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Tena koutou katoa.

Téna koutou te inanahi, te indianei, me te apopo.

Ko tenei taku mihi nga tangata whenua o te rohe nei.
E nga iwi, e nga mana, e nga reo, e rau Rangatira ma.
Tena koutou, téna koutou, kia ora koutou katoa.

In this session, Morgan and | will talk about two aspects of the public finance system in
Aotearoa. The myth and the reality. Both aspects are critical in responding to the polycrisis
that we are hearing about today.

We need to fully understand the government’s unique ability to invest in —and shape —an
economy. We also need to be equipped to challenge the pernicious — and frankly, dangerous
— myths about public finance. Myths that have sadly taken on almost biblical status. The
doctrine of “responsible fiscal management” have been built on these myths.

The Public Finance Act has institutionalised the neo-liberal concept that government’s role
in an economy must be kept small. And the myth that a small governmentis a good
government, and a good government is a small government, is echoed in this Act through the
legislated principles of responsible fiscal management. By reigning in government spending,
taxing and borrowing, these principles allow — or so the theory goes — more room for private
sector activity. Yes, that’s another myth.

However, the biggest myth of allis that the government is like a household. And, it’s widely
accepted because it just sounds right — makes plain common sense.

So, the metaphors are repeated ad nauseum. Just like a household, the government:

e shouldn’t max-out its “credit card”

e mustbalance its budget



e must live within its means, and

e must save for a rainy day.

Bluntly, the metaphor of “government is a household” is wrong, dangerous, and insidious
and must be repudiated outright.

Itis a lie, and is totally without any economic or theoretical underpinnings.

Firstly, a government can borrow without collateral. Unlike you and me, it can borrow without
having to take out a mortgage or provide any collateral. It just writes out an IOU on an
(electronic) piece of paper, stating “I will repay the holder $1 million”, signed, the NZ
Government.

Secondly, government can refinance these I0Us indefinitely. When you want to cash in your
IOU, the government can borrow a different $1 million from me or someone else. The new
IOU it writes to the new person just replaces the one to you that it now rips up.

Thirdly, a government can borrow at more favourable interest rates than you or me or any
other business or entity in the nation.

And government has the power to levy taxes, and to change them at will. No household can
do that.

Another pernicious myth is that government spending is inherently bad and inefficient
because of the absence of the profit motive. In contrast, the private sector — with its
underpinning profit driver —is better at controlling its spending and so more efficient. Yes,
there are many examples to support this myth. But there are, equally, many other examples
that run counter to this myth. The US health system, for example. Within economic theory
(old and new), there is nothing inherent within either the government or the private sector
that makes either any more or less efficient than the other.

And another comfort-inducing homily — yes, a myth —that is often heard is “there is no magic
money tree”. Indeed, we heard it last month in the Finance Minister’s Budget speech. It may
not be magic, but—spoiler alert-yes, there is indeed a money tree. It’s called the Crown
Settlement Account. But I’'ll leave my colleague Morgan to take you through that.

Importantly, it is precisely these differences between the government and a household — and
the debunking of these other myths — that proves government can have power and influence
over economic activity. Governments do have the ability to invest in things to deliver on
community wellbeing both now and into the future. But such power or influence is an
anathema to the neo-liberal doctrine of small government.

Alongside these myths you will also likely hear the footsteps of the twin ogres — inflation and
debt: “Inflation will become rampant with irresponsible and reckless spending, and our
grandchildren will be saddled with a legacy of debt”. Both require good economic analysis to
counter, in contrast to financial rhetoric.



Yes, spending may result in inflation, but only when spending exceeds the capacity of real
productive resources available to the nation. This basket (or kete) of productive resources
includes:

e Our natural environment: including our land, freshwaters, oceans, Papattanuku and
the entire Earth system, as we heard from Mike earlier.

e The physical bricks-and-mortar buildings and associated infrastructure - like pipes,
transport, communications and fibre networks.

e And people and their communities — their unique skills, experiences, knowledge, and
matauranga.

We need to ensure the capacity of this kete is sufficient to sustain our economic activity. An
example of inflation would be government spending to fund everybody to get three GP visits,
without ensuring there is a supply of suitably trained GPs to realise these visits. To be clear,
spending is not inflationary, as long as there are sufficient productive resources available to
support the corresponding economic activity. This kete [of resources] is the real constraint
on economic activity. Its capacity determines a government’s ability to help deliver on the
aspirations of our people and communities.

But, what about that other ogre — debt? Well, Morgan will explain the mechanics of
government spending. | would like to focus on the economic, in contrast to financial, debt.

The true debt (or burden) passed to our mokopuna and their mokopuna is reflected in the
productive resource kete of the nation.

The responsible question is: is this kete a fit-for-purpose legacy to leave?

For example, we could leave:

e Adegraded, depleted natural environment that can’t sustain human wellbeing or
enable a flourishing economy - or any economy at all.

e Degraded orinadequate community and physical infrastructure, like unsafe drinking
water or polluting wastewater systems, or transport networks lacking resilience
against weather events, or a crumbling health system leaving people without timely
treatment.

This is real economic debt.

But we are told that governments must build up a financial surplus. And these “rainy-day
savings” are prioritised over investing in the things communities need. Well, my emergency
grab-bag doesn’t contain much cash. It does include food, cooking equipment, drinking
water, warm clothing, a tent, and medical supplies. As many communities in Aotearoa have
increasingly found in recent years, it is access to a similar kete of resources that is more
critical in any rainy-day event than a stash of money.



In summary, the government has a unique ability to:
e investin public goods such as health, housing, and transport

e investin social, community, and physical infrastructure to support resilience now and
into the future

e addressinequality and reduce poverty
o leave a kete thatis afit-for-purpose legacy for our mokopuna.

To do so we must unleash one the most powerful tools in the government’s toolkit. Fiscal
policy: spending, borrowing, and taxing.

We must replace the principles of responsible fiscal management with the principles of
responsible economic governance. Such principles would provide oversight ensuring
economic activity operates upon two pillars, or pou.

1. Akete of resources comprising a healthy natural environment, and social and
physical infrastructure that meets the needs of our people and communities.

2. Asocial floor below which no-one in Aotearoa should fall, including having sufficient
to eat; awarm, dry and healthy home; and access to education, health and other
support services.

Together these pillars are the supports for a Te Tiriti-centred Aotearoa with resilient
communities and a productive, prosperous economy, and will help fulfil our responsibility as
kaitiaki of the inheritance we received — being a good ancestor.

Now, | would like to hand over to Morgan Edwards to tell us about that “money tree”.

The reality of public finance is really simple: the New Zealand government creates money
when it spends. So, there is a money tree — but it isn’t so magic. This is just how public
finance works.

All core Crown government spending — so think education, health, social development such
as benefits — originates from a place called the Crown Settlement Account. For simplicity,
you can think of it as the Government’s bank account.

There are two things to note here. First, the Crown Settlement Account can go negative to
meet Core Crown payment obligations. In fact, it’s been negative 272 times since 1997. Most
importantly, it’s gone negative for seven out of 17 bond maturities since 1997 — when the
government repays its bond (that is, debt) obligations.



The government doesn’t save money when it runs a fiscal surplus, and it certainly doesn’t
save money to ‘repay debt’. Here’s an example [Slide showing end of day Crown Settlement
Account balance 2006-7]. With one look at some publicly available data, we’ve undone a
myth that underpins our entire political economy. Unlike what we are constantly told, there
is no fiscal constraint on government to meet its payment obligations. It does this every day.

Second, the government doesn’t pre-fund its expenditure through taxes or through
borrowing. The government creates new money when it spends — so the balance of the
Crown Settlement Account is irrelevant to whether government can spend. Government
spending starts and ends the day at zero.

And, lucky us, we can see this process in action [Slide showing government
expenditure/receipt operations]. Of course, | can’t show you the actual data-itis
commercially sensitive. But, for allintents and purposes, this is the most accurate data on
government spending that you’ve probably ever seen. Simply put, positive numbers are
newly created money. Negative numbers are tax withdrawals —that is, when tax is paid from
the Westpac government branch to the Crown Settlement Account. And would you look at
that: the Crown Settlement Account was negative at the start and the end of the day - but
the government didn’t exactly run out of money, did it?

This is how the government can spend money when there is none in its “bank account”. The
only distinction between government spending when the Crown Settlement Account
balance is negative versus positive is that there’s a minus in front of the Crown Settlement
Account number -that’s it.

The reality is this: the New Zealand government is always able to meet its payment
obligations in New Zealand dollars provided that the spending has been approved by
Parliament. This is what the data and institutional design of the New Zealand government
shows unequivocally. It just hasn’t been public knowledge. That is, until March this year,
when Treasury released information in response to my Official Information Act requesting
information on daily government spending.

Now, that isn’t to say we can spend on everything we may want without limit. As Ganesh has
pointed out, the government is resource constrained. That is, when it spends into the
economy it must ensure that the real resources, including skilled workers, are sufficiently
available. As I’ve shown you today, the government certainly isn’t financially constrained.

To have a mature and reality-based conversation about how the government should use its
unique capacity to invest in and transform our economy, we must reject the myth that, just
like a household, the government is constrained by revenue. This must encompass an
understanding of the true role of taxes. Their role is not to pre-fund government spending.
Let’s make this point really clear. The government does not need tax revenue to spend.
However, taxes are critical for a number or reasons including creating demand for currency,
controlling inflation and redistributing wealth. The pursuit of a fair and equitable tax policy is
therefore



paramount. But — and | repeat this point — taxes are not required to fund any government
spending.

| also need to be really clear that | am not telling you how | think public finance should work. |
am showing you how the public finance system works right now.

The government has an infinite capacity to meet its financial obligations in New Zealand
dollars. But don’t just take my word for it — take the Reserve Bank’s [Diagram showing the
structure of government spending]. Take particular notice of the infinity symbolin the left-
hand box. This graphic is from this report [Reserve Back of New Zealand annual report]
published by the Reserve Bank. And this is a quote from the Reserve Bank’s most recent
annual report. [“As New Zealand’s central bank, the Reserve Bank has no liquidity risk for
New Zealand dollars as it is able to create New Zealand dollar liquidity.”]

Given its capacity to meetits financial obligations every day, every month, every year, we can
see that government debt does not place a burden on future generations. As you heard from
Ganesh, the real burden on future generations ensues from not investing adequately in our
economy. In climate adaptation, infrastructure, housing, food security and healthcare. We
see the consequences of this inadequate investment every day in our own communities,
perhaps even in our own whanau.

The underinvestment that has resulted in dialysis being rationed in Christchurch and people
dying in hospital hallways is based on the blind pursuit of a myth. That to invest in adequate
healthcare, the government must either go into dangerous levels of debt or raise taxes.

Understanding this is all very well of course, but what can you and | do about it? Everything.
We can change how public finance is understood and how it is talked about in New Zealand.
We can challenge these myths — that government spending is fiscally constrained by some
immutable yet arbitrary threshold, or that government needs to borrow or tax before it can
spend - every time we see them weaponised against investment in the public good.

We can challenge our political leaders and our economic commentators to familiarise
themselves with how government spending actually works, based on the actual data and
actual institutions, not how it is mythologised to serve a dominant ideology.

I would love for every single person in this room to leave this symposium today feeling
confident enough to challenge the public finance myths and to demand more economic and
institutional literacy of our political leaders, economic commentariat and media. By
understanding the information you’ve seen here today, you’re already 100 steps ahead of
everybody else, including most of the Treasury and Reserve Bank.

If we are to tackle the challenges we face, we must fully unleash public finance. To do that,
we must understand how it works and challenge our political leaders to do the same.



