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Reference: T2019/3188     MC-1-7-3-1-14 
 
 
Date: 9 October 2019 
 
 
To: Minister of Finance  

(Hon Grant Robertson) 
 
 
Deadline: None 
 
 
Aide Memoire: Reserve Bank Review Panel meeting with 
Minister Twyford, 30 September 

 
You requested the Review Team’s thoughts following the workshop hosted by Minister 
Twyford to discuss Shamubeel Eaqub’s paper on ‘Housing and Banking Regulation’, 
commissioned by the Ministry of Housing and Urban Development. The Workshop was 
attended by the Independent Expert panel along with representatives from the review 
team, and the Reserve Bank. 
 
Mr Eaqub made some remarks based on his paper, explaining how increasingly 
abundant mortgage credit has been an enabler for rising house prices over the last 30 
years. More broadly, low interest rates have tended to push up asset prices, while at 
the same time real investment and economic activity have not grown as quickly. This 
raises the question of whether more prescriptive regulation could reduce housing 
credit, and potentially lead to credit going to more productive sectors. 
 
There was a productive discussion of these issues. The review recommends retaining 
operational independence for the Reserve Bank, including powers to regulate lending 
standards (e.g. LVRs). The Panel Chair noted that it was important that the 
Government be able to express additional policy objectives for the Reserve Bank to 
take into account in prudential regulation, provided these did not compromise the 
overarching objective of financial stability. For example, a Government interest in 
boosting home ownership rates might be expressed in a remit or letter of expectations.  
 
Discussion turned to how far prudential policy (including macro-prudential policy) could 
go in influencing credit allocation. The Reserve Bank expressed a view that different 
prudential settings (within a reasonable range) would not have led to radically different 
housing credit outcomes over the last twenty years. For example, even if housing risk 
weights (already quite high compared to international peers) were increased sharply, 
the relatively safe nature of mortgage lending would mean banks would still be keen to 
undertake mortgage lending (and non-bank lenders might also get more involved). 
Banks might charge a higher interest rate (maybe .25% higher) but this would not 
greatly alter demand for mortgages. Similarly, LVRs reduced housing credit growth at 
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the margin, but in the context of the increase in house prices over the last 30 years the 
effect was small.  
 
The Review Team concurs with the Reserve Bank’s view that caution needs to be 
exercised around what macro-prudential policy can achieve.  These instruments can 
play a useful role in prudential policy but their limitations need to be recognised. 
 
That said, the specific design of prudential policies can impact on home ownership 
rates (or similar housing objectives), including by complementing other Government 
initiatives. For example, LVR policy since 2014 has been more onerous for investors 
than owner occupiers. LVR exemptions for new home construction and Welcome 
Home Loans also help to assist other Government policies. One reason to ensure 
Reserve Bank consultation with other agencies, especially on macro-prudential policy, 
would be to identify opportunities like this for complementary policy design – and 
something like a remit could provide a stronger mandate for this.  
 
The panel was keen to hear more from stakeholders on this issue and it was noted that 
some questions on the role of macro-prudential policy in the area of housing could 
potentially be included in the Review Team’s next consultation. 
 
 
 
 
David Hargreaves, Principal Advisor, Reserve Bank Act Review, 
Bernard Hodgetts, Director, Reserve Bank Act Review, 
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