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You can help to 
shape the future 
of New Zealand’s 
financial system

This booklet is part of a Government review that is 
looking at the Reserve Bank of New Zealand’s role in 
steering our economy and overseeing the financial 
system – and whether changes are needed to ensure 
that it is fit for purpose in a rapidly changing world.

The Reserve Bank’s decisions affect us all in many 
ways – from influencing the cost of borrowing and 
returns on savings to affecting households’ and 
businesses’ ability to take out loans. 
 
This booklet explains some of the ways the financial 
system affects you and how the Reserve Bank is 
involved.  It then seeks your feedback on whether 
changes are needed to safeguard the system for the 
future.  

You will find a short questionnaire at the back of 
the booklet, which you can use to provide your 
feedback.  Your response will help to shape the 
Reserve Bank’s legislation and its approach to 
financial regulation for years to come, and help to 
ensure that the Reserve Bank continues to work in 
the best interests of all New Zealanders.  

If you would like more information on the Review 
and any of the topics covered in this booklet, please 
read the full consultation document.  It is available 
on the Treasury’s website at:
https://treasury.govt.nz/rbnz-act-review
We look forward to hearing your views.
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The Reserve Bank’s role 
in the financial system

New Zealand’s financial system has a crucial role 
in supporting our economy and our everyday 
lives.  

The banks and other financial firms (such as 
building societies, credit unions, insurers and 
finance companies) that make up the system 
enable us to save and invest money, borrow 
money to buy houses and start businesses, and 
pay for goods and services in shops and online.  

However, sometimes the financial system does 
not work as smoothly as we would like it to, 
creating problems that can affect the economy 
as a whole.  The 2007/08 global financial crisis 
provided a clear example of this.  

To minimise the risk of similar events, 
New Zealand uses regulation (rules and laws) to 
safeguard the financial system and ensure that it 
is run in the best interests of all New Zealanders, 
both now and into the future.

A number of agencies are responsible for 
financial regulation.  The two main ones are the 
Reserve Bank of New Zealand and the Financial 
Markets Authority.  As New Zealand’s ‘central 
bank’, the Reserve Bank is responsible for 
ensuring that financial firms behave prudently 
and do not take risks that threaten the financial 
system.  The Financial Markets Authority is 
responsible for ensuring that financial firms 
operate and behave fairly.  

This Review focuses on the role of the Reserve 
Bank.  It has two phases: 

• Phase 1, which is largely complete,
focused on improving the Reserve Bank’s
‘monetary policy framework’ (how the
official interest rate – or OCR – should be
set and by whom).

• Phase 2, which is what this booklet is
about, looks mainly at the Reserve Bank’s
‘financial policy framework’.

Phase 2 includes three rounds of consultation.  
This is the first round, and it asks for your 
opinion on the role the Reserve Bank should 
have in safeguarding the financial system, and 
how the Reserve Bank should be governed.  
These two topics are summarised in the 
following pages and covered in more detail in 
the full consultation document.  
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What objectives should 
the Reserve Bank have

The Reserve Bank’s ultimate purpose, like 
many other public economic institutions, is 
to promote the prosperity and well-being of 
New Zealanders and contribute to a sustainable 
and productive economy.   

The Reserve Bank’s specific role in contributing 
to this purpose, is defined by its objectives, 
which are set out in the Reserve Bank Act 1989.  
These objectives are important as they guide all 
of the Reserve Bank’s policy decisions.   

The Reserve Bank currently has a range of 
objectives that span its different policy areas.  
In relation to financial policy, the Reserve Bank 
has two guiding objectives: to promote the 
soundness and efficiency of New Zealand’s 
financial system.   

When the financial system is sound, it operates 
smoothly even when there are disruptions (such 
as the Global Financial Crisis).  It enables you to 
continue accessing all the financial services you 
need – whether you are using your bank card 
to make payments, taking cash out of an ATM, 
earning interest on your savings, getting a loan, 
or taking out insurance.  Most central banks 
around the world have some form of soundness 
objective. 

Efficiency has a variety of meanings.  It can 
mean keeping regulations simple so that banks 
and other financial firms can offer services to 
you at a low cost.  It can mean ensuring that 
there is enough competition between banks and 
other financial firms to give you a good choice 
of financial service providers and get you a good 
deal.  It can mean ensuring that you earn a fair 
return on your investments and can get a loan at 
a fair price, while considering the risks that you 
and your bank are taking on.  And it can mean 
ensuring that credit flows to productive areas of 
the economy, so as to boost growth.   

One of the issues with these two objectives 
is that they are a little fuzzy.  They can mean 
different things to different people, and 
sometimes soundness and efficiency can 
compete with each other and point the Reserve 
Bank in different directions.  For example, 
sometimes lower cost financial systems are less 
sound and less able to cope with financial crises.  

One of the Review’s goals is to clarify what 
the Reserve Bank’s objectives should be and 
whether any changes are needed.  Changes 
could include dropping one of the existing 
objectives to focus on only one goal.  They 
could mean clarifying the existing objectives or 
adding new ones, such as boosting competition 
in the financial sector, protecting consumers, or 
promoting public trust in the system.  Each of 
these options has costs and benefits, which are 
discussed in more detail in Chapter 2 of the full 
consultation document.  

Government Reserve Bank of New Zealand

SUPERANNUATION

The Reserve Bank 
shall pursue:

• Soundness?
• Efficiency?
• Compe��on?
• Consumer Protec�on?
• Public Confidence?
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Which financial firms 
should the Reserve Bank 
regulate

One of the Reserve Bank’s key roles is to set 
rules for banks, insurers, and other financial 
firms to ensure they behave prudently and do 
not take excessive risks.  These rules are like 
safety checks on individual firms to help ensure 
that the financial system runs soundly and can 
withstand unexpected shocks.   

The firms that are subject to these rules 
sit within what is called the Reserve Bank’s 
‘regulatory perimeter’.  

This Review is looking at two issues related to 
the regulatory perimeter: 1) whether it can be 
simplified so that similar firms face similar rules; 
and 2) whether it can be made more flexible to 
reduce the likelihood of risks developing beyond 
the perimeter.
 
Simplicity: Currently, the Reserve Bank has 
different rulebooks for different types of 
financial firms.  In some cases, this makes 
sense, because some firms – such as banks and 
insurers – really are very different.  But in other 
cases, the reason for having different rulebooks 
is less clear.  For example, banks are regulated 
in a different way to other deposit-taking firms, 
such as building societies, credit unions and 
finance companies, even though they all provide 
similar services.  

If all of these firms were subject to the same 
rulebook, it might make the Reserve Bank’s 
perimeter simpler.  The rules themselves could 
also be tailored for different firms.   This could 
boost competition in the financial sector and 
help support economic growth.   

On the downside, implementing such a change 
would result in transition costs, particularly for 
the affected firms, which could be passed on 
to customers.  The key question is whether the 
changes would be worth the cost.

Flexibility: Although the Reserve Bank sets the 
rules for lots of different financial firms, it does 
not set the rules for all financial firms.  Some 
firms, now or in the future, may sit outside the 
Reserve Bank’s regulatory perimeter.  

These firms may provide innovative financial 
services that could benefit New Zealanders, such 
as digital currencies.  Regulation might limit the 
ability of these firms to offer such services.  But 
if these firms grow large enough, they could also 
become a source of risk that could threaten the 
financial system.  So a key question is whether 
these firms should be subject to safety checks, 
and if so how and when they should be brought 
inside the regulatory perimeter.   

Under the current system, a law change would 
be required to extend the regulatory perimeter, 
and this would take time.  But there are other 
ways to make the perimeter more flexible, such 
as giving the Reserve Bank the power to ask the 
Government to extend the perimeter.  These 
issues are discussed in more detail in Chapter 3 
of the full consultation document. 
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Should there be depositor 
protection in New Zealand

Almost all New Zealanders rely on banks on 
a daily basis.  They are places where you can 
put your savings and borrow money, and they 
provide services such as bank accounts and 
bank cards that make everyday transactions – 
buying groceries, paying bills, receiving wages 
– fast and easy. Banks are some of the safest 
businesses in New Zealand, but they can still 
get into trouble – and that could mean that you 
get into trouble too.  You might be surprised to 
know that if your bank goes bust, you might not 
get all of your money back.  

It’s a fact that banks take risks as part of their 
business.  Here is a brief explanation of how 
they work.  

Banks accept money from depositors and pay 
them interest in return. They use those deposits 
as funding to create loans so that people can 
borrow (for example to buy homes or start 
businesses).  Banks charge interest on the loans 
they create based on the riskiness of borrowers.  
By charging a higher rate of interest on loans 
than they pay on deposits, banks earn a profit 
while providing credit to the public – this 
helps to keep the economy going.  However, 
sometimes people who borrow money from a 
bank may find they cannot afford to pay it back.  
They then ‘default’ on their loan, which causes 
the bank to take a loss.  

Usually banks can absorb losses using their 
profits or money that their owners must set 
aside to deal with these situations.  But in some 
cases, such as where there are a lot of large 
losses or if people who have put their money in 
a bank become concerned and take it out more 
quickly than the bank can manage, the bank can 
go bust – just like any other business that runs 
out of money.  

If your bank goes bust, you could lose money 
you have deposited in it. This means it is 
important for you to choose your bank wisely, 
being sure to put your money in a bank that will 
take care of it.  Knowing that depositors and 
other creditors are watching, banks will tend to 
take more care with their customers’ money and 
not take excessive risks when lending it out.  

The Reserve Bank puts a lot of effort into giving 
New Zealanders access to information to help 
them pick banks that are right for them.  It also 
sets rules to minimise the risk of a bank failing 
and checks to ensure that banks are following 
them.  But it is impossible to remove all the 
risks.  

In New Zealand, there are various ways to deal 
with a failing bank, but in most cases depositors 
could face some losses.  

Almost all other advanced countries have 
arrangements to protect depositors from 
loss if their banks fail.  These often include 
‘deposit insurance’ schemes, which guarantee 
depositors’ money up to an insured limit.  But 
schemes like these can lead to depositors taking 
less care when choosing their bank, and may 
in turn incentivise banks to take more risks. 
Protecting depositors would also come with 
financial costs, as any protection scheme would 
have to be funded – perhaps through insurance 
premiums or higher bank fees for depositors. 
A protection scheme would also probably have 
to be backstopped by taxpayers.  

How depositors should be treated when a bank 
fails is an important issue for New Zealand.  It is 
discussed in more detail in Chapter 4 of the full 
consultation document.

But what 
happens to my 
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 bank is in 
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Do you know who pays when a bank fails?
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Should prudential 
regulation remain 
with the Reserve Bank

The Reserve Bank has a number of important 
roles in New Zealand’s financial system and wider 
economy. As well as setting the prudential rules 
for financial firms (such as the minimum amount 
of capital that banks have to hold), it is also 
responsible for monetary policy – monitoring, 
and where necessary changing, the official 
interest rate to ensure that prices are stable and 
employment grows at a sustainable rate.

In some other countries, such as Australia, 
these two functions are undertaken by different 
agencies.  A key question for this Review is 
whether the Reserve Bank should continue to 
be responsible for regulating financial firms as 
well as monetary policy, or whether financial 
regulation should be moved to a separate 
agency.  

One argument in favour of separation is that it 
might help to ensure that financial regulation 
gets enough attention – or enough resources – 
to be undertaken as effectively as possible.  But 
there are also good reasons to keep it within 
the Reserve Bank, which countries such as the 
United Kingdom have done.  

For example, there are strong connections 
between monetary policy and financial 
regulation – both benefit from each area’s 
information, analysis and skills.  And by locating 
them in the same organisation, policy would 
more likely be coordinated, so they would not 
be pulling the economy in different directions.

The Government has signalled that it does not 
currently intend to take the responsibility for 
regulating financial firms away from the Reserve 
Bank.  However, it does want to hear from those 
who have an interest in the idea.  

With this in mind, the Review looks at the 
benefits and drawbacks of keeping financial 
regulation within the Reserve Bank.  The final 
decision may depend on other issues being 
considered – for example, concerns about 
locating the two functions in one place might be 
resolved if the Reserve Bank were given more 
resources, clearer objectives, and an updated 
governance framework.

The various options are explored in more detail 
in Chapter 5 of the full consultation document.

Reserve Bank of New Zealand A New Zealand Pruden�al 
Regula�on Authority?
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The Reserve Bank has been given considerable 
power to make decisions on a range of issues 
independently of government, such as setting 
the rules for financial firms and managing 
monetary policy.  These are important decisions 
that affect all New Zealanders.  

Currently, one person (a ‘single decision-
maker’) has the power to make these decisions: 
the Governor of the Reserve Bank. While the 
Governor draws on other internal experts when 
making decisions, in many other countries 
such as the UK and Australia, the decision-
making power rests with a group rather than a 
single person.  A key question for this Review 
is whether the Reserve Bank’s legal structure 
should be changed so that more decisions are 
made by groups.  

For example, a corporate board could be 
appointed to run the organisation, and 
special ‘policy committees’ created for certain 
decisions.  

As a result of Phase 1 of the Review, New Zealand 
is creating a committee responsible for monetary 
policy decisions.  There may be a case to create 
a committee or a group structure for financial 
policy decisions too.  

A switch to more group-decision-making has 
costs as well as benefits.  For example, groups 
can be slower to make decisions, but they can 
also make better decisions by enabling a ‘cross-
check’ of individuals’ views.  

The Review also looks at the Reserve Bank’s 
independence from the Government. While 
the Minister of Finance intends to maintain the 
current high level of independence, there may 
be ways to enhance and clarify the relationship 
between the Reserve Bank and Government.  

The Reserve Bank’s independence does not 
include determining its own objectives –these 
are set by Parliament.  As noted earlier, some 
of these objectives could be made clearer, 
and a case could be made for the Government 
to provide more guidance on how to achieve 
them.  For example,  in comparison to some 
other countries New Zealand has adopted a 
more light-handed approach to supervising 
the participants in the financial system.  The 
Government may wish to revisit this choice 
in the future and direct the Reserve Bank to 
adopt a more resource-intensive approach to 
supervision.  Equally, there may be a case for 
the Reserve Bank to have more independence in 
areas where the objectives are clearer, such as 
in taking action against banks.

These issues are discussed in more detail in 
Part B of the full consultation document.  

Should the Reserve Bank be 
given addi�onal guidance?

Who should lead the Reserve Bank?
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What objectives should the Reserve Bank have? 

Which financial firms should the Reserve Bank regulate? 

 SAFEGUARDING THE FU  TURE OF OUR FINANCIAL SYSTEM 
 
 The role of the Reserve Bank and how it should be governed 

Have your say 

To have your say on these important issues, please answer the questions below and send this form by email 
to rbnzactreview@treasury.govt.nz 

To get more information on these topics and the wider Reserve Bank Act Review, see the full consultation 
document at treasury.govt.nz/rbnz-act-review.  

mailto:rbnzactreview@treasury.govt.nz
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Should there be depositor protection in New Zealand? 

Should prudential regulation remain with the Reserve Bank? 

How should the Reserve Bank be governed? 
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Contact details: 
Name:  

Organisation  
(if applicable):   
 
What happens to your submission? 
Following the completion of the consultation process, the intention is to publish all 
submissions as well as a report summarising the key messages and emerging themes. 

Please indicate below: 

  If you wish your submission to be anonymised  

  If you have any objection to your submission or parts of it being published 

 Please state the reasons for withholding this information in the box below 

          
Please note that submissions received are subject to the Official Information Act 1982 
(OIA).  If you do not want information in your submission being released under the OIA, 
please clearly state which part(s) you consider should be withheld, and the reason(s) for 
doing so. The OIA sets out reasons for withholding information. Your objections will be 
considered when responding to requests under the OIA. 

Contact details: 
Name: 

Organisation  
(if applicable): 

What happens to your submission? 
Following the completion of the consultation process, the intention is to publish all submissions as well 
as a report summarising the key messages and emerging themes. 

Please indicate below: 

  If you wish your submission to be anonymised 

  If you have any objection to your submission or parts of it being published 

 Please state the reasons for withholding this information in the box below 

Please note that submissions received are subject to the Official Information Act 1982 (OIA).  If you 
do not want information in your submission being released under the OIA, please clearly state which 
part(s) you consider should be withheld, and the reason(s) for doing so. The OIA sets out reasons for 
withholding information. Your objections will be considered when responding to requests under the 
OIA. 

Thank you for your contribution 

Submission instructions: To attach this form to an email, click ‘File’ (ALT F) and then ‘send file’. Please 
send the email with form attached to rbnzactreview@treasury.govt.nz 
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