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Terminology
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For the RBNZ, the ‘regulatory perimeter’ refers to the set of matters
in relation to which prudential requirements may be set. 

This can be split into two categories:
1. What entities are subject to prudential requirements?  This can 

be termed the breadth of regulation
2. For those entities, what prudential requirement is the RBNZ able 

to apply?  This can be termed the depth of regulation

Focus of the regulatory perimeter 
workstream is on the first category



Development of our current framework
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The current registered bank regime was introduced as part of the 1989 amendments

• The regime narrowed the RBNZ’s regulatory perimeter to registered banks.  This was designed to provide a clear 
distinction between banks and non-banks

• The regime was voluntary, but it was considered that the brand value of restricted words was sufficient that most 
entities would want to register – this was subsequently borne out in practice.  Banks also gained other benefits, 
such as access to certain funding facilities

• Opt-in nature of the regime designed to serve as a check on the supervisory regime becoming overly onerous

• Some impetus for the changes was provided by the strong growth of the non-bank sector (both deposit-taking and 
non-deposit-taking) during the mid-2000s. This sector’s share of total intermediated credit (lending from financial 
institutions to households, business and the rural sector) increased from 4.5% in 2000 to a peak of around 8.5% in 
2006

• Prudential regime introduced in 2008 through amendments to the RBNZ Act
• A 2013 review saw the NBDT regime carved out into separate legislation and the introduction of a licensing 

framework.  This result was influenced in part by the failure of a number of NBDTs during the GFC

Absence of prudential regime for NBDTs noted by IMF during 2003/2004 FSAP.  
During the RFPP review, an in-principle decision was made that the RBNZ would 
regulate both NBDTs and insurers as part of a ‘twin-peaks’ regulatory model 



The deposit taking perimeter
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Non-Bank Deposit Takers (NBDT Act)
25 licensed NBDTs
$2.1bn of assets

Registered Banks (RBNZ Act)
26 registered banks

$543bn of assets

Regulatory 
tools

Rationale for 
regulatory 

regime

Definition of 
Perimeter 

• Name-based.  If an entity to wishes to use certain 
restricted words in its name or advertisements (e.g. 
‘bank’), the entity must register as a bank.  The entity 
will then become subject to the prudential supervision 
framework.  An entity is not required to be registered 
solely because it carries on banking activities. 

• RBNZ as supervisor.

• Activities-based.  An NBDT must be licensed if it:
o Makes a ‘regulated offer’ of debt securities under 

the FMC Act, and
o Carries on the business of borrowing and lending 

money, or providing financial services, or both.
• Split supervisory model: licensed supervisors as 

primary supervisor, RBNZ as secondary supervisor.

• Promote the maintenance of a sound and efficient 
financial system; and

• To avoid significant damage to the financial system 
that could result from the failure of an NBDT

• Promoting the maintenance of a sound and efficient 
financial system; or

• Avoiding significant damage to the financial system 
that could result from the failure of a registered bank

• Disclosure requirements through orders-in-council 
(legislative instrument)

• Prudential requirements through ‘conditions of 
registration’ (administrative instrument).  This includes 
macroprudential tools

• RBNZ has ability to authorise use of words without 
registration (including subject to conditions)

• Prudential requirements through regulations 
(legislative instrument)

• Individual requirements can be imposed as conditions 
(administrative instrument)

• RBNZ has powers to declare persons or a class of 
persons to be an NBDT, or grant exemptions



Conceptually linked, but not fully integrated
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 The banking and NBDT regimes are conceptually linked.  The NBDT regime sets out the basic 
framework for entities that are borrowing and lending.  Those entities then have the option of 
opting into the banking regime

 The banking and NBDT regimes are nonetheless not fully integrated, in terms of regulatory 
perimeter, regulatory tools and supervisory framework.  The resulting system has a high-level of 
complexity that is arguably not necessary given the dynamics of our market:
o The link to securities law in the NBDT framework does not clearly align with the prudential 

intent of the regime, and has resulted in issues around unintended capture
o The ‘supervisor’ model for NBDTs blurs accountabilities and does not sit naturally with 

mutuals
o Wholesale funded entities are not caught by the NBDT definition, but there is not 

necessarily a clear rationale for the retail/wholesale distinction in terms of financial 
stability

o Impacts on ability to create gradations within the deposit-taking framework (e.g. 
exemptions regime, tiered licensing)

o Macro-prudential tools can currently only be applied to banks – any extension would 
require legislative reform.  Unusual internationally and no clear theoretical reason for the 
distinction



The international approach
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1. The GFC emphasised the potential risks in a form over substance approach to 
regulation (e.g. shadow banking, interactions between regulated and unregulated 
sectors) 

2. Clear consensus has emerged that prudential regulators “must deal with threats to 
financial stability whether or not those threats emanate from traditional banking 
organizations” (Tarullo, 2014).  This places a premium on setting objectives – clear 
aims allow for more effective rationalisation and differentiation in the regulatory 
system

3. The task of setting definitions raises boundary issues: “it is notoriously difficult to 
define the business of banking” (United Dominions Trusts Ltd v Kirkwood).  There is 
nonetheless clear commonality in the international approach (e.g. UK, Australia, 
Singapore, EU):
o Entities that both take deposits and act as credit institutions
o Activities-based approach
o Include wholesale
o Retain some restrictions on key terms, such as bank
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Increased flexibility in regulatory boundaries

Important to ensure perimeter 
and tools align with mandate.  

A number of jurisdictions have 
sought to address definition 
issues through the use of 
exemption / designation 
powers.  International 
examples include: 
• Reserve powers to bring in 

NBLIs (Australia)
• Application of prudential 

standards to investment 
firms / intermediaries  
acting as principal (UK)

Outer Perimeter

 Information gathering powers to identify risk
 Ability to apply specific prudential requirements 

or designate entities into the inner perimeter 

A stylised model

Inner Perimeter

 Entities that both take 
deposits and act as 
credit institutions 

 Both wholesale and 
retail

 Exemption and 
declaration powers to 
address boundary 
issues
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There is a case to consider an ADI framework

① The regulatory perimeter serves as a core building block of the prudential regulatory 
system
 Objectives (e.g. financial stability, competition, innovation)
 Deposit protection
 Design and usage of RBNZ powers (including macro-prudential tools)
 Role clarity with FMA/MBIE

② A well-specified ADI framework potentially allows for a more dynamic perimeter
 A shift towards an ‘in substance’ activities-based regime supplemented by 

designation/reserve powers will more clearly align the perimeter to the RBNZ’s 
objectives, and allow that perimeter to evolve in a structured way over time (for 
example to address regulatory arbitrage or leakage issues)

 Simplification of the framework may allow for more extensive use of exemptions or a 
tiered licensing regime

 The need for a dynamic perimeter is likely to be heightened given changes taking 
place in the financial sector, including the emergence of FinTech and open banking
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Shifting towards an ADI framework would be a significant undertaking.   If this were considered, the 
policy process may need to be run in stages, potentially extending beyond the next election

Any change would not come without cost

① Boundary issues
•Experience indicates that any change to the current 
regulatory perimeter is likely to be time-consuming and 
technical
•Key boundary issues will likely relate to the definition of 
‘deposit’ (including the consequent treatment of finance 
companies) and the level of New Zealand presence

③ Timing and transitional considerations
•A fully-scoped process may need to be completed in 
stages, and could potentially extend beyond the 
anticipated timescale for the Review.  
•Process could potentially be managed through the use 
of transitional arrangements (e.g. progressive 
development of a tier 1 and 2 regime for ADIs, followed 
by a transitional run-off of the NBDT regime)

④ Impact of Review ToRs
•The RBNZ has internally considered the merits of a an 
ADI framework in the context of macroprudential 
leakage.  Not considered justifiable in that context, but 
the broad terms of the Review will impact on that 
cost/benefit assessment.  Legislative design and 
instrument choice will be reviewed in C2, as well as the 
potential to move to a ‘Banking Act’  

② Stakeholders
•A shift to an ADI framework would potentially remove 
the need for NBDTs issuing unsecured debt to have a 
supervisor 
•Given the potential impact on their business models, 
significant engagement with supervisors and 
NBDTs/banks will be required to ensure a credible and 
well-informed policy process



Framing the population set  
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(A) Deposit-
taking 
institutions

Does a 
wholesale / 
retail split 
remain 
appropriate?
How do we 
treat deposit-
like products?

(B) Finance 
companies

Should these 
companies be 
subject 
primarily to 
prudential or 
conduct 
requirements? 

(C) NDLIs

Could these 
entities be 
subject to some 
regulatory or 
supervisory 
measures, given 
sufficient risk to 
financial 
stability? 

(E) Open Ended 
Managed Funds

These entities 
do not balance 
sheet risk but 
can face 
liquidity issues

Level of balance sheet 
risk

(D) Broker-
dealers 

May create 
prudential risk 

taking 
significant risk 

on own balance 
sheet

Lending institutions Investment firms



Potential questions
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Consultation questions – ADI framework
 How compelling is the case for reviewing the perimeter for financial regulation?
 What are your views on the costs of moving away from the current regulatory 

perimeter to an ADI type framework?
 Taking into account the potential transition costs of redefining the perimeter, is this 

an issue that is worth pursuing?

Consultation questions – perimeter flexibility
 Is new legislation the most appropriate mechanism to adjust the prudential perimeter 

to respond, or could a more timely mechanisms be of benefit?  What alternative 
mechanisms could be used?

 What accountability processes would be necessary to accompany any new 
mechanism?

 What criteria could determine when an institution or activity was subject to 
heightened regulatory intensity?


