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Should there be depositor protection in New Zealand?

Below is my feedback to the question 'should there be depositor protection in New
Zealand?' raised as part of the Treasury's review of the role of the Reserve Bank of New
Zealand.

I strongly support the case for depositor protection in New Zealand.

In my view, the current Open Bank Resolution (OBR) approach is more likely to result in
adverse outcomes to those who do not enjoy the benefit of a basic understanding how the
New Zealand banking system operates (which is likely to be the vast majority of the
population). OBR appears to be underpinned by an assumption that all depositors will
maintain an active interest in the standing of the financial institutions that they engage with
and will therefore be in an informed position to make decisions in the event of (or in
advance of) a financial institution failing. I consider that this assumption is flawed.

In my experience dealing with some of the failed finance companies between 2009 and
2011, most investors I encountered had a very poor understanding of both their
investments and the entity they were investing in. In my view, this lack of understanding is
likely to extend to the vast majority of depositors in New Zealand registered banks. The
typical depositor does not have the financial knowledge or experience to differentiate, in
other than the most rudimentary level, between the financial standing of New Zealand
registered banks. Under OBR, this is more likely to leave these naive depositors exposed if
there is a shock that results in a material deterioration in a bank's financial liquidity or
capital position.

On the other hand, the small group of people that do have an understanding of the New
Zealand banking system are likely to take action immediately following (or possibly in
advance of) a shock to a New Zealand registered bank, to mitigate their exposure. The
most likely outcome of this is capital leaving the bank and being transferred to other banks
or other territories that provide some form of depositor protection. This is likely to
compound the impact of a shock to the bank and potentially impact the stability of the New
Zealand banking system.

I favour a deposit insurance regime that provides a level of security for all depositors. In
my view, this creates a greater level of protection to the many who do not have, nor could
reasonably be expected to obtain, the knowledge or experience to protect their interests in
the event of a bank failure. The deposit insurance should be set at such a level that is likely
to result in capital being retained within the New Zealand banking system; this should
involve being set with reference to the Australian level of depositor insurance.

Thank-you for the opportunity to contribute my feedback to the matter.

Regards

-- 
Chris Gregory
[1]
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