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The ‘light touch’ regulatory approach gives rise to a particular risk to consumer 
protection. For example, the gap in the regulatory framework around ‘group’ look 
through capabilities alongside the prevalence of well-resourced and empowered 
offshore regulators with the ability to restrict licensed entities appears to have limited 
the ability of the Reserve Bank to effectively address the CBL Group collapse and 
sufficiently protect New Zealand policyholders. The scale of offshore financial service 
providers, and in particular Australian ownership of two-thirds of the general insurance 
sector, presents a particular risk to New Zealand with these well-resourced and 
empowered regulators focused solely on protecting local consumers, economic stability 
and interests over other interests such as the interests of New Zealand’s consumers and 
economy. 

Further, with regard to Reserve Bank’s current ‘light touch’ supervisory approach most 
evident in the limited resourcing made available to perform supervisory activities, the 
insurance industry is a complex business with complex products (especially when taking 
in to account the broad range of products across general, life, health and other 
insurances as well as reinsurance). This complexity should not be underestimated, 
whether it is matters related to product design, reserving approaches (particularly 
prevalent following the Canterbury Earthquake event but also critically underpinning 
long-tail insurance products), or in terms of solvency and ongoing stability. Prudential 
supervision of the insurance industry requires a unique set of specialist capabilities 
across strategic, financial, actuarial and others that aren’t currently sufficient within the 
Reserve Bank. 

The New Zealand context 

New Zealand’s broader risk profile is characterised by vulnerabilities that generate a 
unique exposure for its people, the economy, the government and the general insurance 
industry: 

 Exposure to a unique scale of natural disaster risk including high earthquake risk 
in major urban centres. 

 Relatively small economy by scale and limited ability to spread risk across the 
country (hence heavy reliance on international reinsurers). 

 The market dominance of offshore insurers over locally domiciled insurers. The 
predominance of Australian-owned insurers (66% of total premium according to 
the International Monetary Fund) and the close economic relations is a feature 
that must be taken in to account. 

 The government has potentially significant exposure to bail out failed insurers for 
the protection of policy holders. For example, the establishment of Government-
funded Southern Response following the collapse of AMI after the Canterbury 
Earthquakes in 2011. 

Future state 

Tower strongly advocates for the adoption of a regulatory and supervisory approach and 
framework that moves away from the existing ‘light touch’ model to a more robust 
approach. While the approach adopted in Australia (in particular the APRA model) is 
perhaps heavy-handed and has room for improvement, moving closer to international 
standards while also retaining efficiency in the model is a necessary evolution from the 
current state. Accordingly, Tower supports an NZPRA model similar to that proposed in 
the submission document subject to ongoing refinement and industry feedback.  
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The comparison to Australia 

Given the regional, economic and industry relationship, the regulatory framework in 
Australia (in particular the operations of APRA) is an inevitable comparison for New 
Zealand. During development of the prudential supervisory approach for New Zealand 
the approach appears to generally have been “what is the least we can do to be 
effective?” Given the effectiveness of the regime now operating in Australia, it might now 
be a more appropriate approach to adopt whereby a good case needs to be made for 
anything that New Zealand does not adopt from the Australian approach.  

The legislation establishing APRA sets balanced objectives for the entity: 

In performing and exercising its functions and powers, APRA is to balance the 
objectives of financial safety and efficiency, competition, contestability and competitive 
neutrality and, in balancing these objectives, is to promote financial system stability in 
Australia. s8(2) APRA Act 1998 

The APRA Service Charter provides a clear statement of intent and accountability for the 
whole organisation: 

The Australian Prudential Regulation Authority (APRA) has been established by the 
Australian Parliament to supervise [all financial service entities] for Australian 
depositors, policyholders and superannuation fund members (our 'beneficiaries'). APRA 
supervision is aimed at protecting the interests of these beneficiaries and promoting 
the stability of the Australian financial system. https://www.apra.gov.au/apra-service-charter 

Most importantly, APRA’s considerations do not extend to macro-economic issues or 
fiscal policy management. These focused objectives mean that decision-making and 
governance within APRA are not distracted by those matters. The balanced approach is 
clearly designed to ensure that the primary and overarching aims are to protect 
customers (or ‘beneficiaries’ in the APRA terminology) and promote financial system 
stability. The adoption of a similar focus would greatly benefit the prudential supervisory 
and regulatory framework in New Zealand. 

New Zealand also has the opportunity to learn from the experiences in Australia arising 
from their Royal Commission. While the balanced intent of APRA’s obligations and 
service charter are clear, an even stronger link to consumer protection could have led to 
APRA taking a more proactive and attentive interest and oversight of conduct than has 
occurred. While seeking to adopt their balanced mandate, APRA may have over-
emphasised their focus on financial stability, contributing to a less robust approach to 
conduct and consumer/policyholder protection which may have been assumed to be 
overseen and regulated by the ‘conduct’ regulator, ASIC. It may be unfair to criticise 
APRA for this outcome and approach given the context of the framework’s 
implementation reflects a core focus on financial stability following the HIH collapse. 
The learning for New Zealand must be that the two areas of supervision and regulation 
(financial stability and conduct) are by their nature interlinked and the need for expert 
capability to understand and respond to these complex and interwoven issues becomes 
even more prevalent and critical as a consideration in the New Zealand context.  

 



 

                                                 4 

Responses to questions in the consultation paper 

What high-level financial policy objectives should the Reserve Bank have? (Chapter 
2) 

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? 
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)? and 
c) Should ‘efficiency’ remain a high-level objective of the Reserve Bank, or should it be demoted to a 
lower tier of the legislation? 
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? 
b) Should ‘competition’ be promoted to a high-level objective of the Reserve Bank, or should it remain 
as a lower-tier objective? 
c) Should ‘consumer protection’ be added to the Reserve Bank’s objectives? 
d) Should ‘public confidence (or trust)’ be reinstated as a high-level financial policy objective of the 
Reserve Bank? 
e) Are there any other objectives you think the Reserve Bank should be given? 

 

As stated above, Tower believes prudential supervision and regulation should be 
separated from the other functions of the Reserve Bank. 

A separate prudential regulator should have objectives established that are clear and 
focused.  

The IPSA regime has soundness and efficiency as its high level objectives supported by 
principles that include market sustainability, protection of policyholders and the need to 
maintain market competition.  

In Tower’s view the protection of the constituents, or consumers, of the economic 
system, in particular the people of New Zealand, and financial system stability should be 
the primary objectives for a prudential regulator. Other objectives might be considered 
supporting principles. In the context of the general insurance industry, prioritising 
policyholder interests over other considerations will help the prudential regulator take in 
to account the ultimate impact of its decisions on policyholders rather than prioritising 
matters such as the efficiency of the system or the maintenance of competition which 
may, at times, be in direct conflict with the interests of the broader population.  

The primary arguments against prioritising ‘consumer protection’ amongst a prudential 
regulator’s objectives has been the operation of the ‘twin peaks’ model. Tower believes 
it is appropriate that the sufficiency and efficacy of the ‘twin peaks’ model (in particular 
the heavy reliance on self and market discipline) in its current operation be subject to 
scrutiny given the unique risk profile of New Zealand and that ‘consumer protection’ be 
elevated as a primary objective of the prudential regulator. 

In addition, in Tower’s view it is critical that the prudential regulator have sufficient 
resources, in particular capability and capacity, to fulfil its duties. Those matters are best 
addressed separately to this consultation, however it is Tower’s view that to support 
those issues, there would be benefit in increasing the focus and attention of the 
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prudential regulator on its primary responsibilities and that this could be best achieved 
by the separation of the prudential role from the functions of the central bank. 
 
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? 
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? 
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. 
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. 
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? 

 
As outlined above, the establishment of a specialist body (the NZPRA model) would 
significantly enhance the New Zealand prudential regulation and supervision landscape. 
The reasons for preferring this approach include: 

 Ability to invest and grow skills, information and strategic outlook on industry 
issues; 

 Opportunity to grow a focused organisational culture; 
 Less potential for distraction and conflict; 
 Clearer and more focused mandate and authority; and 
 That apart from at very senior levels, there would appear minimal real existing 

synergy in the current Reserve Bank structural design given the insignificant 
overlap between prudential and monetary policy and systemic oversight roles.  

The potential additional cost or overhead of a separate body in our view would be 
overcome many times over by the additional benefits and risk mitigation achieved 
regarding the overall financial system. 

The NZFSA model proposed would potentially compromise the now embedded market 
conduct mandate of the FMA which in Tower’s view does not require fundamental 
redesign. 

 

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

In Tower’s view, an approach to governance where a group of diverse, skilled and 
experienced professionals participate in an effective environment to collaboratively 
make decisions will be significantly more effective than the autocratic role of a single 
decision-maker. 
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