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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? 

 FINSIA is not expressing a view on this issue. 

 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)?  

 FINSIA is not expressing a view on this issue. 

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

 
FINSIA is not expressing a definite view on this issue. However, we note that efficiency 
may not be required as a policy objective as the Reserve Bank's overarching purpose 
requires it to pursue broader economic goals. 

   

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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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?  

 FINSIA expresses no view as to how many high-level financial policy objectives the Reserve 
Bank should have. However, we note that the greater the number of potentially competing 
objectives, the greater the potential that the process of weighing and balancing these 
objectives would reflect the personal preferences of decision-makers to subordinate some 
objectives to others. While the risk could be managed through internal governance 
arrangements -- for example, having separate committees with each having a substantially 
different membership -- there would seem to be a greater practical risk of influence where 
competing objectives were the responsibility of the same body. On the other hand, we 
recognise that separation at the body level (rather than internally) has a higher risk of 
undermining efforts to co-ordinate policy settings-- which may result in sub-optimal policy 
settings -- than internal separation or no separation. 

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

 FINSIA expresses no firm view as to whether competition should be promoted to a high-level 
objective of the Reserve Bank or should remain a lower-tier objective. We note that 
competition could create a trade-off with soundness -- because competition may reduce 
profitability of firms and, in turn, undermine their resilience to shock. On the other hand, less 
competition is likely to increase the severity of consequences of systemic failure given the 
market will be more concentrated (i.e. there will be fewer, larger financial institutions). We 
would suggest that competition may be better placed as a lower-tier objective. 

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

 
 
 FINSIA expresses no view as to whether deposit protection should be implemented in 
New Zealand. However, if deposit protection is implemented and managed by the RBNZ, the 
arguments for the RBNZ having a consumer protection objective may be strengthened. This is 
because deposit protection is likely to create a moral hazard that may compound the effects of 
the bases for deposit protection, such as information asymmetries between consumers and 
financial institutions. 
 
Further, if non-deposit creditors perceive an implicit government guarantee, the pressure 
these creditors would otherwise exert on financial institutions to exercise prudence is 
weakened. (It seems reasonable to assume non-creditors would have this perception given the 
government's unwillingness to see large institutions fail in the GFC, as reflected the Crown 
Deposit Guarantee Scheme.) 
 
The likely result of introducing deposit protection is that individual depositors are exposed to 
heightened risk in circumstances where their deposit insurance does not cover their losses.  
 
Given that the focus of consumer protection is the effect on individual consumer or cohorts or 
consumers rather than institutions or the financial system as a whole, consumer protection 
would be a separate objective. Further, if the Reserve Bank were to be responsible for deposit 



  

protection there are likely to be synergies from combining that responsibility with 
responsibility for a consumer protection objective. Finally, the argument for enhancing 
consumer protection is strengthened if the need for protection is caused or made greater by 
state intervention -- as would be the case if government-mandated deposit protection were 
implemented. On the other hand, we note the risk that competing objectives will not all 
receive due consideration if the responsibility of a single body. 

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

 
FINSIA is not expressing a definite view on this issue. However, an objective of public 
confidence would tend to pull policy settings in such a way as to improve public confidence 
even in the face of a poor conditions or a poor outlook -- which may encourage worse 
decision-making by individual members of the public. 

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

 
We are not proposing that the Reserve Bank should be given any other objectives. 

 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? 

FINSIA is not expressing a detailed view on this issue. We note that the current model does not 
capture all deposit takers. Especially if deposit protection is implemented, there will be a need (as 
discussed above) for consumer protection to be pursued with greater intensity. There are two 
broad approaches:  

 

• partial-coverage model: the regulatory perimeter continues to cover only a subset of ADIs that 
voluntary subject themselves to regulatory oversight (e.g. through describing themselves as banks); 
and only deposits held with this subset would receive the benefit of deposit protection; or 

• full-coverage model: the regulatory perimeter is extended to cover all ADIs; and all deposits would 
receive the benefit of deposit protection 

 

Under the partial-coverage model, firms will enter the regulated area if they see this as 
commercially beneficial, taking into account, for example, the value of deposit protection to their 
deposit-holders. On the other hand, there may be a perception that certain commercial benefits are 
also available outside the regulatory perimeter -- for example, if there is a perception that the state 
will not allow unregulated entities to fail, such entities might enjoy similar commercial benefits to 
their regulated peers but without the cost of regulatory scrutiny. We note that if a partial-coverage 
model applies, care would need to be taken to ensure that it could be credibly demonstrated that 
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equivalent benefits available in respect of regulated entities would not be available outside the 
regulatory perimeter. 

 

A full-coverage model would presume that all ADIs are regulated unless there are exceptional 
countervailing reasons for exemption. We note that under such a model firms within the regulatory 
field who -- individually or as a cohort -- do not pose a significant risk to the stability of the financial 
system are nevertheless captured. We note further that the regulatory burden and cost on these 
firms would have to bear may not have been chosen under a voluntary model. 

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? 

While we see the merit in a timelier mechanism than legislation, it is arguable that -- given the 
high potential costs (to consumers, industry and taxpayers) of expanding the boundaries -- 
change should be achieved through legislative change, which would be accompanied by a high 
degree of parliamentary scrutinty. For immanent emerging risk, there may be an argument for a 
timelier mechanism, such as ministerial discretion. 

 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?  

We accept that the benefits outlined in Chapter 4 of  'Safeguarding the future of our financial 
system' (November 2018) and C1 Panel Presentation - Deposit Protection (September 2018) have 
been identified correctly. In particular, we note: 

 

• information asymmetries between deposit-holder and firms and financial capability barriers in 
unsophisticated deposit-holders, which may limit the extent to which deposit-holders can assess for 
themselves the risk to which deposits are subject 

• the lack of alternatives to having certain types of deposit facilities (e.g. transaction accounts) to 
live in a modern society 

• depositor protection may mitigate the risk of runs on financial institutions; 

• depositor protection may mitigate the risks associated with a loss of confidence in the banking 
system, such as contagion effects 

• explicit depositor protection may encourage a more disciplined approach to providing a deposit 
guarantee than an implicit guarantee 
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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?  

We do not believe that the assessment of the risks and costs of the depositor protection options 
outlined in Chapter 4 of 'Safeguarding the future of our financial system' (November 2018) (pp 
57-59) and C1 Panel Presentation - Deposit Protection (September 2018) are unreasonable. 

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?  

We note that having a deposit protection scheme is the international standard and that there are 
arguments in support of its introduction, such as addressing asymmetries in consumer information; 
reducing the risk of bank runs; and promoting a more disciplined approach to providing protection 
than under ad hoc arrangements, potentially reducing the financial exposure of the taxpayer. 
However, we also note that while depositor protection may address problems such as information 
asymmetry, the introduction of depositor insurance would raise a moral hazard that would need to 
be addressed with more intensive prudential oversight and potentially with conduct regulation. 
 
If depositor protection were implemented, we would prefer the 'depositor preference plus deposit 
insurance' option. This is because it is likely to: 
 
• protect depositors from loss 
 
• prevent deposit runs 
 
• support depositor confidence 
 
• by imposing caps on the extent to which each each depositor is protected, mitigate the moral 
hazard created by depositor insurance 
 
• temper the effect of this moral hazard by strengthening incentives for non-depositor creditors to 
monitor the financial institution for risks 
 
Work on the deposit protection scheme would need to consider an appropriate cap on protected 
deposits and a method for applying the cap -- in order to strike an appropriate balance between, on 
the one hand, protecting depositors and reducing the risk of bank runs; and, on the other, managing 
the moral hazard created by deposit protection and managing the financial exposure of the 
taxpayer should the insurance scheme not be able to fully cover its liabities. We would also suggest 
that consideration should be given to an appropriate model for charging risk-based premiums for 
protection. However, we note that risk-based premiums may have a greater impact on smaller, 
more risky firms, which may have a detrimental effect on competition. 



  

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?  

Depending on the cap per depositor, a cohort of depositors will be fully protected and other 
depositors will receive partial protection. However, if depositors have a separate cap for each 
institution, they may be able to multiply their cap by spreading their deposit across institutions.  

 

Again, depending on the limits, deposit protection can reduce the risk of a run on a distressed 
financial institution, thereby reducing the risk of losses to depositors as a result of disorderly 
liquidation. This reduces the risk of contagion effects, thereby reducing the risks to depositors in 
institutions not already in distress.  

 

Insurance would create a moral hazard because of the weakened incentives for depositors to exert 
pressure on financial institutions to exercise prudence. We would expect that this effect would be 
mitigated through capping each depositor's level of protection. The hazard may also be managed 
through strengthening the incentives for non-deposit creditors, who can reasonably assumed to be 
more financially sophisticated that deposit-holders, to exert pressure on financial institutions to act 
prudently. Combining deposit insurance with preference arrangements would provide even 
stronger incentives for non-deposit creditors to exert such pressure. 

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

We would encourage a sector-led standards framework to ensure that standards of conduct and 
competence are at an appropriate level to counter asymmetries in information and financial 
capability between consumers and financial services providers -- especially in light of the likely 
added risk consumers will face if deposit protection is introduced. Such standards would involve 
a credibly enforced code of conduct; and minimum standards of education and training for 
bankers, including in relation to ethics and professionalism. This framework may benefit from 
some legislative support. 



  

 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?  

In our view, Table 5B of 'Safeguarding the future of our financial system' (November 2018) 
identifies and considers the key conceptual arguments for and against assigning a prudential role 
to a central bank. 

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? 

In our view, the primary problem is that '[t]rade-offs between inflation and financial system 
outcomes could be managed in suboptimal ways (e.g. the Reserve Bank’s price stability role may 
be prioritised as it is easier to measure).' Separation would reduce the risk that the process of 
weighing and balancing competing objectives would reflect the personal preferences of decision-
makers to subordinate one objective to another. 

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. 

We agree that these alternative models for institutional arrangements are the correct options to 
consider. 
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13. What do you consider would be the main impact on relevant stakeholders (industry, ordinary 
depositors etc.) arising from each option?  

Especially under the NZPRA and NZFSA models, there is a heightened risk of uncoordinated 
prudential and monetary policy. However, we are unsure as to the likely effects on specific 
stakeholder groups. 

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. 

We agree with the evaluative criteria, being focus; synergies; conflicts of interest; and costs. We 
are not proposing any additional criteria. 

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? 

Having separate committees with substantially different memberships, for each function is likely 
to reduce the risk that each objective will not be given due consideration. 



  

 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?   

FINSIA is not expressing a view on this issue. 

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

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

FINSIA is not expressing a view on this issue. 

b) what other mechanisms could be used to clarify the Reserve Bank’s objectives? 

FINSIA is not expressing a view on this issue. 
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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?  

FINSIA is not expressing a view on this issue. 

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?  

FINSIA is not expressing a view on this issue. 



  

 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? 

We note that a board model would tend to diversity of thought and a contest of ideas. By 
contrast, a single decision-maker is unlikely to fully reflect considerations of alternative 
viewpoints. 

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? 

FINSIA is not expressing a view on this issue. 

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

FINSIA is not expressing a view on this issue. 
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 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? 

FINSIA is not expressing a view on this issue. 

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? 

FINSIA is not expressing a view on this issue. 

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

FINSIA is not expressing a view on this issue. 
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