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Briefing Notes Re: RBNZ Action to intervene in the currency market on 11 June 
2007 
 
 
1. RBNZ Action: 
 
On 11 June the RBNZ intervened in the market for the NZ dollar (NZD), selling an 
undisclosed amount of NZD to purchase foreign currency. Prior to the action the NZD 
had appreciated to a post-float high of 76.2 cents against the US dollar. Following the 
action, the NZD fell over 1 cent and this morning is trading around 75 US cents. 
 
2. RBNZ authority to intervene: 
 
The Reserve Bank of New Zealand Act gives the RBNZ the authority to intervene in the 
currency market under specific circumstances.  
 
Section 17 
Firstly, the RBNZ can intervene if the currency market is seen to be dysfunctional and 
this poses risks to the wider financial system. This authority is granted under Section 
17 of the RBNZ Act 1989 and was an original feature of the legislation. There is a 
standing directive that governs this intervention. 
 
Section 16 
Secondly, the RBNZ can intervene to reduce volatility in the exchange rate in 
circumstances when the level reached is seen to be exceptionally and unjustifiably high 
or low. This authority is granted under Section 16 of the RBNZ Act and was an original 
feature of the legislation. This authority gives the RBNZ the power to act independently 
of government (with certain limits) with respect to the decision to intervene. 
 
The recent RBNZ currency intervention utilised the authority granted under Section 16 
of the RBNZ Act 1989. 
 
In March 2004 the government agreed to a number of changes in support of the bank’s 
ability to intervene in the foreign exchange market:  

 
1. the increase in its holdings of foreign currency reserves for use under 

Section 17 by around NZ$1.9 billion, giving the RBNZ access to around 
NZ$7.0 billion in reserves for market stability purposes.  

 
2. an  increase in the RBNZ’s equity of NZ$1.0 billion to support intervention 

under Section 16; and  
 
3. further increase in reserves for the purposes of intervention under Section 

16 i.e. where the exchange rate is either severely over or undervalued 
relative to economic fundamentals. This is a new policy for the bank 

 
3. Conditions around intervention under Section 16 
 
Before this authority can be exercised the RBNZ must be satisfied that: 
 
(i) the current level of the currency is exceptionally high or low  
(ii) the current level of the currency is unjustified by economic fundamentals 
(ii) the intervention is consistent with the RBNZ’s policy goals with respect to inflation 
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(iv) the intervention is likely to influence the exchange rate and will avoid destabilising 
speculation.  

(v) the intervention will not attempt to influence the long term trend of the exchange 
rate. 

 
The RBNZ can intervene up to a limit agreed previously with the MoF (this limit is 
currently [  deleted  ]. If the intervention required is greater than this, MoF approval of 
a new limit to apply to intervention activity is required. The recent action did not exceed 
this limit. 
 
 
4. How the intervention is funded 
 
The RBNZ intervenes by selling NZ dollars and buying foreign currency. The 
intervention activity may be carried out in the swap markets (as is commonly the case 
with central banks).  
 
In this case the equity held by the RBNZ is the buffer used to offset market losses that 
may acrrue from the intervention activity. 
 
The total potential intervention possible under Section 16 is market sensitive and thus 
confidential. However the RBNZ can only intervene to the extent that the accumulated 
“open” positions in the FX market do not exceed [  deleted  ]. 
 
If the RBNZ wishes to open a FX position greater than the [  deleted  ], it would need 
to get approval from MoF of a new limit (but would have the authority to decide 
independently how to use this).  
 
5. Who bears the financial risk 
 
If the foreign exchange contracts entered into during the intervention subsequently lose 
(gain) value, these losses will be recorded as losses (income) on the RBNZ’s financial 
accounts. Thus valuation changes of the assets acquired as a result of intervention will 
be captured on the RBNZ balance sheet. If the RBNZ intervenes frequently and/or 
intervenes on a significant scale, the financial flows attributed to the RBNZ may 
become more volatile. 
 
The balance sheet of the RBNZ forms part of the Crown Accounts and thus these 
changes would flow through to the financial position of government. However, gains 
and losses earned by the RBNZ will not flow through to the government in the form of 
dividends. 
 
Note that financial impacts of intervention activity will be published in the RBNZ and 
Government monthly accounts and will be consistent with GAAP principles. 
 
6. Possible speaking points regarding risks (taken from earlier advice) 
 
The Government weighed four issues before agreeing to provide the Reserve Bank 
with additional capacity to undertake foreign exchange market intervention. 

 
One, obviously, was the cost to the taxpayer for a mistimed or misjudged intervention. 
There are numerous so-called “war stories” about foreign exchange market 
interventions going wrong—George Soros and the Bank of England springs to mind, as 
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does our own experience in 1984. But these are examples of Governments defending 
an exchange rate that was not sustainable and, indeed, was fixed. They were trying to 
prevent an adjustment in the normal range of the exchange rate, rather than trying to 
influence the extreme peaks and troughs around that normal range. The Reserve Bank 
will not be doing that. However, as the bank has itself made clear, any intervention 
carries some element of financial risk—but, of course, in economists’ language, risk is 
both up and down, both positive and negative.  

 
The bank will almost inevitably carry market losses on its books from time to time, but 
these will generally be of an unrealised and non-permanent nature. They are likely to 
reverse as the exchange rate cycle progresses—that has been the experience in 
Australia.  

 
The second risk would be if monetary policies’ prime focus on maintaining price 
stability were subverted. That is why having the Reserve Bank conduct intervention 
under section 16 of the Reserve Bank of New Zealand Act, consistent with the policy 
targets agreement, is such an important part of the arrangement that the bank is 
proposing, and it is vital to keep politics out of this exercise. The bank must have the 
capacity to make the decision not to intervene where that would be inconsistent with 
the bank’s statutory mandate of achieving price stability, with the bank’s obligations 
under the policy targets agreement, or when the bank does not think there is much 
scope to influence the exchange rate.  

 
The third risk is that currency speculators could be attracted to New Zealand. That is 
not to say that we do not see currency speculators attracted to New Zealand in any 
case—some, indeed, are attracted back to New Zealand. This is a real risk where a 
central bank defends or targets a particular exchange rate, but the risk is much, much 
less when the central bank merely seeks to trim the peaks and troughs in the exchange 
rate cycle as it is not seeking to keep the exchange rate within a target band. No target 
band has been set for this exercise.  

 
Finally there is the risk that businesses are fooled into thinking that they need no longer 
manage their own exchange rate risks—that the Reserve Bank will do that for them. 
Given the fact that exchange rate cycles are here to stay—a fact that will not be 
changed by the Reserve Bank’s foreign exchange market intervention—the risk of 
businesses being fooled into thinking they need no longer manage their currency risks 
is very low indeed. In fact they need to understand that they continue to have full 
responsibility for managing their currency risks, and the Reserve Bank will doubtless be 
reminding them of this at every opportunity.  
 
 
 
 


