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Action sought 

 Action sought Deadline 

Minister of Finance (Hon Grant 
Robertson) 

Agree the direction to be issued 
under section 68B of the Reserve 
Bank of New Zealand Act 1989.   
Agree to the policy intent for a 
replacement remit that incorporates 
the Government’s housing policy.   

Tuesday 9 February, to inform 
Cabinet paper drafting for 15 
February. 

 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact

Elle Hughes Analyst, Macroeconomic and 
Fiscal Policy 

N/A 
(mob) 

 

Renee Philip 
 

Manager, Macroeconomic 
and Fiscal Policy 

 

 

Minister’s Office actions (if required) 

Return the signed report to the Treasury. 
Refer this report to the Associate Ministers of Finance.  

 
 
Enclosure: Yes (attached)    
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Treasury Report: Housing policy and the Reserve Bank 

Executive Summary 

Over the coming months, the Government will consider a range of policies to support better 
housing outcomes for New Zealanders.  
This report provides advice on exercising two levers you have to influence housing 
outcomes: 
i. Directing the Reserve Bank (‘the Bank’) to have regard to a government policy 

objective relating to housing affordability when formulating financial policy, under 
section 68B of the Reserve Bank Act (‘the Act’); and 

ii. Requiring the Reserve Bank’s Monetary Policy Committee (MPC) to assess and 
communicate the impacts of its decisions on government policy objectives relating to 
housing affordability.  

A previous report provided initial advice on requiring the Bank to have regard to house prices 
[T2021/11 refers]. This report responds to your subsequent request that the Treasury work 
with the Reserve Bank to identify specific options and jointly recommend wording. The Bank 
has been consulted on this report and its preferences are indicated in the report.  
The Treasury and the Bank expect these options would have a modest impact on 
housing affordability, particularly in relation to monetary policy. The options in this 
report elevate the prominence the Bank and the MPC give to housing affordability, but may 
not lead to materially different decisions. The proposed measures will not lead the Bank and 
the MPC to take decisions to promote housing affordability if they are not consistent with 
their primary objectives. Therefore, these limitations highlight the importance of the other 
initiatives the Government is considering to promote better housing outcomes.  

Section 68B direction 
Section 68B of the Act empowers you to direct the Bank to have regard to a government 
policy that relates to the Bank’s registration and supervision functions under the Act. Section 
68B is intended to be used to highlight government policy priorities that the Bank must have 
regard to when pursuing its financial stability mandate and statutory purposes. The Bank 
would then be required to ‘have regard to’ the specified government policy. It does not 
change the nature of the Bank’s functions or require the Bank to implement a government 
policy. 
This report identifies three options for expressing a Government Policy on housing, which 
could then be expressed in a section 68B direction.  

• Option 1: To have regard to the Government policy on the desired overall level of 
house prices, i.e. “to support more sustainable house prices”. This is the Reserve 
Bank’s strongly preferred option.  

• Option 2: Option 1, plus the Government’s specific policy objective regarding first home 
buyers, i.e. “to support more sustainable house prices by dampening investor 
demand for existing housing stock in order to allow more opportunities for first 
home buyers”. This is the Treasury’s preferred option.  

• Option 3: To have regard to the Government’s entire policy objective on housing, which 
includes the above, as well as broader factors such as ‘safe, warm and dry’ housing.  
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The Treasury’s preference is for Option 2 because it achieves the overall objective of 
communicating the Government’s housing priorities. In addition, unlike Option 1, this would 
justify a differential approach to investors than owner-occupiers. It is also more specific – and 
therefore potentially more effective than –   
The Bank’s strong preference is for Option 1. This option most accurately represents the 
Bank’s role in supporting the Government’s housing objective. It would require the Bank to 
assess and have regard to whether house prices are within some range of ‘fair value’ and 
whether there are shorter-term portfolio investment house price drivers related to expected 
capital gains. The Bank thinks that this option would reduce the risk of setting unrealistic 
expectations about the Bank’s ability to address issues around the balance between owner 
occupiers and property investors, which are better addressed with other Government 
policies. In practice, this would require an assessment of whether house prices are within 
some range of ‘fair value’. This includes looking for signs of shorter-term portfolio investment 
drivers related to expected capital gains, such as a significant rise in the share of houses 
purchased by property investors or an unwarranted fall in rental yields. 
Replacing the remit 
In terms of the monetary policy remit, the Treasury and the Bank jointly recommend that you 
seek a new remit that requires the MPC to assess how its monetary policy decisions affect 
the Government’s housing objectives, which would be specified by reference to the section 
68B direction. This change would require the MPC to both assess and communicate the 
effects of monetary policy on the Government’s housing objectives. However, it would not 
alter the monetary policy objectives and the MPC would retain autonomy over whether and 
how its monetary policy decisions take account of potential housing consequences. We 
recommend that any replacement remit expire in 2024.  
Debt-to-income ratios 
This report also recommends that you ask the Bank to provide further advice on debt-
to-income ratios (DTIs). This follows from the Bank’s 9 December 2020 request that the 
Government allow it to make use of tools such as DTI limits. The Treasury’s previous view on 
DTIs – that we are relatively supportive of the addition of DTIs to the Bank’s macroprudential 
toolkit as a way of promoting financial stability and reducing the risk of boom-and-bust 
economic cycles – largely still stands. However, to form a firm view on the merits of DTIs, we 
recommend that you ask the Reserve Bank for more information on the DTI settings that 
might be implemented, particularly in light of the upcoming section 68B direction.  
Next steps 
The annexes include a draft section 68B direction and a draft replacement remit. The 
Treasury proposes that both matters be considered at Cabinet on 15 February, alongside 
proposals relating to tax changes to moderate house price growth. The Treasury anticipates 
that any new section 68B direction could be issued following 15 February, with any new 
monetary policy remit issued after the release of the Reserve Bank’s Monetary Policy 
Statement on 24 February.  

  

[36]
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Recommended Action 

We recommend that you: 
 

a Note that the Government housing policy objectives are being considered in a parallel 
report [T2021/103 refers], and we have taken the proposed policy wording as given in 
this report.  

 
Section 68B direction  
 
b Agree to issue a section 68B direction on government policy 
 

Agree/disagree 
 

c Agree wording for the section 68B direction to require the Reserve Bank to have 
regard to: 

 
1. Government policy “to support more sustainable house prices” (the Reserve 

Bank’s strongly preferred option) 
 
Agree/disagree 
 
(or) 
 
2. Government policy “to support more sustainable house prices by dampening 

investor demand in order to allow more opportunities for first home buyers” (the 
Treasury’s preferred option) 

 
Agree/disagree 
 
(or) 
 
3. The entire Government policy objectives on housing (see body of this report and 

T2012/103) 
 
Agree/disagree 

 
d Provide feedback on the attached draft section 68B direction. 
 
 
Monetary policy remit 

 
e Agree to seek to implement a replacement remit that incorporates the Government’s 

housing policy (Treasury and Reserve Bank joint recommendation),   
 

Agree/disagree 
 
f Note that the Treasury and Reserve Bank have identified wording that both parties are 

content with, and that PCO would then draft the remit, 
 

g Agree that the replacement remit should reflect the policy intent to: 
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a. Set the expectation that the MPC, while it is pursuing its economic 
objectives, comprehensively understands the effects its decisions have on 
the Government’s housing objective, and 

 
b. Provide transparency and assurance about how the MPC understands 

these effects. 
 

Agree/disagree. 
 
h Note that, if section 2B of the remit requires the MPC to assess its impact on the 

Government’s housing objective, the charter will consequentially require the MPC to 
publicly explain how it has sought to assess its impact on that objective, 
 

i Agree that the replacement remit should expire on 14 February 2024,  
 

Agree/disagree 
 

Debt-to-income ratios 
 
j Invite the Reserve Bank to provide further advice on introducing limits on debt-to-

income ratios.  
 

Yes/no 
 
Next steps 
 
k Note that there are timing risks relating to the PCO drafting and certification of a new 

remit, and the Treasury will undertake to provide an update on timing next week, and 
 

l Agree that the Treasury will draft a letter for you to send to the Bank to inform the Bank 
of your decisions, and request further advice from the Bank on DTI ratio restrictions, 
and 
Agree/disagree 
 

m Refer this report to the Associate Ministers of Finance (Woods and Parker). 
 

Refer/do not refer 
 
 
 
 
 
 

Renee Philip 
Manager, Macroeconomic and Fiscal Policy 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance  
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Treasury Report: Housing policy and the Reserve Bank 

Purpose of report  

 This report responds to your request for further advice on options to direct the Reserve 
Bank of New Zealand (‘the Bank’) and its Monetary Policy Committee (MPC) to have 
regard to the Government’s strategic objectives for housing.  

 This report seeks your decisions on options to support Government economic 
objectives for housing by: 
a Formulating a Government policy objective that relates to the Bank’s functions to 

maintain a sound and efficient financial system, and directing the Bank to have 
regard to that Government policy, under section 68B of the Reserve Bank of New 
Zealand Act 1989 (‘the Act’), and 

b Replacing the MPC remit with one that requires the MPC to assess the impact of 
monetary policy on the Government’s housing objective.  

 Following your decisions, the Treasury will prepare a draft Cabinet paper for 15 
February, seeking Cabinet agreement to: 
a Issue a direction to the Bank under section 68B of the Act, and 
b Recommend that the Governor-General replace the MPC remit.  

 This would enable you to announce intended changes before the next Monetary Policy 
Statement is released on 24 February. The section 68B direction would come into 
effect after it is issued. The new remit would not come into effect until after being 
agreed by the Executive Council and issued by the Governor-General. It may be 
subject to the 28-day rule which means it would not come into effect until 28 days after 
being notified in the Gazette. This timeframe would be consistent with the MPC 
operating under the new remit for its decision in May.  

Context 

 The Government is considering a range of policies to support better housing 
outcomes for New Zealanders. Access to affordable housing is a significant and 
growing concern for New Zealanders. The current state of the housing market creates 
significant societal inequities, and cuts across a number of the Government’s other 
goals. 

 On 24 November 2020, you wrote a letter to the Governor of the Bank that 
consulted on a replacement of their monetary policy remit. Your proposal was to 
require the MPC to “seek to avoid unnecessary instability in house prices” whilst 
pursuing their operational objectives. The Bank replied that, amongst other things, it 
would prefer that consideration of house prices be explicitly required in their 
forthcoming financial policy remit, and possibly by issuing a section 68B direction under 
the Act, instead of their monetary policy remit. 

 A previous report provided initial advice on requiring the Bank to have regard to 
house prices [T2021/11 refers]. The Treasury advised that there is potential to deliver 
your housing objectives by issuing a section 68B direction or through an addition to the 
forthcoming financial policy remit.  This is because there is less likely to be a conflict 
between financial policy objectives and a requirement to consider house prices when 
setting financial policy, compared with the trade-off involved for monetary policy. More 
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often, moderating house price growth will reinforce financial stability. Financial policy 
tools can also be more targeted to specific sectors of the housing market e.g. 
residential investors, in contrast to interest rates, which are quite a blunt tool.  

 Your proposed change to the monetary policy remit could be a useful signal to send 
that you expect the MPC to consider the broader impacts of their decisions. However, 
the primacy of the MPC’s economic objectives of stable inflation and sustainable 
employment mean the impact on house price inflation from changes to the MPC remit 
are likely to be limited. 

 You subsequently requested that the Treasury work with the Bank to identify 
options to replace the remit, and issue a section 68B direction, and jointly 
recommend wording for both. Treasury has consulted the Bank on each of the 
options presented below. The Bank’s views are reflected where relevant.  

 On 15 February, Cabinet will consider the first in a new series of papers on 
measures to address the housing crisis [T2021/103 refers]. That Cabinet paper will 
outline the current state of the housing market and its fiscal and wellbeing 
consequences. It will also propose tax policy changes to support the Government’s 
housing objectives. Treasury is working to progress a potential section 68B direction 
and remit changes such that Cabinet can consider them in parallel, on 15 February. 
You have separately received a Treasury Report on the issue of interest-only 
mortgages [T2021/199 refers]. 

 The Bank will also be announcing its decision on reinstating the LVR restrictions by 9 
February. While the decision will come before any section 68B direction, Treasury 
understands that the Bank will continue to monitor and review the calibration of its LVR 
settings. The Reserve Bank will not be able to refer to or take into account the 
upcoming section 68B direction in their immediate LVR decision. The impact of the 
section 68B direction on future Reserve Bank decisions on LVR limits will also depend 
on the calibration of the reinstated restrictions which will be announced next week. 

 The Treasury expects that the changes proposed in this paper will have modest effects 
on housing outcomes, compared with the more fundamental measures being 
considered as part of the broader package. The changes proposed here are unlikely to 
substantially shift longer-term outcomes in the housing market. 

Issuing a section 68B direction to require the Reserve Bank to have regard to 
Government policy 

 You have asked for advice on issuing a direction on housing policy to the Bank under 
section 68B of the Reserve Bank Act 1989. Treasury understands that your objective 
for issuing a direction to the Bank would be to promote the development of financial 
policy that maintains a sound and efficient financial system in a manner that supports 
(or aligns with) the Government’s wider strategic objectives on housing.  

 This report provides you with further information about a section 68B direction, options 
for expressing government policy on housing, Treasury and the Bank’s views, a draft 
section 68B direction for your consideration, and advice on next steps.  

 Section 68B empowers the Minister of Finance to direct the Bank to have regard to a 
government policy that relates to the Bank’s registration and supervision functions 
under the Act. 
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Your power to give a section 68B direction  

 The direction power in section 68B is based on section 104 of the Crown Entities Act 
2004. However, a key difference is that for a section 68B direction, the government 
policy must relate to the Reserve Bank’s functions under Part 5, 5B and 5C of the Act 
(while the CEA provision refers to the autonomous Crown entity’s functions and 
objectives).  

 Generally speaking, the Bank’s functions under Part 5, 5B and 5C of the Act include 
bank registration, prudential supervision, and statutory management, and regulation of 
payment and settlement systems. 

 Section 68 of the Act states the powers conferred on the Governor-General, the 
Minister, and the Bank by this Part of the Act, which includes the 68B direction power, 
shall be exercised for the purposes of: 
a promoting the maintenance of a sound and efficient financial system; or 
b avoiding significant damage to the financial system that could result from the 

failure of a registered bank. 
 Certain procedural requirements also apply. For example, you must consult with the 

Reserve Bank on the proposed direction before giving it and must present it to the 
House and publish in the Gazette as soon as practicable after giving it. 

Government Policy and the impact on Reserve Bank financial stability policy 

 

 

 

 

 Treasury recommends seeking Cabinet confirmation of the current Government policy 
and objectives on housing before a section 68B direction is issued.  

[36]
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Government Policy on Housing 

 Treasury understands that you will soon be seeking Cabinet agreement on the 
Government’s strategic policy on housing, including objectives [T2021/103 refers]. This 
could be used as the basis of the government policy which is to be referred to in a 
section 68B direction.  

 In particular, the relevant proposed objective is: 
“In the short to medium term, support more sustainable house prices by dampening 
investor demand for existing housing stock, while creating additional opportunities for 
first home buyers.” 

 As noted at paragraph 18 above, you must exercise your powers for the purposes of 
promoting the maintenance of a sound and efficient financial system, or avoiding 
significant damage to the financial system that could result from the failure of a 
registered bank.  

 The Treasury thinks that there are three broad options for a direction which would 
promote a sound and efficient financial system, as well as highlight the government’s 
housing policy objectives. 

Option 1: ‘To support more sustainable house prices’ (the Reserve Bank’s strongly 
preferred option) 

 This option provides a general, high-level statement of Government policy on housing, 
centred around sustainability. It also includes the wider Government policy objectives 
on housing in the explanatory note. In this context, the Reserve Bank would interpret 
‘supporting more sustainable house prices’ as requiring the Bank to consider how its 
financial policies, including capital requirements and loan-to-value ratio policies, affect 
house prices against some sustainable level. In practice, this would require an 
assessment of whether house prices are within some range of ‘fair value’.1 This 
includes looking for signs of shorter-term portfolio investment drivers related to 
expected capital gains, such as a significant rise in the share of houses purchased by 
property investors or an unwarranted fall in rental yields. 

 The main benefit of this option is that it best aligns with long-term economic 
fundamentals of housing and the Bank’s financial stability mandate. It is clearly linked 
to the purpose of promoting a sound and efficient financial system. This would help to 
manage the risk that the section 68B direction could create unrealistic expectations 
around the ability of the Reserve Bank to address issues in the housing market. This 
option is also a broad expression of the relevant Government housing objective above, 
which is one part of ensuring house prices do not exceed their fair value. 

 On the other hand, this option does not explicitly include the more specific Government 
policy objectives on housing, which are to ‘dampen investor demand for existing 
housing stock, while creating more opportunities for first-home buyers’. The risk of not 
articulating these specific objectives is that it does not formally require the Bank to 
consider them when it is carrying out its relevant functions and therefore does not 
justify a differential approach to investors and owner-occupiers. However, in practice, 
the Bank is of the view that it would consider and have regard to the specific objectives, 
to the extent that property investors are a factor driving house prices above fair value. 

 
1 Measures of fair value include comparison of house prices to: (i) affordability for owner-occupiers in the prevailing 

macroeconomic environment; or (ii) the cost of building a new house. 
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 The economic language used in this option may also be difficult for the public to 
understand fully. To counter this, the Reserve Bank plans to clearly articulate how the 
direction will be factored into decision-making in a public speech in March if this option 
is taken forward.  

Option 2: 'To support more sustainable house prices by dampening investor demand 
for existing housing stock, in order to allow more opportunities for first home buyers’ 
(the Treasury’s preferred option) 

 This option builds on Option 1 by including the Government’s specific policy objective 
regarding first home buyers. It also includes the wider Government policy objectives on 
housing in the explanatory note. The language on first home buyers in the direction 
itself has been modified slightly to better fit with the Reserve Bank’s financial policy 
functions. This objective relates to recent house price increases, largely caused by 
demand-side factors.  

 This option clearly articulates the Government’s relevant policy objectives for first home 
buyers and how it wishes to achieve this, by dampening investor demand, which may 
be relevant to Reserve Bank policies regarding mortgage lending. When considering 
financial policy, such a direction would prompt the Bank to have regard to the impacts 
on different groups in a way that reflects the Government’s specific housing objectives. 

 While the first part of the objective has direct links to financial stability, the second part 
is a sub-objective of sustainable house prices, by shifting distribution of housing 
ownership away from investors and towards first home buyers. There may be different 
financial stability risks from investors and first home buyers. For example, investors 
may be expected to more quickly sell their properties in response to declining house 
prices, which increases the risk of ‘fire sales’ in a downturn. Investors entering the 
market at a later stage may also pose a higher risk. 

 

 In the Bank’s view, a more targeted direction is likely to be less effective as, in some 
circumstances, it could be inconsistent or incompatible with the main financial stability 
objective. This objective would also not translate well to the MPC remit, given the blunt 
nature of monetary policy tools, making it harder to coordinate monetary policy and 
financial policy. The time-specific nature of the direction could also conflict with the 
longer-term focus of financial policy. This could create unhelpful expectations about 
future policy direction. 

Option 3: Include the entire Government housing policy objectives in the direction to 
the Reserve Bank 

 This would involve specifying the entire Government housing policy objective in the 
formal direction to the Reserve Bank, rather than only in the context section, as in 
Option 2.  

 The current proposed housing policy objectives are: 
a Ensure every New Zealander has a safe, warm, and dry home to call their own – 

whether they are renters or owners.  

[36]
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b In the short to medium-term, support more sustainable house prices by 
dampening investor demand for existing housing stock, while creating 
additional opportunities for first-home buyers.  

c Create a high-performing housing supply system for renters and owners, taking 
credible measures to increase supply and facilitate responsive, competitive, and 
more affordable housing and urban land markets that are well planned and well-
regulated. 

 The benefit of this option is that it fully articulates the Government’s housing strategy to 
the Reserve Bank. This may have benefits in terms of encouraging the Reserve Bank 
to look at factors beyond just investor demand, such as the impact of its 
macroprudential tools on the supply of new builds.  

 However, this option has limitations in that, by specifying the entire housing objective in 
the direction, it may be insufficiently clear what part of the objective the Government 
wants the Reserve Bank to focus on. This may lead to the direction having less effect 
than one that is more precisely specified (such as Option 2).  

 In addition, this option has been developed under time constraints. 

Treasury recommendation 

 Overall, the Treasury thinks that issuing a section 68B direction is a useful tool 
in the current context. It will signal the relevant government policy that the Bank will 
need to consider, while recognising that the Bank still needs to assess the direction 
and give the weighting that it considers appropriate in the circumstances. In having 
regard to the government direction, the Bank would be expected to have regard to 
options that support sustainability of house prices, with positive impacts for affordability 
and risks to first home buyers. 

 In terms of the specific options, Treasury’s preference is for Option 2 because it 
achieves the overall objective of communicating the Government’s housing priorities. In 
addition, unlike Option 1, it provides information about which part of the market the 
Government intends to focus its policies on. Option 2 would also require the Reserve 
Bank to have regard to how it could achieve its financial soundness and efficiency 
purpose without coming at the expense of first home buyers. 

 Nevertheless, it is important to emphasise that, while any of the options above should 
‘elevate’ the prominence given to the Government’s housing policy by the Reserve 
Bank when considering how to achieve financial soundness and efficiency, none are 
expected to result in the Reserve Bank taking decisions to promote housing 
affordability in a way that undermine its financial soundness and efficiency objectives. 
As such, none of these options should be expected to have a significant impact on 
housing affordability on their own accord. This highlights the importance of the other 
initiatives being considered by the government to promote housing affordability.   

[36]

[36]
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Reserve Bank recommendation 

 If the Government wishes the Bank to have regard to the Government’s housing policy, 
the Bank supports that be done through a section 68B direction. It is the Bank’s 
preference that the direction make clear the Government’s housing policy and the 
Bank’s role in supporting that objective. To avoid unrealistic expectations, this would 
reflect that the Bank’s policies do have a role in influencing the housing market but its 
role in supporting the Government’s housing policy is limited, given the primacy of the 
Bank’s financial and monetary policy objectives. 

 In terms of specific options, the Bank’s preference is for Option 1. This option provides 
the most achievable objective for the Bank, as sustainable house prices are consistent 
with its financial stability mandate. Like Options 2 and 3, it would require the Bank to 
have regard to whether its financial policies could bring house prices closer to ‘fair 
value’, including if overvaluation were caused by investor speculation. Unlike Options 2 
and 3, it would not create unrealistic expectations about the ability of the Bank to target 
specific subsectors of the housing market. Option 1 is also a more enduring 
requirement, as it would be relevant in future circumstances where there was a desire 
to bolster housing demand from both owner occupiers and investors.  

Replacing the MPC remit 

 The current MPC Remit has been in place since 14 February 2019 and expires after 
five years, unless replaced before then. Replacing the remit before its expiry requires 
an Order in Council, which means it is subject to the Regulations Review Committee. 
The provision to replace the remit was designed to accommodate changes to the 
MPC’s decision-making, to reflect changes in economic circumstances. In the context 
of rapidly rising house prices and very extensive use of alternative monetary policy 
tools, the Treasury considers that replacing the remit is appropriate. 

 The Treasury recommends that the replacement remit expire on 14 February 
2024, to align with the expiry date of the current remit. The Act provides flexibility 
for the term of a replacement remit issued by Order in Council. It can have a term of 
less than 5 years (which a remit issued through the five-yearly process cannot). Given 
that we have not undertaken a full remit review, we recommend that any replacement 
remit expire in 2024. The Bank has begun planning work for a 2024 review.   

 The replacement remit would be drafted by the Parliamentary Counsel Office (PCO) for 
your review, and then issued by the Governor-General on your recommendation. 

 The Act provides that the remit must set out operational objectives for carrying out the 
function of formulating monetary policy. The remit may specify or provide for the 
operational objectives in any way that you think fit, including one or more of:  
a specifying or providing for a target or targets for an economic objective,  
b a framework for weighting the economic objectives,  
c defining any matters in connection with an economic objective,  

[36]
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d a requirement for the MPC to have regard to 1 or more matters in connection with 
seeking to achieve an economic objective.  

 A matter in the remit cannot be inconsistent with the economic objectives. 
 As requested, Treasury has worked with the Bank to identify mutually acceptable 

wording for a housing-related matter to be included in a new remit. Our joint-
recommended policy intent is that the replacement remit would: 
• Set the expectation that the MPC comprehensively understands the effects its 

decisions have on the Government’s housing objective, while it is pursuing its 
economic objectives. 

• Provide transparency and assurance about how the MPC understands these 
effects. 

 Annex One sets out an indicative draft of a proposed replacement remit in full and has 
been agreed in principle between the Treasury and the Bank.  

 The Treasury and the Bank jointly recommend that you seek a new remit that 
incorporates the government's housing policy via reference to section 68B 
directions. Indicative proposed wording agreed between the Treasury and the Bank is: 
In pursuing the operational objectives, the MPC shall: [...] Assess the potential material 
impacts of its monetary policy decisions on Government policies outlined in section 
68B directions.  

 This indicative wording would require the MPC to assess impacts on any future section 
68B directions too. The Treasury do not think that the change to the remit needs to 
capture any future section 68B directions, which may not be relevant for monetary 
policy. However, it is not something we feel strongly about. 

 We expect this change would achieve similar outcomes to your original 
suggested wording. The original wording you suggested to the Governor was that the 
MPC should be required to “seek to avoid instability in house prices”. Our proposed 
change would instead require the MPC to assess and communicate the effects of 
monetary policy on the Government’s housing objectives. As the requirement to “seek 
to avoid instability in house prices” would have been secondary to the MPC’s economic 
objectives, it is unlikely that it would have materially impacted on monetary policy 
decisions.  

 We think a requirement to “assess” impacts on the Government housing objective is 
likely to have similar impacts on decision making – in that it would likely still be given 
weight only if it did not undermine the economic objectives. However, this would be up 
to the MPC. The MPC would not be formally required to have regard to the 
Government’s housing objective when formulating monetary policy. The wording 
“assess”, rather than “seek to”, would help address the Bank’s concern that this could 
undermine the MPC’s perceived commitment to the economic objectives.  

 The MPC would retain autonomy over whether and how its monetary policy decisions 
take account of potential housing consequences. At the margins, the MPC’s 
assessment of likely housing outcomes may impact its choice of the monetary policy 
mix, if it supported the monetary policy objectives.  

 Following its decisions, the MPC would need to explain regularly how it has sought to 
assess its impact on housing outcomes, supporting your objective to increase 

[36]
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transparency about how the MPC considers its impact on housing outcomes. This 
reporting obligation would arise because the Charter requires the MPC to explain how 
it met the requirements of section 2B of the remit in its quarterly Monetary Policy 
Statements.   

 We also recommend updating the ‘Government’s Economic Objective’ set out at 
the front of the remit.  This would complement the section 2B requirement to assess 
the impacts of monetary policy on the Government’s housing objective, and support the 
section 68B direction. To be consistent, we propose reflecting text from the section 68B 
direction, for example (addition underlined): 
The Government’s economic objective is to improve the wellbeing and living standards 
of New Zealanders through a sustainable, productive and inclusive economy.  Our 
priority is to move towards a low carbon economy, with a strong diversified export 
base, that delivers decent jobs with higher wages and reduces inequality and poverty. 
[An effective functioning housing market is a critical component of a sustainable and 
inclusive economy and promotes the maintenance of a sound and efficient financial 
system.] 

 As far as practical, officials are attempting to align the text in the remit to the 
Government policy set out in the section 68B direction. Consistency across these 
documents would support the clarity of the Government’s policy objective. Subject to 
your agreement, we will express a preference for consistency across the remit and 
section 68B direction when issuing drafting instructions to PCO.  

Debt-to-Income ratios  

 In the Bank’s 9 December 2020 response to your letter of 24 November, the Bank 
requested that the Government give consideration to adding restrictions on debt 
serviceability (that would include debt-to-income (DTI) limits) to the Bank’s 
Memorandum of Understanding (MoU) with the Minister of Finance.  

 DTIs limit the total amount of a borrower’s debt as a ratio to gross income, and – in a 
macroprudential context – seek to reduce the probability a debtor will default. DTIs can 
complement loan-to-value ratio (LVR) restrictions, which largely influence the extent of 
a bank’s loss in the case of default. Like other macroprudential tools, under current 
legislation, the Bank would only be able to make use of DTIs to the extent that they 
contribute to financial stability, rather than to directly target housing affordability 
objectives. However, as discussed above, a section 68B directive could nevertheless 
focus the Bank’s attention on housing affordability within the context of its overarching 
financial stability objective. 

 Depending on their calibration, DTIs could reduce the extent of house price growth, 
and long-term, they could be a useful tool to prevent house prices from ‘getting out of 
hand’ in the future. However, banks already have debt-to-income serviceability 
requirements in their internal credit assessments, meaning that the impact of DTIs on 
house prices should not be overstated. In addition, while DTIs may reduce house price 
growth, depending on design, in the current situation they are also likely to make it 
more difficult for some buyers to enter the market.  

 In 2017, the Reserve Bank publicly consulted on the introduction of serviceability 
restrictions (such as DTI limits). It proposed that DTIs would apply to both investors 
and owner-occupiers, but that there would be a range of exemptions, such as for loans 
that are for the construction of new dwellings, and for owner occupied houses priced 
below a certain value. It highlighted one possible DTI limit that could be applied, of no 
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more than 20% of new lending with a DTI ratio of greater than 5, although this was 
indicative only.  

 At the time, the Treasury was relatively supportive of the addition of DTIs to the Bank’s 
macroprudential toolkit, as a way of promoting financial stability and reducing the risk of 
boom-and-bust economic cycles. However, Treasury also recognised the risk that DTIs 
could prevent or delay potential homebuyers from home purchases (although the 
design of the Reserve Bank proposals would have mitigated this risk for owner-
occupiers to an extent), and noted that DTI limits were unlikely to substantially increase 
financial stability. Ultimately, the MOU between the Reserve Bank and Minister of 
Finance was not revised to include DTIs. 

 The Treasury’s previous view regarding DTIs largely still stands. However, to provide 
further advice on the merits of such a measure, Treasury would need more information 
and specificity about how the Bank would implement them, particularly in light of any 
section 68B direction that is ultimately issued.  

 Given this, in response to the Bank’s request, the Treasury recommends that you 
invite the Bank to report to you in more detail on DTI limits. This report should 
include DTI settings the Bank might look to impose, how DTI limits might promote the 
Bank’s objectives of financial soundness and efficiency, and the impact of lower 
interest rates on DTI settings. It should also identify how the Bank would be thinking 
about implementing the DTIs in light of any direction you issue under section 68B, 
including any impacts DTIs might have on the Government policy objectives highlighted 
through the section 68B directive, such as on house prices and on different categories 
of potential house buyers.  

Next steps  

 Issuing a section 68B direction: For the avoidance of doubt, Treasury recommends 
seeking Cabinet confirmation of the current Government policy and objectives on 
housing before a section 68B direction is issued. Once issued, you must present the 
68B direction to the House and publish it in the Gazette as soon as practicable after 
giving it.  

 Issuing a new monetary policy remit: To replace the remit, an order in Council is first 
required. In brief, the usual process for an Order in Council includes the following 
steps: 
a submitting the policy to a Cabinet committee and Cabinet for approval; 
b drafting by PCO (including certification by PCO); 
c submitting the proposed Order in Council to the Cabinet Legislation Committee 

and Cabinet for submission to the Executive Council; 
d notification in the Gazette; and 
e a 28-day period before the Order in Council come into force. 

 The following timetable for the enactment of an Order in Council is fairly compressed, 
however may be achievable.  

 Given the interdependencies between the section 68B direction and changes to the 
remit, Treasury recommends progressing both issues in parallel timeframes. The table 
below sets out the timing of next steps: 
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5 February  Talking points for Cabinet on 9 February provided to your 
office.  

9 February The Treasury receives feedback from you on this report and 
your preferred approach for s 68B and the remit. 

10 February 
 

At Cabinet on 9 February, oral items on upcoming Cabinet 
papers regarding: 

i.  s 68B direction and replacing remit, and 
ii.  tax and housing policy changes.  

10 February Draft Cabinet paper on s 68B and remit (seeking 
authorisation for drafting) provided for your feedback by 11 
February. 

11 or 12 February Lodge both Cabinet papers.  
15 February Cabinet considers both Cabinet papers. 
15-24 Feb Possible Government announcement of Government policy, 

and issue s 68B direction alongside other housing measures 
(Gazette and table s 68B in Parliament).  

22 Feb Cabinet authorises recommended replacement remit.  
Executive Council – Order in Council for remit changes.  
Possible Government announcement of new remit.   

24 Feb Monetary Policy Statement (decision taken under current 
remit). 

After 24 Feb Governor-General issues new monetary policy remit, on your 
recommendation (following order in Council process). 
Present remit to the House.

 
 

 Subject to your feedback, the Treasury will draft a letter for you to send to the Bank to 
inform the Bank of your decisions, and request further advice from the Bank on DTI 
ratio restrictions.  

 
  

[34]
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Annex One: DRAFT direction on Government policy   

Pursuant to section 68B of the Reserve Bank of New Zealand Act 1989 (the Act), I direct the 
Reserve Bank of New Zealand (the Reserve Bank) to have regard to the 
following government policy that relates to its functions under Part 5 of the Act.   
 
Government policy   
 
[Option 1: preferred by RBNZ]   
It is Government policy to support more sustainable house prices.  
 
or  
 
[Option 2: preferred by Treasury]  
It is Government policy to support more sustainable house prices and dampen investor 
demand for existing housing stock, in order to allow more opportunities for first home buyers.   
 
or  
 
[Option 3]   
The Government’s policy objectives are:  
1. Ensure every New Zealander has a safe, warm, dry and affordable home to call their 

own – whether they are renters or owners.   
  
2. In the short to medium term, support more sustainable house prices by dampening 

investor demand for existing housing stock, while creating additional opportunities for 
first home buyers.   

  
3. Create a high-performing housing supply system for renters and owners, taking credible 

measures to increase supply and facilitate responsive, competitive, and more affordable 
housing and urban land markets that are well-planned and well-regulated.  

  
Consultation   
The Reserve Bank has been consulted on this direction.   
 
Communication  
Pursuant to section 162B(1)(d) of the Act, the RBNZ is required to report on how it has had 
regard to this direction in its next Statement of Intent.      
 
Review  
I intend to review this direction in consultation with the Reserve Bank in [two] years.  
 
 
 
 
 
 
Issued at Wellington this X day of February 2021  
 
Hon Grant Robertson, Minister of Finance   
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Explanatory note (not part of this direction):    
 
Section 68 of the Act requires that the powers conferred on the Reserve Bank under Part 5 
be exercised for the purpose of promoting the maintenance of a sound and efficient financial 
system. To promote the maintenance of sound and efficient financial system, the Reserve 
Bank imposes a range of conditions of registration on financial institutions in relation to a 
bank’s ability to carry on its business in a prudent manner.   
The adoption and implementation of these conditions have implications for the housing 
market and also for the Government’s broader policy objectives.   
 
The Government policy which is the subject of the direction forms part 
of the Government’s overall economic objective is to improve the wellbeing and living 
standards of New Zealanders through a sustainable, productive and inclusive economy.   
 
An effective functioning housing market is a critical component of a sustainable and inclusive 
economy and promotes the maintenance of a sound and efficient financial system.  Access 
to affordable housing is a significant and growing concern for New Zealanders. Despite 
the impact of COVID-19, median house prices have increased significantly in the past year.   
 
The current state of the housing market creates significant societal inequities, and cuts 
across a number of this Government’s goals.  
 
To that end, the Government’s overarching objectives are:  

 
1. Ensure every New Zealander has a safe, warm, dry and affordable home to call their 

own – whether they are renters or owners.   
  
2. In the short to medium term, support more sustainable house prices by dampening 

investor demand for existing housing stock, while creating additional opportunities for 
first home buyers.   

  
3. Create a high-performing housing supply system for renters and owners, taking credible 

measures to increase supply and facilitate responsive, competitive, and more affordable 
housing and urban land markets that are well-planned and well-regulated.  
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Annex Two: DRAFT indicative remit for the MPC 

Note: recommended changes are underlined.  
 
The Government’s Economic Objective  
 
The Government’s economic objective is to improve the wellbeing and living standards of New 
Zealanders through a sustainable, productive and inclusive economy.  Our priority is to move 
towards a low carbon economy, with a strong diversified export base, that delivers decent jobs 
with higher wages and reduces inequality and poverty. [An effective functioning housing 
market is a critical component of a sustainable and inclusive economy and promotes the 
maintenance of a sound and efficient financial system.] 
 
Context 
 
Monetary policy plays an important role in supporting the Government’s economic objective. 
The Reserve Bank of New Zealand Act 1989 (the Act) requires that monetary policy promote 
the prosperity and wellbeing of New Zealanders, and contribute to a sustainable and productive 
economy. Monetary policy contributes to public welfare by reducing cyclical variations in 
employment and economic activity whilst maintaining price stability over the medium term. 
 
This remit is issued by the Minister of Finance to the Monetary Policy Committee (MPC) under 
Clause 3, Schedule 1 of the Act. 

1) Monetary Policy Objectives 

a) Under Section 8 of the Act the Reserve Bank, acting through the MPC, is required 
to formulate monetary policy with the goals of maintaining a stable general level of 
prices over the medium term and supporting maximum sustainable employment. 

2)  Operational Objectives 

a) For the purpose of this remit the MPC’s operational objectives shall be to:  
i. keep future annual inflation between 1 and 3 percent over the medium term, 

with a focus on keeping future inflation near the 2 percent mid-point. This 
target will be defined in terms of the All Groups Consumers Price Index, as 
published by Statistics New Zealand; and  

ii. support maximum sustainable employment. The MPC should consider a 
broad range of labour market indicators to form a view of where employment 
is relative to its maximum sustainable level, taking into account that the level 
of maximum sustainable employment is largely determined by non-monetary 
factors that affect the structure and dynamics of the labour market and is not 
directly measurable. 

b) In pursuing the operational objectives, the MPC shall: 
i. have regard to the efficiency and soundness of the financial system; 
ii. seek to avoid unnecessary instability in output, interest rates, and the 

exchange rate;  
iii. discount events that have only transitory effects on inflation, setting policy 

with a medium-term orientation; and 



  Contains legally privileged material 

Treasury:4414750v1 Contains legally privileged material 20 

iv. Assess the potential material impacts of its monetary policy decisions on 
Government policies outlined in section 68B directions. 

 
 
 
 
 
 
 
Hon Grant Robertson   
Minister of Finance                           
 


