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Dear
 
Thank you for your Official Information Act request, received on 16 March 2021.  You 
requested: 
 

I am writing to request copies of all (a) internal analysis, (b) engagements with 
the Reserve Bank, and (c) advice to the Minister of Finance or his office, relating 
to the 26 February directive to the Reserve Bank under section 68B of the RB 
Act. This request encompasses any material dating back to the time of the 
Minister's intimation late last year of the possibility of a change to the monetary 
policy Remit. 
 
To be clear, I am not seeking copies of emails that, while relating to this 
work/direction, are of purely an administrative nature. 

 
On 1 April 2021, a letter was sent to you under section 15A of the Official Information 
Act to extend the time limit for deciding on your request by an additional 27 working 
days (until 25 May 2021), because your request necessitates a search through a large 
quantity of information, and consultations are needed before a decision can be made 
on your request. 
 

Information being released 

Please find enclosed the following documents: 
 

Item Date Document Description Decision 

1.  11 December 
2020 

Email: Section 68B thinking.DOCX Release in part 

Attachment: Section 68B 
thinking.docx 

2.  28 January 2021 Email: RE: Briefing on 68B / Remit Release in part 

Attachment: Outline for advice on s 
68 and remit.docx 

s9(2)(a)

s9(2)(a)
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3.  29 January 2021 Email: s.68B [redacted under s 
9(2)(h)] 

Release in part 

4.  1 February 2021 Email: FW: s68b progress Release in part 

5.  29 January 2021 Email: s.68B and RB Governor's 
preferences 

Release in part 

6.  29 January 2021 Email: Ideas.docx Release in full 

Attachment: Ideas.docx 

7.  1 February 2021 Email: Options table for s 68B Release in full 

Attachment: Options table for 
68B.docx 

8.  2 February 2021 Email: more thoughts.docx Release in full 

Attachment: more thoughts.docx 

9.  3 February 2021 Email: RE: Bank comment on 
interpreting 'sustainable house 
prices' 

Release in part 

10.  4 February 2021 Email: RE: For review: Draft s 68B 
and advice on interest-only loans 

Release in part 

11.  5 February 2021 Treasury Report: T2021/199 
Interest-only Mortgages 

Release in part 

12.  18 February 2021 Email: RE: Treasury Report_ 
Government policy direction to the 
Reserve Bank.DOC 

Release in part 

 
I have decided to release the relevant parts of the documents listed above, subject to 
information being withheld under one or more of the following sections of the Official 
Information Act, as applicable: 
 

• advice still under consideration, section 9(2)(f)(iv) – to maintain the current 
constitutional conventions protecting the confidentiality of advice tendered by 
Ministers and officials, 

• certain sensitive advice, under section 9(2)(g)(i) – to maintain the effective 
conduct of public affairs through the free and frank expression of opinions, 

• mobile phone numbers of officials, under section 9(2)(g)(ii) – to protect 
employees from improper pressure or harassment, 

• confidential communications between solicitor and client for the purposes of 
seeking or giving legal advice, under section 9(2)(h) – to maintain legal 
professional privilege, 

• direct dial phone numbers of officials, under section 9(2)(k) – to prevent the 
disclosure of information for improper gain or improper advantage.  
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We have redacted direct dial phone numbers of officials under section 9(2)(k) in order 
to reduce the possibility of staff being exposed to phishing and other scams.  This is 
because information released under the OIA may end up in the public domain, for 
example, on websites including Treasury’s own website. 

Some information has been redacted because it is not covered by the scope of your 
request.  This is because the documents include matters outside your specific request. 
 

Documents to be released under another OIA request 

Some of the relevant documents are captured by TOIA 20210065, which is your 
request for documents related to the monetary policy remit changes.  
 
Where a document contains information that is relevant both requests, those 
documents have been included in the response to TOIA 20210065, subject to any 
necessary redactions under the OIA. 
 

Item Date Document Description OIA request 

13.  30 November 2020 Email: Re: Summary of catch-
up on RBNZ and housing 

TOIA 20210065 

14.  26 January 2021 Email: RE: Readout from MoF 
- Treasury Report: requiring 
the Reserve Bank to have 
regard to house prices 

TOIA 20210065 

15.  28 January 2021 Email: Draft timetable of 
options for s 68B and remit 

TOIA 20210065 
Attachment: Timetable of 
options for s68B and remit 

16.  4 February 2021 Email: RE: For review by 
tomorrow morning – TR on 
Housing policy and the 
Reserve Bank 

TOIA 20210065 

17.  4 February 2021 Email: For the meeting with 
RBNZ 

TOIA 20210065 

18.  4 February 2021 Email: RE: For review - DRAFT 
Treasury Report on Housing 
Policy and the Reserve Bank 

TOIA 20210065 

19.  10 February 2021 Email: RE: TSY Bag: Treasury 
report T2021/241: Housing 
policy and the Reserve Bank: 
Draft Cabinet Paper; Housing 
policy and the Reserve Bank 

TOIA 20210065 

20.  12 February 2021 Email: RE: Draft email: Tsy 
and RBNZ feedback on s68B 
wording 

TOIA 20210065 
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Information publicly available 

The following information is also covered by your request and is publicly available on 
the Treasury website: 
 

Item Date Document Description Website Address 

21. 7 December 2020 Treasury Report: T2020/3529: 
Outline of measures to moderate 
house price growth 

https://www.treasury.govt.nz/sites/
default/files/2021-04/tax-housing-
4380109.pdf 

22. 15 January 2021 Treasury Report: T2021/11 
Requiring the Reserve Bank to 
have regard to house prices 

https://www.treasury.govt.nz/sites/
default/files/2021-04/tax-housing-
4403769.pdf 

23. 5 February 2021 Treasury Report: T2021/155 
Housing policy and the Reserve 
Bank 

https://www.treasury.govt.nz/sites/
default/files/2021-04/tax-housing-
4414750.pdf 

24. 10 February 2021 Treasury Report: T2021/241 
Housing policy and the Reserve 
Bank: Draft Cabinet paper 

https://www.treasury.govt.nz/sites/
default/files/2021-04/tax-housing-
4415550.pdf 

25. 12 February 2021 Cabinet paper: Housing policy and 
the Reserve Bank 

https://www.treasury.govt.nz/sites/
default/files/2021-04/tax-housing-
4428344.pdf 

26. 19 February 2021 Treasury Report: T2021/319 
Government policy direction to the 
Reserve Bank 

https://www.treasury.govt.nz/sites/
default/files/2021-04/tax-housing-
4431881.pdf 

 
Accordingly, I have refused your request for the documents listed in the above table 
under section 18(d) of the Official Information Act: 

• the information requested is or will soon be publicly available. 

Some relevant information has been removed from documents listed in the above table 
and should continue to be withheld under the Official Information Act, on the grounds 
described in the documents. 

Information to be withheld in full 

There are additional documents covered by the request that we propose to withhold in 
full, under the following section of the Official Information Act: 

• confidential communications between solicitor and client for the purposes of 
seeking or giving legal advice, under section 9(2)(h) – to maintain legal 
professional privilege. 

 
In making my decision, I have considered the public interest considerations in section 
9(1) of the Official Information Act.  
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Please note that this letter (with your personal details removed) and enclosed 
documents may be published on the Treasury website. 

This reply addresses the information you requested.  You have the right to ask the 
Ombudsman to investigate and review my decision. 
 
 
 
 
 
 
Dasha Leonova 
Manager, Financial Markets 
 



OIA 20210096
Table of Contents

1. Section 68B thinking.DOCX 1
2. RE_ Briefing on 68B _ Remit 11
3. s.68B [Redacted under s9(2)(h)] 15
4. FW s68b progress 17
5. s.68B and RB Governor's preferences 21
6. Ideas.docx 22
7. Options table for s 68B 25
8. more thoughts.docx 27
9. RE Bank comment on interpreting 'sustainable house prices' 31
10. RE For review Draft s 68B and advice on interest-only loans_ 34
11. Treasury Report_ T2021_199_Interest-only Mortgages 38
12. RE Treasury Report_ Government policy direction to the Reserve Bank.DOC 43



From: Leona Feng [TSY]
To: Siobhan Duncan [TSY]; Daniel Jury [TSY]
Cc: Dasha Leonova [TSY]
Subject: Section 68B thinking.DOCX
Date: Friday, 11 December 2020 4:46:00 pm
Attachments: 4391041_Section 68B thinking.DOCX

image001.png

[IN-CONFIDENCE]
 
Hi, attached are some notes/brainstorm on section 68B.

 
 
 

Leona Feng | Senior Analyst, Financial Markets | Te Tai Ōhanga – The Treasury
Tel: | Email/IM: Leona.Feng@treasury.govt.nz
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Out of scope
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Section 68B thinking

1. There is a section 68B power in the RBNZ Act which allows the Minister to direct the RBNZ to have regard to a government policy in the functions of its financial/prudential policy, including macro-prudential tools like the LVR. While it would not shift the Bank’s overall financial stability/soundness and efficiency objective, it could encourage the Bank to take into account broader government priorities such as affordable housing and distributional impacts in their decision making on financial/prudential policy. However it would not be required give effect to a direction on government policy.  

1. As directions under these sections have not been given, it is hard to assess, in practice, the significance of this power.

1. This direction power does not apply to monetary policy decisions of the MPC.



Our advice to Caralee/MOF on macropru:









See Craig/Victor’s previous work:

RE: Treasury s68b report: Government Objectives(Cavan OConnor-Close) (Treasury:3372596v1) Add to worklist



Reserve Bank of New Zealand: Directions on Government Policy (Treasury:3615262v7) Add to worklist



What does have regard to mean?



https://www.mbie.govt.nz/dmsdocument/4230-trustpower-electricity-price-review-first-report-submission



Stephen’s email:

Here are some bullet point tram lines to take into account if your are asked on an urgent basis to come up with the text of a direction. These bullet points are drawn from the wording of s 68B and some opinions in relation to directions that have been considered with respect to other State Sector entities.



1. The direction can only be given with respect to “government policy” 



Here is an extract from a Crown Law opinion 



“The powers of direction presuppose the Government already having determined a “policy” which is to be given effect, before the direction is issued. There is no set form for such a policy. I consider that it could be a standalone pronouncement, or perhaps evident in something else (such as in the annual notice of the Crown’s social objectives, discussed below), but in any case it should be contained in a clear, public, written document….

The statutory wording implies some limits to the permissible degree of specificity of a direction. The power is not to require that specified act be done, or that specified decision be made. Rather, a direction is a requirement to give effect to a particular “policy”. The policy will already exist; the direction effectively says “implement that”. The term “policy” is not capable of precise definition but does, I think, imply some degree of generality; it is something that can be expected to be more specific than a strategy or objective or outcome, but less specific than a command to perform a precisely specified act…..  . That obligation suggests that a direction should not stipulate all details of the implementation of the direction; rather, it should be at a level of generality that leaves Housing NZ to formulate “how” to implement it.”

Note that the reference to the policy “existing”. Is there extant government policy here?



1. The direction must relate to the RB’s functions under Part 5, and Parts 5B and 5C of the Act. A starting point is s 67 (registration and prudential supervision) but the Act being old is not very explicit as to the RB’s functions. In working up a direction you need to be confident that it relates to a RB function under Part 5, and Parts 5B and 5C of the Act.



1. A direction under s 68B cannot require the performance or non-performance of a particular act by the Bank, or any employee or office holder of the Bank, or the bringing about of a particular result, in respect of a particular person. We will have to provide more advice on this but it is clear enough that the Minister cannot direct the RB to do a particular act (consistent with the Crown Law view referenced above). Also the direction cannot require the bringing about of a particular result (although this stricture seems to be tied to a particular result, in respect of a particular person). 



1. There is also the consultation requirement. We have spoken briefly on this and we can come back with some more advice. Suffice it to say that we should seek to avoid the perception that the nature of the consultation with the RB is “pro-forma” in nature 






What might go in a direction?

		

		Policy

		Text



		Enabling provision

		Functions under prudential supervision of banks

Section 78 – carrying on business in a prudent manner

Risk management practices 

		Pursuant to section 68B of the RBNZ Act



		Context

		· MoF has written to RBNZ expressing concerns about house prices

· RBNZ has responded to MoF advising not to change the remit but to give direction on housing in prudential policy space

		



		Problem to be addressed 

		· Minister is concerned that the recent rapid escalation in housing prices, and forecasts for this to continue, are affecting the Government’s ability to meet the economic objectives.

· Concerned about the potential that these price increases may present a financial stability risk to the economy, particularly when monetary policy returns to more normal settings. 

· RBNZ monetary and prudential policies can affect house prices and housing affordability. In turn, the housing market can affect the Bank’s monetary and financial policy objectives. 

		



		Current statutory objectives

		Primary: 

· Promote the maintenance of a sound and efficient financial system.

Other: 

· Reduce the risk that the financial system amplifies a severe downturn

· Have regard to the impact of prudential policy on economic growth 

		



		Why is the objective best achieved by a direction 

		· RBNZ only has to consider financial stability; for macropru: increase the resilience of the domestic financial system and counter instability in the domestic financial system arising from credit, asset price or liquidity shocks

· Unable to take into account other considerations/change mandate 

		



		Government Policy (Bastiaan to provide text)

		Note: needs to be an existing Government policy/Cabinet decision, not just Minister’s objectives.

· Government objectives to increase home ownership and enable wider housing affordability while not having a negative impact on renters. 

· Or more explicitly: moderate/dampen house price inflation?

· Avoid house price instability 

· Support/align with Government’s aim to improve the wellbeing and living standards of New Zealanders through a sustainable, more productive and inclusive economy

		



		Time 

		· Is it ongoing? When will it end?

· Review of direction will be undertaken?

		



		Monitoring/ compliance

		· Do we need to monitor? Do we need a report back?

		



		Purpose

		· To give regard to government policy on house prices

· To invite the RBNZ to consider whether additional tools are required to moderate house price increases, in order to achieve financial stability?

		



		Scope

		Will need to reference broad s 68 powers/prudential supervision. 

· Should cover the Bank’s request to investigate a DTI?

· Do we want to cover Macro-prudential policy only (DTI, LVR) or broader financial policy (capital, liquidity)?

		



		Impacts

		· Cannot change the mandate on financial stability

· Cannot be inconsistent with mandate

· But can there be additional objectives for the RBNZ? Up for debate



		







Other thoughts

The role of the Minister in relation to the RBNZ with respect to financial regulation is more complex. In some respects, the Minister can provide strategic guidance to the RBNZ, as regulator, which has considerable discretion in making regulatory decisions. For example, the Minister may direct the RBNZ to have regard to a Government policy that relates to the RBNZ’s functions under the RBNZ Act as it relates to prudential supervision of banks (section 68B). As directions under these sections have not been given, it is hard to assess, in practice, the significance of this power.



SSC guidance for Crown entity directions

Checklist for proposal for a section 107 direction

A proposal should include information on:

a)The issue (problem/opportunity) to be addressed by the direction.

b)Why the objective is best achieved by this kind of direction rather than an alternative mechanism, and what alternatives have been considered.

c)The group/category/type of Crown entities the direction is to be applied to, and why entities have been included or excluded, as applicable.

d)The costs and benefits (or advantages and disadvantages) of the proposed direction, and how costs will be funded.

e)The result of any preliminary consultation, including the nature of any legal advice received on the proposal.

f)How formal consultation will be managed and by whom. Consultation needs to be open-minded and carried out at an appropriate level.

g)The process for managing any disputes, e.g. if a Crown entity objects during consultation to being included in a direction.

h)Whether there are any implementation concerns, and how these would be managed.

i)Whether a time limit on the direction is appropriate.

j)How monitoring of compliance with the direction will occur, and how achievement of the intended benefits will be assessed.

Example of a direction on government policy

Examples



Pursuant to section 26 of the Commerce Act 1986, I hereby give to the Commerce Commission the following statement of the economic policy of the Government in relation to maintaining confidence in the market for essential goods and services such as grocery products during the period that COVID-19 is affecting the New Zealand economy.

Introduction and Background

1. New Zealand has a robust and resilient economy that can respond to and recover from the economic impacts of COVID-19.

2. The government has announced a $12.1 billion package to support New Zealanders and their jobs from the global impact of COVID-19. Any measures that we take must be timely, fiscally sustainable, targeted to those who need it, and proportionate to the level of the economic shock.

3. We are working together – all arms of government, business groups and unions – to protect jobs and businesses by cushioning the impact this global outbreak has on our economy.

4. COVID-19 is a rapidly evolving situation and our first priority is on the health and wellbeing of our people.

5. As we go through this crisis towards economic recovery the Government will be constantly monitoring the situation and adjusting its response. As with every action we have taken we will be constantly reviewing every measure to ensure it is getting to those that need it the most.

Government Policy Statement

1. It is Government policy that over the period that COVID-19 is affecting the New Zealand economy, the Commerce Commission should have regard to the Government’s objective of maintaining confidence in the market for essential goods and services such as grocery products, by ensuring that there is broad and fair access to them by as wide a range of consumers as possible.

2. The Commission should work with stakeholders including consumers, market participants and Government agencies to contribute to achieving the Government’s objective.

3. The purpose of this policy statement is to facilitate the sale and supply of grocery products and other essential goods and services in an equitable manner. The Government does not endorse behaviours such as price gouging or hoarding.

4. As always, I expect the Commission to have regard to the public interest in these exceptional times when exercising its powers.

Issued at Wellington this 22nd day of March 2020.

HON KRIS FAAFOI, Minister of Commerce and Consumer Affairs.




Notes from catch-ups



Catch-up with Craig and Natalie

· FEC: Governor couldn’t direct FLP in anyway – lack mandate – needed a mandate from MoF. Or change in the law. ‘need direction’ – mixed up prudential and MP. 

· What is in the regime?

· MPC governed by MP mandate. Big distinction between FP. 

· MoF doesn’t need to provide a direction if RBNZ chose to direct FLP funding? 

· Can’t direct them in anyway. RBNZ didn’t think it was effective so didn’t do so.

· Arguably scope in MP remit to do so on their own.

· Could MPC give direction to RBNZ to focus on sectors? The remit is silent to that. MPC has principles – efficiency, push them towards not distinguishing. 

· Treasury has some issues with MPC adopting its own principles.

· MOF sets objectives and operational considerations in remit.

· Efficiency: short-term (not directing credit to certain sectors) vs. long-term.

· MPC had consulted on FS risks. Can it operationalise FLP

· Craig’s questions:

· If RB decides it wants to direct lending under existing objectives, and MPC wants to do it, then does it have power to do it on its own?

· In operationalising MP decision, can see poor outcomes on FS side, if wanted to change terms, it can do it by itself to ask MPC for direction to do itself? Doesn’t need MoF to step in.

· Renee: can’t direct another part of the Bank, but can consider.

· If MoF wanted to step in, could direct above and beyond those things but significant impact on independence. 

· Renee: they considered it but didn’t think it was a good idea essentially to direct FLP. 

· Craig thinks there is scope within operational consideration ground to do so if they wanted to.

· Wants email (to Natalie) – confirm RBNZ isn’t waiting on mandate from MOF to change should it wish to.





Catch-up with Bastiaan and Neil: 

· Confirm understanding of the RBNZ letter

· Update from MOF office

· Given tools, what is achievable by the Bank?

· What impact can we have?

· All in realm of demand side 

· Combo of DTI and LVR

· Note DTIs – disproportionate impact on certain groups of borrowers?

· If only say high house prices, not enough

· Note we need to reference an existing government policy, not just made up by the Minister. Are Objectives in scope?

· First home ownership 

· Reduce highly leveraged investors in market 

· What is the Government’s objective? Moderate or decrease prices to enable affordability 

· Meeting with MOF on Monday on housing TR. 

· Announcing a suite of things in Feb. 

· Macro thinks the correct tools are FP not MP. Otherwise putting up interest rates for everyone, worse economic outcomes overall. 

· Need to offset with temporary rent control if extreme measures on investors. Then that would stop investment in rental housing – decrease supply; no new builds. 

· Agree on who is doing what

· Specify outcome/objectives want to achieve

· How far can you go?

· Only have regard to, not override other objective 

· Should test that 

· Legal: review drafting and process 

· Sign-out: James or Bryan? 



Catch-up with Stephen: 

· Content: constraint is s 68B(5) – cannot direct particular person/result

· Direction cannot require performance of particular act by Bank

· Do we need to provide advice/TR on options?

· Talk to Cavan, Craig, Victor? See Previous Treasury advice. 
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macroprudential policy and housing (FINAL).DOCX
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	IN-CONFIDENCE


Macro-prudential policy and housing 





Key points


· The Reserve Bank (RBNZ) temporarily removed Loan-to-Value Ratio (LVR) restrictions on mortgage lending for one year, effective from 1 May 2020. 


· Since then, high LVR lending to investors has risen significantly. The impact of the removal of LVRs on recent house price increases is uncertain. The RBNZ has indicated to us that reapplying LVRs would have a marginal impact on house prices. 


· The RBNZ is likely to announce its intention to carry out an earlier review of its LVR decision on 11 November, and for public consultation to take place in early 2021, although this timeline has not been confirmed by the RBNZ. 


· The RBNZ intends to provide the Minister of Finance with a briefing outlining its plans for reviewing LVR restrictions tomorrow, 5 November 2020. The Treasury will receive a copy of this briefing and will provide further advice to you as required.


· There is a Memorandum of Understanding[footnoteRef:1] (MOU) between the RBNZ Governor and the Minister of Finance that guides how the RBNZ makes macroprudential policy decisions. The MOU requires the RBNZ to consult with the Treasury and the Minister while a macroprudential tool is under active consideration, and before final decisions are made. The Treasury provide advice to support the Minister in the consultation process.  [1:  RBNZ (May 2013). https://www.rbnz.govt.nz/regulation-and-supervision/banks/macro-prudential-policy/mou-between-minister-of-finance-and-governor-of-rbnz ] 






The RBNZ’s Loan-to-Value Ratio policy


The Loan-to-Value Ratio (LVR) policy is aimed at reducing the risks to financial stability from a severe correction in house prices. The Reserve Bank first introduced LVR restrictions in October 2013 in response to high levels of high-LVR mortgage lending, and has adjusted policy settings as risks have evolved. 





From 1 January 2019 until 30 April 2020, the LVR restrictions were:


· Up to 20 per cent of new mortgage loans to owner occupiers can have deposits of less than 20 per cent.


· Up to 5 per cent of new mortgage loans to property investors can have deposits of less than 30 per cent.


 


The RBNZ removed LVR restrictions in May 2020 


In May 2020, the RBNZ temporarily removed LVR restrictions for one year following a short public consultation process due to concerns about banks’ ability to offer mortgage deferrals in the context of a forecast decrease in house prices.  





The RBNZ Governor recently stated in public that the RBNZ is looking at reviewing LVR limits earlier than planned (i.e. prior to 1 May 2021). The RBNZ indicated that it may have concerns about financial stability if sees housing activity being driven by very highly leveraged loans and investor activity. There are early signs of both. 





We understand the RBNZ is likely to announce on 11 November (ahead of its Monetary Policy Statement on the same day) its intention to undertake an earlier review of LVRs, with public consultation in early 2021. The RBNZ will also brief the Minister of Finance on 5 November 2020. The Treasury will receive a copy of the briefing. We will provide you with a further update once we have reviewed the RBNZ’s briefing.





Impacts of the LVR removal on mortgage lending to different borrower types


High LVR lending to all borrower types has increased from the previous peak of 14% of mortgage lending in December 2019 to around 19% in September 2020.[footnoteRef:2]  [2:  See Annex to strategic housing briefing: Impact of the removal of LVR restrictions (Treasury:4373396v1)] 



In recent months, the main driver of greater high LVR lending is investors.[footnoteRef:3] High LVR lending to investors (>70%) significantly increased from $150m in September 2019 to $611m in September 2020. This is compared to high LVR lending to first home buyers (>80%) of $418m in September 2019 to $582m in September 2020.  [3:  RBNZ (September 2020). New residential mortgage lending by borrower type – C31. https://www.rbnz.govt.nz/statistics/c31 ] 



RBNZ staff consider that the current financial stability risks associated with high LVR lending are relatively low, as most households have strong equity positions and can absorb a greater decline in house prices without going into negative equity. Banks have far fewer high LVR loans on their books than before the LVR restrictions were first imposed in 2013, and the forecast stock of high LVR lending to investors is not expected to be higher over the long term despite current flows.





Impacts of LVR restrictions on house prices


From our informal discussions with RBNZ staff, we understand that RBNZ considers that reapplying LVR restrictions would have a marginal impact on house prices. A rough estimate from Bank staff is that re-imposing LVR restrictions now could have just a 1% impact on house prices going forward (we do not have estimates of the impact of the May 2020 LVR removal has had on house prices). This is compared to an estimated 3-6% impact on house prices when previous LVR restrictions were in place between 2013 and 2016.[footnoteRef:4] This was at a time when high LVR lending was very high and therefore led to a significant restriction in lending standards. Also, the effect of each tightening on the rate of housing demand growth is likely to be moderate and temporary (typically 6 to 12 months). [4:  RBNZ (2018). Loan-to-Value Ratio Restrictions and House Prices. https://www.rbnz.govt.nz/-/media/reservebank/files/publications/discussion%20papers/2018/dp18-05.pdf ] 



In the current context, Bank staff consider the greatest drivers of house price increases are the reduction in interest rates and the unresponsive supply, with some rough estimates that 7-10% of house prices are currently attributed to interest rates.





RBNZ’s role in setting macro-prudential policy


The main objective of macro-prudential policy is to increase the resilience of the domestic financial system and counter instability in the system arising from credit, asset price or liquidity shocks. The RBNZ considers that LVRs are not a tool for directly managing house prices, and it would not be able to do so within its mandate. The benefit of the LVR policy comes from having the restrictions in place while the housing market is rising, so that subsequent corrections will be less severe. 





While high house prices in themselves are not of concern to RBNZ, if they have potential financial stability impacts (i.e. high house prices increase the risk of a subsequent housing crash and wider financial crisis), they will be of concern to the RBNZ. Macro-prudential policy can help reduce the likelihood of a crisis and impact of a downturn, but cannot eliminate these risks or effects or influence underlying non-financial causes of these economic cycles. 





Under the current framework which is set out in a Memorandum of Understanding between the RBNZ and the Minister of Finance, decisions on macro-prudential intervention are taken by the RBNZ Governor alone. When making decisions on macro-prudential policy, broader considerations such distributional impacts do not form part of the RBNZ’s decision-making process or criteria, but according to its macro-prudential policy framework,[footnoteRef:5] these are considered ‘one aspect’ of the consultation with the Minister of Finance and the Treasury.  [5:  https://www.rbnz.govt.nz/-/media/ReserveBank/Files/Publications/Background%20papers/Macroprudential-policy-framework.pdf?revision=94e409bf-367c-425c-be6e-651f8b013a42 ] 






Role of the Treasury and the Minister of Finance


While the Governor is ultimately responsible for macro-prudential policy decisions, the RBNZ must consult with the Minister of Finance and the Treasury ‘from the point where macro-prudential intervention is under active consideration, and will inform the Minister and Treasury prior to making any decision’. In practice, some consultation usually takes place prior to the RBNZ consulting publicly on any proposals, on the regulatory impact statement, and just before the final decision is made. There is also possibility to have greater input in the development of new macro-prudential tools, such as debt-to-income ratios, which are not currently provided for in the MOU.





The Minister has a reserve power to give direction to the RBNZ


While there is no requirement for the RBNZ to have regard to distributional impacts or government policy in deploying macro-prudential policy instruments, there is a broad provision under the current RBNZ legislation (section 68B) which states ‘the Minister may direct the Bank to have regard to a government policy’ that relates to its functions under Part 5 (this includes prudential powers). This would provide a channel for the Government to directly influence RBNZ policy if needed. We understand that this power has not been used to date but remains an option in the current framework.





The future framework for macro-prudential policy is under review


The RBNZ review (Deposit Takers Act) is currently considering the future framework for macro-prudential standards setting. The current proposal in the consultation document is that the process for setting macro-prudential standards is the same as other types of prudential standards (i.e. it would require public consultation, a regulatory impact statement, and Parliamentary oversight through the Regulations Review Committee). The Financial Markets team’s initial view is that there should be an ability for the Minister to have input in the macro-prudential standards setting process, beyond the proposed consultation processes and Financial Policy Remit. We are discussing our views with the Review team and can report back to you on this if you would like further information. 
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Appendix C: Preliminary outline of macro-prudential tools that could be discussed with the Reserve Bank


			Macro-prudential tools (indirect measures that may moderate house price growth and reduce investor demand) 





			Measure


			Description


			Housing market impacts


			Fiscal and distributional effects


			Administration   


			Wider efficiency and equity impacts


			Treasury recommendation 





			Provide input through the RBNZ’s consultation process on its LVR decision


			RBNZ is proposing to re-introduce the LVR restrictions (no more than 5% of banks’ new lending to investors can be to those with less than 30% deposit; and no more than 20% of lending to owner occupiers can be to those with less than 20% deposit). 





You have already provided input to the RBNZ’s consultation supporting a strong differentiation between owner-occupiers and investors, with further restrictions on investors. 





Refer to the section 68B option below as potential next step.


			Primary purpose of LVRs is to mitigate rising systemic risks associated with housing market. Investor lending is riskier as investors have higher default rates and incentives to exit the market quicker than owner occupiers. 





Reintroducing LVR restrictions could dampen house price inflation but effects may be marginal (approx. 1-2% impact on prices). Banks are already reapplying LVR restrictions on investors ahead of the RBNZ decision, so any additional impact would be minimal. 


			Reinstating LVRs may limit the ability of first home buyers to enter the market if they have fewer savings and do not meet the 20% deposit requirements. However, higher LVR restrictions on investors would benefit first home buyers by reducing investor demand for housing.





This may have unintended impacts on rental prices, but the effect is expected to be small. Over time there may be some reduction in the supply of rental property, in line with a relative shift from investor to owner occupier purchases. However, it may also reduce demand for rental properties as some renters become property owners. 


			Low administrative costs. 


Under the MOU which governs the use of macro-prudential tools, the RBNZ Governor alone makes the decision, but is required to consult MoF and the Treasury beforehand. 





RBNZ has signalled that LVR restrictions will be re-introduced by 1 March 2021.  





			LVRs can affect the wider economy via their impact on house prices and housing wealth, which in turn influences both consumption and residential investment. 





The overall economic impact of reinstating LVRs is uncertain, but may reduce consumption and residential investment. Any impact is likely to be minor given the expected small impact on house prices.





LVRs can also support financial system efficiency through dampening the pace of future housing credit and house price growth. However effects are likely to be marginal. 





Reinstating LVRs could incentivise higher LVR lending to shift to non-bank sector, but overall the size of the sector is too small to significantly impact the stability of the financial system.


			Total housing supply: N/A – new builds are excluded from all LVRs


Owner-occupier supply: could increase, if stricter LVRs are imposed on investors, but may make it more difficult for FHBs to enter market (short-term).


Rental supply: may decrease 





Total housing demand: may decrease marginally


Rental price: may increase marginally 





Work is already underway in this area.  












			Invite the RBNZ to consider introducing other macro-prudential tools such as debt-to-income (DTI) ratios


			DTIs limit the total amount of debt of the borrower as a ratio to gross income, commonly set at 4-5x of borrowers’ income. DTI restrictions could complement the LVR policy by further mitigating housing credit risk. 


			The primary purpose of a DTI limit is to mitigate the effects of a future housing crisis. A DTI limit reduces credit growth during a housing boom and also reduces the severity of the decline in house prices and economic growth in a downturn, as fewer households would be forced to sharply constrain their consumption or sell their house.





It could also reduce the level of house prices and consumption slightly. 





DTIs have a more durable impact than LVRs as the degree of constraint wouldn’t change after a sharp increase in house prices (whereas LVRs have less impact on existing homeowners who have more equity).





However, banks already have debt-to-income serviceability requirements in their internal credit assessments so any effect would likely be small (dependent on calibration). 


			DTI restrictions will constrain credit availability for some borrowers, which could also impact on credit demand and house price inflation. The size of the impact would depend on the design of any limit. 





While it constrains some households from being homeowners, it is also expected to raise the homeownership rate by disproportionately affecting investors (dependent on calibration). 


			Relatively low administrative costs. 


The RBNZ is required to develop any new macroprudential tools in consultation with the Treasury and you. The RBNZ has previously considered introducing this additional tool. 





The RBNZ estimates administrative costs should not be large as the RBNZ already collects DTI data for risk monitoring purposes and banks already maintain home loan origination policies. 


			As above, DTIs can influence consumption and residential investment in the broader economy. There may be a small negative impact on consumption in the short term, but could be outweighed by an increase in the resilience of households to worsening economic conditions, and reduce the likelihood they need to sell property during a downturn.


			Total housing supply: N/A


Owner-occupier supply: Could increase marginally but could also limit the ability of some first home buyers to purchase. Already applied practice by banks. 


Rental supply: May decrease marginally.





Total housing demand: may decrease marginally


Rental price: may increase marginally 





The RBNZ is considering further work on this tool in 2021, but unlikely to make big difference to housing market in short-term. 





			Exercise section 68B power to direct the RBNZ to give regard to a Government Policy


			The Minister has the power to direct the RBNZ to have regard to a Government policy that relates to its (prudential) functions. 





However the RBNZ only needs to ‘have regard’ to a direction, it is not required to follow it. 


			May have limited impact as a standalone measure, but it could be useful in influencing the RBNZ’s direction of travel on specific macro-prudential tools (e.g. LVR and DTI restrictions) and encouraging the RBNZ to align the calibration and objectives of their tools more closely with government policy on housing. 


			No direct fiscal or distributional impacts. However it could contribute to the RBNZ’s calibration of macro-prudential policy in a way that favours first home buyers more strongly. 


			Relatively low administrative costs. This power has never been used to date. The Minister must consult with the RBNZ before giving a direction, and set this out in a written statement signed by the Minister. 





It needs to be presented to the House of Representatives and gazetted as soon as practicable after it is given.


			No direct impacts on efficiency and equity. May contribute to aligning RBNZ macro-prudential tools more closely with broader government objectives. 


			Primarily a signalling tool similar to the letter the MoF has already sent to the RBNZ. May not have impact on the housing market, but could test how the RBNZ responds on macro-prudential policy to a direction on housing. 














Overview of common baseline prudential & macro-prudential tools used by central banks that may impact on the housing market


(Note: this is a quick overview based on initial research from OECD and IMF information, we have not undertaken a proper assessment of the viability of each tool and their impacts)


			Type of tool


			Description


			Impacts and risks


			Which countries use these tools?





			Core funding ratio 


(Baseline prudential: Lender side Liquidity tool)


			Banks are required to maintain a core funding ratio of 75% where core funding is retail deposits and wholesale deposits with maturities over 1 year. The aim of this policy is to reduce liquidity mismatch between bank assets (including housing loans) and financing. 


			A higher ratio drives higher funding costs for banks, which affects overall lending costs. 


			NZ: RBNZ temporarily lowered ratio to 50% from 75% to support liquidity in the system. 





			Minimum capital ratio (Baseline prudential: Lender side capital tool)


			Set floors for the ratios of different measures of capital (core equity, equity, core Tier 1, Tier 1, total capital) over risk-weighted assets. A central part of the prudential policy framework. Broad tool aimed at ensuring resilience of banks. 


			Unlikely to have significant impacts on housing market but impacts on overall lending costs.


			Most. NZ banks are well-capitalised relative to overseas banks.





			Mortgage risk weights (Baseline prudential: Lender side capital tool)


			Increase in risk weights for lending for mortgages which would require banks to hold more capital for mortgage lending, making it a slightly less attractive form of lending than it currently is. Main purpose is to protect the resilience of banks and financial system, but won’t have much impact on individual borrowers. 


			Similar limiting effects on credit and house prices as tightening LVR caps, but residential construction declines more strongly – so tighter risk weights appear to slow down both GDP and consumption. 


			There is a considerable international variability in residential mortgage risk weights. They range from 5.25 through to 80% with a median risk weight of 17%. NZ banks are around 25%. 





			Loan to value ratio


(Macro-prudential: Borrower side asset-based tool)


			LVRs limit the mortgage amount relative to the value of the property. Limit borrowers’ exposure to housing indebtedness. 


			Effective in containing the build up of credit risk, and tighter LVRs are associated with lower risk of severe downturns. However the denominator (house valuations) gets inflated during a housing bubble which lessens the effectiveness of the LVR tool during a prolonged housing boom. 


			NZ: refer to previous slide


Sweden: LVR 85% 


Canada: LVR 90% for homes above CAD$0.5m


Norway: 85% (60% for loans secured on secondary homes in Oslo)





			Debt to income ratio (DTI)


(Macro-prudential: Borrower side tool)


			DTIs limit the total amount of debt of the borrower as a ratio to gross income, commonly set at 4-5x. DTIs can work as a speed limit, so that banks are able to deal with borrowers in special cases.


			Helps to constrain credit-asset price cycle. Appropriate if house prices rise sharply further. Reduce likelihood of loan defaults in event of a sharp increase in interest rates or negative shock to borrower income. 


			Ireland: no more than 20% lending above 3.5x gross income,


UK: no more than 15% of lending above 4.5,


Norway: no more than 10% lending above 5





			Debt servicing to income ratio (DSR)


(Macro-prudential: Borrower based tool)


			DSRs limit housing debt servicing costs as a ratio to disposable income. In some countries, DSRs are based on total rather than only housing debt servicing costs. 


			More complicated than DTIs and may require additional supporting rules and data collection. Necessary to specify how interest rates should be assumed to evolve. 


			France: 30%, Canada: 40%, Hong Kong: 50% for owner occupiers; 40% for investors 


Singapore: 60% 





			Prudential practice guide


(Borrower based tool)





			Regulator issues guidance on mortgage origination standards related to serviceability. Regulators can then benchmark banks against the guide and provide feedback on areas that need to be strengthened. 





			Intended to achieve same outcome as LVR and DTIs, but does this in a more granular, prescriptive manner, whereas the other tools are blunter. 


APRA’s PPG interventions led to a significant tightening in origination standards for NZ big-4 in 2016.


			Australia provides minimum standards for origination tests through supervisory guidance. 


Others: Switzerland, Germany, UK. 








			Sectoral capital requirements


			An additional capital buffer that banks would be required to meet due to a build-up of credit in a specific sector. Main purpose is to protect the resilience of banks and the financial system, but won’t have much impact on individual borrowers.


			Similar impacts to adjusting mortgage risk weights, but done in a temporary way


			Not available.
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Section 68B thinking 
• There is a section 68B power in the RBNZ Act which allows the Minister to 

direct the RBNZ to have regard to a government policy in the functions of its 
financial/prudential policy, including macro-prudential tools like the LVR. While it 
would not shift the Bank’s overall financial stability/soundness and efficiency 
objective, it could encourage the Bank to take into account broader government 
priorities such as affordable housing and distributional impacts in their decision 
making on financial/prudential policy. However it would not be required give 
effect to a direction on government policy.   

• As directions under these sections have not been given, it is hard to assess, in 
practice, the significance of this power. 

• This direction power does not apply to monetary policy decisions of the MPC. 

What does have regard to mean? 
 
https://www.mbie.govt.nz/dmsdocument/4230-trustpower-electricity-price-review-first-
report-submission 
 

Out of scope

s9(2)(h)
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What might go in a direction? 

 Policy Text 
Enabling 
provision 

Functions under prudential 
supervision of banks 
Section 78 – carrying on business 
in a prudent manner 
Risk management practices  

Pursuant to section 68B of the 
RBNZ Act 

Context • MoF has written to RBNZ 
expressing concerns about 
house prices 

• RBNZ has responded to MoF 
advising not to change the 
remit but to give direction on 
housing in prudential policy 
space 

 

Problem to 
be 
addressed  

• Minister is concerned that the 
recent rapid escalation in 
housing prices, and forecasts 
for this to continue, are 
affecting the Government’s 
ability to meet the economic 
objectives. 

• Concerned about the potential 
that these price increases may 
present a financial stability risk 
to the economy, particularly 
when monetary policy returns 
to more normal settings.  

• RBNZ monetary and 
prudential policies can affect 
house prices and housing 
affordability. In turn, the 
housing market can affect the 
Bank’s monetary and financial 
policy objectives.  

 

Current 
statutory 
objectives 

Primary:  
• Promote the maintenance of a 

sound and efficient financial 
system. 

Other:  
• Reduce the risk that the 

financial system amplifies a 
severe downturn 

• Have regard to the impact of 
prudential policy on economic 
growth  
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Why is the 
objective 
best 
achieved by 
a direction  

• RBNZ only has to consider 
financial stability; for 
macropru: increase the 
resilience of the domestic 
financial system and counter 
instability in the domestic 
financial system arising from 
credit, asset price or liquidity 
shocks 

• Unable to take into account 
other considerations/change 
mandate  

 

Government 
Policy 
(Bastiaan to 
provide text) 

Note: needs to be an existing 
Government policy/Cabinet 
decision, not just Minister’s 
objectives. 
• Government objectives to 

increase home ownership and 
enable wider housing 
affordability while not having a 
negative impact on renters.  

• Or more explicitly: 
moderate/dampen house price 
inflation? 

• Avoid house price instability  
• Support/align with 

Government’s aim to improve 
the wellbeing and living 
standards of New Zealanders 
through a sustainable, more 
productive and inclusive 
economy 

 

Time  • Is it ongoing? When will it 
end? 

• Review of direction will be 
undertaken? 

 

Monitoring/ 
compliance 

• Do we need to monitor? Do 
we need a report back? 

 

Purpose • To give regard to government 
policy on house prices 

• To invite the RBNZ to consider 
whether additional tools are 
required to moderate house 
price increases, in order to 
achieve financial stability? 

 

Scope Will need to reference broad s 68 
powers/prudential supervision.  
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• Should cover the Bank’s 
request to investigate a DTI? 

• Do we want to cover Macro-
prudential policy only (DTI, 
LVR) or broader financial 
policy (capital, liquidity)? 

Impacts • Cannot change the mandate 
on financial stability 

• Cannot be inconsistent with 
mandate 

• But can there be additional 
objectives for the RBNZ? Up 
for debate 

 

 

 

Other thoughts 

The role of the Minister in relation to the RBNZ with respect to financial regulation is 
more complex. In some respects, the Minister can provide strategic guidance to the 
RBNZ, as regulator, which has considerable discretion in making regulatory decisions. 
For example, the Minister may direct the RBNZ to have regard to a Government policy 
that relates to the RBNZ’s functions under the RBNZ Act as it relates to prudential 
supervision of banks (section 68B). As directions under these sections have not been 
given, it is hard to assess, in practice, the significance of this power. 

Out of scope
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Out of scope
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Out of scope
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Out of scope

 

 

 

20210096 Page 9 of 45
Doc 1



   

    9 

Out of scope

 

 

 

20210096 Page 10 of 45
Doc 1



From: Leona Feng [TSY]
To: Ben Thirkell-White
Cc: Sam Thornton [TSY]
Subject: RE: Briefing on 68B / Remit
Date: Thursday, 28 January 2021 5:07:00 pm
Attachments: image001.png

Outline for advice on s 68 and remit(4410799.1).docx

[SEEMAIL][SENSITIVE]
 
Hi Ben
 
Attached is a rough outline of what the advice could look like on s 68B. Note this hasn’t been
reviewed by anyone else here so subject to change, and we still need to talk to Housing about
what the government policy might look like.
 
Happy to chat tomorrow if any questions – maybe we could set up a call tomorrow to talk
through the approach.
 
Cheers
 

Leona Feng | Senior Analyst, Financial Markets | Te Tai Ōhanga – The Treasury
Tel:  Email/IM: Leona.Feng@treasury.govt.nz
 
 
 

From: Ben Thirkell-White <Ben.Thirkell-White@rbnz.govt.nz> 
Sent: Thursday, 28 January 2021 4:50 pm
To: Sam Thornton [TSY] <Sam.Thornton@treasury.govt.nz>; Leona Feng [TSY]
<Leona.Feng@treasury.govt.nz>
Subject: Briefing on 68B / Remit
 
Hi Both,
 
I’m first contact for the s.68B part of the briefing you’re working on.
 
Do you know whether you’re likely to have something to share today?
(I’m otherwise planning to go home but would love to look at it sooner rather than later and can
always stay around and work on something else if that makes sense).
 
Best wishes
Ben
 
 
 
Ben Thirkell-White (He/His)
Adviser – Financial System Policy and Analysis | Reserve Bank of New Zealand | Te Pūtea Matua
2 The Terrace, Wellington 6011 | P O Box 2498, Wellington 6140

s9(2)(k)
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Advice on section 68B



		Key decisions sought:

1. Confirm Minister’s objective (what outcomes is he seeking to achieve from s 68, and what can be achieved)

2. Agree wording on government policy on housing

3. Agree wording for s 68B

4. Agree to consider DTIs and ask RBNZ to provide further advice 

5. Agree next steps 







Background/context

· Minister’s request

· What is a section 68B direction

· Purpose of this briefing



What is the Minister objectives for issuing a section 68B direction

· Encourage RBNZ to make certain decisions on financial policy (e.g. LVRs) that are more supportive of the government’s housing objective?

· In promoting financial stability, RBNZ to take more active role in considering housing policy alongside its financial stability mandate?

· Ask RBNZ to consider new financial policies which can target housing objectives (consistent with stability/efficiency)?



To seek agreement on the Government Policy:

· What is a government policy?

· What we understand is the government policy (Housing narrative):

· to support greater housing affordability through a sustained moderation in house prices; and 	Comment by Leona Feng [TSY]: Other possible text (still needs to be discussed with Housing and others)
“Moderate house price growth while enabling higher levels of home ownership and improving rental outcomes. Speculative investor activity in housing is a concern.
To increase home ownership and enable wider housing affordability while not having a negative impact on renters
Moderate price appreciation by increasing neutrality between housing and other investments, and between the relative cost of owning a dwelling between an investor and an owner-occupier.


· to support first home buyers, including through reducing investor demand. 

· What are the options for expressing a government policy on housing?

· General: to avoid unnecessary instability in house prices (or)

· To improve housing affordability for first home buyers (or)

· Specific: To shift the market towards owner occupiers by imposing stricter lending requirements on investors 

· Pros and cons, risks of each option

· What is our recommendation?



Wording for s 68B

· What needs to go into a s 68B?

· Government policy

· Relevant functions of the RBNZ

· Options

· Risks and Limitations 

· Recommendation 



RBNZ views

· RBNZ to provide input? – i.e. what does ‘have regard’ mean, how would it consider and respond to a direction



DTI request

· Responding to RBNZ request for a DTI tool 

· Brief summary of previous Treasury advice 

· Promotes financial stability and moderates house prices marginally, but has some distributional consequences – will depend on the design

· Could respond to RB saying open to consider tool, request further advice from RBNZ on what this might look like, whilst noting govt priority is affordability for FHBs



Other options on housing (e.g. new tools)

· Brief description of what other tools have been discussed by commentators 

· Limitations – under current legislation, RBNZ can only act for financial stability purposes

· RBNZ views?

· Can provide further advice on this issue if requested?



Timing and next steps

· Process for issuing direction

· Timeframes for decisions 

· Communications, risks 

· Linkages to other relevant workstreams (e.g. Phase 2 review)
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Advice on section 68B 
 
Key decisions sought: 

1. Confirm Minister’s objective (what outcomes is he seeking to achieve from s 
68, and what can be achieved) 

2. Agree wording on government policy on housing 
3. Agree wording for s 68B 
4. Agree to consider DTIs and ask RBNZ to provide further advice  
5. Agree next steps  

 
Background/context 

- Minister’s request 
- What is a section 68B direction 
- Purpose of this briefing 

 
What is the Minister objectives for issuing a section 68B direction 

• Encourage RBNZ to make certain decisions on financial policy (e.g. LVRs) that 
are more supportive of the government’s housing objective? 

• In promoting financial stability, RBNZ to take more active role in considering 
housing policy alongside its financial stability mandate? 

• Ask RBNZ to consider new financial policies which can target housing 
objectives (consistent with stability/efficiency)? 

 
To seek agreement on the Government Policy: 

• What is a government policy? 
• What we understand is the government policy (Housing narrative): 

o to support greater housing affordability through a sustained moderation 
in house prices; and  

o to support first home buyers, including through reducing investor 
demand.  

• What are the options for expressing a government policy on housing? 
o General: to avoid unnecessary instability in house prices (or) 
o To improve housing affordability for first home buyers (or) 
o Specific: To shift the market towards owner occupiers by imposing 

stricter lending requirements on investors  
• Pros and cons, risks of each option 
• What is our recommendation? 

 
Wording for s 68B 

- What needs to go into a s 68B? 
o Government policy 
o Relevant functions of the RBNZ 

- Options 
- Risks and Limitations  
- Recommendation  

 
RBNZ views 

Commented [LF[1]: Other possible text (still needs to 
be discussed with Housing and others) 

o“Moderate house price growth while enabling 
higher levels of home ownership and improving 
rental outcomes. Speculative investor activity in 
housing is a concern. 
oTo increase home ownership and enable wider 
housing affordability while not having a negative 
impact on renters 
oModerate price appreciation by increasing 
neutrality between housing and other investments, 
and between the relative cost of owning a dwelling 
between an investor and an owner-occupier. 
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- RBNZ to provide input? – i.e. what does ‘have regard’ mean, how would it 
consider and respond to a direction 

 
DTI request 

- Responding to RBNZ request for a DTI tool  
- Brief summary of previous Treasury advice  
- Promotes financial stability and moderates house prices marginally, but has 

some distributional consequences – will depend on the design 
- Could respond to RB saying open to consider tool, request further advice from 

RBNZ on what this might look like, whilst noting govt priority is affordability for 
FHBs 

 
Other options on housing (e.g. new tools) 

- Brief description of what other tools have been discussed by commentators  
- Limitations – under current legislation, RBNZ can only act for financial stability 

purposes 
- RBNZ views? 
- Can provide further advice on this issue if requested? 

 
Timing and next steps 

- Process for issuing direction 
- Timeframes for decisions  
- Communications, risks  
- Linkages to other relevant workstreams (e.g. Phase 2 review) 
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From: Ben Thirkell-White <Ben.Thirkell-White@rbnz.govt.nz>
Sent: Friday, 29 January 2021 12:01 pm
To: Leona Feng [TSY]
Subject: s.68B 

Follow Up Flag: Follow up
Flag Status: Completed

Dear Leona, 
  
Here’s the brief wording I promised about how s.68B fits with the Reserve Bank’s mandate and what ‘have regard 
to’ means. 

 so it’s fine to present it as an official institutional view. 

Section 68b Directions and the Reserve Bank’s mandate. 

1. s.68B is contained in Part 5 of the Reserve Bank Act (1989): ‘Registration of banks and prudential supervision 
of registered banks’. It says that the ‘Minister may direct the Bank to have regard to a government policy 
that relates to the Bank’s functions under this Part’ (s.68B(1)).  

2. The Bank’s relevant functions are set out in s.67, and are to register banks and undertake prudential 
supervision of registered banks. Those functions need to be exercised for the purposes of ‘promoting the 
maintenance of a sound and efficient financial system’ (s.68). 

3. So, a direction under s.68 sets out something that the Bank must have regard to as it carries out its 
prudential regulation functions for the purposes of promoting a sound and efficient financial system. 

4. ‘Have regard to’ means very much what it says. The bank must actively consider the specified government 
policy while it is performing its mandate. However, the specified government policy does not alter the 
financial stability mandate (soundness and efficiency) or enable the Reserve Bank to go beyond that 
mandate. It is the Bank’s discretion how it weights the government’s direction. 

  
I hope that helps, I’ve got more to follow on our Governor’s view of what a good Direction might look like, which I’ll 
follow up with in a separate mail shortly. 
  
Best wishes 
BEn 
  
  
  
  
Ben Thirkell-White (He/His) 
Adviser – Financial System Policy and Analysis | Reserve Bank of New Zealand | Te Pūtea Matua 
2 The Terrace, Wellington 6011 | P O Box 2498, Wellington 6140 
T  M 
Email: Ben.Thirkell-White@rbnz.govt.nz  | www.rbnz.govt.nz 
  

 
****************************************************************************** 

"This message (and any files transmitted with it) are confidential and 
may be legally privileged. If you are not the intended recipient please 
notify the sender immediately and delete this message from your system. 

s9(2)(k) s9(2)(g)(ii)
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This message does not necessarily reflect the views of the 
Reserve Bank of New Zealand. If the recipient has any concerns about 
the content of this message they should seek alternative confirmation 
from the Reserve Bank of New Zealand." 

****************************************************************************** 
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From: Sam Thornton [TSY]
Sent: Thursday, 29 April 2021 4:51 pm
To: Leona Feng [TSY]
Subject: FW: s68b progress

[IN-CONFIDENCE] 
 

From: Toby Fiennes <Toby.Fiennes@rbnz.govt.nz> 
Sent: Monday, February 1, 2021 8:22 AM 
To: James Beard [TSY] 
Subject: FW: s68b progress 
  
James – will see you later this morning. 
  
As per my text, here is Adrian’s – pretty well-developed – thoughts about what should be in s68b. 
  
I’m not asking that you and I go through this line by line, or focus on the policy.  Matters I’d like to discuss with you 
are: 

1. Adrian is keen to meet directly with the Treasury staff involved in this (some or all of Leona, Sam, yourself 
and ?). Can you do this? Might need to be this afternoon 

2. Thoughts on going up to the Minister with a single option? 
3. Process – involvement of MoF and other ministers, and our input. 
4. Generally, any thoughts on “house prices sustainability” as a government policy to have regard to. 

  
See you later. 
  
Toby 
  

 

s9(2)(g)(i)
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From: Ben Thirkell-White <Ben.Thirkell-White@rbnz.govt.nz>
Sent: Friday, 29 January 2021 12:34 pm
To: Leona Feng [TSY]
Subject: s.68B and RB Governor's preferences

Follow Up Flag: Follow up
Flag Status: Completed

Dear Leona, 
  
While we were meeting, the head of financial policy (Toby Fiennes) was also talking to the Governor. 
  
The Governor is keen to ensure that the ‘government policy’ that the Direction specifies is one that would be 
relevant over time, rather than something short-term.  
It should be the sort of consideration that would be included in a financial stability remit when that part of the 
institutional act comes into effect.  
  
He is enthusiastic about a government policy around ‘house price sustainability’.  
The ‘sustainability’ concept implies consideration of affordability and market dynamics and links clearly with our 
financial stability mandate. 
  
We think this is a good way to proceed and, setting aside drafting, do you agree that this would fit well with the 
Minister’s needs? 
If you have any reservations about this, please let us know asap as the Governor would then be keen to meet with 
you or someone at Treasury on Monday. 
  
Best wishes 
Ben 
  
(Happy to talk about this. I’m also organising someone to give you some further views on DTIs and will send a brief 
response about interest only mortgages shortly) 
  
  
Ben Thirkell-White (He/His) 
Adviser – Financial System Policy and Analysis | Reserve Bank of New Zealand | Te Pūtea Matua 
2 The Terrace, Wellington 6011 | P O Box 2498, Wellington 6140 
T | M 
Email: Ben.Thirkell-White@rbnz.govt.nz  | www.rbnz.govt.nz 
  

 
****************************************************************************** 

"This message (and any files transmitted with it) are confidential and 
may be legally privileged. If you are not the intended recipient please 
notify the sender immediately and delete this message from your system. 

 
This message does not necessarily reflect the views of the 
Reserve Bank of New Zealand. If the recipient has any concerns about 
the content of this message they should seek alternative confirmation 
from the Reserve Bank of New Zealand." 

****************************************************************************** 

  

s9(2)(k) s9(2)(k)
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From: Mario DiMaio [TSY]
To: Leona Feng [TSY]; Sam Thornton [TSY]
Subject: Ideas.docx
Date: Friday, 29 January 2021 5:19:54 pm
Attachments: Ideas.docx

[IN-CONFIDENCE]
 
Hi Leona,
 
I tried to sketch out some ideas around a possible directive working form your outline and
feedback from the RBNZ.
 
I think option 2 & 3 are very similar in effect if not in presentation.
 
See you Monday morning.
 
Mario
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Directive on financial stability and housing 

Government economic and housing objectives (do we need this?]

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.  [place holder for broader government’s housing objectives]

Context

The Reserve Bank of New Zealand Act 1989 (the Act) requires that the Reserve Bank promote the maintenance of a sound and efficient financial system.   In order to promote the maintenance of sound and efficient financial system, the Reserve Bank imposes a range of conditions on financial institutions that impact on the housing market.  In reaching decisions on the design and implementation of these decisions, there are implications for government policy objectives.  

This Directive is issued under Section 68B of the for the purpose of promoting the maintenance of a sound and efficient financial system.  Under the Act the Bank is required to have regard to the government housing policy specified in this directive in promoting its objectives. 

Government housing policy objective [options]

[For the purposes of this Directive, the objective of the government’s housing policy is to support sustainable house prices]

[For the purposes of this Directive, the objective of the government’s housing policy is to support sustainable house prices house prices and an increase in the proportion of owner-occupied housing over the medium-term]

[For the purposes of this Directive the objective of the government’s housing policy is to is to support sustainable house prices and improve housing affordability for first-home buyers]

Communication

The RBNZ will report on any impact of this directive in its scheduled review the implementation of its LVR policy, and will report on consequential impacts of this Directive on other conditions at that time.     

Revision 

I intend to review the impact of this direction in consultation with the Reserve Bank in [2] years.





Minister of Finance 




		

		Link to government objectives 

		Potential impacts

		Risks



		“…support sustainable house prices “

		Clear link to over housing price sustainability. Does not have regard to any objective to support higher level of owner-occupied housing. 

		Consideration of affordability and market dynamics and links clearly with RBNZ financial stability mandate

		



		“…support sustainable house prices house prices and an increase in the proportion of owner-occupied housing over the medium-term.“

		

		

		



		“…support sustainable house prices and improve housing affordability for first-home buyers.”



		

		

		





Options 





 

 

Directive on financial stability and housing  

Government economic and housing objectives (do we need this?] 

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.  [place holder for 
broader government’s housing objectives] 

Context 

The Reserve Bank of New Zealand Act 1989 (the Act) requires that the Reserve Bank promote the 
maintenance of a sound and efficient financial system.   In order to promote the maintenance of 
sound and efficient financial system, the Reserve Bank imposes a range of conditions on financial 
institutions that impact on the housing market.  In reaching decisions on the design and 
implementation of these decisions, there are implications for government policy objectives.   

This Directive is issued under Section 68B of the for the purpose of promoting the maintenance of a 
sound and efficient financial system.  Under the Act the Bank is required to have regard to the 
government housing policy specified in this directive in promoting its objectives.  

Government housing policy objective [options] 

[For the purposes of this Directive, the objective of the government’s housing policy is to support 
sustainable house prices] 

[For the purposes of this Directive, the objective of the government’s housing policy is to support 
sustainable house prices house prices and an increase in the proportion of owner-occupied housing 
over the medium-term] 

[For the purposes of this Directive the objective of the government’s housing policy is to is to 
support sustainable house prices and improve housing affordability for first-home buyers] 

Communication 

The RBNZ will report on any impact of this directive in its scheduled review the implementation of its 
LVR policy, and will report on consequential impacts of this Directive on other conditions at that 
time.      

Revision  

I intend to review the impact of this direction in consultation with the Reserve Bank in [2] years. 

 

 

Minister of Finance  
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 Link to government objectives Potential impacts Risks
“…support sustainable house prices 
“ 

Clear link to over housing price 
sustainability. Does not have regard 
to any objective to support higher 
level of owner-occupied housing.  

Consideration of affordability and 
market dynamics and links clearly with 
RBNZ financial stability mandate 

“…support sustainable house prices 
house prices and an increase in the 
proportion of owner-occupied 
housing over the medium-term.“ 
“…support sustainable house prices 
and improve housing affordability 
for first-home buyers.” 
 

Options  
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From: Leona Feng [TSY]
To: Dasha Leonova [TSY]; Mario DiMaio [TSY]; James Beard [TSY]
Cc: Sam Thornton [TSY]; Cam Vannisselroy [TSY]; Elle Hughes [TSY]; Neil Kidd [TSY]
Subject: Options table for s 68B
Date: Monday, 1 February 2021 2:52:00 pm
Attachments: Options table for 68B.docx

[SEEMAIL][SENSITIVE]
 
Hi, for the meeting with RBNZ, here is a table comparing the s 68B options we are considering.
 

 

 

 

20210096 Page 25 of 45
Doc 7

mailto:Leona.Feng@treasury.govt.nz
mailto:Dasha.Leonova@treasury.govt.nz
mailto:Mario.DiMaio@treasury.govt.nz
mailto:James.Beard@treasury.govt.nz
mailto:Sam.Thornton@treasury.govt.nz
mailto:Cam.Vannisselroy@treasury.govt.nz
mailto:Elle.Hughes@treasury.govt.nz
mailto:Neil.Kidd@treasury.govt.nz





		Option

		Example wording

		Link to government housing objectives 

		Link to financial soundness/ efficiency

		Potential benefits/ impacts

		Risks



		1. Government policy on overall level of house prices

		(a) “…support sustainable house prices”



       or



(b) “decrease house price acceleration” 

		· Clear link to overall housing price sustainability. 

· Does not have regard to any specific objective to support FHBs.  

		· Consideration of affordability and market dynamics and links clearly with RBNZ financial stability mandate

		· RBNZ may have greater regard to house price levels in decision-making

· Enduring, long-term objective – basis for ongoing dialogue with RBNZ and future FP remit

		· Does not articulate Minister’s specific policy objectives on housing

· RBNZ may not take into account impacts on different housing segments

· May not be well understood publicly 



		2. Option 1 + specific Government policy objective on FHBs 

		“…support sustainable house prices and create opportunities for first home buyers by dampening investor demand.”

		· Stronger links to government housing objective than option 1.

		· May not be a clear link to RBNZ financial stability mandate, but could justify on FS grounds of investors having higher loan loss rates and market-like incentives

		· May encourage RBNZ to weigh up housing considerations differently.

· May encourage RBNZ to promote stability in a way that also supports housing objectives.

		· RB will still choose its own weighting of FS; it is not required to follow this policy objective or take action to achieve it if not deemed to promote FS.



		3. Options 1, 2 + refer to specific RBNZ instruments 

		“…support sustainable house prices and create opportunities for first home buyers by dampening investor demand, which could be considered when the RBNZ is developing relevant financial policy, for example on LVRs, DTIs and risk weighted assets



		· Direct link to government housing objectives as well as RBNZ functions.

		· May not be a clear link to RBNZ financial stability mandate, but could justify on FS grounds of investors having higher loan loss rates and market-like incentives



		· May encourage RBNZ to weigh up housing considerations differently.

· May encourage RBNZ to promote stability in a way that also supports housing objectives.

		· RB will still choose its own weighting and may use tools differently if considered more appropriate for financial stability.

· Could be seen as directing the Bank to achieve govt objectives; affecting decision-making independence.







 	 	



 

     

 
Option Example wording Link to government 

housing objectives  
Link to financial 
soundness/ efficiency 

Potential benefits/ 
impacts 

Risks 

1. Government 
policy on 
overall level 
of house 
prices 

(a) “…support 
sustainable house 
prices” 
 

       or 
 

(b) “decrease house 
price acceleration”  

• Clear link to overall 
housing price 
sustainability.  

• Does not have regard 
to any specific 
objective to support 
FHBs.   

• Consideration of 
affordability and 
market dynamics and 
links clearly with 
RBNZ financial 
stability mandate 

• RBNZ may have 
greater regard to 
house price levels in 
decision-making 

• Enduring, long-term 
objective – basis for 
ongoing dialogue with 
RBNZ and future FP 
remit 

• Does not articulate 
Minister’s specific 
policy objectives on 
housing 

• RBNZ may not take 
into account 
impacts on different 
housing segments 

• May not be well 
understood publicly  

2. Option 1 + 
specific 
Government 
policy 
objective on 
FHBs  

“…support sustainable 
house prices and 
create opportunities for 
first home buyers by 
dampening investor 
demand.” 

• Stronger links to 
government housing 
objective than option 
1. 

• May not be a clear 
link to RBNZ financial 
stability mandate, but 
could justify on FS 
grounds of investors 
having higher loan 
loss rates and 
market-like incentives 

• May encourage 
RBNZ to weigh up 
housing 
considerations 
differently. 

• May encourage 
RBNZ to promote 
stability in a way that 
also supports housing 
objectives. 

• RB will still choose 
its own weighting of 
FS; it is not required 
to follow this policy 
objective or take 
action to achieve it if 
not deemed to 
promote FS. 

3. Options 1, 2 
+ refer to 
specific 
RBNZ 
instruments  

“…support sustainable 
house prices and 
create opportunities for 
first home buyers by 
dampening investor 
demand, which could 
be considered when 
the RBNZ is 
developing relevant 
financial policy, for 
example on LVRs, 
DTIs and risk weighted 
assets 
 

• Direct link to 
government housing 
objectives as well as 
RBNZ functions. 

• May not be a clear 
link to RBNZ financial 
stability mandate, but 
could justify on FS 
grounds of investors 
having higher loan 
loss rates and 
market-like incentives 
 

• May encourage 
RBNZ to weigh up 
housing 
considerations 
differently. 

• May encourage 
RBNZ to promote 
stability in a way that 
also supports housing 
objectives. 

• RB will still choose 
its own weighting 
and may use tools 
differently if 
considered more 
appropriate for 
financial stability. 

• Could be seen as 
directing the Bank 
to achieve govt 
objectives; affecting 
decision-making 
independence. 
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From: Mario DiMaio [TSY]
To: Leona Feng [TSY]; Sam Thornton [TSY]
Subject: more thoughts.docx
Date: Tuesday, 2 February 2021 8:49:23 am
Attachments: more thoughts.docx

[IN-CONFIDENCE]
 
Hi Leona
 
Please find some text I worked on in response to the request from Sam yesterday.  Not sure how
helpful it is at present. 
 
Also on discussion with Craig he noted to me that the relevant provisions for transparency and
report are covered in the Act.  This does not prevent us from inserting additional requirements if
we think they are necessary.
 
Regards,
Mario
 
 
 

 

162B Content of statement of intent
(1)

Each statement of intent must contain the following information for the full period
to which it relates:

(a)
key background information about the Bank and its operating environment:

(b)
the nature and scope of the Bank’s functions and its principal areas of operation:

(c)
the specific impacts, outcomes, or objectives that the Bank seeks to achieve or
contribute to:

(d)
how the Bank (whether acting itself or through the MPC) intends to perform its
functions and conduct its operations to achieve those impacts, outcomes, or
objectives:

(da)
if a direction has been given under section 68B, how the Bank has had regard to
the direction:

(e)
the proposed strategies for managing the organisational health and capability of
the Bank:
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Direction under 68B



1. The Government’s housing objectives are:

· for every New Zealander has a safe, warm, dry and affordable home to call their own – whether they are renters or owners

· In the short to medium term, decrease house price acceleration, dampen investor demand for existing housing stock, and create more opportunities for first-home buyer’s;

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



2. House price corrections, accompanied by rapid credit growth, pose risks to financial stability.  The risk of financial stability from housing increases as prices   At an institutional level micro-prudential regulation aims to ensure that individual institutions are adequat3ely reflecting the risks from house price developments. In addition, macro-prudential policy act in response to system wide increases in financial risks, recognising the large costs to financial crisis and the spill overs across financial institutions.          



3. Based on advice from the Governor, the Minister of Finance has requested advice on a direction to have regard to Government policy under Section 68B of the Reserve Bank of New Zealand. The Direction issued under Section 68B must be for the purpose of promoting the maintenance of a sound and efficient financial system.  Section 68B sets out a number of requirement for a direction, some procedural and some substantive. 



4. The framing of the directions about Government policy with respect to the maintenance of the sound and efficient financial system.  Financial markets with provide continued access to credit that supports unsustainable development in house prices, exacerbates risk to financial soundness.  A financial system that provides credit to support sustainable house prices is also likely to be detrimental to financial market efficiency, as the subsequent misallocation   



5. Differential treatment of housing market borrowers in financial regulation is common tool for managing differential financial risk.  Examples, include the differential treatment of households and investors under LVR rules, recent decisions in Australia to require additional capital be help for investment and interest only loans, and a range of other instruments in some countries to restrict access to interest only loans.   



6. In arriving at a government policy that the Bank should have regard to there are two broad approaches:



i. A requirement to have regard to the Government policy regarding the importance of sustainability of house prices.  House price sustainability would seek to avoid large and sustained deviations from the underlying return on the asset, although it is a challenge to determine objective thresholds.[footnoteRef:1]  To the extent that house prices are more sustainable – avoiding period of overvaluation - this would imply improve overall housing affordability.  [1:  The return to housing in a well-functioning market would reflect the user cost of capital, and the rental income and expectations of capital gains. ] 




ii. In addition to house price sustainability, the Government has the objective of creating more opportunities for first home buyers by dampening investor demand.  This Government policy would be consistent with the requirement for the direction to promote financial soundness and efficiency because of the differential financial risks posed by borrowing groups.  The Direction would then seek to require the Bank have regard to FHB/investor goal in so far as it further the purpose of financial stability and soundness. 



7.  The impact of these two measures needs to be informed by a careful consideration of RBNZ. 

The Direction would require the Reserve Bank to have regards to the Government objectives, when seeking to promote financial soundness and efficiency. Therefore any changes to achieve the Government policy objective would need to be consistent with and not come at the expense of these two objectives. This is completely consistent given that financial stability practice tends to make judgements about the different risk profile of borrowers both in New Zealand (LVRS) and abroad. In practice this Direction may mean that the Reserve Bank explores ways in it can achieve the same intermediate financial stability objectives (for example proportion of low equity loans) through alternative measures, each of which are considered in light of the impact on Govenrmetn policy objectives in the Direction.    







(f)
a statement of the projected income and expenditure for the first financial year in
the period to which the statement of intent relates:

(g)
a statement of the principles in accordance with which the Bank must determine
the amount it recommends to the Minister as appropriately payable by the Bank
to the Crown as an annual dividend:

(h)
the main financial and non-financial measures and standards by which the future
performance of the Bank may be judged:

(i)
the matters on which the Bank will consult or notify the Minister before making a
decision, the matters on which it will report to its Minister, and the frequency of
reporting:

(j)
any other matters that are reasonably necessary to achieve an understanding of
the Bank’s intentions and direction.

 
 

162C Process for providing statement of intent to Minister
(1)

To provide a statement of intent under section 162A, the Bank must—

(a)
prepare a draft statement of intent and provide it to the Minister not later than 30
days before the start of each financial year; and

(b)
consider the Minister’s comments (if any) on the draft and provide the final
statement of intent to the Minister on or before the start of the financial year.

(2)

If the Minister’s comments include comment on the financial sector regulatory
outcomes set out in the Bank’s draft statement of intent, the Bank must, when
providing its final statement of intent to the Minister, also provide a response to
the Minister’s comments that demonstrates how the Bank has taken those
comments into account in formulating its objectives.
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Direction under 68B 

 

1. The Government’s housing objectives are: 
• for every New Zealander has a safe, warm, dry and affordable home to call their own – 

whether they are renters or owners 
• In the short to medium term, decrease house price acceleration, dampen investor demand 

for existing housing stock, and create more opportunities for first-home buyer’s; 
• Create a high-performing housing supply system, taking credible measures to increase 

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

 
2. House price corrections, accompanied by rapid credit growth, pose risks to financial stability.  

The risk of financial stability from housing increases as prices   At an institutional level micro-
prudential regulation aims to ensure that individual institutions are adequat3ely reflecting the 
risks from house price developments. In addition, macro-prudential policy act in response to 
system wide increases in financial risks, recognising the large costs to financial crisis and the spill 
overs across financial institutions.           
 

3. Based on advice from the Governor, the Minister of Finance has requested advice on a 
direction to have regard to Government policy under Section 68B of the Reserve Bank of New 
Zealand. The Direction issued under Section 68B must be for the purpose of promoting the 
maintenance of a sound and efficient financial system.  Section 68B sets out a number of 
requirement for a direction, some procedural and some substantive.  

 
4. The framing of the directions about Government policy with respect to the maintenance of the 

sound and efficient financial system.  Financial markets with provide continued access to credit 
that supports unsustainable development in house prices, exacerbates risk to financial 
soundness.  A financial system that provides credit to support sustainable house prices is also 
likely to be detrimental to financial market efficiency, as the subsequent misallocation    

 
5. Differential treatment of housing market borrowers in financial regulation is common tool for 

managing differential financial risk.  Examples, include the differential treatment of households 
and investors under LVR rules, recent decisions in Australia to require additional capital be help 
for investment and interest only loans, and a range of other instruments in some countries to 
restrict access to interest only loans.    

 
6. In arriving at a government policy that the Bank should have regard to there are two broad 

approaches: 
 

i. A requirement to have regard to the Government policy regarding the importance of 
sustainability of house prices.  House price sustainability would seek to avoid large and 
sustained deviations from the underlying return on the asset, although it is a challenge 
to determine objective thresholds.1  To the extent that house prices are more 
sustainable – avoiding period of overvaluation - this would imply improve overall 
housing affordability.  

 

 
1 The return to housing in a well-functioning market would reflect the user cost of capital, and the rental 
income and expectations of capital gains.  

 

 

 

20210096 Page 29 of 45
Doc 8



 

 

ii. In addition to house price sustainability, the Government has the objective of creating 
more opportunities for first home buyers by dampening investor demand.  This 
Government policy would be consistent with the requirement for the direction to 
promote financial soundness and efficiency because of the differential financial risks 
posed by borrowing groups.  The Direction would then seek to require the Bank have 
regard to FHB/investor goal in so far as it further the purpose of financial stability and 
soundness.  

 
7.  The impact of these two measures needs to be informed by a careful consideration of RBNZ.  

The Direction would require the Reserve Bank to have regards to the Government objectives, 
when seeking to promote financial soundness and efficiency. Therefore any changes to achieve 
the Government policy objective would need to be consistent with and not come at the expense 
of these two objectives. This is completely consistent given that financial stability practice tends 
to make judgements about the different risk profile of borrowers both in New Zealand (LVRS) 
and abroad. In practice this Direction may mean that the Reserve Bank explores ways in it can 
achieve the same intermediate financial stability objectives (for example proportion of low 
equity loans) through alternative measures, each of which are considered in light of the impact 
on Govenrmetn policy objectives in the Direction.     
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From: Mario DiMaio [TSY]
Sent: Wednesday, 3 February 2021 3:22 pm
To: Elle Hughes [TSY]; Leona Feng [TSY]; Cam Vannisselroy [TSY]
Subject: RE: Bank comment on interpreting 'sustainable house prices'

[UNCLASSIFIED] 
 
Thanks Elle 
 
I actually pulled some the reference of expected capital gains from the text we had in the report. My apologies. I 
think we should put in what the bank wants – although it looks not exactly right to me   
 
Capital gains tend to happen when there are shift changes on variables (or expectation that affect fundamental 
housing prices.  For example, when mortgage rate fall by half the capital, or expectation that land availability will 
continue to be limited, or expected future income and employment,  migration expectation change.  These capital 
gains are then reflected in new house prices that are only unsustainable if the underlying expectations are 
misplaced.   So Tesla price is only unsustainable if it doesn’t manage to grab 40 percent of American care sales…   
 
Mario      
 
From: Elle Hughes [TSY] <Elle.Hughes@treasury.govt.nz>  
Sent: Wednesday, 3 February 2021 3:00 PM 
To: Leona Feng [TSY] <Leona.Feng@treasury.govt.nz>; Cam Vannisselroy [TSY] 
<Cam.Vannisselroy@treasury.govt.nz>; Mario DiMaio [TSY] <Mario.DiMaio@treasury.govt.nz> 
Subject: Bank comment on interpreting 'sustainable house prices' 
 
 
 
From: Michael Thornley <Michael.Thornley@rbnz.govt.nz>  
Sent: Wednesday, 3 February 2021 2:56 pm 
To: Elle Hughes [TSY] <Elle.Hughes@treasury.govt.nz> 
Subject: RE: Consultation timeframes - joint report on RB housing objectives 
 
Elle, 
 
I owed you wording on how the Bank would interprete ‘sustainable house prices’. I suspect you’re manically 
compiling comments as I type, but if you have the chance to include it, here are some words: 
 
‘Supporting sustainable house prices’ requires 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, eg a significant rise in the 

share of houses purchased by property investors or an unwarranted fall in rental yields. 

 

[1] Measures of fair value include comparison of house prices to (i) the affordability of owner occupiers in the prevailing 

macroeconomic environment or (ii) the cost of building a new house. 
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No problem if it is too late! 
 
Mike 
 

Out of Scope
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Elle 
 

 
 
Elle Hughes | Macroeconomic and Fiscal Policy | Te Tai Ōhanga – The Treasury 
Tel: | Email: Elle.Hughes@treasury.govt.nz  
 

CONFIDENTIALITY NOTICE 

 
The information in this email is confidential to the Treasury, intended only for the addressee(s), and may also be legally privileged. If you 
are not an intended addressee: 
a. please immediately delete this email and notify the Treasury by return email or telephone (64 4 472 2733); 
b. any use, dissemination or copying of this email is strictly prohibited and may be unlawful.  

s9(2)(k)

Out of Scope
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From: Mario DiMaio [TSY]
Sent: Thursday, 4 February 2021 9:38 am
To: Leona Feng [TSY]; Sam Thornton [TSY]; Cam Vannisselroy [TSY]; Elle Hughes [TSY]
Cc: Freya Dean [TSY]
Subject: RE: For review: Draft s 68B and advice on interest-only loans

Categories: OIA

Thanks Leona/Freya 
 
A couple of thoughts 
 
We are all well aware that the initial Cabinet intent was that section 68B relates to the Banks objectives and 
functions.  That much is clear from the Cabinet paper.  However, the legislation is also clear and we should work 
within that.  

The Bank’s 
functions here are prudential supervision and implementation of regulations that seek to promote fin. stability and 
soundness.  These functions already are implemented in a way that treats different classes of borrower differently, 
for example differently treatment of owner occupiers and investor under LVR. So a direction to have regard to the 
impact on first homebuyers is directly a relevant matter for the Bank in pursuing the purposes of section 68.  The 
paper already provide an outline of how the treatment of first home buyers/owners occupiers is directly relevant for 
the purpose for which the Minister can act under section 68.  In fatc 68B focus on issues a Direction on the Bank’s 
functions needs to be read in light of the requirement in Section 68 with respect to the purposes for which the 
Minster can Act.    
 
On sustainable. We have already asked the Bank for text that outlines what sustainable is so perhaps they could 
help by linking that more directly to section 68. 
 
Mario  
 
 
 
 
  
 
From: Leona Feng [TSY] <Leona.Feng@treasury.govt.nz>  
Sent: Thursday, 4 February 2021 9:04 AM 
To: Sam Thornton [TSY] <Sam.Thornton@treasury.govt.nz>; Mario DiMaio [TSY] <Mario.DiMaio@treasury.govt.nz>; 
Cam Vannisselroy [TSY] <Cam.Vannisselroy@treasury.govt.nz>; Elle Hughes [TSY] <Elle.Hughes@treasury.govt.nz> 
Subject: FW: For review: Draft s 68B and advice on interest-only loans 
 
FYI 
 
From: Freya Dean [TSY] <Freya.Dean@treasury.govt.nz>  
Sent: Thursday, 4 February 2021 7:36 am 
To: Nick McBride <Nick.McBride@rbnz.govt.nz>; Leona Feng [TSY] <Leona.Feng@treasury.govt.nz>; Cavan 
O'Connor-Close <Cavan.O'Connor-Close@rbnz.govt.nz> 
Cc: Michael Thornley <Michael.Thornley@rbnz.govt.nz>; Chris Bloor <Chris.Bloor@rbnz.govt.nz>; Stephen Revill 
[TSY] <Stephen.Revill@treasury.govt.nz> 
Subject: RE: For review: Draft s 68B and advice on interest-only loans 
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Thanks Nick 
 
Leona – let’s catch up this morning.  
 
Freya Dean (she/her) | Poutoki Ture/Rōia | Solicitor | Te Tai Ōhanga – The Treasury 
Tel:
 
From: Nick McBride <Nick.McBride@rbnz.govt.nz>  
Sent: Wednesday, 3 February 2021 9:51 pm 
To: Leona Feng [TSY] <Leona.Feng@treasury.govt.nz>; Cavan O'Connor-Close <Cavan.O'Connor-
Close@rbnz.govt.nz>; Freya Dean [TSY] <Freya.Dean@treasury.govt.nz> 
Cc: Michael Thornley <Michael.Thornley@rbnz.govt.nz>; Chris Bloor <Chris.Bloor@rbnz.govt.nz> 
Subject: RE: For review: Draft s 68B and advice on interest-only loans 

Kind regards 
Nick  
 
 
Nick McBride 
General Counsel | Reserve Bank of New Zealand | Te Pūtea Matua 
2 The Terrace, Wellington 6011 | P O Box 2498, Wellington 6140 
M | T  
Email: nick.mcbride@rbnz.govt.nz  | www.rbnz.govt.nz 
 

     
 
 
 
 
From: Leona Feng [TSY] <Leona.Feng@treasury.govt.nz>  
Sent: Wednesday, 3 February 2021 2:07 PM 
To: Cavan O'Connor-Close <Cavan.O'Connor-Close@rbnz.govt.nz> 
Cc: Michael Thornley <Michael.Thornley@rbnz.govt.nz>; Nick McBride <Nick.McBride@rbnz.govt.nz>; Chris Bloor 
<Chris.Bloor@rbnz.govt.nz> 
Subject: RE: For review: Draft s 68B and advice on interest-only loans 

s9(2)(k)
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Thanks Cavan – we are thinking that we could just include each of the options and highlight them in the updated 
draft so we don’t need to provide multiple different documents, and instead of having a context section at the start, 
we will have an explanatory note section at the end. Will send this over for review along with the updated TR this 
afternoon.  
 
From: Cavan O'Connor-Close <Cavan.O'Connor-Close@rbnz.govt.nz>  
Sent: Wednesday, 3 February 2021 12:58 pm 
To: Leona Feng [TSY] <Leona.Feng@treasury.govt.nz> 
Cc: Michael Thornley <Michael.Thornley@rbnz.govt.nz>; Nick McBride <Nick.McBride@rbnz.govt.nz>; Chris Bloor 
<Chris.Bloor@rbnz.govt.nz> 
Subject: RE: For review: Draft s 68B and advice on interest-only loans 
 
Hi Leona, 
 
 
I left you a message on your phone.  
 
I have asked Nick to have a look at the draft from a legal point of view. Since the draft reflects Tsy’s preferred 
option, we are of the view that there should also be a draft s68B in line with what is still our preferred option.  
 
I’ll be in meetings all afternoon so please contact Mike if you need to get hold of us urgently. 
 
Thanks. 
 
Cavan 
 
 
From: Leona Feng [TSY] <Leona.Feng@treasury.govt.nz>  
Sent: Tuesday, 2 February 2021 6:01 PM 
To: Cavan O'Connor-Close <Cavan.O'Connor-Close@rbnz.govt.nz>; Chris Bloor <Chris.Bloor@rbnz.govt.nz>; Michael 
Thornley <Michael.Thornley@rbnz.govt.nz> 
Cc: Mario DiMaio [TSY] <Mario.DiMaio@treasury.govt.nz>; Sam Thornton [TSY] <Sam.Thornton@treasury.govt.nz>; 
Dasha Leonova [TSY] <Dasha.Leonova@treasury.govt.nz>; Cam Vannisselroy [TSY] 
<Cam.Vannisselroy@treasury.govt.nz>; Elle Hughes [TSY] <Elle.Hughes@treasury.govt.nz>; Renee Philip [TSY] 
<renee.philip@treasury.govt.nz>; John Beaglehole [TSY] <John.Beaglehole@treasury.govt.nz>; Freya Dean [TSY] 
<Freya.Dean@treasury.govt.nz> 
Subject: For review: Draft s 68B and advice on interest-only loans 
 
[SEEMAIL][SENSITIVE] 
 
Hi Cavan, Chris and Mike 
 
Thanks for your comments below and meeting with us today.  
 
As discussed, attached is a first draft of the section 68B direction for your review. This is based on Option 2 in the 
draft briefing, and would obviously be subject to the Minister’s final preferences on wording. 
 
We have also decided to put the advice on interest-only mortgages into a separate report, which is attached for 
your review.  
 
We will get the revised TR over to you tomorrow for consultation. It would be useful if you could also provide us 
with any text on the Reserve Bank’s views on the options and how it would interpret the policy of ‘sustainable house 
prices’. 
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to, while leaving the Bank to determine what constitutes a risk to soundness and efficiency. This is a 
technical point but worth correcting, in our opinion.  

 
Options:  

• There is reference to a government economic objective to “decrease house price acceleration”. This is 
slightly confusing, we suggest reframing this as “sustained low/moderate house price growth over time”.  

• It may be worth dropping Option 3 for the s68B direction as it adds nothing above Option 2.  The additional 
wording “which could be considered when the RBNZ is developing relevant financial policy, for example on 
loan-to-value ratios, debt-to-income ratios and risk weighted assets” adds nothing, as under the Act the 
Bank will already have to have regard to the direction when setting financial policy. 

 
MPC remit: 

• The MPC remit section all looks fine, and is consistent with our preferred direction. 
 
 
 
From: Leona Feng [TSY] <Leona.Feng@treasury.govt.nz>  
Sent: Monday, 1 February 2021 6:05 PM 
To: Chris Bloor <Chris.Bloor@rbnz.govt.nz>; Renee Philip [TSY] <renee.philip@treasury.govt.nz>; Chris Parker [TSY] 
<Chris.Parker@treasury.govt.nz>; John Beaglehole [TSY] <John.Beaglehole@treasury.govt.nz>; Michael Thornley 
<Michael.Thornley@rbnz.govt.nz>; Stephen Revill [TSY] <Stephen.Revill@treasury.govt.nz>; Stephen Bond [TSY] 
<Stephen.Bond@treasury.govt.nz>; Felicity Barker [TSY] <Felicity.Barker@treasury.govt.nz>; Greg Low [TSY] 
<Greg.Low@treasury.govt.nz>; Cavan O'Connor-Close <Cavan.O'Connor-Close@rbnz.govt.nz>; Ben Thirkell-White 
<Ben.Thirkell-White@rbnz.govt.nz> 
Cc: Neil Kidd [TSY] <Neil.Kidd@treasury.govt.nz>; Sam Thornton [TSY] <Sam.Thornton@treasury.govt.nz>; Cam 
Vannisselroy [TSY] <Cam.Vannisselroy@treasury.govt.nz>; Mario DiMaio [TSY] <Mario.DiMaio@treasury.govt.nz>; 
Dasha Leonova [TSY] <Dasha.Leonova@treasury.govt.nz>; Elle Hughes [TSY] <Elle.Hughes@treasury.govt.nz>; James 
Beard <james.beard@treasury.govt.nz> 
Subject: For review: Draft report on RB and housing objectives 
 
[SEEMAIL][SENSITIVE] 
 
Hi all 
 
Attached is the first draft of the report on changes to the remit and s 68B direction. 
 
Please note that this draft (and any preferred options/recommendations) only reflects working level views at the 
moment, and the draft has yet to be reviewed by managers or go through the QA process.  
 
We will also be adding in some text on the interdependencies between section 68B and the remit changes in the 
next version of the report, and will aim to circulate this along with a draft section 68B and remit for review later 
tomorrow. In the meantime, we would welcome any initial comments you have on this first draft.  
 
 
Kind regards 
 

 

Leona Feng | Senior Analyst, Financial Markets | Te Tai Ōhanga – The Treasury 
Tel:  Email/IM: Leona.Feng@treasury.govt.nz 
 
 
 

s9(2)(k)

 

 

 

20210096 Page 37 of 45
Doc 10



 IN-CONFIDENCE 

Treasury:4414162v1 IN-CONFIDENCE                   

Treasury Report:  Interest-only Mortgages  

Date:   5 February 2021 Report No: T2021/199 

File Number: SH-18-2-9 

Action sought 

  Action sought  Deadline  

Minister of Finance 

(Hon Grant Robertson) 
 

None 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Bastiaan van der 
Scheer 

Analyst, Housing and 
Urban Growth 

 

John Beaglehole Acting Manager, 
Housing and Urban 
Growth 

 

Minister’s Office actions (if required) 

Return the signed report to the Treasury. 

Refer this report to Minister of Housing. 

 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: No 

s9(2)(k) s9(2)(g)(ii)

Out of scope

 

 

 

20210096 Page 38 of 45
Doc 11



IN-CONFIDENCE 

T2021/199 Interest-only Mortgages  Page 2 

IN-CONFIDENCE 

Treasury Report: Interest-only mortgages  

Interest-only mortgages 

4. 
 However, as discussed in T2021/155, section 68B Reserve Bank Act 1989 

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. 
Officials are providing advice alongside this report on issuing such a direction in 
respect of the government’s policies relating to housing affordability. 

5. A section 68B direction to consider the government’s policies relating to housing 
affordability could lead to the Bank undertaking further investigation of – and potentially 
implementing – restrictions on interest-only mortgages in accordance with its financial 
stability mandate, such as through its policies relating to risk-weighting of assets. 
However, regardless of the wording of the direction you issue, it is also possible that 
the Bank would conclude that such restrictions are not necessary or desirable to 
promote financial stability, even taking into account the housing policies of the 
Government.  

Out of scope
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T2021/199 Interest-only Mortgages  Page 4 

IN-CONFIDENCE 

 
 

 
 
 
John Beaglehole 
Acting Manager 
 
 
 
 
 
 
Hon Grant Robinson 
Minister of Finance 
 

Out of scope
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From: Ben Thirkell-White <Ben.Thirkell-White@rbnz.govt.nz>
Sent: Thursday, 18 February 2021 12:52 pm
To: Leona Feng [TSY]
Cc: Cavan O'Connor-Close
Subject: RE: Treasury Report_ Government policy direction to the Reserve Bank.DOC

Hi Leona, 
 
No worries. Will get back to you on the other changes in a moment. 
 
Happy with those changes, I have no problem with looking at risk weights again and clarity of expectations seems 
helpful to me. 
 
A few tweaks in return pasted below.  
 
I’ve rejigged the wording for the second DTI bullet – I hope it’s a bit clearer / closer to the legal position that way 
round 
 
I’ve softened the language in the interest only paragraph a bit. ‘At times’ is a gesture at the fact that APRA only had 
restrictions on in 2017 and removed them in 2018.  ‘Some’ jurisdictions is to suggest that this isn’t a cut and dried 
issue (lots of other jurisdictions don’t like them). I switched ‘similar’ to additional, partly because APRA doesn’t 
currently have restrictions on banks’ volume of zero interest loans and partly because our capital regime does 
already distinguish to some extent. 
 
Hope that’s OK – I think the letter makes it clear that we are expected to do the analysis, which is fine. We just don’t 
want it to look too much like the minister directing policy details. 
 
Best 
Ben 
 
From: Leona Feng [TSY] <Leona.Feng@treasury.govt.nz>  
Sent: Thursday, 18 February 2021 12:32 PM 
To: Ben Thirkell-White <Ben.Thirkell-White@rbnz.govt.nz> 
Subject: RE: Treasury Report_ Government policy direction to the Reserve Bank.DOC 
 
Hi Ben 
 
Thanks for the quick chat. As discussed, we were wondering whether the text could be amended as below. Note we 
have also made a few adjustments to the DTI text as well. 
 
Much appreciated if you could get back to me by 1pm, apologies again for the many tight timeframes! 
 
Leona 
 
 
 
DRAFT LETTER 
 
 
22 February 2021 
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From: Leona Feng [TSY]  
Sent: Wednesday, 17 February 2021 5:30 pm 
To: 'Chris Bloor' <Chris.Bloor@rbnz.govt.nz>; 'Cavan O'Connor-Close' <Cavan.O'Connor-Close@rbnz.govt.nz>; 
'Michael Thornley' <Michael.Thornley@rbnz.govt.nz>; 'Ben Thirkell-White' <Ben.Thirkell-White@rbnz.govt.nz> 
Cc: Dasha Leonova [TSY] <Dasha.Leonova@treasury.govt.nz>; Sam Thornton [TSY] 
<Sam.Thornton@treasury.govt.nz>; Elle Hughes [TSY] <Elle.Hughes@treasury.govt.nz>; Renee Philip [TSY] 
<renee.philip@treasury.govt.nz>; Daniel Cruden [TSY] <Daniel.Cruden@treasury.govt.nz> 
Subject: FW: Treasury Report_ Government policy direction to the Reserve Bank.DOC 
 
[SEEMAIL][SENSITIVE] 
 
Hi, 
 
The Minister’s office has requested that we send the proposed section 68B direction (with the revised wording 
following Cabinet on Monday) and draft letters to the office tomorrow. Attached for your information is the draft TR 
which covers the s68B direction and request for advice from RBNZ on DTIs & IO mortgages. We are still working 
through some remaining issues on comms and timing of announcements.  
 
If there are any significant issues or inaccuracies please let me know by tomorrow morning if possible, as this will 
need to go out by 2.30pm tomorrow.  
 
 
Many thanks, 
Leona 
 

 

Leona Feng | Senior Analyst, Financial Markets | Te Tai Ōhanga – The Treasury 
Tel:  Email/IM: Leona.Feng@treasury.govt.nz 
 

CONFIDENTIALITY NOTICE 

 
The information in this email is confidential to the Treasury, intended only for the addressee(s), and may also be legally privileged. If you 
are not an intended addressee: 
a. please immediately delete this email and notify the Treasury by return email or telephone (64 4 472 2733); 
b. any use, dissemination or copying of this email is strictly prohibited and may be unlawful.  

 

 
****************************************************************************** 

"This message (and any files transmitted with it) are confidential and 
may be legally privileged. If you are not the intended recipient please 
notify the sender immediately and delete this message from your system. 

 
This message does not necessarily reflect the views of the 
Reserve Bank of New Zealand. If the recipient has any concerns about 
the content of this message they should seek alternative confirmation 
from the Reserve Bank of New Zealand." 

****************************************************************************** 
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