
THE POLITICS OF NEW ZEALAND'S 

FOREIGN DEBT 

A thesis 

submitted in partial fulfilment 

of the requirements for the Degree 

of 

Master of Arts in Political Science 

in the 

University of Canterbury 

by 

Martin W. Small 

University of Canterbury 

1990 



CHAPTER 

TABLE OF CONTENTS 

Tables, Figures, Appendices 

Acknowledgements 

Abstract 

PAGE 

INTRODUCTION ...................................................................... _ ............................................. 1 

I. CREDIT, BOOM AND RESTRUCTURING: THE THEORY OF 

MONEY CAPITAL ................................................................................................ 5 

Capital, Labour and }vfoney Capital .................................................................. 6 

Money Capital ................................................................................ .-...................... 8 

Credit ..................................................................................................................... 11 

Hope and Fear .......................................................... · ............................... : ........... 15 

The Rate of Interest ............................................................................................ 18 

The Finance Sector in Periods of Crisis ......................................................... 20 

Credit, Boom and Restructuring ..................................................................... 25 

-

II. INTERNATIONAL MONEY CAPITAL AND HOPE ....................................... 27 

The Alliance Between International Money Capital and 

International Productive Capital. ................................................ 27 

The Post-War International Monetary System ............................................ 32 

The Legacy of the Post-War International Monetary System ................... 36 

Transnational Banking in the 1970s and the Debt Crisis ........................... 42 

International Money Capital and Hope ........................................................ .46 

III. BORROWING OUT OF HOPE AND BORROWING OUT OF FEAR: 

A HISTORY OF NEW ZEALAND'S FOREIGN DEBT ............................... 47 

State Debt .............................................................................................................. 47 

Borrov\Ting for Development: 1872-_1880 ........................................................ 49 

The Debts of War ................................................................................................ 53 

Indebtedness in the 1920s .................................................................................. 55 

The Great Depression .......................................................... -.............................. 56 

The Burden of War and the Repayment of Foreign Debt ......................... 59 

A Growing, Yet Sustainable Debt: 1954-67 ..................................................... 60 
·-

Present Day Indebtedness .................................................................................. 61 

Borrowing out of Hope and Borrowing out of Fear ..................... ; ............. 66 



IV. PRODUCTIVE AND UNPRODUCTIVE FOREIGN DEBT: 1974-89 ............ : .. 68 

New Zealand's Foreign Debt ............................................................................ 68 

New Zealand's Balance of Payments ............................................................. 75 

Productive Foreign Investment in New Zealand ....................................... 87 

Productive and Unproductive Foreign Debt in New Zealand ................ ,88 

V. RESTRUCTURING IN NEW ZEALAND'S FINANCE SECTOR. ................. 91 

Regulation and Deregulation .......................................................................... 91 

Credit: Deregulation of the New Zealand Finance Sector ........................ 93 

Boom: Lending Within the New Zealand Finance Sector ....................... 97 

Restructuring: 1, DFC - Collapse of a Financial Corporation ................... 97 

Restructuring: 2, Foreign Takeover of a New Zealand 

Company - NZI - Corporation .................................................. 103 

Restructuring: 3, Foreign Takeover in the Financial Sector .................. 106 

Restructuring in New Zealand's Finance Sector ....................................... 106 

CONCLUSION: RESTRUCTURING NEW ZEALAND'S FOREIGN DEBT ......... 108 



TABLES 

PAGE 

TABLE 2.1 Branches of Foreign Banks in London ...................................................... 37 

TABLE 2.2 US Banks Overseas and their Assets .......................................................... 37 

TABLE 2.3 Receipts of Income on US Assets Abroad: 1960-84 .................................. 39 

TABLE 3.1 Immigration and Public Works Expenditure: 1872-1880 ....................... 50 

TABLE 3.2 Government Debt and Debt Servicing: 1872-1900 ................................... 51 

TABLE 3.3 Export Volumes of Major Commodities: 1870-1900 ............................... 52 

TABLE 3.4 Origin of Government Loans: 1900-35 ....................................................... 54 

TABLE 3.5 Index Numbers of Major Commodity Export Prices 

and Total Export Volume: 1919-28 ......................................................... 55 

TABLE 3.6 Indexes of Farming Income, Export Prices and Volume: 1928-36 ........ 57 

TABLE 3.7 External and Internal Public Debt: 1940-54 ................................................ 59 

TABLE 4.1 Components of New Zealand's Foreign Debt: 1974-89 .......................... 69 

TABLE 4.2 Debt Stock and Servicing: 1974-89 .............................................................. 71 

TABLE 4.3 Impact of International Investment Income Deficits 

on Balance of Invisibles: 1976-88 ............................................................ 78 

TABLE 4.4 Balance on Current Account: 1984-88 ....................................................... 79 

FIGURES 
FIGURE 4.1 Gross Government Expenditure: 1982 &1988 ...................................... 74 

FIGURE 4.2 Internationai Investment Income Deficits: 1983-87 ............................ 77 

FIGURE 4.3 Long-term Capital Movements: 1982-85 ............................................... 83 

FIGURE 4.4 Foreign Exchange Reserve Borrowing: 1974-88 ................................... 86 

FIGURE 5.1 DFC Denomination of Funds: 1982-89 ................................................... 99 

APPENDICES 
APPENDIX 1 Government Revenue: 1974-88 ............................................................ 112 

APPENDIX 2 Government Expenditure: 1974-88 ...................................................... 113 

APPENDIX 3 Current Account: 1974-88 ....................................................................... 114 

APPENDIX 4 Capital Account: 1974-85 ........................ ~ ............................................... 115 

APPENDIX 5 Compensatory Financing: 1974-88 ....................................................... 116 

APPENDIX 6 Foreign Investment and Income: 1974-83 .......................................... 117 

APPENDIX 7 Sectoral Analysis of Trading Bank Lending: 1984-86 ....................... 118 

APPENDIX 8 Sectoral Analysis of Financial Institutions Lending: 1987-89 ........ 119 

APPENDIX 9 Foreign Takeovers and Commencement of Business: 1987-88 ..... 120 



ACKNOWLEDGEMENTS 

My greatest thanks must go to Rob Steven who continually expressed the politics 

that lay behind the facade of numbers. I consider myself to be most fortunate in 

having learnt with him over the last two years. My thanks also to Jim Lamare for 

his support and encouragement. 

Thanks to my parents, Delle and John. To Delle for her long distance, but ever

present, love and her deep knowledge of development issues, and to John for his 

more immediate love and for sharing something of what he knows about English. 

To all my friends and family who have cared for my work, my well-being and my 

enjoyment of life. To all those who have discussed debt with me, including my 

fellow thesis travellers. To Tim for his visualism and front room inquisitions. To 

Grant for living on the fourth floor with me during crucial times. And to Grant for 

seeing me through the printing at CopyLand. 



Abstract 

New Zealand's current foreign debt is, by all accounts, at a dangerously high level. It 

has been increasing since the onset of recession in the mid 1970s. Today, New 

Zealanders are being constantly reminded of the amount of money which "we" owe 

to foreign banks. By examining the historical forces and the political relationships 

which have shaped the current condition of foreign indebtedness in New Zealand 

this thesis attempts to break from statements concerning the evil and the size of the 

debt. It seeks to explain the politics of New Zealand's foreign debt. 

Foreign debt in New Zealand is examined initially through a theoretical discussion 

of money capital and credit. The theoretical insights offered in this chapter are re

examined throughout this thesis. Chapter 2 examines the strength of transnational 

banks and how this is reinforced by their alliance with transnational corporations 

and by their lending to national governments. Their loans are always extended out 

of "hope" - the confidence that they will profit from the transaction. Chapter 3 

examines the history of borrowing by the New Zealand state. This borrowing has 

been made out of hope, but in the current period of indebtedness, it has been made 

out of "fear" - fear that unless more borrowing is undertaken a devastating collapse 

of capitalist production will occur. The current state debt is largely unproductive. 

That is, it has not been used to increase the country's productive capacity. 

Productive and unproductive debt is the focus of Chapter 4 which uses balance of 

payments and other data to show that whiie the state's debt is unproductive, private 

foreign debt is largely productive. Local capitalists have borrowed from overseas 

and directly invested their money in the extraction of surplus value from labour. 

The division between productive capitalists and unproductive state in r:egard to 

foreign debt can be extended to the predominant disparity in New Zealand between 

large productive formations of capital and small unproductive formations of 

capital. The extent to which recent capitalist restructuring has occurred on the basis 

of a growing alliance between major local and international capital is highlighted in 

Chapter 5 which examines restructuring in the finance sector. 

The concept of credit is vital to explaining debt. Gaining access to the use of credit is 

the key to expanding capitalist production. ~xtending credit is the k~y to bank 

profitability. Capitalists and banks use credit to further the exploitation of labour. 

Projecting these relations of credit into an international setting is crucial to 

understanding the politics of New Zealand's foreign debt - transnational banks, 

transnational corporations and their local allies come together in an alliance which 

is based on the exploitation of labour the world over. Working people in New 

Zealand are increasingly suffering from a tightening grip of foreign control, 

exercised through the mechanisms of foreign indebtedness. 



Introduction 

The increase in New Zealand's foreign debt over the last 10 to 15 years has reflected 

greater foreign control over New Zealand society. This thesis seeks to establish the 

strong political links between foreign debt and foreign control in New Zealand. In 

1987 the total foreign debt, both public and private, was $42.6 billion, but to owe 

such a large sum of money to overseas interests is not of itself a serious matter. The 

gravity of the country's foreign debt lies in the political relationships through 

which indebtedness occurs and the wider political conditions which shape those 

relationships. New Zealand's current indebtedness is increasingly characterised by a 

lack of power within those relationships, a power which is inversely related to the 

growing strength of foreign domination in New Zealand. 

This work has sought to analyse the politics of New Zealand's foreign debt. 

Understanding the political significance of this debt requires more than empirical 

discussion of its constitution, or examination of the mechanics behind its 

repayment. Analysis of the foreign debt demands a strong theoretical grasp of how 

indebtedness fits into the dynamics of capitalism, before examining the political 

interactions between particular groups which occur within the framework of 

indebtedness and then discussing the impact of debt on New Zealand society. 

THE MA TRIX OF POWER 

A matrix of capitalist power has developed in New Zealand which directly shapes 

the political nature of New Zealand's foreign debt. The matrix is based on the 

political relationships involving the state, transnational banks, transnational 

corporations, major New Zealand corporations and financial institutions, and 

smaller capitalists and financiers: 

Transnational 
Corporations 

Small Local 
Capitalists 

Transnational ...., ________ _.,. Banks 

Small Local 
Financiers 
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Prior to their activities in New Zealand a strong and ever growing bond exists 

between international money capital and international productive capital. This 

alliance is further strengthened within New Zealand by the relationships developed 

between foreign banks and local capitalists and between foreign capitalists and local 

banks. The ties between international and major local capital are strengthened by 

the profitability of each member of the alliance. Strong, successful capitalist 

enterprise in New Zealand is becoming increasingly dependent on relations with 

foreign capital. 

The growing merger between international and local capital necessarily weakens 

the local alliances built up within the local representatives of money capital and 

productive capital. Small locai capitalists and financial institutions are not able to 

effectively compete with the strong international and local formations of capital. 

Although the state must placate local interests to some extent, the nature of the 

present capitalist crisis in New Zealand is such that the institutional strength of the 

alliance compels the state to regulate political conditions in the alliance's favour. 

This exacerbates the poor condition of local capital and further strengthens the 

power of international capital and its link with major New Zealand capital. 

Increasingly, two parallel streams of capitalist development are forming in New 

Zealand. One is distinguished by a strengthening bond between large local and 

international formations of money capital and productive capital. The other 

consists of smaller locally based formations of money capital and productive capital, 

but neither is able to develop strong links with foreign capital. This growing duality 

is well reflected in the nature of New Zealand's foreign debt. Foreign capital is only 

invested in those enterprises, whether public or -private, whose size and stre~1gth in 

New Zealand can assure foreign investors that their investment is sound and will 

provide a profitable return. 

SCOPE OF ANALYSIS 

In seeking to explain the political nature of New Zealand's foreign debt, I have 

consciously tried to analysise the debt through the- social and political conditions 

within which it has been incurred. An empirical analysis of New Zealand's balance 

of payments and other indicators is therefore undertaken in order to assess the 

impact of the foreign debt on the country's development. The actual build up of the 

government's foreign debt through brief discussion of the 'Think Big' projects and 

agricultural subsidies of the late 1970s and early 1980s serves as contextual evidence 

for the more thorough examination of the effects of the very large foreign debt. 

The investigation of New Zealand's foreign debt is based on three main 

components. The first is a theory of money capital, the second is a theoretical and 
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empirical discussion of international money capital and the third is an empirically 

based examination of New Zealand's political relations with the world through its 

foreign debt. Chapter 1 establishes the theoretical basis for the examination of New 

Zealand's foreign debt by examining the marxist theory of finance capital. The 

purpose of this chapter is to examine the role of credit in capitalist society. As well, 

the chapter introduces two concepts - 'hope' and 'fear' - that are vital to the thesis 

and its approach to the phenomenon of indebtedness. It will be shown that finance 

capitalists (banks) and productive capitalists (capitalists) lend and borrow money 

capital out of either hope or fear, depending on their relative size and strength and 

on the material conditions of production. 

Chapter 2 establishes the international context through which the thesis examines 

New Zealand's foreign debt. It extends the theoretical basis from Chapter 1 by 

examining the strong links between international finance capital and international 

productive capital. It then explores the reasons behind the growing power of 

international finance capital since the 1960s. The chapter concludes with an 

discussion of the developing debt crisis in the Third World during the 1970s and 

1980s _and the political effects of this on Third World countries. This, it will be 

argued, illustrates the power which international finance capital is able to exert on 

sovereign countries and leads to an examination of New Zealand's foreign debt. 

Chapter 3 is a thematic economic history of the New Zealand government's foreign 

debt since the 1870s. A distinction is made between borrowing from overseas which 

is used to expand the productive capacity of the country and borrowing from 

overseas which is used in an unproductive manner. The conditions under which 

current indebtedness was undertaken have meant that the increased expenditure 

has been largely unproductive. 

This then:te of productive and unproductive borrowing is more fully explored in 

Chapter 4. Here there is an attempt to establish an empirical basis to the argument 

that although a significant portion of New Zealand's foreign debt, particularly the 

government debt, has been unproductive, much of the ·debt has also _been very 

clearly based on productive investment in New Zealand by foreign capitalists. 

Chapter 5 collates the most significant theoretical and empirical aspects of the 

previous four -chapters. After a discussion on deregulation -in New Zealand's 

finance sector, the chapter focuses on case stud_ies involving the collapse of two 

major New Zealand owned financial institutions - the De-yelopment Finance 

Corporation and NZI Bank. These case studies highlight both the power of 

international money capital over local capital and the attraction of large foreign 
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financial institutions to the New Zealand finance sector as a form of imperialist 

domination. 



Chapter One 

CREDIT, BOOM AND RESTRUCTURING 
The Theory of Money Capital 

This chapter establishes the theoretical basis for the examination of New Zealand's 

foreign debt. It discusses the essential components of the Marxist theory of finance -

money capital, the credit system, fictitious capital and interest - in relation to the 

political relationship between capital and labour, and between money capitalists and 

productive capitalists. From this chapter two related themes emerge which assume 

growing importance during the empirically based discussion later on. First, the 

political relationship between money capitalists (banks) and productive capitalists 

(capitalists), manifest by bank lending and capitalist borrowing, is predominantly 

shaped by the general conditions of commodity production. But secondly, the 

institutional size and strength which banks and capitalists take into their dealings 

shapes the true nature of their relationship. 

The chapter begins with an outline of the political relationship between capital and 

labour and discusses how the particular dynamics of money capital, one component 

of capital as a whole, affect this relationship. Money is then examined, and a 

distinction is made between money as means of payment and money as capitaL As 

the discussion of money capital proceeds, the importance of this distinction 

becomes clearer, for it leads to the initial discussion of the relationship between 

banks and capitalists. 

The dynamics of the credit system in capitalist society are explored next and are 

shown to create a high level of interdependence between money capital and 

productive capital. At this stage, the mutuality of class interests between these two 

fractions of capital is expressed, but attention is also drawn to conflicting positions 

within the alliance between banks and capitalists. For example,_ although both are 

united in the fundamental conflict with labour, examination of the rate of interest 

which capitalists pay banks for the money capital they borrow highlights an intra

class conflict. This conflict is sharpened in periods of capitalist crisis, and as the 

impact of crisis on the relationship between money capital and productive capital is 

examined, the inherent, if rather elusive, power of money capital is highlighted. 
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CAPITAL, LABOUR AND MONEY CAPITAL 

The key element of this investigation into debt is money capital. As the thesis 

develops, it will be seen that the nature of money capital is to expand beyond any 

meaningful measure of its own worth. Thus, it is necessary first to investigate the 

dynamic of capital as a whole and ex~mine the real basis of the interaction between 

money capital and productive capital, namely the extraction of surplus value from 

labour. The focus can then turn to the dynamic which money capital imposes on 

political relationships within the capitalist class. 

Use-Value and Exchange-Value 
Essentiai to an understanding of capital, and hence money capital, is the concept of 

value. All commodities which are created by labour in satisfaction of a human need 

have value. However, unlike a product which is directly consumed by those who 

produce it, a commodity is produced for exchange with other commodities.1 In 

these respects, commodities possess both a use-value and an exchange-value. The use

value of a commodity reflects its physical or natural qualities which differentiate it 

from other commodities. These qualities, or the usefulness of the commodity, are 

realised in its consumption and represent the commodity's use-value.2 

When commodities are exchanged, the relevance of the qualitative differences of 

each commodity disappears in favour of quantitative differences, represented by 

their exchange values.3 Exchange values measure the value of one commodity in 

its exchange with another, but the actual exchange of commodities requires a 

common denominator to act as the basis of exchange by providing a measure of 

value. The common denominator of exchange values cannot be found in the 

physical or natural form of the commodities (because these are all different), but in 

their social form - labour - as all commodities are products of social labour. 4 Thus, 

exchange values can only be measured in terms of the amount of socially n[!cessary 
labour required to produce that commodity.5 That is to say, labour is the substance 

of value. 6 

Money and Finance 
In the exchange of commodities, money acts only as the representative of value. 

Value does not reside in money,7 but in the commodities which money is. used to 

1 Kay, The Economic Theory of the Working Class, p.20. 
2 Marx, Capital, vol.1, p.42. 
3 Kay, p.20. 
4 ibid, p.21. 
5 Socially necessary labour time refers to the amount of labour involved in the production of a commodity 
under the average conditions of production which capitalist society makes necessary: average speed of work, 
average skill of workers and average level of technology which the workers use. See Kay, pp.21-22. 
6 ibid, p.22 . 
7 Gold is an exception to this because it is a commodity produced for exchange and it is also money. 
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exchange. The values which are exchanged are determined by the amount of 

socially necessary labour expended in their production, but as different amounts of 

labour cannot readily be exchanged, money is used as an intermediary. Thus, 

money functions as the store of value.8 When the borrowing and lending which 

takes place between capitalists and banks is exam,ined later in this chapter, and 

throughout this thesis, the exchange of values is considered to represent the 

exchange of socially necessary labour - but in a special sense. The transactions 

between capitalists and banks have a special significance in that the values which 

are exchanged actually represent the exchange of appropriated labour. The values 

which circulate within the capitalist class comprise surplus value extracted from 

labour during the process of commodity production. 

The Circuit of Capital· 
Surplus value is the difference between the total value of commodities produced 

and the value of the commodities used in their production. Its creation lies in the 

circuit of capital 

M-C-M' 

. in which money (M) is used to purchase a commodity (C) which is then sold in 

order to realise a larger amount of money (M'). In this respect, the circuit of capital 

constitutes a particular relationship between commodities and money in which 

value circulates in order to create more value. Capital is, therefore, not simply the 

sum total of commodities plus money.9 It is a social process that occurs within the 

transaction between commodities and money. During this transaction, 

commodities and money both act as the embodiment of capital in " ... the circulation 

of value or money in pursuit of itself."10 

The actual creation of surplus value takes place in the process of commodity 

production, represented here by an expans_ion of the circuit of ca pi tall 1 

M - C(LP+MP) - P - C' - M' 

where LP represents labour power, MP stands for the means of production and P 

represents the production process. In this circuit of indus~rial capital, money is used 

to buy commodities: labour power, or the potential to work, and means of 

production, the plant, machinery and materials needed to produce the commodity. 

In the production process labour power works the means of production and 

- produces another commodity (C'). The sale of this commodity realises surplus 

value which is manifested by an increased amount of money (M'). 

8 Kay, p.17. 
9 ibid, p.28. 
10 ibid, p.29. 
11 ibid, p.32. 
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The Extraction of Surplus Value 
When capitalists purchase labour-power they do not buy labour itself. As with all 

commodities, capitalists purchase labour power at its cost, that is, the socially 

necessary time needed to make the commodities workers live on. But in purchasing 

labour power capitalists get its use-value, that is, the labourer's potential to work.12 · 

This use-value of labour power (potential to work) is what capitalists put to work in 

the production of commodities. The remarkable feature of the commodity called 

labour power is that its exchange-value, that is, the value of the wage for which it is 

exchanged, does not equal the value of the work which is done. 

The source of surplus value thus lies in the difference between the value of the 

commodities which capitalists need to pay workers to reproduce their labour power 

and the value of the commodities actually produced by labour.1 3 Whereas 

capitalists must pay for the full value which machinery contributes to production, 

they do not have to pay workers the full value of what they contribute, but only that 

portion of the value (in the form of monied wages) which is necessary to reproduce 

the workers' labour power.14 Surplus value represents that portion ·of the value 

workers create which the capitalist appropriates during the production process. 

The recycling of surplus value through the finance sector illustrates at a simple 

level the clear links between banks' lending activities and the extraction of surplus 

value from the working class during production. Capitalist borrowing and bank 

lending of money capital essentially represents the transaction of value which has 

been appropriated from workers. The extension of loans to capitalists based on the 

previous extraction of surplus from workers is used to further the exploitation of 

labour by capital. It is from this fundamental relationship between capital and 

labour that it is possible to now examine that part of the relationship which forms 

the focus of the thesis - money capital. 

MONEY CAPITAL 

Money capital plays an essential part in the circuit during which capital is 

transformed from money capital first into productive capital, then into commodity 

capital and then back into money capital for the process to begin over again. 

12 ibid, p.35. 
13 ibid, p.31. 
14 ibid, p.35. 

M - C(LP+MP) - P - C' - M' 

I I I 

Money Productive Commodity 
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Money capital is used to purchase productive capital in the form of raw materials, 

machinery and labour power. This productive capital is then consumed in the 

production of commodities which possess greater value than the value consumed 
in their production. Eventually, the surplus value of these commodities is realised 

as they are exchanged for money which is then transformed into money capital, and 

the circuit begins again.15 The employment of productive capital is therefore just 

one of three essential moments in the circuit of capital which creates and 

appropriates surplus value. 

This circuit of capital can be translated into a circuit which covers the general nature 

of capitalist activity. The capitalist class comprises money capitalists who provide 

money capital to productive capitalists to purchase productive capital and extract 
surplus value in the production process and merchant capitalists who sell the 

commodities which are produced and realise the surplus value embodied in the 

commodities. Each fraction of the capitalist class is dependent on the others for its 

own regeneration so although conflicts exist between the different types of 

capitalists, they are not as fundamental as the conflict between capital and labour. 

Thus, as the circuit of capital unfolds~ finance capitalists, productive capitalists and 
merchant capitalists appropriate, in different forms, a share of the surplus which 

has been produced.16 

The Role of Money Capital 
The creation of surplus value takes place in the production process, but the capacity 

of productive capitalists to generate a surplus at the moment of production is 

largely dependent on an uninterrupted flow in the circuit of capital. Production -

would be severely disrupted if they were unable to either sell their goods or obtain 

further money capital to purchase more productive capital. Money capital is 

therefore an essential element of the entire circuit of capital in two respects. First, it 

is used to purchase productive capital from which surplus value is created. 

Secondly, as the expansion of values in the prod_uction process depends upon the 

efficient circulation of capital between all three components of that circuit, money 

capital is also required for advances between. the various capitals before the 

circul~ting values are realised through the sale of the commodity. This process is 

discussed more fully when credit is examined later in this chapter. 

Money capital therefore has two distinct properties: it acts as a commodity whose 
use value is consumed in the creation of surplus values; and it acts as a means to 

facilitate the circulation and expansion of these values. Later it will be shown that 

15 Marx, Capital, vol.I, p.618. 
16 Marx, Capital, vol.3, p.820. 
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the demand for money capital reflects these distinct properties. This can place 

money capitalists in a position of strength in periods of capitalist crisis when the 

struggle between fractions of the capitalist class for the distribution of the surplus 

becomes more acute. At present, it is important briefly to examine money. 

Money 
Marx regarded money " ... as the independent expression of a certain amount of 

value existing either actually as money or as commodities".17 That is to say, money 

represents a value in its own right as a commodity as well as a value of other 

commodities. Thus money has two fundamental functions. First, it acts as a 

common measure of value, so that when it is used to purchase commodities its 

exchange represents the exchange of values (according to the amount of socially 

necessary labour expended in production). Secondly, and consequently, money also 

functions as a medium of circulation to facilitate the transaction of commodities. 

It is essential to understand that the true function of money in any situation is 

determined by the political relationship that it expresses. Marx maintained that 

money has a use value other than to facilitate exchange between buyers and sellers 

of different commodities. This is because " .. .it acquires an additional use value, 

namely that of serving as capital."18 Money's use value as money capital is its 

capacity to act as a means of extracting surplus value, and in this capacity money 

capital becomes a commodity.19 The commodity called money is therefore a double 

sided one. It can be used simply to buy and sell goods in the exchange of values, but 

it can also be used as the embodiment of a social relation - capital - for the expansion 

of values. 

Interest 
Unlike other commodities, money capital is never actually sold. It is the 

commodity's use value - the potential for extracting surplus value - which is sold. 

The value of this potential for extracting surplus value is called interest - the 

interest which is paid being equal to the- use-value of money capital as a 

comm-odity.2° Later it will be necessary to discuss the influences which determine 

the actual rate of interest. At this stage it is important to emphasise that interest is 

not simply an arbitrary payment for the use of money capital, but a method through 

which the surplus value created in the production process is distributed within the 

capitalist class. 

17 ibid, p.338. 
l8 ibid. 
19 ibid, p.339. 
20 ibid. 
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The source of interest is to be found in surplus value. As interest is equal to the use 

value of money capital, its realisation can only occur through the transformation of 

money capital into productive capital and the extraction of surplus value in the 

production process. The realisation of interest is therefore dependent upon the 

effective consumptio_n of this use value. Accordingly, the profits of money 

capitalists (in the form of interest payments) are dependent on the ability of 

productive capitalists to effectively utilise the money capital and extract surplus 

value out of the production process. 

CREDIT 

The basis of a bank's capacity to extend credit to their customers is that it acts as a 

depository for both capitalists' idle capital and workers' spare revenue.21 Banks 

extend credit only after building a sufficiently strong reserve by holding these many, 

often relatively small amounts of money. By reducing the need for cash 

transactions with the use of credit money, banks play a vital role in facilitating the 

most efficient circulation of monetary values.22 In effect, the credit system 

immediately centralises all the different quantities of spare money which exist at -

any one time and transforms them into capitaI.23 This has tremendous benefits 

both for banks, which supply the credit, and for capitalists, who are the principle 

users of credit. 

Supply 
Banks' relations with capitalists are shaped by the need to lend out as much money 

capital as they can, because the interest which is returned on their loans -is the 

primary source of their profitability. But the scope of banks' lending would be 

severely limited if they only lent to capitalists the equivalent amount of money 

capital that they held in deposits of money. The use of credit money allows banks to 

extend more money capital than the money they hold in deposits. They must hold 

cash in order for everyday exchange to continue, and they must also hold reserves 

of money to provide security for the credit which they extend. Nevertheless, the use 

of credit provides banks with a tremendous capacity to continually lend money to 

capitalist ventures which they believe will generate surplus value, will maintain 

interest payments and will pay off the principal debt. 

Demand 
The demand for credit derives from capitalists' need to pay debts or to expand 

production before they receive their share of the total surplus. The availability of 

21 Harvey, The Limits to Capital, p.247. 
22 This can be in the form of bank drafts or cheques for example. See Harvey, p.262. 
23 Harvey, p.262. 



12 
bank credit ensures capitalists are able to refines in the production process and 

extract further surplus value (upon which the entire capitalist class is dependent) 

without costly delays. It is necessity, however, and not choice which drives 

capitalists to demand loanable capital from banks. Capitalists may be able to 

establish productive enterprises with their own capital, but it is almost impossible 

for the profits extracted with the original machinery to suffice for the purchase of 

advanced technology, necessary to remain competitive with rivals and maintain 

profitability.24 At some stage, therefore, productive capitalists are compelled to 

enter into relations with banks in order to continue extracting surplus value. 

The Cycle of Credit 
According to the demands of both productive capitalists for further investment and 

of banks for outlets for their interest bearing capital, credit money is continually 

being created, destroyed and re-created.25 This phoenix-like quality of credit money 

is vital to the efficient circulation of capital, for it is essential that all three moments 

in the circuit of capital work efficiently in achieving continuity. 

More fundamentally, however, credit helps continually to extract surplus value. 

This comes about because the credit system can create more value than the amount 

of commodity value which actually exists. This cannot continue indefinitely, of 

course, because real value only exists within actual commodities. But what credit 

achieves is the extension of value before that value is actually produced and 

manifested within commodities. Effectively, a bank lends a capitalist non-existent 

value in order for the capitalist to produce, in real terms, the equivalent of that 

value in the form of commodities. 

Using the examination of value at the beginning of this chapter, it can be seen that 

value is created by putting labour to work and that out of this process surplus value 

is extracted. This process establishes the material basis from which credit can be 

further extended so that the credit system is able continually to extend the capacity 

for production, thus creating ever more surplus value to be distributed within the 

capitalist class. However, the capacity of credit to do this brings with it tremendous 

risks. These risks are most easily identifiable in the circulation of what Marx termed 

"fictitious capital."26 

Fictitious Capital 
The genesis of fictitious capital lies within a banks' initial extension of credit to a 

capitalist for the purchase of fresh means of production and labour power, using 

24 Weeks, Capital and Exploitation, p.129. 
25 Harvey, p.246. 
265ee Marx, Capital, vol.3, pp.400-13. 
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unsold goods for collateral.27 Although the bank has this material security in its 

investment, the paper which backs this security represents a fictitious value since 

the value of the unsold goods is not yet realised. If, therefore, the bank circulates 

this paper value as credit money, such as cheques or bank drafts, it is actually a 

fictitious value which is circulating. This occurs in the simple extension of credit. 

However, should this credit money then be transformed by the bank into interest 

bearing capital and lent out to other capitalists for fixed investment, fictitious capital 

will have been formed.28 

The formation of fictitious capital serves the double purpose of ensuring that 

capitalists have a regular supply of the means to further invest in productive capital 

and of enabling banks to have increased outlets for their interest bearing capital. 

The creation of fictitious capital is the logical extension of the system of credit. On 

the basis of a value which is yet to be realised, the value of circulating capital can 

increase and so increase the extraction of surplus value from the production 

process. 

It must be understood, however, that the creation of fictitious capital is the result of 

" ... a flow of money capital not backed by any commodity transaction."29 This creates 

a gap between the total value of circulating capital and the total value of goods 

produced. The dangers inherent in this process will become clear. When fictitious 

capital is created the hope is that sufficient surplus is extracted and demand for 

goods will increase through greater consumptive power of both workers and 

capitalists. Thus, the gap between values will be reduced as the fictitious capital is 

realised in real value form.30 

In periods of capitalist prosperity, when the average rate of profit is stable or 

increasing and surplus value is continually being created, this hope is realistic. 

Capitalist investment and demand for the means of production necessary to 

produce more surplus is ever increasing.31 Their demand for credit is accordingly 

high as they are confident that they will be able to use it to· create greater _wealth for 

themselves. In this situation, "the credit system facilitates the expansion of 

production to its material limit ... (that is) the limit set by the supply of the means of 

production. "32 

27 Harvey, p.267. 
2B ibid. 
29 ibid, p.265. 
30 ibid, p.266. 
31 Weeks, p.140. 
32 ibid, p.141. 
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During such expansive periods, banks' creation of fictitious capital is not only 

desirable but necessary if productive capitalists are to continue generating surplus 

value at such a high rate.33 When the political conditions are conducive to the 

steady extraction of surplus value, of which they will receive their share, banks are 

eager to expand the amount of fictitious capital which is circulating. 

At any one time an enormous gap can be created between the value of the total 

capital which is circulating and the value of the commodities which have been 

produced, but the continuous circulation of capital within the capitalist class will 

ensure that the fictitious values will eventually be realised. The risks inherent in 

the creation of fictitious capital are vast, nevertheless, because the interest bearing 

capital advanced by banks is not backed by a claim on goods which have already 

been produced, but by a claim on future labour power and on future extraction of 

surplus value.34 

In periods of capitalist crisis, when both profitability and capitalists' demand for 

means of production are falling, the potential dangers of fictitious capital are 

manifest. The extraction of surplus value from the production process is 

increasingly uncertain as productive capitalists are forced to contend with variables 

such as the level of competition, advances in technology and the rate of 

exploitation. 35 

During such periods of capitalist retrenchment and worker unemployment, the 

expectation that the circulating values will be realised in commodity form is 

shattered and it becomes progressively more difficult to bridge the gap between 

fictitious values and real commodity values. And so "the stage is set for crises 

within the credit system,"36 because banks are merely holding claims on future 

surplus value e~traction which cannot be realised. It is important to understand, 

however, that a crisis of credit is fundamentally a crisis of production. The creation 

by banks of fictitious capital extends the capacity of capitalists to extract surplus 

value, but once -capitalists' "production of surplus value is no longer adequate, 

capital as a whole enters a period in which losses must be distributed as well as 

gains. "37 After profiting from their relationship with productive capitalists, 

therefore, banks must lose as well, and credit crises reflect this loss. 

33 In Peculiarities of the British Economy, pp.122-143, Fine and Harris argue that the retarded state of British 
industry is in part due to the lack of credit supplied to it by British banks. 
34 Harvey, p.267. 
35 ibid. 
36 ibid, p.266. 
37 Weeks, p.143. 
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This examination of fictitious capital, based on the system of credit, serves to 

introduce a crucial discussion on the conditions which shape the actions of banks in 

lending money capital and capitalists in borrowing money capital. The conditions 

which shape the transactions between banks and capitalists are best illustrated by 

reference to the concepts of hope and fear. 

HOPE AND FEAR 
Hope and fear relate to the expectations behind the actions of banks and capitalists at 

that moment in the circulation of capital when money capital is transformed into 

productive capital.38 As these concepts are elaborated, it becomes clear that two 

factors shape whether banks and capitalists operate out of hope or out of fear: first, 

the conditions of production which are prevalent when banks lend and capitalists 

borrow money capital; and secondly, the institutional size and strength of both 

banks and capitalists. 

Borrowing and Lending out of Hope 
During periods of capitalist prosperity, the predominant trend is for banks and 

capitalists to operate out of hope. In this period, capitalists' demand for loanable 

capital is high as they are constantly seeking to expand their productive capacity, 

investing more money in production in order to extract greater surplus value. 

Their expectation is optimistic: they expand production in the "hope"39 that this 

will bring them greater and greater profits. 

This expectation of hope links directly with the the creation of fictitious capital. 

Capitalists' demand for money capital runs at such a level that increasingly greater 

amounts of the productive capital put to work is financed through the circulation of 

fictitious values. The profits to be made out of the circulation of fictitious capital in 

boom periods mean that banks also become bound into a cycle of lending money 

capital. Their actions are generated by the same expectation of hope: they expand 

their lending in the hope that their capitalist clients will continue extracting surplus 

value, which will increase their own profits. 

Borrowing and Lending out of Fear 
In periods of capitalist crisis, the expectation of hope which drives capitalists and 

banks forward in the search of greater values all but disa_ppears. Instead of 

expanding production, productive capitalists are more likely to cut back production 

as a result of falling profitability. Yet capitalist demand for loanable capital is likely 

to remain high. Their expectation for borrowing is now generated by "fear1140 - fear 

38 Harris, On Interest, Credit and Capital. 
39 ibid. 
40 ibid. 
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that unless they borrow in order to repay debts and keep their enterprises afloat they 

will be wiped out of production altogether. 

The climate of fear spreads to banks as well. As the profits of their capitalist clients 

decrease, but the demand for more money capital to tide capitalists over until 

conditions improve increases, banks find it necessary to increase their lending to 

unprofitable clients. They lend out of fear - fear that unless they extend more 

money capital to their existing customers, their original investment will be 

threatened because their customers might go bankrupt. 

Strength and Hope 
Optimism which banks and capitalists take into any transaction is based on a -

confidence that the transaction will result in the transformation of money capital 

into productive capital and the extraction of surplus value from labour. During a 

recession, it is obvious that this confidence will be weakened, but not all banks and 

capitalists act out of fear at such times. Many large institutions are able to continue 

directing their lending and borrowing towards productive investments which 

continue to generate surplus value. 

The examination of the strong links between international_ money capital and 

international productive capital in Chapter 2 will illustrate more fully the capacity 

of large banks and large productive capitalists to continue operating out of hope 

even during a recession. For the moment it is necessary to state that the greater 

capacity of both major corporations and major banks to withstand the pressures of a 

recessionary period ensures that they are able to consolidate their power through 

taking ov~r rival companies or simply witnessing their downfall. This process of 

consolidation reinforces the intra-class bonds between large banks and large 

productive capitalists as each must be assured of the assistance of the other in its 

own profit making. Major corporations must be sure that their- supply of funds will 

not be threatened by baz:iks which are engaged in risky lending practices. Large banks 

must be sure that their lending is going to be directed to low risk, profitable activity 

able to return a share of the surplus in the form of interest. 

This strong link between large money capitalists and large productive capitalists is 

absolutely vital to recognise, because neither normally operates out_ of an 

expectation of fear. Major banks lend to major corporations out of hope and major 

corporations borrow from major banks out of hope. Each is confident that their 

links with _the other will enhance their own profitability. 
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The Material Basis of Hope and Fear 
The expectations of hope and fear recur throughout this thesis. Having introduced 

them, it is necessary now to identify their material base. 

The terms hope and fear place discussion of borrowing and indebtedness on the 

level of human motivations. But these terms relate to more than psychological 

conditions in the minds of capitalists and bankers. They relate to a materialist 

explanation of individual action which posits that within capitalist society actions 

and their consequences are shaped by wider political conditions. On this view, the 

motivation of hope is predominantly determined by favourable conditions of 

production in periods of capitalist prosperity when it appears to capitalists that all 

they need to do is gain access to money capital, transform it into productive capital 

and wait for profits to mount. Hope is based on the material wealth which 

capitalists are able to accrue at such times. 

The motivation of fear is founded on the same basis of material. well-being - but 

reversed. Fear is predominantly determined by unfavourable conditions of 

production in periods of capitalist crisis. At such times, capitalists do not receive 

money to pay for expenses such as wages and materials because goods remain 

unsold. Capitalists borrow money because of the fear of bankruptcy, just to keep 

operating on an existing scale or even a reduced scale. Capitalists' borrowing in this 

period is based on the fear that if they do not borrow then those investments will be 

worth nothing. 

Productive and Unproductive Debt 
Hope and fear help explain the expectations which lie behind the actions of banks 

and capitalists. A fuller understanding of the politics of debt requires distinguishing 

between productive and unproductive debt. The distinction is based on whether the 

debt is used to extract surplus value from labour. A productive debt is a debt which 

capitalists have used to transform money capital into productive capital and extract 

surplus value. An unproductive debt is a debt which capitalists have used for 

investment or paying bills but which has riot extracted further surplus value from 

labour. 

Productive and unproductive borrowing is easily linked to the different 

expectations for borrowing. Productive borrowing is based predominantly on hope. 

Capitalists borrow in the hope that the debt will further the extraction of surplus 

value. A simple dichotomy presents itself as a logical conclusion to this - that 
borrowing out of hope is associated with productive borrowing and that borrowing 

out of fear is associated with unproductive borrowing. However, productive 

borrowing can also be associated with borrowing out of fear. 
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Productive borrowing is borrowing which is used to expand commodity production. 

Borrowing out of fear is borrowing which is made to ensure that production can at 

least continue, even if it cannot expand, during periods of crisis. In discussing the 

relationship between the two, it is important to consider the consequences of the 

borrowing. It is clear that even after having attempted to stay in production by 

borrowing during an unprofitable period, many capitalists will be bankrupted. But 

that borrowing which is made on the basis of fear and which succeeds in 

maintaining capitalists' operations cannot simply be regarded as unproductive, for 

it has, at least eventually, assisted the expansion of production. When conditions of 

production improve, the debt is able to be reduced through expanded levels of 

surplus extraction. 

It is the consequences of debt which are of greatest importance in the 

examination of productive and unproductive borrowing. Whether borrowed 

money capital is used to pay for wages, maintenance of plant and equipment or due 

debts is not the most important question. The most important question is whether 

the maintenance of capitalist activity through the use of borrowed money capital 

provides a basis from which production will be able to ·expand at a later date. If 

production is able to expand, then the borrowing which was used to maintain 

activity during an unprofitable period must be regarded as productive. If that 

borrowing is either unable to maintain activity, and the enterprise is bankrupted, or 

that borrowing is simply expanding to the extent that greater amounts have to be 

borrowed simply to finance increasing interest payments, it must be considered as 

being unproductive borrowing. 

This discussion of the productive worth of debt and its relation to hope and fear 

will be developed further when state debt is examined in Chapters 3 and 4. Having 

established now the significance of hope and fear on an abstract level, it is 

appropriate to discuss their effect at a more concrete level - in this case the rate at 

which banks charge capitalists interest. 

THE RATE OF INTEREST 

It has already been argued, following Marx, that the origin of interest is in the 

creation of surplus value. Marx also established that the " ... average_rate of profit is 

to be regarded as the ultimate determinant of the maximum limit of interest,"41 for 

productive capitalists cannot pay more interest than the profit they have 

appropriated. Marx was critical of contemporary bourgeois economists who never 

recognised the social constraints within which the rate of interest is determined.42 

41 Marx, vol.3, p.360. 
42 ibid, pp.363-4. 
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He maintained that while the rate of interest is determined by competition, the 

average rate of profit - that is, the ratio of the total surplus value to the total capital 

invested43 - is independent of the rate of interest. The average rate of profit 

therefore establishes the limits within which competition can take place.44 

When examining the competition that does take place in the determination of 

interest rates, two major cyclical forces can be seen to influence the relationship 

between money capitalists and productive capitalists: those arising in periods of 

capitalist prosperity and those in periods of capitalist crisis. It is not difficult to relate 

these cycles back to hope and fear. In periods of prosperity, capitalists are constantly 

trying to increase the amount of capital that they put to work in the extraction of 

surplus value. And in periods of crisis, capitalists are having to get access to more 

funds in order to pay debts or simply to keep in business at existing pr even reduced 

levels of activity. 

Capitalists' demand for loanable capital appears to be at a constantly high level, 

which suggests that interest rates will remain at a high level as well. And yet, as 

Marx indicates, " ... a low rate of interest generally corresponds to periods of 

prosperity or extra profit ... and a maximum of interest up to a point of extreme 

usury corresponds to the period of crisis."45 The solution to this contradiction lies, 

at least partly, in the supply of money capital. Credit is most easily obtainable during 

periods of capitalist prosperity as banks are more prepared to extend credit to 

capitalists when business is brisk and capital flows within the capitalist class are 

continuing without interruption. 46 

During crisis periods, however, the supply of credit decreases. Despite banks' need 

to maintain lending rates to their customers, they will be more likely to foreclose on 

loans to clients who are close to bankruptcy, or simply stop extending more_ credit to 

other capitalists who are forced to borrow elsewhere. As well, the fact that the value 

of commodities being produced is .likely to fall during a recession means that the 

material basis of banks' capacity to extend credit, the extraction of surplus value 
-

from labour during commodity production, contracts. In these circumstances, the 

demand for money capital begins to increase beyond the capacity to supply it -

increasing the rate at which the use of money capital is charged. 

The quality of loans is also affected in a recession. Capitalists are less able to 

transform their borrowing into productive capital. As an increasing amount of a 

43 ibid, p.43. 
44 ibid, p.363. 
45 ibid, p.360. 
46 ibid, p.447. 
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.bank's total lending is directed towards areas which are not directly producing 

surplus value, the quality of the bank's lending decreases proportionately. It is likely 

that each new loan engenders on the part of the bank a new risk that the full 

amount of interest and principle will not be returned. In this situation, the bank 

transfers the cost of that risk on to the capitalist by charging a higher rate of interest. 

_ It is clear that the size of each capitalist's share of the surplus provides a source of 

conflict between capitals, but such conflicts do not reflect an inherent power, or lack 

of power, by one or other fraction of the capitalist class over the other. The conflicts 

reflect the varying conditions that exist for commodity production and are merely 

quantitative in nature because each fraction has already aided the extraction of 

surplus value from the working class. Capitalists may dispute with banks over the 

rate at which interest is charged, but the relationship is still predicated on their 

mutual dependence in the extraction of surplus value from labour. Nevertheless, 

the peculiar dynamic which capital adopts in money form means that during 

periods of capitalist crisis, the representatives of money capital - banks - can be seen 

_ to hold a disproportionate power over other fractions of the capitalist class. 

THE FINANCE SECTOR IN PERIODS OF CRISIS 
Periods of capitalist crisis are marked by tremendous sectoral imbalances in the 

circulation of capital. This results from the loss of profitability within the 

productive sector. It is not intended to deal here with the actual cause of 

unprofitable conditions of production, but with the effects of this condition on 

capital in general and on the finance sector in particular. It will be argued that, in 

conjunction with an expansion of the finance sector, banks are able to exert a 

considerably greater amount of power over the rest of the capitalist class. This 

power is, however, not an absolute power but continues to be based on the power of 

commodity production. 

It is important to note first that the factors which lead to an expansion of the finance 

sector emerge as a direct result of the crisis within the productive sector. The decline 

of profitability in production affects all sectors of capital. As investment in 

productive activity falls, so does the quantity of commodities produced fall, which 

means that the amount of commodities available for merchant capitalists to sell 

also falls. The decline in profitability and the impact this has on the selling of 

commodities leads to a decline of investment in productive and mercantile activity, 

as the unprofitable conditions of production are simply not conducive to the 
accumulation of capital in either sector. 
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Maintenance of Bank Profitability 
The maintenance of banks' profitability during periods of capitalist crisis can be 

illustrated in two ways. The first relates to the response of productive and merchant 

capitalists to falling profitability, as they switch their field of activity to the finance 

sector or keep their earnings within that sector without reinvesting in their own 

areas. The inducement to such a shift in investment is that whereas there is an 

overall decline in commodity production which reduces the rate of productive and 

merchant capitalists' profitability, the commodity with which banks deal - money 

capital - is always available. If it is unavailable in cash transactions, banks are able to 

continue lending interest bearing capital through the extension of credit. Although 

the value of money is tied to the real commodity value which is circulating, it was 

shown earlier that the mechanisms of credit and fictitious capital allow the value of 

circulating money capital to extend beyond the real commodity value. The 

expansionary nature of the credit system is thus generalised during crises to 

encourage the expansion of capital funds within the finance sector as a whole. This 

puts extra pressure on the rate of profit. 

It is necesary to recall, however, that when faced with the consequences of a decline 

in the profitability of commodity production, many capitalists continue to borrow 

money capital from the finance sector in order to keep paying their bills. There 

remains a high level of demand for bank capital among productive and merchant 

capitalists who are striving to remain in business. In such circumstances, capitalists' 

demand for bank capital switches· from demand based on hope to that based on fear 

as the money capital they borrow changes form, from acting as capital to acting as 

means of payment. The transactions of money capital between banks and 

productive capitalists are less related to investment in means of production and 

labour power and more related to the maintenance of payments as companies seek 

to stay afloat until the conditions of production are again favourable. So long as no 

major customers default, the high demand for money capital and the increased rate 

at which interest can be charged (as was shown in the discussion of interest rates) 

· further enhances banks' capacity to maintain profitability. In this situation of 

declining commodity production, banks' money capital is expanding in value 

without any ties to real commodity val~e as capitalists borrow to repay old debts. 

This explanation of bank profitability in periods of capitalist crisis shows the 

importance of the credit system to the the -political relationship between banks and 

productive capitalists. During periods of capitalist prosperity,- credit allows 

uninterrupted expansion of commodity production to continue; during periods of 

capitalist crisis, it allows banks to retain a higher level of profit than other fractions 

of the capitalist class. Ultimately, the profitability of banks during a recession is 

threatened by the lack of profitability in the productive sector, because the basis of 
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banks' profit lies in the appropriation of surplus values created in the production 

place. The bankruptcy of large financial institutions thus occurs in response to the 

bankruptcy of their major clients. Nevertheless, due to the nature and function of 

their position within the capitalist class, banks are able to exert real power over 

productive and merchant capitalists in times of crisis. Their control of the credit 

system puts them in a position of being able to determine to some extent which 

capitalists will survive the depression. 

High Interest Rates and the Expansion of the Finance Sector 
The predominant causes of high interest rates during crisis periods have already 

been identified as high capitalist demand for bank capital and the lack of assurance 

that banks have on the capacity of capitalists to maintain payments of interest and 

repayments of principal. Another factor in the maintenance of high interest rates is 

the internal debt of the central government. This will be discussed later in the 

thesis: suffice to say at this point that this debt affects the capacity of financial 

institutions to supply loans to private capitalists. As will be seen later, heavy state 

indebtedness can itself be the direct result of the crisis in capitalist production. In 

this context, when the capacity of productive capitalists to create surplus values is 

reduced, banks can maintain surety, and decrease risk, in lending by directing 

money capital to the government sector. 

High interest rates caused by crises of production lead directly to the expansion of 

the finance sector. In such circumstances, the growing power of the finance sector 

reflects its political dominance over other fractions of the capitalist class, because it 

is within the finance sector that the regulator of capital accumulation lies. 

Nevertheless, when bankruptcies begin to occur within the productive sector, 

financial exposure to bad debts begins·to threaten banks' own profitability. 

. -

Banks become bound by the contradictions associated with the expansion of the 

finance sector. On the one hand, the material basis of their profitability, the 

extraction of surplus value, is being steadily eroded. On the other hand, because the 

bank capital that is being lent out to productive capitalists is not predominantly lent 

out as capital to be used in the creation of surplus values, the rate at which interest 

is extracted by banks becomes removed from the rate at which surpluses are 

extracted from the production process. This deepens the crisis and eventually 

contributes to bankruptcies in both the productive and finance sectors. Thus, almost 

in spite of themselves, banks begin to act in a seemingly parasitical manner by 

increasing interest rates. This reflects the extra risks attendant with lending to 

productive capitalists during times of crisis. More importantly, however, it reflects 

the political dominance of banks within the circuit of capital. This dominance 

derives from the coordinatory and organisational power that comes from being the 
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place where all productive capitalists put their idle money and from which they 

borrow. 

The circulation of capital becomes distorted. Although banks' money capital 

continues to circulate throughout the capitalist class, it does not circulate as either 

productive or merchant capital. Whatever capital is invested in the productive 

sector has a markedly reduced capacity to earn profit for the productive capitalist 

because the overall conditions of production are unfavourable and the rate of 

interest banks are able to charge is typically so high. The surplus values which are 

created, therefore, increasingly become controlled by banks and the expansion of the 

finance sector is reinforced. 

The Creation of Fictitious Capital in Periods of Crisis. 
As the profitability of producing and selling commodities declines, different forms 

of capital investment are necessary. This means not only that productive and 

merchant capitalists invest their idle capital in the finance sector, but also that 

financial institutions look for different outlets for their money capital. As 

investment moves out of the unprofitable arena of production therefore, it flows 

towards the financial sector. The idle money of institutions and individuals alike, 

as well as money which they have borrowed, is invested in money itself. Banks 

begin to lend their money capital to financial corporations who themselves lend 

money capital for higher risk capitalist activity, including speculation and 

investments in shares, at even higher rates of interest. 

The implications for the creation of fictitious capital are important. As already 

shown, fictitious capital is necessary for the continual expansion of capital when 

there is investment in productive activity. The same necessity is apparent when the 

major area of capital accumulation is the finance sector. But whereas the creation of 

fictitious capital for further productive investment has the effect of creating new 

com~odity values, the creation of fictitious capital for investment in money capital 

simply has the effect of expanding the level- of money values. It has been shown 

that -with the creation of fictitious capital for productive purposes, a large gap is 

created between the value of circulating capital and the real value of circulating 

commodities. This gap closes after production occurs, but in periods of crisis when 

fictitious capital is created for financial investments, this gap is widened even 
-

further because second tier financiers tend to lend their funds not for production 

but for speculation. 

The creation of fictitious capital for financial investments means that the 

circulation of capital can avoid the point of production and begin to circulate and 

expand without being transformed out of money capital. The risks involved in this 
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are very high, but the returns can be enormous. Ever more money is thus invested 

in the finance sector to take advantage of the apparent capacity of money capital to 

reproduce itself outside the constraining influences that impact upon commodity 

production. Money capital cannot simply continue to reproduce itself, however. 

The power of money capital to create new values lies in its transformation into 

productive capital. As the investment of money capital increasingly moves away 

from the productive sector, the gap between the value of circulating capital and real 

commodity value becomes so wide that a simple matter of capitalists having less 

confidence in the real value of the circulating capital can stimulate a financial crash. 

Restructuring of the Finance Sector 
The effect of a crash is to greatly diminish the value of circulating money capital 

and to return it to a level that is more closely related to the real value of circulating 

commodities. As has already been shown, the difference in the value of circulating 

money capital before and after a financial crash is related to the value of fictitious 

capital which is circulating, but more important to consider here are the forms of 

investment which the fictitious capital was directed towards as well as the types of 

institutions engaged in these activities. 

When the-financial sector is thriving, much of the investment of fictitious capital is 

directed towards speculation on the property market or the sharemarket. Because 

these forms of investment have little direct impact on commodity production, 

money is simply chasing more money. Whereas the activities of major banks and 

major corporations are still directed towards extracting surplus value from labour, 

smaller and less powerful financial institutions and capitalists increasingly engage 

in activities which do not have links to the true source of value - labour - but are 

based on the simple expansion of money values. However, just as the demand for -

funds from smaller financial institutions is based on investments in fictitious 

values, so does the supply of financiers' funds become increasingly derived from 

sources which have no basis in the extraction of surplus value. 

The effect of a financial crash in wiping out fictitious values based primarily on 

speculation therefore tends to be felt most keenly by those smaller financial 

institutions which have become increasingly removed from the physical processes 

of commodity production. The most significant aspect of a financial crash is thus 

the inducement of a restructuring of the finance sector in which the biggest banks 

are able to consolidate their positions of power within the finance sector through 

takeovers or through simply surviving a crash, while smaller operators fail. In the 

process, the links between the biggest banks and the major corporations, based on 

the extraction of surplus value from the working class, are further consolidated. 
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CREDIT, BOOM AND RESTRUCTURING 

Central to the dynamics of finance capital is the system of credit. Banks must extend 

monetary values prior to the extension of commodity value in production if the 

process of extracting surplus value from labour is to continue without interruption. 

Credit is the mechanism through which capitalists are able to exploit labour, and it 

is the process which enables banks to appropriate a share of that exploited labour. It 

is crucial to the focus of this thesis, New Zealand's foreign. debt. International credit, 

which the debt represents, has extended monetary values in New Zealand to 

expand commodity production and extract surplus value from labour. 

It is the consequences of the use of such credit, however, rather than its monetary 

value which are most important. The productive worth of debt is shaped primarily 

by the conditions of profitability in production. Thus, in periods of capitalist 

prosperity debt can be used directly to expand commodity production, and in 

periods of capitalist crisis debt can be used indirectly to expand commodity 

production, but only if profitable conditions, sufficient for debt repayment, 

eventually return. Debt relates to the creation of a gap between circulating monetary 

value and circulating commodity value: the productive worth of debt relates to its 

capacity to close this gap during production. 

During periods of capitalist crisis when the gap between monetary and commodity 

values is unable to be closed by commodity production, this gap continues to 

expand. As a consequence of falling profitability in production, and of the 

heightened conflict within the capitalist class over the division of surplus values, 

less and less credit is extended towards the expansion of commodity value. More 

and more credit is extended towards the further expansion of monetary value. 

Credit is increasingly directed towards credit .. However, the value of credit is 

fundamentally related to the value of production. Thus, the continuous expansion 

in the value of credit beyond the value of production eventually leads to the 

collapse of monetary value to a level at which it represents more accurately the 

value of production. 

The restructuring of the relationship between credit and production means control 

of credit is concentrated within strong financial institutions which had continually 

directed their credit towards commodity production. Similarly, control of 

production - is concentrated within strong productive operations which had 
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continually directed their borrowing towards expanding or, at the very least, 
maintaining the scale of commodity production. 

Understanding the power of credit, the extension of credit beyond a productive base, 

and the eventual restructuring which this process necessitates is crucial to 

understanding the politics of New Zealand's foreign debt. Chapters 2 and 3 

respectively examine the external and internal conditions which have shaped the 

extension of international credit in New Zealand. Chapter 4 examines the extent to 

which this credit has extended beyond the capacity of the country's productive base 
to close the gap between circulating monetary value and circulating commodity 

value in New Zealand. Chapter 5 examines the restructuring of debt which has 

occurred in New Zealand as a consequence of the collapse in the value of credit. 



Chapter Two 

INTERNATIONAL MONEY CAPITAL AND HOPE 

This chapter explores the international context within which New Zealand's 

foreign debt has developed over the past 15 to 20 years. It focuses on the post-war 

development of international money capital, directly linking this with the parallel 

development of international productive capital. The strong alliance between 

international money capitalists (transnational banks) and international productive 

capitalists (transnational corporations) is firmly based on hope. The size and 

organisational strength of these institutions means that each is confident that in 

making capital investments on a global scale its links with the other will ensure the 

extraction of surplus value from labour. 

The chapter begins by examining the nature and the strength of the links between 

international money q1pital and international productive capital. The chapter then 

examines the post-war international monetary system and the rise in the power of 

international money capital which occurred as contradictions within that system 

increased. This section draws on the theoretical insights offered in Chapter 1 to 

illustrate what has amounted to a privatisation of the international monetary 

system, removing it from governmental control. The expansionary pov.,ers of 

money capital are also highlighted in the concluding section of this chapter which 

examines the development of the Third World debt crisis during the 1970s and 

1980s. This examination reveals the degree of political power that representatives of 

international money capital are able to exert over sovereign governments. 

THE ALLIANCE BETWEEN INTERNATIONAL MONEY CAPITAL AND 

INTERNATIONAL PRODUCTIVE CAPITAL 

The links between international money capital and international productive capital 

can be illustrated by simply projecting the circuit of capital outlined in Chapter 1 on 

to an international scale. Placed in an international context, each of the three 

moments in the circuit can occur in a different country. Thus, money capital 

supplied from one country, can be transformed into productive capital in another 

country for the extraction of surplus value from labour during commodity 

production, followed by the realisation of that surplus value through the sale of 

those commodities in yet another country. 
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International Profitability 
It is important to note, however, that the links between the various moments in 

the circuit of capital are strengthened as capital begins to circulate at a global level. 

This means there is an increase in profitability at each stage in the circuit. The 

profitable employment of each moment is enhanced by links with other formations 

of similarly profitable international capital, because each moment in the circuit of 

capital can be situated in whichever area of the world where it is most profitable. 

Thus, when it occurs on an international scale, the interdependence within the 

capitalist class is further strengthened. 

The links between international money capitalists and international productive 

capitalists are very strong. Transnational banks must invest in activities in which 

the extraction of surplus value from labour takes place in the most profitable 

manner. Transnational corporations must have a ready supply of money capital for 

continual reinvestment in the production process. The requirements of each 

institution are fulfilled by the other in an international alliance which unites 

money capital and productive capital in the exploitation of labour and the 

unceasing quest for greater profits. 

The Internationalisation of Money Capital 
International money capital began to form when British and European banks 

provided short-term finance for merchant capitalists engaged in world trade.1 From 

this, correspondent banks developed. In correspondent banking, a local bank or the 

branch of a larger bank in a foreign market acts as agent for an originating bank and 

takes a share of the transaction as commission.2 This form of banking was 

particularly useful for banks which had only limited dealings in particular foreign 

markets and so did not want to establish a branch or subsidiary bank. As long as the 

international role of banks was confined to trade finance, which could be 

undertaken through correspondent banking, there was little necessity for banks to 

establish any other form of banking arrangements. 

Transformations in the mechanisms of international banking have occurred along 

with the internationalisation of production.3 Finance for short-term trading could 

be adequately monitored from afar. But the constant struggle between capital and 

labour over the conditions of commodity production meant banks required _ 

assurance that local conditions would enable their capitalist clients to efficiently 

extract surplus value from the foreign working class, and to return a share of that 

surplus in the form of interest. By establishing overseas branches or subsidiaries, 

1 Coakley, The Internationalisation of Bank Capital. 
2 Weston, Domestic and International Banking, p.287. 
3 Andreff, The International Centralisation of Capital. 
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banks making international investment decisions were able to assess more 

accurately the merits of the investment than was the case when correspondent 

banking was used.4 It is links with international production that have most 

stimulated the internationalisation of finance capital for it is at the point of 

production that the profits of banks are ultimately derived. 

The Power of Transnational Banks and Transnational Corporations 
The power of transnational banks (TNBs) and transnational corporations (TNCs) is 

based primarily on their mutual co-operation in the international exploitation of 

working people. However, each also hold a competitive edge over local rivals due 

to a variety of factors. For exampie, TNBs and TNCs operating in foreign countries 

have greater access to the international resources of their parent company which 

enables them to withstand local commercial pressures.5 As well, they maintain 

corporate divisions whose job is to gather information on the conditions within 

foreign countries which will affect their operations.6 

TNCs' competitive edge over local capitalists results primarily from the more 

efficient production techniques they employ. They can, for example, more easily 

afford to introduce advanced technology into their operations which increases the 

rate at which surplus value is extracted from labour. Local capitalists can seldom 

match this. The ability to manipulate the flow of goods and profits across national 

boundaries through transfer pricing also provides TNCs with a degree of control in 

maintaining profitability beyond the capacities of local capitalists.7 

The size and the strength of TNBs, resulting from their links with large-scale 

productive capital, ensure a competitive edge over local banks. When TNBs place 

their assets in operations which are assured of extracting surplus value from labour 

at a high rate, they are able to attract depositors more easily than local banks. Local 

banks which do not have the same direct links with large-scale productive capital 

are less able to assure potential depositors that their investments will be directed to 

projects which will generate surplus value. TNBs' greater access to international 

money markets also means that at any one time they are able to direct their 

investments towards the most profitable areas. 

4 Weston, ibid, p.290. 
5 An example of this is shown in a report of the estimated $55 million losses that Ansett New Zealand, an 
offshoot of the Australian airline Ansett, suffered in the two years since its establishment in New Zealand. Yet 
the company is expanding its fleet of modern aircraft while still not projecting a profit for the next financial 
year. The Press, 12/2/90. 
6 Barnett and Mueller, Global Reach, p.36. 
7 ibid, pp.157-9. 
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TNBs, TNCs and Hope 
The entry of both TNBs and TNCs into foreign countries is firmly based on hope as 

each has the competitive strength and the informational resources to be confident 

that their investments will be profitable. TNCs invest in a given foreign country 

only when they are sure that they will be able to extract surplus value from local 

labour more profitably and with less risk than in some other country. For their part, 

TNBs always make international investments out of hope rather than fear by 

directing their capital towards the activities of international productive capital, or 

towards large-scale local capital. TNBs and TNCs each bring their own strength into 

international operations - each confident that their investment will be profitable. 

These strengths are reinforced by the high degree of interdependence at the 

international level. The strength of TNBs in extending money capital and the 

strength of TNCs in the efficient transformation of productive capital into surplus 

value has reciprocal benefits: each is able to increase its international profitability. 

The relationship between the two is thus based on hope - the confidence that their 

mutual operations will benefit their own operations. 

The Alliance between TNBs and TNCs 
The strength of the alliance between TNBs and TNCs is based on TNBs' need for 

productive outlets for their interest bearing capital and TNCs' need for money 

capital to establish and maintain their productive enterprises. Because TNCs have 

the capacity to shift their productive operations to countries where the rate of 

profitability is highest, they can easily attract such bank capital, whether local or 

international, as they require. Local banks are more keen to lend to TNCs or their 

subsidiaries " ... because their credit is backed by the worldwide financial resources of 

the parent company ... (It) is simply good business to lend to Ford or Pfizer rather 

than to the local laundry or sugar mill. 118 When establishing productive capitals 

abroad, TNCs will use local sources of finance, but the use of local branches of 

foreign banks gives TNCs a measure of certainty that their large capital demands 
can be met.9 

For their part, local branches or subsidiaries of global banks often prefer to lend to 

TNCs. TNC investment in a foreign country provides TNBs with a measure of 

assurance that the political conditions within that country, such as low wage rates 

and levels of taxation, are conducive to an uninterrupted process of surplus value 

extraction. Barnett and Mueller show that the attraction of TNBs to TNCs means 

that the latter are often charged only discount rates, which in some cases results in 
negative real interest rates: 

8 ibid, pp.140-1. 
9 Weston, ibid, p.290. 
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The companies are only too glad to help the banks in return. For example, the 
global clients of the First National Bank of Boston are asked to send the bank 
detailed monthly reports on their plans for the coming quarter and once a year 
a five-year projection of their expansion plans.1° 

This gathering of economic intelligence can then be used by banks to plan ahead for 

their own financial operations and the productive operations of their clients. At the 

same time as the bank itself benefits from the corporation's intelligence, the alliance 

between banks and corporations is further strengthened. 

The mutual interests of TNBs and TNCs is further illustrated by the degree to 

which their investments parallel the other's investment in various regions of the 

world: 

In each area, US capital - banking and industrial - is concentrated in the same 
countries: Brazil and Mexico in Latin America; South Korea, Taiwan and 
Philippines in Asia; South Africa, etc. With some variations, the same parallel 
and linked internationalisation is also true of TNCs and TNBs from Europe, 
Japan and Canada.11 

Countries which offer favourable political climates for the extraction of surplus 

value by industrial capital are easily targetted by TNBs and TNCs for productive 

investment. The identification of such areas is facilitated not only by intelligence 

gathering by TNBs and TNCs but also by the interlocking of directorships between 

international banking and industrial operations.12 The alliance between 

international finance capital and productive capital is thus cemented on an 

individual basis as well, so that the investment decisions of particular banks !lnd 

corporations are increasingly coordinated. 

The alliance between transnational corporations and transnational banks is based 

firmly on hope. This hope, this confidence that each will benefit the other's 

profitability, is itself based on the necessary links between the two in terms of the 

circulation of C'1pital at an international level. Hope is based on other factors as well._ 

The alliance is strengthened and perpetuated by the coordination of information at 

an institutional level and the interlocking of directorships at an instrumental level. 

It is from these series of links between TNBs and TNCs that hope in the alliance is 

based. 

10 Barnett and Mueller, ibid, p.141. 
11 Andreff, ibid. 
12 Barnett and Mueller, ibid, pp.235-6 
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The Strengthening Effect of Crisis on the Alliance 
The alliance between TNBs and TNCs is further strengthened during periods of 

capitalist crisis. When domestic profitability for productive capitalists in the 

advanced capitalist countries declines, banks are ultimately faced with reduced 

outlets for their interest bearing capital. However, this does not necessarily mean an 

overall decline in profits for TNCs, as Andreff shows when analysing the rate of 

profit of American capital abroad between 1966 and 1980.13 During this period, the 

rate of profit tended to increase during periods of recession due to TNCs' capacity to 

relocate productive capital into more profitable areas of the world. TNCs are thus 

able to maintain, and even increase, their levels of investment during a recession. 

While banks' domestic ciients may be struggling to retain profitability, their capital 

must therefore remain committed to the activities of TNCs if the expansion of 

money capital is to continue. 

Another significant effect of crisis on the alliance is the concomitant restructuring 

of capitalist activity. The destruction of local capitals allows international capitalists 

to gain more control over both the supply of finance capital and its transformation 

into productive capital. The relatively weak nature of local money capital and local 

productive capital reinforces the alliance between TNBs and TNCs because they 

cannot rely on local supply of, or demand for, money capital. Increasingly, the 

strength in the other's supply or demand for money capital draws TNBs and TNCs 

into a closer bond - a bond which is made more explicit as local capitals fail. 

The alliance between transnational banks and transnational corporations having 

been discussed, the development of the post-war international monetary system can 

now be examined. Thus far, international money capital has been examined in 

relation to its links with international productive capital, but as was shown in 

Chapter 1, under some conditions the power of money capital can begin to exert 

itself beyond its ties to productive capital. It will be seen that these conditions arose 

out of the contradictions within the post-war international monetary system. These 

contradictions created the conditions in which the power of international money 

capital was able to take form. 

THE POST-WAR INTERNATIONAL MONETARY SYSTEM 

At the conclusion of World War II, the leading industrial powers in Western 

Europe and Japan found their cities demolished and their productive capitals 

destroyed. In the US, howeyer, war had actually pulled the economy out of the 

depression. US industrial equipment had remained intact during the war and 

l3 Andreff, ibid. 
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productive output was doubled between 1940 and 1944.14 By the end of the war, 

" ... the US controlled 70% of the world's reserves of gold, and it used this financial 

power to create an international monetary system in which the dollar played a 

central role."15 The establishment of the post-war international monetary system 

thus took place largely on American terms. 

The crucial factor in the establishment of the post-war international monetary 

system was the firm political control that was exercised over monetary matters. This 

political control manifested itself in two ways. First, gold_ was made the 

international store of value, with the US dollar as its monetary equivalent and the 

US government guaranteeing the convertability of the dollar into gold. Secondly, 

exchange rates were fixed at certain levels in relation to the dollar. The dollar thus 

became the world's trading currency. This aided the expansion of US capital and 

ensured that US hegemony lasted right through the 1950s and 1960s. While other 

countries were forced to maintain a check on their balance of payments, due to the 

necessity of having to pay for their imports in American currency, private and 

government enterprises in the US could pay for their imports with their own 

national currency.16 The US was able simply to print paper dollars to finance its 

imports. 

US Hegemony 
US hegemony within the monetary system was built on the productive superiority 

of US capital in the immediate post-war period. Large trade surpluses were run up 

throughout the 1950s and for most of the 1960s due to heavy world demand for both 

consumer goods and advanced means of production.1 7 In fact, such was the 

imbalance in trade between the US and other industrial powers in the late 1940s 

that the development of the American economy was being _threatened by the 

incapacity of_ Western Europe and Japan to pay for American imports. To re

establish its own productive base by aiding the development of foreign markets for 

its exports, the US made grants and loans to the value of $84 billion until 1960.18 

This rebuilding proce~s strengthened the trading position of US capital. Yet, at the 

same time this strength was increasingly eroded by the expansion of US productive 

capital outside of the US. 

The Internationalisation of US Productive Capital 
The internationalisation of US productive capital accelerated greatly in the decade 

and a half after World War II. Whereas direct foreign investment of US 

14 Evans, Money Makes the World Go Round. 
lS ibid. 
16 ibid. 
17 ibid. 
l8 Brett, International Money and Capitalist Crisis, p.162. 



34 
corporations had marginally declined between 1929 and 1946, from $7.5 billion to 

$7.2 billion, by 1963 it had increased to $40.6 billion.19 In each major industry, 

corporations " ... found that their overseas earnings were soaring, and that their 

return on investment abroad was frequently much higher than in the US."20 Baran 

and Sweezy quote from a survey of US transnational corporations in 1964, outlining 

the major reasons for the pace of US productive investment abroad: 

1. Foreign sales of US companies are growing much faster than sales of the 
same companies in this country (the US). Often the percentage gains are three 
or four times as great. 

2. Profit rates abroad generally are higher than those in similar activities in 
the US. Many firms report a percentage return 'twice as high abroad as in 
America'. Most cite lower wage costs overseas - and less competition. 

3. Foreign markets usually can best be tapped by an on-the-scene operation, 
rather than -by exporting from the US. A plant abroad can avoid tariff and 
other trade barriers erected against exports from this country.21 

Direct foreign investment by US corporations was firmly based on hope. The lower 

wages abroad and their capacity to out-compete local capitalists were especially 

important in the investment of productive capital outside of the US. Their hope 

was built on a confidence that greater amounts of surplus value could be extracted 

from international operations. This confidence was reinforced by the advantages of 

operating in a foreign country and simultaneously being protected against 

competitors' exports to that country. 

Contradictions in US Hegemony 
The immediate post-war period was marked, nevertheless, by contradictory 

processes in the development of US capitalism. Large trading surpluses, built on the 

strength of American productive capital, existed alongside growing investment 

abroad of productive capital by US corporations. Between 1950 and 1958, for 

example, there was ~ total net trade surplus of $24.2 billion, and a net private capital 

outflow of $13.7 billion.22 This imbalance grew so that the net trade surplus from 

1959 to 1967 of $40.5 billion was almost completely negated by long-term capital 
exports of $38.9 billion.23 

The trend of growing US investments abroad accelerated during the 1970s. As 

productive investments by US corporations were increasingly directed overseas, a 

process of 'deindustrialisation' developed in America. Becau~e cheaper labour 

could be found in Asia and other parts of the Third World, US corporations began 

to close down American operations and shift production elsewhere. The continued 

19 Baran and Sweezy, Monopoly Capital, pp.195-6. 
20 ibid, p.195. 
21 ibid, p.198. 
22 Argy, The Postwar International Money Crisis, p.32. 
23 ibid, p.38. 
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sale in the US of goods produced abroad by US corporations came to be an 

important factor in the deterioration of the US trade balance. The surplus of exports 

over imports of goods and services between 1970 and 1980 was US$24 billion.24 By 

contrast, the net outflow of US capital in the same period amounted to US$395 

billion.25 

Another contradiction within American hegemony in the post-war period lay in 

the heavy governmental expenditure on aid and military assistance to other 

countries. The purpose of this expenditure was to re-establish strong capitalist 

economies among America's major Western allies in order to boost its own trading 

strength and to stem the communist threat in the Third Worid.26 This ensured 

America's political, military and economic hegemony over the world, but it also 

meant that the American trading surplus was not reinvested in the domestic 

economy. As investment in the US slowed in relation to the expansion of 

productive capital abroad, the capitalist powers which the US had helped revive 

after the war began to develop stronger and more productive economies. Without 

carrying the same burden of defence spending, these countries were better able to 

direct their resources into productive investment.27 

Eventually, the twin effects of this heavy American expenditure and the continuing 

direct coroorate investment overseas resulted in net internal and external deficits ... 

within the US economy - an effect that was actually facilitated by the role of the 

dollar as the world's trading currency.28 During the 1960s and early 1970s, 

therefore, the US was effectively paying for the privilege of being the dominant 

world power. By examining the Eurodollar markets that developed during the 

1960s, it will be seen that these contradictions in the post-war international 

monetary system sowed the seeds of the future Third World debt crisis. 

The Eurodollar Market 
As a direct result of the continually high levels of both private and-public dollar 

flows out of America during the 1950s and 1960s and the substantial economic 

development in other countries, a Eurodollar market established itself on the basis 

of the large dollar reserves which had accumulated outside the US.29 The London 

money market, which was relatively unregulated, had already begun to rely on the 

24 Survey of Current Business, 1971 -1981. 
25 ibid. 
26 Evans, ibid. 
27 For example, while the US was spending five times as much as West Germany on defence between 
1950 and 1969, the Germans' annual increase in productivity from 1960 to 1975 was over twice that 
of the Americans'. See Brett, ibid, p.164. 
28 Evans, ibid. 
29 Coakley and Harris, The City of Capital, pp.23-4. 
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dollar as the primary medium of exchange and it became the center of the 
Eurodollar market.30 

The lack of regulation was the key for the expansion of the Eurodollar market 

because it differed from US banking practices in two important respects. First, 

whereas there were domestic controls on interest rates in the US, there was no limit 

on the rate of interest which b_anks operating in the Euromarkets could offer 

depositors.31 Secondly, there was no regulation over the percentage of all deposits 

to be held in reserve as there was in the US, so that banks could continually extend 

new loans.32 With increasing dollar liquidity outside America, the 

competitiveness which the unregulated environment in the City of London in 

effect encouraged, soon led to its market becoming the centre of international 

financial dealings. 

During the 1960s and early 1970s, transnational banking grew at a rapid rate because 

of the convergence of three major factors: the continued expansion of productive 

activity overseas by US multinat!onal corporations, which extended demands for 

US banks to develop their services on a global basis; the contradictions deriving 

from American world hegemony which fuelled the expansion of overseas dollar 

reserves; and the transformation of these reserves into the basis of a large money 

market as a result of the differences between banking regulations in America and 

those in the City of London. 

THE LEGACY OF THE POST-WAR INTERNATIONAL MONETARY SYSTEM 

The contradictory forces of post-war US hegemony, highlighted by the unregulated 

lure of the Euromarkets, drew finance capital out of America and into a truly 

international setting. American banks were attracted by the lack of regulation and 

corporations were attracted by the higher interest rates that their idle capital might 

earn. This both speeded up the decline in productive investment within the US and 

further encouraged the expansion of the European money markets. The legacy of 

the post-war international monetary system has been the privatisation of financial 

power, beyond governmental control. The growing importance of private financial 

power can be examined in a number of different ways. 

3° Crough, Transnational Banks and the International Economy, explains this as resulting from a serious 
balance of payments crisis in 1957 when British authorities imposed restrictions on the use of sterling 
credits for financing non-sterling areas while at the same time promoting the use of London facilities in 
financing third-country trade - the dollar substituting for the pound as the financing currency. 
31 Evans, ibid, Coakley and Harris, ibid, p.51. This was a legacy of the 1930s crash in America. 
32 MacEwan, International Debt and Banking. 
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Growth of the London Money Market and Foreign Bank Activity 
The annual growth rate in the London market between 1965 and 1973 was between 

35 and 40 percent, continuing apace with the involvement of foreign banks. Table 1 

shows the expansion of foreign bank branches in London. 

TABLE 2.1, Branches of Foreign Banks in tondon. 

Year Total American Japanese European Other 

1950 53 7 4 19 23 
1960 77 10 - 8 28 23 
1966 103 14 12 34 43 
1970 159 37 13 50 59 
1975 244 57 23 86 78 

Total Assets 
(£billion) 71.8 36.8 12.1 22.8 

Source: Crough, 'Transnational Banks and the International Economy". 

American banks rose to a prominent position in the London market between 1966 
and 1975. Whereas in 1966 US banks made up only one in seven of the foreign bank 

branches in London, by 1975 this proportion had risen to nearly one in four. More 

significantly, however, while fewer than a quarter of the total number of foreign 

branches in London were American, these banks held over half of the total assets of 

foreign banks in the City. This indicates that US banks operating in London were 

generally bigger than other foreign banks operating there, possessing a greater 

capital base from which to -extend a greater size of loans. This in turn reflects US 

banks' international links with US productive capital abroad. 

The Internationalisation of US Banking 
The expansive trend of American bank capital in London reflected a more general 

trend. Table 2 shows the growth of international activity within the American 

banking sector. 

TABLE 2.2, US Banks Overseas and their Assets. 
% of 

Overseas Domestic Overseas to 
Assets Assets Domestic 

Year Banks Branches ($billion) ($billion) Assets 

1960 8 131 3.5 225.7 1.6 
1967 15 295 15.7 448.9 3.5 
1970 79 583 77.4 
1974 129 737 115.0 872.0 13.2 

Source: Hawley, 'The Internationalisation of Ca12ital". 
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The number of banks operating overseas increased by more than eight times 
between 1967 and 1974. If the proportion of domestic to foreign assets of major 

banks between 1960 and 1974 is examined, it can be seen that the overseas assets of 

these banks have multiplied thirty two times, whereas the level of domestic assets 

rose by only about four times. In 1980, overseas assets had reached 25.9% of total US 
bank assets.33 

The rapid increases in the proportion of overseas to domestic assets in American 

banks correspond to similar increases in the level of direct foreign investment by 

US corporations. Between 1950 and 1960, a total of $12.2 billion was invested abroad 

by US based TNCs.34 This increased to $26.3 billion between 1960 and 1970.35 From 

1970 to 1980 however, direct foreign investment by US corporations amounted to 
$107.6 billion.36 This suggests that the expansion of overseas assets by US banks was 

directly linked with the continued expansion of US productive capital. 

International Bank Profits 
The increasing numbers of US banks operating internationally has coincided with 

an expansion of assets which were held abroad. This trend is also reflected in 

changes to the origin of banks' profits. In the early to mid 1970s, the rate of domestic 
profit for major US banks declined sharply, while the rate of international profit 

rose significantly: 

From 1970 to 1976, the annual rate of Chase Manhattan's foreign profits was 
17.8 percent, while its domestic profits fell (-22.8 percent p.a.); the 
corresponding figures for Manufacturers' Hanover were 41.9 percent and -6.6 
percent, for Bank of America 32.4 percent and 6.0 percent, for Citicorp 31.0 
percent and 4.3 percent and for Continental Illinois 76.4 percent and 7.8 
percent. Of the 13 biggest US TNBs, only three had a growth in foreign profits 
of less than 33 percent a year between 1970 and 1975 - the leaders being Security 
Pacific (112 percent) and First"Chicago (97 percent).37 

The importance of foreign activity is illustrated by the fact that between_ 1977 and 

1982, 48 percent of the total earnings of the ten largest US banks came from foreign 

activity. 38 Thus, whereas only a quarter of banks' reserves came from international 

sources in 1980, half of the banks' profits were derived internationally. While the 

expansion of private direct overseas investment was still crucial for bank 

profitability, the expansion of sovereign lending to the Third World_ also had a 

33 ibid. 
34 Baran and Sweezy, ibid, p.112. 
35 ibid, and Survey of Current Business, various volumes. 
36 Survey of Current Business, various volumes. 
37 Andreff, ibid. 
38 MacEwan, ibid. 
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major effect on the origin of bank profits. This development is examined in the 

concluding section of this chapter. 

The Growing Strength of International Banking 
With the increasing internationalisation of its operations and profit ongms, 

banking has risen as a leading force within international capital as a whole. This is 

well illustrated within American-based transnationals by the growth of financial 

activity as a means of receiving income on international investments. Table 3 

compares the receipts of income on US assets abroad from direct investment in 

foreign companies with income from other, predominantly financial, investments. 

TABLE 2.3, Receipts of Income on US Assets Abroad, 1960-1984 ($m). 

Year Direct Investments Other Investments* 

1960 3621 646 
1965 5506 1421 
1970 8169 2671 
1975 16,595 7641 
1976 18,999 8955 
1977 19,673 10,881 
1978 25,458 14,944 
1979 38,183 23,654 
1980 37,146 32,798 
1981 32,549 50,182 
1982 22,600 58,050 
1983 21,271 51,920 
1984 23,078 59,301 
*Includes primarily interest on bank loans, but also includes returns on other investments, e.g., 
on foreign bonds held by private -individuals. 

Source: MacEwan, "International Debt and Banking" . 

. 

Although the proportion of income received from direct investments .was 

constantly declining, it was still nearly double that of the income received from 

other (primarily financial) investments in the mid 1970s. Between 1979 and 1980 

however, income from direct investment has declined by 40 percent while income 

from other investments increased by 250 percent to the point that it was more than 

two and a half times larger than direct investment income. Investment of money 

capital, rather than of productive capital, increasingly became the main area of 

accumulation for US capital during the early 1980s. 
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Transnational Banks and Hope 
The conditions in which TNBs operated during the 1960s and 1970s facilitated the 

expansion of international finance capital on the basis of hope. The establishment 

of US productive capital outside of America, the international surge in dollar 

liquidity and the consequent development of unregulated money markets all 

contributed to the growing strength of transnational banks. Their size and the 

strength of their ties with transnational corporations ensured that their lending was 

overwhelmingly based on hope. The strength of TNBs' financial transactions has 

increasingly brought growing power over the circulation of capital the world over. 

The Privatisation of Financial Power 
The global spread of transnational banking, allied with international productive 

capital, and the concentration of bank capital into large money markets signalled a 

privatisation of global monetary control during the early 1970s. Governmental 

control of the international monetary system was eroded by the contradictions of 

the system itself. The surge in international liquidity between 1969 and 1972 when 

international dollar reserves quadrupled, was boosted again as a result of OPEC 

investments of the surplus built up from the 1973 oil crisis and the simultaneous 

boom in primary commodity prices. 39 The excess of dollar liquidity forced the 

abandonment of both fixed exchange rates and the US government's guarantee of 

dollar convertability into gold. In its place a system of floating exchange rates 

responsive to the forces of international financial markets was established. 

The growing strength of international money capital had been built on its links 

with international productive capital. Yet the expansive properties of money 

capital, allowing banks to extend credit and to increase the volume of circulating 

capital, also created the means by which international money capital was able to 

attain greater power within the circuit of international capital as a whole. As Jhe 

discussion of the Third World debt will show, the growing power of international 

finance capital has placed it at the cutting edge of the imperialist advance from the 

advanced capitalist countries. 

Deregulation 
The legacy of growth in the international financial markets during the 1960s and 

early 1970s was thus the unshackling of latent power within international money 

capital as a whole. The most fundamental source of this power was the deregulation 

of money markets. Deregulation is the key to attracting bank capital to any 

particular market, for it gives banks control over the circulation and expansion of 

money capital in that market. Depending on conditions within each country, the 

39 ibid. 
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state can regulate the ownership of banks and restrict the type of activity which they 

may engage in, the level of their deposits, the extent of their lending and the rates of 

interest, commissions and fees for loans and other services.40 

A fuller discussion of bank regulation and deregulation will be undertaken in 

Chapter 5 as the deregulation of the New Zealand finance sector is examined. At 

this point it is necessary to note that deregulation of banking is an important 

demand made of the state by major banks. Deregulation allows banks to put their 

depo~itors' money into ventures that will most profit the bank, its depositors and 

its clients. This benefits the largest banks especially. Because of the strength of their 

capital base and their links with large-scale productive capitalists, they are able to 

undertake greater risks, in extending their ratio of credit to reserves for example. 

Attaining the power to control their own operations ensured that the institutions of 

international money capital were able to develop the power that is latent in the 

credit system. The deregulation of international money markets enabled greater 

access to credit for transnational corporations and bigger profits for transnational 

banks. 

Technology and Techniques 
Deregulation unleashed the full force of competitive pressures on financial 

institutions, and impelled them to develop and keep up with innovations in 

banking techniques to aid their clients. As in other fields of capitalist activity, 

success in international banking demands constant innovations in the supply of 

finance capital in order to stay ahead of competitors. Barriers to financial 

transactions have been broken not only by deregulation but also by new technology. 

Since 1964 there has been a 95 percent decline in the real cost of processing 

information. As well, the rapid developments in telecommunicati~ns have 

ensured that "traditional impediments in the form of volume, distance, time and 

cost in the processing, storage and transmission of financial, business and economic 

data have now effectively disappeared. "41 Each new development which speeds up 

financial transactions means that banks' capacity to extend greater amounts of credit 

is increased. 

The major technical development of the late 1960s was the "syndicated roll-over_ 

credit" which made possible the large-scale mobilisation of funds at relatively low 

40 Angermueller, The Evolution of Banking Strategies and Services: The Dilemma Facing Today's 
Bankers, Mikdashi, Whither the "New Finance"? A Synthesis of Issues and an Essay on Reflection, and 
Ogata, Japan and the Integration of Financial Markets, in Mikdashi (ed), International Banking: 
Innovations and New Policies. 
41 Angermueller, ibid. 
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risk to banks. Major banks became loan managers, selling off portions of the loan to 

other banks while protecting themselves from variations in interest rates " ... by 

lending at a margin over the cost of funds, determined at the end of each roll-over 

period (of perhaps) three or six months. "42 Acting as a third party to transactions 

between lenders and borrowers has become an important feature of international 

banking. But it is important to emphasise that the ultimate source of the power of 

transnational banks remains their direct links with operations involved in the 

extraction of surplus value from labour. 

The most common innovations during the 1980s were those which avoided 

showing the movement of money on the balance sheets of banks in order to 

circumvent regulatory controls, sometimes involving the bank simply as an 

intermediary between an investor and a borrower.43 Another common feature of 

these "new financial instruments" was that they were based on bank commitments 

to borrowers for various financial arrangements at agreed costs in the future. As 

Holzach noted: 

The inherent danger lies in the varying unknowns at the time the 
commitment falls due. These include (apart from the financial standing of the 
parties) the then prevailing conditions on the money and capital markets as 
well as currency movements and any changes to the political and economic 
scene.44 

Although the competitive forces which impel the development of new techniques 

increase the danger of instability in the banking sector, the demand for a 

competitive edge over rivals predominates. The extension of credit is forever 

sought. Along with their corporate clients, banks must continually search for new 

methods of transforming their share of the surplus into productive capital in order 

to appropriate greater amounts of surplus value from labour. 

TRANSNATIONAL BANKING IN THE 1970s AND THE DEBT CRISIS 

The significant feature of transnational banking during the 1970s was the expansion 

of international finance capital into the Third World by extending private loans to 

_ national governments: The attraction of lending to Third World governments was 

twofold. First, because of the weakness of domestic capital in the Third World, the 

sta~e has often been the centre of c~pital accumulation. Secondly, and most 

importantly, governmental borrowers are less prone to bankruptcy than other 

institutions. Banks can thus expect a largely untroubled schedule of debt servicing. 

42 Holley, Developing Country Debt, p.7. 
43 See Holzach, The Changing Face of Banking Services and Strategies in Mikdashi (ed), ibid. This intermediary 
role occurs for example in the case of "securitisation", as Holzach briefly discusses. 
44 ibid. 
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The immediate cause for the expansion of international finance capital into the 

Third World was the slow economic growth in the West. In reponse to the crisis of 

production in the advanced capitalist countries, transnational corporations 

accelerated the rate of direct investment in the Third World. Between 1970 and 

1980, US corporations invested $107 billion in direct investment enterprises abroad. 

$30 billion of this total was invested in Asia, Africa and Central and South 

America. 45 Transnational banks followed their corporate clients into the Third 

World, but were still confronted by the liquidity crisis in the early 1970s. TNBs were 

forced to seek new clients outside of the advanced capitalist countries in order to 

put their deposits to profitable work as interest bearing capital. In this quest, new 

competitive pressures were placed on the international financial markets. 

Competition and Co-operation 
The deregulated environment of the London market had ensured that 

transnational banks were already engaged in fierce competition since the 1960s. 

However, the expansion of the deregulated international finance markets into the 

Third World dramatically increased the level of competition. International banking 

became a business of " ... selling money door to door ... "46 as loan officers travelled 

the Third World looking for outlets for their banks' interest bearing capital. 

At the same time as banks' expansion into the Third World was becoming 

increasingly competitive, there was a larger measure of co-operation between banks 

in developed countries. The largest loans to the Third World were raised through 

syndication in which a major bank would develop a loan proposal with a borrower 

and then sell off portions of the loan to other banks.47 Gaining the right to manage 

these syndicated loans was an extremely competitive business, as large fees were 

associated with it, but the importance of the syndication lay in the spread of risk 

over a number of banks, rather than only one or two leading banks. Smaller banks 

previou~ly operating on a domestic level in the advanced countries were therefore 

able to develop lucrative international portfolios by relying on the resources of the 

lead bank to judge the quality of the loan. The extent to which syndication took 

place was highlighted by the fact that in 1982, when it defaulted on its debt sevicing, 

Mexico was a debtor to more than 1400 banks.48 

45 Survey of Current Business, various volumes. 
46 Gwynne, Confessions of a Loan Shark. 
47 Holley, ibid, pp.7-8 provides a good discussion of syndication. 
48 Swedberg, Prudence versus Profit: The Role of Multinational Banks in the Origin of the Debt Crisis. 
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The Expansion of International Finance Capital into the Third World 
The expansion of international finance capital into the Third World was also 

encouraged by forces operating within the Third World which stimulated their 

economic growth in the postwar period and increased their demand for money 

capital. The example of Latin American development shows how this expansion 

has simply altered the form through which foreign investment in the Third World 

occurs.49 During the 1950s and 1960s, foreign investment in the Third World was in 

the form of direct productive investment by multinational corporations, and US 

firms dominated large scale production in Latin America. 

But the decline in US hegemony and the rise of highly competitive capitals within 

Western Europe and Japan was translated into competition on a world scale. This 

appeared to provide Latin American governments with greater leverage, enabling 

them to place controls on foreign investment by demanding more joint venture 

operations, insisting on forward and backward linkages within the local economy 

and even nationalising local production outlets of TNCs. However, there was 

simply a change in the form of dependence in the Third World, from reliance on 

direct private productive investment by TNCs to state reliance on increasing 

amounts of loan capital to finance domestic development. 

The pull of loan capital to Latin America was accentuated by the rise in oil prices in 

1973, which forced governments to borrow even more heavily to pay for vital oil 

supplies needed to maintain growth. This condition was exacerbated by the 

recession within the core capitalist countries which reduced their capacity to 

purchase Latin American exports. This meant that maintenance of imports and 

economic growth in the periphery could be achieved only by increased borrowing 

rather than by export sales. 

The experience of Latin America can be transposed largely throughout the Third 

World. There were partial exceptions to this condition within Newly 

Industrialising Countries, such as South Korea and Brazil, which were able to 

develop domestic i~dustrial strength from partial transfers of technology.- But once 

the bulk of "developing countries" had entered a cycle of indebtedness, it became 

increasing! y difficult for them to break free. They became more and more indebted. 

Between 1971 and 1979, the external debt of the "developing countries" (categorised 

by the OECD) increased by over 400 percent from $87 billion to $393 billion, and in 

1980 it jumped again to $456 billion.50 IMF figures towards the end of 1988 calculate 

the level of Third World debt at $1200 billion.51 

49 MacEwan, ibid, is used as the basis of this example. 
50 Franklin, Debt Peonage: The Highest Form of Imperialism. 
51 The Press, 30/9/88. Different organisations and different commentators may use different 
categories for debt analysis, but the magnitude of the crisis is clear. 
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Debt Servicing 
The indebtedness of these countries is increased by the problems of servicing their 

debts - that is, interest and principal repayments to TNBs. Increasing proportions of 

underdeveloped countries' new debts are now incurred simply to service old 

debts.52 The effects of this are twofold. First, TNBs which have been investing their 

loanable capital in the Third World are forced to negotiate reschedulings of 

underdeveloped countries' debt servicing. This postpones interest payments, but 

more importantly involves lending more money in order to repay the interest. 

Secondly, the extent to which underdeveloped countries are borrowing more 

money just in order to meet interest payments means that a diminishing 

proportion of banks' loanable capital that is being invested in these countries is 

actually engaged in productive enterprises capable of generating a surplus with 

which the principal debt may be paid off. Of course, the TNBs which continue to 

lend money to underdeveloped countries are not directly concerned with the source 

of their interest payments, so long as they do continue to receive them. However, 

TNBs realise that a country's capacity to make interest payments is ultimately 

determined by the extent to which investment is directed towards production and 

the extraction of surplus value from the working class. 

Political Control 
Because much of the lending to the Third World is directed through governments, 

due to heavy state involvement in the accumulation of domestic capital, TNBs 

have attempted to include conditions in their loans. These conditions usually 

require the state to undertake measures to combat inflation and reduce wages in 

order to stimulate economic growth.53 But the difficulties involved in co

ordinating, implementing and monitoring such terms often preclude this action by 

individual banks or even consortiums. Instead, established international financing 

agencies such as the International Monetary Fund (IMF) and the World Bank are 

used to discipline debtor countries into adopting particular pro-capitalist policies. In 

fact, Western creditors "usually grant debt relief only on condition the country 

enters into and maintains a programme involving use of IMF resources ... that is, 

borrows on 'strict' (pro-capitalist) terms."54 The IMF and the World Bank have 

effectively become the co-ordinators of international capital, producing information 

about the different political conditions in countries and enabling TNBs and TNCs to 

determine which will be the most conducive to the extraction of surplus value. 

52 See Sweezy and Magdoff, International Finance and National Power. 
53 Hindle, Living With A Nightmare. 
54 ibid. 
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The Third World Debt Crisis 
Despite the huge increase in Third World debt during the 1970s and early 1980s, it 

was not until August 1982, that a debt crisis presented itself in concrete form. In that 

month, Mexico announced a moratorium on debt servicing payments and by the 

end of the year another twenty countries had done the same'. By the end of 1983, a 

total of thirty countries had suspended the high service payments on their foreign 

debt55 (In the eyes of the transnational banks, this was the purest form of a debt 

crisis - their profitability being directly impeded by the suspension of interest 
payments). The unwillingness or inability of these countries to make these 

payments resulted in a need for states to find financial assistance in rescheduling 

programmes from the very banks to which they were already indebted. A pattern 

emerged therefore of attaching more stringent conditions to the rescheduling 

process and to further loans, with a consequent erosion of political sovereignty. 

From Hope to Fear to Hope 
To the extent that TNBs have had to continue extending greater amounts of credit 

to protect their original investment, much of their lending to the Third World has 

-become increasingly motivated by fear. Borrowing by many Third World countries 

has moved further and further away from financing the extraction of surplus value 
from the working class. But the power of international money capital has 

developed to a stage where political conditions are put on the new lending which it 

undertakes. The effect of these conditions is to redirect borrowing back into the 

exploitation of labour. Far from extending further credit out of fear, therefore, TNBs 

are cementing in the relationship between creditor and debtor through which their 

lending will always be based on hope. 

INTERNATIONAL MONEY CAPITAL AND HOPE 

Overwhelmingly, international _money capitalists o_perate out of hope. This hope is 

founded on an alliance between transnational banks and transnational corporations 

which continually directs credit to productive activities and extracts surplus value 

from labour. The strength of this alliance ensures that when TNBs extend credit to 

TNCs the widened gap between monetary and commodity values will be reduced 

through the production process. 

TNBs' hope is also founded on their loans to sovereign states. Because states are less 

prone to bankruptcy, TNBs do not need the same assurance that the gap which has 

been created between monetary and commodity values will be reduced. The 

. revenue earning capacity of the state ensures that debt servicing payments are 
virtually guaranteed. 

55 Holley, ibid, p.17. 
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Recognising that transnational bank investment, whether directed to private or 

public institutions, is based overwhelmingly on hope is absolutely fundamental to 

understanding the politics of New Zealand's foreign debt. As the next chapter 

examines the historical forces which have shaped New Zealand's current foreign 

debt, it must be realised that this debt has been and continues to be of enormous 

value to TNBs. The question is whether- the debt has been utilised in the best 

interests of New Zealand's economic development. The answer is approached in 

the next chapter by examining the history of New Zealand's foreign debt through 

the use of the concepts of hope and fear. 



Chapter Three 

BORROWING OUT OF HOPE AND BORROWING 
OUT OF FEAR 

A History of New Zealand's Foreign Debt 

The current state of indebtedness in New Zealand is not a new phenomenon: as 

early as the 1870s the country has endured periods of heavy foreign indebtedness. 

The present condition, however, represents a greater threat to New Zealand's 

future economic and political development than ever in the past. This chapter 

surveys the historical development of New Zealand's public foreign debt and 

illustrates the qualitative difference between. the significance and impact of foreign 

debt in contemporary New Zealand and the situation in the past. 

An examination of the predominant forces which shape borrowing by the state 

introduces this survey of public foreign debt in New Zealand. Discussion focuses on 

previous periods of hea-vy indebtedness and highlights the different forces which 

have resulted in the rapid accumulation of debt in New Zealand during three 

earlier periods: the 1870s, World War I, and the Great Depression. The impact on 

New Zealand's economic development of the foreign debt during these periods is 

assessed and compared with the present period. New Zealand's public foreign debt 

at present is marked by borrowing which was undertaken mainly out of fear. 

Previous periods have been distinguished by the same motive, but the 

contemporary economic and political environment, in which the climate has not 

changed to hope as soon or as definitely as before, has meant that the consequences 

of recent borrowing have been far worse. As the survey unfolds, it will be seen that 

the impact which a large foreign debt has on a country relates directly to the social, 

political and economic conditions within which the debt is incurred and 

consequently the use to which the borrowed money is put. 

STATE DEBT 

The need for capitalists to incur debt in order to develop productive enterprises and 

accumulate capital was discussed in the first chapter. The same necessity can be 

identified when a state incurs debt. The distinction between the indebtedness of 

individual capitalists and that of the state lies in the state's coordinatory role in 

capitalist development. The nature of the state's role in capitalist society is the 

matter of considerable debate among Marxist scholars, and it is not intended to 
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enter that discussion.1 It is simply noted, very broadly, that whereas capitalists go 

into debt in order to purchase new capital equipment or other goods and services to 

benefit their own particular enterprise, the state goes into debt to help create the 

conditions for the prosperous development of capitalism as a whole. 

One of the most significant ways in which the state assists overall capital 

accumulation is by establishing infrastructural services, such as transport, 

communications and power.2 Historically, the state has assisted in infrastructural 

services because of the high risk involved in their initial establishment.3 These 

services provided by the state are indirectly productive.4 When the involvement 

of the New Zealand state in the "Think Big" projects is examined toward the end of 

this chapter, the impact of state investment in directly productive enterprises will 

be examined. At this point, however, it must be noted that the general objective of 

infrastructural services is not to directly create surplus value but to extend the 

capacity of the capitalist class to appropriate surplus from labour in a directly 

productive manner. By developing these generalised means of production the state 

allows capitalists to invest only in the particular means of production necessary in 

their own enterprises.5 

In developing these services, the state is compelled to borrow, but due to its 

coordinatory role, state borrowing is undertaken in response to a host of different 

political conditions. Recalling the discussion in Chapter 1 on the predominant 

influences which shape capitalist borrowing, it can be seen that state borrowing is 

shaped by the same forces. During periods of capitalist prosperity, when the political 

conditions are conducive to the steady extraction of surplus value from the working 

class, state borrowing is motivated by hope. The state anticipates that by reducing 

the costs of individual capitalists, the productive capacity of the country will expand 

and its wealth increase. So long as the loans taken out by the state are used in a 

manner which sufficiently increases production, the fact that the state shoulders a 

large burden of debt from the borrowing is not of great concern. Servicing the debt is 

made possible by the state's receiving increased revenues from the increases in 

production. 

During recessionary periods, when the continued extraction of surplus value is 

threatened, the state borrows more out of fear. The state recognises that unless some . 

1 Jessop, Recent Theories of the Capitalist State, provides a valuable discussion of the Marxist literature on the 
subject. 
2 Jessop, The Capitalist State, p.233-4. The state does aid capitalist development in other ways as well, such as the 
maintenance of welfare systems which reduces capitalists' costs of reproducing labour power. 
3 O'Connor, The Fiscal Crisis of the State, p.101. 
4 ibid, p.180. 
5 Jessop, ibid, p.233-4. In return, infrastructural development benefits the state itself as it receives greater 
revenue from the increases in production. 
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assistance is provided to capitalists, many will become bankrupt causing production 

and wealth to decrease further. State borrowing is no longer directed towards 

productive investment. It is undertaken primarily to ensure that large numbers of 

capitalists will not be bankrupted. As will be seen in the examination of state 

borrowing in New Zealand during the Great Depression, when the state borrows 

out of fear it is attempting to maintain capitalist activity at a level from which 

capitalists will be able to increase production when conditions have improved. 

The indebtedness of the state is thus fundamentally affected by the political and 

economic conditions within which it is incurred. In periods of capitalist prosperity, 

when debt is predominantly directed towards productive investments, the state can 

borrow in the confidence that subsequent increases in production will ultimately 

benefit capitalist development. In periods of capitalist crisis, when borrowing is 

predominantly directed towards ensuring capitalists' survival, this confidence is 

greatly reduced. The state can only hope that conditions of production will 

improve. 

As this chapter examines the public foreign debt, therefore, the most important 

factor to consider is not necessarily the extent to which the debt has increased in 

gross terms, but the extent to which that indebtedness has assisted the capacity of 

New Zealand producers to expand production. It will be seen that New Zealand has 

traditionally relied on government borrowing to finance development for a variety 

of reasons. Until the most recent period of indebtedness, dating from the mid 1970s, 

the high income derived from exports offset the reliance on overseas borrowing by 

ensuring that interest and principal repayments were made and that overseas 

borrowing was generally beneficial to the economy, and not a burden. 

BORROWING FOR DEVELOPMENT: 1872-1880 

The declaration by Julius Vogel in his 1870 Budget s2eech, that "the great wants of 

the Colony are Public Works in the form of Roads and Railways, and Immigration", 

recognised the necessity of the state's direct involvement in the development of 

infrastructures. He proposed a programme for the construction of public works and 

assisted immigration to be financed by raising loans to the value of £8,500,0006 on 

the London money market. The borrowing programme was clearly based on hope. 

State borrowing from abroad was designed to increase (chiefly agricultural) 

production. It was hoped the greater revenue the state would gain from the 

infrastructural development would be sufficient to service the debt incurred. 

6 Simkin, Instability of a Dependent Economy, p.146. 
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The public works programme consolidated the sporadic infrastructural progress 

made by the separate Provincial Governments until the 1870s.7 Simkin notes that 

at that time 

The great barrier to further progress was the lack of an adequate system of 
internal transport; settlement was still largely confined to coastal districts, a 
national system of roads had hardly been begun, and there were less than fifty 
miles of railway in the whole country.8 

The development of a network of road and rail services especially would open 

greater areas to development by reducing the costs of freight for agricultural 

produce to local and overseas markets. 

The Debt and Public Works 
It was originally intended to simply double the state debt, but the boom conditions 

which the borrowing induced encouraged the extension of the borrowing 

programme. The gross indebtedness of the central government thus increased more 

than four times during the 1870s, from £6.5 million in 1872 to £28.5 million in 1880. 

The vast bulk of-the loan expenditure was allocated to the construction of public 

works and assistance to immigrants. 

TABLE 3.1, Immigration and Public Works Expenditure: 1872-1880. 

Immigration 
Land Purchases 
Public Buildings 
Railways 
Roads 
Telegraph 
Other Works* (and miscellaneous expenditure) 
•other works include expenditure on lighthouses, goldfields and coalmines. 

SOURCE: New Zealand Statistics, various volumes. 

£ 
1,887,064 

785,986 
756,705 

9,507,917 
1,069,531 

348,336 
948,703 

The loan expenditure was largely directed towards investments which would aid 

private productive investment. In the ten years from 1870, the European 

population nearly doubled from 248,400 to 484,864.9 Between 1873-7, 907 miles of 

railway were completed and over two hundred more miles were under 

7 See Lloyd Pritchard, An Economic History of New Zealand, p.153. Important services had been developed in 
each of the provinces, such as roads, harbours and railways, but as each province was responsible for its own 
works, the extent of these services differed greatly and relied on both the ease with which land could be opened 
to development and the wealth of each province. 
8 Simkin, ibid, p.145. 
9 Condliffe, New Zealand in the Making, p.38. 
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construction.10 By 1876, over 2000 miles of roads had been opened and nearly 2500 
extra miles of electric telegraph lines had been established.11 

Borrowing out of Fear 
The benefits of these achievements to New Zealand's development were not 

immediately obvious. Sutch criticises the failure to check the boom induced by the 

borrowing programme: 

It is true that export prices rose in the early 1870s, and that New Zealand gave 
many signs of expanding its production rapidly, but borrowing continued 
after the collapse of export prices when it was already clear that the servicing 
and amortization burden of the public loan was becoming too heavy. Thus 
borrowing was used in the late 1870s in an attempt to maintain or recover the 
boom.12 

After having been originally based on hope, state borrowing became increasingly 

based on the fear that if borrowing slowed or ceased, the country would fall into 

recession. Indeed, when borrowing was slowed after 1878, a severe depression did 

eventuate. 

Servicing the Debt 
By the end of the 1870s servicing the debt was becoming an enormous strain on 

government expenditure. The annual interest bill jumped over 400 percent from 

£331,028 in 1872 to £1,353,657 in 1880. 

TABLE 3.2, Government Debt and Debt Servicing: 1872-1900. 

Year 

1872 
1875 
1880 
1885 
1890 
1895 
1900 

Govt. Debt 
(£000) 

6,507 
13,897 
28,853 
35,790 
38,802 
43,051 
47,874 

Interest 
(£000) 

331 
658 

1,354 
1,575 
1,769 
1,696 
1,703 

SOURCE: Calculated from New Zealand Statistics, various volumes. 

Export 
Income 

(£000) 

5,191 
5,829 
6,352 
6,819 
9,811 
8,550 

13,246 

Interest 
as %of 

Exports 

6.38 
11.28 
21.31 
23.10 
18.03 
19.84 
12.86 

Of far greater concern, however, was the larger proportion of exports needed to pay 

interest on the debt The ratio of interest to exports is an important indicator of the 

weight of debt-servicing on a debtor country because it measures the extent to which 

national income from exports must be allocated to unproductive servicing of old 

10 Condliffe, ibid, p.38 and Lloyd Pritchard, ibid, p.132. 
11 Lloyd Pritchard, ibid, p.132. 
12 Sutch, Colony or Nation, p.10. 
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loans and away from new productive investments. By 1880, one fifth of the revenue 

generated by exports had to be used simply to maintain interest payments to foreign 

creditors, and was therefore unavailable for use in buying imports or financing 

productive development in New Zealand. This very high ratio of interest payments 

to export income reached its peak of 24.13 percent in 1886. 

The Long Depression 
-

The borrowing induced boom during the 1870s partly disguised the Long 

Depression between 1865 and 1895.13 The value of exports rose from £4.5 million in 

1870 to £5.5 million in 1879, while imports increased from £4.6 million to £8.3 

million over the same period. The depression was in fact marked by a continous fall 

in world farm prices between 1873 and 1896, but the fall in the prices of New 

Zealand's exports was offset by steadily rising terms of trade as the prices of imports 

fell lower than export prices.14 15 Between 1870 and the mid 1880s, the terms of trade 

index rose by 25 percent, and between 1870 and 1900 by 50 percent.1 6 This ensured 

that the heavy impact of the debt servicing was relieved when production did 

increase during the 1880s and 1890s. 

Export Growth 
Despite the heavy burden of debt, the public works programme effectively opened 

up the countryside for developing New Zealand's productive capacity. This is well 

iliustrated by the rapid expansion of export volumes at the end of the century. Wool 

exports doubled between 1880 and 1890. From 1885 to 1900, meat and cheese exports 

both increased over six times, while butter exports shot from 2000 to 172,000 

hundred weight. 

TABLE 3.3, EXPORT VOLUMES OF MAJOR COMMODITIES: 1870-1900. 

Year 

1870 
1875 
1880 
1885 
1890 
1895 
1900 

Wool 
00,000 lbs 

370 
544 
668 
865 

1,028 
1,160 
1,407 

Meat 
000Cwt 

296 
898 

1,134 
1,844 

Butter 
000Cwt 

2 
24 
34 
57 

172 

SOURCE: Tabulated from Lloyd Prichard, An Economic History of New Zealand, p.404. 409,425-6. 

13 'b'd 3 

Cheese 
000Cwt 

(717) 
15 
40 
76 

102 

l l , P· . -
14 Terms of trade is a ratio of export prices to import prices, which reflects the relative value of a country's 
exports to its imports. 
15 Sutch, ibid, p.18. In fact, prices did not recover their 1871 level until 1906. 
16 Sutch, ibid, p.19 and Hawke, p.73. 
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Much of this expansion resulted from major technological developments, such as 
centrifugal cream separation in 1879, refrigerated shipping in 1882 and the Babcock 

test for butter-fat in 1890. Export prices began to rise from around 1895 as well. 17 

Nevertheless, it was the infrastructural basis established by the public works 

programme which ensured that New Zealand farmers were able to take advantage 

of these technological improvements to expand production and increase export 

incomes. 

THE DEBTS OF WAR 

The First World War placed a heavy burden on government expenditure and 

caused a huge increase in the gross governmental debt: from £100,059,910 in 1915 to 

£201,170,755 in 1920.18 Expenditure on World War I was unambiguously 

unproductive, but Condliffe suggests that, although the war placed a deadweight of 

debt on the government: 

.. .it is probable that on balance she (New Zealand) received some economic 
gain from war conditions. The war demands for raw materials and foodstuffs, 
together with the further steep rise in the price-level, contributed materially to 
her enrichment.! 9 

The crucial factor in New Zealand's relative prosperity was that the terms of trade 

index fortunately ran in New Zealand's favour from 1914 to 1917 inclusive, 

recording 101, 118, 119 and112, before deteriorating sharply after 1918.20 The 

favourable terms of trade compensated for the wasted and unproductive 

expenditure of the war and resulted in a trade surplus between 1914-18 of £39 

million compared with a surplus of only £12 million between 1909-13. 

External and Internal Debt 
The most significant feature of the period from 1915 to 1920 was the shift in the 

origin of the debt. The_ bulk of the earliest period of governmental borrowing was 

undertaken overseas. Although the proportion of debt raised domestically had been 

increasing since the turn of the century, in 1915 over three quarters of the total debt 

still originated from the London capital markets. By 1920, the situation had changed 

dramatically with over half of the total debt owing to New Zealand creditors. In the 

space of five years, the level of internally held government debt increased over 500 

percent from £19,670,909 to £102,076,777. 

17 Condliffe, ibid, p.240. 
18 The exact size of the war debt is hard to calculate. The 1920 Official Yearbook of New Zealand puts the charge 
of the "Great European War" at £80 million, while Lloyd Pritchard, ibid, p.259, calculates it at £68.5 million. 
19 Condliffe, ibid, p.44. 
2° Calculated from wholesale prices of exports and imported goods, New Zealand Official Yearbooks. 
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TABLE 3.4, Origin of Government Loans: 1900-35. 

London Australia New Zealand 
Amount % of Amount % of Amount % of 

Year (£000) Total (£000) Total (£000) Total 

1900 43,300 90.44 1,812 0.38 4,393 9.18 
1905 49,397 82.46 1,210 2.02 9,323 15.56 
1910 57,734 77.09 4,114 5.40 13,043 17.42 
1915 76,410 76.36 3,979 3.98 19,671 19.66 
1920 95,728 47.58 3,386 1.68 102,077 50.74 
1925 120,818 53.03 2,952 1.30 104,044 45.67 
1930 146,581 54.82 4,277 1.60 116,526 43.58 
1935 160,972 57.37 2,184 0.78 117,425 41.85 

SOURCE: New Zealand Official Yearbooks, various volumes. 

It is important here to make a political distinction between external and internal 

debt. A primary cost of foreign borrowing is the associated drain of surplus value 

produced in one country through interest payments to a bank in another country. 

This process is essential to understanding the politics of foreign debt, because it 

means that a portion of the capital accumulated in the debtor country is not 

available for re-investment in domestic production. In contrast to foreign 

borrowing, internal borrowing has the effect of retaining the share of profits 

accruing to banks within the country. These profits are then available to be used in 

the capital accumulation process, from which further domestic economic· 

development can take place. 

Foreign Control of Domestic Surplus 
This distinction between external and internal borrowing needs to be qualified on 

two counts. First, although interest payments overseas immediately remove an 

amount of capital available for domestic investment, the interest which a foreign 

bank receives from its investment in the debtor country can be re-invested in that 

country. The most deleterious aspect of foreign borrowing is not therefore that it 

removes a portion of the surplus created within a country, but that it removes 

control over whether, and how, that surplus is re-invested. Secondly, even when 

loans are raised internally there is no guarantee that the interest payments will 

provide the basis for further investment in domestic production, because the 

internal banks, whether locally-owned or foreign-owned, may re-invest the surplus 

outside the country. 
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This discussion anticipates closer examination of foreign investment during the 

1970s and 1980s in Chapters 4 and 5. However, it is important continually to express 

foreign debt as a process through which foreign capitalists are able not only to 

extract surplus value from another country, but also to establish clear forms of 

political control over its economic development. 

Returning to the comparison between internal and external debt raised _during 

World War I, it was significant that the New Zealand government was able_ to raise 

large domestic loans to finance New Zealand1s contribution to the war. This 

illustrates the extent to which the accumulation of wealth had occurred throughout 

the country, wealth based primarily on increasing productivity and aided by 

favourable export prices. Nevertheless, in the fifteen years from 1920 the internal 

debt increased by only £15 million while the external debt rose by £65 million. The 

predominant pattern therefore continued to be one of foreign borrowing and the 

extraction of surplus value from New Zealand by London banks. 

INDEBTEDNESS IN THE 1920s 

The 1920s were characterised by unstable economic development. A post-war boom, 

fuelled by high export prices and government assistance to returned servicemen, 

eventually burst as export prices for the three staples began to plummet and then 

fluctuate markedly throughout the period 1920-8. Meat appeared rather less volatile 

than either dairy or wool products. The dairy index rose from 1806 in 1920 to 2231 in 

1921, only to slump to 1495 the following year, while the price of wool fell by more 

than 50 percent in 1921 before doubling again by 1924. 

TABLE 3.5, Index Numbers of Major Commodity Export Prices and Total Export 

Volume: 1919-28. 

Year 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 

Dairy 
1747 
1806 
2231 
1495 
1621 
1650 
1515 
1411 
1375 
1472 

*Base: Average export prices 1909-13 = 1000. 
**Base: 1900 = 1000. 

Prices* 
Meat 
1780 
1716 
1766 
1522 
1875 
1868 
2085 
1755 
1662 
1698 

Wool 
1816 
1809 
848 
939 

1277 
1906 
2233 
1431 
1527 
1924 

SOURCE: Lloyd Prichard. p.294 and New Zealand Official Yearbook, various volumes. 

Volume~* 
Total 
1902 
1537 
1631 
2069 
1834 
1835 
1830 
1822 
1968 
2044 
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The fluctuation of prices after an extended period of rising values was probably an 

important factor in the significant variations in export volumes. Aside from the 

slump in the index of export volume during 1920 and 1921, export volume 

remained static around the same level for much of the 1920s, so that during the 

nine years to 1928 the index had increased by only 142 points to 2044. · 

During the 1920s, the governm~nt's foreign debt increased by over £50 million to 

£150 million. The bulk of this borrowing was directed towards public works 

expenditure, which increased by £48 million. In this period, borrowing has been 

regarded as an ad hoc measure, undertaken in reaction to the difficulties faced in 

the farming sector.21 But the state's investment in public works during the 1920s 

was also a means of continually aiding future production levels. For example, Sutch 

has pointed out that the state's rapid development and reticulation of electricity in 

farming areas during the 1920s 

... assisted the application of machinery to milking and butter production and 
to shearing, and this together with the development of the artificial fertiliser 
industry eliminated a good deal of farm labour. The number of persons 
employed per thousand acres of farmland had decreased by 4.2 percent. 
Between 1912 and 1926 the percentage of total population employed in 
primary production went down from 31.9 to 27.3.22 

The true impact of this borrowing must therefore be analysed in relation to its long

term effect on New Zealand's productive capacity. This is easier to assess after 

examining the effects of the Great Depres.sion and the responses of New Zealand 

farmers. 

THE GREAT DEPRESSION 

The Great Depression represented not so much a crisis of production in New 

Zealand as a crisis of the world market in which the country traded. Between 1929 

and 1932 New Zealand's terms of trade deteriorated dramatically. The export price 

index dropped from 105 to· 58, but the import price index only fell ~rom 86 to 75. The 

terms of trade index which had been 122 in 1929 fell to 77 in 1932 and then to 74 in 

1933 when import prices started to rise again. 

As export prices fell, farming incomes were drastically reduced. The farming 

income index fell from 95 in 1929 to 57 during 1932 and 1933. 

Some land went out of cultivation, much more was inadequately worked for 
lack of capital, there were widespread defaults on interest payments and 
foreclosures of mortgages. The inevitable result was rural distress, 

21 Brooking, Economic Transformation. 
22 Sutch, ibid, p.41. 
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unemployment and some flight from the land. Even so the farmers fought 
back by increasing productivity.23 

The petty bourgeois nature of farming meant that farmers were able simply to work 

their land harder in the face of falling prices. Export volume was thus increased 

during the depths of the depression - the index rising from 112 in 1929 to 133 in 

1933. 

TABLE 3.6, Indexes of Farming Income, Export Prices and Volume: 1928-36. 

Gross 
Farming Import Export Export Terms of 

Year Income** Prices* Prices* Volume* Trade* 

1928 90 109 121 
1929 95 86 105 112 122 
1930 84 84 83 116 98 
1931 64 77 64 119 83 
1932 57 75 58 120 77 
1933 57 78 58 133 74 
1934 68 76 72 156 94 
1935 86 75 72 151 96 
1936 106 75 81 147 108 

*Base: 1926 = 100. 
**Base: 1938-9 = 100. 

SOURCE: Lloxd Prichard, ~.374 and New Zealand Official Yearbook, 1945. 

Growing export volumes, however, could not offset the drastic fall in prices. While 

the value of exports fell from £56.2 million in 1928 to £33.9 million in 1932, the 

percentage of exports required to meet interest payments on overseas debt climbed 

from 14.42 in 1928-9 to 26.09 in 1931-2.24 After 1932, the interest/ export ratio began 

to decline, but in 1936 it was still at the high level of 14.06. 

The proportion of loan expenditure allocated by the government to major public 

works declined markedly during the depression. Whereas an extra £20 million and 

£28 million were spent on public works in 1920-5 and 1925-30 respectively, only 

another £14 million was spent in 1930-1936. Yet the external and internal debt of the 

government continued to rise, from £251 million in 1928 to £302 million in 1934. It 

is likely that the bulk of the government borrowing during the depression was used 

directly to bolster the government's flagging revenue. This is indicated by the 

attribution of nearly £23 million to a new classification, "floating debt", in the loan 

expenditure figures from the 1935 New Zealand Yearbook. 

23 Condliffe, ibid, p.47. 
24 Sutch, Recent Economic Changes, p.23. 
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State assistance to New Zealand producers during the depression concentrated on 

maintaining the country's productive capacity. As Sutch noted, "the root of the 

internal problem was the gap between farm costs and farm prices."25 In response to 

this, the Government legislated subsidies on fertilisers and freight charges, 

exempted farm machinery from a new sales tax, and provided tax and mortgage 

relief. By ensuring that farmers were able to continue production through- the worst 

years of the depression, the state helped lay the foundation for recovery when 

export prices began to rise from 1933. 

Although the export price index had still not reached the 1929 level by 1940,26 the 

country's terms of trade index began to significantly improve, from 74 in 1933 to 108 

in 1936. More favourable trading conditions, combined with increasing levels of 

export production and the first Labour government's determination to reduce 

external borrowing, even allowed the repayment of some governmental debt in the 

period preceding World War II. This brief period of debt reduction shows the effect 

of government borrowing on the productive capacity of New Zealand farmers. 

Productive farmers were assisted through the depression by reduced farm costs, 

while the strong infrastructural development of previous decades ensured that they 

were well placed to take advantage of more favourable farming conditions. State 

assistance to farmers was made possible primarily by maintaining revenue through 

foreign borrowing. While this resulted in high levels of debt and heavy debt 

servicing costs, the increased levels of production and the improvement in the 

terms of trade meant that the debt was not simply a drain on New Zealand's wealth, 

but helped maintain the country's economic development. 

Fear - but Hope as well? 
The government borrowing undertaken during the depression of the 1930s 

highlights an important consideration in the discussion of hope and fear motives 

for borrowing. The government's actions were consistent with what has been 

shown to represent the fear motive. The government incurred greater debt to 

ensure that capitalist production would not be completely destroyed by the 

unprofitable conditions of capital accumulation. 

The most significant aspect of this period of borrowing is that although it can be 

regarded as borrowing out of fear, it was also borrowing that maintained capitalist 

production through the depression. After the country's terms of trade improved 

and export prices began to rise, profitable conditions of production did return again 

and so to this extent, the borrowing was well justified. This contrasts with the 

shorter period of borrowing out of fear that occurred in the late 1870s when extra 

25 ibid, p.26. 
26 Sutch, Colony or Nation, p.42. 
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borrowing concealed signs of a deep depression. It contrasts also with the period of 

indebtedness which New Zealand has suffered since the mid to late 1970s when 

borrowing scarcely disguised a prolonged recession. 

THE BURDEN OF WAR AND THE REPAYMENT OF FOREIGN DEBT 

The effect of New Zealand's participation in World War II was similar to that in 

World War I. There was a large increase in the gross governmental debt, from 

£NZ313 million in 1939 to £573 million in 19451 but the total cost of the war (just 

over £203 million) was financed by heavy internal government borrowing, based on 

both compulsory and voluntary war loans floated each year.27 

TABLE 3.7, External and Internal Public Debt: 1940-54. 

External Debt Internal Debt 
Amount % of Amount % of 

Year NZ£000 Total NZ£000 Total 

1940 168,083 50.59 164,165 49.41 
1945 169,839 29.63 403,274 70.37 
1950 80,859 12.52 565,274 87.48 
1954 89,881 12.72 616,581 87.28 

SOURCE: Calculated from New Zealand Official Yearbooks; various volumes. 

A major factor in financing the war effort through internal borrowing was the 

determination of the Labour government to curb overseas borrowing and, if 

possible, reduce the external debt. The amount of debt domiciled in Britain 

remained around the 1933-35 peak of £163 million until 1945, when it was still only 

£170 million. But between 1945 and 1950 the external debt was more than halved to 

£81 million. 

The state's capacity to reduce substantially the external debt was assisted by the 

immediate post-war boom in New Zealand's agricultural sector, which Gould 

recounts: 

... the temporary destruction _of agricultural potential in war-devastated 
regions, the boosting by North American recovery and aid programmes of 
the ability of needy countries to import food, and the willingness to 
'stockpile' materials when the Cold War set in in the late 1940s, and 
especially with the outbreak of the Korean conflict - all these provided 
unexpectedly favourable trading conditions for most primary producers. New 
Zealand's terms of trade, with the 1957 base equal to 100, rose from 75 in 1946 

27 Gould, The Rake's Progress?, p.48. 
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to 92 in 1949, and then to 119, under the impact of Korea, in each of the two 
following years.28 

Between 1946 and 1951, New Zealand benefitted from a total trade surplus of £170 

million.29 This boom period and the concurrent determination to repay foreign debt 

meant that by 1951, the proportion of overseas debt to the gross indebtedness of the 

central government was less than twelve percent. This, the lowest level in New 

Zealand's history, was achieved, as Gould points out, by the combination of several 

factors. The most important were strong world demand and high export prices 

coinciding with a series of strong import controls which enabled the Labour 

government to enforce its political decision to reduce the country's financial 

dependence on international finance capital. 

A GROWING, YET SUSTAINABLE DEBT: 1954-67 

Between 1953-59, foreign borrowing contributed 43 percent of the increase in the 

total government debt of £150 million, signifying a return to foreign borrowing. The 

country's foreign debt had remained static at around £80 million for five years from 

1949 to 1954 while government loan expenditure was met out of internal 

borrowing. Significant foreign borrowing was resumed after the National 

government negotiated a £10 million loan in December 1953 for the development 

of the Murupara pulp and paper project.30 The government's foreign debt rose 

from £77 million in 1953 to £141 million in 1959 and then to £160 million in 1964. 

Renewed external borrowing by the government in the period from 1954 to 1967 

had little overall impact on New Zealand. The proportion of foreign debt to the 

government's total debt had increased during this time from 12.46 percent to 16.2 

percent, and the ratio of interest payments on the foreign debt to export earnings 

had risen from 1.2 percent to 2.2 percent.31 But rising export values (despite rather 

erratic prices) and generally favourable terms of trade ensured that the impact of the 

debt was insignificant. Between 1954 and 1967 the volume index of production in 

farming increased by more than 50 percent - from 1000 to 1592 (index base = 1000, 

1954) - while the terms of trade index over the same period averaged 101 despite 

slumps in the index to 85 in 1958 and 90 in both 1961 and 1962 (base index = 100, 

1957).32 

28 ibid, p.51. 
29 1955 New Zealand Official Yearbook. 
30 Brash, New Zealand's Debt Servicing Capacity, p.15. 
31 Calculated from various volumes of New Zealand Official Yearbook. 
32 New Zealand Official Yearbook, 1960 and 1970. 
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PRESENT DAY INDEBTEDNESS 

Until the late 1960s, any possible adverse impact of New Zealand's foreign debt was 

blunted by increasing productive capacity and rising prosperity. During particular 

periods, the extent of foreign borrowing, the uses to which it was put and the 

detrimental effects it may have had were all matters of degree. The history of 

foreign borrowing in the one hundred years from 1870 was the history of borrowing 

contained by an advancing development of New Zealand's productive wealth. In 

contrast, the last twenty years of foreign borrowing have witnessed a decline in this 

country's capacity to maintain adequate growth in the development of its resources. 

Declining Terms of Trade 
This decline is well illustrated in the worsening terms of trade that New Zealand 

has suffered. The slump in the terms of trade index to 89 (base index= 100, 1957) in 

1968 began a long-term decline which has persisted and worsened over the last 

twenty years. Aside from two consecutive boom years in 1973 and 1974 when the 

terms of trade index reached 113 and 112 respectively, the index rose above 87 only 

once during the 1970s. The index fell markedly again during the 1980s: after 

standing at 82 in 1980, it consistently registered in the mid 70s, while falling as low 

as 71 in 1986. This means that for every one hundred units of imports a given 

volume of exports used to buy, only around seventy five units of imports can now 

be bought. The impact which this has on the government's foreign debt will be 

examined in the next chapter. At this point, it is sufficient to note that the state's 

attempts to assist New Zealand capitalists to expand production in the face of a 

mounting foreign debt have been undermined by a structure of external 

transactions in which the value of New Zealand exports is substantially less than 

the value of exports produced in other countries. 

The Stagnating Farming Sector 
The historical capacity of New Zealand to sustain a substantial foreign deb-t has been 

based on a strong agricultural sector. This strength has been maintained by 

continual development of new techniques and adaption of new technologies - from 

refrigerated shipping in the 1880s to the 'herring bone' design of milking sheds in -

the 1960s.33 Development of farming has also benefitted from infrastructural 

development undertaken by the state. 

The main determinant in increased agricultural production in New Zealand has 

been the expanding amount of land available for grazing stock. Gould identified 

three technical revolutions which have dramatically expanded stock carrying 

33 Gould, ibid, pp.97-102, provides a good review of developments in the dairy industry during the 1950s and 
1960s. 
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capacity in New Zealand.34 The first of these was completed in the forty years prior 

to World War I. Native vegetation was replaced by a variety of exotic grasses which 

not only adapted well to New Zealand conditions, but also provided better feed for 

the introduced stock. Then during the 1920s came the practice of top-dressing 

pastures with superphosphate and lime so as to intensify the use of the land. In the 

third technical revolution, top-dressing practices were extended to the hill country: 

The use of aircraft ... transformed hill-country farming ... In 1950 total sheep 
numbers had been marginally lower, at 33.86 millions, than in 1945; but by 
1960 they had risen to 47.13 millions, an increase over 1950 of nearly 40 
percent. Numbers of beef cattle had increased in the first five post-war years, -
but only very slightly; between 1950 and 1960, however, they increased even 
more rapidly than sheep, from 2.09 millions to 3.02 millions, a rise of nearly 
45 percent. About three fifths of these increases were achieved through the 
improved productivity of the hill-country farms, and that improvement 
continued well beyond 1960.35 

For nearly twenty years from its beginning in 1950, aerial top-dressing was the key to 

an average annual expansion in livestock units of three percent.36 

But by about 1970 the ability of aerial top-dressing to develop new pastures and 

increase the overall productive capacity of farms began to wane, and there has been 

no comparable technological development since. After the rapid expansion during 

the 1950s and 1960s, the increase in livestock units between 1968 and 1973 and then 

again between 1973 and 1979 was in each case a mere one percent.37 

Prices too have had a lasting effect on New Zealand's agricultural sector. A Reserve 

Bank estimate of the terms of trade for agricultural products on a worldwide basis 

between 1960 and 1985 showed that the average prices of all goods rose by an annual 

average of eight percent. By contrast, the average price rise of agricultural products 

amounted to only three percent.38 

State Response 
The crisis of profitability in the agricultural sector has had a tremendous impact on 

capitalist development in New Zealand -as a whole. As Gallagher and Swainson 

_ noted: " ... for the first time in the country's capitalist development, farming was 

losing its competitive edge internationally, and the wealth which the land had 

traditionally yielded to the capitalist class was under threat. "39 The most significant 

aspects of the state's response to this threat were to borrow for two purposes: to 

34 Gould, ibid, pp.80-2. 
35 ibid, p.82. -
36 Gould, The Muldoon Years, p.35. 
37 Gould, The Rake's Progress?, p.137. 
38 Reserve Bank of New Zealand, The Farming Downturn. 
39 Gallagher and Swainson, Land, Crisis and Restructuring in Aotearoa, 1970-1984. 
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provide subsidies for farmers so that they would continue production (similar to 

the support for farmers during the Great Depression), and to encourage large scale 

development projects designed to establish a new basis of wealth extraction from 

the land. 

1.Agricultural Subsidies 
A slump in the terms of trade in the mid 197Os forced the state to respond to the 

problems afflicting farmers. (The oil crisis had deflated the terms of trade index 

from 112 in 1974 to 78 in 1975.) In the hope of at least a partial recovery in the terms 

of trade, the government introduced a Livestock Incentive Scheme, a system of 

Land Development Encouragement Loans and a measure called Supplementary 

Minimum Prices - all of them designed to maintain farm production over the 

recessionary period. This helped wool production to increase by 25 percent between 

1977 and 1985, while production indices for sheep produce rose by 33 percent and 

dairy by 26 percent.40 The associated costs to the government were enormous. In 

the three years to 1984, after which the subsidy was phased out, payments under the 

Supplementary Minimum Price scheme amounted to about $1 billion, while the 

Meat Board's meat trading activity lost close to another $1 billion between the 1981-

82 and 1985-86 seasons.41 In respect of the focus on foreign debt, however, the 

political significance of the subsidies is not their monetary costs, but the 

deteriorating economic and political context in which they were instituted. 

Fear 
During the Great Depression, government assistance to farmers ensured that they 

were able to maintain their productive operations until the return of favourable 

conditions. The government had borrowed out of fear, but the overall conditions 

within which the borrowing was undertaken meant that the consequences of that 

borrowing were beneficial. By the mid 193Os the terms of trade had improved 

considerably. But in the late 197Os and during the 198Os the terms of trade continued 

to fall. The g~vernment's borrowing out of fear to support farmers over the 

recessionary period was undercut by the fact that conditions simply continued to 

worsen. During 1983, 1984 and 1985 export volumes of all products grew by an 

average of 22 percent each year, but they have grown by only six percent per year in 

the years since the state subsidies were removed.42 

The subsidies did not tide farmers over a bad period. Instead they helped to 

maintain farmers in an otherwise increasingly unprofitable business. That 

agriculture was still the major sector within which capital was accumulated in New 

40 ibid. 
41 ibid. 
42 Listener editorial, 15/7 /89. 
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Zealand worsened the impact of the subsidies because no other sector was strong 

enough to support the cost of the subsidies through increased productivity. Thus 

the cost of the subsidies was effectively met by foreign borrowing. Between 1975 and 

1984 the government's foreign debt multiplied nearly ten times, from $863 million 

to $8.2 billion. And in the three years to 1987, the debt rocketed to $21.7 billion. 

The farm subsidies were by no means the sole cause of this explosion of 

indebtedness. But their failure illustates the incapacity of borrowing to break out of 

the particular political conditions in which the borrowing is undertaken. The 

'borrow and hope' policy of the 1930s worked because the depressed conditions on 

the worid market were only temporary, and because opportunities to substantially 

expand agricultural production still existed. In the late 1970s, the same policy was 

instituted in a background of an inexorable slide in world agricultural prices and 

stagnating intensity of land-use. 

2. 'Think Big' 

The series of 'Think Big' industrial projects, based predominantly on the 

development of energy resources, were the major component to the build-up of 

foreign debt during the late 1970s and the 1980s. These projects, including the hydro

electric power dam at Clyde, the ammonia-urea plant and the methanol plant at 

Waitara, the gas-to-gasoline project at Motonui, the Marsden Point Refinery 

expansion and the New Zealand Steel expansion project at Glenbrook, signified an 

attempt by the state to " ... find new industries which (could) be as internationally 

competitive, and as great a source of capitalist wealth, as agriculture once was."43 

In developing the major projects, the state established joint ventures with foreign 

and local capitalists through both direct state involvement and the involvement of 

state corporations.44 An important factor in the participation of major local and 

international industrial capital in the projects was that the state underwrote the 

loans arranged by its local and foreign partners.45 A good example of the lengths to 

which the state offered inducements for the participation of industrial capital is the 

Synfuels project.46 This· project effectively became an opportunity for Mobil to 

experiment with new technology for converting gas to gasoline - a process which 

had not been used to produce commercial quantities of synthetic petrol anywhere in 

the world. The government guaranteed Mobil a profit of 16 percent and assumed 

the entire risk of the venture by providing Mobil with a processing fee for the use of 

43 Gallagher and Swainson, ibid. 
44 Douglas, Toward Prosperity, p.156, 162. The Synfuels gas to gasoline plant, for example, was negotiated 
directly between the government and Mobil, whereas the Waitara methanol plant was established by 
Petrocorp, a state corporation, and Alberta Gas Chemicals, Canada. 
45 ibid, p.238. 
46 See Douglas, ibid, pp.154-159. 
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its technology. All gas going into the plant was owned by the government as was all 

the petrol flowing out which meant that Mobil bore no commercial risk from the 

possible movements in the world price of oil.47 

Hope 
The participation of industrial and finance capital in the Think Big projects was 

overwhelmingly based on hope. By providing a state guarantee to their borrowing, 

the government ensured that its joint venture partners were able to borrow money 

capital at a cheaper rate. Banks were able to lend to those capitalists involved in the 

projects not necessarily out of confidence that the projects were likely to create 

surplus values, but out of a confidence that the loans were guaranteed by the state. 

Banks thus extended project loans out of hope. In the transactions over the Think 

Big Projects, the strong links which have already been identified between money 

capital and industrial capital were further strengthened by the state's involvement 

in the projects. The state's involvement was integral to the hope which motivated 

the participation of large industrial and money capital. 

Borrowing out of Hope, in Times of Fear ... 
In the most general sense, the state, faced with a prolonged threat to the agricultural 

sector, acted out of the fear that capitalist development would continue to 

deteriorate unless a new basis of prosperity was established in New Zealand. 

However, the state's particular involvement in the Think Big projects was based on 

hope. The state invested in these new energy-based projects in the expectation that 

they would establish themselves as new processes for extracting wealth from the 

land and would become the basis of capital accumulation in New Zealand. 

In undertaking major investments during a recessionary period, the state carried a 

double burden. It directly invested capital borrowed from overseas and also 

provided guarantees to the profitability of industrial capital's investment in the 

projects. It is not intended here to give a detailed account of the build-up of foreign 

debt associated with the Think Big projects, but to summarise the borrowing 

undertaken directly by the government (that is, borrowing which does not include 

the state's indirect borrowing through state corporati_ons, or joint venture 

companies). Between 1979 and 1985, for example, $1323 million was directed from 

the Loans Account to energy developments, which includes electricity, geothermal, 

mining, oil and gas projects. During the same period, $184 million was allocated 

47 ibid. The profitability of the plant was based on an assumption that oil prices would rise by 3 percent a year 
from the 1980 price of US$32 a barrel. But the price of oil fell dramatically. To reflect the real rate of increase at 
3 percent in 1986, for example, the price would have been US$55 a barrel, but the price had actually fallen to 
US$16 a barrel. 
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from the government's Loans Account to Petrocorp (the state corporation which 

established the ammonia-urea and methanol plants at Waitara) and $247 million 

was allocated to New Zealand Steel Development Limited (the joint venture 

company established for the Glenbrook Steel expansion) . 

... Unproductive Debt 
The Think Big projects were largely designed to establish enterprises with the 

capacity to create surplus value out of the processing of natural resources. That is to 

say, the state invested in directly productive projects.48 However, the capacity of 

these assets to be used in the creation of surpluses were diminished by a variety of 

factors, including iarge cost overruns, and a fall in world prices of the very 

commodities being produced, such as oil and methanol. 

In order to protect its original investments, the government was forced to borrow 

more money to maintain construction and to fulfill the contracts signed with its 

project partners. For example, in 1986 Mobil received its 16 percent guaranteed 

profit from its original investment in the synthetic fuels development at the same 

time as the government incurred extra costs on the project of $460 million. 49 The 

losses attributed to the variety of Think Big projects eventually led to the state 

assuming $6.5 billion of the government guaranteed debts incurred by its project 

partners.50 

Evaluated in terms of directly productive investments, the fact that the government 

had to incur these extra debts associated with the Think Big projects highlights the 

extent to which the debt is unproductive. Generally, the projects have not succeeded 

in generating surplus value. Even if considered as indirectly productive 

investments which boost the general productive capacity of the country by helping 

capitaHsts to extract surplus values, the Think Big debt has been unproductive. This 

is illustrated in the next chapter which examines the productive worth of New 

Zealand's foreign debt. 

BORROWING OUT OF HOPE AND BORROWING OUT OF FEAR 

In response to different stages of capitalist development in New Zealand the state 

has borrowed out of hope and borrowed out of fear. In conditions which have been 

conducive to th~ expansion of the country's productive capacity, the state has 

borrowed in the hope that greater investment of capital will further the country's 

productive capacity. In conditions which have been characterised by unprofitable 

productive activity, the state has borrowed out of the fear that unless it acts to 

48 O'Connor, ibid, p.180. 
49 1986 Budget. 

50 Douglas, ibid, p.238. 
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maintain capitalist activity, production will be threatened by large numbers of 

capitalists becoming bankrupt. 

The state has borrowed out of fear previously, but the capacity to extract wealth 

from the land meant that debts could be repaid through increased production. The 

distinguishing feature of the state's present indebtedness to foreign banks is that 

there is no longer a productive basis to the country's capitalist activity which can 

sustain the current levels of indebtedness. The state borrowed foreign capital to 

sustain farming over what was hoped would be a temporary downturn in prices. 

But conditions merely worsened for the agricultural sector. The state then 

attempted to establish a new basis of capital accumulation through large-scale 

energy developments. Far from stimulating general capitalist development, 

however, the Think· Big projects simply contributed to an increasingly 

unproductive debt. 

Thus far, the necessity for capitalists and the state to borrow money capital has been 

identified. Capitalists must borrow in order to stay ahead of rivals and increase 

production. The state must borrow in order to assist the general expansion of 

productive capacity. This necessity has been been explained in terms of hope and 

fear, but when the original expectations for borrowing have subsided, the 

consequences of the borrowing must be examined. Despite a deliberate attempt by 

the state to borrow in order to promote accumulation, the New Zealand state's 

current foreign debt is unable to stimulate the development of the country's 

productive capacity. The question which the next chapter poses is whether the 

current debt is of a productive or unproductive nature. It is through answering this 

question that the full political effects of New Zealand's foreign debt can be 

examined. 



Chapter Four 

PRODUCTIVE AND UNPRODUCTIVE FOREIGN 
DEBT: 1974-89 

This chapter examines the development of New Zealand's foreign debt between 

1974 and 1989 through the use of government budgets and balance of payments 

data. By examining the debt in relation to its productive or unproductive nature, a 

fundamental distinction is made between private and public foreign debt. Private 

foreign debt is predominantly associated with borrowing that is productive - that is, 

borrowing which is directed towards the extraction of surplus value from labour. 

Governmental foreign debt is predominantly associated with a large measure of 

borrowing that is unproductive - that is, borrowing which is either consumed by 

unproductive state spending or, more significantly, undertaken to make payments 

on previous borrowing. 

The chapter begins with an assessment of the state's total debt before discussion 

focuses on the stock of foreign debt and the debt servicing burden. At this point, 

private foreign debt is examined in relation to the state's foreign debt and to the 

question of productive and unproductive debt. This section concludes with an 

examination of the budgetary constraints that are placed on the state by the size of 

its foreign debt. 

The first section deals mainly with public debt, but private indebtedness is 

examined in the second section which is based on balance of payments data. 

Through examining the current account, the capital account and the compensatory 

financing series within the balance of payments, the political impact of New 

Zealand's total foreign debt will be assessed. It will be seen that irrespective of the 

productive or unproductive nature of New Zealand's foreign debt, it is clearly a 

profitable activity for the foreign banks which have invested their capital in New 

Zealand. 

NEW ZEALAND'S FOREIGN DEBT 

The political significance of foreign debt lies in the control of ~he surplus which is 

created in a country. When money capital is borrowed from internal sources, the 

interest on the loan is recycled by local banks and can be directed into new or larger 

investments in locally based prod_uctive enterprises. When money capital is 

borrowed from external sources, the interest on the loan is recycled by foreign banks 

and directed into new or larger investments wherever in the world the banks can 
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attract the highest rate of interest. The banks' portion of the surplus created in New 

Zealand may be reinvested here, but only if the foreign bank cannot find a more 

attractive investment opportunity elsewhere. The interest paid to foreign banks is 

thus a portion of the surplus created in New Zealand that can no longer be used for 

further domestic accumulation of capital. 

Foreign Bank Lending in New Zealand 
Before considering the foreign borrowing of the state and of private capitalists, the 

role of foreign bank lending in New Zealand should be stated. As it was shown in 

Chapter 2, foreign banks lend their money capital to either public or private 

institutions out of hope. In lending to the New Zealand government they know 

that, whether or not the money is used to assist the general development of 

capitalist production in New Zealand, the loan is secured by the state which ensures 

that they will have few problems over debt servicing. Although their lending to 

private institutions is not distinguished by the same form of security, foreign banks 

are still able to lend to private interests in New Zealand out of hope. The bank 

secures its lending by allying itself only with those formations of international and 

large local industrial capital whose size and strength in the New Zealand market 

assures them of maintaining a competitive edge over small local capital and 

efficiently extracting surplus value in the production process. 

Foreign and Domestic Debt of the State 
From 1984 to 1987, the total debt of the New Zealand government nearly doubled -

from $21.8 billion in to $42.4 billion (see Ta,ble 4.1). Of this increase of $20.6 billion, 

the government's foreign debt made up $13.5 billion, almost twke the $7 billion 

increase in the internal debt. The overseas debt increased very rapidly at other times 

also. Between 1974 and 1972, for example, the debt trebled from $564 inillion to 

$1826 million. Between 1984 and 1987, the foreign debt increased two and a half 

times from $8.2 billion to $21.7 billion. 

In contrast, the government's internal debt has accumulated much ipore slowly. 

Although the rate of increase -generally quickened during the 1980s, the additional 

acquisition of $2.5 billion of internal debt in 1987 still pales in comparison with the 

additional $7 billion of foreign debt in the same year. As discussed in Chapter 3, the 

acceleration in the increas_e of the government's foreign debt was caused by a 

number of factors including the agricultural subsidies and investment in Think Big 

projects. Other factors, which will be discussed in this chapter, relate to poor balance 

of payments and the increasing burden of payments on previous debts. 

The magnitude of the increases in foreign debt is illustrated by the proportionate 

relationship of internal and external debt to the government's total debt. In 1974, 



Govt. Govt. Total % of Foreign Govt Total Short Term Short Te:rm Total 
Foreign Domestic Public to Total Corporation Private Govt. Private Foreign 

Debt Debt Debt Debt Debt Debt Debt Debt Debt 

1974 465 3269.3 3734.5 15.1 na 140 na na 605 
1975 863 3336.9 4199.7 20.5 na 324 na na 1405 
1976 1463.2 4094.7 5558 26.3 na 595 na na 2578 
1977 1826.6 4462.6 6289.2 29 na 769 na na 3332 
1978 2446.7 5037.1 7483.8 32.7 na 977 na na 4233 
1979 2920.1 5899.4 8819.5 33.1 na 1103 na na 4779 
1980 3567.5 6778.9 10346.4 34.5 na 1289 na na 5586 
1981 4236.1 7381 11617.1 36.5 na 1443 na na 6252 
1982 5549.4 8832 14381.4 38.6 1114 3147 na na 9924 
1983 7764.7 10968.1 18732.8 41.4 2469 6073 74 525 15325 
1984 8226.3 13652.4 21878.7 37.6 3138 8206 52 I 1183 17594 
1985 12409.5 15836.8 28246.3 43.9 .5249 14695 44 3997 28655 
1986 14726.2 17276 32002.2 46 .5601 15787 292 4958 31674 
1987 21735 '20743.9 42478.9 51.2 7211 19611 1191 5196 42624 
1988 17256.9 21854.6 39111.4 44.1 6088 na na na na 
1989 16592.7 23007.9 39600.6 41.9 6011 na na na na 

SOURCE: Department of Statistics, Hot off the Press 
Treasury, Budgets 
Webber, Overseas Debt- An Assessment 

Table 4.1, Components of New Zealand's Foreign Debt !974-1989 ($m) 
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only 15.1 percent of the total debt was held internally, but since then, the proportion 

of external to total debt has consistently risen each year until 1987. In that year the 

government's external debt made up 51.2 percent of the total debt. (It is worth 

noting that the proportion of foreign to total debt in 1987 was easily the highest 

since the 1930s depression when 54 percent of the government's total debt was held 

overseas.) It is quite clear that such a huge foreign debt, in both quantitative and 

relative terms, negatively affects the process of capital accumulation in New 

Zealand. 

Private Foreign Debt 
Having outlined the tremendous acceleration in the government's foreign debt 

during the 1980s, it is essential to note that the greatest proportionate increases in 

New Zealand's foreign debt in this time were within the private sector and the 

government corporate sector. Both increased more than six times in five years (see 

Table 4.1). The private foreign debt increased from $2 billion in 1982 to $12.4 billion 

in 1987, and the government corporation debt increased from $1.1 billion to $7.2 

billion in the same period. 

A clearer understanding of the significance of the private foreign debt will develop 

as the balance of payments data is examined later. At this point it is important to 

note that the amount of capital borrowed from overseas by local capitalists actually 

corresponds to oniy a portion of the total level of private foreign debt in New 

Zealand. Private foreign debt also includes a form of direct foreign investment in 

which New Zealand based companies, either partially or wholly owned by foreign 

based companies, are indebted to a parent company overseas. 

Short-term Foreign Debt 
The country's long-term foreign debt decreased from $36.2 billion in 1987 to $33.2 

billion in 1988 and $28.6 billion in 1989.1 However, the reductions in long-term debt 

cannot be viewed in isolation from the huge increases in both the private and 

official government short-term debt. (Short-term debt relates to loans for which the 

settlement date is less than twelve months from when the borrowing was first 

drawn.) The private short-term debt increased nearly tenfold from 1983 to 1987 and 

the official government short-term debt over sixteen times (see Table 4.1). 

Given the noticeably different proportions of short to long-term debt between the 

public and private sector, it is probable that the use of short-term borrowing is also 

different. In the private sector it might well be used for more speculative ventures 

which need immediate finance in order to secure immediate gain from favourable -

1 Webber, Overseas Debt: An Assessment. 
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conditions. In the public sector, however, it is possible that the development of 

short-term borrowing is a function of the increasing burden of current debt 

servicing. It has already been noted that the government's foreign debt has been 

increasingly self-propelled, with greater borrowing needed to make payments on 

interest and principal from past borrowing. The large increase in short-term debt 

between 1986 and 1987 might therefore indicate the necessity of borrowing on a 

short-term basis to service the costs of the long-term debt. If this were the case, then 

a reduction in long-term debt would not immediately affect the level of short-term 

borrowing needed to make payments on old debts. 

It is also worth noting that an increasing level of short-term debt heightens the 

degree to which control can be exercised by the creditor over the debtor. This is 

particularly the case for national governments. An immediate need to borrow in 

order to make interest payments or to make up foreign exchange shortfalls resulting 

from poor balance of payments means greater power can be exerted by banks which 

can place harsher conditions on the loans they extend. The political effects of a high 

short-term debt can therefore offset any benefits from a reduction in long-term debt. 

The Stock of Foreign Debt 
It _was seen in Chapter 3 that the mere size of a foreign debt explains little about its 

political significance. Measures of the stock of the government's foreign debt, such 

as the ratio of foreign debt to gross domestic product (GDP) and to export income, 

give some indication of the productive worth of the debt by relating the level of the 

government's foreign debt to the country's productive output (see Table 4.2). 

The ratio of foreign debt to GDP steadily increased from 6.2 percent in 1974 to 40.7 

percent in 1987. This ratio measures the size of the debt relative to the total value of 

goods and services produced and prov~des some indication of the relation between 

foreign debt and the expansion of production in New Zealand: The rise in the 

percentage of foreign debt to GDP to 40 percent in 1987 means that the government 

alone owed foreign banks 40 percent of the total value of goods and services 

produced in New Zealand during 1987. The primary goal of foreign borrowing is to 

develop the productive capacity of the country. The fact that the debt/GDP ratio has 

been continually increasing indicates that much of the government's new 

borrowing has not been translated into expanded production. 

Similarly, the proportion of foreign debt to exports consistently rose between 1974 

and 1987, from 30.5 percent to 188.5 percent. A substantially higher percentage is 
measured in relating the official foreign debt to exports, because exports constitute 

just one component of the GDP. But it is important to recognise that the sale of 

exports overseas is the means through which both interest payments on the foreign 



Official 
Foreign Debt* 

Debt Services 

1974 564 141.3 
1975 862.8 76.6 
1976 1463.2 225.4 
1977 1826.6 426.3 
1978 2446.7 557.8 
1979 2920.1 441.6 
1980 3567.5 544.1 
1981 4236.1 712.9 
1982 5549.4 783.5 
1983 7764.7 1118.2 
1984 8226.3 1522.9 
1985 12409.5 4390.6 
1986 14726.2 3735.5 
1987 21735 7192.1 
1988 17256.9 na 
1989 16592.7 na 

*Calculated as Loans repaid and Interest 
Source: Department of Statistics, 

Interest 

34.1 
41.3 
68.8 

110.4 
133.2 
174.2 
220.1 
256.3 
416.3 

515 
620.2 
896.6 

1026.4 
1292.1 
1477.8 

1372 

Gross 
Domestic Export Debt/GDP 
Product Income 

9135 1849.5 
10028 1629.1 
11487 2038.2 
13809 3017.6 
14883 3318.9 
16860 3876.9 
19697 4880.7 
22947 5691.8 
27746 6621 
31097 7183.9 
34307 8211 
38838 10266 
44861 10772 
53382 11530 

na 12647 
na na 

Monthly Abstract of Statistics 
New Zealand Official Yearbooks 

% 

6.2 
8.6 

12.7 
13.2 
16.4 
17.3 
18.1 
18.5 

20 
25 
24 
32 

32.8 
40.7 

na 
na 

New Zealand System of National Accounts 

Debt 
Exports 

% 

30.5 
53 

71.8 
60.5 
73.7 
75.3 
73.1 
74.4 
83.8 

108.1 
100.2 
120.9 
136.7 
188.5 
136.5 

na 

Table 4.2, Debt Stock and Servicing 1974-1989 ($m) 

Debt Debt Interest Interest 
Services Services GDP Exports 
GDP% Exports% % % 

1.5 7.6 0.4 1.8 
0.8 4.7 0.4 2.5 

2 11.1 0.6 3.4 
3.1 14.1 0.8 3.7 
3.7 16.8 0.9 4 
2.6 11.4 1 4.5 
2.8 11.1 1.1 4.5 
3.1 12.S 1.1 4.5 
2.8 11.8 . 1.5 6.3 
3.6 15.6 1.7 7.2 
4.4 18.5 1.8 7.6 

11.3 42.8 2.3 8.7 
8.3 34.7 2.3 9.5 

13.5 62.4 2.4 11.2 
na na na 11.7 
na na na na 
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debt can be made and the debt can be repaid. That the government's foreign debt 

reached nearly 200 percent of export income in 1987 again illustrates that the debt 

has insufficiently assisted the general expansion of production. Indeed, the 

measurement of these two ratios shows quite clearly that the growing stock of 

government debt is increasingly unable to be translated into higher productivity in 

New Zealand. 

Productive or Unproductive Debt 
The increasing stock of government foreign debt bears upon the question of 

whether the debt is productive or unproductive. Recalling that the most important 

factor in assessing the productive worth of government debt is how it develops a 

country's productive capacity, it can be seen that an increase in the stock of 

government debt does not necessarily indicate that the debt is not productive. What 

the increase in the stock of debt shows is that the debt has not assisted the general 

expansion of production. 

It was argued in the previous chapter that the government's investment in the 

Think Big energy projects was based on the direct extraction of wealth from the 

land. In this direct investment respect, it was shown that the projects were 

unproductive and that the debt incurred by the government was hindering rather 

than aiding economic development. The growing stock of government foreign debt 

suggests that the projects have not been productive in any indirect sense either. 

That is, they have not assisted general capitalist production in New Zealand. 

Servicing the Foreign Debt 
The extent to which the government's foreign debt has been unable to develop 

greater productive capacity in general is clarified when examining the burden of 

debt servicing. Four different ratios measuring this burden all show an increasing 

weight of debt servicing (see Table 4.2). The ratios of debt services to GDP and to 

export income show the cost of making interest payments and principal 

repayments. Both ratios rose consistently between 1974 and 1987: debt services to 

GDP from 1.5 percent to 13.5 percent, and debt services to exports from 7.6 percent to 

62.4 percent. The figures for 1985, 1986 and 1987 graphically illustrate the debt trap 

that the New Zealand Government is in. 

The GDP ratio leaped from 4.4 percent in 1984 to 11.3 percent in 1985 and to 13.5 

percent in 1987, while in the corresponding years the exports ratio rose from 18.5 

percent to 42.8 percent to 62.4 percent in 1987. These high ratios were due to higher 

than usual repayments of principal - which relates in turn to the mounting debt in 

previous years: Of most concern, however, is that this period of high debt 

repayment coincided with a period of dramatically increasing net foreign debt. Over 
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$12 billion of loans were repaid from 1984 to 1987, yet at the same time there was a 

net increase in foreign debt of $13.5 billion. Over the course of these three years, the 

government thus effectively borrowed from overseas in order to pay principal on 

previous borrowing. This shows the extreme difficulty a government faces when 

repaying debt which has not increased general productive capacity. The only way in 

which debts can be repaid is by going deeper into debt. 

The effects of this trap, in which effective repayment of debt is so difficult, were 

exacerbated by the imperatives of maintaining interest payments. As has already 

been noted, interest payments by the government on its foreign debt reflect that 

portion of the surplus value created in New Zealand which is appropriated by 

foreign interests and cannot be used in the domestic accumulation of capital. The 

ratios of interest to GDP and export income consistently increased between 1974 and 

1987 to the point at which in 1987 2.4 percent of the total value of goods and services 

produced in New Zealand, or 11.2 percent of export income, was required simply to 

pay interest on the government's foreign debt. 

The Impact of Borrowing on Budget Revenue and Expenditure 
The burden of indebtedness is also shown through examining the impact on 

budgetary revenue and expenditure. The overall proportion of expenditure 

financed from borrowing has actually declined from its height of 21 percent in 1979, 

so that despite the heavy levels of government borrowing during the 1980s, the 

government has increasingly relied on taxation as a means of gathering revenue 

(see Appendix 1). A major reason for this is, however, that heavy government 

borrowing has been negated by equally heavy payments of principal on previous 

debt. The small net gain from borrowing that the government has made was well 

·illustrated by the figures for 1985. In that year a total of $9890 million was borrowed 

by the government, but of that amount $7086 million was used to make repayments 

on previous lending. Less than a third of the new borrowing was therefore able to 

b~ used by the government for any form of productive investment. 

The inability of the government to put additional loans to productive use also 

shows when government expenditure is examined between 1974 and 1988. A 

comparison of expenditure between 1982 and 1988 illustrates the increased demands 

on government expenditure that is made by servicing the government's internal 

and external debt (see Figure 4.1). From a list of eight categories of expenditure in 

1982, debt servicing was the sixth highest. By 1988, expenditure on debt servicing 

had increased over four times to $4970 million, which meant that, apart from social 

services, the government spent more money on debt servicing than on any other 

category of expenditure such as education, health, industrial development or 
transport and communications. 



FIGURE 4.1 
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Areas of Expenditure. 

The impact of the foreign debt burden on government expenditure can also be 

measured by looking at directly productive expenditure and social expenditure (see 

Appendix 2). If the relative cost of servicing the foreign debt and the domestic debt 

are taken as being equal, the cost of servicing the foreign debt would be around 

$2250 million. This means that over three times as much was spent on servicing 

the government's foreign debt in 1988 than the net amount spent on development 

of transport and telecommunications. At the same time, net expenditure on 

development of industry, $1350 million, amounted to less than two thirds of the 

government's debt servicing of its foreign debt. In terms of net expenditure, the 

government spent more on the servicing of this debt than its entire expenditure on 

development of the productive capacity in New Zealand (within the development 

of industry and transport and communications categories). This was not the case for 

the government's social expenditure (education, social services and health), but as 

with the level of expenditure on productive investment, the size of the 

government's foreign debt means that less money is available for social 

expenditure. 

A Mass of Unproductive Public Foreign Debt 
The worth of the governmental foreign _ debt has been examined in relation to 

indicators which reflect the ability of the debt to increase New Zealand's productive 

capacity. From whichever indicator it is viewed, it is clear that the foreign debt of 

the New Zealand government increased at an alarmin_g rate between 1974 and 1987. 

The worsening state of the government's foreign debt can be illustrated in a 

number of ways. For example, the accelerating increase of the debt during the three 
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years to 1987, when the debt skyrocketed from $8 billion to $21 billion, has meant 

that in 1988 the government made $1.5 billion in interest payments on its overseas 

debt alone. The massive outflow of surplus value from New Zealand in the form of 

government interest payments which this represents directly affects the domestic 

accumulation of capital and places control over the re-investment of the surplus in 

the hands of foreign capital. 

Another very disturbing trend in the development of the government's foreign 

debt is the accumulation of what has become unambiguously unproductive debt. 

The unproductive nature of the debt can be expressed in two ways. First, through 

neither direct nor indirect state investment has the debt stimulated a relative 

increase in capitalist production as a whole. Secondly, the absolute value of the debt 

has increased to the point where new foreign borrowing is necessary simply in 

order to repay previous loans. New borrowing is not being directed towards 

increasing New Zealand's productive capacity, but to servicing the current foreign 

debt of the government. The government has become increasingly entangled 

within a trap of indebtedness, weighing the country_ down with the burden of a 

mass of unproductive debt. 

NEW ZEALAND'S BALANCE OF PAYMENTS 

The balance of payments is a series of accounts which record transactions involving 

mainly the New Zealand Government, capitalists operating in New Zealand and 

capitalists operating overseas.1 There are two major accounts within the balance of 

payments statistical series - the current account and the capital account. The curren_t 

account records the money values of the goods and services which flow across New 

Zealand's border. The capital account records the flow of capital across New 

Zealand's border. Together, these accounts show that over the last fifteen years New 

Zealand's increasing foreign debt has reflected a worsening trend in the country's 

external transactions as a whole. 

Current Account 
In examining the current account section of the balance of payments, it is first 

important to note that the presentation of this information in terms of categories 

such as exports and imports, or credits a_nd debits does not represent national 

ownership or control of the wealth that circulates. For example, goods and services 

which are sold abroad by foreign owned companies in New Zealand are classified as 

exports even if the profits from such sales are repatriated to the parent company 
overseas. Because the current account data presents itself as a record of transactions 

1 Steven, Towards a Marxian Theory of 'Terms of Trade' in New Zealand. 
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between New Zealanders and foreigners, it is important continually to make 

political judgements as to the significance of those transactions. 

1.Merchandise Trade 
The balance of trade between exports and imports has fluctuated markedly, from a 

deficit in 1975 of $943 million to a surplus in 1988 of $1494 million (see Appendix 3). 

The value of exports and imports in particular years can be largely attributed to 

particular events. Examples of these are the oil crises in 1974 and 1979 which 

translated into big surges in import values during the following years and the jump 

in both import and export values in 1985 after the twenty percent devaluation of the 

New Zealand dollar in 1984. 

Fluctuations in the overall balance of trade illustrate a lack of control over the level 

of prices at which capitalists in New Zealand must trade, but the trade balance is 

also determined by political conditions within New Zealand. For example, 

restructuring of the farming sector induced by the removal of subsidies by the 

fourth Labour government is likely to have been a direct cause of the decline in the 

export volume index of all pastoral and dairy products from 1172 in 1985 to 1133 in 

1986.2 As well, the continual reduction of import controls and tariff regulations 

have the effect of encouraging capitalists in New Ze_aland to switch from producing 

goods for domestic consumption to importing the same goods. Nevertheless, the 

underlying importance of the balance of merchandise trade in this discussion of 

New Zealand's balance of payments is its relation to other components within the 

data series. Before discussing the balance on services, it should be noted that New 

Zealand's balance of trade has fluctuated markedly, in response to changing political 

conditions both in New Zealand and in the world as a whole. 

2. Services 

The balance on services indicates the extent to which capitalists in New Zealand use 

services imported from abroad. These services include transportation of imports 

and exports to and from New Zealand, insurance, travet a host of services based on 

the entertainment industry, as well as the processing and-repair of goods outside 

their country of ownership, postal and telecommunication services and the 

provision of managerial or other professional and technical expertise which result 

i-':1 net payments abroad. 

The extent to which capitalists in New Zealand rely on foreign inputs is illustrated 

by a continual deficit in the provision of services between 1974 and 1988 (see 
Appendix 3). It is worth remembering also that these figures do not represent the 

2 Base: Year ended June 1982 = 1000. NZOYB, 1988-89, p.742. 
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ownership of wealth that is generated by the use of these services. In the category of 

transportation, for example, "transportation equipment operated entirely, or 

primarily, within the territory of an economy for at least one year, is always 

considered by statistical convention to be owned by a resident entity in the economy 

where it operates".3 The predominance of foreign owned vessels carrying imports 

and exports to and from New Zealand means that the transportation credits do not 

in fact reflect any substantial degree of New Zealand control over shipping. 

3. International Investment Income 
The greatest negative component recorded within the current account is the 

international investment income category comprising direct private investment, 

government and official institutions and other investment income. As a whole, 

"international investment income covers income of non-residents from their 

financial assets invested in the New Zealand economy (debit) and income of New 

Zealand residents from their financial assets invested abroad (credit)."4 Each . 

component has constantly run at a deficit - that is, a constant out-flow of income 

earned in New Zealand by foreign banks and capitalists - and that the overall deficit 

is increasing. The deficit on international investment income in 1974 was $136 

million. In 1976 it was $245 million and in 1980 it reached $507 million. By 1984 the 

deficit was $1485 million, and it had increased to $3450 million in 1988 - an increase 

of nearly $2000 million. And the rate of increase quickened. In the year to March 

1988 alone, the net increase in the international investment income deficit was 

over $1000 million. 

FIGURE 4.2 

International Investment Income Deficits 1983-1988 {$m). 
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Income from direct private investment covers dividends, interest, earnings of 

branches and subsidiaries and the undistributed earnings of the direct investment 
enterprise. The "other investment income" category "includes all investment 

income not treated as direct investment income, but excluding investment income 

accruing to or payable by general government. This category also includes income 

from direct government-owned corporation investment".5 Both these categories of 

international investment income have been in deficit between 1974 and 1988. 

However, since 1980 the government and official institutions category has recorded 

the greatest deficits of international investment income. 

The chief cause of these deficits has been the huge interest payments by central and 

local goverments and the Reserve Bank on their overseas debt. The international 

investment income deficit for "government and official institutions" has steadily 

mounted. In 1974 there was in fact a small surplus, but with the rising foreign debt 

during the 1970s and 1980s the deficit increased from $70 million in 1976 to $507 

million in 1980, $946 million in 1985 and $1310 million in 1987. By 1987, over half of 

the income extracted from foreign investments in New Zealand was earned 

through the public foreign debt. It is important to emphasise here that the New 

Zealand government's foreign debt has developed into a substantial foreign claim 

on the wealth produced in New Zealand. 

4. Balance on Invisibles 
The balance on invisibles is equal to the sum of the balance on services and the 

credits and debits of international investment income and transfers. If one 

considers all categories that constitute the invisibles balance, it is clear that the 

international investment category is most influential. 

TABLE 4.3l Im12act of International Investment Income Deficits on Balance of 

Invisibles: 1976-88 (NZ$m) 

1976 1980 1984 1985 1986 1987 1988 

Internat. Invest. Income 245 507 1485 2096 1828 2393 3450 

Balance on Services 233 625 709 1042 938 785 686 

Balance on Invisibles 479 1132 2071 2903 2597 2940 3833 

Investment Income as % 
of Invisibles 51.3 44.8 71.7 72.2 70.4 81.4 90.0 

SOURCE: Balance of Payments, Key Statistics, Monthly Abstract of Statistics. 

S ibid. 
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Table 7.3 is a simplification of the impact of various influences on the invisibles 

balance. However, the data show that in 1976 and 1980, the proportion of the deficit 

on international investment income to the balance on invisibles increased to a 

large if not overwhelming proportion. The figures between 1984 and 1988 illustrate 

the real problem of the New Zealand government's foreign debt in relation to the 

overall balance of payments. 

For 1984, 1985 and 1986, the rise and fall of both the international investment 

income deficit and the invisibles deficit and the proportion of each to the other is 

constant. But the tremendous acceleration in the increase of the former in 

proportion to the latter during 1987 and 1988 is disturbing. The net increase in the 

size of the investment income deficit has been greater than the net increase in the 

size of the invisibles deficit over the last two years. This means that whereas 

capitalists in New Zealand have relied less upon imported services to create wealth 

(represented by a steady decline in the balance on services deficit since 1985), there 

has been a far greater increase in the appropriation of the wealth created in New 

Zealand by capitalists overseas. It is primarily within the governmental sector that 

this drain of wealth from New Zealand is occurring. 

5. Balance on Current Account 
The balance on current account is the sum of the balances on merchandise trade 

and on invisibles (the balance on services being incorporated in the baiance on 

invisibles). Discussion of the balance on current account illustrates a fundamental 

point in the overall discussion of the New Zealand government's foreign debt - that 

- the weight of debt servicing which the government must carry places tremendous 

strain on the economy as a whole. If the current account balance is examined 

between 1984-and 1988, it can be seen that the deficit on invisibles (which is 

determined primarily by government and other official foreign debt) is the primary 

determinant in the deficit on current account. 

TABLE 4.4, Balance on Current Account: 1984-88 (NZ$m) 

1984 1985 1986 1987 1988 

Merchandise_ Trade 79 -734 -392 1030 1494 

Invisibles -2071 -2093 -2560 -2940 -3833 

Current Account -1992 -3637 -2952 -1910 -2339 

SOURCE: Balance of Payments, Kgy_ Statistics, Monthly_ Abstract of Statistics. 
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Notwithstanding large fluctuations in the balance on trade between 1984 and 1988, 

the invisibles deficit was over $2 billion and the deficit on current account at least 

$1.9 billion. When the trade balance slumped to a $734 million deficit in 1985 (its 

lowest level since the oil shock of the mid 1970s), the current account balance also 

slumped to $3637 million. But although there were very large trade surpluses of 

$1030 million and $1494 million during the 'boom' years of 1987 and 1988, the 

current account deficit fell, it still remained very high. Indeed, when the trade 

surplus increased by over $400 million between 1987 and 1988, the current account 

deficit increased by a similar amount. The crucial factor was the large deficit increase 

of the invisibles balance. Thus, even favourable production and market conditions 

were negated by the burden of indebtedness. 

When the capital account and compensatory financing components of the balance 

of payments serie~ are discussed, the political effect of current account deficits will 

be more fully examined. To foreshadow this discussion however, it is worth 

differentiating between the private and public transactions which contribute to the 

deficit on current account. 

Whereas private overseas transactions occur only when capitalists are confident 

that they can make profits through the use of imported goods or services, the bulk 

of government transactions abroad involve payments to service its foreign debt. 

Apart from those unsuccessfui capitalists whose debt/ equity ratio is unsustainable, 

private foreign borrowing is undertaken solely in order to increase wealth. But the 

enormous growth of current government debt has meant that the capacity of the 

government's foreign debt to promote the conditions through which capitalists 

create wealth virtually no longer exists. The transfer of wealth through the trade of 

goods and services, which the current account balance measures, is thus primarily 

through the debt servicing of the official foreign debt. To fully understand other 

forms of wealth transfer, the capital account will now be examined. 

Capital Account 
Whereas the current account measures the flow of capital in the form of goods and 

services, as well as investment income and transfers in and out of a country, the 

capital account measures the flow of money capital across a country's border. Before 

examining the capital account, two points are important to make. First, because of 

the fourth Labour government's liberalisation of ·exchange controls, the 

information once used to compile the capital account became inaccurate, so the 

series stopped after 1985. Unfortunately, this was at the time when the real 

explosion in the foreign indebtedness of the government began to occur. 

Nevertheless, important points concerning the government's foreign debt are still 

raised within the period between 1974 and 1985. 
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Secondly, it is necessary to understand what is meant by items within the capital 

account that are termed assets and liabilities. An asset represents capital invested 

abroad by New Zealand capitalists and is recorded as a debit in the capital account, 

because it is capital which leaves New Zealand. An asset denotes a claim by New 

Zealand capitalists on wealth created overseas. A liability represents capital invested 

in New Zealand by foreign capitalists and is recorded as a credit in the capital 

account, because it is capital which enters New Zealand. A liability denotes a claim 

by foreign capitalists on wealth created in New Zealand. Assets therefore refer to 

New Zealand capital investment overseas and liabilities to foreign capital 

investment in New Zealand. 

I .Private Direct Investment 

By statistical convention, direct investment is said to have occurred when a 

capitalist buys at least twenty five percent of the voting shares in a company that 

operates in a foreign country. Direct investment normally allows foreign interests 

to gain direct control over domestic capitalist activity. Although direct investment 

is only one way in which foreign investment can be made, the transactions between 

the direct investor (the foreign capitalist) and the local subsidiary (the company in 

which the investment is made) can assume a variety of forms. These include both 

direct foreign holdings of paid-up capital in the subsidiary company by the direct 

investor and intercompany indebtedness between the direct investor and the 

subsidiary. A foreign capitalist can thus not only exercise direct control over the 

local subsidiary through the possession of capital equity, but also hold greater 

proportionate power in the enterprise through the extension of loans. 

Like all forms of foreign capital investment, foreign capitalists engage in direct 

inves_tment only when they are confident that surplus value will be extracted by the 

company that has been invested in. As wealth generated in a foreign country can at 

any time be transferred to the direct investor, direct investmef!t capital is listed as 

an asset in the home country of the direct investor. Conversely, direct investment is 

calculated as a liability for the country in which direct investment is made because it 

means that the wealth created in that country is controlled by foreign interests. The 

predominant trend has been for foreign capitalists operating in New Zealand to 

hold far greater control of wealth produced in New Zealand than that wealth which 

New Zealand capitalists operating overseas hold (see Appendix 4). 

The calculation in net figures for direct foreign investment precludes a thorough 

examination of this category. When other categories in the capital account are 

discussed a more precise picture of the capital movements over New Zealand's 

borders will emerge. Nevertheless, the general nature of direct investment can be 
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outlined here. Direct private investment is undertaken by international capital on 

the basis of hope. The establishment of a new productive operation or the takeover 

of a local operation occurs only after foreign capitalists are confident that they will 

succeed in extracting surplus value out of labour during the production process. As 

a result, direct investment is characterised by borrowing which is directly 

productive, using either local or international sources of finance capital. The 

institutional size and strength of foreign capital is able to ensure that even when 

conditions of production adversely affect profitability for most capitalists, the 

resources of the local subsidiary will still be able to direct its resources to the 

extraction of surplus value. 

2.0ther Long-term Capital Movements 
The category "other long-term capital movements" includes foreign investment 

" .. .in bonds and corporate equities other than direct investment. "6 Thus, 

individual and institutional investments, in profitable companies paying good 

dividends, is calculated rather than direct control of companies. This is in essence a 

form of private lending because the local company floats bonds and shares as a 

means of increasing its capital stock. This category also includes private loans and 

long-term trade credits, so that it permits insight into the movement of private 

indebtedness of New Zealand based companies to foreign interests. 

It is in this category that the movement in assets and liabilities must first be 

interpreted. Examination of this movement shows two trends. First, foreign 

investment in New Zealand has almost always outstripped the level of New 

Zealand investment overseas. Secondly, although the annual movement in 

increasing assets represents investment by New Zealand capitalists overseas - capital 

leaving the country - decreasing assets does not necessarily represent the 

withdrawal of capital investments from overseas. It may also represent the 

extraction of wealth from overseas countries through dividends or interest and 

principal repayments from previous investments. Similarly, whereas increasing 

liabilities represents foreign investment in New Zealand, decreasing liabilities may 

represent the extraction of wealth from previous investments. 

Therefore, whereas there has always been far greater foreign investment in New 

Zealand, than New Zealand investment overseas, the return on New Zealand 

investment overseas has always been greater than that year's investment. Also, the 

return on foreign investment in New Zealand has predominantly been smaller 

than that year's level of new investment. These trends can be detected through the 

details of movements in assets and liabilities which are not available for the 

6 ibid, p.14. 
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category of direct private investment. But it is quite probable that the same trends 

appear within a breakdown of direct investment. 

The figures for 1985 provide a representative example of these trends. The 

investment of capital overseas by New Zealand capitalists (increasing assets) totalled 

$171 million, while the investment of capital in New Zealand by overseas 

capitalists (increasing liabilities) totalled $1731 million. In 1985 therefore, foreign 

capitalists invested in New Zealand at ten times the rate at which New Zealand 

capitalists invested overseas. At the same time, the appropriation of wealth from 

overseas countries by New Zealand capitalists (decreasing assets) totalled $244 

million, while the appropriation of wealth from New Zealand by foreign capitalists 

(decreasing liabilities) totalled $1035 million. The wealth appropriated overseas by 

New Zealand capitalists in 1985 was over fifty percent more than the capital 

invested in that year, while the wealth appropriated in New Zealand by foreign 

capitalists was around forty percent less than the foreign capital invested in that 

year. 

FIGURE 4.3 

Longterm Capital Movements 1982-1985 (excluding direct investment). 
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The reasons for this may include the timing and the current stock of investments 

and might centre on the type of investments involved. It is likely, for example, that 

investments by New Zealand capitalists abroad are in activities which produce 

quick returns, perhaps in trading concerns, whereas foreign investment in New 
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Zealand is based on longer term manufacturing concerns in which returns are 

reinvested in the enterprise. 

Another factor might be the impact of large levels of indebtedness within this 

category of other long-term capital movements. When a transnational bank invests 

its capital overseas, the prime motivation is not necessarily to have the incurred 

debt repaid as soon as possible, but to ensure that interest payments are maintained. 

The great leap in the level of foreign capital investment in the mid 1980s, from $519 

million in 1982, to $1644 million in 1983, $939 in 1984 and $1731 million in 1985 

might in fact be directly related to growing private overseas debt, and the equally 

rapid rise in the decreasing liabilities category related to a developing debt burden. It 

is significant, for example, that whereas the entry of foreign capital decreased from 

$1644 million in 1983 to $939 million in 1984, the exit of foreign capital substantially 

increased, from $358 million to $589 million. 

3.Government Capital Movements 
This category records all government capital movements other than compensatory 

financing and changes in reserves. It is divided into three parts. The most 

significant sub-category is that which covers government owned organisations, 

such as the Shipping Corporation, the Bank of New Zealand and New Zealand 

Steel, including direct investment transactions, because it is here that the most 

dramatic capital movements have occurred, particularly since 1983. The capital 

transactions controlled by the government organisations are negligible and sporadic 

in comparison to those controlled by foreign interests. Alongside the growing· 

commercialisation of the state sector, the trend of capital transactions involving 

government owned organisations is unmistakably one of increasing liability by 

these organisations to foreign capital. 

The rise in the value of the increasing liability component probably reflects two 

different forms of foreign investment in the government sector. One is the 

development of joint ventures with the New Zealand government in which 

foreign companies have bought control of the government enterprises set up 

through the Think Big development projects for example. The other form is 

through the direct acquisition of foreign debt by government owned organisations. 

Both of these indicate a growing dependence by the public sec!or as a whole on 

foreign capital, but they also indicate that investment is being directed into 

productive operations. It is clear that it is of little material concern to foreign banks 

whether or not investment by state institutions is directed towards productive 

investment. The different annual levels of investment suggest, however, that the 

state institutions are using foreign sources of finance for particular, productive, 

investments. 
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4.Balance before Compensatory Financing 
The balance before compensatory financing is equal to the sum of all credits and all 

debits in both the current and capital accounts. This balance alone explains little 

about the relations of power which underlie the variety of forms through which 

goods and services, as well as capital, flow across New Zealand's border but, 

nevertheless, it does provide a guide to the simple movement of money resulting 

from the external transactions of New Zealand capitalists. By taking the balance 

before compensatory financing in 1974 as an example, a clearer political picture of 

the balance of payments continues to emerge (see Appendix 4). 

After a current account deficit of $91.5 million in 1974, there was a surplus in the 

balance before compensatory financing of $77.9 million. This does not recognise the 

fact that the capital account surplus of $169.4 shows the movement of foreign capital 

into New Zealand. This movement is highlighted even further if the capital 

account is broken down into categories of increasing liabilities (foreign investment 

in New Zealand) and increasing assets JNew Zealand investment overseas). When 

this is calculated, it -can be seen that $302.3 million of the total $319.8 million in 

capital flow into this country was capital invested by foreign capitalists for the 

purpose of gaining control of New Zealand based companies and extracting wealth 

from New Zealand. This compares with only $25.2 million invested overseas by 

New Zealand capitalists. Of greater significance here is that, if residual movements 

are excluded, $73.6 million - nearly three times the amount of New Zealand 

investment overseas - left New Zealand as direct appropriation of wealth by foreign 

capitalists in the form of interest and dividends. 

Compensatory Financing 
This category " .. .includes all international capital transactions undertaken by the 

New Zealand government and the central bank for the purpose of maintaining the 

level of New Zealand's (foreign_ exchange) reserves."7 As shown in the balance 

before compensatory financing, there is a consistently greater flow of foreign 

exchange out of New Zealand than into New Zealand. Consequently, there has been 

a shortfall in the amount of foreign exchange held by the government to deal with 

the transaction imbalance. (Until 1984, capitalists bringing money_ into New 

Zealand, through the overseas sale of goods and services or direct investment by 

foreign capitalists, had to sell foreign currency to the government, which then sold 

it to capitalists taking money out of the country.) The government has consistently 

borrowed abroad in order to maintain its reserves of foreign exchange. 

7 ibid. 



86 
It is important for the government to hold foreign exchange in reserve because 

reserves enable a country to overcome particular seasonal or other temporary trade 
imbalances. Foreign exchange reserves therefore enable capitalist activity to 

continue uninterrupted by ensuring that overseas transactions can always be made. 

To protect these reserves, the government can either restrict imports of certain 

goods and services or borrow from abroad. The extent to which the government has 

relied on the latter strategy is illustrated by the combined increasing liabilities of 

borrowing by the government, the Reserve Bank and various statutory bodies. The 

initial jump of annual borrowing in 1975 to offset the large trade deficit was 

maintained through to 1980, before it more than doubled to $1.7 billion in 1981, and 

continued to increase to $2.8 billion in 1982 and $3 billion in 1983. From 1983, the 

annual borrowing has fluctuated from as low as $1.5 billion in 1984 to as high as 

$10.3 billion in 1987. 

FIGURE 4.4 

Foreign Exchange Reserves: Government Borrowing 1974-1988. 
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SOURCE: Balance of Payments, Key Statistics, Monthly Abstract of Statistics. 

At any time, the reserves held by the government can be sold to capitalists, and 

therefore the debt incurred in maintaining those reserves is of little concern. 

Nevertheless, as a result of the government's role in facilitating the circulation of 

capital over the country's borders, the government assumes an associated debt 

burden. Although this is only a part of the government's overall debt burden, the 

apparently coordinating role that the government adopts through the use of 

indebtedness is significant. By borrowing to maintain foreign exchange reserves, the 

state incurs debt, not in order to develop particular projects, but in order to benefit 

New Zealand capitalism as a whole. 

By removing state control of foreign exchange dealing and the provision for private 

possession of foreign exchange, the present Labour government might eventually 



87 

ease the burden of government debt incurred through the necessity of having to 

borrow to maintain reserves. But those changes also reduce the capacity of the state 

to control the method through which those reserves are maintained. 

In many respects the ceding of state control over New Zealand's foreign 

transactions mirrors the general trend of increasing foreign control over the 

government's foreign debt. This lack of control has been well illustrated 

throughout the balance of payments data for the last fifteen years. Heavy foreign 

investment within the private sector in New Zealand has coincided with a 

dramatically worsening invisibles balance, resulting primarily from governmental 

indebtedness. More significant, however, is that, faced with a consistently poor 

balance of transactions, the government has had to incur increased levels of debt in 

order to maintain a reasonable level of capitalist activity in New Zealand. 

In this examination of New Zealand's balance of payments, a picture of its foreign 

debt has developed which distinguishes between debt which is used for productive 

and for unproductive purposes. This chapter concludes with a brief examination of 

foreign investment in New Zealand by foreign capitalists. It identifies the private 

investment of foreign capital in New Zealand as based on explicitly productive 

areas of investment. 

PRODUCTIVE FOREIGN INVESTMENT IN NEW ZEALAND 

In discussing foreign investment in New Zealand, it is again helpful to start from 

the premise that foreign capitalists will invest here only when they are assured that 

their operations will be successful in extracting surplus value and that this surplus 

will be easier and safer to extract in New Zealand than in other countries. When 

looking at the industrial sectors in which they invest, the same principle of 

maximisation can be applied: that is, foreign capitalists will invest in those sectors 

of industry where the rate of profit is greatest. 

The most striking feature of foreign investment over the different industrial sectors 

in New Zealand is the high level of investment in the three major sectors of capital 

as a whole: manufacturing, commerce and banking (see Appendix 5). Between 1974 

and 1983 foreign investments in manufacturing in New Zealand totalled $989 

million. There was also $641 million invested in wholesale and retail trade, and 

$786 million in banking, insurance and property. Out of a net foreign investment of 

$2426 million, $2416 million was invested in these aggregated sectors. There was 

little or no investment in infrastructural services like electricity, gas and water, 

transport and communications, or in the extractive based sector of mining and 

quarrying. The major reason for the lack of significant investment in farming, 
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hunting, fishing and forestry is government restrictions on foreign ownership of 

farmland. 

Within the manufacturing sector, the most noticeable feature is the predominance 

of investment in industries which process materials such as chemicals and 

minerals, as well as food and tobacco. Excluding the miscellaneous category, 

engineering and transport includes the only component within manufacturing 

which might involve investment in the production of machinery. Because most 

capital goods used in New Zealand are imported, foreign investment appears to b_e 

directed towards those industries which are already dependent upon the 

importation of means of production. 

This suggests that productive foreign investment comes primarily from the 

importation of machinery. Local resources and local markets are used as the basis 

for the further accumulation of capital in the control of foreign capital. The 

productive nature of foreign investment is thus based on local capital developing 

links with foreign capital to utilise the means of production necessary for the 

extraction of surplus value from labour. Even given strong local ownership of 

manufacturing, trading and banking enterprises, the size and competitiveness of 

multinational corporations in these three fields leaves them open to the possibility 

of high levels of foreign investment. 

This discussion is based on figures which cover only the nine years to 1983. It is 

likely, however, that the general trends of high foreign investment in 

manufacturing, trading and banking are similar today, and that there has-been, and 

will be, greater foreign investment outside of these sectors. The growing 

commercialisation and deregulation of activities previously owned by the 

government (in electricity, communications and forestry, for example) mean~ that 

the probability of foreign investment is greatly increased. Similarly, the decline of 

owner operated farming units is a structural development that lends itself not only 

to increased corporate ownership, but to foreign agribusiness ownership as well. As 

the barriers to different forms of foreign investment are broken down, it is likely 

that foreign investment will be directed into productive activity on a more 

widespread basis. 

PRODUCTIVE AND UNPRODUCTIVE FOREIGN DEBT IN NEW ZEALAND 

This chapter has examined some of the political effects of the build-up of foreign 

debt in New Zealand in relation to the productive or unproductive nature of that 

debt. Overwhelmingly, private foreign debt is associated with explicitly productive 

investment in New Zealand by foreign capital. Foreign capitalists invest their 
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capital only in private enterprises which they are confident engage in the efficient 

extraction of surplus value from labour. 

Foreign banks lend to the state and its various institutions out of the same 

confidence that it lends to the private sector. It is an explicitly profitable form of 

investment. However, the use of that debt by the state can be directed to productive 

or unproductive activity, depending upon whether its use increases the productive 

capacity of the country or not. It has been seen in this chapter that an increasing 

proportion of the state's debt has been unproductive: it has been incurred to pay off 

old debts and is not directed to any new form of productive expenditure. The 

remainder of that debt has been unable to increase the country's productive capacity 

to any substantial degree. 

The differences in the productive worth of the private capitalists and the state in 

New Zealand are very clear. Strong links between major local and international 

capital are being further strengthened through the extension of foreign credit to 

capitalist enterprises in this country. These links are based on local investment in 

directly productive activities. At the same time, the state's debt remains largely 

unproductive. The productive difference between the two forms of debt is widening 

in a continued period of capitalist crisis. The concentration of productive foreign 

debt in New Zealand is increasing as part of the current restructuring of capitalist 

relations. The next chapter examines the impact of this restructuring on the finance 

sector. 



Chapter Five 

RESTRUCTURING IN NEW ZEALAND'S FINANCE 
SECTOR 

Thus far, New Zealand's foreign debt has been examined through investigating the 

extension of international credit to New Zealand and analysing the impact of 

productive and unproductive debt on the country's relations with international 

capital. This chapter examines the effects of recent restructuring in New Zealand's 

finance sector in relation to the country's foreign debt. The form through which 

this restructuring has taken place is the deregulation of the finance sector. This has 

concentrated local control of money capital in the hands of large local formations of 

money capital allied with international money capital. 

The chapter begins with a brief theoretical discussion on the structural and 

institutional forces which shape the process of capitalist regulation. It then 

examines the deregulation of the finance sector in New Zealand over the last ten to 

fifteen years. This first section illustrates the political effects of financial 

deregulat_ion in New Zealand. It concludes with an empirical examination of the 

expansion of the finance sector in New Zealand during the mid 1980s. A firm basis 

is thus laid for the second section which examines the demise in 1989 of two 

significant New Zealand financial institutions: the Development Finance 

Corporation (DFC) and New Zealand Insurance Corporation (NZI). These two 

collapses illustrate well the restructuring forces at work within the finance sector in 

the late 1980s. The chapter concludes with a discussion of the effects of financial 

restructuring in relation to increasing numbers of foreign takeovers within the 

finance sector. 

REGULATION AND DEREGULATION 

State regulation of money capital is predominantly shaped by two factors. First, the _ 

tendency in the credit system to expand the value of circulating capital beyond the 

value of circulating commodities continually threatens the security of bank 

lending. If it is to avoid the large scale destruction of financial institutions and the 

consequent diminution in overall money values, the state must intervene in the

creation and flow of credit. Effectively, the state regulates the expansion of money 

capital to protect continuity in the further expansion of money capital. 

Secondly, the state regulates financial activity as a response to the pressures of 

competing interests within the class of money capitalists in general. Regulation and 
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deregulation have different effects on stronger financial institutions which are 

closely allied with major industrial capital and on weaker institutions which are 

more closely associated with smaller formations of capital. Regulation effectively 

protects weaker institutions against the more efficient and stronger institutions. 

Deregulation exposes the weaker institutions to the greater competitive strength of 

the bigger institutions. Regulation and deregulation of banking activity is thus 

undertaken by the state in response to pressures from both the general dynamic of 

capital accumulation and the class struggles of capitalist society.1 

Accumulation and Legitimation 
State regulation and deregulation can be considered best in relation to the state's 

twin functions of accumulation and legitimation.2 The accumulation function of 

the state is based on its need to " ... develop a coherent programme corresponding to 

the interests of capital and not merely one that reflects the competing and 

contradictory interests of particular capitals. "3 That is, the state acts in the general 

interests of capital accumulation. The legitimation function of the state is, however, 

based on the need to legitimate its accumulation function. Institutional forms are 

established through which it appears that the state protects those whose interests 

are inimical to the dynamics of capital accumulation. 

Legitimation and Regulation 
Regulation of the finance sector acts as a process of legitimation for the state because 

it ensures the survival of the weaker financial institutions. The capacity of the state 

to regulate capitalist' activity is established during periods of capitalist prosperity 

when increasing productivity provides the basis for increasing circulation of 

surplus values. The general profitability of productive activity means the state can 

afford to limit the competitive powers of the largest and strongest banks to 

maintain its function of legitimation. The state is able to maintain regulations 

which dampen competition between financial institutions and ensure that weaker 

institutions will survive through the wider distribution of_ surpluses in the finance 

sector. 

The most common measure of bank regulation is the requirement that a percentage 

of the bank's assets must be held in reserve. Altering this reserve asset ratio helps 

the state to control the amount of lending that banks can make. Other measures of 

1 Jessop, Regulation Theory, Post Fordism and the State. 

2 It is not intended here to discuss the concepts of accumulation and legitimation, or the wider theoretical 

issues surrounding the state in capitalist society, in any depth. These concepts are used merely as tools to 

explain state involvement in regulation of the finance sector. 

3 Jessop, The Capitalist State, p.107. 
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control include placing ceilings on interest rates which banks can offer for deposits 

and loans, forcing banks to hold government securities, and preventing financiers 

from paying interest on deposits of less than 30 days.4 The effect of financial 

regulation is to control the capacity of banks to compete with each other. This 

ensures that the total surplus appropriated by finance capital is distributed within 

the finance sector as a whole. 

Accumulation and Deregulation 
Whereas the steady accumulation of capital during periods of capitalist prosperity 

facilitates the state's regulation of the finance sector, the interruption of this process 

during periods of capitalist crisis means the state is less able to perform this 

legitimating function. The falling extraction of surplus value and the decreasing 

levels of commodity production which predominate during recessionary periods 

establishes the need for a restructuring of capitalist relations. Accordingly, the 

imperatives of capital accumulation prevail over the state's imperatives to 

maintain its legitimacy. Whereas in periods of prosperity the maintenance of 

regulatory controls acts as a means through which the surplus is distributed within 

the finance s~ctor, during a recession the controls serve only to further impede the 

process of accumulation. 

It is important to emphasise here that the net effect of deregulation is to concentrate 

banking capital into the control of fewer hands. In periods of capitalist prosperity, 

both large and small financial institutions are able to maintain profitability, 

whether they operate in a regulated or deregulated environment. As was seen in 

Chapter 1, this profitability within the finance sector can continue during a 

recession. However, when booms within the finance sector-collapse, it is the largest 

financiers who are more easily able to withstand the pressures of bad debts which 

follow. The ensuing process of restructuring thus occurs on the terms of those 

strongest institutions. 

The gradual deregulation of the New Zealand finance sector over the last few 

decades must therefore be seen as a growing response on the part of the state to a 

general decline of profitability for capitalists. By deregulating the finance sector, the 

state advances the process through which inefficient and typically smaller financial 

institutions ar~ either bankrupted or bought out by bigger institutions. For those 

capitalists who are still able to produce goods at a profitable rate, this makes the 

supply of finance capital more efficient, and this in turn promotes further 

productive investment. 

4 Carew, New Zealand's Money Revolution, pp.160-180. 
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CREDIT: DEREGULATION OF THE NEW ZEALAND FINANCE SECTOR 

Deregulation has had different effects on the different categories of financial 

institutions. The first <;:oncerted liberalisation measures in the post war finance 

sector occurred in the mid 1960s. Until this time, the state had maintained tight 

controls on the four main trading banks (Bank of New Zealand, ANZ Bank, 

Westpac, and the National Bank), the Trustee Savings Banks and the Post Office 

Savings Bank. State control over banking activity restricted the overall amount of 

lending and the average interest rate which banks could charge for loans. As well, 

bank lending was directed towards 11 priority" areas of rural and export 

development.5 In 1965 banks were allowed to compete to a greater extent for fixed 

term deposits, and to invest their reserves in interest bearing government 

securities.6 Further liberalisation occurred in the period 1969 to 1971, when banks 

were allowed to compete for term deposits of over $25,000 and to invest idle cash in 

government securities.7 

- Non-bank Financial Institutions 
The growth of non-bank financial institutions from the mid 1960s to the late 1980s 

paralleled the development and expansion of the finance sector in New Zealand 

over the same period. Controls on the rate of interest that finance companies could 

pay and charge were removed in 1962, and because their scope for lending was not 

as restricted as that of banks, they became the main source of finance for cars and 

other consumer goods. 8 Finance companies quickly established themselves as an 

important second tier of financial transactions. Carew summarised their advantages 

over banks as follows: 

They were able to carve a niche for themselves by providing short- and 
medium-term funds in areas that were either off limits for banks or which 
banks considered too new or too speculative to be good credit risks. Finance 
companies were also prepared to lend a higher proportion of a loan, to 
provide funds for buyers of large-scale plant and equipment and to provide 
bridging finance. Between 1969 and 1986 the finance companies recorded 
more than 20 percent growth in every year but one (1975).9 

5 ibid, pp.40,54. 

6 Deane, Lessons from the New Zealand Financial System. 

7 ibid. 

8 Carew, ibid, pp. 54. 

9 ibid, p.56. 
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The success and growth of finance companies since the 1960s led the four major 

trading banks (Bank of New Zealand, Westpac, ANZ and National Bank) to 

establish their own companies, separate from their banking operations.10 

The Entry of Foreign Banks 
Foreign banks, other than the established overseas owned trading banks, began to 

enter New Zealand in 1972. They were encouraged into joint venture operations 

with local shareholders to establish merchant banks.11 Merchant banking in New 

Zealand had existed since 1960, but the introduction of foreign interests boosted 

their importance as financial intermediaries engaged in " ... corporate lending, the 

financing of international trade, arranging overseas loans (and) financing mergers 

and takeovers. "12 Large foreign banks such as Barclays, Bank of America, Chase 

Manhattan and National Australia Bank used this opportunity to enter the New 

Zealand finance sector during the early 1970s. The development of an unofficial 

money market during the 1970s, based around merchant banking, provided 

companies with access to short-term borrowing and investments. Jesson noted that 

the importance of this activity was the subsequent establishment of a financial 

infrastructure, linking financial institutions with major companies.13 

Interest Rate Controls 
State intervention over interest rates has been the major area of financial 

regulation in New Zealand. By regulating the rate of interest, the state has 

attempted to ensure that the price which both capitalists and consumers pay for the 

use of money capital does not impede their investments. Effectively, the state 

regulates the price of money capital as a· means of ensuring the distribution of 

surpluses throughout the finance sector. Another effect is to mitigate the 

consequences of an expansion within the finance sector which draws re-investment 

of the surplus away from commodity production. 

Some controls on interest rates were first lifted in the late 1960s and early 1970s. 

However, the timing of this liberalisation with an accelerating rate of inflation in 

the early 1970s was largely responsible for the introduction of the Interest on 

Deposit Regulations in 1972.14 These regulations covered the activities of both 

banks and finance companies, but whereas both the lending and deposit rates of 

10 ibid, pp.54-5. 

1 l ibid, p.58. 

12 Jesson, Behind the Miror Glass, p.108. 

13 ibid, pp.108-9. 

14 Deane, ibid. 
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banks were controlled, only the deposit rates of the finance companies were 

regulated.15 

The effects of controlled interest rates in the 1970s were twofold. One was the result 

of the occurence of interest rate controls in an inflationary period: 

Syndication of investment appeared in all types of physical property from 
land and buildings to beef cattle and fishing boats. There was also a surge in 
property prices generally as people looked for a hedge against inflation which 
many financial assets could not provide because of controlled interest rates.16 

The other effect was that greater proportions of borrowing became centered around 

finance companies, and also that mortgage businesses run by solicitors and 

accountants flourished.17 

Liberalisation, Hope and Fear 
The removal of interest rate controls in 1976 was reinforced over the next three 

years by the easing of the reserve asset ratios and goverment holdings regarding 

both banks and finance companies.18 This general liberalisation of the finance 

sector occurred at a time when the capacity of the New Zealand finance sector to 

take advantage of a liberalised regime was very high. A structure of financial 

institutions had established itself in which both banks and non-banks had distinct 

roles in the supply of finance capital to capitalists. Banks had well-established links 

with major industrial capital at the same time as providing finance to second tier 

finance companies. These smaller financial institutions in turn lent their funds to 

riskier ventures at higher rates. Through these links with industrial capital and the 

protection from risk that their transactions with finance companies allowed, bank 

lending was firmly based on hope. 

Because of their weaker association with major industrial capital, non-bank 

financial institutions were unable to lend money capital with the same degree of 

confidence. To an extent, however, the liberalisation of the finance sector was 

necessary for their prosperity. Their continued survival, in the short-term at least, 

was dependent upon the expansion of demand for money capital which 

liberalisation facilitated. Indeed, the expansion of the finance sector during the late 

1970s was described by one contemporary observer " ... as a time when being a 

finance company was a licence to print money."19 

15 ibid. 

1 6 Nicholl, Deregulation of a Financial System: The New Zealand Experience 1976-1980, 

17 ibid. 

18 Carew, ibid, pp.165-170. 
19 ibid, p.56. 
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Deregulation 
The liberalisation of finance regulations, including interest rate controls, was 

implemented against a background of stagnating growth in the New Zealand 

economy. This is illustrated by a fall in the growth of real gross domestic and 

national product per head of population from 2.2 percent in the period 1967-1975 to 

0.4 percent between 1975 and 1982.20 A corollary to the fall in productive growth 

was a dramatic rise in interest rates as investment flowed to the ever expanding 

finance sector. The reintroduction of interest rate controls in 1982 was an attempt to 

limit the growing power of the finance sector. This power, however, was based not 

on the removal or otherwise of interest rate controls, but on the falling profitability 

of commodity production in New Zealand. Decreasing profitability in production 

increasingly led to investments being directed towards the finance sector itself, 

resulting in a growing accumulation of capital, concentrated within the finance 

sector. 

When the National government was defeated in 1984, the abolition of the controls 

on the financial sector presented itself virtually as a necessity. At a remarkable 

speed, the fourth Labour government transformed nearly the entire finance sector. 

By March 1985, barely eight months after taking office, all controls regarding the 

holding of reserves to assets, government securities, the growth of credit, interest 

rates for loans and deposits, and international transactions were removed.21 

The final act in the deregulation of the finance sector was foreshadowed in 

November 1985 with the announcement of proposals to liberalise the entry and 

development of new banks.22 With no restriction on further entry of foreign banks 

into the local market, seven of the first eight banks registered in July 1987 were 

foreign owned. They were from a variety of different countries - Citibank (United 

States), Hong Kong and Shanghai Banking Corporation (Hong Kong), Barclays 

(United Kingdom), Macquarie and Broadbank (both Australia), Indosuez (France) 

and the Commercial Imperial Bank of Canada (Canada). Only one new New 

Zealand bank was established - NZI Bank - which was created out of the NZI 

Financial Corporation.23 The main benefit for all the banks was the improved 

access that "bank" status ensured to the local inter-bank market. Most important for 

20 Gould, The Muldoon Years, p.11. 

2l Harper and Karacaoglu, Financial Policy Reform in New Zealand, pp.211-4. 

22 Doughty, New Banks and Financial Structure Reform. 

23 The Press, p.25, 23/7 /87. 
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NZI Bank was the improved access to international capital markets that the new 

status would bestow on them.24 

BOOM: LENDING WITHIN THE NEW ZEALAND FINANCE SECTOR 

A major effect of the deregulation of the finance sector was the further expansion of 

investment in money. Money was being invested in businesses dealing in money. 

This increasingly led to the creation of a New Zealand finance sector which had no 

strong links with productive activity. Instead it came to base its growth on its own 

self expansion - a situation which has already been seen to be unsustainable. This is 

weli illustrated by a sectoral analysis of lending in New Zealand. 

Between 1984 and 1986, trading bank lending to finance companies and other 

financial institutions increased by $570 million from $193.8 million to $764.7 

million (see Appendix 7). This represented not only a four-fold rate of growth -

many times faster than that of manufacturing, commerce, and trade or farming, 

forestry, hunting and fishing - but also the second highest actual increase in 

investment behind the $610 million invested in manufacturing. As well, the total 

outstanding claims of financial corporations, savings institutions and registered 

-banks during 1987, 1988 and 1989 showed that over half the commercial lending in 

New Zealand was directed towards financing, insurance, real estate and business 

services (see Appendix 8). This grouping included organisations other than 

financial institutions, but it confirmed the apparent trend - that the expansion of 

the finance sector in New Zealand was increasingly removed from the expansion of 

commodity production. 

Another related effect of deregulation was the opportunity for increased foreign 

investment in the New Zealand finance sector. This will be examined towards the 

end of this chapter. At this point, a further examination of the effects of 

deregulation is undertaken through the discussion of case studies involving two 

major New Zealand financial institutions, the Development Finance Corporation 

and New Zealand Insurance Financial Corporation. 

RESTRUCTURING 1: DFC - COLLAPSE OF A FINANCIAL CORPORATION 

The Development Finance Corporation was established in 1964. It was 30 percent 

owned by the government and 70 percent owned by trading banks and insurance 

companies. It was nationalised in 1973 and_ by the time it was privatised in 

November 1988 it had become one of the largest financial corporations in New 

24 National Business Review, p.5, 23/7 /87. 
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Zealand. Eleven months later, in October 1989, DFC collapsed under the weight of 

an estimated $180 million of bad debts. Because the rise and fall of the DFC parallels 

the rise and fall of the New Zealand finance sector as a whole, an examination of 

this major New Zealand financial institution provides an instructive case study of 

the finance sector as a whole. 

When the banking sector was heavily regulated, and thus effectively prevented 

from providing a variety of forms of lending, the DFC was established to provide 

finance and advice for new and developing industries.25 The Act which set up the 

corporation required it to "evaluate each proposal having regard to the economic 

worth of the industry concerned, its usefulness to the New Zealand economy, the 

extent to which it will be owned or effectively controlled by persons domiciled in 

New Zealand, and the prospects of it becoming profitable within a reasonable 

time. "26 Using concessional rates of funding from the government, it provided 

assistance to a variety of industries, including, notably, the fledgling kiwifruit 

industry which is recognised as owing its early survival and later growth to the 
DFC.27 

Sources of Funds 
In 1976, the government cut off the bank's concessional funding. This had allowed 

the corporation to borrow at cheaper rates of interest than other non-bank financial 

institutions. The corporation was forced to rely on foreign markets as a source of 

funds, because it was not allowed access to retail deposits. Working without any 

government guarantee, DFC quickly established itself as the leading New Zealand 

company in the field of raising money on international capital markets. 

In 1977 it became the first New Zealand company to issue Eurobonds without 
a government guarantee; in 1979 it was the first non-American company to 
issue commer~ial paper in the United States, and got its first ratings from 
credit agencies Moody's Investor Services and Standard and Poor's. In 1982 it 
made the first of many placements in the Tokyo market.28 

In January 1986, the DFC received a AA rating from Standard and Poor's for a long

term bond issue of US$100 million.29 This was the highest rating by any New 

Zealand institution other than the government and placed it at the same level of 

creditworthiness and security as Citicorp and Barclays banks. At that time over 50 

percent (nearly $700 million)-of DFC's funds were borrowed from overseas. 

25 Deane et al, Monetary Policy and the New Zealand Financial System, p.127. 
26 ibid, p.129. 
27 Kroeber, DFC: The Last Chapter in a Rather Strange History. 

28 ibid. 

29 The Press, p.30, 14/1/86. 



99 

From 1982 to 1985 the greater proportion of funding was raised in local currency. In 

1985, $530 million had been raised internally in local currency and only $400 

million externally in foreign currency. Between 1986 and 1989 however, only an 

_ additional $80 million was raised in local currency and $730 million was raised in 

foreign currency (Despite extra costs of foreign borrowing which lie in currency 

exchange risks, it is likely that a major reason behind the increase in the external 

sourcing of funds were high domestic interest rates). In 1989 more than twice the 

value of DFC's funds was held in foreign currency as that which was held in local 

currency. 

FIGURE 5.1 
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The accumulation of DFC's foreign debt during the 1980s illustrates what was 

happening at the same time to New Zealand's private foreign debt as a whole. 

DFC's borrowings of $730 million in three years necessitated a substantial transfer of 

New Zealand's wealth out of local _control, but the proportion of external to 

_ internal debt posed no real problems to the corporation. So long as the funds were 

applied in such a manner that a profitable margin was maintained between the 

corporation's borrowing and its lending, the debt could continue to be serviced and 

the corporation's profits could increase through the use of debt. Indeed, the reasons 

for the collapse of the DFC do not lie in its heavy borrowing from overseas. Rather, 

the collapse must be explained in terms of the political conditions within New 

Zealand which resulted in a large amount of bad debts. 

The Expansion of the Finance Sector 
Within the finance sector at that time, conditions were favourable for growth. The 

low profitability of commodity production encouraged investment in the finance 
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sector. The rising demand for money capital was based predominantly on fear, but 

this demand was increasingly removed from borrowing out of fear which was 

associated with the maintenance of productive operations. Borrowing out of fear 

came to represent speculative borrowing. The expansion of fictitious values meant 

capitalists began to borrow out of the fear that unless they borrowed to gain from 

the speculative boom in shares and property, they would have no profitable activity 

at all. 

Those financial institutions which did not have strong links with industrial capital 

extended credit out of the same fear. The fear was that unless further fictitious 

vaiues were created and credit extended, their ability to benefit from the rising 

values associated with speculative activities would be damaged. 

The annual reports of DFC show that between 1982 and 1988, the corporation's 

profitability expanded continously. Significantly, the period during which the 

corporation expanded closely corresponded to the deregulation of the finance sector. 

From the year ended March 1982 to the year ended March 1985, DFC had grown 

quite rapidly. Advances and investments (loans extended by DFC) rose from $352 

million to $650 million and the corporation's net income also rose from $14.3 

million to $19.9 million (net income had been $24.6 million in 1984, but the 1985 

result was the result of sharp increases in the costs of DFC's own borrowing as a 

consequence of the 1984 devaluation on 20 percent). Net profit had correspondingly 

increased from $6.1 million to $11.3 million. In the first full year of trading after 

deregulation and then again to the year ended March 1987, DFC's profits rose 

sharply. Advances and investments increased from $650 million in 1985 to $916 

million in 1986 and $1500 million in 1987. Net income more than doubled from 

$19.9 million in 1985 to $48.4 million in 1986 before more than doubling again to 

$106.6 million in 1987. Net profit rocketed from $11.3 million in 1985 to $17.9 

million in 1986 and $36.2 million in 1987. 

The Collapse of the Finance Sector 
DFC's capacity for expansion, and indeed that of the entire finance sector, appeared 

limitless. But the stockmarket crash of October 1987 effectively wiped large 

quantities of fictitious value that were circulating in New Zealand at that time and 

had facilitated the record profits that J?FC had been gaining. The Barclays _share 

index provides a good measure of the drastic fall in the level of fictitious values.30 

The index rose from 1346 at the time of the 1984 election to 3430 just before the 1987 

crash - a real increase of 63 percent. By October 1989, the index had fallen in real 

30 Easton, The Black Holes of October. 
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terms by 40 percent, to 2286. The total value of shares listed on the New Zealand 

Stock Exchange had fallen by $21.3 billion, from $49.6 billion in 1987. 

DFC's financial position deteriorated during the year ended March 1988 and then 

considerably worsened to March 1989. Advances and investments increased by over 

$500 million in 1988 and gross income had also increased from $415 million to $633 

million. Net income, however, fell by around 25 percent to $76.4 million and 

provision for bad debts rose from $17 million to $43 million. Net profit fell from 

$36.2 million to $26.5 million. In 1989, advances and investments remained static at 

$2060 million while gross income fell by over 15 percent to $506 million. Net 

income tumbied again in the 1989 year by over 60 percent to $27 million, while the 

provision made for bad debts more than doubled to $95 million. 

Lending out of Fear 
The problems which beset the DFC and led to its collapse in 1989 stemmed directly 

from the financial crash two years previously. Along with other financial 

institutions which did not have secure links with industrial capital, DFC's lending 

had become increasingly driven by fear. Much of their investments in other 

companies were directed towards shares and property development.31 

DFC's greatest losses appear to have occurred within the area of property 

development. The seeds of DFC's investment in speculative property were sown 

during the increasingly competitive finance sector during the mid 1980s. By 1986, 

DFC's annual report boasted of " ... the full range of services now available through 

the Corporation (encompassing): business banking, equity financing, capital 

markets... investment banking, trade finance and personal financial services. "32 

The competitive environment in which DFC operated drew the corporation out of 

its traditional role as a development banker and into activities such as property 

development and construction. 

Fears about the quality of its growing investment in property developments first 

arose in December 1988 when the corporation applied for registered bank status. 

The Reserve Bank began to check the valuation of some of the investments on 

DFC's balance sheet, and later asked for an independent assessment of values.33 

The governor of the Reserve Bank later attributed the corporation's collapse to its 

exposure to bad debts in property development: "There's clearly been a great deal of 

difficulty in the New Zealand -property market in recent months and years. They 

31 Kroeber, ibid. 

32 DFC 1986 Annual Report. 

33 The Press, p.1, 5/10/89. 
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(DFC) clearly have a significant number of loans to property related borrowers."34 

In assuring creditworthy DFC customers of their capacity to refinance their debt 

with other institutions, the chairman of the New Zealand Bankers' Association 

agreed with the Reserve Rank assessment, saying that the corporation " ... had lent to 

a number of dubious customers who would have problems in finding new 

lenders. "35 

Lending out of Hope 
One of the most significant aspects of DFC's collapse in October 1989 was the heavy 

exposure of Japanese financial institutions to the corporation. At that time, 

Japanese banks and finance houses alone had invested $1.1 billion in DFC.36 This 

amount accounted for well over a third of the total liabilities listed by the 

corporation in March 1989 and over 75 percent of the loans and deposits raised in 

foreign currency listed in the same accounts. The Japanese banks had lent to the 

DFC out of hope, as they believed that the corporation's borrowing was guaranteed 

by the New Zealand government. Although this was a mistaken view, the 

difference between- the DFC's lending and the lending of the Japanese banks 

. highlights the different links that each had with industrial capital. 

The collapse of the DFC is instructive on two related counts. Firstly, it provides a 

window into the international operations of a major New Zealand finance 

company. DFC had been borrowing on the international money markets since 1976, 

providing a secure entry into New Zealand for foreign financiers. Although the 

proportion of external to internal borrowing had markedly increased during the 

latter half of the 1980s, problems arose not because of the size of that foreign debt, 

but the activities to which it was directed. Secondly, the collapse of a financial 

institution like the DFC was directly related to the seemingly limitless expansion of 

the New Zealand finance sector during 1985, 1986 and 1987. DFC's profits soared 

during this period. But the direction of its lending towards areas of investment 

which depended upon the continued expansion of fictitious values for its 

p~ofitability meant that when large amounts of these values were wiped as a result 

of the stockmarket crash in October 1987, DFC was left with a host of bad debts 

which eventually led to its collapse two years later. 

-The story of the DFC illustrates two constant dangers that lay behind the expansion 

of the finance sector in New Zealand in the 1980s - the eradication of circulating 

values and the collapse of financial corporations. As this chapter moves on to 

34 quoted, ibid. 

35 The Press, p.27, 5/10/89. 

36 The Press, p.3, 7 /11 /89. 
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explore a similar story - the huge losses incurred by NZI Bank during 1988 and 1989 

- a third constant danger that lay behind the finance sector in New Zealand will 

become apparent. The failure of domestic financial corporations, resulting usually 

from a lack of strong links with industrial capital, opens the way for increasing 

foreign control of the finance sector. 

RESTRUCTURING 2: FOREIGN TAKEOVER OF A NEW ZEALAND COMPANY -

NZI CORPORATION 

NZI Corporation was formed out of the merger in 1981 between New Zealand 

Insurance and South British Insurance. (The merged company was initially named 

New Zealand South British Group, but changed to NZI Corporation in 1984.) Both 

were large, long-established New Zealand owned insurers, New Zealand Insurance 

having been founded in 1859 and South British Insurance in 1872. The merger 

established the company as one of the largest New Zealand owned companies. In 

June 1988, General Accident Fire and Life Assurance Corporation, the second largest 

composite insurer in the United Kingdom, bought Brierley Investments' 37.8.8 

percent share in NZI and thus gained a controlling 51 percent share in the 

company. One year later, after NZI announced a loss of $320 million in the year 

ended March l989, General Accident bought out the rest of NZl's shareholders, 

completing the takeover of New Zealand's largest insurance company. The 

remarkable feature of NZI's collapse was that the overwhelming factor in the 

company's 1988-89 loss, which precipitated the takeover, was the $336 million loss 

in the corporation's banking division. 

During the 1980s, the finance arm of NZI Corporation rapidly expanded from being 

a small division within a major insurance company to the position of a crucial 

component within a large corporation. This is clear from divisional analyses of 

NZI's gross income and net profit found in the corporation's annual reports. In 

1982, the finance division earned a gross income of $52.3 million, around ten 

percent of the total in.come of the corporation. It contributed $2.7 million to the 

corporation's net profit, approximately seven percent of total corporate profit. In 

1987, however, close to 40 percent of the total ·income of $2 billion was earned by the 

finance division, providing over a third of the total corporate profit. 

If the corporation's results during the 1980s are examined, there is a strong 

similarity with the DFC: an explosion of activity by NZI Corporation's finance 

division corresponded with the deregulation of the financial sector during 1984. 

Between 1982 and 1984 the total investments made by NZI Financial Corporation 

(NZIFC) rose from $308 million to $495 million. Gross income, the return on those 

investments, rose from $44 million to $87 million and net profit from $2.3 million 
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to $9.4 million. In the year ended March 1985 investments doubled to over $1 

billion, then nearly quadrupled to $3.9 billion in 1986. The income received from 

these investments increased quickly from $116 million in 1985 to $273 million in 

1986 and then to $764 million in 1987. Net profits tripled from $14.5 million in 1985 

to $45.5 million in 1987. 

This expansion came about, however, not simply as the result of increasing the 

scope of lending: it was also related to NZI Financial Corporation's acquisition of 

assets through takeovers. The division had been active in Australia since 1980 

when it bought 50 percent of Kimberly Finance. It increased this holding to 70 

percent during 1984. By this time it had amalgamated a smaller finance company, 

United Leasing, into the Kimberley operations so that Kimberley's assets were 

worth A$78.8 million in 1985. In November 1984 NZIF also bought 100 percent of 

ARMCO Australia, which was rated as one of the top merchant banks in Australia 

with assets totalling $250 million.37 NZIFC's greatest acquisitions, however, were 

made in the 1985-86 year when it bought Marac Holdings, which held nearly $2 

billion in assets, for $125 million and also Broadlands, with $308 million in assets, 

for $50 million. 

These last two purchases were later described as " ... white elephants whose weight 

helped sink NZI Bank after the sharemarket crash."38 Marac had been bought at a 

time when it was already in difficulty. And Broadlands Bank had been heavily 

exposed, albeit indirectly, to a West Australian finance company, Rothwells, which 

collapsed in 1988. The collapse of Rothwells was estimated to have directly cost NZI 

Bank $100 million.39 At the time, however, NZIFC's profits continued to increase, · 

from $23.8 million in 1985-86 to $53.6 million in 1986-87. The division's 

contribution to NZI Corporation as a whole continued to develop, accounting for 

two thirds of NZI's $6.2 billion in ass~ts, almost 40 percent of its revenue and over a 

third of its profits.40 

In June 1987 NZIFC was the only one of eight new banks registered in New Zealand 

which was New Zealand owned. In the same month it acquired full ownership of a 

unit trust business in Melbourne, and as one commentator suggested, " .. .it seemed 

only a matter of time before banking would overtake insurance as NZI's leading 

activity. "41 Indeed, despite the October ·1987 sharemarket crash, NZI Bank 

37 The Press, p.25, 24/11/84. 

38 Kroeber, Scots Take Kiwi Identity: Rapid Sitch From Base Ruins NZI's Fundamentals. 

39 ibid. 

4o ibid. 

41 ibid. 
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continued to acquire more assets overseas. In November 1987, it bought 95 percent 

of the Swiss-based Foreign Commerce Bank and in March 1988 acquired all of the 

London investment bank Arbuthnot Lathan at a combined cost of $300 million.42 

Nevertheless, the 1988 annual report of NZI Corporation reported losses 

attributable to the crash as being $112 million. From a net profit of $145 million in 

1987, the corporation-announced a loss in the year ended March 1988 of $61 million. 

NZI Bank slumped from a profit of $53 million in 1987 to a loss of $32 million in 

1988. Losses continued to mount for NZI Bank: during the 1988-89 year it 

announced a loss of $292 million within a corporate loss of $314 million. The 1989 

annual report explained that the bank 

... was in a rapid expansionist mode, had yet to develop disciplines and had 
assembled a portfolio which, as it turned out, was particularly vulnerable to 
the crash. The bank had not gained the financial strength which long 
standing banks inherently possessed ... Although in the first instance NZI 
Bank was affected by the downfall of entrepreneurial investment companies, 
the problem now is a more general one of diminution of security values and 
the difficulty faced by borrowers in meeting interest costs particularly in the 
property market. 

The reason for the lack of financial strength lies undoubtedly in the lack of close 

links between NZI Bank and major industrial capitalists. As a result, the bank's 

lending was predominantly based on fear. A significant proportion of its loans were 

secured only by the fictitious values of shares,43 rather than by the direct extraction 

of surplus value during commodity production. The demand for money capital 

from the bank's capitalist clients was thus based on the fear that unless they 

invested in the rising values of shares and other speculative holdings, such as 

property, they could no longer show a profit. 

Just as its clients borrowed out of fear, as a consequence of their lack of strength 

within production, so did the bank lend out of fear. As NZI Bank's current New 

Zealand General Manager stated after General Accident's takeover, "in those days, 

there was intense competition for business. If you didn't make the deal in five 

minutes someone else would get it."44 The necessity to maintain its rate of lending 

thus led the bank to directly increase the level of circulating fictitious values. 

42 ibid, and The Christchurch Star, 1/12/87. 

43 Kroeber, Scots Take Kiwi Identity: Rapid Sitch From Base Ruins NZI's Fundamentals. 

44 ibid. 
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RESTRUCTURING: 3, FOREIGN TAKEOVER IN THE FINANCIAL SECTOR 

The collapse of NZI Bank under the weight of bad debts precipitated the entire 

takeover of the bank's parent company, NZI Corporation, by the British insurance 

conglomerate, General Accident. This is indicative of the restructuring process 

which has occurred within the New Zealand finance sector. The collapse of New 

Zealand financial institutions whose lending was predominantly based on fear has 

consolidated control of finance capital in the hands of fewer institutions whose 

lending is predominantly based on hope. The process may involve takeovers, as in 

the case of NZI Bank, or it may simply entail the complete collapse of an 

institution, as in the case of the DFC, but the net effect is the same. 

The takeover of NZI Corporation by General Accident shows how the restructuring 

process develops under conditions which favour foreign capital. This is well 

illustrated by a sectoral analysis of foreign takeovers in New Zealand. The single 

largest number of takeovers by foreign companies which were approved by the 

Overseas Investment Commission during 1987 and 1988 was within the finance 

sector (see Appendix 9). In 1987 and 1988 one quarter of all applications for foreign 

takeovers of New Zealand companies and for the incorporation in New Zealand of 

branches of overseas companies were undertaken in the financial sector. This figure 

represents applications for foreign control, and the figures regarding the actual 

commencement of business by foreign capitalists show that not all of the foreign 

takeovers approved by the Overseas Investment Commission were immediately 

acted upon. Nevertheless, it is clear that the finance sector is considered the most 

attractive sector for foreign tnvestment in New Zealand. 

RESTRUCTURING IN NEW ZEALAND'S FINANCE SECTOR 

In New Zealand from the mid 1960s until the end of the 1980s a cycle of money_ 

capital developed: This was based on the creation of credit, a boom within the 

finance sector and the restructuring of money capital after the collapse of fictitious 

values. This cycle was shaped by a general decline of profitability in production 

which initially led to greater investment in the finance sector. However, it also 

encouraged financial deregulation which itself provided further impetus to the 

growing power of finance capital. A distinct credit system, based on a hierarchy of 

financial institutions, emerged over this time which made the circulation of capital 

increasingly efficient. The complete deregulation of the finance sector in the mid 

1980s encouraged a boom in the supply and the demand for credit. This further 

strengthened the power of money capital in New Zealand but,_ as was shown 

previously, this power was shortlived because the fundamental basis of profitability 

within the finance sector, profitable commodity production, was declining. 
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Deregulation of the finance sector encouraged the expansion of smaller money 

capitalists who had few direct links with productive capitalists. Their profits were 
based on the simple circulation of fictitious values. The collapse of fictitious values 

in the 1987 financial crash bankrupted many smaller institutions, or forced their 

takeover by larger and stronger institutions. The restructuring _of the finance sector 

in New Zealand has been undertaken on the terms of major banks and other large 

financial institutions. A notable effect of this restructuring process has been the 

further concentration of money capital in foreign owned institutions. Major local 

and foreign money capitalists operate overwhelmingly out of hope and direct their 

investments into secure productive operations. Far from facing a reduction in 

power from the financial collapse, their ties with productive capital ensure power is 

further concentrated in these major institutions. 



Conclusion 

RESTRUCTURING NEW ZEALAND'S FOREIGN 
DEBT 

Three political statements must be made about New Zealand's foreign debt. First, 

the sheer bulk of the debt creates a continuous drain of this country's wealth. More 

importantly, however, each interest payment on foreign debt by public or private 

borrowers represents a greater loss of control over the direction of further 

investment in New Zealand. The surplus originally appropriated by foreign banks 

which is re-invested in New Zealand is directed towards areas in which 

transnational banks and their local and international allies are able to extract the 

greatest surpluses from the country's human and natural resources. 

Secondly, the New Zealand government's current foreign debt is largely 

unproductive, either in the sense th~t it has been directly used to generate surplus 

values,- or in the sense that it has indirectly assisted capitalists in New Zealand to do 

so. Conversely; New Zealand's private foreign is largely productive - it has 

generally been used by strong New Zealand capitalists and foreign capitalists 

operating in New Zealand to extract surplus value out of New Zealand workers. 

Both forms of debt are equally profitable for the foreign banks. However, it is in the 

interests of TNBs to channel the greatest proportion of their loans toward 

productive activity as they can. 

Thirdly, and most importantly, the conditions of crisis in which it has developed 

has had an unprecedented impact on the significance of the state's foreign debt. The 

state has previously relied on substantially expanded farm production to repay its 

debt. Unlike the case in the most easily comparable periods of indebtedness in the 

past, the Long Depression in the 1880s and the Great Depression in the 1930s, the 

farming sector has little or no capacity to substantially expand production. At the 

most fundamental level, there is no productive base from which the surplus is 

great enough to repay the state's foreign debt. This is the heart of New Zealand's 

debt crisis. 

Crisis 
The crisis of New Zealand's foreign debt lies overwhelmingly within the state's 

foreign debt, not in private capitalists' foreign debt. This differentiation must be 

made quite clear. New Zealand's private foreign debt represents the particular 

alliances which transnational banks outside of New Zealand have formed both 

with transnational corporations operating inside New Zealand and with strong 
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New Zealand corporations. The source of the surplus which is appropriated from 

New Zealand by foreign banks is clear. It comes from the productive operations of 

their allies in New Zealand which extract surplus value from the local working 

class. Transnational banks only invest their money capital in private enterprises 

which they are confident will achieve this task. 

The state's foreign debt crisis has arisen from the fact that the state no longer has 

access to any strong source of surplus value extraction. The state's source of surplus 

is through extra revenues generated by indirect, predominantly infrastructural, 

investments which assist individual capitalists to create wealth. For one hundred 

years the state borrowed money from overseas to develop the country's productive 

capacity. The source of the surplus which foreign banks continuously appropriated 

was the revenue gathered by the state from an expanding agricultural sector, able to 

extract increasing surpluses from the land. The debt was contained by continual 

productive development of land in New Zealand. The state's foreign debt crisis has 

risen out of the decline of the agricultural sector from the late 1960s. The attempt to 

develop new forms of surplus extraction from the land through the Think Big 

projects failed. The debt which the state incurred in the process compounded the 

crisis. 

Land in Nev; Zealand is no longer the source of surplus needed by the state to 

service and contain its debt that it once was. In the current conditions of capitalist 

crisis no other capitalist activity has replaced land as the basis of capital 

accumulation. In this situation of a mounting foreign debt within a deepening crisis 

of production in New Zealand, the state has responded in two ways. First, it has 

increasingly placed the burden of debt servicing on the working class by cutting back 

on unproductive expenditure. The alleged imperatives of foreign debt repayment 

are expressed by representatives of the state as requiring the diminution of state 

assistance, in the form of welfare, health and education benefits for example, to 

those who need it most. 

Secondly, the state has been impelled to open capitalist activity to competition. To 

increase its own revenues, the state has had to provide greater opportunity for the 

accumulation of capital by encouraging the strongest capitalists to extract as much 

surplus from labour as possible. The state is encouraging the coJ:\centration of 

capital among capitalists who are directly productive. These state actions in 

response to its huge foreign debt are part of the wider restructuring of New Zealand 

capitalism. 
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Restructuring 
The effects of capitalist restructuring in New Zealand is well illustrated by the 

deregulation of the finance sector, particularly since the mid 1980s. Deregulation 

further encouraged a boom in the finance sector. It also encouraged the destruction 

of many money capitalists and the restructuring of capital and control in the finance 

sector within a smaller number of large financial institutions. The strength of these 

institutions is derived from their continual direction of borrowing into productive 

activity. 

A duality of private debt distinguished itself in New Zealand. In one situation, 

many, typically smaller, capitalists borrowed money capital just in order to 

maintain production. As they borrowed more, their debt became increasingly 

unproductive, more and more removed from the direct extraction of surplus value 

from labour. Alongside this, in another situation, a number of large corporations 

borrowed money capital to expand production. They continued to direct their 

borrowing towards the direct extraction of surplus value from labour. The collapse 

of circulating money values after the stock market crash of 1987 highlighted the true · 

productive character of debt. The most hardest hit capitalists were those whose 

investments had become most removed from the extraction of surplus value. This 

. was true for both lenders and borrowers of money capital. Thus, the supply of 

money capital was concentrated in those money capitalists whose lending was 

directed most to surplus extraction and the demand for money capital was 

concentrated in those capitalists whose borrowing was directed most to surplus 

extraction. 

The restructuring of private debt in New Zealand increases the strength of political 

relationships within New Zealand's private foreign debt. The growing strength of a 

smaller number of money capitalists and productive capitalists in New Zealand 

means foreign bank capital must be even more firmly committed to these 

institutions with the most direct links to productive activity. Private foreign debt 

will become more closely and more explicitly associated with the extraction of 

surplus value from labour. 

To some extent, the current foreign debt of the state may be restructured into more 

productive expenditure. The use of state asset sales, for example, to make net 

repayments of unproductive debt is one way in which this might be achieved. 

Considering the highly unproductive nature of current state foreign debt, however, 

the significance of restructuring on this debt does not lie so much in the productive 

use of the debt, but in the source from which the debt is serviced. The growing 

strength of large scale capitalist organisation and the state's continual 

encouragement of this suggests that, in contrast with the previously dominant 
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source of interest payments based on the extraction of surplus from the land, the 

source of interest payments abroad by the state will be increasingly based on the 

direct capitalist extraction of surplus value from workers. Thus, the affect of the debt 

is actually to (indirectly) encourage productive activity. Out of pressure to maintain 

the capacity to service its debt, the state encourages the further extraction of surplus 

value from labour. 

Foreign Debt and Foreign Control 
Private foreign debt links the largest and strongest components of New Zealand 

capitalism with large scale foreign capital. As these links develop, the alliances 

between foreign and local capital become clearer. Because the strength and power of 

New Zealand capitalists is increasingly based on their links with foreign capital, the 

matrix of power in New Zealand linking strong New Zealand based industrial 

capital and money capital with international industrial capital and money capital 

will continue to grow. The alliances between local and foreign capital are firmly 

based on productive activity so that foreign banks are confident that their loans are 

directed towards surplus value extraction. 

New Zealand's state foreign debt is not based on productive activity. But, aside from 

interest payments, foreign banks can identify the real worth of their loans. rhe debt 

places more pressure on the state to promote the political conditions conducive for 

further foreign investment in directly productive activity. Faced with a prolonged 

crisis and an extremely large foreign debt, the state has encouraged further 

development of the alliances between local and foreign capital. The state has 

become an essential component of the success of the alliances. 

It is because of these strong links between the state, local and foreign capital that 

New Zealand's foreign debt must be considered not as some independent economic 

variable in the future development of this country, but as an indicator of the 

control and influence that international capital is able to exert over New Zealand. 

More and more, foreign debt in New Zealand has come to represent strong foreign 

control over New Zealand society. And this control is likely to increase. As the links 

between major New Zealand capital and international capital grow, the private 

foreign debt will expand. Whether state debt grows substantially from its current 

level or not, the political effect of such a large and unproductive debt will harm 

those New Zealanders whose needs are greatest. 

These are the politics of New Zealand's foreign debt. Private debt is held by strong 

capitalistist institutions who directly benefit from the exploitation of labour. Public 

debt is held by a state which increasingly operates for the benefit of these 

institutions. Far from being concerned at the problem of "our" overseas debt, New 
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Zealanders must first consider who and what benefits from the country's present 

condition of indebtedness. It is not the amount of foreign debt which is held in New 

Zealand that is the problem. The problem is the established, and establishing, set of 

political relationships which mean that it is only a small number of business 

leaders and foreign capitalists who directly benefit from New Zealand's foreign debt. 



1974 1975 1976 1977 1978 1979 1!180 1981 1982 

Total Expenditutt 2546.6 3214.3 4385.9 4504.3 5668.7 6848.4 7586.7 9133.4 

Taxation 2391.S 3020 33S4.2 3998.2 4974.3 5402.5 6559.8 7608.5 

Amount financed 155.1 193.9 1001.7 506.1 694.4 1445.9 1026.9- 1524.9 

£mm bonowlng ' 

' 
Borrowing in N.Z. 460.9 209.6 1100.9 629.4 799.4 1214.9 1502.4 821.1 2274.7 

less repayments in NZ 216.7 341.2 414.4 238.6 230.4 369.9 591.5 253.3 1062.6 

244.2 -131.6 686.5 390.8 569 845 910.9 567.8 1212.1 

Plus salesOess pl.u-chase) -67.9 75 15.7 ,12.8 -134.6 152.6 -Wl 207 -
of Investments 

Net borrowing(+) 176.3 -56.6 702.2 378 434 997.6 703.9 774.8 

lending(-) in NZ 
Internal Surplus(+) 21.2 -250.5 -299.5 -128.1 -260 -448.3 -323 -750.J 

Deficit(-) 
; 

Borrowing Overseas J.5 316.8 483.1 421.4 832.6 554.4 661.1 1510.5 2101.4 

less repayments Overseas 66.6 3501 ' 
156.6 278.9 424.6 267.6 324 761.2 1342.9 

-65.1 281.7 326.S 142.5 408 286.8 337.1 7493 758.5 

Plus sales(less purchase) 50.9 -35.6 -39.4 -12.7 -142.2 157.2 -9.4 4.5 -149.3 

of overseas investments 

Net Borrowing Overseas -14.2 246.1 287.1 129.8 265.8 440 327.7 735.8 

Total Revenue 2553.8 3209.9 4373.S 4506 5674.1 6840.l 7591.4 9137.1 

tincludes expenditure on major projects and producer boards refinancing 
ttAmount flnanczd from bOITOWlng Including refinancing of major projects and producer boards 

SOURCE: Treaswy, Blldg,ts 

Appendix 1, Government Revenue 1974-1988 (Sm)74 

1983 1984 1985 

11197 12673 14250 15318 

9378.2 10906 11146 12534 

1818.3 1766.9 3100.7 2783.5 

3974.9 5093.l 4887.9 
2290.9 2526.7 2999.6 

1684 2566.•I 1888.3 

-555.4 -184.-1 -386.1 

1212.1 1128.6 2382 1502.2 

-606.2 -638.3 -718.7 -1218.3 

2797.S 1702.7 5003.5 
1574.8 10193 3563.9 
1222.7 68H 1439.6 

-580.9 37.5 -137.3 

609.2 641.8 720.8 1302.3 

11200 12676 14252 15339 

1986 1987 

17672 

15801 

1871 

4024.5 5505.5 
2946.8 2456.8 
1077.7 3048.7 

-60 706.l 

1017.8 

-853.2 

3635.1 12523 
2747.7 5941.l 

887.5 6581.9 

-27.8 -5021.2 

859.7 

17679 

1988 

24303t 

18993 

1952.6 
5310.Stt 

4475.3 
3601.3 

874 

480.6 

3754.8 

-1555.7 

7771.7 
10506 

1967.5 

1560.7 

24308 

24174+ 

23584 

-467.3 
590.4tt 

1354.6 

764.2 

-767 

24171 

.... .... 
1-,.) 



1974 1975 1976 1977 1978 1979 1980 1981 1982 
Gross INet GrosslNet Gross INet Gross INet Cross INet Gross IN .. t Gross I Net Cross 1Net Cross 1Net 

Administration 346.7 296.7 458.3 400.3 548.3 475.9 496.9 388.3 586.1 479.2 724.8 603.4 824.9 692.6 941 785.8 1111 914.2 

Foreign Relations 179 176.4 219.2 214.2 279.7 271 296.4 288.7 335.3 329 393.4 384.? 458.8 451.5 591.4 577.9 736.4 719.9 

Development 408 149.9 560.7 296.7 790.1 514.5 839.2 428.2 1004 629.8 1253 858 1230 714.2 1445 797.1 22CX3 1184 
of Indusuy 

Education 442.7 440.2 529.8 526.6 631.8 627 704.7 699.4 813.9 807.5 936.7 929.3 1020 1009 1302 1292 1504 1493 

Social Services 655.7 646.8 802.8 789.5 1007 'R7 1209 1159 1627 1569 1926 1854 2254 2175 2669 2590 3129 3042 

Health 401.9 401.1 493.6 492.3 606.5 605.7 690.4 689.1 809.8 808.5 981.2 980.1 1138 1136 1358 1356 16CX3 1601 

Transport& 556.8 168.7 679.2 211.2 835.7 274.8 896 235.3 1008 247.6 1169 279.1 1331 265 1550 332.6 1955 460.6 
Communication 

Debi Services 201.9 201.9 221.8 221.8 272.8 272.8 371.3 371.3 471.3 ·471.3 595.8 595.8 766.4 766.4 896.9 896.9 1211 1211 
; 

Misc. Investment 56.4 64.9 45.6 61.7 117.3 39.1 106.8 36.3 133.4 45.5 24 -3.5 43.7 4.2 91.7 94 154.8 154.8 

Misc. Financing 866.6 - 196.5 - 308.1 308.1 208.8 208.8 284 281 368 368 372.3 372.3 411.1 411.1 406.5 406.5 

344.9 266.8 463.11 :Z!a.5 698.2 6:ZU 686.9 616.4 1!1111.7 797.8 987.8 960.3 1182 1143 1400 1402 1//i. 1782 

Total .n<6 D47 4-,,.. 3214 ....... , "'""" 5819 4504 /U/3 5669 MIL """" 9438 /:>Ill 11., .... 9133 14U13 lll!i/ 

SOURCE: Treasury Budgets 

Appendix 2, Government Expenditure 1974-1988 (Sm) 

1983 1984 1985 
Cross INet Cross1Net Cross !Net 

1051 832.5 1078 841.3 1144 902.7 

821.1 808.2 848.2 829.4 957.9 941.9 

2669 1430 3222 1882 3425 1713 

1652 1639 1,691 1674 1747 1729 

3836 3744 4151 4049 4653 4458 

1768 1766 1808 1805 1915, 1912 

1651 495.6 1807 537.1 2113 543.3 

1493. 1493 2042 2042 2563 2563 

94.6 56.8 227 193.5 152.7 152.7 

407.9 407.9 390.7 390.7 404.1 404.1 

1995 19:,1 2660 2631 3125 3119 

1=--> 126,.:, ll'L64 14250 1"1utl 15318 

1986 
Gross INel 

1498 1213 

1102 1079 

3513 1216 

2028 2010 

5763 5449 

2313 2309 

2612 865.7 

3340 3340 

8 -44.1 

235.1 235.1 

3583 =1 

22411 176/~ 

1987 1988 
Cross IN .. t Cross INet 

1968 1471 4275 2225 

1366 1327 15.56 1514 

12382 1484 2791 1349 

2618 2595 3179 3118 

6844 ~79 8182 7791 

2961 2957 3397 3388 

3246 1040 774.1 654.1 

4092 4092 4971 4971 

3.8 -11.9 3460 -1241 

-488.2 -652 - -

4096 3:r.12 !S431 3078 

35481 ,.~, "'"""' 23117 

..... ..... 



1974 1975 
Credit I Debit Credit I Debit 

Exports/Imports (f.o.b.) 1849.5 1582.8 1629.1 

Balance· 266!7 -943.3 
Metthandise Trade 

Trampo-ion 194.2 294.4 264.5 

Travel 78.5 143.4 107 

lnauran<e 0.3 0.7 -
Other Misc. Services 57:J 127.S 59.5 

Govt. Current Transactions 31.1 52 36.4 

Exports/Im ports of Services 361.8 618 467.4 

Balance on SelVices -256.2 -290.6 

1-rnatlonal Investment 
Income 

Pm<it, Dir,ct 17.3 165.1 · 20.6 

Otli<r 22.1 27.2 24.2 

Gar,!. & Officilll lnslilutians 51 34 41.9 

Balance on Invisibles -392.1 -422.4 

Transfers 122.9 89 123.1 

Balance on Current Account -91.5 -1364.4 

'Includes Government ownecl corporations from 1979 
tintemational Investment Income for all categories ' 

2572.4 

391.9 

180.3 

1.7 

114.8 

69.3 

758 

115.9 

52.1 

50.S 

121.8 

1976 1977 1978 
Credit IDebit Credit !Debit Credit !Debit 

2038.2 2576A 3017.6 3143.6 3318.9 3210.7 

-538.2 -126 108.3 

349 418.9 410.7 475.3 513.6 525.7 

143.1 193.4 160.8 245.1 160.7 300 

-0.9 2.6 0.6 3.9 2.2 8.2 

72.7 164.9 78.2 178.6 95 259.9 

41.9 59.2 49.3 64.3 38.S 84.8 

6ClS.8 839 699.6 967.2 810 1178.6 

-233.2 -267.6 -368.6 

24.3 135.6 38:J 258A 50.6 226.3 

29.2 93.5 35.2 109.3 37 150.1 

33.8 103.6 29.8 159 35.2 194.6 

-478.6 -690.6 -816.8 

142.7 1415 141.7 156.6 162.8 170.1 

-1015.6 -831.S -715.8 

1979 1980 1981 1982. 1983 1984 1985 1986 1987 1988 
Cn,dit !Debit Credit I Debit Credit I Debit Credit !Debit Credit IDebit Credit !Debit Credit IDcbit Cn,dit !Debit Credit IDebit Cn,dit IDebit 

3876.9 3296 4880.7 4597 5691.8 5186.9 6621 6635.4 7183.9 7341 8211 8132 10266 11000 10772 11164 11530 10500 12647 11153 

580.9 283.7 504.9 -14.4 -157.6 79 -734 -392 1030 1494 

513.7 461.2 656.1 660A 745.8 828 859.9 975.2 1052.4 1167 1257 1146 1536 1467 1664 1681 1678 1678 1470 1708 

165.9 370.1 197.2 474.7 239.1 528.S 298.5 621.9 304.2 647 384 669 597 840 548 817 982 1027 1612 1409 

-0.6 7.2 6.3 -7.2 12.1 27 14 30.1 22.8 30 •. JO 31 5 56 21 46 -18 55 -4 24 

! 
85.6 311.7 109.4 338.3 149.8 448.2 231.6 643.5 302.2 772 342 766 485 1184 531 1031 625 1048 617 1071 

57.7 104.7 46.5 174.7 63.3 170.7 78.2 155.9 77.8 141 JO') 179 87 206 73 200 51 295 53 224 

822.3 1290.7 1015.6 1640.9 1210.2 2002.3 1518.2 2426.7 1759.4 2759 2083 2792 2710 3752 2837 3775 3319 4105 3748 4435 

-468.5 -625.3 -729.1 -908.5 -1000.4 .. •;,09 -1042 -938 -785 -686 

36.5 261.4 52.1 170A 82.4 225.3 125.8 356.7 137.7 400 172 492 176 514 184 530 

'40.9 171.2 40.6 161.4 53.2 201.4 111.1 232.3 97.3 276 t325 +1810 89 451 129 501 189 927 t677 t4127 

33.8 243.6 35.7 303.7 31 331.4 47.8 449.7 7~.2 614 138 1084 153 1251 208 1518 

-1033.5 -1132.4 -1383.6 -16625 -1984.4 -2071 -2903 -2560 -2940 -3833 

166 185.1 223.4 199.5 301.8 245.9 342.9 294A 412.8 274 466 344 665 430 710 524 847 608 863 559 

-471.7 -824:J -822.8 -1628.3 -2003.5 -1992 -3637 -2948 -1907 -2340 

--.r:::,.. 
Appendix 3, Current Account 1974-88 (Sm) 



1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 
Credi ti Debit CreditlDebit CreditlDebit CreditlDebit CreditlDeblt CreditlDebit Credi ti Debit CreditlDebit CreditlDebit CreditlDebit CreditlDebit CreditlDebit 

Private Ovezseas Direct Investment in NZ 1527 179.8 114.7 278.9 159.2 263.9 342.7 204.5 365.8 364 205 465 
NZ Private Direct Investment Ovezseas 13.5 15 17.7 35.8 32.9 53.5 73.3 118.4 114.7 604 54 458 
Other Long-term Capital Movements 
lncresing Assets 9.8 12.1 10.5 7.4 24.2 27.2 24.2 114.8 125.2 149 110 171 
Decreasing Assets 17.5 12.1 22.4 33.9 24.3 45.3 88.4 179 138.7 155.3 127 244 

Increasing Uabilities 101.8 265.9 266.6 143.8 209 215.2 88.3 316 519.1 1644 939 1731 
Decreasing Liabilities 58.4 56.6 119.l 118.8 99.3 293.9 46.3 250.3 349.9 358 589 1ms 

Government Capital Movements 
Capital Mur,ts. of Gur,t. Owned Organisati011S 
Increasing Assets - 6.7 19.4 27.4 22.7 2.6 2.7 37.1 - 49 1 1 
Decreasing Assets - - - 0.2 ·- - 0.2 - 1.7 3.6 7 12 
Increasing Uabilities 39.8 47.9 158.7 136.5 3.1 193.5 252.9 202.S 310.8 1314 860 1034 

Decreasing Liabilities 5 8.8 11.7 17.1 32.6 104.7 210.5 224 133.6 206 346 251 
Capital Equipment Credits 
Increasing Liabilities 6.9 11.5 67.5 72 59.2 56.4 53 57.6 41.1 67.1 133 54 

Decreasing Uabilities 
' 

9.3 124 16.8 24.2 39 45.9 51.6 85.2 65.8 68 73 84 
Other Govt. Capital Mur,ements 
Increasing Assets 1.9 

' 
2.1 25 l.4 -· 0.9 2.8 2.8 5.8 3 7 9 

Decreasing Assets - - - - - - 0.1 - - - - -
Increasing Liabilities 1.1 1.3 25 1.4 - 1.4 1.8 1.8 4.4 3.3 5 7 

Decreasing Liabilities 0.9 0.9 1.5 0.5 0.8 0.8 0.7 0.9 1.3 6 - -
Capital Movements by Monetary Institutions 
Increasing Assets 5.7 8.2 8.4 6.2 113.9 - 57.5 69.6 - 1 - 206 
Decreasing Assets 

r 3.4 60.8 2.2 1.7 52.1 32 110 - - - - -
Increasing Liabilities 

' 
- - - - - - - - - - - -

Decreasing Uabilities r - - - - - - - - - - - -
Residual 45.9 163.5 47.7 101.4 239.2 -274.8 4 -19.2 -300.3 -615 -310 976 

Balance before Comoensatorv Flnandn2 264.4 550.2 472.5 529.3 445.9 -81.7 364.3 40.8 327.4 1524 896 2299 

SOURCE: Department of Statistics Balanc~ of Payments, Key Statistics, Monthly Abstract of Statisti,:s 

--Appendix 4, Capital Account 1974-1985 (Sm) u, 



1974 1974 1975 1975 1976 1976 1977 1977 1978 1978 1979 1979 1980 1980 1981 1981 1982 1982 1983 1983 1984 1984 1985 1985 1986 1986 1987 1987 1988 1988 
Creditl Credit Creditl Debit Creditl Debit Credit! Debit Credit! Debit Creditl Debit Credit! Debit Credit! Debit Credit! Debit Creditl Debit Creditl Debit Creditl Debit Creditl Debit Creditl Debit Creditl Debit 

Government Borrowing 
a) lnaeasing Liabilities 1.6 324.8 511.5 470.5 848.6 563 669.3 1519 2101 2829 1593 5011 3618 9727 3386 

b) Decreasing Uabilities - 57.3 - 23 139.9 292.1 385.6 221.7 272.4 676 1277 1506 820 3406 2611 3006 4310 

Reserve Bank Borrowing 
a) Inaeasing Liabilities - 106.l 190.6 74.1 53.4 94.9 151.6 151.8 99.5 104.6 - 698 - 657 -
b) Decreasing Uabilities - - 119.9 58.2 - 94 991 203.8 67.7 92 125 892 53 823 108 

Other Official Borrowing 
a) Increasing Liabilities - - - - - - - 82.8 605.8' 156.7 - 154 212 - -
b) Decreasing Uabilities - - - - - - - - - - - 177 482 - -
I.M.F. Transactions 
a) Drawings - 100.5 192.1 117.8 - - - - - - - - - - -
b) Repayments - - - - 6.4 57 l26.7 164.2 129.8 36.2 - - - - -

Coml)l!nsatorv Financin2 1.61 57.3 531.41 23 894.21 259.8 662.41 350.3 902.21 392 657.9 I 372.7 820.9 I 498.3 17541 1044 28061 1475 30911 1635 15931 945 58631 3475 38301 3146 103841 3829 33861 4418 

SOURCE: Department of Statistics, Balance of Pa!f7M111s. 
Monthly Abstract of Stimsti&s. 

--0-
Appendix 5, Compensatory Financing 1974-1988 (Sm) 



1974 1975 1976 1977 1978 1979 1980 1981 1!182 1983 Total Net 
Invst. llncome Invst. !Income lnvst. !Income Invst. llncome Invst. !Income !nvst. llncome Invst. Income Invst. llncome Invst. llncome Invst. !Income Invst. !Income 

Farming. Hunting. Fishing. Forestry 1.8 0.5 ' 1 -0.2 -2.8 -0.4 0.3 0.3 1 1 12 1.6 1.4 0.3 5.1 2 -0.6 3 -6.2 1A 2.2 9.4 

Mining & Quarrying -5.1 1.2 3.2 4.9 4.4 6.1 -0.3 1.1 0.4 1.3 -0.2 0.6 0.9 1 2.4 1.8 4.2 -2.6 -1.3 -0.8 8.6 14.6 

Manufacturing 
Food, Drink and Tobacco 6.2 8.8 21.5 7 -7.8 5.2 19.4 12.8 18.1 9.8 -9.5 15.8 14.6 20.1 15.5 17.2 20.3 23.3 14.2 23.9 112.5 143.9 
Meat and Dai,y Products 9.5 9.6 -35.2 -15 19.l 17 20.2 16.4 4.9 -1.E 3.6 6.8 -5.? -9.4 23.4 -5.8 -5.8 -4.l -13.1 1.6 20.7 15.5 
Te,rti!es, Clothing and Footwear 2 3 4.4 2.4 0.3 0.6 2.4 3 2.3 2.8 1.8 2.4 1.8 2.4 1.3 1 -0.1 3.5 3.8 2.2 20 23.3 
Wood, Cork and Furniture -0.1 0.3 0.4 0.2 0.6 0.4 - - 1.6 0.6 0.7 0.8 0.9 0.7 17.4 - - 2.3 1.4 1.3 22.9 6.6 
Pulp, Paper and Printing ' -1.4 4.2 13.1 4.3 8.8 7.3 5.9 7.7 4.7 6.4 -1.9 5.8 2.3 7.3 5.6 4.1 3.5 5.1 7.8 9.9 48.4 62.1 
Leather and Rubber 1.6 1.8 5.4 1.3 0.1 2.1 5 2.8 -1.2 1.6 1.1 2.8 0.5 1.7 1.8 5.1 2.2 3.7 1.9 3.4 18.4 26.3 
Chemical and Mineral 18.1 15.4 20.3 9.1 21 9.3 35.8 26.7 1.3 i1 48.6 35.6 76.1 19.3 18.9 16.1 26.4 29 27.3 27.5 293.8 209 
Metalworking -0.9 8.6 - 0.8 9.5 7.9 19.9 16.2 13 7.5 3 9.5 10.9 5.5 -7 5.9 58 11.8 5.2 6.9 111.6 80.6 
Engineering and Trans port 22.5 20.5 35.1 12.4 1.1 17.9 19.6 22.9 10.8 17.1 5 22.4 33.3 22.9 16.2 22.3 44.7 34.2 -17.2 10 171.l 202.6 
Miscellaneous 8.9 10.1 9.9 5.5 4.1 7.7 16.5 18.2 9.7 11.2 10 17 15.4 22.4 8.1 20.8 52.1 50.2 34.9 35.1 169.6 198.2 

Building and Construction 2.8 2.9 1.3 2.1 - 1.5 1 1.9 2.8 3.2 7.5 2.7 - 2 2.3 1.7 -5.4 1.8 3.6 1.5 15.9 21.3 

Electricity, Gas and Water - - - - - - - - - - - - - - - - - - - - - -

Wholesale and Retail Tade 71.9 45.2 61.3 44.9 29.6 30.7 96.3 87.7 22.4 69.7 26.4 52.4 113.1 20.7 12.6 69.4 132.7 71.4 74.7 102.9 641 595 

Banking. Insurance 9 29 34.5 32.3 26.1 22.4 35.8 36.6 71 69.7 161.7 71.8 94.5 45 70.2 56.8 62.5 114.2 221 159.9 786.3 637.7 
and Property Ownership 

Tiansport & Communications 5.2 2 0.3 1.5 -5.8 -2.3 0.7 0.8 -2.2 3.9 1.3 12.1 -23.6 5 0.8 6 --23.8 5.4 0.3 4 -46.8 38.4 

Services 0.7 2 3.5 2.5 6.3 2.2 0.5 3.3 -1.3 1.1 3.5 1.2 6.3 35 27.3 0.9 -22.6 4.4 6 9.7 30.2 30.4 

Total 152.7 165.1 179.8 115.9 114.7 135.6 299 258.4 159.2 226.3 263.9 261.4 342.7 170.4 204.5 225.3 365.8 356.7 364 400.5 2426.3 2315.6 

SOURCE: Department of Statistics, Balance of Paymmts 

Appendix 6, Foreign Investment and Income by Sector 1974-1983 (Sm) 
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Appendix 7, Sectoral Lending of Trading Banks 1984-86 

Sector 1984 1985 1986 

Farming, Forestry, Hunting, Fishing . 932.2 997.4 1159.3 
Mining and Quarrying 28.0 24.6 28.4 
Manufacturing 1592.0 2112.7 2202.1 
Construction 197.1 273.3 315.8 
Electricity, Gas, Water and Sanitation 28.5 30.4 26.6 
Transport, Storage and Communication 215.7 252.0 291.0 
Commerce 690.6 955.5 1182.8 
Trade 308.2 337.8 280.9 
Finance 193.8 493.3 764.7 
Local Bodies NEI 12.4 17.6 14.5 
Services 565.8 708.0 932.8 
Personal 1721.6 2110.6 2567.3 

Total 6486.0 8322.2 9766.0 

SOURCE: Reserve Bank of New Zealand, RBNZ Bulletin 
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Appendix 8, Sectoral Lending by Financial Corporations, Savings Institutions 
and Registered Banks 1987-89. 

Sector *1987 1988 1989 

Agriculture, Hunting, 
Fishing and Forestry 1076.6 5758.9 4999.4 

Mining and Quarrying 141.3 298.4 169.8 

Manufacturing 969.6 3916.6 3513.0 

Electricity, Gas and Water 101.2 399.3 370.1 

Building and Construction 1380.7 1714.7 1134.3 

Wholesale, Retail Trade, 1047.2 3067.9 2542.3 
Restaurants and Hotels 

Transport, Storage, and 881.6 1518.2 881.5 
Communication 

Financing, Insurance, Real Estate 6531.5 - 15790.0 15428.0 
and Business Services -

Community, Social 390.8 3189.2 3201.3 
and Personal Services 

Central and Local Govt. Services 117.5 512.7 837.9 

Households - Housing 3429.5 7318.5 9759.8 
Other 2042.6 4075.1 4631.0 

Rest of the World 1764.7 3312.9 2737.3" 

Unallocated 8367.8 3527.7 7298.2 

Total 28242.6 54391.1 57503.9 

*does not include Registered Banks. 

SOURCE: Reserve Bank of New Zealand, RBNZ-Bulletin 



Appendix 9, Foreign Takeovers and Commencement of Business in New 

Zealand 1987/1988 
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Takeovers Commencement 
Sector 1987 1988 1987 1988 

Hunting, Fishing, Forestry & Farming 34 41 27 45 
Quarrying & Mining 81 32 47 37 
Manufacturing 161- 197 88 102 
Electricity, Gas & Water 2 0 1 3 
Building, Construction & Land 54 84 25 57 
Wholesale, Retail, Trade & Accomodation 128 170 177 217 
Transport, Storage & Communication 34 31 29 37 
Banks & Financing 205 273 212 144 
Insurance 20 26 22 8 
Business services 62 103 86 98 
Community, Social & Personal Services 26 27 33 27 
Non-Trading 42 76 141 146 

Total of Activities 849 1060 890 919 

SOURCE: Overseas Investment Commission 
Campaign Against Foreign Control in Aotearoa 



BIBLIOGRAPHY 

BOOKS AND ARTICLES 

AGLIETTA, Michel, A Theory of Capitalist Regulation: The US Rxperience, Trans. 

David Fernbach, New Left Books, London 1979. 

ANDREFF, Wladimir, "The International Centralisation of Capital and the Re

ordering of World Capitalism" in Capital and Class, no.22, Spring 1984. 

ANGERMUELLER, Hans, "The Evolution of Banking Strategies and Services: The 

Dilemma Facing Today's Bankers," in Mikdashi, Zuhayr (ed), International 

Banking: Innovations and New Policies, Macmillan Press. London, 1988. 

ARGY, Victor, The Post-war International Monetary Crisis: An Analysis, George 

Allen and Unwin. London, 1981. 

BARAN, Paul and SWEEZY, Paul, Monopoly Capital: An Essay on the American 

Economic and Social Order, Penguin Books. London, 1968. 

BARNETT, Richard and MUELLER, Ronald, Global Reach: The Power of the 

Multinational Corporations, Jonathon Cape. London, 1974. 

BEAUD, Michel, A History of Capitalism: 1500-1980, Macmillan Press. London, 1984. 

BRASH, Donald, New Zealand's Debt Servicing Capacity, University of Canterbury. 

·Christchurch, 1964 .. 

BRETT, E.A., International Money and Capitalist Crisis: The Anatomy of Global 

Disintegration, Heinemann. London, 1983. 

BROOKING, Tom., "Economic Transformation" in Oxford History of New Zealand, 

Oxford University Press. Wellington, 1981. 

CAREW, Edna, New Zealand's Money Revolution, Allen and Unwin/Port 

Nicholson Press. Wellington, 1987. 

CLAIRMONTE, Frederick and CAVANAGH, John, "TNCs and Services - The Final 

Frontier" in Raw Materials Report, vol.4, no.1, 1986. 

CLAIRMONTE, Frederick and CAVANAGH, John, "The Emergence of Service 

Conglomerates" in Raw Material Report, vol.4, No.3, 1986. 

CLARKE, Simon, Marx, Marginalism and Modern Sociology: From· Adam Smith to 

Max Weber, The Macmillan Press. London, 1982. 

CLINE, William, International Debt: Systemic Risk and Policy Response, Institute 

for International Economics. Washington D.C., 1984. 

COAKLEY, Jerry, "The Internationalisation. of Bank Capital" in Capital and Class, 

no.23, Summer 1984. 

COAKLEY, Jerry and HARRIS, Laurence, The City of Capital, Basil Blackwell. 

Oxford, 1983. 



121 
COAKLEY, Jerry and HARRIS, Laurence, "Evaluating the Role of the Financial 

System" in Harris, Laurence et al, New Perspectives on the Financial System, 

Croom Helm. London, 1988. 
CONDLIFFE, J.B., New Zealand in the Making, (2nd ed), Allen and Unwin. London, 

1959. 

CROUGH, Gregory.L Transnational Banks and the International Economy, 

Information and Research Project on Trans~ational Corporations. Sydney, 

1977. 

DEANE, Roderick, Lessons from New Zealand's Financial System, Discussion Paper 

D79/5, Reserve Bank of New Zealand. Wellington, 1979. 

---- et al, :Monetary Policy and the New Zealand Financial System, (2nd edn); 

Reserve Bank of New Zealand. Wellington, 1983. 

---- Financial Sector Policy Reform: The Case of New Zealand, Discussion Paper 

G85 I 3. Wellington, 1985. 

DOUGHTY, A.J. "New Banks and Financial Structure Reform", in Reserve Bank of 

New Zealand Financial Policy Reform ,Wellington, New Zealand 1986. 

DOUGLAS, Roger, Toward Prosperity, David Bateman. Auckla_nd, 1987. 

EASTON, Brian, "The Commercialisation of the New Zealand Economy:From 

Think Big to Privatisation", in The Making of Rogernomics, Brian Easton (ed.) 

Auckland University Press 1989. 

-----"The black holes of October", N.Z. Listener, November 13 1989. 

EV ANS, Trevor, "Money Makes the World Go Round" in Capital and Class, no.24, 

Winter 1985. 

FINE, Ben, "Banking Capital and the Theory of Interest" in Science and Society, 

vol.49, no.4, 1985-86. _ 

FINE, Ben, and HARRIS, Laurence, The Peculiarities of the British Economy, 

Lawrence and Wishart. London, 1985. -

FRANKEL, Z., New Zealand Overseas Borrowing, New Zealand Institute of 

Economic Research. Wellington, 1968. 

FRANKLIN, Bruce, "Debt Peonage: The Highest Form of Imperialism?" in Monthly 

Review, vol.33, March1982. 

FOLEY, Duncan, Money, Accumulation and-Crisis, Harwood Academic Publishers, 

London, 1986. . 

GALLAGHER , Kathleen, and SWAINSON, Nicola, "Land, Crisis and Restructuring 

in Aotearoa, 1970 - 1984", in Race, Gender, Class, Vol.1, No. 1, July 1985. 

GOULD, John, The Rake's Progress?: Tfie New Zealand Economy since 1945, 

Hodder and Stoughton. Auckland, 1982. 

---------, The Muldoon Years: An Essay on New Zealand's Recent Economic Growth, 

Hodder and Stoughton. Auckland, 1985. 

GRUBEL, Herbert, "Multinational Banking" in Enderwick, Peter (ed), Multinational 

Service Firms, Routledge. London, 1989. 



122 
GWYNNE, Sam, "Confessions of a Loan Shark" in The New Internationalist, 

no.189, November 1988. 

HARPER, David,and KARACAOGLU, Girol, "Financial Policy Reform in New 

Zealand" in Economic Liberalisation in New Zealand, Alan Bollard and Robert 

Buckle,(eds) Allen and Unwin, Port Nicholson Press. Wellington, 1987. 

HARRIS, Laurence, "On Interest, Credit and Capital" in Economy and Society, vol.5, 

no.2, 1976. 

HARRIS, Laurence, "Alternative Perspectives on the Financial System" in Harris, 

Laurence et al, New Perspectives on the Financial System, Croom Helm. 

London, 1988. 

HARVEY, David, The Limits to Capital, Basil Blackwell. Oxford, 1982. 

HAWKE, Gary, The Making of New Zealand, Cambridge University Press. 

Cambridge, 1985. 

HINDLE, Tim, (ed) "Living With A Nightmare" in The Economist, March 20 1982. 

HOLLEY, H.A., Developing Country Debt: The Role of the Commercial Banks, 

Routledge and Kegan Paul. London, 1987. 

HOLZACH, Robert, "The ~hanging Face of Banking Services and Strategies" in 

Mikdashi, Zuhayr (ed), International Banking: Innovations and New Policies, 

Macmillan Press. London, 1988. 

ITOH, Makoto, Value and Crisis, Monthly Review Press. New York, 1980. 

JESSON, Bruce, Behind the Mirror Glass: The Growth of Wealth and Power in New 

Zealand in the Eighties, Penguin Books. Auckland, 1987. 

JESSOP, Bob, "Recent Theories of the Capitalist State", in Cambridge Journal of 

Economics, No.1,1977. 

-----The Capitalist State: Marxist Theories and Methods, Martin Robertson,Oxford 

1982. 

-----"Regulation Theory, Post Fordism and the State: More than a Reply to Werner 

Bonefield", Capital & Class, No.34 1988. 

KAY, Geoffrey, The Economic Theory of the Working Class, Macmillan. London, 

1979. 

KROEBER, Arthur, "Scots take Kiwi Identity: Rapid Switch from Base ruins 

fundamentals", in National Business Review, 21 July 1989. -

-----"DFC: The last chapter in a rather strange history", in National Business Review 

J3 October 1989. 

LLOYD_PRICHARD, Muriel, An Economic History-of New Zeala11d to 1939, Collins. 

Auckland, 1970. 

LOXLEY, John, Debt and Disorder: External Financing for Development, Westview 

Press. Boulder, 1986. 

-MACEWAN, Arthur, "International Debt and Banking: Rising Instability within 

the General Crisis" in Science and Society, vol.SO, no.2, 1986. 

MANDEL, Ernest, Marxist Economic Theory, Merlin Press. London, 1977. 



123 

MARX, Karl, Capital (vol.1), Charles H. Kerr. Chicago, 1912. 
---- Capital (vol.3), Progress Publishers. Moscow, 1984. 

MIKDASHI, Zuhayr, "Whither the 'New Finance'? A Synthesis of Issues and an 

Essay on Reflection" in Mikdashi, Zuhayr, (ed), International Banking: 

Innovations and New Policies, Macmillan Press. London, 1988. 

NEW ZEALAND PLANNING COUNCIL, Economic Monitoring Group, Foreign 

Exchange Constraints, Export Growth and Oversea Debt, Report No.I 

Wellington ,1983. 

NICHOLL, P.W.E., Deregulation of a Financial System: The New Zealand 

Experience; 1976 - 1980, Discussion Paper G80/8, Reserve Bank of New Zealand. 

Wellington, 1980. 

NUNNENKAMP,- Peter, The International Debt Crisis of the Third World: Causes 

- and Consequences for the World Economy, Wheatsheaf Books. Brighton, 1986. 

O'CONNOR, James, The Fiscal Crisis of the State, St. Martin's Press. New York, 

1973. 

OGATA, Shijuro, "Japan and the Integration of Financial Markets" in Mikdashi, 

Zuhayr (ed), International Banking: Innovations and New Policies, Macmillan 

Press. London, 1988. 

ORGANISATION FOR ECONOMIC CO-OPERATION AND DEVELOPMENT, 

Financing and External Debt of Developing Countries: 1986 Survey. 

PANICO, Carlo, "Marx's Analysis of the Relationship Between the Rate of Interest 

and the Rate of Profit" in Cambridge Journal of Economics, vol.4, no.4, 1980. 

PEMBER-REEVES, William, The Long White Cloud (4th ed), George Didsbury 

(Govt Printer). Wellington, 1886. 

RES; Zannis and MOTAMEN, Sima (eds), International Debt and Central Banking 

in the 1980s, Macmillan Press. London, 1987. 

RESERVE BANK OF NEW ZEALAND, Financial Policy Reform, Reserve Bank of 

New Zealand. Wellington, 1986. 

REUTEN, Geert, "The Money Expression of Value and the Credit System:A Value

form Theoretic Outline", in Capital & Class, No.35 1988. 

ROSDOLSKY, Roman, The Making of Marx's Capital, Pluto Press. London, 1977. 

ROSENBERG, Wolfgang, "Capital Imports and the Growth - the Case of New 

Zealand - Foreign Investment in New _Zealand, 1840-1_958" in Economic 

Journal, vol.71, no.281, 1961. 

---- A Guidebook to New Zealand's Future, The Caxton Press. Christchurch, 1968. 

-----The Coming Depression: What Every New Zealander Should Know About the 

Coming Depression:and how to Overcome it, Caxton Press in association with 

NZ Monthly Review Society,Christchurch, New Zealand 1978 . 

-----The Magic Square: What Every New Zealander Should Know About 

Rogernomics and the Alternatives, New Zealand Monthly Review Society, 

Christchurch 1986. 



124 

RUSSELL, James, Marx-Engels Dictionary, Greenwood Press. Conneticut, 1980. 

SIMKIN, C.G.F., The Instability of a Dependent Economy, Oxford University Press. 

Oxford, 1951. 

STEVEN, Rob, "Towards a Marxi_an Theory of 'Terms of Trade' in New Zealand," 

in Red Papers, no.3, Summer1979. 

-----" A Glorious Country for a Labouring Man", in Race, Gender, Class, Vol. 1 No.l 

July 1985 
SUTCH, William, Recent Economic Changes in New Zealand, Institute of Pacific 

Relations. Christchurch,1936. 

---- Colony or Nation, Sydney University Press. Sydney, 1966. 

----Takeover New Zealand, A.H. & A.W. Reed. Wellington, 1972. 

SWEDBERG, Richard, "Prudence versus Profit: The Role of Multinational Banks in 

the Origin of the Debt Crisis, 1974 to 1982." Paper presented at the XI World 

Congress of Sociology in New Delhi, August, 1986. 

SWEEZY, Paul and MAGDOFF, Harry, "International Finance and National Power" 

in Monthly Review, vol.35, April 1984. 

THOMPSON, Grahame, "The Relationship Between the Financial and -Industrial 

Sector in the United Kingdom Economy" in Economy and Society, vol.6, no.3, 

August, 1977. 

WEBBER, David, Overseas Debt: An Assessment, New Zealand Planning Council. 

Wellington, 1988. 

WEEKS, John, Capital and Exploitation, Princeton University Press. U.S.A., 1981. 

WESTON, Rae, Domestic and International Banking, Croom Helm. London, 1980. 

OTHER SOURCES 

BUDGETS OF HER MAJESTY'S GOVERNMENT OF NEW ZEALAND. 

CAMPAIGN AGAINST FOREIGN CONTROL IN AOTEAROA. 

DEPARTMENT OF STATISTICS, 

Balance of Payments 

Hot off the Press. 

Key Statistics. 

Monthly Abstract of Statistics. 

New Zealand Statistics. 

New Zealand Official Yearbook. 

DEVELOPMENT FINANCE CORPORATION Annual Reports 

NATIONAL BUSINESS REVIEW. 

NZI CORPORATION Annual Reviews 

NZ LISTENER 

RESERVE BANK OF NEW ZEALAND, Reserve Bank Bulletin. 



 
 
    
   HistoryItem_V1
   TrimAndShift
        
     Range: all pages
     Trim: cut left edge by 42.52 points
     Shift: none
     Normalise (advanced option): 'original'
     Keep bleed margin: no
      

        
     D:20220721115319
      

        
     32
     1
     0
     No
     1213
     248
     None
     Left
     42.5197
     0.0000
            
                
         Both
         114
         AllDoc
         116
              

       CurrentAVDoc
          

     Smaller
     42.5197
     Left
      

        
     QITE_QuiteImposingPlus4
     Quite Imposing Plus 4.0m
     Quite Imposing Plus 4
     1
      

        
     0
     135
     134
     135
      

   1
  

    
   HistoryItem_V1
   AddMaskingTape
        
     Range: all pages
     Mask co-ordinates: Horizontal, vertical offset 0.92, 0.00 Width 18.44 Height 841.92 points
     Mask co-ordinates: Horizontal, vertical offset -8.30, 1.84 Width 35.04 Height 840.08 points
     Origin: bottom left
     Colour: Default (white)
      

        
     D:20220721115419
      

        
     1
     Default
     0
     BL
     1424
     503
            
                
         Both
         157
         AllDoc
         220
              

       CurrentAVDoc
          

     0.9221 0.0006 18.4429 841.9194 -8.2993 1.8449 35.0416 840.0751 
      

        
     QITE_QuiteImposingPlus4
     Quite Imposing Plus 4.0m
     Quite Imposing Plus 4
     1
      

        
     41
     135
     134
     cfe0db71-9b8a-4908-bf7e-f9fd6e9ca4a9
     135
      

   1
  

    
   HistoryItem_V1
   AddMaskingTape
        
     Range: From page 120 to page 120
     Mask co-ordinates: Left bottom (489.05 0.00) Right top (538.85 423.26) points
     Colour: Default (white)
      

        
     D:20220721115556
      

        
     1
     0
     489.0522 0 538.8481 423.265 
            
                
         120
         SubDoc
         120
              

       CurrentAVDoc
          

      

        
     QITE_QuiteImposingPlus4
     Quite Imposing Plus 4.0m
     Quite Imposing Plus 4
     1
      

        
     134
     135
     119
     e7191831-3554-4e5a-aafd-4f8c379dd157
     1
      

   1
  

    
   HistoryItem_V1
   AddMaskingTape
        
     Range: From page 115 to page 115
     Mask co-ordinates: Left bottom (21.52 11.99) Right top (51.95 41.50) points
     Colour: Default (white)
      

        
     D:20220721115556
      

        
     1
     0
     21.5242 11.9879 51.955 41.4966 
            
                
         115
         SubDoc
         115
              

       CurrentAVDoc
          

      

        
     QITE_QuiteImposingPlus4
     Quite Imposing Plus 4.0m
     Quite Imposing Plus 4
     1
      

        
     134
     135
     114
     5dd4a15d-f9a4-4575-aca4-ffda52e44ca7
     1
      

   1
  

    
   HistoryItem_V1
   AddMaskingTape
        
     Range: From page 98 to page 98
     Mask co-ordinates: Left bottom (509.34 0.00) Right top (532.39 131.87) points
     Colour: Default (white)
      

        
     D:20220721115556
      

        
     1
     0
     509.3394 0 532.3931 131.8669 
            
                
         98
         SubDoc
         98
              

       CurrentAVDoc
          

      

        
     QITE_QuiteImposingPlus4
     Quite Imposing Plus 4.0m
     Quite Imposing Plus 4
     1
      

        
     134
     135
     97
     a5146266-a6cc-4638-8335-198331178b20
     1
      

   1
  

    
   HistoryItem_V1
   TrimAndShift
        
     Range: current page
     Trim: cut left edge by 42.52 points
     Shift: none
     Normalise (advanced option): 'original'
     Keep bleed margin: no
      

        
     D:20220721120650
      

        
     32
     1
     0
     No
     1213
     248
     None
     Left
     42.5197
     0.0000
            
                
         Both
         114
         CurrentPage
         116
              

       CurrentAVDoc
          

     Smaller
     42.5197
     Left
      

        
     QITE_QuiteImposingPlus4
     Quite Imposing Plus 4.0m
     Quite Imposing Plus 4
     1
      

        
     119
     135
     119
     1
      

   1
  

    
   HistoryItem_V1
   AddMaskingTape
        
     Range: current page
     Mask co-ordinates: Horizontal, vertical offset -2.77, 841.92 Width 595.71 Height -9.22 points
     Mask co-ordinates: Horizontal, vertical offset 536.69, 834.54 Width 49.80 Height -509.95 points
     Mask co-ordinates: Horizontal, vertical offset 535.77, 326.44 Width 24.90 Height -326.44 points
     Mask co-ordinates: Horizontal, vertical offset -11.99, 21.21 Width 599.39 Height -21.21 points
     Origin: bottom left
     Colour: Default (white)
      

        
     D:20220721120706
      

        
     1
     Default
     0
     BL
     1424
     503
    
            
                
         Both
         157
         CurrentPage
         220
              

       CurrentAVDoc
          

     -2.7664 841.92 595.7063 -9.2215 536.6891 834.5428 49.7959 -509.9468 535.7668 326.4403 24.8979 -326.4397 -11.9879 21.21 599.395 -21.2094 
      

        
     QITE_QuiteImposingPlus4
     Quite Imposing Plus 4.0m
     Quite Imposing Plus 4
     1
      

        
     119
     135
     119
     41c79455-d82a-45a0-ab6c-a8e433ca7c52
     1
      

   1
  

 HistoryList_V1
 qi2base





