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Submission: Safeguarding the future of our financial system – the role of the Reserve Bank and how it 
should be governed (Consultation Document)  
 

This submission on the Consultation Document is made on behalf of Kiwibank Limited. We welcome 
the opportunity to submit on this consultation and appreciate the extension of time that we were 
granted to make this submission.  The Reserve Bank plays an important role in New Zealand’s financial 
system and Kiwibank supports the Government’s aim of modernising the Reserve Bank’s monetary 
and financial policy frameworks and its governance and accountability arrangements.  

Kiwibank is a registered bank under the Reserve Bank of New Zealand Act 1989.  The Bank is a member 
of the New Zealand Bankers’ Association and supports the NZBA’s submission on the Consultation 
Document.  Kiwibank has limited this submission to two matters not addressed in the NZBA 
submission: the question of whether there should be depositor protection in New Zealand and the 
question of whether prudential regulation and supervision should be separated from the Reserve 
Bank.    

Should there be depositor protection in New Zealand? 

We consider there is merit in New Zealand considering some form of deposit protection scheme 
despite the fact that we regard the failure of a registered bank in New Zealand to be an extremely 
remote possibility.  If the Reserve Bank’s current proposals for increased capital requirements are 
implemented, the likelihood of a bank failure will be even more remote. Nevertheless, deposit 
insurance will provide customers with more certainty about the outcome if it occurred.  

Kiwibank’s preference is for this protection to be in the form of a deposit insurance scheme rather 
than a depositor preference regime.  Deposit insurance is regarded as a better option as insurance for 
a known deposit amount gives depositors more certainty about their potential loss.   Losses and pay-
outs are likely to be more uncertain with a depositor preference scheme. We consider that depositor 
preference should not be necessary if deposit insurance is adopted.  

Our expectation is that a deposit insurance scheme would apply to both registered banks and non-
bank deposit takers. 

As the Consultation Document notes, New Zealand currently is an outlier in not providing some sort 
of depositor protection.  Open Bank Resolution (OBR) by itself is unlikely to be sufficient to stop a bank 
run or help mitigate a sharp loss of customer confidence.   A deposit insurance scheme would help 
increase public confidence in the New Zealand financial system and would help to reduce the risk of 
contagion and a bank run in the unlikely event of a bank failure. 
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The details of any scheme, including its funding, should be the subject of further consultation.  While 
we appreciate that the issue of depositor protection is separate from bank resolution we also consider 
that more clarity is required to understand how the two, particularly the Reserve Bank’s OBR tool, 
would interact with deposit insurance in the event of a bank failure.  Those details should be 
considered as part of future consultation on this issue.  

Should prudential regulation and supervision be separated from the Reserve Bank? 

Kiwibank supports retaining the prudential regulation and supervision function within the Reserve 
Bank but supports the NZBA submission which advocates for the Reserve Bank moving from a single 
decision maker model to one with a Crown entity-style board model. 

While separation would avoid any actual or perceived conflicts of interest between the Reserve Bank’s 
monetary policy and prudential policy functions, the benefit of separation is outweighed by the 
synergies that accrue from having all of the Reserve Bank’s current functions in the one institution 
(and the additional burden of establishing and operating a separate prudential regulator).  The 
Reserve Bank’s role in operating the settlements and payment system, issuing currency, providing 
interbank liquidity and lender of last resort facilities are all a ‘natural fit’ to the Reserve Bank’s activities 
in supervising banks.   

While there are concerns about a lack of resourcing for the Reserve Bank’s prudential function we 
believe these could be easily addressed by increasing that resourcing without the need to establish a 
new Prudential Regulation Authority or combining the Reserve Bank’s functions with those of the 
Financial Market Authority’s to form a new Financial Services Authority.  

If you have any further questions regarding the above, please feel free to contact Loretta DeSourdy, 
Head of Regulatory Affairs

Yours sincerely. 

 

Steve Jurkovich 
Chief Executive 

 

  
cc  Malcolm Bruce, Chief Risk Officer 
              Loretta DeSourdy, Head of Regulatory Affairs 
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