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A/Prof Dr. Martien Lubberink
Victoria University

January 25, 2019

Phase 2 of the Reserve Bank Act Review
The Treasury
PO Box 3724
Wellington 6140

To whom it may concern,

I want to thank the Treasury for offering me the opportunity to comment on the public consul-
tation of Phase 2 of the Reserve Bank Act.

See my comments below:

1 Are the Reserve Bank’s existing high-level financial policy objectives still appropriate
and fit for the future?

(a) Should ‘soundness’ remain a high-level financial policy objective of the Reserve
Bank, or would a financial stability objective be more appropriate?

I prefer ‘soundness’, given that ‘financial stability’ has been used to serve many ob-
jectives, some controversial. See for example the speech of Geoff Bascand (Financial
stability – risky, safe, or just right?) which featured a sentence that illustrates my point:
“There is a debate as to how high that price [the price of higher capital requirements]
really is. And we need to weigh those private costs against the social costs of a crisis.”
‘Financial stability’ can be used to support many goals, from bank resilience, which is
desirable, to promoting a level-playing field for banks, which is bank-friendly.
Today’s dynamic world increasingly calls for high-level financial policy objectives such
as ‘resilience’ and ‘adaptability’. An emphasis on FS can stifle these and other objectives,
such as innovation or the ability to anticipate or predict crises.

2 Should the Reserve Bank be given additional high-level financial policy objectives?

(b) Should ‘competition’ be promoted to a high-level objective of the Reserve Bank, or
should it remain as a lower-tier objective?
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Competition, as a high-level objective is worth considering, given the current structure
of the New Zealand banking market. See for example this speech of Sam Woods, BoE:
Seven Awkward Questions, Thursday 17 January 2019.

(c) Should ‘consumer protection’ be added to the Reserve Bank’s objectives?

A focus on ‘consumer protection’ could conflict with other policy objectives, e.g. miti-
gating moral hazard.

(d) Should ‘public confidence (or trust)’ be reinstated as a high-level financial policy
objective of the Reserve Bank?

This may lead to unintended consequences. I remember Nout Wellink (then chair of the
Basel Committee and governor of the Nederlandsche bank) calling for the prosecution of
investor activist Pieter Lakeman, because Lakeman had encouraged depositors to with-
draw their money from a failing bank. A ‘public confidence (or trust)’ objective could
legitimize such prosecutions.

The ECB identified financial literacy as an important factor contributing to financial sta-
bility:

https://www.ecb.europa.eu/pub/pdf/other/ecb.financialintegrationineurope201805.en.pdf

3 What are your views on the costs and benefits of moving from the current perimeter to
an ADI (authorised deposit-taking institution) type of framework? Based on your views,
is this an issue worth pursuing?

Given the fourth consultation paper on bank capital, which may promote the growth of market-
based finance, one could explore the option of including ‘shadow banks’ into the perimeter.

5 Have the key benefits of the status quo and the identified depositor protection options
been correctly identified?
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The fourth consultation paper on bank capital prompts a re-examination of depositor protection.

12 Do you agree that the three alternative models for institutional arrangements (a New
Zealand Prudential Regulation Authority, a New Zealand Financial Services Authority
and an enhanced status quo) are the correct options to consider? If not, please suggest
any alternative options of institutional arrangements not discussed here. Please indicate
your preferred option, and your reasons for preferring it.

Separating out prudential supervision may have downsides, as the consultation document shows.
Differences in resources may create resentment between the separated entities, perhaps leading
to a “them versus us” culture.

In addition, after a significant crisis, the prudential supervisor may be seen as a failure. This
could result in pressures to rejoin.

21 Should there be a Financial Policy Committee, and if so, what should it do? What are the
key considerations in support of your view?

I favour a structure with a board and a broad FPC. Other CBs and bank supervisors have adopted
such structures or structures that are similar, e.g. DNB (the Nederlandsche Bank).

Perhaps split MacroPru from Prudential and Crisis management. Each of these domains are
distinct and require different approaches to coordination and decision making. Prudential su-
pervision can be complex and technical, but assessing compliance can be relatively straightfor-
ward (for example, a bank meets capital requirements or not.) Crisis management (and stress
testing) requires swift decision making, not necessarily by committee. Each of the three should
be on par with the others, whereas Figure 8A shows a hierarchy.

Consider exempting the governor from prudential responsibilities (as is currently the case at
DNB). For example, in case of a crisis or in case a systemically important bank approaches
non-viability, the governor may come under pressure to resign. At the same time, financial
stability demands a continuation of leadership.

25 Are existing statutory accountability and transparency requirements sufficient? If not, in
what areas would you like to see more?

The legal basis for policy initiatives is not always obvious. This should be improved. Why, for
example, did the Reserve Bank initiate the review of bank capital?

The RBNZ consultations should be clearer and more structured. For example, each consultation
should be accompanied by an impact analysis. Long-term projects should be monitored; the
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monitoring reports should be published. See this example of an EBA consultation on the impact
of IFRS on bank capital:

• EBA/CP/2017/11

More frequent use of public hearings should be considered, see another example from the EBA:

• https://eba.europa.eu/documents/10180/108462/public-hearing-on-14-June-2012.pdf

A separate body should assess if the implementation of a proposal has progressed according to
plan. (Like the BCBS Regulatory Consistency Assessment Program).

Please let me know if you have any questions,

Kind regards,

Martien Lubberink
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