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Phase 2 of the Reserve Bank Act Review
The Treasury
PO Box 3724
Wellington 6140
New Zealand

By email: rbnzactreview@treasury.govt.nz



SUBMISSION on 
“Phase 2 of the Reserve Bank Act Review” 
Consultation Paper


1.	Introduction

Thank you for the opportunity to make a submission on phase 2 of the Reserve Bank Act review consultation paper. This submission is from Consumer NZ, New Zealand’s leading consumer organisation. It has an acknowledged and respected reputation for independence and fairness as a provider of impartial and comprehensive consumer information and advice.

Contact: 	Aneleise Gawn 
Consumer NZ
Private Bag 6996
			Wellington 6141
			Phone: 04 384 7963 
			Email: aneleise@consumer.org.nz

2.	General comments

Consumer NZ welcomes discussion of measures to strengthen consumer protections in the Reserve Bank Act. 

The joint Financial Markets Authority and Reserve Bank of New Zealand conduct and culture review has helped to highlight the risks to consumers from existing gaps in the regulatory oversight of the banking industry. 

We consider changes are needed to address these gaps and improve consumer protection. Providing the Reserve Bank with a specific consumer protection objective, as proposed in the consultation paper, should be explored further. 

We strongly support the proposal for a deposit guarantee scheme. We have previously called for such a scheme to be introduced and are therefore pleased to see the proposal in the consultation paper. 

Our responses to specific questions on depositor protections are below. 

3.	Answers to selected questions

Question 5: Have the key benefits of the status quo and the identified depositor protection options been correctly identified?

Yes, we consider the key benefits have been correctly identified. 

Question 6: Is the high-level assessment of the risks and costs under the status quo and the identified depositor protection options reasonable? 

Yes, we think the high-level assessment is reasonable. 

Question 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?

We consider there is a clear case to progress work on depositor protection. New Zealand is one of only two countries in the OECD without some form of depositor protection. 

Deposit guarantee schemes are widely recognised by consumer organisations as essential to maintaining consumer confidence and supporting financial stability in the event of a bank failure. 

The IMF, in its recent Financial Sector Stability Assessment of New Zealand, has also recommended the introduction of a deposit insurance framework. The IMF recommends such a framework as the best option for New Zealand. 

As other countries have recognised, individual consumers are the least well placed to assess and mitigate the risks of bank failure. Consumers therefore look to regulators to ensure the banking system is sound and risks are managed appropriately.

In our view, the absence of a deposit guarantee scheme places an unfair burden of risk on consumers. 

Investment decisions made by banks can entail significant risks. As small depositors, consumers are unlikely to be aware of these decisions or the risks associated with them. The capacity of individual consumers to scrutinise bank behaviour is also limited. 

No comprehensive case has been advanced against the use of a depositor protection scheme and it is difficult to see a legitimate argument why consumers here should be afforded less protection than their counterparts in other parts OECD countries.

It has been argued a deposit guarantee would increase the risk of banks acting irresponsibly as they will not bear the losses. However, the risk of moral hazard can be minimised by robust scheme design, adequate regulation and oversight of the sector.

We also do not consider the potential costs of such a scheme are an impediment. Previous modelling suggests the cost per $1000 of deposits would be between $1.50 and $3.70 per year.  

Thank you for the opportunity to make a submission. If you require any further information, please do not hesitate to contact me. 

Yours sincerely


Sue Chetwin 
Chief executive 
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