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The Reserve Bank
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• Reserve Bank established in 1934

• Only became the prudential regulator of banks in 1986

• 1989 Act established the primary function of the Reserve Bank to implement 
monetary policy to maintain price stability

• Additional prudential functions have been added over time:

- Oversight and designation of payment and settlement systems in 2003;
- Regulation of non-bank deposit takers in 2008;
- Enforcement of anti-money laundering and countering terrorist financing 

(AMLCFT) provisions for banks, NBDTs and life insurers in 2009;
- Regulation and supervision of insurers in 2010; 
- Responsibility for macro-prudential policy in 2013; and
- Regulation and supervision of financial market infrastructure in 2018 (subject to 

FMI Bill passing).



Why multiple missions for one agency?
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• The Reserve Bank supplies cash (physical notes and reserve accounts) to the 
banking system. This gives it the tools to implement monetary policy.

• If markets become disorderly, the Reserve Bank can calm things down by 
intervening in currency markets, or acting as lender of last resort.

• The lender of last resort function has synergies with prudential bank 
regulation – internationally these are usually combined – and if they are not, 
the central bank has some high level involvement.

• There are other synergies between functions e.g. prudential regulation of 
banks and other prudential regulation.

• But there are dangers of multiple roles – should be hesitant about adding 
more, and may be value in having different (overlapping) decision making 
bodies.
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RBNZ Act Review

PHASE ONE PHASE TWO

• Focused on monetary policy

- ‘Maximum sustainable 
employment’ added alongside 
price stability

- Establishment of monetary 
policy committee for decision-
making (including external 
members)

- Changes are currently being 
legislated (Monetary Policy 
Amendment Bill 2018)

• Mainly a regulatory focus

- Prudential regulation and 
supervision

- Governance and decision-
making

- Includes a range of other 
matters (including tidy-up of 
existing Act)

- 3 stage consultation planned
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Topics for Phase 2
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Terms of Reference

1. Over-arching objectives and scope, coverage and coherence of the legislation
2. Institutional governance and decision-making
3. Trans-Tasman Cooperation
4. Prudential regulation

• Regulatory perimeter – what the Reserve Bank regulates
• The case for and against separating prudential regulation from the Reserve Bank
• Tolerance for risk
• Regulatory instruments

5. Supervision and enforcement
6. Resolution and crisis management

• The case for and against depositor protection
• Crisis management and resolution

7. Macro-prudential policy
8. Resourcing and funding
9. Miscellaneous issues
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Topics for Phase 2
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Terms of Reference

1. Over-arching objectives and scope, coverage and coherence of the legislation
2. Institutional governance and decision-making
3. Trans-Tasman Cooperation
4. Prudential regulation

• Regulatory perimeter – what the bank regulates
• The case for and against separating prudential regulation from the Bank
• Tolerance for risk
• Regulatory instruments

5. Supervision and enforcement
6. Resolution and crisis management

• The case for and against depositor protection
• Crisis management and resolution

7. Macro-prudential policy
8. Resourcing and funding
9. Miscellaneous issues

Items in black covered in 
November 2018 consultation

Remaining items for consultation
in 2019



8

NZ’s financial regulation landscape
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New Zealand has a ‘twin peaks’ 
regulatory regime. 

• The Reserve Bank of New 
Zealand (RBNZ) is the central 
bank and prudential 
regulator, supervisor, and 
resolution authority.

• The Financial Markets 
Authority (FMA) is the 
market conduct regulator.

• The Commerce Commission 
is the competition and fair 
dealing regulator (although 
this role is diluted in the 
financial sector due to the 
scope of the FMA’s 
regulation).

Institution

‘T
w

in
 P

ea
ks

’

Regulatory ObjectiveRegulation

New Zealand’s financial system regulators

Reserve Bank of 
New Zealand Prudential 

regulation, 
supervision, and 

resolution

Promote the maintenance 
of a sound and efficient 

financial system

Financial Markets 
Authority

Financial market 
conduct

Promote and facilitate the 
development of fair, 

efficient, and transparent 
financial markets

Commerce 
Commission

Competition and 
fair dealing

To achieve the best possible 
outcomes in competitive and 

regulated markets for the long-
term benefit of New 

Zealanders



Does the RBNZ have the ‘right’ objectives?
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Relevance Are the Reserve Bank’s existing financial policy objectives still appropriate? 
Are ‘soundness’ and ‘efficiency’ still the right over-arching terms to use?

Coverage Should the Reserve Bank be given additional financial policy objectives?
Are there any gaps in the New Zealand regulatory system that the Reserve Bank should fill?

Weighting How much weight should be put on the Reserve Bank’s different objectives? 
Should an explicit hierarchy be prescribed?

Specificity Should the Reserve Bank’s objectives be specified in more detail? If so, how?

The Reserve Bank’s current financial policy objective is to:

“promote the maintenance of a sound and efficient financial system” (1A)

The first consultation will focus on the relevance and coverage of the RBNZ’s objectives.



1010

Objectives - illustrative options

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

6
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How should the Reserve Bank be governed?

11

Currently, the Governor is the single decision maker, except for monetary policy. The board (unusually) 
is confined to a monitoring and advice role (plus appointment recommendations). 

Arguments for change to governance arrangements are built on the following threads:

 Concentration of decision-making power under current arrangements

 Perception that collective decision-making is superior to the single decision-maker model for 
some types of decisions

 Perceived lack of accountability and transparency mechanisms outside of monetary policy

 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
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Retain the single decision-maker model?

Non-stat 
committees / 
management

Single
Decision Maker

Monitoring Board

Non-stat 
committees / 
management

Single
Decision Maker

Monitoring Board

Non-stat 
committees / 
management

A B

• Should the single decision-maker model be retained (other than for monetary policy)?

• Should there be a statutory Financial Policy Committee?

• If so to do what?

MPC
MPC

FPC



Should the Board be the governing body?

Monitoring agent

Board

Non-stat 
committees / 
management

Monitoring agent

Non-stat 
committees / 
management

Board

C., D.  Board becomes a more conventional governing board with 
a Crown entity style monitoring agent

• Should the Board become the governing body?

• Who should be the monitoring agent?

MPC
MPC

FPC

C D
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What is the role of the Minister and Parliament?
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As with monetary policy, it is usually seen as appropriate for the financial regulator to be 
able to operate independently. The terms of reference for phase 2 notes that operational 
independence “remains paramount”.

The exact boundaries of operational independence are not totally clear, but:

• It does not include goal independence. As discussed earlier, the Act provides goals for 
the RBNZ. There may be a case for the minister to provide further guidance on specific 
targets or risk appetite, just as they set the inflation target.

• Will include substantial independence in relation to rule setting and supervisory 
judgements.

• It can be affected by funding rules for the RBNZ, appointment processes, and the like.

If the board becomes a key decision maker, their monitoring role would likely transfer to a 
monitoring department (eg Treasury), who would have an increased role in ensuring the 
Reserve Bank’s powers and Act remain fit for purpose. 



RBNZ FMA NZPRA?

Should prudential regulation sit outside the RB?

15

A number of stakeholders have said that the institutional arrangements for prudential regulation and 
supervision need to change for a variety of reasons:

• concerns around governance;
• the current lack of resourcing of prudential policy and supervision;
• the internal culture of the Reserve Bank and the regulatory approach; and
• lack of focus from being tasked with multiple and potentially vague objectives.

• Minister has stated intention not to separate

• Various alternative models can be proposed, including developing a separate prudential regulator 
similar to the Australia Prudential Regulation Authority.

• However, most countries combine bank regulation into the central bank (and some have recently 
integrated them), reflecting synergies and cost-efficiencies.

Should New Zealand have a separate prudential regulator?



• Deposits are an important source of bank funding, but no regulatory institution has any clear 
responsibility for protecting depositors.

• Depositors and deposit-taking institutions may be operating on the 
basis of an implicit government guarantee on deposits.

• Depositors’ funds are at risk by default, not choice. There are 
no genuine risk-free assets for depositors to use for transactional purposes. 

• New Zealand will soon be the only country in the OECD that does not have some form of 
deposit insurance (Israel is currently introducing deposit insurance).

• As well as insurance (or instead), could move depositors to preferred position in creditor 
hierarchy. Also becoming common within OECD.

• However, there are trade-offs and costs associated with depositor protection.

Should New Zealand have some form of depositor protection?

Should depositors be protected?
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Should the RBNZ’s regulatory perimeter change?
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• Internationally, the recent trend has been towards activities-based regulatory regimes (for 
example, the Authorised Deposit-taking Institution regime and reserve powers to regulate non 
bank lenders in Australia). Activities-based regimes are more flexible and durable.

• Wholesale funded entities sit outside the regulatory perimeter, but there is not necessarily a 
clear rationale for the retail/wholesale distinction. 

• Macro-prudential tools can only be applied to banks.  This is unusual internationally.

How should the regulatory perimeter be defined?
Should the RBNZ’s regulatory perimeter be increased? 

• The regulatory perimeter is all about what institutions get regulated

• The current perimeter is limited to banks, non-bank deposit takers, 
insurance companies and financial market infrastructure (subject to 
the FMI Bill). 
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How you can contribute
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 Public Consultation planned for early November
- Accessible consultation paper planned
- 12 week consultation period

 We will be seeking public and industry views
- Consultation document will provide problem identification (where 

appropriate) and identify a range of options (but we will not be giving 
‘preferred’ options).

 Two further consultations in 2019 on recommendations and remaining 
issues

 Your views welcome!


