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Cabinet Economic 
Development Committee 

Minute of Decision 

This document contains information for the New Zealand Cabinet. It must be treated in confidence and 
handled in accordance with any security classification, or other endorsement. The information can only be 
released, including under the Official Information Act 1982, by persons with the appropriate authority.

Reserve Bank Act Review:  Prudential Regulation of Deposit Takers and
Depositor Protection

Portfolio Finance

On 11 December 2019, the Cabinet Economic Development Committee (DEV):

Background

1 noted that on 19 June 2019, DEV made a number of in-principle decisions relating to 
Phase 2 of the Review of the Reserve Bank of New Zealand Act 1989 (the Reserve Bank 
Act), including to:

1.1 merge New Zealand’s two existing prudential regimes for regulating banks and non-
bank deposit takers into a single deposit-taking regime;

1.2 establish a depositor insurance scheme with a coverage limit in the range of 
$30,000 - $50,000;

[DEV-19-MIN-0161]

2 noted that the proposed prudential framework for deposit takers and depositor protection 
arrangements will progress separately from reforms to the Reserve Bank’s institutional 
framework, with final policy decisions intended to be sought in mid-2020;

Prudential regulation

3 agreed in principle, subject to the further work outlined in paragraph 9 below, that the 
prudential framework for deposit takers should provide for:

3.1 Standards set by the Reserve Bank as the primary tool for imposing regulatory 
requirements on deposit takers, with a high degree of flexibility to tailor 
requirements to individual deposit takers and classes of deposit takers;

3.2 requirements that impact on the rights of individuals to be provided for in primary 
legislation, in particular fit and proper requirements for directors and senior 
executives;

3.3 the scope of matters that the Reserve Bank will be able to set Standards on, with the 
ability for the Minister to add additional matters to which Standards can relate via 
Regulations;
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3.4 increased accountability requirements for directors of deposit takers established 
through broad positive duties, with civil penalties as the primary sanction for non-
compliance;

3.5 the Reserve Bank to undertake on-site inspections of any licensed deposit-taker, and 
any other regulated entity as appropriate;

3.6 the Reserve Bank to be able to issue directions to a deposit taker without Ministerial 
consent but subject to appropriate thresholds, and to delicense a deposit taker 
without a role provided for the Minister;

3.7 a more graduated enforcement and penalty framework with a broader range of 
potential sanctions than the current Reserve Bank Act, such as including statutory 
public notices, infringement fees, enforceable undertakings, and civil penalties;

4 agreed in principle, subject to further advice from a cross-agency process separate from the
Phase 2 Review, to the development of an integrated prudential-conduct executive 
accountability regime that extends accountability requirements to include certain senior 
employees of deposit takers and insurers; 

5 noted that the Minister of Finance expects that powers to regulate lending standards will be 
provided in the proposed new Deposit Takers Act in broadly the same way as other 
prudential requirements, but has asked for further consultation on these powers to be 
undertaken in 2020;

6 noted that the Reserve Bank intends to use these changes to support more intensive 
monitoring of deposit takers against prudential requirements, and a greater willingness to 
address instances of non-compliance, or areas of emerging concern, in a timelier manner;

Depositor protection

7 agreed in principle, subject to the further work outlined in paragraph 9 below, that:

7.1 the deposit insurance scheme’s objective be to ‘protect depositors from loss, and in 
so doing, contribute to financial stability’;

7.2 the maximum amount of coverage for a single depositor at a single institution will be
$50,000;

7.3 membership of the scheme should be compulsory for all licensed deposit-taking 
institutions;

7.4 the scheme will be fully funded by levies on member institutions;

7.5 the government will provide a funding backstop to enhance the credibility of the 
scheme, with any funds provided ultimately recouped from member institutions;

Bank resolution and crisis management

8 agreed in principle, subject to the further work outlined in paragraph 9 below, that:

8.1 legislation designate the Reserve Bank as the resolution authority for regulated 
deposit takers;

2 
 8zzye233a8 2019-12-16 12:48:50



 
DEV-19-MIN-0346 

8.2 statutory functions for the Reserve Bank as resolution authority include the 
following:

8.2.1 to prepare and maintain a plan to resolve deposit takers in the event of a 
possible failure;

8.2.2 to test the effectiveness of each plan at regular intervals;

8.2.3 to coordinate with other authorities, both in New Zealand and overseas, as 
necessary to be prepared for the possible failure of a deposit taker;

8.2.4 in the event of the failure of a deposit taker, to exercise the powers under 
the proposed Deposit Takers Act consistently with the objectives under 
that Act;

8.3 the Reserve Bank have the following statutory objectives in performing the 
resolution function:

8.3.1 enable all deposit takers to be resolved in an orderly manner;

8.3.2 avoid significant damage to financial system in the event of the failure of a
deposit taker, including by maintaining the continuity of systemically 
important financial functions and preventing contagion;

8.3.3 to the extent not inconsistent with paragraph 8.3.2 above:

8.3.3.1 minimise the cost of resolution and avoid unnecessary 
destruction of value and interference with property rights;

8.3.3.2 protect public funds, including by minimising the need to 
apply public funds to resolve the failure of a deposit taker;

8.4 where practicable, existing resolution powers currently available to a statutory 
manager be available directly to the Reserve Bank as resolution authority;

8.5 the Reserve Bank have the ability to restore to solvency or to recapitalise a failed 
deposit taker by writing down or converting to equity unsecured liabilities (statutory 
'bail-in');

8.6 legislation provide for the Governor-General, by Order in Council, to make 
Regulations specifying types or categories of unsecured liabilities that would be 
excluded from bail-in;

8.7 resolutions be required to be conducted in a manner that respects the creditor 
hierarchy that would normally apply in a liquidation unless departure from the 
hierarchy is necessary to maintain the stability of the financial system, including 
maintaining critical financial functions;

8.8 an after-the-event compensation mechanism be established to compensate creditors 
if a resolution left some creditors worse off than they would have been in an ordinary
liquidation (the ‘no creditor worse off’ principle);

9 noted that the Review will be conducting further work to develop advice on the prudential, 
depositor protection, and crisis management regime, and will be conducting a further round 
of public consultation on these aspects;
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10 noted that there are significant complexities with enacting the recommended resolution 
framework, particularly operationalising statutory bail in, and that this will be a key focus of
the further work on the crisis management regime outlined in paragraph 9 above;

11 noted that the Minister of Finance expects to seek Cabinet approval to release a further 
consultation document in early 2020;

12 noted that a significant step shift in the resourcing and funding for the Reserve Bank is 
required to support the changes recommended in the paper under DEV-19-SUB-0346.

Janine Harvey
Committee Secretary

Present: Officials present from:
Rt Hon Winston Peters
Hon Kelvin Davis
Hon Grant Robertson (Chair)
Hon Phil Twyford
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Hon David Parker
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Hon Jenny Salesa
Hon Kris Faafoi
Hon Shane Jones
Hon Julie Anne Genter
Hon Eugenie Sage
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Hard-copy distribution:
Minister of Finance
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