stete Advances Son, o £d i3 19 2 G
Watiznal Provident Fé. 2 157 23 7 22 257
Insurance Coys, eic.”* 3 27 10 57 117
Private Investors © i 35 a7
Total for Tuarter 13 252 £8 i0 34 34 547

* Inciudes savings banks, trust companies, building sccicties and trading banks.

* Includes scme public issues where sources were not shzwn.

Table No. C..2., (part 2)
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2. Local Authorities with Annuz! Revenuves between £50,057 and £100,000 (éxcluding capitai receipts)

Source of Funds Borrowing Authority : ('3 027)
Countizs Boroughis Power Boards - - - Total
State Advances Corperation S 4% : 56
Lozal Authoritles 2 5
Naticnal Provident Fund ch 22 85 B
Insurance Compenies * 4% TR 113
Cther Companies » 4 4
Private Invesiors © il 12 £ 29
Other sources < S
Total for Tuoarcer SE 165 51 241

* Includes savings banks, trust companies, building societies, and trading banks.
= = <)

" Includes some public issues where sources ware not knova,

[47]
7]

Table Mo. C..2. (part 3)
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3. Local Authcorities with Annual Revenuss

Scurce of Funds

U

‘l‘_, . AT AN ¥ ks I n Yy oY ~
botween £100,000 andg 2220,000

{

Borrowing Autherity (£300)

Souniies Borouchs Power FEarbour Heospital Total:

State Advances Corpn. £5
Local Authoritizs g
Naticnal Provident Fund 39

Insurance Companies®

Cther Ccr:panies

o
[§:]

Private Investicrs ©
Cther Sources

Total for Guarier 142

* Includes savings banks, irust companias.

fele
* Includes scome public issues whsre sours

Table No. C..2. (part 4)

Boards Bgards  Boards
15 35 95
2
87 1258
58 47 §5 197
2 2
52 53 132 14 350
17 17
g4 115 247 105 807

AY
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4., Local Authorities with Annual Revenues between £20%3, 200 and ESGD,OOO‘ (excluding capiial receiﬁfs)

Source of Funds Borrowing Authcfities , o ._ {£500)

Coumt_ies Boroughs Bridge Athy. & Power I—iarbour" Heospital Total
Urban Drainage Boards Boards Boards

Beards

State Advances Ccrpn. 12 11 13 41
Local Authcritics 1 2 23 32
MNational Provident Fund g 1 7 45 58
Insurance Companies etc. * 43 nd D22 25 235 13 1,07z
Cther Comeanies 13 L7 51 i 122
Private Investors ” 3 152 RS oil 123 150 1,025
Cther socurces 12 142 152

Total ior Luarter 72 2475 1,023 £12 228 128 2,528
* Inciudes savings baaks, trast companics, bullding sccieties and rading banks.
" Includes scome puklic issues where sources were not shown.
(iicte for convenience the urban drainage boards have been inciuded in this sectica; their 1853-55 o

(0]
revenues ranged from £590 to £353,300.)

Table No. C..2. (part 5)
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5. ZLozal dcztherities with Annual Heover

20,000 {excluding capitel receipts)

Source -f Funds

pofcuchs S Urban Total

Transport

Boards

State A:«f;:: 25 2=
LocaiAuthsritie | 177 3 20 202
NHaticonal Provident Tuns 27 o4 ik 127
Insuran e Companies * 532 53 281 21 14 934
Cther Companias Yo H 4 71
Privete Invesiors -~ 278 287 51 Z7E 213 1,187
Ciher Sources ! 24 1% 2 83
Total for Tuasier 1, £22 5582 AA4Z 51 2,513

Table No. C..2. (pari &
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6. All Local Authorities.

Source of Funds

State Advances Corporation

Local Authorities
National Provident

Insurance Companies etc. *

Other Companies
Private Investors "

Other Sources

Fund

Total for Qﬁarter‘

Borrowing Authorities o (£000)
Counties Boroughs Power Harbour Hosgpital
‘ Boards Boards Boards -
71 128 47 35
12 179 11 48
82 339 223 15
94 758 142 566 136
87 1 53 18
69 781 622 377 489
53 - 10 159 31
328 2,325 1,056 1,238 689

*Includes savings banks, trust companies, building societies, and trading banks.

"Includes some public issues where sources were not known.

Table No, C..2.

(part 7)
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6. All Local Authoﬁties (c;ontinued)

Source of Funds Borrowing Authorities - (£000)
Fire Boards  Bridge Authy. & Urban  Other  Total
Urban Drainage  Transport
Boards Boards

State Advances Corporation 10 . 2 293
Local Authorities ' 250
National Provident Fund 7 7 32 705
Insurance Companies etc.* 67 631 10 ‘2,404
Other Companies ' 47 208
Private Investors " 332 41 2,711
Other Sources 10 261

Total for Quarter 84 1,027 51 34 6,831

* Includes savings banks, trust companies ,' building societies, and trading banks

* Includes some public issues where sources were not shown.

Table No. C..2. (part 7) - continued
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7. The total distribution according to size of local authority of the funds raised from each source was...

Size of Authority by Revenue State Local National Sub-total
Advances Authorities Provident '
Corporation

1. £0 - £50,000 76 267 343

2. ESO‘,OOO - £100,000 56 3 127 186

3. £100,000 - £200,000 96 9 126 230

4, £200,000 - £500,000% 41 32 : 58 131

5. Over £500,000 25 205 127 357

293 250 705 1,248

* Harbour Bridge Authority and urban drainage authorities included here for convenience.

Table No. C..2. (part 8)
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7. The__“ total distribution according to size of local authority of the
funds raised from each source was... (continued)

Size of Authority‘by Revenue  Insurance ' Other Private | -Qpher © Total
Companies stc,* Companies ~ Investors" - Sources = -

1. £0 - £50,000 117 87 547
2. £50,000 - £100,000 113 4 | 29 9 © 341
3. £100,000 - £200,000 197 : 2 360 17 807
4, £200,000 - £500,000 1,073 132 1,036 152 2,523
5. Over £500,000 904 71 1,197 85 2,613

2,404 208 2,711 261 6,831

* Includes savings banks, trust companies, building societies, and trading banks.
" Includes some public issues where source was not shown.
' Harbour Bridge Authority and urban drainage authorities included here for convenience,
(Parts 2 to 8 of Table No, C..2 were taken

from the Report of the Royal Commission
on Local Authority Finance.)

Table No, C..2. (part 8) - continued

88
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The Small Lender

The small lender has retained his pre-~eminent position as a
contributor= to Iocal authority stock and in the year ended 31 March
1963 he co.ntritfmtéd some 49% of thé total amount réiséd. The other
parts of Table ,i\To. C..2 show the distribution of thé small lender's
contributio_nj h'ijthe Septemb& Quarter 19.57. Boroﬁg:h‘s,'power boards
and hospital béards obtained more finahée from' the ‘smya>11 lender than
from any othefi}source in this period and the larger ‘authﬁritles tended
to obtain av‘.'ér_e_éter propdrtion of their finance frpm thi§ source than
did the smallef bodies. This latter poiﬁt is ﬁQMbly acéounted for by
the fact that t"h:e larger authorities woula have 'moré 'réason to resort to
publ_‘i;c issués_ than the smaller bodies a..'nd Qouid tend to be more
sucééééful at‘ faising money on public issué. v’ﬁnfortunately no figures
are ,‘a_vé'ilable “vf\jrhich set out the sourceé of :l‘oan‘ finance as between
rural(é!id urbar; authorities., It is proba'l‘)le',v however, that such
figures 'Twould show that as fa‘r as the smal;gr éuthorities are con-
cem_eﬁ it would be mainly rural bodies who dréw finance from the
smaIl lender. As stated earlier many o'fkthe snialler authorities in the
larger ﬁrban areas are forced to resort to the in:stitutions té ,}obtain
finance because of oéposition from the larger authorities.

In many resp‘ecfs the - private investor does not represent a very
satisfactory source of funds. Most of i:he‘ﬂna'nce contributed by the
small lender comes from ‘certain. fairly well d,efined groups. The

farming community provides a considerable amount of finance to the
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‘smaller counties and would doubtless figure large in the lending to
the pd‘ifv"er:boaxr'ds" (which are essentially rural) and possibly to the
“harbour boards. Being authorised trustee investments local
" authority loans attract a considerable amount of finance from such’
things as ‘fam'ils‘r trusts ahd»education’fouhdati‘ons; Included among
the private investors would be investment from maﬁy ciiffereht clubs
and socleties, e.g. the New Zealand Rugby Union has made some
finance & available for the purpose of erecting grandstands and setting
“out sborts grounds. Quite a number of small investors prefer to
‘purchase stock upon the stock éxdhaﬂge rather than invest in'an
“initial issue. This can have the double advantage in that it may
mean a shorter maturity period together with (in some instances)

a higher return, This could be the case in tirﬁes of great market
stringency when difficulty is experienced in disposing of stock and
sellers are prepared to unload at a considerable diééount. But some
institﬁtions prefer to invest in initial issues merely to assist the
authorities even when they could obtain a highef return by purchasing
old securities,

One of the major disadvantages of the small investor from the
point of view of the local authority is that generally, he is able to
place only a very small amount in an issue and this tends to add
somewhat to the administrative expenses involved in the issue. At
the same time the open markét means that expenditure will be involved

in advertising but at the same time expenditure by way of procuration
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fees will be saved. But the biggest problem associated with raising money
from the small investor is the term aspect. A small lender does not usually
like to héve his finaﬁce tied up for lengthy periods of time. Thus he will
attempt to invest for a;s short a term as possible but at the same time to
bbtain th‘e highest poss‘iblle’return. A corporation, on the other hand, has
pérpetual existence. and does not have to be concerned v;rith. any difficulties
which might arise in respéct to the liquidation of long term investments
upon the death of the iﬁvéstor.

But a further feature associated with the small lender is that he is
not spread evenly througﬁout the country. A local authority in the Auckland
or Wellington areas would probably experience considerable difficulty in
raising finance fronﬁ this source while a small borough set in a farming
district, a rural power board, or a backwoods county would find that it
could raise quite a stéady amount from the small .l.ender. In considering
investment by 1nstit;utions the geographical location of the borrower is not
generally an important matter but the small lender is at his best’ in those
districts where the level of individual income is higher than the national
average, Tablre No. C..2 tends to confirm this contention. From part 7 .of
the Table we can calﬁulate the amount raised from various sources as a
percentage of the total amount raised for each of the various classes of
authorities. We see that the hospital boards which are a combination of
rural and urban bodies lead the field with 70,9% of the total amount raised
coming from the small investor., They are followed by the electric power
boards with a total of 58.9% raised from this source. Power Boards are

essentially rural authorities.
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The large amount raised from the small lender by the hospital
boards leads us to a further interesting characteristic of the private
investor and that is his subjection to 'glamour appeal'. A small
lender is swayed by the thought of a new library or town hall while
the prospect of a new sewerage system will hardly excite him at all.
The security backing of a loan for sewerage works would of course be
no different from that for any other loan. An institution is not subject
to pressures of this nature.

Local patriotism is a fea’ture of the private investor, Provided
the investment opportunities are offering there he will tend to place
funds in the area where he resides or where the bulk of his assets or
interests are situated, Once again the institution is free from this
characteristic. The trustee savings banks are local institutions and
they certainly invest the bulk of the funds that they have available
in their own areas; this indeed has been one of the major arguments
advanced by those seeking to get these institutions established in
the smaller areas. On the other hand the insurance companies place
their investments upon a nation wide basis. Most of the investment
policy of the individua1 insurance companies is directed from their
Head Offices the bulk of which are situated in Wellingtoﬁ, but their
investments are not by any means limited to the localities in which
their offices are situated. The National Provident Fund and the'
State Advances Corporation also operate upon a nation wide basis.
It should be pointed out that institutions are subject to some dis-

advantages not possessed by the small investor e.g. many insurance
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companies prefer to place their funds into the avenues from which
thej obtain their businéss. This applies also, although to a much
lesser extent, to the National Provident Fund. Some institutions,
e.g. the State Advances Corporation, will oniy lend money for certain
set ciasses of projects. |

As a large proportion of the funds ‘contributed by the small
lender are derived from the farming community this source of finance
is likely to be very sensitiiré to changes in the prices paid for farm
products. Insurance on the other hand is an economic and social
necessity and people will tend to insure despite the state of the
economic barometer. Thus insurance companies tend to be somewhat
more immune to fluctuations in income than is the small investor. At
the same time institutions such as the National Provident Fund and
the State Advances Corporation, which are subject to Government
controlb, can frequently operate against the market trends and thus
help to iron out fluctuations. The small investor is of little value in

this respect.

Local Authority Fund

The local authority fund figures show the volume of finance
contributed to local authdrity loans by other local authorities, i.e.
inter authority lending. This is carried out at present upon a fairly

limited scale and in most cases the lender is concerned with
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investment mainly for the purpose of building up such things as
depreciation and renewal funds. In some respects the practice of

one authority investing in the stock of another is not to be commended
because if it was carried out upon anything like a widespread scale

it wéuld ‘n‘t‘eén that large amounts of local authority debt were secured
merely upon the rating potential of other local authorities,

In the case of territorial authorities géneral rating revenue is
assessed fnerely to cover the estimated expenditure of the particuar
authority for the year in question and a local auihority could not
collect rates simply for the purpose of investing the money. In
respect of the trading undertakings (e.g. electrical works) of the
territorial authorities 1t: is necessary to provide for the depreciation
and renewal of assets and to this end sections 133 and 140 of the
Muhicipal Corporations Act 1954 enable the establishment of
deprevciation and reserve funds for each such undertaking. Sections
128 and 129 of the same Act enable a municipality to set up fire and
accident insurance funds and grant a general power to invest the
funds. This would almost certainly give local authorities the power
to invest these moneys in local authority stock.

In the case of the revenue producing authorities the scope for
the general investment of surplus funds is much wider. Thus for
example section 53 of the Harbours Act 1950 grants to harbour boards
a general power to invest tfading profits and analogous powers have

been granted to power boards.



95

At the present time this source of funds is very limited but as
the major ‘revenue producing 6uthorities work off their present debt
they should have increasing amounts ’available for investment and
large émounts of this will doubtless go into the debenture and stock
of other local authorities. Unlike the te;ritorial authorities which are
forced to rely mairily upon rating income there is virtually no limit to
the profit which a trading authority can make and it is quite likely that
in the near future we will see an increasing volume of finance flowing
from the trading authorities to the territorial authorities, This could
mean that other sources of funds which at present supply local
authorities could be left free to invest their money in other sectors of
the market.

It would be possible for a territorial authority to invest profits
from its trading undertakings in its own debentures which had been
issued for a loan for a general purpose, i.e. a purpose not connected
with the particular trading unde:téking. This would mean that the
investments of the trading undertaking would be secured upon the
rating potential of the same local authority. This situation would be
even more undesirable than a territorial authority investing in the

loan issues of another ter‘ritorial authority.

The National Provident Fund

The National Provident Fund plays a vital and unique role in
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the fig}d ‘of ‘local“ a‘uthorv.it.y lendj.ng‘ Although ostens;bly an
indepengl__e,m instiﬁtutionv,_ established,under its own. empowe;ing act

it is, in point of fact, very subject to Government policy and as such
‘is-; in a pog.ition:,tq cut across vnqrm'al l_endix_xg. trenc_ls and to act as a
lendt_ar of:,las;‘xjesgr;. .

: Thg Fundr was estab;;shed, in 1911 wi'th‘ a d.\,lta’\l‘ purpose, i.e. to
prqvide pensions_, ‘_and subs.idiary, bgnefits for me;pbers of the ‘gene:alj
public and to provide superannuation schemes for members of local
authorities and other statutory bodies. The Fund is administered by a
Board c_ompris:ing the Minister of Finance as chairman and six other
members. ‘The present legislative authority is to be found in the
National Provident Fund Act 1950, section 6 of which enables the Fund
to inyest in local aut‘hority‘.sequrities. Section 6 of the 1955 Amend-
ment1 Agt empowers 'the‘Fu,nd to act as sinking fund commisgioners to
local authorities. The first few sections of the 1955 Act are also of
yita;l importance to us as they. establish the local authority investment
'pool' which enables authorities to invest, upon short term, those
funds which they do not immediately require, e.g.. suijplus loan moneys.
This institution of the Fund has developed into a vital component of
the local authority capital market,

The investment policy of the Fund is determined by a committee
of the Board known as the investment committee. The activities of the
committee initially determine the flow of funds from the Fund to the

local authorities. The moneys available for the Fund for investment
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are derived from its general superannuation activitles as well as from
the contributions to the 'pool account',

- The lending of the ‘pool account' funds have presented the
investment committee with a number of problems, Table No, C..3
(part 1) shows the composition and growth of the "pool' over the years
éince its establishment in 1956, It can be geen that ‘surplus loan
and miscellaneous moneys' amount to more than cne half of total
investments in the 'pool', Depreclation fund, sinking fund, and
reserve fund moneya, are in gencral invested with the Fund upon a
more permanent basis than are surplus lcan moneys and may therefore
be let out to lacal authorities for fairly long terms. But surplus loan
moneys are {requently invested at call and are liable for heavy repay-
ments in accordance with the constructional progress of the varlous
loan projects., For this reason it is necessary for the Fund to invest
the bulk of these moneys in readily negotiable short term securities,
In 1962 there were some four hundred local authorities contributing to
the ‘pool’ and the Fund makes a careful inspection of the accounts of
all local authorities with the object of ascertaining whether they have
any surplus funds (e.g. deposits with the Post Office Savings Bank)
which could be diverted to the 'pool’. The sinking fund activity of the
Fund is also increasing and as at the 31 March 1962 the Board had
Been appointed the sole commissioner of 436 different sinking funds
securing the repayment of loans totalling £14.9 million.

The investment policy of the Fund is perhaps best summarised



Table No. C..3 {part 1)

The Growth and Comvposib’cion‘of the Naiional Provident Fund
Local Authority Pool Account 1856-63

1956
Depreciation Funds 108,163
Sinking Funds 39,515
Reserve Funds _ 1,231,667
Loan & Miscellaneous
Moneys 2,063,554

1958 1961 1962 1962
306,595 497,431 - 580,043 658,838
209,220 905,708 1,414,762 2,092,323

2,868,411 9,627,492 11,628,585 17,010,932

4,756,662 10,326,887 9,815,459 16,657,804

£ 3,442,899

8,140,888 21,357,519 23,438,849 - 36,419,896

oancn
—

(Anrmal Reports of the National Provident
Fund Board 1956-63)
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Table No. C..3 ({part 2)

Activities of the National Provident Fund Investment
Commnittee for the Year Ended 31 March 1963

Cities and Boroughs
Counties

Electric Power Boards
Fire Boards

Harbour Boards
Hospital Boards
Others

Number of Amount Amount
Applications applied for ‘approved
135 5,697,685 3,171,755

60 1,842,800 1,747,300

19 588,680 518,530

8 71,900 69,450

13 1,726,940 1,529,410

13 1,227,370 1,052,370

18 649,750 324,750

266 £11,805,125  £8,413,715

(Annual Report of the Nationél Provident

Fund Board 1963)

66
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Table No. C.,3 (part 3)

Investments of the National Provident Fund in
Local Authorities Securities 1958-1963

1958 £18,461,888
1960 21,156,241
1961 23,505,052
1962 28,236,439
1963 33,297,838

(Annual Balance Sheets of the
National Provident Fiund Board)

Table No. C. .4

~ Advarices upon Hypothecation made by the
_ Natignal Provident Fund Board

1958 £397,000

1961 260,000
1962 432,200
1963 690, 000

'1(Annua1 Reports of the National
- Provident Fund Board 1958-1963)
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in the following words taken from the 1958 Annual Report of the
Fund -

"With loan applications far exceeding moneys available for
lending it has been necessary for the committee to give
preference to higher priority projécts and in some degree ‘
to differentiate in favour of minor local authorities. Projects
financed during the year cover a very wide field and include
sewerage, drainage, water and electrical reticulation, streets
and roads, housing and buildings, etc."

The investment committee therefore tends to accord preference to those
authorities who have urgent and necessary works to carry out and who
are not able to obtain the necessary finance themselves from other
sources. This includes, of course, generally, the smaller
authorities. Reference to Table No. C..2 will show the extent to
which the Fund has been successful in implementing this policy.

There is also evidence to the effect that some preference has

been accorded to authorities who support the 'pool'. The following
statement appeared in the 1962 Annual Report of the Fund -

"With loan applications exceeding moneys available for
lending it was still necessary for the committee to adopt
some measure of priority which was generally in the order of
necessity of loan project, ability of the local authority to
raise its own finance, and the degree of its investment support

to the pool."”
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It appears that some of the larger authorities which are generally
fairly successful upon the market make a point of investing available
moneys with the Fund because they know that the Fund will then be
more likely to take up the few maturities which they are not able to
dispose of upon the open market. These ‘are‘ frequently those
‘maturities for the year just below that at which & higher interest rate
séts in. Thus the Fund effectively fulfills the function of a lender of
last resort in thatl it takes up in full the issues of the smaller bodies
who are unable to sell upon the open market while at the same time it
takes up the unsold maturities of the larger who have succeeded in

selling the rest of the issue upon the open market.

Insurance Companies

The insurance companies occupy a crucial position in the
capital market. It is not possible to examine satisfactorily the
investment policy of insurance companies in respect to local
authorities without possesgsing at least some knowledge of their
general investment policy. The bulk of these companies are based
overseas and many of them retain only branch offices in New Zealand.
Some of the larger companies possess assets worth hundreds of
millions of pounds,

A major factor in the investment policy of the life companies is

that they do not suffer to any great degree the fluctuating liquidy
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problems which have to be faced by other financial institutions e.g.
trading banks, In any sophisticated society insurance, even when a
state of economic depression prevails, is now a social and economic
necessity and this fact together with the constant maturing of past
investments has ensured a steady flow of funds into the life companies.
In view of thisthere is no definite reason why the life companies should
be concerned about retaining large cash reserves and this has meant
that the companies tend to invest long term. But, as with other
investors, the rate of interest is a fairly dominant factor in determining
the period of investment, If the companies are of the opinion that the
rate on local authority stock is at its maximum they will, of course,
invest long term. If, however, they believe that the interest rate will
trend upward they will tend to invest short term or place their funds
into some other short term investments apart from local authority
securities. But in general their investment in local authority stock

has tended to be long term investment.

Another factor which has exerted some influence in insurance
company investment has been the desire to retain custom meaning that
companies will tend to invest with those authorities which do business
with them. This used to be especially applicable when the life
companies operated staff superannuation schemes for various local
authorities but these schemes are now generally run with the National
Provident Fund. However, there is still a tendency for the fire
insurance companies to place their investments with those authorities

which do their fire insurance with them.
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It appears that direct pressure from the Government has
maintained a fairly steady stream of investment in Government
securities and it is possible that this has inhibited somewhat the
ability of the companies to place their funds in local authority stock.

Insurance companies have made much of the 'public interest’
aspect of their investment. They point out that they ifrequently place
their funds in the manner that will best assist the national economy or
the welfare of some local community, It is possible that these
altruistic motives may have induced some investment in Government
stock and perhaps house mortgages but it is very difficult to obtain
specific examples of companies 1nvesting in local authority
securities for no other reason than that that particular placement
would assist the national economy or be of benefit to the local
community,

In their investment pattern the companies exhibit.: the concept of
the 'portfolio of securities' i.e. they attempt to maintain a range of
investments extending from the traditional strictly gilt edged through
real property mortgages to company debentures, convertible notes and
loans against life interests. An examination of the balance sheet of
any substantial life company almost invariably shows the familiar
pattern of investment. The following is the investment range of the
'Provident Life Insurance Company' taken from that company's 1958
balance sheet. This Company is incorporated in New Zealand.

Government Stock £1,039,658
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Local Authority Stock £1,872,645
Company i>ebentures . - 410,670
Registered Unsecured Notes . 23,647
Company Shares | 231,255
"Loai'qé. on Mortgé’gé : 1 ,494, 154
Loans on:Policies . 185,618
Loans on Life In;ereg; - 3,645

Butlwh,ai: determines the form of this ‘portfolio of investment'?
The brovad framewor-k is set by the trgditiqnal investor's policy of
maintaining thg maximum of_security with the maximum of income.
Long periods of inflation and a cheap money pollqy have had the
effect ,Of en;:ouraging the companies to s‘hift"from the gilt edged into
th,e. higher yield and capij:al gain class of :inveétment and also into
real estate.‘ The post. war years therefore have seen a steady trend
away from ‘the gilt edged investment and in this respect the local
authorit;es: have suffered somewhat more than the Government because
they are not in the same ‘positi‘_o‘n' to exert pressure upon the companies.
Table No. C..5 sets out this position. But although the companies
would like to invest less of their current funds in local authority stock
the indications are that they would not like to see this type of security
deleted entj.rely fro_m their balance sheets. Over the war years the
amounts held in gilt edged as a pércentage of total investment
remained at‘ a very vhigh level and this raises the question of investment
opportunity. G;Qarly the major cause of high gilt edged investment in
those years was laqk _of opportunity and a general inability to find other

more lucrative outlets for the funds,
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But even if other avenues are available it is still possible that
opportunity may play a part in directing investment to the gilt edged
field., In terms of the New Zealand capital market the insurance
' companies are vefy large institutions and they frequently have falling
due to them vei‘y substa_ntial amounts (sometimes in excess of one
million pounds) which require to be reinvested, '_I‘he Government and
the local authorities provide just about the only outlets in New
Zealand for sums of this magnitude. It can be realised that if an
amount of say, one million pounds, falls due to a company it is very
much to the advantage of that compény if it can reinvest fhat amount
immediately in one particular issue as the need to bréak the sum up
into a number of smaller investments would almost inevitably mean
greater administrative expenses. The Government has taken advantage
of this by making use of conversion loans which enable an investor to
place his funds back into another Government loan immediately one
maturity falls due. The frequent use of renewal loans in recent years
could enable local authorities to take advantage of this point. Just a
word in passing about administrative expenses; it is of interest to
note that the expense involved in servicing the various classes of
investments appears to have been a factor in inducing some of the
smaller New Zealand companies to retain a greater proportion of their
investments in government and local authority stock than their bigger
brothers. It can be realised that in the case, of say, loans on

mortgage, considerable expense is involved in such items as
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interviewing the applicant investigating the security, correspondence
and legal fees not fo mention the cost of foreclosure, should this be
necessary. Lending to limited companies can also be expensive as it
genera‘lly‘ involves extensive financial investigation and legal work
such as the gsearching of articles of association. On the other hand
lending to locai authorities is simple and inexpensive as with the use
of inscribed stock the interest and instalments falling due are
collected by the Reserve Bank and merely credited to the company's
account,

Another point in respect to opportunity is the term aspect. The
local authorities provide one of the few avenues for very long term
placements and provided the interest rate is right this is an asset to |
the companies in that it affords them a stable income over a long
period of time. The issues which have been put on the market with
terms in excess of the normal twenty~five years have indeed proved
fairly popular with insurance companies. Furthermore long term
investment enables an insurance company to take the procuration fee
which authorities are permitted to offer as an inducement for placements
of substantial amounts for lengthy periods.

In those times when the Loans Board permits underwriting the
compahies rarely deal direct with individual authorities but act as
sub-underwriters. This means that in return for the payment of part of
the underwriting fee, calculated over the full amount of an issue, an

insurance company will agree to take up that portion of an issue which
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cannot be disposed of on the cpen market. This practice has
assisted in making local authority issues more attra‘ctive to the
companies and indeed this could be looked upon as floating the issue
at a discount.

But in spite of the several advantages wh_ich lo;:al authority
Investment offers to the insurance companies the higher yield
security has gained ground and this raises the_question of the future
trend of insurance company investment in the local authority field.

If present econcmic trends continue and investment opportunity in -
other fields remains at a ﬁigh level it seems probable that the
percentage of total investment held in local authority stockywill
fall still further. But the need for the companies to obtain a steady
income over a long period and thus to hold a stable long term base
within their portfolios of investmert will ensure that investment in
this field does not entirely disappear. Thus the future could see
insurance company investment in this sector drop still further and
then remain reasonably constant at some low level. Whether that
level would be high enough to supply sufficient long term finance to
the authorities will be dependant upon the trends of future capital
works.

It is possible that increased investment from the Government
insurance ofﬁce’s could at least partially offset decreased investment
from the other offices. Investment by the Government Life Insurance

Office in local authority securities over the past few years is as follows
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(figures taken from the New Zealand Official Yeér Book 1964 page

834 -~ figures are in thousands)

1959 £8,031
1960 9,099
1961 10,834
1962 11,786
1963 | | 12,220

It is possible that increased investment from this quarter would not
cbme about in the absence of Government direction or pressure upon
the offices concerned i.e. the State Fire Insurance Office and the
Govemment Life Insurance Office.

Insurance company investment is of considerable importance
to the authorities in that it provides the major source of large and
long term placements. In some cases, because of long term invest-
ment by insurance cc»mpanies . an authority which requires a very
substantial amount for a lengthy period may have more chance of
raising it than it would of getting a very much smaller amcunt upon
the open market, |

Table No. C..6 sets out the amounts held as investments in
local authority stock by the life offices for the years shown. The

downward trend over the past few years is clearly evident,

Trustee Savings Banks

New Zealand is now all but covered by a network of trustee



Table'No.fc.,s_

I.ife Insurance Companies - Local Authority Investment as a
‘ Percentag_ e of Total Invesiment

1938 1946 1950 1961 1962 1963

Local Authcerity Securities 36.2 26,70 24,92 17, 77 “15.%4 14,44
Government Stock ‘18.7‘ 42,36 49,05 18, 85 17,87 18,52
Other Investments 34,1 30.94 34.93 '63.3‘8 66.19 67,04

(New Zealand Official Year Boc;k),

011
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Table No, C..6

Amounts Invested by Lifé Insurance Companies in Local
Authorities Securities.

(£000)
1937 18,201
1946 - 21,235
1950 26,904
1955 ' 32,332
1960 40,621
1961 48,900
1962 48,199
1963 47,598

(New Zealand Official Year Book)



112

savings banks. Many of these have sprung up within the last few
years., These historic institutions owe their success largely to the
fact that they are locally based and sponsored. They possess the
gharaq'ter‘istic“ thét the "fu”nds which they have available for investment
can be invested in the same local district in which the bank operates.
The banks have therefore been of considerable assistance to the local
authorities oi the areas in which they are situated. The banks have
been somewha‘-t more successful than their nearest rival, the Post
Office Savings Bank, in extracting savings from the public. This has
been brought about by their play upon local interest and the vigorous
publicity policies which they follow. Several of the early trustee
banks in New Zealand were forced into liquidation by competition
from the Post Office Savings but all the banks which are in existence
at the present time appear to be prospering.

The Trustee Savings Banks Act 1948 places fairly substantial
restrictions upon the investment outlets of the banks, The banks have
been granted a Government guarantee, This has been considered
necessary to afford the small investors who deposit their savings
with the banks the maximum of protection. At the same time however,
the Act requires the banks to retain at least fifty per cent of their
total investments in Government stock. As the banks become more
gecurely established it is reasonable to assume that this requirement
will be relaxed and this could release a fairly large volume of funds

for investment in local authority stock. A further point is that at
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present the Act requires the banks to keep substantial cash
reserves and the reduction of these could also mean that funds would be
released for investment in the local authority sector, Table No,
C..7 shows investment by trustee banks in Government stock
and local authority s'tock together with the total amount held in
investments., Several new banks have been established since

1963,

State Advances Corporation

The State Advances Corporation is a public corporation
operating under the provisions of the State Advances Corporation
Act 1334-35. In previous times it was a general lending
agency for local authorities but this function has singe been
taken over by the National Provident Fund and the Corporation's
activitiss are now confined to the lending of finance for housing
and asscclated projects. The Act grants the Corporation all
necessary powers and the Corporation usually lets its finance
out at a rate of interest somewhat lower than the ruling market
rate.

The Corporation lends for clearly deﬁne;d purposes.
Pensioner housing projects are a major lending avenue for
Corporation funds. The local authorities are entitled to a
subsidy per unit from the Department of Health and the

Corporation lends the balance of the finance required to



(£200s)

Auckland
Waiketo

New Plymcuth
Eawkes Bay
Eokitika
Canterbury
Lunedin

Southland

Table o, C..7

Investments Held by the Trustees Savings Banks

Government

Stock

[g%]
-
[43}
o O
[y}

1,509
5,371
_E,750

Total 52,G07

Figures ag at 31 March 1963

Local Authority
Steck

7,575
62

i3

Total

Invesiments

631,125

3,980
7G5S
843

1,749

12,218
12,515

102,735

(ew Zealand Cfficial Year Book 1963)

il
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complete the project. The rate at which this money is made available
is at present (1564) 32%.

The Corporation also provides finance for the erection of
-c;nunt? dwellings, um‘ier th.e p;cvi.sions of the Rural Housing Act 1539,
Finance {or this purpose 1° l‘ét out te counties at & r;ite (at present
AL%Y somewhat helllow that ruling upon the market and the authority
then relends the mx.mey to farmers for the purpose of erecting :
dwellings,

Community houaing aud slurm clearance are also within the
Corporation’s activiiies but as yet only limited amounts have been

invested in lcans for these purposeas,

National Kkoads Board

Section 33 of the National Roads Act 1952 enables the National
Roads Board to make advances to local authorities for the purpose of
providing a portion of the cost of construction of works which have
been subsidised by the Roads Board.

Advances under this Section are not frequently made and the
amount outstanding at any one time has never exceeded forty thousand
pounds. As the maktng of advances under this Section means less
finance available for the general activities of the Board only limited

amounts have been made available.
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Overseas Borrowing

Since its establishment in 1926 the Loans Board has adopted
the policy of requiring all loans to be raised in New Zealand. But
prior to the establishment of the Board many authorities borrowed
quite freely overseas, e.g. the Dunedin City Council and the Ctago
Harbour Board. Even somne guite small authorities tried their hand at
berrowing in London, c,g. the Matamata County in 1922, Since the

establishment of the Loons Board the total amount of debt domiciled

outside Wew Zealand has steadily declined. Thusg
£m) London Australia
1931 17.53 8.57
1540 12,28 2.26
1851 5.03 .36
1960 1.4 .20
1961 o7 .20
1962 .5 .20
1963 .5 .20

(Annual Reports of the Local Authorities

Lcans Board)

It seems most unlikely that the New Zealand Government will
permit local authorities to borrow overseas for some time to come at
least. The disadvantages of permitting local authorities to borrow
overseas may be set out as follows.

- fa) Borrowing on most overseas markets is strictly controlled e.g.

in the case of the United Kingdom it would be necessary to
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obtain the approval of the United Kingdom Treasury. A flow of
applications from local bodies would mean:that some order of
priority would have to be set. The United Kingdom Treasury
could not equitably set this and it would have the unenviable
task of differentiating between the central government and the
lecal authorities of one country. As the New Zealand Government
has itself been @ heavy borrower cverseas in recent years it
would, in eifect mean that the Government and the local
authorities were in competition,

(hb) Bervicing loaus on overseas markets i.e. arranging brokers and
underwriters wonld be very expensive.

() The individual avthorities would hardly be known to the investors
upecn the overseas r‘narket and {i may be very Vdifficult to get the
issues floated at por. Ii: is of note that in thje 1920g the loans
of some New Zeoland bodies sold for as low as £90 per £100 of
face value of stugk on the London market,

(d) The Londen warket is already heavily committed and it has been
called upon in recent years to supply a sieady flow of capital to
many Commonwealth Goun‘trieé especially the newly independent
African States. |

(e) A fair drain upon overseas funds would be necessary to provide
for the annual servicing of the loans. This could be a problem
in those times when there is a downward trend in the level of

export earnings.
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() A failure by one local authority would tend to bring the New
Zealand Government into disrepute with the London lender,

If authorities are to borrow overseas it would be advisable for them to

borrow through the Government. On the other hand if a local authority

finance corporation was established in New Zealand this could provide

a channel through which overseas borrowing could be carried out as

such an institution woﬁld carry much greater weight in an overseas

market than any individual authority.
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THE PLOW GF CAPITAL

The presenceo of an adequate supply of capital is no guarantee
that the local authorities will, or will ail, be able to borrow sufficient
capital for theilr requircements as quite apart froo the supply of capital
numerous forces affect the fluow of finence to the local authority
sector. Opposition upon the market is one such factor that can inhibit
the flow of capital and this can come from other sectors of the market
as wella other local authorities. It has long been an important
characteristic cf the market that some types of local authorities are
able to obtain finance with much greater ease than others. At the
same time varicus devices are sometimes resorted to in order to

facilitate the flow of capital. Some of these have been specifically
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authorised by the Loans Board while others are merely, shall we say,
gimmicks used by individual authorities to assist their market activity.
An ingenious town clerk can often raise finance upon a market that

would deter lesser men. These matters must now be considered.

Inter Local Authority Competition

Competition for capital as between different local authorities
assumes three distinct forms,. Firstly there is competition as between
authoritics oi differeut class, secondly there is competition as between
authorities of different size and thirdly there is competition as between
different projects, Congsidering firstly competition as between authori-
ties of varying classss,. It has long been a notable feature of the
market that some types of authorities are able to cobtain finance more
readily than cthers. [Urobably the most attractive class of lcans to the
investor are thuse offered by the hospital boards. These institutions are
in a somewhat different pesition from other bodies in that they are now
financed almost complctely by the Government., Thus from an investors
point of view hospital board stock is able to offer the same security as
Government stock but can offer a higher rate of interest., In fact it
could almost be submitted that hospital beoards are local spending
agencies of the Central Government. This situation has tended to
make these issues very popular upon the market especially with the

insurance companies which provide sub-underwriting facilities. But at
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the same time these issues have also had considerable appeal to the
small lender because of a certain element of 'glamour® which seems to
be associated in the public mind with hospital works.

Such has been the strength of the hospital boards upon the market
that the Hospital's Asscociation of New Zealand made submissions to the
Royal Commission to the effect that should any lecal authority finance
corporation be formed it should not raise loans for hospital purposes as
in its opinion doing so» would,

") Lose the advantages of public sentiment towards, and

suppwt of hogpital enterprises.
(b) Tend towards a decline in local energies and enthusiasm in
the raising of necessary finance,
(c) Result in some loss of stimulus at present gained from
inter authority competition for availlable finance.”
In fact such has been the ability of the hogpital boards to gain finance
in preference to other bodies that it has been suggested that the rate of
interest on hospital board stock would be set at the Covernnent rate,
However this suggestion has never been sericusly pursued,

On the cther hand hospital boards have experienced some
difficulty in floating renewal loans. These tend to present a problem
for two distinct reasons., TFirstly they must be raised in éne full amount
as they are, of course, always required to repay a parent locan and
sécondly they possess no 'glamour appeal' as they can rérely be

assoclated with some particular capital work,



122

Harbour boards appear to stand after hospital boards at the head
of the market as far as ability to attract capital is concerned, Local
patriotism also plays a large part in making harbour board issues
attractive to the investing public. This has been assisted in some
instances, especially in the case of many secondary boards,. by
pointing out to the local farmers.the amount that will be saved in
freight costs by having a local port.. Probably the best exam}p-le in
recent years of a harbour bcza;d playing upon the local interest to
obtain finance is provided by the Southland Harbour Board which
recently raised an amount of ES million for the construction of a new
harbour at Bluff. The bulk of this sum was derived from the Southland
Area. These issues were accompanied by a very intensive
advertising campaign.

Some secondary beards possess rating power and are therefere in
a position to use a iand rate as a security backing for .loran‘ charges.
This situation has been brought about mainly by shear necessity as
irery few secondary boards (which in general, because of lack of
natural harb’ours , have been compelled to install more expensive works
than the major boards) could have afforded to finance large scale
capital development purely from their revenue earnings. These rates,
however, are almost invariably associated with a specific loan and
the only bp;rd which has ever managed to obtain a general rating power
is the Oamaru Board. As the secondary boards increase their revenue

earnings these rating powers will almost certainly disappear, and the
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secondary boards, like the major boards, will be forced to rely upon
their assets to provide security for their loans. However, this .
apparent advantage that the secondary boards at present possess does
not appear to have given them any advantage over the major boards in
gaining capital finance.

" Section 4 of the Trustee Act 1956, which sets out authorised
frustee investinenis, presents an interesting phenomena in respect to
investmernt in harbour bhoard investments. Section 4 (1) (d) permits
the unqualified investment in the stock of seven different boa‘rds, i.e.
Auckland, Wellington, ILyitelton, Otago, Napier, Timaru and
Southland, while feution 4 (1) {e) permits invesiment in the stock of
six otheor hoards provided the particular !can hos a land rate as
security backing, Thus in this instance the legislature has attached
some coasiderable importance to the land rate as a security factor, It
ig of ncte that almest 511 of the very cinll boards are omitted
completely from the nection (e, Nelson, Camparu and Greymonth),

The Harbours Act 14350 permits all harbour boards to levy a
harbour i.m‘@r«:ﬁfemenxi; FAte 1pon the cargo which they handle and the
proceeds of this couid doubtless be used 1o pay off loan charges.

After harbour boards boroughs and counties appear to stand upon
virtually an equal footing as far as the ability to raise finance iz
concerned. But this dees not seem to apply in those cases where
boroughs and counties are in competition in a large urban area (e.g.

Auckland) where, provided they are roughly of equal size, the boroughs



124

appear to have a slight advantage. Many of the backwoods counties,
because of their isolated position and lack of demand, experience
practically no opposition in raising capital.

Standing right at the bottom of the list as far as ability to
raise capital is concerned are the urban draina ge boards. These
authorities appear to experiencé considerable difficulty in gaining
finance owling largeffxy to the unappealing nature of the works to which
they are corrzinittea:!; and to the fact that, as they are all centered in
large urban areas they ore subjected to intense competition from other
authorities.

Looking now ot the guestion of the ability of a local authoerity to
gain finance in relation io lig sizge wo sce that as a general proposition
it ig true to say that 2 large body can gain finance mr-re readily than
& small one. Huil thiz solot i only thrown in to relied in those areas
where amall and large sutheritiesare competing in what is virtually the

same segment of the markst., This

situation iz of considerable
importance in the duckinud Area where about threo individual authorities
i.e, the Harbour snd fospital Boards aud the Auckland City Council,
dominate the market o the exclucion of the other bodies in the area.

A somewhat sintlar situation exists in the "Wellington area where the
Hutt County tends tc be exciuded. In the strietly rural areas this
problem does nct arise to any notable exient and as previously stated
the 'backwoods' counties, irrespective cof size, seem to experienée

little difficulty in obtaining finance. A further good example of a small
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borough being excluded is provided by the West Harbour Borough
which is tucked into the northern boundary of Dunedin City, This
body has experienced extreme difficuity over recent years in raising
sufficient finance to cope with its sewerage problems. It is possible
that investment in this authority has been inhibited somewhat by the
existence of continuing speculation to the effect that the borough will
amalgamate with Tunedin City.

The next polet is 'glamour appeal'. Some projects undertaken by
lecal authorities seem to possess more appeal te the public than others.
Ag already stated looal patriotism ig generally kindled by hospital and
harbour works but anew libraries and town halls also appeal to the local
spirit, OCn the other hood an essential but mundane project such as
water supply of scwerage disposal may be very difficult to finance.
Thig means that wihillc o body may be abice to gain finance on the market
fror some parttoular project it may 1ot be able to obtain finance for some
cther projoct of greater esgentiality. I covld be pointed out that in
wany instances these ‘slamour cppeal' projects have been taken up by
lecal interesta aport rom the local authority wiie have assisted in
raising money townrds the completicn of the assat. These interests
include such concerns a2 local chambers of commerce, twenty
thousand clubs, progressive assoclations and such like., Many of the
tepid swimming pocls which have sprung up all over the country have
been assisted in this way. But how often do we hear of a local

chamber of commerce conducting a mystery envelope scheme to assist
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a council with the financing of a new sewerage system,

The individual initiative of the secretary or clerk of the authority
can alsc play a big part in raising finance. Thus assessing the
correct time of the year to approach the market can be of considerable
importance and this may 'vary according to the various districts, e.q.
in an area with a substantial sheep farming element it would be advig-
able to commence adverilsing just after the wool cheques have come in.
It is important not to advertise at a time when the local population has
substantial other commitments, e.g. income tax payments to meet.
The ability tv assess whether money is likely to be available in other
parts <f the country is also of considerablie assistance. Many local
authorities advertise their loan issues cuiside their own diétricts and
it seems thai they are generally fairly successiul in attracting an
inward migration of capital. Uowever, merely indiscriminate
advertising throvghout the length of the couniry on the ofif chance of
picking up a few pounds could prove very expensive. Before a clerk
went looking for finance upon the open market in another district he
would have to be certain firstly, that the money was avaﬂable in that
area, and seccndly, that there were no locally situated authorities
seeking flnance at the same time. It does seem that there is some drift
of capital from south to north and any larger North Island authority that
advertised in the more wealthy farminy areas of the South Island, e.qg.
Canterbury, Otago or Scuthland would be almost certain to pick up some

money.
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A further maiter is the judicious use of 'tap lecans' which are a
very satirsfacto'ry device for maintaining contact {/vith regular investors.
Some power boards in the Auckland areaaopted a practice of requiring
consuners iy invest a few "éounds in their issues before certain
services would be installed in their properties. This met with con-~
siderable vpposition and at teast from an ethical point of view it is

guite unsatisiactory.

Flacement Yees

About 1957 a sysiem of placemeut {sometimes called procuraiion)
fees was ntreduced, This provided for the making of a payment to an
lndividual lender whco was wrepared to tole up & il loan, or a gub-
gtuntial purt ol o fuon, wpon o loug tora basls. This device was
desiyned to wake feeal autherity lssues wore atirnciive to the larger

lovestors and to cncowoge ong term invesimernd, The rates of olace-

o, R T T L T .
meiit fees perndited weore as follows,
enii L6/ iy gant

fora 20 yeoer te

Fvr e VI g emiie depngem T age et
IGE G ad your term 40/~ per oout

for a 55 year tenm 33/ ner cond
for @ 49 year terin 35/~ por cent
The efiect which the payment of these {fees has had upon the

volume of capital flowing into the local authority sector is difficult to



128

ascertain exactly. The system has probably induced some of the larger
investéré ’(’e.g. insurance c’ompafxies’,» where a very small increase in
retufn can have a substantial influence) to invest in local authority
éecu;itie‘s but any very définité effects of the sy stem are not evident.
The éxzé i-ntéresting.féature‘of blacement fees howe;ver ,‘_is that they
brﬁvidéd a meané whereby‘in‘ é;ffect a local aufhority cquld place an
:issmé oﬁ t'hé mérke; at a disﬁount; a practice which, éccording to the

strict letter of the law ig¢ illegal.

Local authorities which am’ in the habit of raivs_\:ing most of thej.r
finance upoun the ooew markét like to srsaixﬁaiu ::ontact with their regular
subscribers and scumetimes a practice is made ;Gf c:i.rcularising all sub-
seribars to oie .;,;Lart‘zar;a.zlar' lasue, up:m the maturity of that issue with
the view t«:; ‘Qrstting them to iavest in {urther loans. But another methed
of mai‘x‘xtaimﬁg 601-1%301: with regular invsstérs i3 by the use of 'tap
loa.ns°; This practico in 'vcl*vs;s P:gepil"lg‘ an issuc opeh upon the market
ior a very 1engthy period of time in ﬁrdcr to prcxvide an investiment
oppc;x;'tunity for reéuiar Qubiscxl‘ibers as well as ¢ iyone else who may
chance alénﬁj; This ensu@s ;that a otﬁau} if smzall sttéam of finance

‘will ﬂow ix;té ihe is.é-ue. Maﬁy lo:imé, howéver will not lend themselves

to this e.g., in those cases where a large amount must be obtained
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within a very short period of time. But the system would be very

satisfactory for capital works of a continuing nature e.g. road works.

Uaderwiiiiag

In the mid 105Cs after a period of some twenty years the Loans
Board once zoalna nermitted the local authorities to underwrite their
foan igsues., Waderwriting ze a procedure whereby the local body enters
inito o contrant with o orivate sto H:ﬁ" ker, whereby for the payment of
a préscribed fee the atonlkhroker guarautesas that the issue will be

lled, Thiz oractice ig very common in many avarseis cnuntries and is

©]

eed fov private compony and government oo well as loeal governament
fostatlons, I0 provides a very potent woapon for marshalling the

market end divectlng finance intoe the local quiiority sector, and for this

v
(%

regsoa it is 2lwost corain that i would net e pampitted in timos when
o T U N S S Ty S an o e Slrmii cf Tyeayrn B oo nien Blrs Ty eed
rhe market Lo gaay ., Vory fow brokibog Doos have talon up the husiness

S R SN PRS 3 S IR SRR | oy gt coa bl ety I, S SR - s N - - -
of wodarpritiog ool authoribios lonng ond ot the prevsent time only

Aabout thres ore o

favariahice custom o duclode in sn uederwriting contract
a gtlpilation reg ix*v'_n;;; the tocal authority o appreich the open market
and attempt to mize as GOl b finance @ it can from that sourcs bhefore
the underwriters will contribute towards the isoue, As the ability to
raise money varies acoording to the sizme of the body it generally comes

about that the underwriiers will be called upon to find a greater
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proportion of the issue of a smaller authority than of a larger one.

To overcome the relative disadvantage of the smaller authorities in
this respect, therefore. the Lcans Board has adjusted the amount that
may bhe pa-ld in undemiriting fees to accord with the size of the local ‘

authority i.e,

major local authorities , - 10/~ per cent
secondary losal authorities ‘ 12/6 per cent
strictly minoy jooal suthorities 15/~ per cent

Hence the Logns 2eard bas here seen fif to take action to remove any
disability which mny be suffered by the minor authorities but only in so
far as aoival an ri.,uv npon the market ie conoerned because in the
ultimste the o m.,m r body ig atill ealled unon ico pay a higher fee than
the larger authority.

The undopvriters senerally armran Sie frr a single, or number, of

large investora, ©.g. fngnrance oampsni

: tooact as sub~:mdemrriters
in conaideration of thewm receiving part or the whole of the underwriting
fee in return for the menay =h1r‘h they nreovide, The sub-underyriters
wontld; of covrse, take up that portion of the issue not subscribed by
the public, But the actonl uvderwriting fee paid by the ioval o anthority
is payabla upoa the full amount of the tosue and the fee is usually
paid in Ml to the sub-undenwvriters. Thuo in the case of an tesue of
£100,000, one half of which is contributedt by the publiz, the sub-
underwrtters éould receive an amount of 20/- per cant upon tha amount

that they subscribed, i.e, if the fee paysble is 15/~ per cent. It has
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been contended that in effect this amounts to an increase in the rate

of interest payable to these investors and that they therefore enjoy a

considerable advantage over the private investor who is entitled only to

the standard ruling market rate of interest. It would appear that the
actual underwriter gains his profit from the transaction by retaining the

19/- per cent brokerage which the Loans Board also permits to be paid.

Even so the payment of these iees has probabiy been a major factor in

inducing insuwrance companies and other large investors to place funds

in ltocal authority stock,

Possibly the hest way in which to continue this argument is to set
out the more cbvicus advantages and disadvantages of the practice of
underwrlting.

The advantages «f the system may be set ocut as follows:

(z) It makes certain that the issue will only be open upen the market
for @ limited poricd of time.

(b) It certifies that the local authority will obtain the full amount of
the issue and within a specified time. It could be pointed out
here that upon some occasions the insurance companies have not
had the cash upon hand just at the particular time when it was
required and in such circum—stances the situation is overcome by
the underwriter hypothecating debentures in order to obtain the
finance immediately. When the necessary money is found by
the insurance company the ;mount of the hypothecation is sub-

stituted therefore,
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It tends to induce the larger financial institutions to invest in
local authority stock and as such it helps to provide long term
investment for the authorities.

It makes for a more orderly approach to the market as the brokers
are in a position to draw up programmes for market activity thus

ensuring that competition is kept to a minimum.

The disadvaniagaes are as follows:

&)

(b)

(c)

As gitated above the payment of underwriting fees could be looked
upen as an ingrease in the effeciive rate of interest and as such
increagses the cost of loan raising to the authorities. At the same
time it resulis in & substantial increase in income to the sub-
underwriters without any additional wark on their part. This point
is of greater potence when issues are more readily filled upon the
open market.

Pogssibly cne of the most cbjectional features of the system is that
it throws the potential of a local authority to raise loans into the
hands of a firm of private stockbrokers which is in a position to
exercise discretion as to the issues which it underwrites.

Now not all authorities have availed themselves of underwriting
facilities and even when it is permitted many local authorities
prefer te go onto the market on their own account. This can
provide some problems. If the particular authority is a large one
and stands a fair chance of raising money then it would incur

hostility from the underwriters who were on the market at the same
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time as it could draw finance away from the issues which were

being underwritten. In tumn, of course, the brokers provide

opposition to the local authority which is not making use of
underwriting. This means that once undeirwriting is allowed there
is a tendency for all te be caught up in the 'Vicious circle' and

it is very difficult toraise finance without the aid of the practice.

Once an insurance company knows that it can obtain an under-

writing fee it will be very loath to invest in local authority stock

unless it knows that it will actually get that fee.

(@) Underwriting adds to the cost of raising the loan but this is offset
to some extent by the reduced advertising costs as compared with‘
thoase incwred in operations upon the open market,

() The system appears to have the tendency to induce many aut.hori-
ties to regort to underwriting rrespective of whether or not they
could cobtatn the money in any other ‘way. - This is vsometimes done
simply because cpen market operations would involve the staif of
the local authority in more work than would raising the issue by
making use of underwriting facilities,

It was stated previously that underwriting gives a slight market
advantage to the smaller authority; or would it bé better to say that it
helps to even out the disadvantages that the smaller authority would
normally suffer, but this statemem: now requires some amplification.

It has long been a matter of some conjecture as to whether underwriting
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operates to the advantage of the smaller or the larger local authority.
On the one hand there are those who say that it operates to the

| advantage of the larger authority because, as its loans will be more
readily filled, there will be a greater tendency for the brokers to take
the largef autherity on. This is true; the loans of the larger authorities
and hospital board izsues are very attractive to the insurance companies
about this there can be no doubt. But inscfar as a larger authority
decides to go cn to the market on itz own the gystem operates to the
advantage of the smaller authority. In any event the smaller body is
called upon to pay a higher fee. The anthority that would be at the
greatest disadvantage would be the smaller authority which could not
obtain access to underwriting facilities when the practice was in
general use,

Broadly speaking it is the bodies in the larger urban areas and the
urban drainage boards which have been forced te make use of the
practice. Very few South Island local authorities have ever resorted to
the use of underwriting and most of the rural bodies in the North Island
have been able to raise their issues without the assistance of under-

writing.
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NEW PRACTICES AND INSTITUTIONS

From time to time various proposals have been put forward as
providing a remedy for the defects existing in the market or as a
means of streamlining or increasing the efficiency of the market.
These fall roughly into three disitnct categories; some involve the
introduction of new practices and procedures; others involve a
tighter administrative control over access to the market while others
involve the establishment of entirely new institutions,

Some of these have already been touched upon (e.g. an
extension of the present trustee savings bank system) and this
section makes a survey of the more notable proposals which have

not already been considered, Many of these were submitted to,
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and commented upon, by the Royal Commission on Local Authority
Finance. A survey such as this lends itself to much speculation and

must of necessity give rise to a considerable amount of conjecture,

Death Dutz‘ Stock

The proposal that local autharities should be permitted to
issue death duty stock was submitted to the Royal Commission by
the Harbours Association of New Zealand, The Commission
approved the proposal in principle and the following comment
appears on page 36 of the Report.

"It was suggested that local bodies should be allowed to
issue ‘death duty' stock in the same way as the Government,
the proposal being that the local body would redeem the
stock at par in the event of the purc’hasor dying before the
maturity date. This would probably not be advisable for
smaller local bodies or even for larger ones in unlimited
amounts, but we think it might with advantage lpe allowed
for such amounts in each particular case as thg Loans
Board might approve,. "

The proposal is, therefore, that this class of stoek could be

taken up at par and then redeemed at par upon the death of the
holder specifically for the purpose of paying death duties. The big

advantage of this from the point of view of the investor is that it
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can be redeemed before the maturity date without loss, The intention
behind the proposal is, of course, to obtain increased investme nt in
local authority stock. This class of stock would clearly be of con~
siderable advantage especially to elderly investors but its disadvant-
ages from the point of '{iiew of the local authority are obvious, It
would probably be necessary to establish a sinking fund or a pool
accountd some description to provide for repayment in cases where
a very heavy commitment accrues e.g. where the wholé of the loan
has been taken up by the one investor, It is possible that this
difficulty could be overcome if the National Provident Fund or some
other Institution guaranteed the redemption of the stock.

Whether the issue of death duty stock would attract any
considérable volume of finance to the local authorities must remain
a matter of conjecture but as yet the Government has not given any
indication that it intends to introduce the practice. The proposal is
only of interest to the individual investor it would clearly not apply
to institutional investment and at the same time each investor would
only really be concerned to invest sufficient to cover his own death
duties, as presumably only suffibi‘en“t*t‘d‘j'c‘:over death duties could be
redeemed at par at death. It seems probable that the issue of this
class of stock would cause a ‘small.but sustained increase in the
volume offunds invested in local authority stock by the small

lenders.
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Premium Bondg

Premium bonds are bonds that would be redeemed at a premium
at maturity date. Suggestions that local authoritieé should be
permitted to issue these bonds were submltted to the Royal
Commission which made the following comment upon the matter:

"The Vissue of premium bonds was also suggested either on

the system now existing in the United Kingdom or on a
system similar to that operated by building societies. We
think these schemes may have some attraction for investors,
and the Government might well observe the resu;t of the
experiment in England, If that seems strikingly successful

it might consider the adoption of some such scheme beithe‘r for
its own loans or for those of local bodies or both, "

The issue of premium bonds would to some extent be in the same
category as the issue of stock at a discount. Devices such as these
would certainly divert some finance to local authorities but they would
also have the sffect of increasing considerably the expense of
borrowing and it is doubtful if any additional benefit which might be
derived would be worth the added expense involved. The general
policy of the Government has been to keep the cost of local authority
borrowing as low as possible and it seems unlikely that it would
permit the issue of this class of stock. This is especially so in

view of the fact that the issue of premium bonds would have to be
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considered after the introduction of other cost increasing practices

" (e.g, underwriting) which have clear advantages in other directions.

Determination of Priorities

It has been suggested that the approach to the market could
be made much more orderly if some system was. devised‘ whereby each
loan project was accorded a rating of priority in terms of essentiality
and that the more essential projects were permitted access to
capital ahead of those that were less essential. The Report of the
.‘ Royal Commission made the following comment upon this matter
(Report paragraph (d) page 49): |

“We find that the demands of local bodies on loan funds should

be regulated and controlled by the local Government Loans
Board so that the market may be properly organised and
priority ensured.- within the capacity of the market - for the
most urgent and essential works.,"

However the Commission did net put forward any specific
proposals for a scheme of priorities and indeed it would appear that
the major problem involved in implementing this proposal is, in fact,
the devising of a satisfactory system of setting priorities that would

be universally acceptable.
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The first point to decide is who or what institution will draw
up the schédule of priority. If é loéal aﬁthority finance. cc;fpofétioh
was ever established in New Zealand it would seem that this would
be the logical body to draw up such a schedule, But in the absence

“ .o'fisﬁch an orgé’hiéatiéﬁ fhe task would probably fall to the Loans
Board.:: However up‘until the préSent tirﬁe the Loéns Board ‘has made
no attempt té introduce }igid orders of priority but’ Bas considered
éssentialitﬂ( from a vei‘y brbéd ‘point of vic—ﬁw. |

Priorities could be set"-by classifying éll loan a‘pplica‘tlons,
either before or after thé épﬁrb&al 6f the Loans Board had been
granted, info'éategdries'(e.g. eithera, b or c); Prdj'ects piaced
in oné catégdry cduld lbe awaﬁed absolute or a degree of preference
while those placed in the other, lower categories would be either
denied Vacdess td the market: or .accordéd limited access. A system
of shifting "brojeéts from a lbwér toa cat'egorfof ng’her preference
in certa‘ih dif‘cumstahces or ﬁpon the fulfilrr:xent‘df certarin éonditions
could possibly be devised. On the other hand an even more rigid
system of co—bfdination could be established by éccording to each
séparate ‘pro‘j'ect a set time upon the market at some set date in ihe4
future. | |

In order to implement any system of ptiority at all it would bé
necessafy for each 'lo'cal authority to submit details of its borrowing

programme for some years ahead. The necessary information would
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have to comprise S;“‘_’h mattgrs as, the balance of loans approved but
not ;"aised, the loan moneys required for warks commenced and
proposed works .l_ikely-to be commenced within say, each of the
‘follpwing three years., Eigures would also ha,ve to be given for each
work or group of works that would form one loan proposal. These
it;emsl Would give total lpan requirements. The figures would also
have. to b_g broken down furt.:her.mt.o pfoposed expenditure for each
relevant year and then further subdivided into (say) approximate
guarterly or ‘preferably monthly expendlture requirements. ‘Relevant
technical data would also have tobe submitted with each loan |
propqsa‘_l.‘

' The:’allgcat_ing authoritryj‘ would then be faced with the question
of egtimating the amount of money tha_t is likely to be available so
that priority could be es:ta‘b.l"ished‘ in accordance with the amount of
finance that is likely to be forthcoming. This would have to include
estimate_s of amounts available from the open market as well as that
which is likel’y to be forthf:oming from the various institutions. At |
the jgahm'-: time it would be necessary to retain a fairly substantial
amount in feserve to meet possible emergency items which could
not regsonably have been forecast e,g. a loan made necessary to
tepair:damage caused by a flood.

It can therefore be seen that any system of determining

priorities or attempting to co~ordinate borrowing is bound to be
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riddled with many problems. Firstly there is the great difficulty
involved in estimating local authority loan requirements and the
even greater problem in gauging the potential of the market.
Secondly such a system would be cumbersome, would involve delay,
would mean more control and would:be bound to arouse discontent
among those authorities whose works were accorded a lower priority.
It would mean that the body doing the allocating would probably have
to employ a number of research officers to investigate the various
loan proposals and to estimate the market. Effective co-ordination
would clearly require the covering of a very wide field of investment
as it is doubtful 'if co-ordination of a part only of the entire market
would be satisfactory. A priority system would mean that demand on
the market would be curtailed and it is possible that this would have
the effect of ultimately making less funds available to the local
authority sector.

Some districts have already experimented with the idea of
co-ordinating market activity. In 1955 a committee of local
authorities known as the Auckland Area Joint Works Committee was
established in the Auckland Area for the purpose of programming
capital works in that Area. The Committee did hot, however, under-
take independent investigation of individual local body proposals.

It received submissions from the local authorities upon their

proposals and used these as a basis for its own detailed
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examination of the programme. This would, of course, hardly
suffice for a bbdy exerdisirig direct and corﬁplete control on all
local authority loan issues, and independent investigation of the

priority claims of loan propoéals‘w’ould, it se‘e'ms, be essehtial.

Optional Redemption Date Investments -

The issue of optional fe&’embtion date inveétments wouid
involve issuing stock which could be ‘r‘ede"em‘éd at the Opti6n of
either the lender or the borrowér‘, or both, at say, five or seven
yvearly intervals. This p'rdbosal is very closely related to that mén-
tioned in the section dealing with the rate of interest v’vhefeby
interest rates could be révtséd at ih‘tervéls‘ to brihg therh invto line
with current ruling rafes. A“proposal of ‘this nature ‘woul‘d operate
almost 'completély to the disadvantage of the localaithority except
possibly in that s‘itu‘ation‘.whe're interest rates weré'falling and
finance was super abundaht. §ii én investor decided to fedeém
before the full maturity date the loan would reqﬁii‘e to be re-~
financed and this could cause scmé acute administrative probiems
to the local authorities.

o Tbe view that local authorities should be permitted to issue
optional redem btibn date stock was s’ubmitt‘ed' to the Royavl

Commission on Local Authority Finance by the Electrical Supply
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Authorities of New Zealand but it was not commented upon by the
Commissgion in its.Report and it appears unlikely that any such

system will ever be introduced,

Municipal Bank

From time to time it has been mooted that a municipal bank
should be established in New Zealand but at no point have any
very specific proposals been put forward., It has been suggested
that such a bank would operate in complement to‘ a local authority
finance corporation while some have believed that its functions

- would overlap those of a finance corporation thus rendering'it

unnecesséry if the corporation was set up. The general intention
appears to be that the bank should act essentially as a lender of
short term finance while the finance corporation would be concerned
mainly with the provision of long term finance i.e. the bank would
be complementary to the corporation. The bank would provide over-
draft accommodation to the authorities at a lower rate than that
charged by the trading banks and would accept deposits upon short
term. It is thus envisaged that the bank could take over some of the
functions now carried out by the National Provident Fund. The bank
would not act as a general savings repository accepting money from

the general public., The general proposal seems to be that the bank
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would operate throughout New Zealand by means of agencies con-
ducted by the Bank of New Zealand and it would operate cheque_
facilities, It would appear that an initial cabita.l of at least
£100,000 would be required to commence operations,

The view that a municipal bank should be set up was put to
the Royal Commission by the Municipal Association of New Zealand
‘and the Commission made the fo].lowing comment thereon (Report
paragraph 104 page 36):-

"The establishment of a municipal bank was another method

. suggested for improving the financing of local body‘ capita\l

projects. - The suggestion was made by the Mumcipal‘ |

‘Association ag being complementary to a :suggested. Local

Authority Finance G’orporatton' (which we will ,_p:e‘sevnt.l‘y deal

- with) and it was urged that while this matter should be

. seriously considered it should not cause delay in the pro-

. vision of the Finance Corporation while thg qpestion of

- banking received further consideration. We_find some

~difficulty in seeing the necéssity for a muni_ci‘p“_al bank if

- the proposed Corporation is established and we think the

.proposal may well be def‘e,rted until it is decided whether or

not a Corporation is to be set up and, if so, whethgr its

operations:call for any further banking facilities, "
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Local Authority Finance Corporation

The following schedule of proposed powers and functions of a
possible Local Authority Finance Corporation is taken from the Report
6f the Royal Commission (Report paragraph 110 page 38). Several
other parties have also put forward prdposed sets of powers and
functions but basically they all seem to conform to this one funda-
mental pattern.

(8) To tak_e over those powers and functions of the National
Provident Fund Board now delegated to the Investment Committee,
These include.

(1) The purchase and sale of Government and local body

_ securities.

(i) Temporary advances upon hypothecation of securities.

(1il) Underwriting loans.

(iv) Borrowing on overdraft.

(v) Préviding investment for depreciation funds, sinking funds,

trust funds and loan moneys not immediately required.

(vi) Investment of surplus funds,

(b) As a primary function to lend to local authorities the funds
accruing from the above activities and funds raised by Corporation
borrowing.

(c) To act in an advisory capacity to local authorities and to

achieve some co-ordination in local authority borrowing.
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(d) To issue its own stock or debentures, which wouid have
trustee status, against the security of debentures held from local
authorities.

(e) The power to raise loans overseas for local authorities.

(f) Take over frqm the National Provident Fund approximately
£15 million of invested funds from local authority superannuation
activities plus about £5 million of local authority reserves and other
moneys temporarily deposited with the Fund,

(g) Normal overdraft accommodation to enable the Corporation
to keep its funds fully invested with local authorities, and any other
financial assistance through the Reserve Bank as may be deemed
necessary by the Baﬁk for the implementation and extension of the
Corporation's activities.

The Royal Commission went on to recommend that the
Corporation should ultimately possess the sole right to raise loans and
to underwrite for local g_uthorities but with the power to contract and
to pay for sub-underwriting. The Corporation should be self sufficient
and self supporting and .any profit which it may make should be
retained by it to increase its lend1n§ resources. Care should be taken
to select and maintain a skilled and experienced staff.

It would appear therefore, that what is envisaged is a highly
specialised institution separated from the control of the Government

but nevertheless sponsored by the Government lending institutions.
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Now the question arises as to the form which the institution should
take., According to the outline given above virtually all of the functions
at present. carried out by the National Provident Fund would be taken
over by the Corporation,

In regard to (d) above it can be seen that the security backing
for the Corporation's debentures would be the debentures it holds from
the local authorities. Thus in the ultimate the Corporation would have
the rating potential of the various local authorities as the security
backing for its debentures and stock. The Corporation would not
raise money except in exchange for local authority debentures. The
right of persons holding debentures from the Corporation would there-
fore be to take over the debentures which the Corporation is holding.
This raises the question of whether the Corporation would go on to the
market to raise loans for each specific loans project or whether it
would borrow generally. Borrowing generally may, in many cases, be
a better proposition as if it attempted to obtain money for specific
pfojects for individual local authorities its money raising potential
would be considerably restricted by the nature of the particular local
authority and the proposed project.

One further function which a Corporation could undertake would
be a co-operative insurance scheme for local authorities. All the
profits from this could be invested in local authority stock. At present
the insurance companies are required to keep substantial cash reserves

but if both were combined the cash reserves of insurance companies
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could be merged with the liquid reserves of the Corporation hence
cutting the total need for reserves as there would be no need for both
parties to hold reserves, |
One vexed question is the initial amount of capital which the
Corporation would require and the source from which it could obtain A
this capital, It is most unlikely that the Corporation could get any
automatic access to the capital accruals of the National Provident
Fund, i.e. despite the recommendations of the Royal Commission, and
it would probably be necessary for it to obtain a capital structure else-
where. The amount of initial capital thaf would be required woﬁld, of
course, depend to a large extent upon how extensive its functions
were to be, It has been submitted that £5 million would be required
while others have stated that £2 million or even £1.5 million would
suffice. The difficulty would be to find someone to contribute this
sum. It could be put up by the National Provident Fund together with
several different insurance companies in a joint effort. It is possible
that this sum would remain uncalled and would act merely as a
security backing for the Corporation. At the presenttime there does
not appear to be any prospect of Reserve Bank credit being used to
finance the Cdrporation as tlﬁs could prove inflationary. The day to
day operations of the Corporation would most likely be run upon the
'pool system’' {similar to that at present in use by the National Providen
Fund). This 'pool’ would contain the surplus moneys contributed by

the local authorities.
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However one rpajor problem with utilising a capital structure is
that the contributors of the capital would expect a return upon their
investment. : It has thus been suggested that instead of relying upon
contrlbﬁted capital the Corporation could obtain its initial finance by
means of a levy upon all New Zealanci local authorities which would
be made upon the rates of the territorial authorities and upon the
revenues of the 'ad-hoc’ authorities. A levyof 14 in the £1 upon all
rateable property made annually over a period of ten years would
produce an amount well in excess of £50 million.

As the Corporation would exert a very substantial influence in
the market it would be necessary for it to operate in close co-
operation with the Treasury and the Reserve Bank so that its: activities
could be harmonised with the economy of the vcountry as a whole. To
this end it is possible that the debentures of the Corporation would be
issued only upon’the approval of the Minister of Finance.

The next point is overdraft accommédatibn. It is probable that
about £1 million in overdraft accommodation would be required.
This would be necessary to cover fluctuations between the receipt of
revenues and the payout of commitments for investments. The National
Provident Fund at present malntains a system whereby it can sell
Government Stock at short notice to finance unexpected liabilities but
being an independent institution the Corporation could hardly oberate
a sYStem such as this. Overdraft accommedation would be vital to thé ~

Corporation to enable it to keep its funds fully invested and it‘is
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possible that temporary advances could be made by the Reserve Bank
i.e. the Reserve Bank could act as the Corporation's banker,

How comprehensive would the activities of the Corporation be ?
Would it raise the total amount of finance required by the local
authority sector, would it raise loans or supply funds only to certain
classes of authorities, or would any local authority be free to seek the
ald of the Corporation or to make its own approach to the market as it
desired? But it is certain that many of the larger bodies would still
prefer to raise their own loans and even most of the smaller authorities
would probably still prefer to approach the market upon their own
behalf in those cases where they were sure of raising the finance.
This being the case the Corporation would frequently be operating upon
the market in competition with various local authorities. To overcome
this difficulty Ia system of programming market activity would have to
be devised to ensure thaf the Corporation was not merely taking funds
away from those bodies which happened to be seeking finahce at the
same time as the Corporation.

" An amendment to the Trustee Act 1956, would be necessary to
give thé securities of the Corporation trustee status. It i{s likely that
some element of Government guarantee would be required to clinch the
trustee status of the Cofporation's securities;

Now we must consider the possible advanta‘ges'v‘vhich would

accrue from such an institution. It could provide expert advice upon
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the raising of loans and other financial matters which would be of
great assistance especially to the smaller local bodies. The Corpora-
tion could act as a buffer between Government and the local authorities
At the present time available finance is not spread evenly throughout
the country; this situation would be recfiﬂed. A Corporation would
obtain more money far iocal autherities in the aggregate than all
individual authorities working independently as it would have more
prestige than any single local authority. By assisting the smaller
local authorities it would mitigate the present disadvantageous
position suffered by the smaller bodies. As the nature of the particular
body would be an immaterial factor in the lending policy of the
Corporation the present disadvantages suffered by some classes of
authorities could largely disappear. A single type only of local body
security would be on the market and this would be far more readily
negotiable than the many and varied securities which are upon the
market at present. It would act as a short term money market for local
authorities. The debentures or stock of the Co;poration would be
readily marketable and since the Corporation, when well established,
would havé sufficient reserves (in the form of reserves méde up by
amortization payments or in other ways) to redeem its debentures or
stock at par or thereabouts, an investor who was forced to realise
before maturity date would have a smaller chance of loss through

depreciation in the value of his security than in the case of debentures
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in a smaller body for which there was only a limited market. The
securities of the Corporation could be offered to the public in varying
units and in several different forms to improve their attractiveness to a
wide range of investors. These bonds would be sold throughout the
country , at banks, post offices, trustee companies and so on.

‘But two advanfages’which could be derived from such an institu-
tion stand out above all ‘others. Firstly by stabilising the Supply of
finance to local authorities it would assist in stabiiising the rate of
intérest. Secondly the Corporation would be in a positldn to borrow
short and to lend long and this would mean that the authorities would
not be forced to resort to rely upon short term finance to the éxtent
which they do at present.

However, some believe that the establishment of such an
institution may encourage many to enter the field for loans when the
cost of the project could more readily be met from revenue., As finance
would be more readily available reckless spending may be encouraged.
It was previously mentioned that the Corporation would be able to raise
more for local bodies than the aggregate of local authorities but this
could be a major factor to ob’erate agéinst the Corporation as the
greater power the Corporation'has upon the market the more it is likely
to conflict with the activities of the Government. The administration
costs of the Corporation would be considerable; possibly in the

vicinity of £40,000 per year. The activities of the National Provident
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Fund would be seriously depleted. It would need the services of a
large and highly trained staff and it is very doubtful if such a staff
could be recruited in New Zealand at the present time. Could such an
institutlon operate at a proflt? 'It must remain a matter of some con-
jecture whether the Corporation would draw more savings out of the
community or whether it would merely take finance away from the other
sectors of the market,

It has been stated that the Corporation would issue blanket
debentures and would probably not raise loans for indi\}idual projects
or bodies. But if it did this the local interest in many loans would be
seriously diminished and indeed it has been stated that regional
loyalties baséd on a composite of utilitarian and prideful interest on
the part of local residents, do in fact function as a benevolent under-
writer of local body loans and make a valuéble contribution towards
their success. The Corporation may be able to overcome this by
raising some issues upon a blanket basgis and raising in respect of a
certain project in thgse cases where it is cbvious that local interest
would be of assistance in finding the finance.

Of all the propocals which have been put forward as providing a
remedy for the ills which besei; the local authorities when they approach
the market this is the most challenging and is the one which has
received the greatest publicity. There can be no doubt that the
existence of any such institution would constitute a major force within

the market.
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The Royal Commission approved the establishment of a Local
Authority Finance Corporation and. made the following comment (Report
page 29 paragraph 111)

“The Corporation would not have, initially, the sole right to

raise loans for local bodies, but local bodies should be
encouraged to use it and, ultimately, when fully established
and operating, it could become the sole igsuing authority. It

‘should be the sole underwriter ,for local body lcans but with

power to contract and pay for sub-underwriting. We think this

-1s necessary to protect and recognise the status of the Corpcra-

tion and to prevent undue cutting and competition, We do not
~think it advisable to authorise the Corporation to act as an
insurance company nor to empower it to make a levy on local
authorities, except for the purpose of recouping losses - which

- should not occcur. The Corgoration should be self sufﬂcient and

self supporting; it should be able to make some profii but this
profit weuld be retained by the Corporation to increase its
lending resources and might well be used for making loans on
especially favourable terms to needy local bodies: Pa,fticular

-care should be taken to select and maintain a skilled .an,d

experienced staff, "
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Increased Government Subvention -

Conditional and unconditional grants in aid from the Central
Government play a maj or part in the financing of local government in
the United Kingdom but, except perhaps in respect to hospital boards,
are not used to any gfeat extent in New Zealand. It should be pointed
out that the scope of local government activities is much wider in the
United Kingdom than it is in this country.

It could well be argued that extensive Government assistance in
the financing of local bodies means a negation of the whole concept
vof local govémment and implies that the authorities are merely local
spending agencies of the Ceniral Government. However, an‘
examination of the existing situation seems to indicate that
Government assistance does not bring about a weakening of the fabric
of local government. Indeed the opposite appears to be the case.
From time to time chairmen of various local authority crganisations
have commented upcn the lack of financial assistance from the
Government and some competition has arisen among the various
classes of authorities for assistance. Financial aid in any form has
been freely accepted.

Assistance which has been granted in the past has been -
designed largely to further Government policy rather than to provide
sustenance for the authorities. Examples of this include the provision

of subsidies for pensioner flats and sewerage works. Grants of this



157

nature assist in extending the range of local activity as well as
furthering Government policy.

Apart from subsidies subvention has taken the form of reduced
interest rate loans and occasionally, unconditional grants. We are
faced with a minor problem in definition when we come to consider
subsidies paid by the National Roads Board which is now one of the
major sources of subsidy finance for local government. The funds of
this organisation do not have to be appropriated by Parliament., On
the other hand it is financed largely by a tax on petrol.

One of the major problems involved in the granting of additional
aid is the diificulty of financing it. Governments have been hesitant
to take action to assist local bodies if that action. is likely to prove
politically inexpedient. Increased assistance to the authorities would
mean increased taxation in some form or other, It is for this reason
that many oi the recommendations of the Royal Commission have never
been implemented e.g. the local body levy of 2d in the pound on
earnings, which incidentally, to make matters worse frc;m a political
point of view, it was suggested should be collecied by the Central

Government.

Additional Sources of Kevenue

Additional sources of revenue whichwere made available to the
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territorial authorities could be diverted to capital uses. The political
problems involved here are even more potent than those associated
with Government subvention.

Rates have long been the major source of revenue for the
territorial authorities and are likely to remain so if only for the reason
that the limits of the property over which they are levied can be
readily defined. Rates provide the basis of local body income in most
Western Countries, but in some instances they are supplemented by
income from such items as local income and sales taxes, citizen
taxes and levies. Legislation would be necessary to implement
proposals of this nature and although the revenue collected would be
for local government the taxpayers would be inclined to'regard the
imposition as merely another tax and the brunt of the blame for its
introduction would, therefore, fall upon the Central Government.

A local sales tax (i.e. a tax on retail sales) would probably
have to be collected and levied on a regional basis. If such a tax
was not at a uniform rate throughout the country, consumers may be
induced to travel outside their district of residence in order to gain
the advantage of cheaper purchases. Opposition from business
interests could be expected to any proposal to introduce a local sales
tax in New Zealand,

The range of local trading activities could be extended i.e.

boroughs and counties could be permitted to engage in the retail



159

selling of electrical appliances. Incidentally this practice is
already carried on upon a limited scale. A proposal of this nature
would also encounter opposition from the business world and it is
unlikely that smaller authorities would be in a position to derive any

great benefit from increased trading activities,
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CONCLUS I ON
Having analysed the situation we conclude the study by
reverting to the original question which we set out to answer:
"Is the market organised in the way that best ensures an
adequate ﬂqw of ' capital to this sector?"

- It has been established that we cannot permit local
authdrities' to vc‘ompe‘te upo'nl a freé uncontrolled market. The
com‘pétifive forces operating between the authorities themselves
and the overall nature of the work they are required to
undertake together with the efféct.of the other sectors dictate
'a' cpnsidefable degfée,of Govérﬂmenticontrol and subvention..

.. A possible summafy vof the major problems may be as
follows. | | |

(@) Inter éuthorif;l .competition

(b) Compétitioﬁ from oﬁts;ide sectors

(c) Eiuctﬁatihg costs ovf raising and serviéing loans

(d) A dimunition of available sources of supply

(e) In the light of the oomfnents made in the preceding
section the fact that there is political opposition to
the introduction of new institutions or additional
sources of revenué to assist local authorities.,

(£) Overall lack of finance coupled with a dependance

upon short term finance.
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These various problems are to some extent interdependent
and are generally the result of each other.

As previously indicated inter local authority competition
affects mainly the small boroughs with essential works who are
forced to compete with larger neighbours. Even a _substantial
increase in the supply of capital xhay. not wholly eliminate this
prdblem. The flucfuating costs of raising and servicing loans -
also affects, in the main, the smaller bodies. The smaller
authorities are already permitted to pay higher underwriting fees
and it would be undesirable to allow them to pay higher interest
rates thereby increasing costs still further.

Despite the recommendations of the 1958 Royal
Commission to the effect that the ultimate aim should be free
interest rates, this pros éect could not be contemplated in
present conditi_ons .

In respect to competition from outside the sector it has
been pointed out that in relation to the urgency and importance
of their needs, the authorities are probably obtaining an equitable
share of the overall amount of available capital. There has been
little evidence that any really essential works have been either
prevented from proceeding or seriously delayed through lack of
finance. But this point could hardly be used as an argument
against any furthe\r reform of the local authority sector of the

market.
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Government influence in the market makes it most
unlikely that the authorities will be granted any preferences or
endowed with any‘furthér'devices which would_ enable them to
gain:é greater share of the market to the detriment of other
s'éctorls.. The Eecommendation of the Royal Commission to the
effect that a local authority finance corporation be established
héé, therefore . despiie frequent agitation, never been
‘implemebn'te‘d. All this amounts to véry little consolation for
16cai bodies.

The gradual decline in insurance company investment in
this field has resulted in the authorities turning increasingly to
the sxfxall inVes tor and the government institutions as sources
of finance, The State Advances Corporation has ceased acting
as‘ a généra.l lender leaving the National Provident Fund as the
major state lending institution. The small investor is a ficklé,
and in sbme respects unsatisfactory lender. He is of limited
use to the smallér boroughs in the large urban areas and has
Iittie value as a lender of long term finance, The authorities
have tended therefore to rely more upon the Gentral Government
as a source of capital as wéll as revenue finance, However the
limitations involved in extending this form of assistance further

have been considered in the previous section.
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Possible Remedies

There is no magic remedy universally applicable which
will instantly solve the existing problems and only piecemeal
solutions can be submitted.

The scope and problem of local finance could be said to
depend upon the position of local government within the general
governmental system of the Country, Changing conditions have
necessitated new distributions of functions between central and
local government. No set pattern of local government central
government division of responsibility has evolved: the matter
rests almost entirely upon ad hoc policy considerations, The
financial problems could conceivably be tackled by effecting
further transfers of functions from local to Central Government,
Moves in ‘this direction would probably result in a more efficient
use of available capital but at the same time would mean a
weakening of the political structure of local government.

Roform is a more immediate possibility. Shifts in
population have weakened the local government framework
especilally in the rural areas and héve made reform an urgent
necessity. So far however legislative incompetence has
prevented any really effective reforms from taking place.

It has been pointed out that the territorial authorities

are generally not permitted to build up general reserves which
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could be used at a later date for capital development. Section
143 of the Municipal Corporations Act grants to boroughs the
power to set up funds for the renewal repair replacement or
improvement of any property, plant, fixtureé or appliances.

The Audit Office has gfeatly‘ restricted the -ui:ility‘ of this section
by requiring that any funds which are established under its
provisions must be earmarked for a specific pu’rpos‘e‘.- ' _Whether‘
this narrow interpretation was the original intention of the
legislation must remain a matter of some doubt but there is'no
question that this provision could be used as authotity for
municiplalities’ to build up reéerVes for a wide variety of
purposes. If a reserve was established for one purpose there
would probably be no restriction upon it being used later for
another purpose provided it came within the scope of the section,
These reserves would be financed frorﬁ rating revenue, It
appears therefore that if the restrictions upon the use .of this
section were liberalised the way‘ would be open for municipalities
to accumulate reserves which could be diverted to capital
expenditure., This would mean less reliance upon i:he market

and could be very useful, especially to smaller boroughs which
had reasonably low rating levels. It must be admttted that such

a practiée could be open to abuse but the control exercised by
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the Audit Office should bé able to keep any misuse of the
section to a minimum.

Considerable progress towards solving the present
finanqial prob;ems could probably be made by introducing into
NeW.Zealand a system w_hiéh has been in use @n the United
Ktpgd_om for almost forty years, i).we. the ".loans pool”. These
are sqmewhat anqlbgous to the investment pool run by the
Natiqn_al Provident and except that every individqal authority
would have its own "pool account”. The great virtue of these
devices is that they would do away entirely with the need for
sinking and depreciation funds; orto put it more succinctly,
the money which is at present invested in sinking, depreciation,
and renewal funds could be made more readily availabl_é to
finance capital works. It could be argued that as thihgs_ stand
at present there is a certain amount of double financing, i.e.
simultaneous borrowing and lending. Section 9 (6) of the
Local Authorities Loans Act requires that authorities when -
borrowing must make provision for the repayment of the loan
and this is sometimes effected (although not universally by
any means) by the establishment of a sinking fund. Sinking
Fund Commissloners are appoin_ted-to invest these funds in
trustee investments as directed by the local authority. An

analogous situation exists in respect to depréciation funds.,
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As at 31 March 1963 local authorities had external sinking and
de;‘:reciét‘ion funds totalling approximately £7.5 million and it is
notable that in that same year they sought some £10 million on
the market. : The pool.system would enébl_e much of the money
aVaiiablé in the sinking funds to be diverted to capital
expendituré.' Before pointiﬁg out the further possible
édvantagés of the pools system We will examine the mechanism
of the sﬁistem.in a little more detail.

As far as British ptactice' {s concerned the authority
sets up a loans pool which is actually the sole borrowing and
lehding unit of the authority, i.e. all the auth'ority's capital

" financing transactions ‘go through the pool, The pool is
financed by loan moneys received, contributions from raté
income together' with other miscellaneous capital receipts.
The pool actually makes the capital expenditure as required

‘and Instalments of ‘principal and interest are coliected from
‘the other departments of the authority. The pool borrows
ektemally of course, and when external loans fall due for
repayment the necessary 'finanbe is usually obtained by
re- borroWing .

Now if a system such as thié is to be iﬁtrodubed into
’New‘ Zealand a few mod’ificattons would seem to be required.
Firstly if each local authority is to have itis own pool and:

external borrowing is still to be carried out, then the pool
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system would not go far towards solving the problems of the
smaller authorities because the smaller pools would probably
still experience the great difficulty in obtaining finance that
the lesser local bodies do at the present time. It would appear'
therefore that collective pools cuntaining a number of differént
authorities would be more suitable to New Zealand conditions.
These could be crganised on a regional, sub-provincial, or even
provincial basis but should preferably contain a good cross
section of authorities of different classes and sizes both urban
and rural. Coupled with the point just mentioned, provision
should be made to compel the non territorial trading authorities,
e.g. harbour boards, to invest in their own pool, or if no
investment opportunities exist there, in some other pool. This
would mean that local authority investment was kept within the
local authority sector. The reserves of the trading departments
of the territorial authorities could arlso be invested in the pools.
It can be seen that the greater the number and variety of
authorities in a pool, the greater would be its chances of
obtaining finance. It is possible that some legislation may be
needed to require authorities to invest in the poolls. The
attractiveness of investment in the pools would depend largely

upon what was offering outside, but it would certainly be
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advisable to divert as much local authority investment as possible
into the pools..

A further péint:that.would have to be setitled would be
the avenue for the short term investment at present taken by the
National Provident Fund.. Should these be channelled into the
pcols? In view of the problems surrounding the administration
of these shorf term investments it would appear advisable that
they should, ifor the present at least, be left with the Provident
Fund.

The administration of the pools could be placed in the
hands of trustees who were appointed by the authorities and
possibly containing government representatives.

Now to reiterate tﬁ_e édvantages, of the pdol system,
Firstly it would alleviate the need for sinking funds and would
enable the moneys that are at present invested in those funds
to be released for 'other‘purposes. Secondly it would provide an
avenue of investment for the mounting reserves of the trading
authorities . meaning that available finance from authorities
with surpluses could be made available to other authorities,
This would assist in providing a system of self finance for the
local body sector and reduce the competition which this sector
experiences from other quarters. Thirdly inter authority

competition would be reduced as the pools could establish some
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rational method of making finance available which would not be
dependent upon the size or class of authority. Fourthly as the
‘introduction of the loans pool system would mean little
disruption of the market at the exgense of the other sectors it

could probably be implemented without much political opposition.
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APPENDIX A

SCHEDULE OF INTERVIEWS

- Some of the information contained in this thesis was
obtained from a series of personal interviews conducted by
the writer with those mdividuals whb appeared to be in the‘
best position to discussb the particular aspeci of the study
under consideration,

Interviews were conducted with the following.

Secretary, New Zealand Harbours Association.

Accountant, Wellington Hospital Board.

Secretary, New Zealand Hospitals Association.

An Officer of the State Advances Corporation of New Zealand.
Assistant County Clerk, the Hutt County.

Treasurer, Wellington Harbour Board.

Investment Officer, Government Life Insurance Office.

An Officer of the Local Authority Section of the Audit Department.,
A Borough Councillor of the Petone Borough.,

A Clerk of a Firm of Wellington Stockbrokers.

Secretary, National Roads Board.
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