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WHY THE GOVERNMENT HOW THE NEW ZEALAND WHAT THIS MEANS FOR
IS NOT LIKE A GOVERNMENT ACTUALLY GOVERNMENT POLICY
HOUSEHOLD SPENDS




HOUSEHOLD SPENDING

A currency user

» Households use someone else’s currency
(e.g., the New Zealand Dollar), not their
own ‘Morgandollars’

Must obtain money before spending
Has to save for a rainy day

If the account runs dry, that’s too bad sunshine




NEW ZEALAND
GOVERNMENT SPENDING

A currency Issuer

Spends first by design, every dollar the New Zealand
Government spends is a new dollar

» Spends by creating money on Treasury’s
balance sheet

Spending is (bank accounts are) ‘funded by way of
appropriation’

Must spend first for everyone else to be able to
transact

» All transactions between banks (interbank
transactions) occur in what we call settlement
cash

The Government is the monopoly supplier of
currency (settlement cash)

Settlement cash can only come from net
government spending




HOW TO THINK ABOUT THE GOVERNMENT'S SEPNDING CONSTRAINTS

Constraints on

' ?
Government Are Resources in the Economy Fully Employed?

Yes

Currency Issuer Real

Currency User Real/Financial Financial







HAVE YOU EVER HEARD OF THE CROWN SETTLEMENT ACCOUNT?

Now | am better informed - thanks Morgan.
Co-pilotis very illuminating - | have just done a

crash course.
Fancy not putting 2 and 2 together before now.




WHO IS INVOLVED WITH NEW ZEALAND GOVERNMENT SPENDING?
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THE 11 STEPS OF GOVERNMENT SPENDING

Institutional Processes

Parliamentary Approval NZ Parliament approves expenditure through Appropriations

:';ﬁv"f'é,;"‘ TE TAI OHANGA

Disbursement Schedule NZDM and Department organise a disbursement (payment) schedule s ‘ i)
after every fiscal update, to fulfil the cash component required to % THE TREASURY
perform the Appropriated activity

Ledger Crediting of Funds to Funds are ledger credited to department’s account on Treasury’s L oo =1 MINISTRY OF SOCIAL
Perform Government Expenditure balance sheet (a la Fund Balance With Treasury in US) Paremata Aotearoa i\ u‘-i»* DEVELOPMENT

4% TE MANATU WHAKAHIATO ORA

Disbursement/Deposit (Expenditure/Receipt) Process

S X2l Government Department Initiates Payment A government department (Westpac customer)

initiates a payment from their account

SIS Payment Instruction from Westpac to Recipient Westpac sends payment instruction
Bank Captured in the ‘Prefunding Window’
Sl oJloll Interbank Settlement Settlement completed between Westpac's and Settlement Before
recipient Other Bank's ESAS accounts Interchange
i ol Release of Funds Transaction Released to Other Bank
Si(s ok Il Payment of Transaction Other Bank pays transaction to their customer's
account _
1= Rl Core Crown Consolidated Cash Management Westpac completes settlement between Westpac R TE TAI OHANGA \I ’
Settlement and NZ Treasury ESAS accounts. istSettlement -3¢ THE TREASURY

occurs 8 times per day (plus occasional
unscheduled settlements).

Sitcl o [Vl Westpac Payment Advice Westpac advises NZ Treasury of settlement made.

iz« Core Crown Account Balances Viewable Core Agency account balances viewable by NZ
Treasury via Corporate Online (COL)



MAPPING THE
11 STEPS OF
GOVERNMENT
SPENDING




A HALF HOURLY LOOK AT
GOVERNMENT

SPENDING AND TAXING
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Crown Settlement
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(Treasury’s
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Westpac's ESAS
Account
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Settlement Cash
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LET'S ADD SOME

NUMBERS
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Crown Settlement
Account

(Treasury’s
ESAS)/CCCM

Westpac's ESAS
Account

Prefunding Window

Other Banks' ESAS
Accounts

Settlement Cash
Level (ESAS)

(Start of Day) 09:00

510

0

$200

$100

$300

09:15

09:45

$135

$165

$105

$195

10:15

($105)$105

$200

$205

10:45

11:15

11:45

12:15

12:45

13:15

13:45

$201

5204

$199

$206

$193

$212

$208

$173

$73

$98

14:00

($217)5112

$200




End of Day Processes
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Crown Settlement
Account

(Treasury’s
ESAS)/CCCM

Westpac’s ESAS
Account

Prefunding Window

Other Banks’'ESAS
Accounts

Settlement Cash
Level (ESAS)

19:45

20:15

20:45

$196

$4

$317

$194

$2

$319

$192

$2

$321

21:00

($222)%9

$200

$1

$322

21:45

($223)51

$200

$1

$323

(Next Day, End of
Banking Day) 08:30

($223)$223

$200

$323




End of Day Pro
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Crown Settlement Other Banks'ESAS Settlement Cash
Account H Accounts Level (ESAS)

19:45 $317

20:15 $319

20:45 e $321

21:00 \ J . $322
):;:

21:45 $323

(Next Day, End of
Banking Day) 08:30 Down To Zero

Joan Armatrading

$323




AN ‘ACTUAL" DAY OF GOVERNMENT SPENDING

Banking System

Core Crown
Consolidated Cash
Management

Treasury ESAS

Account (Crown CCCM Payment

Account) SWIFTBIC:
NZTRNZ2W

Westpac ESAS
LU g - Other ESAS Accounts
WPACNZ2W)

Settlement Cash
Level

2,477,786,509.95 - 1,000,000,000.00 § 26,886,778,788.22 § 27,886,778,788.22
(2,477,788,509.95) 2,477,788,509.95 - 25,168,068.46 974,831,931.54 § 26,911,946,856.68 $ 27,886,778,788.22
(2,477,788,509.95) 2,477,788,509.95 5,374,886.40 '980,206,817.94 26,906,571,970.28 $ 27,886,778,768.22
(2496,425,294.45) §  2,496,425,294.45 18,636,784.50 636, § 115639756 § 1,000,000,000.00 § 2690541557272 § 27.905415,572.72
(2,496,425,294.45) § 2,496,425,294.45 - $ 113560825 § 1,001,135608.25 § 26,904279.964.47 $ 27,905,415,572.72
(2,496,425,294.45) 2,496,425,294.45 - R 1,073,066.47 1,002,208,674.71 $§ 26,903,206,898.01 $ 27,905,415,572.72
(2,496,425,294.45) 2,496,425,294.45 177,686.75 1,002,030,987.96 26,903,384,584.76 $ 27,905,415,572.72
(2,496,425,294.45) § 2,496,425,294.45 § 147658817 § 1,003507576.13 § 26,901,90799659 § 27,905,416,672.72
(2.496,425,290.45) §  2,496,425,204.45 - - 667.283.86 § 100417485999 § 26,901,240,712.73 $ 27,905,416,572.72
(2,496,425,294.45) 2,496,425,294.45 - 211,258.78 1,003,963,601.22 26,901,451,971.50 $ 27,905,415,572.72
(2,496,425,294.45) 2,496,425,294.45 63,903,717.95 940,059,883.27 26,965,355,689.45 $ 27,905,415,572.72
(2,566,961,407.75) § 2,556,961,407.75 R ¢ 59536,113.30 K 404,00343 § 1,000,000,000.00 § 26,964,951,686.02 § 27,964,951686.02
(2,555,961407.75) § 2,555,961,407.75 . 80361880 § 100080361880 § 26,964,148,067.22 $ 27,964,951686.02
(2,555,961,407.75) 2,555,061,407.75 3,576,986.92 1,004,380,605.72 § 26,960,571,080.30 $ 27,064,051,686.02
(2,555,961,407.75) 2,555,961,407.75 36,848.59 1,004,343,757.13 26,960,607,928.90 $ 27,964,951,686.02
(2.565.961,407.75) §  2.555,961.407.75 - 9597130 § 100443972842 § 26,960,511.957.60 $ 27.964,951,686.02
(2,555,961407.75) § 2,555,961,407.75 - . 899,547.87 § 100533927629 § 26959,612,409.73 $ 27,964,951686.02
(2,549,130,332.91) 2,549,130,332.91 - 71,341,822.96 KR - 1,491,798.55 1,000,000,000.00 § 26,958,120,611.18 $ 27,958,120,611.18
(2,549,130,332.91) 2,549,130,332.91 4,498,735.34 995,501,264.66 26,962,619,346.52 $ 27,958,120,611.18
(2,549,130,332.91) § 2,549,130,332.91 . 527,800.74 996,020,065.40 § 26,062,091,545.78 $ 27,958,120611.18
(2,549,130,332.91) § 2,548,130,332.91 - : 126,887.45 996,155,952.85  § 26,061,964,658.33 § 27,958,120611.18
(2,553,147,597.22) 2,553,147,697.22 - 75,359,087.27 I 4,017,264.31 173,217.16 1,000,000,000.00 26,962,137,875.49 $ 27,962,137,875.49
(2,553,147 597.22) 2563,147,697.22 487,903.77 1,000,467,903.77 26,961,669,971.71 $ 27,962,137,875.49
(2551,470,012.40) §  2,551,470,012.40 73,681,502.45 [8 $ 120968104 § 1,000,00000000 § 26,960,460290.67 $ 27,960,460,290.67
(2,551,470,012.40) § 2,551,470,012.40 - . 91,19181 § 1,000,09119181 § 26,960,369,098.86 $ 27,960,460,250.67
(2,551,470,012.40) 2,551,470,012.40 - K 371,916.20 1,000,463,108.01 $ 26,959,997,182.66 $ 27,960,460,290.67
(2,551,470,012.40) 2,561,470,012.40 - 175,109.97 1,000,638,217.98 26,959,822,072.69 $ 27,960,460,290.67
(2550,643,89268) § 2,550,643,892.68 72,855,382.73 [8 . 18790174 § 1,000,000,000.00 § 26,859,634,170.95 § 27,950,634,170.95
(2/549,310,897.89) §  2,549,310,897.89 - 71,522,387.94 [8 $ 133299479 § 100000000000 § 26,958,301176.16 $ 27,958,301,176.16

Balance/End of Day
Treasury and Westpac
ESAS Account Balances
Total Daily Net
Disbursement (Deposit)
Operations/ Influence on
the Banking System

2,549,310,897.89 71,522,387.94 71,522,387.94 71,522,387.94




There is no situation where Government
requires prior funds (taxes, bonds, asset sales)
to initiate expenditure

Disbursement happens after expenditure
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‘OVERDRAFT’
UTILISATION
CSA negative
272_times
10/11/1997




End of Day Crown Settlement Account Balance: 1/11/2006 to 'OVE R D RAFT'

31/01/2007 UTILISATION




End of Day Crown Settlement Account Balance: 1/11/2006 to 'OVERD RAFT'

31/01/2007 UTILISATION

$2.775b
3,000,000,000 NZGB Maturity
on 15

2,000,000,000 November » Seven out of 17
NZGB Maturities met
through overdraft
utilization between
1998 and 2020

4,000,000,000

LSOUU, 000, 00U

-1,000,000,000

-2,000,000,000

-3,000,000,000




End of Day Crown Settlement Account Balance: 1/11/2006 to 'OVERD RAFT'

31/01/2007 UTILISATION

$2.775b
NZGB Maturity
_ on 15

Quite a detailed discussion ensued about the use of the overdraft in December 06 / * Seven out of 17
January 07. ss@)q) NZGB Maturities met

through overdraft

T x a___x> o utilization between
\/ \/ \/ | 9 . 1998 and 2020




WHAT DOES
THIS MEAN FOR
GOVERNMENT
POLICY?

How we talk about fiscal policy is
fundamentally incorrect

As long as Parliament has
authorized spending, finding the
money isn't the problem (the
money has already been found)

Finding the resources is the
problem

Previous ‘savings’ can't be used
in the future — this isn’t how it
works







