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Phase 2 Review Reserve Bank Act Submission 

 

In 2012 the International Monetary Fund published a lengthy report entitled the 
Chicago Plan Revisited.  
 
It's authors, two senior researchers, one of whom is now a senior researcher at the 
Bank of England, investigated, analysed, and modelled a plan of a similar name 
proposed in the 1930's by leading economists including Irving Fisher and Henry 
Simons. 
 
Their conclusion was that governments should issue credit through their Central Banks 
for use to, for example, provide the country with funds for building assets. 
 
They identified a number of very significant advantages over the present system in 
using that mechanism. One in particular was there would not be Inflation generated as 
a result. A second and highly desirable one was that the government would not be 
using precious tax revenues to fund the interest payments on money accessed from 
the private sector. 
 
That tax revenue,  currently approximately 5 billion dollars each year, would become 
available to provide services such as health, education, etc for New Zealanders. 
 
Japan is currently using that mechanism as is China. 
 

[1]

[1]

[1]
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The process has been used in the past.  
In Australia the Commonwealth Bank funded Central Government expenditure, and in 
New Zealand, the Reserve Bank similarly, particularly for the building of approximately 
40,000 state houses between 1936 and 1949. 
 
Despite it's resounding success that source of funding ceased to be used soon 
afterwards. 
 
An attempt was made in 1978 by then MP Bruce Beetham to introduce the mechanism 
in New Zealand once more with the tabling of the Credit and Currency Bill, and 
Reserve Bank Amendment Bill in parliament. Regrettably the bills did not get the 
support of the house and as a consequence thousands of billions of taxpayer dollars 
have been spent in paying the interest on government borrowing - from mainly 
overseas owned financial institutions- since then, rather than being used to provide 
services for New Zealanders. 
 
The mechanism is one that,  in recent years, is attracting significant international 
support from economists and financial writers including Lord Adair Turner, former 
chairman of Britain's Financial Services Authority, Professor Richard Werner from 
Southampton University, Ann Pettifor, Professor Steve Keen , head of the School of 
Economics at Kingston University in London, Martin Wolf, chief economics editor at the 
Times of London, Anatole Kaletsky, editor at the Financial Times,  and numerous 
others. In New Zealand, Bernard Hickey and Bryan Gould are among those promoting 
the idea. 
 
New Zealand is in a unique position being one of only a handful of countries that has a 
publicly owned central bank. Any charges the bank may make on implementing the 
concept would flow through into profits returnable to the government. 
 
The implementation of the mechanism would remove very considerable stress on 
government finances in that the 5 billion dollar saving in interest annually would 
significantly boost funding for difficult areas such as in health, education, and state 
sector salaries while the creation of Reserve Bank credit would provide funds 
necessary for things like investment in transport projects, water supply,  wastewater 
treatment, forestry, in the regions and in environmental protection, to name just a few. 
 
As the Chicago Plan Revisited states, if private banks can, as they do, create credit in 
the process of granting loans to customers, a fact backed up by the Bank of England 
and the German Bundesbank for example, there is nothing stopping the central bank 
from using the same mechanism to create credit for government investment in the 
country. 
 
Government stock available to private sector institutions would of course be reduced 
however this passive investment could beneficially be used instead for active 
investment in the productive sector of the economy, providing not only a rate of return 
that is better than that obtained on government stock, but also significantly improving 
the country's production and GDP, and living standards. 
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On all counts there would appear to be only wins for a government that had 
recommendations with so many benefits in a report from an institution such as the 
Reserve Bank that it could use as a basis for proposing such measures be adopted. 
 
We urge you to investigate the possibilities, our references, and include those 
recommendations in your report. 
 
We are available for further consultation and would be keen to participate further. 
 

Chris Leitch 
 
Please Note:  That supporting documentation referred to in the submission will be emailed on 
Monday. 
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