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What high-level financial policy objectives should the Reserve Bank have? 

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 comment generally on Q1: 

- One of the challenges in defining high level regulatory objectives is to avoid a situation  
where they are so broad as to permit a number of different interpretations and thus (i) reduce 
the regulator's accountability (ii) diffuse the regulator's focus and (iii) increase the risk of an 
expectation gap developing between the regulator's  view of its role and the views the public, 
market, and government may have. Any such reduction in accountability, diffusion in focus  
and , in particular  any such expectation gap, including  in a crisis situation, can itself affect 
confidence in the regulator and, thereby,in the financial system. Equally challenging as the 
discussion paper notes is that they are not too prescriptive or or push in too many directions 
such as to blunt focus; yet still oblige  a regulator under to make  difficult judgement calls to be 
made when faced with multiple  considerations.   

As noted and well summarised in RBNZ Bulletin Vol 79/14 , August 2016, the  wording of 
Reserve Bank legislation in relation to the Reserve Bank's objectives ,from before 1986 until 
now,  reflects distinct shifts in the history of prudential regulation and supervision  that have 
marked specific periods in the Reserve Bank’s history. Changes to those wordings was seen as 
representing significant decisions as to what the Reserve Bank would , and ,as importantly, 
would not do, and what risks  and roles were to be left to the entities being regulated, and to 
other  mechanisms , such as disclosure.  

In my view - 

(i) any changes to the statement of objectives should therefore be on the basis of an 
assessment (canvassing for  example the matters referred  to in RBNZ Bulletin 79/14 ) of what 
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those changes  would represent, in terms of what the Reserve Bank does and how it does it 
(relevant also to the 2017 IMF FSAP  assessment ) , and then being able to ensure that the 
drafting of the objectives statement  reflects the intentions decided on.  

(ii) the objectives statement should reflect that the Reserve Bank  is the financial system's 
prudential regulator \ 

(iii) that confidence,  should also be an element of the objective (even though it may be an 
outcome) . Having confidence as part of the objective does not in my view risk cutting across 
the role of FMA  or Commerce Commission, provided it is clear that it is the Reserve Bank 
acting in   its prudential  role  with its regulatory powers which is contributing to the 
confidence objective, rather than the Reserve Ban having an all embracing responsibility for 
confidence     

(iv) that , prudential soundness of the entities it regulates is an important element of financial 
stability and confidence and that should be recognised in the objectives statement  

(v) there may be merit in considering the respective objectives of the RBNZ and the FMA and 
whether they should be  harmonized, with the Reserve Bank having the prudential 
responsibilities, and the FMA having the market conduct  responsibilities, under  a common 
high level objective relating to financial markets. This could also assist in co- ordination and co-
operation between those two regulators.   

 

 b) What role should the Reserve Bank play in promoting ‘efficiency’? Should it have a 
narrow mandate (e.g. focused on regulatory efficiency) or a broad one (e.g. 
including allocative efficiency and promoting sustainable growth)?  

  
Some brief observations : 
 
- the Reserve Bank's regulatory  role needs to be consistent with the purpose of the Reserve 

Bank Act and the Reserve Bank's monetary policy role, with  mechanisms to address any 
'pull' between the two.  

- to me there is some risk in adopting the  "broad mandate "option, given that various other 
players including the Government itself have interests in and differing responsibilities for 
matters such as allocative efficiency and promoting sustainable growth. The Reserve 
Bank has significant powers , and questions arise as to what happens if the Reserve 
Bank's views on such matters are not shared by other legitimate participants and 
decision makers, yet the  powers are exercised  by the Reserve  Bank nonetheless .That 
may in turn then raise  issues as to how independent ' should the Reserve Bank be, 
particularly of Government direction, in such matters. 

- there is a strong case in my view for including  regulatory efficiency and competition in the 
objectives regime. In particular , this is so as to make it clear  a regulatory mindset  of a 
financial system   'which was “boringly stable”, with little scope for competition or 
innovation' (RB 79/14, 2016) is not to be an outcome;  and also to recognise,a and give 
the Reserve Bank responsibility  for addressing innovation and competition - both of 
which are critical to New Zealand's prosperity -  through the prudential regulatory lens 



  

  

 c) Should ‘efficiency’ remain a high-level objective of the Reserve Bank, or should it be 
demoted to a lower tier of the legislation?  

 
Defining topics in terms of "tiers" may not necessarily be the best way to address the 
issues involved .  Instead it may be better to think more of an objectives regime, i.e.. 
what are the various  objectives and considerations at a high level , having regard to my 
comments in Q1 above. The option of having a high level, but still sufficiently meaningful  
objectives  statement in the legislation and then a regime for the Reserve Bank issuing a 
statement from time to time as to its regulatory approach , which can be used to signal 
adjustments  in terms of emphasis including for economic and market developments  
and to reflect changes  in  other factors relevant to the financial markets risk and 
stability outlook . Any such statement  should be one of the Reserve Bank itself acting 
independently  of the government of the day.   

   

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

 a) How many high-level financial policy objectives should the Reserve Bank have – are 
the gains of having multiple objectives worth the costs of lost focus?  

 See my comments in Q1 above 
  

 b) Should ‘competition’ be promoted to a high-level objective of the Reserve Bank, or 
should it remain as a lower-tier objective? 

 See my comments in Q1 above 

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

 
Yes, but in a carefully calibrated way ,  to make  it clear  that the Reserve Bank   is NOT only 
concerned with the soundness of  an individual institution if it is one where its failure would 
have systemic implications; and that the position of depositors or insureds is a relevant 
consideration in addressing the  soundness objective. Care however should be taken that it is 
consumer protection from the prudential  perspective which is the Reserve Bank's concern and 
part of its role , not a general consumer protection perspective overlapping with, e.g. that of 
the FMA or Commerce Commission.    



  

  

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

 
Yes - see my comments in Q1 above 

 e) Are there any other objectives you think the Reserve Bank should be given? 

 
 

 Who does the Reserve Bank regulate and how should the regulatory perimeter be set? 

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? 

I believe  the discussion paper sets out the issues and various options well . I believe it is a 
subject worth pursuing for the reasons set out in the paper. 

4. Is new legislation the most appropriate way to adjust the prudential perimeter, or could a 
timelier mechanism be better? What accountability processes would be necessary to 
accompany any new mechanism? 

Subject to further consideration, my view at this point is that (i) a similar approach to that in the 
Financial Markets Conduct Act 2013 would be appropriate; and (ii) that there is advantage in 
having harmonisation  of  the FMA and  RBNZ  regimes and processes for determining 
perimeters. 
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 Should there be depositor protection in New Zealand?  

5. Have the key benefits of the status quo and the identified depositor protection options been 
correctly identified?  

 

6. Is the high-level assessment of the risks and costs under the status quo and the identified 
depositor protection options reasonable?  

 

7. On balance, do the arguments support a case to progress work on depositor protection in New 
Zealand? Why or why not? If yes, which protection approach do you prefer and why?  

 

C4 



  

  

8. (To the extent possible) what are the potential implications of your preferred approach to 
depositor protection, for depositors, other bank creditors and investors, banks and other 
financial firms, taxpayers, and the operation of the New Zealand financial system?  

 

9. Are there any alternative protection options, design principles, or complementary policies that 
could improve outcomes for the stakeholders identified above?  

 



  

  

 Should prudential regulation and supervision be separated? 

10. In your view, have the key conceptual arguments both for and against assigning a prudential 
role to a central bank been considered? If not, what other important arguments are there?  

I believe the paper address the options well. 

 

As the paper notes there is no' right' answer , with trade-offs  in each case and with different 
models being adopted around the world, with the decision sometimes   a reaction to a failure in 
that country of another  type of model rather than because of some empirical correctness of one 
model in particular.  

 

The fact  that post  -GFC  central banks have at times used micro-prudential tools for macro  
purposes  also shows some advantage in having the central bank also being the prudential regulator 
and supervisor. 

 

Separating the two would also mean great  risk of lack of coordination or information sharing  
between the central bank and prudential regulator, as exampled by the UK position leading up to 
and at the time of the GFC. 

 

A UK PCA approach as a 'subsidiary' of the central bank  is one hybrid option but one has to 
question is the cost of that , or a separation in terms of separate management and board 
structures, legislation,  and generally of another statutory entity worth it. In  particular, going back 
to my  point of change often being a reaction, has a case justifying  change on account of problems 
with the current  structure  been made out in New Zealand?  In my view it has not. All of the 
matters canvassed in the 2017 IMF FSAP assessment can to the extent appropriate , in my view, be 
accommodated without separating the prudential and supervisory functions from the central  bank 
. 

11. In the New Zealand context, are there any significant problems associated with locating 
monetary and prudential policy within the Reserve Bank (i.e. the status quo)? If so, how would 
‘separation’ address these problems? 

See my comments in Q10 above 
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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. 

See my comments in  Q10 above  

 

Re a single Financial Services  Authority , I do not believe having a single regulator  is necessary or 
justified : 

- a case has not been made out for it in comparison to the status quo  

-  establishing an optimum  culture and philosophy and leadership of a single - i.e. market conduct 
and prudential regulator - can be problematic,  

a single regulator will not necessarily resolve  co-ordination issues (see e.g. the UK position up to 
the GFC), it will just internalize some of them. 

- the functions and skill sets required are so different, a single regulator would not result in 
economies  of scale or better utilization's of resources  

- as well as impact on the Reserve  Bank, to establish a single FSA would in my view be a significant 
distraction to the work and reduce the effectiveness of the FMA as currently established, which has 
been through a major gestation, at a time when its own workload  and role is increasing.  

 

However, I also  refer to my comments on Q14 below  if the current RBZN/FMA regime is to be 
maintained. 

13. What do you consider would be the main impact on relevant stakeholders (industry, ordinary 
depositors etc.) arising from each option?  

 

14. Do you agree with the evaluative criteria and the assessment of the three options? If not, 
please suggest any evaluative criteria and/or alternative assessment you think should be 
included here. 



  

  

Notwithstanding my comments  above that in my view there is not a case to justify either  
separating the prudential  and supervisory functions from the central bank, or establishing  a single 
Financial Services Authority, there are some important matters going to co-ordination and to the 
effectiveness of both  the Reserve Bank and the FMA which I believe  warrant  addressing if the 
current regulatory roles of the RBNZ and FMA are to be retained (which I consider they should be ) : 

 

(a) each should have sufficient powers in respect of all of  the  entities they are respectively 
responsible for regulating ( there are some gaps and anomalies exampled in both the discussion 
paper and the IMF FSAP assessment )and the responsibilities  of each should be clearly as possible 
delineated in statute and protocols such that the RBNZ is essentially  the prudential  regulator and 
supervisor ,and the FMA the market conduct regulator .  

 

(b) there should be a statutory obligation (not just  the ability ) on both regulators to co-operate 
with each other and with the Council of Financial Regulators (COFR) (both in business as usual and 
crisis  situations) and  share information between them, with protocols addressing both, 
underpinned by statute. In particular,  information sharing typically has been an issue between 
market and prudential  regulators in various jurisdiction , with tensions arising, to the detriment of 
the financial system particularly when a crisis emerges. 

 

(c) there is merit in such a statutory obligation of co-operation also extending to an obligation to 
minimise  the doubling up of compliance obligations on firms which are regulated by both the RBNZ 
and the FMA. 

 

(d) consideration could useful  be  given to whether there is  need or advantage  to putting  COFR on 
a substantive statutory basis.  

 

(e) work  needs to be done on addressing the conflict between prudential regulatory requirements  
and market regulatory requirement , in particular the position and obligations  of a firm (and its 
board) in difficulty when it is subject to both regimes (e.g. when a publicly listed issuer which is also 
a financial  institution gets into financial difficulty ), with the  matter addressed by legislation if 
necessary. 

 

- 

15. If the ‘enhanced status quo’ is your preferred option, what features of this option are likely to 
be most important in addressing any problems you might see with current arrangements? 



  

  

 

 Should prudential regulation and supervision be separated? 

16. Do you consider there is a case for a Ministerial role in clarifying the Reserve Bank’s financial 
policy objectives?   

It may be that the expression 'financial objectives'  is better termed 'regulatory objectives' 

 

Generally I consider  the Minister  should not be involved in defining, interpreting ,or influencing 
the implementation of the Reserve Bank's  regulatory objectives.   

17. If the Reserve Bank’s objectives are to be clarified: 

a) what should the Minister of Finance’s role be? 
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b) what other mechanisms could be used to clarify the Reserve Bank’s objectives? 

 

18. Do you think there is a case for making the Reserve Bank’s operational independence more 
explicit, for example by removing the requirement for Ministerial consent for certain policy 
instruments and direction powers? If so, will this require any process or governance changes?  

I support further work being done on this . In general terms, I do not believe that the exercise of 
regulatory powers should be subject to ministerial approval. If there are to be exceptions for the 
exercise  of certain powers (e.g. statutory management)  they should be on a case by case basis 
with appropriate justifications.  

 

The approach to date applied in New Zealand as to what requires primary , secondary and tertiary 
legislation provides appropriate checks and balances. 

19. Should the administration of the Reserve Bank Act (and other Acts creating regulatory regimes 
operated by the Reserve Bank) remain with the Reserve Bank or transfer to the Treasury?  

 



  

  

 How should the Reserve Bank be structured? 

20. Should the governing body of the Reserve Bank be a single decision-maker or a board? What are 
the key considerations in support of your view? 

Consideration of this topic needs to include consideration as to what the role of the governing 
body is , then a decision can more readily be made as to whether that governing body should be 
a single decision maker or a board .  

 

A key part of that assessment is  including what statutory or regulatory powers the governing 
body or a separate decision maker will exercise. The typical position of a company where there 
is a governance  v management or operational distinction ; or a statutory entity with a 
policy/operational divide  does not  automatically hold good for regulators for that reason. 
Some of the considerations I consider relevant to this are  :  

 

- the convention and expectation  in New Zealand can be described as being  that substantive 
regulatory powers will be exercised by the person or persons appointed by statute , under the 
usual Cabinet processes  , or (to the extent permitted by statute permitted ) by their delegate, 
with any delegations  by those statutory appointed person/s being very much under their 
control ; and with what can be regarded as a due expectation that the more substantial the 
matter is the more it will be exercised   by the appointee/s to that office under that 
appointment process rather than by a delegate  or sub-delegate (and subject to public law 
principles regarding delegation).  

 

- in terms of regulatory design, at least three different models of governance roles have been 
categorised - a governance /supervisory board only where the boards role  is one of oversight 
on matters such as strategy , finance  ,risk and HR and does not exercise regulatory powers ; a 
hybrid model with the board both as governance /supervisor but also  exercising various 
substantive  regulatory powers (in New Zealand e.g. the FMA ); and an executive board   with 
the members exercising  all  the substantive regulatory powers (in New Zealand e.g. the 
Commerce Commission).There are then variants on each  e.g. the Civil Aviation Authority   
where the Board of the CAA has certain  powers as well as its governance functions , but then 
the chief executive who is also a statutory appointment as Director of Maritime Safety  has, in 
the latter role, certain statutory powers only  he or she , and not the CAA Board , can exercise 
.And then a further variant is for example the current Reserve  Bank legislative model where the 
Governor is him  or herself a statutory appointment . 

 

- there is also a view that significant regulatory enforcement decision making , particularly  in 
contested situations should be made by a body  separate  from the persons investigating  or 
recommending disposition of the matter . I note , for example,  the  announcement in August 
2018 by the Bank of England  of the establishment of an independent Enforcement Decision 
Making Committee as the Bank’s new decision-making body for contested enforcement cases in 
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the statutory regimes the Bank operates in relation to Prudential Regulation, Financial Market 
Infrastructures, Resolution and Notes issuance.  

(https://www.bankofengland.co.uk/news/2018/august/appointment-of-members-of-the-
enforcement-decision-making-committee) . The existence of any appeal rights  is also relevant 
to how the exercise of regulatory powers is best structured   

 

Given these considerations , there are a number of options and no one 'right' answer. 

 

From my perspective, there is merit in having a governance board with the typical governance 
functions in relation to that entity e.g. strategy, finance , risk management . 

 

I believe , given the importance of the role , that the Governor of the Reserve Bank should 
continue  to be a statutory appointment , with  regulatory powers , with an assessment made as 
to what  regulatory powers can that person exercise on his or her own account , what powers 
should be exercised by the Governor plus one or more e.g. the Deputy Governors.   

 

Similarly a decision should be made as to what matters going to management of the Reserve 
Bank are for the board (e.g. capital investment decisions ) and what are allocated to  the 
Governor  or some other  person, 

 

In other words I believe it is useful to separately  address and decide  who will  exercise 
governance and management matters and who can exercise regulatory powers .   

 

 

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? 

See my comments in Q20 above   



  

  

22. Are there any other legislative structures for the governance of the Reserve Bank’s powers and 
functions that you think should be considered?  

See my comments in Q20 above   

 How should the Reserve Bank be structured? 

23. Who should monitor the Reserve Bank? What do you see as the key considerations in 
determining who the monitoring agent should be? 

 

24. If the existing Board is retained as a monitoring agent only (e.g. in the form of a supervisory 
council), what changes do you see as necessary to improve its effectiveness? 

In terms of  board governance effectiveness at regulators, I refer to my comments in Q20 relating 
to options for choice of structure, each of which have implications for  board governance 
effectiveness at regulators. It is a large topic , and  one on which further material is available,  
which I would be pleased to discuss  if it would assist.
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25. Are existing statutory accountability and transparency requirements sufficient? If not, in what 
areas would you like to see more? 
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