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What do we mean by high-level ‘objectives’?

Regulatory 
Principles

NBDT Act 
2013

Section 8

1. RBNZ purpose 
statement

2. High-level 
objectives

3. High-level 
considerations

4. Sector-specific 
objectives

5. Regulatory 
Principles

Financial
Policy

RBNZ Act 1989 Section 1A

Monetary
Policy
Section 1A+8 of RBNZ (Monetary 
Policy) Amendment Bill 2018

Must have regard to when 
formulating monetary policy…
Section 8 of RBNZ (Monetary Policy) 
Amendment Bill 2018

Payment 
Systems

RBNZ Act 
1989

Sect. 156B

Settlement 
Systems

RBNZ Act 
1989

Sect. 156K

Banks

RBNZ Act 
1989

Sect. 68

Insurers

IPSA 2010 
Sect. 3

NBDTs

NBDT Act 
2013

Sect. 3

Principles 
for RBNZ & 
Stat. Man.

RBNZ Act‘89
Sect.75/121

Section 1
of RBNZ 

(Monetary Policy) 
Amendment Bill 2018

Regulatory 
Principles

IPSA 2010 
Section 4

The RBNZ has a range of ‘objectives’ that interlink across the RBNZ’s legislation (see background slides 
for legislative detail).  The focus of this presentation is on the RBNZ’s high-level financial policy 
objectives.  These link to the RBNZ’s purpose and play a key role in determining lower-tier objectives. 

“Promoting the maintenance of a 
sound and efficient financial system”

3



Potential issues
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Potential issues with the RBNZ’s existing high-level financial policy objectives:

 Relevance: Are the Reserve Bank’s existing financial policy objectives still appropriate?             
The RBNZ’s existing objectives are almost 30 years old, but the nature and tools of financial 
regulatory policy have evolved significantly since 1989. Are ‘soundness’ and ‘efficiency’ still the 
right over-arching terms to use?

 Coverage: Should the Reserve Bank be given additional financial policy objectives?                 
There are gaps in NZ’s financial regulatory architecture (e.g. related to consumer protection and 
competition).  Should the RBNZ be tasked with plugging those gaps? Should the RBNZ be given 
other new objectives?

 Weighting: How much weight should be put on its different objectives?        
The RBNZ’s financial policy objectives can conflict with one another.  Should an explicit hierarchy be 
prescribed? How should weightings be determined and by whom?

 Specificity: Should the Reserve Bank’s objectives be specified in more detail?                             
There is a lack of clarity over how to interpret the RBNZ’s existing objectives. What mechanisms 
can be used to clarify and further specify the RBNZ’s objectives?



When considering whether to add an objective to the RBNZ’s remit, we must consider the scope of 
that objective.  Each objective can be defined narrowly or broadened to cover other responsibilities.  
Trade off: Breadth vs Focus - Narrow objectives are more specific, but may create regulatory gaps. 

Decision 1: Scope of objectives
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① Soundness (or stability):

Soundness of financial firms Soundness of financial sector Soundness of financial system
Financial system soundness & 

managing financial cycle 

② Efficiency (or growth):

Regulatory efficiency
Regulatory & competitive 

efficiency
Sustainable economic growth

Regulatory, competitive & 
dynamic efficiency

③ Competition:
Maintain existing level of 

competition
Lower barriers to entry

Lower barriers, prevent abuse, 
and enhance consumer choice

Lower barriers and  prevent abuse 
of market power

④ Consumer protection:
Enforce fair dealing (financial firms 

cannot mislead or deceive)
Ensure disclosure of information 
so consumers are well-informed

Quality assure and approve 
financial products based on merit

Promote positive corporate 
conduct among financial firms

⑤ Public confidence (or trust) :
Promote confidence in the 

Reserve Bank
Promote confidence in the 

financial system
Confidence in system, fin. literacy, 
continued access to fin. services

Promote confidence in the system 
and improve financial literacy 

Narrow scope Broad scope



Decision 2: Legislative position
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We are seeking views on whether each objective in the previous slide should be included as a high-
level objective of the RBNZ, as a lower-tier objective, or excluded from legislation entirely.  

Trade-off: Breadth versus Focus
When considering the legislative position of a potential objective, we must consider how each 
objective fits alongside others.  The more objectives the Reserve Bank is given, the harder it will be to 
achieve all of them at once and the more trade-offs that will have to be managed. This is particularly 
true given the limited number of policy instruments at the RBNZ’s disposal (Tinbergen’s rule applies).

① High-Level Objective
Pursue, on a equal (or flexible) basis, alongside other high-level objectives.  Applies to all RBNZ’s financial policy 
areas.
② High-level considerations
Pursue, subject to, achieving the high-level objectives. Applies to all RBNZ’s financial policy areas. 

④ Regulatory Principle
An operational requirement that must be considered when operating in a specific policy area or sector.  

⑤ Excluded from legislation
Not an objective of the RBNZ (but could be addressed by another agency)

③ Sector-specific objectives
Pursue as an additional (or alternate) objective. Applies to a specific policy area or sector.  

Option A:

Option B:

Option C:



Deferred decision: specificity and weightings
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A key criticism of the RBNZ’s existing high-level objectives is they lack clarity over: 1) how to interpret 
the objectives; 2) the weight to put on each objective; 3) the strategy for achieving those objectives.  
Various potential mechanisms could be used to help provide additional clarity in each area (outlined 
below).  These mechanisms will be considered and developed as part of Consultation 2, once we have 
received feedback on the Reserve Bank’s high-level objectives and governance structure.

(A) Additional detail set out in primary legislation
Objectives could be more explicitly defined in the Act.  Weights could also be prescribed 
in the Act using the legislative hierarchy on the previous slide.

(B) Additional detail set out by the MoF in a risk appetite statement/remit
The government of the day could set the weight it expects the RBNZ to put on each 
objective (if there is flexibility in the Act) and endorse a strategy for achieving it.

(C) Additional detail set out by the Bank in a statement of intent / strategy
The Bank could be given discretion to decide what weight to put on its objectives and its 
strategic approach to achieving them, but must publish its approach upfront.

(D) Additional detail set out by the Bank at its discretion
The Bank has discretion to interpret, weight and determine its strategy for achieving its 
objectives and is not required to explain its approach upfront. 

Increased flexibility and 
discretion to RBNZ 

(decreased Government 
involvement)



Illustrative options
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Financial 
Stability

Soundness

Efficiency

Soundness

Efficiency
Sustainable 

Growth

Financial 
Stability

Competition

Financial 
Stability

Public Trust

Regulatory 
Efficiency

1

Competition

Regulatory 
Efficiency

Sole Focus Status Quo
Primary & 
Secondary

Tiered
System 

stewardship

2 3 4 5

High-level 
Objectives

High-level 
Considerations

Sector-specific 
Objectives

Regulatory 
Principles

Competition

Financial 
Stability

Public Trust

Regulatory 
Efficiency

Protect 
Consumers

All Inclusive
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Potential consultation questions
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Are the Reserve Bank’s existing high-level financial policy objectives still appropriate?

i. Should ‘soundness’ remain a high-level financial policy objective of the Reserve Bank or would a 
‘financial stability’ objective be more appropriate?

ii. Should ‘efficiency’ remain a high-level objective of the Reserve Bank, or should it be demoted and 
redefined (e.g. as a lower tier objective to maintain ‘regulatory efficiency’ or ‘sustainable growth’)?

Should the Reserve Bank be given additional high-level financial policy objectives?

i. How many high-level financial policy objectives should the Reserve Bank be given – are the gains 
from having multiple objectives worth the costs in terms of lost focus? 

ii. Should ‘competition’ be promoted to a high-level objective of the Reserve Bank, or should it 
remain as a lower-tier objective?

iii. Should ‘consumer protection’ be added to the Reserve Bank’s objectives, or should it remain the 
primary responsibility of other regulatory agencies (e.g. the Financial Markets Authority)?

iv. Should public confidence (or trust) be reinstated as a high-level financial policy objective of the 
Reserve Bank? 



Background Slides:
Legislative Context
1. Purpose statement

2. Existing high-level objectives

3. High level considerations (for monetary policy)

4. Sector-specific objectives

5. Regulatory principles

6. Potential gaps in NZ’s regulatory system
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1. Purpose statement
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Phase 1 of the RB Act Review updated the RBNZ’s overarching purpose to recognise that the RBNZ’s 
monetary and financial policy objectives were not ends in themselves, but a means to supporting 
wider economic prosperity.  Phase 1 also amended the Act so that ‘price stability’ is no longer the 
RBNZ’s primary function, recognising that other functions (including financial policy) are as important. 

Phase 2 of the RB Act Review takes this revised purpose statement as given and investigates whether 
the RBNZ’s financial policy objectives (clause ‘b’ above) need refreshing in light of the Phase 1 changes.

Contextual questions: Are the RBNZ’s existing ‘soundness’ and ‘efficiency’ objectives still 
appropriate? Is ‘efficiency’ subsumed within the RBNZ’s new purpose statement?

Section 1 of the Reserve Bank of New Zealand (Monetary Policy) Amendment Bill 2018
“The purpose of this Act is to promote the prosperity and wellbeing of New Zealanders and 
contribute to a sustainable and productive economy by providing for the Reserve Bank of 
New Zealand, as the central bank, to be responsible for:

a) formulating and implementing monetary policy directed to the economic objectives 
set out in subsection 1A while recognising the Crown’s right to determine economic 
policy;

b) promoting the maintenance of a sound and efficient financial system;
c) issuing bank notes and coins in New Zealand to meet the needs of the public;
d) carrying out other functions, and exercising powers, specified in this Act

High-level 
financial policy 
objectives

Purpose 
Statement



The wording of the RBNZ’s existing objectives is open to a number of critiques, including how to 
interpret ‘soundness and efficiency’ and how much weight to put on each.  

2. Existing high-level financial policy objectives
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Promoting the maintenance of a sound and efficient financial system

‘PROMOTING’ 
Implies the RBNZ does not 
have full power to ‘achieve’ 
its financial policy objectives 
(unlike for monetary policy). 

‘MAINTENANCE OF’ 
Implies the financial system is 
already sound and efficient, 

which may not always be the 
case.

‘SOUND’
Not clearly defined in legislation and potentially too narrow.  

Often interpreted by supervisory agencies as a mandate to focus 
on overseeing the structural health of individual institutions and 

sectors (as characterised by the IMF’s Financial Soundness 
Indicators).  ‘Soundness’ is more commonly used to motivate the 
use of sector- or institution-specific prudential tools, rather than 
cyclical tools used to calm the financial cycle. For regulators that 
have powers to use macro-prudential policy to stabilise the cycle, 

they often have a broader ‘financial stability’ mandate. 

‘EFFICIENT’
Not clearly defined and potentially too elevated in legislation.  

The term can be interpreted in multiple ways: allocative, dynamic, 
competitive, and regulatory efficiency (see Bloor and Hunt, 2011). 
Other central banks often have some sort of trade-off embedded 

in their financial policy objectives to avoid a singular focus on 
stability, but the trade-off is often achieved through lower-level 
objectives.  The trade-off is also often conveyed through other 

terms, such as supporting ‘sustainable economic growth’ or 
‘competition’. 

‘AND’ 
Implies that soundness and 

efficiency are equally weighted, 
even though the RB has tended 

to emphasise soundness.

‘FINANCIAL SYSTEM’ 
Implies the RBNZ oversees 
the entire financial system, 
even activities beyond the 

regulatory perimeter.

Contextual questions: Are soundness and efficiency still the right over-arching terms to use? How 
could the RBNZ be given additional clarity over the meaning and weighting of its objectives?

https://www.imf.org/external/np/sta/fsi/eng/fsi.htm
https://www.rbnz.govt.nz/-/media/ReserveBank/Files/Publications/Bulletins/2011/2011jun74-2bloorhunt.pdfhttps:/www.rbnz.govt.nz/-/media/ReserveBank/Files/Publications/Bulletins/2011/2011jun74-2bloorhunt.pdf


Phase 1 of the RB Act Review updated the RBNZ’s monetary policy objectives to include two ‘high-
level objectives’ (a dual mandate).  In addition, the RBNZ must continue to have regard to a number of 
‘high-level considerations’ when setting monetary policy, including the objectives of financial policy 
(soundness and efficiency):

Phase 2 of the RB Act Review takes these monetary policy changes as given and focuses on financial 
policy.  Unlike for monetary policy, the RBNZ does not currently have any ‘high-level considerations’ 
that sit directly below the RBNZ’s high-level financial policy objectives.  Instead, additional 
considerations and objectives are set out in legislation for individual sectors (banks, insurers, NBDTs). 

Contextual questions: Should the RBNZ be given ‘high-level considerations’ to complement its 
financial policy objectives (e.g. to have regard to the economic objectives of monetary policy)?

3. High-level considerations (for mon. pol.)
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Section 8 of Reserve Bank of New Zealand (Monetary Policy) Amendment Bill 2018
1) The Bank, acting through the MPC, has the function of formulating a monetary policy 
directed to the economic objectives of—

a) achieving and maintaining stability in the general level of prices over the medium 
term; and

b) supporting maximum sustainable employment.

2) The MPC must, in acting under this section, have regard to
a)  the efficiency and soundness of the financial system; and
b)  any matter provided for in a remit under section 10(3)(d).

High-level 
objectives

High-level 
considerations



4. Sector-specific objectives
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The RBNZ’s legislation includes various ‘sector specific objectives’, which tend to repeat the high-level 
soundness and efficiency objectives and add others (e.g. avoid significant damage from institutional 
failure, or promote public confidence).  However, in the case of the banking sector, these additional 
objectives (to avoid significant damage) are alternatives to, not additions to, soundness and efficiency 
– giving the RBNZ discretion to prioritise objectives in certain policy areas (e.g. during a bank crisis).

Contextual questions: Should the RBNZ’s high-level objective be broad enough to apply across all the 
RBNZ’s financial policy sectors and areas? Should sector-specific objectives be more clearly specified 
when they apply (e.g. during a crisis versus normal times)? 

Examples of sector specific objectives in legislation:

Banks: Section 68 RBNZ Act 1989:
a) promoting the maintenance of a sound and efficient financial system; or
b) avoiding significant damage to the financial system that could result from 

the failure of a registered bank.

Settlement Systems: Section 156K RBNZ Act 1989
a) promoting the maintenance of a sound and efficient financial system; and
b) avoiding significant damage to the financial system that could result from 

the failure of a participant in the settlement system.

Payment Systems: Section 156B RBNZ Act 1989
The powers conferred on the Bank by this Part must be exercised for the purpose 
of promoting the maintenance of a sound and efficient financial system.

Non-Bank Deposit Takers: Section 3 NBDT Act 2013:
a) to promote the maintenance of a sound and efficient financial system; and
b) to avoid significant damage to the financial system that could result from 

the failure of an NBDT

Insurers: Section 3 IPSA 2010:
a)  promote the maintenance of a sound and efficient insurance sector; and
b)  promote public confidence in the insurance sector.



5. Regulatory principles
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The RBNZ’s legislation includes a number of detailed ‘regulatory principles’, which apply to certain 
sectors.  These include avoiding unnecessary compliance costs (regulatory efficiency), maintaining 
competition (competitive efficiency), and promoting sustainability (dynamic efficiency), many of which 
are arguably more specific interpretations of the efficiency mandate.

Contextual questions: Should efficiency be dropped as a high-level objective given it is already a
regulatory principle? Should additional regulatory principles be specified in the legislation for the 
banking sector in non-crisis situations or should they continue to be at the discretion of the RBNZ? 

Insurers: Section 4 IPSA 2010 – regulatory principles for the RBNZ to abide by:
a) the importance of insurance to members of the public in terms of their personal or 

business risk management:
b) the importance of maintaining the sustainability of the New Zealand insurance market:
c) the importance of dealing with an insurer in financial distress or other difficulties in a 

manner that aims to—
i. adequately protect the interests of its policyholders and the public interest; and
ii. ensure that any failure, or possible failure, of the insurer does not have the 

potential to significantly damage the financial system or the economy of New 
Zealand:

d)  the importance of recognising—
i. that it is not a purpose of this Act to eliminate all risk of insurer failure; and
ii. that members of the public are responsible for their own decisions relating to 

insurance:
e) the desirability of providing to the public adequate information to enable members of 

the public to make those decisions:
f) the desirability of consistency in the treatment of similar institutions (while recognising 

that the New Zealand insurance market comprises a diversity of institutions):
g)  the need to maintain competition within the insurance sector:
h)  the need to avoid unnecessary compliance costs:
i)  the desirability of sound governance of insurers:
j)  the desirability of effective risk management by insurers.

Bank : Section 75 RBNZ Act 1989 – requires the RBNZ to publish principles for registering a Bank, but does not define them:
The Bank shall publish the principles on which it acts, or proposes to act: in determining applications for registration; and
in imposing, varying, removing, or adding to conditions of registration.

Bank resolution: Section 121 RBNZ Act 1989 – issues a statutory manager must have regard to, when managing a failing bank:
a) the need to maintain public confidence in the operation and soundness of the financial system:
b) the need to avoid significant damage to the financial system:
c) to the extent not inconsistent with the considerations referred to in paragraphs (a) and (b), the need to resolve as quickly as 

possible the difficulties of that registered bank:
d) to the extent not inconsistent with the considerations referred to in paragraphs (a), (b) and (c), preserving the position of 

creditors and maintaining the ranking of claims of creditors:
e) the advice of the Bank.

NBDTs: Section 8 NBDT Act 20123 – regulatory principles for the RBNZ to abide by:
a) the desirability of consistency in the treatment of similar institutions, regardless of matters such as their corporate form:
b) the importance of recognising—

i. that it is not the purpose of this Act to eliminate all risk in relation to the performance of NBDTs or limit diversity among NBDTs
ii. that depositors are responsible for assessing risk in relation to potential investments and for their own investment choices:

c)  the desirability of providing to depositors adequate information to enable them to assess risk in relation to potential investments 
and to distinguish between high-risk and low-risk NBDTs:

d)  the desirability of sound governance of NBDTs:
e)  the desirability of effective risk management by NBDTs:
f) the need to avoid unnecessary compliance costs:
g) the need to maintain competition within the NBDT sector.



6. Potential gaps in NZ’s regulatory system
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Competition Policy:  Currently, this is largely the domain of the Commerce Commission and MBIE 
but there are policy gaps.  The Commerce Commission deals with mergers and acquisitions but will 
not actively investigate incidences of anti-competitive behaviour (such as price rigging) unless a 
sufficient number of public complaints have been raised.  

Consumer Protection – The FMA and Commerce Commission both have responsibilities in this area 
outlined in the Financial Markets Conduct Act (overseen by the FMA), Fair Trading Act (overseen by 
the CC), and Credit and Consumer Finance Act (CC).  But again, the Commerce Commission requires a 
sufficient number of public complaints before it will investigate malpractice.  There is no official 
watchdog with surveillance powers that assesses whether customers of NZ banks, non-bank deposit 
takers and insurers are being treated unfairly.

Public Confidence: Before the 1989 RBNZ Act, one of the RBNZ’s high-level objectives was to 
‘maintain public confidence in the operation and stability of the financial system’. Public confidence 
still appears as an objective for the RBNZ when overseeing insurers, and for statutory managers 
when resolving a failing bank, but it could be reinstated as a high-level objective for the RBNZ across 
all its financial policy areas. 

Contextual questions: Should competition, consumer protection, or public confidence be added as 
high-level objectives for the Reserve Bank?  



Background Slides:
Options analysis
1. Objective 1: Soundness (or stability)

2. Objective 2: Efficiency (or growth)

3. Objective 3: Competition

4. Objective 4: Consumer Protection

5. Objective 5: Public confidence (or trust)
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Decision 1: Objective scope

The RBNZ’s existing ‘financial soundness’ objective covers the whole financial system (financial firms, the financial 
sector, household sector, and corporate sector). This is in line with a key lesson from the global financial crisis – the  
need to have one authority responsible for systemic oversight.  However, the RBNZ’s current mandate is somewhat 
narrower than more modern mandates of other central banks, which tend to focus on ‘financial stability’.  Neither 
‘soundness’ nor ‘financial stability’ has a globally accepted definition, but while ‘soundness’ is often interpreted as 
improving the resilience of a country’s financial system, financial stability is often interpreted as giving the central 
bank a broader mandate to dampen the financial cycle. A ‘financial stability’ mandate would thus give the RBNZ 
added legitimacy to use macro-prudential tools for cyclical purposes and would also be consistent with the way the 
RBNZ already communicates (it has published a ‘Financial Stability Report’ since 2004). 

Decision 2: Legislative position
The great majority of central banks operate under the presumption that they have a policy responsibility for financial 
stability (BIS, 2009).  This reflects the role central banks play in providing emergency liquidity assistance, overseeing 
payment systems, and often in supervising and regulating banks.  

Potential consultation question: Should ‘soundness’ remain a high-level financial policy objective of the Reserve 
Bank or would a ‘financial stability’ objective be more appropriate?

Objective 1: Soundness (or stability)

18

① Soundness (or stability):

Soundness of financial firms Soundness of financial sector Soundness of financial system
Financial system soundness & 
managing the financial cycle 

Existing RBNZ objective ‘Financial stability’ objective

https://www.bis.org/publ/othp04.pdf


Objective 2: Efficiency (or growth)
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Decision 1: Objective scope

The RBNZ has grappled with the definition of efficiency for years (see Bloor and Hunt, 2011).  In principle, the term 
can be interpreted very broadly to cover:

 Regulatory efficiency - Minimising the regulatory burden on firms 
 Competitive efficiency - Improving competition in the financial sector
 Dynamic efficiency - Boosting the pace of financial innovation
 Allocative efficiency - Ensuring capital is allocated to its most productive uses

A broad interpretation, encompassing all of the terms above, is similar to other central banks that have secondary 
objectives to support ‘sustainable economic growth’, and gives the RBNZ a broad license to operate in many areas.  In 
practice, the RB has tended to play a more limited role in promoting dynamic efficiency (e.g. through the 
development of covered bond and mortgage bond standards) and in encouraging allocative efficiency (e.g. by using 
macro-prudential policies to reduce the build-up of debt in the household sector).  Rather, the RBNZ has interpreted 
its mandate more narrowly on minimising excessive compliance costs (regulatory efficiency).   This interpretation is 
also consistent with the regulatory principles in the Reserve Bank’s more modern legislation (IPSA and NBDT Act).

② Efficiency :

Regulatory efficiency
Regulatory & competitive 

efficiency
Sustainable economic growth

Regulatory, competitive & 
dynamic efficiency

https://www.rbnz.govt.nz/-/media/ReserveBank/Files/Publications/Bulletins/2011/2011jun74-2bloorhunt.pdfhttps:/www.rbnz.govt.nz/-/media/ReserveBank/Files/Publications/Bulletins/2011/2011jun74-2bloorhunt.pdf


Objective 2: Efficiency (or growth)
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Decision 2: Legislative Position

Potential consultation question: Should ‘efficiency’ remain a high-level objective of the Reserve Bank, or should it be 
demoted and redefined (e.g. as a lower tier objective to maintain ‘regulatory efficiency’ or ‘sustainable growth’)?

Arguments for demoting or removing efficiency as a legislative objective: 
 The Reserve Bank already implicitly treats efficiency as a secondary objective to soundness.  
 The Reserve Bank has put too much weight on efficiency, resulting in too light-handed a supervisory approach.
 Efficiency is not an overarching objective that applies to all of the RBNZ’s financial policy functions.  During a 

banking crisis, the RBNZ has discretion to disregard efficiency in favour of safeguarding the system (Section 68). 
 Efficiency is too broad a term and is poorly defined, so should be narrowed (e.g. to regulatory efficiency).  
 Regulatory efficiency is rarely a primary objective of central banks (but does sometimes feature as a regulatory 

‘principle’ to consider – as in the NBDT Act and IPSA).
 Efficiency is no longer needed as a counter-weight to soundness as the RBNZ’s new purpose statement (from Phase 

1 revisions) already requires the RBNZ to work towards broader economic goals. 

Arguments for retaining efficiency as a high-level objective: 
 The RBNZ has placed too little weight on efficiency considerations in the past, and as a result NZ’s financial system 

is dominated by entrenched players and financial innovation is limited.   
 Efficiency (or sustainable growth), gives the RBNZ a broader mandate to use macro-prudential tools to help 

stabilise the financial cycle, since financial booms and busts can be symptomatic of allocative inefficiency.
 Efficiency emphasises that financial stability isn’t an end in itself but a means to deliver wider economic objectives.



Objective 3: Competition
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Decision 1: Objective Scope

In its more modern legislation (IPSA and NBDT Act), the RBNZ is required to ‘maintain competition’ as a regulatory 
principle when using its powers.  This is a narrow competition objective – ensuring that competition does not lessen, 
rather than actively promoting more competition.  

It is relatively uncommon for prudential regulators to be given a pro-active competition mandate.  For the few that do 
(such as the UK’s PRA) competition mandates are typically interpreted as using the regulator’s existing tools to reduce 
barriers to entry, for example by lowering initial capital requirements for new firms – a regulatory sandbox.  

Broader competition mandates are possible, and could involve powers to investigate competition issues to prevent 
market abuse and enhance consumer choice.  Such powers are largely absent from the NZ regulatory system and do 
not have many policy synergies with the existing policy functions and expertise of the Reserve Bank.

A competition objective would have clear overlaps with the RBNZ’s existing efficiency objective.  If a competition 
objective were included in legislation, the RBNZ’s existing efficiency objective would either have to be modified (to 
focus on a narrower aspect of efficiency – e.g. regulatory efficiency) or dropped. 

③ Competition :
Maintain existing level of 

competition
Lower barriers to entry

Lower barriers, prevent abuse, 
and enhance consumer choice

Lower barriers and  prevent abuse 
of market power



Objective 3: Competition
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Decision 2: Legislative Position

Potential consultation question: Should ‘competition’ be promoted to a high-level objective of the Reserve Bank, or 
should it remain as a lower-tier objective?

Arguments for including competition as a legislative objective for the RBNZ:
 Provides a helpful moderator to the RBNZ’s ‘soundness’ objective and is more specific than ‘efficiency’.
 By promoting competition, the RBNZ could lower barriers to entry, encourage new players to enter the market, 

improve the dynamism of NZ’s financial sector and the breadth and quality of financial services on offer. 
 More competition could reduce concentration and reduce the systemic importance of the largest firms.
 Competition is already a regulatory principle in the NBDT Act (2013) & IPSA (2010), it should also apply to banks.
 Could help plug a gap in NZ’s regulatory system, by giving an agency responsibility for pro-actively promoting 

competition (rather than purely enforcing competition law – as is the case for the Competition Commission).

Arguments against including ‘competition’ as a legislative objective for the RBNZ:
 Competition is not an overarching objective that applies to all of the RBNZ’s financial policy areas.  During a bank 

crisis, a competition objective might impede the orderly resolution of a failing firm by preventing a private sale. 
 The more competitive a financial system, the lower firm profitability, and the less resilient individual firms are to 

financial shocks.  Greater competition may also incentivise financial firms to take more risks and search for yield.  
Competition creates a trade-off with the RBNZ’s soundness objective – requiring a clearer weighting.  

 Competition can create greater complexity in the financial sector (through the entry of newer and more diverse 
firms), potentially requiring additional supervisory resource to monitor.  



Objective 4: Consumer protection
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Decision 1: Objective scope

Conduct regimes can take a number of forms.  At the narrower end, regulators play a more passive enforcement role 
based on principles of fair dealing.  At the broader end, regulators take an interventionist approach to approving 
products before they come to market (to ensure that they are in the best interests of consumers).  New Zealand’s 
existing regime lies somewhere in the middle of these extremes.  In New Zealand’s twin peaks regulatory system, the 
FMA is primarily responsible for conduct regulation.  The FMA has substantial powers to address conduct issues in 
securities markets, but its powers are more limited in overseeing other activity (banks, insurers, NBDTs).  

The RBNZ has an inherent interest in conduct issues as conduct abuses can be a signal of broader problems within a 
firm (such as poor risk management procedures), which can signal risks to financial stability.  Reflecting this, the RBNZ 
and FMA are both working jointly on the ongoing Conduct and Culture Review of NZ’s banks.  However, if the RBNZ 
were to be given broad conduct responsibilities to help plug some of the gaps in the system, there would be a 
material risk that conduct issues could come to dominate the RBNZ’s other objectives (as happened to the UK’s FSA). 

④ Consumer protection:
Enforce fair dealing (financial firms 

cannot mislead or deceive)
Ensure disclosure of information 
so consumers are well-informed

Quality assure and approve 
financial products based on merit

Promote positive corporate 
conduct among financial firms



Objective 4: Consumer protection
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Decision 2: Legislative Position

Potential consultation question: Should ‘consumer protection’ be added to the Reserve Bank’s objectives, or should 
it remain the primary responsibility of other regulatory agencies (e.g. the Financial Markets Authority)?

Arguments for including consumer protection as a legislative objective for the RBNZ:
 Would help plug a regulatory gap by giving an agency responsibility for pro-actively protecting consumers. 
 Could enhance public trust in the financial system, by supporting fairness and ensuring that the interests of less-

sophisticated investors are protected.  In turn, this could encourage more financial inclusion and boost welfare.  

Arguments for continuing to exclude consumer protection from the RBNZ’s legislative objectives:
 Undermines NZ’s twin peaks model of financial regulation, which separates conduct issues from prudential 

supervision to avoid regulatory attention becoming biased towards consumer protection issues at the expense of 
financial sector oversight (as happened at the UK’s Financial Services Authority pre-crisis).

 Conduct issues are likely to get more political attention than other objectives, increasing the risk of political 
interference over RBNZ.

 Could reduce the incentives for consumers to manage their own risks, distorting incentives. 
 Could create confusion between the FMA’s conduct responsibilities, reducing each agency’s accountability.  
 Consumer protection issues require a different set of technical skills to prudential supervision, so would require 

the RBNZ to be given additional resources. 



Objective 5: Public Confidence (or trust)
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Decision 1: Objective Scope

The narrowest interpretation of a public confidence (or trust) objective would be focused on the Reserve Bank itself.  
This would elevate the importance of the RBNZ public communications, to ensure that RB policy decisions are clearly 
articulated, explained and understood.   A broader interpretation of the term would give the Reserve Bank 
responsibility for public confidence in the financial system as a whole.  This is in keeping with the original wording in 
the 1986 Act, and would encourage the Bank to take a stewardship role over the whole financial system –
encouraging pro-active co-ordination with other regulators (such as the FMA and ComCom). An even broader scope 
could require the Bank to promote public understanding of the financial system (improving financial literacy) or to 
ensure that the public always has access to critical financial services.  This broader scope could be linked to other 
related issues, such as whether to introduce a depositor protection scheme in NZ and the RBNZ’s role in ensuring 
such a scheme operates efficiently. 

⑤ Public confidence (or trust) :
Promote confidence in the 

Reserve Bank
Promote confidence in the 

financial system
Confidence in system, fin. literacy, 
continued access to fin. services

Promote confidence in the system 
and improve financial literacy 



Objective 5: Public Confidence (or trust)
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Decision 2: Legislative Position

Potential consultation question: Should public confidence (or trust) be reinstated as a high-level financial policy 
objective of the Reserve Bank? 

Arguments for including ‘public confidence’ as a high-level legislative objective for the RBNZ:
 Maintaining public trust in the financial system is essential for avoiding instability during crises (bank runs).  

Statutory managers already have to take this into account when managing bank failures, so should the RBNZ. 
 The RBNZ would be required to promote trust in itself, encouraging the RBNZ to justify and explain its decisions. 
 A public trust objective would encourage the RBNZ to take stewardship of the entire financial system and co-

ordinate with other regulators (e.g. FMA) on issues that might harm public trust (e.g. conduct).
 IPSA 2010 already includes a confidence objective for the insurance sector, the same should apply to banks.
 A broad public trust objective could require the RBNZ to promote financial literacy, and avoiding taxpayer 

bailouts of financial firms, encouraging the RBNZ to take wider economic objectives into account.
 Maintaining public confidence was a high-level objective of the RBNZ prior to 1989. 

Arguments against including ‘public trust in the financial system’ as a legislative objective for the RBNZ:
 Public trust is an outcome of good financial policy, not an objective in its own right. 
 Public trust is too broad concept, covering issues beyond the direct control of the RBNZ e.g. trust in firms beyond 

the regulatory perimeter, consumer conduct violations, or the extent to which consumers make losses.
 Failure to achieve such a broad objective could undermine RBNZ credibility in other areas (e.g. monetary policy).  
 Devoting additional resources to financial literacy could lead the RBNZ to lose focus on financial stability. 
 Could erode market discipline, by creating a perception that consumer deposits are protected regardless.


