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25 January 2019 
 
 
 
Phase 2 of the Reserve Bank Act Review 
The Treasury 
PO Box 3724 
Wellington 6140 
 
Via email: rbnzactreview@treasury.govt.nz 
 
 
 
Dear Sir/Madam 
 

Submission on Phase 2 of the Reserve Bank Act Review 
 
Thank you for the opportunity to submit regarding Treasury’s review of the role of the 
Reserve Bank and how it should be governed. 
 
The Wellington Chamber of Commerce (the Chamber) has been the voice of business in the 
Wellington region for 160 years since 1856 and advocates for policies that reflect the 
interest of Wellington’s business community, in both the city and region, and the 
development of the Wellington economy as a whole. The Chamber is accredited through 
the New Zealand Chamber of Commerce network. 
 
Business Central represents business interests throughout central New Zealand from 
Taranaki across to Gisborne and down to Nelson. Business Central is one of the four regional 
organisations comprising New Zealand’s peak business advocacy group, BusinessNZ. In 
Wellington, our organisation operates the Wellington Chamber of Commerce, accredited to 
the New Zealand Chamber of Commerce network. Our organisation also delivers ExportNZ 
to Wellington and the Hawke’s Bay. 
 
To begin, we wish to note our support for the Reserve Bank to receive more funding as it 
takes on greater responsibilities and implements new processes and policies. Regulated 
entities deserve to deal with a professional and responsive agency, which requires it to have 
the staff and expertise necessary. The latest FSAP review highlighted increased bank 
resourcing as a key recommendation and we support this. New Zealand’s economy requires 
a credible and well-functioning central bank. 
 
  



Chapter 2: high-level policy objectives 
 
“Soundness” and/or financial stability and “efficiency” should remain as the high-level 
objectives and considerations for the Reserve Bank. 
 
“Financial stability” appears to be a clearer and more useful choice compared to 
“soundness”. Stability has the advantage of being the existing de facto objective of the 
bank. In addition, the bank has a range of macro-prudential tools at its disposal and should 
have a clear mandate on when, how, and most importantly, why to use these tools.  
 
Economic growth and opportunities are the over-riding public policy goal of a well-
functioning economic system to which the financial system is one important element. It’s 
inclusion in the purpose statement means it does not need repeating as a high-level 
financial policy objective. Therefore, “efficiency” and its broader four sub-parts outlined on 
page 32 should provide the specific guidance required to the bank to enact this and can be 
included as high-level considerations. We draw particular attention to the importance of 
regulatory efficiency to keep costs on New Zealand customers low, and dynamic efficiency 
to allow and facilitate fintech innovation. 
 
Overall, we support ‘Option 3’ as illustrated on page 37, with financial stability replacing 
soundness as the high-level objective. 
 
Competition and consumer protection should not be elevated as individual high-level 
objectives. These elements are covered by MBIE and the Commerce Commission, and 
regardless, are already considerations within financial stability and efficiency. 
 
Public confidence is difficult to include within the Reserve Bank’s mandate given the bank 
has little control over such a subjective measure. Ultimately, public accountability rests with 
politicians and ministers. Any loss of public confidence is better reflected through the 
democratic process. 
 
Chapter 3: regulatory perimeter 
 
A licensing framework for non-bank deposit takers is worthy of further investigation. 
Building societies and credit unions in particular successfully serve a niche range of 
customers and deserve simplified and lower-cost form of regulation. The consultation paper 
raises the boundary issue of finance company debentures; it may in fact improve customer 
understanding of the risk they are taking on should these companies not be subject to 
stringent Reserve Bank oversight nor part of any possible deposit protection scheme. 
 
Our view is the adjustment mechanism for the FMA’s regulatory perimeter, with their ability 
to designate entities or activities for inclusion within the perimeter, is a useful model for the 
Reserve Bank to follow. It allows innovation and fintech start-ups to create new services for 
customers, but provides the Reserve Bank with the ability to pull these within their 
regulatory ambit should they reach a size and scale requiring oversight. 
 



This model also ensures that should the Reserve Bank’s regulations cause unintended 
consequences, such as an activity deliberately moving from inside to outside their perimeter 
solely to avoid regulation, they have the ability to maintain their financial stability and 
macro-prudential objectives. 
 
Chapter 4: depositor protection 
 
We support an open and well-informed conversation about depositor protection schemes in 
New Zealand. Many regulatory changes come with increased costs to entities, and 
ultimately their customers, some of which do not match the amount of risk mitigated. For 
example, the current proposals around banks’ capital adequacy framework are likely to 
increase costs for bank customers. Similarly, any increase in depositor protections whether 
through a preference regime or an insurance regime will increase borrowing interest rates 
in New Zealand. New Zealand already pays a premium for credit due to our relatively small 
size. Imposing compounding costs on top, even if each individual increment is viewed as 
small, creates a cumulative cost born by the New Zealand economy through lower economic 
growth impacting everyone’s well-being. 
 
It is hard to justify the increased costs to customers of a formal deposit insurance scheme 
given the current availability of open bank resolution in the case of a bank failure and its 
associated de minimis. The adoption of a formal de minimis level which covers the vast 
majority of retail customers would seem a prudent way of managing the risk while 
minimising the costs. This would then place any potential burden on high net-worth 
organisations and individuals who are better placed to self-manage their risks. 
 
Chapter 5: prudential regulation 
 
We consider the Reserve Bank’s responsibilities across monetary policy and prudential 
regulation to be appropriate for New Zealand. The combination of the Reserve Bank and the 
FMA in our ‘twin peaks’ model appears to be working well. The introduction of a third 
agency, or a reformed ‘NZFSA’ incorporating the FMA, provides no compelling benefits. 
 
The synergies available from the status quo are a valuable contribution to New Zealand’s 
ability to manage a financial crisis, particularly where timely information transfers to 
manage exposures is required. The separation and creation of a new prudential regulator is 
unnecessary in a country the size of New Zealand. 
 
Chapter 7: operational independence 
 
We strongly support ministerial oversight of the Reserve Bank exercising crisis management 
and macro-prudential policy tools due to their significant fiscal and economic impacts 
respectively.  
 
The Reserve Bank’s financial policy objectives carry significant importance and so should be 
clear to both stakeholders, participants, and the bank itself. The case for the Reserve Bank’s 
operational independence is strong, so the best way to balance these two interests would 
be for the bank to publish a detailed strategy describing its objectives and strategic 



approach to achieving them. A document such as the FMA’s ‘Strategic Risk Outlook’ 
provides readers with a clear sense of their strategic priorities guiding the organisation’s 
operations. 
 
Streamlining the bank’s operation of policy instruments by removing ministerial consent 
makes sense and lifts the minister’s role to a more appropriate level.  
 
Stewardship of primary legislation should transfer from the Reserve Bank to the Treasury. 
While this may dilute some of the subject matter expertise assembled at the bank, there are 
public interest benefits from avoiding conflicts of interest and incorporating a wider 
economic perspective when formulating policy. 
 
Chapter 8: Reserve Bank structure 
 
The governing body of the Reserve Bank should be a board structure. It is a more modern 
and consistent approach to balancing the trade-offs required to ensure efficient leadership. 
The increasing complexity of financial institutions requires more expertise than a single 
person can bring to the role. Additionally, a diverse governing membership brings a diversity 
of backgrounds, perspectives, and approaches. Accountability is greatly enhanced under a 
board model which can independently examine the performance of management. 
 
The case for a legislatively created financial policy committee is evenly weighted in our view. 
The case for the monetary policy committee is clear cut and it serves a specific purpose 
deserving of legislative protection. While this case does not exist for the financial policy 
committee, consistency of structure and equality of relevance are important. If this board or 
committee’s role is specified in legislation, there should be a mechanism to ensure flexibility 
to update their role as technology and the industry evolves without having to amend 
primary legislation. 
 
Of the organisational structure options laid out in Figure 8B on page 94, we would support 
either options 4 or 5.  
 
Chapter 9: monitoring and accountability 
 
The Reserve Bank’s monitoring agent should be the Treasury. This brings it into line with 
standard state sector practice and ensures the minister has the independent advice 
required to assess the bank’s performance. 
 
The bank would benefit from a more modern set of statutory accountability processes 
including alignment with the Crown entities’ reporting framework, public consultation for 
new policy, and greater Auditor-General oversight. 
 
Thank you again for the opportunity to submit. 
 
  



Yours sincerely, 
 

 
John Milford 
Chief Executive 
Wellington Chamber of Commerce, Business Central 
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