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Sequence of topics for Review
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Phase 2 Terms of Reference

1. Over-arching objectives and scope, coverage and coherence of the 
legislation

2. Institutional governance and decision-making
3. Trans-Tasman Cooperation
4. Prudential regulation

• Regulatory perimeter – what the bank regulates
• The case for and against separating prudential regulation from the Bank
• Tolerance for risk
• Regulatory instruments

5. Supervision and enforcement
6. Resolution and crisis management

• The case for and against depositor protection
• Crisis management and resolution

7. Macro-prudential policy
8. Resourcing and funding
9. Miscellaneous issues

Items in black covered in 
November 2018 consultation
Remaining items for consultation
in 2019
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RBNZ Act Review timeline (Phase 1 and 2)
Cabinet Sign-Off Point Public Consultation Period

Terms of 
reference 
released, 
Review team 
established

July Oct
Jan

2019
Apr July Oct

Jan
2020

Apr JulyApr
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2018
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2017

Legislative drafting

Consultation 1: 
First group of 
topics

Consultation 2:
• Recommendations       

on first group of topics
• Options on second 

group of topics

Consultation 3: 
Recommendations 
on second group  
of topics

Legislation 
introduced

Final policy 
decisions by 
Cabinet

Key Milestone

Targeted 
consultation

Terms of 
reference 
released

Policy decisions 
announced

Bill introduced, 
first reading on 
26 July

Parliamentary 
process

Royal 
Assent 
(tbc)

MPC ‘go live’   
(3 months from 
Royal Assent)
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Process and timeline
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 Public Consultation planned for early November
- Accessible consultation paper planned
- 12 week consultation period

 Expert panel continuing to provide input on topic areas

 November Consultation focus is on five over-arching topic areas from Terms of Reference
- What should the Bank’s high level objectives be?
- How should the Reserve Bank be governed?
- Should the Bank have a financial regulation role?
- What institutions should the Reserve Bank regulate?
- Should there be depositor protection in New Zealand?

 We will be seeking public and industry views on all of these topics
- We have already been consulting with agencies (MBIE, FMA, Commerce Commission etc.)
- Consultation document will not be providing ‘preferred’ options.

 Following the Consultation, we will seek ‘in-principle’ decisions from Minister.

 Two further consultations in 2019 on recommendations and remaining issues
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What should the Bank’s high level objectives be?

Key issues
 Are the Reserve Bank’s existing financial policy objectives still appropriate?
 Should the Bank be given additional financial policy objectives?

Propositions
 There is a broad range of possible objectives. 
 Choices need to be made whether an objective should be a ‘high-level’ 

objective, a lower-tier objective, a principle or excluded from legislation 
entirely (eg financial stability and efficiency;  vs stability with efficiency as a 
second tier consideration).

 The scope of an objective matters (eg soundness of banks vs stability of 
system;  regulatory efficiency vs efficiency of financial system)
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Objectives - illustrative options

Financial 
Stability

Soundness

Efficiency

Soundness
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Regulatory 
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Competition
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Public Trust

Regulatory 
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Protect 
Consumers

All Inclusive
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How should the Reserve Bank be governed?

Key Issues
 Which form should the Bank’s governing body take – governor or Board?
 Should there be a Financial Policy Committee? 
 What role should the Minister play in financial policy?
 Who should be the Bank’s monitoring agent?

Propositions
 Maintaining public trust and confidence and promoting policy-making and 

operational effectiveness should be key aims of a governance framework.
 A corporate board model (with or without an FPC) is a serious option.
 An FPC could play a role but this would add cost and complexity to the 

governance framework, particularly if the FPC had a broad remit.
 A corporate board model would likely require a monitoring agent (eg Treasury).
 Stronger case for Ministerial involvement if policy decisions involve value 

judgements, or have fiscal implications but could be provided for in a number of 
ways.
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Governance options
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Potential players in the RBNZ’s governance model
 There are four key players in the 

governance of the Reserve Bank: 

1) Minister 

2) Monitor

3) Governing Body 

4) Statutory Decision Makers

 Within the first layer a key issue is 
how far the Minister’s role should 
extend and where the boundary 
of independence lies

 Within the lower two layers a key 
question is how external expertise 
should be built in to the model to 
provide a cross-check on decision 
making   

 The role of the Bank’s monitoring 
agent depends on choices in the 
other layers
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Should the Bank have a financial regulation role?

Key Issue
 Is there a case to separate prudential regulation and supervision from the 

Reserve Bank? 
 Terms of reference notes that it is not the government’s intention to 

separate out prudential functions from the Bank.

Propositions
 Internationally there are a variety of institutional models for financial sector 

regulation – no obvious ‘optimal model’

 While central banks have an interest in financial stability, there are 
arguments for and against allocating prudential supervision to the central 
bank

 We can develop high level criteria to assess the options, which include:
- Amended Status quo
- A separate prudential authority (‘NZPRA’)
- Combined prudential regulation and conduct authority



The case for and against structural separation
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Arguments in favour Arguments against

 Potential conflict between monetary 
policy and prudential policy roles

 Complementarity between price stability 
and financial stability

 Combining functions concentrates too 
much power in one organisation

 Synergies and better coordination 
between functions

 Threats to monetary policy independence 
if financial policy function becomes 
politicised

 More scope for building analytical/policy
capacity

 Management distraction/lack of focus  Post-GFC trend has been towards an 
enhanced role for central bank

 Potential conflict between prudential 
function and lender of last resort function.

 Higher ongoing costs from separation and 
costs of transition.
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Who should the Reserve Bank regulate? 

Key Issues
 What entities should be subject to prudential regulation?
 Existing bank and non-bank regulation regimes are not fully integrated
 Should New Zealand adopt an ADI (Authorised Deposit-taking Institution) 

framework based on the activity of deposit-taking and lending rather than 
based on bank or non-bank ‘labels‘?

Propositions
 Definition of the perimeter is important in shaping the way we deal with risks 

to financial stability
 Move to an ADI framework would still enable more focus to be placed on 

institutions posing greatest systemic risks
 Transition to a new framework could be costly and lengthen the review –

need views on whether there is a problem worth solving



Should there be Depositor Protection in NZ?
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Key Issues
 Is there a case to protect the interests of depositors and shift the incidence 

of losses of a bank failure elsewhere?
 If the answer is yes, what type of protection should be adopted – depositor 

preference (where depositors rank above other creditors), deposit insurance 
or both?

Propositions
 NZ’s current approach to financial regulation emphasises the need for 

individuals to be vigilant and responsible for investment decisions
 NZ approach puts significant weight on distortions and risks from protection
 Arguments for depositor protection based on information asymmetries and 

lack of financial capability;  preventing bank runs/contagion; promoting 
public trust

 Depositor protection has trade-offs (eg may favour higher risk institutions)
 Losses are always borne by someone!
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What will we be consulting on next year?
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 Recommendations developed in response to the November consultation

 All the remaining issues set out in the terms of reference including …

 A range of matters around prudential regulation, supervision, enforcement
- Includes consideration of the risks that climate change poses for financial stability

 Macro-prudential policy
- What role can macro-prudential policy play?
- Its relationship to other prudential policies and monetary policy
- Macro-prudential decision making
- The role of the Minister in macro-prudential policy
- The tools in the macro-prudential toolkit
- Ensuring the right balance of transparency, accountability and independence

 Miscellaneous issues (Section 9 of the Terms of Reference)
- A range of issues including obsolete or unclear sections of the Act 
- The banking system’s responsiveness to customer needs


