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THE ROLE OF MUNICIPAL BONDS AS A REPAYABLE SOURCEOF FINANCING THE TERRITORIAL SELF-GOVERNMMENT UNITS (TSU) IN POLAND


In the end of 80’s, just before the transition period has started, two levels of public administration (local and central in region) operated, but both were controlled by the State. The system was regarded as highly centralised, not efficient nor creative for the local and regional representatives.









The process of political and economic transition, that started in 1989 was a great challenge for the rebirth of local autonomy. The existence of 49 voivodships resulted in overgrowth of bureaucracy, what made public administration highly costed.


It was expected, that newly introduced territorial self-government units (TSU) – communes (gminy) shall reduce bureaucracy and lower the costs of public administration. People involved in the process of delivering services to the local and regional societies have been granted the right to influence that process.






One of the strategic aims of the local government reform in 1990’s was the implementation of the decentralisation of the State power. Exercising this aim requires building the material and financial basis of TSU autonomy.



Second round of territorial self-government reform in Poland was introduced in 1999, when additional two levels of TSU were created. There are three types of territorial self – government units – commune (gmina) as the basic level, district (city with powiat status and powiat) as the intermediate level and province (województwo - voivoidship) as the highest level of territorial self – government in Poland.






The division of TSU according to the model presented above results from the tasks-based criteria, what means that no subordination is comprised between TSU (e.g. commune is not subordinate to the district nor to voivodship and similarly the district is not dependant on voivodship). Communes and districts are the units of local government and provinces are the units of regional government. These units are also units of the new administrative division of the country (Poland). There are 2425 communes, 373 districts (65 cities with powiat status and 308 powiats) and 16 provinces.







Introducing in 1999 additional levels of TSU, has not solved the question of decentralisation of public finance, which still remains open. Exercising the statutory tasks of TSU, current as well as investments, requires the usage of replaceable financing sources such as loans, credits, issuing municipal bonds and bills.






It can be noticed that in the period of 1999-2000 the index of share of average dept of territorial self – government units in their total revenues rose from 9,5% in 1999 up to 12,9% in 2000 year and the most remarkable increase took place in cities with powiat status (table 1). Those territorial self-government units spend the most money for communal investments among other TSU. The money collected from repayable sources, according to the Polish laws, can be used to balance local and regional budgets.





Increasing number of territorial self-government units with budget deficit in the period of 1999-2000 is also the confirmation that very important part of debt of self-government sector is connected with budget deficit and getting money for balancing budgets from repayable sources of financing TSU (table 2).






The territorial self-government units are dependent on capital market to collect funds for municipal investments and to keep financial liquidity and financial solvency (budgetary solvency). Both Polish capital market and the way of using its financial instruments by local and regional self-government units, are variable according to the changes in our economy. Furthermore the purposes of borrowing money for needs of TSU and the law regulations in the domain of local finance also have changed. The choice of repayable sources of financing by TSU is made with respect to its future financial solvency, its needs and the results of spending money. The local and regional self-government units may chose loans and credits – commercial and non-commercial or to issue municipal bonds or municipal bills. For example in 2000 year money from issue of municipal bonds in Poland was spent for following purposes (for domains of tasks of local self-government units) – the structure in %:

1. construction of plumbing – 32,1%

2. education – 11,4%

3. sewage system –10,5%

4. public transport – 8,8%

5. roads – 8,8%

6. sports objects –7,9%

7. sewage treatment plant – 6,5%

8. social building – 5,2%

9. other e.g. :recycling and storing of scrap materials, central heating plants, technical infrastructure of grounds – 8,8%.

In the period of 1999-2000 we may notice increasing role of issuing the municipal bonds but still it is not the most important source of money from repayable sources of financing TSU considering structure of debt of TSU (table 3 and 4).



It is about 5-7% for gminas, 18-21% for cities with powiat status, 5% for powiats of their total debt. Moreover credits and loans dominate in that structure and it is about 85-87% for gminas, 74-76% for cities with powiat status, 44-64% for powiats, 74% for voivoidships of their total debt. What is more important gminas usually get loans but cities with powiat status, powiats and voivoidships – credits.







The role of non-commercial loans and credits decreased, so we can make conjecture that municipal bond market in Poland should expand. The confirmation of this presumption is seen in increasing number of municipal bonds issuers in 2001 year (in 2000 year – 89 issuers and in 2001 – 146 issuers). We may also notice that value of issue of municipal bonds also has increased (in 2001 year comparing to 2000 year about 89,5%) but we still may not say that there is real municipal bond market in Poland.






This is because too few TSU issued municipal bonds. They still do not have enough information to be sure that municipal bond is better financial instrument for them than credit or loan. Of course the situation is not the same in every territorial self-government unit but generally speaking there are several criteria to choose the right repayable source of financing TSU. So very important is to make comparative analyse of advantages and disadvantages of loans, credits, municipal bonds and bills.







The share of municipal bonds in debt securities market in Poland is about 10% (table 5). General the profitability of municipal bonds is higher than profitability of treasury bills simply because the interest rate of municipal bonds (variable interest) is based on profitability of 52-week treasury bills and is increased of premium (bones) on longer period of holding those securities (longer than a year).








The territorial self-government units usually issue municipal bonds using the simplest and the cheapest way of issue – so call closed issue referring to less than 300 investors (beyond the stock exchange and regulated secondary over the counter market – in Poland CTO – Central Table of Offers). That is why financial institutions are the most important investors on municipal bond market (especially banks which arrange and realise issue of municipal bonds).










The level of liquidity of municipal bond market is far from satisfactory. Moreover these securities are issued for rather short period of time, comparing e.g. to the issuing period of such securities in the US or some EU countries. Average period of municipal bond issue is 5 years, only a few TSU has issued bonds for longer period 8 or 10 years.



The structure of issues in period 1999-2001, presented in table 6, referring to quantity of issue - shows, that rather small issues (to 5 mln PLN) predominate (42-48% of total issue of municipal bonds). With regards to the structure of the value of issue they equal to 5-8% of total issues value.










The second place in the structure take issues from 10 to 100 mln PLN (share in quantity structure of 30-26%) and they predominate the value structure (55-48%). It should be noticed that the share of that issue decrease year to year.





The stable part of issue quantitative structure represent issues of 5 to 10 mln PLN (23%) and their share in value structure is 7-9%.






The biggest issues above 100 mln PLN play important role in value structure (30-35%), but in quantity structure their share is only 4-3%.




Looking territorially, the first place amongst TSU in Poland takes WIELKOPOLSKIE voivodship with the 30 issue of value 283 mln PLN, as so far. The second place belongs to POMORSKIE voivodship with 14 issues of 276,5 mln PLN. The next (third place) is DOLNOSLASKIE voivodship – 21 issues of 160,6 mln PLN.



Those local and regional units have to realise new municipal investments because these parts of Poland are highly developed and so call the investment attraction in these regions is very high. So there is a lot of needs which have to be fulfilled. But achieving determined goals of these territorial self-government units requires borrowing money and that is also issuing municipal bonds.

The factors that restrict development of municipal bond market in Poland are as follows:

1. complicated procedure of issue of municipal bonds and of coming on capital market,

2. shortage of professional consulting agencies issuing municipal bonds and there is a very little role of rating marks on municipal bond market in Poland – only a few (table 7),

3. a few investors investing their money in municipal bonds – it is not good for prime and secondary capital market in conception with development of capital market in Poland and of course for municipal bond market,

4. limited role of investment funds and pension funds as investors on municipal bond market and there is a weak interest of local societies in municipal bond market,

5. ignorance of benefits and costs of issue of revenue bonds; introduction this tape of securities should be very useful for development of municipal bond market, especially as issue of revenue bonds is not subject to law regulations limiting the level of debt of TSU and the level of expenditures for paying of the debt.

The needed actions to develop municipal bond market in Poland (conditions of development of municipal bond market) are following:

1. amend Law on revenues of territorial self-government units in order to stabilise its financial condition,

2. make easier issues of municipal bonds to stock exchange and regular secondary over the counter market (CTO),

3. increase liquidity of municipal bond market – in order to interest other investors on capital market in Poland not only banks, but also inhabitants of TSU issuing bonds, investment funds and pension funds,

4. change the tape of budget of TSU from one-year budget to long term budget (of many years standing),

5. separate operating budget from capital budget of TSU,

6. search another methods of fixing interest pay on municipal bonds (not only based on profitability of 52-week treasury bills),

7. introduce issue of municipal bonds with interest capitalisation or with discount,

8. introduce to law regulations the possibility of rolling the debt of territorial self-government units,

9. begin the issue of revenue bonds by banks,

10. use the securitzation to finance municipal undertakings (bonds are issued on base of assets of TSU).


Definitely more than a half of municipal investments are financed from own revenues of territorial self-government units. So these units do not get loans very often. But without loans and credits or issuing municipal bonds they are not able to make a further step to make up for the lost time and to finance development (municipal investments). According to that there is another problem – how to chose the appropriate repayable source of money. The territorial self-government units should take the following criteria into consideration.

First of all investment needs differ to tape of local or regional task and to amount of essential financial means.









Next criterion is current and future financial condition of TSU (budgetary solvency) and ability to repay the debt.









The flexibility of repayable source of financing TSU is also very important because it is not indifferent when and how fast territorial self-government unit gets money and how often it will be able to pay instalments and interests.





Other important criterion is the cost of collecting the capital.



Due to the criteria mentioned above we may say that issue of municipal bonds should be more and more popular among territorial self-government units in Poland because:

1. cost of getting money is lower comparing to credit (lower commission and interest rate);

2. interests are paid usually once a year and in case of credit – monthly or quarterly;

3. issue of municipal bonds does not have to be protected;

4. time of getting money is short;

5. interests are paid till the end of last issued series and when the period of duration of bond is over (from one year and longer) the issuer gets back all money for owner of municipal bond according to its nominal value;

6. flexibility of issue of bond programme is adapted to investment needs and credit ability of issuer;

7. there is promotion effect, especially in case of issuing municipal bonds - so call public turnover (stock exchange and CTO);

8. there is also social benefits – inhabitants of TSU as the issuer are really interested in problems of their unit and they are able to invest money in safe securities.


       Table 1

THE PERCENTAGE SHARE OF TSU AVERAGE DEBT

 IN THEIR TOTAL REVENUES IN PERIOD 1999-2000

Specification
1999
2000

Gminas
11,5
14,8

Cities with powiat status
12,3
17,3

Powiats
0,6
3,0

Voivoidships
0,7
2,8

Average – TSU
9,5
12,9

Source: Ministry of Finance in Poland.





        Table 2

NUMBER OF TERRITORIAL SELF-GOVERNMENT UNITS (TSU) WITH BUDGET DEFICIT, BUDGET SURPLUS AND BALANCED BUDGET IN PERIOD 1999-2000

Specification
1999
2000


G
C
P
V
G
C
P
V

Number of TSU with budget deficit
1334
43
48
14
1694
58
167
12

Number of TSU with budget surplus
1091
22
262
2
731
7
141
4

Number of TSU with balanced budget
0
0
0
0
0
0
0
0

Notice: G gmina, C – city with powiat status, P – powiat, V – voivoidship.

Source: Ministry of Finance in Poland.


       Table 3

THE STRUCTURE OF GMINAS DEBT IN PERIOD 1995-1999 IN %

Specification
1995
1996
1997
1998
1999

Non-commercial debt
67,3
58,2
57,7
36,0
41,2

Bonds
 0,0
 5,9
 9,8
16,2
13,9

Bank credits
32,7
35,9
32,5
47,8
44,9

Source: Ministry of Finance in Poland.

Table 4

THE DEBT STRUCTURE OF TSU IN PERIOD 1999-2000 IN %

Specification* 
1999
2000


G
C
P
V
G
C
P
V

Issue of municipal bonds
5,3
21,0
0,0
0,0
5,3
17,8
5,2
0,0

Credits and loans
87,1
74,9
64,0
73,3
83,4
75,6
44,7
74,4

Deposits
1,4
0,9
9,5
0,0
2,5
1,6
2,3
0,4

Liabilities**
6,2
3,2
26,5
26,7
8,8
5,0
47,8
25,2

Notice:

*G gmina, C – city with powiat status, P – powiat, V – voivoidship.

**Liabilities: trade liabilities, obligatory fixed premiums for Social Insurance Fund and Work Fund.

Source: Ministry of Finance in Poland.












    Table 5

MUNICIPAL BOND MARKET IN POLAND

Specification
1997
1998
1999
2000
2001

Value of municipal bonds market in PLN
296,9
526,1
653,6
859,6
1628,6

Share of municipal bonds in debt securities market in %
8,7
7,0
7,1
5,8
9,8

Number of issuers
28
40
53
89
146

Increase of number of issuers in %
x
42,9
32,5
67,9
64,0

Increase of issues value of municipal bonds in %
x
77,2
24,2
31,5
89,5

Source: CERA S.A. Central European Rating Agency; at present - Fitch Polska S.A.












Table 6

QUANTITATIVE AND VALUE STRUCTURE OF MUNICIPAL BONDS ISSUES IN %

Specification
To 5 mln PLN
From 5 to 10mln PLN
From10 to 100 mln PLN
From 100 mln PLN

According to quantity of issues of municipal bonds

1999 year
42,5
23,0
30,5
4,0

2000 year
47,0
22,5
28,0
2,5

2001 year
48,0
23,0
26
3,0

According to value of issues of municipal bonds

1999 year
5,0
7,0
55,5
32,5

2000 year
7,0
8,5
55,0
29,5

2001 year
8,0
9,0
48,0
35,0

Source: CERA S.A. Central European Rating Agency; at present - Fitch Polska S.A.



       Table 7

RATING MARKS FOR CITIES WITH POWIAT STATUS
CITY
RATING AGENCY
RATING MARK
RANGE OF RATING MARK

GDAŃSK
Standard & Poor`s
BBB
International

KRAKÓW
Standard & Poor`s
BBB
International

ŁÓDŹ
Standard & Poor`s
BBB
International

SZCZECIN
Standard & Poor`s

FITCH IBCA
BBB
International

WROCŁAW
Standard & Poor`s
BBB
International

OSTRÓW WIELKOPOLSKI
CERA*
A-
Domestic

TYCHY
CERA
AA-
Domestic

ŻORY
CERA
BBB
Domestic

Source: K. Puchalski, S. Solarz, Ocena ratingów komunalnych, „Finanse Komunalne” 1999, no 6, p. 20.
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