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Dr Bollard said that significant reductions in interest rates and exchange rates in the 2008-09 financial year meant that the Bank recorded a net profit of $906 million and paid a dividend of $630 million to the Government.

“This is a strong financial result which reflects abnormally large changes in market conditions,” Dr Bollard said.  However, he warned that the Bank’s future financial performance can be expected to be more volatile than it has been in recent years.
------------------------------------------------------------------------------------------------------------

Let’s be frank from the outset. Post balance date (30 June 2009) the RBNZ chose to redeem and not rollover a $957 million investment in the maturing 7%, 15 July 2009 government note issue.  

The $630 million dividend paid to the government on 3 September 2009 was purely and simply a partial but significant return of that principal redemption payment the government made earlier to the RBNZ.

In reality the RBNZ sold an asset backing the currency in circulation to pay the dividend.
The RBNZ’s own moral code of financial responsibility is missing in action. According to the financial statements (PDF index pages 20/22 of 58) domestic currency in circulation rose from $3.448 billion to $3.923 billion, an increase of $475 million. And yet government note holdings, the asset backing this liability, have fallen from $3,924 million on 30 June 2009 to $3,267 million.on 30 September 2009, a decrease of  $657 million. The dividend? 

The passive activity of selling an extra $475 million of currency notes (seignorage) to our trading banks hardly sits well with the sensationalist comments, noted here, claiming risky foreign currency trading gains, an activity more fitted to the swashbuckling ways of Goldman Sachs, were the main reason for the recorded profit gains. 
In fact,  a review of Consolidated Statement of Cash Flows (PDF index pages 8/10 of 58) show net issued currency in circulation added to a $600 million government capital contribution account for $1,075 million of $793 million generated net cash flows at year end.
The same audited cash flow declaration calls into question Dr Bollard’s observation - ‘.. that significant reductions in interest rates and exchange rates in the 2008-09 financial year meant that the Bank recorded a net profit of $906 million..’ - total sources of cash flow from net interest/expenses income rose from $136 million in 2008 to $227million in 2009, an increase of $91million. Add this amount to the $1,075 million cash flow contribution, noted in the paragraph above, and deduct it from the total year end cash flows ($793 million) and we are left with a $509 million deficit for all other cash generating activities, including foreign exchange trading.

Where is the much hyped $481 million foreign exchange gain recorded in the Consolidated Income Statement (PDF index page 8 of 58) ? Either offset against other loss making activities or a ‘mark to market’ gain which has long dissapated, since the NZD/USD currency pair have moved from ~ 0.6450 as of balance date to ~0.7350 last Friday. 
The later seems unlikely given the public evidence of recorded NZD sales at high levels and purchases at lower levels. Graphically presented here and confirmed by the RBNZ here. The same cannot be said for the outstanding ~NZD 2,747 million outright foreign exchange sales, albeit at a higher average sale price..
Moving on. The increase in recorded assets (PDF index pages 20/22 of 58) seems to relate primarily to the introduction of the Term Auction Facility (TAF), collectively co-mingled with Securities Purchased Under Agreements to Resell ($6,931 million - actually $6,700 million TAF plus small open market operations RRP) ). The obvious liability offset against this new asset class is RB Bank Bills ($2,085 million) and small RP trades (190 million) noted in Total Local Currency Financial Liabilities. After roughly netting off Currency in Circulation against New Zealand Government Securities $4,656 million of the liability remains to be accounted for in Local Currency deposits.

What deposits? And by whom? A brief but inadequate explantion is posted in note 10 of the accounts.(PDF index pages 28/29 of 58). Suppose we offset the $4,656 billion amount against Settlement Bank Deposits ($7,132.million). This would seem fair since it was the banks that supplied the TAF related securities (RBMS) in return for cash injected by the RBNZ. in the Reverse RP trade. The excess remaining bank settlement deposits ($2,476 million) can be approximately accounted for by the uncovered outright NZD forex sales ($2.747 million) injected into the banking by the RBNZ. A review of the RBNZ F5 xls spread sheet roughly confirms total NZD forex sales of $4,007 million followed by $1,260 million purchases. The probable source of the $481 million foreign currency trading profits. 

We are left with the $8,320 million New Zealand Government deposits. Are they really deposits in the sense that government has excess cash just hanging around after raising funds via government debt sales in an amount totalling $7,558 million for the six month period ending 30 June 2009? As Mr English has said before it seems foolish to increase the mortgage to invest in consumption or lower return investments. In reality the thick end of $5,000 million was probably earmarked to redeem the 7% 15 July 2009 government note issue.

Whatever, the RBNZ conducted FX and basis swaps with our local banks for a declared  amount of $9,988 million outstanding as of June 2009. In effect the RBNZ deposited this cash in our local institution’s coffers in exchange for a corresponding foreign currency credit in it’s offshore accounts. There is a glaring mismatch ~$1,668 million between the government cash deposits and the collaterlised on-lending undertaken  by the RBNZ.

It is noticeable RBNZ continues this practice beyond their June balance date and is unable to disclose the level of ongoing lodged government deposits.
The matter of greater concern is the lack of transparency when it comes to discerning who is printing the money to fund our local banks in return for foreign and local assets - the RBNZ by creating ‘thin air’ government liabilities and calling them deposits or the government  issuing debt into the system and onlending to the banks via the RBNZ’s actions.

In conclusion, one would have to say without further explanation this most recent set of RBNZ annual accounts painted lipstick on the pig.                
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