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16 November 2010 SH-11-4-3-3 

Treasury Report: Cabinet Papers: Deposit Insurance and Open Bank 
Resolution Policy 

Executive Summary 

 
Purpose 

We previously provided you with advice about whether a permanent Deposit Insurance (DI) 
scheme should be introduced following the closure of the Crown Retail Deposit Guarantee 
Scheme (DGS) (T2009/1350, T2010/757 refers).  We have also provided you with advice 
about the Open Bank Resolution (OBR) policy and future work required to support its 
implementation (Report number 4606, 30 September 2010).  
You have asked us to prepare papers informing Cabinet that: 
 
• subject to Cabinet feedback, no permanent DI scheme will be introduced following the 

closure of the DGS extension on 31 December 2011; and  
 

• officials will be undertaking further work to support the implementation of the OBR 
policy, including consulting with banks in early 2011 about the systems modifications 
required to implement an OBR. 

 
These Cabinet papers are attached.  Subject to your approval, these papers will need to be 
submitted to Cabinet Office by 10am Thursday 18 November for consideration at the Cabinet 
Economic Growth and Infrastructure (EGI) Committee on Wednesday 24 November. 
 
Relationship between the papers 

A key motivation for the DI paper is the need to address the question of whether DI is 
necessary given the pending expiry of the DGS extension.  The OBR paper on the other 
hand is about a long-standing bank failure resolution policy.  
 
While each issue could be considered independently, the DI and OBR papers are 
complementary.  They both relate to mechanisms the government could use to manage the 
fiscal risks associated with bank failures, especially in the case of institutions that are seen 
as systemically important and consequently more likely to be supported by the government.  
DI may help to partially pre-fund the costs of government support, but can also increase 
moral hazard risk.  OBR would help by providing the government with the option of allocating 
losses to creditors of a distressed institution (rather than those losses being solely borne by 
shareholders and the government).  
 
The government having the option of an OBR is likely to be a more effective mechanism than 
DI for addressing potential fiscal risks associated with systemically important deposit taking 
institutions becoming distressed.  OBR is also likely to be associated with more positive 
incentive effects than DI.  OBR would mean creditors (including depositors) would face the 
real risk of suffering losses, consistent with the obligations they have entered into. DI by 
comparison would protect depositors from at least part of that risk, and consequently 
encourage greater risk taking behaviour by both insured depositors and the institutions they 
have deposited their money with. Further regulation or more active supervision could be 
required to address this risk. 
 
There does not seem to be a case to provide DI in order to offer a “safe” place for depositors 
to invest their money as sovereign risk products are already available to New Zealand retail 
investors if they are willing to receive a commensurate return (i.e., Kiwi Bonds). 
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Recommended Action 

 
We recommend that you: 
 
a note the attached Cabinet papers on Deposit Insurance and the Open Bank Resolution 

policy; and 
 
b forward these papers to Cabinet Office by 10am Thursday 18 November. 
 
 
 
 
 
 
Joanna Gordon       Toby Fiennes, 
Manager, Financial Markets     Head of Prudential Supervision, 
for Secretary to the Treasury     Reserve Bank of New Zealand  
 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
 


