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Institutional Act
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• That the Institutional Act include as one of the Bank’s main objectives “protecting 

and promoting the stability of New Zealand’s financial system”, in addition to the 

monetary policy objectives;

• That the Institutional Act provide a number of decision-making principles to guide 

Reserve Bank decision-making on regulatory policy, including recognising the 

desirability of actions achieving net benefits and the need for proportionality;

• That the Minister of Finance issue a financial policy remit that provides matters 

the Board should have regard to in understanding the financial policy objective;

• That the Reserve Bank’s governance framework is modelled on the Crown Entities 

Act provisions, but that the Bank not be a Crown Entity;

• That a governance Board be established for the Reserve Bank, with the following 

features: the Board would be non-executive, members would have 5 year terms 

and limited in the number of terms they could serve, the Board would have 

duties as per the Crown Entities Act, Board members can be removed by the 

Governor General on the advice of the Minister for just cause;

Institutional Act key recommendations 



Institutional Act key recommendations (2)

• That Board members be nominated by an independent nominations committee, and 
be appointed by the Governor General on the advice of the Minister;

• That the Governor continue to be appointed by the Minister on the advice of the 
Board and removed by the Governor General on the advice of the Minister for 
specified reasons;

• That the MPC continue to be appointed by the Minister on the advice of the Board 
and removed by the Governor General on the advice of the Minister for specified 
reasons;

• That the Reserve Bank have a function to co-ordinate with other relevant agencies, 
and that if CoFR is legislated, then the legislation would provide an obligation on the 
CE of the FMA and the Governor to establish a committee to coordinate financial 
sector regulation;

• The review team and Treasury recommend Bank funding be set through a funding 
agreement, while the Bank prefers funding autonomy;

• That the Reserve Bank be able to recover a portion of the costs of its regulatory 
functions through fees and levies.  
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Proposed Objectives – the goals
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 Achieving and maintaining stability in the general level of 
prices over the medium term. 

 Supporting maximum sustainable employment.

 Further any other relevant objectives or purposes in legislation 

under which the Bank has functions.

 Protecting and promoting the stability of New Zealand’s 
financial system 

General purpose: protect and promote the stability of New Zealand’s 
financial system

That purpose is primarily advanced by:

- Promoting the safety and soundness of deposit takers

- Promoting public confidence in the financial system

- Mitigating financial system risks.

Monetary policy 

(unchanged)

Other functions

Overarching 

Financial policy 

objective

Deposit Takers Act sets specific sector objectives

Bank’s main objectives (Institutional Act)

Additional objectives



A Financial Policy Remit is proposed to allow the Minister to:

Proposed principles – how the goals are achieved
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 Provide matters that the Board should Have regard to as relevant to the Board’s understanding of the Financial 
Stability Objectives

The remit allows dialogue on how the Bank interprets its objectives over time, for example, we would recommend 
that consideration of climate change and other longer term risks to the financial system are addressed via a remit.

A remit may not require the performance or non-performance of a particular act, or the bringing about of a 
particular result, in respect of a person or persons. 

The Bank will be required to have regard to a number of principles in exercising its regulatory powers: 

• the desirability of the benefits outweighing the costs imposed through regulatory actions, including compliance 

costs;

• the desirability of taking a proportionate approach to regulation and supervision, and ensuring consistency of 

treatment of similar institutions; 

• the desirability that sectors regulated by the Bank are competitive;

• the value of transparency and public understanding of the Bank’s objectives, and how the Bank’s functions are 

exercised; and

• practice by relevant international counterparts carrying out similar functions, as well as guidance from 

international bodies and standards.  
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Governance arrangements 

MOF

MoF

Treasury

Governor

• Monitor the 
RB on behalf 
of MoF

• Administer 
Institutional 
Act 

• 7 to 9 non- exec 
members

• Appointed by 
Governor-
General on 
advice of MoF 
and independent 
nominating 
committee 

Appointed by MoF 
on 
recommendation 
of Board

• Governor
• 1-3 exec members
• 2-3 non- exec 

members
• Appointed by MoF on 

recommendation of 
Board

Board
MPC
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Governance arrangements 

The minister must establish a nominating committee 
(Comprised of not less than four persons) to nominate 
candidates to the Minister for appointment as members of the 
board.

After receiving nominations for appointment from the nominating 

committee, the minister must consult with representatives of other 

political parties

The Minister then makes a recommendation to the Governor-

General 

The Governor-General appoints the board 

Board appointments using independent 
nominations committee

1

3

2

4
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Coordination proposals
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Promoting and enabling effective regulatory coordination  

We recommend that the Act:

 provide clarity that one of the Reserve Bank’s functions is to coordinate with other 
financial sector regulators; and 

 strengthen and streamline its information sharing powers to enable greater information 
sharing with other financial sector regulators. 

Council of Financial Regulators (CoFR)

CoFR plays an important role as the central coordination mechanism for financial sector
regulators. CoFR’s role is currently informal (which may provide flexibility), but it could be 
given a more formal legislative backing, which might strengthen its mandate. 
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Balance sheet



How should the Reserve Bank’s balance sheet 
functions be formulated?
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Function Current governance, issues Recommendation

Lender of last resort 
(lend extra NZD to banks 
when they have trouble 
raising market funding, 
but are otherwise sound)

Independent. This seems appropriate, 
but may need better defined limits 
(what if borrower bank seems 
unsound?)

Define LOLR better (lending to 
sound banks), require MOF approval 
for lending to unsound banks.

Implement monetary 
policy (borrow/lend to 
keep interest rates near 
OCR, perhaps do more in 
crises)

Independent. Right in normal times, 
but some crisis policies (e.g. buying 
risky debt) may need special rules and 
Treasury involvement.

Secondary legislation e.g. remit tells 
RBNZ not to do ‘fiscal’ actions (e.g. 
buying stocks/risky debt) without 
involving Treasury 

Providing other banking 
services

Independent. Seems right but 
objectives/limits could be clearer.

Retain flexibility as nature of future 
crises hard to anticipate. ‘fiscal’ 
constraint as in row above. Avoid 
constraints from ICE change.

Dealing in foreign
exchange (when appears 
mispriced or volatile, 
especially during a crisis)

Mixed responsibilities. Big crisis 
interventions are under authority of 
Minister (also bears financial risk). 

Tidy up some outdated provisions, 
but keep MOF role in directing FX 
reserves, and their use in crises.



Deposit Takers Act and Depositor 
Protection
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oRegulatory perimeter 
oBank resolution and crisis management
oDepositor protection
oPrudential regulatory tools and powers, including macro-prudential settings



• That the definition of a “deposit taker” should capture entities that are in the 

business of taking deposits from the public and lending

• That standards should be the primary regulatory tool under the new deposit 

takers regime, with flexibility for Reserve Bank to tailor to individual entities 

and classes of entities

• That the Reserve Bank will have the ability to control LVRs and DTIs of 

residential mortgages, empowered as with other prudential policies

• That there will be significantly increased and reframed accountability 

requirements for directors of regulated entities

• That there will be a more graduated liability framework and a broader range 

of sanctions available to the Reserve Bank in its supervisory role

• That the Reserve Bank will be the resolution authority for deposit takers with 

associated objectives and functions

Deposit Takers Act and Depositor Protection - key 
recommendations 



• That existing and any new resolution powers are vested in the Reserve Bank 

rather than a statutory manager

• That unsecured liabilities can be written down or converted to equity where 

normal insolvency proceedings aren’t suitable 

• That the Reserve Bank be required to ensure that no creditor incurs losses 

greater than what would have occurred in a normal liquidation

• Consultation requirements for particular resolution strategies

• That the objectives for the deposit insurer are to protect depositors and 

contribute to financial stability

• That the maximum insurance level that can be obtained at a single institution 

should be capped at $50,000 per customer

• That the insurance scheme be compulsory for deposit takers, funded from 

industry, and have access to a Government backstop

Deposit Takers Act and Depositor Protection - key 
recommendations (2)



Regulatory Perimeter
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Defining a deposit taker

Activity based definition of a deposit taker

 Broad support for an activity-based definition that would focus on providers of ‘bank-like’ 
transactional accounts, likely to currently capture banks, credit unions and building societies. 

Concerns about impacts on smaller deposit takers

 Concern from some credit unions and building societies about whether the regime would be 
flexible enough to accommodate smaller deposit takers

o The regime should provide the Reserve Bank with extensive flexibility to calibrate settings for 
individual entities and could also provide for a simplified framework for smaller entities.

Flexible outer perimeter

 The Act should define an outer perimeter covering other lending institutions for monitoring and 
reporting purposes.

 The Reserve Bank would monitor this sector for potential stability risks and have the ability to 
impose macroprudential requirements non-deposit taking lenders (by exception).

 Entities undertaking activities that have a similar economic substance to deposit taking could be 
designated into the deposit taker regime.

20



Defining a deposit taker – regulation of finance companies
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Regulation of finance companies

• Typically, a deposit-taker definition 
would not capture current NBDTs that 
only issue debt securities (i.e. finance 
companies). 

• These debt securities should be 
treated as investment products, with 
product disclosure requirements, and 
should not be subject to deposit 
insurance. 

• While the sector is not as large or as 
systemically important as it once was, 
the business model has risks that that 
may justify retaining prudential 
requirements (e.g. capital, liquidity, 
risk management) to promote longer-
term financial stability, avoid 
regulatory arbitrage and protect 
investors.

Potential option for consultation: Enhanced status quo for finance companies

INSURERS DEPOSIT 
TAKERS

FINANCE 
COMPANIES

PRUDENTIAL REGULATION

FUND MANAGERS AND 
OTHER ISSUERS

FMC PRODUCT DISCLOSURE 
AND SUPERVISION

• Separate licence category for retail debt issuers that engage in lending (but 
do not take deposits).

• Reserve Bank issues prudential standards for these debt issuers, which can 
include requirements on trustees and trust deeds. These standards should 
treat the debt securities as investment products and should not seek to 
eliminate investment risk.

• Subject to trust deed, financial market supervisor and product disclosure 
requirements under the Financial Markets Conduct Act.

• Frontline supervision by financial market supervisors (trustees), with higher 
level monitoring by the Reserve Bank. Coordination with FMA particularly 
critical due to interaction between regimes.

• Debt securities are not insured and issuers are not permitted to use the 
terms ‘deposit’ or ‘deposit taker’.

Questions: Should finance companies be defined as deposit takers, and if not, should they 
continue to be subject to prudential requirements?
Would the option outlined appropriately manage risks in the sector?



Bank resolution & crisis management
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Review Team’s proposals for clearer roles 
and additional tools

Ensuring a greater range of tools & credible alternatives to taxpayer support

• Vest resolution powers directly in the RBNZ, so statutory management becomes an option, not 
a requirement

• Add the statutory power to write down and/or convert unsecured liabilities to equity (bail-in) –
important for providing credible alternatives to taxpayer bailouts of large banks

• Provide for creditor property rights safeguard, including ‘no creditor worse off than in 
liquidation’ – important for prepositioning resolution strategies with Australia

Re-balancing the role of the Minister of Finance

• Remove requirement for Minister’s consent to RBNZ directions

• Requirement for RBNZ to consult the Minister on a proposed resolution strategy

• Requirement for Minister to approve resolution actions that require public funds

• Ability for Minister to direct the RBNZ when public funds will be put at risk

• Public Finance Act provision for Minister to use public funds as a last resort

Improving the clarity of the resolution regime 

• Clarifying the RBNZ as the resolution authority, with clear functions and resolution objectives

• Clarifying the triggers for using resolution powers



Depositor Protection

24



Objectives of DI should encourage a well 
designed and run scheme

25

C2 recap and feedback

 C2 made the case that DI could contribute to financial stability as part of the safety net

 Majority supported objective w/ both depositor protection and contributing to financial stability

 MoF made in principle decision for the scheme to have a limit of between $30-50,000

 Stakeholders (especially) preferred a higher limit more in line with international norms 

(

 Banks raised some concerns about the durability of

Recommended objectives

 Protect depositors by providing certainty of recovery, and minimising disruption, when a bank is 

unable to satisfy deposit claims

 Contribute to financial stability by enhancing public confidence, supporting a credible resolution 

framework, and mitigating the impact on moral hazard

 Reflects stakeholder feedback, international principles for best practice & role in safety net

Caveats

 The RBNZ considers that a single deposit protection objective is more appropriate

 DI is only one component of the safety net – the goal is “to contribute to financial stability”

 The scheme needs to be designed carefully to maximise achievement of the objective(s)



Coverage limit to be decided
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C2 recap and feedback

 In principle decision to limit coverage to $30,000 -50,000

 Many stakeholders support a higher limit in line with international norms (~$100,000)

Initial recommendation (within the in principle range)

 $50,000 limit on coverage applied on a per customer, per institution basis

 $50,000 would be sufficient to cover the vast majority of customers

 More benefit from mitigating retail run risk and improving credibility of resolution tools

 Longer timeframes to build funding would mitigate higher cost of insurance

 Depositors with < $50,000 at stake aren’t likely to be actively monitoring their bank at present

Caveat

 There is no “magic number”: decision involves trade-offs and there is limited information

 The coverage limit should be reviewed once better data is available 

 RBNZ supports coverage limit at lower end of the $30,000 - $50,000 range



Depositor preference

27

Benefits

 Reduces the required fund size and improves credibility of the DI scheme

 Imposes losses on creditors that are better placed to manage risk

 Strengthens market discipline from sophisticated investors

Costs

 Increase the cost of wholesale funding and incentives for wholesale investors to run

 Uneven playing field – depositors at banks with less wholesale funding benefit less

 Adds to complexity of creditor hierarchy

Feedback and recommendation

 Mixed stakeholder feedback, with NZBA and Reserve Bank raising concerns around complexity, 

impact on wholesale funding costs and mutual banks

 Review team currently supports introducing depositor preference but believes further 

engagement is required before reaching a final decision



Key elements of Terms of Reference for 
future work (for November release)
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Deposits covered

 Likely to be no exclusions to keep regime simple (all deposits eligible up to limit)

Funding

 “Ex ante” funding to improve credibility, mitigate moral hazard

 Funding backstop (with clawback) provided by government to support credibility

Mandate and responsibilities

 Paybox scheme – supports the resolution approach chosen by RBNZ

 Ensure DI works well under a range of resolution options

Membership

 Compulsory for all ADIs

Governance

 Guiding principles: Operational independence and safety net co-ordination

 Options: Stand-alone entity, within RBNZ as part of resolution function, Treasury



Prudential regulatory tools and powers
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Proposal: Shifting from Conditions to Standards as 
core bank regulation tool

30

Primary Legislation Regulations Standards

Executive Council

Financial Markets Conduct 
Regulations
Deposit Takers Regulations

Regulator

Solvency Standards
Fit and Proper Standards

Matters of implementation 
that need to be tailored to 
individual entities, will not 
have wide spread 
application or require 
administrative decision 
making that cannot be fully 
defined in advance. 

Conditions of Registration 
Licence Conditions (NBDTs, 
Insurance, FMC Act)

Examples

Decision-

Maker

Role

Legislative Disallowable AdministrativeType

Matter of significant policy 
or that have a significant 
impact on rights should be 
dealt with in the primary 
legislation (objectives, 
regulatory perimeter, tools 
and powers, offences)

Parliament

Reserve Bank Act
Insurance (Prudential 
Supervision) Act 
Financial Markets Conduct 
Act

Legislative

Conditions

Matter that apply generally 
(i.e. to a class of entities) 
and are amenable to a 
rules-based approach.  
Regulation preferred for:
• Significant policy 

decisions
• Matters that are 

inappropriate for the 
regulator (e.g. levies)

Matter that apply generally 
and are amenable to a 
rules-based approach.  
Standards preferred for:
• Matters of high technical 

content
• Matters that benefit 

from regulatory 
independence

Regulator



Issues with the current bank director 
attestation regime

 Director attestations at heart of self-discipline pillar
– directors sign 6-monthly Disclosure Statements, 
stating that the systems are in place to monitor and 
control risks, that those systems are being properly 
applied, and whether the bank has complied with 
its conditions of registration.  

 But society not receiving appropriate amount of 
assurance that banks are prudently managing risks

o RBNZ provides no benchmark for directors on 
what constitutes ‘adequate’ risk management

o RBNZ does not verify that attestations are 
correct

o Criminal liability as sanctioning tool for ‘false 
and misleading’ attestations is 
disproportionate

o Number of examples of serial non-compliance: 
outsourcing policy, internal models etc.

Liability and accountability

Broadening director accountability –
‘augmented attestation regime’

 Review team recommending wider range of positive 
director duties, enforced under civil liability regime.



 At this stage not recommending extending formal 
accountability beyond directors (e.g. Australian BEAR), 
because:

o Significant changes already envisaged by Phase 2: 
supervisory/enforcement model, & attestation 
regime

o Executive accountability regimes new 
internationally and fairly untested

o Need time to consider case for integrated 
prudential/market conduct executive 
accountability regime.

Question: Do you agree that the Deposit Takers Act should focus on improving bank directors’ 
accountability and that executive accountability should be considered at a later stage? 31

[33]



Question: Do you think the Reserve Bank should align more with international standards and 
take a more intensive and intrusive approach to supervision? 32

Supporting a paradigm shift

Supervision 

 Legislatively empower ‘on-site inspections’ to support 
a new verification model

o Review team supports a suitability calibrated 
risk-based verification regime based on on-site 
inspections for most deposit-takers including the 
Big-4 Australian banks.

 Requires significant increase in capability and capacity 
(right mix of skills & more funding), and coordination 
with APRA on appropriate inspection regime for the 
Big-4 banks.

Enforcement

 RBNZ needs a credible and proportional approach to 
facilitating corrective action in event of non-
compliance or to influence the behaviour of deposit-
takers (and other regulated entities.

o Supported by the more graduated hierarchy 
of enforcement tools such as statutory public 
notices, enforceable undertakings, 
infringement fees, and civil penalties.

Supervisory independence

 Remove the role of Minister in consenting to 
issuance of directions and deregistration of banks.

Overview 

RBNZ needs to be “intrusive, sceptical, proactive and forward-looking, comprehensive, 
adaptive, timely and conclusive” – more alignment with international standards (2012 Basel 
Core Principles), buttressed by enhanced operational independence



Question: Do you agree that legislation should provide specific powers to the Reserve Bank to 
use LVRs and DTIs? 33

 It has become common internationally since the GFC to use LVRs and/or 

DTIs to soften the impact of very low interest rates on housing credit.

 RBNZ considers they played a useful role in NZ (but a limited role: need 

to avoid over-promising), and that DTIs would potentially be useful in 

the next cycle. Stakeholders generally concur.

 Internationally, where the central bank is the prudential regulator (as in 

NZ), they usually have legal control over time-varying tools. However, 

they are quite often required to take advice from a COFR-like body.

 In NZ, the MoU is confusing (doesn’t cover all macro-prudential 

approaches, no legal force)  – better to establish needed controls in 

legislation or a remit. 

Observations

‘Macro-prudential policy’ – findings

Give RBNZ clear power in legislation to use LVRs and DTIs on residential 

mortgage borrowers. 

Require additional consultation for deployment of those tools, reflecting 

distributional impact on borrowers and housing market. 

Recommend
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