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1.0 INTRODUCTION 
 

1.1 This submission has been prepared by Bank of New Zealand (‘BNZ’) in response the 
consultation paper ‘Safeguarding the Future of our Financial System: the role of the 
Reserve Bank and how it should be governed’ as part of phase 2 of the Reserve Bank Act 
1989 review (‘the Review’).  

 
1.2 BNZ welcomes this opportunity to provide feedback as part of this stage of the Review.  
 
2.0 SUBMISSIONS 

What objectives should the Reserve Bank have? 
 

2.1 BNZ supports the Reserve Bank retaining its current high-level objective of promoting the 
maintenance of a sound and efficient financial system.  BNZ would not object to the 
substitution of ‘financial stability’ for ‘soundness’ or the demotion or narrowing of 
efficiency as an objective. 
 

2.2 BNZ considers that the addition of further objectives may reduce the focus on 
soundness/stability, complicate the regulatory landscape and result in overlaps with the 
objectives of other regulators such as the Financial Markets Authority or the Commerce 
Commission. 

 
Which financial firms should the Reserve Bank regulate? 

 
2.3 BNZ considers that the Reserve Bank should regulate on an ADI-type framework to ensure 

a level playing field and to support the Reserve Bank’s policy objective to promote the 
maintenance of a sound and efficient financial system. 
 

2.4 BNZ supports the introduction of designation powers to future proof the regime to 
potential new risks in future innovations, for example FinTechs.   

 
Should there be depositor protection in New Zealand? 

 
2.5 BNZ considers that depositor protection will be unnecessary if the Reserve Bank’s current 

capital proposals are implemented. It is important that any depositor protection is 
considered in conjunction with the current and proposed slate of prudential policy. For 
example, the current Reserve Bank capital consultation proposes very conservative capital 
buffers on the basis that this will reduce the chances of banks failing in New Zealand. As 
noted in commentary accompanying the release of the Reserve Bank’s ‘Capital Review 
Paper 4: How much capital is enough?’, holding more capital may increase the cost of 
borrowing to consumers. If, for example, a deposit insurance premium was also added, 
this additional regulatory overlay could further increase those borrowing costs to 
consumers.  Further, the Reserve Bank’s current bank failure resolution option, Open 
Bank Resolution (OBR), adds compliance cost to the banking industry. The need for OBR 
may be negated, in part or fully, by depositor protection depending on the model 
proposed. 
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Should prudential regulation remain with the Reserve Bank? 
 

2.6 BNZ’s view is that prudential regulation should remain with the Reserve Bank. BNZ does 
not consider that there is an issue with the current model but rather, in order to be able 
to effectively discharge its supervisory duties and engage effectively with industry and 
other stakeholders, the Reserve Bank needs appropriate resourcing.  Therefore, BNZ 
supports the enhanced status quo option (with enhancements to governance and 
resourcing).  
 

2.7 BNZ considers that the combination of prudential and monetary policy functions is 
important in times of normal market operation, and particularly critical in times of crisis 
management. The rationale for this is that it aides the effective co-ordination of both key 
central banking functions. That rationale is demonstrated overseas, for example, in the US 
model and the direction of change seen in the UK since the Global Financial Crisis. 

 
2.8 Further, outside of crisis management, BNZ considers that the nature of the banking 

sector in New Zealand does not justify the cost and bureaucratic overhead of a 
standalone prudential regulatory authority (as proposed in the New Zealand Prudential 
Regulation Authority option). 

 
2.9 The importance of well-resourced but independent prudential and conduct authorities 

operating in a co-ordinated manner was highlighted with the joint FMA/Reserve Bank 
Conduct and Culture Review. 

 
2.10 Given the separation of outcomes across conduct and prudential regulation, BNZ cannot 

immediately see the value of the New Zealand Financial Services Authority option. 
    

How should the Reserve Bank be governed? 
 

2.11 BNZ supports the consideration of the Reserve Bank’s governance arrangements as part 
of the Review, and in particular, whether a slightly expanded role for the Reserve Bank 
Board, beyond being an advisory board, might be appropriate. This should also extend to 
Board composition.  
 

2.12 BNZ considers that, while noting the value in having a level of autonomy to allow the 
Governor to act decisively – particularly in times of crisis, there may potentially be 
benefits in extending the Reserve Bank Board’s function to more of a traditional 
governance function. 

 
2.13 BNZ does not consider that a Financial Policy Committee with external members is 

necessary given the Reserve Bank’s existing internal committees to advise the Governor 
on financial policy. 
 

2.14 The assessment of governance arrangements should be accompanied by a review of 
whether an elected representative, such as the Minister of Finance, should be able to 
provide formal policy statements for the Reserve Bank’s consideration in reforming or 
tuning its prudential framework. BNZ is however particularly mindful of the need for the 
Reserve Bank to have appropriate levels of autonomy to discharge its prudential duties, 
given the highly technical nature of prudential supervision and potentially conflicting 
political and prudential outcomes, particularly in times of crisis. That said, at the point of 
implementation of potential bank recovery or resolution arrangements, BNZ would 
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expect the Reserve Bank to be in close engagement and dialogue with the Minister of 
Finance. 

 
3.0 CONCLUSION 

3.1 BNZ appreciates the opportunity to provide this submission and supports the industry 
consultation as part of the Review.  
 

3.2 BNZ has participated in the preparation of the New Zealand Bankers’ Association 
response which should be read in conjunction with this BNZ submission. 
 

3.3 BNZ is willing to discuss the issues canvassed in the submission with Treasury, if that 
would be helpful. Should Treasury have any questions in relation to this submission, 
please contact: 
 

 
 Paul Hay 
 GM, Regulatory Affairs 
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