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File Number: SH-11-4-3-7 

Action sought 

  Action sought  Deadline  

Hon Grant Robertson 
Minister of Finance 
 

Issue the attached direction to the 
Reserve Bank and sign the 
accompanying letters.  

22 February 2021 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Leona Feng Senior Analyst, 
Financial Markets 

N/A 
(mob) 

 

Dasha Leonova Manager, Financial 
Markets 

 

Minister’s Office actions (if required) 

Return the signed report to the Treasury. 

Send the attached letters to the Reserve Bank. 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: Yes (attached) 

[39]

[35]
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Treasury Report:  Government policy direction to the Reserve Bank 

Executive Summary 

On 15 February 2021, you informed Cabinet of your intention to issue a section 68B direction 
to the Reserve Bank on the Government’s housing policy, and your intention to seek advice 
from the Reserve Bank on debt-to-income ratios (DTIs) and interest-only mortgages. Cabinet 
has noted that the Government housing policy to be contained in the direction is: 

• To support more sustainable house prices, including by dampening investor demand 
for existing housing stock which would improve affordability for first-home buyers. 

This report provides a revised Government policy direction for your approval, a cover letter 
for the direction, and a letter to request advice on DTIs and interest-only mortgages. 

Once you are satisfied with the Government policy direction and cover letter (Annexes 1 and 
2), you can issue the direction by signing it and sending it to the Reserve Bank. This will 
need to be gazetted and presented to Parliament as soon as practicable after the direction 
has been sent.  

You can also send the letter requesting further advice on DTIs and interest-only mortgages 
(Annex 3) to the Reserve Bank at the same time as the direction is issued or later, noting that 
this letter on DTIs and interest-only mortgages will refer to the section 68B direction as 
issued. 

We understand that you wish to announce the changes to the Reserve Bank Monetary Policy 
Committee’s remit on 24th or 26th February, and note that the Reserve Bank’s next 
Monetary Policy Statement is scheduled for Wednesday 24 February. The replacement remit 
should be announced before it comes into effect, and you are seeking Cabinet approval for it 
to come into effect on 1 March 2021. 

We recommend that you announce the section 68B direction at the same time as the 
replacement remit, given their interdependencies.  

We note that the announcement of the section 68B direction would involve publicising the 
Government’s wider housing policy objectives, as they are referred to in the direction. 

The Reserve Bank has noted that if the announcement is to be close to the 24th, it has a 
strong preference for the announcement of the replacement remit to come before the 
Monetary Policy Statement (MPS) decision. 

Recommended Action 

We recommend that you: 
 
a agree to issue the attached Government housing policy direction to the Reserve Bank 

under section 68B of the Reserve Bank of New Zealand Act (the Act).  
 
 Agree/disagree. 
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b sign and send the attached cover letter and Government policy direction to the 

Reserve Bank (Annexes 1 and 2). 
 

Yes/no 
 
 
c sign and send the attached letter requesting advice from the Reserve Bank on debt-to-

income ratios and interest-only mortgages (Annex 3). 
 

Yes/no 
 
d note the Treasury recommends that you announce the section 68B direction and 

letters at the same time as you announce the replacement Reserve Bank Monetary 
Policy Committee’s remit, and you are seeking Cabinet approval for it to come into 
effect on 1 March 2021. 
 

e note that the announcement of the section 68B direction would involve publicising the 
Government’s wider housing policy objectives, as they are referred to in the direction. 
 

f inform the Treasury about the timing of any announcement on the section 68B 
direction, noting the risks outlined in the communications section.  

 
 
 
 
 
Dasha Leonova 
Manager, Financial Markets 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
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Treasury Report: Government policy direction to the Reserve Bank 

Purpose of Report 

1. This report seeks your approval to:  

• issue a Government policy direction to the Reserve Bank (attached), and  

• sign and send a letter to the Reserve Bank to request advice on debt-to-income 
ratios and interest-only mortgages.  

Issuing a section 68B direction on Government policy 

2. On 15 February 2021, you informed Cabinet of your intention to issue a section 68B 
direction to the Reserve Bank on the Government’s housing policy [CAB-21-MIN-0018 
refers], following the decisions set out in T2021/155.  

3. Cabinet has noted that the Government housing policy to be contained in the direction 
is: 

• To support more sustainable house prices, including by dampening investor 
demand for existing housing stock which would improve affordability for first-
home buyers. 

4. A Government policy direction is attached as Annex 2. The Treasury considers that you 
have met the requirements in the Act for issuing the direction, being: 

• The issuing of this direction is for the purpose of promoting the 
maintenance of a sound and efficient financial system. An unsustainable 
level of house prices suggests a risk of future large adjustment in house prices.  
Large house price adjustments, coupled with vulnerabilities such as high 
household debt, pose significant risks to financial stability. Recent house price 
growth has reflected the low cost of borrowing and availability of credit for 
residential properties. Investors have played an increasing role in driving price 
growth, and many believe they will receive significant capital gains, driven in part 
by the activity of other investors without a responsive housing supply. Rapid 
house price growth, without commensurate increases to income, raises the risk of 
house price correction that may affect the stability of our financial system.   

• The Reserve Bank has been consulted on the Government policy direction. 
Its views were included in the Treasury advice on options for section 68B and the 
corresponding Cabinet paper. 

• The direction contains a Government policy, which was noted as the 
Government policy on housing by Cabinet on 15 February. 

5. The explanatory note of the section 68B direction includes the Government’s 
overarching housing objectives to provide broader context on the Government’s overall 
housing policy.    

6. The direction also indicates that you will review the direction in the first half of 2022, as 
part of finalising the new financial policy remit under the Reserve Bank of New Zealand 
Bill once it is passed.  
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7. We have also prepared a cover letter to accompany the issuance of the direction 
(Annex 1). This letter provides a high-level response to the Reserve Bank Governor’s 
letter of 9 December 2020, including the proposed change to the monetary policy remit. 
It also sets out timing for the Reserve Bank’s report back on how it has had regard to 
the policy (in its next Statement of Intent due to be published on 1 July 2021) and for 
the review of the direction (in the first half of 2022, as part of developing the future 
financial policy remit).  

8. Once you are satisfied with the letter and Government policy direction, you can issue 
the direction by signing it and sending it to the Reserve Bank with the cover letter.  

Request for advice on debt-to-income ratios and interest-only mortgages  

9. In addition to issuing the section 68B direction, you have also agreed to write to the 
Reserve Bank to seek advice on: 

• debt-to-income (DTI) ratios [T2021/155 refers], in response to the Governor’s 
letter of 9 December which requests that the Government give consideration to 
the addition of DTI limits to the Reserve Bank’s toolkit.  

• restrictions on interest-only mortgages for residential property investment 
[T2021/99 refers]. 

10. We have provided a draft letter for your review (Annex 3). 

Debt-to-income restrictions  

11. This draft letter asks that the Reserve Bank report back to you on how DTI limits might 
promote its objectives of financial soundness and efficiency, the types of DTI settings 
the it might look to impose, and the impact of lower interest rates on DTI settings.   

12. The letter also asks that the Reserve Bank identify how it would consider implementing 
the DTIs in light of the section 68B direction, including any impacts DTIs might have on 
the specified Government policy objectives the Bank must have regard to, i.e. 
sustainable house prices and affordability for first-home buyers. 

13. You could note in the letter that it would be important that any potential restrictions do 
not disproportionately affect first-home buyers and those on low-incomes. In addition, 
your letter could request analysis on the impact on low-income borrowers.  

Interest-only mortgages 

14. The draft letter also requests advice from the Reserve Bank on the extent to which 
interest-only mortgages (particularly to investors) pose risks to the Reserve Bank’s 
objectives of financial soundness and efficiency. 

15. The letter notes that you are aware that some jurisdictions such as Australia have, at 
times, assessed interest-only mortgages as being a risk to financial stability that 
warrants a regulatory response. It signals your interest in understanding the financial 
stability risks in New Zealand and whether additional restrictions should apply here 
(some differentiated treatment already exists for risk-weighted assets), including an 
analysis of the micro-prudential and macro-prudential tools in this area.   
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Communications and risks  

16. We understand that you wish to announce the changes to the Reserve Bank Monetary 
Policy Committee’s remit on 24th or 26th February, and note that the Reserve Bank’s 
next Monetary Policy Statement is scheduled for Wednesday 24 February. The 
replacement remit should be announced before it comes into effect, and you are 
seeking Cabinet approval for it to come into effect on 1 March 2021. 

17. We recommend that you announce the section 68B direction at the same time as the 
replacement remit, given their interdependencies.  

18. We note that the announcement of the section 68B direction would involve publicising 
the Government’s broader housing policy objectives, as they are referred to in the 
direction. 

19. The Reserve Bank has noted that if the announcement is to be close to the 24th, it has 
a strong preference for the announcement of the replacement remit to come before the 
Monetary Policy Statement (MPS) decision. 

Next Steps 

20. If you are satisfied with the direction as drafted (Annex 2), you can issue this by signing 
the direction and sending this to the Reserve Bank with the cover letter (Annex 1).  We 
recommend that the letter also mentions the proposed replacement remit so that this 
forms part of the overall response to the Reserve Bank’s letter to you of 9 December 
2020. 

21. You can also send the letter requesting further advice on DTIs and interest-only 
mortgages (Annex 3) to the Reserve Bank at the same time as the direction is issued, 
noting that this letter will refer to the section 68B direction as issued.  

22. Once you are ready to announce the section 68B direction, the Treasury will begin the 
process of publishing the direction in the Gazette, which usually takes two working 
days.  

23. You will then need to present the section 68B direction in Parliament as soon as 
practicable. 
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Annex One: Cover letter for section 68B direction 

 
22 February 2021 
 
 
Adrian Orr 
Governor 
Reserve Bank of New Zealand 
 
 
 
Dear Adrian 
 
Thank you for your letter of 9 December 2020 providing your views on how we can 
work together to address the issue of rising house prices. I am writing to respond to 
your recommendation that the Government’s specific housing objective be issued as 
a factor for the Reserve Bank to take into account when setting financial policy under 
section 68B of the Reserve Bank of New Zealand Act (1989) and articulated in the 
Reserve Bank’s forthcoming Financial Policy Remit. 

I have considered your recommendation and believe that it would be useful to issue a 
section 68B direction given the linkages between the Reserve Bank’s financial 
policies and the Government’s broader housing policy objectives. I also consider that 
a change to the monetary policy remit is needed. I have recommended that the 
Governor-General replace the remit for the Monetary Policy Committee (MPC). The 
replacement remit sets out that the MPC shall assess the impacts of their decisions 
on the Government's housing objective. This will help ensure alignment between 
monetary and financial policy. 
 
I have sought advice from the Treasury on how a section 68B direction could be 
expressed and I note that the Reserve Bank has been consulted on this direction. 

I expect the Reserve Bank to report back to me on how it has given regard to this 
Government policy objective in its next Statement of Intent which is to be published 
on 1 July 2021. I intend to review this direction in the first half of 2022, as part of 
developing the financial policy remit under the Reserve Bank of New Zealand Bill, 
which is expected to be enacted by 1 July 2022.  
 
I look forward to continuing to work with you to address these housing issues as part 
of the Government’s wider suite of work on housing policy as you pursue your 
financial stability mandate.  
 
 
Yours sincerely 
 
 
 
 
Hon Grant Robertson 
 
Minister of Finance 
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Annex Two: Government Policy Direction  

 
Section 68B 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  
 
It is Government policy to support more sustainable house prices, including by 
dampening investor demand for existing housing stock which would improve 
affordability for first-home buyers.  
 
Consultation  
 
The Reserve Bank has been consulted on this direction.  
 
Communication 
 
Pursuant to section 162B(1)(da) of the Act, the Reserve Bank 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 the first half of 2022, as part of the development of 
the new financial policy remit under the Reserve Bank of New Zealand Bill, if 
enacted. 
 
 
 
 
 
 
Issued at Wellington this          day of February 2021 
 
 
 
Hon Grant Robertson 
 
Minister of Finance  
 



 

T2021/319 Government policy direction to the Reserve Bank Page 9 

 

 
Explanatory note (not part of this direction):   
 
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. An unsustainable level of house prices suggests a risk of future 
large adjustment in house prices. Large house price adjustments, coupled with 
vulnerabilities such as high household debt, pose significant risks to financial 
stability. Rapid house price growth, without commensurate increases to income, 
raises the risk of house price correction that may affect the stability of New Zealand’s 
financial system.   
 
To promote the maintenance of a sound and efficient financial system, the Reserve 
Bank imposes a range of conditions of registration on financial institutions in relation 
to their ability to carry on business in a prudent manner.   
 
The adoption and implementation of these conditions of registration has 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 to improve the wellbeing and living 
standards of New Zealanders through a sustainable, productive and inclusive 
economy.  
 
An effectively 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 policy objectives for the housing market are to: 
 
1. Ensure every New Zealander has a safe, warm, and dry and affordable home to 

call their own – whether they are renters or owners;  
 
2. Support more sustainable house prices, including by dampening investor 

demand for existing housing stock which would improve affordability for first-
home buyers;  

 
3. Create a housing and urban land market that credibly responds to population 

growth and changing housing preferences, that is competitive and affordable for 
renters and homeowners, and is well-planned and well-regulated. 
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Annex Three: Letter to the Reserve Bank requesting advice on debt-to-income 
ratios and interest-only mortgages    

 
22 February 2021 
 
 
Adrian Orr 
Governor 
Reserve Bank of New Zealand 
 
 
 
Dear Adrian 
 
Thank you for your letter of 9 December 2020 providing your views on how we can 
work together to address the issue of rising house prices. I am writing to respond to 
your request for the Government to consider adding debt-to-income ratio limits to the 
Reserve Bank’s macroprudential toolkit. 
 
Debt-to-income ratio (DTI) limits 
 
I invite the Reserve Bank to report back to me with further advice on DTIs and how 
they might be implemented so that the Government can give this proper 
consideration. It would be important that any potential restrictions do not 
disproportionately affect first-home buyers and low-income borrowers.   
 
I expect this would include information on: 
 
• how DTI limits promote the Reserve Bank’s purposes of promoting the 

maintenance of a sound and efficient financial system; 
• how the Reserve Bank would implement DTIs having regard to the Government 

policy issued under section 68B; 
• the calibration of DTI settings the Reserve Bank might look to impose; 
• the impact of lower interest rates on possible DTI settings;  
• the impact of DTIs on first-home buyers and low-income borrowers. 
 
Interest-only mortgages 
 
In addition to the above, I am also asking the Reserve Bank to provide advice to me 
on the issue of interest-only mortgages. 
 
I am concerned that there is a high proportion of residential property lending to 
investors that is interest-only. Interest-only mortgages appear to be an enabler of 
speculative investment in housing, which can undermine the Government’s objective 
of more sustainable house prices.  In addition, there may be heightened financial 
stability concerns associated with interest-only mortgages.  
 
I am aware that some jurisdictions such as Australia have, at times, assessed 
interest-only mortgages as being a risk to financial stability that warrants a regulatory 
response. I am interested in understanding the Reserve Bank’s views on the financial 
stability risks associated with interest-only mortgages and whether additional 
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restrictions should apply in New Zealand, including an analysis of the micro-
prudential and macro-prudential tools in this area, having regard to the section 68B 
direction.    
 
I want to acknowledge the Reserve Bank’s critical role in supporting New Zealand’s 
economic recovery and the collaborative way that you have worked with the 
Government. Thank you for your ongoing participation in the whole-of-Government 
response to New Zealand’s housing issues.  
 
 
Yours sincerely 
 
 
 
 
 
Hon Grant Robertson 
 
Minister of Finance 
 
 
 


