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9 February 2019 By email

Mr Bernard Hodgetts

The Treasury

WELLINGTON

Dear Bernard
Reserve Bank Act Review - Phase ll

Thank you for the opportunity to provide input on the questions set out in the November 201-8
consultation paper on phase ll of the review of the Reserve Bank Act.

My responses are set out in the attachment, following each group of questions. ln each case I have
provided an indication of my view, along with an outline of the thinking that lies behind that view.

I have endeavoured to organise my responses so that, taken together, they might be seen as 'adding
up'toa'coherentwhole'. lfyouhaveanyquestions,ineitherthatoranyotherrespect, lwouldbe
happy to elaborate, either in writing or in person.

There are two - closely related - general themes that have occurred to me in preparing this input.
Those are that, in updating the Act, there should be a focus on achieving, to the greatest extent
possible:

o Clarity of prescription. This does not mean that the Act should include a whole lot of detail
but, in all that it prescribes, it should give the Bank a 'clear steer'. This should not be left
such that they could mean quite different things to different people.

o Credibility. I think 'credibility' should be as much the touch-stone for 'financial stability
policy'as it has become for monetary policy. One of the learnings from the GFC has been
that 'constructive ambiguity' is more likely to be destructive than it is constructive.

My responses are provided in an independent, personal, capacity and not on behalf of any
organisation. They draw on my experience at the RBNZ (1976-2006) as well as from a short time in
corporate banking and the last 10 or so years working on central banking matters internationally.

I have also drawn quite extensively on the recent book, "Unelected Power - the quest for legitimacy
in central banking and the regulatory state", by Paul Tucker (former Deputy Governor of the Bank of
England). This provides, I think, an especially good treatment of many of the questions in your
consultation paper, especially in parts lll and lV of the book.

Bruce White

[1]

[1]



Attachment: Questions for consultation  
 
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)?   

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

 
Responses  
 
Expression of financial stability policy objectives 
 
I doubt that it will be possible to get very far on finding a form of words to specify more tightly 
the objective, or purpose, of ‘financial stability’ policy.  At least not as far as having an objective 
that is capable of being expressed in terms of a summary quantitative measure of outcome or 
‘risk appetite’ (say, a 1:100, or 1:200 year event).  The latter strikes me as inappropriate 
because: 
 

• Bank failures almost always are the result of failures from within (failures of risk 
management/governance), not external ‘shocks’.  That was the case with the series of 
financial sector failures in NZ in the late 1980s/early 1990s, and also with the finance 
company failures last decade.  The problem on both occasions was, on Minsky’s 
categorisation of lending, too much ‘Ponzi’ lending – from which failure, in time, was 
more a certainty than a shock (even a 50% or 60% capital ratio would not have saved 
many of the finance companies that failed).     
 

• Such measures have little practical meaning.  If a crisis occurs after, say, 25 years, does 
one have to wait another 75, or 175, years to establish whether the policy objective was, 
or was not, achieved?  

 
• The experience is not good. During the GFC, risk modellers in banks that had used 

statistically-based approaches were utterly confounded.  As reported by Andy Haldane, 
Executive Director Financial Stability at the Bank of England:   

Back in August 2007, the Chief Financial Officer of Goldman Sachs, David Viniar, 
commented to the Financial Times: “We are seeing things that were 25-standard 
deviation moves, several days in a row”.1    

                                                           
1 In Why banks failed the stress test, a speech by Mr Andrew G Haldane, Executive Director, Financial Stability, 
Bank of England, at the Marcus-Evans Conference on Stress-Testing, London, 9-10 February 2009. 
 



With Mr Haldane going on to point out that a 25-sigma event would be expected to occur 
once every 6 x 10124 lives of the universe! Statistical modelling has its uses, but as a basis for 
expressing financial policy objectives, or risk appetite, I think is not one of them.   

 
That said: 
 

• Subject to policy decisions to be taken on your questions 5-9 below, specification of the 
objective of the RB’s prudential supervision role as being to seek to protect the interests 
of depositors would help.2  It would help to bring a sharper focus to bear.  If a ‘depositor 
protection’ role is not favoured, an alternative could be to specify the purpose of 
prudential supervision as being to seek to ensure the ‘solvency’ of banks.  The word 
‘solvency’– the ability of banks to pay their obligations (in central bank money) – gets closer 
to the purpose of prudential supervision than do any of ‘stability’, ‘soundness’ or ‘public 
confidence’, all of which skirt around that.  

 
• There is still a lot of scope further to develop ‘indicators’ of solvency/incipient insolvency 

(for individual institutions and in the aggregate).  Techniques and frameworks for 
tracking the financial system are still in their infancy, compared with those we have for 
tracking the ‘real’ economy.  Areas where the information/data seems to be light include 
on: 
 Credit quality (on- and off-balance sheet) – something that is critical to be able to 

track given that banking crises almost always stem from erosion of credit 
standards. We know a lot more about other things like capital and funding 
structures than we know about banks’ loan portfolios. Banks go bankrupt on the 
asset, not liability side of the balance sheet. Stress-tests provide a potentially 
excellent way in to assessing and tracking credit quality.  
  

 Inter-bank exposures (from placements/loans, MRR, settlements, etc.) – 
something that also is important given that inter-bank credit exposures are at the 
heart of systemic risk. If inter-bank exposures are well controlled, the risk of the 
failure of one bank bringing down others is substantially diminished. 

 
But, as above, I cannot see any sensible way to condense everything into a single summary 
measure of financial (in)stability, i.e., there is no financial stability counterpart to how the CPI is 
used as a target for monetary policy.   That said, neither is the CPI quite the summary measure 
for monetary policy that it once was thought to be.  It is now recognised that what’s happening 
with inflation (stability in a purchasing power of money) needs to be assessed across a range of 
indicators, in a broader context, and over longer horizons, than was once thought to be the 
case. To be sure, whilst anchoring inflation expectations retains centre-place, there is a lot more 
to it that calibrating the central bank’s policy rate according to movements in CPI data. In other 

                                                           
2 And also of insurance policy holders.  The focus in this submission on the RB’s role as prudential supervisor is 
on banks/deposit-takers, but that is not to overlook that the RB also supervises insurers.  The latter role, in 
some respects, does not fit naturally with central banking but, in a small country, I think it makes sense to have 
a single prudential supervisor.  The matter of whether that function should remain in the central bank is 
addressed in response to questions 10-15 below. 
 



words, when it comes to expressing objectives, I don’t think there is nearly as much difference 
between ‘monetary policy’ and ‘financial stability policy’ as is often made out.3  

 
More than that, monetary policy and financial stability policy have come to be understood as 
being much more joined-up than used to be the case. In the countries at the centre of the GFC, 
the abrupt tightening in the issuance of commercial bank money, that is, the sharp tightening in 
banks’ credit standards and pricing, needed to be offset by exceptional easing, and expansion of 
the issuance, of central bank money.  That was needed both to maintain financial stability, and 
to head off deflation/depression.  We now better understand that maintenance of ‘monetary 
stability’ entails maintaining stability in both:  

 the price level , i.e., the rate of exchange between money and ‘things’ and 
 the solvency of banks, i.e., stability in the rate of exchange between commercial 

bank money and central bank money.4 
 

From which I propose reformulation of the current statement of purpose in s.1A of the RB Act 
along the following lines (the words the follow would need to be finessed, but the idea 
hopefully is clear): 
 

(1) The purpose of this Act is to provide for the Reserve Bank of New Zealand, as New 
Zealand’s central bank, to be responsible for maintaining monetary stability in New Zealand, 
by:  

(a) managing its balance sheet, including the terms on which it issues its own 
liabilities, to maintain stability in the New Zealand dollar as the standard of 
monetary value;5  and  

 

(b) prudentially supervising registered banks to maintain the stability of bank 
deposit liabilities consistent with those also being a store of monetary value and a 
means of making monetary payments; and  

;   

                                                           
3 This view seems now to be more widely held amongst leading academics and central bankers than it was.  
For instance, Rogoff (2016) has taken the view that “…central bankers were too ready to believe that inflation 
targeting and simple rules would essentially eliminate any need for trade-offs.  The experience of the past 8 
years has shown how wrong that view is” (p.194) and “A central question…is whether practitioners have taken 
inflation-targeting evangelism too far, and now the approach needs to be re-thought to recognise the trade-off 
between flexibility and commitment, once thought to be resolved.” (p.232).  
 
4 This corresponds with Tucker (2018) who put the same point in almost exactly the same way: 
 “…we should think of ‘monetary system stability’ in this broad sense as having two components: 
 1. Stability in the value of central bank money in terms of goods and services; 
 2. Stability of private banking-system deposit money in terms of central bank money” (p.446). 
5 This encompasses setting the OCR, open market operations, fx intervention/operations, currency issuance 
and the RB’s role as lender of last resort.  It also ties in the sections of the Act dealing with issuance of currency 
and legal tender (which as expanded on later, need in any event to be looked at in relation to developments in 
relation to ‘e-money’. The RB has already aligned its internal management structure with this ‘end-to-end’ 
conception of ‘monetary policy’.   
 



(c)  carrying out other functions, and exercising powers, for this purpose, as specified 
in this Act. 

 
(2)  In pursuing these objectives, the Reserve Bank shall seek to: 
 (a) maintain stability in the general level of prices over the medium term whilst 

supporting maximum sustainable employment; and 
 

(b)  conduct its prudential supervision in ways that are consistent with continued 
development of a viable, competitive and innovative banking industry. 
 

(3) This section does not limit the functions or powers given to the Bank by any other 
enactment. 

 
 
Key aspects of this formulation are that: 
 

• It provides an integrated statement of purpose, consistent with fostering an integrated, rather 
than ‘siloed’, central bank.  The ‘siloisation’ of central banking into separate ‘monetary policy’ 
and ‘financial stability’ functions, and the relegation of one to the other, is widely viewed as 
one of the big problems to have emerged in central banking pre- the GFC. 
 

• It clarifies what ‘monetary policy’ actually is, something that in the present Act is left entirely 
vague. In the 1970s monetary policy was implemented by regulating commercial banks’ 
balance sheets;6 nowadays it is implemented by the central bank using its own balance sheet, 
i.e., by adjusting the terms on which it issues its own liabilities in exchange for value.7  

 
Getting clear on these things is important for working out where so-called macro-prudential policy fits 
in. This matter is not covered by the Consultation Document questions but I think warrants a 
comment.  For me macro-prudential policy is not, and should not be construed as, a new ‘third limb’ 
to central banking.  Rather, it entails prudential supervisors bringing a macro perspective to their 
supervisory role.  That includes: 

• Recognising macro-developments, for example, if credit in the aggregate is expanding rapidly, 
taking that as a prompt to sharpen the supervisory focus on whether banks’ credit standards 
are deteriorating.  
    

• Recognising inter-bank exposures as a source of systemic risk.   
 

                                                           
6 Using approaches that nowadays would be described as ‘macro-prudential’ policy.  
 
7 The terms on which central banks issue their liabilities encompass both pricing and credit terms, although 
mostly, they confine themselves to the pricing (interest rate) component; ‘credit easings’, for example, during 
the GFC when central banks extended their operations to include buying RMBS and commercial paper, having 
been very much the exception. By contrast, commercial banks, in managing the terms on which they ‘issue their 
(deposit) liabilities’ (i.e., lend) focus mainly on their credit terms, with interest rate margin for risk playing very 
much a secondary role.  
 



I see no need for separate (statutory) provision for a ‘macro-prudential’ role; it is no more than what 
prudential supervision should be doing anyway.  As noted by Tucker (2018), macro-prudential policy 
“Too often [is] described as macro-prudential instruments, [when] they are standard prudential 
regulatory measures used in pursuit of macro-prudential (or system-wide) goals” (p.468).  Macro-
prudential policy, to my mind, is all about managing the intersection of the ‘monetary’ policy and the 
‘prudential’ policy roles; and entails issues that are about: 

• How to ensure that the macro and system-wide perspectives mentioned immediately above 
are brought into the supervisory role; 

• Whether/to what extent prudential supervision has an (active) ‘macroeconomic-stabilisation’ 
role; and 

• Whether/to what extent, monetary policy has a role to play in supporting maintenance of 
‘financial stability’ e.g., leaning against the credit cycle. 

 
These are things for the RB to manage as part of its – joined-up – monetary policy and prudential 
functions.  Including a separately specified macro-prudential role, I think, more likely would frustrate 
than support a more ‘joined-up’ approach, i.e., it would risk creating another ‘silo’. 

 
 

What about efficiency? 
 
Assigning the RB a responsibility for protecting deposits I expect would bring a ‘sharpening of 
focus’ to the Bank’s prudential supervision role.   
 
But there is also a risk of going too far.  With a responsibility for protecting depositors’ funds, 
the RB could become excessively risk averse.  Central banks in their relationships with their 
‘customers’ (the banks) do not face the same balance of incentives faced by commercial banks 
in managing their dealings with the customers to which they have risk exposures.  If a 
commercial bank under-manages that risk, it ends up with loan losses; and if it over-manages 
the risk, it ends up losing good (profitable) customers to other banks.  There is a healthy tension, 
which helps to maintain the appropriate balance (though by no means a perfect balance; we still 
have credit booms and busts, and the risk of failure is far from sufficient to eliminate failures).    
 
However, if a bank supervisor ‘over-does it’, the ‘supervised’ do not have the option of finding 
another one.   How then to establish the right balance – between enabling the banks to play the 
credit intermediation role whilst at the same time maintaining the monetary character of their 
deposit liabilities?  There is no question that there is a trade-off to be managed. Tucker (2018) 
quotes a former Governor of the Bank of England as follows: 
 If society wanted a largely risk-free financial system [the authorities] could indeed 

produce one.  But this would only be at enormous cost   … [in terms] of the services to 
industry and commerce (p.461) 

 



I don’t have a ‘silver bullet’ on this issue, and suspect that there isn’t one.  The best I have to 
offer is that: 

• The trade-off should be recognised in the expression of the statutory objective; hence the 
words in 2(b) of the formulation above: “consistent with the continued development of a 
viable, competitive and innovative banking industry” (these being drawn from s.2A of the 
Australian Banking Act 1959.)   

• It is a trade-off that should be kept reasonably ‘front and centre’ in the RB’s analysis and 
consultative activities. The Bank clearly has sought to do that with its recently released 
proposed changes to capital requirements for banks, with those having been characterised 
as based on a 1:200 year (crisis) standard.  However, as above, I don’t find that 
characterisation informative (but the analysis provided of previous crises, and by PwC on 
(current) cross-country comparisons, is helpful).  Tucker (2018) points to stress tests as being 
the most promising way forward, in noting that: 

At the level of high policy, [stress tests] will help legislators think about the degree 
of resilience they want to require in the financial system, about how well the regime 
is working, where it needs reform, and where delegated responsibilities should be 
rejigged (p.478).8  

• Strengthened governance for prudential policy-making could help with establishing and 
maintaining the desired trade-off between resilience and “continued development of a 
viable, competitive and innovative banking industry”.  I address this further below, in 
relation to questions 20-22 below (on governance). 

 
And a couple of further, more specific, points re efficiency, in relation to ‘allocative’ and 
‘dynamic’ efficiency: 
 

• I consider it to be a core principle that central banks should seek to avoid influencing the 
allocation of credit within the real economy.  The role of central banks is to provide an 
under-pinning, not a substitute, for a credit-based monetary system that is market-
based.  That suggests, with respect to allocative efficiency, that the RB should embrace 
allocative neutrality.  Reference in the Act to the Bank being required to ‘have regard 
for’  or to ‘promote’, ‘efficiency’ could be taken as requiring a more active ‘allocative 
role’, the opposite from what most probably have in mind. (Some, for example, might 
take a requirement to promote ‘efficiency’ as requiring an approach that seeks to 
‘correct’ identified ‘market failures’, say, by way of a preferential, or penalty, ‘risk 

                                                           
8 This is not to imply a view, at all, on the capital proposals that the Bank recently has put out for consultation; 
only that well-developed stress testing methodologies provide a good framework for coming to a view on 
where prudential standards might appropriately be pitched.  
 



weights’, or LVRs, for the affected sector or activity.  Or even that the RB in its own 
operations should be willing to take claims on such sectors as collateral.)9, 10    
 

• An emerging regulatory practice is to facilitate innovation (dynamic efficiency) by 
making make provision for experimentation, trials etc. – the so-called ‘sandbox’ 
approach.  A specific framework for allowing developments not catered for, or 
permitted by, the existing regulatory framework, on a limited basis (by scale, time etc.) 
can be a way to enable innovation without exposing the whole ‘system’ to unacceptable 
risk; or delaying progress until the ‘base’ regulatory  framework is updated.  In updating 
the supervision, and payments system, parts of the RB Act, I think it would be worth 
considering whether ‘sand-box’ arrangements should be provided for. 

 
These considerations suggest to me that general reference in the Act to ‘efficiency’ is something to 
be avoided.   It is a term that has too many different meanings to be helpful.  Rather, where it 
is thought that the concept has application, then it should be reflected in meaningfully specific 
terms, but otherwise left out.  The efficiency ‘hand-wave’ in the present Act probably has not 
been helpful.   Examples of where it might be appropriate to make specific provision include: 

• By way of the words “in ways that are consistent with the continued development of a 
viable, competitive and innovative banking industry” in 2(b) of the statutory statement of 
purpose proposed above;  

• By (somehow, I am not sure exactly how) reflecting the principle of ‘allocative neutrality’ 
(which, as per footnote 12, is relevant to the RB’s monetary operations as well as to its 
prudential supervision role).  

• By including statutory provision for ‘sand-box’ arrangements in the banking and payments 
systems (in the interests of facilitating innovation/’dynamic efficiency). 

 
***  

                                                           
9  If that seems to suggest differential risk weightings in the capital adequacy regime are inappropriate, I don’t 
think that necessarily follows: failing to differentiate according to identifiable differences in risk would be to 
bias credit against ‘low-risk’ uses.  But I do think there is a need to be very alert to unintended (allocative) 
consequences; and also to be very wary about getting into levels of detailed differentiations that have the RB 
intruding, without demonstrably adequate justification, in commercial management by banks of the risks and 
opportunities they face.  
 
10 The principle of allocative neutrality also has application to monetary policy – the  RB should generally 
confine the ‘collateral’ it takes in exchange for its own liabilities to claims on government and claims on 
financial intermediaries. Going beyond that entails becoming directly involved in allocation of credit within the 
wider (real) economy.  It is well to recall that up until the latter part of the 1980s, the RB’s operations included 
operating as a large scale commercial lender to the primary sector of the NZ economy.  



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?  
 
 
Responses 
 
My responses on these questions, in summary, are that: 
 

• The Bank having both ‘price stability’ and ‘financial stability’ objectives is not a problem 
– given that they are two parts of the same thing, i.e., ‘monetary stability’. They are 
almost entirely complementary.    

 
• There is a need for clarity on which agency (amongst the RB, FMA and Commerce 

Commission) has (lead) responsibility for each of the different aspects of 
supervision/regulation of the financial system (prudential, conduct, competition policy 
etc). 
 

• The current allocation of responsibilities, as I see things, is:  
o Competition and consumer protection policy (including the Fair Trading Act and 

the Credit Contracts Act) – the Commerce Commission  
o Prudential supervision of deposit-takers (and insurers) – the RB 
o Securities market regulation/supervision – the FMA 

 
I don’t see a compelling case for changing this basic allocation of lead roles. 11    

  
The first of the above points is covered by my response to question 1 above.  The only thing to 
add here is that the price stability and financial stability elements of maintaining monetary 
stability have proved to be complementary rather than (potentially) in conflict.   The view 
sometimes is expressed that they could be in conflict, in particular, that there could be 
pressures to ‘go soft’ on monetary policy to avoid financial instability (bank failures). But that 
view receives (much) less weight now than it used to. During the GFC, the risk was far from 
monetary policy accommodation resulting in inflation; rather the issue was whether, in the face 
of impending implosion of the commercial monetary system, central banks could do enough to 
avoid deflation.  There was no conflict between monetary policy and financial stability 
objectives – they were totally aligned.      
 
Within the supervisory/regulatory sphere, clearly there are overlaps.   

                                                           
11 Competition and consumer policy may not seem natural bed-fellows, but John Vickers makes a good case for 
why they are.  See Vickers, J. Economics for Consumer Policy, British Academy Keynes Lecture, 29 October 
2003 



 
The Commerce Commission is the generic regulator of competition and fair trading 
(enforcement of the Fair Trading Act), with the latter including a more finance sector-specific 
role (enforcing the Credit Contracts Act).  
 
The FMA’s role is centred on regulation of the public issuance, and trading, of ‘investment’ 
instruments (‘securities’) – with a focus on disclosure (full, fair, continuous, disclosure).  There 
are both ‘investor protection’ and ‘market protection’ objectives.  In some respects, the role can 
be seen as a ‘carve out’ from the general consumer protection regime, for those of the public 
making ‘investments’ (although, as above, the consumer protection role for borrowers remains 
with the Commerce Commission (the Credit Contracts Act)).12  
 
These are broad functional regimes, focused on markets and conduct.  They span all public 
markets, issuers/managers of ‘securities’ and providers of ‘credit’, as well as fair trading in the 
general.  That includes where the banks are involved in any of those.  
   
The Reserve Bank’s supervisory role takes a different cut, being more narrowly focused on the 
solvency of those institutions that issue deposits.  The focus is more ‘inward’, on banks’ financial 
management, with a view to ensuring that banks have financial capability to honour their 
deposit obligations, rather than ‘outward’, on the conduct of their customer relationships.    
 
But, obviously, there are overlaps.   All the banks extend credit to the public, most if not all are 
in some form of ‘securities business’ with the public (either as issuers or as ‘investment 
managers’) and all are ‘in trade’ with the public, and also subject to competition law.  The roles 
of the RB, FMA and Commerce Commission, therefore, all intersect.   
 
Another area of overlap is with respect to payment and settlement systems – again with all of 
the RB, FMA and Commerce Commission/MBIE involved – the RB and FMA as joint regulators of 
‘designated’ securities settlement systems; and both the RB and Commerce Commission with 
roles in overseeing/regulating payment systems (from risk and competition perspectives, 
respectively). 
 
The updating of the statutory basis for the RB’s financial stability role provides an opportunity to 
take stock of who is responsible for what, and to check that the respective statutory frameworks 
take adequate account of the overlaps. Also, there have been recent proposals from the FMA and 
RB to extend the scope of financial sector ‘conduct regulation’ (in their recent report: ‘Life Insurer 
Conduct and Culture; Findings from an FMA and RBNZ review of conduct and culture in New Zealand 
life insurers’, January 2019).  I note additionally that the Australian Royal Commission has taken the 
view that APRA should give more attention to the conduct of the banks they prudentially supervise.      
 
I think the preferred approach on this matter (of multiple/intersecting) roles is to be as clear as 
possible on which agency has primary/lead responsibility for which function (prudential, 
securities market regulation, competition policy and consumer protection), and, perhaps, to 

                                                           
12 Which raises a question whether the Credit Contracts Act is a better fit with the Commerce Commission or 
the FMA?  Does enforcement of ‘fair trading’ in provision of credit services have a better fit with the 
Commerce Commissions broader role in relation to fair trading, or the FMA’s more specialised orientation to 
fair trading in ‘things financial’?   
 



include a statutory obligation to assist/collaborate in areas of overlap e.g., the RB Act could 
include a provision requiring the RB to support and assist: 

o the Commerce Commission with respect to matters involving competition and 
consumer policy in the banking sector; 

o the FMA on matters in respect of the application and administration of securities law to 
banks (and insurers) 

[With corresponding provisions being included in the FMA and Commerce Commission 
legislation.] 

 
This would be consistent with, and serve to promote, collaboration (as in the recent case of the 
FMA and RB collaborating on the conduct issues in the banking and life insurance sectors); 
whilst making it clear who is accountable for what.  I favour this kind of approach over 
extending the RB’s role to include competition, and consumer protection/conduct objectives.  
The latter, if also applied to the FMA and the Commerce Commission, would end up with 
‘everyone being responsible for everything’.  NZ does not have the resources for that, it could 
prove to be less effective than under a regime which more clearly assigns responsibilities.    
 
Such an approach would also support the role of the Council of Financial Regulators.  Which 
raises the question whether that should be put on a statutory footing.  I think probably not. 
Unless it is to have statutory decision-making or other powers (which I think it should not have, 
those properly resting with the accountable agencies and with Ministers), it is probably better 
left as an informal body, serving as a vehicle by which the relevant agencies can fulfil their 
(statutory) duty to collaborate.  
 
Coming back to the Reserve Bank Act as such, the approach just outlined – of assigning the RB 
responsibility for supervision of deposit-takers, with support roles in relation to competition and 
consumer protection policy in the banking sector – is predicated on the phase II changes to the 
RB Act (further) confirming a clear boundary between what is a ‘deposit’ and what is an 
(investment) ‘security’ – thus establishing clear lines of demarcation between the scope of 
application of ‘securities regulation’ and of ‘prudential supervision’.  That to be based on there 
being a fundamental difference between placing a deposit with a bank and subscribing for an 
investment (whether an investment in a bank, e.g., by way of subordinated debt or an equity 
investment, or with any other issuer).  
 
That demarcation was largely removed under the 1986 RB (Amendment) Act, when deposit-
taking by banks was made subject to the prospectus requirements of the (then) Securities Act.  
But was re-instated under the Reserve Bank Act 1989, which established a separate disclose 
regime for registered banks.  I think it important under the updated RB Act should retain, if not 
strengthen, that distinction between:  
  
 a ‘deposit’, as a ‘monetary’ instrument; and  

 
 debt securities (spanning a full range of risk, from ‘prime’ to ‘junk’, with a regulatory 

regime that underpins the integrity of the primary and secondary markets for, but not 
the value of, such securities).    

 
Currently, commercial bank ‘deposits’ fall somewhere between a debt security (“the risk is on 
you”) and central bank money.  I elaborate on this aspect further in relation to your questions 
on the ‘regulatory perimeter’ and ‘deposit protection’ 



The payments and settlement systems 
 
A matter not covered by the consultation paper is oversight of the payments clearing and 
settlement systems/depositories. These pieces of financial system infrastructure raise issues of 
prudential and operational risk, as well as competition and consumer policy.   Currently: 

• the RB has oversight of the risk aspects, with the FMA as co-regulator of securities 
settlement and depository systems; 

• the Commerce Commission has responsibilities in relation to competition and consumer 
policy, e.g., it took proceedings against the credit card companies/banks on interchange 
and ‘no surcharge’ rules in 2008/9, and has since had involvement with issues relating to 
credit card surcharges and fees; 

• MBIE is doing policy work on reform of/innovation in the retail payments system, e.g., in 
respect of ‘open banking’ i.e., portability of customer information amongst banks, to 
facilitate competition.  

 
I am no longer close enough to these things to have a definite view on how best to organise 
responsibilities in this area.  But I am far from sure that the present configuration is best.  We 
have two agencies (the RB and FMA) with regulatory roles in relation to, in effect, just one 
wholesale system, that is, if we take account of: 
 

• two of the four such systems currently ‘regulated’ by the RB (ESAS and NZ Clear) being 
owned and operated by the RB itself (should the RB need to regulate itself?);   

• another (CLS Bank) being essentially outside of NZ.  CLS/ESAS settle the NZD leg of fx 
transactions, and account for the single largest amount of daily NZD settlements.  CLS is 
a global ‘co-operative’, owned by 69 leading international banks, headquartered in New 
York and with lead oversight provided by the New York Fed.  Does that leave much for 
the RBNZ to do by way of supervisory oversight? 

Which leaves just the New Zealand Clearing and Depository Corporation system, operated by 
NZX, as only wholesale system under joint RB/FMA regulatory oversight.  

The retail payment systems (for clearing and settling cheque, credit and debit card, EFTPOS, 
electronic/internet banking, and ATM transactions), is subject only to information gathering 
powers (under the RB Act).  The relevant entities are also subject to general competition and 
consumer law, with policy in respect of that resting with MBIE, and application/enforcement 
with the Commerce Commission.  Thus, all of the RB, MBIE and the Commerce Commission are 
involved with risk, innovation and competition in the retail payments system.    

Which leaves a general question about whether payment and settlement system policy and 
oversight in NZ is more fragmented, and less focused, than it could be.  On the one hand, this may 
not matter much. Even with fragmentation, the resource costs currently do not seem to be all that 
great, and the stakes are not nearly as high as for prudential supervision and monetary policy.  On 
the other hand, payments system policy and regulation, analytically, is a particularly challenging area 
of work (involving, for instance regulation of ‘two-sided’ markets, and technically complex systems).  
This suggests to me that there may be advantage in centralising the role, so as to achieve a ‘critical 
mass’ of the necessary skills and expertise.  

In Australia in 1998, oversight and regulation of virtually all aspects of the payments and settlement 
system, including roles that hitherto had resided with ASIC and ACCC, was centralised in the RBA.  



The RBA since has played a strong, leading, role in overseeing and fostering development of modern, 
competitive and innovative payment and settlement systems for Australia (which 30 years ago were 
probably ‘behind’ NZ, but now appear to be moving ahead of those in NZ).13 Phase II of the review of 
the RB Act provides an opportunity to consider whether the same, more centralised, approach 
would be appropriate for NZ.    

*** 

  

                                                           
13 This move followed the recommendations of the Wallis Committee – and was widely seen as something of a 
counterpart to banking supervision being moved out of the RBA, to the new (centralised) prudential supervisor 
(APRA).  



Who does the Reserve Bank regulate and how should the regulatory perimeter be set? 
(Chapter 3)  
 
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?  
 
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?  
 
Responses 
 
Non-bank deposit takers 
 
The Australian ADI regime seems to make sense, and to have worked reasonably well.  It has long 
struck me that NZ’s ‘non-bank deposit taker’ category of institution is something of an oxymoron.  
Traditionally, only ‘banks’ issue ‘deposits’; everyone else issues ‘securities’.   In other words, if an 
institution issues deposits, then to my mind, irrespective of what it is called, it is a ‘bank’ and should 
supervised as such.   

 
A little bit of history may be helpful here.14 The current ‘supervisory boundary’ has its origins in 
arrangements introduced by the 1986 Reserve Bank (Amendment) Act.  This Act provided for the 
registration of new banks, and introduced ‘prudential supervision’.   At the time, it was envisaged 
that the boundaries between ‘banks’ and ‘non-banks’ and ‘firms’ would become increasingly blurred 
and, eventually, possibly even fall away.  The regulatory regime was designed to accommodate that 
evolution.15 In particular, the intention was that the regime for registering banks would allow for a 
broad conception of a ‘bank’ (with registrations being based mainly on assessment of the applicants 
‘standing’ and ‘capability’, and also provided that the RB could ‘specify’ (systemically-important) 
non-bank institutions,  thus making them also subject to ‘prudential supervision’.  However, 
supervision, for banks and non-banks, was to be confined to collecting data, and crisis management 
intervention powers; there was to be no prudential ratios or standards.16  Consistent with this 
overall approach, deposit-taking by banks was made subject to the prospectus requirements of the 
Securities Act – bank deposits were considered a debt security in essentially the same way as any 
other security issued to the public.   
 
However, that ‘direction of travel’ in the regulatory regime was ‘adjusted’ with enactment of the 
1989 RB Act.  The ability to ‘specify’ non-bank institutions was dropped, provision was made to apply 
(a confined set of) prudential standards to banks, and the requirement for banks, in respect of their 
‘deposit-taking’ business, to comply with the prospectus requirements under the Securities Act was 
replaced with provision for the RB to develop a separate disclosure regime for banks.  
 

                                                           
14 A more comprehensive account of the relevant history is given in White (2013). 
  
15 See Reserve Bank of New Zealand (1986). 
 
16 Although, in the event, new bank registrations were made conditional on the bank maintaining ‘adequate 
capital’ , with the meaning of adequacy coming to be taken as meeting the Basel I standard.  The four existing 
‘trading banks’, which were deemed to be registered, were asked to comply ‘voluntarily’.   



These changes reflected a number of issues that had arisen under the 1986 Act.  One was that 
‘specification’ could give non-bank institutions a standing in the market that was not warranted – 
particularly in the light of the Bank having no supervisory role with respect to prudential standards.  
(While that was also the case for registered banks, the RB could screen registrations in a way that it 
could not in the case of ‘specified institutions.)  Issues had also arisen with banks’ deposit-taking 
business being subject to the Securities Act prospectus requirements – hence the shift to separate 
disclosure requirements for banks, under the RB Act.  
 
The current ‘non-bank deposit-taker’ category of institution is a remnant from those earlier days.  
While the 1989 Act re-instated a clearer distinction between banks (now subject to some prudential 
standards) and non-banks, it left the latter as being able to represent themselves as ‘deposit-takers’ 
but subject to no prudential standards (other than those they  established themselves with their 
trustee).   In the mid-2000s a further, incremental, step was taken with ‘finance companies’ (along 
with building societies and credit unions) then being made subject to prudential standards set by the 
RB, but still ‘monitored’ by their trustees, and still with the ability to represent themselves as 
deposit-takers.  This in fact, formalised the ‘non-bank deposit taker’ category of institution.   
 
The logical next step, now, is to remove the remaining element of what has been a ‘half-way house’ 
and to require ‘non-bank deposit takers’ to decide whether they wish to be a ‘deposit taker’ – in 
effect a bank – or an issuer of debt securities.  The precise details of how the boundary between 
‘deposit-takers’ and issuers of ‘securities’ would need to be worked out. But prohibiting (for anyone 
other than a bank) use of the word ‘deposit’, in addition to the existing prohibition on use of the 
word ‘bank’, would be a good place to start, and may even be sufficient.   
 
There would also be the question of whether any deposit-taker registered as a bank could ‘call’ 
themselves a bank (and use the word ‘bank’ in their name).  I understand that Australia introduced 
the Authorised Deposit-taker moniker to enable some differentiation between ‘banks’, traditionally 
thought to be sizeable ‘commercial’ institutions, and the likes of credit unions and building societies, 
which mostly are small and community-based.   My leaning would be to avoid a ‘two-tier’ regime, in 
the interests of enabling competition and innovation, i.e., to fully enable smaller deposit-takers to 
‘snap at the heels’ of larger banks.   

 
 
Is there a need for flexibility in the prescription of the supervisory boundary? 
 
There is logic in having some inbuilt flexibility in the prescription of the boundary, to enable ‘shadow 
banks’ to be brought within the supervisory perimeter in a timely manner.  This recognises the 
possibility that institutions can come to be regarded by the community as if they were banks 
(deposit-takers) even though, ‘technically’, they are not.  The commonly given example is US ‘money 
market’ mutual funds, which have come widely to be regarded as ‘deposit takers’, and in the GFC 
had to be guaranteed by the US government to counter panic when a sizeable fund ‘broke the buck’. 
 
However, before jumping to conclusions on this matter, I think consideration should be given to the 
extent to which the ‘shadow bank’ issue stems from weaknesses/vagueness in existing boundaries. 
The NZ version of shadow banks last decade was ‘finance companies’ – which were able to promote 
themselves as ‘deposit takers’ and as ‘safe’ when, under the regulatory/supervisory regime they 
were subject to, they needed to be nothing of the sort.  I think if we can get the boundaries better 
established, the ‘shadow bank’ issue might not loom quite so large.  And that should boundary 
issues arise in the future, the focus should be as much on ‘shoring-up’ the boundary i.e., making it 
very clear what is and is not within the boundary, before resorting to extending it.    
 



That, I  think, points to a need for substantive due policy process before ‘regulatory boundaries’ are 
modified/extended; it should not be regarded as a mere ‘administrative’ matter for ‘the regulator’ to 
take care of.  Where boundary issues arise, it is as likely as not to be signalling something about how 
the statutory framework is coming under strain, such that change to the Act may be required.  The 
absolute minimum, I think, would be for modifications/extensions to the ‘boundary’ to be by way of 
a regulation-making power established by the Act (perhaps similar to the approach reflected in the 
existing sections 78(2) and s.81AA, for extending the scope of the Bank’s supervisory powers).    
 

*** 
  



Should there be depositor protection in New Zealand? (Chapter 4)  
 

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?  

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?  
 
 
Responses 
 
This is a ‘big question’. Some aspects are quite straight-forward whilst others are more far-reaching.  
 
At the outset, I doubt that it is any longer – if it ever was – credible to continue to maintain, 
officially, that the only money that can be relied on as money is the notes and coin issued by the 
Reserve Bank.   Nowadays we work, overwhelmingly, on the basis that bank deposit account 
balances are money and, it seems to me, to stretch credulity to maintain that all but a de minimus 
amount of those will be ‘bailed-in’ upon a bank becoming insolvent.  But perhaps that is more a 
matter for politicians than it is for policy advisers?   
 
Be that as it may, credibility/time consistency seems to me to go to the heart of the matter at least 
as much as it does with respect to monetary policy. And, without wanting to overstate the point, I 
find myself wondering a little about how it is that we (I think appropriately) see great importance in 
maintaining stability of money in its unit of account function (price stability) – so that we can get on 
with our economic lives without having to think about that; but take a quite different view in 
relation to the money that, overwhelmingly, we use as a monetary store of value and means of 
payment – the stability of which being something that we are all encouraged to think about quite a 
bit.    
 
The answer doubtless lies in the ‘moral hazard’ that goes with protection being afforded bank 
deposits.  And that is a real issue, plainly seen from what happened when the retail deposit scheme 
adopted during the GFC took in finance companies.  (The incentive facing depositors shifted toward 
chasing the highest return, resulting in relaxation of constraint on, and accelerated growth of, some 
finance companies that were taking on high risk lending.) 
 
But is the (credible) cure – narrow-banking, or even, taking that a step further, confining money 
issuance to central banking – worse than the disease?  Or putting the same point a different way, 
does placing overriding emphasis on avoiding moral hazard amount to adopting what, in effect, is a 
‘corner solution’ – one which solves one problem, but leaves a whole lot of others, such they the 
‘corner solution’ is neither credible nor optimal?   
 
I have long liked the way in which Corrigan (1990) addressed these matters,  nearly 30 years ago.  
What he had to say seems at least as valid today as then, and captures the essence of things far 



better than I ever could, so I quote at length (with points that go to the depositor protection 
question underscored by me): 
 
   … I believe it is fair to say that it is universally recognized that a particularly 

important function of a banking and financial system in a market economy is to help 
mobilize a society's savings and to rigorously and impartially channel those savings 
into the most efficient and effective uses or investments. That process is, of course, 
the very lifeblood of economic development and rising standards of living. As a 
corollary, it is also universally recognized that the banking and financial system must 
provide the vehicles through which payments for goods and services can be made 
quickly, efficiently, and safely in a context in which both the seller and the buyer of 
such goods and services have confidence that instruments used to make such 
payments will be honored and accepted by all parties to that transaction and to 
subsequent transactions. Without that confidence, the system simply cannot work. 
Stated differently, these crucial economic functions of mobilizing savings and making 
payments are often taken for granted. In reality, however, it is very difficult to forge 
a set of legal and institutional arrangements within which these functions are 
performed consistent with the often conflicting goals of free choice, economic 
efficiency, and safety and stability.  

 
Indeed, economic history tells us in wholly unmistakable terms that no society has 
found it easy to forge its financial institutions in a way that these goals are 
appropriately balanced. Even today, within and among the most successful of the 
industrialized countries of the world, there is great debate as to how best to go 
about that task. Certainly, that is true here in the United States. The reasons for the 
inherent difficulties in this area are an almost classic blend of political and economic 
considerations that have their roots in the crucial functions the banking system must 
perform in a market economy.  
 
To illustrate this, take the example of the typical household. Clearly a society's long-
term economic prospects are best served when such households make the decision 
to freely save some of their current income. But that's not enough since there must 
also be a way in which those savings can be mobilized and put to work in productive 
investments. That, of course, means that the household must see not only an 
inducement to freely save but it must also see an inducement to entrust those 
savings to someone or something else that can directly or indirectly put those 
savings to work in sound and productive investments. Under any circumstance, the 
household will see some risk in parting with its savings and it will expect to be 
compensated accordingly. But, and this is a very large but, under any circumstances, 
any household in any society will also want to maintain some fraction of its savings in 
the form of highly liquid assets, including assets which can easily be used to finance 
day-today and week-to-week transactions needs.  
 
For that reason a household's willingness to entrust its savings – especially its highly 
liquid savings – to some institution presupposes that it has confidence in the 
financial integrity of that institution. If that confidence is not there in the first 
instance, the society's ability to mobilize its savings will be compromised and its 



ability to reap the benefits of economic specialization in the production and 
distribution of goods and services will be undercut. Similarly, if that confidence is 
lost, households will simply rush to redeploy their savings, raising the specter of a 
flight to cash and/or to hard goods with all of its implications for inflation and 
destabilizing runs on banks.  
 
This, of course, is why confidence in banks is so crucial and this single factor goes a 
very long way in explaining why banking institutions and banking instruments have 
evolved in the way that they have over centuries. What this says, of course, is that 
no matter what the precise legal and institutional financial framework in a particular 
country, there are certain preconditions that must exist if the financial system is to 
be able to perform its essential tasks of mobilizing and allocating savings and 
facilitating day-to-day transactions. Thus, there must be a class of financial 
institutions and financial instruments that the public views as safe and convenient 
outlets for their savings where at least some fraction of those savings is highly liquid 
and can be used to make payments. The problem, of course, is that any institution 
that provides the public with access to financial instruments having those 
characteristics must be one that invests the public's savings carefully and prudently, 
but also invests those savings in a way that promotes economic efficiency and 
growth.  
 
In virtually all countries, the single, dominant class of institution that has emerged to 
play this crucial role as both the repository of a large fraction of the society's liquid 
savings and the entity through which payments are made is the commercial bank. 
Indeed, even in mature industrial countries with highly developed capital markets – 
such as the United States – the commercial banking system is still the most 
important single element of the financial system, especially when it is kept in mind 
that the capital markets rely very heavily on the banking system for day-to-day and 
standby financing facilities. But, from the earliest days of commercial banking, 
experience has repeatedly shown that the combination of functions typically 
provided by such institutions carries with it the unique risk that a loss of confidence 
in individual institutions can spread to the system as a whole. This, of course, is the 
so-called systemic risk phenomenon. And, as the broad sweep of history tells us, 
there are many instances in which the loss of confidence in financial institutions has 
caused major damage to the real economy. In other words, systemic risk is not an 
abstraction; it can be quite real.  
 
It has long been recognized by all governments that banking and financial 
institutions must be subject to at least some form of regulation or official oversight 
because the functions they provide are indispensable to economic success, even 
though these same functions-by their very nature-introduce potential risks that are 
capable of undermining the prospects for such economic success. I am fond of 
pointing out – and I will do it again in this context – that Adam Smith forcefully took 
this position in the Wealth of Nations. In most countries there is either an explicit or 
a tacit recognition that one of the crucial functions of the central bank is to help 
preserve and enhance the stability of the banking and financial system. Indeed, while 
the primary task of most contemporary central banks is viewed as the conduct of 



monetary policy, many central banks – certainly including the Federal Reserve – 
were established largely with a view toward preventing or at least containing 
financial shocks and disruptions (pp 25-28) 

 
 
I don’t think a lot more need be said on where deposit protection fits in, although there are 
a few points that I think can be added in the light of experience from the GFC.   
 
Some lessons from the GFC  
 
First (retail) deposit insurance probably does not provide the kind of underpinning for confidence in 
the banking system that it will have in the earlier eras, when banks were funded more 
predominantly by retail deposits.  This is evident from how authorities in the GFC moved also to 
guarantee wholesale funds, and also from how the authorities of a growing number of countries 
outside Europe (where the practice has a long history), have established arrangements by which 
banks can raise wholesale funding by way of ‘covered bonds’.  The latter reflects a policy concern 
that banks should have access to ‘reliable’ wholesale as well as (insured) retail funding during 
periods of panic.  Most authorities today probably would say that (retail) deposit insurance is 
necessary, but no longer sufficient (or as sufficient as it used to be).  New Zealand is in the highly 
unusual position of having established arrangements under which banks can raise wholesale funds 
(up to a capped level) on a ‘protected’ basis (by way of covered bonds), without any protection for 
retail deposits, resulting in the latter being, in effect, subordinated to the former.  Is that a 
credible/time-consistent policy? 
 
Second, the GFC has also brought much greater focus to the need for workable ‘resolution’ 
arrangements.   There is now greater appreciation of how it is not just the liquidity of deposits that 
matters, but also the role that banks play on the other side of the balance sheet. Deposit insurance 
arrangements, in their ‘vanilla’ form, envisage an insolvent bank being closed, with insured 
depositors being paid out (more or less) immediately by the insurer, and with the insurer having a 
consequential claim on the failed bank’s assets in the liquidation (under a right of subrogation).  
 
But for banks that are ‘too important to close’, that is not a feasible approach.  While this has been 
long-recognised in some countries whose deposit insurance schemes provide the ability for the 
insurer to fund a ‘purchase and assumption’ of the failed bank by a surviving bank – to keep the 
failed bank open, that relies on there being potential acquirers with the capacity to absorb the 
‘failed bank’ – typically a large bank to absorb a smaller bank.  It is an option that is not so readily for 
resolving a large failed bank.  Resolution in that case may be feasible by splitting the bank into, and 
separately resolving its different business lines (some sold, some wound down over time, some put 
into liquidation). The requirement for large banks to develop ‘living wills’ – including plans that 
would enable separation and separate resolution of different parts of a bank – is part of that.   
 
OBR is an alternative, but is acknowledged as just one of a number of approaches that could be 
adopted for resolving an insolvent bank.  Informed observers, I think, would go further and say that 
it most likely would not be appropriate: 
 

• Where the wider financial environment already is fragile. A policy of allowing the ‘first 
domino to fall’ and to ‘guarantee the rest’ is sometimes suggested, and may be entirely 
appropriate in some situations, e.g., an idiosyncratic failure when the rest of the system is 
widely considered to be sound.  But in other circumstances it may be quite unwise.  It may 
turn out to be far from the ‘least-cost’ approach, for example, if the first bank to become 



identifiably insolvent is small, with the larger banks just as, if not more, insolvent but with 
that better masked (including because of their size).   
 

• For any of the ‘big’ banks: 
o These banks have valuable franchises – probably their most valuable asset, albeit one 

that is not on the balance sheet.  The least-cost resolution approach for these banks 
almost always will include protecting the value of that franchise. OBR is most unlikely to 
be consistent with that objective.   

 
o Other than in a situation where the parent bank is either unwilling or unable/not 

permitted to provide the necessary support.  Parent banks, and parent authorities, have 
a strong incentive also to protect a valuable franchise. Where that is the case, least-cost 
resolution is most unlikely to be achievable by way of unilateral interventions by the 
respective parent and host authorities, and one would expect to be resorted to only as a 
last-last resort.    

 

o Whereupon OBR would be an option, although, on the information available on how it 
would work, I think would be seriously damaging (think of it as more of a ‘crash landing’ 
than a ‘rough landing’).  About the only thing we know about OBR is that deposits would 
be hair-cut and the bank would be re-opened (on a limited basis).  We do not know (and 
the RB itself may not know) how a whole range of other of the bank’s business lines 
would be conducted in ‘OBR mode’. For instance, would derivatives be frozen or closed-
out in accordance with the terms of ISDA contracts?  Would imposition of a ‘hair-cut’ 
trigger cross-defaults (presumably yes?), in which case how could the bank continue 
trading? Would letters of credit/confirmations/acceptances/bonds and guarantees be 
honoured or ‘haircut’?  Would committed facilities be maintained, or only with payment 
of a new commitment fee?  Unless the RB has, and has the capability to implement, OBR 
across all the bank’s main business lines (not just deposits), the ‘landing’ is unlikely to be 
‘survivable’ – making it only the very last resort when there is absolutely no alternative.   

 
o When there always is an alternative, no matter how ‘distasteful’ it might be –being that 

the authorities take control of the bank as a going concern and guarantee its obligations.  
The choice between what inevitably would be very unpalatable options, of course, 
would be for the government to make – and political-economy considerations 
unavoidably would enter any such choice.   

 

Thus while OBR may seem to address the problems arising from banks that are ‘too big to fail’ (and 
seems to have been conceived of in that context17), it may be in those cases that it is least likely to 
be feasible. If so, the relevance of OBR may be confined pretty-much to small banks.18   If this 
analysis is more or less correct, the current (actual) policy position on ‘depositor protection’ in NZ is 
that deposits with the big banks are more highly assured than are the deposits with the small (local) 
banks. (This assessment is consistent with the ratings given by the rating agencies, which take 

                                                           
17 See Carr, R., 2001. 
 

18 And, in a manner of speaking, has been done before with a small failed (non-bank) deposit-taker.  When the 
PSIS failed in (1976?), depositors’ funds initially were frozen, and later released in tranches, albeit over an 
extended period, with a ‘haircut’ being applied at the end by way of a tranche that was retained as ‘capital’. 



account too too-big-to-fail and the availability of parental support.)  It may also correspond with the 
‘instincts’ of a large part of the NZ public.  While the general public mostly will not know the ‘ins-
and-outs’ of bank resolution, most probably know, intuitively, that deposits with a large bank are 
safer than those with a small bank.  To the extent that is the case, the current policy approach will 
be making it difficult for the small local banks to make headway, and to ‘snap at the heels’ of, the 
large incumbents.   

The central bank role as lender of last resort  

A third aspect concerns the central bank’s role as lender-of-last-resort.  Can this role of the central 
bank – often considered part of the ‘safety net’ for the banking system – be considered as an 
alternative to deposit protection arrangements?  The short answer is no.19 
 
The experience from the GFC is that central banks as liquidity providers can enable solvent banks to 
weather, or absorb, a loss of confidence, but that providing liquidity does nothing to restore 
confidence and arrest the panic.   If anything, the opposite.  Given that loans of last resort are 
collateralised, the more refinancing the central bank provides, the smaller the remaining pool of 
(unsecured) depositors left to bear any deficiency in net assets (if it turns out that the public’s fears 
are better founded than the central bank’s assessment of solvency).   
 
Hence, once a ‘run’ gets under way, provision of liquidity by the central bank as lender-of-last resort 
is unlikely to stop it; more likely is that it will ‘fuel’ the run until the bank has run out of ‘runnable 
funding’.   The lender-of-last-resort role does nothing to underpin, or to restore confidence; that can 
come only by removing (or at very least lessening) depositor’s exposure to possible loss; either ex 
ante by way of deposit protection arrangements, or at the time by way of (emergency) government 
guarantee.  That was the experience in the GFC. For example, in the case of the run on Northern 
Rock in the UK, and when in the US a mutual fund ‘broke the buck’, liquidity assistance was not the 
answer – the only thing capable of arresting (rather than ‘absorbing’) the panic was a credible 
(government) guarantee.  The policy issue is whether better outcomes are likely to be achieved from 
arrangements to provide some underpinning for confidence that are designed and put in place ex 
ante, or with those being devised and put in place in the midst of a crisis.20 It is sometimes quipped, 
in this context, that “If you have no deposit insurance, you actually have 100% deposit insurance. 
 
Which is not to say that there is no role for the central bank as lender-of-last-resort.  But rather, that 
it has less to do with protecting, or underpinning the confidence of, depositors; and more to do, in a 
crisis, with underpinning the confidence of banks.  In a panic, everyone – including banks – hoards 
what liquidity they have; banks’ willingness to lend evaporates, out of concern that it may turn out 
they too will end up needing what they have to survive.  That can see the system ‘seize up’ – as it 
(almost) did at the height of the GFC.  The central bank, by standing ready to provide liquidity to any 
(solvent) bank that needs it, can provide the reassurance that banks need to allow liquidity to 
‘circulate’ – both inter-bank and to the wider economy.    

*** 
                                                           
19 On this aspect, see also White (2008). 
 
20 The other policy avenue, of course, is to take steps to make banks less prone to runs – to strengthen their 
funding structures by placing less reliance on ‘runnable’ funding.  That has been done with the introduction 
under Basel III of a ‘net stable funding ratio’- although how effective it will be in a panic obviously is yet to be 
tested. We have yet to see whether, for example, in a crisis, a bank’s refusal to break ‘fixed term deposits’ will 
be what’s required to stop a run, or whether that would be only to further undermine depositor confidence. 
(One is reminded here of a point once made by Corrigan – the only asset that a bank has that matters is 
confidence!) 
 



 
 
Drawing these things together 
 
The foregoing ranges wider than the question of ‘deposit protection’, per se.  That is because it’s an 
issue that should not be considered in isolation, but in relation to a number of others, in particular: 

• The available resolution arrangements  
• The lender-of-last resort function  

 
There are also, of course, implications for the nature and extent of the bank supervision that is 
needed to support a depositor protection arrangements – to counter the moral hazard – but that 
goes even further beyond the questions asked.   
 
On the question “which protection approach do you prefer and why?” there seem to be two broad 
approaches: 

• Deposit insurance, typically for deposits up to a specified amount (a deposit guarantee, 
with pre-determined arrangements for pricing the guarantee and for handling pay-outs); 
 

• A depositor preference (with depositors in a liquidation being paid ahead of other 
creditors).   

 
Australia has adopted both, with a general preference in favour of depositors (in Australia, with 
respect to assets in Australia), combined with deposit insurance coverage for deposits, up to 
A$250,000 per depositor.   The latter is more relevant to small banks with little or no wholesale 
(non-deposit) funding, the former to banks with material amounts of such funding.  But in the case 
of banks that are “too big to fail” both may be somewhat ‘academic’ (if neither can be triggered 
outside of a liquidation).    
 
Another approach, which combines elements of both of the foregoing, could be for banks ‘funding 
products’ to clearly distinguish between ‘deposit accounts’, which are insured (irrespective of 
amount) and ‘investment accounts’, which are not insured and would be ‘bail-innable’), with each 
being priced accordingly.  The former would be to recognise bank deposits as ‘money’ and the latter 
as ‘investments’.  This approach would remove the need for arbitrary $ caps for insurance (which 
can be problematic, for example, I think in Sweden the deposit insurance scheme has a $ cap, but 
also allows for exceptions e.g., if it can be shown that a balance in excess of the cap is from the 
recent sale of one’s home).  Is it necessarily the case that it is only ‘small depositors’ have a 
legitimate need for ‘certainty’ in stability of ‘money’ or are there situations where, for instance, 
corporations may have needs to hold large amounts (temporarily) as a ‘money’ balance?    
 
But perhaps the more important consideration is not what might be (conceptually) ideal, but what 
would work best given the specifics of the NZ banking system.   Those include that the four ‘big’ 
banks are all owned by correspondingly ‘big’ banks in Australia.  Even if that will not always be the 
case, the trans-Tasman commonalities (both economic and in banks’ business models) mean that it 
is as likely as not that a banking crisis in one country will be accompanied with a crisis in the other 
(that was the experience in the late 1980s/early 1990s).  Given the closeness of the trans-Tasman 
connection, including with many New Zealanders living in Australia, is it (politically) credible for NZ 
depositors to be treated materially less favourably than their Australian counterparts – that’s a 
political question for politicians – not one on which I feel qualified to take a view!)   
 
Also to be taken into account is that the whole issue is of less, or little, relevance for the trans-
Tasman banks in NZ if a crisis is confined to only one country.   At the risk of over-simplifying, if the 



crisis is in Australia and not in NZ, then the NZ bank, and its depositors, don’t have a problem.  And if 
the crisis confined to NZ, then the Australian parent will have a strong incentive to support the NZ 
bank, to protect the value of its asset (unless that has been so badly damaged that it is not worth 
saving).   The situation that we need to be concerned about is where there is a crisis in both 
countries – when both a parent bank in Australia and its subsidiary in NZ are both in trouble.    
 
For these reasons, I think it would make little sense for NZ to develop deposit protection 
arrangements independently from those in Australia.  In which connection, while Australia has 
deposit protection arrangements already in place, it appears not yet to have resolution 
arrangements developed to the point where those arrangements could be given practical effect for 
those banks that are ‘too big to fail’.    
 
 
Looking ahead to e-money 

The future of central bank (physical) notes and coin is no longer an issue that can be pushed well out 
into the distant future – it is starting to come onto today’s policy agenda, in the light of growing 
concern about both: 

• how central bank provided currency, particularly high-denomination notes, supports the 
criminal fraternity, and  
 

• how issuance of those by central banks creates a ‘zero lower bound’ to interest rates and 
thus, when interest rates already are not much above zero, lessens the ability to ease 
monetary policy in a recession (for macro-stabilisation) purposes.  

These concerns, alongside technologies now available for holding money balances and making 
payments, are resulting in the beginnings of policy attention on whether physical currency, 
progressively, should be phased out and replaced with ‘e-money’ (with Scandinavian central banks 
providing a lead, and the ECB this January having ceased issuing the €500 banknote ).   
 
If there is to be a shift from notes and coin to e-money in NZ, there is the question about whether 
that shift should build on the e-money we already have (bank deposits) or whether central banks 
should seek to retain a place as issuer to the public of electronic central bank money?  
 
There is a number of possibilities, including: 

• central bank’s developing electronic money ‘tokens’ (an electronic form of a ‘bank note’,  
using, say, stored value card-type technology, something that would enable payments to 
continue to be made anonymously); 

• enabling the public to have a transactional account with the central bank; or 
• for the central bank to ‘outsource’ delivery of e-money services for the public (and not itself 

develop the infrastructure for enabling the public to make electronic payments in central 
bank funds). 

 
The Reserve Bank of Australia has recently indicated that its present thinking is to favour the last- 
mentioned approach, as follows: 

At this stage, it seems likely that the banking system will continue to provide the 
infrastructure that Australians use to make electronic payments. This is particularly so given 
the substantial investment made by Australia's financial institutions in the New Payments 



Platform (NPP), a system which enables all payments from the accounts of all ADIs to be 
made 24/7 in real time.21  

   
Issues that will need to be considered in making the choice for NZ include: 

• comparative infrastructure capabilities; 
• if the central bank is to provide e-money to the public, what might be the implications for 

the central bank’s balance sheet: 
o little change, with e-money replacing, but not expanding on, existing amounts of note 

and coin issuance?  Or 
o a sizeable expansion – if central bank-issued e-money was to make significant inroads 

into the transactional account business of commercial banks (perhaps possible in a low 
interest rate environment? Why hold commercial bank funds when you can have a 
central bank account?)  In this case, the central bank’s role as a financial intermediary 
would correspondingly expand, with growth in the central bank’s assets (lending) as well 
as in its liabilities.  

 
I introduce this forward-looking aspect as the view taken now on ‘deposit protection’ likely will 
shape the direction taken with moves toward e-money.  Adoption of a policy now to bring bank 
deposits, officially, more within the ambit of what is ‘money’ would leave more open the options 
for e-money, as between those that are central bank-based and those that are commercial bank-
based.   Whilst confirmation now of a policy that the only (state-backed)) ‘money’ available to the 
public is the notes and coin issued by the RB would point more to the development of RB-issued, 
and delivered,  e-money.  I think this is a matter that almost certainly will ‘be on the table’ within the 
life of the next Reserve Bank Act.    

*** 
 
  

                                                           
21 See https://www.rba.gov.au/speeches/2017/sp-gov-2017-12-13.html 



Should prudential regulation and supervision be separated from the Reserve Bank? (Chapter 
5)  
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?  
 
Responses 
 
I addressed this matter in a paper for the 2009 New Zealand Association of Economists Conference 
(White, 2009).   There I made the case that the monetary policy and prudential supervision roles of a 
central bank are ‘joined at the hip’ (as discussed above), such that they intrinsically go together.  My 
thinking was very much in terms of there being as much a need for the banking system to be 
(stably)22 anchored, as there is for the price level to be anchored. But that was not to overlook the 
challenges in achieving a more integrated approach.  
 
The following is from that paper:   
 

A (perennial) issue that arises from the above discussion concerns whether the 
banking supervision function should be housed in, or separately from, the central 
bank. If prudential instruments are to be adjusted counter-cyclically, whose role 
would it be to assess where things are at in the cycle? Is it better that separate 
assessments are made by independent agencies, each taking account of the policy 
stance of the other (the current model for monetary-fiscal policy co-ordination), or 
should there be a single agency that pulls all the macro levers?  

 
Over the past decade or so, the tendency has been for monetary policy and banking 
supervision to be seen as separate functions – one being essentially a 
macroeconomic policy role and the other much more a micro (accounting and legal) 
role – such as to make institutional separation increasingly preferred. But the events 

                                                           
22 “Stably anchored” rather than just “anchored” because even without supervisory constraints, commercial 
banks, ultimately, are still ‘anchored’ – by the solvency constraint.  Unlike a central bank that issues its 
liabilities without constraint, a commercial bank that does that eventually goes bankrupt – it eventually ‘hits 
the wall’. That provides an anchor, for which there is no monetary policy counterpart.  Central banks can go on 
issuing their liabilities for ever – at least until hyper-inflation reaches a point where the whole system 
collapses.      



of the last year or so have put that question right back on the table. The credit crisis 
has also highlighted coordination challenges in the context of the central bank’s role 
as lender of last resort, and in crisis management, at least in the United Kingdom 
where the tripartite arrangement amongst the Financial Services Authority, the Bank 
of England and the Treasury does not seem to have worked as well under strain as in 
‘peace time’.  

 
One thing that has become clear, if it was not already, is that ‘while you can take 
supervision out of the central bank, you can’t take the central bank out of 
supervision’. Irrespective of the formal institutional arrangements for prudential 
supervision, the central bank remains banker, and lender of last resort, to the banks. 
In the latter role, the central bank can be thought of as having provided each bank 
with a stand-by line of credit – subject to a solvency covenant. Thus the central bank, 
unavoidably, is involved with solvency assessment, and risk management, even if the 
prudential supervision function has been assigned to a separate agency.  

 
While, as a banker, and as a lender of last resort, the central bank, theoretically, can 
defer to the judgment, and act on the advice/instruction, of a separate supervisor, 
independent central banks, rightly, have a tendency to protect their own balance 
sheet more jealously than that. They tend, ultimately, to want to make their own 
judgments (like any good banker should), and to involve themselves in banking 
system stability policy matters, not least because any instability in the banking 
system is an exposure for the central bank. Hence, questions about the location of 
the bank supervision function are not simply a matter of deciding between location 
‘inside or outside’ the central bank. They necessarily involve more complicated 
issues of co-ordination.  
 
Questions about whether supervision should be integrated with the central bank 
monetary policy role, to include an element of macro-stabilisation, therefore, bring 
another dimension to what is an already existing co-ordination problem. Prima facie, 
it would seem that co-location of both functions would make that macro co-
ordination easier to achieve, although alternative models can be envisaged. For 
example, it is possible to conceive of the central bank providing a stand-alone 
supervisory agency with the ‘macro parameters’ within which prudential 
instruments would be required to be set, such that the central bank would ‘pull the 
macro levers’, and the supervisory agency would do the micro supervision.23 Or the 
supervisory agency might remain in charge, but be required to consult with the 
central bank.  

 
While the analysis in this paper points mostly to the central bank being assigned an 
overall responsibility for maintaining monetary stability – encompassing both 

                                                           
23 In this connection, it is instructive that historically, prudential supervision often had its origins in the central 
bank’s role as banker to the banks. Indeed, in the United Kingdom, it was only comparatively recently, with the 
enactment of the Banking Act 1979 (in the wake of the ‘secondary banking crisis’) that banking supervision 
came to be recognised, formally, as something more than what is involved in a central bank’s banker-customer 
relationship. 
 



monetary policy and prudential policy – making such an arrangement work 
effectively may not be easy. Whilst monetary policy has micro-foundations, it 
nonetheless is mostly a macro discipline.  And whilst this paper has argued that 
prudential policy needs to take more account of the macro economy, it will always 
remain mostly a micro discipline.  

 
Thus, the skills, perspectives, and even the personalities and temperaments, needed 
for each role tend to be quite different. That presents significant management, and 
governance, challenges if the two functions are to be housed in the same institution. 
The differences in culture required make for an inherent tendency for the two areas 
of operation to become siloed, rather than integrated, or for one to crowd out the 
other. Careful design of governance, management and accountability structures is 
needed if co-location is to result in the benefits of integration being captured. 
Absent that, it may be that separation would deliver better outcomes.  

 
A further consideration might be how the choice with respect to the location of the 
supervision function could influence the ‘style’ of supervision, as between 
supervision that has more of the character of a banker’s approach to risk 
management, as against a regulators administration of ‘black letter law’. However, 
as both central banks and specialised supervisory agencies, invariably, are public 
sector institutions, the differences in style as between a central bank and a 
government agency probably should not be overstated. Both are subject to the 
requirements of public sector administration (e.g., judicial review of decision-making 
process) and hence always will tend be relatively rule-bound. 
 

That still largely reflects my thinking.  About the only aspect I now see a bit differently is the 
macro-prudential dimension.  As above, I now see this issue less in terms of macro-
prudential policy being a ‘third’ function and more in terms of it being where monetary 
policy and prudential policy intersect.  It is about recognising that central banks don’t have 
monetary policy entirely unto themselves – shifts in the ‘monetary policies’ (i.e., the credit 
policies) of commercial banks also matter for the macro economy.  And prudential 
supervision needs to take account of macro developments, not so as to use ‘prudential 
instruments’ to influence the macro-economy, but rather so as to recognise from macro 
developments, e.g., unusually rapid credit growth, when prudential standards may be 
slipping.   
 
I remain of the view that, ideally, it is preferable for bank supervision to be within the 
central bank.  That view is founded on the inherent linkages between the central bank’s 
monetary policy and bank supervision roles.  However, it is evident that the two roles can be 
performed effectively when located in separate agencies.  Australia (and Canada) have 
demonstrated that.  But I think there are a number of things, at least in Australia, that have 
helped (I have much less familiarity with the arrangements in Canada):  
 

• The RBA having retained a strong working connection with the financial sector, including 
through having strong capability with respect to the payments system (with its separate 
Payments System Board within the RBA’s structure of governance). 



• The RBA having retained a substantial financial stability role, including as publisher of 
Australia’s half-yearly Financial Stability Review.  Also the RBA continues to be represented 
on the Basel Committee on Banking Supervision, alongside APRA. (There have also been the 
‘human’ element – including that APRA’s CEO’s have all come from, and it seems have had 
close connections with their counterparts at, the RBA.) 
  

• The strong coordination role played by the Australian Council of Financial Regulators 
(chaired by the RBA, and with the Australian Treasury substantively involved in policy 
development) 
 

 
In these ways, an effective bridge between the macro orientation of the RBA and the micro 
orientation of APRA has been maintained; possibly at least as, or even more, effectively than if 
banking supervision had been retained within the RBA.  But clearly it takes resources – resources 
that NZ does not have to anything near the same extent.  If banking supervision in NZ was to be 
separated from the RBNZ, very close attention would need to be given to how the ‘bridge’ could be 
built without having anything like the same resources.   
 
An alternative to establishing a separate prudential supervision agency would be to shift 
banking supervision into the FMA (so as to have a single, ‘mega’, financial sector regulator).  
I would not favour that approach.  Securities market regulation and banking supervision are 
different – they involve different ‘mind-sets’, one being about facilitating informed risk-
taking, the other about constraining risk-taking to that commensurate with bank deposit 
liabilities being ‘money’.   They tend also to bring different traditions to the task – securities 
law being based more on ‘regulation’, bank supervision being more principles and judgment 
based (although bank supervision, regrettably I think, in recent decades has also become 
more ‘regulatory in character’ – the rule books have expanded hugely).    
 
Many also cite the UK experience, with bank supervision having been moved from the Bank 
of England to the FSA in the 1997, only for it to have been moved back in 2010.  I take that 
as being supportive of the case for locating bank supervision within the central bank, but 
would not want to make more of it than that.  We don’t know what the counterfactual 
would have been if bank supervision had been left with the Bank of England between 1997 
and 2010.  It is possible that things would have been a whole lot different.  The prevailing 
‘fashion’ during that period was for supervision to be ‘light touch’ and relegated to a 
‘secondary function’, the ‘primary function’ being monetary policy.  It is not as though the 
Federal Reserve, which maintained a sizeable bank supervision role throughout, helps to 
make the case that co-location within the central bank necessarily delivers better outcomes.    
 
In sum, the whole issue of where to locate bank supervision may be secondary to those 
concerning how to build/maintain the connections between what are intrinsically  
connected functions; and that those challenges exist irrespective of whether bank 
supervision is within or outside the central bank. If it is to be located outside, then the 
challenges is how to foster effective inter-institutional collaboration (as we see in Australia).  
If it is to be located within the central bank, it is more about the governance and related 
arrangements needed to secure the connections within (more on that in relation to 
questions 20-22 below).  It seems that things can be made to work, or can fail, either way.   

*** 
 



 

What should be the scope of the Reserve Bank’s operational independence? (Chapter 7)  

 

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

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

a) what should the Minister of Finance’s role be?  

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?  

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?  
 
Responses 
 
My views on this matter are shaped largely by the analysis provided by Tucker (2018).  The following 
lists his broad principles for establishing whether, or not, a public policy function should be 
delegated to an independent agency, and how I see the case, alongside those principles, for 
conferring operational independence for bank supervision:  
 

Principle Application to bank supervision operational 
independence 

1.  The goal can be specified Only weakly met – the goal can be specified 
only in broad terms.    
 

2.  Society’s preferences are reasonably stable 
and concern a major social cost 

Principle is met. 

3.  There is a problem of credibly committing to 
a settled policy regime 

The problem in NZ has been more about 
settling on a regime, but about elected 
government credibly committing to a settled 
policy regime.   
 

4.  The policy instruments are confidently 
expected to work, and there exists a relevant 
community of experts outside the independent 
agency 

The experience of bank supervision maintaining 
monetary stability has not been particularly 
good (e.g., the GFC).  But that may reflect policy 
and operational failures specific to the period 
(since the 1980s), more than what are 
necessarily fundamental and inherent 
weaknesses.  No one (now) would suggest that 
the Great Inflation proved that monetary policy 
‘instruments’ do not work, although many did 
at the time. 
 
The principle that there is a community of 
experts outside of the independent agency 
(presumably from which external members of 



policy committees can be drawn) is met, 
although the pool is not deep.   

 
5.  The independent agency will not have to 
make big choices on distributional trade-offs or 
society’s values or that materially shift the 
distribution of political power 

 
Potentially broadly met, depending on the 
nature of the supervisory role.  Some 
supervisory interventions contravene the 
principle, such as prescription of LVR 
requirements.  These can have material 
implications for the distribution of 
wealth/access to housing. 
 
 

6.  The legislature has the capacity, through its 
committee system, properly to oversee each 
independent agency’s stewardship and, 
separately, whether the regime is working 
adequately 

Arrangements in NZ for oversight by the 
legislature are comparatively limited (nothing 
at all like the role played by Parliamentary and 
Congressional committees in the UK and US) – 
part of being a small country/having limited 
resources? 

7.  The society is capable of bestowing the 
esteem or prestige that can help to bind the 
IA’s policy makers to the mast of the regimes’ 
goal 

Central bank governors generally have a lot 
more public prominence than bank supervisors 
(suggesting the principle is met only if bank 
supervision is within the central bank?) 

 
 
From which it seems to me that the case for insulating banking supervision in an independent 
agency is no more than ‘mixed’.   
   
There probably is broad consensus on a principle that supervision of individual institutions – at least 
outside of failure resolution – should be insulated from the political process (including executive 
government).  Similar to how the Minister of Revenue does not get involved in tax administration at 
the level of individual taxpayers and the Minister of Police does not get involved in individual 
prosecutions (and I imagine it is the same for the FMA and Commerce Commission).   
 
But the policy regime, I think, should be determined by executive government/Parliament. The 
difficult question is how to craft the regime at a level appropriate for each level of government 
(legislature, executive and, if there is one, an agency with operational independence).  How to 
enable Parliament/executive government to set the policy framework, whilst leaving the bank 
supervisor with sufficient ‘degrees of freedom’ to be able to apply the framework in a manner that is 
‘fit for purpose’? How to craft a framework for ‘constrained discretion’ – which achieves the desired 
balance between ‘discretion’ and ‘constraint’?   I would not favour the banking supervision regime 
being put on the same footing as the tax regime, where prescription of tax law, in all its detail, is 
reserved to Parliament. 
 
An attempt to forge a regime based on ‘constrained discretion’ was made with the 1989 Reserve 
Bank Act.  This expanded the Bank’s power to apply conditions of registration by making it possible 
for those to be applied to the four ‘trading banks’, and to vary conditions of registration. 24   But at 
                                                           
24 I understand that scope for applying conditions of registration under the 1986 (Amendment) Act was 
intentionally tightly constrained, including so that prudential supervision  could not be used as a ‘back-door’ to 
re-regulation of the financial system.  Conditions of registration initially had been envisaged for dealing with 
‘administrative law’ type matters – such as, in cases where the bank had no existing business presence in NZ 
that it commence business within a certain time. But, in the event, the first batch of ‘new bank’ registrations, 



the same time, Parliament constrained the scope of the matters that could be made conditions of 
registration, i.e., regulated.  Section 78 confined those to: 

(a)  capital in relation to the size and nature of the business or proposed business: 
(b)  loan concentration or proposed loan concentration and risk exposures or proposed risk 
exposures: 
(c) separation of the business or proposed business from other business and from other 
interests of any person owning or controlling the applicant or registered bank: 
(d) internal controls and accounting systems or proposed internal controls and accounting 
systems: 
With provision for: 
(e) extension to such other matters as may from time to time be prescribed in regulations 
(made by the Governor General by Order-in-Council, on the recommendation of the Bank and 
advice of the Minister (a ‘double veto’).  

 (f) the Governor to issue guidelines for the purpose of interpreting any of the matters referred 
to above. 

  
The 1989 Act also added requirements for policy transparency – with the Bank being required to 
publish the principles on which it acts, or proposes to act,— 
(a)  in determining applications for registration; and 
(b)  in imposing, varying, removing, or adding to conditions of registration. 
 
The constraints within this framework, however, were effectively relaxed in 2003 when Parliament 
extended the list of matters that could make a condition of registration to include the following: 

(da)   risk management systems and policies or proposed risk management systems and policies: 
(db) arrangements for any business, or functions relating to any business, of the applicant or 
registered bank to be carried on by any person other than the applicant or the registered bank: 
 
The first of these additions has opened up scope for the Bank to set prudential standards on virtually 
all aspects of risk in banking. It has provided the legislative authority for subsequent regulation of:  

• Liquidity and funding structures; and 
• LVR requirements in respect of residential lending. 
 

The second addition (db above) provided the legislative authority for the Bank to require registered 
banks to install the systems capability required for OBR.  These include requirements to be met in 
respect of operational capabilities ‘outsourced’ to a parent bank/group, or ‘off-shored’.    

 

The OBR policy itself has no specific legislative basis, but rather is catered for by way of the general 
regime for statutory management.  It seems to be envisaged, however, that a decision on whether, 
or not, to apply the OBR mechanism would rest with the Minister, in connection with the Minister’s 
role in the appointment of a statutory manager (appointment is on the recommendation of the RB 
to the Minister, and recommendation by the Minister to the Governor General).  And that, subject to 
the Minister’s decision, OBR would be effected by way of the RB’s powers to instruct a statutory 
manager (s.120).  Also, s.121, accommodates OBR insofar as it places; 

                                                           
in 1987, were made subject to a condition that the bank ‘maintain adequate capital’.  On being asked for 
guidance as to what that meant, the RB adopted the (then draft) Basel I framework for new banks, and asked 
the four trading banks (not being subject to any conditions of registration) ‘voluntarily’ also to comply.  



• the need to avoid significant damage to the financial system, and  

• the need to resolve as quickly as possible the difficulties of that registered bank; 
in order of priority ahead of  

• preserving the position of creditors and maintaining the ranking of claims of creditors: 

(Although the first priority stated in s.121 is “the need to maintain public confidence in the 
operation and soundness of the financial system” – which seems to leaves things relatively wide 
open.) 

 
The other limb to the RB’s ‘failure management’ power is the s.113 power to give directions – a 
power that is subject to the RB obtaining the Minister’s consent.  This power to direct goes back to 
the 1986 Act, when the grounds for giving directions were tied to ‘crisis’-type situations, i.e., 
insolvency or approaching insolvency, or ‘reckless conduct’ type situations.  The empowering section 
in the 1986 Act provided for an institution in these circumstances to be ‘declared at risk’, but this 
was relabelled in the 1989 Act to ‘required to consult’.25 It was one step short of appointing a 
statutory manager.  Which provides the context to the requirement, still in the current Act, for the 
Bank to obtain the Minister’s consent before giving a direction (i.e., it was due process for the 
exercise of powers to compel e.g., removal of director(s), and probably took account of the possible 
imminence of a need to appoint a statutory manager).    
 
Meantime, the scope for giving directions has been expanded (in 2003) to include where there has 
been a failure: 

• to comply with any requirement imposed under or by the Act 
• to comply with a condition of registration 

with financial penalties having been introduced on being convicted of failing to comply.  This was in 
the context of introducing the ability to apply sanctions for non-compliance short of the ‘nuclear’ 
option i.e., cancellation of registration.    
 
In sum, the regime started out as one in which neither the RB nor the Minister was to have 
discretion on supervision: there was, in essence, to be no supervision, just monitoring and ‘crisis 
management’.26  But the regime has since evolved, considerably, with it now providing the RB with 
considerable policy independence, but with Ministerial approval required for exercise of:   

• crisis intervention powers, which remain subject to Ministerial consent/approval 
• supervisory enforcement actions (although it appears not for taking prosecutions).  

 

This current mix of policy and operational independence has come about in a piece-meal way – a 
succession of remodellings of the original 1986 policy framework, as reflected in the 1986 Act, but 
with no update since then of the ‘chassis’ on which the statutory framework is built.  Have we now 
reached a point where that is needed?  I think so.      

 

 

 
 
                                                           
25 The change of label was out of concern that, although declaring an institution, formally, to be ‘at risk’ was to 
be confidential, it could be difficult to preserve that confidentiality, and if became known, would almost 
certainly tip the institution into statutory management.   
   
26 To some extent there was a focus on avoiding the possibility of ‘re-regulating’ the financial system via 
prudential supervision – on ‘Muldoon-proofing’ the Act.   



What might be an appropriate framework for operational independence on bank supervision? 
 

Without going into all the whys and wherefores, I think a framework along the following lines would 
strike an appropriate balance between ‘policy dependence’ and ‘operational independence’ 

• The broad policy framework to be prescribed in the RB Act: 
o following broadly the ‘constrained discretion’ approach of the 1989 Act; 
o crafted to provide the policy ‘bones’, but with the ‘flesh’ to be developed by way of 

subordinate ‘instruments’.   The crafting would be with an eye to both what is required 
of the Bank and to the constraints on the Bank’s discretion.   

o updated to take account of developments in NZ supervisory policy and practice since 
1989 (Basel II, Basel core principles, learnings from the GFC etc). 

 
• The core of the ‘flesh’ to be prescribed in ‘Prudential policy statements’, with these to be 

developed by the Bank for recommendation to, and approved by the Minister.  (The 
meaning of ‘the Bank’ to be determined in accord with how the governance arrangements 
for the Bank are settled – see para 20-22 below). 

 

There may also be a place for something for bank supervision similar to the ‘remit’ that the Minister 
will provide to the Monetary Policy Committee – a document in which the Minister could endeavour 
to provide some intermediate-level specificity on the government’s policy priorities; or perhaps that 
could be in the Minister’s annual ‘letter of expectations’?  (I am not at all sure that there is a need 
for both.) 

This formulation envisages a ‘layered’ approach to policy prescription, respectively, by Parliament, 
by the Minister, and by the RB.  The main shift would be from the RB having virtually full 
independence on developing ‘prudential policy standards’ to those having to be approved by the 
Minister.  It seeks to retain the benefit of policy development by the RB, so as to enable input from 
those ‘at the coal face’; but with executive government to determine the level at which standards 
are pitched, in effect, to determine the desired level of banking system resilience/stability.  The 
latter I think is more appropriately determined at ministerial level than by the RB – it is, in effect, the 
counterpart to the inflation target for monetary policy.  Taken together they would express the level 
of monetary stability that the government is seeking the RB to deliver.    
 
There is a question about the appropriate form of instrument by which prudential standards are 
applied.  Currently that is by condition of registration. Even though that approach came about, in 
many respects, ‘by accident’, it has some logic.  It has a parallel in bank lending covenants.  I see a lot 
of merit in bank supervision being conducted along the lines of the bank-customer relationship – 
consistent with the central bank being ‘banker to the banks’, and access to the lender-of last-resort 
‘facility’ as being equivalent to banks having a (conditional) stand-by letter of credit facility with the 
central bank. 
 
A well-recognised issue, however, is that enforcement of a breach of a condition of registration is a 
‘nuclear option’ – something that resulted in 2003 with making it an offence for a bank to fail to 
comply with a condition of registration, and with monetary fines to be applicable (on conviction).     
 
This same issue arises in the commercial banking context where there is a breach of lending 
covenants.  But in that context, there is a ready-made solution.  While a breach of covenant is 
grounds for ‘making demand’ and, failing repayment, to enforce security (appoint a receiver/apply 
for liquidation), that typically does not happen.  Rather, for a ‘technical breach’, a waiver invariably 
will readily be granted given that, if not, the borrower typically will (readily) be able to refinance 
with another bank.  Even when a borrower in a financially strained position breaches covenants, 



intermediate (and often intensive) steps generally are taken with the customer in an endeavour to 
re-establish compliance, with appointing a receiver being the last resort (upon which the value of 
collateral, particularly the value of ‘stocks and debtors’, tends to take a substantial ‘hit’).   These 
steps typically will involve the lending bank in intensified monitoring (e.g., a ‘reporting accountant’ 
being installed) and engagement on the steps being taken by the customer to put things back on a 
more sound footing. All the time, with receivership being there in the background.  
 
It is not quite the same in the central bank-commercial bank context.  The same balancing factors 
are not present: if the central bank ‘overdoes it’ (say, by being heavy-handed on technical breaches) 
the commercial bank cannot ‘go elsewhere’ (i.e., find another supervisor).  That said, the RB Act 
does provide for intermediate interventions (the ability to give binding and enforceable directions), 
including if the bank has failed to comply with a condition of registration, or has failed to conduct its 
business in a prudent manner (in terms of the scope prescribed by s78).27  And the equivalent of 
receivership, i.e., statutory management, is similarly there in the background.  Moreover, a 
commercial bank is (or should be) mindful that it never knows when it might need the support of ‘its 
banker’ – it is no more in the interests of a commercial bank to get offside with its banker than it is 
for any other business to get offside with their banker.   
 
So I think the banker-customer model should not be dismissed as providing a basis for the central 
bank-commercial bank relationship, and I still prefer that kind of approach over moving to 
‘instruments’ that are more of the character of statutory regulation. Banking supervision, in my 
view, already has become too ‘regulatory’ in character – rule books have become ever more detailed 
and prescriptive, having expanded from, initially, a few dozen pages to many hundreds, if not 
thousands, of pages now.  The core principles of banking are at risk of being lost in the detail 
 
These considerations, taken together, suggest to me a need for the framework of ‘independence’ for 
the RB in its supervisory role to be largely reversed from what it is at present.  I think the RB should 
have a less ‘policy independence’ and more scope than currently to exercise ‘operational 
independence’ – the latter in the context of having more scope to manage supervision on the basis 
of a banker-customer relationship, rather than as the administrator of ‘banking regulations’.      
 
Finally, there is the question whether crisis intervention powers should continue to be subject to the 
Minister’s consent/approval?   As above, the requirements in the current Act reflect a need for 
‘checks and balances’ on the exercise of what (still mostly) are potentially strong interventions 
(affecting property rights).  They are also interventions that potentially have significant political, and 
fiscal, implications – certainly if there are no pre-positioned deposit protection arrangements. That 
seems good reason for the Minister to be involved.   
 
But perhaps it also is a reason for why the Minister should not be involved?  If the government’s 
policy is one of ‘no bail-outs’, arguably there is a need for institutional arrangements that buttress 
that policy position, no different from how the ‘time inconsistency’ problem justifies central bank 
operational independence for monetary policy (government’s lacking the ability credibly to commit 
to their stated price stability objective).  But then there is the matter of credibility – how credible is a 
‘no bail-out’ policy without having workable arrangements to enable ‘bail-in’ (whether by way of 
funding from deposit insurance levies, or bailing in uninsured funding).  If such arrangements were in 
place, then there may not be as much need as at present for the Minster to be involved in the 
exercise of crisis management powers. 

*** 
                                                           
27 This power to direct goes back to the 1986 Act, when it was included for application for a bank (or ‘specified 
institution’. 
 



How should the Reserve Bank be structured? (Chapter 8)  
 

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?  
 
Responses 
 
I favour the powers of the Bank being vested in the Board, rather than in the Governor alone, under 
arrangements along the following lines: 

• There being two ‘policy’ committees, a Monetary Policy Committee, and Financial (or 
Prudential) Policy Committee – corresponding with the two limbs to the RB’s role in 
maintaining monetary stability; 

• the policy committees to include members (internal and external) who are not necessarily 
Directors of the Bank; but also that, say, one or two of the external members to be Directors 
of the Bank 

• the policy committees could either have statutory decision-making authority for matters 
within the scope of their remit, or final decision-making authority could rest with the Board 
(though in that case, I’d expect, in practice, the Board usually would see fit to ratify the 
policy committees’ recommendations). 

 
Ideally I think policy decisions should rest with the Board rather than a committee (of the Board), 
especially if the policy committees comprise a majority of ‘internals’ (as with the MPC under the 
2018 Amdt Act).  This would add to both policy legitimacy (policy carrying the full backing of the 
Board), and also would reinforce that the Board carries ultimate responsibility for all that the Bank is 
and does. But there are overseas examples of where statutory policy authority rests with 
committees, e.g., the MPC and FPC in the UK and the FOMC in the US.  The RBA, by contrast, 
operates more on the basis that ultimate authority and responsibility rests with the Board, at least 
for monetary policy (the RBA also has a separate Payments System Board/Committee which appears 
to operate at arms-length from the RBA Board).   
 
Under these kinds of arrangement, I’d envisage the Bank’s Board would comprise something like: 

• the Governor and Deputy Governor 
• two or three ‘wise’ and ‘experienced’ directors –  irrespective of what specialisations they 

may (or may not) have; 
• one (or two) with a ‘macroeconomic bent’ (also on the MPC) 
• one (or two) with a ‘banking bent’ (also on the FPC)  

with the Governor as chair of the Board and of the policy committees.  The Board, as the Bank’s 
governing body, would be responsible for the Bank.  It would be responsible for the health and 
effectiveness of the Bank as an organisation, including for the functioning of the policy committees. 
But, as above, the Board need not necessarily carry responsibility for the policy 
decisions/recommendations of the policy committees, that depending on whether the committees 
have statutory decision-making authority, or whether that too, vests, ultimately, in the Board. (The 
Board being responsible for the functioning of the policy committees is consistent with membership 
of those committees being on the recommendation of the Board to the Minister.)  
 



The policy committees could be constituted along the lines already established for the MPC, i.e., 3-4 
internals, 2-3 externals, Governor as chair – with  at least one external member of each committee 
also to be a member of the Board.   
 
Overall, things would look like the following: 
 

MPC    FPC                Board 
 (as per existing committee) 
 
Internals  3-4     3-4          2   

(Gov and Dep Gov) 
 
 
Externals  2-3    2-3     4-6 
                (2 from the committees)  
 
 
The total number of ‘externals’ would be 6-10, against the current requirement in the Act for the 
Bank Board to have 5-7 external member.  My strong leaning would be for the committees and 
board to be smaller rather than larger (quality over quantity), such that the call on the (limited pool) 
of qualified externals, by number, could be little more than at present.   
 
An issue often raised is conflicts of interest, especially for ‘externals’ involved with policy decision-
making (and also if the FPC is to be responsible for ‘big’ decisions in relation to individual 
institutions).  This points to a need for externals to be drawn mostly, if not entirely, from people not 
currently active in roles that give rise to conflict of interest.  While that narrows down the pool a lot, 
I think there are enough people with the requisite skills and experience,  if one looks hard and far 
enough.  That said, to get the right people, certainly in the case of externals for the policy 
committees, I think there would be a need to see those positions as being more than standard 
appointees to a ‘government ‘board’.  Rather they would need to be more like the 
commissioner/associate commissioner positions at the Commerce, Productivity and Law 
Commissions (some or most of which I understand are part-time roles).  That obviously increases, 
the cost, which reinforces my view that the number of positions should be kept to the lower end of 
the range.   
 
Within this framework, a degree of flexibility would be desirable, but points that I consider to be 
important are: 

• That the policy committees be represented on the Board.  To be effective, the Board has to 
understand the Bank’s business.  The Board cannot play an effective governance role on 
matters such as strategic direction and prioritisation, the Bank’s relationships, high-level 
resourcing, senior management succession planning, etc., if it is not sufficiently ‘hooked in’ 
to the Bank’s business.  An observation sometimes made on the governance of major NZ 
firms that have run into difficulty is that their boards did not have sufficient depth of 
knowledge and experience of ‘the industry’.      
 

• That the externals on the policy committees Committees, comprise high-calibre appointees; 
similar to ion governing bodies.  

• That the Board, and the policy committees, operate at more of a ‘governance’ than at a 
‘highly technical’ level.  Whilst the policy committees would be involved closely with policy, 
and the members would need to be people with the capabilities and experience needed 
credibly and competently to engage with policy analysis, I’d see the role as being at more of 



a ‘policy’ than at a ‘technical’ level.  (Technical experts once should wish to have the benefits 
of as full time internals, not part time externals.)    
 

• It should be possible for Board and committee appointees to be from outside NZ - probably 
not something that needs to be provided for in statute, but care should be taken not to 
preclude it.  I see considerable value in having some overseas appointees (e.g., from the likes 
of Singapore, Australia, Hong Kong), both to get a broader perspective/the benefit of wider 
experience, and also to expand the size of the talent pool. 

 
Arrangements along these lines I believe would make for a stronger RB, in terms of both policy 
authority and legitimacy.  The stronger the organisation is at the governance level, the stronger I 
expect it will be ‘in the engine room’ – the two go together, not in opposite directions. 
 
That kind of strengthening of governance of the bank supervision role, I think, additionally, would 
enable greater operational independence for the Bank in that role, than otherwise.  I would see it as: 
 

• Strengthening the Bank’s authority with respect to the setting of prudential standards.  
Whilst those should be subject to final approval by the Minister, standards recommended by 
the FPC (with externals) I think would carry greater weight than those from the Governor 
alone.   
 

• Providing greater legitimacy for the RB’s ‘enforcement role’, including with major matters 
involving individual institutions being reserved to the Financial Policy Committee; but 
otherwise delegated to ‘management’.  Provision could/should also be made for institutions 
to have a ‘right of appeal’ to the Committee – perhaps a subgroup chaired by/comprising 
externals.  At present institutions have no ‘right of appeal’, other than by way of judicial 
review, which for a number of reasons, probably is not the most appropriate mechanism.   
 
(Ideally enforcement decision-making would be separated from the policy/rule making, as at 
the Bank of England which in 2018 established a separate Enforcement decision-making 
committee, with externals.  But does NZ have the resources for the RB to have a Board, two 
policy committees, and an enforcement committee?) 
   

• If resolution arrangements were more fully developed, with deposit protection 
arrangements in place, it might then be possible to consider whether resolution powers 
should also reside more with the RB and less with the Minister (although that would be to 
confer on the Bank a high level of operational independence). 

 
***  



How should the Reserve Bank be monitored and held to account? (Chapter 9)  
 

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?  

25. Are existing statutory accountability and transparency requirements sufficient? If not, in what 
areas would you like to see more?  
 
Response 
 
I have major reservations about the current role of the Board as a monitoring, rather than as a 
governing, Board.  The conception that the Board should be monitoring the performance of the 
Governor, in public, (by way of an annual report on the performance of the Bank, i.e., the 
Governor) seems to me to place the Board in a position where it risks undermining the 
Governor.  My understanding is that usual practice is for a Board to back its Chief Executive up 
until they reach a point where they conclude there is a need to change the Chief Executive.  Up 
to that point, performance issues are addressed in private.    
 
Against that backdrop, I would propose a change in the role of the Board, from being a 
‘performance monitoring agent’ (on behalf of the Minister), to being the governing body that 
itself is responsible and accountable for the Bank.  With a strengthening of Board responsibility, 
monitoring of the Bank (of the Board), I think, could come under the usual Treasury 
arrangements for monitoring crown entities.    
 
As a final thought, if it is considered that something more is needed, to keep the RB’s policy 
performance under review, there may be a case for (re)establishing something along the lines of 
the Monetary and Economic Council (MEC) of the 1960s and 1970s.28  That body was well-
respected, and was considered as having played a worthwhile, independent, role in maintaining 
oversight of macroeconomic policy.  With it already proposed that a (small) Fiscal Council be 
established, might there be opportunity to extend the role of that body into a “Fiscal and 
Monetary Council” – to serve as an independent macroeconomic (fiscal, financial and monetary) 
policy monitoring agent, perhaps as an agent of Parliament, to strengthen the role of the 
legislature in the macro-policy process?   That, of course, would be to make a further call on 
New Zealand’s small pool of resources.  But if the new governance and policy structures for the 
RB were to be along the lines above (with little need for more ‘externals’ than currently), and 
the role was to be incorporated with that already envisaged for the Fiscal Council, I think it 
might well pass a ‘cost-benefit’ test.    
 
The Australian Royal Commission has recommended establishment of a new agency to 
monitor/review the performance of Australia’s financial sector regulators (APRA, ASIC (and 

                                                           
28 The Australian Royal Commission has recommended establishment of a new agency to monitor/review the 
performance of Australia’s financial sector regulators (APRA, ASIC (and ACCCC?)).  Such a body it appears 
would be focused more on organisational and regulatory effectiveness, whereas an ‘MEC-like’ body would 
have more of a policy orientation.  The current RB Act (s.167) already provides for the to carry out an 
assessment of the performance by the Bank of its functions and of the exercise by the Bank of its powers 
under this Act. 



ACCCC?)).  Such a body it appears would be focused more on organisational and regulatory 
effectiveness, whereas an ‘MEC-like’ body would have more of a policy orientation.   
 
The current RB Act (s.167) already provides for the Minister to be able to commission “an 
assessment of the performance by the Bank of its functions and of the exercise by the Bank of its 
powers under this Act.” That, to my knowledge, has never been done – perhaps because 
commissioning such a review might be seen as under-cutting the ‘monitoring role’ of the Board (any 
report so commissioned would stand referred to the House of Representatives).   Under the 
framework proposed above, with the Board being turned into a governing board, with responsibility 
for the Bank, rather than responsibility for monitoring the Bank, it might be more natural for the 
Minister (in the context of Treasury’s role in monitoring the Bank as a Crown Agency), from time-to-
time, to  commission such a review.  Or perhaps to put that onto a regular (say, 5 –yearly) schedule – 
along the lines of the ‘capability reviews’ of APRA and ASIC that the Australian Royal Commission has 
recommended in Australia (that to remove the ‘there must be something seriously wrong’ 
perception that may have handicapped ability to use the already available s.167 provision). 
 

**** 
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