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New Zealand 
‘Safeguarding the future of our financial system: phase 2’.  
Overarching reflections on the consultation paper of November 2018.1 
Sir Andrew Large  
Jan 15th 2019 
 
Part A 
Chapter 1. Intro to New Zealand system. This is a welcome introduction to the status quo: 
thank you. 
  
Chapter 2. P38 What high-level financial policy objectives should the Reserve Bank have? 
 
Q1a.  
Soundness, like resilience, is of course a fundamental attribute though a ‘universal truth’ 
and somewhat imprecise as a driver of behaviour. Introducing ‘financial stability’ would be 
of value because it provokes purposive activity in areas where major advances in thinking 
have taken place since the GFC.  Governance can be placed around this involving the central 
bank as well as other relevant authorities.   
There are three identifiable component policy areas which contribute to the collective goal 
of stability. These are macroprudential policy, microprudential policy and policies with 
respect to recovery, resolution and crisis handling. A coherent approach to join the efforts 
of each up is necessary, but operational objectives to guide activities in each can be of 
significant assistance [see 2e below.] 
 
Q1b and also 2c 
As regards efficiency and other objectives, these can properly be handled as attributes to be 
taken into account in delivering policy on the one hand, and may require a mechanism for 
conflict resolution on the other [eg competition policy may conflict with financial stability 
objectives]. The issue of appropriate delineation of mandates and scope across authorities is 
key and re-appear throughout the consultation. 
 
Q2a  
Beyond monetary policy, which is out of scope for this exercise, an overall financial stability 
objective should be set for the jurisdiction.  This will require several authorities - whatever 
the chosen architecture - to play roles. For RBNZ the contributions to this objective should  
be substantial in each of the three component areas, with the degree dependent on the 
institutional architecture chosen.  
The question of focus is important and will require two legs: firstly, governance of the RBNZ 
itself [see part B] and secondly effective jurisdictional arrangements to pull the contributing 

                                                           
1 Please also see the G30 paper ‘Financial Stability Governance: a job half done’ by Andrew 
Large.  
http://group30.org/images/uploads/publications/op92b.pdf 
 

http://group30.org/images/uploads/publications/op92b.pdf
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authorities together and furnish them with toolkit, decision making powers etc to ensure 
that policy can be delivered. [see q21 below] 
 
 
Q2c. 
Conduct. The balance of thinking now is that a separate agency for conduct [customer and 
market] may be an advantage, particularly when conduct relates to consumer protection of 
retail customers. The DNA of consumer protection and rule enforcement is different from 
that of prudential and financial stability activity even though consumer protection activity 
can be of relevance to stability itself. Conduct supervision can be undertaken by the CB, but 
this adds to the powers and scope as well as complexity of delivery of multiple objectives 
and the synergies seem to be few. On top of this, reputation risks in that field can be high, 
with knock on detriment to the other activities of the CB. This said, however, what is needed 
is a seamless and informal way for the prudential and conduct regulator to exchange 
information and co-ordinate measures. We have been involved in multiple jurisdictions 
trying to answer this question in the most appropriate way.  
 
Q2d 
On the question of Trust please see the attached Bulletin from our Forum of distinguished 
former central bankers. There are pros and cons in referring to Trust in the legislation, 
though properly crafted this can deliver an important message to all stakeholders as to what 
is really at stake. 
 
Q2e. 
We strongly advocate the creation of operational objectives for each of the three financial 
stability components. These should bear on, and be relevant for, the RBNZ as well as other 
relevant authorities. They would provide guidance to all the authorities involved and help 
create a spirit of mutual endeavour. Examples are given in the attachment, Financial 
Stability Objectives.  
 
Chapter 3. Regulatory perimeter p 46. 
Q 3 and 4  
The whole question of the perimeter raises several issues which it well worth reflecting on 
for the future.  
Firstly, as referred to in the text, new forms of activity are arising where it is by no means 
clear that regulation of the firms involved will be effective. Activities in the fintech space and 
by non-traditional players may suggest regulation by activity, rather than by firm. So the 
manner in which what is to be regulated and how should be reflected in the legislation. [We 
can send shortly to be published materials on “The Future of Supervision: How technology 
and industry trends can change the supervisory model by 2025“] 
Secondly it is clear that the familiar blackline rules approach may no longer in all cases be 
best placed to deliver the public policy outputs desired. Rules work for binary outcomes, but 
behaviours needed may be delivered in multiple ways. In these conditions standards are 
more effective. As business [and the concomitant rules] get more complex, efforts are being 
made to introduce standards-based approaches where they can deliver better outcomes. It 
would be wise to reflect such potential in any new legislation.   
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We have been involved in multiple jurisdictions advising on questions of perimeter and 
architecture including in the UK which has of course been through a significant journey of 
changes since 1997, and from which many lessons can be learnt. We are also very familiar 
with the Australian system following our involvement in the 2015 Financial System Inquiry 
[Murray review] 
 
 
Chapter 4 Should there be depositor protection in New Zealand? P59  
 
q5-9   
The chapter contains  a sophisticated and detailed analysis of the options, benefits and 
issues. Bottom line: it is hard to see the case against introducing DI in one of its various 
forms, especially if a framework for financial stability is introduced, and given that the DI 
capability has an important role to play, and in many jurisdictions sits as part of the 
resolution authority [though there are many variants].  Caveat emptor at retail level is 
unrealistic, so there is a case for depositor protection on consumer protection grounds.  It 
also serves to reduce danger of panic runs. However the degree of protection and funding 
mechanisms need calibration. We can provide illustrative material on multiple jurisdictions 
to the extent that you do not already have it.   
 
You have rightly taken the view that DI however will only play a role in relieving certain of 
the pressures that can lead to instability. It is essential that there is clarity on this, and that 
the DI agency participates, where it can play a useful role, in financial stability activities.  
 
 
Chapter 5 Prudential supervision P 69 
q 10-15  
 
This is a huge set of issues, and your excellent digest covers all the essential points. Our 
experience suggests however that the best approach is firstly to define the various policy 
objectives at the level of the jurisdiction itself.  Then decisions as to architecture can be 
made based on a raft of issues including ‘acceptable level of power’, the need for focus, and 
also who has the requisite skill sets and experience or DNA for each.  
For example the CB lives and breathes close to the systemic arena and liquidity provision in 
the system, which is a key ingredient in understanding stability issues. Equally the consumer 
protection agency is close to products, prices and where protection may be needed to limit 
exploitative practices.  
What is clear since the GFC is the central importance of getting financial stability right. It is 
very complex because of its ‘intangibility’ [until there comes a crisis], the existence of three 
component policy areas, and the fact that however you set the architecture, there will 
inevitably be conflicts of mandates and incentives.  Indeed, even in jurisdiction where all 
different functions reside within the central bank, the silo issues can become quite severe 
and have to be managed so that overall financial stability policy is effectively delivered.  
 
No blueprint exists for architecture. If one looks at different models. Sweden and Australia 
can be seen at one end and Singapore at other. With the UK somewhere in the middle. Each 
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one can work! Determinants include attitudes to concentration of power, strength of 
accountability mechanisms, institutional history and practices, etc. Also strength of decision-
making capabilities where several authorities need to be involved as in the financial stability 
space.  
The cases of both Sweden and Iceland are worth considering. In the former case, unusually, 
the Central Bank does not have a financial stability mandate, and now the legislators are 
considering how best to move forward. We have recently worked closely with the relevant 
parties in each jurisdiction. 
 
Some specific comments:  

• Taking the financial stability dimension into account there are pros and cons for 
supervision to be housed with the central bank. On the one hand synergies exist 
when macroprudential and microprudential are housed in the same institution, and 
the central bank is naturally closer to the DNA of the systemic dimension than other 
authorities would be. As you know, several countries drew that conclusion after the 
crisis and re-integrated the supervisor with the central bank. 

• On the other, questions of ‘too much power’ can arise. A key determinant in relation 
to consequent separation will be judgement as to the most effective architecture 
that will ensure that decisions are made effectively and followed through, that 
inaction bias is avoided.   

• Strong governance and accountability can mitigate effects of ‘too much power’ if 
several functions are housed in the same authority.  

• Not to be forgotten are the uncertainties associated with execution risk of making 
significant architectural changes from the status quo, even though these are 
containable with good planning [experience in UK may be relevant here]  

 
Part B   
There is much to say in relation to the governance area but this is probably better discussed 
with a structured discussion, as has been the case with both Iceland and Sweden. 
  
Chapters 6 and 7 
Independence and relations with the Ministry P 84 
We do indeed have some views on operational independence q18. Bottom line is that 
financial stability measures frequently will require an agreed basis of action with 
Government given that macroprudential policy choices often have distributional effects. 
 Although the same can to some degree be said of monetary policy, there is a greater and 
more mature degree of understanding of, and acceptance of, frameworks that allow an 
appropriate degree of operational independence, which is less the case for financial 
stability. 
There are a variety of ways in which this can be accommodated whilst leaving significant 
operational independence with the CB [and sometimes other authorities] ‘subject to’ 
provisions or government overrides. 
 
Qs 16, 17, and 19 despite the excellent narrative we do not feel qualified to offer a view 
without further discussion. The Icelandic work gets to some of the issues involved.  
 
Qs 20-22 P94 
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20 Governance and whether there should be a single decision-making executive body or 
Board.] 
Depending on the precise accountability arrangements, there is value in having a Board with 
oversight of the activities of the CB. This may vary from oversight of whether the CB has 
adequate resources etc to undertake policy tasks, to oversight of strategy and business 
plans with respect to non-policy classical central bank functions. There are many models 
and a comparative exercise and discussion would be helpful in deciding the best approach 
for New Zealand. Basically we think it valuable to break down the central bank activities into 
three buckets since they often require slightly different approaches to governance. 
 

1. Governance of ‘classic’ central bank functions [note issue etc etc] 
2. Governance of the central functions [such as risk management, HR etc 
3. Governance of policy mandates. Monetary policy has already been considered in 

stage one of your consultation process, but financial stability is the subject of this 
consultation.  

 
1 and 2 might be governed according to ‘orthodox’ management/accountability 
arrangements. But 3 requires a different approach where the RB is carrying out activity on a 
delegated basis and perhaps in parallel with other authorities as well. 
Where delegated authority exists and other authorities need to contribute it may be 
‘better’ for policy itself to be set by delegated parties, with  Board oversight remaining 
limited to ensuring the resources are in place and that accountability and other processes 
are adequately handled.  
 
A further feature is the variability of the precise role of the Governor in different models. 
We have undertaken work in this area which we believe would provide useful insights.  
 
Q21 
As for creation of an FPC. We have been involved in creation and validation of such 
arrangements as well as validating of arrangements in this area in many jurisdictions.  
On balance, given the existence of a number of authorities each of whom have 
contributions to make to financial stability it is vital to have some institutional mechanism to 
ensure cohesion and policy delivery. There are of course many variants as to the powers it 
should have, its membership and governance, its support arrangements etc. We believe that 
on receipt of the consultation inputs it would be useful to undertake a specific exercise 
around the subject.   
 
 
Q 22 to 25. We would happily engage with you on each of these vital questions.   
 
 
 Sir Andrew Large Chairman Oliver Wyman 
[1]

[1]



Appendix 

Financial Stability Objectives. 

We find it assists clarity of purpose and delivery if Objectives for financial stability for any 
jurisdiction are presented at two levels. Typical wordings might be along the lines of what 
follows. These objectives can be made in principle to apply to all authorities who have roles 
to play in underpinning financial stability irrespective of their own precise  mandates.   

 

Level 1. Overall [ultimate] objective:  to achieve and maintain ‘a state or condition in which 
people have confidence that appropriate action will be taken to reduce the likelihood of 
discontinuities, and that the costs of re-establishing stability will be minimized should they 
occur.’ 
 

Level 2. Operational objectives. In order to achieve the ultimate objective it assists to have in 
place operational objectives for each of the component areas of policy in relation to financial 
stability.  

 

For macroprudential policy: ‘in the interest of attaining the ultimate objective [overall 
financial stability] the operational objective is to provide an early warning system, in relation 
to conjunctural and resilience  issues, to identify, monitor and analyse risks and vulnerabilities 
in the financial system as a whole, to propose possible remedies and, subject to an agreed 
decision-making process, to ensure that these remedies are put into effect.  

For microprudential policy makers: ‘in the interest of attaining overall financial stability the 
operational objective is to (a) promote structural strength and resilience  by ensuring high 
quality supervision of individual entities; (b) take account of the systemic consequences of 
supervisory decisions relating to individual institutions; and (c) contribute to the maximum to 
the processes of macroprudential and crisis management policies including through timely 
reporting of relevant data and identification of developments that affect the macroprudential 
mandate. 

For recovery and resolution policy makers:  ‘in the interest of achieving  a satisfactory level 
of resilience and hence contributing to  overall financial stability, the operational objective is 
making sure that satisfactory arrangements are fully in place and tested for the activities of 
banks, insurers, other financial sector firms and  infrastructure providers as well as the 
relevant authorities themselves, in the following areas:  

• early intervention and recovery; 
• pre-crisis measures: Recovery and Resolution Plans [RRP’s] and deposit insurance; 
• triggers for moving into crisis mode; and 
• resolution and crisis handling. 
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SYSTEMIC POLICY PARTNERSHIP LLP 

Trust and Central Banks1 

The question of trust 

The need for trust amongst participants in financial affairs is self-evident. Without it, bank runs and 
financial chaos are inevitable. Confidence in the professionalism and capabilities of central banks is 
essential for successful policy delivery.  

Trust has several dimensions. It is useful to distinguish between trust in people and institutions. In 
both cases, it is based on experience, reason and emotion, but how it is earned is different. Trust is 
difficult to gain, but easy to lose.  

 

Trust in central banks over time 

Central banks have always needed trust, although its nature has changed significantly over the years. 
During the gold standard era, central banks needed to be trusted to abide by the rules of the game: 
to observe parity, to maintain convertibility and to serve as lender of last resort in the event of bank 
runs.  

With final abandonment of the gold standard in 1971/3, central banks needed to be trusted to 
maintain the value of fiduciary money by preventing inflation. To do this, they had to have the 
requisite powers and the capacity to use them, which led to formalised monetary policy frameworks 
and autonomy in the conduct of monetary policy. Central banks used their powers responsibly and 
earned the trust of the public even though changes in economic landscape beyond their control such 
as the opening of China and India also helped them achieve success. Confidence in central banks was 
augmented by their resolute action in dealing with the global financial crisis.  

Now the trust that central banks have enjoyed is in peril. Populist charges against experts and the 
institutions they inhabit have altered the political landscape. Dissatisfaction with government more 
generally has spilt over to central banks. During the “great moderation”, ahead of the crisis, central 
banks received credit for things that were not necessarily under their complete control; now they are 
being blamed for things that they alone cannot be expected to determine.  

Quantitative easing (QE) is a good illustration. Central banks helped to stave off depression by buying 
assets in unprecedented quantities. But in doing so, they became in effect fiscal agents, purchasing 
large proportions of newly issued government debt in a number of key jurisdictions. QE has reached 
its limits and may have permitted the expansion of debt to levels that are not sustainable if interest 
rates are raised quickly towards pre-crisis levels. Central banks’ ability to resume conventional 
monetary policy in a manner that does not compromise financial stability is still an open question.  

In the area of financial stability, central banks are being asked to do more too. Yet this area cannot be 
divorced from the political dimension and requires collaboration with others if it is to meet success. 

                                                 
1 Record of themes discussed at a meeting of the Forum on 20 July 2017 

Forum members: Jacques de Larosiere, Donald Kohn, Guillermo Ortiz, His Highness Mohammed Sanusi II, 
Andrew Sheng, Sir Paul Tucker, Sir David Walker, Dr Aziz Zeti 

Discussion moderated by Dr Gavin Bingham and Sir Andrew Large, Partners, Systemic Policy Partnership 
  
Disclaimer: The views expressed are unattributed and may not be taken to represent the views of any individual 
member of the Forum 
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The difficulties inherent in formalizing responsibilities and roles raise questions about the appropriate 
degree of autonomy. Metrics to achieve financial stability (along the lines of inflation targets for 
monetary policy) are elusive.  

Wider and more diffuse mandates are not the only factors that could erode the trust that central 
banks have enjoyed. The notion that central banks, despite their unprecedented action to prevent 
financial meltdown, have not done enough to restore ethical behaviour by bankers, may have 
contributed to the erosion of trust in central banks. Indeed, the application of ever stricter compliance 
codes convinces some observers that those subject to the codes are untrustworthy. Also, digitalization 
can contribute to the loss of trust by permitting difficult-to-understand technologies, such as 
cryptocurrencies, to flourish, opening the way to cybercrime in its various dimensions and removing 
personal contact from everyday financial operations. 

To summarise, past successes are at odds with current challenges. Success in eliminating inflation and 
picking up the pieces after the financial crisis gave central banks a strong reputation. However, they 
have no track record in preventing crisis, and their wider mandates have increased calls for greater 
controls and accountability. The man in the street may see this ‘attack on independence’ as a sign of 
lack of trust by their own elected representatives in a technocratic institution.  

 

The case of the EME’s  

We should not look at the question of trust through the prism of the large mature economies alone. 
In the emerging markets and some smaller jurisdictions, trust in central banks has been a vital factor 
in policy success, and much thinking in relation to integrity and probity of delivery of policy has 
emanated from these central banks.  For example, they earned significant trust in many cases where 
they were successful in bringing down inflation. The EME’s, and particularly in Asia after the Asian 
crisis, initiated the deployment of instruments to underpin financial stability. It was telling that no 
EME suffered the distress of the industrial countries at the time of the GFC. 

Of course, they have their own difficulties. In relation to monetary policy for example, trust can be 
eroded as prices in city centres rise and people question the claim that central banks have actually 
delivered price stability. Furthermore, QE in the mature economies has resulted in massive inflows of 
capital into some EME’s, requiring strong macroprudential measures. Korea has experienced extreme 
credit growth and the central bank reacted strongly. Malaysia has experienced a recession and growth 
has been slower. The policy response has been one of gradualism, which has produced good results. 

 

Retaining trust: what are the solutions?  

How can central banks best guard against the loss of credibility that is essential for effective policy 
delivery?  

First, it is essential to determine what central banks can and should do, versus what they should not 
and cannot be reasonably expected to do. The more mandates, the greater potential for failure of 
delivery in any one of them and hence the erosion of trust overall would impact their effectiveness 
with the others.  

Second, it is important to specify the objectives in each policy areas clearly as possible to provide 
guidance as to its functionality and what to put in place to achieve it.  The central bank also needs to 
have the powers and capacity to achieve their objectives.  

Thirdly, in each policy area - not just monetary policy - there needs to be an acceptance by 
stakeholders of the ‘legitimacy’ of the decision-making processes so that sometimes unpopular policy 
choices can nonetheless be delivered effectively. Other financial authorities may also need to play a 
role. 
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Fourth, when there is more than a single mandate – as will often be the case in future –effective 
conflict resolution arrangements will be required, whether through hierarchy or process, that is 
regarded as legitimate by all participants in relation to all the policy areas for which they have 
mandates.  

Finally, a comprehensive communication strategy should be developed. This needs to be cohesive and 
credible to convince the many stakeholders that the central bank knows what it is doing; to provide 
adequate accountability; and to assist in delivering policy through ‘soft’ instruments [ie statements of 
intent] where risks of using hard instruments cannot be well known in advance. 

Above all, the central banks need to make clear what they can and cannot achieve: in particular, the 
limits of their and the fiscal authority’s responsibility. It is important to look at the nexus between 
trust and communications. As central banks are on the front line, they are often an object of blame. 
They need to make it clear that they alone cannot deliver in all policy areas.  They also need to be clear 
on unintended as well as intended effects. For example, in relation to QE, unintended consequences 
such as distortions of asset prices, and implications for banking models need to be clearly 
communicated against the success of staving off depression.   

 

Some specifics: monetary policy vs financial stability 

Central banks expect to retain trust that they understand and can control inflation in ‘orthodox’ times. 
But this has been severely tested by the zero bound and QE in the aftermath of the GFC, which gets 
them so much closer to the fiscal dimension.  

While the main stakeholders have been happy with the credit expansion to date, central banks are 
now in a precarious position. They need to be visibly less obsessed about price stability and more 
focussed on financial stability. Financial stability, based on a realistic assessment by all stakeholders 
of a sustainable growth rate, should be the long-term objective.  

It is crucial that central banks succeed in their contribution to financial stability. Central banks need to 
understand, and be seen to acknowledge, that financial stability is a shared responsibility.  

In the GFC, central banks picked up the pieces. Now, mitigating the build-up of pressures is part of 
their explicit mandate. It is appropriate that mandates should be broad, but there needs to be greater 
understanding, both in official sector and by the public, of what this involves in practice.  

Finally, there needs to be a rebalancing in communications so the central banks spend more time 
communicating on financial stability and the long-term orientation that is needed. 

 

Conclusion 

In today’s populist environment, central banks face a challenge in retaining the trust and confidence 
that they enjoyed during the great moderation and dealing successfully with the crisis of 2007-2009. 
Closer collaboration with other authorities is now key, to meet objectives that are not subject to 
objective measurement. These circumstances make clarity about what they can and cannot do and 
about how they go about their business all the more important. The challenges in addressing the 
issues that can erode trust are very significant. But more overt efforts to be clear on the issues they 
face and to seek improvements can only help.  
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