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What high-level financial policy objectives should the Reserve Bank have? 

1. Are the Reserve Bank’s existing high-level financial policy objectives still appropriate and fit for 
the future? 

 a) Should ‘soundness’ remain a high-level financial policy objective of the Reserve 
Bank, or would a ‘financial stability’ objective be more appropriate? 

 A financial stability objective would be preferable to financial soundness as an overriding high 
level objective for the Bank's role in endeavouring to safeguard New Zealand's financial 
system. Financial Stability should be interpreted in a dynamic rather than static sense. It 
should be grounded in a framework of oversight of financial system development that is 
consistent with the NZ  economy achieving and maintaining a sustainable non-inflationary 
growth rate. This would be consistent with the practice of several other central banks.  

Financial systems in small open economies with an open capital account and deregulated 
financial market (and especially small economies like NZ) experience capital flow volatility that 
has implications for domestic credit growth and can form the building blocks of domestic 
financial cycles. Financial shocks can readily be transmitted through the broader economy and, 
in turn, have implications for the stability of the domestic financial system and the flow 
through effects into private sector spending and savings behaviour. 

 Financial stability, thus defined, would embody the concept of financial soundness but be 
much broader. The concept of financial soundness has undertones of an institution specific 
nature and lacks the depth of the role that financial stability should play in a broader 
macroeconomic sense either in an expanding economy or one in which is going through 
significant economic and financial cycles. 

SAFEGUARDING THE FUTURE OF OUR FINANCIAL SYSTEM 
The role of the Reserve Bank and how it should be governed 

 
 Have your say 

To have your say on these important issues, please answer the questions below and send this form by email 
to rbnzactreview@treasury.govt.nz 
 
To get more information on these topics and the wider Reserve Bank Act Review, see the full consultation 
document at treasury.govt.nz/rbnz-act-review).  
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 b) What role should the Reserve Bank play in promoting ‘efficiency’? Should it have a 
narrow mandate (e.g. focused on regulatory efficiency) or a broad one (e.g. 
including allocative efficiency and promoting sustainable growth)?  

 As the consultative document points out there are several different concepts of efficiency. 
The broadest and most valuable concept of efficiency, allocative efficiency, is not able to 
be delivered by the Reserve Bank-the Bank has neither the information or analytics to be 
able to act on such a concept for the economy as a whole. 

 
Efficiency should not be a high level objective of the Bank. It could be included as a lower 

level objective for particular functions if appropriate and is carefully defined and 
something that the Bank is capable of delivering on and can be accountable for. In 
general, the most appropriate concept of efficiency for the Bank should be linked to the 
efficiency of its regulatory interventions. 

 c) Should ‘efficiency’ remain a high-level objective of the Reserve Bank, or should it be 
demoted to a lower tier of the legislation?  

 
It should be at a lower tier and linked to the efficiency of regulation. Financial regulation that 
the Bank operates under should be transparent, and efficient in terms of having clear 
objectives, be well targeted and avoid excessive dead weight losses. 

   

2. Should the Reserve Bank be given additional high-level financial policy objectives? 

 a) How many high-level financial policy objectives should the Reserve Bank have – are 
the gains of having multiple objectives worth the costs of lost focus?  

 The overriding concept and central focus of the Reserve Bank  should be one of seeking to 
meet financial stability objectives for the broad financial system. In working to meet this 
objective,  maintaining public confidence should be a high-level requirement . 

 b) Should ‘competition’ be promoted to a high-level objective of the Reserve Bank, or 
should it remain as a lower-tier objective? 

 Competition should not be a high level objective of the Bank. The broad focus of the Bank 
should be addressing systemic-related risks to financial stability. Competition is an outcome of 
market processes based on entry barriers and firm goals that are shaped in part by the 
incentives provided by the pricing system and its interplay with the regulatory regime. Issues 
of unfair competition are better dealt with by the Commerce Commission and in some 
instances by the Financial Markets Authority. The Bank should ensure that its regulatory 
framework is transparent and efficient as described above. 
 
 

 



  

  

 c) Should ‘consumer protection’ be added to the Reserve Bank’s objectives? 

 
Never 

 d) Should ‘public confidence (or trust)’ be reinstated as a high-level financial policy 
objective of the Reserve Bank 

 
This is a useful concept and should be reinstated as a high-level financial policy objective. It can 
be a difficult concept to define and measure, but the Bank should always be acting consistent 
with the implications of this concept.This, in turn, has linkages into the decision making and 
communication responsibilities of the Bank.  
 
Public confidence is more readily applied to broad systemic and macro-related considerations 
as to whether the Bank is meeting its high -level financial stability role,  rather than decisions 
affecting individual institutions (where issues of commercial sensitivity and confidentiality may 
also be a consideration). 
 
It also needs to be clear that the Bank has a limited set of instruments available to it. For 
example, the housing market is affected by tax issues (lack of capital gains tax and tax 
implications relating to negative gearing), migration flows, the efficiency or otherwise of 
planning regulations and consent processes, fees, and productivity in the house building 
sector-all of which lie outside the influence of the Bank.  
 

 e) Are there any other objectives you think the Reserve Bank should be given? 

 
No 

 Who does the Reserve Bank regulate and how should the regulatory perimeter be set? 

3. What are your views on the costs and benefits of moving from the current perimeter to an ADI 
(authorised deposit-taking institution) type of framework?  Based on your views, is this an issue 
worth pursuing? 

In defining the waters edge or perimeter of the financial system that should apply in respect of 
the Bank's financial stability oversight powers the principle of equal treatment is important (but 
so to is the focus on systemic risk..see below).There are sound arguments for ensuring that the 
regulatory perimeter extends to all institutions taking deposits and providing loans and thereby 
consolidating the banking and non-bank deposit taking institutions into one overall regime. 
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4. Is new legislation the most appropriate way to adjust the prudential perimeter, or could a 
timelier mechanism be better? What accountability processes would be necessary to 
accompany any new mechanism? 

The central focus for the Bank in terms of financial stability should be risk of a systemic nature. 
From a regulatory perspective, there should be equal treatment among different institutional 
deposit holders and borrowers but whether the Bank decides to closely supervise different 
institutions should depend on their size and whether this category of institutions is likely to pose a 
systemic risk for the financial system. 

 

Financial systems are dynamic. New business models, often driven off advances in Fintech and 
information technology that can deliver new products, lower transaction costs, expand coverage 
and increase financial inclusion, are creating new opportunities for financial service providers and 
leading to the exit of others.The Bank needs to keep abreast of these changes to ensure that its 
regulatory perimeter remains appropriate. 

 

Changing financial regulation can be a lengthy and sometimes, cumbersome, process and in some 
situations more flexible arrangements should be available. For example, in some instances it may be 
better to ensure that the Minister of Finance can approve changes in financial regulation that 
reflect evolving developments in industry structure. Similarly, there may be situations where the 
Bank might decide not to supervise some class of institutions because they do not pose a systemic 
risk and this could be discussed with the Minister. 

 

The relevant check and balance for the Bank in these situations would be discussions with the 
Treasury and the Minister, and a case by case consideration on whether public consultation might 
be appropriate before the Minister makes a final decision. 

 Should there be depositor protection in New Zealand?  

5. Have the key benefits of the status quo and the identified depositor protection options been 
correctly identified?  

Yes 
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6. Is the high-level assessment of the risks and costs under the status quo and the identified 
depositor protection options reasonable?  

Yes 

7. On balance, do the arguments support a case to progress work on depositor protection in New 
Zealand? Why or why not? If yes, which protection approach do you prefer and why?  

I do not support the introduction of depositor protection schemes that involve the Government 
pre-commiting to protect depositors up to a large specified amount through recourse to taxpayer 
funding in the event of a bank failure. This does not rule out a  Government subsequently deciding 
to guarantee protection for individual depositors in the event of solvency issues in a particular bank. 
 
Pre-commiting to protect depositors can have several negative aspects: 
 
- It undermines the current approach to the RBNZs prudential framework where considerable 
emphasis is placed on the Board of a bank as a primary governance body to provide strategic 
direction and oversight of the bank. These responsibilities  include assessing the bank's approach to 
managing  and reporting on a wide range of balance sheet, treasury and operational risks, creating a 
sound institutional culture and developing the calibre of its management. 
 
-Providing an explicit  guarantee to deposit holders in advance of any bank failure changes the 
incentives facing managers within the bank. It could lead to a greater appetite for risk taking by 
management, less effective governance by the board of the bank, and reduced oversight of banks 
by depositors. 
 
-Even if the Government pre-commits tax payer funding or additional public borrowing in advance 
of any bank failure, there could be no assurance that the Government's fiscal risk would be capped 
at the level of the pre-commitment. There have been several examples of countries in recent years 
that have bailed out deposit holders at higher levels than previously committed. 
 
-The overall costs incurred by the country through depositor protection are much more than the 
fiscal costs. Assigning priority to the specific interests of depositors changes the order or ranking of 
the claims of other bank creditors in the event of a bank failure. In turn, wholesale funders and 
other investors will seek to offset this risk by demanding higher returns for financing the bank. This 
would raise bank funding costs and banks would seek to offset the higher funding costs by lowering 
the returns to depositors that have the depositor protection. 
 



  

  

A better option would be to pre- commit to provide depositor protection at a de minimus level (for 
example, at around $10,000 per depositor for each institution). This would provide some 
transparency as to the Government's position and help reduce some of the negative effects 
outlined above of pre-committing to very large sums of depositor protection. 
 
If, instead,  the Government wishes to provide a much higher (than $10,000) level of depositor 
protection, it should examine the merits of a deposit insurance scheme.  
 
The principles contained in Box 4c look sensible. 
 
If it decided to look at the costs and benefits of deposit insurance, careful attention should be given 
to the following issues: 
 
-the specified level of insurance (eg capping the insurance fund at $50,000 per deposit)  does not 
necessarily limit the exposure of the Government in a bank failure. This is true while the fund is 
being built up and also once the fund has been fully funded through bank levies, that in turn are 
passed through to depositors. There are several examples of Governments paying out well in excess 
of specified insurance fund levels in the event of a bank failure. This risk is increased when fears of 
contagion and bank runs  are heightened. 
 
-the moral hazard issues relating to bank management and greater propensity for risk taking are not 
removed by a deposit insurance scheme. This incentive may be greater for institutions with lower 
credit ratings. 
 
-the scope of the deposit insurance scheme would need to extend beyond banks to non-bank 
deposit holders.  
 
-in NZs highly concentrated banking system, it would likely take several decades to build up the 
insurance fund  
 
-the levies imposed on banks should reflect their different degree of credit worthiness. This would 
be a very explicit signal as to the relative riskiness of different banks. Failure to adopt differential 
levies would result in a subsidy to the more risky institutions and would be contrary to the principle 
of equal treatment. 

 

  



  

  

8. (To the extent possible) what are the potential implications of your preferred approach to 
depositor protection, for depositors, other bank creditors and investors, banks and other 
financial firms, taxpayers, and the operation of the New Zealand financial system?  

My preferred approach is that the Government announce a de minimus approach to deposit 
protection and in doing so signal what its position is and why. Explaining the why is important in 
order to help avoid a serious bidding war among political parties that pre-commits large amounts of 
taxpayer resources in the event of a bank failure. 

 

If the Government is unwilling to adopt a de minimus model, it should avoid pre-commiting large 
amounts of taxpayer funding and guaranteeing certain outcomes to depositors. It should examine 
carefully the merits and costs and risks associated with deposit insurance schemes and explore the 
issues raised above (and no doubt several other issues about the role of guarantees, how to deal 
with contagion -related bank runs, governance and operational issues in designing and 
implementing an insurance fund). 

 

These issues should also include: how the establishment of such a fund in a small but highly 
concentrated banking system; how i  might affect the behaviour of riskier domestic deposit taking 
institutions; how the standing of other creditors (eg offshore wholesale lenders) would be affected 
and how they might respond; and what such a fund might mean for the NZ subsidiaries of 
Australian- owned banks given the vastly different system of depositor preference in Australia. 

9. Are there any alternative protection options, design principles, or complementary policies that 
could improve outcomes for the stakeholders identified above?  

 



  

  

 Should prudential regulation and supervision be separated? 

10. In your view, have the key conceptual arguments both for and against assigning a prudential 
role to a central bank been considered? If not, what other important arguments are there?  

Key conceptual points have been raised 

11. In the New Zealand context, are there any significant problems associated with locating 
monetary and prudential policy within the Reserve Bank (i.e. the status quo)? If so, how would 
‘separation’ address these problems? 

There are no significant problems with continuing to maintain monetary policy and prudential 
policy within the RBNZ. The paper hints at potential or actual conflicts of interest but doesn't 
identify any other raising possible issues-the resolution of which lie with management rather than 
imposing changes in structure.  

 

Instead, there are considerable synergies from maintaining this arrangement. Data on bank 
financing and lending gives a better understanding of the robustness of the economy and the 
banking sector, useful information about some of the transmission effects of monetary policy, and 
early warnings about possible difficulties associated with bank funding and liquidity. It also provides 
scope for RBNZ colleagues to develop skills in the areas of monetary policy implementation and 
financial policy and prudential oversight. 

 

The case for separation is very weak. Separation would be contrary to the direction of integration of 
functions taking place in other central banks. 

12. Do you agree that the three alternative models for institutional arrangements (a New Zealand 
Prudential Regulation Authority, a New Zealand Financial Services Authority and an ‘enhanced 
status quo’) are the correct options to consider? If not, please suggest any alternative options 
of institutional arrangements not discussed here.  Please indicate your preferred option, and 
your reasons for preferring it. 
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The three alternative models cover the main potential options. 

 

In looking at options, it should be important to look clearly at problem definition and be very clear 
at what the issues are that need to be fixed. There is often a temptation to draw up a new canvas 
without being clear as to problem definition and the history of performance and without rigorously 
examining the possible weaknesses of alternative green fields solutions. Change for its own sake or 
change driven by subjective preferences is usually a mistake. 

 

I believe the enhanced status quo should be the  preferred option. It captures the important 
synergies under the present arrangements. The central elements of the status quo have proven 
themselves to be successful and robust, but there is scope to clarify various proceedural matters. 

13. What do you consider would be the main impact on relevant stakeholders (industry, ordinary 
depositors etc.) arising from each option?  

 

14. Do you agree with the evaluative criteria and the assessment of the three options? If not, 
please suggest any evaluative criteria and/or alternative assessment you think should be 
included here. 

 

15. If the ‘enhanced status quo’ is your preferred option, what features of this option are likely to 
be most important in addressing any problems you might see with current arrangements? 

Deciding on the key focus-financial stability as opposed to financial soundness -will be important 
and how they relate to one another and what other lower ranked objectives might be established. 

There should be scope to explore whether the current "lighter handed" appraoch to financial 
supervision is still appropriate or whether a more intensive supervisory approach is warranted. 

At the very least, if the "lighter handed "approach is retained or expanded (and there are sound 
reasons for doing so, including maintaining the focus on the role of the board in the strategic 
direction, and  risk management and oversight of the NZ subsidiary) it would be important to 
ensure that there is adequate funding under the Reserve Bank's medium term funding agreement 
to enable the Bank to carry out its range of prudential functions to the standards expected of it. 



  

  

 Should prudential regulation and supervision be separated? 

16. Do you consider there is a case for a Ministerial role in clarifying the Reserve Bank’s financial 
policy objectives?   

The Government should decide the key overriding objectives for the RBNZ in respect of financial 
policy. 

 

The operational approach for carrying out prudential oversight and supervision consistent with the 
Bank's mandate should be left to the RBNZ. 

 

An area where operational roles need to be clarified concerns the role of the Minister of Finance 
and the RBNZ in dealing with a distressed bank or major financial institution. In this regard the 
insights provided by the IMF in the most recent FSAP, which noted the Minister's key role on 
matters  affecting  the Government's fiscal position  and borrowing requirements, but cautioned 
about the risks associated with political intervention in details of bank resolution, were  helpful. 

17. If the Reserve Bank’s objectives are to be clarified: 

a) what should the Minister of Finance’s role be? 

After consulting with the Reserve Bank and Treasury and seeking advice from other sources, 
including financial markets, the Minister should determine the overriding key Financial Policy 
goal for the Reserve Bank and secure parliament's support for the legislative amendment. 

b) what other mechanisms could be used to clarify the Reserve Bank’s objectives? 
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18. Do you think there is a case for making the Reserve Bank’s operational independence more 
explicit, for example by removing the requirement for Ministerial consent for certain policy 
instruments and direction powers? If so, will this require any process or governance changes?  

Yes, there is scope for increasing the RBNZ's operational independence in respect of financial policy. 

 

The governing legislation for the RBNZ should very clearly spell out the main objectives of the Bank 
and be clear as to the accountability arrangements, including expectations on reporting and 
parliament's role in reviewing/scrutinizing  the Bank's annual report and financial stability reporting 
(and other key reporting). But the  day to day operational role of the Bank should continue to be a 
responsibility of the RBNZ . 

 

On important matters such as changes to bank capital adequacy, the introduction of macro-
prudential policies, the arrangements on how the RBNZ is dealing with a bank failure, there will 
always be important consultation and dialogue with the Minister of Finance and the Treasury , as 
the Minister's advisor. This will also be the case in respect to formal consultative processes  
associated with the introduction of new instruments or major policy changes.  

 

The RBNZ would need to carefully consider any issues that the Minister raises and engage in detail 
on these matters as needed, but, as a general rule, the final decision on prudential and financial 
policy matters should lie with the RBNZ if it is to be held fully accountable for meeting the 
objectives that the Government has set. 

 

If there is  major disagreement between the Minister and the RBNZ, the Minister's view will 
override that of the Bank. However,  the Minister of Finance needs to be very transparent and 
public in issuing any specific  Government directives to the Bank.   



  

  

19. Should the administration of the Reserve Bank Act (and other Acts creating regulatory regimes 
operated by the Reserve Bank) remain with the Reserve Bank or transfer to the Treasury?  

Administration of the Reserve Bank Act (and other Acts creating regulatory regimes operated by the 
Reserve Bank ) should remain with the RBNZ.   

 

The Bank has extensive expertise in the design of  regulatory policy relating to financial policy and 
prudential management. It follows international practice carefully, including the developments 
within the Basel Committees and maintains close relationships with financial regulatory agencies in 
several countries. The Bank has many staff with long careers in financial regulation and prudential 
management and has demonstrated over several years that it can function smoothly and effectively 
across primary and delegated legislation.  

 

At the same time, there is  extensive outreach, often including formal consultative approaches, on 
major changes in regulatory policy. This gives the opportunity for interested parties to engage on 
these matters either through a formal consultative process or by directly accessing the Minister, the 
Treasury as well as the Reserve Bank. 

 

The Treasury does not have the bredth of expertise to take on the regulatory stewardship role  
functions, nor is it appropriate that it do so. The Bank should retain responsibility for the 
development of the regulatory framework. 

 

The Treasury, however, is a key advisor to the Minister of Finance and it needs to be confident that 
the Board of the Reserve Bank (discussed below) is fully and effectively fulfilling its requirements in 
overseeing the performance of the Bank. The Treasury, therefore , has an important role in ensuring 
that the governance arrangements for the Bank to be embodied in legislation are sound and  are 
able to operate effectively. The Bank and the Treasury should consult closely on the drafting of 
these governance -related aspects of the legislation with any differences in view to be outlined and 
discussed with the Minister of Finance. 

  



  

  

 How should the Reserve Bank be structured? 

20. Should the governing body of the Reserve Bank be a single decision-maker or a board? What are 
the key considerations in support of your view? 

The Reserve Bank is not a Crown entity and it would be a major mistake to load on a Crown 
entity governance model with high compliance costs and unproven benefits when the main 
elements of the existing arrangements have served NZ well and the Bank is seen internationally 
as a well-respected and highly effective central bank. 

 

The governing body for the Reserve Bank should continue to be the chief executive.( This is the 
same as with other agencies sucvh as the  Treasury, the State Services Commission, the 
Department of Inland Revenue and  the Ministry of Foreign Affairs). In the Reserve Bank's case, 
the Reserve Bank reports to the Minister of Finance, has an oversight Board,  is accountable to 
the Minister of Finance and its main reports on monetary policy and financial stability are 
reviewed by a Parliamentary Select Committee. 

 

In practice, decision making within the RBNZ involves considerable dialogue and review within 
multiple internal committees and with Bank senior management heavily involved in these 
processes (see below). The oversight role of the Board of the Reserve Bank in monitoring and 
assessing the Bank's performance should be strengthened (see below). 

 

21. Should there be a Financial Policy Committee, and if so, what should it do? What are the key 
considerations in support of your view? 

I do not support the introduction of a Financial Policy Committee. I support enhancements to the 
status quo  with a strengthened oversight function for the Reserve Bank Board  

 

The paper makes some broad claims about the functioning of a new governance arrangement 
based around a Board with the implicit judgement that new heads will deliver better outcomes. It 
implicitly assumes that the Bank operates with an authoritarian or highly centralised model of 
management and with limited accountabilities and checks and balances. None of this is born out by 
the experience of the Bank while functioning under the Reserve Bank Act. 

 

The paper significantly understates the extensive quality assurance processes and checks and 
balances that exist within the Bank. The Bank's decision on financial policy matters is a result of 
extensive discussion (often lasting several months) in a range of committees within the Bank, with 
Bank management involved at each stage. The Bank has extensive outreach with a wide range of  
foreign and domestic institutions, academics and practitioners. It has formal and comprehensive 
processes of engagement with financial intermediaries and the general public as part of the 
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consultative process on policy matters, and has regular ongoing engagement with the Treasury, 
Minister of Finance and the Board of the RBNZ on the development of policy. It frequently discusses 
these issues in its on the record speeches and  it reports on policy outcomes in the  Financial 
Stability Report and  Annual Report. 

 

Financial policy matters are invariably complex. They often involve months and sometimes more 
than a year of research and design. The research is conducted by the Bank, often with outreach to 
other central banks and regulatory authorities around the world, including the BIS and IMF,  and 
may involve the use of external consultants. These issues are discussed  on an ongoing basis within 
the RBNZ, with discussion with the RBNZ  Board and the Treasury, and often the Minister of 
Finance, as to the policy problem being addressed, the options being explored and how the Bank's 
thinking is developing. 

 

There are several issues with a Financial Policy Committee. The complexity in designing and 
appraising policy in this area requires extensive and ongoing involvement. Often, multiple strands of 
financial policy are being explored and debated in various committees and sub-committees at the 
same time. 

 

 A Financial Policy Committee that meets from time to time would likely struggle to get fully on top 
of the issues and understand the detail and considerations behind the policy design. There is a 
shortage of external people with the necessary skills to perform this role and conflicts of interest 
would be an important issue. 

 

There is also the impact on the professionals within the Reserve Bank. Many colleagues have had 
long careers specializing in financial policy. Many would likely experience morale issues if a financial 
policy committee is appointed with externals who are part time and lack the financial experience 
and judgement of the Bank's specialist staff. It would also affect the Bank's ability to attract new 
staff into this area.   

22. Are there any other legislative structures for the governance of the Reserve Bank’s powers and 
functions that you think should be considered?  

 



  

  

 How should the Reserve Bank be structured? 

23. Who should monitor the Reserve Bank? What do you see as the key considerations in 
determining who the monitoring agent should be? 

The governing body for the Reserve Bank should be the chief execitivbe and the monitoring agent 
for the Minister of Finance  should continue to be the Reserve Bank board. However, the oversight 
role of the Board should be increased. 

 

Some suggestions for improvement in this regard are that the Board could be a little larger with the 
balance of the composition of the Board having more emphasis on members with a banking, 
economic or financial policy background. 

 

The advisory role of the Board should be clarified and care taken to ensure that no conflict exists 
between the advisory role and the overall performance assessment role of the Board. 

 

The Board should have more financial resources and staff at its disposal. It should have resources to 
commission work , both internally (which it often does) and externally in reviewing issues and 
helping with its overall performance review. 

 

The Board directors should be appropriately compensated for their time and expertise.(Their 
compensation has not been adjusted for 8 or 9 years and is inadequate). 

 

The Board could should either have  a role in determining the budget of the Bank-or provide advice 
on that matter to the Minister of Finance. 

24. If the existing Board is retained as a monitoring agent only (e.g. in the form of a supervisory 
council), what changes do you see as necessary to improve its effectiveness? 

 

25. Are existing statutory accountability and transparency requirements sufficient? If not, in what 
areas would you like to see more? 
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