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Treasury Report:  Project Korimako: Sector landscape report 
 
Executive Summary 
 
This report provides broader context for the Project Korimako options report 
 
This report provides you a summary of the current make-up of New Zealand’s registered 
bank sector and our understanding of the key ownership dynamics and possible areas of 
change or disruption. The report provides broader context for Project Korimako which the 
Minister of Finance has commissioned in regard to the ownership arrangements for Kiwi 
Group Holdings Limited (KGH), and is provided alongside Treasury report T2021/391.  
 
Over last five years, most New Zealand banks focused on cost and risk reduction 
 
The four largest banks registered in New Zealand (ANZ, ASB, BNZ and Westpac NZ, 
collectively “the Big 4”) have been reducing their cost structures and the overall risk of their 
lending portfolios in recent years. Portfolio reshaping is particularly evident at Westpac and 
BNZ generally, and ANZ in terms of its exposure to the agricultural sector. This is consistent 
with the feedback we received that agriculture and commercial property development, in 
particular, were generally unfavoured sectors in which at least some of the major banks 
sought to reduce their exposures. There is some suggestion that this is both connected with 
the Australian banks’ group-wide strategies (which generally emphasise a narrower range of 
activities), with this flowing through to their strategies in New Zealand, and also with the 
higher regulatory requirements in New Zealand. 
 
New Zealand banks are not at the forefront of new technologies 
 
Rapidly evolving technologies are driving the types of products and services, and the nature 
of their delivery, increasingly being sought by bank customers. However, this is happening 
faster in the northern hemisphere as none of the New Zealand (or Australian) banks are 
particularly well positioned in that regard. Although New Zealand banks will not be at the 
leading edge of new financial services, all the banks discussed in this report are reportedly 
considering what steps to take (and how far to advance) when upgrading their technology 
and systems. It is clear that banks will need to make substantial strategic investment 
decisions going forward. 
 
RBNZ’s higher regulatory capital requirements a challenge for banks 
 
The Reserve Bank of New Zealand (RBNZ) requirements to ensure greater robustness of the 
financial system have been signalled for a number of years and the transition period has 
been lengthened, meaning the new requirements come into full effect on 1 July 2028. 
However, the changes are substantial and analysis by PWC indicates that regulatory capital 
requirements in New Zealand will be significantly higher than those in Australia. This, along 
with the RBNZ’s ability to restrict dividend payments by their New Zealand subsidiaries, has 
garnered significant concern by the Australian banks and their investors while our smallest 
local banks may find it challenging to both access capital and grow their businesses.  
 
Parents of the Big 4 are simplifying their businesses and ‘bolting on’ new tech … 
 
It appears that the Big 4 banks are likely to continue a process that sees them continuing to 
mitigate the quantum of capital needing to be retained to meet the RBNZ regulatory 
requirements by: 
 
• rebalancing their New Zealand portfolios to lower risk-weighted assets,  

 
• concentrating on those areas deemed core by their parent companies,  
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• simplifying processes and cutting operating costs, 

 
• bringing on-stream new products and services in a similar or lagged fashion to their 

Australian parents, and 
 

• taking a ‘bolt-on’ approach to technology needs. 
 
…. which flows through to their New Zealand subsidiaries 
 
The Commonwealth Bank of Australia (CBA, the Australian parent of ASB) appears to be the 
most proactive in the new technology space and this is likely to flow through to its offerings to 
large New Zealand corporates and through ASB. However, without dramatic change by any 
one of the Big 4, a more defensive strategy probably appears safer.  

  
 
Westpac and BNZ appear to have greater system investment requirements than the others, 
with market estimates of around $300 million to $400 million for Westpac, and $200 million to 
$300 million for BNZ’s IT/system costs, whether or not they lift themselves into the new 
technologies sphere. 
 
Smaller New Zealand-owned banks will also face changes  
 
The small New Zealand banks have particular niches, primarily focus on home lending and 
other retail banking services and have strong customer loyalty. However, they face similar 
challenges to large banks in terms of increasing capital requirements and pressure for 
technological change while lacking the scale of the large banks. Growth prospects for the 
smaller banks appear limited in the near term as they deal with new regulatory capital 
requirements. 

  
 
One or more Big 4 banks may be demerged or divested by Australian parents 
 
Westpac has announced that it is considering options for its New Zealand businesses and 
these could lead to divestment or a demerger (or no structural change). The owners of one 
or more of the other Big 4 banks may also be considering whether New Zealand remains 
core to their businesses. It will be important to keep attuned to market developments as there 
may be opportunities for the Government to participate in conversations about the future 
shape of the sector.  
 
A full divestment through a trade sale of a bank the size of Westpac could raise more than 
$15 billion, while a full or partial listing on the NZX could raise up to $12 billion. Westpac 
commissioned Macquarie to undertake the review with, we understand, the aim of making a 
decision in the next two to three months. If there is to be a demerger or divestment, this 
would be likely to occur before the end of this calendar year (to tie in with a November 
reporting of the group’s financial results for the year ending 30 September).  
 

[25]

[34]
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Any significant decisions the Government makes in the banking space over the next 12-18 
months could have a profound effect on New Zealand’s banking sector. The Korimako 
options paper accompanying this report seeks to more deeply understand the Government’s 
objectives in relation to the banking sector and how alternative ownership arrangements for 
Kiwibank’s owner, KGH, will assist those objectives. 

 
  
The greatest drivers of change in the competitive landscape are usually those which enable 
step changes in processing and delivery costs or new popular products and services. This is 
the potential offered by the new technologies which are increasingly being utilised by banks 
generally, 

  
 

However, based on the information and analysis we have to date, we recommend that any 
pathway/s followed occur in a manner that does not hamper Kiwibank’s development.  
 
Next steps  
 
Treasury officials are scheduled to meet with the Minister of Finance to discuss Project 
Korimako advice and seek feedback on the Government’s preferred objectives and 
ownership options at the Finance Priorities meeting on 15 April 2021.  
 
Recommended Action 
 
We recommend that you: 
 
a note the contents of this report which are intended to provide market context for the 

Project Korimako Options Exploration Paper (T2021/391, provided alongside this 
report)  

 
 Noted. 
 

 
Shelley Hollingsworth 
Manager, Commercial Performance 
 
 
 
 
Hon Grant Robertson Hon Dr Megan Woods 
Minister of Finance Associate Minister of Finance  
 
 
 
 
Hon David Parker 
Associate Minister of Finance   

[34], [37]

[37]

[37]

[25], [37]
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Treasury Report: Project Korimako: Sector landscape report 

Purpose of Report 

1. This report provides you with a summary of the current make-up of New Zealand’s 
registered bank sector and our understanding of the key ownership dynamics and 
possible areas of change or disruption. The report provides broader context for Project 
Korimako which the Minister of Finance has commissioned in regard to the ownership 
arrangements for Kiwi Group Holdings Limited (KGH), and is provided alongside 
Treasury report T2021/391.  

2. This advice has been prepared by the Treasury following informal conversations with a 
small sample of sector participants along with our own desktop analysis of the four 
largest banks (all owned by listed major Australian banks) and the three largest 
unlisted New Zealand banks.  

Introduction 

3. This report provides a high level assessment of views on the likely ownership and 
activity levels of the major participants in the New Zealand banking sector. In addition 
to undertaking a review of market analysis and undertaking primary research of bank 
and regulator information, Treasury officials engaged with some of the banking and 
investment sector participants already known to us1 seeking their (generally “off the 
record”) views on any of the following matters: 

• Bank owners’ business focus, including  

o prioritisation of growth in different segments of the New Zealand banking 
sector and the sector generally, and  

o the impact of requirements by regulators on both sides of the Tasman for 
stronger bank balance sheets.  

Comment was sought on whether banks might widen or narrow their range of 
products and services, and in which key markets (for example, continuing to offer 
a full range of banking and financial services, or reducing to core banking, parts 
of banking, or expansion or reduction in specific geographies or sectors). 

• The nature of planned investment in systems technology generally, and 
especially new technology, directly or in partnership with others (for example, 
core IT systems, fintech, and open banking) to support these plans. 

• The attitude of the Big 4 Australian banks2 to remaining invested in New Zealand 
in the light of these factors. 

 
1  We met with representatives from nine firms comprising three investment fund managers, two investment 

banks, one commercial lawyer specialising in banking, a former senior banking executive, a current banking 
executive and an independent market specialist as well as reviewing research material produced by two 
broking houses and two financial services organisations. 

 

2  ASB Bank (ASB), ANZ Bank New Zealand (ANZ), Bank of New Zealand (BNZ) and Westpac New Zealand 
(Westpac or WNZ) 
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4. From this information, we have assessed the extent to which the owners of major New 
Zealand banks are likely to remain committed to the New Zealand banking sector at 
their current relative size, and whether alternative ownership structures and options 
might be considered. During the preparation of this report, Westpac announced that it 
would review ownership options for its New Zealand subsidiary.  

Overview of the bank sector 

5. Our overview of the bank sector is based on data extracted from bank disclosure 
statements, KPMG’s Financial Institutions Performance Survey (FIPs) and the Reserve 
Bank of New Zealand’s (RBNZ’s) Bank Financial Strength Dashboard along with some 
anecdotal evidence in respect of the possible intent behind observed trends. This 
section also contains our summary of the likely extent to which banks might need 
further capital to meet the RBNZ’s capital requirements. Appendix 1 provides further 
annotated charts from this analysis and Appendix 2 sets out the latest schedule for new 
RBNZ capital adequacy requirements.  

6. The majority of New Zealand’s banking sector has been owned offshore, becoming 
almost exclusively Australian when ANZ acquired National Bank from England’s Lloyds 
Bank in 2003.3 This high level of offshore ownership reflects the industry’s need to 
access relatively high levels of capital and technological expertise (increasingly so in 
the second half of the 20th century as banking regulation was developed and the 
required technology and expertise increased). 

7. As at 30 September 2020, the Big 4 Australian owned banks together held 88% of the 
loans made by New Zealand-registered banks. These banks provide a full range of 
banking services to retail, commercial, corporate and institutional customers. There is 
then a significant drop in size to the New Zealand-owned banks Kiwibank, TSB, SBS, 
Heartland Bank and the Co-Operative Bank (Co-Op Bank). Other than Heartland Bank 
(which is the only New Zealand-owned bank listed on the NZX), these banks are 
primarily focused on retail banking services. Kiwibank is now the 5th largest bank, with 
5% of total loans (and 8% of residential loans) – a significant achievement since it 
launched 19 years ago. 

Figure 1: Size and operating cost ratios for eight NZ-registered banks 

 

 
3  In 1989, ANZ had also acquired Post Bank which had been separated from New Zealand Post and Telecom 

NZ and corporatized in 1987. Kiwibank, launched in 2002, “piggy-backing” off the New Zealand Post branch 
network. 
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8. The Big 4 banks have been reducing the ratio of their operating costs to income (the 
CTI ratio) over the last decade and in the last three ‘normal’ financial years (that is, to 
FY194 so as to exclude abnormal circumstances related to COVID-19), the CTIs for 
each of these banks averaged between 34% (ASB) and 38% (Westpac). These banks 
continue to have a significant scale advantage over others, and in Figure 1 this can be 
seen in the trend of rising CTIs once banks get below about $100 billion in assets and 
get smaller in size.5 

9. The Big Four banks have also been reducing the overall risk of their lending portfolios, 
particularly Westpac and BNZ. This is consistent with the feedback we received that 
agriculture and commercial property development, in particular, are generally 
unfavoured sectors in which at least some of the major banks sought to reduce their 
exposures.6 There is some suggestion that this is both connected with the Australian 
banks’ group-wide strategies, which generally emphasise a narrower range of activities 
(with this flowing through to their strategies in New Zealand), and also the higher 
regulatory requirements in New Zealand.  

10. Figure 2 illustrates trends in risk-weighted assets of the RBNZ registered banks 
discussed in this report, with the reducing average risk weighting evident for most 
banks. The rise in Kiwibank’s average risk weighting is evidence of its increased 
lending to the Small to Medium-Sized Enterprise (SME) segment of the business 
sector. 

Figure 2: Trend in average risk weighting of bank assets  

 

11. Further bank performance data is summarised in a series of annotated charts in 
Appendix 1. 

Future IT requirements, capital and other regulatory considerations 

All New Zealand registered banks will need to make strategic investments in IT 

12. In recent years rapidly evolving technologies are driving the types of products and 
services, and the nature of their delivery, increasingly being sought by bank customers. 
None of the New Zealand banks are particularly well positioned in that regard and, 
although this country will not be at the leading edge of new financial services, we 
understand that all the banks discussed in this report are considering what steps to 
take (and how far to advance) when upgrading their technology and systems.  

 
4  FY19 being the financial year ending in calendar 2019. 

6  In the agriculture sector, Rabobank (not shown in Figure 2) is the main bank seeking increased exposure to 
New Zealand primary industries. 

[25]

[34]
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13. Meanwhile, the RBNZ updated its outsourcing policy in 2020. This is the policy that 
relates to a bank’s use of a third party (including related parties such as a bank’s 
parent company) to perform services or functions on a regular or continuing basis that 
could be undertaken by the bank. For the New Zealand operations of at least some 
Australian banks, we understand that this may require significant reconfiguration of 
their existing IT arrangements, whether or not they include the newer technologies 
such as digital account opening, application programming interfaces (APIs), new 
customer relationship management (CRM) software and data management, and cloud 
computing.  

14. 

15. The RBNZ recognises the global trend to new technology solutions in the sector and its 
focus is on the balance of risks for banks. 

 it is clear that banks will 
need to make substantial strategic investment decisions going forward. 

Increasing regulatory requirements will drive capital needs for all New Zealand banks  

16. Regulatory requirements have also undergone substantial change, including the levels 
and forms of capital required. In New Zealand, the RBNZ unveiled requirements to 
ensure greater robustness of the financial system in 2019, although the timing of their 
introduction has been modified to recognise challenges in the external environment 
(most recently COVID-19 related). The changes are being progressively rolled out 
between now and 1 July 2028, by which time the regulatory capital of systemically 
important banks will need to be at least 18.5% of risk weighted assets (and 16.5% for 
other banks such as Kiwibank), up from the current level of 10.5% for all banks. 
Figure 3 is the RBNZ’s illustration of current capital versus future capital 
requirements.7 

Figure 3: Current and future required capital stack for NZ-registered banks 

 

Source: RBNZ 

 
7  A summary of the revised timetable is contained in Appendix 2. 

[25]

[34]
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17. This is a substantial increase in capital, albeit over an extended period.  It means that 
as systemically important banks, each of the Big 4 will need to hold more regulatory 
capital against its New Zealand lending than will the Australian majors (which are the 
Big 4’s parents) in Australia for their lending there. There is also some uncertainty 
about the level of dividends the Big 4 can distribute to their Australian parent banks. In 
addition, Australian regulators have placed limits on the extent to which the capital in 
offshore operations can contribute to meeting regulatory requirements at home. This is 
of particular relevance to ANZ because of the relative size of its New Zealand business 
(as a proportion of the whole group). 

18. Based on our simple modelling of future profitability and capital requirements, we 
anticipate that the sector will generate enough earnings to meet the new capital 
requirements if dividend distributions (net of reinvestment) are 35% or less of profits. 
However, the performance of individual banks is likely to vary considerably. In our 
assessment BNZ and, to a lesser extent Westpac, are more likely amongst the Big 4 
banks to fall short on these assumptions (while we expect that ASB could pay higher 
dividends and still have enough regulatory capital).  

19. An important factor in how much capital banks need to find will be the extent to which 
they are able to write back to capital the sizable loan loss provisions they made last 
year in anticipation of COVID-19 related problems which now look less likely to 
eventuate (at least to the degree which was expected at that time).  

20. [34], [37]
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Key strategic drivers for the Australian owned banks 

The Big 4 banks have consistently been top quartile performers globally…  

21. As KPMG notes in its November 2020 banking report, Australia’s major banks have a 
very broad national ownership through institutional investors, superannuation funds 
and retail investors. For these investors, return on equity (ROE) is one of the top 
financial metrics investors look to when assessing potential future returns and value to 
shareholders. Sustainable income margins, cost control and capital required for 
specific activities are the key determinants of ROE. Based on CTI and ROE metrics, 
Figure 4 illustrates the relative performance of the Big 4 (parent banks) compared to 
global players.   

Figure 4: Selected world banks average Cost/Income and ROE (FY14-18) 

 

Source: KPMG, 2020. The size of the bubble depicts the FY14-18 average revenue of the bank. 

22. With returns in the 10-13% range, Australian banks were consistently amongst the top 
ROE performers globally prior to COVID-19. However, this masks the fact that these 
banks were not at the leading edge of cost efficiency measures through the adoption of 
new technologies. Instead, KPMG suggests underlying market conditions such as 
above average economic growth and robust housing markets were key drivers of this. 

…but are likely seeking to more narrowly focus their operations to remain as competitive  

23. Looking forward, banks increasingly intend to focus on simplifying their operating 
models and digitising processes. The current trend of divesting non-core businesses is 
a clear manifestation of this simplification strategy. Other levers that are specifically 
mentioned include transformation of legacy IT systems, rationalisation of product books 
and simplification of organisation design.   
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24. This narrowing of focus has already seen the major Australian banks divest activities in 
most overseas jurisdictions and mostly sell or shut their wealth advice operations – 
after having largely dominated the Australian wealth sector since the late 1990s. 
Amongst recent transactions is CBA’s sale of 55% of its superannuation and 
investment arm Colonial First State to private equity firm KKR for A$1.7 billion in May 
2020 and National Australia Bank’s (NAB’s) sale of MLC Wealth to IOOF Holdings for 
A$1.44 billion in August 2020. Insurance businesses have also been on the block with 
Westpac selling Westpac General Insurance to Allianz for A$725 million in December 
2020 and CBA divesting its 37.5% equity interest in BoCommLife Insurance Company 
for A$840 million (both in December 2020). CBA is currently exploring alternatives for 
its general insurance business.8   

Evolution in digital service offerings will be a minimum requirement for banks in the near term  

25. The global pandemic increased customers’ usage of, and banks’ focus on, digital and 
online services. KPMG noted in a February 2021 report that: 

• digital adoption was accelerating, including customer demand for e-payments 
solutions and contactless banking services, 

• customer behaviours had shifted dramatically, including the use of e-commerce 
platforms, digital customer service channels and e-wallets, 

• established corporates including banks were increasingly looking to accelerate 
their transformation efforts through investment in, and partnership with, fintechs, 
and 

• mature fintechs and bigtechs were participating in mergers and acquisitions to 
grow geographically or to add new forms of value for their customers. 

26. There appears to be a generally held view that these trends will continue and that 
banks will increasingly need to embrace new technology opportunities if they are to 
remain competitive.  

27. However, in light of the large size and nature of the Australian majors (the Australian 
parents of the New Zealand Big 4), these banks could potentially defer fully 
transitioning their core systems to the newest technologies near term, instead taking a 
more defensive strategy against potential new entrants. The most common strategies 
for these banks involve enhancing (‘bolting onto’) existing systems while developing or 
acquiring new banks (and systems) alongside and developing partnership 
arrangements as outlined above. This approach may then flow through to New 
Zealand’s largest Australian-owned banks, 

Australian capital framework relative to New Zealand  

Australian capital regulations are also increasing, but to a lesser degree  

28. In December 2020, the Australian Prudential Regulation Authority (APRA) released for 
consultation changes to the authorised deposit-taking institution (ADI) capital 
framework aimed at embedding ‘unquestionably strong’ levels of capital, improving the 
flexibility of the framework, and improving the transparency of ADI capital strength.9 

 
8  On this side of the Tasman, Westpac announced the sale of its New Zealand high net worth financial advisory 

business ($2 billion funds under management) to Forsyth Barr in November 2020 and NAB’s New Zealand 
arm sold its life insurance business BNZ Life to Partners Life for $290 million. 

9  As a result of the changes, reported capital ratios will increase. However, APRA stated that changing the 
presentation of capital ratios will not impact overall capital strength or the quantum of capital required but 

[25]
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Figure 5: APRA’s changes to the ‘capital stack’ for ADIs 

 
Source: APRA. Note: The 4 major Australian banks ANZ, CBA, NAB and Westpac are designated SIB 
ADIs (systemically important banks). 

29. APRA also intends to proceed with its proposal to base regulatory capital requirements 
on the Basel risk-weight function for residential mortgages (the single largest category 
of risk weighted assets) applying two multipliers (1.4x for owner-occupied, principle and 
interest mortgages and 1.6x for other residential mortgages). We understand that the 
Australian regulator’s capital requirements for systemically important banks are lower 
on a like-for-like basis than those the RBNZ will require for their New Zealand 
operations by July 2028. 

30. PWC produced reports on the comparability of capital ratios for the NZ Bankers 
Association (NZBA) in 2017 and 2019. The findings in the May 2019 update are 
summarised in Figure 6. 10 

Figure 6: Internationally comparable CET1% Capital Ratios (as at December 2016/March 2017) 

 

 
instead improves comparability, supervisory flexibility and international alignment. Consultation was open until 
1 April 2021 and the new framework is expected to come into effect from 1 January 2023. 

10  We have not separately reviewed the data behind PWC’s analysis. We note that international comparisons of 
headline capital requirement levels can be difficult because headline total capital levels may not be directly 
comparable (e.g. there can be differences in jurisdictions’ approaches to calculating risk weighted assets and 
the types of capital permitted in meeting requirements). There will also be differences in jurisdictions’ 
economic contexts (e.g. different inherent financial vulnerabilities of each country) and differences in 
regulatory contexts (e.g. the effectiveness of each country’s wider bank resolution regimes). 
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31. The extent of the difference is sufficiently great for some banks to test whether they 
should continue to effectively treat New Zealand as if it is another state of Australia (i.e. 
part of their core banking business).  

32. It is also noteworthy that during the heightened uncertainty caused by COVID-19, 
APRA provided guidance to the banks to retain at least half of their earnings in 2020 
and with effect from the start of 2021, APRA no longer held banks to a minimum level 
of earnings retention. We understand from market participants that dividends paid by 
the Australian majors and the franking credits they contain are an important 
consideration for investors in bank shares, especially in the low interest rate 
environment. Some commentators suggested to us that while the RBNZ must maintain 
its focus on the financial stability of the New Zealand economy, the more conservative 
stance the RBNZ took regarding the embargo on dividends from New Zealand banks 
(as a prudent COVID-19 response) has been a contributory factor to some Australian 
parent banks taking a less positive view of their New Zealand operations.     

Individual strategic drivers for major Australian banks  

Portfolio reshaping, narrowing of markets, and technology are features of the Big 4 strategies  

33. ANZ: When announcing its FY20 profit results, ANZ stated that its simplification and 
purpose-led transformation would continue “to make the bank simpler and easier to 
manage.” The strategy includes a heavy emphasis on cost and risk reduction. Recent 
research  suggests that, of all the Australian majors, ANZ 
has the strongest cost reduction prospects. Further portfolio “reshaping” is on the 
agenda in both Australia and New Zealand with it appearing likely that over time ANZ 
NZ will become a smaller part of the group in relative size terms. 

 

34. CBA: CBA may be the most advanced of the Australian banks in the transformation 
programme it began in 2018. Its business strategy is retail and commercial banking 
customer focussed with an emphasis on process simplification, cost reduction and 
efficiency. It aims to be the leader in the digital and new tech space. To this end it has 
made investments in and built up a portfolio of partnerships with tech companies and 
innovators as part of its plan to invest A$5 billion in banking related technology over a 
five-year period.  

35. NAB: NAB identifies its core business as being:  

• business and private, corporate and institutional and personal banking in 
Australia,  

• personal and SME business through BNZ in New Zealand, and  

• focused on growth in its target segments and through new products and services 
provided by its new tech businesses UBank and 86400.11  

 
11  Established in 2008, UBank is an Australian direct bank operating as a division of NAB and provides savings 

products and home loans over the internet and telephone. NAB is currently in the process of acquiring 86400, 
a digital-only bank that delivers its services through a smartphone application.  

 

[34]

[34]

[25]
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36. From a New Zealand-specific perspective, this suggests a narrowing of growth focus 
for BNZ to one which emphasises the retail and SME sectors. Like ANZ, NAB has a 
strong focus on cost reduction and is targeting lower absolute costs over the next three 
to five years relative to the FY20 cost base. NAB has set itself four benchmarks of 
success, being: (i) better customer outcomes, (ii) a more engaged workforce, (iii) better 
returns to shareholders by growing cash EPS, and (iv) a double-digit cash return on 
equity.  

37. While brokers  do expect NAB to successfully control group costs, we 
understand from our recent discussions with market participants that for New Zealand 
there may be upward pressures relating to IT costs which might partly offset further 
cost reductions here. 

Westpac is currently considering its options for remaining invested in New Zealand 

38. Westpac: Westpac defines its objective as “Helping Australians and New Zealanders 
succeed,” and for all public purposes up until last month, New Zealand was 
represented by the group as a core business even as it moved to simplify itself – 
exiting superannuation, wealth platforms and investment, auto finance, general 
insurance, life insurance and operations in Fiji and Papua New Guinea along with 
consolidating its international operations in Asia. However, at its result presentation in 
November 2020, Westpac recognised that there were still areas needing attention 
under its “fix, simplify and perform” strategy – with risk management and 
technology/process simplification as key priorities for 2021.  

39. On 24 March 2021, Westpac’s Australian parent announced to the ASX that it is 
assessing the appropriate structure for its New Zealand business and whether a 
demerger would be in the best interests of its shareholders. It is unclear whether its 
regulatory shortfalls, which resulted in the RBNZ requiring it to commission two 
independent reviews (and which were announced the same day), prompted this 
decision or whether a move to this point had been building for some time. However, 
there has been some suggestion that Westpac began contemplating options for its 
New Zealand business more than a year ago. Investment bank, Macquarie, has been 
engaged to undertake the review of options (and this review will also consider the 
impact of the RBNZ reviews). Westpac pointed to the changing capital requirements 
and the RBNZ’s requirement to structurally separate Westpac’s NZ business 
operations (notably the back office) from those in Australia as factors driving the 
decision – neither of which are new issues.12 

 
12  The RBNZ instructed Westpac NZ to commission two independent reports concerning its risk governance and 

liquidity risk management. The first report will assess the bank’s risk governance processes and practices 
applied by the Westpac NZ board and executive management. The second report relates to the effectiveness 
of the actions the bank has taken to improve the management of liquidity risk and the associated risk culture, 
following previously identified breaches of the RBNZ’s Liquidity Policy (BS13) and potential non-compliance 
identified through the RBNZ’s liquidity thematic review. 

 

The breaches of the RBNZ’s Liquidity Policy were previously reported to RBNZ and APRA and also first 
disclosed in Westpac NZ’s September 2020 Disclosure Statement. On 1 December 2020, APRA announced 
actions it was taking against Westpac NZ’s parent WBC, as a result of these issues. 

[37]

[34], [37]
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40. We understand the review is likely to be completed in the next couple of months with 
any changes to be implemented this calendar year. Macquarie will consider a full range 
of options including: 

• A trade sale: Any trade sale of one of the Big 4 New Zealand subsidiaries of the 
Australian majors would most likely involve an acquirer which is a bank or 
financial services company with Australasian regional aspirations but which is not 
currently a major player in Australia or New Zealand. 

 

For any bid to be successful, the prospective buyer and acquisition arrangements 
would need to be approved by the RBNZ. 

 If a growth strategy is put in place 
it would need to incorporate transition to new technology products and services 
(and a new core system in time). A significant unknown for any acquirer would be 
whether to bid to retain the Government banker contract which is due to renew 
(with some transition elements) in 2023. The RFP is likely to be released 12 to 18 
months before then.   

• A full or partial listing on the NZX: A number of banks have been partially listed 
on the New Zealand Stock exchange over the years. For example, ANZ, BNZ 
and Countrywide were all partially listed during the 1980s. This would be a way 
for Westpac to access an additional source of capital  

 but the parent would still remain ultimately 
responsible for operational issues (such as outsourcing). In addition, tax 
considerations and acceptability of arrangements to both the Australian and New 
Zealand regulators would need to be worked through. 

 

 Another option, 
 is a demerger with shares in a separated Westpac NZ distributed to 

Westpac Banking Corporation (WBC) shareholders. This would see the current 
value of WBC shares split between an Australian and a New Zealand bank, with 
those shareholders then deciding how much of each they wish to retain, while 
selling any surplus to new shareholders through the ASX and/or NZX.13 

• A new majority owner and minority listing: This hybrid of the above two 
options involves less required capital from a new owner 

 and the benefits of wide New 
Zealand ownership through listing the balance on the NZX.  

 
13  If this approach is taken, we would expect that shareholders would be given the opportunity to sell, 

and New Zealand investors the opportunity to buy, through a book-build process to set the price for 
the initial public offering (IPO). It is possible that under this scenario, Westpac might, at least initially, 
retain a stake (perhaps between 19% and 40%) or another cornerstone shareholder might be sought. 

[34]

[34]

[34]

[34]

[34]

[34]
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• Whether a divestment or demerger includes all Westpac’s banking 
activities in New Zealand or only its retail bank: To effectively service larger 
commercial enterprises, banks require a strong trans-Tasman offering. Therefore 
the review will likely include assessment of whether only the retail business in 
New Zealand is demerged or divested. This would be similar to the model 
employed by CBA which offers trans-Tasman banking services to large 
corporates while its retail business in New Zealand occurs through ASB.  

• Business modifications but remaining fully owned by Westpac: It remains 
possible that Macquarie recommends, or Westpac concludes, that that value 
maximising strategy for shareholders is through changes to, rather than a 
demerger or divestment of, Westpac NZ. 

41. A trade sale or partial listing would likely change the competitive dynamics of the New 
Zealand banking sector. However, more important than who the owners are, are the 
competitive strategies employed at the banks. Meeting new RBNZ capital 
requirements, the nature and pace of new technology deployment and tightening 
business focus as part of that are expected to remain the main drivers in the 
competitive landscape for at least the next four or five years. There will, however, 
undoubtedly be benefits in terms of the depth and breadth of New Zealand’s listed 
capital market (and private investors’ involvement in it) if all or part of Westpac NZ 
becomes listed.  

42. 

43. 

44. 

[37]

[37]
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Key strategic drivers for the New Zealand-owned banks 

Smaller New Zealand-owned banks are also facing changes around capital and technology 

45. TSB Bank: Providing retail banking and related financial services to individuals and 
some companies, TSB’s purpose is captured in the statement “Unleashing our 
unparalleled customer care for community good,” and based on customer satisfaction 
surveys, the bank is delivering on its goal. Owned by the TSB Community Trust, 29% 
of profits were paid out to the Trust as dividends for distribution to the community in the 
four years ended 31 March 2020.14 In addition to its strong people culture, TSB has 
been investing in new technology with a cloud-based communication platform rolled out 
in 2019.  

 

46. Other small New Zealand banks: SBS (formerly the Southland Building Society) and 
the Co-operative Bank each have their own niches in the banking sector but both 
appear to be of insufficient scale and are likely to be significantly challenged both by 
the new RBNZ requirements and if they are to advance their use of technology.  

Kiwibank's Te Ara Hou transformation aims to position the bank to be more competitive  

47. Kiwibank: Over four to five years, Kiwibank is undertaking Te Ara Hou (“journey to 
better off”),  transformation plan to reposition the Bank’s 
people and systems  
It’s Te Ara Hou plan is summarised below:  

• 

• 

We discussed the plan 
in our 26 March 2021 report Kiwibank’s Te Ara Hou Plan (T2021/730 refers).  

• 

 
14  The TSB Community Trust also owns Fisher Funds, the products of which are distributed by TSB 
15  

 

[34]
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• 

48. 

Conclusion   

49. It appears that the Big 4 banks are likely to continue a process that sees them 
mitigating the quantum of capital that needs to be retained to meet the RBNZ 
regulatory requirements by: 

• rebalancing their New Zealand portfolios to lower risk-weighted assets,  

• concentrating on those areas deemed core by their parent companies,  

• simplifying processes and cutting operating costs, 

• bringing on-stream new products and services in a similar or lagged fashion to 
their Australian parents, and 

• taking a ‘bolt-on’ approach to technology needs. 

 
16

[25], [26]

[25], [26]

[25], [34]
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50. CBA appears to be the most proactive in the new technology space and this is likely to 
flow through to its offerings to large New Zealand corporates and through ASB. 
However, without dramatic change by any one, a more defensive strategy probably 
appears safer. 

  

51. Westpac and BNZ appear to have greater system investment requirements than the 
others with some market commentator estimates for IT/systems costs being between 
$300 million and $400 million for Westpac and $200 million and $300 million for BNZ – 
whether or not they lift themselves into the latest technologies sphere. 

52. Growth prospects for the smaller New Zealand banks appear limited in the near term 
as they deal with new regulatory capital requirements. In addition, they may become 
laggards in new technology – 

 

   

53. Westpac has announced that it is considering options for its New Zealand businesses 
and these could lead to divestment or a demerger (or no structural change). The 
owners of one or more of the other Big 4 banks may also be considering whether New 
Zealand remains core to their businesses. It will be important to keep attuned to market 
developments as there may be opportunities for the Government to participate in 
conversations about the future shape of the sector.  

54.  
 The Korimako options 

paper accompanying this report seeks to more deeply understand the Government’s 
objectives in relation to the banking sector and how alternative ownership 
arrangements for Kiwibank’s owner, KGH, will assist those objectives. 

55. The greatest drivers of change in the competitive landscape are usually those which 
enable step changes in processing and delivery costs or new popular products and 
services. This is the potential offered by the new technologies which are increasingly 
being utilised by banks generally 

  

56. 

57. As outlined in the accompanying report, officials will continue with the work programme 
that comprises Project Korimoko. Treasury officials are scheduled to meet with the 
Minister of Finance to discuss this advice and seek feedback on the Government’s 
preferred objectives and ownership options at the Finance Priorities meeting on 15 
April 2021.  

[34]

[34], [37]

[37]
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Appendices  

Appendix I: Annotated graphs of bank data 
 

 
Source: RBNZ Bank Dashboard 
 
The registered banking sector is dominated by the four largest banks (each of which is 
currently Australian-owned). These together held 88% of the loans made by registered banks 
in New Zealand as at 30 September 2020 (the last data available on the RBNZ’s Bank 
Dashboard). Kiwibank, the largest New Zealand owned bank has a 5% share of total loans 
(8% of house loans). The next two largest, Westpac and BNZ have market shares circa 19%. 
 

Source: Companies disclosure statements 

 
Over the last five years, Kiwibank’s pace 
of loan growth has increased to a rate now 
faster than all other banks – possibly aided 
by the injection of new capital in May 
2017. The declining rate of net loan growth 
by TSB and SBS (from the highest levels) 
may be a result of those banks more 
constrained access to future capital to 
meet RBNZ’s new requirements. Westpac 
and BNZ have had the lowest loan growth 
over the last five years (4.9% pa and 5.3% 
pa respectively). 
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Source: Companies disclosure statements 

 
Risk weighted asset growth for all banks 
other than ANZ and Kiwibank has been 
less than total asset growth indicating an 
emphasis on lower risk lending (especially 
housing). Kiwibank’s growth in risk assets 
has been much faster reflecting its 
emphasis on growing its market share in 
the SME sector, but this type of lending 
uses up capital faster and so there is a 
possibility that most banks will be less 
inclined to higher risk lending. Over the 
last five years, Westpac and BNZ have 
had the lowest risk weighted asset growth 
(2.3% and 4.3% pa respectively) 

Source: Companies disclosure statements 

 
Net Interest Margins (NIMs) have 
averaged 2.1% over the last five years 
with a slight downward trend reflecting 
increased competitiveness (or focus on) in 
lower risk (residential) lending and, 
possibly, a declining interest rate 
environment. The lowest margin lender 
has usually been TSB, with SBS the 
highest, with Kiwibank still having a lower 
than sector average margin (but not the 
lowest as it was in FY16 and FY17).  

Source: Companies disclosure statements 

 
Kiwibank has the highest Cost relative to 
Income (CTI), followed by SBS and also 
TSB whose CTI ratio has been rising (in 
part due to a reduction in NIM). Ranging 
from 65% to 73% over the last three 
financial years, KIwibank’s compares with 
33% to 43% for the Big 4 banks so it is at a 
considerable competitive disadvantage. 
While the nature of business focus is a 
factor, the no-longer-fit-for purpose core 
banking system and resulting manual 
elements required in processing are key 
cost reduction hurdles.  

Source: Companies disclosure statements, KPMG Financial 
Institutions Performance Survey 2020 

 
The top 5 banks are all reducing their 
branch networks as customer visits 
decline. This trend is expected to continue 
as most customers increasingly favour 
online options and as new products and 
services are offered. Despite being less 
than half the size of the next-up largest 
retail bank (BNZ), Kiwibank has 20% more 
branches than BNZ, Westpac or ANZ, and 
over 70% more than ASB whose business 
has a high urban concentration.  
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Source: Companies disclosure statements 

 
Return on assets fell for all banks last year 
for COVID-19 related reasons, but prior to 
FYE’20, these have generally been above 
1.0% for the majors. Amongst the majors 
BNZ and Westpac usually achieve lower 
returns on assets than ANZ and ASB. TSB 
and SBS have usually been around 0.7% 
and 0.6% respectively but Kiwibank’s 
average (apart from FYE’20) of 0.5% 
reflects its relatively high cost structure 
and narrower than market average NIMs. 

Source: Companies disclosure statements 

 

Residential exposures 
 FYE’16 FYE’19 FYE’20
ANZ 31% 31% 31%
ASB 22% 22% 22%
BNZ 16% 17% 16%
Westpac 21% 20% 20%
KiwiBank 7% 7% 8%
TSB 2% 2% 2%
SBS 1% 1% 1%

  
 

 

Residential lending appears to have been 
an attractive segment for all banks – likely 
given it’s generally low risk (and low risk-
weighting) but Kiwibank has been gaining 
share since FYE’18  

 Westpac has been losing share but 
is still above BNZ. 

Source: Companies disclosure statements 

 

Business exposures 
 FYE’16 FYE’19 FYE’20
ANZ 34% 33% 31%
ASB 16% 17% 18%
BNZ 28% 28% 28%
Westpac 21% 20% 21%
KiwiBank 1% 1% 1%
TSB 0% 1% 1%
SBS 0% 0% 0%

  
 

The four biggest banks account for 98% of 
the corporate lending by our surveyed 
banks (and even if the corporate focused 
banks were included, the big 4 would still 
be over 95%). ASB has been gaining 
share, probably benefitting from its 
concentration on the Auckland region, 
while ANZ’s decline from 34% to 31% may 
be intentional rebalancing and quality 
focus. Although from a very low base, 
Kiwibank has doubled its share form 0.5%. 

[25], [34]
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Source: Companies disclosure statements 

 

Agricultural exposures 

 FYE’16 FYE’19 FYE’20
ANZ 30% 28% 26%
ASB 16% 16% 16%
BNZ 23% 23% 22%
Westpac 14% 13% 14%
Rabobank 17% 20% 21%
TSB 0% 0% 1%
SBS 0% 0% 0%

  
  

ANZ has been reducing its exposure to the 
agricultural sector – now 26%, down from 
30% in FYE’16. We understand that 
agriculture is not a particularly favoured 
sector for the Australian-owned banks who 
will also have this commodity exposure 
across the Tasman. In contrast, Rabobank, 
the Utrecht headquartered global food and 
agriculture sector financier continues to 
build its market position in New Zealand.  

Capital ratios (Tier 1 and total capital) 

 
Source: RBNZ Bank Dashboard 

 
As at 30 September 2020, all registered 
banks in New Zealand held capital well in 
excess of the standard minimum 8% (plus 
capital buffer of 2.5%) required by the 
regulator. It will not be until 1 July 2028 
that the new capital requirements will be 
fully in force (the timetable of steps is 
shown in Appendix II). However, in order to 
meet these new requirements, banks will 
need to consider the extent of asset 
growth, its nature (which sectors and/or 
risk weighting), profitability and profit 
retention levels and preparedness to invest 
new capital. Kiwibank, ASB and ANZ have 
the lowest Tier 1 capital levels currently 
(and Kiwibank the lowest total capital) but 
ASB and ANZ have consistently achieved 
highest returns on assets.  

 
 



T2021/866 Project Korimako: Sector landscape report Page 24 

 

Appendix II: The latest RBNZ capital adequacy requirements timetable 
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Appendix III: Possible value of New Zealand registered banks  

We have reviewed the current market valuations for Australian listed banks and these are 
summarised in Figure AIII-1. 

Figure AIII-1: Current market values of selected Australian banks 

Bank (year 
end) 

Price/Earnings (x) Dividend yield (%) P/Book Value (x) ROE Market 
Capital 
(A$b) FY19(A) FY22(F) FY19(A) FY22(F) FY20(A) FY22(F) FY22(F) 

ANZ (Sept) 14.0 13.6 5.7 4.9 1.3 1.2 9.0 79.8 

CBA (June) 18.4 18.6 5.0 4.1 2.1 2.0 11.1 152.8 

NAB (Sept) 15.9 15.2 6.4 4.7 1.5 1.3 9.3 85.9 

WBC (Sept) 12.5 14.9 7.1 4.8 1.3 1.2 8.4 89.9 

BEN (June) 14.2 14.4 7.0 4.9 0.9 0.8 6.8 5.4 

BOQ (Aug) 12.5 13.5 5.3 5.0 0.9 0.9 7.4 5.5 

Average 14.6 15.0 6.4 4.7 1.3 1.2 8.6  

Source: MarketScanner Consensus forecasts and share prices as at 1 April 2021 

• We have focused on bank earnings in the last ‘normal’ year (i.e. before COVID-19 
related disruptions) and consensus forecasts for the next one – assumed to be the 
financial year (FY) ending during calendar 2022. While the four Australian majors are 
orders of magnitude larger than any New Zealand banks and there are differences 
between the two markets we are satisfied with the apparent market view that these 
provide a useful indicator. However, the future higher capital ratios, lower than historic 
returns on equity in New Zealand, and lower dividend yields than in Australia during the 
transition to new capital requirements suggest that some discount be applied to the 
equivalent Australian P/E multiple. 

[34]



T2021/866 Project Korimako: Sector landscape report Page 26 

 

• Offering shares to members of the public (or their institutional representatives) and 
listing them on the NZX is unlikely to enable a control premium to be captured in the 
offer price. However, there may be other reasons for one or more of New Zealand’s 
banks to consider a stock exchange listing. Were any of these banks to be floated in 
their entirety, we estimate they would have market capitalisations of between 

 As 
mentioned earlier it is possible that if a bank was to be listed on the NZX, less than 
100% of the shares might be made available for purchase and/or trading. 

• The largest New Zealand companies listed on the NZX currently are Fisher & Paykel 
Healthcare (with a current market capitalisation of $18.3 billion), Meridian Energy 
($14.3 billion), Auckland International Airport ($11.3 billion) and Mercury NZ ($8.9 
billion). Therefore even just one bank would have a significant impact on the NZX. 
Some commentators have suggested to us that the market might not have the appetite 
for more than one listed bank. However, given the relatively successful listings of the 
Government-majority-owned electricity generator-retailers, there may be scope for 
more than one bank listing.  
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