
How should the Reserve Bank be governed?

Safeguarding the future of our financial system 
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Reasons for reviewing RBNZ governance
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 To ensure we have an optimal governance framework – the review is about ensuring we have an 
optimal governance framework that empowers the Reserve Bank to carry out its responsibilities for 
financial policy in the most effective and efficient way.

 To maintain public trust and confidence in the institution - many stakeholders engaged on 
governance during the scoping of Phase 2 suggesting that this area is a priority for review. 

 To ensure legitimacy and durability - changes may help to overcome perceived shortcomings. 
Arguments for change to governance arrangements are built on the following threads:

− Perception that role of governor is too big/powerful and that collective decision-making is 
superior for some types of decisions

− Perceived lack of accountability and transparency mechanisms
− Concerns expressed over role and effectiveness of the Board
− Concerns around overall RBNZ effectiveness in financial policy/supervision
− A lack of clarity around the boundaries of operational independence



Existing governance model

Decision-making in practice

 Phase 1 of the RB Act Review will create a Monetary 
Policy Committee with external members.  This will 
be the first statutory committee of the RBNZ.

 In practice, the Governor already makes decisions 
with assistance from several non-statutory groups.  

 The Governor makes corporate decisions based on 
advice from the Senior Management Group and 
Reserve Bank Board, while financial policy decisions 
are made by the Governing Committee (Governor, 
Deputy Governor and Assistant Governor) based on 
advice from two sub-committees:

̶ Macro-Financial Committee (for advice on 
macro-prudential policy)

̶ Financial System Oversight Committee (for 
advice on other financial policy decisions)

 The RBNZ also makes use of an internal delegations 
framework that allows the Governor to entrust some 
regulatory and supervisory decisions with Bank staff.
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* Subject to Reserve Bank (Monetary Policy) Amendment Act 2018
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Governor of the Reserve Bank
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Principles of effective governance
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2. Diversity of views:  Ensure decision making is robust by incorporating a broad 
range of information from a variety of perspectives.

4. Simplicity: Ensure the legal and operational structure of the institution is simple so 
as to reduce operational costs and enable flexibility for processes to evolve over time.

5. Consistency: Ensure that the governance structure creates a coherent approach to 
decision-making that is not dependent on the views of any one individual.

3. Efficiency: Ensure decisions are made in a timely manner and at an appropriate 
level to enable the institution to discharge its responsibilities quickly.

1. Legitimacy:  Ensure the public understands why the Reserve Bank has been given 
its powers and ensure the public has confidence in the Reserve Bank’s decisions.

6. Accountability and transparency: Ensure that the Bank releases sufficient 
information and the Minister retains sufficient power to hold the Bank to account.

Internal 
Governance
(Section 3)

Boundary of 
Independence

(Section 2)

Monitoring 
Framework
(Section 4)

Any effective governance framework should have the following features: 

Based on feedback from stakeholders, there is a perception that the RBNZ’s existing governance model 
could be improved in at least three of these areas (1), (2), and (6).



Governance architecture
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Potential players in the RBNZ’s governance model
 There are four key players in the 

governance of the Reserve Bank: 

1) Minister 

2) Monitor

3) Governing Body 

4) Statutory Decision Makers

 Within the first layer a key issue is 
how far the Minister’s role should 
extend and where the boundary 
of independence lies (Section 4).

 Within the lower two layers a key 
question is how much external 
expertise should be built in to the 
model to provide a cross-check on 
decision making (Section 2).  

 The role of the Bank’s monitoring 
agent depends on choices in the 
other layers (Section 3).
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What is financial policy? 

• The focus of phase 2 is on financial policy which covers a wide range of areas 
• Any governance structure will need to support effective and efficient decision making across the full spectrum 

of financial policy and be adaptable to conditions of stress in the financial system
• Clear articulation of decision-making powers and the role of the Minister supports independence
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Identify, monitor and take action to 
remove or reduce systemic risks from 
New Zealand’s financial system to the 

wider economy

Reduce the risks to New Zealand’s 
financial system that could arise due 

to the failure of a financial firm.  

 Develop macro-prudential tools 
and approach to using them 

 Define regulatory perimeter and 
approach to extending boundary

 Develop approach to resolution 
policy (e.g. when to use different 
tools, who makes decisions, Trans-
Tasman co-ordination)

Policy 
Framework 

and Strategy

High Level 
Policy 

Decisions

 Deploy or change macro-
prudential tools (LTV ratios, core 
funding ratio, CCyB, sectoral 
capital requirements)

 Decide and co-ordinate how to 
resolve a failing firm (bail-in, 
transfer, etc.)

Operational 
Duties and 
Decisions

 Systemic risk assessment and 
monitoring

 Stress-test financial system

 Monitor and assess individual 
firms‘ recovery & resolution plans

 Co-ordinate cross-border 
resolution tests with APRA

Macro Prudential Policy Crisis Management Policy

Policy Area

Overarching 
Settings

Objectives, regulatory perimeter, regulatory tools and instruments, risk appetite, supervisory intensity and funding

Identify, monitor and take action to 
remove or reduce risks from 

individual financial firms to New 
Zealand’s financial system

 Develop and approve high-level 
approach to authorising new firms, 
disciplining firms, and calibrating 
regulatory settings over time. 

 Develop technical detail of regs.
 Take regular firm-level decisions 

(e.g. approve risk models)
 Monitor firm compliance

Prudential Regulation & Supervision

 Approve new firm authorisations
 Approve major disciplinary actions
 Take firm-level decisions that set a 

precedent for system



Roles and responsibilities

A key feature of an effective governance model is that roles are clearly defined and responsibilities 
are clearly allocated to appropriate players.  There are eight broad roles and responsibilities that 
define the core areas of the Reserve Bank’s roles and responsibilities:

1. Appointments and Dismissals

2. Monetary Policy

3. Organisational strategy and corporate functions

4. Operational strategy (e.g. currency distribution)

5. Risk Appetite, supervisory intensity and funding

6. Macro prudential policy

7. Prudential Regulation, supervision and enforcement

8. Crisis management policy
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Determined by Phase 1 of the Review

Role of the Governing Body

Financial Policy 
(see slide 8)

A)   What is the most effective internal governance model for the Reserve Bank? (Section 2)
i. What form should the Governing Body take?
ii. Should an FPC be established, and if so, what should it do? 

B) How can the Reserve Bank be held to account for its decisions? (Section 3)
C) What role should the Minister play in financial policy? (Section 4)

Questions:



Section 2: Internal governance 
of the RBNZ 

 Principles of effective internal governance

 What form should the governing body take?

 Should a Financial Policy Committee be created?

 What could a Financial Policy Committee do?

 Internal governance options
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Principles of effective internal governance
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The Bank’s internal governance framework must be designed to maintain public trust in the Bank over 

time. An effective internal governance framework can be built around four key principles:

There are two key areas of internal governance we are seeking views on:

 What form should the governing body take?

 Should there be a financial policy committee, and if so, what should it do? 

Diversity of views:  Ensure decision making is robust by incorporating a broad range of 
information from a variety of perspectives.

Simplicity: Ensure that the legal and operational structure of the institution is as simple as 
possible to reduce operational costs and enable flexibility for processes to evolve over time.

Consistency: Ensure that the governance structure creates a coherent approach to decision-
making that is not dependent on the views of any one individual.

Efficiency: Ensure decisions are made in a timely manner and at an appropriate level to 
enable the institution to discharge its responsibilities quickly.



What form should the governing body take? 
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Benefits of a Single Decision-maker

 Efficiency – Governor can make decisions more 

quickly, across a broad range of issues.

 Simplicity – Legislatively and operationally simple, 

keeping costs low. 

Benefits of a Board

 Diversity of views – Multiple decision-makers helps 

ensure greater oversight of institutional decisions. 

 Consistency – Less concentration of power and lower 

key person risk helps ensure continuity of decisions.

The Governing Body of the RBNZ is the key decision maker for all policy and corporate decisions that 

are not delegated to statutory committees.  There are two broad structures for the governing body : 

the current single decision-maker model or a board. Each option provides different benefits, but at 

face value, neither clearly dominates the other – there are trade-offs.

Potential ways to mitigate the weaknesses of each model

Single decision-maker: The Governor could employ 

external advisors to provide a diversity of views on key 

decisions.  The Governor has discretion to do this 

already, but it would be difficult to enforce via 

legislation (except by switching to a Board model).

Board: A Board could delegate decisions on technical, 

time-sensitive, or lower-priority issues to bank staff to 

increase efficiency.  A delegations framework could be 

specified in legislation, or left to the Board’s discretion 

(similar to how the Governor delegates now).



Should a Financial Policy Committee be created?
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Benefits
 Diversity of views – A formal FPC with external 

members could embed a broader range of 
perspectives in the decision-making process, 
providing an internal cross-check on the Governor 
and potentially resulting in higher quality decisions.

 Consistency – With more members, committees 
bring less risk of an abrupt change in policy as a 
result of a change in Governor. 

Costs
 Simplicity – Increase operational costs (particularly if 

FPC members were employed full-time) and could 
add complexity by requiring formal co-ordination 
with the Governing Body and MPC. 

 Efficiency - Practically difficult to convene at short 
notice. Less well suited to managing complex 
stakeholder relationships (e.g. Minister or firms).   
External members may have conflicts of interest that 
rule them out from firm-level decisions.

Implications
If an FPC were created, it should focus on:
 Strategic policy decisions made at regular intervals, not on technical policy decisions made continuously.
 Decisions where haste is not a critical factor (i.e. non-crisis situations). 
 Decisions where relationship management is not a critical factor in ensuring effective implementation (i.e. not 

for co-ordinating a cross-agency response in a crisis or most firm-level decisions).

Phase 1 of the RB Act Review established an MPC because the benefits of group decision making were 
judged to outweigh the costs of added complexity and lower efficiency.  The potential role of the FPC 
is significantly different from the MPC, but a similar cost-benefit analysis is required.



What could a Financial Policy Committee do?

An FPC could take on a range of roles.  Mixing prudential policy with crisis responsibilities is possible, but 
could create perverse incentives.  Giving the FPC a role in allocating supervisory funding may be necessary to 
enact prudential decisions, but could complicate the role of the FPC with the Bank’s Governing Body, 
potentially requiring a ring-fenced budget. The wider the remit of the FPC, the more frequently the group may 
have to meet, and the more members may be needed to cover the range of policy areas – raising costs.

Policy 
Formation

Policy 
Calibration

D: ‘Financial Policy Board’*

C: ‘Prudential Policy Board’*

B: ‘Prudential Policy Committee’

A: ‘Macro-Pru Committee’

 Develop macro-prudential tools 
and approach to using them 

 Define regulatory perimeter and 
approach to extending boundary

 Deploy or change macro-
prudential tools (LTV ratios, core 
funding ratio, CCyB, sectoral 
capital requirements)

Macro Prudential Policy

 Set prudential standards (banking 
handbook), approach to 
authorising and disciplining firms, 
and disclosure requirements.

Prudential Regulation

 Take firm-level decisions that set a 
new precedent for the system.

 Fine tune prudential settings via 
guidance & specific firm conditions

Regulatory strategy, including risk 
appetite & supervisory intensity

 Develop approach to resolution 
policy (e.g. when to use different 
tools, who makes decisions, Trans-
Tasman co-ordination)

Crisis Management Policy

• ‘Board’ indicates the entity has 
resourcing powers

• ‘Committee’ is limited to 
decision-making only
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Internal governance options
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Base assessment
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 Added benefit if external advice is actively sought  Added benefit if delegation framework is in place



Section 3: Monitoring and 
accountability

 Holding the RBNZ to account

 Who should be the RBNZ’s monitoring agent?

 Transparency requirements

16



Holding the RBNZ to account
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“Independent agencies need high quality 
governance, should be as transparent as 
possible about their activities, engage 
and consult widely and should be subject 
to robust and proportionate performance 
monitoring and accountability 
arrangements. Indeed, de facto 
independence is only sustainable with 
robust accountability and 
transparency provisions.” 

– Productivity Commission

• Accountability can be provided internally 
(arrangements within the institutions) and externally 
(arrangements external to the institution).

• External accountability focuses on accountability to 
Parliament, the Executive and the public. There are a 
range of transparency options that can overlay any 
governance model. 

• Regulators are subject to external monitoring.  There 
are two key choices for the RBNZ monitoring agent – a 
bespoke supervisory council (e.g. the RBNZ Board) or a 
Crown Entity style monitoring agent (the Treasury).

• In order to be effective, the monitoring agent will need 
sufficient powers, appropriate resources and a healthy 
relationship with the Governing body.

Crown Entity Style Monitoring Agent (e.g. Treasury) -
designed as a less intensive monitor reflecting greater 
internal governance at the board level. Monitor is an 
agent of the Minister providing advice on 
appointments, direction and performance of 
regulators.

Supervisory council (e.g. The RBNZ Board) – designed 
as a more intensive monitor reflecting greater 
concentration of powers within the executive(s). Key 
roles - keeping the performance of the Governor under 
continuous review,  appointments / dismissals, advising 
the Minister, and audit



Who should be the RB’s Monitoring Agent?
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Potential benefits of a Supervisory Council

 Focus – Dedicated to one task (monitoring the Bank)

 Intensity – Keeping performance under continuous 

review

 Adaptability – Can be adapted to increase effectiveness 

such as further powers and resourcing.

Potential Benefits of the Treasury as a Monitor 

 Efficiency – Less intense monitoring is lower cost and can 

benefit from staffing flexibility within the Treasury

 Independence consistency with state sector practice – Strong 

accountability links between the monitor and the 

Government under an established framework. 

There are two broad structures for the monitoring agent : an independent Supervisory Council 

(designed as a more intensive monitoring agent) based on the current RBNZ board but with enhanced 

powers, and the Treasury (designed as a less intensive monitoring agent) based on the monitoring 

framework for Crown Entities. Each option provides different benefits, and the choice will depend on 

the decision for the Governing Body inside the Reserve Bank. 

Implications

• If a corporate board is selected as the governing body, Treasury as monitoring agent is likely to be more 
appropriate. Corporate board models can provide relatively strong internal governance and 
accountability and externals can provide legitimacy to decision making so the need for more intensive 
external monitoring is reduced. 

• If a single decision maker model is selected as the governing body, a supervisory council is likely to be 
more appropriate. Executive models can have relatively weak internal governance and accountability 
because of power concentration so there is a perceived need a greater need for external monitoring.



Transparency requirements
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Potential transparency 
requirements for RBNZ

Requirement to publish and explain decisions 
(e.g. MPS, FSR, Annual Report, minutes)

Requirement to publish approach 
beforehand (strategy and regulatory 
approach statements) 

Requirement to appear before Parliament 
(e.g. Finance and Expenditure Committee )

Conduct public consultation when 
developing new policy tools or extending 
perimeter

Requirement to explain missed objectives 
(e.g.  Open Letters to Chancellor in UK)











Pros of increased transparency 
requirements

• Increased legitimacy and credibility
• Increased engagement
• Encourages robust processes
• Allows for more regulatory independence
• Encourages a more open culture within the 

regulator

Cons of increased transparency

• Could limit credibility if messaging is not 
consistent

• Requires time and resource and can slow 
decision-making

• In times of instability, too much transparency 
can lead to poor policy outcomes or regulatory 
arbitrage

In addition to Monitoring requirements, transparency requirements are an important element in 
keeping the regulator accountable for decisions



Section 4: RBNZ independence 

 The boundary of independence

 Regulatory independence

 Approaches to regulatory independence

 The role of the Minister

 Regulatory stewardship
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The boundary of independence

The Terms of Reference for Phase 2 noted that the ‘operational independence of the Reserve Bank 
remains paramount and will be protected’.  

At present there is a lack of clarity around some elements of this definition, most notably the RBNZ’s 
‘regulatory independence’ in the development of financial policy.  The Productivity Commission define 
regulatory independence to mean “the degree to which a regulator has discretion to set and adjust 
rules and regulations as it thinks fit to achieve the objectives of regulation, how quickly and flexibly it 
can do this, and what sort of political process is required”.  

Comments around this lack of clarity were a feature of both recent stakeholder feedback and the 
2016/2017 FSAP, with the IMF noting that “lack of clarity on roles and attributions have mostly 
manifested in deficiencies in effective coordination on policy advice”. 

Key Questions

1. How much discretion should the RBNZ have to set and adjust 
rules and regulations? (the ‘regulatory independence’ 

question) 
2. Should the RBNZ remain the principal advisor to the Minister 

on financial policy? (the ‘regulatory stewardship’ question? 

21



Factors favouring regulatory independence

There is a high-level case for delegation of regulatory functions when the political process generates a 
credible commitment issue.  This is acknowledged to be the case in relation to financial policy.  Other 
peer regulators have a high-degree of regulatory independence. 

Financial policy covers a broad spectrum areas and consideration of the level of independence is likely 
to vary across different areas including macro-prudential, crisis management and overarching settings. 
These areas will be covered in more detail in the second round of consultation.  

There is value in considering independence more generally and determining approaches to the level 
of independence that could be applied to the RBNZ to set expectations for the future

Factors favouring limited Ministerial influence
• Powerful private interests and dispersed 

public interest
• Need to create a stable environment
• Need for technical expertise
• Decisions where the relationship between 

the policy instrument and the desired 
outcome is complex or unclear

• Public confidence that the regulator is 
impartial is important

Factors supporting greater Ministerial 
influence
• Decisions with fiscal implications
• Policy involving clear value judgments 

Need to account for political imperatives
• Creation of significant coercive powers
• Impact on property rights
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Potential approaches to independence  
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The status quo (described below) provides the RBNZ a high level of regulatory independence for prudential regulation. It could be argued 
that this is broadly appropriate for prudential regulation which requires a high-level of discretion in order to remain effective and evolve 
over time.  There are nonetheless elements of the current regime (such as the RBNZ’s role in regulatory stewardship and the approach 
taken to administrative instruments) where this discretion can be perceived as diminishing the coherence and legitimacy of the RBNZ’s 
independence. Some alternative approaches are described below:

(A) Prescriptive Approach
• Higher degree of prescription, either in primary legislation or secondary instruments such as regulations
• Minister’s policy agent has high level of control over regulatory development
• RBNZ’s policy role is more restricted to instruments such as exemptions or guidance

(B) Enhanced Ministerial decision rights
• RBNZ continues to drive the policy development process, but the Minister has enhanced approval rights 

over policy instruments 
• Used in other contexts, such as the Takeovers Panel, or in relation to bank disclosure requirements 

(C) Status Quo 
• Broad objectives and limited prescription in primary legislation.  The RBNZ has significant flexibility to 

set prudential requirements through administrative instruments.  Some limits on the content of the 
instruments, with ability for the Minister to approve an expansion of this perimeter    

• Minister can direct the RBNZ to have regard to government policy objectives

(D) Increased clarity around independence, higher expectations around process 
• Minister’s direction power removed and replaced by clearer objectives and a regular policy or risk 

appetite statement.  The RBNZ potentially relinquishes principal role in regulatory stewardship 
• Clearer specification of objectives, regulatory perimeter and regulatory principles, but with less 

restriction around the content of instruments (e.g. the Bank of England model)

Increased RBNZ regulatory 
independence



What role for the Minister? 

 Develop macro-prudential tools 
and approach to using them 

 Define regulatory perimeter and 
approach to extending boundary

 Develop approach to resolution 
policy (e.g. when to use different 
tools, who makes decisions, Trans-
Tasman co-ordination)

Policy 
Framework 

and Strategy

High Level 
Policy 

Decisions

 Deploy or change macro-
prudential tools (LTV ratios, core 
funding ratio, CCyB, sectoral 
capital requirements)

 Decide and co-ordinate how to 
resolve a failing firm (bail-in, 
transfer, etc.)

Operational 
Duties and 
Decisions

 Systemic risk assessment and 
monitoring

 Stress-test financial system

 Monitor and assess individual 
firms‘ recovery & resolution plans

 Co-ordinate cross-border 
resolution tests with APRA

Macro Prudential Policy Crisis Management PolicyPolicy Area

Overarching 
Settings

Objectives, regulatory perimeter, regulatory tools and instruments, risk appetite, supervisory intensity and funding

 Develop and approve high-level 
approach to authorising new firms, 
disciplining firms, and calibrating 
regulatory settings over time. 

 Develop technical detail of regs.
 Take regular firm-level decisions 

(e.g. approve risk models)
 Monitor firm compliance

Prudential Regulation & Supervision

 Approve new firm authorisations
 Approve major disciplinary actions
 Take firm-level decisions that set a 

precedent for system

Potential areas 
for 

Parliamentary 
or Ministerial 
involvement

Parliamentary or Ministerial involvement could take a number of different forms, based on a sliding 
scale of powers.  Any influence needs to be balanced against the purpose of an independent regulator 
to conduct policy in a time-consistent manner, free from political interference. 
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Level of Parliamentary/Ministerial Influence

① Right to express a 
view (observatory)

② Must be consulted 
(advisory power)

③Joint-decision 
making power (veto)

④Decision-maker
⑤ Settings specified in 

primary legislation



Regulatory stewardship

Benefits: RBNZ remaining the Regulatory Steward

 Aligning technical expertise with policy development – the 
RBNZ’s extensive technical expertise in operationalising 
regulatory policy makes it well-placed to inform regulatory 
framework development

 Synergies – RBNZ staff are able to operate across both 
primary and delegated legislation

 Transition Costs – shifting the function to Treasury would 
require the organisation to take on board additional resource 
and improved prudential policy capability

Benefits: Treasury becoming the Regulatory Steward

 Better define accountability – the RBNZ has a conflict of 
interest between its duties to the Minister and its own 
statutory objectives.  For this reason the current model is not 
seen as reflecting best practice in New Zealand or 
internationally.  This conflict may have factored in a practice 
of preferring broad interpretations to more discrete reforms

 Protect independence – Having the RBNZ operate as principal 
adviser to the Minister risks blurring the boundaries of the 
RB’s independence (e.g. over macro-prudential policy)

 Alignment of capability – a shift more clearly pushes the 
Treasury away from core policy and towards its areas of 
strength (e.g. regulatory quality).  The RBNZ would remain 
the primary source of expert and technical advice

Currently, the RB has responsibility for regulatory stewardship of the Act.  This involves: having the 
policy lead on review and changes to the Act; and being responsible (on behalf of the Minister) for 
proposed changes to the Act, including managing engagement, instructing the Parliamentary Counsel 
Office, and supporting the Minister in taking the legislation through the House.  Regulatory 
stewardship of the Act does not imply control of all aspects: control can be split or delegated, for 
example by giving an entity the ability to use administrative instruments. Where a framework gives an 
agency regulatory independence, it is good practice that the agency should not be the lead policy 
adviser to the government on that framework.

25


